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PREFACE 

This report picks up where the Commission's 1962 report, Measures of  State and Local Fiscal 
Capacity and Tax Effort, left off, in examining ways to quantify (a) the relative financing capability of States 
and their local governments and (b) the extent to which these governments actually utilize this capability. 

The 1962 report on this subject was concerned only with entire States (including their political 
subdivisions). No attempt was made to develop capacity and effort measures for areas smaller than States. 
Neither was any attempt made to look beyond tax-raising capacity to consider the financing capacity 
available from nontax revenue sources and from boirowing. Nor were comparative measures developed 
separately for State governments and local governments. In all these respects the present report breaks new 
ground. 

Improved measures of fiscal capacity and fiscal effort would serve the ends of several INTERGOV 
objectives. It has recommended both to the Federal Government and the States that they increase emphasis 
on equalization of local resources in the distribution of their grants among eligible jurisdictions. It has urged 
State and local governments to make more effective use of their revenue resources and to encourage, in 
various ways, the mitigation of interstate and inter-local tax load differentials. The availability of 
meaningful fiscal capacity and fiscal effort measures would help to serve these and related policy ends. 

The Commission's concern with these measures stems in part out of its responsibilities in the area 
of Federal grants-in-aid and in part out of its interest in State and local tax policies and practices. Under 
Public Law 86-380, 86th Congress, the INTERGOV Commission is required, among other duties, to- 

"(1) bring together representatives of the Federal, State and local governments 
for the consideration of common yroblems, 

"(2) provide a forum for discussing the administration and coordination of 
Federal grant and other programs requiring intergovernmental cooperation; 

"(3) give critical attention to the conditions and controls involved in the 
administration of Federal grant programs." 

Conforming to INTERGOV policy for information reports, the results of the research investigation 
are presented without advising policy positions or recommendations. The report, however, provides 
extensive background for later consideration of policy issues by the Commission. 

Publication of this information report was approved by the Commission at its meeting on 
September 1 1, 1970. 

Robert E. Merriam 
Chairman 
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FOREWORD 

Traditionally, policymakers have relied on two kinds of economic indicators to measure relative fiscal capacity 
and tax effort of State and local governments: 

For purposes of Federal grants to States and for interstate financial comparisons, use is sometimes 
made of estimates of per capita personal income. 

For purposes of State financial aid to local governments, notably for educational purposes, frequent 
reliance is placed on the value of taxable property on local areas' tax rolls. 

Although useful, each of these kinds of indicators leaves much to be desired as a measure of governments' fiscal 
capability. At the State level, for example, resident personal income fails to reflect closely the potential of certain 
revenue sources, such as severance taxes in States like Louisiana, New Mexico, Texas, or Wyoming, motor fuel taxes in 
tourist-oriented States like Maine or Vermont, or gambling taxes in Nevada. And locally, the property tax base pertains 
to only a portion of available financing resources. Nationally, about two-fifths of all own-source revenue of local 
governments is obtained from non-property sources. 

The problems with "traditional" indicators of governments' financing capability are multiplied when one 
considers the potential interest of Federal policymakers in comparative measures for areas smaller than States or for 
particular local jurisdictions. This interest has been stimulated by the notable growth of Federal-local grants, and more 
recently by the widening discussion of revenue-sharing arrangements that include "pass through" features designed to  
target some money specifically toward local governments. 

In this context, a question arises that is not encountered in making intra-State comparisons alone, such as those 
needed for State-local grants arrangements: How to deal, in a nationwide context, with the marked interstate 
differences that exist in the relative financing roles of the respective States and their local governments? Clearly, any 
given per capita amount of "local government revenue capacity" or even of "actual local government revenue" means 
different things where (as in New Jersey) local governments account for a major portion of State-local financing and 
where (as in Hawaii) the State government plays a predominant role. 

Especially in a nationwide context, then, neither of the "traditional" indicators of relative fiscal capacity, taken 
alone, meets the need for meaningful comparative measures of the financing capability of the governments that serve 
various areas. For similar reasons, no other single indicator serves well. But if, as this suggests, account should be taken 
of various characteristics that affect the fiscal capacity of particular governments, two further questions arise: (1) Just 
what measurable characteristics should be taken into account? and (2) How much weight or importance should be given 
to each in order to arrive at a summary or composite indicator? 

Some of these problems were dealt with in our earlier report. It included estimates of State-local tax capacity in 
each State, based on an innovative "representative tax system7' approach. With that approach, total tax capacity was 
defined as the amount of revenue that would have been obtained by applying to taxable resources within each State the 
national-average rate of each of the various types of State and local taxes. 

A comparable concept is currently employed in Canada. A program of "revenue equalization grants" instituted 
there in 1967 distributes financial aid to each of the Provincial (State) governments found to have less per capita 
revenue-raising capacity-as similarly estimated on an average-rate basis for each of the various kinds of revenue sources 
actually used by Provincial governments-than the national average. 

The handling of "capacity" in the present study resembles that of the earlier ACIR report, by dealing separately 
with many different sources and weighing them according to their relative nationwide importance in State-local 
finances. However, it goes beyond taxes to deal also with charges and other nontax sources (which supplement 
State-local tax revenue by about one-fourth). Further, it provides summary State-by-State measures of "over-all fiscal 
capacity and effort" that take account of debt issuance as well as revenue. And it extends the "average-financing- 
system" approach separately to State and local government revenue sources, in order to develop comparative measures 
for over 900 local areas as well as for entire States. 

Most of the statistical findings presented in the report refer to fiscal 1966-67, the year for which detailed 
financial data are available from the latest Census of Governments. However, some updated State-by-State figures 
covering fiscal 1968-69 are also given. Some of the study conclusions are: 

. . . . . ( 1 )  Meaningful comparative measures of fiscal capacity and effort can be developed for 
various local areas; (2) such measures would lend themselves to selective and careful use in some 
kinds of Federal grants targeted toward local governments; (3) corresponding measures might 
well be built into Federal-State grant arrangements; and (4) States could use a comparable 



technology to measure relative local fiscal capacity and effort for some of their grant programs. 
. . . . . While intergovernmental transfers supply a significant and growing part of all local public 
financing, the great bulk of local government support is "self support" . . . . Accordingly, it 
may be at least as important to have reasonably sound measures of relative fiscal capacity and 
effort available as a background for policymaking at the local government level as to have such 
measures for the design of Federal or State grant programs. 

The reported State-by-State comparisons reaffirm, in updated form and by reference to broader-based measures, 
some extremely significant findings of the earlier ACIR study: that the relative financing capability of governments in 
various areas does not always correspond closely to the relative well-offness of people in such areas, as reflected by per 
capita income figures; and that the relationship of tax collections to the personal income of an area's residents does not 
necessarily gauge the financing burden borne by those residents. 

The illustrative data presented afford a background for the consideration of possible new approaches in 
Federal-State-local and State-local grant programs. On the other hand, in describing certain problems for the 
development of reliable localized measures-particularly for areas smaller than entire counties-the study supplies 
evidence that policy options in this regard are definitely limited. 

Chapter 3 of the report describes some of the uses actually made of indicators of relative fiscal capacity in 
existing Federal and State grant-in-aid programs, and chapters 4 and 8 discuss various ways in which comparative 
measures of the sort given here might be utilized by the National Government and by State governments, respectively. 
The word "might" deserves particular emphasis. Some of the potential applications mentioned, especially in connection 
with grant-in-aid formulas, would actually operate in opposing directions-that is, they would tend to serve competing 
kinds of objectives. 

It should be evident, then, that the report's discussion of various possible uses of comparative fiscal measures is 
not intended to indicate the extent or ways such data should be explicitly built into ongoing intergovernmental 
arrangements. The answer to that question would call for a determination of objectives to be served, resting in turn 
upon the value judgments of those charged with policymaking responsibilities. 

There are obvious hazards in an innovative effort to design new tools for fiscal policymaking, and particularly in 
presenting extensive arrays of illustrative data such as those that appear in this report. Even long-established statistical 
series in the complex field of governmental finance are sometimes misunderstood or misused. The need for cautious 
interpretation is multiplied when, as in this instance, the reported data reflect new approaches and unfamiliar concepts 
and terminology. 

It follows that readers should exercise care in drawing conclusions from, or making specific uses of these 
statistics. In particular, account should be taken of the qualifications and "warning signals" that appear in various 
portions of the report, as well as of its discussion of basic concepts and estimating methods (summarized in Chapter 1 
and more fully treated subsequently). 

In addition to the limitations of the reported statistics that are pointed out in chapters 5 and 6 and various 
appendixes, some cautionary observations are in order with respect to ways that the data might be interpreted: 

This study has involved no effort to measure the relative public service requirements or fiscal needs of 
various areas. Clearly, however, comparative measures of capacity and effort are likely to be especially 
useful when they can be examined or used in conjunction with data of that kind. 
It was noted above that revenue capacity has been estimated here mainly by an "average-financing-system" 
approach, as the sum of amounts that the governments serving any particular area would obtain if they 
were making use of various revenue-raising sources at nationwide average rates. This is a logical and useful 
estimating method, but its use here should not be taken to mean that the prevailing "average" State-local 
revenue system is considered ideal. 
Certain tables in this report compare detailed components of revenue effort for various State and local areas 
with related national-average figures. Such comparisons should be useful for policymaking consideration, 
but they are not intended to imply that "average" rates of use for various revenue sources necessarily 
represent desirable norms toward which all areas should strive. On the contrary, it may well be that 
responsible officials and the general public in some States and localities will consider a departure from 
average financing practices more to their liking. 
Many individual States show up rather differently in relative revenue capacity and effort as measured here 
on an "average-financing-system" basis than when their capacity is inferred solely from data on resident 
personal income. Accordingly, as Chapter 4 points out, if comparative measures of this kind were regularly 
available on a reasonably current basis, they would afford an alternative to personal income data as a factor 



in present or prospective Federal grant arrangements that include an allowance for interstate differences in 
capacity or effort. But in recognizing this possibility, the present report does not propose specific action in 
that direction. Any such suggestions would obviously need to take account of many policy-related 
considerations not examined here. 

These cautionary comments are in no sense intended as an apology for this study. Numerous advisers and critics 
who have examined it in draft form have expressed the view that the kinds of comparative measures developed and 
illustrated here have great potential value, and that this undertaking should stimulate and contribute to other 
much-needed efforts toward a better understanding, by policymakers and the general public, of fiscal conditions and 
relationships within our federal system. If this confidence is well-grounded, the report will have served its intended 
purpose. 

Wm. R. MacDougall 
Executive Director 
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Chapter I. 

THE PURPOSE A N D  NATURE OF THIS STUDY 

"When you can measure what you are 
speaking about and express it in numbers, you 
know something about it; but when you cannot 
measure it, when you cannot express it in 
numbers, your knowledge is of a meager, 
unsatisfactory kind."' 

These words of Lord Kelvin, the noted British 
scientist, offer a backdrop for the present study, which 
mainly concerns the question: Is it possible to make 
meaningful comparisons of the capacity and effort of 
various areas and governmental bodies to finance public 
services? 

The Problem Broadly Examined 

At first glance, the answer to the foregoing question 
seems obvious. Comparisons of this general sort are 
being made every day by public policymakers, the news 
media, businessmen, and ordinary citizens: 

No Governor proposes a major tax change, and 
surely no legislature adopts one, without consider- 
ing how the enactment may affect the State's 
standing compared to that of neighboring and 
competing States. 

In setting annual budgets and tax rates, city 
councils and county boards also look over their 
shoulders at what is going on in nearby jurisdictions. 

News stories and editorials frequently include 
comparisons of the tax rates or spending levels of 
particular communities. 

In planning where to locate new stores or 
factories, businessmen try to gauge how alternative 
locations compare in "tax climate." 

Those who rate and market municipal bond 
issues try to take account of the relative financial 
condition of various borrowing units. 
But many such comparisons are rough-and-ready at 

best, and they may even be misleading: 
How likely is it that an Oregon newspaper 

"viewing with alarm" that State's heavier-than- 
average income tax, will also emphasize that Oregon 

has no general sales tax, while neighboring 
California, Idaho, and Washington all do? 

When a homeowner in Camden, New Jersey 
finds-as he well might-that the property tax on his 
home is much more than it would be in nearby 
Philadelphia and nearly three times what it would 
be only a few miles away in Wilmington, does he 
have good grounds for complaint? What allowance 
should he make for the fact that in Philadelphia he 
would be subject to twice the "general sales tax" he 
pays in Camden, or in Wilmington to a hefty State 
income tax, not levied in New Jersey? 

How can John Q. Public make anything of 
newspaper reports of property tax rates of different 
local jurisdictions when, as is all too often the case, 
the governments being compared are in areas where 
property is officially valued for tax purposes at 
different fractions of its real market value? 

Or again, what can John Public make of the 
fact that New York City and Washington, D.C. 
spend far more per person than do most city 
governments? The typical municipality provides 
only a part of all local public services needed by its 
residents; they are usually served also by a county, 
school district, and various special districts. On the 
other hand, New York City has no such overlying 
units with separate taxing power, and Washington, 
D. C .  does not even have an overlying State 
government. 
These are only a few examples of the problems 

likely to arise in trying to make meaningjul fiscal 
comparisons of various areas and governments, especially 
when these are located in different States. 

In large part, these problems and difficulties are a 
by-product of the American federal system of 
government which gives the main responsibility for 
domestic public services to the States. They, in turn, 
have delegated to local public bodies a considerable 
share of this responsibility. Being entirely independent 

Sir William Thomson (Baron Kelvin), Constitution o f  
Matter (London: MacMillan and Co., 1891), p. 1. 



of each other and largely independent of the National 
Government, each State has been free to develop its own 
governmental and financing arrangements. Great differ- 
ences in various parts of the country have resulted. 

On the other hand, there are marked similarities in 
the nature of local community requirements. People in 
every part of the Nation need and somehow receive a 
"package" of localized public services which includes 
some services, such as police protection, public schools, 
and roads, recognized as major responsibilities of 
government everywhere. In closely-settled areas, the 
package also involves added public services, including 
some so essential that human survival in an urban 
environment would be impossible without them. 
(Winston Churchill once wrote that the only time he 
nearly despaired during the Battle of Britain was when 
the London sewer system-its "drainsm-was imperiled.) 

Two other facts require emphasis. First, in spite of 
the States' legal power to act separately in devising 
patterns of government and financing arrangements, 
they have actually done a good deal of copying from one 
another. As a result, many of the variations cited above 
are of secondary importance, not of a fundamental 
nature. For example, although there are marked 
interstate differences in the degree to which public 
responsibilities have been delegated to local govern- 
ments, a good deal of delegation appears everywhere; no 
State tries to exercise all of its constitutional powers 
directly. Similarly, although the legal scope of the 
property tax varies considerably from State to State, 
everywhere it is a very important revenue source, 
especially for local governments. Most of the major taxes 
used by State governments have taken shape within the 
past half century or so, and generally have common 
basic features. 

Secondly, the Bureau of the Census regularly 
develops statistics on State and local government 
finances in a framework that groups various items 
according to certain standard definitions, rather than 
according to their diverse handling in State and local 
accounts. By adding together amounts concerning 
various "overlying" governments, as thus available from 
Census Bureau sources, it often is possible to deal with 
some of the handicaps to meaningful fiscal comparisons 
which were suggested above. 

In summary then, although inter-area differences in 
governmental institutions and financial practices compli- 
cate the matter, it is possible to make much more 
meaningful comparisons of public financing in various 
areas than those that are often carelessly made. 

But, conceding both the difficulty and the 
feasibility of making good comparisons of this sort, why 
try? What do they matter? The answer is at least 
threefold. 

First, it is tremendously important that the general 
public be able to form some reasonable idea as to how 
well it is being served by government. Our whole 
framework of representative institutions is based on the 
premise that popular appraisal is both possible and 
desirable. To the extent that public views about 
governmental performance include concern about taxes 
and public spending-and some present and previous 
local officials would no doubt say that most voters are 
too preoccupied with these matters!-surely it is 
desirable that such views rest on accurate information. 
Yet, it is all too easy for voters to be misled by figures 
that grossly misrepresent the relative financial position 
of their communities. The development of more 
meaningful comparative figures should reduce the 
likelihood of poorly-founded judgments by the general 
public, whether voting is on specific tax-rate or 
borrowing questions that are put to referendum or on 
deciding whether to re-elect present officials or "turn 
the rascals out." 

More directly, well-based financial comparisons are 
needed by responsible policymakers-governors, mayors, 
legislators and local councilmen and board members 
-who in their representative capacity make most of the 
specific decisions about public budgets, taxing, and 
borrowing. In particular, such officials generally try to 
keep their own jurisdictions from getting too far out of 
line with neighboring or competing areas. 

There is a third extremely important purpose to be 
served by good comparative measures of fiscal capacity 
and effort, involving policy-making and administration 
with regard to grants-in-aid from one level of 
government to another. 

Federal grants supply more than one-sixth of total 
State and local government revenue; State grants provide 
nearly one-third of all local government revenue. Many 
of these grant arrangements make no provision for 
differentiating among the aided governments according 
to variations in their financing capacity or effort. 
However, there are some grant programs-particularly 
Federal aid for public welfare and health purposes, and 
State grants for schools-which do take account of such 
differences among the governments eligible for aid. 

State-local grants of this kind usually measure the 
fir,ancial capacity of the local governments by their 
property tax base. In the case of school districts, a 
"poor" district is likely to be so identified because it has 
a relatively small amount of taxable property per pupil 
or per teacher, usually with some allowance for 
estimated differences in the level of assessments (i.e., the 
relation between assessed value and market value of 
taxable property). In turn, if the level of local "effort" 
enters into the State grant formula, this is generally 



measured in terms of a local property tax rate, usually 
with allowance for assessment levels. 

Differences in the financing capacity of aided 
governments are specifically taken into account in only a 
limited number of Federal grants, bu t  these programs 
account for a considerable share of all Federal grant 
dollars. Under these programs, interstate differences in 
capacity are measured in terms of the respective States' 
average per capita personal income, as estimated annu- 
ally by the Office of Business Economics, with more 
generous aid authorized for those States that rank 
relatively low. 

Differentiation between "poor" and "well-off' 
areas has been provided in few of the Federal grants that 
go directly to local governments. The amount of money 
distributed under these programs is still far less than the 
total of Federal-State grants, but in recent years direct 
Federal-local grant programs have burgeoned both in 
number and in the dollar amounts involved. 

Anticipating Some Conclusions 

The need for meaningful comparative measures of 
fiscal capacity and effort-their actual or potential value 
for grant-in-aid use-was a major element in the decision 
by the Advisory Commission on Intergovernmental 
Relations to sponsor the present study. While grants by 
the Federal Government directly to local governments 
have been multiplying in variety and dollar amount, 
these Federal-local aid arrangements, unlike some 
important Federal-State grant programs, do not provide 
for any differentiation between relatively "low capac- 
ity" or "high-effort" jurisdictions and others. Lacking 
any organized body of statistics to reflect the relative 
fiscal capacity of claimant local areas or governments, it 
has been necessary in the design of Federal-local aid 
arrangements to disregard such differences. If, however, 
meaningful comparative measures of fiscal capacity and 
effort can be developed for various local areas and 
jurisdictions, then new policy options might be available 
for the design and administration of Federal-local grants. 

To arrive at a firm answer to that "if', this study 
has included an effort to develop comparative fiscal 
measures for many hundreds of local areas, including 
substantially all metropolitan areas and their component 
counties and all other counties of 50,000 or more, as 
well as some threescore large cities. The net result is a 
definite "yesm-meaningful and useful comparisons can 
be made of the relative fiscal capacity and effort of 
various local areas. 

On the other hand, it has become increasingly clear 
in the course of this study that any attempt to build 
capacity and effort measures into Federal-local grant 
arrangements would have to be made selectively and 
carefully, and with allowance for certain inherent 

problems and limitations. In other words, comparative 
data appear usable for certain kinds of Federal-local 
grant formulations but definitely not for others. 

Though aiming mainly at the problem of local-area 
comparisons, it was necessary and desirable to develop 
measures of relative fiscal capacity and effort at the 
State level. These statistics update, in a broader context 
and with some changes in approach, figures that were 
presented in the Commission's earlier examination of 
State-local tax capacity and effort.' The results illustrate 
a possible alternative to personal income data for 
measuring relative fiscal capacity in certain Federal-State 
grant programs. While most States would rank about the 
same on either basis, some differences are considerable. 
It can be argued, that findings based on a fiscal approach 
to measuring capacity would be more pertinent than 
personal income statistics to the objectives involved in 
"equalizing" grants-in-aid. 

Some of the most difficult problems encountered in 
trying to devise comparative capacity and effort 
measures that might be used in Federal-local grants 
would not arise in a corresponding effort regarding fiscal 
differences within a single State. Thus, the methods used 
here should be considered by State governments for 
application to their own grants-in-aid. 

Altogether, then: (1) meaningful comparative 
measures of fiscal capacity and effort can be developed 
for various local areas; (2) such measures would lend 
themselves to selective and careful use in some kinds of 
Federal grants targeted toward local governments; (3) 
corresponding measures might well be built into various 
Federal-State grant arrangements; and (4) States could 
use a comparable technology to measure relative local 
fiscal capacity and effort for some of their grant 
programs. It would be unfortunate, however, to appraise 
this study solely in terms of its possible relevance for 
grants-in aid. 

Although intergovernmental transfers supply a sig- 
nificant and growing part of local public financing, the 
great bulk of local government support is "self-support" 
from locally-imposed taxes and other locally-determined 
revenue sources. Local policymakers are considerably 
influenced in decisions about such self-support by their 
impressions-too often based on inadequate or even 
misleading data-as to how their particular communities 
compare with others. Accordingly, it may be at least as 
important to have reasonably sound measures of relative 
fiscal capacity and effort available as a background for 
policymaking at the local government level as to have 
such measures for the design of Federal or State grant 
programs. 

2 ~ d v i s o r y  Commission on  Intergovernmental Relations, 
Measures of  State and Local Fiscal Capacity and Tax Effort 
(Washington: U.S. Government Printing Office, October 1962). 



Determining What Should Be Measured 

The dictionary traces the word fiscal to a Latin term 
for "money basket," and defines it as "pertaining to the 
public treasury or revenue." Fiscal capacity measures are 
concerned with the ability of governments to obtain 
resources for public purposes-their potential reach in 
filling their money baskets. Measures of fiscal effort try 
to gauge how much of this capacity they are actually 
using- how far they are reaching 

It is not the purpose of this study, however, to 
measure fiscal capacity in an absolute sense. Rather, it 
seeks acceptable measures of the relative financing 
capacity of various governments, or of the governments 
that serve various areas. Fiscal effort measures are 
concerned with relationships in two ways: to measure 
for any particular area the actual financing performance 
of governments against their estimated financial reach; 
and to examine differences from area to area in this 
measure of relative governmental effort. 

It is especially important to observe that "fiscal 
capacity" involves the financing capability of govern- 
ments, rather than the economic well-being of people. 
The two are interrelated, because governments depend 
mainly for their financing upon taxes and other revenue 
sources that tap the income, transactions, or property 
holdings of people. It is not surprising, then, that the 
ACIR's 1962 study found general similarity in the tax 
capacity standing of various States whether gauged by 
personal income or in terms of the yield of a 
"representative tax system." But that study also found 
some differences in the results of the two measures for 
individual States. 

For smaller areas a simple one-to-one relationship is 
even less likely to be found in the relative well-offness of 
governments serving particular communities and of the 
resident population of such communities. This is partic- 
ularly obvious in "tax havens" that have large industrial 
or commercial installations which give their local govern- 
ments a relatively rich revenue base, even though the 
residents may be few in number and poor in income and 
property holdings. But the revenue base of local govern- 
ments near such tax havens often is less adequate than 
might be expected by reference only to the income of 
the residents, many of whom are employed in the haven 
area. The business property of the haven area is beyond 
the fiscal reach of these outlying governments. Or again, 
there are some communities or even entire counties 
where, due to the location of State capitols or univer- 
sities, or of Federal installations, much of the local 
economy rests on governmental operations. Because the 
local governments that serve such areas cannot tax the 
public property involved, their fiscal reach is likely to be 

less than that of other areas having a similar level of 
residents' personal income but a more usual mix of local 
economic activity. 

As attention is shifted from entire States to 
metropolitan areas, counties, or cities, the frequent lack 
of close correspondence between the relative fiscal 
capacity of governments serving various areas and the 
relative economic well-being of the residents of such 
areas is increasingly apparent. It then becomes more 
important to seek some means for measuring fiscal 
capacity that does not presume such a correspondence. 

By the same token, in dealing with fiscal effort we 
are seeking to measuregovernments'use of their potential 
financing capacity rather than to compare the resulting 
burdens that fall upon people in various areas. As in the 
case of capacity, the two are likely to be related: in an 
area where governments are making greater-than-average 
use of their total potential financing capacity, the 
resulting burden upon local residents is likely also to be 
on the high side. But this is not necessarily the case, nor 
are geographic differences in relative total governmental 
effort likely to correspond directly to differences in 
locally-borne burdens. This is because some taxes and 
other governmental exactions can be shifted by those 
who pay them in the first instance to someone else. For 
example, economists generally believe that most sales 
and excise taxes collected from producers, wholesalers, 
or retailers are passed along to the buying public, 
whether as a specific extra charge or in the form of 
higher prices. But not all members of the "buying 
public" are residents of the taxing jurisdiction. Thus, in 
a local area with a large volume of tourist trade, heavy 
reliance upon sales taxes may load onto non-resident 
visitors a considerable fraction of the financing of public 
requirements. For such an area, one might find a 
comparatively high measure of relative revenue effort, 
even though-thanks to this targeting at the tourists- 
locally-borne tax burdens are only average or even low. 

This is an important point, worth emphasizing: 
Comparative measures of revenue effort refer to the 
extent to which governments in various areas were 
making use, in 1966-67, of their potential revenue 
capacity; these measures do not directly reflect inter- 
area differences in resulting tax or  revenue "burdens." 
This is likely to be disappointing to some, but several 
extenuating facts should be noted. 

The present study was initiated with particular 
concern for intergovernmental relationships, and the 
extent to which good localized measures of relative 
capacity and effort might be available for the design of 
Federal and State grants-in-aid. For that purpose it is 
clearly necessary and proper to direct attention toward 
data pertaining to governments rather than data about 
people or their tax burdens. The relevant consideration 



is the amount of revenue within reach of the particular 
jurisdiction through the use of "average" taxes and tax 
rates. It matters not for this purpose whether those taxes 
are paid ultimately by consumers of exported products 
or by the nonresident consumers of tourist facilities and 
services. What matters is that prevailing tax practice 
permits these revenue sources to be tapped locally for 
governmental purposes. 

Any effort to develop geographic comparisons of 
tax burdens would demand numerous assumptions on 
the extent to which the costs imposed by various kinds 
of taxes can be shifted to someone else by the persons or 
businesses actually subject to tax, and the conditions 
under which this is likely to occur. Efforts of this nature 
would take the present study considerably beyond its 
intended and feasible scope. Economists differ about the 
shifting and incidence of some important elements of 
the State-local tax system and it would be necessary 
somehow to reallocate geographically those components 
of governments' total "take" that are considered 
especially subject to shifting. 

Finally, although illustrative figures for various areas 
do not directly reflect geographic differences in local 
fiscal burdens, they nevertheless throw useful light on 
that matter. For example, the data show how much of 
the estimated total revenue capacity of each reported 
area can be attributed to various kinds of revenue 
sources, which are likely to differ in the degree to which 
they may be subject to geographic shifting of ultimate 
burden-e.g., residential property, as compared with 
commercial and industrial property. Together with the 
measures of "effort" shown separately for various 
revenue components, these figures can with appropriate 
caution be used at least to identify those areas where 
localized burdens for public financing were probably 
well above or below the prevailing level in 1966-67. 

In order to make comparisons across State lines, the 
question immediately arises: How to take account of the 
marked variations that exist from one part of the 
country to another in the ways that States share 
responsibility with their local governments for providing 
and financing public services? It would be a nearly 
meaningless exercise to compare per capita amounts of 
revenue raised by local governments in New Jersey and 
Hawaii, for example, without allowing for the fact that 
in New Jersey such collections must finance a substantial 
share of all spending for schools and public welfare, 
while in Hawaii these costly functions are State- 
financed. Mainly because of differences in the scope of 
direct State handling of particular functions and the 
extent to which States provide grants-in-aid, the local 
government share of total State-local taxes ranges 
widely-from little more than one-third to about 
three-fourths. 

It is necessary, then, in attempting comparisons of 
local fiscal capacity and effort across State lines, to build 
in a specific allowance for such wide variations. One 
approach would be to figure the revenue-raising capacity 
of local areas on a standard basis, but then deduct each 
area's estimated contribution to State government reve- 
nue. This would result in a kind of "disposable capacity" 
figure with which actual amounts of local government 
revenue could be compared. But such an approach 
would leave much to be desired, as can be seen by 
considering two areas, as follows: 

a. Per capita personal income . . $3,000 $3,000 
b. Per capita State revenue . . . 200 100 
c. Balance (a minus b) . . . . . 2,800 2,900 

Would it really be reasonable to conclude, as the 
figures might suggest, that local governments in Area A 
have nearly as much "disposable capacity" to tap as 
those in Area B? Or would it not be more reasonable to 
presume-since most taxpayers are much more con- 
cerned about their total tax load than about what level 
of government is hitting them-that the heavier State 
load in Area A has a much more drastic effect than this 
in limiting the revenue capability of local governments 
there? 

Clearly, some other method seems necessary to take 
account of the varying proportions of State and local 
government financing. For the present study, it was 
concluded that the only proper approach was to deal 
jointly with these closely interrelated levels of 
government, and to develop capacity and effort 
measures that would take account of both. The 
illustrative figures are subclassified, however, to show 
separate State and local government components, so that 
they reflect the kinds of variations mentioned above, 
and indicate "relative effort" not only in terms of 
overall State-locaI revenue but also in terms of the 
portion of such revenue that is raised by local 
governments. Comparisons of this latter kind may well 
be misleading except in the context of the broader kind 
of composite measure. 

In deciding what needs to be measured, the scope of 
State and local government finances must be taken into 
account. In 1967, tax revenue of these governments 
amounted to $61 billion, but their expenditure was 
nearly twice as great, $106 billion. Besides taxes, 
financing came from Federal aid (more than $15 
billion), and from other nontax sources. In trying to 
devise capacity figures by which to determine relative 
State-local effort, it seems logical to omit Federal aid. 
But how about the other financing sources? At least two 
reasons might be seen for trying to take them all into 



account: (1) If successful, this would provide a really 
comprehensive measure of capacity, to which the total 
of all State-local financing could be related; and (2) 
"effort" could then be analyzed not only in terms of the 
various sources involved but also according to the 
purposes or functions being financed (subject, of course, 
to the deduction of Federal aid amounts received by 
State and local governments for the particular 
functions). 

But such a comprehensive approach could also be 
questioned on several grounds. In particular, it would 
involve putting together on a gross basis capacity figures 
covering quite different elements of State and local 
government activity, such as the States' provision of 
unemployment compensation and various local govern- 
ments' operation of electric power and transit systems. 
Any area where such activities loom relatively large 
presumably would show up with greater-than-average 
total capacity. Even if its total financing also showed up 
high, the resulting measure of relative effort would 
involve a mix of what most people recognize as 
"ordinary" governmental activities with these other 
more infrequent and variable elements. Since a major 
concern of this study is to seek capacity and effort 
measures that could be used in the design of grant-in-aid 
arrangements, some of these specialized financing ele- 
ments should be left out of the picture or, at least, they 
should not be included in gross terms. 

How about borrowing? A considerable part of the 
capital outlay of local governments is financed in the 
first instance by debt issuance. The same is true to a 
lesser extent for State government outlays. Debt 
financing might be viewed as one form of governmental 
effort-at least a short-run alternative to the raising of 
the same amount of revenue. Although debt issuance 
permits the postponement of the burdens flowing 
immediately from taxes or fees and other charges, it 
does involve a sort of sacrifice by the jurisdiction 
involved-a reduction in its further borrowing power and 
the acceptance of a future drain upon its resources for 
debt service. A major argument for trying to take 
account of the borrowing component of State-local 
financing is that this would permit the subclassification 
of "effort" along functional lines. On the other hand, to 
do that would imply that borrowed funds can be readily 
interchanged with governmental revenues, and that is 
not so. Bonds are usually issued to finance particular 
capital outlays and cannot be diverted to other purposes. 
Furthermore, very special problems arise in trying to 
measure relative debt capacity. Accordingly, in the 
present study capacity and effort have been measured 
and reported mainly in terms of revenue alone, although 
Appendix F takes a look at broader measures that also 
take account of financing by debt issuance. 

This study is concerned mainly with what the Census 
Bureau reports as State and local governments' "general 
revenue from own sources." Besides tax revenue, this 
includes charges collected in connection with various 
governmental services, such as college tuition fees and 
public hospital charges, interest earnings on govern- 
ments' financial assets, and other miscellaneous nontax 
revenues. Altogether, such sources in 1966-67 supplied 
nearly one-quarter as much as State and local 
government tax revenue. But it seemed important to 
take account also of the financing to help support 
ordinary "general government" functions that certain of 
these governments obtain by operating various com- 
mercial undertakings. 

One illustration is the liquor stores operated by 
about one-third of the State governments and also by 
local governments in a few States. The net surplus from 
such operations can reasonably be viewed as, in effect, a 
tax on liquor sales. It has been so treated here. Many 
local governments also own and operate electric utility 
systems; even more of them have water-supply systems; 
some operate gas-supply utilities, and some operate 
transit systems. Although, as already noted, it does not 
seem desirable to deal with such commercial activities on 
a gross basis (with all their revenue entering into the 
calculation of governmental effort), it does seem proper 
to recognize that surpluses from such operations may 
serve as a substitute for other forms of local government 
revenue. This is especially the case because, except for 
publicly operated transit systems (which are usually 
operated at a loss), it is the prevailing practice for the 
governments with such utilities to obtain some net 
financial benefit from their operation. Furthermore, to 
ignore this element of revenue capacity in making 
geographic comparisons would result in "unfair" 
findings. The tax base of an area served by a 
privately-operated power system would presumably take 
account of the taxability of the property of that system, 
while the tax base of a corresponding area served by a 
public power system would lack such a component. 

In 1966-67, the total "net surplus" arising from 
local governments' operation of water, electric, gas and 
transit utilities was $1.5 billion. These utility surpluses 
and the $321 million in net surpluses of State- and 
locally-operated liquor stores are part of the revenue 
capacity and effort to be examined in the present study. 
The resulting nationwide total is $77.6 billion: $61 
billion of State-local tax revenue, (as defined by the 
Census Bureau), $14.8 billion of what the Census Bureau 
terms "charges and miscellaneous general revenue," and 
$1.8 billion available for general government purposes 
from publicly-operated liquor stores and utilities. 
Completely excluded from consideration, besides 
Federal aid, is "insurance trust revenue," which consists 



of receipts from contributions and investment earnings 
of employee-retirement systems and various other 
State-administered insurance systems. 

Measuring Revenue Capacity 

The ACIR's earlier study of the relative tax capacity 
and effort of the States made use mainly of what it 
termed the "representative tax system" approach. That 
methodology involved: (1) Determining for each of 
various kinds of State and local taxes a national average 
rate which, if applied throughout the Nation, would 
have produced the same total amount of revenue that 
State and local governments actually obtained from the 
particular type of tax in 1960; (2) Estimating by State 
the potential yield of each type of tax, if imposed at this 
uniform nationwide rate; and (3) aggregating these 
potential-yield amounts for each State to arrive at an 
estimate of its total tax capacity. 

A similar approach to estimating revenue capacity 
has been followed in the present study. The handling of 
taxes at the State-area level parallels very closely that 
which was pioneered in the previous ACIR report. 
However, to account for nontax revenue as well as taxes, 
the focus has been expanded to employ what might be 
termed an "average financing system" approach by 
which the revenue capacity of any particular area is 
defined as the total amount of revenue that would result 
by applying, within the area, the national average rate of 
each of the numerous kinds of State-local revenue 
sources. 

As thus used, the word "rate" may be more readily 
understandable for taxes than for nontax revenue. 
Chapter 5 describes in detail the manner of dealing with 
various revenue items. It may suffice here to say that for 
most nontax revenue components the "rate" used to 
estimate potential yield in various areas was a ratio 
obtained by dividing the nationwide total of actual 
revenue from the particular source by the nationwide 
total of current State or local government spending for 
the activity that gave rise to the particular item of 
revenue. For example: in 1966-67, local governments' 
"current charges" revenue from their park and 
recreation activities amounted to $195 million, or 22.3 
per cent as much as their current operation expenditure 
that year for such activities ($873 million); accordingly, 
in estimating revenue capacity for any area, a sum for 
this kind of current charges revenue was included equal 
to 22.3 per cent of current spending for parks and 
recreation by local governments within the area. 

It will be observed that this treatment builds some 
allowance for the differing functional scope of 
governments in various areas into the resulting summary 
measures of overall revenue capacity. For example, a 

highly urban county-where sanitation, public housing, 
airports, and public hospitals make up a relatively large 
part of local government activity-would be credited 
with the additional revenue potential commonly 
associated with such charge-related services. 

At first glance, it may seem odd or undesirable that 
the revenue capacity of a government should thus be 
made to depend in part upon the scope of its current 
operations. With this approach, for example, State A, 
with an extensive public university system, has more 
revenue capacity than otherwise similar State B, where 
higher education is largely supplied by private 
institutions, because State A has access to more "current 
charges" revenue through its public university system 
than does State B. But this is only a particularly 
emphatic reminder that the concern is not with economic 
measures regarding people but, rather, with measures 
regarding governments, and on that basis it is not 
illogical to credit greater capacity to State A. 
Furthermore, even with the extra capacity so credited, 
the government with broad functional responsibilities is 
unlikely to be fiscally "better off" in net terms than an 
otherwise similar government which provides fewer 
services. As the foregoing figures for "parks and 
recreation" illustrate, current operation spending for 
most functions is greater than the charge revenue they 
are likely to yield (though some functions are 
exceptional, as indicated by table 19). Usually, then, 
the additional estimated own-source revenue capacity is 
more than offset by related extra fiscal requiremenk3 

Perhaps a better way to clarify the logic of this 
approach is to recall the reference to two local areas 
having different arrangements for electric power-one 
with a privately-owned utility and the other with a 
publicly-operated system. Allowing for the potential 
contribution of the public system to general local 
government support (in terms of average nationwide 
relationships for public power systems), offsets the fact 
that its property holdings, unlike those of the 
privately-operated system in the other area, do not 
contribute to the base available for local taxation. 

The "average financing system" approach in the 
first instance involved estimating for each State the 
potential yield at national average rates of numerous 
components of State and local government revenue, and 
adding these amounts to arrive at a summary estimate of 

3 ~ n  alternative approach to this aspect of comparative 
fiscal measurement appears in Selma J. Mushkin and John F. 
Cotton, Functional Federalism: Grants-in-Aid and PPB Systems. 
That study applies the concept of "capacity requirements," in 
which governments' revenues from fees and charges (and also 
from Federal grants) are deducted from gross expenditure 
requirements, in or& to obtain a net amount that can usefully 
be compared with an estimate of tax capacity. 



total revenue capacity for each State area. As a second 
major step, to obtain corresponding capacity figures for 
local areas, similarly detailed estimates of potential yield 
were developed and added for each such area. 

This procedure in effect weighs each revenue source 
according to its relative nationwide importance. For 
example, if we imagine an area that is "average" in the 
sense that its economy is a direct miniature of that of 
the entire Nation, we would find that 11.6 per cent of 
its estimated revenue capacity would be attributable to 
State general sales taxes, 15.4 per cent to local property 
taxes on residential property, 1.1 per cent to local taxes 
on earnings or income, 8.1 per cent to local charges for 
various general-government services, etcetera, since these 
are the proportions of all State and local government 
revenue-as defined for this report-that actually came 
from these sources in 1966-67. (Appendix table B-1 
gives a detailed picture of the composition of total 
State-local tax revenue, by source.) 

In some connections, however, such a system of 
weighting may seem undesirable or even potentially 
misleading. This is especially likely when not dealing 
with State-local aggregates, but comparing the actual 
revenue performance of local governments with the 
amount of capacity that involves local governments' 
revenue sources. The "average financing system" method 
credits some local government capacity for kinds of 
taxes that in certain States are not even legally available 
for local government use. Also, there is considerable 
interstate variation in the relative reliance placed upon 
State government revenues. To take account of these 
complications, two sets of revenue capacity estimates 
have been developed for individual local areas-one 
based directly on national-average rates for various 
detailed sources; the other with weighting adjusted in 
each State to reflect the proportionate use of particular 
sources within that State. This adjustment of source 
weights, however, was applied in such a way that if the 
process were applied to all parts of any State, the 
estimated statewide capacity would be the same as that 
resulting from the direct use of national average rates. In 
other words, there is really only a single set of "total 
revenue capacity" estimates at the State level, but two 
alternative sets of total-capacity estimates for individual 
local areas. 

Especially for local policymakers, the adjusted 
measure of local government capacity is likely to be 
more pertinent than the simple unadjusted measure, 
since it takes account of interstate variations in financing 
arrangements, including departures from the "average" 
division of revenue-raising responsibility between State 
and local governments. 

Measuring Revenue Effort 

As reported in this study, "revenue effort" is an 
expression of the percentage relation between actual 
amounts of revenue obtained by governments in 
1966-67 and their revenue capacity, as estimated by the 
"average-financing-system" approach. Under that sys- 
tem, actual revenue equals total revenue capacity, 
nationwide, and capacity for each detailed revenue 
source (in other words, the nationwide effort measure in 
each instance would be 100 per cent). Therefore, the 
effort measures shown for various States and local areas 
actually show how they compare in revenue perfor- 
mance with a national average. 

The actual revenue amounts used for these 
calculations were drawn from the 1967 Census of 
Governments. As more fully explained in Chapter 5,  it 
was necessary in a few instances to estimate yields for 
particular tax components not separately detailed in the 
Census sources. But the intrastate geographic allocation 
of State government revenues was the most important 
estimating task needed to arrive at "actual" revenue 
amounts for local areas. This involved using the same 
"allocator" for each State tax that was used to estimate 
tax base or potential yield; the State governments' 
nontax revenue was geographically allocated in terms of 
population-i.e., on a uniform per capita basis within 
each State. For any interstate metropolitan area it was 
necessary to carry out the operations separately for each 
State portion of the SMSA. 

Why The Average-Financing-System Approach? 

The methods used here to estimate relative revenue 
capacity and effort involve a complicated set of 
operations, dealing with many different factors. Some of 
the reasons for this already have been suggested. 
Nevertheless, additional questions arise: Is such a 
complex operation really called for? Would not some far 
simpler approach serve as well, or perhaps yield results 
that in some sense would actually be "better?" 

"What other approach?" A search for possible 
alternative methods would likely begin with an in- 
ventory of various kinds of economic data that are 
available in comparable form for individual local areas, 
to find one or a few items that would provide a 
close-fitting measure of governments' revenue-raising 
capacity-i.e., their potential fiscal reach. The present 
research effort did not start out that way, but intensive 
use of the data sources lead to the conclusion that this 
description is not satisfied by any one particular 
economic measure available periodically for local areas. 

There are numerous measures that have some 
bearing upon governments' revenue-raising capacity- 



data on personal income, the volume of retail trade and 
services, property values, and so forth. However, as soon 
as one abandons the hope of finding and using a single 
indicator, and accepts the necessity for taking some 
account of two or more, the sticky question arises: How 
much weight should be given to each of several 
potentially relevant indicators to arrive at a good 
summary measure of relative revenue capacity for 
various areas? 

One possible answer would rest on some presump- 
tion as to the way that governments ought to be 
financed. For example, if one thought that about 
one-third of all revenue gathered by State and local 
governments should come, respectively, from taxes on 
income, retail sales, and property values, then a capacity 
measure giving equal weight to indicators for these three 
items would be logical. But there is no consensus as to 
an "ideal" revenue set up. In fact, local and State 
government revenue is obtained from a great variety of 
sources, tapping economic values or flows that are not 
distributed in a parallel way among various areas. 

These facts give a strong push toward the approach 
applied in the present study which rests on the 
proposition that, in trying to arrive at a meaningful 
summary measure of relative revenue capacity for 
various areas, it is best to weight various detailed 
elements of potential capacity according to their relative 
contributions to the grand total of all revenue raised by 
State and local governments. Whether applied at the 
national level or (as in the "adjusted" capacity measures 
for local areas) on a within-State basis, such a set of 
weights seems more likely than any alternative to give 
summary capacity estimates with which actual revenue- 
raising performance can logically be compared. It 
provides a reflection of the real world, rather than of 
some other set of assumed circumstances. 

In turn, this suggests another useful aspect of the 
average-financing-system approach to estimating revenue 
capacity. It supplies not only summary measures but 
also comparative effort measures for particular sources. 
Any action by responsible policymakers to change the 
revenue performance of the governments with which 
they are concerned must deal with specific sources 
rather than in general or over-all terms. This helpful 
feature of the average-financing system approach is 
illustrated here especially in the tables comparing entire 
States, where numerous sources are shown explicitly. 
The figures given for individual local areas reflect an 
abridged set of categories, but these figures are backed 
by computer-tape records from which far more detailed 
comparisons could be developed. 

The question remains: is it really important to make 
use of a highly detailed subclassification of sources? 
Might not a few major categories serve as well? 

It is true, of course, that the present study deals 
separately with a great many different revenue 
components, including some that contribute only a 
fraction of one per cent of all State-local revenue 
nationwide. But national proportions are not what really 
matters in this context; the real questions are (1) 
whether there is marked geographic diversity in the per 
capita base for particular revenue components, and (2) 
the extent to which such variations are extremely similar 
for some items, so that they might properly be grouped 
in estimating revenue capacity. It is true generally that 
marked differences in geographic distribution exist 
among States and still more among smaller areas. It is 
true also that many detailed revenue elements tend to 
vary in parallel fashion. But such general knowledge is 
not enough. In trying to judge what compression or 
grouping of revenue sources might be proper to estimate 
revenue capacity, findings based on detailed data, against 
which alternative estimates can be checked, are essential. 
Some such comparisons have been made (Chapter 7). 
Not surprisingly, many areas show up about the same, 
whether their revenue capacity is estimated from highly 
detailed components or with a broader grouping of 
items. But whether the latter approach is "just as good" 
as the former depends on how the results are to be used. 
Summary grouping is likely to serve if one seeks only a 
basis for generalizing about locational patterns. But if 
the results are to be used in a particular grant-in-aid 
program, even rather rare departures from the usual 
parallel between the two methods may be important; it 
would be little comfort to a particular area that is 
harmed by a faulty allocation formula to be told that 
such instances are highly unusual. 

A desirable feature of the average-financing-system 
method for estimating revenue capacity is that this 
approach affords a reflection of the real world of 
State-local financing. This should not be interpreted, 
however, as saying that present financing arrangements 
of State and local governments (or perhaps a bit more 
accurately, those of 1966-67, as reflected here) are 
considered ideal or even desirable. Numerous policy- 
oriented studies by the Commission, as well as reports 
and statements by many other interested observers, have 
emphasized the urgent need for a more productive and 
equitable State-local revenue system. There is no clear 
consensus about the details of any "ideal" system. 
However, many observers would undoubtedly subscribe 
to the viewpoint indicated in various ACIR reports, that 
there should be relatively more use made of personal 
income taxation and a relative deemphasis of the 
property tax for State and local government financing. 
Accordingly, Chapter 7 also presents and discusses some 
alternative measures of revenue capacity, with the 
weighting of various revenue sources adjusted in those 
directions. 



Chapter 2 

HOW STATES A N D  LOCAL AREAS COMPARE 

The many pages of statistics appearing in Appendix 
G would lend themselves to far more exhaustive analysis 
than can be offered here. But while the following 
observations are necessarily limited and selective, they 
should help to highlight the findings and to illustrate 
some of the informational needs that can be served by 
comparative measures of revenue capacity and effort.' 

Statewide Measures of Revenue Capacity 

All revenue sources. A 2.6-to-1 range exists in 
relative revenue capacity of State and local govern- 
ments-from $670 per capita, or 69 per cent above the 
national average in Nevada, to $259 per capita, or 35 per 
cent below the national average in South Carolina. Even 
if the four highest-ranking and four lowest-ranking 
States are disregarded, the others still show a range of 
nearly 1.740-1, from 23 per cent above the national 
average to 26 per cent below. 

Regional factors are obviously important: the seven 
lowest-capacity States-Alabama, Arkansas, Kentucky, 
Mississippi, North Carolina, South Carolina, and West 
Virginia-are all in the South; and the five highest- 
capacity States-Alaska, California, Nevada, Washington, 
and Wyoming-are all in the West. However, as more 
fully noted later, sizable differences in total revenue 
capacity appear in each of the four major regions of the 
country. 

The data indicate even greater interstate variation in 
revenue capacity than in per capita personal income, 
which showed a 2.1-to-1 range in 1966, from 25 per cent 
above the national average in Connecticut to 41 per cent 
below the national average in Mississippi. However, if the 
four highest-income and four lowest-income States are 
disregarded, the resulting range of 1.7-to-1 is similar to 
that so calculated for revenue capacity. 

As would be expected, most high-income States also 
are above average in per capita revenue capacity, and 
most low-income States have less than average capacity. 
However, this is not always the case, nor do the two 
relative measures always match closely. In 24 States they 
differ from one another by at least 10 per cent. 

There are only three States (Georgia, Hawaii, and 
North Carolina), together having five per cent of the 
Nation's population, where these two comparative 
measures differ by less than two per cent. 

In the following 29 States, with 42 per cent of the 
Nation's population, per capita personal income 
apparently under-indicates relative revenue capacity by 
at least two per cent: 

A t  least 20% below: 
Louisiana . . . . . . . . . . . . .  24 
Nevada . . . . . . . . . . . . .  3 1 
New Mexico . . . . . . . . . . . .  25 
North Dakota . . . . . . . . . . .  28 
Wyoming . . . . . . . . . . . . .  37 

15% to 19% below: 
Montana . . . . . . . . . . . . .  15 
Nebraska . . . . . . . . . . . . .  16 
Oklahoma . . . . . . . . . . . .  19 

10% to 14% below: 
Alaska . . .  
Arizona . . 
Florida . . 
Idaho . . .  
Mississippi . 
Oregon . . 
South Dakota 
Texas . . .  
Washington . 

'Since these statistics mainly pertain to fiscal 1966-67-the 
year for which detailed information is available from the 1967 
Census of Governments-it would be technically proper to use 
the past tense in the following discussion. But that would require 
monotonous repeated reference t o  the period involved-"State 
and local governments, in fiscal 1966-67. . .  ," etcetera. 
Accordingly, most of the following discussion is couched more 
briefly and simply in the present tense, relying on the reader to  
make due allowance for this matter of time reference. It should 
also be noted that summary State-by-State estimates of relative 
tax capacity and effort for 1968-69 (a period two years later 
than that covered in most of this study) appear in Appendix 
Table G-14, and are discussed later in this chapter. 



5% to 9% below: 
Arkansas . . . . . . . . . . . . .  7 

. . . . . . . . . . . .  California. 6 
Colorado. . . . . . . . . . . . .  9 
Kansas. . . . . . . . . . . . . .  8 

. . . . . . . . . . .  New Hampshire 6 
Tennessee . . . . . . . . . . . .  7 

. . . . . . . . . . . . . .  Utah 6 

2% to 4% below: 
Alabama . . . . . . . . . . . . .  4 
Delaware . . . . . . . . . . . . .  4 
Iowa . . . . . . . . . . . . . .  2 
Kentucky. . . . . . . . . . . . .  2 

. . . . . . . . . . . .  Minnesota 3 

In the following 19 States, having 53 per cent of the 
Nation's population, per capita personal income 
apparently over-indicates relative revenue capacity by at 
least two per cent: 

A t  least 10% above: 
. . . . . . . . . . . .  Connecticut 14 

. . . . . . . . .  District of Columbia 12 
Maryland . . . . . . . . . . . . .  11 

. . . . . . . . . . .  Massachusetts 14 
New Jersey . . . . . . . . . . . .  12 
Pennsylvania . . . . . . . . . . . .  16 

. . . . . . . . . . .  Rhode Island 15 

5% to 9% above: 
Illinois. . . . . . . . . . . . . .  9 

. . . . . . . . . . . . .  Indiana 5 

. . . . . . . . . . . . .  M a i n e .  5 
NewYork . . . . . . . . . . . .  6 
Ohio . . . . . . . . . . . . . .  7 

. . . . . . . . . . .  South Carolina 5 
. . . . . . . . . . . . .  Vermont 5 

4% above: 
Michigan . . .  

. . .  Missouri 

. . .  Virginia 
West Virginia . 

. . .  Wisconsin 

A host of factors contribute to the divergence 
between relative revenue capacity as specifically 
measured here by reference to the prevailing State-local 
financing system and as it might be inferred simply from 
personal income statistics. However, some important 
elements can be observed from the lists above, and from 
the tables in Appendix G which report the composition 
of revenue capacity for individual States. 

This 29-State list suggests that where mining or 
tourism are important elements of its economy, a State 
is likely to exhibit relatively much more revenue-raising 

capability than resident income data would suggest. In 
such States, the revenue potential of severance taxes and 
of certain kinds of sales taxes is greater than under 
average circumstances. For example, potential yield of 
amusement taxes is a very small part of the revenue 
capacity of most States. But not for Nevada, and for an 
obvious reason: although its residents receive only a 
quarter of one per cent of all personal income in the 
Nation, that State has five per cent of the entire 
country's amusement enterprise receipts, as reported by 
the Census of Business. Similarly, Texas' share of the 
nationwide base for severance taxation is seven times its 
residents' proportion of all personal income in the 
Nation. For Louisiana, this ratio is about 17-to-1, and 
for Wyoming nearly 20-to-1. 

The 29-State list above also indicates that areas 
where agriculture is an important economic element are 
likely to be relatively better off from the standpoint of 
the prevailing State-local revenue system than one might 
infer simply by looking at resident personal income. This 
mainly reflects two factors: (1) the important role of the 
property tax, which in 1966-67 supplied nearly 
one-third of all own-source revenue of State and local 
governments and received a corresponding weight in 
estimating their financing capability; and (2) the fact 
that modern agriculture is capital-intensive-that is, it 
involves more property investment per dollar of income 
than most other economic activities. 

The findings on this score as to both total revenue 
capacity and tax capacity alone generally resemble those 
of the earlier ACIR report on relative State tax capacity, 
even though this time (as more fully explained in 
Appendix D) specific allowance has been made for the 
fact that the average tax rate applying to farm property 
is considerably below the rates that apply to urban 
residential property and business property-a distinction 
not made in the previous study. Two further factors may 
help to account for the better-off appearance of sparsely 
populated rural States when they are considered on an 
average-financing-system basis: (1) out-of-State owner- 
ship of taxable property located within the State may 
exceed the amount of withinState ownership of 
property located elsewhere; and (2) the fact that farming 
is not completely monetized and has some lingering 
elements of barter economy that are not fully reflected 
in income statistics. 

The list of 19 States with less revenue-raising 
capability than personal income figures might suggest, 
shows: 

1. These States together have more than half of the 
Nation's population. 

2. Most of them are located in the northeastern or 
north central regions of the country; in fact, 15 
of the 21 States in those areas are in this group. 



3. All of the States where income figures 
over-indicate revenue capacity by at least 10 per 
cent are highly urban, and most of them have 
been experiencing less rapid population growth 
than the Nation as a whole. 

Again the important role of the property tax in 
State-local financing is reflected. Most of the States with 
less revenue capacity than might be inferred from 
income statistics have a greater-than-average proportion 
of relatively old residential property, and of multifamily 
as distinguished from single-family housing-factors that 
tend to minimize the per-family value of residential 
property in relation to money income. Several, such as 
Connecticut, Rhode Island, and Massachusetts, have a 
considerable concentration of service types of business 
(e.g., banking and insurance), which involve less taxable 
property relative to the amount of income they generate 
than do most other kinds of economic activity. 

Pennsylvania's estimated revenue capacity per 
person was only 84 per cent of the national average in 
fiscal 1966-67, even though its resident personal income 
was at the average level in calendar 1966. It may thus be 
worthwhile to see how various elements account for this 
divergence, as an illustration of how the average- 
financing approach to the measurement of capacity 
works out in this particular instance. 

Pennsylvania has somewhat greater-than-average 
revenue potential per capita for some sources, 
particularly business property taxes and corporation 
taxes, but including also individual income and death 
taxes and to a lesser degree certain other taxes. In fact, if 
all its other revenue sources worked out at the U.S. rate 
of productivity, it would be about nine per cent ahead 
of the game, over-all. But this is not the case. For many 
of those other sources, Pennsylvania's revenue potential 
is somewhat below par and in some instances materially 
so. In dollar terms, the greatest deficiency involves its 
residential property tax base (16 per cent below the 
nationwide per capita average), followed by the farm 
property base (73 per cent below). Together, these two 
elements account for a major part of the State's relative 
deficiency of tax capacity. Nontax revenue sources in 
Pennsylvania also show up materially below average 
levels. This is true to such an extent that the measure of 
its relative total revenue capacity (84 per cent) is 
materially below the corresponding measure of its tax 
capacity (91 per cent). Numerous nontax elements are 
involved, including potential revenue from State 
higher-education charges, local governments' nonschool 
charges, miscellaneous local government revenue sources, 
and local utility surpluses. In each of these instances, 
Pennsylvania's revenue-raising capability is considerably 
under-par-reflecting a sizable departure in that State 
from various kinds of national-average relationships 

(such as the relative scale of various kinds of 
revenue-yielding functions) which underlie the capacity 
estimates for nontax sources. 

The detailed data presented in Tables G-1 to G-7 
lend themselves to further analysis for each of the 
States. 

Tax capacity. Given the primary role of taxation in 
State-local financing, it is not surprising that relative tax 
capacity and relative total revenue-raising capability are 
generally similar for individual States. For all but nine of 
the 51 State areas, the two measures are within five per 
cent, and in 22 instances within three per cent. But there 
are some cases where a material difference appears when 
nontax sources are taken into account in measuring 
capacity, with various factors contributing to this result. 
For example, revenue capability exceeds what the tax 
base would suggest in Alaska and New Mexico (which 
have sizable State revenue from royalties), North Dakota 
(where the State operates extensive commercial 
activities, such as its Mill and Elevator Association), and 
Washington (which at the local level has large-scale 
public power operations). Differences in the other 
direction are less extreme, but both Connecticut and 
New Hampshire rank materially lower in relative total 
revenue capacity than in tax capacity alone-by seven 
and eight per cent, respectively. 

Tax capacity shows a range from $536 per person in 
Nevada to $201 per person in Mississippi, or a span of 
2.7-to-1. As in the case of total revenue capacity, 
regional influences are apparent: four of the five States 
with the greatest taxing capability are in the West 
(Delaware is the exception), and all five at the low end 
of the range are in the South. 

How do the findings for 1966-67 compare with the 
tax capacity findings for 1960 which appeared in the 
earlier ACIR report on this subject? One striking 
contrast appears in the yield of State-local taxes per 
capita, up from a nationwide average of $202 in the 
earlier year to $3 13 in the period now being analyzed. 
This should serve as a forceful reminder that all the 
reported individual-State measures are constructed in 
relative terms around this considerably enlarged dollar 
base. In other words, "average per capita tax capacity" is 
a moving target which has moved up rapidly in recent 
years. 

In some instances, the two studies yield rather 
similar results. About half the States rank about the 
same in relative tax capacity. However, for 11 States 
there is an apparent change in ranking of five to nine 
places, and for 15 States the shift is ten places or more. 
Put another way: the more recent figures show ten 
States with relative tax capacity at least eight percentage 
points higher than the 1960 comparison indicated, and 



13 States where the later tax capacity measure is lower additional 15 States the shift is no more than five points . 
by at least eight percentage points . However. for 12 States we find an upward shift of at . . . 

In part, these shifts Leflect differences among States 
in the rate of economic change during this seven-year TABLE 1.-MEASURES OF RELATIVE NONPROPERTY 

TAX CAPACITY . FOR STATES: 1960 and 1966-67 
interval . They result in part from changes which 
occurred ... the proportions of various sources in the 
nationwide makeup of State-local tax revenue. altering 
the weights used to derive an overall measure of tax 
capacity . But they also reflect changes applied in the 
estimation process for the present study. above all a 
different approach for calculating the potential yield of 
property taxes . In the earlier study. a single average 
effective rate was assumed. applying to the total 
estimated property tax base in each St 'e . This time 
State-imposed property taxes and each of four 
components of local property taxes has been handled 
separately . The main effect of this revised procedure is 

State 

Alabama . . . .  
. . . .  Alaska 

Arizona . . . .  
Arkansas . . . .  
California . . .  

Colorado . . . .  
. . .  Connecticut 

Delaware . . . .  
District of Columbia 
Florida . . . .  

Index of per capita capacity 
(U.S. = 100) 

1966-67 Difference 

73 + 4 
102 +18 
95 + 3 
79 + 9 
118 . 1 

to reduce the revenue potential attributed to taxation of 
. . . . . . . .  Georgia 75 85 +I0 . . . . . . . .  farm property because such property is taxed at an Hawaii 76 90 +14 

average rate considerably below that which applies to Idaho . . . . . . . . .  98 95 - 3 
. . . . . . . .  urban residential property and business property (and, Illinois 112 112 o 

Indiana . . . . . . . .  97 102 + 5 
of course, quite understandably in view of the broader 
range of governmental services that must be financed in Iowa . . . . . . . . .  96 99 + 3 

. . . . . . . .  urban areas) . Kansas 106 101 - 5 
Kentucky . . . . . . .  76 81 + 5 

. . . . . . .  Mainly for this reason. the overall measures of  Louisiana 97 + 4 
relative tax capacity in this study are not directly Maine . . . . . . . . .  85 87 + 2 

. . . . . . . .  comparable with those presented in the earlier ACIR Maryland 94 102 
+ 8 

. . . . . .  study . This is especially the case for States where Massachusetts 101 101 0 

farming is an important economic element . Indexes are Michigan . . . . . . . .  100 105 + 5 
considerably lower for Kansas. Minnesota. and New s s e i  : : : : : : : 99 . 1 

67 + 7 
Mexico (down eight points). for Nebraska (down nine 
points). and for Colorado. Idaho. Iowa. Montana. North Missouri . . . . . . . .  102 99 - 3 

. . . . . . . .  bakota. South Dakota. Texas. Utah. and Wyoming. Montana 1 1 1  103 - 8 
Nebraska . . . . . . . .  103 104 + 1 

where measures of relative over-all tax capacity are Nevada . . . . . . . .  149 181 +32 
below those previously indicated for 1960 by ten to 24 New Hampshire . . . . . .  101 112 +I1 

points . 
New Jersey . . . . . . .  109 107 . 2 A more meaningful historical comparison can be New Mexico . . . . . . .  105 - 5 

made, however, for the nonproperty-tax portion of tax NewYork . . . . . . .  1 1 1  103 . 8 

capacity, since these estimates have been developed North Carolina . . . . . .  74 8 1 + 7 
. . . . . .  substantially along the lines of the earlier research effort . North Dakota 98 98 0 

The two sets of figures are detailed below in Table 1 . Ohio . . . . . . . . .  101 100 . 1 

Differences indicated for individual States presumably Oklahoma . . . . . . .  102 101 . 1 
Oregon . . . . . . . .  104 105 + 1 

reflect in most part the impact of actual economic Pennsylvania . . . . . . .  94 93 . 1 
changes upon their respective tax bases . However, the Rhode Island . . . . . .  94 96 + 2 
data are also influenced by shifts in the weights given to 
various sources. as a result of intervening changes in the 
State-local tax structure . During this seven-year period. 
the proportion of nonproperty tax revenue derived from 
individual and corporate income taxes and from general 
sales taxes went up. while the relative share of other 
components dropped off . 

For 18 States. the two years' measures of relative 
nonproperty tax capacity are practically the same. 
within two percentage points of each other. and for an 

South Carolina 
South Dakota 
Tennessee . 
Texas . . .  
Utah . . .  

Vermont . . 
Virginia . . 
Washington . 
West Virginia 
Wisconsin . 
Wyoming . . 



least six percentage points, including four with a 
1966-67 measure up more than ten points from that of 
1960: Alaska, Hawaii, Nevada, and New Hampshire. At 
the other extreme are six States where the later measure 
is down at least six percentage points, including two-the 
District of Columbia and Wyoming-where the drop was 
more than ten points. The comparison shows some 
general tendency toward a narrowing of interstate 
differences in nonproperty tax capacity: 19 of the 26 
States that were below-average in 1960 show a 
somewhat higher index for the later year while only nine 
of the 25 States that were average or better in 1960 
reflect any such gain. 

Altogether, this comparison would seem to indicate 
that-at least insofar as nonproperty taxes are 
concerned-the relative financing capability of individual 
States is typically subject only to rather gradual shifts 
within a few-year period. 

Composition of Revenue Capacity 

Tables in Appendix G record the proportions of the 
revenue capacity of individual States supplied by various 

sources. Nationwide, taxes account for 79 per cent of 
the total. But this proportion shows a considerable 
range, from only about 61 per cent for Alaska up to 86 
per cent for New Hampshire. Even more variation 
appears for particular revenue components, as would be 
expected in view of the great diversity in the economic 
makeup of the various States. 

Information on this subject is summarized in Table 
2, below, which is based on appendix tables G-2, G-3, 
and G-6. Although Table 2 supplies high- and low-State 
comparisons, it is not concerned with interstate 
differences in the intensity of use made of particular 
revenue sources. "Relative effort" will be considered in a 
later section. Neither does this table directly compare 
absolute or per capita amounts of revenue capacity. It 
deals only with the proportions of total revenue 
capability attributable to various sources. Thus, where a 
high proportion appears for some component in a State 
that ranks low in over-all revenue raising ability (for 
example, for local property taxes on business in West 
Virginia, or for motor fuel sales taxes in South Carolina), 
this results partly because the associated total itself is 
below-average, and does not necessarily mean a relatively 

TABLE 2.-PROPORTIONS OF STATE-LOCAL REVENUE CAPACITY. 
FOR SELECTED TYPES OF REVENUE SOURCES: 1966-67 

Al l  taxes . . . . . . . . . . .  
"Personal taxes":2 

Including residential property . . .  
Excluding residential property . . 

"Business taxes":2 
Including farm property . . . .  
Excluding farm property . . . .  

Property taxes . . . . . . . . .  
Local property taxes o n  - 

Nonfarm residential property . 
. . . .  Business property 

. . . . .  Farm property 
Sales and gross receipts taxes: 

A l l  . . . . . . . . . .  
General . . . . . . . . .  
Selective (State-imposed): 

. . . . . .  Moto r fue l  
. . . .  Tobacco products 
. . . .  Alcoholic beverage 

. . . . .  P u b l i c u t i l i t y .  

. . . . .  Amusements. 
Individual income . . . . . . . .  
Corporation . . . . . . . . . .  
Motor  vehicle . . . . . . . . .  
Death and g i f t  . . . . . . . . .  
Severance . . . . . . . . . .  

Per cent o f  total revenue capacity 

U.S. average Highest state1 Lowest state' High-low range 

79.0 85.7 (N.H.) 60.8 (Alaska) 1.4 t o  1 

50.9 68.8 (Va.) 36.0 (Alaska) 1.9 t o  1 
35.6 46.4 (Va.) 27.1 (N. Dak.) 1.7 t o  1 

20.6 31.4 (Wyo.) 15.0 (N.H.) 2.1 t o  1 
18.0 26.5 (La.) 9.6 (S. Dak.) 2.8 t o  1 
32.0 34.6 (Hawaii) 23.8 (Alaska) 1.5 t o  1 

15.3 19.8 (Conn.) 5.6 (N. Dak.) 3.5 t o  1 
12.8 16.9 (W.Va.) 6.1 (N. Dak.) 2.8 t o  1 
2.6 16.7 (S. Dak.) 0.2 (3) 84 t o  1 

27.1 35.5 (Nev.) 20.2 (Alaska) 1.8 t o  1 
13.0 16.2 (Vt.) 9.7 (Alaska) 1.7 t o  1 

6.3 9.4 (S. Car.) 3.3 (Alaska) 
2.1 4.8 (N.H.) 1.1 (Hawaii) 
1.9 4.1 (N.H.) 1.0 (Kans.) 
0.8 1 .O (3) 0.5 (Alaska) 
0.6 8.0 (Nev.) 0.1 (3) 
7.5 10.2 (Md.) 4.0 (N. Dak.) 
4.4 5.4 (Penna.) 2.4 (N. Dak.) 
4.2 7.3 (111.) 2.3 (N.Y.) 
1 .O 2.2 (Del.) 0.1 (Alaska) 
0.7 9.4 (La.) (4 

Nontax revenue sources . . . . . . . . . . . . .  21.0 39.2 (Alaska) 14.3 (N.H.) 2.7 t o  1 

' ~ x c l u d i n ~  the Distr ict o f  Columbia, i n  view o f  its unique nature. 
 or definition, see accompanying text. 
3 ~ w o  o r  more States. 
4~ercentage less than 0.05 per cent i n  several States; high-low range not  computed. 



large per capita amount of potential revenue from the 
particular source involved. 

The detailed appendix tables underlying this 
summary are designed to enable comparisons between 
any State's revenue base and that of neighboring or 
"competing" States. Especially when used in conjunc- 
tion with figures about actual revenue performance, such 
information should supply a significant background for 
fiscal planning and policy determination. 

Most of the detailed items recorded in Table 2 are 
self-explanatory. It will readily be apparent, for instance, 
that the potential yield of the general sales tax, as 
imposed in its representative form at the national 
average rate, would amount to 16.2 per cent of 
Vermont's total revenue capacity, but only 9.7 per cent 
of Alaska's. 

Beside listing various specific sources, this table also 
shows comparative data for "personal taxes" and for 
"business taxes." Comparative figures for these revenue- 
source groupings appear for individual States in Table 
G-6. "Personal taxes" are defined in two ways: (1) 
Comprising all general and selective sales taxes, 
individual income and earnings taxes, and death and gift 
taxes; and (2) including in addition local nonfarm 
residential property taxes. "Business taxes" are pre- 
sented in two ways: (1) Comprising corporation taxes, 
severance taxes, and local property taxes on business 
property; and (2) including in addition local property 
taxes on farm property. 

These groupings are not the same as those applied to 
tax data in the national income and product accounts. 
The measures concerning "personal taxes" and "business 
taxes" afford at best only a very rough reflection of the 
final placement of tax "burdens." The treatment of sales 
taxes in this context may be justified on the ground that 
these-although actually collected from merchants-are 
generally thought in the main to be passed along to 
consumers through higher prices. Such taxes also apply 
to some sales made to business firms (e.g., equipment 
and construction materials), so that even if there is 
forward shifting through a price increase, business 
"consumers" as well as private households are hit at this 
stage. Similarly, when all local property taxes on 
nonfarm housing are treated as a part of "personal 
taxes," no distinction is made between the portions 
levied respectively against owner-occupied and rental 
housing; nor is any attention given to the differing 
economic impact of the portions of the tax that relate to 
land and structural values, respectively. In treating all 
local property taxation of farms as an optional element 
of "business taxes," amounts are included which pertain 
to farm housing and which might-if separately 
estimated-logically be classified with "personal taxes" 
instead. 

The comparative data shown for these broad 
groupings of revenue sources need to be interpreted 
cautiously, and with due recognition of their limitations. 
Nevertheless, they are potentially useful and significant. 

First, they bring together for convenient summary 
reference various tax items which at least broadly 
resemble one another in the extent to which they must 
in the main be locally borne ("personal taxes") or may 
allow more geographic shifting of burdens ("business 
taxes"). Secondly, within each group are particular 
sources whch from a public policy standpoint are often 
especially close competitors: the general sales tax versus 
the individual income tax, or corporation taxes versus 
property taxation of business property. Thirdly, even if 
this particular grouping may not seem the best for 
certain kinds of comparative analysis, it illustrates how 
the kinds of detailed data assembled in the present study 
could be organized in various alternative ways to focus 
on specific policy issues. 

Statewide Measures of Revenue Effort 

The term "relative effort" is used to express, on a 
percentage basis, the relation between the potential yield 
of various revenue sources at national average rates, and 
revenue amounts actually received by State and local 
governments from corresponding sources in 1966-67. 
Appendix Tables G-4 through G-7 provide comparative 
measures for the various States on a summary basis and 
also separately by level of government and by type of 
revenue. 

Over-all revenue effort. New York State tops the list 
with an effort index 26 per cent above the nationwide 
average of 100. At the other extreme is Nevada, with an 
effort index 23 per cent below average. This indicates an 
interstate range in 1.6-to-1 in relative revenue effort. If 
the four States at each end of the spectrum are 
disregarded, the range is reduced only to 1.4-to-1, from 
16 per cent above average in Minnesota to 15 per cent 
below in Nebraska. 

Regional patterns are far less evident for revenue 
effort than for capacity. The four highest-effort 
States-Hawaii, New York, Vermont, and Wisconsin-are 
widely scattered geographically, and the same is true of 
the four lowest-effort States of Illinois, Nevada, New 
Hampshire and Texas. 

Interstate differences in the assignment of financing 
responsibility show up strongly when we consider 
measures of effort separately for State and local 
government revenue sources. In only nine States are 
both indexes below par (100); in only seven are both 
100 or more. In the remaining 34 States (disregarding 
the District of Columbia), greater-than-average effort 



appears for either State sources or local sources, but not 
for both. 

The importance of a strong financing role by the 
State government can also be observed. For only two of 
the 22 States showing at least average over-all revenue 
effort is the index measure for State revenue sources 
under 100. On the other hand, State-source effort is 
below par for 16 of the 28 States with an over-all index 
of less than 100. Or, to illustrate the same point in 
another way: each of the ten States that rank highest in 
over-all effort also show greater than average use of State 
revenue sources, even though only five of them show a 
local-source effort index of 100 or more. 

It might seem reasonable to expect interstate 
differences in relative revenue effort to mirror, in 
reverse, differences in the States' revenue capacity. An 
area with a relatively large financing base should be able 
to raise even more than an average per capita amount of 
revenue at a below-par effort rate, while the reverse 
would be the case for an area with an extremely 
deficient revenue base. The findings, illustrated by Table 
3 do not consistently bear out this expectation. When 
the 50 States are arranged in terms of relative revenue 
capacity per capita, into five groups of 10 each, 
considerable variation in relative effort shows up within 
each group. High-State, lowstate and median levels of 
effort are rather similar from group to group, subject 
only to an exception which runs counter to the 
hypothesis suggested above: the highest effort rate 
found among the lowest-capacity States is considerably 
less than in the other groups, and is only slightly above 
the national-average level. 

Examination of the lowest capacity group throws 
some additional light upon this matter. All ten of these 
States (nine in the South plus Maine) are considerably 
less urban than the Nation as a whole. Therefore they 
presumably require a somewhat less demanding array 
and volume of governmental services than have to be 
provided and financed in a more urbanized context. This 
factor (and perhaps also the "widow's mite" problem- 
the fact that their relatively slim resources may set a 
particularly severe constraint upon their attempts at 

adequate financing) may help to explain why the 
lowest-capacity States generally exhibit below-average 
revenue effort. 

Another question to be answered about these 
measures of relative revenue effort is: How do they 
compare with "effort" measures that, in the absence of 
organized revenue-capacity estimates, have been built 
into some existing Federal-State aid programs, and 
which appear in various pending proposals for Federal 
revenue sharing? The alternative measure most com- 
monly proposed would relate State-local tax revenue to 
resident income in the various States. 

