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Effects of Regional
Shifts in Population
and Economic Activity
on the Finances of
State and Local
Governments:
Implications for
Public Policy

Roy Bahl

Introduction

The shift in economic activity from the Northeastern and Midwestern in-
dustrial regions has by now been thoroughly documented.! The numerous
empirical examinations of this shift have been revealing in describing what
has happened and in offering hypotheses about why it happened. Over the
same period there has been an outpouring of literature on the financial
problems of state and local governments.? The relationship between the
declining economy and the declining fisc, however, has not been adequately
studied,® or if it has, public policymakers have not understood the linkage.
Perhaps it is because the relationship between the economy and the fisc is so
difficult to formulate and because state and local governments have so little
control over the performance of the state/local economy that policy
analysts have turned in other directions to grapple with fiscal problems.
There is probably no more glaring example of this misunderstanding than
the proposed solutions to the fiscal problems of the New York City govern-
ment. Indeed, at least in the early stages much more attention was focused on
the financial management issues which surrounded the New York City and
State near financial disasters than on the fiscal implications of the economic
decline which was taking place. As a result, it would be no great surprise if
the remedial management policies implemented do little to deal with the
city’s long-term fiscal problems.

The objective of this chapter is to analyze the linkage between regional
shifts in economic activity and state and local government finances in the
growing and declining regions of the United States. An initial assumption of
this chapter is that regional shifts in population and employment are not
undesirable per se and therefore should not be the object of remedial public
Policy. Nor is a trend toward interregional income equality or a growing
homogeneity in the provision of public services across geographic areas
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160 Alternatives to Confrontation

detrimental to the public welfare. What is harmful about regional shifts and
what ought to be at the center of concern about public policy to deal with
such shifts are the effects on unemployment, poverty, and the fiscal posi-
tion of state and local governments. In a sense all three of these concerns
can be translated into a more general concern for the distribution of in-
come, more specifically to a concern for the share of purchasing power or
public services accruing to low-income families. In this context, the prob-
lems of decline, those faced by the industrial Northeast and Midwest, would
appear more difficult to resolve than the problems of growth, those ex
perienced by the Southern tier states. Certainly there are migration barriers
which would cause one to expect a holding of the jobless in central cities in
declining regions, and there are institutional barriers which would cause one
to expect a worsening fiscal position for jurisdictions in the declining
region. This is not to say that there are not severe fiscal and poverty pro-
blems in the Southern region, but rather that the adjustment problems
associated with regional shifts are likely to be more severe in the