In 11 States, with 28 per cent of the Nation's 
population, the two sets of relatives are the same or 
nearly so-i.e., differing by less than three per cent. 
These States are: 

Indiana Missouri Vermont 
Iowa New York West Virginia 
Maine Tennessee Wisconsin 
Minnesota Texas 

For 18 States the traditional taxes/income measure, 
expressed in relation to the U.S. average proportion, 
apparently under-indicates relative revenue effort by 
three per cent or more. These States, having 44 per cent 
of the Nation's population, are as follows: 

At least 15% lower: 
Alaska . . . . . . . . . . . . . .  16 

9 to 14% lower: 
Delaware. . . . . . . . . . . . .  9 

. . . . . . . . . . .  South Carolina 9 

6 to 8% lower: 
Alabama . . 
Connecticut . 
Georgia . . 
New Jersey . 
Ohio . . .  
Pennsylvania . 
Rhode Island 

TABLE 3.-RELATIVE STATE-LOCAL REVENUE EFFORT WLTHIN FIVE GROUPS OF STATES, 
ARRANGED ACCORDING TO PER CAPITA REVENUE CAPACITY 

- - 

Relative total revenue effort (U.S. average = 100) 
Capacity group 

Median Highest State Lowest State High-low range 

10 highest-capacity States . . . . . . . . . . . . . .  101.5 126 (N.Y.) 77 (Nev.) 1.6 to 1 
NextlOStates . . . . . . . . . . . . . . . . .  96.2 124(Hawaiil 85(111.) 1.5 to 1 
Next lostates . . . . . . . . . . . . . . . . .  95.2 116(Minn.) 84(N.H.) 1.4 to  1 
Next 10 States . . . . . . . . . . . . . . . . .  102.3 116 (Vt.) 84 (Texas) 1.4 to  1 
10 lowest-ca~acitv States . . . . . . . . . . . . . .  97.5 102 (Miss.) 83 (Ark.) 1.2 to  1 



. . . . . . . . . . . . .  3 to 5% lower: I d a h o .  8 

. . . . . . . . . . . . .  District of Columbia . . . . . . . . .  5 Kansas. 7 
. . . . . . . . . . .  Illinois. . . . . . . . . . . . . .  5 North Dakota 6 

. . . . . . . . . . . . .  Kentucky. . . . . . . . . . . . .  3 Oregon. 7 
. . . . . . . . . . .  . . . . . . . . . . . .  Maryland. 4 South Dakota 7 
. . . . . . . . . . .  . . . . . . . . . . .  Massachusetts 5 Washington. 7 

. . . . . . . . . . . . .  Michigan 3 3 to 5% higher: 
NorthCarolina . . . . . . . . . . .  3 . . . . . . . . . . . . .  Hawaii. 3 . . . . . . . . . . . . .  Virginia 5 . . . . . . . . . . . .  Mississippi 4 

For 22 States the taxes/income measure appears to 
over-indicate relative revenue effort by at least three per 
cent. These States, having 28 per cent of the population, 
are as follows: 

At least 15% higher: 
Louisiana. . . . . . . . . . . . .  20 
Montana . . . . . . . . . . . . .  16 
Nevada . . . . . . . . . . . . .  39 
New Mexico . . . . . . . . . . . .  16 
Oklahoma . . . . . . . . . . . .  14 
Wyoming. . . . . . . . . . . . .  48 

9 to 14% higher: 
. . . . . . . . . . . . .  Arizona 12 
. . . . . . . . . . . . .  California 11 
. . . . . . . . . . . . .  Florida. 10 

. . . . . . . . . . .  New Hampshire 12 

6 to 8% higher: 
Arkansas . . . . . . . . . . . . .  6 
Colorado. . . . . . . . . . . . .  7 

- - 

. . . . . . . . . . . .  Nebraska. 5 
. . . . . . . . . . . . . .  Utah 4 

Many of these differences directly reflect the 
divergence of estimates of relative revenue capacity from 
income-level measures for the various States. However, 
another factor is also involved: the fact that nontax 
revenue is included here, whlle the more traditional 
taxlincome ratios do not take account of nontax 
revenues. This materially affects the relation between 
the two measures for certain States (such as Alabama, 
Delaware, Florida, Idaho, and Kentucky) that tap their 
nontax revenue capacity at considerably more than the 
average rate, and for others (such as the District of 
Columbia, Illinois, Maine, Massachusetts, New Jersey, 
New York, and Rhode Island) which make under-average 
use of nontax sources, as indicated by Table G-4. 

Relative total tax effort. Despite such variations on 
the nontax side, most States show up about the same 
whether their relative financing effort is measured solely 
in terms of taxes or comprehensively by reference to all 
revenue sources. For 28 States, the two indexes are 

T A B L E  4.-MEASURES O F  R E L A T I V E  EFFORT FOR SELECTED T A X  SOURCES: 1966-67 

Type o f  tax 

Relative State-local tax ef for t  (actual revenue as a 
per cent o f  potential revenue at US..-average rates) 

Highest State Lowest State High-low range 

Al l  taxes . . . . . . . . . . . . . . . . . . .  138 (N.Y.) 
"Personal taxes": 1 

Including residential property . . . . . . . . . . .  168 (Hawaii) 
. . . . . . . . . .  Excluding residential property 228 (Hawaii) 

"Business taxes": 1 

Including farm property . . . . . . . . . . . .  140 (Calif.) 
Excluding farm property . . . . . . . . . . . .  149 (Idaho) 

Property taxes . . . . . . . . . . . . . . . . .  155 (Minn.) 
Local property taxes on  - 

Nonfarm residential property . . . . . . . . .  181 (S. Dak.) 
Business property . . . . . . . . . . . .  165 (Mont.) 

Sales and gross receipts taxes: 
A .  . . . . . . . . . . . . . . . . . .  215 (Hawaii) 
General . . . . . . . . . . . . . . . . .  277 (Hawaii) 
Selective . . . . . . . . . . . . . . . . .  160  (Wash.) 

Individual income . . . . . . . . . . . . . . . .  3 1  5 (Wis.) 
Corporation . . . . . . . . . . .  338  (Del.) 
Motor  vehicle . . . . . . . . . . . . . . . . .  267 (Mass.) 
Death and g i f t  . . . . . . . . . . . . .  200 (Wash.) 

54 (Neb.) 
3 8  (Neb.) 

17 (La.) 
24 (Del.) 

4 7  (Neb., Ore.) 
0 (several) 

7 0  (Mo.) 
0 (several) 
8 (111.) 

29 (La.) 
0 (Nev.) 

4.6 t o  1 
XXX 

2.3 t o  1 
XXX 

42.3 t o  1 
9.2 t o  1 

X X X  

'For  definition, see earlier discussion under "Composition o f  revenue capacity." 
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within three percentage points of each other. Nine States 
show relative tax effort at least four points above their 
over-all effort measure, including two (Hawaii and New 
York) where the difference is more than 10 points. For 
14 States relative tax effort is at least four points below 
relative total revenue effort; in Delaware the divergence 
is 12 percentage points. 

There is a range of 1.940-1 in relative tax effort, 
from 38 per cent above the national average in New 
York to 39 per cent below in Nevada. If the four 
highest- and four lowest-ranking States are disregarded, 
the range is cut to 1.5-to-1, from 19 per cent above 
average in Vermont to 20 per cent below in Oklahoma. 
As in the case of over-all revenue ef for~,  the States near 
the top and the bottom of the tax-effori spectrum are 
widely scattered geographically. 

For reasons indicated by the earlier discussion of 
relative total tax capacity, these findings are not subject 
to close direct comparison with the tax-effort ratios 
reported by the previous ACIR study covering 1960. 
Subject to those limitations, however, it may be noted 
(1) that the interstate tax-effort range indicated here for 
1966-67 is materially less extreme than the 2.3-to-1 
range indicated in the earlier study, and (2) that many 
States rank about the same in both presentations. 

Type-of-tax comparisons. Relative effort varies to a 
far greater extent among States for particular types or 
groupings of taxes than for the composite of all taxes. 
This is to be expected, of course, for particular taxes 
represent alternatives to one another: heavy use of some 
will permit, and is usually associated with, little or no 
reliance upon various other taxes. 

This shows up, for example, in the widely differing 
role of property taxation in the revenue structures of 
particular States. Thus it should not be too surprising 
that while the extreme interstate range in relative total 
tax effort is 1.9-to-1 the relative-effort range for 
property taxes is far wider: 4.2-to-1, from 55 per cent 
above the national average in Minnesota to a little more 

than one-third of the national average in Alabama. Even 
if the four highest- and four lowest-ranking States are 
disregarded, the remaining States show a 2.7-to-1 range, 
from 37 per cent above to 50 per cent below the 
national average. 

In large part, this reflects the divergence of 
Southern States from the common pattern of consider- 
able reliance upon property taxation. Of the 16 States in 
the South, all except one (Maryland) make less than 
average use of their property tax capacity, and 12 of the 
16 show a lower effort index for property taxes than 
any State elsewhere in the Nation, with the exception of 
New Mexico. Needless to say, this "under-usage" of the 
property tax in the South tends to be offset by 
above-average use of various other revenue sources; this 
is indicated by the fact that except for Maryland all the 
Southern States show considerably higher effort 
measures for taxes as a whole, and for all revenue 
sources, than they do for the property tax. 

Other marked variations in the respective States' use 
of different kinds of taxes are illustrated in the following 
table. 

Wontax revenue sources account on the average for 
21 per cent of all State-local revenue capacity, as 
follows: 

Per cent 

State government sources: 
Current charges-higher education . . . . . . . . . .  3.0 
Current charges-all other . . . . . . . . . . . . . . . . .  2.4 
Miscellaneous general revenue . . . . . . . . . . . . . .  2.1 

Local government sources: 
Current charges . . . . . . . . . . . . . . . . . . . . . . . . .  8.1 

. . . . . . . . . . . . . .  Miscellaneous general revenue 3.5 
Public utility surpluses . . . . . . . . . . . . . . . . . . .  1.9 

Total . . . . . . . . . . . . . . . . . . . . . . . . .  . 2  1.0 

There are marked differences in the intensity with which 
various States tap the financing potential of such 
sources. This is indicated by the following summary 
comparison, based on appendix Tables G-4 and G-7: 

TABLE 5.-MEASURES O F  R E L A T I V E  E F F O R T  FOR N O N T A X  REVENUE,  B Y  TYPE: 1966-67 

Source 

Relative State-local effort (actual revenue as a 
per cent of potential revenue at U.S.-average rates) 

Highest State Lowest State High-low range 

All nontax revenue sources . . . .  
State government sources . . . . .  

Current charges-higher education 
Current charges-all other . . .  
Miscellaneous general revenue . . 

Local government sources . . . . .  
Currentcharges . . . . . .  
Miscellaneous general revenue . . 
Public utility surpluses . . . .  

- -- - -  ~ - 

. . . . . . . .  152(De l . )  77  (Mass., R.I.) 2 .0  to 1 

. . . . . . . . .  153(De l . )  7 6  (111.) 2 .0  to 1 

. . . . . . . . .  139 (Idaho) 52  (Hawaii) 2.7 to 1 

. . . . . . . .  218  (Miss.) 51 (Wash.) 4 . 3  to 1 

. . . . . . . . .  208  (Del.) 3 7  (Ark.) 5 .6 to 1 

. . . . . . . . .  137 (Fla., Okla.) 6 8  (Maine) 2 .0  to 1 

. . . . . . . .  183(De l . )  5 6  (Hawaii) 3 .3  to 1 

. . . . . . . .  115 (DeI.1 8 2  (Ind., Miss.) 1.4 to 1 

. . . . . . . . .  199 (0kla. I  55 (Nev.) 3 . 6  to 1 



Regional Characteristics 
To what extent do interstate differences in revenue 

capacity and effort seem to run along regional lines? 
Table 6 deals with comparative fiscal measures in terms 
of four groups of States, as follows: 

TABLE 6.-SELECTED COMPARATIVE FISCAL MEASURES 
FOR REGIONAL GROUPS OF STATES: 1966-67 (Cont'd) 

Highest 
ltem and region Median State 

Lowest High-low 
State range 

12 North Central States 

Illinois 
Indiana 
Iowa 
Kansas 
Michigan 
Minnesota 
Missouri 
Nebraska 
North Dakota 
0 hio 
South Dakota 
Wisconsin 

13 Western States 

Alaska 
Arizona 
California 
Colorado 
Hawaii 
Idaho 
Montana 
Nevada 
New Mexico 
Oregon 
Utah 
Washington 
Wyoming 

9 Northeastern States 

Connecticut 
Maine 
Massachusetts 
New Hampshire 
New Jersey 
New York 
Pennsylvania 
Rhode Island 
Vermont 

Relative effort, all 
State government 
revenue sources: 

U.S. . . . 
South . . . 
Northeast . . 
North Central . 
West . . . 

Relative effort, all 
taxes: 

U.S. . . . 
South . . . 
Northeast . . 
North Central . 
West . . . 

104.0 181 (Hawaii) 
108.0 139 (Del.) 
100.0 127 (N.Y.) 
95.0 139 (Wisc.) 

114.0 181 (Hawaii) 

64 (Neb.) 2.8 t o  1 
75 (Texas) 1.9 t o  1 
71 (N.J.) 1.8 to  1 
64 (Neb.) 2.2 t o  1 
67 (Nev.) 2.7 to  1 

71(Nev.) l .9 to1  
75 (Tex.) 1.4 to  1 
81 (N.H.) 1.7 t o  1 
79 (Neb.) 1.6 t o  1 
71 (Nev.) 1.9 t o  1 

96.7 138 (N.Y.) 
89.8 103 (Md.) 

104.9 138 (N.Y.) 
96.4 124 (Wisc.) 

104.8 135 (Haw.) 16 Southern States 

Alabama 
Arkansas 
Delaware 
Florida 
Georgia 
Kentucky 
Louisiana 
Maryland 
Mississippi 
North Carolina 
Oklahoma 
South Carolina 
Tennessee 
Texas 
Virginia 
West Virginia 

Relative effort. non- 
tax revenue sources: 

US. . . . 104.2 152(Del.) 
South . . . 117.0 152 (Del.) 
Northeast . . 87.5 105 (N.H.) 
North Central . 103.3 109 (Ind.) 
West . . . 103.1 121 (Idaho) 

77 (Mass.) 2.0 t o  1 
96 (La.) 1.6 t o  1 
77 (Mass.) 1.4 t o  1 
86 (111.) 1.3 to 1 
92 (Wash.) 1.3 to  1 

Relative effort, 
"business" taxes 
(excluding farm 
property taxes): ' 

U.S. . . . 
South . . . 
Northeast . . 
North Central . 
West . . . 

149 (Idaho) 
119 (Miss.) 
135 (N.Y.) 
139 (Minn.) 
149 (Idaho) 

45 (W.Va.1 3.3 t o  1 
45 (W.Va.1 2.6 t o  1 
79 (Pa.) 1.7 t o  1 
62 (111.) 2.2 t o  1 
55 (Wash.) 2.7 t o  1 

Relative effort, 
"personal" taxes 
(Including resi- 
dential property 
taxes) : 1 

U.S. . . . 
South . . . 
Northeast . . 
North Central . 
West . . . 

TABLE 6.-SELECTED COMPARATIVE FISCAL MEASURES 
FOR REGIONAL GROUPS OF STATES: 1966-67 

Highest Lowest High-low 
ltem and region Median State State range 

168 (Haw.) 
116 (W.Va.) 
145 (N.Y.) 
123 (Wisc.) 
168 (Haw.) 

54 (Neb.) 3.1 t o  1 
67 (Tex.) 1.7 t o  1 
79 (N.H.) 1.8 t o  1 
54 (Neb.) 2.3 t o  1 
60 (Nev.) 2.8 t o  1 

-- 

Relative revenue 
capacity: 

U.S. . . . 
South . . . 
Northeast . . 
North Central . 
West . . . 

169 (Nev.) 
120 (Del.) 
113 (N.Y.) 
118 (Neb.) 
169 (Nev.) 

65 (S.C.) 
65 (S.C.) 
79 (Maine) 
93 (Mo.) 
89 (Utah) 

Relative effort, all 
property taxes: 

U.S. . . . 
South . . . 
Northeast . . 
North Central . 
West . . . 

155 (Minn.) 
105 (Md.) 
141 (Mass.) 
155 (Minn.) 
122 (Calif.) 

37 (Ala.) 4.2 to  1 
37 (Ala.) 2.9 to  1 
82 (Pa.) 1.7 to  1 
82 (Mo. ) 1.9 to  1 
54 (N.M.) 2.3 t o  1 

Relative tax 
capacity: 

U.S. . . . 
South . . . 
Northeast . . 
North Central . 
West . . . 

64 (Miss.) 
64 (Miss.) 
81 (Maine) 
91 (S.D.) 
87 (Utah) 

Relative effort, 
local residential 
property taxes: 

U.S. . . . 
South . . . 
Northeast . . 
North Central . 
West . . . 

17(La.)  10.6to1 
17 (La.) 5.9 to  1 

112 (Maine) 1.6 t o  1 
77 (Kan.) 2.4 t o  1 
35 (N.M.) 3.6 t o  1 

Relative effort, 
all revenue sources: 

U.S. . . . 
South . . . 
Northeast . . 
North Central . 
West . . . 

126 (N.Y.) 
102 (Miss.) 
126 (N.Y.) 
1 16 (Wise.) 
124 (Haw.) 

Note: Because of its unique character, the District of Columbia 
is excluded from these comparative figures. 

 o or definition, see earlier discussion under "Composition of 
revenue capacity ." 



The most obvious regional features involve the 
Southern States, whch, compared with those in other 
parts of the country tend to reflect: (I)  A lower level of 
per capita capacity, both for revenue sources as a whole 
and for taxes only; (2) Somewhat less over-all tax effort, 
but greater-than-average use of nontax revenue capacity; 
(3) Considerably less reliance on property taxation, 
particularly on local taxation of residential property; 
and (4) A generally lower level of "business taxes" 
effort. The Northeastern States run in the opposite 
direction in several of these respects, especially in 
showing typically greater-than-average use of property 
taxation and of "business taxes," and below-average use 
of nontax revenue capacity. 

It can also be observed that relative revenue effort 
for the State governments generally runs higher in the 
South and West than in the Northeastern and North 
Central regions. This is related to the differing record for 
property tax effort (mainly involving local govern-, 
ments), whlch is generally highest in the Northeast, with 
the North Central, Western, and Southern regions 
ranking lower, in that order. 

It is not surprising then that particular comparative 
measures vary considerably less within any of these four 
regional groups of States than in the Nation as a whole. 
Nevertheless, significant differences appear within each 
region. For example, per capita revenue capacity shows 
an interstate range of 1.3 to 1 in the North Central area, 
1.4 to 1 in the Northeast, 1.8 to 1 in the South, and 1.9 
to 1 in the West, and most of the other measures 
presented in Table 6 reflect even greater diversity within 
particular regions. As an example, relative effort for 
local residential property taxes shows an interstate range 
of 1.6 to 1 in the Northeast, 2.4 to 1 in the North 
Central region, 3.6 to 1 in the West, and 5.9 to 1 in the 
South. 

Comparative Statewide Tax Measures for 1968-69 

As described and presented in Appendix G, updated 
State-by-State measures of tax capacity and effort have 
been developed for fiscal 1968-69. Table G-14 presents 
the results, together with measures of change from the 
1966-67 findings shown in other tables. 

Relative tax capacity. As might be expected for 
such a brief interval, the figures indicate little shift in the 
tax capacity standing of most States. The extreme 
over-all range is very similar in 1968-69, with Nevada 
still topping the list at 173 per cent of the national 
average of per capita tax capacity (two points higher 
than before), and Mississippi still at the bottom with a 
65 per cent index (up one point). Only four States 
(Alaska, Arizona, Florida, and Texas) moved up in 
relative tax capacity three percentage points or more, 

and only six showed a drop of at least three points 
(Delaware, Idaho, Iowa, Montana, Utah, and Wyoming). 

Some tendency toward a lessening of interstate 
differences in per capita tax capacity can be detected. Of 
the 22 States that were at or above the national average 
in 1966-67, only four showed a higher index while 13 
had a lower index and five showed no change. On the 
other hand, of the 29 States that had below-average tax 
capacity in the earlier year, 13 showed some relative gain 
and only seven lost ground, while nine showed no 
change. Altogether, of the 37 States with some change in 
relative tax capacity in this two-year period, 26 moved 
closer to the national-average norm, while only 11 
moved further away. Of these 11, four improved a 
position that was already advantageous, and seven 
dropped further from a level that had been below par in 
1966-67. As previously noted, however, most of these 
shifts were relatively minor, and none involved a change 
that might be considered drastic. 

Relative tax effort. Not surprisingly, much more 
interstate diversity in trends is found when one looks at 
tax effort rather than tax capacity. In fact, a shift of at 
least five percentage points in relative tax effort appears 
for nearly half (24) the States, including three 
(California, Michigan, and Nebraska) where the index 
moved up eight or nine points, and five (Arkansas, 
Colorado, Delaware, Kansas, and South Carolina) where 
it dropped by eight or nine points. Only five States 
showed no change in relative tax effort, while 12 showed 
an increase and the remaining 34 a decrease. 

It needs to be emphasized that the standard used to 
measure the relative tax effort of the respective States 
went up considerably between 1966-67 and 1968-69. In 
the Nation as a whole, State-local tax revenue rose from 
$313 to $386 per capita-a percentage change of over 23 
per cent, which may be contrasted with the 15 per cent 
growth of personal income from 1966-1968. In other 
words, for any state merely to maintain its earlier 
relative tax-effort position, it had to increase its per 
capita tax collections considerably, and at a considerably 
faster rate than the growth in its economic base. The rise 
in the nationwide standard for effort comparisons was 
considerably influenced by sizable amounts of revenue- 
increase 'in a few major States-particularly California 
and Michigan, but also Illinois, New York and Virginia. 
This helps to explain why the States that show a lower 
tax effort index in 1968-69 than two years earlier 
outnumber by nearly 340-1 those where an upward 
change is found. 

These developments tended generally toward greater 
interstate diversity in effort. The index of relative tax 
effort was the same in both years for only five States. Of 
the 46 showing some change, only 18 moved toward the 
nationwide norm, while the other 28 moved further 



away. These 28 included six States that were making 
above-average tax effort in 1966-67 and moved up 
further in the next two years, and 22 below-average 
effort States where the index showed some further drop. 

Once more, however, the relative nature of these 
comparative measures must be recognized. As indicated 
by Table G-14, the per capita amount of State-local tax 
revenue rose in every State during this two-year interval, 
and in 41 of the 51 States the rate of this increase was 
faster than that for personal income. The exceptions, 
where tax revenue did not keep pace with the growth of 
residents' income, were Arkansas, Colorado, Delaware, 
Kansas, Louisiana, Missouri, North Carolina, Oklahoma, 
South Carolina, and Utah. 

Table 7 summarizes the relative tax-capacity and 
tax-effort standings of the States in each of the two 
years considered. 

TABLE 7.-DISTRIBUTION OF STATES ACCORDING TO 
RELATIVE TAX CAPACITY AND RELATIVE TAX 

EFFORT, 1966-67 and 1968-69 

Relative per capita 
Per cent of tax capacity Relative tax effort 
U.S. average 

1966-67 7968-69 1966-67 1968-69 

Total . . . . . 51 51 51 5 1 

120 or more . . . . 5 5 4 3 
110to119 . . . . 5 3 3 4 
102to 109 . . . . 10 12 11 8 
9 9 t o 1 0 1 . .  . . 5 7 3 6 
9 0 t o 9 8  . . . . 13 10 16 9 
8 0 t o 8 9  . . . . 6 8 10 15 

Less than 80 . . . . 7 6 4 6 

Metropolitan-area Findings 

Since completion of the 1957 Census of Govern- 
ments more than a decade ago, specific evidence has 
repeatedly shown that the per capita financial scale of 
local government is considerably greater within metro- 
politan areas than elsewhere. Within the past two years, 
statistics newly available from the Office of Business 
Economics have similarly shown that personal income 
averages nearly 50 percent more per capita within than 
outside metropolitan areas.' Those statistics are 
supplemented here by measures designed to reflect the 
revenue-raising capacity of the governments that serve 
metropolitan areas, and their "revenue effort" as 
expressed by the relation between such capacity and 
actual revenue receipts in fiscal 1966-67. The findings 
are shown for individual SMSA's in Appendix Tables 
G-8, G-9, and G-10. 

Marked inter-area differences are evident for both 
revenue capacity and relative revenue effort. The range 
in per capita capacity estimated for all State and local 

revenue sources is about 340-1, from well over $700 in 
the Reno and Midland (Texas) SMSA's to less than $260 
in the Charleston (S.C.), Fayetteville (N.C.), and 
McAllen-Pharr-Edinburgh (Texas) areas. An even wider 
range appears for local governments' revenue capacity, as 
estimated on a U.S.-average-rate basis. The Reno SMSA 
tops this list also, at $343 per capita, while two SMSA's 
at the other extreme show local-source capacity of less 
than $100 per capita, and another 11 areas fall between 
$100 and $130 per capita. Material differences in per 
capita revenue capacity are found even among the 
metropolitan areas located in particular States; the most 
striking examples appear in Texas, which has SMSA's 
that show up near both ends of the spectrum. (It should, 
perhaps, be noted that 12 of the 23 Texas areas are 
single-county SMSA's.) 

It may at first glance seem surprising that, as 
indicated by Table 8,  per capita capacity is less than the 
nationwide average in a majority of SMSA's, both as to  
State-local revenue sources as a whole and local 
government sources alone. However, this is a reminder 
that the U.S. averages (even though they pertain to the 
entire Nation, rather than only to metropolitan areas) 
are strongly influenced by amounts for the more sizable 
SMSA's, where per capita revenue capacity is typically 
on the high side. 

A range of nearly 2-to-1 is found in the relative 
State-local revenue effort of individual metropolitan 

TABLE 8.-DISTRIBUTION OF 215 SMSA's ACCORDING 
TO RELATIVE PER CAPITA REVENUE CAPACITY: 

1966-67 

State and local Local government 
government sources sources only 

Relative per capita 

ber cent percent ber cent percent 

Total . . . . 
140 or more . . . 
120to139 . . . 
110to119 . . . 
105to109 . . . 
100to104 . . . 
95 to 99 . . . . 
90 to 94 . . . . 
80 to 89 . . . . 
70 to 79 . . . . 
Less than 70 . . . 

XXX 

1 00 
97 
90 
73 
63 
53 
38 
24 
9 
3 

XXX 

100 
97 
88 
76 
70 
56 
49 
35 
20 
10 

Note: This distribution refers to capacity as measured on a U.S.- 
average-rate basis. Different results would appear, espe- 
cially for local sources only, if the data were based on 
State-adjusted capacity estimates. 

2 ~ e e  Survey of Current Business, October 1968, and May 
1969. 



areas, from 30 percent above the national average level 
in the New York City and Duluth-Superior SMSA's 
down to 29 percent below that average in the Texarkana 
SMSA. Even greater variation is found for relative 
revenue effort of local governments. The Atlantic City 
SMSA tops this ranking, at 46 percent above the 
nationwide norm, while the Texarkana and Lafayette 
(Louisiana) areas appear at the other extreme, more than 
40 percent below that standard. 

Again as in the case of revenue capacity, a majority 
of metropolitan areas show up with revenue effort 
indexes of less than 100, and for a similar reason-i.e., 
because the nationwide norms are considerably in- 
fluenced by amounts for some very large areas (such as 
the New York City SMSA) that have relatively high 
revenue effort. This helps to explain why, as indicated 
by Table 9, only 11 percent of the 215 reported areas 
show a State-local effort index of 110 or more, while 25 
percent are below 90; and also why, as to the relative 
revenue effort of local governments, only 16 percent of 
these areas show an index of 110 or more, while 37 
percent are below the 90 level. 

The ten most populous SMSA's account for nearly 
one-third of the total population of the 215 SMSA's 
reported here. Within this group of major SMSA's, as 
indicated by Table 10, marked differences appear in 
revenue capacity and revenue effort. The table also 
reflects a phenomenon previously noted in connection 
with State-area data-the lack of a close correspondence 
between relative measures of personal income and of 
revenue capacity. In most instances, the financial 
capability of the governments serving these areas is less 
than cqmparative income statistics would suggest. For 

the group as a whole (giving equal weight to each of the 
10 SMSA's), resident per capita income averages 22 
percent above that of the Nation as a whole, but 
capacity amounts as estimated for State-local sources 
and for local sources alone exceed related national 
averages by only 13 and 12 percent, respectively. The 
per-area difference between relative measures of income 
and State-local revenue capacity is 11 points; between 
the measures of income and local-source capacity, is 13 
points. 

Diversity is also found in the relation between per 
capita income and revenue capacity measures within the 

TABLE 9.-DISTRIBUTION OF 215 SMSA's ACCORDING 
TO RELATIVE REVENUE EFFORT: 1966-67 

State and local Local government 
Relative revenue government sources sources only 

effort 
(U.S. average=100) Curnula- Cumula- 

Num- Per- tive Num- Per- tive 
ber cent percent ber cent percent 

T o t a l .  . . .  215 

1 2 0 o r m o r e .  . .  6 
110to119 . . .  18 
104to109 . . .  22 
100 to103  . . .  34 
9 6 t o 9 9 .  . . .  38 
90 to 95 . . . .  42 
8 0 t o 8 9  . . . .  46 

. . .  7 0 t o 7 9 .  9 
Less than 70 . . .  - 

XXX 

100 
97 
89 
78 
62 
45 
25 

4 
- 

XXX 

100 
93  
84 
73 
63 
52 
3 7 
17 
5 

Note: This distribution refers to  effort as measured by reference 
to capacity calculated on a U.S.-average-rate basis. Dif- 
ferent results would appear, especially for local sources 
only, i f  the data were based on State-adjusted capacity 
estimates. 

TABLE 10.-MEASURES OF PERSONAL INCOME, REVENUE CAPACITY, ACTUAL REVENUE, 
AND REVENUE EFFORT FOR THE 10 LARGEST METROPOLITAN AREAS: 1966-67 

SMSA 

Population, 
1966 
(000) 

. . . . . . . . . . . . .  New York 
Los Angeles . . . . . . . . . . . . .  
Chicago . . . . . . . . . . . . . .  
Philadelphia . . . . . . . . . . . . .  
Detroit . . . . . . . . . . . . . .  

. . . . . . . . . . . . . .  ~ o s t o n  ' 
San Francisco-Oakland . . . . . . . . . .  
Washington, D.C. . . . . . . . . . . .  
Pittsburgh . . . . . . . . . . . . .  
St. Louis . . . . . . . . . . . . . .  

Index (U.S. averages = 100) 

Per capita revenue Per capita Relative 
Resi- capacity actual revenue revenue effort 

dents' 
personal 
income 

Per 
capita 

134 
131 
134 
109 
124 
115 
140 
119 
105 
11 1 

State and 
local 

govt. 
sources 

124 
137 
118 
94 

115 
97 

143 
107 
92 

101 

Local 
govt. 

sources 
only 

138 
146 
121 
92 

117 
93 

160 
1 1 2 ~  
94 

102 

State 
and 
local 
govts. 

162 
140 
98 
95 

117 
115 
1 50 
100 
9 1 
9 1 

Local 
govts. 
oniy 

I 8 0  
158 
112 
99 

113 
123 
179 
942 
91 

101 

State 
and 
local 
govts. 

130 
102 
83 

101 
102 
118 
1 05 
93 
98 
90 

Local 
govts. 
only 

130 
l o 8  
93 

107 
97 

132 
11 1 
842 
97 
99 

'Fivecounty area, as defined in  Appendix G. 
2~reat ing all non-property tax amounts for the city of Washington, D.C. as "State" revenue 



entire group of 215 SMSA's. For the median area, the 
estimated potential yield of all State and local 
government revenue sources, estimated on a US. average 
rate basis, is equal to 13.2 percent of all the area 
residents' personal income (as measured in the national 
income and product accounts). That is, the proportion is 
more than this in half these areas, and less in the other 
half. But the percentage ratio runs from less than 11 in 
some instances to more than 20 elsewhere. For all 2 15 
reported areas, the coefficient of dispersion from the 
median ratio is 11 percent. This resembles the variation 
calculated for statewide relationshps between revenue 
capacity and personal income. A test calculation of the 
relationship between per capita amounts of local 
government revenue capacity (estimated on a U.S.- 
average-rate basis) and resident personal income shows, 
similarly, a coefficient of dispersion of 12 percent. 

Table 11 summarizes certain revenue measures for 
various groups of metropolitan areas.3 Comparative 
averages for SMSA's in the South and "non-South" 
portions of the country indicate that:4 

I t  should especially be observed that these index measures 
in Table 11 are unweighted means, representing averages based 
on ratios calculated separately for individual areas. Hence, the 
same importance is attached to  each area, regardless o f  i ts size. I t  
would be possible, instead, to calculate weighted ratios based 
on dollar aggregates for each group o f  areas. Index ratios o f  
actual revenue, revenue capacity, and revenue effort so 
calculated would generally run higher than those shown i n  Table 
11. For the entire group o f  areas reported (the "total" 
column) ratios o f  actual per capita revenue so calculated would 
probably exceed 100. 

4 ~ o r  this presentation, the "South" comprises 14 
States-i.e., al l  those so designated in the preceding discussion o f  
"Regional Characteristics" except for Delaware and Maryland. 
SMSA's i n  those two States, and the Washington, D. C. SMSA, 
are here included in  the "Non-South" group. 

TABLE 11.-SUMMARY COMPARATIVE MEASURES OF STATE AND LOCAL GOVERNMENT REVENUE, 
REVENUE CAPACITY, AND REVENUE EFFORT FOR 215 METROPOLITAN AREAS, 

BY LOCATION AND POPULATION-SIZE: 1966-67 

Index measures for SMSA's (unweighted mean ratios; 
related U.S. averages = 100) 

All population 
sizes of SMSA's Area population, 1966 (000) 

US .  Non- 1,000- 500- 300- 200- 100- Under 
average1 Total south2 south plus 999 499 299 199 100 

Number of areas. . . . . . . . . . . 
Per capita revenue capacity (on U.S.-average-rate 

basis): 
State and local sources . . . . . . . . 
State government sources . . . . . . . 
Local government sources . . . . . . . 

Per capita actual revenue: 
Stateandlocalgovernments . . . . . . 
Local governments only . . . . . . . 

Relative revenue effort (with capacity estimated 
on US.-average-rate basis): 

Stateandlocalgovernments . . . . . . 
Local governments only . . . . . . . 

Relative revenue effort o f  local governments (wi th 
capacity estimated on State-adjusted basis): 

Al l  local revenue sources . . . . . . . 
Local property taxes . . . . . . . . 
Local nonproperty taxes . . . . . . . 
Charges and miscellaneous general revenue . . 
Ut i l i ty  surpluses . . . . . . . . . . 

Proportion of revenue capacity of local governments 
represented by: 

Property taxation of - 
Nonfarm residential property . . . . . 
Business property . . . . . . . . 
Farm property . . . . . . . . . 

Other local taxes . . . . . . . . . 
Charges and miscellaneous general revenue 

sources . . . . . . . . . . 
Uti l i ty surpluses . . . . . . . . . . 

XXX 21 5 

'Averages shown pertain to  the entire U.S., rather than relating only t o  areas reported here. 
2 ~ ~ ~ ~ ' s  in  14 Southern States; see text. 



Southern SMSA's average lower than 
those elsewhere not only in revenue capacity 
and actual revenue per capita, but also in 
relative revenue effort. The divergence in each 
instance is even greater for local government 
sources alone than for the aggregate of 
State-local revenue sources. 

Southern SMSA's generally resemble 
those elsewhere in the proportions of their local 
government capacity represented by the various 
revenue components shown in the table, with 
one exception: because public operation of 
municipal utilities is somewhat more common 
in the South than elsewhere, potential utility 
surpluses make up a larger revenue component 
in Southern SMSA's. 
The comparative averages for population-size groups 

of metropolitan areas indicate that: 
The 30 largest SMSA's-those with a 

million inhabitants or more-stand out con- 
spicuously above the others in per capita 
revenue capacity and actual revenue. Their 
relative revenue effort also averages higher than 
that of any other size group, though not 
dramatically so. 

The four SMSA groups of less than a 
half-million population resemble one another in 
State-local revenue capacity per capita, but the 
less populous areas show less actual revenue 
and, therefore, a generally lower level of 
revenue effort. These differences are traceable 
mainly to the local government portions of 
capacity and effort. Except for the SMSA's of 
under 100,000, each size group shows local 
property tax effort above the national average, 
with the highest index reported for the areas of 
200,000 to 300,000 population. 

Some material differences appear among 
the several size-groups of SMSA's in the 
composition of local revenue capacity: with 
decreasing population size of area, the share 
contributed by farm property taxes moves up 
consistently, while the (far larger) proportion 
contributed by taxation of nonfarm residential 
property drops off. Perhaps rather surprisingly, 
the business property tax share of the local 
revenue base averages about the same for each 
of the size groups of areas. 
These summary measures fail to disclose the 

considerable variety of revenue characteristics of 
individual metropolitan areas within each reported 
group. Information on that score can best be obtained 
by direct examination of detailed appendix Tables G-8 
through G-10. 

County-area Findings 
Comparisons are provided in Table 12 for various 

groupings of the 666 individual-county areas for which 
revenue capacity and effort have been measured in this 
study. Again in this context, Southern areas show up 
with generally lower levels of revenue capacity, actual 
revenue, and relative revenue effort than those elsewhere 
in the Nation. 

This table also distinguishes four "types" of 
counties, and shows summary averages separately for: 

108 entire-SMSA counties; 
113 central counties of multi-county SMSA's; 
203 outlying counties of such SMSA's; and 
242 non-SMSA counties of over 50,000 popu- 

lation. 
This presentation reflects the limited and rather selective 
coverage of county areas applied in the present study. 
Omitted are 81 counties of similar kinds (mostly 
non-SMSA counties of 50,000 plus) for which 
acceptable measures of revenue capacity could not be 
developed, and 2,347 counties or county-equivalent 
areas which, as of 1966-67, had a population of less than 
50,000 and were located outside any metropolitan area. 
Altogether, the unreported areas have nearly one-quarter 
of the Nation's population and, given their less urban 
makeup, undoubtedly involve rather different revenue 
capacity and effort characteristics than the 666 areas 
covered in Table 12. 

As might be expected, the central counties of major 
SMSA's top each of the other three groups in both 
revenue capacity and actual revenue per capita. The 
contrast is especially marked between these areas and 
outlying counties of multi-county SMSA's. It is perhaps 
more surprising, however, that the four types of county 
areas show little difference in relative State-local revenue 
effort, when such effort is measured against capacity 
estimated on a U. S. average-rate basis. That is, in terms 
of group averages (giving identical weight to each county 
within each group), larger amounts of actual revenue 
apparently tend to draw upon a similarly greater revenue 
base in the central and entire-SMSA counties. This is 
somewhat less the case for revenue effort of local 
governments alone (disregarding the State government 
portion), but even on that score relative revenue effort 
averages only a few points higher in the most "urban" 
metropolitan counties than in the other types of county 
areas reported. 

This finding may seem to contradict or at least call 
into question widespread references to "fiscal disparities 
within metropolitan areas" as an important aspect of the 
financing difficulties of local governments. But two 
points should be emphasized: 

1. These summary group averages do not disclose 
divergences in effort level as among the counties 



of any particular SMSA. Yet it is the latter kind 
of difference that has the most direct bearing 
upon "fiscal disparities," insofar as these may 
appear in countywide terms. In other words 
(especially with the unweighted-mean method 
used to derive the Table 12 figures), the 
indicated similarity of relative revenue effort for 
the two groups of counties in multi-county 
SMSA's undoubtedly results from a variety of 
relationships, with outlying counties in some 
instances running above or equal to their 
associated "central county" in revenue effort, 
but in other instances-as has been so commonly 
alleged-making a less strenuous revenue effort. 

2. Even more important, it should be observed that 
these measures pertain to entire counties, and 
thus do not reflect variations of capacity and 
effort within such areas. All but a minor fraction 
of the 113 "central" SMSA counties shown in 

this table are considerably larger geographxally 
than their metropolitan "central cities." Discus- 
sion of localized "fiscal disparities" targets 
mainly at  smaller geographic areas, such as the 
central city and other parts of the SMSA or its 
central and outlying counties. (Appendix A 
discusses some findings about the relative 
revenue capacity and effort of a number of 
metropolitan central-city areas.) 

When capacity is estimated on a State-adjusted 
basis, the central metropolitan counties show up with 
several points more effort, over-all and for the important 
property tax component, than their associated outlying 
counties. They also show a considerably higher effort 
rate for nonproperty taxes. 

Table 12 reflects significant differences in the 
composition of revenue capacity for the several kinds of 
county areas. In particular, as would be expected, the 
central metropolitan counties can draw upon a relatively 

TABLE 12.-SUMMARY COMPARATIVE MEASURES OF STATE A N D  LOCAL GOVERNMENT REVENUE, 
REVENUE CAPACITY, AND REVENUE EFFORT FOR 666 SELECTED COUNTY AREAS, 

BY LOCATION A N D  TYPE OF AREA: 1966-67 

Index measures for selected counties (unweighted mean 
ratios; related U.S. averages = 100) 

Al l  types of Within multi- Non-SMSA 
selected counties county SMSA's counties 

Entire- of 
U.S. Non- SMSA Non- 50,000- 

average1 Total south2 south counties Central central plus 

Number of areas. . . . . . . . . . . . .  
Per capita revenue capacity (on U.S.-averagerate basis): 

State and local sources . . . . . . . . . .  
State government sources . . . . . . . . .  
Local government sources . . . . . . . . .  

Per capita actual revenue: 
State and local governments . . . . . . . .  
Local governments only . . . . . . . . .  

Relative revenue effort (with capacity estimated on 
U.S.-average-rate basis): 

State and local governments . . . . . . . .  
Local governments only . . . . . . . . .  

Relative revenue effort of local governments (with capacity 
estimated on State-adjusted basis): 

Al l  local revenue sources . . . . . . . . .  
Local property taxes . . . . . . . . . .  
Local nonproperty taxes . . . . . . . . .  
Charges and miscellaneous general revenue . . . .  
Uti l i ty surpluses . . . . . . . . . . . .  

Proportion of revenue capacity o f  local governments 
represented by: 

Property taxation of - 
Nonfarm residential property . . . . . . .  
Business property . . . . . . . . . .  
Farm property . . . . . . . . . . .  

Other local taxes . . . . . . . . . . .  
Charges and miscellaneous general revenue . . . .  
Ut i l i ty  surpluses . . . . . . . . . . . .  

XXX 

$396 
$195 
$201 

$396 
$201 

100% 
100% 

100% 
100% 
100% 
100% 
100% 

30.2% 
25.3% 
5.2% 

12.8% 
22.8% 
3.7% 

'~verages shown pertain to  the entire U.S., rather than relating only t o  the areas reportedhere. 
'counties in  14 States; see text. 



larger business property base than the other kinds of 
reported counties. For the average central county of a 
multi-county SMSA, the potential of business property 
taxation is about the same as that of residential 
(nonfarm) taxation. On the other hand, for the average 
outlying county of such SMSA's, the business property 
component is less than two-thirds as large as the 
residential property component. 

Group averages such as those appearing in Table 12 
do not reflect specific inter-area differences. Yet 
variations of that kind are of particular interest and 
importance, both from the standpoint of grant-in-aid 
arrangements and of localized "fiscal competition." 
Appendix Tables G-11 through G-13 supply individual- 
county data which lend themselves directly to 
yeographic comparisons. Table 13 summarizes certain 
State-by-State findings regarding the revenue capacity of 
individual counties. The table reflects data for at least 
two counties in each of 46 States; none are reported for 
Alaska or Vermont, and only one each for South 
Dakota, Wyoming, and the District of Columbia. At least 
five counties are covered in each of 36 States. In 36 
instances also, the reported areas account for at least 
half the total State population, including 12 cases where 
this proportion is over 80 percent. For Delaware, New 

Jersey, and Rhode Island, the reported areas comprise 
the entire State. 

Nationwide, per capita State-local revenue capacity 
exhibits an extreme range of 6.7-to-1 among the 666 
selected county areas, from $823 (over twice the 
national average) in Midland County, Texas, to $123 in 
Berkeley County, South Carolina.' For local govern- 
ment sources alone, the extreme range is 1 1-to-1, from 
$420 per capita in Washoe County, Nevada, to $38 per 
capita in Berkeley County, South Carolina. One or more 
reported areas where per capita State-local capacity is 
less than 60 percent of the national average appear in 15 
States, 12 of them in the South. Conversely, a dozen 
States have at least one reported county area with 
State-local capacity 40 percent or more over the 
National average. 

For State-local revenue sources, the capacity range 
among reported areas is at least 2-to-1 in 20 States and 
at least 1.5-to-1 in 36 of the 46 States for which this 

 his and the other comparisons given below refer to 
capacity as measured on a State-adjusted basis for areas within 
the States. The appendix tables also include data reflecting 
revenue capacity on a U. S. average-rate basis. The adjusted basis 
is more directly pertinent for within-State comparisons. 

TABLE 13.-INDEXES OF PER CAPITA REVENUE CAPACITY (ON STATE-ADJUSTED BASIS), 
FOR 666 SELECTED COUNTY AREAS, BY STATES: 1966-67 (U.S. AVERAGE PER CAPITA AMOUNTS = 100) 

State and local 
Areas reported government sources 

State 
Percent Ratio 

of of 
State high 
POPU- to 
lation Aver- High- Low- low 

Number (1966) age1 est est (=I) 

U.S. . . . . . . . . . . . . .  666 76 92 208 31 6.7 
Alabama . . . . . . . . . . . . .  18 64 73 90 48 1.9 
Alaska. . . . . . . . . . . . . .  xxx  xxx xxx xxx xxx xxx 
Arizona . . . . . . . . . . . . .  5 83 99 1 1 1  94 1.2 
Arkansas . . . . . . . . . . . . .  10 40 78 105 53 2.0 
California. . . . . . . . . . . . .  32 93 110 143 85 1.7 

Colorado . . . . . . . . . . . . .  10 81 98 145 69 2.1 
. . . . . . . . . . . .  Connecticut 7 97 102 120 81 1.5 

Delaware . . . . . . . . . . . . .  3 100 102 135 85 1.6 
District of columbia2 . . . . . . . . .  1 100 116 116 116 xxx  
Florida. . . . . . . . . . . . . .  22 85 97 124 67 1.9 

Georgia . . . . . . . . . . . . .  14 52 82 118 54 2.2 
Hawaii.  . . . . . . . . . . . . .  2 90 103 105 102 1.0 
I d a h o .  . . . . . . . . . . . . .  3 30 87 95 79 1.2 
lllinois . . . . . . . . . . . . .  27 85 103 155 76 2.0 
Indiana . . . . . . . . . . . . .  32 73 92 117 71 1.6 

I o w a . .  . . . . . . . . . . . .  9 39 105 120 92 1.3 
Kansas. . . . . . . . . . . . . .  7 46 103 120 57 2.1 
Kentucky . . . . . . . . . . . . .  1 1  44 91 114 47 2.4 
Louisiana. . . . . . . . . . . . .  16 65 109 176 63 2.8 
M a i n e .  . . . . . . . . . . . . .  3 42 87 94 80 1.2 

Local government sources 

Ratio 
of 

high 
to 

Aver- High- Low- low 
age1 est est (=I) 

87 
59 

XXX 

90 
53 
127 

209 
80 

X X X  

106 
77 
180 

19 
35 

XXX 

78 
32 
9 1 

66 
70 
42 
97 
76 

45 
56 
57 
82 
64 

88 
53 
27 
33 
64 

XXX 

1.4 
2.4 
2.0 

2.2 
1.9 
1.9 

XXX 

1.8 

2.3 
1.2 
1.4 
2.1 
1.9 



type of comparison can be made . For local revenue 
sources alone. the capacity range among reported areas is 
over 3-to-1 in six States. and at least 2-to-1 in another 
21 . Only eight of the 46 reportable States show a range 
in per capita local source capacity of less than 1.5-to-1. 
In most instances (for 36 of the 46 States). the 
local-source range among individual county areas is 
greater than that for combined State and local revenue 
sources . 

How do these intra-State variations compare with 
those that would appear from some general economic 
measure. such as personal income? This issue can be 
much better examined when data regarding resident 

income become available from the 1970 Census of 
Population . Pending that. one limited attempt at 
comparison has been made. drawing upon 1960 Census 
figures on median family income. and considering only 
35 States for which at least five counties of at least 
50. 000 population could be examined from both the 
present study and the 1960 Census . On that basis. the 
inter-county range in State-local capacity as measured 
here was greater than the range in median family income 
in 24 of the 35 States . For local government capacity 
alone. the extreme inter-county range was greater than 
that indicated by median family income in all the 35 
States . 

TABLE 13.-INDEXES OF PER CAPITA REVENUE CAPACITY (ON STATE-ADJUSTED BASIS) . 
FOR 666 SELECTED COUNTY AREAS. BY STATES: 1966-67 (U.S. AVERAGE PER CAPITA AMOUNTS =: 100) (Continued) 

State and local 
government sources Local government sources 

Ratio Ratio 
o f  o f  

high high 
t o  t o  

Aver- High- Low- low Aver- High- Low-  l o w  
age' est est (=I) age' est est (=I) 

Areas reported 

Percent 
o f  

State 

POPU- 
lat ion 

Number (1 966) 

State 

Maryland . . 
Massachusetts 
Michigan . . 
Minnesota . . 
Mississippi . . 

Missouri . . 
Montana . . 
Nebraska . . 
Nevada . . 
New Hampshire 

New Jersey . 
New Mexico . 
New York  . . 
North Carolina 
Nor th  Dakota 

Ohio . . .  
Oklahoma . . 
Oregon . . .  
Pennsylvania . 
Rhode Island . 

South Carolina 
South Dakota . 
Tennessee . . 
Texas . . .  
Utah . . .  

31 2.8 40 53 19 2.8 
112 xxx  116 116 116 x x x  
59 1.9 81 110 48 2.3 
54 3.9 90 154 49 3.1 
67 1.6 70 87 59 1.5 

Vermont . . 
Virginia . . 
Washington . 
West Virginia . 
Wisconsin . . 
Wyoming . . 

. . . . . . . . . . .  XXX 

. . . . . . . . . . .  12 

. . . . . . . . . . .  12 

. . . . . . . . . . .  16 

. . . . . . . . . . .  18 

. . . . . . . . . . .  1 

XXX 

56 
83 
63 
66 
19 

XXX 

90 
112 
78 
93 
121 

XXX 

130 
155 
123 
1 1  5 
121 

XXX XXX XXX XXX XXX XXX 

62 2.1 74 112 52 2.2 
82 1.9 89 158 55 2.9 
42 2.9 53 107 27 4.0 
81 1.4 76 97 54 1.8 
121 x x x  109 109 109 x x x  

' Unweighted mean of indexes computed fo r  individual areas . 
' ~ r e a t i n g  all nonproperty taxes as "State government sources." 



The particular "high" and "low" areas involved 
were also often different for the alternative extreme- 
range calculations in particular States. This seems to 
confirm the observation made earlier that the relative 
revenue capacity of governments in various areas is not 
closely measured solely by reference to personal income 
data. 

Altogether, then, the reported data show marked 
within-State differences in local governments' financing 
capability-even when the comparisons are made in terms 
of entire counties, and principally the more populous 
ones. Moreover, these disparities generally exceed those 
that might be inferred from personal income compari- 
sons alone. 

Table 14 summarizes revenue effort findings for the 
same 666 selected counties, by States. Nationally, the 
extreme ranges for the reported areas are: 2.5-to-1 for 
relative State-local revenue effort (from 40 percent 
above to 44 percent below the national average); 
4.9-to-1 for local government revenue effort; and 740-1 
for local governments' property tax effort. 

In 35 of the 49 States concerned, at least one 
county shows a State-local revenue effort above the 
national average, and in eight States at least one county 
has an index of 120 or more. On the other hand, in all 
but five States (Arizona, Hawaii, Idaho, Minnesota, and 
Utah), one or more of the reported counties show 
State-local revenue effort below the nationwide norm of 
100, and in nine States the "lowest county" effort ratio 
is lower than 80. 

Except for Texas, where an extreme range of 
1.8-to-1 appears, the within-State variation in State-local 
revenue effort for the reported counties is 1.5-to-1 or 
less. In 13 of the 46 States for which such a comparison 
appears, this divergence is less than 1.340-1. In 
considering these modest variations, however, it should 
be remembered that they are "smoothed out" by the 
inclusion of State-source as well as local-source effort. 

Far greater variation occurs in the intensity with which 
local governments in various counties tap their available 
revenue base. 

In all but seven of the 49 States concerned, at least 
one reported county shows a local revenue effort above 
the national average, and in 19 States the "highest 
county" ratio is more than one-fifth above that average. 
Conversely, there are only five States where no reported 
county falls below the nationwide norm for local 
revenue effort. Even greater diversity appears in Table 
14 for local governments' property tax effort. Of the 46  
States for which such comparisons can be made, an 
effort range of at least 1.5-to-1 appears in 31 instances 
for all local revenue sources and in 36 instances for local 
property taxes only. The distribution of the 46 States is 
as follows: 

Number of States 
High-low range among 
reported counties in All local Local 

relative revenue effort revenue property 
of local governments sources taxes only 

3.0-to-1 or more . . . . . . 1 5 
2.5- to 2.9-to-1 . . . . . . - 4 
2.0- to 2.4-to-1 . . . . . . 11 18 
1.5- to 1.9-to-1 . . . . . . 19 9 
Under 1.5-to-1 . . . . . . 15 10 - - 

Total. . . . . . . . 46 46 

These comparisons also pertain to entire counties 
and thus submerge intra-county differences in local 
governments' revenue effort. A wider range of variations 
would be shown by data for smaller areas. Even in 
county-wide terms, however, both the capacity and 
effort findings show that responsible policymakers at the 
several governmental levels are well justified in their 
concern for localized fiscal differences. There is, indeed, 
much to be "equalized." 

TABLE 14.-INDEXES OF REVENUE EFFORT (ACTUAL REVENUE AS PERCENT OF REVENUE CAPACITY) 
FOR 666 SELECTED COUNTY AREAS, BY STATES: 1966-67 

State and local Local governments- Local property 
governments all revenue sources taxes only 

Ratio Ratio Ratio 
state1 of of of 

high high high 
to to to 

Aver- High- Low- low Aver- High- Low- low Aver- High- Low- low 
age2 est est (=I) age2 est est (=I) age2 est est (=I) 

U . S . .  . . . . . . . . . 97 140 56 2.5 96 171 35 4.9 103 195 28 7.0 
Alabama . . . . . . . . . . 97 112 85 1.3 95 127 64 2.0 112 195 44 4.4 
Alaska . . . . . . . . . . xxx xxx xxx xxx  xxx xxx  xxx xxx xxx xxx  xxx xxx  
Arizona . . . . . . . . . . 112 121 108 1.1 117 140 108 1.3 134 162 112 1.4 
Arkansas. . . . . . . . . . 90 100 81 1.2 94 127 69 1.8 116 162 70 2.3 
California . . . . . . . . . 110 133 90 1.5 114 154 81 1.9 119 178 78 2.3 



TABLE 14.-INDEXES OF REVENUE EFFORT (ACTUAL REVENUE AS PERCENT OF REVENUE CAPACITY) 
FOR 666 SELECTED COUNTY AREAS. BY STATES: 1966-67 (Continued) 

State and local 
governments 

Local governments- 
all revenue sources 

Ratio 
of 

high 
to 

Aver- High- Low- low 
age2 est est (=I)  

Ratio 
of 

high 
to 

Aver- High- L o w  low 
age2 est est (=I)  

Local property 
taxes only 

Ratio 
of 

high 
to 

Aver- High- Low- low 
age2 est est (=I)  

Colorado . . . . . . . . . .  110 
Connecticut . . . . . . . . .  92 

. . . . . . . . . .  Delaware 99 
District of columbia3 . . . . . .  85 
Florida . . . . . . . . . .  91 

Georgia . . . . . . . . . .  98 
Hawaii . . . . . . . . . .  123 
Idaho . . . . . . . . . . .  110 
Illinois . . . . . . . . . .  86 
Indiana . . . . . . . . . .  99 

Iowa . . . . . . . . . . .  102 
. . . . . . . . . .  Kansas 97 

. . . . . . . . .  Kentucky 93 

. . . . . . . . .  Louisiana 91 
. . . . . . . . . . .  Maine 99 

Maryland . . . . . . . . . .  97 
Massachusetts . . . . . . . .  119 
Michigan . . . . . . . . . .  98 
Minnesota . . . . . . . . .  116 
Mississippi . . . . . . . . .  99 

Missouri . . . . . . . . . .  89 
Montana . . . . . . . . . .  94 
Nebraska . . . . . . . . . .  79 
Nevada . . . . . . . . . .  78 
New Hampshire . . . . . . . .  84 

New Jersey . . . . . . . . .  94 
New Mexico . . . . . . . . .  97 
New York . . . . . . . . .  117 
North Carolina . . . . . . . .  95 
North Dakota . . . . . . . .  97 

Ohio . . . . . . . . . . .  85 
Oklahoma . . . . . . . . .  88 
Oregon . . . . . . . . . .  99 
Pennsylvania . . . . . . . .  95 
Rhode Island . . . . . . . .  101 

South Carolina . . . . . . . .  99 
South Dakota . . . . . . . .  97 
Tennessee . . . . . . . . .  86 
Texas . . . . . . . . . . .  84 
Utah . . . . . . . . . . .  106 

Vermont . . . . . . . . . .  xxx 
Virginia . . . . . . . . . .  96 
Washington . . . . . . . . .  100 
West Virginia . . . . . . . .  100 
Wisconsin . . . . . . . . .  114 
Wyoming . . . . . . . . .  83 

122 
98 

103 
85 

101 

11 1 
125 
114 
94 

119 

109 
113 
99 

100 
103 

11 1 
131 
1 I8  
140 
lo6 

94 
99 
88 
80 
87 

110 
101 
131 
1 05 
98 

97 
100 
104 
lo8 
103 

107 
97 
97 

101 
lo7 

XXX 

110 
104 
113 
133 
83 

99 
89 
95 
85 
75 

92 
120 
105 
71 
88 

90 
89 
84 
86 
97 

84 
99 
84 

lo8 
87 

83 
85 
57 
77 
78 

84 
86 
96 
87 
96 

70 
76 
89 
87 
98 

9 1 
97 
72 
56 

103 

XXX 

84 
93 
85 
92 
83 

1.2 
1.1 
1.1 
XXX 

1.3 

1.2 
1 . 0 
1.1 
1.3 
1.4 

1.2 
1.3 
1.2 
1.2 
1.1 

1.3 
1.3 
1.4 
1.3 
1.2 

1.1 
1.2 
1.5 
1 . 0 
1.1 

1.3 
1.2 
1.4 
1.2 
1 . 0 

1.4 
1.3 
1.2 
1.2 
1.1 

1.2 
XXX 

1.3 
1.8 
1 . 0 

XXX 

1.3 
1.1 
1.3 
1.4 
XXX 

113 
9 1 
92 
85 
90 

98 
120 
115 
86 

101 

99 
99 
92 
90 
96 

92 
126 
95 

118 
94 

88 
94 
76 
79 
83 

95 
100 
109 
9 1 

102 

84 
87 
97 
90 

102 

96 
90 
83 
84 

101 

XXX 

96 
97 

101 
114 
80 

136 
103 
lo6 
85 

107 

125 
128 
127 
100 
139 

114 
131 
107 
115 
lo6 

122 
149 
140 
171 
110 

98 
103 
89 
82 
89 

122 
11 5 
136 
118 
104 

lo6 
115 
lo8 
118 
lo6 

118 
90 

105 
119 
104 

XXX 

129 
lo8 
144 
166 
80 

92 
85 
75 
85 
64 

85 
11 1 
102 
6 1 
80 

76 
84 
66 
72 
90 

64 
90 
70 

101 
66 

75 
78 
45 
77 
73 

79 
64 
7 1 
65 

101 

59 
6 1 
79 
74 
96 

71 
90 
56 
35 
95 

XXX 

58 
82 
67 
7 1 
80 

1.5 
1.2 
1.4 
XXX 

1.7 

1.5 
1.2 
1.2 
1.6 
1.7 

1.5 
1.6 
1.6 
1.6 
1.2 

1.9 
1.7 
2.0 
1.7 
1.7 

1.3 
1.3 
2.0 
1.1 
1.2 

1.5 
1.8 
1.9 
1.8 
1 . 0 

1.8 
1.9 
1.4 
1.6 
1.1 

1.7 
XXX 

1.9 
3.4 
1.1 

X X X  

2.2 
1.3 
2.1 
2.3 
X X X  

117 
98 

100 
85 
89 

121 
107 
107 
9 1 

lo8 

101 
109 
103 
99 

102 

95 
152 
96 

120 
114 

96 
lo7 
88 
79 
82 

94 
110 
136 
98 

101 

85 
95 
96 
86 

110 

111 
93 
78 
9 1 

102 

XXX 

112 
96 

123 
115 
73 

151 
117 
135 
85 

1 24 

195 
137 
129 
114 
I64 

118 
168 
128 
154 
11 1 

130 
195 
166 
192 
154 

lo8 
130 
110 
85 
92 

135 
146 
182 
163 
102 

111 
124 
lo6 
121 
116 

149 
93 

110 
151 
112 

XXX 

174 
119 
188 
178 
73 

88 
9 1 
59 
85 
65 

80 
78 
92 
69 
76 

72 
83 
66 
39 
95 

66 
94 
64 
95 
81 

85 
80 
48 
72 
7 1 

75 
4 1 
84 
59 
98 

59 
64 
73 
66 

103 

65 
93 
46 
28 
96 

XXX 

63 
7 1 
75 
59 
73 

1.7 
1.3 
2.3 
XXX 

1.9 

2.4 
1.8 
1.4 
1.7 
2.2 

1.6 
2.0 
1.9 
3.9 
1.2 

2.0 
2.1 
2.6 
2.0 
1.9 

1.3 
1.6 
2.3 
1.2 
1.3 

1.8 
3.6 
2.2 
2.8 
1.0 

1.9 
1.9 
1.5 
1.8 
1.1 

2.3 
XXX 

2.4 
5.4 
1.2 

XXX 

2.8 
1.7 
2.5 
3.0 
XXX 

'AS to numbers and population of reported areas. see table 2.13 . 
2~nweighted means of ratios computed for individual areas . 
3~reat ing all nonproperty taxes as State government revenue . 



Correlation Analysis 
While the representative tax or revenue system 

approach appears the preferred method of measuring 
fiscal capacity, it is, of course, but one such measure. To 
determine the relationships between this representative 
system and two widely used alternative measures, a 
correlation analysis was performed. That is, per capita 
estimated revenue capacity from all State-local sources 
was correlated with per capita personal income and then 
with a composite per capita measure, reflecting equal 
weight for potential property tax yield (at U.S. average 
rates) and personal income. Each of these correlations 
was performed for three governmental levels-the 51 
States (including the District of Columbia, the 666 
counties for which necessary data was available, and the 
2 14 SMSA's). 

The results of these procedures indicate that there is 
a moderate to strong relationship among the three 
approaches to fiscal capacity. Comparisons of per capita 
estimated revenue capacity from all State-local sources 
with per capita personal income yielded a correlation 
coefficient (r, adjusted for degrees of freedom) of .633 at 
the State level, .727 at the county level and .623 for the 
SMSA's. When the per capita estimated revenue capacity 

from all State-local sources was compared with a 
composite property-income measure, the correlation was 
strengthened-as expected, since more components of 
the revenue capacity measure were included in the 
composite series. For this set of correlations, the 
coefficients (r, adjusted for degrees of freedom) were 
.833, .873, .834 at the State, county and SMSA levels. 

In both sets of correlations then, the relationships 
"hold up" at each governmental level that was included 
in the correlation analysis. I t  must be emphasized, 
however, that this would not necessarily or even likely 
be the case if comparable correlations were performed 
for more fragmented local governmental entities as 
variations among the alternative measures can be 
expected to be more pronounced for smaller jurisdic- 
tional units. 

This point is illustrated in a third set of correlations 
even at the county and SMSA levels. When per capita 
estimated revenue capacity from all State-local sources 
was compared with per capita estimated State-local tax 
capacity, an extremely close relationship was found at 
the State level (r = .940). At the county and SMSA level 
virtually no such relationship was found, the coefficients 
being .022 and .053 respectively. 



Chapter 3 

ACTUAL ADJUSTMENT OF GRANTS-IN-AID 
FOR FISCAL DIFFERENCES 

Adjustment of intergovernmental grants to the 
financial capacity or effort of the recipient has been a 
part of the American scene for a long time. It has played 
a big role in State education aids to local school districts. 
It is a more recent development in Federal welfare aids 
to States. But it is almost non-existent in direct 
Federal-local grants. 

Where use of fiscal measures has occurred, the 
concern of the granting government has, till now, been 
concentrated on capacity rather than on the use made of 
that capacity. Further, the grants have been over- 
whelmingly categorical rather than general purpose. The 
donors of the grants have shown a disposition to worry 
first about assuring a minimum level of service, and only 
secondarily about the fiscal ability of the grant-receiving 
governments to provide it. 

The foregoing skeletal generalizations require some 
fleshing out. The following review of actual practice will 
not evaluate the entire American grant "system," but 
d l  examine only the use of fiscal measures as 
modifying factors in the flow of intergovernmental 
dollars. 

A Note on Terminology 

In intergovernmental affairs, the term "equaliza- 
tion" must be used gingerly. It means different things to 
different people. To be sure, the fiscal factors being 
reviewed are equalization factors. However, adjustment 
of grants for variations in fiscal capacity is only one of 
several forms of intergovernmental equalization. 

Some people think of rectifying uneven tax burdens 
when they hear of "equalizing aids." That important 
concept, with its psychological and tax incidence 
implications, is not the focus here. Some think of 
equalization as meaning treating everybody alike. 
Whether "everybody" means each citizen, or each pupil, 
or each elderly person-it is not the kind of aid feature 
now under discussion. To others, equalizing aids 
connotes fairness, or equity, or redistribution of 
income-either geographically or by income class. 

The history of intergovernmental relations in this 
country suggests a fairly consistent notion of equaliza- 
tion: support for a minimum level of public services 
without gross variations in the financing effort of 
recipient jurisdictions. This common meaning invokes 
both program need and fiscal capacity. It is the relation 
between needs and resources that is to be equalized. This 
definition underlies much past and present practice in 
both Federal and State Government aid distributions. 
Measures of fiscal capacity provide part-but only 
part-of the yam from which such equalizing grants are 
woven. Because fiscal indexes do not measure prqyarn 
need, it was decided that the term equalization should 
be avoided. Modification of grants to overcome (wholly 
or partially) differences in the fiscal capacity of recipient 
governments is the topic of this chapter. Therefore, they 
will be called what they are: capacity-adjusted grants. It 
is not necessary to coin a comparable new term like 
"effort-adjusted grants." They do not exist. At- 
fiscal effort is, in one sense, taken into account by 
matching grants, and although minimum effort is a 
required condition of some State school aids, t h e n  is no 
history of modifying grant payments as a reward for 
relative fiscal effort. 

The term "equalization" is not only a word with 
many meanings, but also an objective reached by -y 
avenues. Financial takeover of a function by a 
level of government may achieve equaliultion. IPlt 
functional grants involving a fixed number of do- F 
welfare case or per pupil work in that direction abo: Yc 
larger the share of total cost covered by grant 
the greater the equalization. Delaware's s c h d  aids 
provide a good illustration. In 1968-9 Delaware p d  
not a penny of its school aids on a capacity-adjurbad 
basis, whereas the national average was 69 percent of 
State aids so apportioned. But, the Delaware &ah 
Government provided almost twice as large a share of all 
school costs as the average State (73 percent cornpa& 
with 41 percent). Clearly, the State of Delaware is 
achieving a great deal of financial "equalization." 
Similarly, general purpose grants distributed on the 



simple basis of population are equalizing, as Walter 
Heller emphasized some years ago. The equalizing effect 
in the preceding cases is achieved even if the original 
collection of revenues going into the grant funds come 
from a proportional tax structure. Naturally, with a 
progressive tax structure, the financial equalizing effect 
is heightened. The result is further intensified when the 
aid dollars are specifically aimed at poor people or poor 
areas. When grants make a deliberate allowance for the 
fiscal poverty of an area, they become the "capacity- 
adjusted" grants now under review. 

Even after the subject has been narrowed to grants 
that are modified for the fiscal capacity of recipients, a 
number of alternatives are still possible. Capacity 
measures can be used as screening devices for 
determining which governments shall be eligible or 
ineligible for a grant. They can also be used in a formula 
to determine how the total grant amount is to be 
apportioned among recipients, or they can be part of a 
matching formula. Combinations are another possibility. 
Capacity allowances can be a feature of grants given to 
assist narrowly-specified functions, broad grants em- 
bracing a number of subfunctions, or unrestricted grants 
to be used as the receiving unit of government thinks 
best. 

The State Experience 

In actual practice, to what extent and in what ways 
have State Governments and the Federal Government 
adjusted grants-in-aid on the basis of fiscal capacity? 

The States have shown the way in the use of fiscal 
measures in grant programs. This is both natural and 
appropriate. The parent States are responsible for the 
subordinate units they have brought into the world. In 
fact, each State exercises such pervasive control over 
local financing that the actual use of fiscal measures in 
State grants is not so surprising as the limited extent of 
their usage. 

Since the turn of the century, students of 
educational finance have noted that State school support 
should take into account the varying fiscal ability of 
local school districts.' Cubberley, in 1906 was one of 
the first to speak of fiscal "equalization"-suggesting 
that perhaps as much as five per cent of State 
educational aids might be distributed to those school 
districts that were not able to meet the State minimum 
standards even when they taxed themselves as high as 
the law allowed. Cubberley suggested that the bulk of 
State school aids be used in ways that reward districts 
that offer higher quality services. 

'See, for example, Charles S. Benson, The Economics of 
Atblic Education, Boston: Houghton-Mufflin Co., 196 1.  

In the 1920's George Strayer and Robert Murray 
Haig formulated a more "modern" approach to 
distributing school aid for New York's Educational 
Finance Inquiry Commission. They proposed that State 
aid be used to provide a basic level of educational 
programs at uniform local tax rates. The State would 
mandate a rate of local school taxation which all school 
districts would have to levy to qualify for aid. It was the 
rate that would have to be employed in the richest 
school district of the State to provide enough funds for 
what was considered a satisfactory minimum offering. 
The State aids would make up the difference between 
the locally-raised amount and the amount needed for the 
foundation level. Then, as now, taxable property values 
were usually used in State school aid programs as the 
yardstick for measuring wealth and as the tax base on 
which the required rate was to be imposed. The New 
York idea spread, and this sort of program is still in 
operation in most States today. 

The latest development in education aid has been 
the percentage equalizing grant. It varies State support in 
accordance with the per pupil property valuation of each 
school district. After setting the standard share of State 
support in a district of average property wealth, the 
formula raises the percentage of State support in school 
districts of below-average wealth and lowers State 
support in districts of above-average wealth. This aid 
plan, which does not concern itself with the relative 
fiscal effort of the local district, was used in several 
States as of 1968-69. 

Theoretically, the percentage equalizing grant is the 
most powerful school aid formula of the three in terms 
of adjusting to local fiscal capacity. If appropriately 
structured, this aid formula allows for virtually complete 
State support to the poorest school district and none to 
the richest. However, as limitations are placed on the 
inclusiveness of percentage equalizing grants (e.g., limits 
on the amount of local school expenditures that may be 
eligible for State aid, as in Massachusetts and New 
York), the original resource gap is by no means entirely 
closed. 

Out of these historical developments has emerged a 
pattern manifesting considerable variety in today's 
school aid formulas. Three general types of distribution 
systems dominate. Seven States have fixed foundation 
formulas, whereby each district receives the difference 
between its mandated property tax effort and a uniform 
statewide foundation amount of expenditures per pupil. 
Thirty States have a variable foundation grant. They 
insist on a required rate of local tax effort and then 
contribute varying amounts of aid to each district. Five 
States have a two-stage aid formula: first, a fixed 
foundation grant to all school districts; then, a variable 
foundation grant. Seven States use percentage equalizing 



grants which vary aid on the basis of the relative fiscal 
capacity of the local school district. 

A few facts and figures are helpful in assessing the 
evidence of State adjustment of aids for variations in 
local fiscal capacity.' In considering these facts, it is well 
to keep in mind that States achieve fiscal "equalization" 
in many other ways besides modifying grants on the 
basis of relative capacity; and that the dollar amounts 
involved in capacity-adjusted programs are far greater 
than the dollar amounts actually applied to reducing 
local resource variations. 

State aid is primarily concentrated in three 
functional areas: education, highways, and public 
welfare. Over 75 per cent of all State aid was distributed 
in these three fields in 1957, 1962, and 1967. State 
education aid accounts for about 55 per cent of total 
State education expenditure. State highway aid accounts 
for 16 per cent of total State highway expenditure, and 
State welfare aids account for 40 per cent of total State 
welfare expenditure. In total, all State aid accounts for 
about 36 per cent of State spending. 

As of 1966-67, approximately 37 per cent of all 
State aid involved some kind of adjustment for local 
capacity differences. Sixty-nine percent of all State 
educational aid was so distributed. Put another way, 96 
per cent of all fiscally-adjusted aid was in the field of 
education. 

Forty-five States had some capacity-adjusted pro- 
vision in their educational aid program as of 1966-67. 
Seven States had this kind of provision in welfare aid; 
two States had it in aid programs for general local 
government support; three States had it in highway aids, 
and six States had such features in other types of 
programs. Overall, there were four States that did not 
have an allowance for local capacity in at least one of its 
grants-in-aid. 

Three States distributed more than 70 per cent of 
their State aid dollars in programs that contained some 
kind of recognition of variations in local fiscal capacity 
in 1966-67. Seventeen States distributed more than 50 
per cent of their aid on such a basis, but there were 
twelve States that distributed less than 10 per cent of 
their State aid in this way. 

The more that State grant systems are dominated by 
education aid programs, the greater the likelihood that 
the overall grant structure will employ capacity 
measures. Ten State aid systems distributed more than 
60 per cent of their State aid with an allowance for local 

- - 

2 ~ h j s  section draws upon U.S. Bureau of the Census, 
Census of Governments, 1957, 1962, 1967, State Payments t o  
Local Governments, Washington: U.S.  Government Printing 
Office; Advisory Commission on lntergovernrnental Relations, 
State Aid t o  Local Government, Washington: U.E. Government 
Printing Office, 1969. 

capacity variations. More than three-quarters of their 
State aid money was in education aid. States having 
lower proportions of education aid to total aid had less 
of their aid dollars distributed on a fiscally-modified 
basis (for example, Colorado, Maryland, Massachusetts, 
and Wisconsin). 

Numerous bases are utilized for determining the 
basic or initial amount of aid that is to be adjusted for 
fiscal variations. The starting point in State school grants 
is always some measure of functional need. Only after 
that has been selected and quantified does the question 
arise of further modification in the light of relative local 
resources. Some States adjust per pupil expenditures, 
while others look at school expenditures in terms of 
teacher salaries or teacher-pupil ratios. Some formulas 
differentiate between large and small school districts in 
distributing aid. Some States differentiate on the basis of 
grade-level. All these weighting factors are variants in 
determining the foundation level of school expenditure 
that a State is ready to support. 

The effect of adjustments for capacity factors 
frequently is diluted by other features in the distribution 
process. Nearly all State aid formulae provide for 'flat 
grants' and 'save-harmless' provisions. These provisions 
mean that all school districts, no matter how rich, will 
receive some grant money. Many States have incentive 
features in their school aid formulas, designed either to 
stimulate local spending on education in general or to 
encourage specific quality features. Since it is likely that 
high capacity school districts can best respond to such 
incentives, the result may be to undercut the effect of 
capacity adjustments. 

Most aid formulas set the level of State support well 
below the average level of school expenditures. Often 
the foundation program which the State will support is 
at a level whch most local districts have exceeded. With 
all expenditures above the foundation level being 
financed entirely from local sources, the effect of the 
fiscal adjustment is lessened. Especially in periods of 
inflation, it is difficult for State legislative enactments to 
keep the foundation level in line with the rising level of 
educational spending. 

The extent to which fiscal differences are 
recognized in State school aids is affected by the manner 
in which the formulas measure local capacity. Thus, (1) 
property base rather than the potential yield of all 
revenues is the measure of capacity, (2) per pupil 
amounts are generally computed rather than per capita 
amounts, and (3) school expenditures rather than total 
local governmental expenditures become the effort 
norm. This segregation of school financing does not 
recognize the interdependence of local fiscal resources. 
The term "municipal overburden" has been coined to 
describe the fact that the proportion of local financing 



devoted to education tends to be less in the large central 
city than in suburban areas surrounding it. This 
divergence is probably explained by the likelihood that 
disproportionately heavy non-school needs in the big 
city leave relatively little capacity for school purposes. 

The Federal Experience 

As of 1969, $21 billion was disbursed in Federal 
grant-in-aid programs. Federal aid constituted 10.4 per 
cent of all Federal expenditures and 20.9 per cent of all 
Federal domestic expenditures in 1969. Between 1958 
and 1969 Federal aid rose from $4.9 billion to $20.8 
billion, an increase of 324 per cent. 

Federal aid remains concentrated in three main 
functional areas: education, highways, and public 
welfare. Between 1958 and 1969, over 75 per cent of all 
Federal aid was in these three categories. During those 
ten years, Federal aid as a per cent of State-local 
expenditures increased in education and highways and 
remained at a constant level in public welfare. 

Table 15.-FEDERAL A ID  AS A PERCENT OF  STATE-LOCAL 
GENERAL EXPENDITURE, IN; TOTAL AND FOR THREE 
MAJOR FUNCTIONS, SELECTED YEARS, 1958 TO 1968 

1958 1963 1968 

All general expenditure 10.7 13.1 17.6 
Education 3.9 5.6 10.8 
Highways 17.0 26.3 29.3 
Public welfare 47.6 49.1 48.0 

-- -- 

Source: U.S. Bureau of the Census. Government Finances. 
1958,1963,1968. 

As the dollar volume of Federal aid expanded, the 
number of Federal grant-in-aid programs also increased. 
Between 1962 and 1969 more than 300 separate Federal 
grant programs were instituted, increasing the total from 
160 in 1962 to approximately 470 by 1969. The larger 
number of individual programs makes an overall 
summary view more necessary. Table 16 provides a 

Table 16.-FEDERAL A ID  BY FUNCTIONS, 
SELECTED YEARS, 1958-1968 

Percent Distribution of Federal Aid 
Function 1958 1963 1968 

Total Federal Aid 1 00.0 100.0 100.0 
Education 13.5 16.3 26.1 
Highways 30.6 35.0 23.8 
Public Welfare 37.2 32.3 30.0 
Health and Hospitals 2.3 2.2 4.0 
Natural Resources 2.4 1.9 1.5 
Housing and Urban Renewal 2.6 4.4 4.4 
Air Transportation .9 .6 .4 
Social Insurance 6.0 4.0 3.3 
Others and Unallocable 4.5 3.3 6.5 

Source: U.S. Bureau of the Census. Government Finances. 
1958,1963, 1968. 

functional breakdown of Federal grants with an 
indication of the changes that have occurred over recent 
years in the relative importance of various components. 

All Federal grants are categorical rather than general 
purpose, and they are predominantly "project grants". 
There were 107 Federal project grants in 1962 and 
about 370 in 1969. Formula grants, on the other hand, 
only increased from 53 programs in 1962 to 99 
programs in 1 9 6 9 . ~  

As grant programs proliferated, the level of 
sophistication in the disbursal of federal aids has risen. 
Several grants were consolidated into a block grant for 
health programs. "Incentive" grants were instituted in 
the area of water pollution control and highway 
construction, and multifunctional grant programs were 
instituted in the area of regional and metropolitan 
development. There have been innovations in the 
matching ratios of the Federal grant system, with 
variable matching ratios provided for more than 33 grant 
programs as of 1968. Moreover, that year there were 148 
separate Federal grant programs which had 100 per cent 
Federal financing. 

Capacity adjustments in Federal grants. In 1968, 
some 25 Federal grant programs disbursed aid with a 
partial allowance for differences in State-local fiscal 
capacity. Two of them were in the area of environmental 
control, eight in education, seven in public health, two 
in vocational rehabilitation, and six in public welfare. In 
terms of the Federal budget, this type of aid increased 
from $1.4 billion in 1962 to $4.0 billion in 1968. As a 
proportion of total Federal aid dollars, such grants 
increased from 17.5 per cent of all aids in 1962 to 21.6 
per cent in 1968. About 46 per cent of all 
capacity-adjusted Federal grant dollars were in the field 
of public welfare in 1962; by 1968, this functional area 
claimed about 62 per cent of all Federal aid money that 
sought to make allowance for fiscal differences at the 
receiving end. 

Seven of the capacity-related grant programs were 
for public facility construction, the other eighteen were 
for the provision of public services. Five had provisions 
for adjusting to capacity differences in both allotment 
and matching requirements; fourteen had such provi- 
sions solely with regard to allotment, and six programs 
had them only in the matching ratios. 

3"Project grants are allotted in response to specific 
applications presenting particular proposals for outlays for which 
assistance i s  required . . . Grants identified as 'formula' or 
'formula apportionment' in the table entries are those in which, 
by law or administrative regulation, sums of money are allocated 
among States or their subdivisions according to formulas 
containing prescribed numerical factors." 

Lcgislative Reference Service, Federal Programs o f  
Grants-In-Aid to  State and Local Governments, Senate 
Subcommittee on Intergovernmental Relations, Washington: 
US .  Government Printing Office, 1969, pp. 5 and 6. 



Six of the above programs allocated all of their 
funds with some modification for fiscal capacity. The 
others did not adjust basic minimum allotments or 
portions for fiscal capacity measures. 

The increase in capacity-adjusted Federal aid is 
reflected in State-local budgets. This kind of Federal aid 
was only 2.2 per cent of State-local revenue from own 
sources in 1962. It nearly doubled to 4.0 per cent by 
1968. The greatest functional concentration of capacity- 
adjusted Federal aid is in public welfare. This part of 
Federal welfare aid amounted to 34 per cent of 
State-local expenditures from own sources on this 
service in 1962; by 1968 the proportion had increased to 
60 per cent. In fact, two-thirds of the expansion in 
Federal aids modified for resource differences during 
those years was in this one functional field. 

Personal income is always the measure of fiscal 
capacity used for adjusting Federal-State grants. There 
are two broad ways in whlch this measure was used in 
the 25 fiscally-modified programs of 1968. One method 
adjusts the Federal share in the matching formula. 
Eleven programs used this sort of variable matching 
formula? The Federal share is varied according to the 
ratio of State per capita income to national per capita 
income. In all cases, allowances for capacity differences 
are restricted to a limited range of the program or 
project cost. In some instances the range is 50 to 65 per 
cent, in some it is 33  to 66  per cent, and in one case 50 
to 83 per cent. 

The other method for using personal income as the 
basis for adjustment provides for modifying grants on the 
basis of each State's population, weighted by the ratio of 
State per capita income to national per capita income. A 
State's population becomes hypothetically larger as the 
ratio decreases. This method is normally used for 
allocating to each State its share of the Federal funds. 
Thus, it does not affect the matching ratios of the 
granting and receiving governments. Nineteen grants 
used this method of fiscal adjustment in 1968. As with 
the first method, there were often limits on the range 
within which the variation could take place. Five Federal 
programs made allowance for capacity differences in 
both the allocation and the matching parts of the grant. 

"Equalization," in the sense of adjusting for the 
relative fiscal capacity of recipient governments, appears 
to be a subordinate aim of the present Federal aid 
structure. The situation has not changed appreciably 
since the Advisory Commission on Intergovernmental 

Relations noted in 1964: "In short, the weight of 
explicit equalization factors in [Federal] grant distribu- 
tion is not large."' Only about 23 per cent of all Federal 
aid is adjusted on the basis of relative fiscal capacity. 
Even this estimate is probably an overstatement. Basic 
guaranteed allotments and the limited range of 
capacity-related percentages minimize their fiscal- 
balancing potential. 

"A related point is that the focus of existing 
[Federal] grants, in so far as there is a common 
focus, is on service standards, not personal incomes. 
With the multiplicity of existing conditional grants, 
each restricted to a defined purpose or govern- 
mental service, any important contribution to 
'equalization' is in the form of assured support 
everywhere for nationally defined minimum 
standards in designated public  service^."^ 
A certain amount of equalization can be achieved 

even apart from capacity adjustment. The Federal 
Government has followed a number of the different 
paths toward equalization. It would be a mistake, 
therefore, to measure Congressional interest in equaliza- 
tion, or its achievement of some degree of equalization, 
solely by Federal aids that use capacity measures. 

Effects of fiscal adjustment. To what extent do 
existing Federal aids operate to the advantage of States 
with less-than-average revenue capacity, as estimated in 
this study? Table 17 throws some light on this matter. 
The table was prepared by: ( I )  sorting the 50 States into 
five groups on the basis of per capita revenue capacity; 
(2) within each group of 10 States, determining the 
median amount of Federal aid per capita and per $100 
of estimated revenue capacity, in total and for each of 
various functions as reported by the 1967 Census of 
Governments; and (3) translating these amounts into 
relatives of U.S. average amounts of Federal aid revenue. 
Because highway grants are large and are allocated 
without reference to relative income levels, the table 
includes a subtotal comparison of all non-highway 
grants. (The comparison is made in terms of medians, 
rather than averages, to avoid the possibility that one or 
a few very large States in any particular group would 
dominate the results.) 

When relative per capita amounts are examined (the 
top portion of Table 17), only public welfare grants 
show a consistently inverse relation to revenue capacity. 
Among the three low-ranking quintiles of States, such a 
tendency can also be found for Federal aid in total and 

4 " ~ h e  designation, 'variable matching,' is uscd most 
commonly for grants in which the Federal share of  program or 
project expenditures varies among the several States or other 
recipients in conformity to an index denoting relative fiscal 
capacity or need." Ibid., p. 7 .  

ACI R.  The Role o f  Equalization in Federal Grants, 
Washington: U.S. Government Printing Office, 1964, p. 72. 

61. M. Labovitz, "Federal Assistance to Statr and Local 
Governments," Federal-State-Local Fiscal Relationships, Prinre- 
ton: Tax Institute df America, 1968, p. 29. 



Table 17.-FEDERAL A I D  PAYMENTS, BY FUNCTION, RELATED T O  REVENUE CAPACITY: 
Fiscal 1966-67 

Excluding Highways 

Public All 
Total Highways Total Welfare Education Health Other 

Per Capita amounts: 
U.S. Average 

Relative amounts per capita: 
United States . . . . . . . . .  
Median of 10  highest-capacity States . . 

. . . . .  MedianofnextlOStates 

. . . . .  MedianofnextlOStates 

. . . . .  MedianofnextlOStates 
Median of 10 lowest-capacity States . . 

Amount per $100 revenue capacity: 
U.S. Average . . . . . . . . .  

Relative amounts per $100 revenue capacity: 
U.S. Average . . . . . . . . .  
Median of 10 highest-capacity States . . 

. . . . .  MedianofnextlOStates 

. . . . .  MedianofnextlOStates 

. . . . .  Median of next 10 States 
Median of 10 lowest-capacity States . . 

'Excluding Federal payments for atomic energy research at the Uni\ 

for most of the reported functional classes. Except for 
public welfare, however, median per capita aid for the 
highest-capacity group of States is generally well above 
the national average. When examined in per capita terms, 
then, Federal aid arrangements appear to provide limited 
and selective "extra help" to compensate for interstate 
differences in revenue capacity. 

Even if a low-capacity State receives the same 
amount per capita as another State with higher capacity, 
the poorer State can be thought of as benefiting 
relatively more from the aids. That is, it would find it 
more difficult to provide equivalent financing from its 
own revenue base. Suppose one State initially has $200 
of revenue capacity per capita and another has $100 per 
capita. This spread would be reduced relatively if each 
State receives $100 of Federal aid per capita. Equal per 
capita amounts would change the original 2-to-1 ratio in 
public resources to a less dramatic 3-to-2 ratio. 

When Federal aid amounts are examined in this 
light, as indicated in the bottom half of table 3-3, 
lower-capacity States rather consistently show an extra 
gain. The "equalizing" tendency shows up most strongly 
for public welfare, but also to a substantial degree for 
education and (the far smaller) health grants. 

It is relative revenue capacity as measured in the 
present study that has been used for this summary 
comparison. But, Federal grant provisions which 
presently allow for capacity variations do so in terms of 
personal income. Per capita aid amounts would show up 
differently if the States were grouped into quintiles on 

lersity of California. 

the basis of per capita resident income. In that event, the 
per capita median amounts of total aid payments would 
show the following relatives, starting with the richest 
group: 89, 99, 93, 139, 117-somewhat "better" than 
the relatives shown for total aid in the top half of Table 
17: 133, 93, 87, 103, and 1 11. This is another way of 
indicating that the use of income measures and revenue 
capacity measures often lead to different results. 

Although existing Federal grant arrangements do 
not incorporate specific rewards for relatively high 
effort, as measured in the present study, they do in 
many instances include matching provisions that might 
be expected to operate in that direction. Accordingly, 
Table 18 summarizes the results of an attempt to see 
whether there is a tendency for high-effort States to 
receive more Federal grants per capita than those that 
are tapping their own revenue resources less strenuously. 
Some tendency appears for per capita aid amounts to 
drop off as one looks at successively lower-effort groups 
of States, particularly for education and the residual 
class of "all other" grants. However, the indicated 
differences among the median States of the respective 
groups are relatively minor. 

Altogether, then, these two sets of comparisons 
suggest only a moderate degree of additional benefits 
going to relatively low-capacity or high-effort States 
under Federal grant arrangements operative in 1966-67. 
More recent data might yield somewhat different results, 
but there is no reason to expect that they would 
materially change this conclusion. 



Table 18.-FEDERAL AID PAYMENTS BY FUNCTION RELATED TO RELATIVE REVENUE EFFORTS: 
FISCAL 1966-67 

Per Capita amounts-US. Average. . 
Relative amounts per capita: 

Unitedstates . . . . . . 
Median of 10 highesteffort States 
Median of next 10 States . . . 
Median of next 10 States . . . 
Median of next 10 States . . . 
Median of 10 lowest-effort States . 

- 
Excluding Highways 

- - 

Public All 

Total Highways Total Welfare Education Health Other 

. . $77.20' $20.75 $56.45 $22.31 $21.42 $1.77 $1 0.94' 

'Excluding Federal payments for atomlc energy research at the University of Cal~forn~a. 

The Federal grant structure manifests the following 
characteristics: (1) Adjustments for the relative fiscal 
resources or relative fiscal effort of the grant-receiver do 
not play a major role in the total picture; (2) When fiscal 
adjustments are made, they are on the basis of capacity 
rather than effort; (3) the measure of capacity is always 
personal income. On the other hand, the measure of 
capacity developed in this study tries to view fiscal 
capacity as the recipient governments see it; that is, in 
terms of the revenue sources that they actually utilize. 
In the eight years since the Advisory Commission on 
Intergovernmental Relations developed this general type 
of fiscal capacity measure for State areas, no explicit use 
has been made of the "representative tax system" by the 
Federal Government. Across the border, however, the 
Canadian Parliament has adapted this method for use as 
the basis of a major Federal-Provincial revenue 
equalization program. 

The Canadian Experience7 

Canada has enacted a very sizeable grant program 
which distributes funds to the Provinces on the basis of 
relative fiscal capacity. Its definition of capacity comes 
very close to the average financing approach used in this 
study. 

Sizeable differences separate Canada's intergovern- 
mental fiscal structure from that of the United 
States-including size, history, economic base, number 
of Provinces, division of governmental responsibilities, 
public needs and the whole framework of grants that 
have accumulated in each country over time. But, the 
similarities would seem to be even more impressive- 

7 ~ h i s  section draws heavily on a lucid monograph prepared 
by Douglas H. Clark, head of the Public Finance Section o f  the 
Federal-Provincial Relations Division o f  the Government o f  
Canada's Department of Finance, Fiscal Need and Revenue 
Equalization Grants, Toronto: Canadian Tax Foundation, 1969. 

especially the determination in both the United States 
and Canada to make a federal system work. Canada 
enacted its large revenue-sharing program at the same 
time that revenue-sharing proposals began to be widely 
discussed in the United States. 

Canada has been moving in the direction of fiscal 
equalization grants to its provinces over a period of some 
20 years, especially in the decade since the fourth and 
final Tax Rental Agreement of 1957. This historical 
development culminated in the "Federal-Provincial 
Fiscal Arrangements Act, 1967." 

The revenue equalization grant (to use Mr. Clark's 
term) has a simple objective: to bring the fiscal capacity 
of resource-poor provinces up to the national average. As 
he explains it: 

"The formula, which is applicable for a period of 
five years commencing April 1, 1967, provides for 
equalizing the yield of all provincial revenues from 
own sources up to the national average yield. 
Therefore any province which would not, by 
imposing the national average rate of taxation to its 
own tax base, derive national average per capita 
revenues, is entitled to an equalization grant to 
make up the deficiency. The formula must be 
classified as a pure revenue equalization formula. It 
does not attempt to take account of interprovincial 
differences in the costs of and needs for public 
services but rather, in the absence of satisfactory 
data concerning provincial differences in expendi- 
ture needs, assumes that these are equal per head of 
population."8 
The amount received by each "needy" province 

(seven of the ten qualified for equalization in 1968-9) is 
equal to the amount determined by population size 
minus the amount its actual tax base can raise at a 
normal rate. Calculation of Nova Scotia's share of the 

'Clark, op. cit., p. 3 8 .  



grant, for example, involves four steps for each revenue 
source (e.g., general sales tax): 

(1) Determine the per cent of Canada's population 
that lives in Nova Scotia. 

(2) Determine what Nova Scotia's general sales tax 
yield would be if it taxed sales at the national average 
rate. 

(3) Determine how much Nova Scotia would raise 
from the sales tax if its share of the nation's taxable sales 
were the same as its share of the nation's population. 

(4) Subtract (2) from (3) to obtain Nova Scotia's 
entitlement from the revenue equalization grant as far as 
this one revenue source is concerned. 

Sixteen revenue sources are used in the Canadian 
"representative tax system," and this kind of calculation 
must be done separately for each. Sometimes a province 
will have a larger amount in (2) above than in (3). Only 
the provinces that end up with a net amount in step (4) 
after adding the 16 calculations together are entitled to 
grant funds. Calculation of steps (2) and (3), requiring 
the use of Nova Scotia's general sales tax base may be 
difficult; it may be that Nova Scotia does not even 
have a general sales tax. Or, if it does have one, perhaps 
it exempts fish and fertilizer from the sales tax. The 
handling of such matters, in the context of the United 
States, is explained in Chapter 5 of this report. 

One other feature of the above calculation deserves 
mention. Population is the yardstick to determine what 
Nova Scotia's appropriate portion of any tax base 
"should" be. This would seem to come close to saying 
that population is the measuring rod or proxy for Nova 
Scotia's need for public revenues. Or, to put it in Mr. 
Clark's words: "In a revenue equalization formula, it is 
assumed that expenditure needs per capita are identical 
in all provinces; the distribution of total implicit 
expenditure need is, therefore, based upon the 
distribution of total pop~la t ion."~ The important and 
necessary task of measuring service need is not part of 
the scope of the present study. Yet, presentation of 
fiscal capacity measures in per capita terms could be 
construed as implying that revenue needs per person are 
the same everywhere. In fact, per capita figures not only 
carry an implication that needs are tied directly to 
population, but also an implication that prices and 
public costs are everywhere the same. Even in the 
absence of precise measurement, it is commonly 

'lbid, p. 27. Italics are in the original. 

recognized that the costs of public services are not 
identical in all parts of the Nation, nor in all parts of the 
same State. For this reason, repeated warning flags have 
been raised about the use and interpretation of per 
capita figures. Appendix E illustrates the effects, for 
State areas, of adjusting for cost differences. 

Under the Canadian law, fiscal capacity is measured 
in terms of a "representative revenue system" that takes 
account separately of 16 types of sources. The approach 
of the system is very similar to what was developed for 
the United States with respect to State-local tax capacity 
in the 1962 ACIR study. The Canadian measures, like 
those in the present study, go beyond tax revenue to  
take account also of the revenue potential of various 
nontax sources.' ' However, the Canadian calculation of 
capacity does not include the actual or potential 
revenues of local governments; estimates are made for 
provincial governments only. Since the revenue equaliza- 
tion grant is based solely on relative fiscal capacity, it is 
able to disregard inter-provincial differences in the 
distribution of functional and financial responsibilities 
between the provinces and their localities. 

This has relevance for the United States. State 
government finances or combined State-local finances 
relate to co-ordinate governments. That is, they can 
properly be viewed as jurisdictions having comparable 
powers and rights. However, when the focus shifts to 
local seas, the solid anchor of co-ordinate governments 
is lost. Even within the same State, all local jurisdictions 
are not co-ordinate in this sense. When interstate 
comparisons are attempted, the difficulty expands 
geometrically. The present study handles the problem in 
two ways: By providing combined State and local 
measures for local areas and adjusting local capacity 
measures to fit each State's relative emphasis on 
different revenue sources. 

Appendix E offers an illustration of how the 
Canadian revenue equalization grant program would 
apply to the United States. The illustration is in terms of 
State government capacity and in terms of State plus 
local government capacity. Appendix E also includes, in 
the context of revenue equalization grants, a discussion 
of adjustments for interstate differences in the cost of 
providing public services. 

 ontax tax sources as treated by the Dominion Bureau of 
Statistics in compiling data on Provincial government finances, a 
framework that differs in some respects from the U.S. Census 
classification system reflected in the present study. 



FEDERAL USES OF 

A sound basis for comparisons of the capacity and 
effort of various areas and governmental bodies to 
finance public services is a major objective of this study. 
Provision of fiscal measures that possess nationwide 
comparability presupposes an expectation that they will 
be used by the Federal Government. 

It is helpful to know how Milwaukee County relates 
in financial matters to other Wisconsin counties. From a 
national viewpoint, however, it is more helpful to know 
how the fiscal dimensions of Milwaukee County 
compare with those of other Great Lakes counties that 
contain large cities: Cook County (Chicago), Wayne 
County (Detroit), Cuyahoga County (Cleveland) or Erie 
County (Buffalo). Similarly, there is special merit in 
being able to  compare the fiscal capacity of the youthful 
Houston SMSA with that of the aging Boston SMSA, or 
to observe that relative residential property tax effort in 
Minnesota is ten times greater than in Louisiana. 
Another case of possible usefulness would be in a 
Federal grant program for something like higher 
education. Fiscal measures could broaden Congressional 
perspective beyond that of the professor who remarked, 
"New Mexico supports its University very generously, 
considering that it is a poor State." The Professor 
probably was thinking of the relatively low per capita 
income of New Mexico's residents (79 per cent of the 
U.S. average) when he called New Mexico poor. But, 
since he was talking about the State's ability to raise 
money for public education, fiscal capacity would be 
more relevant. In this context, New Mexico looks 
considerably better (105 per cent of the U.S. average). 

Types of Applications 

Comparative fiscal measures developed through an 
average financing approach may have a variety of 
potential uses for the Federal Government in Federal- 
State fiscal relations and in Federal-local relations; 
directly in Federal grant formulas or as informational 
background; and in general-purpose grants or in 
categorical grants. Capacity and effort measures can be 
used simultaneously or separately. 

Chapter 4 
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FISCAL MEASURES 

The provision of fiscal background information to 
Congress and to administrators may be the major 
contribution of the fiscal measures. For project grants 
the number of applications usually considerably exceeds 
available Federal funds. Selections must be made. The 
administering agency needs some basis for deciding 
whch applications to honor. Data on fiscal capacity and 
effort would be helpful as one of the factors to be 
weighed. 

Fiscal measures also serve the continuous re- 
assessment of responsibilities which a federal system 
demands. For example, documentation of wide varia- 
tions in local-area fiscal capacity could help to weigh the 
suitable Federal role in law enforcement or school 
support. The measurable extent of State influence on 
local area finances could be used in discussions about 
appropriate forms of direct Federal-local financial 
relations. The measures could aid reconsideration of the 
assumption, implicit in most Federal grants, that all local 
areas have equal ability to come up with their matching 
share. 

It would seem that fiscal measures could find direct 
applicability in the distribution of Federal funds through 
grant-in-aid programs. The majority of Federal grant 
dollars go to the 50 State governments. In addition, 
however, the Federal Government is presently trans- 
ferring about $2 billion a year directly to local 
governments through several scores of grant programs. 
Measures developed through an average financing 
method could be of service to both Federal-State and 
Federal-local grant arrangements in several ways 
initially. 

Screening. Either type of measure (capacity or 
effort) can be used as a cut-off point for eligibility. This 
is equivalent to asking: Of all possible recipients of 
Federal aid, which have the strongest fiscal claims? In the 
case of fiscal effort, the measures provided would serve 
as a floor or threshold; below a certain amount of 
relative effort, no area would be eligible to receive funds. 
In the case of fiscal capacity, either end of the scale 
could be a screening device. Thus, the Federal 
Government might eliminate from the list of potential 
recipients only the very "rich" (eg. by excluding all 



areas with relative capacity 11 5 per cent or more of the 
nation's average) or it might include among the potential 
beneficiaries only the very "poor" (e.g. by embracing 
only those areas with capacity less than 90 per cent of 
the average). 

Ratio adjustment. Without any screening process, 
the percentage share which the Federal Government 
contributes can be varied according to the relative fiscal 
characteristics of potential claimants. For example, an 
area with a relative capacity that is only 70 per cent of 
the national average might receive nine-tenths of the 
project cost, while an area with a relative capacity of 
120 might receive only one-half of the cost. Of course, 
the Federal Government's share reacts in the opposite 
direction if relative effort is taken as the relevant factor. 
The higher the area's relative effort, the higher the 
Federal Government's share of cost. 

Combinations. Should there be a desire to 
accentuate the role of fiscal capacity in a grant program, 
it could be the basis of a screening procedure and also 
the basis for adjusting the shared percentage. So also 
with fiscal effort. As discussed in more detail later, the 
possibility exists of using both these measures in the 
same grant formula, but this alternative could lead to 
unintended results. It is possible, for example, to use 
fiscal effort as a screening tool and then use fiscal 
capacity as the instrument for adjusting the sharing 
ratio. But the separate objective inherent in each 
measure can permit one of the factors to undercut the 
effect of the other. Thus, screening on the basis of effort 
may exclude from aid some of the "poorest" local 
areas-the very ones which the later injection of the 
capacity measure is meant to assist more generously. It 
would be a mistake, nonetheless, to say that this 
simultaneous use of both is illogical. Conceivably a 
determination might be made that any area that won't 
make a reasonable effort to use its own resources 
(however meager), is not entitled to grant payments. 

Partial measures. It also would be possible to use 
estimated relative capacity from a single revenue source 
(e.g. taxable property values) as a differentiating factor 
in the allocation of grants. Similarly, it would be 
possible to use as a grant basis the relative effort 
expended on a particular function (e.g. police 
protection) or the relative effort in raising revenue from 
a particular source (e.g. sales taxes). 

Thus, after noting that 85 per cent of locally-raised 
funds for education come from the property tax, the 
Federal Government might choose to relate its school 
aids to property tax capacity. Similarly, a Federal 
concern for housing rehabilitation or for home 
ownership might find expression in a grant allocation 
that is adjusted for the relative effort a local area makes 
in exploiting its residential property base. The 

Department of Transportation may be less interested in 
a local area's total revenue effort than it is in the area's 
relative effort on urban mass transit. Thus, in 
distributing its funds, the Department might treat an 
area that uses four per cent of its overall capacity for 
mass transit differently than it treats another area using 
one per cent of its capacity for that purpose. 

Capacity and Effort: Cousins But Not Twins 

The relation of fiscal capacity to fiscal effort should 
now be considered. Each of the measures pursues its 
own separate objective. There is no logical necessity that 
the two would reinforce one another in grant usages. As 
a matter of fact, they often lead in opposite directions. 

Adjusting grants for variations in fiscal capacity is 
an attempt to bring into balance the starting point or the 
basis from which State or local areas provide their public 
services. A general-purpose grant from the Federal 
Government modified for overall fiscal capacity is not 
primarily concerned about the national interest in a 
particular function nor is it primarily aimed at 
stimulating lower levels of government to spend on 
public rather than private purposes. It is simply seeking 
to give each area a somewhat comparable fiscal starting 
point in its attempt to provide public services. 

A general purpose grant which is adjusted for fiscal 
effort, on the other hand is an attempt to reward those 
who express a greater preference for spending on public 
goods rather than to balance the relative starting points. 
There is no inherent harmony between the two goals. A 
grant that is adjusted primarily for fiscal capacity 
attempts to aid the low capacity area, whereas one that 
is based on relative effort may often be helping the high 
capacity area. The reason is that the high capacity area is 
in a much better position to show relatively high effort 
in terms of the marginal utility of a dollar. Thus, grants 
based on effort indexes may well lead to making the rich 
richer and the poor poorer. Capacity adjustments would 
be expected to have the opposite effect. 

That capacity measures and effort measures pull in 
opposite directions is not just a theoretical possibility. A 
simple test of the per capita amounts of Federal aid 
received by each State in 1966-67 showed that would 
have happened in more than half the States. The 
question was posed whether the State's aid amount 
would be increased or decreased if it were adjusted for 
relative capacity and, again, if it were adjusted for 
relative effort. In a majority of cases, further adjustment 
of Federal aids for fiscal capacity would pull them in 
one direction, while adjustment for fiscal effort would 
pull them in the opposite direction. The use of either 
fiscal measure can be solidly defended, but it would be 
incorrect to think of them as leading in all cases to the 
same result. 



Is there not some way in which these two goals can 
be combined so that both fiscal measures can be used in 
the same grant? The two measures can be used 
simultaneously. However, it is inescapable that the 
emphasis given to one goal rather than the other will 
sometimes detract from whichever is subordinated. 
Shultz and Harriss commented on this: 

"Unfortunately, some states, lacking a clear 
understanding of the difference between using a 
small state fund to encourage local effort and a 
large one to equalize local need and capacity, or 
restrained by constitutional restrictions and 
inertia, have grafted elements of equalization 
piecemeal on grants built originally around 
small state funds intended to stimulate local 
effort. The problem of disentangling and 
rationally combining the two objectives has still 
to be solved in many, perhaps most, grant 
systems."' 
Nonetheless, in the interest of compromise, it is 

possible to use one of the measures in a screening 
process and the other measure in the actual allocation 
formula. For example, it could be determined in advance 
that only those local areas which have less than the 
United States average capacity are eligible for a grant. 
Then, among the eligible local areas, the actual 
allocation of dollars could be further adjusted on the 
basis of relative fiscal effort. Or, the process could be 
done the other way around. In either case, the intended 
objectives frequently will be working against one another. 

Douglas H. Clark, in his monograph on fiscal need 
and revenue equalization in Canada, refers to the logical 
priority of capacity-adjusted grants. 

Conditional grants are normally introduced by 
a central government to induce all provinces or 
States-whether of higher or lower per capita 
income-to participate in programs in which 
there is considered to be a broad national 
interest. However, in the absence of a general 
system of fiscal need or revenue equalization 
grants (capacity-based grants), it will tend to be 
difficult to induce the lower income provinces 
to participate since they will have the greatest 
difficulty in financing their share of the 
programs. Seen in this light, the two types of 
grants may complement each other with fiscal 
need or revenue equalization grants making it 
financially practicable for lower income 
provinces or States to participate in the 
conditional-grants programs.2 

'Shultz, William J .  and Harriss, C. Lowell, American Public 
Finance, 8th ed., Englewood Cliffs, N.J.: Prentice-Hall, Inc., 
1965, p. 430. 

 lark, Op. Cit., p. 10. 

In other words, adjustment for fiscal capacity is a 
separate objective to be achieved for its own sake. 
Logically, it should be sought independently of national 
interest in a certain function and independently of 
stimulating more public spending. If, as Mr. Clark 
suggests, there also is interest in encouraging govern- 
mental spending, then grants based on fiscal effort may 
well be added separately. But to confuse the latter with 
the objective of equalization is, to some extent, self 
defeating. 

Adjustment of grants on the basis of effort 
factors appears to have as its objective the stimulation of 
public spending. The term "effort" injects emotional 
overtones into a debate about the desirability of more 
public spending. Normally, effort is valued as praise- 
worthy and above-average effort deserves extra praise 
and reward. Thus, those who are saddened by expansion 
of government's role find themselves on the defensive 
before the discussion begins. The same is true of those 
who worry about rewarding extravagance by adjust- 
ments based on effort indexes. So, too, with those who 
are persuaded that effort factors will only perpetuate 
inefficient and outmoded governmental units. This last 
worry rests on the plausible premise that extra-high 
effort may sometimes reflect an unusual dearth of 
revenue sources-a sign that local governments should be 
reorganized to make them fiscally viable. 

But it should be recalled that grants based on 
relative fiscal capacity can also be viewed as a way of 
stimulating public spending. Some decision makers may 
feel that the high-capacity area is going to provide good 
schools without grants, but the low-capacity area will 
not. Therefore, to give all the education grants to 
low-capacity areas will be stimulative because more total 
dollars will be spent on this function than would be 
spent if grants were made evenly to all areas. 

The decision to use a capacity factor or an effort 
factor for adjusting grants will depend on value 
judgments. The average financing methodology can 
assist, perhaps, by raising a few points for reflection. In 
certain situations capacity-adjusted grants may be 
preferable. For example, when dealing with the local 
situation, measures of fiscal capacity have certain 
advantages. Based on national averages, they are not as 
intertwined with State activity nor as subject to State 
influence as measures of local-area effort. Both in the 
taxing powers granted by the State, and in contributions 
to State-collected revenues, local effort reflects State 
dominance so pervasively that it might be questionable 
whether the Federal government is really dealing with 
the local area if it adjusts grants on the basis of effort. 

On the other hand, capacity-adjusted grants have 
hazards of their own. First, since capacity measures are 
developed in per capita dollar terms, they reflect 



geographic differences in price levels, but such 
differences also influence the cost of providing 
equivalent public services in various areas. Secondly, 
grants giving extra benefits to low-capacity local areas 
might tend to encourage and perpetuate undesirable 
patterns of local government. The basic problem of local 
government financing in many metropolitan areas is the 
degree to which the underlying economic unity is split 
up into relatively small political jurisdictions. Grants 
adjusted for the fiscal capacity of each of these 
metropolitan localities (if such data were to be available) 
might well tend to rigidify, dignify, and perpetuate the 
splintered unity that is the root of the metropolitan 
problem. In other words, grants adjusted for relative 
fiscal capacity might offer just enough balm to especially 
hard-pressed "low capacity" units to keep them from 
seeking or accepting a basic realignment of jurisdictional 
lines. 

Potential Recipients 

Federal-State grants. In the process of finding a 
measure of local capacity and effort, comparative State 
measures were developed. The methodology at the State 
level drew heavily upon the previous ACIR study. The 
availability of new data, and the initiation of some new 
procedures hopefully have made some advances beyond 
that earlier work. 

Measurement of State-area fiscal capacity by an 
average financing approach offers to the Federal grant 
system an alternative to personal income. Because the 
two measures differ from one another by more than 10 
per cent in half the States, it does make a difference 
which of the two is chosen. Because relative effort is 
defined in terms of capacity, the value of having two 
alternatives also applies to grants adjusted for fiscal 
effort. 

The average-financing method, at the State level, 
provides not only another way of looking at overall 
capacity and effort, but also, by its nature, puts a wealth 
of detail at the disposal of the Federal Government. The 
individual components serve to add depth to the overall 
measure. Beyond that, however, they offer a wide range 
of ways to adjust Federal grants. It would be possible to 
concentrate solely on business tax capacity, solely on 
nontax capacity, solely on residential property tax 
effort, etc. Further, it would be possible to  re-weight the 
existing components in a Federal-State grant. And, of 
course, the State fiscal data could be used for screening 
applications, for allocating funds among the States, or in 
the matching ratio. Concern about comparative State- 
wide fiscal measures has grown as a result of current 
interest in revenue sharing. 

Federal-local grants. At present, direct grant 
payments from the Federal Government to local 
jurisdictions are a small part of the American 
intergovernmental structure, but they are growing. It is 
this growth-both absolute and relative-that makes an 
average-financing measurement of local areas particularly 
important. The question of fiscal adjustment is likely to 
become prominent only if the Federal-local grants 
become significant. Thus far, most direct grants to 
localities have had an emergency atmosphere about 
them. In that context, the spotlight is on program need. 
However, as Federal-local grants become a more normal, 
and, perhaps, more sizeable element of the fiscal scene, 
adjustment in terms of capacity or effort can be 
expected to receive more attention. 

If, indeed, the evolution of Federal grants to 
localities is close to the stage at which fiscal adjustment 
becomes a recognized necessity, the time is opportune. 
The Regional Economics Division of the Office of 
Business Economics has recently developed personal 
income estimates for all the counties of the United 
States. The average financing method of measuring 
revenue capacity and effort presents in the Appendix 
tables of this report an estimate for all SMSA's and for 
the 700 most populous county areas of the Nation and 
for many of our largest cities. Most Federal-local grants 
end up in the larger areas for which these illustrative 
fiscal measures have been developed. 

As this is the first time that local-area fiscal data 
have been available on a nationally comparable basis, 
their initial usefulness at the Federal level is likely to be 
mainly for the background information that they 
provide. The average financing method of measurement 
offers a grasp or feel for the relative fiscal status of 
major local areas in every part of the country. A new 
framework exists for Federal consideration of the 
"urban crisis" or for consideration of the "metropolitan 
problem." Similarly, a new quantitative basis exists for 
viewing regional differences, and for examining the wide 
spectrum of attitudes about taxing and spending in 
different States and different parts of the Country. 

The detailed comparative measures presented in 
appendix tables G-8 through G-13 also illustrate types of 
data that, if regularly available on a reasonably current 
basis, might be considered for incorporation directly 
into certain Federal-local grant formulas. Such possible 
uses, however, would have to be carefully designed to  
take account of various problems and limitations. For 
example: How to deal with local governments in the 
many less popdous county areas for which comparative 
fiscal measures are less feasible than for those covered in 
this study? And, how to utilize comprehensive 
metropolitan- and county-area measures for grant 



arrangements that of necessity involve dealing with It can be persuasively argued, on the other hand, 
 articular ~overnmental iurisdictions? that the larger geographical area is the appropriate object 

These and other considerations suggest that any 
attempt to incorporate capacity or effort-adjustment 
factors into direct Federal-local grant arrangements 
would need to be made cautiously and selectively. 

Availability of nationally comparable sources of 
information influenced the cut-off points of the present 
study. As discussed in Chapter 6, serious obstacles stand 
in the way of efforts to extend such measurement to 
subcounty areas or individual local governments. 
Another consideration is the worry about artificially 
prolonging the life of small jurisdictions that are, 
perhaps, not fiscally justifiable. In the context of 
Federal-local grants, this consideration could be 
important. Grants-in-aid of any kind run this risk. When, 
however, aids are adjusted for fiscal capacity, the risk 
increases, for, with such an adjustment, the most 
financially desperate of the small localities would receive 
relatively larger payments. In addition, any extension of 
the average-financing method to less populous units 
exaggerates the problems of price level differences and 
of metropolitan balkanization. In recent years, Congress 
has demonstrated awareness of the economic unity that 
binds metropolitan areas together. Heavy commuting 
exaggerates the metropolitan problem in general, but it 
plays particular havoc with attempts to  measure the 
capacity of each little governmental unit. 

What is to be said about urea fiscal measures in 
comparison with fiscal measures for individual local 
jurisdictions? Is the geographical-area approach an 
advantage or disadvantage as far as Federal-local grants 
are concerned? Some of each. Since there does not 
appear to  be much merit in measuring small areas, the 
question of pros and cons narrows down to providing 
estimates for county and big city areas or for county and 
big city governments. (In the case of SMSA measures, 
the dichotomy does not arise, since such governments do 
not exist). 

First, the disadvantages of local area measurement: 
People are accustomed to thinking in terms of individual 
units of local government and Washington is accustomed 
to allocating grants to individual units of local 
government. This is the way things are. Therefore, to use 
fiscal measures for geographical areas would be to 
disrupt existing institutions. Further, since some of our 
biggest cities show signs of being ungovernable because 
of sheer size, does it make sense to think and deal in 
terms of large local areas? Finally, it is precisely among 
the sub-county governments that the greatest fiscal 
variations are to  be expected; should these more 
dramatic variations be submerged in countywide or 
SMSA-wide area measures? 

of fiscal measurement. By thinking and acting in area 
terms, the Federal Government would disregard (and 
perhaps help eliminate) the patchwork of overlapping 
governments. Just as the individual homeowner or plant 
manager is concerned with his total property tax load 
rather than how many overlying jurisdictions divide up 
his tax payment, so a grant distributor should be 
concerned with the totality of local capacity rather than 
the myriad combinations of jurisdictions tapping it. 
Secondly, the area approach tears aside the multi-govern- 
mental veil in metropolitan areas and lays bare the 
single, unified economic base from which public 
revenues are drawn. In this metropolitan context, even 
the oft-discussed fiscal disparities between large cities 
and their satellites are best measured in area terms. For 
example, to leave educational finances out of this 
discussion would provide a truncated view; yet, the 
relevant fiscal measures for education apply to an 
overlay of separate governments (school districts) that 
are generally not coterminous with units of general 
government. The multiplicity and overlapping local 
governments within a county or SMSA have been 
criticized so persistently on grounds of logic and equity 
and good government that a fiscal measure which treats 
them as a unit could be looked on as a step in the right 
direction. 

Finally, in urbanized counties and SMSA's, for all 
the cries of panic and crisis, public functions are usually 
performed in reasonably acceptable fashion. Local 
finances, not service breakdowns, are the ulcer. For 
Federal grants to deal individually in an equalizing 
manner with each of the thousands of local governments 
is so out of the question that an area treatment, with its 
implicit coordination of intra-area finances, appears to 
be preferable. Naturally, everything that has been said of 
Federal-local fiscal relations would not be equally 
applicable to State-local relations. 

Federal-State-local grants. Both the State area fiscal 
measures and the local area measures can be of service 
for Federal aids destined for local areas after passing 
through the State government. The capacity and effort 
data stand ready whether the device be a direct 
pass-through, or a discreet two-stage process, or a 
revenue sharing "two pot" arrangement, or a flow of 
funds conditioned upon a proportionate "buy in" by the 
State government. Should the Federal Government 
mandate that such local payments be adjusted for fiscal 
capacity or relative effort, the average financing method 
offers information about local areas that include a 
majority of the Nation's population. For the county 
areas not covered here, the States might serve as 
distribution agents in Federal-State-local grants. The 



State could appropriately be viewed as standing in loco 
prentis for the more thinly-populated, rural counties. 

If, however, there were a Federal determination to 
give the grants to sub-county local jurisdictions rather 
than local areas, any kind of capacity adjustment or 
relative effort adjustment seems to be impossible for the 
foreseeable future. In this connection, it should be 
recalled that use of an income measure does not escape 
the area vs. jurisdiction question. Whether capacity (and, 
therefore, relative effort) be measured for an individual 
jurisdiction by an average financing method or by 
personal income, the capacity in either case is going to 
be "tapped" by all overlapping layers of government. 
Therefore, the net result in both instances is a capacity 
measure for the geographic area encompassed within the 
jurisdictional borders. 

General-Purpose Grants 

To date, general-purpose grants have not figured 
prominently in the Federal system. It may be that the 
recent interest in revenue sharing will initiate a new 
direction. 

General-purpose grants and fiscal measures have a 
particular affinity for one another. This does not mean 
that fiscal adjustments are incompatible with categorical 
grants. But, the specific objective sought by fiscal 
adjustments stands out more clearly in general-purpose 
grants. This is most readily seen in the case of 
adjustments for capacity. The specific need that such 
grants seek to meet is the relative inability of an area to 
raise public funds. This is a need in its own right, 
independent of housing needs or highway needs. Thus, it 
is possible to think of a separate grant to deal with this 
particular need. It is in this sense that fiscal adjustment 
finds itself so much at home in general or unconditional 
grants. 

It is possible to think of general-purpose grants that 
make allowances for capacity as an equalizing umbrella 
over the scores of categorical grants that are aimed at 
definite functional needs. Or, it is possible to think of 
such general-purpose grants as a foundation that enables 
lower levels of government to provide matching shares of 
categorical grants. It will be recalled that Mr. Clark 
spoke of revenue equalization grants in this second way 
when he said ". . . the two types of grants may 
complement each other with fiscal need or revenue 
equalization grants making it financially practicable for 
lower income provinces or States to participate in the 
conditional-grant programs."3 Of particular interest in 
the Cawadian revenue equalization grants is not only the 

fact that they are general-purpose grants, but also the 
fact that the method used to determine the relative fiscal 
capacity of the Provinces is closely akin to the 
average-financing approach. An illustration of how 
Canada's program might be applied in the United States 
appears in Appendix E. 

What has already been accomplished in Canada has 
been proposed on this side of the border-not by 
academicians alone, but by the National Administration 
and in more than 100 bills introduced in the United 
States Congress. Most people date modern American 
interest in Federal general-purpose grants from a 
proposal by Walter Heller and Joseph Pechrnan in the 
early 1960's. They suggested distribution of a share of 
the Federal individual income tax to the 50 States-no 
strings attached. 

This simple suggestion has since undergone many 
modifications. Both in its original form and in most of 
the modified versions, the proposal would find that the 
average financing method provides a new range of 
alternatives for sharing Federal funds. If fiscal capacity is 
thought to be relevant, the data in Appendix G offer 
substitutes for personal income as a capacity indicator. 
If. a measure of tax capacity is desired, it is available. If 
revenue capacity is preferred, that is available. If fiscal 
effort is to be a factor in the distribution, both tax 
effort and revenue effort ratios are to be found in 
Appendix Table G-4. Finally, the capacity data and the 
effort data are presented in two ways, either of which 
might be of use for Federal-State revenue sharing; for 
State governments (after the Canadian pattern) and for 
State areas (the latter including finances of all local 
subdivisions). 

At the present stage of the debate over general-pur- 
pose grants (revenue sharing), there is a strong 
inclination to include in the program a mandatory 
pass-through provision-an insistence that some of the 
dollars be re-distributed as general-purpose grants to 
local units of government. This changes the whole 
mechanism into a Federal-State-local grant program. The 
new dimension does not affect the earlier remarks about 
possible ways of sharing the funds among the 50 States. 
It simply raises anew the question of an allocation 
formula-this time for the local government portion. 
Most existing revenue sharing bills are as specific about 
the manner in which the funds are to be dlstrlbuted at 
the second stage as they are about the first stage shanng. 

One way to evaluate the potential usefulness of 
average-financing measures in the Federal-State-local 
pattern is to examine two major revenue sharing bills 
pending in the 90th Congress. "The Intergovernmental 
Revenue Act of 1969" provides for grants to each State 
on the basis of the State's populatwn, adjusted for its 
tax effort. Effort 1s defined as total State-local tax 



collections divided by total personal income. Many of 
the proposed revenue sharing bills follow this pattern of 
adjusting the State payments on the basis of effort 
rather than capacity. The same tendency appears in the 
formulas for the pass-through shares going to local 
governments. 

This might be thought of as unfortunate. For 
example, Walter Heller, who launched the idea and had 
such a large hand in its general acceptance, looked on 
equalization as a major justification for revenue 
sharing4 At the time, he was talking about a simple per 
capita basis of sharing with the States. In such an 
arrangement, equalization occurs because the number of 
dollars coming back to poor States would be larger 
relative to the amount of money they originally 
contributed to Federal income taxes (the source of the 
shared funds). Adjustment of State shares on the basis of 
fiscal capacity would be in harmony with this objective. 
It was capacity adjustments that Dr. Heller had in mind 
when he spoke of the equalizing effect of per capita 
distribution as ". . . an effect that could readily be 
magnified by simple adjustments in the sharing 
f ~ r m u l a . " ~  Adjustments in terms of effort, however, do 
not deliberately seek this goal of equalization. 

The kind of fiscal factor used in the formula also 
has important implications for the second stage 
sharing-distribution to local governments. In the 
proposed "Intergovernmental Revenue Act of 1969," 
the local governments in question are cities and counties 
with a population of 50,000 or more. The basis of 
distribution is the amount of each local jurisdiction's 
taxes as a percentage of total State-local taxes. Such a 
factor contains no reference to fiscal capacity and 
consequently no reference to relative effort as defined in 
this report. If, however, a decision were made that an 
average financing definition of relative capacity or of 
relative effort would be an appropriate factor, measures 
such as those presented in this study might be employed. 
The fact that the proposed legislation restricts itself to 
local governments with populations over 50,000 would 
seem to fit these data especially well, since they, too, are 
limited to larger local areas. 

A decision to use relative capacity or relative effort 
as the distribution factors would involve still another 
kind of change. The average-financing method offers 
fiscal estimates for local areas, not for separate local 
jurisdictions. The proposed revenue sharing legislation 
would share Federal funds with county and city 
governments. An average financing approach provides 
measures, not for county governments, but for county 

4 ~ a l t c r  W. Heller, New Dimension o f  Political Economy, 
Cambridge: Harvard University Press, 1966, p. 154. 

'lbid. 

areas that embrace the finances of the county 
government along with the finances of all the cities, 
villages, towns, school districts and special districts 
within the county boundaries. As suggested earlier, there 
is something to be said for both ways of dealing with 
sub-state public finances. 

If a decision were made to switch to the use of area 
measures, the problem of sharing funds among separate 
local governments would not seem insurmountable. For 
example, distribution among the jurisdictions within a 
county might be done on the basis of property tax 
revenue or on the basis of total revenue. Or, after the 
distribution were once made on the basis of area 
finances, it would be possible to permit the county 
government itself to keep the funds-with or without the 
assumption of new functional responsibilities. 

Another major revenue sharing proposal introduced 
in Congress in 1969 is the "Revenue Sharing Act of 
1969." For distribution to each State, the effort formula 
of the second bill comes closer to the average financing 
approach. That is, although the denominator of the 
effort formula remains personal income, the numerator 
is total general revenue raised by the State and its 
subdivisions. Thus, it includes potential public funds 
from nontax sources. The pass-through to local 
governments is similar to the formula in the earlier bill, 
with the word "revenues" substituted for the word 
"taxes." However, there is one important change of 
focus. Instead of dealing only with larger subdivisions, 
the second bill mandates a redistribution to all 
general-purpose local governments, defined as each 
municipality, county, and township. Nationally, this 
group adds up to some 38,000 units. Inclusion of so 
many units of local government would seem to preclude 
any adjustment of the passed-through grants in terms of 
capacity or relative effort. Comparable measures of local 
capacity (whether in terms of personal income or in 
terms of revenue potential) will not exist for these many 
thousands of jurisdictions in the foreseeable future. 

If the Federal Government decides on a two-stage 
process, different kinds of adjustment can be made at 
each step. This is even more appropriate for a revenue 
sharing arrangement that divides the Federal grant pie 
into distinct slices-one for the States and one for local 
governments. It is conceivable that Congress might 
stipulate the method of distribution to large counties 
and permit the State to stipulate the method for smaller 
counties. This would be consistent with the State's 
prime responsibility for border adjustments and for local 
governmental structure. 

In this instance, as in so many others, the very 
presence of a new data tool is likely to give rise to uses 
not contemplated in advance. 



Functional Grants 

Both Federal-State and Federal-local fiscal relations 
in the United States consist of many separate functional 
grant programs. It is particularly important, therefore, to 
explore the usefulness of an average financing method in 
this existing kind of intergovernmental system. The 
applicability of fiscal data to functional grants appears 
to be of two general types: Average financing measures 
can be cranked directly into grant distribution formulas; 
and they provide useful informational background. 

Fiscal measures in distribution formulas. Some 
degree of adjusting for fiscal capacity already exists in a 
number of Federal-State functional grants, as noted in 
Chapter 3. The function most subject to equalizing 
grants is public welfare. The total amount of actual 
differentiation on the basis of fiscal capacity (measured 
by income) in Federal-State grants is not great. Whether 
concern centers on capacity or effort, the average 
financing method provides a wide array of ready-to-use 
data. They can be integrated into grant formulas of 
existing functional programs or they can be fiscal factors 
in totally new ones. The State measures are more refined 
and complete than those for local areas. It is in the field 
of Federal-State fiscal relations, therefore, that an 
average financing method can be expected to make its 
most direct and immediate formula contribution. 

In Federal grants going to local governments, there 
has been almost no use of capacity or effort allocators in 
the actual formulas. The non-availability of local fiscal 
data may go far to explain this. Average-financing 
measures partially fill that vacuum. 

The most obvious grant formula usage would be to 
build a local capacity or effort factor specifically 
into an existing functional program. Urban mass transit 
would be a potential candidate. Transit is primarily a 
problem of large urban areas. The fact that the average 
financing data are given for geographic areas rather than 
for governmental units is not a serious difficulty in this 
instance, because the refusal of commuting and of urban 
transit to "behave" by staying inside municipal borders 
makes it an area-wide function rather than a municipal 
one. This is also a reason why transit is increasingly 
being turned over to an authority that can disregard 
small-area boundaries. The trend toward transit authori- 
ties and special districts has another advantage. It 
provides a specific recipient to which grants can be made 
(and to which, in many cases, they are now being made). 

In some cases, the county area data may be most 
useful for the allocation of transit funds, inasmuch as 
the central county in 1966 contained more than 80 per 
cent of the metropolitan population in more than 
three-fourths of the SMSA's. In other cases, the SMSA 

data would be more appropriate, for less than half of the 
30 really big metropolitan areas (where mass transit is 
most crucial) have 80 per cent of the area population 
living in the central county. In either instance, the fiscal 
capacity or the fiscal effort measures could be worked 
into the allocation formula. 

Secondly, it may be decided to grant funds to 
metropolitan or to county areas on the basis of the 
relative effort made for some particular service (for 
example, sanitation). With expenditure data for 
sanitation as the numerator, the overall fiscal capacity 
measure in Appendix tables G-8 and G-11 could serve as 
the denominator of a fraction that might be called a 
"Sanitation Effort Index." It could be inserted into the 
allocation formula. In such a formula, the area data 
might be preferable to figures for individual jurisdic- 
tions. Just as overall fiscal effort for the SMSA or 
county area is a sum of the revenue raised by all the local 
governments in the area, so it is consistent to aggregate 
the spending on a single service by all the local units in 
the area to have an area effort figure for something like 
sanitation. As an illustration of the concept, measures of 
relative functional effort for a few specific services are 
provided in Appendix F for State areas. The procedure 
lends itself to ready extension to local finances. 

Thirdly, grants for education might offer a formula 
application of the average financing method in 
Federal-local relations. For example, it is possible that 
the Federal government might offer a block grant to 
county areas for this function. That is, without 
demanding any matching funds, Congress might 
distribute payments to local areas with the stipulation 
that the money be applied to education in whatever way 
the local people judge best. Measures of local fiscal 
capacity or effort could be helpful allocation factors in 
formulas for this kind of block grant-whether the area 
be an SMSA or a county. The local area vs. local 
government problem is not a serious barrier. For one 
thing, there is agitation afoot for transferring the 
financing (though not necessarily the administration) of 
schools up to a broader unit like the county. Even in the 
absence of such a development, the grant funds could be 
re-distributed to the school districts within the county in 
any number of ways. The fact that the county area is 
completely covered by school districts simplifies the 
sharing. It is clear that this type of block grant is a 
halfway house between general purpose grants and 
conditional grants. In any of the foregoing alternatives, 
the data provided could be used directly in a formula. 
The State might serve as distribution agent for that 
minority of the Nation's school children who are not 
included in the major local areas covered in this study. 

Functional need. Average-financing capacity mea- 
sures can be thought of as providing an estimate of 



relative fiscal need. The local area with access to  
disproportionately large amounts of  potential revenue 
has less fiscal need than an area with access t o  smaller 
amounts. No attempt has been made, however, to  
measure service or functional need. No attempt was 
made t o  answer the question: Capacity for what? 

Until usable need estimates are available, the 
implicit assumption in using fiscal capacity measures in 
grant programs is that service needs per person are the 
same in all areas, or-to express it another way-that 
need is perfectly correlated with population. 

If comprehensive measures of public service needs 
are developed in the future, they might profitably be 
combined with estimated capacity figures such as those 
presented in this study. For example, suppose that the 
national average State-local capacity per person is $400, 
matched by a similar average per capita cost of service 
needs subject to  State-local financing. Then, if County A 
has $300 per capita capacity and service needs equal to 
85 percent of the national average, the financing gap is 
(.85 x $400) minus $300, or $40 per person, rather than 
the $100 per person ($400 minus $300) that would 
appear without taking service-need differences into 
account. 

There is usually less concern about measuring total 
need than about measuring welfare need, or school need, 
or sanitation need or public housing need. Here, too, it 
would be useful t o  combine such estimates with the 
capacity data in this report t o  obtain a fiscal-functional 
measure of relative needs. For example, County A has a 
per capita sanitation need of $50  and a total per capita 
capacity of $500. County B has comparable figures of 
$20 and $400. County A, with its 10 per cent ratio of 
need to capacity, would then presumably be more 
eligible for a Federal sanitation grant than County B, 
with its 5 per cent ratio. 

Non-formula uses. But even apart from direct 
injection into the distribution formula of a functional 
grant, it appears that average-financing data can be of  
considerable usefulness to  functional grant programs. 
This is true of comparative Statewide measures. It may 
be even more so of the local measures. Local 
information is now available for the first time. Secondly, 
fiscal variation is greater at the local level than at  the 
State level. Thirdly, the Congressman and the agency 
administrator each beholds a bewildering complexity as 
he looks out  from Washington at American local 
governments. Obviously, he can't d o  all the things that 
"need" t o  be done. There isn't near enough Federal 
money t o  go around. Should he just wait for the line to 
form and give out the funds while they last and then 
turn away the rest? Should he ration the funds? If so, on 
what basis? Perhaps he might negotiate with the 
competing local applicants. But, again, on what basis? 

One of the non-formula ways in which capacity and 
effort estimates can help Federal functional grant 
programs is by screening the aid applicants. For this 
purpose, less precision is needed than would be 
demanded if the fiscal measures were to  become part of 
an allocation formula. Average-financing results can be 
used t o  group local areas into broad categories. 

But, even beyond formula uses and screening uses, 
the fiscai data provide perspective to  Federal decision 
makers. In this context,  there is value in concentrating 
on large areas. National perspective would not be 
sharpened if the decision maker became buried in the 
fiscal profiles of 80,000 local governments; hence, the 
focus here on  relatively populous areas is not too severe 
a disadvantage. Similarly, a clear national perspective 
becomes possible only if the confusing tangle of 
overlapping governments is cut away; hence, the value of 
dealing with areas. There is an analogy with the 
perspective sought by credit rating houses as they 
analyze the borrowing capacity of municipalities. They 
have to know the amount of outstanding debt that is 
owed by all layers of local government that overlap the 
municipality being examined. Since the same piece of 
real estate undergirds the indebtedness of its city, its 
school district, its county, and its special districts, this 
viewpoint is eminently sensible. It is the same kind of  
perspective that a Federal policy maker would find 
worthwhile. 

Kinds of Local Fiscal Measures 
Useful to the Federal Government 

Should local fiscal measures include the local share 
of State Government finances? The question is a basic 
one, for it influences the entire approach t o  measuring 
local capacity and effort. There are sound reasons both 
for and against inclusion of State government finances. 

The case for including State government finances in 
local area measures of capacity and effort is an 
impressive one. The argument is made that State and 
local finances are so tightly intertwined that any attempt 
t o  separate them will distort them. First, a single way of 
separating finances applied across the country cannot 
reflect the 5 0  different ways in which public 
responsibilities are shared between State governments 
and their local subdivisions. Second, the same revenue 
sources are tapped by  both levels of  government. Third, 
local effort measures are strongly influenced by what 
each State government does itself, by what it permits its 
local units to  d o  to raise revenue, and on how it compels 
them to spend the revenue raised. Fourth, local capacity 
measures are supposed t o  indicate what local areas "can" 
do; what does this mean if the State withholds the 
authority to  d o  so? 



On the other hand, there are advantages to viewing 
local area financing without adding in State government 
figures. First, serious data problems exist. In the absence 
of available source materials on State capacity and State 
collections within local areas, indirect proxies have to be 
used for the majority of State revenues. Second, the 
detailed and laborious effort to develop sound property 
estimates (the major local revenue source) would be 
diluted by submerging this component in estimates of 
State sales tax capacity and State income tax capacity. 
Third, differing divisions of functional and financial 
responsibilities between State and local governments 
would not affect Federal programs that are adjusted for 
local capacity; these divisions affect fiscal need and fiscal 
effort, but not fiscal capacity. Fourth, why would the 
Federal government want to know how much ability a 
particular county has to contribute to State revenues? 
Presumably, a Federal interest in local fiscal measures is 

based on ability to provide local services, not State 
services. Fifth, if the case for the inseparable unity of 
State and local finances is pushed far enough, it seems to 
be saying that the Federal Government should not have 
any direct financial dealings with any jurisdiction or area 
below the State level, and that the Federal Government, 
therefore, will find little use for this or for any attempt 
to develop local fiscal measures. 

It should now be clear that there is real (but 
different) value in each form of calculation. Therefore, 
both forms are presented in Appendix G. Furthermore, 
because of the great importance in any effort measure of 
differing assignments of responsibility between States 
and their subdivisions, some of the comparative data in 
these appendix tables have been adjusted to reflect the 
preferences that each State displays for various revenue 
sources. 



METHODS USED TO MEASURE 
REVENUE CAPACITY AND EFFORT 

Throughout this study, the terms "representative 
financing" and "average financing" have been used to 
suggest the flavor of the particular approach that has 
been adopted. The terms reflect a firm resolve to come 
as close as possible to existing governmental practices in 
defining fiscal capacity and effort. Actual financing is 
necessarily measured in terms of current practices. To 
estimate fiscal capacity in a way that mirrors current use 
throughout the Nation of various financing sources-that 
is the real challenge. 

Own-source revenue of State and local governments, 
as defined for this study, totaled $77.6 billion in fiscal 
1966-67. and was made uu as follows: 

Amount (in Per 
millions) cent 

Total. . . . . . . . . . . . . . . . .  $77,605 100.0 
Taxes . . . . . . . . . . . . . . . . . . . .  61,321 79.0 
Current charges for general- 

government services . . . . . . . . .  10,482 13.5 
Interest earnings on general 

. . . .  government fund holdings. 1,713 2.2 
Miscellaneous general revenue . . . .  2,633 3.4 
Current surpluses of publicly 

operated local utilities . . . . . . .  1,457 1.9 

Chapter 1 indicated in a general way how estimates of 
revenue capacity have been developed, in terms of these 
various kinds of sources, for individual States and 
selected local areas. Following is a more detailed 
description of the capacity-estimating procedure, and of 
steps taken to develop related measures of revenue 
effort. 

Defining and Measuring Tax Capacity 

Several steps are involved in estimating the relative 
tax capacity of particular areas. The methodology is 
based on the 1962 ACIR study dealing with State-area 
fiscal capacity and effort, which, especially in Chapter 3, 
covers in some detail the issues, problems, and compro- 
mises involved in estimating tax bases. 

Estimation procedure. The process of estimating tax 
capacitv of particular areas involves the following steps: 

1 .  Determine the inclusiveness of the term "taxes" 
and determine which tax classes should be 
handled separately. 

2. Review current State and local practices with 
regard to each type of tax, to ascertain its 
predominant or "representative" form. 

3. Locate tax-base data for each tax or, in the 
absence of such data, assemble quantitative 
information about some measure that could 
reasonably be taken to represent the actual base. 

4. Obtain an average "rate" for each tax by dividing 
its nationwide yield by the nationwide base or its 
proxy. 

5. Calculate the capacity (potential yield) of each 
tax class for particular areas (States, SMSA's, and 
counties) by applying the average rate to the 
base measure for such areas. 

6. Add capacity figures thus developed for particu- 
lar taxes in each area to arrive at the area's total 
tax capacity. 

Coverage and classification of taxes. As in the earlier 
ACIR study, the concept of taxes is the same as that 
reflected in Census Bureau reports on governmental 
finances, except that it also includes the excess of 
receipts over expenditures of liquor stores operated by 
certain States and local governments. Entirely excluded 
from measurement in this study are State unemploy- 
ment compensation "taxes," which are an element of 
insurance trust financing, entirely separate from the 
support of ordinary State and local government services. 
Classification of taxes here closely parallels the one 
applied in the earlier ACIR study of tax capacity and 
effort, except that State-imposed and locally-imposed 
taxes are treated separately, in order to distinguish 
between these elements of tax effort in various areas. 
Aside from the grouping of some relatively minor 
components, as detailed in Appendix B, there are only 
two departures from the Census Bureau's tax classifica- 
tions: liquor store surpluses were added to "alcoholic 



beverage sales taxes", as mentioned above; and the 
Census concept of "property taxes" was narrowed to 
reflect the representative form of such taxation by 
excluding the yield of value-based taxes upon motor 
vehcles (shifted to "motor vehicle taxes") and upon 
intangible personal property (shifted to "miscellaneous 
taxes"). 

Determining the representative form of each tax. In 
order to estimate the potential yield of a particular kind 
of tax in various areas, it is obviously necessary to settle 
on a definition of the tax that can be assumed for each 
such area. As in the earlier ACIR study, an effort has 
been made here to define each tax class by considering 
the nature and coverage of each kind as it is most 
commonly used. "Most commonry" mealis the form of 
the tax as found in States having half or more uf the 
Nation's population, or at least (as in the case of 
severance taxes), in States that account for half or more 
of the nationwide tax base involved. 

Determining appropriate tax base measures. This is, 
perhaps, the most difficult part of the entire process. 
For some tax classes, meaningful base measures can be 
derived from Federal Government sources that supply 
figures not only nationally and by States but in 
sufficient detail also for metropolitan areas and counties. 
In instances of this kind, it has been possible to estimate 
potential tax yields simply by reference to such base 
measures, as obtained for local areas as well as entire 
States. For some tax components, however, no standard 
nationwide source supplies the kind of information 
needed to arrive directly at tax base amounts for local 
areas. In most such instances, it is nonetheless possible 
to find or develop a relatively good base measure for 
entire States. Therefore a two-stage procedure has been 
followed-first, calculating a State-wide base from avail- 
able State-by-State figures, and then estimating allocable 
shares of the Statewide base for particular counties or 
metropolitan areas by reference to some other measure 
that can serve as a reasonable stand-in or proxy for the 
elusive tax-base figures. For some few tax classes a proxy 
measure has even been used to estimate the State-by- 
State distribution of the nationwide potential tax base. 

How does one decide on the best stand-in or proxy 
when actual or close-fit base amounts are not available? 
Sometimes the selection can be based on specific testing, 
and this has been done in determining some of the 
within-State proxy measures used. Having a State-by- 
State distribution of potential base for a particular tax 
that was quite closely measured (for example, liquor 
consumption), and two or more possible allocators to 
estimate local shares of the base (for example, popula- 
tion and personal income), a choice could be made by 
finding out which of the latter kinds of data showed the 
more consistent relation to the State-by-State distribu- 

tion of the tax base. More commonly, however, the 
choice of proxy measures has been based on collective 
staff judgment, backed by reference to available data 
sources and limited illustrative testing. 

Applying average "tax rates." The quotation marks 
are important as a cautionary measure. The national 
average rate is actually a tax rate when tax revenue is 
being divided by a measure that is really the tax base. It 
is not really a tax rate, however, when the amount used 
for this calculation is some measure used as a proxy for 
the base; in this case, it is simply a ratio between the 
nationwide tax yield and the base indicator. Although a 
national average "rate7' was calculated and used here in 
dealing with every kind of tax, this step could just as 
easily have been replaced by another. In those cases 
where a single kind of base measure was used for both 
State- and local-area allocation, the same result would 
have been achieved by taking each area's percentage of 
the total base measure and multiplying it by the national 
amount of revenue collected from that source. Where a 
two-stage process applied (using different State- and 
local-area allocators), the calculations could also have 
been carried out from percentages, rather than by using 
average rates. It may also be noted that in several 
instances (for example, personal income taxes, severance 
taxes, and motor vehicle taxes) State-area capacity 
measures were built up from rates applied to various 
portions of the total base, rather than by applying only a 
single average rate to a comprehensive measure of the 
tax base. 

This procedure for estimating tax capacity is "repre- 
sentative" in two distinct senses. The initial choice of 
taxes to be examined individually is based on actual tax 
amounts raised, as recorded by the Bureau of the 
Census. Second, the selection or development of each 
tax base measure takes account of predominant State 
and local government practices as to the coverage and 
nature of the particular tax. In spite of the effort to 
make the capacity measure for each tax as representative 
of present usage as possible, some may still complain 
that this isn't "average" enough. For example, they may 
be bothered by the fact that certain taxes are levied in 
some areas but not elsewhere. This is indeed bother- 
some, but the problem does not seem crucial. Over 
three-fourths of all State-local tax revenue comes from 
tax forms that are found in every State; less than 10 
percent, from taxes used in fewer than half the States. 

An examination of the allocators and proxies used 
in this study may raise the question of whether there is 
excessive straining for closeness to the base, and an 
excessive straining for subclassification and detail. The 
straining has been deliberate. In some instances it 
seemed likely that more summary grouping of taxes 
might generally yield quite similar results. Also, it was 



sometimes known that a much simpler proxy was 
available-simpler both in the sense of easier to use and 
in the sense of easier to explain. These alternatives 
might, perhaps, be "just as good" in eight out of ten 
cases, maybe even nine out of ten cases. However, one 
major purpose of this entire examination is to find out 
whether simpler approaches to the measurement of fiscal 
capacity may be "just as good" in eight cases or in nine 
cases out of ten. The emphasis on detail will help smoke 
out the odd situations in order to find out how 
numerous they are and how odd they are. Only with 
such knowledge can there be a firm basis for later 
dispensing with unnecessary detail. 

The subclassification of tax types resulted in 23 
categories, of which 14 refer to State-imposed taxes and 
the other nine refer to local taxes. These nine include 
five kinds of local nonproperty taxes and four property- 
tax components (residential realty, farms, business 
property, and vacant lots) for which separate estimates 
of capacity were developed. While it has been possible 
also to estimate the amounts of all local property tax 
revenue derived from each of these components in each 
entire State, no such source-distribution of actual 
property tax revenue has been attempted for individual 
local areas. As a result, the property tax "effort" of 
particular areas is reported only in summary fashion, 
reflecting the relationship between all local property tax 
revenue and the sum of the capacity estimated for all 
four kinds of taxable property. 

Handling particular taxes. The 23 tax classes are 
listed below. The listing shows the percentage contribu- 
tion of each class to total State and local tax revenue in 
1967. Also shown in each instance is the kind of 
measure ("allocator") used to represent the tax base, 
and thereby to calculate the potential yield of the 
particular kind of tax for various areas. In some 
instances, as already noted, a single measure was used as 
an allocator at both the State- and local-area levels, but 
in many cases it was necessary to employ a two-stage 
procedure and use different allocators at these respective 
levels. 

A further explanation is given below for those 
allocators for which a summary designation seems 
insufficient. The various statistical allocators employed 
generally related to calendar 1966 or 1967. Further 
information about certain base measures is provided in 
Appendix D, and statistical sources are listed in Ap- 
pendix C. 

1. State general sales taxes (14.6 percent of S-L tax 
revenue) 

State-area allocator: retail sales, with complex 
adjustments (see below). 

Local-area allocator: retail sales, with limited 
adjustments (see below). 

State-area allocator. Sales of retail stores, as re- 
ported by the 1967 Census of Business, were the starting 
point in calculating the base for this tax source, but 
these amounts were considerably modified to arrive at 
figures that would reflect for each State the form of 
general sales taxes as most commonly imposed. Briefly, 
for the State-area allocator, this involved: 

Subtracting a percentage allowance (based on 
1963 Census of Business data on sales of 
various merchandise lines), for retail sales 
of food products and of "hay, grain, feed 
and farm supplies;" 

Adding receipts of hotels and motels, etc. 
Deducting estimated allowances for general and 

selective sales taxes (which are included in 
the Census of Business figures on retail 
sales and hotel receipts, where such taxes 
apply); and 

Adding sales receipts of electric, gas, and 
telephone utilities. 

Notwithstanding these several steps, the resulting 
State-area measure must be recognized as only a fair 
facsimile of the base for the "representative" general 
sales tax. In its usual form, such a tax (together with 
related "use taxes," imposed by most sales-taxing States) 
legally applies not only to sales made by retail establish- 
ments but also to other sales or purchases "for use or 
consumption and not for resale." A more precise base 
measure, then, would also take account of other final 
sales made by wholesalers, manufacturers, or con- 
tractors. The earlier ACIR study included an effort in 
that direction, by adding to adjusted retail sales the 
amount of spending by manufacturing establishments 
for new capital plant, as reported by the periodic Census 
of Industry. That component is not included in the 
present study, on the ground that it overstates manu- 
facturers' taxable purchases (the figures cover not only 
materials and equipment but also the labor costs 
involved in plant expansion), while providing no reflec- 
tion of other taxable purchases flowing through non- 
retail channels, for which corresponding statistics are not 
available. The inclusion of manufacturers' capital ex- 
penditures as part of the assumed general sales tax base 
would alter only slightly the individualState estimates 
made here. 

Local-area allocator. Each Statewide base amount, 
as thus estimated, was allocated to individual local areas 
by a measure representing total sales of retail stores, 
minus sales of food stores, plus receipts of hotels and 
motels. Local-area data were not available for the other 
adjustments applied at the State level, so the resulting 
capacity estimates for local areas take no account of 
withinState variations in the effect upon the "represen- 



tative" general sales tax of its inclusion of utility sales 
and its exclusion of sales of various agricultural supplies. 

2. State motor fuel taxes (7.9 percent of S-L tax 
revenue) 

State-area allocator: Highway motor fuel con- 
sumption, excluding that for Federal Gov- 
ernment vehicles. 

Local-area allocator: Service station receipts. 
3. State tobacco taxes (2.6 percent of S-L tax revenue) 

State-area allocator: Cigarette consumption. 
Local-area allocator: Retail sales, adjusted 

(same as for general sales taxes). 
4. State alcoholic beverage taxes (2.4 percent of S-L 

tax revenue) 
State-area allocator: Consumption of distilled 

spirits. 
Local-area allocator: Personal income. 

5. State public utility sales taxes (1.0 percent of S-L 
tax revenue) 

State-area allocator: Receipts of electric, gas, 
and telephone utilities. 

Local-area allocator: Earnings in transportation, 
communications, and electric gas and sani- 
tary services. 

6.  State amusement sales taxes (0.8 percent of S-L tax 
revenue) 

State-area allocator: Earnings in amusemect 
establishments.' 

Local-area allocator: Receipts of amusement 
establishments. 

7. All other State selective sales taxes (1.8 percent of 
S-L tax revenue) 

State-area allocator: Personal income minus 
Federal individual income tax. 

~ocallarea allocator : Personal income. 
State-area allocator. The income measure used for 

this component is obviously a proxy that does not 
directly refer to the tax base itself. There is a material 
range (approaching 2-to-1) in average per capita personal 
income in the various States. As regularly calculated and 
reported by the Office of Business Economics, these 
income figures reflect the deduction of "personal contri- 
butions for social insurance." In allocating the potential 
yield of miscellaneous State sales taxes, account is taken 
for the impact of the Federal individual income tax. This 
adjustment generally tends to narrow the interstate 
range, but only slightly. For example, to cite extremes: 
as a result of this adjustment, per capita capacity 

'Receipts of amusement establishments would probably be 
a somewhat better State-area allocator, but such data were not 
yet entirely available from the 1967 Census of Business when 
State-area estimates were needed for this item. The earnings 
figures employed generally yield very similar results. 

estimated for low-income Mississippi moves up from 60 
percent to 6 1.9 percent of the national average, and that 
for high-income Connecticut is cut from 124.5 percent 
to 121.6 percent. Nevertheless, since the Federal Gov- 
ernment's direct "take" out of personal income other- 
wise tappable for public financing does vary from State 
to State (from 6.3 to 12.2 percent of all personal income 
as reported by the Office of Business Economics for 
1966), allowance for this variation has seemed proper. 
8. State motor vehicle taxes (4.2 percent of S-L tax 

revenue) 
State-area allocator: Private motor-vehicle 

registrations. 
Local-area allocator: Earnings in automobile 

repair services. 
State-area allocator. Publicly-owned vehicles were 

excluded, since they generally are subject to no State 
taxation, or require only a nominal registration fee. 
Because the amount of State tax per vehicle averages 
much more for trucks and buses than for ordinary 
automobiles, the base measure for each State was 
developed in two parts, one based upon all private motor 
vehicle registrations and the other upon the number of 
private trucks and buses registered. 

Local-area allocator. Because no comprehensive and 
comparable figures on motor vehicle registrations existed 
for individual metropolitan areas and counties, a proxy 
measure was employed-earnings in automobile repair 
services. This seems a better indication of the number of 
vehicles owned in particular areas than other measures, 
such as the sales receipts of service stations or of 
automot;,e dealers, which were available from the 
Census of Business. Service station sales can be heavily 
influenced by tourist traffic and the mileage of vehicle 
use, and automotive sales in any particular county may 
include a considerable fraction of sales to out-of-county 
residents. As used here and in connection with other tax 
base allocators, the term "earnings" refers to payrolls 
and other labor income, plus proprietors' earnings from 
non-corporate businesses. 

9. State individual income taxes (8.1 percent of S-L 
tax revenue) 

State-area allocator: Taxable income in seven 
income classes. 

Local-area allocator: Personal income. 
State-area allocator. Nearly all States with an 

income tax apply progressive rates. Therefore, it was 
necessary to subclassify the base for this kind of tax by 
income levels, and apply separate rates to each, in order 
to arrive at an appropriate capacity estimate for each 
State. Seven classes of "adjusted gross income" were 
used, as reported by the Internal Revenue Service in its 
1966 Statistics of Income. These AGI classes ranged 
from under $1,000 up to $15,000-plus. Legal provisions 



in the States that impose an individual income tax were 
reviewed to develop a set of weighted average rates by 
AGI class for these States. These rates were then 
uniformly adjusted downward so that, if applied to 
actual amounts of taxable income in all States (including 
those lacking any such tax in 1967), the resulting total 
amount would have equalled the actual yield of State 
individual income taxes in 1966-67. 

Local-area allocator. The Internal Revenue Service 
publishes income statistics by income class for some 
large metropolitan areas and also for certain groupings of 
postal "Zipcode" areas. However, it does not assemble 
such data for all the individual counties and metropoli- 
tan areas subject to presentation in the present study. It 
was necessary, therefore, to shift to another measure for 
estimating particular local-area shares of the estimated 
Statewide amounts of individual income tax capacity: 
the data on "total personal income" now available 
annually for local areas from the Office of Business 
Economics. There are at least two faults in this use of 
such data: Unlike IRS income statistics, the OBE figures 
are not subclassified by income levels, so that they 
cannot readily be made to reflect the effect of progres- 
sion in State income tax laws; and geographically, they 
reflect earned income on a "where-earned" basis, rather 
than according to the residence of the income-earners. 
Although for most entire metropolitan areas and large 
counties total income "where earned" is very similar to 
total income "where received," there are some excep- 
tions, and the alternative basis of measurement might be 
preferable in considering the geographic origin of State 
revenue from individual income taxation, and the 
potential yield of this kind of tax in various areas. 

These two limitations may tend to offset each other 
with respect to the central counties of major metro- 
politan areas. Such counties are likely to be credited 
with more total income than they would show on a 
where-received basis, but their relatively high level of 
per-person income (at least as compared with rural 
counties) is given less weight than it might merit as a 
base measure for a progressive State income tax. In any 
event, since the same allocator is used to estimate both 
the within-State origin of actual income tax revenue and 
the location of income tax capacity, inexactness of 
allocation tends to cancel out in calculating the revenue 
effort of particular areas. This is true also, of course, for 
various other types of State taxes, but the point merits 
special attention with regard to this rather sizable 
revenue component, for which the within-State allocator 
used is not the one that might be preferred if other kinds 
of local-area income data were available. 

10. State death and gift taxes (1.3 percent of S-L tax 
revenue) 

State-area allocator: Value of Federally-taxable 
estates (see Appendix C). 

Local-area allocator: Personal income (where 
earned). 

11. State corporation taxes (5.6 percent of S-L tax 
revenue) 

State-area allocator: Wages and salaries in pre- 
dominantly corporate kinds of business, 
and total retail sales. 

Local-area allocator: Private nonfarm wages and 
salaries. 

State-area allocator. About two-thirds of this com- 
ponent concerns State taxes on the net income of 
corporations. Most of the rest, as detailed in Appendix 
B, involves what the Census Bureau reports as license 
taxes on corporations in general. State corporation 
income taxes are generally at a flat rate, rather than 
involving graduated rates, so that there is no need in this 
case to deal with "progression." However, Internal 
Revenue Service figures on corporation income are of 
little direct use, since the amounts for companies that do 
business in more than a single State are, understandably, 
reported according to their headquarters or place of 
filing. 

Each State that taxes the net income of corpora- 
tions tries to determine its taxable share of the total 
income of any company doing business in more than a 
single State. While practices differ in dealing with 
interstate companies, the predominant State practice is 
to make a three-part geographic allocation of taxable 
corporate income, giving equal weight to corporate 
property, payrolls, and sales. 

Unfortunately, direct State-by-State measures of 
these three elements of corporate activity are not 
available. The business property component estimated 
for the local property tax base might be used if the 
measure were extended to other business firms, not just 
corporations. However, those figures include amounts 
for non-corporate as well as corporate business, involving 
diverse proportions from State to State. Furthermore, 
the business sales figures available from such basic 
sources as the Census of Business and the Census of 
Manufacturers are geographically arranged according to 
the location of the establishments involved, rather than 
in terms of the destination of shipments, which would 
be the appropriate measure for the sales part of a 
corporation tax measure. 

It seemed necessary, then, to adopt proxy measures 
that might reasonably reflect each State's share of the 
total national base for corporate income taxation. For 
this purpose, one-third weight was given to total retail 
sales receipts, as an approximate reflection of the final 
destination of all business sales. In order to take account 
of both corporate payrolls and corporate property 



holdings, two-thirds weight was given to payroll amounts 
for predominantly corporate types of business-i.e., all 
private businesses exclusive of "farms," "personal 
services and private households" and "professional, 
social and related services." 

Local-area allocator. For within9tate allocation, a 
somewhat less tailored measure-private nonfarm wages 
and salaries-has been used. The exclusion of pro- 
prietors' earnings (which are included in the allocators 
used for certain other kinds of taxes) is, of course, 
designed to take account of the fact that this revenue 
component relates to corporations rather than to all 
forms of business operation. In considering the indirect 
nature of this proxy for corporation income taxes, the 
point mentioned above regarding individual income 
taxes should also be noted-that the same within-State 
allocator is used to estimate each area's share of both 
actual and potential yields from the State tax involved, 
so that allocation errors tend to be offsetting in the 
calculation of relative local-area revenue effort. 
12. State severance taxes (0.9 percent of S-L taxes) 

State-area allocator: Value of mining produc- 
tion, petroleum and other. 

Local-area allocator: Earnings in mining. 
Statearea allocator. This type of tax, generally 

measured by the value of particular kinds of minerals 
extracted or produced, is used by about half the States 
and is a major revenue source in only a few. To estimate 
capacity, petroleum and natural gas, which accounted 
for more than nine-tenths of all State severance tax 
collections, were handled separately from other min- 
erals. By relating nationwide yields from State taxes on 
these two components to their respective production- 
value totals, separate average rates were obtained, which 
were applied to value amounts for each State and added 
to obtain capacity or potential-yield estimates. 
13. State property taxes (0.8 percent of S-L tax 

revenue) 
State- and local-area allocator: Capacity esti- 

mated for local property tax, commercial 
and industrial property. 

There is no particular "representative" form of 
State property taxation. Most State governments have 
some property tax revenue, but for only a few States is 
it more than a minor financing source. Nationwide, the 
yield reflects a mix of revenue from "general" State 
property taxes that apply (usually at a very low rate) to 
valuations set mainly for local property taxation, plus 
revenue from various "special" State property taxes that 
apply only or mainly to business property. The allocator 
used for this tax component, therefore, has been based 
directly upon estimates of capacity for local property 
taxation of commercial and industrial property, which 
are explained under that heading. 

14. Miscellaneous State taxes not elsewhere classified 
(0.8 percent of S-L tax revenue) 

State-area allocator: Personal income minus 
Federal individual income tax. 

Local-area allocator: Personal income. 

15. Local property tax, residential realty (1 9.4 percent 
of S-L tax revenue) 

State- and local-area allocator: Estimated 
market value of nonfarm residential 
property. 

A more detailed description of the handling of this 
and other components of the local property tax is 
provided in Appendix D. Market value estimates for 
nonfarm residential property were based mainly on data 
from the taxable property values phase of the 1967 
Census of Governments. For particular State areas, this 
involved: Using data from the Census of Governments to 
estimate separately the market value of nonfarm residen- 
tial realty and "acreage and farms;" comparing this 
acreage estimate with the value estimated for farm land 
and buildings by the Department of Agriculture; and 
adding any excess of the Census-based "acreage and 
farms" amount over the Agriculture farms amount to 
the initial estimate for nonfarm residential realty. The 
Census-based estimates of market value were obtained 
by dividing assessed valuations for each of the two 
property classes by the average percentage relation 
between assessed value and sales price found in the 
Census of Governments for a sample of such properties 
that were sold during a six-month period of 1967. 

This procedure took account of the fact that the 
Census category of "nonfarm residential realty" gener- 
ally is limited to city-lot properties, rather than includ- 
ing also suburban residential properties that appear on 
assessment rolls in terms of acreage rather than lots. In 
the few States where the Agriculture Department's farm 
value estimate equalled or exceeded the total acreage 
value derivable from Census of Governments data, no 
adjustment was made in the Census-based estimate for 
nonfarm residential realty. 

For some rural States, the foregoing procedure 
involved a rather material shift of estimated property 
values from "acreage and farms" into "nonfarm resi- 
dential realty." However, in most States and for the 
Nation as a whole, the resulting adjustments were 
relatively minor. Accordingly, this process was not 
repeated at the local-area level. (That presumably could 
have been done, with considerable effort, by using farm 
value amounts for 1964 from the Census of Agriculture, 
adjusted to take account of 1964-66 changes.) Instead, 
each Statewide estimate of the "adjusted" value of 
nonfarm residential realty was allocated to particular 
local areas according to their respective shares of the 



market value of such property as calculated in the first 
instance directly from Census of Governments data. 

16. Local property tax, farm property (3.3 percent of 
S-L tax revenue) 

State-area allocator: Value of farm realty and 
selected classes of farm personal property. 

Local-area allocator: Estimated market value of 
"acreage and farms". 

State-area allocator. In most States, local property 
taxes apply not only to farm realty but also to livestock, 
crop inventories, and farm equipment. State-by-State 
estimates of farm land and building values, as reported 
for 1966 by the Department of Agriculture, were used 
for the realty portion (about three-fourths) of all 
potentially taxable farm values. The State-by-State 
distribution of the various personal-property com- 
ponents were estimated from other Census of Agri- 
culture and Department of Agriculture sources, and 
added to the realty value figures. 

Local-area allocator. Each Statewide estimate of 
total value of taxable farm property (including person- 
alty) was allocated to particular local areas according to 
their respective share of the market value of "acreage 
and farms," estimated from 1967 Census of Govern- 
ments data as previously described. 

17. Local property tax, vacant lots (0.8 percent of S-L 
tax revenue) 

State- and local-area allocator: Estimated 
market value of vacant lots. 

The 1967 Census of Governments also provided 
figures on assessed valuations and average assessment 
ratios for this type of taxable real estate, from which 
estimates of market value were calculated for local areas 
and (by addition of local-area amounts) for each State. 

18. Local property tax, commercial and industrial prop- 
erty (16.2 percent of S-L tax revenue) 

State- and local area allocator: Estimated 
market value indicated by earnings in 56 
type-of-business classes. 

In every State, local property taxes legally apply to 
all or substantially all real estate used for commercial or 
industrial purposes. A few States (including such big 
ones as New York and Pennsylvania) wholly exempt 
business holdings of movable equipment. A larger and 
growing number of States also exempt or give preferen- 
tial treatment to business inventories. Nonetheless, the 
"representative" form of local property taxation must 
still be defined (and this was even more clearly the case 
in 1966-67, the period to which our illustrative figures 
relate) as applying not only to real estate but also to 
business-owned equipment and all or substantially all 
inventories (including stock in trade and materials in 
process). 

Although certain nationwide figures are available 
concerning the value of such business property holdings, 
the geographic distribution of these values is not simply 
and directly shown by any available statistics. Further- 
more, in trying to estimate this part of the property tax 
base, the sales-ratio approach used to deal with resi- 
dential property, farms, and vacant lots is of very limited 
use. Most of the value of business real estate con- 
cerns relatively large properties which only rarely 
change hands in a way to yield a meaningful market- 
value figure. Although the Census of Governments does 
report some assessment ratios based on "measurable 
sales" of commercial and industrial realty, the trans- 
actions mainly concern rather small business properties. 
Furthermore, such figures offer no evidence at all about 
levels of assessment for personal property, or for public 
utility property, which usually is valued for local 
property tax purposes by a State agency, separately 
from the assessment procedure applied to other 
property. 

In this study, therefore, the potential yield of the 
local property tax as applied in its "representative7' form 
to business property in various States and local areas has 
been estimated indirectly, applying a set of proxy 
measures to each of 56 types of nonfarm business. 
Briefly, the procedure involved: 

1. Using nationwide property-value figures to esti- 
mate allocable shares, by type of business, of all 
local taxation of commercial and industrial 
property; 

2 .  For each business class, calculating the indicated 
amount of property tax per dollar of earnings 
(payrolls and other labor income plus proprie- 
tors' business income); 

3. Applying these national average ratios to earn- 
ings amounts reported by the Office of Business 
Economics for each of the types of business in 
various States and local areas; and 

4. Adding these detailed figures to arrive at an 
estimated capacity amount for each such area. 

This summary description ignores some important 
details of the estimating process. More detailed informa- 
tion is provided in Appendix D. 
19. Local general sales taxes (1.9 percent of S-L tax 

revenue) 
State- and local-area allocators: Same as for 

State general sales taxes (item 1, above). 
20. Local selective sales taxes (1.2 percent of S-L tax 

revenue) 
State-area allocator: Personal income minus 

Federal individual income tax. 
Local-area allocator: Personal income. 

21. Local motor vehicle taxes (1.2 percent of S-L tax 
revenue) 



State- and local-area allocators: Same as for 
State motor vehicle taxes (item 8 ,  above). 

22. Local income and earnings taxes (1.4 percent of S-L 
tax revenue) 

State- and local-area allocators: Total earnings. 
"Income" taxes are used by local governments in 

only a few States. In their usual form, such taxes differ 
in nature from State individual income taxes, which, like 
the Federal tax, generally impose graduated rates and 
apply not only to earnings but also to various kinds of 
"unearned" income, such as interest and dividends. In 
contrast, most of the local taxes treated here involve a 
single uniform rate, and apply only to earned income. 
There are important exceptions, including the District of 
Columbia and Maryland counties' income taxes. How- 
evel, the District here is treated as a "State" with regard 
to its use of nonproperty taxes, and the present 
Maryland arrangement, involving "piggyback" county 
supplements to the State income tax, has developed 
since the 1966-67 period to which our figures relate. For 
this reason, the capacity measure used for local income 
and earnings taxes is limited to total earnings, as 
regularly calculated for various areas by the Office of 
Business Economics, rather than the broader OBE 
measure of total personal income. 
23. Miscellaneous local taxes not elsewhere classified 

(1.7 percent of S-L tax revenue) 
State-area allocator: Personal income minus 

Federal individual income tax. 
Local-area allocator: Personal income. 

Of all tax capacity of State and local governments, 
40  percent has been allocated among State areas 
according to estimates of property value; 33 per cent 
according to measures of trade volume cr  consumption 
(evenly split between broad measures of this kind and 
particular-commodity measures); 21 per cent by broad 
measures of personal income or earnings; and the 
remaining six percent on other bases such as motor 
vehicle taxes and State death and gift taxes. At the 
within-State level, property-value allocators again ac- 
count for 4 0  percent of all State-local tax capacity (but 
over four-fifths of the capacity estimated for locally- 
imposed taxes), while about one-fourth is allocated by 
measures of trade or consumption, and nearly one-third 
according to measures of income or earnings. As would 
be expected, these proportions reflect the existing 
average makeup of State-local taxation arrangements, 
which include a major role for property taxation and for 
general and selective sales taxes, and a lesser role for 
other types of taxes. 

Measuring Capacity for Non-Tax Revenue Sources 

Current charges. In 1966-67, about one-seventh of 
all own-source revenue of State and local governments, 

as defined for this study, came from what the Census 
Bureau calls "current charges7' revenue. For State 
governments, the proportion was 11 per cent, and for 
local governments 16 per cent. Such receipts are 
recorded by the Bureau in considerable detail, according 
to the particular functions involved. For this study, 
therefore, the "current charges" capacity of various 
areas were estimated by calculating the potential yield of 
such revenue for each of numerous functions and then 
adding these detailed amounts. The potential yield for 
each separate item was obtained by multiplying the 
area's current expenditure for the particular function by 
the average nationwide relationship between current 
operation expenditure and current charges revenue for 
that function. One example of this method was given in 
Chapter 1. Another may be offered here: In 1966-67, 
local governments' current expenditure for hospitals 
amounted to $2,284 million, and their revenue from 
hospital charges was $1,336 million, or 58.5 per cent as 
much; accordingly, any area with local hospital opera- 
tions would be credited with potential revenue, or 
financing capacity, associated with this function, 
amounting to 58.5 cents per dollar of current hospital 
expenditure. 

These calculations were applied separately to State 
and local governments. The estimate of current charges 
capacity for each State government was allocated to 
local areas within the State according to its respective 
proportion of the statewide population total. 

Table 19 summarizes the estimating factors thus 
applied, and shows the relative magnitudes of the various 
functional classes of charges revenue. It should be 
emphasized, as in the case of tax categories, that the 
value of such detailed subclassification cannot be judged 
simply in terms of the nationwide scale of particular 
sources. Some items which are relatively insignificant 
nationally may be of much more importance in certain 
local areas; the detailed approach is designed to allow for 
such geographic variations. 

Interest earnings. In 1966-67, State and local 
governrnents obtained $1,7 13 million as interest earnings 
on their general government fund holdings. For State 
governments, such revenue equalled 3.453 per cent of 
their total general government holdings (cash, deposits, 
and securities other than those of insurance trust funds) 
at the end of the fiscal year. For local governments the 
corresponding average ratio was 3.263 per cent. The 
revenue capacity of various areas, then, was estimated by 
applying these nationwide ratios to the financial hold- 
ings data recorded by the Census Bureau for individual 
State and local governments, respectively. Resulting 
amounts for individual local governments were summed 
to area totals, and the capacity estimate for each State 



Table 19.-DATA ON CURRENT CHARGES REVENUE 
OF STATE AND LOCAL GOVERNMENTS 

I N  FISCAL 1966-67. BY FUNCTIONAL CLASS 

Percent o f  Factor 
all S-L used t o  

Functional class current estimate 
charges revenue 
revenue capacity1 

State governments 

State colleges and universities: 
Auxi l iary activities . . . .  
Other . . . . . . . .  

State to l l  highways . . . . .  
State hospitals and inst i tut ions for  

. . . .  the handicapped 
Miscellaneous commercial activities 
Natural resources . . . . .  
Water transport and terminals . . 
Regular (non-tol l)  State highways . 
Education, other than State colleges 

and universities . . . .  
Stateairports . . . . . .  

. . . . . . . .  A l l  other 

Tota1,Stategovernments . . . .  40.1 xxx 

Local governments 

Education, other than colleges and 
universities . . . . .  

Local public hospitals . . . .  
Sewerage . . . . . . . .  
Housing and urban renewal . . 
Highways and parking facilities . 
Local public airports . . . .  
Local public colleges and universities 
Local parks and recreation . . .  
Refuse col lect ion and disposal . . 
Water transport and terminals . . 
Natural resources . . . . .  
A l l  other and unallocable . . .  

Total, local governments . . 

6.8 
58.5 

101.1 
87.8 
12.4 

180.3 
25.6 
22.3 
21 .o 

177.8 
22.9 
23A4 

XXX 

' ~ v e r a ~ e  nationwide percentage relationship o f  current charges 
revenue t o  current operation expenditure for  the particular 
function(s1 involved. 

 or t w o  States-Alaska and Nor th  Dakota-which have mis- 
cellaneous commercial activities" that are unusually large rela- 
tive t o  total State government finances, this factor was n o t  
used; instead, actual charges revenue f r o m  such activities was 
taken as a measure of related revenue capacity. This parallels 
the treatment applied universally t o  State government revenue 
f rom "rents and royalties." 

3~harges  revenue related t o  State current operation expenditure 
fo r  general control, housing and urban renewal, protective 
inspection and regulation, and "miscellaneous"-i.e., excluding 
expenditure fo r  State functions involving l i t t le  or n o  charges 
revenue, such as public welfare, correction, pol ice protection, 
etc. 

4 ~ h a r g e s  revenue related t o  local current operation expenditure 
for  general control,  libraries, and "general government not  
elsewhere classified"-i.e., excluding expenditure fo r  local func- 
tions involving l i t t le  or n o  charges revenue, such as public 
welfare, police and fire protection, etc. 

government was allocated to local areas on a population 
basis. 

Miscellaneous general revenue (other than interest). 
The nationwide total of $2,633 million for this category 
involves diverse sources, including special assessments 
($459 million), receipts from the sale of property ($279 
million), fines and forfeits, royalties, donations, and so 
forth. No basis for geographic allocation of potential 
yield seemed reasonably applicable to such diverse kinds 
of local government revenue. Accordingly, actual 
1966-67 amounts of such local revenue were taken to 
represent this part of the total financing capacity of 
various areas. Similar handling applied to State govern- 
ment revenue from "rents and royalties," which is rather 
sizable in a few States though relatively minor in the 
Nation as a whole ($307 million in 1966-67). For the 
other $526 million of the State governments' miscel- 
laneous general revenue, capacity was estimated for each 
State according to its proportion of the nationwide total 
of personal income minus Federal income tax liabilities. 
As for other nontax revenue components, the "ca- 
pacity" amounts thus developed for each State govern- 
ment were allocated to local areas within the State on a 
population basis. 

In summary, then, for about four-fifths of all 
State-local miscellaneous general revenue, exclusive of 
interest earnings, it was assumed in effect that capacity 
equalled actual revenue in each area; or, in other words, 
that for this component the "revenue effort" of each 
area was at the average national rate. 

This departure from the average-financing-system 
approach applied to all other sources involved only 2.7 
per cent of the national total of State and local 
government revenue. The desirability of such exceptional 
handling can be seen by considering a State or local area 
that in 1966-67 benefited by unusually large receipts 
from donations, or from oil land leases or royalties. An 
exaggerated expression of revenue effort would be likely 
to appear for such an area if miscellaneous-revenue 
capacity had been estimated instead on some arbitrary 
basis-e.g., according to population, or personal income. 

Utility surpluses. Most municipalities of any size 
operate a public water-supply system, and many of them 
also have a publicly-operated electric power, gas supply, 
or transit system. In some instances also, though less 
commonly, such public utilities are owned and operated 
by townships, counties, or special district governments. 
Except for transit systems, such utility operations 
usually take in more money than they require for 
non-capital purposes; that is, it is usual for charge rates 
to be set high enough to more than cover current 
operating costs and any interest on utility indebtedness. 
The converse is true for a majority of governmentally- 
owned transit systems, which are often operated "in the 



red" and thus involve public subsidy of urban mass 
transportation. 

In attempting to measure the revenue capacity 
available t o  "ordinary government" as a result of such 
utility operations, we could not use data on  net profit, 
or net income, as these are ordinarily measured for 
private businesses. Only a limited minority of publicly 
operated utilities develop such figures (including allow- 
ance for depreciation), and the Census Bureau, there- 
fore, reports only a few summary financial items 
concerning governments' utility finances. For the 
present study, Census figures were used t o  estimate the 
financing potential available from utility surpluses by: 
(1) Summing nationally, for each type of utility, the 
excess of revenue over the sum of current operation 
expenditure plus interest on utility debt for each 
individual utility which showed any such excess; (2) 
Determining the relationship of this amount to  the 
national total of current operation expenditure for the 
particular type of utility; (3) Applying these ratios to  
the amounts of current operation expenditure for the 
several types of publicly-operated utilities in each area; 
and (4) Adding the results to  a total area estimate. This 
involved a special tabulating operation carried out by the 
Governments Division of the Bureau of the Census, 
which also supplied "current deficit" totals covering 
those utilities that in fiscal 1966-67 had less revenue 
than the sum of  their operating expenditure plus interest 
on debt. The nationwide amounts involved were as 
follows: 

Amounts (millions of dollars) 
Revenue 

Type of Sum of all Sum of all Current capacity 
utility current current operation factor (a 

surpluses deficits expenditure as % of  c) 
la) /b)  f c) ( 4  

Water suvvly . . 723 6 8 1,231 58.7 
Electric power . 
Gas supply . . 
Transit . . . 

Each of the areas reported in this study has been 
credited with revenue capacity from local utility sur- 
pluses in accordance with the factors shown above-58.7 
cents per dollar of current operation spending by water 
supply systems, 55.7 cents per dollar of such spending 
by electric power systems, 29.8 cents per dollar of such 
spending by gas supply systems, and 5 cents per dollar of 
such spending by transit systems. For  most States and 
reported local areas, the bulk of the resulting total 
revenue capacity estimate results from water supply and 
electric power utilities. However, at least some trace 
amount of capacity is included also for gas supply 

systems in two-thirds of the States, and for transit 
systems in about half the States. 

The calculated total of local utility surpluses in 
fiscal 1966-67 ($1,457 million) was only 1.9 per cent of 
all own-source revenue of State and local governments, 
as defined for this study, and only 3.7 per cent of the 
own-source revenue of local governments alone. In some 
metropolitan areas and counties, however, this is a far 
more significant element of potential or actual financing, 
as shown by the local-area data. 

Measuring Revenue Effort 

In this study, the term "effort" refers t o  the 
relation between revenue-raising capability and actual 
amounts of revenue collected. The operations described 
above gave figures concerning the revenue capacity of 
various States and local areas, as calculated in terms of 
national average rates for each of numerous detailed 
sources (except for certain miscellaneous general 
revenue, which received distinctive handling as previ- 
ously described). The detailed capacity amounts were 
grouped in various ways, and the totals and subtotals 
were compared with actual revenue amounts, as reported 
for fiscal 1966-67 by the Census of Governments, to  
obtain effort measures for individual States and selected 
local areas. 

For the nation as a whole, with this procedure, 
actual revenue for each source is by definition equal to  
revenue capacity for the same source-i.e., its yield at 
the average nationwide rate applied t o  a relevant base 
amount. "Relative effort" for any particular source or 
group of sources can thus be expressed nationally as 1.0 
or 100 per cent. And when actual revenue of a particular 
area from a particular source or group of sources is 
compared with revenue capacity of the area, as calcu- 
lated for the same source(s), the resulting ratio will show 
how the area compares with national-average practice 
with respect t o  the sort of revenue involved. 

Where the relative effort ratio pertains to  a particu- 
lar type of tax, it may also be taken to express the 
relation of the rate of tax within the area to  the national 
average rate. For example, a percentage effort ratio of 
75 would indicate a local rate three-fourths of the U.S. 
average. In any such interpretation, however, one fact 
needs to  be kept in mind. Local divergence from 
national average usage of a particular tax source may 
appear because, as actually imposed in a particular State 
or local area, the tax has a broader or narrower scope 
than that which has been taken here as the representa- 
tive form of the tax in estimating its potential yield, 
rather than actually a difference between the locally- 
applicable rate and that calculated nationally for the 
representative version of the tax. 



When total revenue capacity for various areas is 
estimated simply by summing the potential yield at 
national average rates of various detailed sources, as 
indicated above, the results may in some instances seem 
anomolous, or of  limited direct relevance for policy- 
making purposes. For example, this approach credits 
every local area with some financing capability through 
the use of local income or earnings taxes, even though 
taxation of this kind is not legally available to  local 
governments in many States. Moreover, as we noted in 
Chapter 1, there is a good deal of interstate variation in 
State-local sharing of revenue responsibility, but the 
simple national-average-rate approach weights various 
sources according to average U.S. proportions on this 
score. 

T o  deal with this problem, a second set of local-area 
capacity measures was developed. This involved for each 
entire State, using the statewide estimate of total 
State-local revenue capacity, as calculated in terms of 
average national rates; but  in developing adjusted-capacity 
estimates for particular local areas, revising the weight 
given to each revenue source to  reflect its proportionate 
contribution to the statewide total of own-source State 
and local government revenue.' Thus, in a State such as 

'The revenue capacity of any local area is the sum of 
amounts calculated for each particular revenue source as follows: 
(a) On a US.-average 

rate basis: 
Area amount of the 
relevant allocator Times Estimated statewide ca- 
Statewide amount pacity at  U.S. rates 
of the allocator 

(b) On a State-adjusted 
basis: 

Area amount of the Statewide actual revenue 
relevant allocator Statewide average index 
Statewide amount of of relative revenue effort 
the allocator 

It will be noted that the last factor in formula (b) (i.e., the 
State's index of relative revenue effort) must be used in this way 
as a divisor in order to bring the resulting estimate of revenue 
capacity for each area into line with the over-all amount of 
statewide capacity as estimated on a U.S.-average-rate basis. By 
omitting this division, the capacity amounts estimated for all the 
areas in a particular State would, instead, total exactly to the 
statewide sum of actual revenue. [:or purely intrastate compari- 
sons that would, of course, be appropriate and desirable, and 
would carry out  the principle applied here on a nationwide 
basis-namely, making aggregate estimated capacity equal to 
aggregate actual revenue. 

From the foregoing, it should be evident that the "State- 
adjusted" measures shown for individual local areas in Appendix 
Tables C-8, (3-9, G-1 I ,  and G-12, can readily be translated into 
specifically intra-State indicators by use of the relative effort 
indexes shown in the first column of Table G-4-i.e., multiplying 
the reported local-area capacity measures by the statewide index, 
and dividing the reported local-area effort measures by the 
statewide index. (However, this recalculation procedure cannot 
properly be applied to reported interstate SMSA's simply from 
the data shown in this report.) 

Illinois, where in 1966-67 there was n o  use a t  all of 
personal income or earnings taxes, this component did 
not enter at all into the "adjusted" estimation of 
revenue capacity for particular areas; and,  in turn, other 
revenue sources were given greater weight for this 
purpose than they would have from direct use of 
national average rates. 

At first glance, it may seem odd or improper t o  
limit the adjustment of weights for estimating revenue 
capacity t o  local-area calculations, rather than also 
developing "adjusted" capacity estimates for entire 
States. I t  might be argued, for example, that sincc 
constitutional barriers preclude some States from using 
personal income taxes, any revenue-raising capability 
that might be estimated for such taxation cannot be 
tapped by the governments concerned, and therefore 
should be ignored in gauging their fiscal capacity. But  
anyone who pressed this argument would be saying, it] 
effect, that it is impossible to  devise any nationally 
uniform approach to the estimation of revenue-raising 
capability by reference to  existing financial practices of 
State and local governments. I f  constitutional differ- 
ences were taken into account, States with extremely 
restrictive provisions would show less "capacity" thart 
similar States with broader legal charters. While compari- 
sons so developed might be of some interest and value,, 
they could hardly be a useful tool for Federal-State 
fiscal arrangements. Moreover, there is a fundamental 
difference between States-as sovereign entities which 
have means available to  alter their revenue-raisinp 
powers, if necessary through constitutional change-and 
local governments which, as non-sovereign jurisdictions, 
are subject to  the overriding authority of their parent 
State governments. Hence, it has seemed entirely proper 
and logical in this study t o  disregard the effects that 
existing constitutional or statutory provisions (which are 
potentially subject to  revision) have upon statewide 
revenue-raising capability, even though we d o  take 
account of the effects of existing legal and institutional 
patterns in calculating "adjusted" capaclty measures for 
local areas. 

As our tabulations show, there is usually little if any 
difference between the resulting alternative estimates of  
total revenue capacity for particular local areas, as 
calculated respectively from national-average rates and 
on an adjusted within-State basis. On the other hand,  
there is very often-as would be expected-a material 
difference between the two sets of estimates in the 
amount of capacity shown respectively for State sources 
and local government sources. The following figures 
illustrate, in an extremely abridged form, the difference 
the adjustment process can make-for two States, 
Nebraska and West Virginia-in the estimation of 
localized revenue capacity, where there is a marked 



departure from national-average proportions of govern- 
mental financing: 

Ne brash West Virginia 

T Y P ~  o f  % of revenue % of revenue 
revenue capacity* Ratio capacity* Ratio 

o f  (BJ o f  (B) 

Total . . . 100.0 100.0 xxx 100.0 100.0 xxx 

State government 
sources . . . 42.1 31.9 .76 53.7 66.3 1.23 

Sales & gross 
receipts taxes. . 22.5 13.5 .60 26.5 44.6 1.68 

Allother . . . 19.6 18.4 .94 27.2 21.7 .80 

Local government 
sources . . . 57.9 68.1 1.18 46.3 33.7 .73 

Property taxes . . 32.1 37.5 1.17 31.6 17.7 .56 
Allother . . . 25.8 30.6 1.18 14.7 16.0 1.09 

*(A) refers to proportions based on national average rates for 
various revenue sources; (B) refers to proportions of actual 
State-local revenue within each State, used as weights for 
"adjusted" capacity measures for local areas. 

Most of the revenue effort measures presented for 
local governments are tied t o  the "adjusted" capacity 
figures that reflect actual State-local revenue practices of 
the various States. Accordingly, these detailed figures 
concerning relative local government effort in individual 
counties and metropolitan areas provide a meaningful 
and policy-oriented set of comparative measures. Where 
they show a material departure from "average" use of a 
particular kind of local revenue, or for local sources in 
total (i.e., an effort measure differing considerably from 
loo), this can properly be interpreted as a result of local 
government policies and practices which have developed 
in the context of financing arrangements that prevail 
within the particular State concerned. 

Measuring Revenue Capacity and 
Effort for Sub-county Areas 

The foregoing discussion described methods used to 
derive comparative figures for States, metropolitan areas, 
and counties, as presented in Appendix Tables G-1 
through G-13 and discussed in Chapter 3 .  This study also 
included an exploratory effort to  develop corresponding 
measures for major cities. Those results are presented in 

Appendix A,  together with a detailed description of the 
estimating methods employed and the data problems 
encountered. S o  serious were those problems that it 
seemed impracticable t o  develop meaningful compara- 
tive measures for more than about half of all the cities of 
over 100,000 population. 

We calculated revenue capacity for each of the 5 7  
within-county cities reported in Appendix A by: 

Applying to estimated countywide capacity 
figures for property taxation of various types of 
property, for general and selective sales taxes, for 
other taxes, and for State nontax revenue, 
city/county proportions, respectively, of assessed 
values for the various types of property, total 
retail sales, disposable personal income, and 
population; 
Calculating the non-tax revenue potential of the 
city government and each of the other local 
governments overlying it (by use of the factors 
previously described for county-area estimates), 
and estimating the city area's allocable share of 
such amounts, usually by reference t o  popula- 
tion data; and 
Adding the results of these operations. 

Similarly, we derived "actual" revenue amounts for 
each of the reported within-county cities by adding to 
the revenue of the city government itself the city-area's 
allocable share of the revenue raised by each of the 
overlying local governments and of the State govern- 
ment, by use of corresponding kinds of allocating 
factors. This provided a basis for calculating relative 
revenue effort for both State and local sources and for 
local sources alone, and also for indicating the relative 
revenue-raising role of the city itself and various other 
governments. 

In the absence of official Census population figures 
for most of these cities for any year later than 1960, an 
average of Rand-McNally population estimates for 1965 
and 1968 was used in each instance, both to  calculate 
the city's share of certain countywide amounts and 
finally to  arrive at summary per capita figures. 

As will be evident from this description, the 
amounts reported for individual within-county cities are 
subject t o  considerably greater possibility of estimating 
error than are the data presented for counties, metro- 
politan areas, and States. 



Chapter 6 

THE PROSPECT FOR BETTER 
A N D  RECURRENT MEASURES 

Until quite recently, the lack of necessary 
underlying data would have made it completely 
impracticable to develop the kinds of comparative 
measures presented in this report-especially for the 
metropolitan and county areas. To an important extent 
these measures draw upon economic data series of the 
Regional Accounts Division, Office of Business Eco- 
nomics, which have become available only within the 
past year or two. Moreover, only in recent years have 
statistics on local government finances been obtainable 
from the Bureau of the Census in a form to permit 
specialized computer processing, as needed in the prepa- 
ration of this report. 

Even at the State level, it would have been difficult 
if not impossible to prepare comparative measures of 
revenue capacity and effort until about a decade ago. 
The initial ACIR study on this subject was issued in 
1962, only three years after completion of the 1957 
Census of Governments, which supplied State-by-State 
figures on State-local finances for the first time since the 
1942 Census of Governments. 

The new economic series of the Regional Accounts 
Division are now being maintained on an annual basis. 
Also, the Bureau of the Census conducts surveys of State 
and local government finances which provide State-by- 
State data each year (including estimates based on 
extensive sample coverage of local governments). These 
and other Federal statistical developments afford a much 
better basis for the regular, recurrent measurement of 
fiscal capacity and effort. On the other hand, three 
major questions merit some further exploration. 

One issue relates to the matter of timeliness. These 
findings pertain to 1966-67, so that they are already 
some three years out of date. How serious is this, from 
the standpoint of their relevance to public policymak- 
ing-for example, in connection with Federal grant-in-aid 
arrangements, and in State fiscal planning? What are the 
prospects for more timely-perhaps annual-comparative 
measures of this kind? 

A second issue concerns the quality of the 
illustrative figures presented in this report. To what 

extent are they subject to limitations of coverage or 
reliability that might have been avoided if better or more 
timely sources of basic data had been available? Or, to 
put the matter more pointedly, what prospective or 
possible improvements in source data would seem most 
valuable in any future effort to develop similar 
measures? 

The thud question also relates to data sources. What 
would be involved in extending to additional areas, and 
especially to smaller ones, the kind of statistical effort 
undertaken here? This issue will be discussed in two 
parts: smaller counties; and sub-county areas and 
specific local governments. 

Developing UpTo-Date Recurrent Measures 

Part of the three-year time lag reflected in our 
statistical findings can be traced to the exploratory and 
one-time nature of this study. The time lag probably 
could be reduced by at least one-third if, instead, such 
data were being developed at regular five-year intervals 
and with adequate advance planning and preparation by 
an appropriate agency, such as the Governments Division 
of the Census Bureau. Such five-year timing for 
benchmark comparisons is suggested by the fact that 
some of the most important underlying sets of 
data-particularly those from the Census of Govern- 
ments and the Census of Business-become available 
only at five-year intervals. For that reason, it would not 
be possible to apply directly the estimating methods 
used in the present study any more often than this. 

But if comparative measures of relative capacity and 
effort were developed only each five years, they would 
at best reflect conditions existing from about two- to 
seven-years earlier, and such a time lag would seriously 
limit their relevance to current public policymaking and 
fiscal administration. This problem could be met by a 
two-phase undertaking, involving the development of 
measures quinquennially, along the lines of the present 
study, and then the updating of such measures by use of 
basic data available on an annual basis. Especially at the 



State level and for major metropolitan areas, such a 
suggested annual updating operation is already possible 
from ongoing Federal statistical series-in particular, the 
economic data developed by the Regional Accounts 
Division of the Office of Business Economics and the 
government finance statistics reported by the Govern- 
ments Division of the Census Bureau. 

TIus feasibility is illustrated in the concluding 
portion of this chapter, which presents summary 
State-by-State measures of tax capacity and effort for 
fiscal 1968-69. The figures were developed by using 
appropriate annual economic series to update the 
respective States' tax capacity estimates for 1966-67, 
and then using Census Bureau data on State-local tax 
revenue for fiscal 1968-69 to adjust the weighting for 
various revenue sources and calculate related effort 
measures. (By additional use of unpublished Census 
Bureau data it would have been technically possible-but 
would have required more time than was available-to 
broaden this updating effort to deal also with non-tax 
revenue sources, and thereby to present 1968-69 
comparisons of total revenue capacity and effort.) 
Because the kinds of statistics used to update the earlier 
capacity estimates are available annually not only for 
States but also for some metropolitan areas and 
counties, corresponding calculations could be made for 
such areas as well. 

How "good" would annually updated measures be? 
A specifically quantified answer could only be made 
after such statistical efforts had been carried out for 
several years, when capacity estimates thus first prepared 
on a trending basis could be directly compared with the 
results of the more detailed quinquennial effort, as 
performed when the next sets of underlying detailed 
source data had become available. Especially for entire 
States and metropolitan areas, such annually-trended 
data can be expected to be of acceptable accuracy. The 
economic makeup of such sizable areas tends to change 
only gradually, rather than drastically from year to year, 
so that the relative importance of various components of 
their governments' revenue capacity is unlikely to shift 
markedly within a limited number of years. For smaller 
areas, such as individual counties, the resulting data 
would probably be somewhat less reliable, but this is 
true of even the capacity estimates based on detailed 
data sources. 

Comprehensive updating calculations-i.e., covering 
nontax sources as well as taxes, and deriving effort 
measures as well as capacity estimates-could now be 
carried out from existing statistics not only for States 
but also for the 38 most populous metropolitan areas in 
the Nation and their 105 component county areas. 
These areas, with about 40 per cent of the Nation's 
population, account for a little more than half of all 

local government finances. At present, Census Bureau 
surveys of local government finances do not yield annual 
data specifically for other metropolitan areas and 
counties. IIowever, the Bureau's operations are being 
broadened to supply figures for an additional set of 
areas, beginning with data for fiscal 1969-70. The efforts 
are expectcti to more than double (to around 250) the 
number ol' annually-reported county areas. 

Thus, gwen periodic benchmark measures of relative 
fiscal capacity and eft'ort, it should be possible at modest 
cost to develop related year-by-year measures from 
existing and prospective basic data sources. Such an 
undertaking would yield relatively prompt comparative 
information not only for States but also for a 
considerable number of metropolitan areas and major 
counties that include a major fraction of the Nation's 
population and governmental finances. To develop 
annual measures for all of the approximately 700 county 
areas with a population of 50,000 or more, however, 
would require considerable enlargement of the coverage 
of annual Census surveys of local government finances. 

The Prospect For Better Measures 

Despite the care and effort invested in the present 
study, there can be little doubt that if this kind of task 
were handled on a regular recurrent basis by some 
appropriate Federal agency, a better set of comparative 
measures could be developed. Such an arrangement 
would permit more intensive consideration of difficult 
conceptual and estimating issues. It would also permit 
the utilization of certain types of data which at the time 
of this study were available only for a year so remote in 
the past as to be of little or no value. It could also take 
advantage of relevant additions and improvements in 
Federal statistical programs as these occur. 

It is not possible to anticipate all the gains in quality 
that might be achieved in future efforts. It is possible, 
however, to indicate some of the most serious data 
problems encountered in the present study, in relation 
to available and prospective statistical sources for 
nationally-comparable measures. Problems involved in 
the preparation of corresponding measures within any 
single State are not considered here. As pointed out in 
Chapter 8, some individual States may already have 
access to underlying duta for this purpose which are 
better or more directly relevant than the kinds of 
statistics available for local areas on a nationwide basis. 
States which are not in this position may be able to 
develop sn improved data base. 

Furthermore, these comments are concerned only 
with the rclatively short run, rather than with data needs 
that wodd require widespread changes in existing 
condit~onb. Perhaps the best example of this concerns 



the property tax. As indicated in Appendix D, much of 
the work on this revenue source has drawn upon the 
taxable values phase of the periodic Census of Govern- 
ments. The detail and quality of information developed 
in that undertaking could be vastly improved if local 
assessment and tax billing records were less primitive 
than they are in many areas. But that, in turn, would 
require widespread drastic change in existing assignments 
of responsibility for property tax administration. While 
progress in that direction is being made, it would not be 
realistic to expect that changes under way will soon 
permit any fundamental change in the kinds of data that 
can be assembled on a nationwide basis. Hence, refer- 
ences below to desirable broadeniiig and improvement of 
the Census Bureau's reporting of property tax data are in 
the context of what seems feasible under existing 
conditions. 

Most of the discussion in this and the following 
section has to do with data needs at the State, 
metropolitan area, or county level. A final section of this 
chapter deals more specifically with some of the data 
problems involved in developing measures of fiscal 
capacity and effort for within-county areas, such as 
municipalities. 

Problems with personal income data. As indicated in 
Chapter 5, it has been necessary in numerous instances 
to use indirect or proxy indicators to estimate the 
geographic allocation of potential yields from various 
types of taxes, rather than to draw specifically upon 
tax-base data. Either by specific testing or on a 
judgmental basis, the proxies so used are considered to 
be relatively sound for this purpose. In most instances 
they are believed to yield substantially the same results 
as would flow from actual tax-base data, if such were 
available. In the estimated geographic allocation of State 
government amounts of each particular revenue source, 
any local area is credited with the same proportion of 
the statewide total of both capacity (potential yield) and 
actual revenue, so that any "error" in the proportion 
used applies to both sides of the equation. Accordingly, 
for any State where the particular source is being used at 
the national average rate, the use of too high or too low 
a proportion would cancel out in the calculation of 
relative total revenue effort for each local area 
concerned; and even where the Statewide rate for a 
particular source differs from the national average, 
double use of the geographic allocator tends Lo limit the 
potentially damaging impact of "incorrect" proportions 
upon over-all revenue effort measures hi particular 
areas. 

Nevertheless, one major pic~t~lcm ci>~~!xrning the 
proxy measures used here deserves attention. Intra-State 
allocation of capacity (and for Statc sourccs, of actual 
revenue) for various tax sources that altogelhcr supplied 

about one-seventh of all the own-source revenue of State 
and local governments in 1966-67, was estimated from 
personal income data developed by the Regional 
Accounts Division of the Office of Business Economics. 
Most of the income amounts involved pertain to 
earnings, as recorded on a "where-earned" basis, rather 
than according to the place where the income recipients 
reside. For most SMSA's and individual counties the 
amount involved is undoubtedly very similar to that 
which would appear for income, similarly defined, on a 
"where received" basis. However, there would be a 
material difference in some instances, particularly at the 
county level, due to commuting. 

The decennial Census of Population assembles data 
on income (somewhat differently defined than in the 
national income and product accounts of the Office of 
Business Economics). The results are available for local 
areas on a where-received basis, but at the time of the 
present study the most recent available data of this 
nature were from the 1960 Census-sadly out of date. 
When findings from the 1970 Census are in hand, they 
will afford an alternative proxy measure which is likely 
to be better than the OBE "where earned" figures for at 
least some of the geographic allocations involved. 
Looking ahead, however, such 1970 Census data will 
also become less and less relevant as the period after the 
Census lengthens. This problem might be dealt with as 
part of a recurrent statistical effort, by joint use of the 
Census and OBE data. It would be far better if the 
Congress were to act favorably on pending proposals to 
authorize a mid-decade Census of Population, so that the 
interval between benchmark income data would be 
halved from ten to five years. Such action would also, of 
course, yield better population figures than those used 
here for the geographic allocation of actual and potential 
yield amounts of State nontax revenue, and for the 
calculation of per capita figures. 

The income data developed by the lnternal Revenue 
Service on the basis of individual income tax returns. 
differ conceptually from either the Census or OBE 
statistics. The broadest reported measure relates to 
"adjusted gross income" as defined for tax filing,' but 
figures are also reported for "taxable income". Thesc 
statistics are especially useful for estimating the revenue 
potential of State personal income taxes, both because 
the concept of income involved is similar to that applied 
in the tax laws of a considerable (and increasing) number 
of States, and because the IRS reports data in some 

' "Adjusted gross mcome" comprises total income from ail 
sources, not  specifically excluded from income taxation (docs 
not include tax cxempt interest, rental value of owner occupied 
home value, of home produced food, social security benefits, 
ctc.), but  after business cost deductions. 



detail by income classes. As indicated in Chapter 5, we 
took advantage of these factors in estimating the 
potential yield of personal income taxes in the States 
under a "representative7' version of this type of tax at 
progressive rates. 

For within-State estimates of State income tax 
capacity and actual yield, however, it was not possible to 
utilize Internal Revenue Service data. The IRS for some 
time has published figures for selected major metropol- 
itan areas. It has recently begun to issue data for 837 
"Zip Code areas," groups of postal delivery zones. Some 
of them conform directly or closely to the boundaries of 
particular large cities or city-counties, but this is not true 
in most instances. In designating Zip Code areas the Post 
Office Department is governed mainly by considerations 
of operating efficiency, not to serve statistical needs. 
Even if that were possible, however, one might question 
whether the Internal Revenue Service, with its many 
other pressing concerns, should be expected to enforce a 
high measure of consistency in taxpayers' practices in 
reporting the addresses from which they file returns. 
Significantly, in its 1966 report of Zip Code Area Data, 
the Internal Revenue Service pointed out: 

Taxpayers were supposed to indicate their 
home address on their returns. The vast 
majority did. However, some may have given 
their business address, the address of the 
assistor who prepared the return, a post office 
box in a town other than the one they lived in, 
or no address at all. Geographic classification 
had to be based on whatever address was shown 
on a return. If no address was given, the return 
was coded for the State in whose district office 
it was filed . . . as "unallocated" by Zip Code 
area.2 

With an increasingly mobile population that includes 
sizable numbers of college students, retired people, and 
two-home owners, tax returns are likely to offer a rather 
imprecise basis for income information on a "where- 
received" basis. While differences in filing practices may ' 

tend to cancel out substantially for States and sizable 
metropolitan areas, this seems far less likely for 
individual counties and even sizable cities. 

For several reasons, then, the direct use of IRS 
tax-returns data to estimate income for such local areas 
is subject to important limitations. However, there will 
be an opportunity to make more effective use of such 
data when findings on income (even though somewhat 
differently defined) become available from the 1970 
Census of Population. With such information in hand, it 
might be possible recurrently to forward-trend the 
Census results by reference to tax-returns data. The 
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reliability of the resulting estimates would be greatly 
enhanced if provision were made for a mid-decade 
Population Census. But even in that circumstance, the 
prospective linkage-type calculations would presumably 
have to be limited to metropolitan areas and the more 
populous counties and cities in view of the common lack 
of a direct fit between local government boundaries and 
Zip Code areas. As there are fewer than 40,000 such 
areas in the entire Nation, each of them on the average 
has a population of more than 5,000 persons; this is a 
rather large building-block to be used in trying to 
approximate, geographically, any but a limited minority 
of the individual counties and municipalities in the 
Nation. Furthermore, although county areas rarely 
change, municipalities do alter their boundaries by 
annexation, so that significant developments of this kind 
would have to be taken into account in any attempt to 
extrapolate periodic Census results from income tax 
returns. 

To sum up, the prospect for better estimates of 
income-related elements of local revenue capacity is 
good as far as the early future is concerned, for it will be 
possible to utilize findings from the 1970 Census of 
Population. For subsequent years also, linkage of the 
Census results with either or both OBE data and IRS 
data is likely to be helpful for relatively populous areas, 
although such trended estimates would probably deterio- 
rate in quality in the absence of a mid-decade Census of 
Population. For smaller counties, and for all but a 
limited number of very large cities, however, there seems 
far less prospect of reasonably close recurrent measures. 
For such areas the present lack of Census-type data at 
intervals of less than a decade is an especially serious 
problem. 

This may seem an unduly pessimistic conclusion to 
the reader who is aware that certain commercial 
organizations regularly publish estimates of income for 
numerous local areas. Perhaps the longest-established 
and best known of such operations is carried out by 
Sales Management magazine, which each year publishes 
data on "effective buying income" (approximating the 
national income accounts item, "disposable income") 
for all counties and all cities of 20,000-plus population. 
If estimates of this kind can be privately prepared, it 
may be asked, what should prevent either the use of 
those data for comparative measures of fiscal capacity, 
or the development of corresponding recurrent statistics 
by some appropriate Federal agency? 

The answer depends at least in part on whether the 
resulting comparative fiscal measures are intended solely 
for general background and informational purposes or 
whether they are to be specifically relied upon in the 
operation of ongoing intergovernmental grant programs. 
In the latter case, it would seem reasonable to expect 



reliance upon officially-developed rather than 
commercially-prepared data, since the latter often 
require less exacting and objective methods of 
estimation than generally apply to Federal statistical 
series. As pointed out in Appendix A, in developing 
estimates for certain major cities for the present study, 
certain Sales Managzment income figures and inter- 
censal population figures developed by Rand-McNally, 
Inc. were used. However, business firms which undertake 
such estimating operations can hardly be expected to 
apply the same "full disclosure7' principles concerning 
their statistical methods as are properly demanded of 
public statistical agencies. Moreover, their results are 
generally designed to serve market research purposes 
that can be adequately served with less explicit concern 
for local government jurisdictional boundaries than 
should be expected for fiscal measures entering into 
intergovernmental grant arrangements. The existence of 
some recurrent privately-prepared estimates of "income" 
for numerous local areas does not contradict the 
conclusions stated above concerning prospects on this 
score for the development of better official measures of 
relative local fiscal capacity. 

The "feed-back" problem. There is some degree of 
unrealism in using present geographic patterns of 
economic activity, which to some extent have been 
influenced by differences in the rates of particular State 
or local taxes, to estimate the prospective yield of 
various taxes as applied at nationally uniform rates. 

This problem shows up most clearly for such items 
as tobacco and liquor sales taxes, for which marked 
differences in tax rates have undoubtedly affected the 
volume of transactions in particular areas. Washington, 
D.C., as an especially small "State area" affords an 
extreme example: no doubt some of its relatively large 
" per capita apparent consumption" of liquor and 
cigarettes is a result of sales to non-District consumers, 
enhanced by the fact that the District had somewhat 
lighter taxes in 1966-67 than nearby jurisdictions. 

Also of potential consequence, if one accepts the 
common view of economists as to the influence of 
property taxation on underlying taxable values, is the 
effect of marked geographic differences in effective 
property tax rates upon the base for property taxation. 
According to generally accepted doctrine, an area with a 
relatively heavy property tax will have a smaller 
property tax base, in relation to other measures of its 
economic status, than an otherwise similar area with a 
low property tax rate. 

It seems likely that the existing geographic pattern 
of mining activity has been influenced to some extent by 
interstate differences in rates of severance taxes; if so, 
this piece of State-local revenue capacity would show a 

somewhat different distribution than that indicated here 
if a nationally uniform system of severance taxation had 
actually been in effect, as assumed in deriving estimates 
for the present study. 

It is impossible to gauge how much such 
"feed-back" processes have affected the revenue 
capacity estimates. Further exploration of this matter 
will merit high-priority attention if a Federal agency is 
given the task of measuring relative fiscal capacity and 
effort on an ongoing basis. 

Measuring property tax capacity. This is another 
problem area that would especially merit further 
research and testing. More accurate comparative results 
in the future are likely to depend partly on the scope 
and quality of the Census Bureau's assembly of data 
with regard to taxable property values in the periodic 
Census of Governments. Special attention should be 
directed to the business component of property tax 
capacity. As explained in Appendix D, a complex 
estimating procedure was devised to deal with this 
element of governmental revenue in the present study. 
Most of the data sources so utilized are still being refined 
and improved, to the benefit of future similar 
capacity -measuring efforts. But completely aside from 
that, the estimating procedure used here has involved 
certain presumptions which, due to limited time and 
resources, have not been tested. 

For example, while this procedure takes account of 
inter-industry differences in the relationship between 
earnings and taxable property values, it makes no 
allowance for the effects of differences in this 
relationship within particular-industry groups of business 
establishments. Further research on that subject might 
indicate either that such differences are unlikely to 
involve any marked geographic biases and therefore can 
reasonably be disregarded (as they have been in this 
study); or on the other hand, that such differences are so 
sizable that considerably better measures of business tax 
capacity might be obtained if ways could be found to 
take them into account-for example, by seeking more 
detailed type-of-business breakdowns in the source data 
employed, or by making allowances in the estimation 
procedure for such other factors as average size of 
establishment or rate of business growth. 

Efforts to refine and improve the estimation of 
property tax capacity will be even more significant with 
regard to local-area measures pertaining to local 
government than for statewide measures concerned with 
the revenue of States as well as local governments. As 
reflected in Appendix Tables G-10  and G-13, in most 
jurisdictions property taxes make up a major share of 
the total own-source revenue capacity of local 
governments, with business property taxes often rivalling 



or in some instances even exceeding in importance any 
other revenue component. 

Measures for Smaller Counties 

About four-fifths of all Americans reside in the 
counties and metropolitan areas for which these 
comparative fiscal measures were developed. It was 
found impracticable t o  present data for a minor fraction 
of the selected areas, but  those reported account for the 
bulk of the Nation's population and governmental 
finances. Nevertheless, there are about three times as 
many counties out-of-reach of this exploratory effort- 
those of less than 50,000 population, located outside of 
metropolitan areas-as there are within its scope. The 
prospect for developing corresponding kinds of compar- 
ative statistics for all or most of those other 2,400 
county areas depends on population data, non-property 
tax capacity, local non-tax revenue capacity, property 
tax capacity, and actual local government revenue data. 

Population data. In the present study, local-area 
population figures were used in two ways: to  estimate 
the geographic allocation within each State of both the 
actual and potential yield of the State Government's 
non-tax revenue sources; and to translate absolute 
amounts of revenue capacity and actual revenue for each 
reported local area to  a per capita basis. For these steps, 
1966 estimates of county and metropolitan area 
population developed by the Bureau of the Census were 
used. 

With completion of the 1970 Census of Population, 
a better basis will be available for calculations on a 
nationwide basis. As the 1970 Census findings become 
increasingly out  of date, however, the situation will 
deteriorate. The Census Bureau does not expect to  
repeat its all-county estimating operation. Instead, it has 
launched a new effort t o  encourage and aid annual State 
estimates of county population which the Bureau would 
republish in accordance with agreed standards and 
procedures. In addition, the Census Bureau expects t o  
maintain and gradually extend its own development of 
annual population estimates for major metropolitan 
areas and their component counties. This effort 
presently covers the I 0 0  largest SMSA's, comprising 288 
counties. Even if it ultimately covers all SMSA's, that 
would include only about 670  counties, only one-quar- 
ter of the Nation's counties. Hence, as the period 
following the 1970 Census grows, the prospect of  
reasonably "good" comparative fiscal measures for 
non-metropolitan counties will in part depend upon the 
pace of the emergent cooperative Census-State govern- 
ment system, and upon whether or not provision is made 
for a mid-decade Census of Population. 

Nonproperty tax capacity. As indicated in Chapter 
5, the statistical series used for this study t o  estimate the 
intra-State location of the base for various types of 
non-property taxes (and also the geographic origin of 
actual State government revenue from taxes) are 
generally comprehensive in their geographic coverage. 
For these revenue components, accordingly, our 
estimating methods could be applied nationwide, except 
that for counties of extremely small population there 
might be problems of disclosure for certain Census of 
Business data (not encountered here, in dealing with 
larger counties), and of gaps or possible erratic behavior 
in certain series from the Regional Accounts Division of 
the Office of  Business Economics. 

Local nontax revenue capacity. Current expenditure 
amounts for related purposes were used to estimate 
financing potentially available from charges and other 
nontax revenue sources of local governments. If this 
procedure were extended t o  populous counties and to 
the many smaller ones, the resulting estimates would 
increasingly be affected by the existence of local 
governments that geographically comprise all or parts of 
more than a single county area. The 1967 Census of 
Governments reported more than 7,000 such units-477 
municipalities, 4,361 school districts, and 2,327 special 
districts. In arriving at county-area aggregates of local 
government finances, the Census Bureau normally 
credits all the finances of any such unit to  its primary or 
"headquarters" county. However, in the 1967 Census of 
Governments, the Bureau prorated adjustments for 3 6  
local governments whose finances made up  a consider- 
able proportion of their county-area totals. In the present 
study, all intercounty local governments have been 
geographically assigned in their entirety t o  their 
headquarters counties. Hence, the data for headquarters 
counties involve at least a slight overstatement of both 
potential and actual nontax local government revenue. 

It was noted previously that the use of the same 
allocator to estimate the geographic placement of both 
capacity and actual revenue for any State government 
revenue component tended to limit the chance that a 
faulty measure would damage the resulting over-all 
measure of relative local revenue effort. A similar 
condition applies to  the effect of inter-county 
governments upon resulting countywide estimates of 
capacity and revenue. Where such a government is using 
a nontax revenue source at the national average rate its 
headquarters county is credited with exactly the same 
amount of "extra" capacity or actual revenue (i.e., the 
amount that with more precise geographic treatment 
would actually be credited to  some outlying county or 
counties). But where the government is using such a 
source at a rate greater or less than the average rate, the 
headquarters county is credited with differing "extra" 



amounts of revenue capacity and actual revenue, so that 
its resulting measure of relative total revenue effort is 
somewhat affected. 

Despite their considerable number (nearly one-tenth 
of all local governments), most inter-county units are 
relatively minor. The reported findings for metropolitan 
areas and sizable counties are not materially affected by 
the absence of any attempt to make a multi-county 
allocation of amounts for such units. However, figures 
similarly developed for smaller counties would be more 
widely and seriously subject to possible mis-estimation 
on this account. 

Property tax capacity. As indicated in Tables G-1 1 
to G-13, certain data are not available for about 
one-tenth of the 747 counties or county-type areas listed 
there. Most of the gaps have resulted from the lack of 
adequate information to  estimate the potential yield of 
local property taxation of non-business real estate. For 
this purpose, as explained in Chapter 5 and Appendix D, 
Census of Governments findings were used for assessed 
valuations of residential property, acreage and farms, 
and vacant lots, and the level of assessment for such 
kinds of property, as indicated by measurable sales. 
Census development of such data did not apply to the 
entire Nation, but covered 1,948 sample areas, including 
about 1,500 whole counties and nearly 500 townships 
and cities. About half the counties surveyed had a 1960 
population of less than 50,000. This might tempt the 
conclusion that findings for many of the smaller 
counties not included in the present study might have 
been used to derive estimates of property tax capacity. 

But, other limitations of the periodic Census of 
Governments coverage must also be taken into account. 
The 1967 Census ratio findings were based on a 
representative sample of arms-length sales that altogether 
reflected about a million properties sold within a 
six-month period. All this would indicate a national 
average of only about one "measurable sale" of realty 
each six months per 200 persons. On this basis, an area 
of 10,000 population might be expected to have about 
50 sales. At the 1-in-12 sampling rate used in the 1967 
Census, however, this would mean only a handful of 
sample items-far too few to reflect assessment levels 
specifically for various property classes. Yet nearly 30 
per cent of the counties in the Nation have a population 
of less than 10,000. 

Clearly, if methods used in the present study to 
estimate potential property tax yields for non-business 
property were to be extended to the smaller counties 
not treated here, the property-values phase of the Census 
of Governments would need to be materially expanded, 
both to deal with additional areas and to expand the 
sample representation of sales in relatively minor areas. 
Even considerable enlargement along these lines, 

however, would probably yield only marginal findings 
for some extremely small counties. Also, especially 
burdensome operations would be needed in the eight 
States where the Census Bureau must refer to property 
records at township and municipal offices rather than 
making use of countywide sources. 

In its advance planning for the 1972 Census of 
Governments, the Governments Division of the Bureau is 
targeting toward additional coverage for taxable values 
data-reportedly hoping to develop assessment ratio 
estimates for counties of 25,000 and over rather than 
stopping at 50,000 population. This would add nearly 
600 county areas and would thus about double the 
number of separately reported counties. It would still 
exclude 1,800 counties, whch, despite their number, 
have only about one-tenth of the Nation's population. 

The business portion of property tax capacity has 
been estimated for this study by reference to data on 
earnings originating in various types of business, as 
developed for individual counties and metropolitan areas 
by the Office of Business Economics. Those statistics are 
available annually for substantially all counties in the 
Nation, so that presumably they could be used for less 
populous counties. In moving down the size scale, 
however, the resulting estimates would probably be 
increasingly questionable because of the chance for more 
oddities and marked year-to-year variations in the 
underlying data for particular business classes in small 
counties. 

The problems of developing reasonably sound 
estimates of property tax capacity for counties less 
populous than those covered in the present study are 
extremely serious, in view of the predominant role of 
the property tax in local government financing and its 
large share in State-local totals. Faulty estimates for this 
component would severely damage the quality of any 
attempted over-all measures. 

A possible alternative to direct measurement of 
property tax capacity for relatively small counties, could 
involve the testing of multiple correlation methods for 
obtaining estimates of capacity by imputation from 
other types of data that are available for all counties. 
The property tax capacity figures developed for several 
hundred counties would lend themselves to such testing, 
but such efforts have not been feasible within the time 
constraints of the present study. 

Local government revenue data. The Census of 
Governments provides at quinquennial intervals county- 
wide aggregates of local government revenue, detailed by 
source. Thus, with the exception of inter-county local 
governments, it is feasible to obtain the actual revenue 
amounts, for years ending in "2" and "7", needed to 
extend measurement of relative effort to smaller 
counties. However, the situation is very different for 



inter-census years, when local finance statistics are 
gathered on only a sample basis. As already noted, the 
Census Bureau's annual sample coverage now yields 
county-area findings for only the 38 largest SMSA's and 
their 105 component counties. While survey coverage is 
being broadened to report about 250 county areas, 
much further expansion would be required to obtain 
inter-census revenue data for even the 747 counties 
examined in the present study, and even more to 
develop figures for smaller areas. 

The Governments Division of the Census Bureau 
conducts a quarterly survey of property tax collections 
which yields data regularly for more than 200 major 
county areas. This survey-redesigned and expanded- 
could supply such figures for additional counties at 
much less cost than would be needed for a 
corresponding geographic enlargement of the Census 
Bureau's annual surveys pertaining to all major aspects 
of local finances-revenue, expenditure, indebtedness, 
and fund holdings. 

Measures For Subcounty 
Areas And Jurisdictions 

From the very outset, it was one important 
objective of the present study to explore the feasibility 
of developing meaningful comparative measures of 
revenue capacity and effort for sub-county areas and 
individual governmental jurisdictions, as well as for 
entire States, metropolitan areas and county areas. As 
noted previously, there are well-nigh insuperable obsta- 
cles to developing such measures for wide application in 
a national context to individual local governments. 
However, it should be possible to develop and use 
comparative measures for individual local government 
units within a State, employing the kind of estimating 
methods used here but with adaptations to take account 
of the State's governmental structure and financial 
assignments. 

For sub-county areas the prognosis is nearly as 
dismal, at least insofar as widely-applied comparisons are 
concerned. The feasibility of measuring the relative 
revenue capacity and effort of such areas was initially 
tested on cities which had a population of 100,000 or 
more in 1960, and particularly on the 1 13 located 
within a geographically larger county area. (An 
additional 17 major cities are composite city-counties, 
and therefore appear in the presentation of county-area 
statistics.) Major gaps or limitations of available basic 
data made it impossible to develop comparative fiscal 
measures for 56 of these areas. For the remaining 57, it 
was necessary to take account of more than 500 local 
governments-an average of nearly 10 per city-and for 
every area to make estimated allocations to the city area 

(often on an arbitrary or conjectural basis) of financial 
amounts for various overlying units. The results of those 
efforts are summarized in Appendix A, with a 
description of the data sources and estimating methods 
employed. 

At the municipal level, most of the basic data 
problems mentioned for county areas are compounded 
many-fold; many of the statistical series available to deal 
with entire counties are lacking for smaller areas. There 
is the additional problem of estimating allocation for 
overlying local governments that serve some non-city 
territory as well as all or part of the city itself. This 
problem is complicated by the ongoing phenomenon of 
municipal annexation. During the 1950-60 decade, 
according to the 1960 Census of Population, all except 
five of the 57 cities covered in the test enlarged their 
territory; in 30 instances the added area included at least 
10 per cent of the city's 1960 population and in several 
instances this proportion was over 50 per cent. Many 
large cities are already hemmed in by other incorporated 
places, making it likely that significant changes as a 
result of annexation are even more common for less 
populous cities. 

Still greater difficulties would appear if, instead of 
targeting at municipal areas, an effort were made to 
develop comprehensive measures of revenue capacity 
and effort for various school district areas. Of the nearly 
22,000 school districts in the Nation, as reported by the 
1967 Census of Governments, only 3,142 were 
coterminous with a county, township, or municipality. 
Thus, even decennial population figures are unavailable 
for the remaining great majority of school districts. In 
addition, the problem of allocation for overlying govern- 
ments, as complicated by the possibility of boundary 
changes, would have to be faced for school districts as it 
would in the case of municipal areas. 

These findings reflect the great diversity in local 
government patterns across the Nation. Systematic 
geographical relationships among major kinds of 
units-counties, municipalities, townships, school dis- 
tricts, and special districts-tend to be the exception 
rather than the rule. 

In the light of such considerations, there seems little 
prospect-at least pending widespread significant changes 
in present local government arrangements-that the kind 
of effort applied here to 57 major city areas could be 
extended to yield meaningful comparative measures for 
more than some very small fraction of the Nation's 
thousands of municipally-governed areas or school dis- 
tricts. 

However, a postscript to this conclusion is 
emphatically in order. A relatively limited number of 
very large cities together account for a considerable 
portion of the Nation's population. Problems of 



providing and financing adequate governmental services 
are especially pressing in these major urban centers, and 
for many of them the issue of city-county or 
city-metropolitan area relations is of critical concern. In 
this light, a very strong case can be made for seeking to 
develop recurrent measures of relative capacity and 
effort for whichever of these "largest" cities may permit 
such analysis, despite the fact that corresponding 
information would not become available for some others 
or for smaller cities. By focusing upon a rather limited 
number of areas, the complex data problems might be 
held within bounds, and an extremely important body 
of information should result. Something like this 
suggested selective approach was reflected in the ACIR 

Report, Fiscal Balance in the American Federal 
S y ~ t e m , ~  which included comparative local finance data 
for the central cities of the 37 largest metropolitan areas, 
relative to the outlying portions of their respective 
SMSA's. 

Although there is little early prospect for the 
development of widely-applied comparative statistics for 
city areas (such as those illustrated in Appendix A), 
consideration should be given to the great potentional 
value of further selective efforts of this nature, targeted 
especially at very large cities. 

3~dvisory Commission on Intergovernmental Relations, 
October 1967, Washington, D.C. 



Chapter 7 

THE AVERAGE 
FINANCING SYSTEM AS A SPRINGBOARD 

The measures and methodology of the average- 
financing-system approach can serve as a springboard for 
further comparative analysis. Two such uses are 
"simplification" and "reweighting." 

Simplification responds to questions such as: Is the 
complexity and effort entailed in the average-financ- 
ing-system approach worthwhile? Do so many revenue 
components need to be treated separately? Might not 
adequate results be obtained by a much less detailed 
framework? 

What is "adequate" is a matter ofjudgment, related 
to the uses intended for the resulting data. A high 
standard would surely be desirable if the findings were 
to be built into a grant-in-aid formula. It would be little 
comfort to a government which was short-changed 
through imprecise measures in the formula to be told 
that such instances were unusual. In the age of the 
computer it is possible to apply complex calculating 
processes that were formerly impracticable or very 
costly-often at no greater expense than would be 
incurred for a seemingly simpler process. Conceivably, 
then, it might be argued that there should not be any 
particular concern for simpler approaches to the mea- 
surement of fiscal capacity. The aim should be to 
develop the best possible indicators permitted by avail- 
able data sources and technology. 

But the matter is too important to be thus 
dismissed. States seek measurement of this kind for their 
local governments. Civic and taxpayer groups, scholars at 
universities and colleges are concerned with comparative 
fiscal measures. Some, who might be reluctant to 
attempt research in this field, may be encouraged by 
simplified methods which prove to be a reasonable 
alternative to a detailed approach. On the other hand, 
they could also be helped by knowing that the complex 
method and a seemingly "reasonable" simpler method 
yield notably different results. 

Accordingly, a test comparison has been made of 
revenue capacity estimates obtained from the average- 
financing-system approach and from an alternative 
simpler method. 

A second set of comparisons, dealing with 
reweighting, responds to such questions as: Does not the 
average-financing-system approach tend to endorse and 
sanctify existing revenue arrangements, which are widely 
recognized as faulty? Is it really desirable and proper to 
weight various sources according to their present relative 
importance in the State-local revenue system, or should 
the weighting take account of changes that ought to be 
made in that system to make it more equitable and 
productive? Chapter 1 includes a discussion of these 
questions, and offers reasons for measuring revenue 
capacity primarily from the standpoint of State-local 
financing as it actually exists. A hypothetical model of 
an ideal or reformed revenue structure would have to be 
based on subjective preference rather than on objective 
practice. The resulting measures of relative capacity 
would differ, to some indeterminate degree, from 
measures directly related to existing revenue practices. 

Once measures, based on an average-financing- 
system, have been developed it is possible to explore 
alternatives from a more informed perspective. The 
present chapter describes the results of a modest effort 
to adjust the weights given to certain tax components to 
obtain alternative measures of total tax capacity. These 
hypothetical results can then be compared with the tax 
capacity estimates based on the average-financing-system 
approach. 

This undertaking shows specifically the extent to 
which the relative capacity of various States and local 
areas would be altered by the tax changes postulated. It 
also illustrates the flexibility of the detailed-component 
method of estimating revenue in obtaining comparative 
findings based on various kinds of assumptions, by 
adjusting the weights employed. (For example, if 
severance taxes were entirely dropped as a potential 
financing source, Louisiana, New Mexico, Oklahoma, 
Texas, and Wyoming would show up materially lower in 
relative revenue capacity than they do in Appendix 
Table G-1. If such taxes were given a heavier weighting, 
these States would move up in the standings.) 



For simplicity, the alternatives explored have been 
limited to tax weight adjustments. In each instance the 
comparison pertains to estimates of relative tax capacity, 
rather than-as would also be feasible-to estimates of 
relative total revenue capacity. Proportionate changes in 
aggregate revenue capacity would be somewhat less than 
those indicated for tax capacity alone. 

Simplification 

A simplified approach to the measurement of 
relative tax capacity would clearly have much to 
recommend it. It should involve less time and effort and 
source materials than a complex estimating procedure. It 
would be easier to explain and easier to understand. This 
would seem to increase the likelihood that the results 
would be used. These potential advantages depend on 
whether the findings from a simplified approach are 
likely to be "sound." 

Methodology. Under the average-financing-system 
approach, estimates of potential yield were developed 
separately for each of 23 types of taxes. Under the 
alternative simplified procedure, these were grouped into 
four broad classes. For each such grouped class, the 
geographic allocation of potential yield was based upon 
a statistical measure. The resulting framework, in 
relation to the more detailed average-financing-system 
approach, can be summarized as follows: 

Percent 
of tax 

revenue Types of taxes 

19.4 Local property taxes on non- 
farm residential property 
(same component under 
average-financing-system 
approach) 

21.2 All other property taxes 
(Four components under 
AFS approach - State prop- 
erty taxes plus local property 
taxes on business and farm 
property and vacant lots) 

34.3 Sales-related taxes (Nine 
components under AFS 
approach - all genera1 
and selective sales taxes) 

25.1 All other taxes (Nine 
components under AFS 
approach - classes not 
shown above) 

Measure 
used for 

geographic 
allocation of 

capacity 

Total 
personal 
income 

Total private 
(nongovern- 
mental) 
earnings 

Earnings 
originating 
in wholesale 
and retail 
trade 

Total 
personal 
income 

The selection of geographic allocators was influ- 
enced by a desire to use measures that are available 
annually for States, metropolitan areas, and individual 
counties. 

Potential-yield amounts for each of these four broad 
tax groupings were developed and summed to obtain an 
estimate of total tax capacity for each State and a 
sample set of individual counties. These figures were 
then compared with tax capacity estimates which had 
been obtained by the average-financing-system approach. 
The weight given to each summary class equals the sum 
of the weights given to its respective components under 
the detailed AFS procedure. Any difference between the 
two sets of estimates, then, must be attributable to 
geographic variations in the underlying makeup of these 
broad revenue components, or to the use of different 
allocating bases for the simpler estimating procedure, as 
compared with the more complex method. 

State-area findings. Little would be gained by 
reproducing the dollar amounts for each broad group or 
the dollar amounts of the total. What is being tested is 
the ability of this simplified measure to approach the 
results of the detailed average-financing-system. The 
percentage divergence of the simple estimate from the 
complex estimate is shown for individual states in Table 
20. 

Table 20.-DIVERGENCE OF T A X  CAPACITY 
ESTIMATES BASED ON A "SIMPLIFIED" APPROACH 

FROM THOSE CALCULATED I N  DETAIL O N  AN 
AVERAGE-FINANCINGSYSTEM BASIS, FOR STATES 

Underestimate o f  15% or  more (7 States): 

Per cent 

Wyoming . . . . . . . . . . . . .  -37.4 
Nevada . . . . . . . . . . . . .  -33.6 
Oklahoma . . . . . . . . . . . .  -21.1 
New Mexico . . . . . . . . . . . .  -20.8 
Louisiana . . . . . . . . . . . .  -18.1 

. . . . . . . . . . .  New Hampshire -18.1 
Montana . . . . . . . . . . . . .  -1 7.8 

Underest~mates o f  5 t o  14.9% (15 States): 

Arkansas . . 
Kansas . . 
Florida . . 
Mississippi . 
Arizona . . 
South Dakota 
Delaware . . 
Nebraska . 
Nor th  Dakota 
Texas . . .  
Idaho . . .  
Kentucky . 
Virginia . . 
West Virginia 
California . 

Per cent 

-14.8 
-1 3.8 
-13.5 
-12.0 
-1 1.1 
-10.9 
-10.6 
-10.1 
- 9.8 
- 9.4 
- 8.4 
- 8.1 
- 7.2 
- 7.0 
- 5.0 



Table 20 (Continued) 
Less than 5% divergence (20 States): - 

Alabama . . 
Colorado . . 
Iowa . . .  
Utah . . .  
Vermont . 
Hawaii . . 
North Carolina 
Maine.  . .  
Washington . 
Oregon . . 
Maryland . . 
Connecticut . 
Tennessee . 
South Carolina 
Alaska . . 
Indiana . . 
Ohio . . .  
Georgia . . 
Michigan . . 
New Jersey . 

Per cent 

- 4.8 
- 4.7 
- 4.0 
- 3.3 
- 2.8 
- 2.5 
- 2.4 
- 2.2 
- 2.2 
- 1.4 
- 0.9 
- 0.8 
+ 0.1 
+ 0.7 
+ 2.1 
+ 2.4 
+ 2.7 
+ 3.5 
+ 3.6 
+ 3.9 

Overestimates of 5% or more (9 States): 

Per cent 

Missouri . . . . . . . . . . . . .  
Wisconsin . . . . . . . . . . . .  
Minnesota . . . . . . . . . . . .  
Rhode Island . . . . . . . . . . .  
Pennsylvania . . . . . . . . . . . .  
Illinois . . . . . . . . . . . . .  
Massachusetts . . . . . . . . . . .  
New York . . . . . . . . . . . .  
District of Columbia . . . . . . . . .  

There is considerable divergence between the two 
sets of estimates. The spread is greater than 15 per cent 
in eight of the 5 1 areas and greater than five per cent in 
31 of them. The coefficient of variation or average 
difference between the two figures, for individual States 
is . I  145, or 1 1 per cent. The findings reflect a standard 
deviation of .109. 

For a larger number of States, the simplified 
method under-estimates capacity in comparison with the 
detailed average financing method. The heavy "losers" 
are the States that have unusually large amounts of 
capacity in such unevenly-bestowed resources as 
minerals or amusement taxes. Six of the seven biggest 
cases of understatement are clearly in this situation. This 
finding reflects a major advantage of the average 
financing system: it highlights which areas are unusual 
and why they are unusual. To bury (and thereby erase) 
the severance tax capacity of Wyoming and Louisiana 
under a broad proxy measure is to miss a sizeable 
element in America's State-local revenue structure. 
Measuring capacity by detailed components does not 
merely add delicate refinements; it changes the basic 
picture. 

The next biggest group that lose capacity by 
switching to a simple approach are the "farm states." 
Because farmers traditionally show up as relatively low 
in income, and because an earnings measure was used as 
a simple proxy for farm property values (along with 
business property values), it is understandable that the 
capacity of agricultural States would not show up as well 
in the simple measure as in the detailed measure that 
used actual market values of farm property to measure 
capacity. 

In general, the States with relatively high income 
and few unusual capacity components show up as 
"richer" with the simple measuring rod. As Table 20 
indicates, both the number of States and the extent of 
divergence are relatively small in which the simple 
method overestimates tax capacity. However, this group 
includes a majority of the Nation's most populous and 
urbanized States, for which the indicated differences 
could involve sizable dollar amounts of any Federal 
grant-in-aid arrangement. 

Local-area findings. To make a similar comparison 
at the local level of tax capacity as estimated from 
detailed type-of-tax components and on a simplified 
basis, a 1-in-13 random sample was selected from among 
the 747 county areas listed in Appendix Tables G-1 1 to 
G-13. This supplied a sample panel of 51 counties, 
exclusive of a few areas for which needed basic data 
were unavailable, as indicated in those tables. The kinds 
of calculations that had been applied to entire States, 
were carried out for each area. 

Even greater divergence between the two sets of 
estimates appears at the individual-county level than at 
the State level. In the average instance, the "simplified" 
approach yields a county-area capacity figure differing 
by 18 per cent from the estimate developed from 
detailed tax components. The average difference for 
States was 11 per cent. For about one-fourth of all the 
sample counties, the divergence was at least 20 per cent, 
and for about one-third it was between 10 and 20 per 
cent. For only nine of the 51 counties were the two 
figures within five per cent of one another. 

When these 51 areas are subclassified by type, as 
shown in Table 2 1, we find clear patterns of divergence. 
The "simplified" measure generally runs below the more 
sophisticated capacity estimate among (1) counties that 
comprise entire metropolitan areas, (2) those that make 
up an outlying part of a multi-county SMSA, and (3) 
sizable non-metropolitan counties. 

The contrast between the central and outlying 
portions of multi-county SMSA's is especially obvious. 
At least one reason for this can be suggested. To 
estimate capacity for residential property taxes, personal 
income (on a where-earned basis) was used. The residen- 



Table 21. DIVERGENCE OF COUNTYWIDE TAX CAPACITY ESTIMATES 
BASED ON A "SIMPLIFIED" APPROACH FROM THOSE CALCULATEDIN 

DETAIL ON AN AVERAGE-FINANCING SYSTEM BASIS, BY TYPE OF COUNTY: 
1966-67 

Counties in multi-county SMSA's 
Divergence of "simplified" Entire- Non-SMSA 

estimate from detailed- Al l  SMSA Non- counties of 
component estimate counties counties Central central 50.000-plus 

- 

Number of sample counties . . . . 51 7 14 13 17 
Per cent of sample counties: 

Total . . . . . . . . . 1 00 1 00 100 100 1 00 
Plus 20 per cent or more . . . . . 10 - 36 - - 
Plus 10 to 19.9 per cent . . . . . 6 - 7 - 12 
Plus 5 to 9.9 per cent . . . . . . 10 - 21 8 6 
Less than 5per cent . . . . . . 18 29 14 - 29 
Minus 5 to 9.9 per cent . . . . . 16 29 14 8 18 
MinuslOtol9.9percent . . . . . 27 29 7 38 35 
Minus 20 per cent or more . . . . . 14 14 - 46 - 

tial property tax is a major component of the all-tax 
total. Because in most large SMSA's there is more 
in-commuting than out-commuting to the central 
county, the use of income on a whereearned basis 
results in crediting the central county with greater 
capacity (and neigkhoring counties with less) than is 
obtained from direct measurement of residential prop- 
erty tax capacity through the more sophisticated esti- 
mating approach. 

The unsatisfactory nature of the simplified method 
is even more obvious when one compares the results for 
some well-known areas that happen to fall within the 
test sample group: 

Per capita revenue capacity 

Central Detailed Simpli- 
SMSA compo- fied 

city nent method Per cent 
County included estimate estimate difference 

Cook, Ill. Chicago $483 $594 +23 
Baltimore City Baltimore 435 556 +28 
Hennepin, Minn. Minneapolis 517 63 1 +22 
Clark, Nev. Las Vegas 641 386 -40 
Essex, N. J. Newark 475 564 +19 
New York City New York 520 689 +32 
Schenectady, N.Y. Schenectady 367 489 +33 
Bucks, Penna. xxx 353 273 -23 

It thus seems even more evident at the local-area level 
than at the State level that the kind of simplified 
approach tested does not afford a satisfactory substitute 
for more complex estimating methods. Perhaps a better 
fit might be obtained with some alternative "few-factor" 
procedure, but in view of the data problems reviewed in 
Chapter 6, the prospect does not appear promising. 

Reweighting 

More than 20 tax sources were dealt with in the 
average financing system, providing ample possibilities 
for changing weights. The separate estimation of 
capacity for each tax presents an opportunity for fine 
tuning. Whether the question is what should be or what 
shall be, the tax components in the average financing 
system provide a solid framework of what is. 

In the present section, three simple reweightings 
have been performed to serve as an illustration of the 
possibilities. In this example, all the changes begin and 
end on the capacity side of the fiscal picture. The 
question posed is not: How much more money could 
have been raised in 1967 if all the State governments had 
used income taxes, or sales taxes or some other revenue 
source, x times as intensively as the national average? 
Rather, the question is structured: Suppose that the 
relative role of corporate income taxes and tobacco 
taxes had been reversed in 1967, so that the weights 
given to these components of the State-local revenue 
structure were accordingly different; how would that 
have changed the total capacity of each State? 

The reweighting calculations postulate that State 
and local governments had obtained three times as much 
revenue in 1966-67 as they actually did from individual 
income taxes and death and gift taxes, and that their 
collections from certain other taxes were correspond- 
ingly less. In other words, tax capacity was recalculated 
with a triple weighting given to the income and death 
tax components, and the weighting for other sources was 
cut back enough to keep the resulting nationwide total 
of tax capacity equal to total tax revenue. Tax capacity 
of a State or local area would change depending on the 
relative role of various tax bases in its capacity profile. 
The net change in tax capacity is under examination. 



State-area findings. Tables 22 and 23 present the 
results of the three reweightings of tax capacity 
calculated for individual States with the offsetting 
reduction in tax capacity credited respectively to all 
property taxes; local residential property taxes; and all 
State and local tax sources other than individual income 
and death taxes. 

These hypothetical shifts in the State-local tax 
structure were chosen partly because the State-local 
revenue structure has been trending in this direction. 
Individual income taxes rose from 9 to 12 per cent, and 
property taxes dropped from 43 to 40 per cent of the 
total tax yield during the past three years. And it is 
widely argued that the shift should go further, on 
various grounds: Income and death taxes are generally 
progressive, whereas the property tax is regressive; in a 
non-agricultural society, income and death taxes 
measure ability to pay better than property taxes; 
residential property taxes are said to be an unconscio- 
nable excise tax on the purchase of shelter. The point is 
not whether the argumentation is convincing or not; that 
would be a crucial point if the study presented a model 
revenue system instead of existing conditions. The point 
is to illustrate how the data developed with the 
average-financing-system approach can be used to 
measure relative revenue capacity under various 
hypothetical or prospective conditions, as well as under 
those that now exist. 

A number of observations can be drawn from these 
tables. 

The percentage changes are generally rather minor. 
Individual income and death taxes contributed a small 
part (9.3 per cent) of all State-local tax revenue in 
1966-67. Thus, while triple-weighting for these sources 
may sound "drastic," it involves an adjustment in the 
geographic allocation of capacity for only 19 per cent of 
the nationwide all-taxes total. And, of course, for each 
State the threefold multiplication of estimated potential 
yield for these particular sources is offset by an assumed 
reduction in the potential yield from other kinds of 
taxes-i.e., cut-backs in capacity estimated alternatively 
for all property taxes (by 46  per cent), for local 
residential property taxes only (by 97 per cent), or for 
all State-local taxes other than individual income and 
death taxes (by 2 1 per cent). 

Under the first and third alternative reweightings, 
there are about twice as many losers as gainers. In each 
of these instances, a few very populous States account 
for most of the net dollar gain in estimated tax capacity, 
with offsetting reductions spread out over many smaller 
States. However, under the second reweighting (with 
capacity reduction assumed only for local property taxes 
on nonfarm residential property), the States are about 

evenly divided as to gain or loss. Furthermore, that 
switch would involve considerably less change in the 
standings of individual States than either of the other 
reweightings tested. This indicates a generally close 
correlation, among the various States, between personal 
income and the value of nonfarm residential property. 

When "all property taxes" are taken as the 
offsetting capacity element, much more divergence 
appears. States with high income levels tend to be 
gainers. However, th.: converse is not true. It is not the 
lowest income States that show up as especially heavy 
losers. Rather, it is the group of States that have a 
relatively high proportion of their total capacity 
accounted for by the farm property tax base. Of the ten 
highest-percentage losers under this reweighting, seven 
are among the ten States in whose capacity picture farm 
taxation looms largest. 

The greatest divergence is found for the third 
alternative reweighting, where the offset to the triple 
weighting for income and death taxes is spread among all 
other tax sources. This, of course, is not surprising, for 
with this approach the adjusted capacity estimates 
reflect a dampening down of unusual tax-base 
characteristics fully reflected in the average-financing- 
system approach, which are often not closely related to 
State income levels. 

Local-area findings. Reweighted tax capacity esti- 
mates were also developed for the subsample of 51 
county areas. In this instance only two alternatives were 
considered, with the reduction to offset the tripling of 
income and death tax capacity applied respectively to 
property taxes as a whole (but not separately for 
residential property taxes) and to all taxes other than 
individual income and death taxes. The results are 
summarized in Table 24. 

Again, in this instance, the indicated shifts in tax 
capacity appear rather modest, although as might be 
expected they tend to run higher and reach wider 
extremes among counties than among entire States. 
When the offsetting capacity reduction applies to 
property taxes, the areas divide about evenly in gain or 
loss with reweighting. However, when the offset applies 
to all taxes other than income and death taxes, the 
losing areas outnumber the gainers by 2-to-1. 

The shifts differ strikingly in different kinds of 
areas. With both of the reweightings tested, gains in 
estimated tax capacity show up especially for the central 
counties of multi-county SMSA's, and losses for most of 
the outlying counties of metropolitan areas. This is to be 
expected, in view of the additional weight given in the 
adjusted capacity estimates to personal income, as 
available from the Office of Business Economics on a 
where-earned basis. For other kinds of county areas 



Tabb 22. PER CENT CHANGE tN TAX CAPACITY WETH TRIPLE WEIGHTING 
FOR INDIVIDUAL INCOME AND DEATH AND GIFT TAX CAPACITY AND OFFSETTING REDUCTION 

OF WEIGHTS FOR SPECIFIED OTHER TAXES, FOR STATES: 1966-67 

Reduction of capacity 
weighting applied to- 

Local Al l  taxes 
Al l  rwsidential o t h a  than 

pIoperty ProPertY inconw and 

State taxes taxes death taxes 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Delaware 
Dist. of Col. 
Florida 

Georgia 
Hawaii 
Idaho 
Illinois 
Indiana 

Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 

Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 

presented in Table 24, greater diversity appears in the 
effects of reweighting upon tax capacity. Especially with 
the second alternative, however, most of the counties 
other than those at the center of major metropolitan 
areas show less capacity than is calculated for them 
under the average-financing-system approach. 

Implications of the test findings. The comparisons 
described above are purely illustrative, and do not begin 
to exhaust possible departures from the average- 
financjng-system approach to the measurement of fiscal 
capacity. Reweightings need not necessarily apply to 
only particular-tax classes, but could be carried out for 
groupings of sources. Thus it would be possible to 
calculate an alternative set of capacity data by changing 
the relative weights for "personal taxes" and "business 
taxes," as summarized in Table (3-6, or for other 
combined sets of detailed tax classes. 

The development of such "adjusted" capacity 
measures need not merely be an academic exercise. The 

Reduction of capacity 
weighting applied to- 

Local A l l  taxes 
Al l  residential other than 

property property income and 
State taxes taxes death taxes 

Missouri -0.6 1.2 -1.2 
Montana -6.8 1.7 -6.8 
Nebraska -5.2 -1 .O 4.1 
Nevada -3.6 -3.6 -5.7 
New Hampshire -1.3 4 .O -2.0 

New Jersey 3.7 1.7 4.0 
New Mexico 4 . 2  - -6.9 
New York 3.2 1 .O 5.1 
North Carolina -3.4 -3.1 -4.7 
North Dakota -7.2 2.8 -8.2 

Ohio 0.8 0.8 1.1 
Oklahoma -6.3 -3.3 -6.6 
Oregon -2.7 -3.1 -2.9 
Pennsylvania 2.6 3.5 2.3 
Rhode Island 5.9 4.0 4.6 

South Carolina 0.7 4.1 -3.8 
South Dakota -8.5 0.7 -8.2 
Tennessee -1.5 -1 .O -3.0 
Texas -1.1 4.2 -3.2 
Utah -5.0 -3.9 -5.4 

Vermont 0.3 1.5 -3.0 
Virginia -0.6 -3.5 -0.7 
Washington -1.7 -3.4 -0.4 
West Virginia -2.7 - -3.5 
Wisconsin -0.4 -0.4 -0.5 
Wyoming -7.6 -1.1 -8.7 

Table 23.-DISTRIBUTION OF STATES ACCORDING TO 
PERCENT CHANGE I N  ESTIMATED TAX CAPACITY WITH 

TRIPLE WEIGHTING FOR INDIVIDUAL INCOME AND 
DEATH TAX CAPACITY AND OFFSETTING REDUCTION 
OF WEIGHTS FOR SPEClFlED OTHER TAXES: 1966-67 

With reduction of capacity 
weighting applied to- 

Divergence of reweighted 
capacity estimate from Local All taxes other 

average-financing-system All residential than individual 
estimate of tax capacity property property income and 

taxes taxes death taxes 

Plus 6 to 7.9 percent . 1 - 2 
Plus 4 to 5.9 percent . 3 4 4 
Plus 2 to 3.9 percent . 6 9 5 
Less than 2 percent . . 17 21 10 
Minus 2 to 3.9 percent . 10 1 1  12 
Minus 4 to 5.9 percent . 7 5 8 
Minus 6 to 7.9 percent . 6 - 5 
Minus 8 to 8.9 percent . 1 - 5 

Average percent 
divergence . . . . 3.3 2.6 4.0 



results could lend themselves to policy-making and fiscal prospective or desired patterns of financing, rather than 
administration needs of States and the Federal (as under the average-financing-system approach) re- 
Government. For example, specifically-planned re- flecting directly the relative importance of various 
weightings might be used to obtain comparative data on revenue sources at some recent period. Such possibilities 
relative revenue capacity and effort that reflect are more fully discussed in Chapters 4 and 8. 

Table 24.-PERCENT CHANGE I N  TAX CAPACITY WITH TRIPLE WEIGHTING FOR INDIVIDUAL INCOME AND 
DEATH A N D  GIFT  TAX CAPACITY AND OFFSETTING REDUCTION OF WEIGHTS FOR SPECIFIED OTHER 

TAXES, FOR SAMPLE COUNTY AREAS, BY TYPE: 1966-67 

Change in estimated Counties in multicounty SMSA's 

tax capacity Non-SMSA counties of 
All counties1 Entire-SMSA counties Central Non-central 50,000-plus 

With reduction of capacity 
weighting applied to propel 
taxes-percent of counties: 

Total . . . . . 
Plus 10 percent or more . 
Plus 5 to 9.9 percent . . 
Plus 2 to 4.9 percent . . 
Less than 2 percent . . . 
Minus 2 to 4.9 percent . . 
Minus 5 to 9.9 Dercent . . 

With reduction of capacity 
weighting applied to all taxes 
other than income and death 
and gift taxes- 
percent of counties: 

To ta l .  . . . . . 
Plus 10 percent or more . . 
Plus 5 to 9.9 percent . . . 
Plus 2 to 4.9 percent . . . 
Less than 2 percent . . . . 
Minus 2 to4.9 percent . . . 
Minus 5 to 9.9 percent . . . 

'AS to number and selection of sample counties, see Table 21 and related text discussion. 



Chapter 8 

POTENTIAL STATE GOVERNMENT USES 

Measurements of fiscal capacity and effort are 
intended for practical use in comparisons across State 
lines as well as for measuring local capacity and effort 
within State borders. 

The capacity and effort measures in the first seven 
tables of Appendix G attempt to provide a broader 
framework for State officials to evaluate fiscal 
conditions within their States. 

The capacity measures provide some illustrations. 
To know, in a general way, that Arkansas is a "poor" 
State is not particularly helpful to a decision maker in 
that State. To know, however, (from Appendix Table 
G-2) that the relative capacity of Arkansas is much 
stronger in the field of sales taxation than in the field of 
income taxation is likely to be more helpful. The fiscal 
measures help in ascertaining how the various types of 
revenue capacity are distributed within a State. A 
national perspective for examining this percentage 
distribution is an advantage; a framework for compari- 
sons with neighboring States is an even bigger advantage. 
(In this connection, it would be of value for legislators 
to know whether or not they are making good use of 
their relatively strong points.) But for many purposes, 
the detailed revenue-capacity view of the home State 
might have the most meaning. 

For example, if Nebraska and New Jersey were to 
determine that they derive a larger-than-average per- 
centage of revenues from property taxation, they may 
weigh the pros and cons of being "out of line" and may 
consider alternative sources. They would be aided by 
comparing the relative effort of their own local areas on 
specific revenue sources with the national average. These 
comparisons could also be made with local areas of like 
size around the country, or with those in similar 
circumstances, or with competing areas-especially in 
continguous States. North Dakota might wish to 
continue the practice of heavier-than-average local 
financial responsibility, but have doubts about the 
implications on property taxes on housing. It can 
compare its relative reliance on this part of the property 
base with that in local areas elsewhere, especially in 
some of the neighboring farm States. In more general 
terms, a State may be much impressed by the argument 

(heard with increasing frequency) that greater assump- 
tion of functional and financial responsibility by State 
governments will lessen the need to use property 
taxation so intensively. In this context, a view of the 
State government capacity figures will offer a quanti- 
tative basis for studying alternatives. 

The State that finds it is disproportionately strong 
in State government revenue sources-as compared with 
local government sources-may consider shifting a 
larger-than-average share of financial responsibility to 
the State level. Some State government policy-makers 
may suggest that the State assume a larger role in raising 
the non-Federal share of grants-in-aid in a world that 
sees economic centralization and economic interde- 
pendence increase day by day. How might the State take 
on relatively more fiscal responsibility? The detailed 
measures in Appendix G facilitate hypothetical re- 
assignments of weights to different revenue sources to 
aid in answering that question. An illustration of this for 
all the States rather than a single State, appeared in 
Chapter 7. 

Business taxes and personal taxes. In Appendix 
Table G-6, certain taxes were grouped under the 
headings of "Business Taxes" and "Personal Taxes." 
Although three-quarters of all business taxes are 
collected by local governments as property taxes, any 
significant policy decisions about these groupings are 
likely to be made at the State level. 

One reason for grouping taxes under these headings 
is the industrial development issue. State and local 
governments manifest broad concern about attracting or 
driving out business firms by their tax practices. Another 
reason for the division is "tax burden." It is generally 
thought that the burden of taxes on business is more 
likely to be shifted beyond State or local borders than is 
the burden of personal taxes. A corporate income tax or 
a local property tax on a corporation's factory is a good 
example. Economists estimate that part of the tax may 
be paid by shareholders (lower profits), part paid by 
employees (lower wages and fewer jobs), and part paid 
by consumers (higher prices). Thus, Chevrolet purchasers 
in Des Moines may well be contributing to the cost of a 



local school in St. Louis (where the Chevrolet assembly 
plant is located and where it pays property taxes). 

The industrial development consideration argues for 
a policy of low business taxes in order to attract 
industry, while the tax burden consideration suggests 
high business taxes in order to shift the final payment of 
taxes to other parts of the country. Depending on which 
consideration is found more convincing, a State may 
decide to increase business taxes or decrease them. The 
information in Appendix Table G-6 (and in the other 
State tables) can assist the decision. First, it shows the 
State's present capacity and effort as compared with 
other areas. Second, it indicates the quantitative effect 
of changes in policy. 

Suppose that officials in Alabama and California 
independently concluded that it would be appropriate to 
utilize business taxes 20 per cent more intensively than 
the national average. For Alabama, (where business tax 
effort is 53 per cent of the U.S. average), this would 
mean more than doubling its business tax revenues, Or, 
put another way, it would mean that its personal taxes 
in 1966-7 could have been reduced 23 per cent without 
any loss of total revenue. In California, the same policy 
decision would lead to very different results. Since 
business tax effort in California is well above the 
national average, a decision to tax business 20 per cent 
more than the national average would entail a 7.2 per 
cent increase in personal taxes to keep total revenues 
unchanged, or else a 3.5 per cent drop in revenues. 

Suppose that the National Governors7 Conference 
and the national organizations of State legislators agreed 
that existing State and local taxes on business should be 
reduced. This agreement might be based on awareness 
that competition among States and localities to attract 
business through tax policy is self-defeating, on the 
arbitrary (and often unknown) manner in which the 
final burden of business taxes is shifted, on the 
impossibility of determining a particular State's 
"proper" share of a national corporation's total tax 
payment, on the serious problems associated with local 
assessment of large business properties. The information 
in Appendix Tables G-1 through G-6 would permit the 
Governors and the legislators to measure the effects of 
such a policy on each State. This information would be 
essential to making policy implementation both 
equitable and palatable. This illustration highlights the 
fact that State officials may find fiscal measures useful 
not only for making policy decisions within their own 
States, but also for seeing areas of common interest 
among the States. 

The relative effort measures can be equally 
informative. They tell a State how its practice compares 
with practices in other States, where it is "out of line" in 

its use of its fiscal resources, and where it might look for 
additional revenue. 

Search for new State tax revenues. A first step in 
the search for new State revenues could be the 
comparison of State use of tax sources with the national 
average. "Underutilized" sources would seem to be a 
reasonable place to start the search for money, for they 
could produce funds without pushing the State out of 
line with other States. More helpful would be estimates 
of which tax sources would bring in the greatest 
amount of revenue if used at the level that is average 
around the country. The information would be 
especially useful if assembled in a form indicating how 
much additional revenue would be gained. 

This section presents State-by-State figures that bear 
directly upon these questions. Because they reflect 
conditions as of 1966-67, the data have become 
somewhat outdated as a result of subsequent changes in 
tax legislation. Nevertheless, they should illustrate one 
way that detailed comparative measures of tax capacity 
and relative tax effort can be drawn upon by States for 
policy-making purposes. 

For each State, Table 25 shows: (1) The percentage 
increase in total tax revenue that would have occurred if 
use of all "underutilized" tax sources had been brought 
up to the national average level (without reducing rates 
for the other sources already being used at or above the 
national-average-rate); (2) the number of separate 
"underutilized" sources; (3) which of the major tax 
classes show up as part of the ''underutilized" group; 
and (4) the two types of taxes that would yield the most 
additional revenue with average-rate use. 

The examination of below-average effort ratios is 
not meant to indicate the total amount of what is 
sometimes called "unused tax capacity." Such a term 
would presumably mean the net amount of additional 
revenue that a State could raise if it utilized all of its 
potential tax resources at the national average. That is 
not what is being examined here. If that were the 
meaning, a State like Iowa, for example, would 
obviously have no unused capacity, for its overall tax 
effort index is 104, as reported in Appendix Table G-4. 
The same would be true for the other 20 States with a 
tax effort index of 100 or more. Only those sources in 
which the effort ratio is below 100 are examined here. 
Tax sources with effort ratios above the national average 
are disregarded. (This is certainly not to imply that State 
policy makers can disregard above-average effort ratios 
in their decisions.) Thus, there is no netting of pluses 
and minuses. The process is a summation of the minuses. 

For the same reason, the information provided in 
this section does not attempt to indicate which State is 
"trying harder." Overall tax effort measures provide that 



Table 25.-REVENUE POTENTIAL FROM "UNDERUTILIZED" TAX CLASSES, FOR STATES, 1066-7 

Major tax classes involved 
Percent 
addition Number Nonfarm 

of tax resi- Individual 
classes dential Business Farm General income & Motor Motor Corporate 

involved' property property property sales earnings vehicles fuel income 

State to 
actual 
revenue 

Alabama . . . . .  38 
Alaska . . . . .  32 
Arizona . . . . .  1 1  

. . . . .  Arkansas 33 
California . . .  10 

Colorado. . . . .  10 15 x x 
Connecticut . . . .  22 10 x xx 
Delaware. . . . .  51 13 x xx x xx 
District of Columbia . 26 8 xx x x 
Florida . . . . .  28 11 xx x x xx 

Georgia . . . . .  23 1 1  xx xx x 
Hawaii . . . . .  21 13 xx x x x 
I d a h o . .  . . . .  17 12 xx x x 
Illinois . . . . .  30 10 xx xx  
Indiana . . . . .  18 1 1  

I o w a . .  . . . .  13 9 xx 
Kansas . . . . .  19 13 xx 
Kentucky . . . .  36 10 xx xx x 
Louisiana . . . .  32 10 xx xx  x 
M a i n e . .  . . . .  17 8 

Maryland . . . .  10 10 
. . .  Massachusetts 14 8 

Michigan . . . . .  21 1 1  x 
Minnesota . . . .  20 8 
Mississippi . . . .  25 1 1  xx 

Missouri . . . . .  24 16 x xx  x x 
Montana . . . . .  31 9 x xx xx x 
Nebraska . . . . .  49 13 x x xx xx x 
Nevada . . . . .  50 16 x x x x xx x 
New Hampshire . . .  47 1 1  xx xxx  x 

New Jersey . . . .  28 13 x xx xx x 
New Mexico . . . .  31 12 xx xx x x x 
New York . . . .  6 8 
North Carolina . . .  29 12 xx xx x x x 
North Dakota . . .  14 1 1  xx xx 

Ohio . . . . . .  32 13 x xx xx x 
Oklahoma . . .  33 14 xx x x xx x x 
Oregon . . . . .  25 I 1  x xx 
Pennsylvania . . . .  27 10 xx xx x 
Rhodelsland . . .  17 9 xx 

South Carolina . . .  24 12 xx xx x x 
South Dakota . . .  14 1 1  x xx x x xx 
Tennessee . . . .  26 13 x xx  x xx x 
Texas . . . . . .  40 16 x x x xx xx x x x 
U t a h . .  . . . .  12 1 1  xx xx x x 

Vermont . . . .  21 7 xx x x 
Virginia . . . . .  32 1 1  xx xx x x 
Washington . . . .  33 1 1  xx x x xx x 
West Virginia . . .  32 12 xx xx x x x 
Wisconsin . . . .  13 10 xx x 
Wyoming. . . . .  49 14 xx x xx x x 

' Of 20 tvpe-of-tax classes; see text. 
Note: The symbol "xx" indicates sources from which the greatest addition of funds could be collected. 



information. This illustration is not meant to suggest 
that every State should use each tax base up to the 
national average level. It is an illustration of how 
detailed comparative data may be used by decision 
makers in their search for revenues. This illustration is 
based on 20 separate tax sources, which were derived by 
combining local payroll taxes with State income taxes, 
local general sales with State general sales taxes, and 
uniting State and local taxes on motor vehicles. 

Table 25 is designed primarily for those seeking 
information from the viewpoint of their own States but 
is also useful for the national, or overall, viewpoint. For 
all the State areas taken together, actual tax revenues in 
1966-7 would have been 21 per cent higher if the 
governments in each State used 100 per cent effort on 
those particular sources in which effort was below 
normal. Of that potential 21 per cent increase in tax 
revenue, about two-thirds would have come from using 
existing taxes more intensively, and one-third from 
initiating new taxes. Predictably, general sales taxes and 
income taxes would provide most of this addition to tax 
revenue. 

In general, States that could add the largest relative 
amount of funds by further exploitation of certain tax 
sources are also the States that have the lowest overall 
tax effort ratios (Appendix Table G-4). Thus, of the ten 
States with the hghest percentage figures in Table 25, 
seven are in the lowest fifth of all States in terms of 
relative total tax effort. The picture at the other end is 
similar: of the ten States that have relatively least to gain 
from heavier use of "underutilized" tax sources, eight 
are among the top ten total effort States. This general 
pattern is not always the case. Delaware, for example, 
has the largest percentage in Table 25, but there are 14 
States with an overall tax effort below Delaware's. 

Table 25 suggests that the tax bases that loom 
largest in the national scene are the ones with the 
greatest potential for new revenue. The two major 
potential producers in each State were picked out, 
totalling 102 items. Ninety of the 102 are in the eight 
major classes shown in the table. Residential property 
taxation is singled out 21 times, general sales and 
individual income taxes each 18 times, and business 
property taxes 17 times. Eight of the 18 States in which 
general sales taxes would produce more revenue did not 
have this kind of tax; the other ten would gain revenue 
from more intensive use. Individual income and earnings 
taxes would have had to be newly enacted in 11 of the 
18 States in which this source would have provided a 
major addition to revenues. 

In four States, only one of the eight major tax 
sources is used at sub-normal levels. For two of these 
States, the picture is especially dismal, inasmuch as their 

total tax effort ratios are already far above average: 121 
per cent for Massachusetts and 138 per cent for New 
York. The prospects are much brighter elsewhere. 

There are three States in which seven of the eight 
major sources are still open to further utilization: New 
Mexico, Nevada, and Oklahoma. Texas has all eight 
major classes available. And in three of these four States, 
the range of choices is made still more attractive by the 
fact that their overall tax effort index is well below the 
national average. 

Interstate differences in the number of different tax 
classes available for further use are significant. Two 
States have 16 to 20 to pick from while one State at the 
other extreme has only seven. Even though the relative 
amounts available from these sources are quite different, 
a wider range of choices is likely to be more welcome 
than a narrow range. 

The data presented here and in the Appendix Tables 
also can be used when the policy objective is tax relief. 
If property tax relief is the target, but there is question 
of whether it should be directed especially toward home 
owners or business firms, the debate may be helped by 
knowing how a particular State compares with others in 
its exploitation of the residential portion and business 
portion of the property tax base. The prospect of tax 
relief in one field almost always necessitates a tax 
increase in another field, bringing the decision makers 
back to a search for new revenues. 

The policy issue of transferring financial responsi- 
bilities from local governments to the State level is 
related to the tax relief matter. For example, the 
Advisory Commission on Intergovernmental Relations 
recommended in 1969 that State governments assume 
greater responsibility for the financing of education. 
Implementation of the recommendation would likely 
entail a notable trade-off among tax sources used by 
State governments and those used by local governments. 
In terms of Table 25, it would probably mean a relative 
easing of local property taxes and a relatively heavier 
leaning on one or more of the five major tax classes used 
more generally by State governments. Which of the 
latter are the most promising candidates for further 
utilization? Table 25 suggests some starting points for 
the discussion. 

State Use of Local Measures 

The fiscal profiles of larger local areas may be 
treated as a special group for certain purposes, such as 
the urban crisis-so much of which is grounded in 
governmental finances. Seven States have more than 30 
such major county areas. To determine how they 
compared among themselves within each State, the 



measures shown (that include adjustments for within- 
State patterns of raising revenues) would be especially 
helpful. In addition to the information in the main 
tables (Appendix G), some analysis of the State-by-State 
ranges and variations was presented in Chapter 2 (Tables 
10 and 11). 

Comparisons around the Nation reveal a wide 
variation in local capacity measures. In total revenue 
capacity, there appears among the major counties of the 
country a range of 6.7 to 1 (from $823 per capita to 
$123 per capita). For local government revenue sources 
alone, the range in per capita capacity is even greater, 
1 1-to-1. 

Within States, the ranges were narrower. Still, as 
indicated by Table 13, the capacity range among major 
counties was at least 240-1 in 20 States. 

Inasmuch as the Office of Business Economics has 
begun to make income figures available for all of the 
Nation's counties, some State officials may wonder if 
income data might serve as an adequate indicator of 
fiscal capacity. A: discussed in Chapter 2, an 
investigation of this possibility was made (using 1959 
median family income for each county). The results 
indicate that estimated revenue capacity (as developed 
here) and personal income data do not fit one another 
closely, even for the major counties within a single State. 

One policy conclusion that clearly emerges from a 
single State's use of fiscal measures is that the concern 
now shown in many State aid programs for variation in 
local fiscal capacity is well-grounded. There is much to 
L C  equalize." It is to be expected that the differences in 
county-area capacity would be still greater if all the 
counties, even the smallest, were included. The wider 
variation found in fiscal capacity than in income also 
carries policy implications for State officials. It seems to 
indicate that there are greater local differences in ability 
to support a "public standard of living" than in ability 
to support a "private standard of living." 

Each State would want to decide whether to view 
the capacity of its local areas in terms of total revenue 
capacity (as defined in this report) or in terms of 
property tax capacity. In the vast majority of equalizing 
school aids, property tax capacity currently is used as 
the basis of adjustment. The question of which measure 
to use is not an idle one. For one thing, there are real 
differences in the relative share of total capacity that is 
provided by property (Appendix Table G-13). But, when 
the focus switches to particular-State practices, the 
relative importance of property taxes diverges very 
markedly from State to State. As a result, nationwide 
generalizations about using property tax capacity as 
equivalent to total local capacity lose much of their 
validity. Property tax revenue is only about one-fifth of 

all locally-raised revenues in Alabama, whereas it is more 
than four-fifths in New Hampshire. Property tax ca- 
pacity, therefore, might be a reasonably adequate proxy 
for local fiscal capacity in New Hampshire, but it would 
be far from adequate in Alabama. For all the States, 
property taxes provide 62 per cent of all locally-raised 
revenues. 

State Use of Methodology 

Many of the difficulties and limitations encountered 
in a nationwide study of local fiscal capacity and effort 
do not appear if a similar approach were to be employed 
within a single State. Cut away at a single stroke is the 
worrisome adjustment to differing divisions of responsi- 
bilities between a State and its subordinate units. In this 
connection, a one-State study can omit State govern- 
ment finances. Since State revenue sources are so much 
more numerous than local ones, this reduces the task 
considerably. 

Even after the scope has been reduced to local 
government sources, still further simplification will 
occur within an individual State. Instead of looking at 
more than twenty tax and non-tax revenue sources used 
by local governments around the country, only the 
sources actually utilized in the particular State would be 
included. Then, too, each revenue source can be defined 
with the precise meaning it has in a single State rather 
than with an "average" meaning that strives to embrace 
all States. 

Data sources would be more readily available. And 
they would be available in the form most pertinent to a 
particular State's needs and preferences. The unique 
value of an average-financing system lies in the fact that 
it bases its measurements on existing practices. For 
sound reasons, it is necessary in a nationwide effort to 
lump together the existing practices of different kinds of 
local governments and treat them as if they were a 
homogeneous group. With State data sources, however, 
and with adjustment for a particular State's fiscal 
system, the data for counties or for school districts or 
for cities can be collected, measured, compared, and 
interpreted as separate classes. The individual State also 
has an advantage regarding data sources. Property values 
provide a good illustration. A major challenge in a 
national approach to local finances is establishing a 
sound basis of comparability for property base data. The 
State can, in theory at least, escape this difficulty. If 
information on local property assessment and equal- 
ization is not in a form that satisfies the State 
government, it can mandate better procedures and 
uniformity. 



It would be a mistake, however, to conclude that 
the adaptation of an average financing system to an 
individual State's local jurisdictions is completely free of 
problems. For a State policymaker, the desire to deal 
with an individual local government rather than a local 
area increases; the overlapping layers of local govern- 
ment, therefore, become more troublesome. The 
property tax, as a revenue source, becomes much more 
important when only local finances are considered. Yet, 
even for a particular State, property capacity yields to 
careful measurement only with great reluctance. For one 
thing, the State cannot deal with just the larger local 
areas as is done in this study; it would need property 
base data for the smallest subdivision in the State. Even 
when it does manage to meet this challwge. rhe State 
knows that year-to-year variations will increase in 
importance as smaller areas are included. 

The seriousness of the problems encountered in a 
State's adaptation of an average-financing-system will 
vary from State to State. One factor that will influence 
the simplicity or complexity of the task is the structure 
of local governments. For example, the absence of 
townships and separate school districts in Virginia, 
coupled with the fact that counties do not overlap 
municipalities, greatly facilitates fiscal measurement of 
individual jurisdictions in that State. On the other hand, 
New York State not only has many different 
combinations of overlapping jurisdictions, it also assigns 
the property assessment function to small sub-county 
units of government. The development of fiscal measures 
in New York is made still more difficult by the fact that 
the property tax base helps support jurisdictions in each 
class of local government-counties, cities, villages, 
towns, school districts, and special districts. 

Granted that property alone is an incomplete 
measure of relative local fiscal capacity, the fact remains 
that property taxes are too large a part of local financing 
to permit indifference at the State level. The reformers 
and their descendants who successfully urged State 
governments to get out of the property tax field are now 
entreating them (less successfully) to return to it. State 
statutes and constitutions do, of course, govern and 
regulate many aspects of local property taxation, but 
not sufficiently to insure efficiency and equity. Does the 
methodology developed here for dealing with property 
tax capacity have any relevance for State officials? At 
least as far as business property is concerned, the answer 
may be yes. 

Major problems concern the assessment of very large 
properties that never or rarely are sold. Their size and 
unusualness make appraisal very difficult to begin with. 
Then, too, the rarity with which they change hands sets 
the assessor adrift without the rudder of sales value to 

aid him. Since State governments are generally 
responsible for assessing utility properties, the problem 
now under discussion refers primarily to assessment at 
the local level of large business properties (industrial and 
commercial). This difficulty of business property 
assessment has led to a reluctance among scholars to 
attempt comparisons of property values and property 
tax rates among local areas, even apart from any 
question ,about the competence of assessing personnel. 
Yet, "equalizing" State education grants (generally tied 
to a property valuation factor) are compelled to base the 
size of aids on just such inter-area comparisons. 

To put its school aids on a solid basis, a State may 
decide to do its own assessment of large business 
properties or to equalize local assessments of such parcels 
more carefully. Yet, this only pushes the problem 
of uniform assessment one step higher. In the absence of 
sales guidelines, the State still needs some consistent 
method for dealing with the valuation of large business 
properties. As explained in Chapter 2, and more 
especially in Appendix D, a new approach has been 
developed in this study to deal with this important 
feature of local finance. The approach basically relates 
the property value of various types of business 
establishments to the earnings that originate with them. 
(Appendix D describes how ratios of earnings to 
potential tax yield were calculated for 56 different 
industrial classes.) 

The special value of the valuation method used for 
business property in this project is its relative nature. 
That is, it permits inter-local comparisons because of its 
consistent procedure applied within the framework of 
existing tax yields from business property taxation. 
Thus, there would seem to be special value in using this 
approach in conjunction with State-local aids, where 
comparability is of the essence. 

Reevaluation of fiscal arrangements. State use of an 
average-financing-method to measure the fiscal capacity 
and effort of local areas has a particularly rich potential 
in the light of each State's sovereign power over its 
subordinate units. A State can change the local financial 
system whenever that system is judged unsatisfactory. 
Fiscal capacity, when measured by the revenue system 
currently operating, is a legal and governmental corlcept. 
The size of capacity is, to a considerable degree, affected 
by economic realities, but its form is a matter of public 
policy. The public policy in question is primarily State 
policy-exercised actively through enactment or pas- 
sively through permission. The methodology developed 
here, involving as it does separate measurement of 
individual revenue components, opens up a number of 
possibilities for State re-evaluation of its entire fiscal 
system. 



1. The results of a detailed average-financing 
approach offer to State decision-makers background 
information for a complete re-assessment of local taxing 
powers. It would, for example, be relatively simple to 
quantify the effects on each local area of replacing local 
property levies on business inventories with a one per 
cent supplement to the State sales tax. With the 
approach used here, it would be possible to gauge the 
effects of a heavier emphasis on taxing the land 
component of business property as compared with 
improvements. One can also examine the effects and the 
alternative ways of offering relief in the area of 
residential property taxes. A State could examine at 
least in a rough manner the local fiscal effects of changes 
like these: (a) Transferring certain functions from the 
municipal level up to the county level; (b) County 
option to piggyback on the State income or sales tax; (c) 
A county income tax coupled with a requirement that 
the revenue be distributed to the school districts within 
the county. 

2. The entire State-local aid system could prof- 
itably be re-evaluated in the light of an average- 
financing-system's detailed information. Both fiscal 
capacity and effort measures shed light on such 
re-thinking, especially when they are broken down into 
the estimated and the actual yield of separate revenue 
sources. With such information, the State is on more 
solid footing in weighing relative merits of functional 
aids, block grants, unconditional sharing, or State 
takeover of some local function. Seeing the local effects 
of the existing fiscal structure, the State can take a fresh 
look at its intergovernmental transfers in the light of 
equity, mobility, economic development, and urban- 
rural balance. Such a framework of financial information 
can be of service in the redistribution of funds from one 
part of the State to another through the State's 
grant-in-aid machmery. 

Many State governments have long been conscien- 
tious about recording and measuring local revenue 
yields. This kind of information becomes more valuable 
when it is superimposed on uniform statewide measures 
of local fiscal capacity. Then the yield figures can be 
translated into relative effort ratios. 

3. Each State is concerned about the relationship 
between economic development and the tax-spending 
system of its local areas. State officials appreciate the 
mutual causality of this relation-taxes affect economic 
activity and economic activity affects taxes. Because of 
the understandably parochial view of each local 
jurisdiction in this respect, the State must often serve as 
referee. The interaction between industrial location and 
local revenue practices can be better understood by the 

State and better adjusted by the State when viewed 
within a representative or average-financing framework. 

In the economic development context, the area 
approach is particularly appropriate. This view helps to 
counteract the narrow outlook of individual jurisdictions 
within metropolitan areas. A second consideration 
making the area approach appropriate is the fact that a 
business firm is primarily concerned with its total tax 
liability. Whether it pays property taxes to a single 
jurisdiction (as in Richmond) or to several jurisdictions 
(as in Minneapolis) is not nearly so important as the 
overall dollar amount. 

State allocation of fiscal capacity. Although State 
officials may find area measures very informative, the 
fact remains that they must often deal with local 
governments rather than geographic areas. Thus, even if 
our methodology were extended to all county areas 
within a State, this would still leave unanswered the 
question of further dividing capacity among sub-county 
jurisdictions. State governments are ahead of us on this; 
they have already provided some answers to the 
question. To suggest that a State assign shares of fiscal 
capacity to all the local governments within a county is 
neither a radical nor a new idea. States have been 
"dividing up" local capacity for decades. 

The layering of local governments, therefore, is not 
a barrier to State operational use of fiscal capacity data. 
The fact that each of three of four overlying 
governments views the same piece of property as its 
"own" capacity might seem at first glance to negate the 
usefulness of estimating potential yield. Someone might 
say: "What good is it to know that the normal tax yield 
of this store is $3,600 a year? That does not tell me how 
much capacity the store adds to the county in which it 
lies, or to the school district, or to the village. It is 
meaningless to say that the store adds $3,600 worth of 
tax capacity to each of them (making its total "tax 
value" $10,800). And, yet, it is just as meaningless to 
arbitrarily assign to each of the three governments 
one-third of the estimated tax yield. Capacity figures 
provide good and valuable background information, but 
they do not tell the State decision-makers anything very 
useful about the capacity of the county government or 
the village government or the school district govern- 
ment." 

The objection suggests it is "meaningless" to 
arbitrarily divide up the estimated tax yield from the 
store among the three local jurisdictions. Yet, the States 
have implicitly been doing it for a long, long time. One 
way in which they have done i t  is by legislating that 
certain classes of local governments may tap a particular 
kind of revenue source while others may not. For 
example, some public districts may levy property taxes 



(e.g. school districts), while others may not (eg., a 
transit authority or certain sewerage districts). Or, cities 
may collect a sales tax from a jewelry shop, but the 
county and the school district that embrace the store 
may not do so. 

More important, however, than these minor 
illustrations are property tax limits. These are the main 
tools which States have used to allocate potential 
revenue capacity among overlapping units of local 
government. As of a few years ago, about 20 States had 
some kind of limits in their constitutions while a larger 
number had them in their statutes. The State normally 
sets a top limit on tax rates for some or all of the 
following: county, the city, the village, the town, and 
the school district. As an illustration, here is how the 
New York State constitution divides up local property 
tax capacity. 

methods of redistributing sizeable amounts of money to 
the local governments within each county.' 

Nontax components of local fiscal capacity and 
effort present little difficulty in this whole matter of 
overlapping local jurisdictions. If the State wishes to 
measure capacity along the lines of an average financing 
approach, data about non-tax features are, by their 
nature, readily allocable to specific jurisdictions. Thus, 
potential charges associated with county hospitals 
belong to county government capacity and possible 
school lunch charges belong to the fiscal capacity of 
identifiable school districts. 

Methodological questions. If some States adapt the 
average-financing-system methodology to withinState 
uses, certain questions will have to be raised. 

Since an average-financing approach is built entirely 
on existing fiscal practices, the State's definition of 

Table 26.-CONSTITUTIONAL T A X  LIMITS OF LOCAL GOVERNMENTS 
I N  NEW YORK STATE 

Percentage of Five-Year Average Full Valuation of 
Taxable Real Estate) 

Taxing jurisdiction 
Tax Overlapping Overlapping Overlapping Total of 
limit county limit school limit town limit tax limits 

New York City . . . . . . . . . . . . . . . .  2.5 - - - 2.5 
5 other cities of 125,000 or more . . . . . . . . . .  2.0 1.5-2.0 - - 3.5-4.0 
56  cities under 125,000 . . . . . . . . . . . . .  2.0 1.5-2.0 1.25-2.0 - 4.75-6.0 
554 villages . . . . . . . . . . . . . . . .  2.0 1.5-2.0 No limit No limit No limit 
928 towns . . . . . . . . . . . . . . . .  NO limit 1.5-2.0 No limit No limit No limit 

Source: New York State Temporary Commission on the Constitutional Convention, "Local Finance." Report No. 3, 1967, p. 47. 
Adapted. 

The point to be stressed is not whether this method 
of dividing up capacity among overlying units is 
desirable or done well. Rather, the point stressed is that 
it is far from new. Nor is this assignment of capacity 
limited to the property tax base. In a number of cases, 
State governments have decided how the sales tax 
capacity must be (or may be) shared between a county 
government and its underlying city governments. 
Currently, one State has under consideration a program 
whereby counties will be permitted to impose an income 
tax, with a credit going to those municipalities within 
the county that already have a local income tax. 

There are still other ways in which States have 
recognized and faced up to fiscal capacity aspects of 
overlapping layers of government. For years, Ohio has 
distributed part of its grants-in-aid to county budget 
commissions. Each commission is instructed to share the 
funds with local jurisdictions within the county on a 
need basis. A recent research report done for the Ohio 
Select Committee on Tax Revision discusses three other 

current practices is much more pertinent than a 
somewhat artificial blending of 50 different sets of 
practices. But, this very narrowing of the definition 
entails its own pitfalls. Perhaps the single State focus is 
too precise! 

Concentration on the usages of a single State 
accentuates the fact that fiscal capacity is a mixture of 
economic institutions on the one hand and political/legal 
institutions on the other. Thus, local fiscal capacity 
means whatever the State Legislature says it means-with 
assists from the constitution and the courts. The 
stabilizing influence of 49 other State systems is gone. 
This forces a choice on any State that uses the 
average-financing approach. Should the State define 
local capacity on the basis of "average" local practices or 
on the basis of "actual" local practices? Think of Ohio. 

'Bowman, John H., et al., Report on Local Government 
Tax Revision in Ohio, Columbus: Batelle Memorial Institute, 
1968 (pp. 63-75). 



Municipalities in that State are permitted, but not 
compelled, to enact income taxes; over 140 cities have 
done so. If the average approach is applied, Ohio would 
say that all its municipalities have local income tax 
capacity, even those which never enacted one. 
Consistently, this would necessitate use of an average 
rate to measure capacity-a lower rate than actually 
exists in the municipalities levying the tax. But, in the 
context of a single State, it would also be reasonable to 
say that local income tax capacity is either the amount 
that the top legal rate would produce if the tax were 
used in all cities or the amount that would be produced 
if all the State's cities used the income tax at the rate 
that is average among current users of the tax. 

More important, it raises the question: Should local 
income tax capacity be assigned to the parts of Ohio 
that lie outside of municipal borders? Since "fiscal" 
means within the actual reach of governments, no 
capacity should be assigned to them. Yet, this would 
seem to invalidate comparisons between a town area and 
a city area. The basic approach of an average-financing- 
system demands that the same kinds of capacity be 
allocated to each local area if comparisons are to be 
made. 

The foregoing discussion is meant simply to point 
out how strongly the legal components of a fiscal 
capacity definition come to the fore within a single 
State. Without any change whatsoever in economic 
reality, an act of the Ohio State Legislature can "decree" 
that certain parts of the State have an increase in local 
fiscal capacity while the rest of the State does not. In 
developing its own measurement procedures, every State 
needs to consider feasible ways of dealing with this 
mixture of economic and legal aspects of fiscal capacity. 

There is another point each State must deal with if 
it adapts the average-financing approach to its own uses. 
The methods employed in this study were specifically 
geared to provide a basis for comparisons. The fiscal 
measures are relative measures. The dollar amounts are 
considered to be of less significance than the relative 
magnitudes. Within a single State, however, the actual 
dollar figures would seem to take on more importance. 
The State may realize that a certain local area has unique 
needs. For example, it may know that its largest city has 
certain important expenditure responsibilities that are 
found nowhere else in the State. To know that this city 
has a relative fiscal capacity six per cent above the 
average of all cities in the State would not give the State 
much guidance as to whether the big city requires extra 
help. The relative standing of the city in capacity is 
perhaps less helpful than a dollar measurement of the 
city's expenditure needs. 

A single State must make certain decisions that can 
be avoided in a national-average methodology. Even if a 
State decides to measure capacity and effort on an area 
basis, it is likely to need to include every area in the 
State, even the smallest. In addition to possible data 
problems, this necessity detracts somewhat from the 
relative homogeneity that results in the present report 
from studying only larger areas. Also, the individual 
State must be even more concerned than this study 
about commuting and mobility questions within 
metropolitan areas-for example, income where earned 
vs. income where received and sales taxes paid by 
non-residents as well as residents. 

In summary, the potential gains far outweigh the 
problems and challenges. An individual State can reap a 
rich return from adaptation of an average-financing 
methodology to fiscal measurement of its subordinate 
units. Just two examples: (1) States might begin to give 
greater consideration to the use of general-purpose 
grants based on fiscal measures; (2) States might offer to 
the Secretary of the Treasury their own custom-made 
pass-through arrangement, in accordance, for example, 
with the provision in the proposed "Intergovernmental 
Revenue Act of 1969" which says, "To encourage States 
to take the initiative in strengthening the fiscal position 
of major cities and counties and to maximize flexibility 
in the use of the authorized general support payments 
for meeting the particular needs of differing State-local 
fiscal systems, the Secretary shall accept an alternative 
plan for the use of general support funds made available 
to major cities and counties under this section provided 
the plan is enacted by the State legislature and conforms 
to at least one of the following conditions ...." 

A Prospective Case Study Concerning Indiana 

An economist who participated in the present 
study, Raymond J. Krasniewski of Ohio State 
University, is undertaking intensive research in the 
revenue capacity and effort of local governments in the 
State of Indiana. Although still in process, his 
investigation promises to illustrate some of the potential 
benefits and difficulties involved in the use of the 
average-financing-system approach to develop such 
comparative measures within a single State. Some 
highlight facts about the Indiana study methods may 
therefore be a helpful supplement to the more 
generalized observations offered above. 

Since the Indiana research is concerned solely with 
own-source revenue of local governments, it need not 
deal with the estimated geographic allocation of State 
government amounts of revenue and revenue capacity. 
Furthermore, since there is relatively little local use of 



nonproperty taxes in Indiana, the measurement task can 
focus mainly upon the property tax and local 
governments' nontax revenue sources. 

Within this context, Indiana average rates were 
calculated for various components of local revenue 
capacity (analagous to the nationwide average rates 
applied in the present study, as described in Chapter 5). 
These average rates were such that, if they were uniformly 
applicable throughout Indiana, they would have produced 
the statewide amounts of local revenue actually obtained 
from the respective sources in 1966-67. 

To derive capacity estimates for nontax revenue 
sources, by county and type of government, and for 
individual governments, the Indiana average rates were 
applied to appropriate financial amounts appearing on 
computer tape records of the 1967 Census of 
Governments. 

For taxable property other than motor vehicles and 
business property, a similar procedure was applied with 
Indiana average rates for various type-of-property 
components, to derive estimates for each of the 45 
counties for which assessed-valuation detail was available 
from the 1967 Census and in summary for the other 47 
counties. Since motor vehicles are a fairly significant part 
of the property tax base in Indiana, this component was 
retained under this heading (rather than being reclassified, 
as in the present study), and county-area capacity for 
motor vehicle taxation was estimated from vehicle 
registration figures. The business property component was 
allocated by the nationwide taxlearnings ratios employed 
for various detailed kinds of business in the present study, 
subject to a pro-rata adjustment to make the resulting 
statewide total equal to business property tax yields in 
Indiana. 

From this point on, the Indiana research is concerned 
with kinds of comparative measures not developed in the 
present nationwide study-specifically for various kinds of 
local governments and for some individual jurisdictions. 
Nontax revenue sources involved little problem, since 
capacity for them could generally be computed directly 
from data available specifically for individual governments 
(except for some limitations in the amount of detail 
gathered in the 1967 Census for certain governments; for 
example, the Census did not obtain a separate figure on 
interest earnings for townships and very small 
municipalities). But for the predominant property tax, it 
was necessary to carry out several additional steps, to draw 

upon State-reported valuation data and to make certain 
assumptions. These operations concerned the four main 
types of local governments-counties, municipalities, 
townships, and school districts-and disregarded special 
district governments. 

The statewide estimate of local property tax 
capacity was distributed among these four types of 
governments by reference to their aggregate property tax 
revenue as reported by the 1967 Census. In turn, these 
amounts were distributed by county, mainly by 
reference to State-reported data on assessed valua- 
tions and on countywide assessment ratios. (Special 
treatment applied to the municipal governments: it was 
presumed that none of their property tax collections 
came from "acreage and farm" property.) This provided 
for each county a property tax capacity estimate for the 
county government itself and for all the municipalities, 
townships, and school districts within the county. The 
latter three totals could then be allocated to particular 
jurisdictions according to assessed valuation amounts 
appearing in the Statistical Report published annually by 
the Indiana State Board of Accounts. This procedure 
involves the presumption that taxable valuations are 
sufifciently uniform or "equalized" within each county 
to make this final allocation generally reasonable. 

Summation of the detailed amounts thus developed 
provides revenue capacity estimates which can be 
matched with actual amounts of revenue to derive 
measures of revenue effort fox particular governments 
and groups of governments. 

The capacity and effort measures being prepared in 
this study will be used as background for a 
policy-oriented examination of several kinds of grant-in- 
aid plans, as applicable within Indiana. Special attention 
is expected to apply to three such distributive 
arrangements, each of which includes some concern, at 
least implicitly, for differences in the revenue capacity 
or effort of various aided governments: (1) The 
long-established program by which the Federal Govern- 
ment makes grants to local school districts having a 
sizable proportion of "Federally-connected" pupils; (2) 
A temporary "property tax relief' arrangement under 
which Indiana distributed funds to various local 
governments in the late 1960's; and (3) The 
"pass-through" distribution contemplated by the Reve- 
nue Sharing Act of 1969 (S.2948), now pending in the 
Congress. 



Appendix A 
MEASURING REVENUE CAPACITY 

A N D  EFFORT FOR SUB-COUNTY AREAS 
One objective of the present study was to explore 

possible methods for determining the relative revenue 
capacity and effort of sub-county areas. It was 
recognized from the outset that any such measurement 
effort would encounter problems. Nevertheless, the 
widespread interest in and potential significance of such 
data seemed clearly to justify detailed examination of 
the problems involved, and an explicit test of 
appropriate estimating methods. Following is a descrip- 
tion of the work done in this direction, together with 
illustrative statistical findings. This experimental effort 
dealt with a number of city areas. As noted in Chapter 5, 
the development of comparative measures for other 
kinds of sub-county areas, such as school districts, would 
encounter even more serious difficulties than were faced 
for this particular experiment. 

Coverage and Selection of Areas 

Of the 18,000 municipalities in the Nation, all but 
about 150 are located within a larger area served by a 
county government. The exceptions comprise some 53 
governments that are composite city-counties, plus 
municipalities in the three States that lack county 
governments-Alaska, Connecticut, and Rhode Island. 

About half of all the people served by municipalities 
reside in the 130 largest cities (those of 100,000-plus in 
1960), and these governments account for about 60 per 
cent of all municipal revenue and expenditure. For the 
present study, accordingly, it was initially planned to 
develop comparative fiscal measures for these particular 
cities. However, 17 of them are city-counties, which 
show up along with other counties in appendix tables 
G-11, G-12, and (2-13, so that the sub-county 
measurement effort at first was targeted toward the 113 
other largest cities. 

For most of these 113 cities (but not for 
within-county cities of less than 100,000 population) 
the 1967 Census of Governments had assembled 
property tax data needed for the estimating procedure 
that was undertaken, as described below. Nevertheless, 
we found it impracticable to prepare meaningful 
comparative measures for about half of this group. In 
most cases, this was because available data sources did 
not provide an objective basis for estimating the city's 
share of countywide property tax capacity. Statistics 
were developed for 57 within-county cities of 
100,000-plus, located in 20 States as follows: 

Alabama . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Arizona 2 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Arkansas 1 
. . . . . . . . . . . . . . . . . . . . . . . . . . . .  California 13 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Florida 2 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Georgia 1 
Illinois . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 
Kansas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Kentucky 1 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Missouri 1 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Nebraska 2 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  New Mexico 1 
. . . . . . . . . . . . . . . . . . . . . . . . .  North Carolina 3 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Ohio 8 
. . . . . . . . . . . . . . . . . . . . . . . . . . . .  Oklahoma 2 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Oregon 1 
. . . . . . . . . . . . . . . . . . . . . . . . . . .  Pennsylvania 4 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  Tennessee 3 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Utah 1 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  Washington 3 

'The findings for these cities, together with related data 
for city-counties of 100,000-plus, appear in Table A-1 
on pages 89 and 90. 

Excluded from the presentation are the remaining 
56 within-county cities of over 100,000 inhabitants- 
namely, all those in Connecticut, Indiana, Iowa, 
Massachusetts, Michigan, Minnesota, Mississippi, New 
Jersey, New York, Rhode Island, Texas, and Wisconsin, 
as weil as two such cities in Georgia and one each in 
Alabama, Florida, and Louisiana. 

Deriving Estimates of Revenue Capacity 

Tax capacity. For each city, the potential yield at 
national average rates of various kinds of taxes was 
estimated by reference to countywide tax capacity 
estimates previously developed by the methods ex- 
plained in Chapter 5. For all general and selective sales 
taxes, the city's share of the countywide capacity 
amount was determined by its fraction of all retail sales 
in the county, as reported by the 1967 Census of 
Business. For all other nonproperty taxes, the city's 
share was determined by its fraction of the entire 
county's "effective buying income" as estimated for 
1966 by Sales Management magazine. ("Effective buying 
income" is a concept that resembles "disposable 
personal income," as measured in national income and 
product statistics. The necessity for utilizing such 
unofficial income data is discussed in Chapter 6.) For 
property tax capacity, the city-area amount was derived 
by adding estimates developed separately for nonfarm 



residential property, acreage and farms (if any within the 
city), vacant lots, and business property. For each of 
these categories, the city's share of the countywide total 
was based upon its fraction of countywide assessed 
valuations of such property, as reported by the 1967 
Census of Governments. As to business property, this 
included not only locally assessed realty values but also 
State-assessed values and local assessments of personal 
property (adjusted, where necessary, to exclude motor 
vehicles and intangible personalty, as in other portions 
of the present study). 

This estimating procedure obviously rests upon the 
presumption that, for each of the several major kinds of 
taxable property, the level of assessment is essentially 
the same in each of the reported cities as elsewhere in 
the counties within which they are respectively located. 
Even if local assessing responsibility rests with a single 
countywide agency, this may not be the case; rather, 
there may be some systematic differential of assessment 
levels. For example, if the city-as is often the case-has 
relatively more multifamily housing, or more high-value 
properties, or a quite different mix of taxable business 
property than the balance of the county, the use of 
assessed valuations to estimate the city's share of 
countywide property tax capacity will involve some 
error unless the assessing agency is actually valuing these 
various kinds of property at substantially the same 
fraction of their actual market value (or unless the 
differences tend to  cancel out one another). 

The possibility of such systematic differentials is 
even greater where assessing responsibility is split among 
sub-county agencies, such as individual municipalities 
and townships. 

A number of States administer "assessment 
equalization" programs intended to gauge and make 
appropriate adjustments for assessment-level differences 
among local areas. The results of such State programs, 
where effectively carried out, might be used to deal with 
the problem of intra-county estimation described above. 
For example, even where very decentralized assessment 
arrangements apply, valuation data from the Census of 
Governments for particular city and "balance of 
county" areas might have been used in those instances 
where the figures were considered to reflect a "good" or 
"adequate" job of equalization. That, however, would 
have required the exercise of more subjective judgment, 
remote from the actual local scene, than seemed proper 
for the present study. It was therefore considered 
necessary to drop from the coverage of this experimental 
research effort those major cities where assessing 
responsibility is split among sub-county agencies. 

This was the main factor limiting the number of 
major within-county cities for which comparative fiscal 
measures appear in table A-1. It may be noted that, for 

the cities which are being reported, the Census of 
Governments provided assessment ratio findings for 
single-family houses, separately for the cities and their 
respective "balance of county" areas, which tend 
generally to support the presumption of a substantially 
uniform assessment level, at least as to this portion of 
residential property. 

Nontax revenue capacity. For nontax revenue 
sources of the State government, city-area capacity was 
estimated by reference to the countywide amount 
previously calculated as described in Chapter 5. The 
city's share was determined by its proportion of the 
county's population. Lacking any later official figures 
than those of the 1960 Census of Population, we made 
use of county and city population estimates published 
by Rand McNally, Inc., covering the years 1965 and 
1968, and calculated the respective cities' shares from 
the midpoint of those estimates. Since the countywide 
estimates of capacity for State nontax revenue sources 
had also been developed from population data, this 
means that each city is being credited with the same per 
capita amount of such capacity as is available in the 
State as a whole. 

For local nontax revenue sources, capacity estimates 
were developed for each of the local governments serving 
the respective city areas-i.e., including the city itself, 
the county government, and each of the school districts 
and special districts overlying all or any significant 
portion of the city. This involved the calculation and 
assembly of potential capacity amounts separately for 
current charges associated with various functions, 
interest on fund holdings, other miscellaneous general 
revenue, and utility surpluses, in the manner described in 
Chapter 5. Such amounts were summed for each local 
government, and a summary city-area estimate was 
obtained by adding together (1) the city government 
figure; (2) the entire own-source amount for each local 
government with the same geographic boundaries as the 
city or operating only within the city; and (3) an 
allocated portion of the own-source amount for each 
other overlying unit operating only partly within and 
partly outside the city. 

For the county government and other countywide 
or multicounty units, this allocation was based on 
population proportions. For other non-coterminous 
units, various allocating factors were used, usually pupil 
enrollment for school districts and geographic area for 
special districts. Background information needed for 
such allocations was supplied by the Governments 
Division of the Bureau of the Census, drawing upon its 
intensive research and data-gathering with respect to 
local government structure for the 1967 Census of 
Governments. 



Table A-1 
REVENUE CAPACITY AND EFFORT MEASURES FOR 69 SELECTED CITIES OF OVER 100. 000 POPULATION: 1966-67 

. 

Est'd . 

POP'-- 
lation, 
1966 
(000) 

Per capita revenue capacity (on U.S.-average-rate basis) 
Relative 

revenue effort Percent of revenue raised by- 

Amount 
Relative t o  

U.S. average (1 00) 

Al l  
local 
govt . 

sources 

City 

State 
and 
local 

sources 

Local 

prop . 
taxes 
only 

State 
and 
local 

sources 

All  
local 
govt . 
sources 

Local 

prop . 
taxes 
only 

State 
and 
local 

govts . 

Number 
of 

local 
govts . ' 

Other 
local 
govts . 

Local 
govts . 
only 

State 

govt . 
County 
govt . 

City 
govt . 

Birmingham. Ala . 
Mobile. Ala . . .  
Phoenix. Ariz . . 
Tucson. Ariz . . 
Little Rock. Ark . 
Anaheim. Calif . . 
Berkeley. Calif . . 
Fresno. Calif . . 
Glendale. Calif . . 
Long Beach. Calif . 
Los Angeles. Calif . 
Oakland. Calif . . 
Pasadena. Calif . . 
Sacramento. Calif . 
San Diego. Calif . 
San Jose. Calif . . 
Santa Ana. Calif . 
Torrance. Calif . . 
Denver . COIO.~  . 
Washington. D.C3 
Jacksonville. Fla.4 
Miami. Fla . . .  
St . Petersburg. Fla . 
Atlanta . Ga . . .  
Honolulu. HawaiiZ 
Chicago.111 . . .  
Peoria.111. . .  
Rockford. Ill . . 
Kansas City. Kans . 
Topeka. Kans . . 
Wichita. Kans . . 
Louisville. Ky . . 
Baton Rouge. La.z 
New Orleans. La.Z 
Baltimore . Md.Z . 
Boston. Mass.2 . 
Kansas City. Mo . 
St . Louis. Mo.2 . 
Lincoln. Nebr . 



Table A-1  
REVENUE CAPACITY AND EFFORT MEASURES FOR 69 SELECTED C l T l  ES OF OVER 100. 000 POPULATION: 1966-67 (Continuedl 

Per Capita revenue capacity (on US.-average-rate basis) 
Relative 

revenue effort Percent of revenue raised by- 
Relative t o  

U.S. average (100) 
. 

Local 

prop . 
taxes 
only 

City Est'd . 
Number popu- State 

of 1 ation. 
local 1966 local 

govts.' (000) sources 

. 

Local 

prop . 
taxes 
only 

Al l  
local 
govt . 

sources 

State 
and 

local 
sources 

128 
120 
131 
123 
128 
129 
107 
105 
127 
110 
99 

118 
114 
104 
125 
147 
158 
111 
93  
97 

115 
87 

154 
lo8  
113 
lo8  
121 
155 
111 
136 

All 
local 
govt . 

sources 

State 
and 

local 
govts . 

8 3  
102 
133 
109 
105 
100 
94 
87 

101 
9 1 
88  
96 
88 
86  
96 
9 1 

100 
96 

103 
107 
103 
90 
95  

101 
96 
91 

113 
110 
lo8 
112 

Other Loca 
govts 
only 
. 

98 
86 

131 
89  
86  
77 

111 
100 
133 
103 
99 

117 
98 
93  
94 
86  

101 
86 

102 
115 
103 
76 
90 

101 
95 
85 

104 
84 
83  
84 

State 
govt . 

35.8 
66.3 
43.3 
65.5 
60.9 
57.9 
40.0 
50.2 
32.9 
37.2 
45.0 
39.1 
41.5 
46.7 
58.5 
60.1 
51.6 
59.8 
54.6 
46.2 
48.2 
59.7 
46.6 
48.0 
44.2 
51 . 0 
60.6 
60.2 
65.5 
58.2 

City 
govt . 
- 
16.9 
21 . 0 
53.1 
16.6 
23.2 
19.5 
31.1 
21.4 
44.1 
30.6 
24.7 
28.8 
28.1 
22.7 
21.8 
16.8 
21 . 0 
17.4 
22.4 
38.9 
24.9 
17.5 
36.1 
32.6 
35.1 
46.3 
16.4 
21.4 
15.2 
22.6 

. . . . . .  Omaha. Nebr 
Albuquerque. N.M. . . . .  
New York. N.Y.2 . . . .  

. . . . .  Charlotte. N.C. 
Greensboro. N.C. . . . .  
Winston.Salem. N.C. . . .  
Akron. Ohio . . . . . .  
Canton. Ohio . . . . .  
Cincinnati. Ohio . . . . .  

. . . . .  Cleveland. Ohio 
Columbus. Ohio . . . . .  

. . . . .  Dayton. Ohio 
Toledo. Ohio . . . . .  
Youngstown. Ohio . . . .  
Oklahoma City. Okla . . . .  

. . . . . . .  Tulsa. Okla 
Portland. Ore . . . . . .  
Allentown. Pa . . . . . .  
Erie. Pa . . . . . . . .  
Philadelphia. Pa.2 . . . .  
Pittsburgh. Pa . . . . . .  
Scranton . Pa . . . . . .  

. . . . .  Chattanooga. Tenn 
. . . . .  Knoxville. Tenn 

Memphis. Tenn . . . . . .  
Nashville43avidson. Term.= . 
Salt Lake City. Utah . . .  

. . . . . .  Seattle. Wash 
Spokane. Wash . . . . . .  
Tacoma. Wash . . . . . .  

' ~ u n i c i p a l  government plus other local government units overlying any or all of its territory . 
'Entire city.county. as reported also in  appendix tables G.11 . G.12. and G.13 . 
3 ~ n t i r e  city-county; treating all nonproperty tax revenue as "State". and all property tax revenue (as well as municipal nontax revenue) as "city" . 
4~rea ted  here as city.county. to reflect post-1967 structure . "City government" proportion refers t o  total for Jacksonville and (former) Duval County . 
'Data not available . 
61ncludes amounts for both DeKalb and Fulton Counties . 
71ncludes data for both Clay and Jackson Counties . 



To derive statistics for the 57 within-county city 
areas listed in table A-1, it was necessary to take account 
of more than 500 local governments ranging from a very 
few per area in some instances up to a score or more in 
some other cases. This over-all count includes the 57 city 
governments, 54 county governments, and some 175 
school districts and 237 special districts. Certain of these 
latter numerous units, of course, are so small in financial 
scale, or overlie so little of the city, that they would add 
no more than trace amounts to city area totals. After 
inspection of source data, some such units were 
disregarded in arriving at the estimates being presented. 

Measuring Revenue Effort 

State Revenue. Amounts of State government 
revenue originating in each city were calculated by 
reference to countywide estimates for various sources, 
previously prepared by methods described in Chapter 5. 
Each city's share of the countywide amount for all State 
government revenue from general and selective sales 
taxes was determined by its fraction of all retail sales in 
the county, as reported by the 1967 Census of Business. 
For all other State nonproperty tax revenue, the city's 
share was determined by its fraction of the entire 
county's "effective buying income" as estimated for 
1966 by Sales Management magazine. For State 
property tax revenue, the city's share was determined by 
its share of estimated countywide property tax capacity. 
For nontax revenue of the State government, the city's 
share of the countywide total was developed from 
population data, as in the case of the capacity estimates 
described above for this component. 

Local government revenue. Actual revenue amounts 
were assembled for each of the local governments serving 
the respective city areas, separately for taxes and nontax 
sources. For each unit, a determination was made of the 
portion of all such own-source revenue attributable to 
the city area, and the resulting amounts were summed 
by type of government. For nontax sources, the 
allocation for larger-than-city units made use of the same 
factors employed to estimate the city's share of 
capacity, as described above. For taxes, the allocation 
was generally based where this was possible (always, in 
the case of the county government) upon the city's share 
of total net taxable assessed valuations, as reported by 
the 1967 Census of Governments. In other instances, the 
tax revenue allocation was based on some other factor, 
such as area or school enrollment, used also to estimate 
the city's share of nontax revenue. 

The revenue amounts thus accumulated for each 
city area were compared with the capacity estimates to 
derive relative effort measures. 

Statistical Findings 

Estimates thus developed for 57 within-county 
cities are supplemented in table A-1 by corresponding 
data for each of the other city-counties of 100,000 
which are also reported, but in a somewhat different 
way, in appendix tables G-1 1 , G-12, and G-13. Even so, 
this presentation covers only about three-fifths of all the 
130 largest cities in the Nation, and, as the foregoing 
discussion has indicated, the reported areas cannot be 
viewed as a representative cross-section of all such cities. 

Furthermore, as noted earlier, this measurement 
effort was undertaken mainly as a test of methodology 
rather than to obtain extensive comparative data, and 
the results for within-county cities are subject to much 
more serious statistical limitations than apply to the 
estimates being reported for metropolitan areas and 
counties. 

For these reasons, only a few highlights from the 
data are summarized here. 

The 69 reported major cities exhibit marked 
differences in many important respects: local govern- 
ment structure, revenue capacity, revenue effort, and the 
distribution of revenue-raising responsibilities. 

Estimated per capita revenue capacity for combined 
State and local sources shows a range of over 2-to-1, 
from $710 for Pasadena, California, down to $345 for 
Scranton, Pennsylvania. For all local government 
revenue sources the extreme range is 2.4-to-1, from $372 
per capita for Long Beach, California, down to $155 for 
Mobile, Alabama. Local property tax capacity, similarly 
estimated on a US.-average-rate basis, shows a range of 
2.8-to-1 among these major cities, from $206 per capita 
for Pasadena down to $74 for Tucson, Arizona. Relative 
to nationwide averages expressed by the figure 100, 
these variations in per capita capacity run: from 179 
down to 87 for State-local sources; from 185 down to 
77 for all local government sources; and from 165 down 
to 59 for local property taxes only. 

Twenty of the 69 reported cities are in the South 
(located in nine of the 14 States so classified in the 
Chapter 2 discussion of "County-area findings"). 
Nonetheless, of the 7 cities for which estimated 
State-local revenue capacity is below the national 
average, only one (Mobile) is in the South, while the 
others are located in Arizona (Tucson), Massachusetts 
(Boston), Ohio (Columbus), and Pennsylvania (Erie, 
Philadelphia, and Scranton). Similarly, of the eight cities 
where estimated local government capacity is less than 
90 percent of the national average per capita, only three 
are in the South; and of the nine where local property 
tax capacity is less than 90 percent of the national 
average, again only three are Southern cities. This 
departure frpm the impression given by county-area 



comparisons suggests that urban centers in the South (or 
at least the largest ones) are likely to be fiscally "better 
off" than whole-county comparisons might suggest, 
while the opposite is likely to be the case for some cities 
in other parts of the country. 

By comparing the third and fourth columns of table 
A-1 we find that in most of these 69 selected cities, as in 
the Nation as a whole, the property tax makes up a 
major part of local governments' potential revenue base. 
In nearly a dozen instances, however, this is not so. 
Some of these "abnormal7' patterns can probably be 
traced at least in part to unusually large concentrations 
of governmental (i.e., nontaxable) activity and property, 
as in the case of Tucson, Sacramento, San Diego, 
Topeka, and Salt Lake City. Some others reflect the 
potential revenue capacity (as estimated here on a 
U.S.-average-rate basis) of relatively large utility 
operations-e.g., Chattanooga, Knoxville, Memphis, and 
Tacoma. In other instances, even more unusual factors 
are involved, such as Long Beach's access to sizable lease 
revenue from publicly-owned oil lands. 

Table A-2 summarizes the relative capacity picture 
for the entire group of 69 selected cities and separately 
also for the 57 that make up part of a geographically 
larger county-i.e., those to which the complex 
estimating procedure described above was applied. 

Table A-3 reports on relative revenue effort. The 
measures comprising both local and State governments 
show a range among the entire group of 69 cities from 
133 percent of the national average in New York City 
down to only 83 percent in Omaha, Nebraska. For local 
governments alone, relative effort shows a range from 
133 percent of the national average in Tucson (and 131 
percent in New York City) down to 71 percent in Little 

Table A-3.-DISTRIBUTION OF SELECTED CITIES OF 
OVER 100,000 POPULATION ACCORDING TO RELATIVE 

REVENUE EFFORT: 1966-67 

Relative 
5 7  within-county cities 

A l l  6 9  selected cities (excluding 1 2  city-counties) 
revenue ef for t  
(actual revenue State and Local State and 
as percent 

Local 
local govern- local 

o f  revenue 
govern- 

govern- ments govern- 
capacity ) '  

ments 
ments only ments only 

Tota l  . . 6 9  68' 57 56' 
120 or more . 4 1 0  1 8 
l 1 0 t o  119 . 9 11 8 8 
1 0 5 t o 1 0 9 .  11 3 1 0  2 
1 0 0 t o  104 . 1 2  1 3  11 1 2  
9 5 t o 9 9  . 1 0  9 9 9 
9 0 t o 9 4  . 1 2  5 8 5 
8 0 t o 8 9  . 1 0  11 9 9 

Less than 8 0  . 1 6 1 3 

' w i t h  capacity fo r  various revenue sources estimated on  a U.S.. 
average-rate basis. 

2 ~ x c l u d i n g  Atlanta, Georgia. 

Rock, Arkansas, and 70 percent in Washington, D.C., 
with this latter ratio influenced by the necessarily special 
treatment of revenue amounts for Washington. 

As indicated by table A-3, practically half these 
cities (33 of the 69) show an over-all effort index of 
under 100, and nearly as many (31) have a local effort 
index of under 100. Reported cities for which the 
State-local effort index is under 90 consist of 
Washington, D.C. and 10 others, all located in four 
States-Illinois, Kansas, Nebraska, and Ohio-where, as 
shown by appendix table G-4, State government revenue 
effort in 1966-67 was below the nationwide norm. 
However, eight of these 11 cities also show a local 
revenue effort index of under 100. 

Table A-2.-DISTRIBUTION OF SELECTED CITIES OF OVER 100,000 POPULATION ACCORDING 
TO PER CAPITA REVENUE CAPACITY: 1966-67 

57 within-county cities only  (excluding 
A l l  6 9  selected cities 1 2  city-counties) 

Index o f  relative per 
capita revenue capacity1 
(US. average pe; capita Local government sources Local government sources 

amounts = 100) State and local State and local 
Property Property 

govt. sources govt. sources taxes 
Al l  only A l l  only 

Total . . . . . . . . .  
. . . . . . . . .  150 or more 

140 t o  149 . . . . . . . . .  
130 t o  139 . . . . . . . . .  
120  t o  129 . . . . . . . . .  
1 1 0 t o  119 . . . . . . . . .  

. . . . . . . . .  100 t o  109 
9 0 t o  9 9  . . . . . . . . .  

. . . . . . . . .  Less than 9 0  

' w i t h  capacity for  various revenue sources estimated on  U.S.-average-rate basis. 
2 ~ x c l u d i n g  Atlanta, Georgia. 



As would be expected because of the interstate 
variety of State-local revenue arrangements, there is 
more diversity of relative effort by local governments 
than for local and State governments considered 
together. Generally heavier reliance on State revenue 
sources in the South helps also to account for the fact 
that 16 of the 19 Southern cities for which local revenue 
effort is reported show an index of less than 100, while 
only 10 of these 19 are below-average in the composite 
measure which takes account also of the States' 
financing role.' 

The four right-hand columns of table A-1 supply 
comparative figures about an aspect of governmental 
financing in municipal areas that, although generally 
well-known, has only rarely if ever before been measured 
explicitly in the manner here attempted: namely, the 
fact that there are marked inter-city differences in the 
relative revenue-raising role of various kinds of 
governments.2 State-local variations on this score are 
reflected also in various tables of Appendix G ,  in terms 
of statewide, metropolitan area and county statistics. 
Looking here explicitly at major cities we again find 
marked diversity, with the State-raised share of all 
State-local revenue ranging from only 31 percent in 
Lincoln, Nebraska, up to 72 percent in Honolulu. In 29 
of the 69 cities, the State's portion is more than half, 
and this number includes one or more cities in each of 
18 States. The remaining 38 cities (besides Washington, 
D.C.) where the State government raises less than half of 
the State-local revenue total include all or most of the 
reported major cities in each of 11 States. 

Even more marked is the variation in the 
revenue-raising role of individual municipal governments, 
relative to that of overlying local governments. With 

 he 19 Southern cities cited here exclude Atlanta, for 
which table A-1 does not show measures of local government 
capacity and effort, although it does report State-local measures, 
as well as the percentage distribution of actual revenue by type 
of government. The composite State-local entries are only 
moderately affected by the data problems which seemed to  
preclude the presentation of specific local-government estimates 
for Atlanta. 

2 ~ h e  periodic Census of Governments (most recently in 
Volume 5 of the 1967 Census. Local Government in 

only one exception (Baton Rouge), each of the 12 
reported municipalities that are composite city-counties 
accounts for a major part of all the locally-raised revenue 
of its particular area. However, of the 57 within-county 
municipal governments shown in table A-1, only 15 
collected at least half of the revenue raised from their 
respective areas by all local governments. At the other 
extreme were nine of the within-county cities-six in 
California, plus Peoria, Kansas City (Kansas), and 
Omaha--where the municipal government's share of the 
locally-raised total was less than one-third. 

Mainly, this variety results from differences in 
arrangements for local school administration and 
financing. In Tennessee, the municipal governments have 
"dependent" school systems that are locally supported 
from their municipal revenues (with some added support 
being provided, as for local schools elsewhere, by the 
State and Federal governments). In North Carolina, the 
county governments similarly have "dependent" school 
systems. (Several of the composite city-county govern- 
ments shown in table A-1 also have "dependent" school 
systems.) However, for the other within-county cities 
shown--i.e., all those in States other than North Carolina 
and Tennessee-local school administration and financ- 
ing are provided through independent school districts. 
Generally in those instances the own-source revenue of 
such school districts makes up most of the share shown 
in the table for "other local governments," while the 
remainder pertains to special district governments. 

Another factor which obviously affects the 
respective cities' share of a11 local government revenue 
concerns the county governments. As table A-1 shows, 
counties have a considerably greater financing role in 
California and several other States (mainly in the South) 
than in other parts of the Nation. 

By referring also to various tables in Appendix G, 
one can see how capacity and effort measures estimated 
for a particular city in table A-l compare with those for 
the county and metropolitan area with which that city is 
associated. This is illustrated for the 15 most populous 
cities in table A-4. However, these comparisons are, of 
course, influenced by the differing proportions that the 
respective cities represent of the associated larger areas. 
With regard both to localized fiscal competition and 

Metropolitan Areas), provides detail by type of government issues of intergovernmental aid, it is more pertinent to 
concerning local government finances in individual SMSA's and see how the cities in revenue capacity and their component counties. However, the only corresponding 
kind of type-of government detail for municipal areas that has effort, with nearby territory as such. Accordingly, 
been reported within the past two decades by-the Governments measures of this kind appear in tables A-5, and A-6. 
Division of the Bureau of the Census appeared in a nonrecurrent T ~ ~ I ~  A-5 pertains to those nine of the 12 city-counties 
special study, Local Government Finances in City Areas in 1953. 
That study, issued in 1955, covered the Nation's 41 larpest cities shown in table A-1 that are part of a multi-county 
(those with a 1950 population of 250,000 or more). Those metropolitan area, and compares each city's revenue 
Census Bureau presentations, however, were limited to local 
governments, while table A-1 here also takes account of 

status'with that of the balance of its SMSA Table A-6 

estimated amounts of State-raised revenue orieinatine in various pertains to 50 of the 56 within-county cities listed in 
%. - 

cities. table A-l which are the most populous municipalities of 



Table A-4.-MEASURES O F  L O C A L  GOVERNMENT REVENUE CAPACITY A N D  EFFORT FOR 15 SELECTED 
CITIES A N D  THEIR ASSOCIATED COUNTIES A N D  METROPOLITAN AREAS: 1966-67 

(w i th  capacity estimated on US.-average-rate basis; U.S. averages = 100) 

Local government revenue capaclty Local government relative revenue ef for t  
c i t y 1  

Ci ty  County area SMSA' City County area SMSA' 

New York  . . 
Chicago . . .  
Los Angeles . . 
Philadelphia . . 
Balt imore . . 
Cleveland . . 
Washington, D. c . ~  

. . .  St. Louis 

. . .  Boston 
San Diego . . 
New Orleans . . 

. . .  Seattle 
Pittsburgh . . 
Memphis . . .  
Columbus (Ohio) 

 h he 15 most populous cities for  which local capacity and ef for t  measures appear i n  table A-1, shown here i n  descending order o f  esti- 
mated 1966 population. 

2 ~ n  asterisk ( " )  denotes single-county SMSA's. 
3 ~ i t y - c o u n t y .  
4 ~ o t e  special treatment o f  Washington revenue data, as indicated b y  footnote 3, table A-1. 

Table A-5.-RELATION BETWEEN C I T Y - A R E A  A N D  BALANCE-OF-SMSA MEASURES O F  REVENUE CAPACITY, 
REVENUE, A N D  R E L A T I V E  REVENUE EFFORT, FOR 9 SELECTED MAJOR CITIES: 1966-67 

Percent relation o f  city-area measure t o  balance-of-SMSA measure 

Per capita Per capita Relative revenue 
Number o f  revenue capacity revenue e f fo r t  

c i t y '  county-type 
areas i n  State and Local govts. State and Local govts. State and Local govts. 
SMSA local govts. only  local govts. only local govts. only 

New York . . 
Philadelphia . . 
Baltimore . . 
Washington. D.C.' 
St.Louis . . . .  

. . .  ~ o s t o n ~  
New Orleans . . 
Denver . . .  
Nashville-Davidson 

 h he nine city-counties o f  more than 100,000, reported in  table A-1, that are located i n  mult i-county SMSA's. 
' ~ a t a  reflect treatment o f  Washington, D.C. nonproperty tax amounts as "State" revenue. 
3 ~ i v e - c o u n t y  "SMSA" as defined i n  the introduction t o  Appendix G. 

their respective counties, and compares each city's 
revenue status with that of the balance of its county.3 

In this context, some of the data hazards previously 
described become especially troublesome. For example, 
if the population figures applied overstate or understate 
the city's share of the larger area, the reported 
relatioriship between city and non-city per capita 

3 ~ i x  California cities (Berkeley, Glcndale, Long Beach, 
Pasadcna, Santa Ana, and Torrance) appear i n  table A-1 b u t  no t  
i n  table A-6 bccauw thcy arc less populous than one o r  more 
other cities i n  thcir rcspcctivc counties. 

amounts may be materially affected. Accordingly, a 
check or recalculation of these estimates after final 
results of the 1970 Census of Population become 
available-permitting firmer estimates of 1966 popula- 
tion-should be very much indicated. 

Table A-5 confirms the common impression that the 
central cities of major SMSA's generally are making a 
more strenuous revenue effort than is suburbia. This 
appears in the table for all but one (Boston) of the nine 
reported areas for local government effort, and for all 
but three (Washington, Boston and Denver) for 
combined State-local effort. Furthermore, these effort 



Table A-6.-RELATION BETWEEN CITY-AREA AND 
BALANCE-OFCOUNTY MEASURES OF LOCAL GOVERN- 
MENT REVENUE CAPACITY, REVENUE, AND RELATIVE 
REVENUE EFFORT, FOR 50 SELECTED CITIES OF OVER 

100,000 POPULATION: 1966-67 

Ratios calculated b y  reference t o  bo th  counties (Clay and Jack- 
son) i n  which Kansas Ci ty  is located. 

3 ~ a t a  n o t  available, due t o  exaggeration o f  "balance o f  county" 
amounts b y  Census at t r ibut ion t o  Douglas County o f  al l  perti- 
nent amounts for  the 12-county Omaha Public Power District. 

Percent relation o f  city-area measure t o  
balance-of-county measure1 

Revenue Relative 
Ci ty  capacity Revenue revenue 

per capita per capita e f fo r t  

Birmingham, Ala. . 
Mobile, Ala. . . . 
Phoenix, Ariz. . . 
Tucson, Ariz. . . 
L i t t le  Rock, Ark.  . 
Anaheim, Calif. . . 
Fresno, Calif. . . 
Los Angeles, Calif. . 

Oakland, Calif. . . 
Sacramento, Calif. . 
San Diego, Calif. . 
San Jose, Calif. . . 
Miami, Fla. . . . 
St. Petersburg. Fla. . 
Chicago, Ill. . . . 
Peoria, Ill. . . . 

Rockford, Ill. . . 
Kansas City, Kans. . 
Topeka,Kans. . . 
Wichita, Kans. . . 
Louisville, Ky.  . . 
Kansas City, M o . ~  . 
Lincoln, Neb. . . 
Omaha, Neb.. . . 
Albuquerque, N.M. . 
Charlotte, N.C. . , 

Greensboro, N.C. . 
Winston-Salem, N.C. 
Akron, Ohio . . . 
Canton, Ohio . . 
Cincinnati, O h i o .  . 
Cleveland, Ohio . . 
Columbus, Ohio . . 

Dayton, Ohio . . 
Toledo, Ohio . . 
Youngstown, Ohio . 
Oklahoma City. Okla. 
Tulsa, Okla. . . . 
Portland, Ore. . . 
Allentown, Penn. . 
Erie, Penn. . . . 
Pittsburgh, Penn.. . 
Scranton, Penn. . , 

Chattanooga, Tenn. . 
Knoxville, Tenn. . 
Memphis, Tenn. . . 
Salt Lake City, Utah 
Seattle, Wash. . . 
Spokane, Wash. . . 
Tacoma, Wash. . . 

'Per capita amounts are based on  unoff icial estimates o f  popula- 
tion; see text. Areas where the per capita comparisons may be 
espec~aliy subject t o  error on this account are annoted: a single 
asterisk denotes cities w i t h  at least twice as much estimated 
population as the balance o f  the county; a double asterisk de- 
notes cities w i t h  an estimated population less than half that of 
the balance o f  the county. 

differences show up even though the central cities' per 
capita capacity is larger-in all nine instances for 
State-local sources as a whole, and in seven instances for 
local government sources alone. 

Generally similar findings are provided by table A-6, 
which compares revenue measures for 50 major 
within-county cities with those for the balance of their 
respective counties. Here again, greater per capita 
capacity usually appears for the central city than for 
outlying territory (in 37 cases). Here also, we generally 
find pel- capita revenue higher in the central city (in 46 
cases). And, with only five exceptions, these differences 
are such that local revenue effort is greater in the city 
than the average in the remainder of the county. 

The city-suburbia differences in revenue effort that 
are indicated by both tables may seem smaller than 
those which some other studies have suggested, and the 
reason is clear. When capacity is measured, as it is here, 
specifically by reference to governments' potential fiscal 
reach, the central cities generally show up as being 
somewhat "better of f '  than comparisons based only on 
resident personal income might indicate. This is because 
the central portion of an SMSA or metropolitan county 
typically has a larger proportion of the area's taxable 
property values than of its resident personal income; 
and, with the average-financing-system for estimating 
capacity, the property tax is given the heavy weighting 
indicated by the important role of this source in the 
Nation's revenue system. 

However, central cities' relative fiscal advantage on 
this score is generally diminishing, as suburbia attracts 
larger proportions of industry and business and "core" 
areas increasingly concentrate on governmental, institu- 
tional, and other service-type activities which (as 
illustrated in appendix D) contribute relatively less to 
the property tax base than do other kinds of economic 
activity. Moreover, the central cities' usual advantage 
over suburbia in revenue capacity per capita is usually 
outrun by extra revenue requirements, so that in most 
instances they show greater revenue effort than the 
suburban average (which, it also must be remembered, 
does not directly reflect any outlying pockets of 
particularly low revenue effort). Hence, although these 
comparisons may suggest that the "fiscal plight" of 
metropolitan central cities has sometimes been inade- 
quately measured, they tend to support rather thar: 
contradict the main point-namely, that most such citie: 
are extremely hard-put to keep their fiscal demands 
reasonably in line with those of neighboring suburbia. 



Appendix B 
CLASSIFICATION OF STATE-LOCAL TAX REVENUE 

The following table shows how nationwide amounts 
of tax revenue of State and local governments in fiscal 
1966-67, as classified for this study, relate to amounts 
reported for that year by the Bureau of the Census in its 
Compendium of  Government Finances (Volume 4 ,  
Number 5 of the 1967 Census of Governments) and in 
further detail for State governments in its related annual 
report State Government Finances in 196 7 .  

In instances where the present study has involved 
any grouping or adjustment of the most detailed 
amounts published in those sources, the underlying 
figures appear below under the heading "Detail." 

The total shown here for "All State and local taxes" 
is slightly greater than that so reported in the Census 
publications, because of the addition here of the revenue 
surplus (the excess of revenue over expenditure) of 
publicly-operated liquor stores, as reported at table 
items 8 and 44. Indicated totals for "State taxes" and 
"Local taxes" also differ slightly from the published 
Census amounts because of the handling of data for the 
District of Columbia: its revenue from non-property 
taxes has been treated in this study as involving "State" 
taxes rather than "local" taxes. 

STATE-LOCAL TAX REVENUE IN  FISCAL 1966-67. AS CLASS1 FlED IN  THIS STUDY, IN  RELATION 
TO CENSUS BUREAU CATEGOR~ES AND REPORTED AMOUNTS 

Amounts 
(millions of dollars) 

l tem Study 
no. Type of tax Detail Amount 

1 All State and Local Taxes . . . . . . . . . . . . . . .  61,320.2 

2 State taxes . . . . . . . . . . . . . . . . . . .  32,390.8 
Sales and gross receipts taxes: 

3 General . . . . . . . . . . . . . . . . . . . .  8,966.3 
4 Motor fuel . . . . . . . . . . . . . . . . . . .  4,851.9 
5 Tobacco products . . . . . . . . . . . . . . . . .  1,620.1 

Alcoholic beverages: 
6 Selective sales . . . . . . . . . . . . . .  1,052.9 
7 Liquor licenses . . . . . . . . . . . . . .  140.5 
8 Liquor stores surplus1 . . . . . . . . . . . .  282.8 1,476.2 

Public utilities: 
9 Selective sales . . . . . . . . . . . . . .  608.2 

10 Public uti l i ty licenses . . . . . . . . . . . .  31.4 639.6 
Amusements: 

11 Parimutuels . . . . . . . . . . . . . . .  423.1 
12 Selective sales . . . . . . . . . . . . . .  33.3 
13 Amusement licenses . . . . . . . . . . . .  7.2 463.5 

Miscellaneous selective sales: 
14 Insurance premiums . . . . . . . . . . . .  877.6 
15 Selective sales NEC . . . . . . . . . . . . .  237.7 1.1 15.3 

Motor vehicle taxes: 
16 Motor vehicle licenses . . . . . . . . . . . . .  2,153.9 
17 Motor vehicle operators licenses . . . . . . . . . .  165.3 
18 Motor vehicle property taxes (see item 28) . . . . . . .  227.9 2.547.1 

19 Individual income taxes . . . . . . . . . . . . . . . .  4,958.2 
20 Death and gift taxes . . . . . . . . . . . . . . . . .  802.2 

Corporation taxes: 
21 Corporation net income . . . . . . . . . . . .  2,241.8 
22 Licenses, corporations in general . . . . . . . . . .  610.3 
23 Licenses, occupations and business NEC . . . . . . . .  360.2 
24 Document and stock transfer . . . . . . . . . . .  218.4 3,430.7 

Severance taxes: 
25 Total . . . . . . . . . . . . . . . . . .  577.1 
26 Minus non-minerals component (see item 35) . . . . . .  -4.1 573.0 

Property taxes: 
27 Total . . . . . . . . . . . . . . . . . .  861.5 

Minus estimated yields from: 
28 Motor vehicles (see item 18) . . . . . . . . . .  -227.9 
29 Intangibles (see item 34) . . . . . . . . . . .  -175.2 

Per cent of 
All S-L 

"own S- L 
revenue" taxes 



STATE-LOCAL T A X  REVENUE I N  FISCAL 1966.67. A S  CLASSIF IED I N  THIS STUDY. I N  R E L A T I O N  
T O  CENSUS B U R E A U  CATEGORIES A N D  REPORTED AMOUNTS (Continued) 

Amounts Per cent o f  
(millions o f  dollars) Al l  S-L 

I tem Study "own S- L 
no  . Type o f  tax Detail Amount  revenue" taxes 

Miscellaneous taxes: 
. . . . .  3 0  Hunting and fishing licenses 

. . . . . . . .  3 1  "Other licenses 
3 2  Poll taxes . . . . . . . . . . .  

. . . . .  3 3  "Other" (non-license) taxes 
34 Estimated yield. property taxes on intangibles 

(see i tem 29)  . . . . . . . . .  
3 5  Non-minerals component o f  severance taxes 

. . . . . . . . .  (see i tem 26) 

. . . . . . . . . .  36 Local taxes 
Property taxes: 

3 7  Total . . . . . . . . . . . .  
Minus estimated yields f rom:  

3 8  Moto r  vehicles (see i tem 48)  . . . .  
3 9  ln tangib les(seei tem51) . . . . .  

Sales and gross receipts taxes: 
4 0  General . . . . . . . . . . .  

Selective: 
. . . . . . . . .  4 1 Motor  fuel 

4 2  Tobacco products . . . . . . .  
Alcoholic beverages: 

4 3  Selective sales taxes . . . . . .  
44  L iquor  stores surplus1 . . . . .  

. . . . . . . .  45 Public ut i l i t ies 
4 6  Selective sales NEC . . . . . . .  

Moto r  vehicle taxes: 
47 Motor  vehicle licenses . . . . . . .  
48 Motor  vehicle property taxes (see i tem 38)  . 
49 Income and earnings taxes . . . . . .  

Miscellaneous taxes: 
. . . . .  5 0  "Other and unallocable" taxes 

51 Property taxes o n  intangibles (see i tem 39)  . 

Note: Detail may n o t  add t o  total due t o  rounding . NEC means "not elsewhere classified." 
'Excess o f  revenue over expenditure o f  governmentally-operated l iquor stores . 
2 ~ o r  estimated distr ibution b y  major property classes. see Appendix . 



Appendix C 

DATA SOURCES FOR ESTIMATING REVENUE CAPACITY 

Chapter 5 and Appendix D detail the methods used 
to estimate the potential yield of various revenue 
sources, at U.S.-average rates, for individual States, 
metropolitan areas, and counties. Published statistical 
sources used for that purpose are listed below. In 
addition, special tabulations of unpublished data were 
obtained (1) from the Governments Division of the 
Bureau of the Census, to  estimate the potential yield of 
the property tax and of nontax revenue sources of local 
governments; and (2) from the Regional Accounts 
Division of the Office of Business Economics, to  
estimate potential yields of the following types of taxes: 

Alcoholic beverage sales 
Corporation 
Death and gift 
Individual income and earnings 
Motor vehicle 
Property 

Published source 

American Gas Association, Inc., Gas Facts, 1967 

Public utility sales 
Selective sales taxes not elsewhere classified 
Severance 
Miscellaneous taxes not elsewhere classified 
It should perhaps be emphasized that the listing 

below refers only to  published sources that directly 
entered into the estimation of revenue capacity for 
various areas. It thus omits a report of the 1967 Census 
of Governments--Volume 4, No. 5 ,  Compendium of 
Government Finances-which supplied the basic frame- 
work for this effort in the form of detailed actual 
revenue data for State and local governments. Those 
figures, as supplemented by special tabulations prepared 
by the Governments Division of the Bureau of the 
Census from underlying corr.puter tape records, were 
associated with the separately-developed estimates of 
revenue capacity to  arrive at the measures of revenue 
effort which appear in Appendix G. 

Distilled Spirits Institute, Inc., Apparent Consumption of Distilled Spirits, 
by Months and by States, I968 ( 1  967 data) 

Edison Electrical Institute, Statistical Yearbook of the Electric Utrlity 
Industry jor 1967 

Independent Telephone Association, Annual Statistical Report, 1967 

National Tobacco Tax Association, Comparative Cigarette Tax Collections, . . . 
Per Capita Consumption by States ji,r 1966 (and . . . for 1967) 

U.S. Dept. of Agriculture, Economic Research Service, The Balance Sheet of 
Agriculture, 1967 (Information Bulletin No. 329) 

-, Farm Real Estate Market Developments (CD-70, April, 1968) 

- , Taxes Levied on IGrm Real Property, 1950-67 (Statistical Bulletin 
No. 441, July 1969) 

U.S. Dept. of Agriculture, Statistical Reporting Service, Livestock and 
Poultry I~~ventory ,  196 7 

U S .  Dept. of Commerce, Bureau of the Census, Census of Business, 1067: 
Vol. 11, Retail Trade, Area Statistics; Vol. V11, Selected Services, 
Area Statistics 

Revenue source(s) involved 

Public utility sales tax 

Alcoholic beverage sales tax 

Public utility sales tax 
General sales tax 

Public utility sales tax 
General sales tax 

Tobacco sales tax 

Property tax 

Property tax 

Property tax 

Property tax 

General sales tax 
Tobacco sales tax 



Published source 

- , Census of Business, 1963: Retail Trade, Merchandise Line Sales 

, , Census of Business, 1967: Vol. VII, Selected Services, Area Statistics 

- , Census of Governments, 1967: Vol. 11, Taxable Property Values 

- , State Government Finances in 1967 

U.S. Dept. of Commerce, Office of Business Economics, Survey of Current 
Business, August 1968 

U.S. Federal Communications Commission, Bell Telephone System, Selected 
Earnings and Balance Sheet Data . . . 196 7 

U S .  Dept. of the Interior, Bureau of Mines, Minerals Yearbook, 1967 

U.S. Dept. of Transportation, Bureau of Public Roads, Highway Statistics 
in 1966, 196 7 

U.S. Treasury Dept., Bureau of Internal Revenue, 1965 Business Income 
Tax Returns 

, Statistics of Income: 1966 Individual Income Tax Returns 

, Fiduciary, Gift and Estate Tax Returns, 1959, 1961, 1963 

Revenue source(s) involved 

General sales tax 
Tobacco sales tax 

Motor fuel sales tax 
Amusement sales tax 

Property tax 

State nontax revenue 

Amusement sales tax 
State corporation tax 
Selective sales taxes, NEC1 
Miscellaneous taxes, NEC' 

Public utility sales tax 
General sales tax 

Severance tax 

Motor vehicle taxes 
Motor fuel tax 

Property tax 

Individual income tax 
Selective sales taxes, NEC' 
Miscellaneous taxes, NEC' 

Death and gift taxes 

'NEC means "not elsewhere classified." 



Appendix D 

ESTIMATING REVENUE CAPACITY 
A N D  EFFORT FOR LOCAL PROPERTY TAXES 

Chapter 5 summarized the major steps involved in 
developing measures of property tax capacity and effort 
for States and local areas. Following is a further 
description of the operations involved, with numbered 
references to  the principal data sources employed, which 
are listed at the end of this appendix. Also reported 
below are findings from a comparison of our estimates 
of taxable property values in a number of California 
counties with valuations estimated by the California 
State Board of Equalization. 

A. Estimating the composition of property tax revenue. 

In the first instance, we estimated, by States, how 
much of the total yield of the local property tax-as 
defined for this report-came from various classes of 
property for which separate capacity estimates were 
desired. To  accomplish this: 

1. We deducted from Census-reported totals of local 
property tax revenue (Source 1) the portion 
resulting from property taxation of motor vehicles 
and intangible personal property-components not 
covered by the "representative" form of the 
property tax. These deductions were estimated 
mainly from assessed value data for such property 
(Source 2), and were carried out  separately for the 
SMSA portion and non-SMSA portion of each 
State. 

2. We deducted also, for the 4 States having "special" 
local levies on property other than motor vehicles 
and intangibles, the yield of such taxes (Source 2). 

3. We distributed the resulting amount of local 
government revenue from general property taxes, 
separately for the SMSA and non-SMSA portion of 
each State, among the following detailed property 
classes: 
a. State-assessed utility property 
b.  Other State-assessed property 
c. Locally-assessed personal property (other than 

motor vehicles and intangible personalty) 

d. Locally-assessed commercial and industrial real 
property 
(d-1) Public utilities 
(d-2) All other 

e. Vacant lots 
f. Other locally assessed real property. 
The amount for each component was determined 
by its share of the total of net taxable assessed 
values (other than for motor vehicles and 
intangibles) as reported in Source 2. Gross 
valuation amounts shown there for locally assessed 
real property and vacant lots were used, on the 
presumption that all exemptions of locally- 
assessed real property (the difference between 
gross and net taxable values) pertain t o  item f ,  
which includes nonfarm residential realty plus 
acreage and farms. The separation of locally- 
assessed public utility amounts (item d-1) was 
based on a special tabulation obtained from the 
Governments Division, Bureau of the Census. 

4. We added the resulting SMSA and non-SMSA 
amounts, and also the local "special" property tax 
amounts initially excluded for 4 States (all 
involving business taxation)-to derive preliminary 
statewide yield estimates by property class. 

5. We further subclassified into "farm" and "non- 
farm" the statewide yields estmated for locally 
assessed personal property (item c), using unpub- 
lished Agriculture Department figures on property 
taxes levied upon farm personal property in 1966. 
We made a similar subclassification of yields for 
"other locally assessed real property," using 
Agriculture Department estimates of 1966 levies 
against farm real estate (Source 3). The nonfarm 
portion of personal property yields was taken to 
involve business property (ignoring minor amounts 
for household personalty in a few States); and the 
nonfarm portion of "other locally assessed real 
property" was taken as the yield from nonfarm 
residential property. 

6. We grouped various detailed yield estimates for 
each State, and added them to obtain nationwide 



amounts of local property tax revenue as follows 
(in millions): 

. . . .  Nonfarm residential property $1 1,9 19 
Farm property (real and personal) . . 2,032 
Vacant lots . . . . . . . . . .  501 
Public utilities . . . . . . . . .  1,892 
Non-utility business property . . .  8,053 

Nationally and in some States, this procedure 
probably results in some understatement of the 
business portion of local property tax yields, and a 
corresponding overstatement of collections from 
nonfarm residential property. Developing esti- 
mates separately for the SMSA and non-SMSA 
parts of each State makes allowance for the 
generally higher rates in metropolitan areas. 
However, it does not reflect tax-rate differentials 
within metropolitan areas, which usually involve a 
somewhat higher rate within the core city-where 
business property makes up relatively more of the 
tax base-than in suburbia. This likely bias in the 
yield estimates has only a minor effect on the total 
property tax capacity estimated for particular 
areas, since rather similar average rates were 
attributed to the two property classes involved. 
However, it does affect the proportions of total 
revenue capacity attributed to these particular 
components in the data presented for various 
areas. 

B. Estimating tax rates for non-business property taxes. 

As a second step, we determined the average rates 
of tax which, if applied nationally to nonfarm 
residential property, farm property, and vacant lots, 
would have yielded the indicated amounts of local 
property tax revenue from these respective types of 
property. To obtain for each State an estimate of the 
approximate market value of each of these property 
classes, we used data on gross assessed valuations and 
assessment ratios (Source 2) in conjunction with 
Agriculture Department estimates of farm real estate 
values in 1966 (Source 4), in the manner described in 
Chapter 2. By adding the individual-State figures and 
relating them to the nationwide estimates of tax yield 
described above, we obtained the following results: 

Indicated 
Estimated market average local 
value (millions) tax rate 

Nonfarm residential 
property . . .  $750,599 1.588% 

Farm property (in- 
cluding taxable 
personal 
property . . .  218,533 .929% 

Vacant lo ts .  . . .  43,926 1.024% 

C .  Estimating the tax rate for business property. 

For reasons detailed in Chapter 2, it was not 
possible to develop State-by-State estimates of the 
current market value of taxable non-utility business 
property. However, nationwide estimates of this 
nature were assembled (Source 5). For subsequent 
steps, it was necessary to subclassify the total into 
three major components. The amounts involved were 
as follows: 

Estimated market 
value (billions) 

. . .  Non utility business, total $556.2 
Land . . . . . . . . .  ( 96.8) 

. . . . . . .  Inventories (1 74.6) 
All other (structures and 

equipment) . . . . .  (284.8) 

This indicates an average local rate of 1.45 1 per cent 
fol- non-utility business property. At first glance, it 
may seem surprising that this rate is less than the 
average residential rate of 1.588 per cent, cited above. 
As already noted, this is probably due in part to some 
underestimation of business property tax yields. More 
importantly, however, the market value amounts used 
to estimate the over-all business tax rate reflect the 
"representative" form of the property tax, while 
actual yields are somewhat delimited by the narrower 
scope of business property taxation that actually 
applies in certain States, including such big ones as 
New York, Pennsylvania, and New Jersey. In such 
instances, exemptions have been provided for 
business personal property, in favor of other means of 
taxing business. If a separate average rate were 
developed for business real property only (which has 
not been attempted in this study), it would probably 
be at least as high as the indicated average rate for 
residential real estate. 

D. Allocating the yield of non-business 
property taxation. 

For each of the three types of non-business 
property, the geographic allocation of potential yields 
at national average rates was based upon estimates of 
the market value of such property in the respective 
States and local areas. These estimates were derived 
from Census data on gross assessed valuations and 
average assessmcnt ratios for the respective types of 
property (Source 2 and special Census Bureau 
tabulations). 

E. Allocating the yield of business property taxation. 

Geographic allocation of revenue capacity avail- 
able from local taxation of business property 
presented special problems, due to the lack of good 



market-value data for such property at the State or 
local levels. The scale of business activity in various 
areas is reflected by data on  private nonfarm earnings 
developed by the Regional Economics Division of the 
Office of Business Economics. "Earnings" is a broad 
measure, including not only payrolls but also other 
labor income and proprietors' business earnings. 
However, the over-all total of private nonfarm 
earnings in various areas may not indicate closely 
their relative amounts of business property, due to  
(1) differences in the property-earnings relationship 
as among various businesses and (2) differences in the 
economic makeup of particular areas. In an effort t o  
minimize the influence of such variations, we dealt 
separately with each of 56  types of nonfarm business 
for which local-area earnings data are developed by 
the Regional Economics Division. The procedure was 
as follows: 
1 .  We distributed the nationwide market-value 

amounts of land, inventories, and other taxable 
holdings of non-utility business (cited at C above) 
among detailed types of business. This distribution 
was based upon Internal Revenue Service figures, 
from business tax returns, as t o  the book values of 
land, inventories, and gross depreciable and 
depletable assets. (Source 6) (Because the IRS data 
include amounts for business-owned residential 
property and vacant lots, for which capacity 
estimates were being separately developed, it was 
necessary to  deduct estimated book-value amounts 
for these components from the "real estate" class 
of business.) 

2. We translated the resulting property-value esti- 
mates from a "company" basis, as reflected in the 
IRS sources, to  an "establishment" basis, by using 
linkage factors used regularly for a similar purpose 
by the Office of Business Economics in calculating 
various components of national income data. This 
step was necessary because the local-area data used 
in a later step reflect earnings of businesses 
classified by kind of establishment rather than by 
type of company or firm. 

3. For  each type of non-utility business, we summed 
the three value components and applied the 
nationwide business-tax rate indicated at C above, 
to derive an estimate of potential local property 
tax yield on an average-rate basis. (The nationwide 
property tax yield for public utilities had been 
previously estimated, without any type-of- 
property distinction, at step A.) 

4. We calculated the relationship between the tax 
yield estimated for each type of business and its 
nationwide total of earnings, as reported for 1967 
by the Office of Business Economics. 

5. We applied these ratios (tax amount per dollar of 
earnings) to  earnings amounts originating in the 
several types of  businesses, as recorded by the 
Regional Economics Division for various States 
and local areas, and summed the products to  
obtain a single summary estimate of the potential 
yield of local property taxation of business for 
each such area. 

The importance of subclassification in using 
data on earnings to  estimate the potential yield of 
business property taxation for various areas is 
suggested by the following figures. They show the 
average taxlearnings relationship, nationwide, for 
each of various industry classes: 

1,ocal property tax (at 
over-all average U.S. 
percentage rate) per 

Industry class dollar of earnings 

Manufacturing. . . . .  2.42% 
Mining . . . . . . .  9.25 
Contract construction . . 0.99 
Transportation, communi- 

cation and public 
utilities . . . . . .  5.66 

Wholesale and retail 
trade . . . . . . .  2.40 

Finance, insurance and 
real estate . . . . .  3.27 

Services . . . . . . .  1.20 

These are the broad classes of non-farm business 
for which earnings data are available in published 
form for particular metropolitan areas and 
counties. The underlying more detailed categories 
that were dealt with separately for the present 
study involve, understandably, even more diversity 
of tax/earnings ratios. 

The importance of subclassification can also be 
illustrated in another way. The following distribu- 
tion shows how individual-State estimates of 
business property tax capacity developed for this 
study differ from those that would result if such 
capacity were calculated merely by reference to  
total private nonfarm earnings-it., taking n o  
account of the diverse industrial mix of the 
respective States: 

Number 
Per cent o f  difference o f  States 

Plus 20 per cent o r  more . . . . .  9 
P l u s l O t o l 9 p e r c e n t  . . . . . .  6 
Plus 5 t o  9 per cent . . . . . . .  5 
Less than 5 per cent ( + o r  -) . . . .  2 0  
Minus 5 t o  9 per cent . . . . . .  4 
M i n u s l O t o 1 9 p e r c e n t  . . . . .  7 - 

Total (including D.C.) . . . . .  5 1 



Thus, in nearly half the States the two kinds of 
measures differ by at least 1 0  per cent,  and in only 
20  States are they within less than 5 per cent of 
each other. 

F. Calculation of effort measures. 

The results of the foregoing operations were used, 
together wjth totals of actual local property tax 
revenue in various local areas (Source 1 data, 
obtained from the Census Bureau in tape-recorded 
form), t o  calculate "relative effort" measures for the 
local property tax, for ind~vidual States and local 
areas. At the State level, such measures were 
developed separately for each of the four major 
estimating components, but for local areas only a 
single summary measure of property tax effort was 
calculated. 

G.  Relation t o  earlier ACIR capacity-effort study. 

The procedures described above resemble in some 
important respects those used in the earlier ACIR 
study of  tax capacity and effort. New departures here 
with regard t o  the property tax include: ( I )  the 
development of local-area as well as State-by-State 
measures; (2) a specific focus here upon local 
property taxation, with separate treatment accorded 
to State-imposed property taxes; (3) the use of 
distinctive average rates for four components of the 
property tax to  estimate potential yield, rather than 
of a single over-all average rate, as in the earlier study; 
and (4) the use here of detailed earnings data to  
estimate the geographic allocation of business 
property tax capacity. 

H. Test of property-tax capacity findings for California 
counties. 

Property-value estimates resulting from the fore- 
going procedure for certain California counties have 
been compared with valuations estimated by the 
California State Board of Equalization. The Board's 
figures comprise all locally assessed property, but 
exclude public utilities, so a similar delimitation was 
applied t o  figures used for this purpose from the 
present study. 

Thirty-four California counties were potentially 
subject to  review--i.e., all those with a 1966 
population of at least 50,000. However, one of these 
was dropped because of inadequate ratio findings 
from the Census of' Governments. Of the remainder, 
10 were more directly subject to  comparison, since 
for each of these the Board of Equalization had 

developed "full-value" estimates specifically for the 
assessment year of  1966, by expanding 1966 assessed 
valuations on the basis of its appraisals of a scientific 
sample of  locally assessable properties. For each of 
the other 23 selected counties, such State measures 
were specifically available fhr either 1965 or 1967, 
but not for 1966. However, by reference t o  various 
indicators, the Board regularly "trends" its appraisal- 
based findings for individual counties. The Board's 
trend indicators were thercfhre used t o  adjust its 
1965 or 1967 estimates for particular counties to a 
1966 basis, t o  facilitate comparison with this study's 
figures for that year. 

For the 1 0  counties most directly subject to  
comparative examination, the two sets of valuation 
estimates were substantially identical in total-i.e., 
within 0.2 per cent over-all. For individual counties in 
this group, our estimates ranged from 110 per cent 
down t o  77 per cent of the State Board figures. The 
median-county relationship was 97.1 per cent,  and 
the average departure from this relationship was 8.5 
percentage points, or 8.7 per cent. As might be 
expected, each of the 3 most extreme departures 
involved a relatively small county. 

For the entire group of  33 selected counties, 
values estimated by the present study totaled 7.2 per 
cent above those of the State Board of Equalization, 
but one very large county contributed much of the 
divergence. If it were excluded, the excess in total 
would be only 3.3 per cent. The median-county 
relationship was exactly 100 per cent,  and the average 
individual-county departure from this was 10.6 per 
cent. For all except 6 of the 3 3  counties, the two 
value estimates were within 15 per cent o f  each other. 
Of the State's 10 most populous counties, only 3 
showed a divergence between the two estimates of 
more than 10 per cent. 

It  would, of course, be unreasonable to expect a 
perfect fit between two sets of data so independently 
developed. Some of the apparent disparities can in 
part be traced to methodological differences. In 
general, however, the degree of corresponderice 
between the two sets of data seems encouraging, 
especially when it is noted that approximately 
one-third of all the values being estimated pertain to  
business property, which involves especially difficult 
problems of evaluation. 

I. Principal data sources (cited by number above). 

I .  U S .  Burcau of the Census. Conzperrdium of 
Govenzment .bi'17arzces (Vol. 4, No. 5,  1967 Census 
of Governments). 



2. U.S. Bureau of the Census, Taxable Property 
Values (Vol. 2 ,  1967 Census of Government). 

3.  Economic Research Service, U.S. Department of 
Agriculture, Taxes Levied on Farm Real Property, 
1950-67 (Statistical Bulletin No. 441, July 1969). 

4. Economic Research Service, U.S. Department of 
Agriculture. Farm Real Estate Market Develop- 
ments (CD-70, April 1968). 

5 .  Unpublished estimates for 1966 from the "Flow 
of Funds and Balance Sheet Study" being carried 

out under the direction of Dr. Raymond W. 
Goldsmith. Sponsored by the National Bureau of 
Economic Research, this project is to  adjust and 
update statistics shown for the period up  to 1958 
in Raymond W. Goldsmith, The National Wealth 
of the United States in the Postwar Period 
(Princeton University Press, 1962). Underlying 
methodology is described in that volume. 

6. Internal Revenue Service, Statistics of Income: 
1965 Business Income Tax Returns. 



Appendix E 

U.S. DIMENSIONS OF CANADIAN -TYPE 
"REVENUE EQUALIZATION GRANTS" 

A program of "revenue equalization grants" that 
was recently enacted in Canada was described in Chapter 
3. Under that program, fiscal capacity of each of the 10 
Canadian Provinces (corresponding to our States) is 
defined and measured in a manner that is very similar to 
the "average-financing-system" approach employed in 
the present study. Thus, the estimates obtained in this 
study permit, for illustrative purposes, a test application 
of the Canadian arrangement to the United States. 

The "Federal-Provincial Fiscal Arrangements Act, 
1967" provides for a grant to each of the Canadian 
Provinces whose potential revenues from Provincial 
government sources would be less than the national 
average in per capita terms. This same system is here 
applied to the United States; table E-1 shows the 
resulting distribution if such a Federal-State arrangement 
had been operative in 1967. 

Three other sets of illustrative figures are also 
presented and discussed below. Table E-2 shows the 
distribution that would have applied in 1967 under a 
similar program designed to "equalize" aggregate revenue 
capacity of both State and local governments, rather 
than only that of the State governments. The other 
tabulations show estimates for grant programs also 
taking account of aggregate State-local revenue capacity 
but with adjustments made for interstate differences in 
governmental costs, as indicated by pay rates of State 
and local government employees (table E-3) and by 
statewide averages of personal income (table E-4). 

Grants Adjusted for State Government Capacity 

This type of Federal "revenue equalization grant" 
would not make payments to all State governments, but 
only to those that have revenue capacity per capita that 
is below the national average. For each such State, the 
grant would be the amount needed to make up this 
difference. Thus, filling this kind of gap has nothing to 
do with the capacity gap some speak of when they refer 
to "unused capacity." Also, since the measurement of 
capacity is done on an average financing basis, nothing 
that an individual State government does would enlarge 

or reduce its entitlement, except insofar as its revenue 
practices affect the national picture. 

Table E-1.-ESTIMATED 1966-67 DISTRIBUTION O F  
FEDERAL GRANTS TO STATE GOVERNMENTS HAVING 

BELOW-AVERAGE REVENUE CAPACITY* 

Per capita Per cent 
amount Amount of U.S. 

State (dollars) ($  million) total - 
U.S. . . - 1,809 100.0 

Mississippi . . 63 148 8.2 
Alabama . . . 52 1 84 10.2 
Tennesse . . . 45 176 9.7 
Arkansas. . . 45 88 4.9 
South Carolina . 44 1 16 6.4 

West Virginia . 42 77 4.3 
Kentucky . . 38 120 6.6 
North Carolina . 37 186 10.3 
Georgia . . . 34 152 8.4 
Virginia . . . 29 128 7.1 
Pennsylvania . . 20 238 13.2 

Maine. . . . 18 18 1 .O 
Missouri . . . 12 56 3.1 
Wisconsin . . 12 51 2.8 
U t a h .  . . . 12 12 .7 
Idaho . . . . 10 7 .4 
South Dakota . 4 3 .2 

Florida . . . 4 25 1.4 
Massachusetts . 3 14 .8 
Vermont . . . 2 1 1 
Iowa . . . . 1 4 .2 
Arizona . . . 1 2 .1 
Maryland . . . 1 3 .2 

*Amounts needed to make up the difference between the per 
capita revenue capacity of each State government and the 
nationwide per capita average for State government revenue 
sources. 

If it had been operative in fiscal 1966-67, a program 
of this kind-very closely resembling the Canadian 
arrangement-would have involved payments to 23 
States, ranging in amount from $63 per capita for 
Mississippi down to only about $1 per capita for Iowa, 
Arizona, and Maryland. Given the strong upward trend 
in State revenue, the cost would probably have been 
about 30 per cent greater in fiscal 1968-69, or around 
$2.3 billion. This sum is only about four times as much 
as the $573 million Canada distributed that fiscal year to 
its seven below-average-capacity Provincial governments, 



despite the fact that the own-source revenue of the State 
governments in the United States is about seven times as 
great as the own-source revenue of the Canadian Provin- 
cial governments. The comparison can be expressed in 
another way: Canada's distribution has equalled around 
$8 to $9 annually per $100 of own-source Provincial 
revenue, while the corresponding ratio here would be 
less than $5 per $1 00 of own-source State government 
revenue. It would thus appear that such an arrangement 
in this country would be relatively less costly to the 
central government than it is in Canada, and would 
benefit a smaller proportion of the Nation: here, 23 out 
of 50 States, with 39 per cent of the total population 
(excluding the District of Columbia); in Canada, seven 
out of 10 Provinces, having 48 per cent of the total 
population. 

The per capita amounts of aid in table E-1 take on a 
new dimension when they are considered as a percentage 
of unaided State government capacity. This type of 
program would supplement Mississippi's capacity by 
almost one-half (48 per cent). Four other States would 
find their capacity increased by at least 30 per cent. The 
seven States receiving grants of $4 or less per capita 
would find that their capacity had been supplemented 
by only two per cent or less. Although Pennsylvania 
would receive the largest amount of dollars, the payment 
would be a less significant addition (12 per cent) to its 
own pre-grant capacity than for each of the 10 States 
ranking above it in table E-1. 

The regional picture is strikingly clear. The ten 
States that would be eligible for the largest per capita 
amounts (the same 10 that would receive the largest 
percentage addition to their own capacity) are, without 
exception, in the South. Altogether, these 10 would be 
entitled to 76 per cent of the funds. The other 13 
eligible States are geographically scattered. 

As emphasized above, this kind of "revenue 
equalization grant" is not contingent upon any 
particular degree of revenue effort by the aided 
governments. Nevertheless, it may be of interest to 
consider whether the States that would receive the 
grants are at least average in this respect. The proper 
basis of comparison seems to be State government 
revenue effort (Appendix G-4). In 1966-67, 18 of the 23 
eligible State governments were making an effort at least 
equal to the national average. Thus, this particular grant 
program would not appear to suffer from having the two 
kinds of fiscal measures (capacity and effort) point in 
opposite directions. 

Grants Adjusted for State-Local Revenue Capacity 

The data assembled in this study permit an 
alternative test application of the Canadian approach to 

State and local revenue capacity. As noted in Chapter 4 ,  
there is much to be said for having the Federal 
Government view the finances of a State and all its 
subdivisions as a unit. As illustrated here, the program 
could still operate as a Federal-State arrangement; the 
inclusion of local finances in the calculation would not 
automatically make it a Federal-State-local program. 

Table E-2 shows the dimensions of a grant program 
designed to bring up to the national average level the per 
capita revenue capacity of State and local governments 
in all the States where it was below par. As the table 
shows, such a program would be more than twice as 
costly as that previously discussed, which sought only to 
equalize revenue capacity of State governments. In 
1966-67, the broader grant arrangement would have 
distributed about $4.6 billion among 25 States. (The 
corresponding total for 1968-69 would probably have 
been about $5.8 billion.) This sum equals about $7 per 
$100 of own-source of State and local governments-a 
materially higher ratio than that noted above (less than 
$5 per $100) for grants designed to equalize only the 
revenue capacity of State governments as such. 

Table E-2.-ESTIMATED 1966-67 DISTRIBUTION OF 
FEDERAL GRANTS TO STATES HAVING BELOW-AVERAGE 

STATE-LOCAL REVENUE CAPACITY * 

Per capita per cent 
amount Amount  o f  U.S. 

State (dollars) ($ m ~ l l i o n )  total - 
U.S. . . - 4,636 1 00.0 

South Carolina . 137 356 7.7 
Mississippi . . 133 310 6.7 
West Virginia . 111 202 4.4 
Alabama . . . 110 388 8.4 
Arkansas . . . 102 20 1 4.3 
North Carolina . 95 473 10.2 

Kentucky . . 89 282 6.1 
Maine.  . . . 83 82 1.8 
Georgia . . . 78 346 7.5 
Tennessee . . 76 295 6.4 
Virginia . . . 72 324 7.0 
Vermont . . . 59 24 .5 

Pennsylvania . . 54 627 13.5 
Rhode Island . 43 39 .8 
U t a h .  . . . 43 43 .9 
Idaho . ., . . 34 24 .5 
Missouri . . . 29 131 2.8 
South Dakota . 19 13 .3 
Wisconsin . . 16 65 1.4 

Texas . . . . 15 1 59 3.4 
Ohio . . . . 12 122 2.6 
Massachusetts . 11 59 1.3 
Indiana . . . 9 43 .9 
Maryland . . . 7 26 .6 
Minnesota . . 1 2 1 

"Amounts needed t o  make u p  the difference between the per 
capita State-local revenue capacity o f  each State and the nation- 
wide per capita average for  all State and local revenue sources. 

1 Less than K o f  1%. 



As would be expected, most of the same States 
appear here as in Table E-I, and in roughly the same 
order. The heavy concentration of Southern States at 
the top of the per capita list remains. The percentage 
addition to capacity arising from the hypothetical grants 
is even more impressive for these poorest States. Eleven 
States would find their capacity expanded by more than 
20 per cent; the top two-South Carolina and 
Mississippi-by 50 per cent. 

Granted the basic similarity between the tables, 
notable differences do appear. For one thing, five new 
States join the eligibility list, while three are dropped. 
Far more important are the changes in the size of 
entitlements. In the shift from State source capacity to 
State-local capacity, South Carolina finds its grant jump 
from $44 per capita to $137, and Vermont enjoys a 
spurt from $2 per capita to $59. The percentages of 
pre-grant capacity represented by the Federal aid 
payments are equally impressive: the $116 million 
payable to South Carolina in table E-1 equalled 30 per 
cent of its State-source capacity, while the $356 million 
it would receive under the broader program reflected in 
table E-2 is equal to 53 per cent of its State-local 
capacity. For Vermont, the corresponding shift is from 
one per cent to 17 per cent. 

Another difference between the two alternative 
hypothetical grant programs appears in the findings as to 
relative revenue effort made by the States involved. In 
the second case, State-local effort is a more appropriate 
yardstick than effort from State sources alone. Of the 25 
States eligible for revenue equalizing grants under the 
broader program, only nine were making above average 
effort in 1966-67, as compared with 18 of 23 when only 
State government capacity and effort were considered. 
This abrupt switch is another way of saying that in most 
low capacity States, State sources are tapped intensively, 
while local revenue sources are utilized to a less than 
average degree. This can be seen with great clarity in the 
third column of appendix table G-4, where only six of 
the 25 States listed in table E-2 are shown with an effort 
above the U.S. average for local revenue sources. This 
finding is but another reflection of a regional pattern 
commented on in Chapter 2, namely, the tendency in 
Southern States for local revenue sources (and especially 
local taxes) to be utilized at below-average rates. 

Some observers might question a grant arrangement 
which thus seemed especially to favor areas where 
available revenue sources are not being severely tapped. 
Others, however, may counter that this is not 
inappropriate, on the ground that any particular level of 
"relative revenue effort" is likely to involve more burden 
or sacrifice for a State with small revenue capacity per 
capita than for others which are better off on that score. 
In any event, as emphasized above, it is a built-in feature 

of the revenue-equalizing grant approach that differences 
in effort be msregarded in determining the allocation of 
funds. 

Grants Adjusted for Governmental Cost Levels 

At various points in this study, warnings have been 
offered about possible misuse of simple per capita 
comparisons of revenue capacity. In the monograph 
concerning grant arrangements which was discussed in 
Chapter 3, Mr. Clark noted that "in a revenue 
equalization formula, it is assumed that expenditure 
needs per capita are identical in all provinces....."1 As 
the author also observed, however, this assumption is 
obviously not realistic. Areas are likely to differ in their 
public expenditure needs per capita for two kinds of 
reasons: (1) because of differences in the nature, scope 
and intensity of public services they require, on account 
of natural conditions (topography, climate, etc.), 
demographic conditions (population composition, ur- 
banization, etc.), and economic conditions (income 
distribution, level of employment, etc.); and (2) because 
of geographic differences in price levels for the services 
and goods utilized by governments to carry out their 
responsibilities. 

An effort to avoid the assumption of identical 
expenditure needs per capita in the design of grant-in-aid 
arrangements would, in its most precise form, call for a 
determination of the cost in various areas of providing a 
defined set of those public services for which financial 
equalization was desired, so as to have a dollar measure 
of "fiscal need" with which relevant amounts of 
financing capacity could be compared. That, however, is 
a heroic challenge. As pointed out in Chapter 1 of this 
report, specifications for the present study did not 
contemplate any attempt to determine the relative fiscal 
need of various areas. The problems involved in any such 
effort would, in their complexity, completely dwarf the 
more manageable task which has been undertaken, to 
develop comparative measures of revenue capacity and 
effort. 

Nonetheless. two points deserve emphasis. First, the 
"actual revenue" amounts which have entered into the 
calculation of effort in this study may be viewed as a 
reflection of fiscal need-or, perhaps more precisely, as 
reflecting the interpretation of and response to such 
need by State and local governments. Secondly, while it 
would be extremely difficult to translate into dollar 
terms the many variables that affect the scope and 
intensity of public services, information is available to 
indicate geographic differences in cost level for at least a 

' ~ o u ~ l a s  H. Clark, op. cit., p. 27. 



major element of State-local expenditure-salaries and 
wages. 

Accordingly, Census Bureau figures on earnings of 
full-time State and local government en~ployees have 
been used, in effect as a proxy "unit-cost" measure, to 
develop estimates for still another version of revenue 
equalization grants. This hypothetical plan, like that 
summarized above in table E-2, would be designed to 
assist States where aggregate per capita revenue capacity 
from both State and local government sources is 
below-average. In this case, however, the target amount 
of "revenue need" used to calculate the grant eligibility 
of any State was adjusted to take account of one-half of 
the difference between average monthly earnings of 
full-time State and local government employees in the 
particular State and the corresponding national earnings 
average for all such employees.2 

An example may clarify the methodology. Public 
employees' earnings in Alabama averaged 76 per cent of 
the national average. It was therefore assumed, in effect, 
that any given amount of governmental revenue in 
Alabama was actually "worth" more in terms of public 
buying power to the extent of half this divergence. 
Therefore, the amount of "revenue need" that would 

tivity of the employees concerned. For both these 
reasons, then, it seemed proper to discount earnings 
differences, rather than using them directly as a proxy 
for interstate variations in the "unit cost" of State and 
local government. 

In most instances, this price-level adjustment was 
relatively limited, involving a change in estimated 
"revenue need" of less than 10 per cent in all except 9 
States. For 7 of these-all in the South-the estimate was 
lowered, while for the other two it was raised. 

The results of these calculations for an adjusted 
system of revenue equalization grants are summarized in 
table E-3. 

Table E-3.-ESTIMATED 1966-67 DISTRIBUTION OF 
FEDERAL GRANTS TO STATES HAVING BELOW-AVERAGE 

STATE-LOCAL REVENUE CAPACITY, WITH ADJUST- 
MENTS FOR GOVERNMENTAL COST LEVELS INDICATED 

BY PUBLIC EMPLOYEES PAY RATES 

Per capita Per cent 
amount Amount of US.  

State - - (dollars) - ($  million) total 

US.  . . xxx 3,07 1 100.0 
South Carolina . 89 232 7.6 
West Virginia . 74 1 34 4.4 

have resulted by assuming for this State the nationwide Mississippi . . 7 1 166 5.4 
North Carolina . 69 345 11.2 

average per capita amount was reduced by 12 per cent Alabama . . . 63 22 1 7.2 
(from $1,395 million to $1,228 million). Deducting Virginia . . . 54 244 7.9 

from this adjusted target figure Alabama's revenue Kentucky . . 53 169 5.5 - - 
capacity of $1,007 million led to the indicated grant Maine. . . . 52 51 

Pennsylvania . . 50 581 
amount of $221 million, or $63 per capita-materially Vermont . . . 44 18 
less, because of the adjustment procedure, than its Arkansas . . . 43 84 2.7 
allocation under the simpler revenue equalization Rhode Island . 36 32 1 .O 

formula summarized in table E-2. Georgia . . . 34 152 
Tennessee . . 30 118 

The "halving" of earning-rate differences in carrying Wisconsin . . 25 lo6 
out these calculations was obviously arbitrary, but may Utah . . . . 2 1 2 1 

be rationalized on two grounds. In the first place, while Massachusetts . 17 91 3.0 
Maryland . . . 15 55 1.8 

wages and salaries make up a considerable fraction of 
State and local government expenditure (42 per cent in Michigan . . . 13 109 3.5 

Minnesota . . 13 45 1.5 
1968), and regional differences in public pay rates Missouri . . . 7 32 1 .O 

probably resemble cost level differences in some other 
spending components as well, this is not the case for all 
State-local outlays. Secondly, part of the regional 
variation in public pay rates is likely to be associated 
with differences in training, competence, and produc- 

 he pay rate calculations were based on data for October 
1968, the latest period for which needed figures had been re- 
ported by the Bureau of the Census at  the time these estimates 
were developed. The earnings average for each State was not  taken 
directly from the Census source, but  was specially calculated in 
such a way as to  eliminate the influence upon the average of 
interstate differences in the proportions of employees engaged in 
various functions, and in teaching versus nonteaching positions, 
as reported separately by the Census Bureau for public schools 
and for institutions of higher education. 

Ohio . . . . 6 60 
Arizona . . . 2 4 
New Jersey . . 1 1 

' Less than $.50. 
Less than '/z of 1%. 

This type of revenue equalization grant program 
would have cost $3.1 billion for fiscal 1966-67 (or 
presumably some $4.1 billion two years later), which is 
about 30 per cent less than the amount estimated for a 
program making no allowance for cost-level differences. 
Again about half of all the States would be eligible for 
aid, but this group of 24 includes three (Arizona. 
Michigan and New Jersey) that did not qualify under the 
unadjusted plan outlined in table E-2, while it does not 
include four States (Idaho, Indiana, South Dakota, arid 



Texas) that would be covered under that plan. There is a adjusting t h s  sum up  or down by one-half of the 
general similarity in the States heading each list, with percentage difference between per capita personal 
eight of the top  1 0  located in the South here, as income within the State and in the Nation as a whole. 
compared with nine ou t  of 10 in table E-2. However, the 
share of the total distribution going t o  Southern States is Table E-4. ESTIMATED 1966-67 DISTRIBUTION OF 

FEDERAL GRANTS T O  STATES HAVING 
less on this basis-61 per cent, as compared with nearly BELOW-AVERAGE STATE-LOCAL REVENUE CAPACITY, 
73 ver cent under the unadiusted d a n .  For most of the WITH ADJUSTMENTS FOR GOVERNMENTAL COST 

States showing up  here as well as in table E-2, the LEVELS INDICATED BY STATEWIDE AVERAGES OF 
PERSONAL INCOME 

cost-level adjustment would result in a lesser grant. 
However, the adjustment would increase the grants going 

Per caplta Per cent 
to  Massachusetts, Minnesota, and Wisconsin, where amount Amount of US. 

public employees' earnings run somewhat above the U.S. - State (dollars) i$ million) total 

average. 
U S .  . . xxx  2,895 xxx 

At first glance, the foregoing kind of revenue-- south Carolina . 75 195 6.7 

equalization grant arrangement might seem to have 
much t o  recommend it. However, it is subject t o  at least 
one extremely serious limitation. Unlike the "unad- 
justed" distributional plans previously examined, this 
one would not be unaffected by  the financial practices 
of State and local governments. Quite the contrary for 
governments in those States where unadjusted revenue 
capacity averages less per capita than in the nation as a 
whole. For those States, the kind of formula outlined 
would in effect afford a 100-per cent Federal subsidy for 
higher pay rates to  public employees. And even States 
moderately above the national per capita average of 
(unadjusted) revenue capacity would, under this arrange- 
ment, become eligible for some aid by upping their 
employees' pay rates. 

These effects of the grant plan could be lessened, of 
course, by cutting back the allowance for pay-rate 
differences from one-half to  some smaller fraction. 
However, if the cutback was only minor, it would not 
have much effect; and if it was severe, it would tend to 
nullify the intended effort to provide a cost-level 
adjustment as part of the grant arrangement. Accord- 
ingly, an alternative method has been devised and tested, 
under which differences in governmental cost levels are 
inferred from average per capita personal income in the 
respective States. With this approach, it is being 
presumed in effect that the average Income level for the 
entire resident population of a State can be used as a 
proxy for the probable or reasonable rate of earnings for 
public employees there. Hence, the reasons offered 
above for "halving" of interstate differences in public 
pay rates in order to allow for variations in the unit cost 
of government also apply in this instance. 

Table E-4 summarizes the distrib~ition of revenue- 
equalization grants under this alternative formula. For 
each aided State, the allocation is the sum needed to 
bring its revenue capacity u p  to the estimated amount of 
its "revenue needm-obtained by (1)  figuring how much 
revenue it would require in terms of the nationwide per 
capita average of State-local revenue and (2) then 

West Virginia . 
Pennsylvania . . 
Mississippi . . 
Maine. . . . 

Alabama . . 
Rhode Island. . 
Virginia . . . 
North Carolina . 
Kentucky . . 
Arkansas . . . 

Georgia . . . 
Vermont . . . 
Massachusetts . 
Tennessee . . 
Maryland. . . 
Missouri . . . 

New Jersey . . 
Wisconsin . . 
Indiana . . . 
Connecticut . . 
Utah . . . . 
Illinois . . . 

As indicated by the table, this sort of revenue 
equalization program would have cost $2.9 billion for 
fiscal 1966-67 (or presumably some $3.8 billion two 
years later), or somewhat less than the plan summarized 
in table E-3. Grants would go to 23 States, including 
three (Connecticut, Illinois, and Indiana) not eligible 
under that plan, but excluding four others (Arizona, 
Michigan, Minnesota, and Ohio) for which table E-3 
showed minor amounts. There is considerable similarity 
in the identity and ranking of the States that would be 
aided under this and the "cost-level-adjusted" plan 
previously outlined. This, of course, tnight reasonably be 
expected; it reflects the fact that interstate differences in 
State-local pay rates generally tend to parallel those in 
the overall level of personal income. 

Again in this instance, 1 0  of the aided States are in 
the South. However, their grants would generally be 
somewhat less, and the South's proportion of the total 
distribution under this formula would be 52 per cent, as 
compared with 61 per cent under the cost-adjusted plan 



previously examined and nearly 73 per cent under the 
simple allocation system summarized in table E-2. 

Concluding Observations 

Two final comments are in order. 
In the first place, it should be emphasized that the 

foregoing sets of estimates are not offered as policy 
proposals. Their presentation should not be interpreted 
as being intended to justify the desirability of one or 
another of the grant arrangements described above. 
Rather, these figures are intended solely to illustrate 
how the revenue capacity estimates prepared in this 
study can be utilized to gauge the dimensions of various 
forms of capacity-equalizing grants, generally modeled 
after Canada's established system, that might merit 
consideration in the United States. 

Secondly, the hypothetical plans presented here do 
not exhaust the alternative arrangements for which 
corresponding kinds of estimates could be made. For 
example, the scope of the financing "capacity" to be 
considered for equalization might be narrowed to take 
account only of taxes, rather than including also nontax 
revenue sources of State and local governments; or 
perhaps broadened, to deal with over-all fiscal capacity 
including debt issuance in addition to revenue, possibly 
along the lines examined in Appendix F. Again, some 
alternative and possibly better way might be designed to 
allow for interstate differences in governmental price 
levels than those reflected in tables E-3 and E-4, above. 
It is hoped that the background data in this report, 
together with the illustrative estimates presented in this 
appendix, may aid fiscal scholars and responsible 
policymakers in their further consideration of such 
matters. 



Appendix F 

TAKING DEBT CAPACITY 
AND BORROWING 

At any particular time, a portion of the revenue 
capacity of State and local governments is in a sense 
committed or "mortgaged" for the amortization of debt 
they had previously incurred. For example, at the 
beginning of fiscal 1966-67, these governments had total 
general government debt (i.e., excluding that for local 
utilities) amounting to $90 billion, which gave rise 
during the fiscal year to debt service requirements of 
about $7.2 billion, including $3 billion for interest and 
$4.2 billion of maturing long term debt to be retired. 

Such debt service commitments would be irrelevant 
to the measurement of relative financing capability if 
they represented everywhere the same fraction of total 
revenue capacity. But this is emphatically not the case. 
In Delaware, for example, amortization requirements for 
general State and local government debt in fiscal 
1966-67 amounted to more than one fourth of statewide 
revenue capacity, as estimated in this study; on the other 
hand, for South Dakota-with relatively little debt 
outstanding-ths proportion was only about 3 per cent. 

One might take account of such variations by 
deducting debt service requirements from total revenue 
capacity to arrive at an adjusted measure reflecting 
"currently available" revenue capacity. Because of 
variations in their debt background, the relative standing 
of numerous States would be materially altered by such 
calculations: those with a large amount of previously 
incurred debt (in relation to their revenue capacity) 
would show up less well off and those with little debt 
better off than in terms of revenue capacity alone. 

Such an "adjusted revenue capacity" measure would 
involve a lop-sided and incomplete concern for the fiscal 
implications of indebtedness, by treating debt service 
requirements only as a negative factor and not taking 
account on the other hand of the financing potentially 
available from debt issuance. But this background does 
suggest one possible approach to the problem that was 
briefly mentioned early in this study-namely, whether 
it may be possible and desirable to devise comparative 
measures of financing capacity and effort that 
encompass not only governmental revenue but also 
borrowing. This matter was discussed in Chapter 1 as 
follows: 

". . . . A considerable part of the capital outlay 
of local governments is financed in the first 
instance by debt issuance, and the same is true 
to a lesser extent for State government outlays. 

INTO ACCOUNT 

Debt financing might be viewed as one form of 
governmental effort-at least a short-run alter- 
native to the raising of the same amount of 
revenue. And although debt issuance permits 
the postponement of the burdens flowing 
immediately from taxes or public charges, it 
does involve a sort of sacrifice by the 
jurisdiction involved-a reduction in its further 
borrowing power and the acceptance of a 
future drain upon its resources for debt service. 
A major argument for trying to take account of 
the borrowing component of State-local finan- 
cing is that t h s  would permit the subclassifica- 
tion of "effort" along functional lines. On the 
other hand, to do that would imply that 
borrowed funds can be readily interchanged 
with governmental revenues, and that is not so; 
bonds are usually issued to finance particular 
capital outlays, and cannot be diverted to other 
purposes. Furthermore, borrowing supplies 
only a rather minor part of all State-local 
financing, and special problems arise in trying 
to measure relative debt capacity. Accordingly, 
in the present study capacity and effort have 
been measured and reported mainly in terms of 
revenue alone, although an appendix section 
takes a look at broader measures that also take 
account of financing by debt issuance." 

Estimating Over-all Fiscal Capacity 

In addition to the $77.6 billion that State and local 
governments obtained in fiscal 1966-67 from taxes and 
other "own revenue" sources, as defined in this study, 
they also obtained $8.7 billion by borrowing for 
general-government purposes.1 The sum of the two 
amounts, $86.4 billion, may be taken as the total of 
general government financing provided that year from 
State and local sources-nine-tenths of it obtained by 

'This is the sum of the increase in general debt outstanding 
for all the governments that experienced such an increase in 
fiscal 1966-67. A larger amount would appear if one took 
account on a gross basis of all general debt jssued. However, the 
debt-change approach applied here at the individual government 
level seems preferable, since some of the long-term debt issues 
were to refinance indebtedness previously outstanding. 



revenue-raising and the other one-tenth through 
borrowing. 

Even though borrowing involves a rather different 
kind of governmental "effort" than the raising of 
revenue, there is some value in considering the two 
together, especially so that the outgo side of State-local 
finances can be examined in relation to an aggregate 
measure of capacity. Available data sources do not 
indicate how much of State-local expenditure for various 
functions is financed from borrowing, as distinct from 
revenue. But if these two kinds of financing are taken 
together, it is possible to develop comparative measures 
of relative effort in functional terms. 

However, we must then face the problem: How does 
one estimate the over-all financing capability of State 
and local governments, to provide a measure that reflects 
not only their revenue potential but also their 
debt-incurring capacity? 

It is well t o  recall that we are concerned with 
relative rather than absolute measures. We are not trying 
to determine the maximum total amount of State and 
local government financing that would conceivably be 
possible in particular areas or in the Nation as a whole, 
but, rather, to gauge the financing capability of various 
areas in comparative terms. Our starting point in dealing 
with revenue was to presume that the standard of 
comparison should be amounts actually raised by State 
and local governments, so that by definition, for the 
Nation as a whole, revenue capacity equalled actual 
revenue. Similarly for total financing from State and 
local government sources our standard for comparison is 
actual performance, so that for the Nation as a whole 
over-all fiscal capacity is taken as equal to the sum of 
actual revenue and borrowing, which amounted in fiscal 
1966-67 to $86.4 billion, or $441 per capita. 
Furthermore, since borrowing by State and local 
governments that year was equal to 11.3 per cent of all 
the revenue they raised, this over-all capacity amount 
equals 11 1.3 per cent of the $77.6 billion of revenue 
capacity . 2  

It would clearly be improper, however, simply to 
apply this factor uniformly to the revenue capacity 
estimated for various areas, in effect crediting each with 
an allowance for borrowing capability equal to 11.3 per 
cent of their revenue capacity. For, as noted above, 
previous borrowing had already established diverse 
requirements for debt service representing a potential 

 his relationship, of course, is not unchanging over time. 
The proportion of State-local financing represented by 
borrowing was somewhat less in fiscal 1966-67 than in all or 
most years of the preceding decade. This ratio dropped off  
further in thc next fiscal year, rose again in fiscal 1968-69, and, 
due to the money market difficulties of recent months, was 
probably at a materially lower level the following year. 

charge against available financial resources. Or, to 
express the matter in another way, total debt-carrying 
capacity had already been partly utilized, to a widely 
differing extent in particular areas. 

To deal with this problem, a procedure was devised 
which takes account of pre-existing indebtedness in 
estimating the over-all financing capability of State and 
local governments in particular areas. With this 
procedure, as carried out on a State-by-State basis for 
1966-67, total fiscal capacity is calculated by reference 
to revenue capacity, but with an allowance for any 
divergence of annual debt service requirements from the 
amount of such requirements that would apply if general 
debt in the particular State were at a national-average 
level. 

The amortization rate used to calculate debt service 
requirements is necessarily arbitrary. We have assumed a 
rate of 8 per cent of total outstanding debt (at the 
beginning of the fiscal year) as the amount needed to 
pay interest and retire maturing indebtedness. Actual 
State-local interest expenditure on general debt in fiscal 
1966-67 amounted to 3.4 per cent of beginning-of-year 
general debt. Several Census Bureau studies have 
indicated that a little under five per cent of all State and 
local long-term debt comes due for retirement annually. 
But since our over-all ratio applies to the sum of 
short-term and long-term general debt, it seemed proper 
to reduce the allowance for scheduled debt retirement to 
4.6 per cent, making the aggregate assumed rate for debt 
service eight per cent. 

The estimating procedure can be illustrated by the 
figures below for the State of Iowa, where, at the 
beginning of fiscal 1966-67, State-local indebtedness was 
relatively low in relation to revenue capacity, and for 
New York, where the opposite condition existed. 
(Amounts shown are in millions of dollars.) 

- -- 

Iowa New York 

a. General debt at beginning of 
year . . . . . . . . . 532.8 14,731.6 

b. Estimated revenue capacity . 1 , I  3 1.7 8,029.0 
c. Debt service requirements with 

average debt load (.0926* x b) 104.8 743.7 
d. Debt service requirements with 

actual debt load (.08 x a) . . 42.6 1,178.5 
e .  Item b plus c minus d . . . 1,193.9 7,594.2 
f .  Estimated total fiscal capacity 

(1.1 l3** x e) . . . . . . 1,328.5 8,450.6 
g. Ratio of total fiscal capacity 

to revenue capacity (f/b) . . 1.174 1.053 

*Eight per cent of assumed debt equal to  1.1158 times revenue 
capacity (the U S .  average proportion). 

**The national average ratio of fiscal capacity to  revenue 
capacity. 



With this approach, some margin for borrowing was 
found in every State; that is, total fiscal capacity was 
greater than revenue capacity in all instances. This would 
not always be the case, however, if a corresponding 
procedure had been applied to 1966-67 data for smaller 
areas, such as counties. With the estimating factors 
applied, no borrowing margin would have appeared for 
any area where the amount of general debt to be 
serviced was at least 2.4 times the area's revenue 
capacity. To the extent of any such excess, with this 
method of calculation, total fiscal capacity would 
actually show up as less than revenue capacity. At the 
other extreme, an area with no outstanding general debt 
at all would, with this estimating procedure, show up 
with total fiscal capacity about 22 per cent greater than 
its revenue capacity. 

The term "borrowing capacity" has been used 
above. However, both because of the greater irregularity 
from year to year in debt issuance than in revenue flows, 
and because-as noted above-it is possible with the 
estimating approach used here to find a negative 
difference between total fiscal capacity and revenue 
capacity, it is more appropriate to focus attention on the 
broader measure as such, rather than to treat the 
difference between the two as a borrowing capacity 
measure with which actual debt issuance during a 
particular year might be directly compared. 

Estimates of total fiscal capacity and of relative 
total fiscal effort (expressing the relation of actual 
revenue plus borrowing to total fiscal capacity) have 
been developed for State areas, and appear with related 
measures in table F-1. Corresponding data have not been 
assembled for metropolitan areas or individual counties, 
both because of time limitations and because of the 
tentative and exploratory nature of the estimating 
procedures employed. However, there would appear to 
be no serious technical obstacle to the development of 
such local-area measures. Debt figures needed for that 
purpose to supplement the kinds of revenue statistics 
detailed in the main body of this report are available 
from Census sources, and, although it would be 
necessary to estimate the geographic allocation of the 
State debt amounts involved, that presumably could be 
handled properly by reference to the allocations 
determined for State government revenue. 

Highlights of State-Area Findings 

In over-all fiscal capacity, as estimated here, 
individual States ranged in 1966-67 from a high of $763 
per capita (Nevada) down to $292 per capita 
(Mississippi). This closely resembles the 2.6-to-1 range 
measured for revenue capacity alone. Most States, in 

fact, show up quite similarly on both bases of 
comparison. When each of the two measures is expressed 
on an index basis in relation to related national averages, 
they are within two percentage points of one another for 
25 States. However, some divergences are rather sizable. 
For example, certain States with relatively little debt 
move up noticably when capacity is measured on an 
over-all basis rather than only in terms of revenue-Iowa 
from 103 to 109 per cent of the national average, South 
Dakota from 95 to 102 per cent, and Wyoming from 
148 to 154 per cent. Heavily indebted States show the 
opposite kind of shift-Delaware dropping from 120 to 
108 per cent of the national average and New York 113 
to 107. Eight other heavily-indebted States drop off by 
three to five percentage points, while 13 States with 
less-than-average debt loads appear three to five per cent 
better off in terms of over-all fiscal capacity than in 
terms of revenue capacity only. 

Also because of differences in the volume of 
outstanding debt in relation to revenue capacity, there is 
a considerable range in the extent to which total fiscal 
capacity exceeds revenue capacity-from practically 
nothing in high-debt Delaware up to a differential of 
more than I5  per cent in Idaho, Iowa, Nebraska, North 
Dakota, South Dakota, and Wyoming. For most States, 
however, this differential is not far from the national 
average of 11 per cent. 

Total actual financing by State and local govern- 
ments in 1966-67 (revenue plus borrowing) ranged from 
$719 per capita in Alaska down to $306 per capita in 
Mississippi. This is somewhat wider than the 2-10-1 
interstate range observed for per capita revenue alone. 
However, there seems no general tendency for greater 
variation in one or the other of these measures: Seven 
States were at least 20 per cent above the per capita 
national average of total financing, similar in number to 
the eight States found to be at least 20 per cent above 
the revenue average; again, nine States were at least 20 
per cent below the total-financing average, resembling 
the count of 10 found to be at least 20 per cent below 
the per capita average for revenue financing alone. 

The sixth column of table F-1 provides a measure of 
"relative total fiscal effort," expressing the percentage 
relationship of actual revenue plus borrowing in each 
State to its estimated total fiscal capacity. Nineteen 
States show greater-than-average effort (a figure of more 
than loo), two exactly average, and 30 below-average 
effort. Thls is practically the same as the distribution 
found for revenue effort alone (20, 2, and 29 States, 
respectively). Moreover, the extreme range for relative 
total fiscal effort (from 132 in Alaska down to 79 in 
Nebraska) resembles that found for relative revenue 
effort alone (from 126 in New York down to 77 in 
Nevada). 



However, while many States show up about the 
same on both comparative standards, there are numerous 
significant shifts. For example, Idaho and South Dakota, 
having relatively little outstanding debt and engaging in 
only limited new borrowing in 1966-67, drop several 

points-Idaho from 108 for revenue effort alone down 
to 98 for "total fiscal effort," and South Dakota from 
105 down to 93. On the other hand, those States with a 
greater-than-average volume of beginning debt and/or of 
new borrowing in 1966-67 move up materially when 
effort is calculated comprehensively-for example, 
Alaska from 106 for revenue effort alone to 132 for 
total effort, Connecticut from 93 to 103, Delaware from 
102 to 120, Kentucky from 93 to 1 1 1, and Oklahoma 
from 88 to 102. When attention is directed at total fiscal 
effort rather than revenue effort alone, an upward shift 
of five to nine percentage points is found for six 
additional States, and a drop of five to nine points for 
13 others. For the remaining 25 States, the two 
measures of relative effort are within four points of each 
other. 

The seventh and eighth columns of the table show 
the percentage relationship to each State's estimated 
total fiscal capacity of its actual 1966-67 revenue and 
borrowing, respectively. Borrowing ranged from over 20 
per cent of total fiscal capacity in Alaska, Kentucky, 
Oklahoma, and Vermont down to less than five per cent 
in Hawaii, Montana, South Dakota, Utah, and West 

Instead, a more meaningful calculation of relative effort 
for various functions can be made by reference to a 
broader standard which takes account of both revenue 
and borrowing capacity. 

Nationally, the functions for which conlparative 
effort measures appear in table F-1 accounted in 
1966-67 for about two-thirds of all expenditure financed 
from State and local government ~ o u r c e s . ~  Education is 
by far the most costly or "greatest effort" function in 
every State. However, as the table shows, there are 
material differences from State to State in the relation 
between spending from State-local resources for this 
function and total fiscal capacity. Even greater variations 
in relative effort appear for the other functional 
categories reported. The following figures provide a 
summary picture of this diversity: 

Measure of functional effort (expenditure 
from State-local sources as a percent of 

over-all fiscal capacity) 

High - 
U.S. Median Highest Lowest low 

Function($) average State State* State* range 

Education. . . 39 39 62  (Utah) 26 (Nev.) 2.5 to  1 
Highways. . . 11 13  27 (Vt.) 7 (Nev.) 4.1 to 1 
Public welfare, 

health & hos- 
pitals . . . 12 1 0  20(N.Y.) 6 ( N . D . ) 3 . 5 t o l  

Police and fire 
Virginia. Revenue alone, as a percentage of total fiscal protection . . 5 4 8 (N.Y.) 2 (N.D.) 3.8 to  1 

capacity, ranged from 117 in Hawaii down to 68 in *Excluding the District of Columbia, in view of its unique 
Nevada. As would be expected, extensive borrowing is nature. 
generally associated with a high level of total fiscal 
effort: of the 19 States with an above-average index of 
total effort, 14 show borrowing equal to at least 10 per 
cent of their estimated over-all fiscal capacity (the 
national average proportion). 

The four final columns of table F-1 illustrate one 
potential use for the kind of comprehensive capacity 
measure developed for this presentation. As previously 
noted, it is not possible for existing data sources to 
determine how much State-local expenditure for various 
purposes is financed from current revenues, as distinct 
from borrowings (or, for that matter, from carried-over 
fund balances). It is possible, however-as has been done 
in preparing this table-at least to approximate closely 
the amounts of expenditure for various purposes that 
were financed from State and local government sources, 
by deducting from gross spending for the particular 
functions involved the intergovernmental revenue 
received for such purposes from the Federal Govern- 
ment. But since the resulting "own-source" expenditure 
figures include some amounts financed from borrowing, 
they cannot properly be compared with a capacity 
measure that solely reflects revenue-raising capability. 

It should especially be noted that the functional 
effort measures are related to estimated total fiscal 
capacity, rather than  to an aggregate of actual financing 
or expenditure. Accordingly, States that rank very high 
in capacity (Nevada and Wyoming being notable 
examples) may exhibit a relatively low effort index for 
one or more functional classes even though a quite 
different impression would be given by more traditional 
kinds of data, such as comparisons of per capita 
expenditure or of the proportions of all expenditure 
applied to particular purposes. Similarly at the other 
extreme of the range, such very low-capacity States as 
Mississippi and South Carolina may show up materially 

3 ~ h e  word expenditure is used here broadly to cover not 
only what the Census Bureau reports as general expenditure but  
also various other requirements financed from revenue and 
borrowing as defined for the present study, including: deficits of 
locally-operated public utilities; contributions to employee 
retirement systems: reduction of general debt (by governments 
with such a net reduction in 1966-67); and additions to fund 
balances (by governments experiencing such an addition). 



"better" in this kind of presentation than in more 
traditional kinds of comparisons. 

However, a point made elsewhere in this study 
should again be strongly emphasized in this context. The 
word "effort" as it is most commonly used generally 
connotes something good. Students, athletes, and 
employees are encouraged to apply themselves whole- 
heartedly-to make the best effort of which they are 
capable. Lacking some better brief term that might not 
have such a subjective flavor, we have used the word 
"effort" in the present report to designate the 
relationship between actual financing amounts or (in this 
appendix section) actual expenditure amounts and 
certain calculated measures of financing capability. But a 
high level of "effort" as thus reported is not necessarily 
better in any abstract or moral sense than an average or 
lower level. Rather, it is likely to reflect the influence of 
many factors that currently or as a result of historical 
development tend to affect the level of governmental 
financing and the amount of resources applied to 
particular public services in various areas. 

This is illustrated by the interstate range in relative 
fiscal effort for police and fire protection. It is not 
surprising, in view of the especially urban need for such 
services, that most rural States show a low effort 
measure for them. By the same token, no particular 
virtue should necessarily be credited to the highly urban 
States that show high effort for police and fire 
protection. For the other functions reported in table 
F-1, interstate differences in popular preferences 
probably have a more important influence on reported 
effort levels. But basic environmental factors undoubt- 
edly also play a major role-e.g., population density, in 
relation to highway needs and spending; the proportion 
of elderly inhabitants, in relation to welfare and health 
requirements; the proportion of school-age population, 
in relation to public education requirements. And 
long-established institutional factors are similarly im- 
portant, as illustrated by the widely differing degree to 
which public universities and colleges (accounting for a 
material fraction of all State-local spending for 
education) are supplemented in various parts of the 
Nation by private institutions of higher education. 

As discussed elsewhere in this report, measured 
differences in relative effort, in total or for specified 
purposes, might well be taken into account in the design 
of particular grant-in-aid arrangements. Such uses, 
however, would presumably include also an attempt to 
measure service needs to be financed. In that broader 
context, one might well conceive of the setting of some 
desirable or minimum effort level as a standard for 
comparison or distinction among potential grant 
recipients. But-to repeat-it is important to recognize 
that in the absence of relevant measures of needs to be 

served, "relative effort" should be viewed as a neutral 
indicator that does not directly denote what particular 
level of financing should be aimed at or expected. 

Concluding Observations 

Certain reservations may be noted concerning the 
kinds of measures discussed in this appendix that do not 
apply to the revenue capacity and effort data presented 
in the main body of this study. 

As indicated in Chapter 1,  we believe that a strong 
case can be made for estimating revenue capacity by an 
average-financing-system approach, measuring the poten- 
tial yield of various sources and in effect weighting each 
detailed element of capacity according to its relative 
importance in the existing State-local revenue system. 
Further, we believe that such an approach can and 
should go beyond taxes to take account also of non-tax 
revenue sources. Thus, while the particular methods we 
have used to estimate the financing capacity available 
from particular sources might be questioned and perhaps 
desirably modified, we believe the basic concepts 
involved can be strongly defended, and that the results 
lend themselves very well to the measurement of relative 
revenue effort in total and for various kinds of revenue 
sources. 

In contrast, when one tries, as we have here, to go 
further and broaden the concepts of capacity and effort 
to take account of borrowing as well as revenue, far 
more problematic issues are encountered. Since borrow- 
ing involves a very different kind of "effort" than the 
raising of revenue, one must be cautious in combining or 
relating these two elements. 

For one thing, as already noted, borrowed funds are 
generally available only for specific capital outlays and 
are not readily interchangeable with other resources. 
Moreover, a comprehensive measure of relative fiscal 
capacity that includes adjustments for debt-service 
requirements is-at least over time-directly affected by 
the financing practices of the governments in any 
particular area, while this is not so for measures of 
relative revenue capacity (except to the extent that such 
localized practices influence nationwide proportions that 
enter into the weights used to estimate revenue capacity 
on an average-financing-system basis). As illustrated by 
the figures in table F-1, a background of extensive 
previous borrowing tends to depress the relative over-all 
capacity of some States. Especially if such comparative 
measures were being considered for use in an 
intergovernmental aid program, it might be argued that 
this feature would offer an incentive for fiscal 
improvidence, since those areas which borrowed heavily 
would show up as having less fiscal capacity than would 
otherwise be the case. 



Table F-1.-OVER-ALL FISCAL CAPACITY AND EFFORT OF STATE AND LOCAL GOVERNMENTS. 
AND RELATED MEASURES. BY STATES: 1966-67 

Per cent relation t o  over-all fiscal capacity o f  - 

Per capita 
Per capita over- total financing 

all fiscal Per cent (revenue plus 
capacity relation borrowing) 

o f  fiscal Revenue 
Relative capacity Relative plus 
t o  U.S. t o  revenue t o  U.S. borrow- 

Amount  average capacity Amount  average ing l  Revenue2 
- 

U.S. . . . . . . .  
Alabama . . . . . . .  
Alaska . . . . . . . .  
Arizona . . . . . . .  
Arkansas . . . . . . .  
California . . . . . .  
Colorado . . . . . . .  
Connecticut . . . . .  
Delaware . . . . . . .  
Dist . o f  Columbia . . 
Florida . . . . . . . .  
Georgia . . . . . . .  

. . . . . . . .  Hawaii 
. . . . . . . . .  Idaho 

Ill inois . . . . . . . .  
Indiana . . . . . . . .  
Iowa . . . . . . . . .  
Kansas . . . . . . . .  
Kentucky . . . . . .  

. . . . . .  Louisiana 
Maine . . . . . . . .  
Maryland . . . . . .  
Massachusetts . . . .  
Michigan . . . . . . .  
Minnesota . . . . . .  

. . . . . .  Mississippi 

. . . . . . .  Missouri 
Montana . . . . . . .  
Nebraska . . . . . . .  
Nevada . . . . . . . .  
New Hampshire . . .  
New Jersey . . . . .  
New Mexico . . . . .  
New York . . . . . .  
North Carolina . . .  
North Dakota . . . .  
Ohio . . . . . . . . .  
Oklahoma . . . . . .  
Oregon . . . . . . . .  
Pennsylvania . . . .  
Rhode Island . . . .  

. . .  South Carolina 
South Dakota . . . .  
Tennessee . . . . . .  
Texas . . . . . . . . .  
Utah . . . . . . . . .  
Vermont . . . . . . .  
Virginia . . . . . . .  
Washington . . . . .  
West Virgtnia . . . .  
Wisconsin . . . . . .  
Wyoming . . . . . .  

Expenditure f r o m  State-local 
sources for  selected functions3 

Public 
welfare. 
health Police 

Borrow- Educa- High- and hos- and f i re  
lng2 t ion  ways pitals protection 
. 

' I n  the text  discussion. these indexes are referred t o  as reflecting "relative total fiscal effort." 
'~ecause o f  rounding. components w i l l  n o t  always exactly equal percentage shown for  "revenue plus borrowing." 
3 ~ o t a l  State-local expenditure minus intergovernmental revenue f rom the Federal Government for  the function(s) specified (including. 

for the Distr ict o f  Columbia. allocable port ions o f  the Federal general-support payment) . 



It may also be noted that the ability of an area or 
government to carry any particular amount of long-term 
debt depends upon what its situation will be during the 
whole period that interest and debt-retirement obliga- 
tions must be met, rather than depending simply or 
solely upon its situation at the time the debt is issued. 
Yet, as has been indicated, our method for calculating 
borrowing capacity primarily rests upon a measure of 
revenue capacity, which mainly measures current 
conditions. 

It is important to note the qualifying word 
"mainly." Property taxes account for nearly one-third of 
all State-local revenue as considered in this study, and 
the bulk of the property tax base consists of real estate. 
Because of its long life (perpetual, in the case of land), 
the value of this element of revenue capacity rests 
heavily on expectations concerning the future. Thus, our 

revenue capacity estimates do include a considerable 
element of anticipations. 

From this, one might perhaps argue that borrowing 
or debt-carrying capacity should be estimated solely by 
reference to the property tax base, or that this element 
should be given additional weight in obtaining an 
adjusted revenue capacity figure to be used for this 
purpose. Or perhaps some other estimating method 
could be devised that would be better than the approach 
we have employed. 

The present study has not dealt in depth with these 
problems, but they clearly merit further examination. It 
is hoped that this exploratory effort to develop 
illustrative measures which take account of the 
debt-carrying element of fiscal capacity and effort will 
encourage fiscal scholars and analysts to pursue the 
matter more fully. 



Statist ical  Appendix:  Appendix  G 

COMPARATIVE MEASURES O F  REVENUE CAPACITY 

A N D  EFFORT FOR STATES, METROPOLITAN AREAS, 
A N D  SELECTED COUNTIES 

Several sets of data appear in this Appendix. Tables 
G-1 through G-7 cover entire States (and the District of 
Columbia), tables G-8 through G-10 refer t o  individual 
metropolitan areas, and tables G-11 through G-13 
provide data h r  individual county areas. In all of these 
13  tables, the reported statistics relate to  fiscal 1966-67, 
and reflect the concepts described in chapter 1 and the 
data sources and calculating methods explained in 
chapter 5 and related technical Appendixes B, C,  and D. 
The final table (G-14) provides comparative State-area 
measures for fiscal 1968-69, which were developed in 
the manner described below. 

This statistical appendix is supplemented by various 
presentations in other parts of the report, especially the 
figures for selected major cities that appear in Appendix 
A, and the comparative State-by-State measures of 
"over-all fiscal capacity and effort" shown in Appendix 
F. Also, chapter 2 summarizes some highlights of the 
detailed data provided here. 

Local-Area Data (Tables G-8 Through G-13) 

Most of the 218 areas listed in tables G-8, G-9, and 
G-10 are standard metropolitan statistical areas 
("SMSA's"), as so designated by the Bureau of the 
Budget at the beginning of calendar 1967. (The 
geographic composition of each area is described in the 
Bureau of the Budget report, Standard Metropolitan 
Statistical Areas, 1967.) At that date, there were 228 
such areas in the United States proper, plus three in 
Puerto Rico. The lesser count here results from the 
substitution of certain county-defined "economic areas" 
in New England, in lieu of the larger number of 
"SMSA's" in that part of the Nation.' This adjustment in 

'The 13 listed New England areas are as follows: Boston, 
Mass.-Essex, Middlescx, Norfolk, Plymouth, Suffolk Counties. 
Bridgeport-Norwalk-Stamford, Conn.-Fairfield County. Pall 
River-New Bcdford, Mass.-Bristol County. Hartford-New 
Britain, Conn.-Hartford County. Lcwiston-Auburn, Mainc- 
Androscoggin County. Manchester, N.H.-Hillsborough County. 
New Haven-Watcrbury-Mcridcn, Conn.-New Haven County. 
New London-Groton-Norwich, Conn.-New London County. 
Pittsfield, Mass.-Berkshire County. Portland, Maine-Cumber- 
IandCounty. Providence-Pawtucket-Warwick, R.1.-Bristol, Kent, 
Providence Counties. Springfield-Chicopee-Holyoke, Mass. - 
Hampden, Hampshire Counties. Worcester-[:itchburg-Leominster, 
Mass.-Worcester County. 

geographic coverage was made necessary by the dearth 
of relevant economic statistics for New England 
metropolitan areas, which are defined by the Bureau of 
the Budget in terms of city and town boundaries rather 
than, as elsewhere, in terms of entire counties. 

For three of the New England areas listed, it was 
found impracticable to  derive comparative revenue 
capacity estimates. Accordingly, data are being presented 
for 215 "metropolitan areas," of the 218 named in the 
tables. 

Tables G-1 I ,  G-12, and G-13 list 747  counties or 
county-type areas, including all those located within 
metropolitan areas as described above, plus the 299 
non-metropolitan counties which, according t o  Census 
Bureau estimates, had a 1966 population of 50,000 or 
more. Of the entire group of 747 counties listed, 8 0  are 
outlying metropolitan-area counties of under 50,000 
population. 

Comparative measures of revenue capacity and 
effort are being presented for 666 of the 747 counties 
listed. For most of the 81 areas which are annotated 
"data not available," the limiting factor was the lack of 
needed property tax detail (including assessment ratios 
for particular types of property) from the 1967 Census 
of Governments. Although certain of the omissions 
involve quite populous counties, most of the unreported 
areas are relatively small. In a few instances (including 
Ftdton and Dade Counties in Georgia, and several areas 
in Virginia), it was necessary to  combine two or more 
counties or county-type areas because such geographic 
combinations apply to  certain economic measures, 
obtained from the Regional Accounts Division of the 
Office of Business Economics, which were utilized for 
estimating purposes in this study. 

It seems likely that the figures reported for large 
counties are generally somewhat "better" than those 
presented for less populous areas. As indicated in 
Chapter 5, certain of  the geographic allocators used to 
estimate capacity for particular revenue sources are 
themselves estimates that are probably subject to  
relatively greater error or aberration for small areas than 
for larger ones. Also, as discussed in Chapter 6 ,  the 
"actual" amounts of local government revenue used to 
calculate relative revenue effort for any particular 



county include all the own-source revenue of any 
multi-county governments headquartered there. The lack 
of any adjustment on this score is more likely to affect 
the reported findings for small areas than for larger ones. 

State-Area Data for 1968-69 (Table G-14) 

The figures shown in table G-14 reflect an updating 
of the State-by-State estimates of tax capacity that were 
initially developed in detail for fiscal 1966-67 in the man- 
ner described in Chapter 5. To derive these updated tax 

capacity estimates, figures on State-local finances in 
fiscal 1968-69 (obtained in advance of their publication 
by the Bureau of the Census in its annual report, 
Governmental Finances in 1968-69) were used in 
conjunction with the earlier estimates, and with various 
economic data available from the Office of Business 
Economics, as follows. 

1. For consistency with the 1966-67 data, the 
Census total of tax revenue was adjusted to 
include as part of "sales taxes" the net excess 
of revenue over expenditure of publicly 
operated liquor stores. 

2. The revised tax revenue total was grouped into 
three major components-property taxes, gen- 
eral and selective sales taxes, and all other 
taxes. 

3 .  This grouping was adjusted to shift from the 
property tax group to "all other taxes" an 
estimated amount for revenue from property 
taxes on motor vehicles and on intangible 
personal property, and to allocate the remain- 
der respectively between local residential taxes 
and all other property taxes. These adjustments 
were based on the proportions which had been 
calculated in detail for 1966-67 as to these 
several components of the Census-reported 
total of property tax revenue for that earlier 
year-4.6, 45.6, and 49.8 per cent respectively. 

4. For both 1966-67 and 1968-69, each State's 
share of the nationwide potential yield, at 
national average rates, of the four major 
components of tax revenue was estiinated by 
reference to available economic indicators 
covering reference base periods two years apart, 
as follows: 
Local residential property taxes 
All other property taxes 
General and selective sales taxes 
All other taxes 
Total residents' personal income 
Total private (nongovernmental) earnings 
Earnings originating in wholesale and retail 

trade 
Total residents' personal income 

5. For each State these estimates were summed to 
a pair of totals, and the ratio of the 1968-69 
total to the 1966-67 total was calculated. 

6. This ratio was applied to the 1966-67 estimate 
of the total tax capacity of each State, as 
previously developed in detail by the average- 
financing-system approach, to obtain an up- 
dated tax capacity estimate for fiscal 1968-69. 

The resulting estimates of tax capacity were then 
compared with actual tax revenue amounts for 1968-69 
(as defined in this study), to derive relative effort 
measures, State by State. Related per capita and 
percentage change figures were also calculated for 
presentation in table G-14. 

It will be observed that the updating procedure 
outlined above makes use of the "simplified" approach 
to the calculation of total tax capacity that was 
discussed in Chapter 7 and found questionable as an 
alternative to more detailed estimating methods. In this 
instance, however, a few measures are being used to 
gauge changes in tax capacity, rather than the actual 
dollar amounts of such capacity. The reasonableness of 
the approach for this purpose rests upon the 
presumption that institutional factors which make the 
two approaches yield differing results for any individual 
State in some particular year (such as 1966-67) are not 
likely to change much within a fairly limited period, 
such as the two-year interval dealt with here. 

This estimating method automatically reflects 
changes over time in the relative nationwide importance 
of State-local property taxes, sales-related taxes, and 
other taxes. As dealt with here, these proportions were 
as follows: 

1966-67 1968-69 
Property taxes . . . . . . 40.5% 38.0% 
Sales-related taxes . . . . . 25.2% 27.1% 
All other taxes . . . . . . 34.3% 34.9% 

However, the procedure includes no allowance for 
possible shifts in the makeup of property tax revenue by 
class of property. Nor does it take account of 
compositional changes within the other two broad tax 
groupings. During the two-year period involved here, the 
share of the sales tax group represented by "general sales 
taxes" went up from 48.1 to 51.8 per cent, with 
offsetting declines for various types of selective sales 
taxes. In the "all other taxes" grouping, individual 
income and earnings taxes went up from 37.6 to 43 per 
cent, with the share of most other components off 
somewhat. 

Test calculations indicate that for most States the 
results of this method for updating estimates of tax 
capacity are quite similar to those that would be 
obtained merely by reference to changes in total 
personal income. This is not surprising, in view of the 
predominant role of that measure in the procedure 
actually employed. 



TableG-1.-ESTIMATED REVENUE CAPACITY AND ACTUAL REVENUE OF STATE AND LOCAL C 3VERNMENTS . AND 
PERSONAL INCOME. BY STATES: 1966-67 

Per capita amounts 
Index measures (per t in% $ 8  . 5 norcent 

of U S  rib6 . I 

- - - ... .. - 
All reven~e sources Taxes only Residents' Al l  revenue sources T o x r  3 or1 . Resldents' 

......... 
States personal 

- personal 
Estimated Actual Est~mated Actual income Estimated Actual Est~mated Actual Income 
capaclty revenue capacity revenue ( 1966) capaclty revenue capaclty revenue ( 1966) 

. . 

United States. Total . . . . . . . . . . .  396 396 313 313 2. 980 100 100 100 100 100 

Alabama . . . . . . . . . . . . . . . . . . .  286 277 219 194 2. 055 72 70 70 62 69 
Alaska . . . . . . . . . . . . . . . . . . . .  51 1 54 1 31 1 324 3. 473 129 137 99 104 117 

Arizona . . . . . . . . . . . . . . . . . . .  399 43 1 298 325 2. 561 101 109 95 104 86 
Arkansas . . . . . . . . . . . . . . . . . . .  293 260 24 1 200 2. 037 74 66 77 64 68 
California . . . . . . . . . . . . . . . . . .  496 521 387 417 3. 490 125 131 124 133 117 

Colorado . . . . . . . . . . . . . . . . . .  424 455 326 345 2. 901 107 115 104 110 97 
Connecticut . . . . . . . . . . . . . . . .  433 402 366 340 3. 710 109 101 117 109 125 
Delaware . . . . . . . . . . . . . . . . . .  476 485 384 345 3. 451 120 123 123 110 116 
Dist . of Columbia . . . . . . . . . . . . .  457 390 378 34 1 3. 856 115 98 121 109 129 
Florida . . . . . . . . . . . . . . . . . . . .  407 376 325 274 2. 654 103 95 104 88 89 

r Georgia . . . . . . . . . . . . . . . . . . .  318 31 1 249 230 2. 371 80 79 80 73 80 
Hawaii . . . . . . . . . . . . . . . . . . . .  410 51 1 310 417 3. 090 104 129 99 133 104 
Idaho . . . . . . . . . . . . . . . . . . . . .  361 391 286 299 2. 408 91 99 91 96 81 
Illinois . . . . . . . . . . . . . . . . . . . .  432 366 357 30 1 3. 555 109 92 114 96 119 
Indiana . . . . . . . . . . . . . . . . . . . .  387 379 31 1 296 3. 056 98 96 99 95 103 

Iowa . . . . . . . . . . . . . . . . . . . . .  409 426 325 337 3. 013 103 108 104 108 101 
Kansas . . . . . . . . . . . . . . . . . . . .  420 408 328 315 2.895 106 103 105 101 97 
Kentucky . . . . . . . . . . . . . . . . . .  307 285 249 212 2. 256 78 72 80 68 76 
Louisiana . . . . . . . . . . . . . . . . . .  398 364 295 265 2. 273 101 92 94 85 76 
Maine . . . . . . . . . . . . . . . . . . . . .  313 318 254 267 2. 482 79 80 81 85 83 

Maryland . . . . . . . . . . . . . . . . . .  389 397 317 326 3. 235 98 100 101 104 109 
Massachusetts . . . . . . . . . . . . . . .  385 432 305 37 1 3.291 97 109 98 119 110 
Michigan . . . . . . . . . . . . . . . . . . .  415 419 326 325 3. 258 105 106 104 104 109 
Minnesota . . . . . . . . . . . . . . . . . .  395 457 297 3 54 2. 898 100 115 95 113 97 
Mississippi . . . . . . . . . . . . . . . . . .  263 269 20 1 197 1. 765 66 68 64 63 59 

Missouri . . . . . . . . . . . . . . . . . . .  367 330 304 263 2.816 93 83 97 84 95 
Montana . . . . . . . . . . . . . . . . . . .  41 7 395 330 308 2. 668 105 100 105 98 90 
Nebraska . . . . . . . . . . . . . . . .  466 394 344 270 2. 943 118 100 110 86 99 
Nevada . . . . . . . . . . . . . . . . . . .  670 517 536 382 3. 478 169 131 17 1 122 1 1  7 
New Hampshire . . . . . . . . . . . . . .  400 338 343 278 2.834 101 85 110 89 95 

Percent 
departure 
of income 
index from 

revenue 
capacity 

index 

X X X  



Table G-1.-ESTIMATED REVENUE CAPACITY AND ACTUAL REVENUE OF STATE AND LOCAL GOVERNMENTS. AND 
PERSONAL INCOME. BY STATES: 1966-67 (Cont'd) 

Per capita amounts 
Index measures (per capita amounts as percent Percent 

of U.S. averages) departure 
-. of income 

Al l  revenue sources Taxes only Residents' All revenue sources Taxes only 
States personal 

Estimated Actual Estimated Actual income Estimated Actual Estimated Actual 

New Jersey . . . . . . . . . . . . . . . . .  
New Mexico . . . . . . . . . . . . . . . .  
New York . . . . . . . . . . . . . . . . . .  
North Carolina . . . . . . . . . . . . . . .  
North Dakota . . . . . . . . . . . . . . .  

Ohio . . . . . . . . . . . . . . . . . . . . .  
Oklahoma . . . . . . . . . . . . . . . . . .  
Oregon . . . . . . . . . . . . . . . . . . . .  
Pennsylvania . . . . . . . . . . . . . . . .  

r Rhode Island . . . . . . . . . . . . . . . .  2 
South Carolina . . . . . . . . . . . . . . .  
South Dakota . . . . . . . . . . . . . . .  
Tennessee . . . . . . . . . . . . . . . . . .  
Texas . . . . . . . . . . . . . . . . . . . . .  
Utah . . . . . . . . . . . . . . . . . . . . .  

Vermont . . . . . . . . . . . . . . . . . . .  
Virginia . . . . . . . . . . . . . . . . . . .  
Washington . . . . . . . . . . . . . . . . .  
West Virginia . . . . . . . . . . . . . . . .  
Wisconsin . . . . . . . . . . . . . . . . . .  
Wyoming . . . . . . . . . . . . . . . . . .  

capacity 

412 
416 
447 
30 1 
449 

384 
406 
440 
342 
353 

259 
377 
320 
38 1 
353 

337 
335 
486 
285 
380 
587 

revenue capacity revenue ( 1966) 
... 

387 335 324 3, 460 
397 293 269 2.360 
562 339 469 3, 558 
293 245 230 2, 284 
444 287 278 2, 441 

capacity revenue capacity revenue 

104 
86 
150 
74 
89 

82 
81 
107 
90 
95 

63 
97 
68 
74 
97 

105 
78 
118 
72 

1 I6 
1 1 1  

Residents' 
personal 
income 
( 1966) 

116 
79 
119 
77 
82 

104 
83 
99 
100 
103 

69 
83 
75 
87 
84 

89 
88 
lo8 
73 
100 
93 

index from 
revenue 
capacity 

index 

+12 
-25 
+6 
+1 

-28 

+7 
-19 
- 1 1  
+16 
+15 

+5 
-13 
-7 
-10 
-6 

+5 
+4 

-12 
+2 
+4 

-37 



Table G.2 . -PERCENTAGE DISTRIBUTION. BY SOURCE. OF ESTIMATED REVENUE CAPACITY OF STATE AND LOCAL GOVERNMENTS. 
BY STATES: 1966-67 

Percent of estimated total revenue capacity 
Ratio of indiv~dual-state percentage of capacity to U.S. average 

percentage for the same revenue source 
..... ... .. . . .-- - -. .- - 

State and local tax sources' 
- .. . 

State and local tax sources 
States 

Sales and Individual Sales and Individual 
Other Nontax 

Total gross Property income and Corporation gross Property income and Corporation 
Other Nontax 

taxes sources2 
receipts earnings receipts earnings 

taxes sources 

. . . . . .  United States. Total 

Alabama . . . . . . . . . . . . . .  
Alaska . . . . . . . . . . . . . . .  
Arizona . . . . . . . . . . . . . .  
Arkansas . . . . . . . . . . . . . .  
California . . . . . . . . . . . . .  

Colorado . . . . . . . . . . . . .  
Connecticut . . . . . . . . . . .  
Delaware . . . . . . . . . . . . .  
Dist . of Columbia . . . . . . . .  
Florida . . . . . . . . . . . . . . .  

C1 

h) 

h) Georgia . . . . . . . . . . . . . .  
Hawaii . . . . . . . . . . . . . . .  
Idaho . . . . . . . . . . . . . . . .  
Illinois . . . . . . . . . . . . . . .  
Indiana . . . . . . . . . . . . . . .  

Iowa . . . . . . . . . . . . . . . .  
Kansas . . . . . . . . . . . . . . .  
Kentucky . . . . . . . . . . . . .  
Louisiana . . . . . . . . . . . . .  
Maine . . . . . . . . . . . . . . . .  

Maryland . . . . . . . . . . . . .  
Massachusetts . . . . . . . . . .  
Michigan . . . . . . . . . . . . . .  
Minnesota . . . . . . . . . . . . .  
Mississippi . . . . . . . . . . . . .  

See footnotes a t  end of table . 



Table G.2 . - PERCENTAGE DISTRIBUTION, BY SOURCE. OF ESTIMATED REVENUE CAPACITY OF STATE AND LOCAL GOVERNMENTS. 
BY STATES: 1966-67 (Cont'd) 

. - 

States 

Missouri . . . . . . . . . . . . . .  
Montana . . . . . . . . . . . . . .  
Nebraska . . . . . . . . . . . . .  
Nevada . . . . . . . . . . . . . . .  
New Hampshire . . . . . . . . .  

New Jersey . . . . . . . . . . . .  
New Mexico . . . . . . . . . . .  
New York . . . . . . . . . . . . .  

. . . . . . . . . .  North Carolina 
North Dakota . . . . . . . . . .  

Ohio . . . . . . . . . . . . . . . .  
Oklahoma . . . . . . . . . . . . .  

. . . . . . . . . . . . . . .  Oregon 
Pennsylvania . . . . . . . . . . .  
Rhode Island . . . . . . . . . . .  

South Carolina . . . . . . . . . .  
South Dakota . . . . . . . . . .  
Tennessee . . . . . . . . . . . . .  
Texas . . . . . . . . . . . . . . . .  
Utah . . . . . . . . . . . . . . . .  

Vermont . . . . . . . . . . . . . .  
Virginia . . . . . . . . . . . . . .  
Washington . . . . . . . . . . . .  
West Virginia . . . . . . . . . . .  
Wisconsin . . . . . . . . . . . . .  
Wyoming . . . . . . . . . . . . . .  

Total 

.. 

Sales and 
gross 

receipts 

Percent of estimated total revenue capacity 
. 

Ratio of individual-state percentage of capacity to  U S  . average 
percentage for the same revenue source 

State and local tax sources' State and local tax sources 

Property 
Individual Sales and 

Other Nontax 
income and Corporation gross 

taxes sources2 
receipts earnings 

7.3 4.6 
5.3 3.3 
5.5 3.1 
5.4 3.4 
7.2 4.5 

Property 

102 
103 
101 
93 

105 

103 
79 

104 
98 
80 

105 
101 
96 

103 
92 

76 
101 
90 
92 
98 

87 
lo6 
98 

101 
97 
93 

Individual 
income and 

earnings 

98 
70 
74 
73 
96 

121 
64 

113 
85 
53 

111 
69 
87 

117 
115 

87 
62 
87 
86 
79 

87 
107 
93 
91 
98 
56 

Corporation 
taxes 

99 
129 
101 
7 5 
91 

88 
160 
74 

104 
113 

91 
154 
89 
99 

104 

109 
110 
98 

158 
116 

103 
93 
89 

118 
88 

200 

Other Nontax 
sources 

. 

'For additional detail, see table G-3; "Other" taxes here includes motor vehicle. severance. and death and gift taxes (all shown separately in table G.3) . as well as "miscellaneous taxes." 

2 
For additional detail. see table G.7 . 



Table G-3.-PERCENT OF ESTIMATED TOTAL REVENUE CAPACITY OF STATE AND LOCAL GOVERNMENTS REPRESENTED BY 
SELECTED TYPES OF TAXES. BY STATES: 1966-67 

General Selective sales and gross receipts' Local property taxes2 

Death and 
gift 

States sales and 
Nonfarm Commercial Motor 

gross Motor Tobacco Alcoholic Public Amuse- 
Other residential and indus- 

Farm vehicle 
receipts fuel products beverages uti l i ty ments 

property trial property property 

United States. Total . . . . . . . . . . .  13.0 6.3 2.1 

Alabama . . . . . . . . . . . . . . . . . . .  13.0 8.6 2.2 
Alaska . . . . . . . . . . . . . . . . . . . .  9.7 3.3 1.7 
Arizona . . . . . . . . . . . . . . . . . . .  13.1 7.0 2.0 
Arkansas . . . . . . . . . . . . . . . . . . .  14.6 9.2 2.3 
California . . . . . . . . . . . . . . . . . .  12.0 5.4 1 . 8 

Colorado . . . . . . . . . . . . . . . . . .  13.6 6.5 2.0 
Connecticut . . . . . . . . . . . . . . . .  12.5 5.4 2.2 
Delaware . . . . . . . . . . . . . . . . . .  12.5 5.9 2.2 
Dist . of Columbia . . . . . . . . . . . . .  14.7 4.2 4.0 
Florida . . . . . . . . . . . . . . . . . . . .  14.4 6.6 2.2 

Georgia . . . . . . . . . . . . . . . . . . .  14.1 8.5 2.2 
Hawaii . . . . . . . . . . . . . . . . . . . .  12.8 4.0 1.1 
Idaho . . . . . . . . . . . . . . . . . . . . .  14.9 8.1 1 . 8 - g Illinois . . . . . . . . . . . . . . . . . . . .  13.7 5.4 2.2 
Indiana . . . . . . . . . . . . . . . . . . . .  14.0 7.3 2.4 

Iowa . . . . . . . . . . . . . . . . . . . . .  13.5 6.9 1 . 8 
Kansas . . . . . . . . . . . . . . . . . . . .  11.7 6.8 1.6 
Kentucky . . . . . . . . . . . . . . . . . .  13.2 7.9 3.0 
Louisiana . . . . . . . . . . . . . . . . . .  11.0 5.6 2.0 
Maine . . . . . . . . . . . . . . . . . . . . .  14.5 8.4 2.9 

Maryland . . . . . . . . . . . . . . . . . .  13.2 5.9 2.1 
Massachusetts . . . . . . . . . . . . . . .  13.8 5.6 2.2 
Michigan . . . . . . . . . . . . . . . . . . .  13.0 6.3 2.1 
Minnesota . . . . . . . . . . . . . . . . . .  14.0 6.7 1.9 
Mississippi . . . . . . . . . . . . . . . . . .  13.1 9.2 2.1 

Missouri . . . . . . . . . . . . . . . . . . .  14.6 7.5 2.5 
Montana . . . . . . . . . . . . . . . . . . .  13.3 7.3 1.9 
Nebraska . . . . . . . . . . . . . . . . . .  12.5 6.3 1.6 
Nevada . . . . . . . . . . . . . . . . . . . .  14.8 5.6 1 . 8 
New Hampshire . . . . . . . . . . . . . .  14.3 6.3 4.8 

See footnotes at the end of table 



Table G-3.-PERCENT OF ESTIMATED TOTAL REVENUE CAPACITY OF STATE AND LOCAL GOVERNMENTS REPRESENTED BY 
SELECTED TYPES OF TAXES. BY STATES: 1966-67 (Cont'd) 

... .- - .. -. -.- .. 

States sales and 
gross Motor Tobacco Alcoholic Public 

receipts fuel products beverages utility 

General Selective sales and gross receipts' Local property taxesZ 

Death and 
Nonfarm Commercial Motor severance gin 

. Other residential and indus- 
Farm vehicle 

property trial property property 

New Jersey . . . . . . . . . . . . . . . . .  13.0 
New Mexico . . . . . . . . . . . . . . . .  10.9 
New York . . . . . . . . . . . . . . . . . .  11.8 
North Carolina . . . . . . . . . . . . . . .  14.1 
North Dakota . . . . . . . . . . . . . . .  11.9 

Ohio . . . . . . . . . . . . . . . . . . . . .  13.4 
Oklahoma . . . . . . . . . . . . . . . . . .  11.8 
Oregon . . . . . . . . . . . . . . . . . . . .  13.1 
Pennsylvania . . . . . . . . . . . . . . . .  14.0 

. . . . . . . . . . . . . . . .  - Rhode Island 13.5 
N 
Cn 

South Carolina . . . . . . . . . . . . . . .  14.7 
South Dakota . . . . . . . . . . . . . . .  13.0 
Tennessee . . . . . . . . . . . . . . . . . .  13.7 
Texas . . . . . . . . . . . . . . . . . . . . .  13.5 

. . . . . . . . . . . . . . . . . . . . .  Utah 13.0 

Vermont . . . . . . . . . . . . . . . . . . .  16.2 
. . . . . . . . . . . . . . . . . . .  Virginia 13.9 

Washington . . . . . . . . . . . . . . . . .  1 1.6 
West Virginia . . . . . . . . . . . . . . . .  13.4 
Wisconsin . . . . . . . . . . . . . . . . . .  13.0 
Wyoming . . . . . . . . . . . . . . . . . .  10.1 

Note: not included here. but shown separately in table G.2. are individual income taxes and corporation taxes . 

'Except for "other. " the particular categories shown pertain only to State-imposed taxes . 
zT~ ta l i ng  somewhat len  than the property tax percentage shown in table G.2. which also includesState property taxes and local property taxes on vacant lots . 
3Len than 0.05 percent . 



TableG-4.-SUMMARY MEASURES OF RELATIVE REVENUE EFFORT I N  INDIVIDUAL STATES. 
BY LEVEL OF GOVERNMENT: 1966-67 (PERCENT RELATION OF ACTUAL REVENUE TO 

REVENUE CAPACITY ESTIMATED AT NATIONAL AVERAGE RATES) 

States 

All revenue sources 

State Local 
government governments 

Alabama . . . . . . . . . . . . .  97 
Alaska . . . . . . . . . . . . . .  106 
Arizona . . . . . . . . . . . . .  108 
Arkansas . . . . . . . . . . . . .  89 
California . . . . . . . . . . . .  105 

Colorado . . . . . . . . . . . .  107 
Connecticut . . . . . . . . . .  93 
Delaware . . . . . . . . . . . .  102 
Dist . of Columbia . . . . . . .  85 
Florida . . . . . . . . . . . . . .  92 

Georgia . . . . . . . . . . . . .  98 
Hawaii . . . . . . . . . . . . . .  124 
Idaho . . . . . . . . . . . . . . .  108 
Illinois . . . . . . . . . . . . . .  85 
Indiana . . . . . . . . . . . . . .  98 

Iowa . . . . . . . . . . . . . . .  104 
Kansas . . . . . . . . . . . . . .  97 
Kentucky . . . . . . . . . . . .  93 
Louisiana . . . . . . . . . . . .  91 
Maine . . . . . . . . . . . . . . .  102 

Maryland . . . . . . . . . . . .  102 
Massachusetts . . . . . . . . .  1 12 
Michigan . . . . . . . . . . . . .  101 
Minnesota . . . . . . . . . . . .  116 
Mississippi . . . . . . . . . . . .  102 

Missouri . . . . . . . . . . . . .  90 
Montana . . . . . . . . . . . . .  95 
Nebraska . . . . . . . . . . . .  85 
Nevada . . . . . . . . . . . . . .  77 
New Hampshire . . . . . . . .  84 

Taxes 
... -. . 

State Local 
government governments 
.. 

Nontax sources 
-. . 

State Local 
government governments 

110 131 
101 127 
1 18 96 
87 132 
95 95 

115 1 1 1  
105 81 
153 151 

XXX 62 
88 137 

94 127 
109 74 
115 124 
76 91 
117 103 

106 106 
95 105 
130 123 
93 102 
102 68 

107 95 
87 72 
115 101 
116 98 
121 114 

97 1 1 1  
109 92 
117 98 
85 107 
115 92 



TableG-4.-SUMMARY MEASURES OF RELATIVE REVENUE EFFORT I N  INDIVIDUAL STATES . 
BY LEVEL OF GOVERNMENT: 1966-67 (PERCENT RELATION OF ACTUAL REVENUE TO 

REVENUE CAPACITY ESTIMATED AT NATIONAL AVERAGE RATES) (Cont'd) 

All revenue sources Taxes Nontax sources 

States State Local State Local State Local 
government governments government governments government governments 

New Jersey . . . . . . . . . . .  94 7 1 
New Mexico . . . . . . . . . .  95 114 
New York . . . . . . . . . . . .  126 127 
North Carolina . . . . . . . . .  97 122 
North Dakota . . . . . . . . .  99 98 

Ohio . . . . . . . . . . . . . . .  87 76 
Oklahoma . . . . . . . . . . . .  88 98 
Oregon . . . . . . . . . . . . . .  101 104 
Pennsylvania . . . . . . . . . .  99 100 
Rhode Island . . . . . . . . . .  99 97 

South Carolina . . . . . . . . .  100 118 
South Dakota . . . . . . . . .  105 92 
Tennessee . . . . . . . . . . . .  90 99 
Texas . . . . . . . . . . . . . . .  84 75 
Utah . . . . . . . . . . . . . . .  110 124 

Vermont . . . . . . . . . . . . .  116 123 
Virginia . . . . . . . . . . . . .  95 105 
Washington . . . . . . . . . . .  102 135 
West Virginia . . . . . . . . . .  100 123 
Wisconsin . . . . . . . . . . . .  116 139 
Wyoming . . . . . . . . . . . .  85 78 

'Treating all nonproperty taxes as "State" and all property taxes as "local" 



TableG-5.-MEASURES OF RELATIVE STATE-LOCAL TAX EFFORT IN  INDIVIDUAL STATES. BY TYPE OF TAX: 1966-67 
(PERCENT RELATION OF ACTUAL TAX REVENUE TO TAX CAPACITY ESTIMATED AT NATIONAL AVERAGE RATES) 

-. . - ....... ..... 

Sales and gross receipts taxes - 

. States 

All General 

Alabama . . . . . . . . . . . . . .  140 
Alaska . . . . . . . . . . . . . . .  81 
Arizona . . . . . . . . . . . . . .  122 
Arkansas . . . . . . . . . . . . . .  106 
California . . . . . . . . . . . . .  99 

Colorado . . . . . . . . . . . . .  93 
Connecticut . . . . . . . . . . .  95 
Delaware . . . . . . . . . . . . .  52 
Dist . of Columbia . . . . . . . .  76 
Florida . . . . . . . . . . . . . . .  104 

Georgia . . . . . . . . . . . . . .  11 1 
Hawaii . . . . . . . . . . . . . . .  215 

. . . . . . . . . . . . . . . .  Idaho 93 - Illinois . . . . . . . . . . . . . . .  106 
Indiana . . . . . . . . . . . . . . .  93 

Iowa . . . . . . . . . . . . . . . .  85 
Kansas . . . . . . . . . . . . . . .  90 
Kentucky . . . . . . . . . . . . .  99 
Louisiana . . . . . . . . . . . . .  119 
Maine . . . . . . . . . . . . . . . .  119 

Maryland . . . . . . . . . . . . .  91 
Massachusetts . . . . . . . . . .  73 
Michigan . . . . . . . . . . . . . .  118 
Minnesota . . . . . . . . . . . . .  53 
Mississippi . . . . . . . . . . . . .  143 

Missouri . . . . . . . . . . . . . .  87 
Montana . . . . . . . . . . . . . .  53 
Nebraska . . . . . . . . . . . . .  47 
Nevada . . . . . . . . . . . . . . .  70 
New Hampshire . . . . . . . . .  59 

Selective 

All 

... 

property 
taxesi 

. 

37 
63 

114 
48 

122 

122 
110 
42 
74 
79 

68  
60 
99 
94 

107 

116 
104 
50 
48 

129 

105 
141 
103 
155 
59 

82 
113 
118 
74 

122 

... 

Nonfarm 
res~dent~al 
property 
. 

28 
93  

107 
39 

l o6  

126 
119 
62 
7 2 
7 2 

60  
62 
44 

101 
104 

105 
7 7 
5 1 
17 

112 

101 
166 
97 

169 
27 

85 
87 
94 
60 

139 

... - 

Property taxes 
.... -. . 

Local taxes on . 
. 

Commerc~al 
and ~ndus- 

t r~a l  property 
.. 

35 
46 

120 
58 

151 

134 
100 

24 
78 
89 

81 
54 

154 
82 

109 

125 
130 
44 
68  

141 

104 
114 
104 
132 
114 

79 
165 
88 
98 

131 

Farm 
property 

23 
20 
37 
55 

137 

95  
144 
41 
. 

94 

55 
63 
89  

131 
119 

125 
109 
50 
23 

214 

80 
230 
145 
141 
33 

85  
79 

112 
6 1 

179 

Individual 
Income 
taxes2 

. - . 

96 
238 

73 
104 
74 

147 
. 

27 1 
194 
. 

105 
280 
216 
. 

lo6  

147 
128 
196 
48 
. 

151 
149 
2G 

270 
34 

110 
158 
. 

. 

14 

Motor Corporation 
vehicle 

taxes4 
taxes3 

Severance Death and All other 
taxes4 gift taxes4 taxes 

See footnotes at the end of table . 



TableG-5.-MEASURES OF RELATIVE STATE-LOCAL TAX EFFORT I N  INDIVIDUAL STATES, BY TYPE OF TAX: 1966-67 
(PERCENT RELATION OF ACTUAL TAX REVENUE TO TAX CAPACITY ESTIMATED AT NATIONAL AVERAGE RATES) (Cont'd) 

Property taxes 
Sales and gross receipts taxes - -  

Local taxes on - Individual Motor 
States - .- - All income vehicle 

property Nonfarm Commercial taxes2 taxes3 
Farm 

All General Selective taxes' residential and indus- 
property 

property trial property 

New Jersey . . . . . . . . . . . .  86 
New Mexico . . . . . . . . . . .  131 
New York . . . . . . . . . . . . .  11 7 
North Carolina . . . . . . . . . .  100 
North Dakota . . . . . . . . . .  78 

Ohio . . . . . . . . . . . . . . . .  85 
Oklahoma.. . . . . . . . . . . .  94 
Oregon . . . . . . . . . . . . . . .  47 

+ Pennsylvania . . . . . . . . . . .  11 1 
N w Rhode Island . . . . . . . . . . .  11 5 

South Carolina . . . . . . . . . .  11 5 
South Dakota . . . . . . . . . .  102 
Tennessee . . . . . . . . . . . . .  1 18 

. . . . . . . . . . . . . .  Texas.. 74 
Utah . . . . . . . . . . . . . . . .  116 

Vermont. . . . . . . . . . . . . .  71 
Virginia . . . . . . . . . . . . . .  90 
Washington . . . . . . . . . . . .  203 
West Virginia . . . . . . . . . . .  154 
Wisconsin . . . . . . . . . . . . .  71 
Wyoming . . . . . . . . . . . . .  85 

- -  -- - - 

Note: For a composite measure o f  relative over-all tax effort, see table G-4. 

Corporation Severance Death and All other 
taxes4 taxes4 gift taxes4 taxes 

I 
21ncluding property tax components n o t  shown separately. 

including local payroll and earnings taxes. 
I n  States where motor  vehicles are subject t o  property taxation, estimated amounts o f  such revenue have been included in calculating "motor vehicle taxes" ef for t .  A double asterisk denotes States where a t  least one- 
th i rd of all motor vehicle tax revenue is o f  this nature, and a single asterisk denotes some lesser proport ion o f  such revenue. 

4 ~ h e s e  categories pertain t o  State-imposed taxes only. 



TableG-6.-CAPACITY A N D  EFFORT MEASURES FOR "BUSINESS TAXES" A N D  "PERSONAL TAXES. " B Y  STATES: 1966-67 

Percent o f  estimated total revenue capacity 
Measures o f  relative effort (percent relation o f  
actual revenue t o  estimated revenue capacity) 

"Business taxes" "Personal taxes" "Business taxes" "Personal taxes" 
States .- . . 

Including local Excluding local Local nonfarm Other Including local Excluding local Local nonfarm Other 
taxes on  taxes on  Total residential "personal taxes on taxes on  Total residential "personal 

farm property farm property ' property taxes taxes"2 farm property farm property' property taxes taxesrr2 

United States. Total . . . . . . . . . . .  20.6 

Alabama . . . . . . . . . . . . . . . . . . .  18.3 
Alaska . . . . . . . . . . . . . . . . . . . .  18.2 
Arizona . . . . . . . . . . . . . . . . . . .  19.1 
Arkansas . . . . . . . . . . . . . . . . . . .  21.4 
California . . . . . . . . . . . . . . . . . .  18.3 

Colorado . . . . . . . . . . . . . . . . . .  20.5 
Connecticut . . . . . . . . . . . . . . . .  18.8 
Delaware . . . . . . . . . . . . . . . . . .  20.7 
Dist . o f  Columbia . . . . . . . . . . . . .  17.5 
Florida . . . . . . . . . . . . . . . . . . . .  16.1 

I Georgia . . . . . . . . . . . . . . . . . . .  19.0 
0 Hawaii . . . . . . . . . . . . . . . . . . . .  16.9 

Idaho . . . . . . . . . . . . . . . . . . . . .  25.0 
Illinois . . . . . . . . . . . . . . . . . . . .  22.8 
Indiana . . . . . . . . . . . . . . . . . . . .  23.2 

Iowa . . . . . . . . . . . . . . . . . . . . .  25.4 
Kansas . . . . . . . . . . . . . . . . . . . .  24.6 
Kentucky . . . . . . . . . . . . . . . . . .  20.6 
Louisiana . . . . . . . . . . . . . . . . . .  28.7 
Maine . . . . . . . . . . . . . . . . . . . . .  17.5 

Maryland . . . . . . . . . . . . . . . . . .  17.4 
Massachusetts . . . . . . . . . . . . . . .  18.0 
Michigan . . . . . . . . . . . . . . . . . . .  19.6 
Minnesota . . . . . . . . . . . . . . . . . .  21.8 
Mississippi . . . . . . . . . . . . . . . . . .  20.2 

Missouri . . . . . . . . . . . . . . . . . . .  22.3 
Montana . . . . . . . . . . . . . . . . . . .  28.3 
Nebraska . . . . . . . . . . . . . . . . . .  22.9 
Nevada . . . . . . . . . . . . . . . . . . . .  17.7 
New Hampshire . . . . . . . . . . . . . .  15.0 



TableG-6.-CAPACITY AND EFFORT MEASURES FOR "BUSINESS TAXES" AND "PERSONAL TAXES. " BY STATES: 1966-67 (Cont'd) 

Percent o f  estimated total revenue capacity 
Measures o f  relative effort (percent relation o f  
actual revenue t o  estimated revenue capacity) 

"Business taxes" 
States ....... -- "Personal taxes" "Business taxes" "Personal taxes" 

. 

Local nonfarm Other 
Total residential "personal 

property taxes taxes"' 

Including local Excluding local 
taxes on  taxes on  

farm property farm property ' 
Including local Excluding local Local nonfarm Other 

taxes on  taxes on  Total residential "personal 

farm property farm property' property taxes taxes"2 

New Jersey . . . . . . . . . . . . . . . . .  19.6 19.3 
New Mexico . . . . . . . . . . . . . . . .  23.4 18.5 
New York . . . . . . . . . . . . . . . . . .  18.9 18.6 
North Carolina . . . . . . . . . . . . . . .  20.1 17.1 
North Dakota . . . . . . . . . . . . . . .  23.0 9.8 

Ohio . . . . . . . . . . . . . . . . . . . . .  21.4 19.8 52.9 16.1 36.9 
Oklahoma . . . . . . . . . . . . . . . . . .  25.4 19.8 44.5 13.0 31.5 
Oregon . . . . . . . . . . . . . . . . . . . .  18.9 15.6 49.0 15.0 34.0 - Pennsylvania . . . . . . . . . . . . . . . .  22.4 21.6 53.2 14.9 38.3 

(*, - Rhode Island . . . . . . . . . . . . . . . .  17.6 17.4 54.8 15.7 39.1 

South Carolina . . . . . . . . . . . . . . .  19.4 16.9 49.4 9.0 40.3 
South Dakota . . . . . . . . . . . . . . .  26.3 9.6 40.4 8.3 32.1 
Tennessee . . . . . . . . . . . . . . . . . .  18.9 16.2 49.1 13.4 35.7 
Texas . . . . . . . . . . . . . . . . . . . . .  27.2 22.7 45.1 9.7 35.9 
Utah . . . . . . . . . . . . . . . . . . . .  21.4 18.2 47.0 14.t 32.8 

Vermont . . . . . . . . . . . . . . . . . . .  19.4 16.4 54.2 12.2 41.9 
Virginia . . . . . . . . . . . . . . . . . . .  22.G 19.7 68.8 18.7 46.4 
Washington . . . . . . . . . . . . . . . . .  17.6 15.2 46.9 16.2 30.7 
West V~rginia . . . . . . . . . . . . . . . .  24.1 23.1 49.7 13.2 36.5 
Wisconsin . . . . . . . . . . . . . . . . . .  19.7 16.8 50.1 14.9 35.2 
Wyoming . . . . . . . . . . . . . . . . .  31.4 23.6 36.6 
-- -- - . . ... - - - - -- . - 

9.2 27.3 
- .- . 

I 
zCornor~s~ng co-PO-am- taxes. severance taxes and local property taxes on busmess property . 

Comprwng genersl and selective sales taxes. ~ndlvlduai Income and earntngs taxes. and death and g ~ f t  taxes 



Table G-7.-CAPACITY AND EFFORT MEASURES FOR NONTAX REVENUE SOURCES OF STATE A N D  LOCAL GOVERNMENTS. BY STATES: 1966-67 

States 

....... 

. . . . . . . .  United States, Total 

Alabama . . . . . . . . . . . . . . . . .  
Alaska . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . .  Arizona 
Arkansas . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . .  California 

Colorado . . . . . . . . . . . . . . . .  
Connecticut . . . . . . . . . . . . . .  
Delaware . . . . . . . . . . . . . . . .  

. . . . . . . . . . . .  Dist of Columbia 
. . . . . . . . . . . . . . . . . .  Florida 

Georgia . . . . . . . . . . . . . . . . .  
Hawaii . . . . . . . . . . . . . . . . . .  
Idaho . . . . . . . . . . . . . . . . . . .  
Illinois . . . . . . . . . . . . . . . . . .  
Indiana . . . . . . . . . . . . . . . . . .  

Iowa . . . . . . . . . . . . . . . . . . .  
Kansas . . . . . . . . . . . . . . . . . .  
Kentucky . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . .  Louisiana 
Maine . . . . . . . . . . . . . . . . . . .  

Maryland . . . . . . . . . . . . . . . . .  
Massachusetts . . . . . . . . . . . . .  
Michigan . . . . . . . . . . . . . . . . . .  
Minnesota . . . . . . . . . . . . . . . . .  
Mississippi . . . . . . . . . . . . . . . . .  

Missouri . . . . . . . . . . . . . . . . . .  
Montana . . . . . . . . . . . . . . . . . .  
Nebraska . . . . . . . . . . . . . . . . .  
Nevada . . . . . . . . . . . . . . . . . . .  
New Hampshire . . . . . . . . . . . . .  

Percent of estimated total revenue capacity 

.- 

State governments 

Current charges 
. 

Higher 
education 

.. 

Other 

...... 

2.4 

1.9 
10.2 
2.1 
1.4 
1.4 

1.6 
3.3 
2.6 
. 

2.1 

1.6 
6.1 
1.9 
1.9 
1.7 

1.2 
2.2 
2.6 
2.2 
5.4 

2.6 
3.8 
1.3 
1.4 
1.8 

1.2 
1.5 
1.2 
3.3 
3.1 

. 

M~scellaneous 
general 
revenue 

. . 

2.1 

1.7 
13.6 
1.9 
1.5 
2.2 

1.8 
1.9 
3 6 
. 

1.6 

2.3 
2.3 
2.8 
1.3 
1.7 

1.8 
1.6 
2.1 
9.7 
1.7 

1.4 
1.5 
1.3 
3.0 
1.3 

1.5 
3.7 
1.7 
1 . 0 
1 . 0 

- . 

Current 
charges 

Measures of relative ef for t  (percent relation o f  actual 
revenue t o  estimated revenue capacity) 

.. ..... - ... - - .. .. 

Local governments State governments Local governments 

Miscellaneous Public 
Current charges 

general ut i l i ty  
Higher 

revenue surpluses Other 
education 

Miscellaneous 
Current 

general 
revenue 

100 

106 
7 1 
119 
104 
69 

114 
90 
117 

XXX 
88 

115 
52 
139 
78 
119 

99 
101 
127 
92 
123 

92 
80 
99 
104 
104 

113 
119 
115 
101 
126 

100 

170 
64 
97 
92 
99 

113 
114 
124 

XXX 
88 

92 
127 
60 
8 1 
139 

127 
117 
132 
85 
76 

133 
101 
119 
148 
218 

86 
88 
128 
66 
84 

100 

50 
121 
136 
37 

1 I8 

120 
102 
208 

XXX 
87 

7 1 
176 
121 
65 
9 1 

1 1  1 
47 
134 
95 
138 

87 
58 
167 
120 
54 

79 
107 
114 
123 
179 

charges 

100 

162 
170 
83 
165 
89 

110 
70 
183 
60 
145 

135 
56 
140 
84 
117 

122 
118 
152 
103 
58 

86 
68 
98 
96 
132 

118 
94 
128 
119 
92 

Miscellaneous Public 
general ut i l i ty  
revenue surpluses 

. 

See footnotes at the end of table 



Table G-7.-CAPACITY AND EFFORT MEASURES FOR NONTAX REVENUE SOURCES OF STATE A N D  LOCAL GOVERNMENTS. B Y  STATES: 1966-67 (Cont'd) 

Percent o f  estimated total revenue capacity 

. -. ... ... 

Measures of relatwe effort (percent re lat~on o f  actual 
revenue t o  est~mated revenue capac~ty) 

State governments Local governments 
..... -. - ..... .- States 

-. . ..... 

New Jersey . . . . . . . . . . . . . . . .  
New Mexico . . . . . . . . . . . . . . .  
New York . . . . . . . . . . . . . . . . .  
North Carolina . . . . . . . . . . . . . .  
North Dakota . . . . . . . . . . . . . .  

Ohio . . . . . . . . . . . . . . . . . . . .  
Oklahoma . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . .  . Oregon 
W . . . . . . . . . . . . . . .  w Pennsylvania 

Rhode Island . . . . . . . . . . . . . . .  

South Carolina . . . . . . . . . . . . . .  
South Dakota . . . . . . . . . . . . . .  
Tennessee . . . . . . . . . . . . . . . . .  
Texas . . . . . . . . . . . . . . . . . . . .  
Utah . . . . . . . . . . . . . . . . . . . .  

Vermont . . . . . . . . . . . . . . . . . .  
Virginia . . . . . . . . . . . . . . . . . .  
Washington . . . . . . . . . . . . . . . .  
West Virginia . . . . . . . . . . . . . . .  
Wisconsin . . . . . . . . . . . . . . . . .  
Wyoming . . . . . . . . . . . . . . . . .  

Current charges 
Miscellaneous Miscellaneous Public 

Current 
general general ut i l i ty  

charges 
Other revenue revenue surpluses 

Higher 
education 

State governments Local governments 
.. ... 

Current charges 
Miscellaneous Miscellaneous Public 

Current 
general general ut i l i ty  

Higher charges 
Other revenue revenue surpluses 

education 

Note: For corresponding measures comprising nontax revenue sources In total. see table G.4 . 



Table 6-8 . STATE AND LOCAL GOVERNMENT REVENUE AND REVENUE CAPACITY. FOR METROPOLITAN AREAS: 1966-67 

SMSA 
popula- 

tion 
(000) 

................ 1 - R I ! I C I ? ' G h A Y 9  ALA 
2-GbCSOt h r  A l  b .................. . ............... 3-PLF TSVILL!  ALA. 
4 - P C L I L r t  ALP .................... 
5-WTVTGTPFPYp AL& ................ ................ 6.TUSC4LCCSbr ALA 
7.PWfFhTX. A F I Z  .................. 
R.TLCSC'. An17 ................... .......... 9-FTRT CPITb. CRK..rKLb .... . . 10-LTTTLf I J O G K . ~  L  SfCb. A P C  

1 1 - P I h F  PL IFF .  ARK ................ 
12.bhAbFTt. . . e m .  CFL .......a*..... 
13-BAKT4TFIFLCv CAL ............... .................... 14.FPEShT. CAL 
1 5 - ~ r ~  A * :  . L F ~ - L C ~ C  ~ t h ~ . t ~ .  C ~ L  .... 
16.CX%ARl'.LFZTLRAr CbL ............ ................ - ~ ~ - S A C R A C F ~ + T C I  CAL 

W p ~E!-~FLTNAS-P'C~TFKEYI C1L .......... 
19-SBV E r f i c b r l ' r .  ..... ChL ........ 
ZC-SAC orrcn. C A L  ................. 
21-SAk F*AnCISCC-ObKLAP r *  C A L  ...a. .................. L7-SA' \  J C S t .  C N  ............. 23-SAhTA FARPA.14. CAL 
24-STCCKTCZ? CAL .................. 
/5.VbLLrJT.NbPh. CAL .............. 
76-CCLCQhCf SFRIhCS. Cf L  .......... .................... 27-CFVVFc. CTL 
28-PLFPLT . CLL .................... 
29.P'lCG.FrRT. .as.. C r " b  .......... 
30-HbRTFrRC-h'k RRlTFT'  . C l  IN. ..... 

State and local govt . revenue Revenue capacity. estimated (A)  at US-average rates for 
(excluding Federal aid) various sources and (6) with weighting adjusted to reflect 

particular-State proportions of yield from various sources 

amounts 1 U S  . per capita 1 Percapita. 1 Relative t o  U S  . averages ~ e r  capita 

Total 
sources 

. . .  

Local S-L sources S L  sources State sources Local sources 

sources (A) (6)  (A) I (6) I (A) I (6) I (A) I (6) 

3 FP 34C 9C e 6  9 4  10P P7 6 4  
258  3CC 7 5  7 6  7 8  9 5  7 3  5 7  
3 2 3  3 3 1  82  P4 7 6  9 3  8 7  74 
3 2 2  315  8 1  7 9  3 5  9 8  7 @  6 1  
3 2 7  3 3 5  8 3  € 7  9 2  l 0 e  7 3  5 8  
265  2 7 4  6 7  6 9  7 1  8 4  63  5 5  
4 3 6  4 3 9  110  1 1 1  1C7 1 1 6  1 1 4  1 0 6  
3 7 2  38C 9 4  $6 9 5  1 0 5  9 3  87  
3C5 3 1 1  7 7  7 9  8 8  1 0 5  6 7  53 
4C7 3 9 3  1C2 1 C 1  1 0 5  1 2 7  9 e  7 5  

4 3 6  438  1 1 0  1 1 1  1 1 6  1 1 0  1C4 111 
3 s 4  ? 6 9  9 9  5 3  i c e  9 9  9 1  e e 
4 e 3  4 8 4  122  1 2 2  1 2 7  1 6 5  1 1 7  8C 
4 2 5  420 1 0 7  106 1 C 3  114 1 1 2  99 
4 t 2  4 5 4  1 1 7  1 1 5  1C4 1 0 2  1 2 9  1 2 7  
4CC 4 1 7  1C1 1C5 1 C 1  9 6  1 C 1  1 1 5  
5C1 4 9 2  1 2 6  1 2 4  1 2 2  1 1 7  1 3 1  1 3 1  
3 ~ 6  3139 9 ~  se 9 7  9 3  9 ~  L C ~  
32C 317  8 1  E C  83 7 7  7@ @ 3  
369 395  9 1  1CO 8 9  84 9 @  1 1 5  
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Table G-8 . STATE AND LOCAL GOVERNMENT REVENUE AND REVENUE CAPACITY. FOR METROPOLITAN AREAS: 1966-67 (Cont'd.) 

SMSA 

1966 
popula- 

tion 
(000) 

a l - N F k i  C T L t 4 h S t  LA ...........a*... ................. t!Z.SPRFVFPLHT. LA 
?3.LFhISTfh.PLFU9h.P41ht .......... 
P ~ - P C R T L A ~ C I  P P l h E  a............... . .................. P5.BALTI"CKE .C 
F 6 - R T S T C y r  V A S S  ................... 
n 7 - F A L L  RIVER-h.OECFCPCr  . & $ \ . ( I ) .  
RR.PITTSFIFLC+ P A S S  . ( 1 )  .... 1 ..em. 

R9.SPRINGFIFLC. ..... P G S C  . ( 1 )  ..a. ........... ..... 90.WCRCF?TIR. MPSS 

9 1 - A N K  AvPCR. NIGH................ . ................. 92-RPY C I l Y  u l C F  
93.DETFPIT. C I C H  .................. 
9 4 - F L I h T v  P I C k  .................... 
7 5 - G H A h n  A A P I C S *  C I C P  e............ 
96.JACKSfM. P I C H  .................. 
9 7 - K A L P Y b Z T C v  " I C H  ................ 
9 8 - L A h S I b G *  P I C H  e................. ...... . 99.FLSKEGC'b-P H T I G H T S *  V I C H  

1 0 0 - S A G I N E k r  F I T H  ................ r. 

1 1 1 - - C Y A k A .  hFP..I..kA ............... ................. 1 1 2 - L A 5  VFGAS. P.PV ...................... 113.HEhC. Y T V  ................ 1 1 4 - - C 4 Y C F F ~ T F 9 .  K.IJ ............. 1 1 5 - A T L b h T T C  C I T Y .  h .J  ............... 1 1 6 - J L R C F Y  C I T Y *  h . J  
117.NFhAHK. yi.J .................... 
110-DPTFR5Ck-CLIFTCh-u4S541Ct ?\.J .. 
l l 9 . T H F h T r h .  N . J  ................... ........ .. . 1 2 0 - A L H C G I J E I ~ O L F  I C....... 

State and local govt . revenue Revenue capacity. estimated (A) at U.S.-average rates for 
(excluding Federal aid) various sources and (0) with weighting adjusted to reflect 
P 

Per capita Relative to particular-State proportions of yield from various sources 

amounts U S  . per capita Per capita. Relative to U.S. averages per capita 
- 

Total 
Local W SL sources State sources Local sources 

sources (A) I (0)  I (A) I (0) I (A) 1 (0 )  

2 2 5  1 2 5  1 1 2  3E3 4 1 4  97 1 C 5  9 7  1 2 C  9 6  @ F 
2 4 9  1 3 3  1 7 4  4 7 7  4 R 6  1 2 0  1 2 3  1 2 3  1 2 3  l l e  1 2 2  
1 7 3  1 C 2  R b  4C6 4 C 2  1 C 7  1 C 2  1 C 5  1 1 6  1 C C  P 8  
7 1 1  1 C C  1 C >  4 3 2  4 2 6  1CS 1 C P  1 1 C  1 0 3  1 C P  1 1 2  
1 3 F  7 2  6 9  3 3 1  3 2 9  8 4  f-3 P 8  03  7 9  8 3  
2 C  3 4 1  1 C 1  4 C C  ? $ 6  101 1 C C  1 C C  9 C  1 0 2  1 C 9  
1 O C  S C  9 3  3 5 0  4 C 4  9 8  1 C 2  1 C 1  9 8  9 6  l C 6  
2 2 1  1'9 1 1 0  4 5 2  5 C 1  1 2 4  1 2 7  1 3 2  111 1 1 7  1 4 1  
233  l t 9  1 1 6  4 4 6  4 4 C  1 1 3  1 1 1  1 2 2  1 0 7  1 0 3  1 1 5  
7 6 7  1 C C  1 3 3  4 5 7  4 5 1  1 1 5  1 1 4  1 C 4  7 8  1 2 6  1 4 9  

l ~ a t a  not available; see text . 



Table G-8 . STATE AND LOCAL GOVERNMENT REVENUE AND REVENUE CAPACITY. FOR METROPOLITAN AREAS: 1966-67 (Cont'd.) 

................... 141-DAYTOhr I'bIT ...... 142.HAPILTCh+.YICDLETChN. CbIC 
1 4 3 - L I P b r  T P I C  .................... ............ . 144.LCKPI'i.FLYRIA C H I C  
145-PANSFI rLDp C H I C  ................ .............. . 146.SPRIN'FIELC C H I C  ... 147.STFLQFhVILLF. ..a. Ct-IC.L.VA .............. 148.TCLFD'. CHIT.CICH 
149-YCUFrGSTCWh-kARREh CPIt'........ 
150.LAkTO'. CKLb....... ............ 

1C7 9C 
1 1 3  1 1 3  
1 1 7  1 1 5  
1 e 2  1 8 0  
1 2 8  1 1 8  
I C Y  ' J S  

3 7P 
ti3 7 1  

1 1 4  7 9  
F 2  4 9  
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U X  r u z  . . A X  
C L U U U  C X  . u u  

I - d 2 0 4 U X U t  
r J U I L I - J -  2 

U r w b - L C  I -4  
ZU;:r:UX - r r  
a m G 4 ~ c Y r x  r - Z  
d V 1  a u i u l d - r l w  
C W Z L L X d U U O  
- c a u x ~ r > u m 0  
z G w m w + + ~ s u  
I l l  I I I I I I I  

4 T \ r m * I F \ . & ( C c C C T o  
( r u ' c r O - O ' P C T G - L n U  
4 d d + d d d & r ( N  



Table 6-8  . STATE AND LOCAL GOVERNMENT REVENUE AND REVENUE CAPACITY. FOR METROPOLITAN AREAS: 1966-67 (Cont'd.) 

1 State and local govt . revenue I Revenue capacity. estimated (A) at U.S.-average rates for 
(excluding Federal aid) varioussources and (B) with weightina adiusted to reflect . . .  

I966 Per capita Relative to particular-State proportions of yield from various sources 

SMSA popula- 
amounts 

tion U.S. per capita Per capita. Relative to U.S. averages per capita 
- 

(000) Total 
Local 

. 
S-L sources SL sources State sources I Local sources 

sources (A) ] (B) I (A) 1 (6) 1 (A)  I (B) 

21i.c~aa1. . S T ~ P .  ~ . V P  ............... . 212.PL4TIPGT~P'. ....r .VA.--I<Y..f k I C  
213-WtEFLlhG* C.V4..ObTC.. .a*...... 

7 1 4 - G P F F K  F A Y .  L I 5  .............a*.. 
215.KF~ITSHb. C I S  ................... 
216.PPDISTh. k I C  ................... - 

w 217-CILkACKFFv i I T  ........as....... 
\O .................... 2 1 8 - R A C I h ' T r  MIS 



Table G-9 . RELATIVE REVENUE EFFORT (ACTUAL REVENUE AS PERCENT OF REVENUE CAPACITY). FOR METROPOLITAN AREAS: 1965-67 

................ 1 1 - P I N f  P L L F F ,  A % K  .............. ..... 12.AhAFEIt'. C A L  ............... 1 3 . 8 A K E R q F I E L C .  C A L  
14.FRESNC. C A L  .................... .. 1 5 - L r S  A h ' C T L F S - L r N C  P E A C k *  CAL.. ............ 16.tXhPRC.VFhTLKA. C b L  ............... - 1 7 - S A C H A f t h T f r  CAL .  .......... L R - S A L I C A S - P C h T F R E Y v  C 6 L  0 

1 9 - S A N  P f R h A C I h C .  ..... C 9 L  ........ ................. 2 0 - S A N  DIEGCt CAL 

i l - S b h l  F P A P ' C I S C C - - C P K L A h C .  C A L  ..... 
7 2 - S A h  J C S t *  C 4 L  .................. 
7 3 - S A V I A  P A S P A Q A .  LAC ............. . .................. 24.STPCKTL4 C A L  .............. 7 5 - V A L L T J O - N b P A r  C A L  
2 6 - C T L t R A t ' C  S P R l h G S t  C T L  .........a 
Z7.0ENVFR. C C L  .................... 
? Y . P U ~ P L ~  . C C L  .................... .......... Z9.BRICGrPlRT.  ...a. C t h h  
1 C - H A R T F T R C - h f C  F R I T b I h r  C l  hh. .... 

SMSA 

........... 3 1 - h E W  H h V t N .  ..... C T t  h  
3 7 - h F U  L T h T O h .  ..... C D Y h  .......... 
1 3 - k l L b T h G T O \ p  rJEL..h.J..PT ....... 
3 4 - k A S b I h G I O h *  D.C..FC..VA ........ 
3 5 - F T R T  L A L D F P C A L F .  ...a. F L A  .....a 
3 6 - J A C K S T h V I L L C r  FLA .............. 
I 7 . P I P C I r  FL4 ..................... 
3f3.CRLAhr.C . F L P  ................... 
3 9 . P t h S b C r L A .  F L A  ................a 
40.TALLAt .PSSEF. F L A  ............... 

................ l.i3IRPIRGbA?', A L A  9 6  7 9  I C C  1 C 6  1 2 3  8 R 11 0 1 C 8  
2 - G A D S D F h .  A L b .  .................. 9 7 7 5  $7 S 6 1 C 2  1 2 6  79 32 ................ 3 - H L P T S V I L L ' r  A L A  1 C 3  9 0 1 C 1  1 C  5 1 1  8 1 2 9  8 7 1C3 
4 . P r P l L F .  A L A  ...................a 9 7 2 S S 1 C 4  1 3 5  1 0 2  9 4 4 2  ................ ~ - P C ! ~ I ~ G C Y E K Y I  A L A  '3 3  6 8 S 3 P 6  P 5 7 7 8 E 1 4 4  
h .TLSCALCTS4.  A L A  ................ l('1 R 7 8 1 C C  L C 1  7 9 1 0 5  2 1 1  .................. 7.Pl'BFNTX. P R I Z  1 L P 1 C 0  1 C F  l C 9  1 1 2  8 2 1 1 C  117 ................... 8-TLCSCIN.  A R I I  113 1 G 7  1 1 C  1 1 3  1 2 9  9 2  9 1 92 .......... 9 - F P R T  5 C I T t - .  ARK..TKLA 9 C  6 9  8  t? 8 7 1 C 9  2  7 8 9 55 

10-LITTLE RCCK.~! . L . Y C C K ,  A Z K  .... n n 69 P 9  F q 1cs 2 e ICC e4 

Wlth weightlng for estimates of revenue capaclty adjusted to reflect 
particular-State proportions of y~e ld  from varlous sources 

111 
1 1 9  
1 C 6  
LCP 
111 
1 1 3  
113 

08  
9 h 

1 C 9  

State and 
local 

governments 

Wlth capacity est~mated 
at U %.average rates 
for various sources 

S 1 
1 C  2 
1 C  i 
1 1 3  
1 C 2  
11t 
i c e  
1 G 1 
1 C P  
1 C 5  

State and 
local 

government 

Local governments only . 
Local 

governments 
only 

. 
All local 
revenue 
sources 

Changes and 
rnlscel . general 

revenue 

Utility 
surpluses 

Local 
property 

tax 

Local non- 
property 

taxes 





Tabla G.9 . RELATIVE REVENUE EFFORT (ACTUAL REVENUE AS PERCENT OF REVENUE CAPACITY). FOR METROPOLITAN AREAS: 196567 (Cont'd.) 

SMSA 

.............. 8 1 - N E k  O H L F P N S ,  LA.. 
P2 .S tRCVFPCFTI  L A  ................. .......... e3.LEhISTCb-AL.URh.YAII\F ................ P4.PCRTL4LC. P 4 I h E  .................. t5.6ALTI.CRF. " O  ................... t6.BCSTPh.  C P S S  
t 7 - F A L L  R I V E R - h . e F C F r R C ,  F 4 S S . ( 1 ) .  . .......... t 8 - P I T T S F T ' L C ~  C A S S  ( 1 )  . ..... Q 9 . S F R I h G F I E L C .  W n S S  (11.e.. ........... ..... 9C.kCRCF'iTFR- P A S S  

................ 9 1 - A h R  ...... @ I C H  ................. 9 2 - P b Y  C I T Y .  P I C H  
93.DFTFCTT . P T C P  ...............a*. 
94 .FL IhT .  F I C H  .................... ............. 9 5 - G H A h C  R A P I r S .  C I C k  
96.JACKSCh. V I C H  .................a - 97 .KALEPAZt ' i l  9 C I C H  .............em. 

P 
N YR.LANSIhG. C I C H  .................. ...... . 99.MLSKFGCh-P H E I C H T S .  F I C H  .................. 1CO.SAGlNAh.  C I C H  

With capacity estimated 
at U.S.-average rates 
for various sources 

.... 1 0 1 ~ G U L b T t ~ ~ S U P F P I C R ,  C I k P  ..I. I S C  
1CZ.P IhhEAPCLIS .ST  . PAULI  P T h h  ..... 
lC3.JACESTt ' ,  P I S S  .................. 
1 0 4 - K A N S A S  C I T Y .  PO..KAhS .......... ................. 1C5.ST . J G S E P H *  P r  
1C6.ST . L l . L I S .  PC..ILL ............. ................ ~ C ~ . S P R I N G F I F L C I  P O  ................. ~ C & R I L L I F G ~ .  Y C N T  .............. 1 C 9 - G R F A T  F A L L S .  M P h T  ................... 1 1 0 . L I N C O L h .  h F p  

With weighting for estimates of revenue capacity adjusted to reflect 
particular-State proportions of yield from various sources 

State and 
local 

government 

............... 111.CYAtA.  hFF..ICkP ................. 1 1 2 - L A 5  V E C A S .  h E V  ...................... 113.RFNC. h F V  ................ 114.YANCHfSTER.  K.H ............. 1 1 5 - A T L P N T I C  C I T Y .  P.J ............... 1 1 6 - J E R S E Y  C T T Y .  h.J 
117.NFhARK. N.J .................... 
1 1 9 - P A T T R S C h - C L I F T C ~ - F A S S P I C *  h . J - -  ................ 119.TKFhTCh.  h.J u .  ............... 1 2 0 . A L P L C U F A C L F .  %.P 

State and 
local 

governments 

Local 
governments 

Qw 

119 
2 5 
I t  
1 5  

117 
9 

1 4  

8 

2 3 
1 C 

1 4 3  
2 1 4  

14 
1 2  
1 4  
1 2  
2 2 

1 8 2  

56  
97 
4 3 
7 1 
4 t  
7 6 
2 7  
17 
36 
3 5 

2 7 
9 9 
C 3 
5 1 

1 9 C  
9 7 
7e 
7 E 

I C P  
97 

l ~ a t a  not available; see text . 

Local governments only 

All local 
revenue 
sources 

Local 
property 

tax 

Local non- 
property 

taxes 

Changes and 
miscel . general 

revenue 

Util ity 
surpluses 



Table G-9 . RELATIVE REVENUE EFFORT (ACTUAL REVENUE AS PERCENT OF REVENUE CAPACITY). FOR METROPOLITAN AREAS: 1965-67 (Cont'd.) 

With capacity estimated 
at US.-average rates 
for various sources 

State and 
governments 

government 

With weighting for estimates of revenue capacity adjusted to reflect 
particular-State proportions of yield from various sources 

I Local qovernments onlv 

1 3 1 - F A Y E T T F V I L L F *  N.C .............a . ... 132.GrEtN7RCRC.k . S..b P1 . r  L.C 
133.RALFTCI'. h.C e.................. ................ 1 7 4 - b I L Y I h G l O h *  N.C ...... 1 3 5 - F A R C f l - Y C C ' Q b l A D *  N.C..YIhh . ................ 

L d  
136.AKRCN CHIC.... ................... 1 3 7 - C A N T O N *  r H I f  ....... 1 3 8 - C I Q C I N k ' A T l r  CbIC.KY..IhT 
1 3 9 - C L F V E L A h C *  C h I O  ................ 
1 4 C - C C L L C P L S *  C h I C  ................. 

State and 
local 

governments 

6 9  
4 9  
60 
8 6 

1 2 5  
9 e 
9 1 

101 
1 4  

i c e  

1 4 1 - D A Y T O F 1 r  D k I T  ................... 
1 4 2 - H A P I L T r h - ~ I C C L E T C h b v  C H I C  ...... ..................... 1 4 3 - L I Y b r  r H I C  
144 .LTRAIh . rLYRIA . C H I C  ............ 
1 4 5 - C b N S F 1 C L O 1  C H I C  ................ 
1 4 6 - S P K I K C F I F L C v  C H I C  .............. 
1 4 7 . S T F L S c h V l L L r .  ..... CHIC.M.Vb ... 
1 4 8 - T O L E D T r  OPIC.YICP .............. 
149.YCUCGSTCkF.bAPREh. C h I T  ........ 
1 5 C - L A k T O N *  C K L P  ................... 

All local 
revenue 
sources 

............ 1 5 1 - O K L b P r v A  C I T Y *  C K L A  .................... 152.TULS4. C K L A  
1 '3-FUGEN'r  GRE .................... ............ 1 5 4 - P C R T L A h C v  THE..kAqh ..................... 1 5 5 - S A L F P *  T R F  ........ ..... 156.ALLFNTf'kN. PA..h.J .................... 1 > 7 - A L T C O h A *  PA 
1 3 8 - E R I F *  P A  ....................... 
1 5 9 - H E R R I S W b K G *  PA ................. .................. I h C - J T H 4 S T C k N v  P A  

Local 
property 

tax 

Local non- 
property 

taxes 

Changes and 
miscel . general 

revenue 

Util ity 
surplures 



Table G-9 . RELATIVE REVENUE EFFORT (ACTUAL REVENUE AS PERCENT OF REVENUE CAPACITY). FOR METROPOLITAN AREAS: 1965-67 (Cont'd.) 

. ................ 1 7 l . G R F F N V I L L F  S.C ............... 1 7 2 - S 1 f L X  F A L L S .  5.C .......... ~ ? ~ - C I - A T T A ~ T O G P I  TE\N..CA ................ ~ ~ ~ - K ~ O X V I L L E I  TFhh ............. 115.CFMPHIS. TThN..PRK . ................ 1 7 h . N A S P V I L L E  T E h N  
177 .APILFNF 9 T F X  ................... 
17R.ACARILLC. T F X  .................. . .................... 179.AUSTIY 1 I X  ............. ..... 1tiO.PLALMThT- T F X  

SMSA 

.......... ..... 1" l .BRCkNSVILLT.  T F X  ............ 1'2-CCRPUS C H 9 1 S T I .  T T X  .................... lh3.CbLCA'. f F X  ................... l P 4 - F L  PASC. T F X  ................ 1 8 5 - F C R I  k f R T P r  T F X  ...... 1 3 6 - G A L V F S T ( N - I ' X A S  C I T Y .  T 1  X 
lF7 .HLbSTfh .  T F Y  ................... .................... . lt38.LAPCDC T T X  
I " ' ~ - L U U B C L K I  T F i  ................... .... I ~ C . P C A L L C K . P ~ ~ R . . E L I I \ O L C ' G .  I'X 

................... . 1 9 1 . P I C L A h r  T r X  
1'32.GCESSA . T F X  .................... ................ 193.SAN A F C F L i l s  T T X  ............... 1 9 4 - S A h '  A Y ' T T N I f r  T F X  ........... 1 9 5 - S l ' F R P b h - C F h T S f R r  T F Y  ............ 1 3 t - T € X A A K 6 * A p  TFX.-AF Y 
157.TYLFP. TFX ..................... 
~ . P . W ~ C T  . T ' X  ...................... ............. l x ; 9 - k I C t I r r t  F h L I  5 .  T t X  .................... ZCO-DGCFhr L T A b  

With capacity estimated 
at U.S.-average rates 
for various sources 

With weighting for estimates of revenue capacity adjusted to reflect 
particular-State proportions of yield from various sources 

State and 
local 

government 

State and 
local 

governments 

Local 
governments 

O r l b  

Local governments only 

All local 
revenue 
sources 

Local 
property 

tax 

Local non- 
property 

taxes 

Changes and 
miscel . general 

revenue 

Utility 
surpluses 





I local governments (cross-total equals 100.0) average percentage for the same revenue sources 
. 

Table G-10 . COMPOSITION OF LOCAL GOVERNMENT REVENUE CAPACITY (ESTIMATED AT US.-AVERAGE RATES). FOR METROPOLITAN AREAS: 1966-67 

1 Percent of estimated revenue capacity of 

................ l - B I 9 C I h C H A P *  ALA 
2.GACSCFh . AL4 ................... 
3.HLNTSVILLF. ALA ..............a. .................... 4-CCBILF* ALA ................ 5.PLhTGfYFRY. ALA ................ 6-TLSCALCCSA. ALA 
7.PHPFNIX. AR1Z .................. 
8 - T l ! t C O P r  AD17 ................... .......... 9-FCRT Sb'l lH. ARK..TKLA 

1 0 - L I T l L F  1'CCK.h'. L . KCCt . ARK ..a. 

Ratio of particular-area percentage to US  . 

11-PIh'6 VLUFF, ARK ......a*........ 

12.AhAbFI". ..... GAL .............. 
~ ~ - R A K F R S ~ I E L C I  CAL ............... .................... I4-FRFSKC* GAL 
15-LCS A b C I  LFS-LChG f FACtJ* GAL .... ............ 16.OXNARU.VFhTLRb. CAL ................ 17-SbCRACFhlCp CAL 
l8.SALINA~.CCfi~lERCY~ CAL .......... 
19-SAN BFRNhCI\C. .a*.. C A L  ...a*... ................. 20-SAN DlFGO. CAL 

Charges Property taxation of . 

and miscel . Utility 

general 
SUr- 

taxes 
revenue property 

Property taxatlon of . 

..... 21-SAh FHAhCISCC.TbKLAhO, CbL .................. . 27-SAY J1 S t  ChL 
-3-SAhTA @dRI!bdA. G A L  ............. 
.4.STOCKTCtv. CAL .................. .............. 25-VALLFJC-NbPAr CbL .......... 16-CCLTRACC SPVIhGS. L L L  
;7-DFNVFT . CTL e................... .................... 2H.PLEPLr. CCL .......... ..... 29.PRICGLPIRT. Cdhk . ..... 30-HARTFTdC-Nrk P R 1 7 A l h  CChh 

Nonfarm 
residential 
p ro~er tv  

........... ..... ? l - ~ r w  H ? V ~  Y. cr.y\ ......... ..... 32-hFW L3hTOh. C C f i L  ....... j3.WILCIhGlCh. CTL..h.J..Yr ........ 34.WAStIhGTPh. D.C..PU..VA ...... ..... 35-FORT LALlJFQrALF. FLA .............. \h.JACKSThUILLF. FLA ..................... $7.PIACI. FLA 
3V.ORLbNCC. F L b  ................... 
59-PFNSACCLA* F L 4  ..as............. ............... 4O.TbLLAHASSFE. FLA 

3 1.7 
3C.R 
14.C) 
25.7 
21.7 
23.9 
19.0 
74.C 
77.9 
23.4 

3C.1 
17.6 
25.C 
17.7 
24.4 
15.7 
13.5 
15.1 
16.1 
16.3 

24.5 
ZC.? 
17.7 
13.w 
1 4  . C 
14.1 
28.3 
25.1 
23.4 
29.1 

75.5 
33.2 
34.0 
1s . 3 
14.5 
23.h 
26.1 
1F.1 
22.1 
11.3 

Business 
property 

Other 
Charges 

local 
and miscel 

taxes 
general 
revenue 

Farm 
property 

Utillty 

pluses 



Table G-10 . COMPOSITION OF LOCAL GOVERNMENT REVENUE CAPACITY (ESTIMATED AT US.-AVERAGE RATES). FOR METROPOLITAN AREAS: 1966-67 (Cont'd.) 

Percent o f  estimated revenue capacity o f  
local governments (cross-total equals 100.0) 

SMSA Property taxation of  . 
Uti l i ty  

and m m e l  . 
residential general 

SUr- 

revenue 
pluses 

property 

. ...... 41.TAYFA.qT P: TFRSkLPC.  F L A  . ........... 4 2 - W F S I  OALk  H.4CtJ F L J  ..................... . 43.ALRANY G A  .................... 4 4 - A T L b N T A r  GA ............... 45.ALGLST'l. G4..S.C .............. 4h-CrLLV !4U !~ r  Gb..ALA 
47.PACTN. G A  ...................... ................... 4R-SDVAN'*AHr t A  . ............... 49.YChCLILb H P W A I I  .............. 5 0 - B C I S F  C l T Y .  I Z A k r  

........ h1.RLCCP1h6TCh.NTRPAL, I L L  
57-CPAFPAICh-Ur 'PANAr I L L  .......... 
57.ChICAr.C . I L  I. ................... 
$4.OtCPTLt<. I L L  ................... 
55.PFONIA . I L L  .................... 
56.UCCbFfRO . I L L  .................. ............... 2 7 - S P R I N S F I F L P r  I L L  .................. 5P.AkDER\Ch. l x n  ........... 59.FVAhSVILLF. I!vC.-KY. 
6 0 - F r R T  CAYNEr I N O  ..............a. 

Ratio o f  particular-area percentage to U S  . 
average percentage for the same revenue sources 

Nonfarm 
Busmess 

residential 
property 

property 

P r o ~ e r t v  taxation of . 

and m i x e l  . 
general 
revenue 

Utl l l tV 1 sur- 
pluses 
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Table G-10 . COMPOSITION OF LOCAL GOVERNMENT REVENUE CAPACITY (ESTIMATED AT US-AVERAGE RATES). FOR METROPOLITAN AREAS: 1966-67 (Cont'd.) 

Percent o f  estimated revenue capacity of 
local sovernments (cross-total eauals 100.01 

SMSA 

... 1 2 1 - A L B A N Y - S C k T h F C T A C Y - I W  F . Y  ............ . 127.PINCHAt'TOh N.Y..PA ................... 123.-OUFFALT, h.Y ................. 174-h l -h  Yl '.'t!, N.Y. 
175.KCCPtCT'~'. n.Y ................. 
126-SYKCCLTl  . P4.Y .................. 
127.UTICA.RlPF. \.Y ...............a ................. 12R.ASIJ~VILLF. h.L 
129-CPARLI T l F v  .*.C ................. .................... 110.DLHbAV. h.C 

Ratlo of particular-area percentage to U.S. 
averaae oercentaae for the same revenue sources 

Prop. 

Nonfarm 
residential 
property 

141-DaYTrh ' r  C b I (  ................... 
~ ~ ~ - H ~ M I L T C X - E " ~ ~ O L F T C ~ ~ U ~  i HI('. ..... 
143.LIPAv nt'IC ..................... 
144-LL'RPI ' - tLYRI4* C h I P  ............ 
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local 
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Business 
property 

Farm 
property 

Charges Property taxation of . 
Utility Other 
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general 

SUr . 
residential pluses 

revenue DroDertv 

Charges 
and miscel . 

general 
revenue 

Utility 
sur- 

pluses 



Table G-10 . COMPOSITION OF LOCAL GOVERNMENT REVENUE CAPACITY (ESTIMATED AT US.-AVERAGE RATES). FOR METROPOLITAN AREAS: 1966-67 ICont'd.1 
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Table G-10 . COMPOSITION OF LOCAL GOVERNMENT REVENUE CAPACITY (ESTIMATED AT US-AVERAGE RATES). FOR METROPOLITAN AREAS: 1966-67 (Cont'd.) 

Percent of estimated revenue capacity of 
local governments (cross-total equals 100.0) 
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Table G-11 . STATE AND LOCAL GOVERNMENT REVENUE AND REVENUE CAPACITY. FOR SELECTED COUNTIES: 196667 (Cont'd.) 

County 

2hl.YCRK. P b I h F  ( 1 )  ................ . ................... 262.ALLFGAhY V C  . ............... 263-AhNF AKLNCCL CT 
264.RAL?IPr!F . P C  .................. ............. 265-RALT I t rHF  CITY. C L  .................... . 266.CARPGLL C C  ...................... 267-CrC ILv  FD .................. 268-FRTLFRICKp F D  
269.HARFORC. Cr .................... 
270-HCL~RCI rf ..................... 

Federal aid) 

Relative to 

................. 271+rNTGf't'tRY, PL ............. 272-PR1hCc CET~GFSI PC ............... . 273.kASI-lhFl( 'h P r . 0  ................... 274-klCTC1CCr PI. .......... . 215-HAK~STAPLFI PASS ( 1 1  ........... . 276.HFRKSVlr3F. VASS ( 1  1 ............. 277-eR IST lL7  PfSS . ( 1 )  . . ............... 278-FSSFX ' A S S  ( 1 1  . ................. 279.FPAkKLIh ............. . . 280.HAPPDFb' W A C S  ( 1 1  

1966 
popula- 

tion 
(0001 

various sources and (0)  with weighting adjusted to reflect 
particular-State proportions of yield from various sources 

Total 

State and local aovt . revenue I Revenue capacitv . estimated (A1 at US-averaqe rates for 
(excluding 

Per capita 
amounts 

47G 4 6 7  1 1 9  1 1 8  1 1 2  1 1 4  1 2 0  1 2 1  
3 7 0  3 6 7  9 3  53 8 7  8 9  ICC 9 6  
3 F C  382  9 6  5 6  l C P  1 1 2  e 4  P2 
3 7 9  375 9 6  $5 111 1 1 3  8 1  77  

. per capita 

Local ' 

"UrC" 
Total 

Sw footnotes at end o f  table . 

Local 
sources 

Per capita. 
8 L  sources 

Relative t o  U.S. averages per capita 

(A) 

S L  sources I State sources 

(6) 

Local sources 

(A1 I (01 I (A) I (01 I (A)  I (01 
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Table G-11 . STATE AND LOCAL GOVERNMENT REVENUE AND REVENUE CAPACITY. FOR SELECTED COUNTIES: 1966-67 (Cont'd.) 

I966 
popula- 

tion 
~000) 

State and local govt . revenue 
(excluding Federal aid) varioussources and (B) with weighting adjusted to reflect 

Per capita Relative to particular-State proportions of yield from various sources 

Revenue capacity. estimated (A) at US.-average rates for 

361-RrCk1hGbA"r &.I-. I 1  ) ........... 116  
I(?-STRAFF I ' G r  I.P. ................ S L  3L4 1 8  1 77 4 1  3 4 9  3 5 3  e 8  P9 9 4  7 4  8 2  LC4 
~67 .ATLbh l l L l  fi.J .................. 1 ° ~  42C 2 5 1  1LO 1 2 5  3 5 3  'Q7  9 9  '38 1 1 3  9 2  8 6  1'23 
3 f 4 - P F A r E 6  . bv.J ............ ........ # 6 7  3qi 7 4 1  I C C  1 2 0  4 4 1  472  111  1 1 9  111 85 1 1 2  1 5 2  . 3 r "JnLk 'L IhL1T '  . F'.J ................ ? C  776 f5F 10 75 754  Z R C  74 73  95  6 4  64 P 1  
IC~-CI~+I~F*.  \.J .................... 4 4 2  4 :  I 754  I L ~  126 31'6 271 9 7  9 4  105  8 3  90 1 0 4  
3t7-Cqt 'F f I Y ,  ' . J  .................. C b  ',LC; !4L 1 7 9  17C 5CO K 7 C  120  1 4 4  1 1 2  9 1  14C 1 9 5  
3 ~ 8 - C L P c F ' l  ?b 'C .  '! . J ................ 124 3 1 6  173  PC PO 3 G 8  3'4 9C 7 8  7S 9 C  e4 1 0 2  
369.FSSFX1'~.J ...... .............. 9 " r  4 4 7  775  112  1 3 9  413  45C 3 2 0  1 1 4  12C 8 9  12C 1 3 8  
370- tL ( 'LC1 CTC:Il P . J ................ 15C d q t '  1 7 9  73 " 9  317 3 2 1  U G  P l  78  6C 8 2  1C2  

371.tl~r'.l. P.. Y . J  .................... 6?('  3 8 7  245  4 7  1 1 2  3 S 5  ?54 ICC  € 9  1 0 4  7 6  9.E 1 C 3  
3 7 2 - I i L ~ ~ T I !  I I F *  \.J ................. 64 36) 223  $ 3  111 372  3'39 9 4  1 C 1  9 8  7 9  9C 1 2 2  
3 7 3 . r ~ r ~ i ~  ..I.. J .................... ~ C I  3 ~ 5  233  5 7  1 1 6  4 c 7  354  1 c 3  9 9  1 1 2  8 3  9 4  1 1 6  
j 7 4 - ~ 1 r : i ~ i  5 1  x. \ . J  ................. 5 371- 7 3 6  $ 5  1 1 7  412 4 c ~  i c 4  1c3 104  7 7  ~ C S  1 2 9  
11?-PPKCrL lb r  F.J .................. 4 1 2  '68 2 7 3  4 3  1 1 4  359  3E2 9 1  5 6  9 5  7 6  8 7  1 1 7  
376.b'C9i?lC. N . J  .................... 340  377 2 5 2  95 1 2 5  3h3  4 1 5  9 7  1C5 9 1  6 9  1 0 2  1 4 0  . ..................... 

b-. 
377.CCTbN R.J 1 6 0  4 0 4  263 1C2 1 3 1  4 1 0  4 7 8  104  1 2 1  9 5  7 7  1 1 3  1 6 3  
379-PASSAICv h . J  ................... 4 5 7  365  2 1 5  $ 2  1C7 4 1 6  4C9 1 C 5  1 C 3  1 1 2  8 2  9 5  1 2 4  ..................... ~ ~ ~ - S P L T P *  P . J  C 3  344 1 9 5  t37 9 7  3 t 3  3 4 7  9 7  e U  1 0 7  8 1  8 6  9 4  
3 O.SCMIKSr1. h.J .................. 1 8 6  37F  73P 9 6  1 1 9  3P9 4 1 6  9R 1C5 9 9  7 6  9P 1 3 3  

amounts U.S . per capita Per capita. 

3Hl-SLSSFXv Q.J .................... 69  Jhi' 7 5 9  C;3 1 2 9  3 3 1  374 84 5 4  7 7  6C 9C 12P 
3.2-bh lCht  h.J ..................... 5 4 7  406 24q  1C7 1 2 1  478  4eC 1 2 1  1 2 1  1 2 1  8 8  1 2 0  1 5 3  
3'3.HAXRFb 9 w.J .................... 7 2  3 1 5  186 P O  9 3  355 16C 9C 9 1  9 5  7 0  8 4  111 
3'4-PFRhAI I L L C *  h .P  ................ 249 4 2 9  1 4 3  1 C t 3  7 1  4 ? 4  4 2 9  11C 1CR 130  154  9C t 4  .................... 3PS-ChAVFS* Y.P \li 377 I l k  5 4  5 8  3 t 8  ? 7 q  9 8  S E  1 1 7  1 3 8  7 9  5 5  
3"O-DlNb 6hA. h e r  .................. 7 1  3P4 1 2 7  $ 7  6 3  3E9 3PC 9P S6 1 1 9  13F 7 8  55  ....................... 3h7-LCA1 4 m W  ? r  6 4 3  14C 162 7 r  7 1 6  7 4 5  1 8 1  l e e  2 0 9  27C 1 5 3  1CS 
lhR-SSYTb F'. h.P .................. 5 1  375 94  t b  4 7  3 3 7  346  8 5  i?7 111 132 5 9  4 4  
3L9-ALPPhYp 4.Y ...................a % * I  4 5 6  184  1 1 5  9 2  4 2 2  43C 1C7 1C9 1 1 4  111 $ 9  1C7  
39C-PTPIMtv h . Y  ......a+............ 271  %Or 26 1  126  13C 4C3 397 1C2 1CO 1 0 1  9 7  1C3 1 C 3  

3$1.CATlAHPLC.LC. h.Y ............... O 4  377 I 6 C  94  5 4  3 7 7  3 1 8  8 3  8 3  7 7  7 7  PC 8P 
392-CAYLGAv N.Y .................... 75 386 194  $ 7  9 7  3C2 296 7 6  7 5  82  7 @  7C 7 1  
493.Cl-ALIaL'.UE. N.Y ................ 1 5 C  4 1 4  19.5 1CS 9 9  3r2 7  9 6  $ 4  9 4  8 9  9 9  SS 
3c4-CPEPUhCI h.Y ................... l i t  4C1  1 7 3  1 C I  8 0  3 5 4  3 5 4  9C SO 9 7  9 3  8 2  F 7  
395-CLIhTTRt  h.Y .....am............ 74 3C3 1 3 2  76  6 6  277 263 7C 6 6  7 5  7C 6 5  6 3  ............. 796-CCLCP! 14. V . Y .  ( 1  5 1 
3"-DLTCHFSS* P.Y ................a. 7 1 -  39C 1 7 6  9 9  8 8  3 5 6  3 6 1  9C 9 1  8 9  8 7  S l  9 5  
39H-FRItq h . Y  ...................... l v C Y 8  4 6 4  228 1 1 7  1 1 4  3E1  3S2 9 9  5 9  9 8  9 6  1CC 1C2  
349 -FULTC'  1 Y . Y  ...................a 4 3 2 1  1 4 1  P1 7C 264  2 6 1  6 7  6 6  78 7? 5 t  5 9  
4CO.CFhrSFF . h.Y ................... 6P 4 C S  l F 2  IC3  Y l  3 6 1  5  9 1  $ 1  9 8  9 3  P4 P9 

See footnotes at end of table. 

Relative to U S  . averages per capita 

S L sources 1 State sources Local sources 

(A) I (B) I (A) 1 (B) 1 (A)  I (B) 



Table G-11 . STATE A N D  LOCAL GOVERNMENT REVENUE A N D  REVENUE CAPACITY. FOR SELECTED COUNTIES: 1966-67 (Cont'd.) 

See footnotes a t  end of  table . 

Cob m y  

1966 
popula- 

t ion 
(000) 

State and local govt . revenue 
(excluding Federal aid) 

Per capita 
amounts 
- 

Revenue capacity. estimated (A)  at U.S.-average rates for 
various sources and ( 0 )  w i th  weighting adjusted t o  reflect 

particular-State proportions o f  yield f rom various sources Relative t o  
U.S. per capita Per capita. 

S L  sources State sources Local sources 

(A) I ( 0 )  I (A) [ (B) I (A) I (€3) 

Relative to US . averages per capita 

Total 
Local 

sources 



Table G-11 . STATE AND LOCAL GOVERNMENT REVENUE AND REVENUE CAPACITY. FOR SELECTED COUNTIES: 1966-67 (Cont'd.) 

1 
. . ( 1966 1 

Per capita I Relative to particular-State proportions of yield from various sources 

State and local govt . revenue 
(excludina Federal aid) 

Countv 1 popu'a I amounts I U S  oer camta I ~ e r r a n ~ t a  I Relawe to u s averaaes oer caolta 

Revenuecapacity. estimated (A) at U.S.-average rates for 
various sources and (B) with weighting adjusted to reflect 

6 5 
7 1 

1 C C  
57 
116 
7 e 

109  
5 e 
74 
6 7 

77 
116 
7 4 
9  2 
5 C 
5 H 
76 
7 2 
5 e 
7 7 

7 5 

n 2 
74 
9 4 
6 4 

8 C  
64 
16@ 

ICC 
11 5 
1 C C  

8 t? 

69 
9 5 
86 
5 7 
7 1 

tlon 
(000) 

See footnotes at end of table . 

Local 
sources 

. . . . .  " 7  . 
Local sources S L  sources 

(A) I (8) ( (A) I (B) I (A) I 
State sources 
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T&ie G.11 . STATE AND LOCAL GOVERNMENT REVENUE AND REVENUE CAPACITY. FOR SELECTED COUNTIES: 196667 (Cont'd.) 

County 

.- 

See footnotes at end of table . 

State and local govt . revenue 
(excluding Federal aid) 

105 
8 5 
9 5 

8 4 
7 0 
8 3 
99 
8 C 
9 2 

107 
7 e 
88 
7 7 
9 1 

115 
89 
7 7 

9P 

7 (3 

6 5 
7 3 
77 
8 1 

10C 
7 3  
8 e 
7 6  

i c e  
8 2 
9 3 

103 
43  
94 
87 
96 

129 

Revenue capacity, estimated (A) at U.S..average rates for 
various sources and (BL with weiahtina adiusted to reflect 

1966 
p0pulb 

tion 
(000) 

. . .  
Per capita 
amounts 

P 

Relative to particular-State proportions of yield from various sources 

Total 
Local 

sources 

U.S. per capita Per capita . 
S-L sources 

Relative t o  U.S. averages per capita 

sources (A) 

S L  sources I State sources 

(B) 

Local sources 

(A) I (B) I (A) I (B) I (A) I (B) 



Table G-11 . STATE AND LOCAL GOVERNMENT REVENUE AND REVENUE CAPACITY. FOR SELECTED COUNTIES: 196667 (Cont'd.) 

County 

1966 
popula- 

tion 
(000) 

b71.St-FLRY. TFhA ................... 
622.SI .LLIVAF\ .  T i % h  ................. 
6/3.SL!'hF$. TFAh ................... .............. 6 2 4 - W A S I - I P y G I C h t  TFNhr  
625.kILSCI. T F N h  a.................. .................... 626.ARCbF1 'v  TFX 
b l7 .bELL .  T'X ...................... ..................... ~LS.RFXAH.  7 F X  .................... 6 2 9 - B f k I E v  T F X .  .................. 6?G.PRAZOPTf i9 T F X  

. ............... 63l.PRAZC'Y, T F X  ( 1 )  ................... 632.C4Cl.RCh. T ' X  .................... 6 3 3 - C f L L I Y e  T F Y  .................... h34.CbLLA5 .  TFY 
635.CFKTCu.  TFX .................... 
6 3 6 - E C T C R r  1 E X  ..................... ..................... 6 3 7 . F L L I S .  TFX 
638-EL P A q f ? .  T F X  ................... ................. 6 ' 9 - F C R T  'C 'U.  T E X  ................. 640.GALVFSTCh.  I r X  

State and local govt . revenue 
(excluding Federal aid) 

P- Relative to 

6 7 

46 
6 1 
44 
7 4 
6 2 
4C 
5 3 
9 3 

llt 
7 8 
11 2 

124 
9 2 

1 CC 
7 4 
5 4 

112 
9 5 
6 4 
8 7 
6 C! 

1 C6 
4 5 
6 5 
7 8 

132 

6 C 
9 3 

1C6 
78 
9 9 
5 5 
6 2 
66 

124 

Revenue capacity. estimated (A) at U.S.-average rates for 
various sources and (0)  with weighting adjusted to reflect 
particular-State proportions of yield from various sources 

amounts U.S . per capita Per capita. Relative to U.S. averages per capita 

Local 

See footnotes at end of table . 

S L  sources State sources Local sources 
Total 

sources (A) I (01 I (A) I (B) I (A) I 





See footnotes at end of table . 

Table G-11 . STATE AND LOCAL GOVERNMENT REVENUE AND REVENUE CAPACITY. FOR SELECTED COUNTIES: 196667 (~ont'd.) 

County 

6 t l -F411 {F2X  CITY I V P  . ( 2 1  .......... '2 
h-Z-hbPFTCz CITY . V4 . (").......... 8. 

6F3-IiPNCV'N. Vb .................... 34 2 9 1  6 5  74 3 1  3 t C  34S 9 1  E R  1 1 1  1 2 4  7 2  5 4  
64'4-VFhRlCrr V4 . ( 3 )  ............... J h l  4 5 7  1 4 7  114  9 6  4F4 494 1 2 ?  124 1 2 7  140 1 1 7  108 .................... ~ P ~ - L C U L C C ~ ~ ,  V A  74 3 5 3  137 F S  f Y 3 5 3  3 9 2  as 5 9  1 0 2  1 1 6  76  ~ 2  
h"6-LYP'CPI L P L  CITY 9 V'. ( 2 )  ...era.. L 
6, 7-NrkPf l 'T  V t k C  CITY L 4  . ( 2 )  ..... t 
6 F R - N C R F P L k  C ITY*  Vfi  . ( . ' I  .......... C 
689-PITTSYLbAkTJ 1 VE . ( 1 )  .......... 0 

6SC-PCKTSbrLTb C [ r Y  . / E  . ( 2 )  ....... 
691-PRIhCb \ I L L I A F .  Vb ............. C" L 5 6  1 lG  65 5 9  254  254  6 4  t 4  6 7  7 4  6 2  3 4  
b(. 2.RICbMThC CITY. VA . 1 2 1  ......... ( 

693-RTlhOKt r V d  . ( 3 )  ............... 1 7 8  37P 1 5 8  5 5  7 $  7 € 7  396 9 8  100 1 0 7  118 8 9  82 
694-RCAhCKf CITY, V A  . 1 2 )  .......... C 
6 9 5 - V I K C I h l 4  PvACt4 C I T Y  V3. i  ...... 13? 2 2 2  9 P  5 6  4 5  253 244 6 4  6 2  6 6  7 2  6 1  5 2  
696-YCRK, V4 . ( ' 1  .................. 7 7 7  3 0 3  1 3 2  76 66  3CB 312 7 e  78 8 2  93 7 4  66 
6S7-BENTCbr k A S t  ................... 64 4 4 6  i l C  1 1 3  l o 5  4E6 4 4 8  1 2 3  1 1 3  1 0 0  1 1 9  1 4 5  1 C 7  .................... 645-CLAPK* hASP 110 4 0 3  1 7 7  122 8 %  4 4 1  4 1 7  111 1C5 9 C  1 1 4  1 3 2  9 7  
699-CChLfTZ*  hA5H a................. h 3  5 7 9  7 7 0  1 4 6  1 3 7  6 1 1  6 1 4  1 5 4  1 5 5  1 1 6  1 5 2  1 9 1  1 5 8  
700-GRAY? l i f i R q f 2  k A 5 t  ............. 54 4 5 2  183 1 1 4  9 1  4 5 3  4 8 7  1 2 5  1 2 3  1 0 4  1 3 5  1 4 5  111 

State and local govt . revenue Revenue capac~ty. estlrnated (A) at U.S.-~erage rates for 

(excludmg Federal a~d) varloussources and (0) w ~ t h  we~ght~ng adjusted to reflect 

1966 pp 

Per captta Relat~ve to 
particular-State proporttons of y ~eld from varlous sources 

popula amounts Per caplta. U S . per caplta 
tlon 
~ 0 0 0 )  

Relat~ve to U.S averages per capita 

SL sources ( State sources I Local sources 

(A) 1 (0 )  I (A) I (B) I (A) I (B) 



:Data not avai lable ;  see t ex t .  
3Combined with another a r ea  f o r  presenta t ion;  s ee  footnote  3 .  

Includes data f o r  two o r  more a r eas .  Such combinations a r e  a s  follows: 
Fulton County, Georgia: inc ludes  DeKalb County; 
Arlington County, Virginia:  inc ludes  Alexandria Ci ty ;  
Campbell County, Virginia:  inc ludes  Lynchburg Ci ty ;  . 
Chesapeake City, Virginia:  inc ludes  Norfolk and Portsmouth C i t i e s ;  
Fai r fax  County, Virginia:  inc ludes  F a l l s  Church and Fa i r f ax  C i t i e s ;  
Henrico County, Virginia : includes Richmond Ci ty ;  
Roanoke County, Virginia:  inc ludes  Roanoke City;  
York County, Virginia:  inc ludes  Hampton and Newport News C i t i e s .  

4 ~ e c a u s e  of the  unique nature of the D i s t r i c t  of Columbia, c e r t a i n  items c a l l e d  f o r  by the  t abu la t ion  a r e  not  r e l evan t  t o  it. 

Table G-11 - STATE A N D  LOCAL GOVERNMENT REVENUE A N D  REVENUE CAPACITY, FOR SELECTED COUNTIES: 196667 (Cont'd.1 

County 

7 2 1 - 0 k I C r  C . V P . . . . . * . . . . . . . . . . . . . . .  C ?  4 1 3  1 5 9  1 7 C  7 9  4 2 3  455  1C7 1 1 5  1 2 3  162  97 6  9 
722-RPLFICk'r  b.VA.................. 7 2  247  7 1  63 35 234  242  5 9  6 1  7 4  9 1  4 4  3 2  
773-h4YAEr k.VA.....-..........---r 3 7  1 7 6  73 4 4  3 7  1 7 9  168 4 5  4 2  4 5  5 3  4 6  3 2  
724-hCOC* h.VA..........-.......... H I  3 7 7  1 4 4  5 5  7 1  3 e 1  3SC 9 0  S8 94 1 2 0  9@ 77 
775-HROhNr kTS...................- 1 3  4 0 9  156 1 C 3  7 8  353  3 5 1  8 9  e 9  9 6  1 1 2  8 3  6  6 
726-DbhCp kIc..................-... 265  46T 1 9 2  110  9 6  4C3 3 S 0  1C2 1CO 1 0 3  1 1 9  1 0 1  8 2 
727-DrUGc* \IS..................... C 333 1 3 E  k4  0 9  352 362 89  5 2  73  8 6  1C5 96 
728-CCLCLESr CIY................... 4 1  375  1412 q h  7 3  3 1 8  33C 85 6 3  8 4  1OC @ 6  6 7  
779-FAU CLdIXF, b r s . . . . . . . . . . . . . . . .  ' 4 6 1  166  I 1 7  8 3  425 4 2 1  1 0 7  1C6 111 131 1C4 e 3 
710 -FCKC CL L b C r  kIS............... P C  4 2 5  1RC l r 7  9C 3 ~ 4  ?1S 8 2  € 1  9 3  i c e  7 1  54  

1966 
popula 

tlon 
(000) 

State and local govt revenue 
(excluding Federal aid) 

Per caplta 
amounts - 

Revenue capacity, estimated (A) at U S -average rates for 
varlous sources and ( 0 )  wlth welghtlng adlusted to reflect 

- particular-State proportions of yield from varlous sources Relat~ve to 
U S per caplta Per cap~ta, Relat~ve to U S. averages per caplta 

Total 
S L sources State sources Local 

sources 

Local sources 

(A) I (6) 1 (A) 1 (5)  I (A) 1 (5) 



4 d Z U  N c N  0 
w a a  - r - r - c  
u  r u u [ r < x a  
O O ~ U 1 0 4  UU. 
dx* 'u:WL,  0 x 



Table 6-12 . RELATIVE REVENUE EFFORT (ACTUAL REVENUE AS PERCENT OF REVENUE CAPACITY). FOR SELECTED COUNTIES: 1966-67 (Cont'd.) 

County 

1 With capacity estimated With weighting for estimates of revenue capacity adjusted to reflect 

at US-average rates 
for various sources 

State and 
governments 

government 

State and 
local 

governments 

particular-State proportions of yield from various sources 

Local aovernments onlv 

AII local Local Local non- Changes and 
revenue 

Util ity 
property property miscel . general I sources / tax I taxes I revenue I urpb.r. 

................ 41.WASt-I\GTOh, ARK ................... 42.ALAPEGA. C 4 L  
43.PLTTE. C 4 L  ..................... 
4 4 - C C N T R h  CPqTA. CAL.  ............a 

4 5 - F R E S N O r  C A L  .................... 
46.HUPPPLCT. C 4 L  .................. 
4 7 . I C P E K I A L .  C A L  . (1) ............. 
4€!-KFRhr C A L  ...................... 
49.KIh'GSv CAL. .................... 
& O - L C S  A I .GFLFS.  C A L  ............... 

...................... 51.PAKIN, C A I  ................. 52.t'ENCflCIhO. C A L  
53-?'FRCFf>r C P L  .................... 
54-Cf'h'TFf'f YI C A L  .................. 
55.WAPP. C A L  ...................... 
56.ORAhGT. C A L  .................... .................... - 'J~.PLACFI?. G A L  

4 ................. N <)R.RIVLRTILF.  C A L  
59.SACRAYFKTC. C A L  ................ 
b O - S A N  R F K F A ' I I  I N C .  C A L  ............ 

................. 6 1 - S f i h  DIFGO,  C A L  
6 2 - S A N  F k b h C I S C C v  C A L  . ( 1 )  .....a.e 
C 3 - S A N  J m A C U I N .  G A L  ............... ........... (4-SAhm L U 1 '  T S I S P C .  C A L  ................. 6 5 - S A h  P h T T F r  CAI. ............. 6 6 - S A N T A  P A K P 4 R A r  C A L  
6 7 - S A Y T A  C L A R A *  C A L  ............... 
b 8 - S A E T A  CPUZ.  C A L  ................ 
(.9.SbASlh.  C A L  .................... 
7 0 - S C L A N r r  .CAL.. .................. 

.................... 7 1 - S r h C U A s  C 4 L  
7 2 . S T A h I s L A U S .  C A L  e............... 
7 3 - T U L P R T r  C A L  .................... 
74.VFNTUI7P. C b L  ................... ...................... 75.YCLC. C A L  
I6.AOOCS. C r L  ..................... 
7 7 - A K P P A k r E q  C ( L  .................. 
~ P - ~ C U L C ~ P ,  CPL  ................... 
79.DENVcf. C f 1  .................... ................... ! O - F L  PASr .  C r L  

8 9 
1 0 5  
1 2 s  
1 1 C  
1 1 3  
1 2  2 

1 C 8 
1 1 F  
1C2 

lC7 
9 C 

1 3 C  
1 C 1  
99 

1 C 2  
1 1 F  
1 C C  
1 C 7  
113 

1 C 5 

1 C 4  
122 

99 
1C2 
1 C P 
1 C P 
1 3 3  
L C 9  

1 1 C  
1 2 4  
1 1 F  
l l t  
1 C 4  
1 c s  
1 2 7  
1 C S  
1 C 4  
l C 7  

See footnotes at end of table . 
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Table G-12 . RELATIVE REVENUE EFFORT (ACTUAL REVENUE AS PERCENT OF REVENUE CAPACITY). FOR SELECTED COUNTIES: 1966-67 (Cont'd.) 

County 

With capacity estimated 
at US.-average rates 

With weighting for estimates of revenue capacity adjusted to reflect 
particular-State proportions of yield from various sources 

for various sources 

Local State and I 

............... 141.HCNLLLLU. H d k A I I  ..................... 142.AOA. IDbHG .............. 141.RChhEVILLE. IDAtC 
144-CANYP\q I C A b C  .................. 
145.ACACS. I L L  I.................... 
146-RCrhEq I L L  ..................... 
147-CFPt'PflIGNq I L L  ................. 
~ ~ ~ - C C C K I  I L L  ...................... ................... 149-OE KRLP. I L L  
150-DL PAGFI I L L  ................... 

local 
government 

151-HFb!l?Y1 I L L  ..................... 
152-JACKSf l r  I L L  . ( 1 )  .............. 
133-KAYF1 I L L  ...................... 
154-KANK4KtCp I L L  .................. 
155-CVCX. I L L  ..................a.m. 

156.LAKE. I L L  ...................... . .................. 157-Lb SALl t  I L L  ................... l'~P.*Cti€f'.'Y. I L L  
159-PCLFAyq I L L  .................... 
160.F4CrV. I L L  ..................... 

State and ..... 

1 0 1  
9 

4 C 
7'1 

L O G  
lljl 

9 P 

1 1 1  
$6 
st 

Y Q 

98 
9 4 

1 1 9  
11 3 

17r 
112  
1 l C  
1 I n  

P b 
9 2 
w 
82  
9 2  
9s 

9 2  

" 9 
d 9  
4 9 
"7 
34 ? 
'3 C 
J 5 

L C  

Local governments only 

AH local I Local I Local n o n  I Changes and I 
governments 

only 

9 6 
8 2 

89 
1 2 1  

1 0 0  
11 1 
LOO 

106 
1 1 2  

83 

11 2 
A 3 
7 7 

122  
158 

113 
122  

7 4 
1 5 1  

7 8 
106  
115  

72 
99 

103 

134 

A 5 
102 
9 C 
9 C 

11 5 
9 7 
9 8 
9C 

Utility 
surpluses 

88 
150  

0 
85 

88 
E8 

103 

95 
123 

52 

5 9  
304 

3 9  
9 2  

124  

130  
182 
166 
234 

87 
1C2 
87 
85 

154 
e 4  

58 

146 
E l  

154 
9 1  
80 
98 
e8 

1 3 9  

local 
governments 

See footnotes at end of table . 

revenue 
sources 

property 
tax 

property 
taxes 

miscel . general 
revenue 
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T d e  6-12 . RELATIVE REVENUE EFFORT (ACTUAL REVENUE AS PERCENT OF REVENUE CAPACITY). FOR SELECTED COUNTIES: 1966-67 ICont'd.) 

............... 2Cl .VPNCFRRLRGH.  IhC ................ 2 0 2 - V F R t ' I L L l O N r  I h C  ...................... 203.VIGC. I h D  
204 .kARRICK.  I h C  e.................. ..................... 205.WAYhF. I Y C  
2 C 6 - R L A C K  HAkK 9 I CCA ............... ................. 2 C 7 . C L I N T f l h .  I f h A .  
~ O ~ . C I U R L Q ~ J F .  IObA ..............a*.. 
2 C q . J C h h S l l h  . I P k A  .................. ..................... 2LO.LINh.  I C W A  

..... 211.PCLKv I C Y A  r . . . . . . . . . . . . . . .  ............ 7 1 2 - P C T l A h A T T A C 1 6 r  I C k A  
213.SCOTT. I C h h  .................... ................ 214.STORY. I C h A  ( 1 )  .................. 7 1 5 - k C C C 3 L R Y r  IfkA 
2 2 6 . B b f L F H .  K A R S  ................- 

w 217.DCUCLAS. K A h S  . (1). ............ 
4 
~n 2 1 8 - J C H N S P h r  K4NS.  ................. .............. 2 1 9 - L F A V F h k l R T t ' r  K b N S  ..................... 27O.RFNC. KANS 

County 

See footnotes at end o f  table . 

With weighting for estimates of revenue capacity adjusted to reflect 
particular-State proportions of yield from various sources 

State and 
local 

governments 

With capacity estimated 
at US-average rates 
for various sources 

State and 
local 

government 

Local governments only 

Local 
governments 

only 

All local 
revenue 
sources 

Local 
property 

tax 

Local non- 
property 

taxes 

Changes and 
miscel . general 

revenue 

Util ity 
surpluses 





Table 6.12 . RELATIVE REVENUE EFFORT (ACTUAL REVENUE AS PERCENT OF REVENUE CAPACITY). FOR SELECTED COUNTIES: 1966-67 ICont'd.1 

................ 281-HAWPSt I P F ,  'ASS ................ 2 P 2 - F I G C L i  71 X. FASS .................. 2P3-hCRFOlK9  P A S S  ................. 2P4-PLYVTL T h r  PAS5 .................. 2 b 5 - S U F F f L K *  F A 5 7  
ZPb-UTRCE5T+P* *ASS ................ .................. 217.ALLrGnh. C I C H  ...................... 2SR-HAYv Y I L H  
7 P 9 - P F R P I T h r  PITH .................a .................. 2 9 0 - C h L t f U P r  P I C H  

............. . 291.CL IhTrh r  Pith ( 1 )  .................... 252-FATTNr  C I C V  
293.GFYFSrC. P l C H  ................a. 
?94.1hGkAb. W I C t  ................... 
255-JACKSf 'h r  F I C H  .................. 
79h-KALdPAZCC* t I C H  ................ ..................... - 297.KFNT. ' I C P  ................... 298-LAPFFR*  F I C P  
2 4 9 - L F N P h C I  7 V I C H  .................. ................... 3CO-PACfPTv HlCk 

County 

................ 3Cl-tJARCL'l- lTk . P I C H  .................. 3C2.PIK'LAhT, V1Ch 
3C7.PTNKRF . W I C t  ................... ................. 304-VLSKI  (. C h *  * I C H  
3P5.CAKLANC . V I C H  .................. 
3C6-PTTAhAr P I C P  ................... .................. 3G7-SAG[NAkr  C I C h  ................ . . 30R.ST C L b l n  CICH ............... 3 i 9 - S P I b h A S S F E p  P I C H  
3 1 0 - V A N  R L R F \  . FICV ................ 

With weighting for estimates of revenue capacity adjusted to reflect 
particular-State proportions of yield from various sources 

lC'3 
1 7 1  
12 1 
1 Z F  
I 1 C  
116 
'it 
9 C' 

9 6 
I C C  

9 1 
1 11 
1 2 r  
" C 7 J 

1 0 0  
3 P 

1 C 9  
9 P 
!' 7 

:I 1 
9 t 
7 h 
'; 7  
9  1' 
'; Q 

1CC 
1( 3 

" 8  
1 t  h 

1 C 3 
l i b  
1 1 9  

1 1 7  
1 1 6  
1 :: 7 
1 3 1  
1 1 2  
1 3 3  

State and 
local 

governments 

With capacity estimated 
at US.-average rates 
for various sources 

See footnotes at end of table . 

State and 
local 

government 

Local 
governments 

only 

Local governments only 

All local 
revenue 
sources 

Local 
property 

tax 

Local non- 
property 

taxes 

Changes and 
miscel . general 

revenue 

Utility 

surpluses 



Table 6-12 . RELATIVE REVENUE EFFORT (ACTUAL REVENUE AS PERCENT OF REVENUE CAPACITY). FOR SELECTED COUNTIES: 196667 (Cont'd.) 

County 

3 5 1 - Y F L L C k S T C N ' F l  P C h T  .............. 
357.DAKCT4. N F P  .................... 
3 ' ? 3 - C C U C L A S 9  \ F a  ................... 
3 5 4 - L n h C A C T F D i  h E P  ..............*.. 
~ ' J ~ . S A + ? ~ Y .  hFP ........-........-... ..................... 2 1 6 . ~ ~ ~ ~ ~ .  'rv 
397.hASbPF 9 N E V  .................... ................... 3 > R - C R A F T P h l  R.t 
3 5 9 - P I L L S H C P C V 6 b i  N O H  .............. ............ 9CC.IFKRICCCK. 4 .P .  ( 1 )  

See footnotes at end o f  table 

With capacity estimated 
a t  U.S.-average rates 
for various sources 

With weighting for estimates of revenue capacity adjusted to reflect 
particular-State proportions of yield from various sources 

State and 
local 

government 

State and 
local 

governments 

Local 
governments 

onlv 

Local governments only 

Utility 
surpluses 

Changes and 
m k e l  . general 

revenue 

All local 
revenue 
sources 

Local 
property 

tax 

Local non- 
property 

taxes 



TaMe 6-12 . RELATIVE REVENUE EFFORT (ACTUAL REVENUE AS PERCENT OF REVENUE CAPACITY). FOR SELECTED COUNTIES: 196867 (Cont'd.) 

1CZ 
79  
7 9 

146  
111 
1 2 6  

4 1 
12E 
i c e  
1 2 8  

See footnotes at end of table . 

County 

........... 36 l -RCCKI~GPbF ,  N.b. ( 1 )  ................. 362.STPPFFTl'D, P.H P 7  11 1 8t P 7 F2 6 1 1 0 9  1 2 8  .................. 363.ATLbNTIC. hl.J 1P7 146 1C9 1 2  1 1 1 8  19C 1 0 5  54  
364-RERGEh* N .. J.......... .......... 'f G 1 C7 P 4 7 S 78 8 6 8 1 8 9  
3 6 5 - P L H L I ~ E T r l *  V.J ................ 'a 4 123  4 L S P PS 1C2 1 3 9  8 9  
36h.CAPCFh. P.J .................... 1 I' 5 14C 11C 1 2  2 1 0 2  8 1 1 9 @  1 9 9  
307-CAPt FAY* C.J .................. 11'7 122  e 9 t 7 7 7 1 6 4  11 6 1 5 6  
36R.CLPCERLANL, C.J ................ & % 1 C9 S 5 S 5 57 5 7 1 0 7  1 1 6  ..................... 3OY.FSSFX. h.J 9 3 116  SF  1C 1 1 1 4  7 7  6 5 36 . ................ 310.GLI.LCFSIFR. h J 9 1 I C E  S C P 7 @'l 1C2 9 8 8 3  

With welghtmg for estimates of revenue capaclty adjusted to reflect 
particular-State proportions of yield from varlous sources 

State and 
local 

governments 

Wlth capaclty estimated 
at US.-average rates 
for various sources 

State and 
local 

government 

Local 
governments 

only 

Local governments only 

All local 
revenue 
sources 

Local 

PrOPeW 
tax 

Local non . 
property 

taxes 

Changes and 
mlscel . general 

revenue 

Utdlty 
surpluses 



Table 6-12 . RELATIVE REVENUE EFFORT (ACTUAL REVENUE AS PERCENT OF REVENUE CAPACITY). FOR SELECTED COUNTIES: 1966-67 Iconid.) 

With capacity estimated 
at US.-average rates 

.............. . 4 2 1 - S C C ' k l  iT4TY \ . Y e  
4 2 2 - S l f  : P t  h t  4.Y. .................. 
4 ' 3 - S I ! F r n l k r  2.Y ................... 
4 ? 4 - S L L I I V h \ r  4.Y .................. 
4 ? 5 - r i T r A p  h.Y .  .................... 
4 2 6 . T C " P K l h S  . \ . Y  ................a. .................... 427.ULSTFP. N.Y 
4ZH.kAPREZ. V.Y.  ( 1 )  ............... ........... 4 2 q . W A S t I ? * G l C ~ .  k.Y. ( 1 )  ..................... 43C.WAYhE. k.Y 

With weighting for estimates of revenue capacity adjusted to reflect 
particular-State proportions of yield from various sources 

County 

116 
133 
1 C6 
116 
i c e  
11C 
128 
136 
lC7 

c; 1 

98 
9 7 
S 6 

11 3 
127 

1C9 
1C2 
79 

1 1 4  
7 1 

128 
1C2 
114 
116 
114 

S t  

121 
113 
74 
8 8 
7 1 
6 5 

9 C 
9 6 
e 1 

Local governments only 

See footnotes a t  end of table . 

State and 
local 

governments 

for various sources 

Utility 
Surpluses 

State and 
local 

government 

Changes and 
miscel . general 

revenue 

Local 
governments 

only 

Local non- 
property 

taxes 

All local 
revenue 
sources 

Local 
property 

tax 
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Table G-12 . RELATIVE REVENUE EFFORT (ACTUAL REVENUE AS PERCENT OF REVENUE CAPACITY). FOR SELECTED COUNTIES: 1966-67 (Cont'd.) 

County 

521 .kAYbF . C H I l r  .................... . ..................... 572.WPOC CbIC 
5 2 3 . C f i h A O I A h  . T K L h  ................. ................ 5 2 4 . C L F V f L b h C .  C K L A  
5 2 5 - C T M b N C P C  . r K L A  ................. 
52h.CPFFK. I K L h  .................... . ................. 5 2 7 . G A R F I F L C  P X L A  . ................. 5 7 8 - L F  F L r R F  f K L 4  
579.MUSKOGFf. .KLA ................a 

5 3 0 - C K L 4 H r P P s  flKLP. ................ 

With capacity estimated 
at US-average rates 
for various sources 

. .................... 53l.OSACF I K L h  
5 3 2 . S r C L L Y b t  . LKLA . ( 1 1 ............ 
533.TLLCA.  ( K L 4  .................... 
3 3 4 . C L A C K 4 V h S  . T R T  a*............... ...................... 535.CCCS. CdF ................... >'h.DrUSLAS. C R F  
537.JACKSCF . T R t  a.................. 

00 ...................... . p 5 3 8 - L A N F  C R F  
5 3 9 - L I h h t  f R F  e..................... 
540.MAK10h . O d F  .................... 

With weighting for estimates of revenue capacity adjusted to reflect 
particular-State proportions of yield from various sources 

State and 
local 

government 

................. 5 4 I . C L L l N O M A H .  CQF 
2 4 2 - P T L K p  T G F  ...................... ................ 5 4 3 - k ' b S b I k G r l ~ h ' r  C ! ' F  ...................... 5 4 4 - A D A P S I  P A  
5 4 5 - A L L r C t - F h Y  . P A  .................. 
b4h.ARMSTRCkG 9 .A. ................. ..................... .4 7 . @ Z A V t l J r  P h  
54fl.PERK'i 9 PA ...................... 
549.13LAlR . OA ...................... 
5 ~ 0 . R P A T F f I ! I ' .  P I  ................... 

State and 
local 

governments 

Local 
governments 

only 

101  
5 C 

I C C  
99 

I C I  
9 1 
9 2 
$ 4  
9 1 
9 4 

6 3 
P 1 
e 2 

1 C 4  
1 2 2  

5 3 
6 $ 

I C L  
8 6 

1 4 5  

Local governments only 

See footnotes at end o f  table . 

All local 
revenue 
sources 

Local 
property 

tax 
property miscel . general 

surpluses 
taxes revenue 



Table 6-12 . RELATIVE REVENUE EFFORT (ACTUAL REVENUE AS PERCENT OF REVENUE CAPACITY). FOR SELECTED COUNTIES: 1966-67 (Cont'd.) 

County 

I With capacity estimated With weighting for estimates of revenue capacity adjusted to reflect 

at U.S.-average rates particular-State proportions of yield from various sources 

167 
215 

e3 

69 
68 
35 

1C3 
1t7 
165 

78 
e 1  

246 
134 
162 
131  
139 
121  

47 

129 
0 
88 
e 4  
Ill 

93  
0 

117 
43  

59  
267 

29 
=3 

178 
1e5 
136 
1 eo 
159 

See footnotes at end of table . 

for various sources 
State and 

local 
governments 

State and 

local 
government 

Local 
governments 

only 

Local governments only 

Utility 

wrpluses 

Changes and 
miscel . general 

revenue 

. 
All local 
revenue 
sources 

Local 
property 

tax 

Local non- 

property 
taxes 
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Table 6-12 - RELATIVE REVENUE EFFORT (ACTUAL REVENUE AS PERCENT OF REVENUE CAPACITY), FOR SELECTED COUNTIES: 1966-67 (Cont'd.) 

I C 7  
1 C C  

79 
97 
78  

I C Y  

7 8 
5 3 

1 C 4 
I C T  
i C 'I 
r 7 

117 
1 1 6  

$ 7  
114 
11C 
1" 

County 

1 2Data not available; see text .  
3Combined with another area f o r  presentation; see footnote 3. 

Includes data fo r  two or  more areas. Such combinations a r e  a s  follows: 
Fulton County, Georgia: includes DeKalb County; 
Arlington County, Virginia: includes Alexandria City; 
Campbell County, Virginia: includes Lynchburg City; 
Chesapeake City, Virginia: includes Norfolk and Portsmouth Cit ies;  
Fairfax County, Virginia: includes Fa l l s  Church and Fairfax Cit ies;  
Henrico County, Virginia: includes Richmond City; 
Roanoke County, Virginia: includes Roanoke City; 
York County, Virginia: includes Hampton and Newport New Cit ies .  

4~ecause  of the unique nature of the D i s t r i c t  of Columbia, ce r ta in  items cal led f o r  by the tabulat ion a r e  not relevant t o  it. 

With weighting for estimates of revenue capacity adjusted to reflect 
particular-State proportions of yield from various sources 

State and 
local 

governments 

With capacity estimated 
at U.S.-average rates 
for various sources 

State and 
local 

aovernment 

Local governments only 

Local 
governments 

onlv 
surpluses 

Changes and 
miscel. general 

revenue 

All local 
revenue 
sources 

Local 
property 

tax 

Local non- 
property 

taxes 
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Table G-13 . COMPOSITION OF LOCAL GOVERNMENT REVENUE CAPACITY (ESTIMATED AT US.-AVERAGE RATES). FOR SELECTED COUNTIES: 1966-67 (Cont'd.) 

Percent of estimated revenue capacity of 
local governments (cross-total equals 100.0) 

Ratio of particular-area percentage to U.S. 
averaae wrcentaae for the same revenue sources 

County Property taxation of . Charges 
Utility 

Nonfarm 
Other 

and miscel . 
residential general 

revenue 
pluses 

..................... 711-PTLK* ICkA 
712.PCTTAtATTP.F I F *  ICb A .  ........... 
213-SCf'TTv I C h h  ...............-. ................ 214-STCRY* JCkA ( 1 1  
715.kCLrBLRY . I r k b  ................. ................... 

w 
716-9UTI Fn. K h K 5  

\o 217-CCUCLbSv K A h S  . ( 1 )  ............. 
Ln .................. 71P-JCHhSrf-+ K A F S  

~ $ ~ . L F A v F ~ ~ ~ R T ~ .  KAhS .............. 
220-RFb~C* K A K S  ..................... 

231-HI RICFR q C h  r K Y  .................. 
232-JETFEZSC&* K Y  .................. ..................... 233-KFhTPh* kY 
234-FCCHACKLNr KY ...............*-- 
735-PIk'Fv K Y  ..............a*....... 
236-bARf<Fht KY.... .......a*........ . ................ . 237.ACAClh LA ( I )  
736-PCSSIFX* LA. ................... ...................... 2 3 + c ~ r r n .  LA 
240-CALLA'IFC* L A  v................. 

Nonfarm 
residential 

Business 

propew 

Property taxation of . 

property 

and miscel . 

revenue 

Other 
local 
taxes 

134 
117 
1 2 7  

e 2 
1C5 
1C4 

8 1 
1C2 
1C3 
122 

1 1 9  
l C 2  
11 1 

1 2 8  
65 

75 
1co 

9 4  

128  
9 4 

1C4 
1 1 6  
1 C 1 

9 7 

9 0 
118 

7 5 
1 C 9  
1 C 4  
1 1 4  
1 3 6  

e 2  

113 
117  

8 0 

See footnotes a t  end of table . 



Table 6-13 - COMPOSITION OF LOCAL GOVERNMENT REVENUE CAPACITY (ESTIMATED AT  US.-AVERAGE RATES), FOR SELECTED COUNTIES: 1966-67 (Cont'd.) 

Percent of estimated revenue capacity of 
local governments (cross-total equals 100.0) 

erty taxation of - Charges 
Utility 

property property taxes general 
SUr- 

revenue 
pluses 

County 

Z)I-ST. v n o y ,  ~n................... ........ 7'-?-ST.  T A l C A h Y r  LA........ ........ 2 ~ 3 - T A N C I P A h P b ,  LA......... 
7 '94-TFhtJE<l7h&'F*  LA.. . . . . . . .  ........ 
253-VCRhL\. LA. (I)................ - 2 i 6 - A h O P C r C T G T I Z ,  FAI"............ 

\o 257 -ARCCSTCrK ,  P A I h E  (L)........... 
m 258-CUhE?F?LA&C, b A I P  E.; ............ 

2 5 9 - K C h h F P F C r  CPIkC (l)............ 
260-PFkCP'iCTTq VAIYF. . . . . . . . . . . . . . .  

Prop 

Nonfarm 
residential 

property 

Ratio of particular-area percentage to  U.S. 
average percentage for the same rev1 

Pro~ertv taxation of - I 
Other 

enue sources 

Charges ut i l i ty 
and miscel. 

general 
sur- 

revenue 
pluses 

See footnotes at end o f  table. 



z z  a 
L O X  
6-03 



r v  r .a 0 .  . a  . L . . L W  U L Z .  
i ' L  . Y I .  U U L U L L ' .  - Z 

2.5L r e  . * r a  Z 7 2  -IVIrn - 
c ? ) / . C u b &  r 3 r z - -  r e  

d Y 3 L C r C V ) r l d C I .  
U 4 L ) a 4 d a 1 r W  
F a a d w U I O x r  
I I I I I I I I I I  



Table 6-13 . COMPOSITION OF LOCAL GOVERNMENT REVENUE CAPACITY (ESTIMATED AT  US-AVERAGE RATES) . FOR SELECTED COUNTIES: 1-7 (cont'd.) 

Percent of estimated revenue capacity of 
local governments (cron-total equals 100.0) 

5 4  
3 4 
2 6 
3 7 
8 7 
4 5 

zoe 
63  
4 4 

4 8 
5 

5 0 
6 3 
3 2 
7 7 
32 
8 7 
1 4  
11 

3 1 
19 
2 

8 5 
8 6 
9 5 
4 7 

C 
69 
7 3  

104  
6 4 

217 
6  1 

7.7 5 

4 1 
5 6 
7 6 
5 C' 

Ratio of particular-area percentage to U.S . 
average percentage for the same revenue sources 

County 

See footnotes at end of table . 
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Business 
property 

Utiliw 

pluses 

. Property taxation of . 

~~~i~~~ Farm 
residential 

property property 
property 

Other 
local 
taxes 

Charges 
and miscel . 

general 
revenue 

Util ity 
sur- 

pluses 



Table 6-13 . COMPOSITION OF LOCAL GOVERNMENT REVENUE CAPACITY (ESTIMATED AT  US.-AVERAGE RATES). FOR SELECTED COUNTIES: 1966-67 (Cont'd.) 

County 

I Percent of estimated revenue capacity of I Ratio of particular-area percentage to U S  . 

8 c 
9 4  
9 C 
5 C 
9 7 

1 C 1  
7 6 

1 1  1  
1 C S  
9 e 

1 1 2  
e t 
e; 
7 4  

1  C  7 

7 5 
1 2 4  

6 4 

1 1 E  
LC5 
5 E 

ICC 
e 5 
7 F 
9 7 

9 3  

e 7 
1 1 4  

5 e 
1 C C 
76 

1 2  2 

1 3 1  
L C C  
6 E 

See footnotes at end o f  table . 

local governments (cross-total equals 100.0) average percentage for the same revenue sources 

. Property taxation of . 

Nonfarm Business Farm 
residential 
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Property taxation of . 
Other 
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taxes 

Nonfarm 
residential 
DroDerty 

Other 
local 
taxes 

Char?s 
and m~scel . 

general 
revenue 

Business 
property 

Util ity 
sur- 

pluses 

Charges ' 
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general 
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Property 
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Table 6-13 - COMPOSITION OF LOCAL GOVERNMENT REVENUE CAPACITY (ESTIMATED AT US.-AVERAGE RATES), FOR SELECTED COUNTIES: 1966-67 (Cont'd.) 

County 

. 7 " - J F F F I 1 \ t t  I . I i . . . . . . . . . . . . . . . . .  
7 4 i - K I - h T S b z \ r  hl'................... 
7 3 3 - L * C v 0 ' C  . L I S  .................. 
r : 4 - ~ 4 r \  1 1 1  . r c ,  r IT.  ................ 
 fit ~ r t  r \  r .................. 
7 5 6 - V S L h A l  h;F, kI'................- 
1 3 7 - P b T P 6 h P I F .  L I T .  (I)............ .. 7 3 9 - C I A L K '  b l ' . . . . . . . . . . . . . . . . . . .  . 7 1 3 - & A C l h 1  WTC.................... 

7 ' i ? - R r C L v  & I S .  ( I ) . . . . . . . . . . . . . . . * -  

Percent of estimated revenue capacity of 
local governments (crosstotal equals 100.0) 

Property taxation of - 
Nonfarm 
residential 
property 

Ip.7 
15.7 
12.5 
12.7 
1 4 . t  
I?.? 

7.c 
1 4 . 6  
1 2 . 6  
1 6 . 1  

11.1 
13.5 
1 ?.7 
It.? 
13. '  
13.7 

13.2 
13.9 

13.E 
L2.C 
15.: 
12.5 

Other 
local 
taxes 

Ratio of particular-area percentage to US. 
average percentage for the same revenue sources 

1 2Data not  avai lable ;  see t ex t .  
gCombined with another a r ea  f o r  presenta t ion;  s ee  footnote  3.  

Includes data  f o r  two or more a r eas .  Such combinations a r e  a s  follows: 
Fulton County, Georgia: inc ludes  DeKalb County; 
Arlington County, virgin:a : inc ludes  Alexandria Ci ty ;  
Campbell County, Virginia:  inc ludes  Lynchburg Ci ty ;  
Chesapeake City, Virgin ia :  inc ludes  Norfolk and Portsmouth C i t i e s ;  
Fai r fax  County, Virginia:  inc ludes  F a l l s  Church and F a i r f a x  C i t i e s ;  
Henrico County, Virginia:  inc ludes  Richmond Ci ty ;  
Roanoke County, Virginia:  inc ludes  Roanoke Ci ty ;  
York County, Virginia: inc ludes  Hampton and Newport News C i t i e s .  

' ~ecause  of the unique nature of t he  D i s t r i c t  of Columbia, c e r t a i n  items c a l l e d  f o r  by t h e  t abu la t ion  a r e  not  r e l evan t  t o  i t  

Business 
property 

Charges 
and miscel. 

general 
revenue 

Farm 
property 

Property taxation of - 
Util ity 

Wr- 

pluses 
local 

Other 

taxes 

Nonfarm 
residential 
~ r o ~ e r t v  

and rniscel. 
Charges 

general 
revenue 

Busines 
property 

Utility 
WT- 

pluses 
Farm 

property 



Table G-14.-MEASURES OF STATE-LOCAL TAX CAPACITY AND TAX EFFORT FOR STATES: 1968-69 

Index measures (per capita Per cent change 
amounts as per cent o f  1966-67 t o  1968-69' 

Per capita amounts U.S. averages) 
Per 

State 

Per- Per- Rela- Per Per capita Rela- 
sonal sonal t ive capita capita per- t ive 

Tax Tax income Tax Tax income tax tax tax sonal tax 
capacity revenue (1 968)  capacity revenue (1 968)  effort2 capacity revenue income ef for t  

U.S. . . . . . . . . . . . . . . .  
Alabama . . . . . . . . . . . . . .  
Alaska . . . . . . . . . . . . . . . .  
Arizona . . . . . . . . . . . . . . .  
Arkansas . . . . . . . . . . . . . .  
California . . . . . . . . . . . . . .  
Colorado . . . . . . . . . . . . . .  
Connecticut . . . . . . . . . . . .  
Delaware . . . . . . . . . . . . . .  
Dist . o f  Columbia . . . . . . . . .  
Florida . . . . . . . . . . . . . . .  

Georgia . . . . . . . . . . . . . . .  
Hawaii . . . . . . . . . . . . . . . .  
Idaho . . . . . . . . . . . . . . . .  
Ill inois . . . . . . . . . . . . . . . .  
Indiana . . . . . . . . . . . . . . .  
Iowa . . . . . . . . . . . . . . . . .  
Kansas . . . . . . . . . . . . . . . .  
Kentucky . . . . . . . . . . . . . .  
Louisiana . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . .  Maine 

Maryland . . . . . . . . . . . . . .  
Massachusetts . . . . . . . . . . .  
Michigan . . . . . . . . . . . . . .  
Minnesota . . . . . . . . . . . . . .  
Mississippi . . . . . . . . . . . . .  
Missouri . . . . . . . . . . . . . . .  
Montana . . . . . . . . . . . . . .  
Nebraska . . . . . . . . . . . . . .  
Nevada . . . . . . . . . . . . . . .  

. . . . . . . . . .  New Hampshire 

New Jersey . . . . . . . . . . . . .  
New Mexico . . . . . . . . . . . .  
New York  . . . . . . . . . . . . . .  
Nor th  Carolina . . . . . . . . . . .  
Nor th  Dakota . . . . . . . . . . .  
Ohio . . . . . . . . . . . . . . . . .  
Oklahoma . . . . . . . . . . . . . .  
Oregon . . . . . . . . . . . . . . .  
Pennsylvania . . . . . . . . . . . .  
Rhode Island . . . . . . . . . . . .  
South Carolina . . . . . . . . . . .  
South Dakota . . . . . . . . . . .  
Tennessee . . . . . . . . . . . . . .  
Texas . . . . . . . . . . . . . . . .  
Utah . . . . . . . . . . . . . . . . .  
Vermont . . . . . . . . . . . . . .  
Virginia . . . . . . . . . . . . . . .  
Washington . . . . . . . . . . . . .  
West Virginia . . . . . . . . . . . .  
Wisconsin . . . . . . . . . . . . . .  
Wyoming . . . . . . . . . . . . . .  

'For  related 1966-67 data. see table G-1 . 
 ax revenue as a percent o f  tax capacity . 
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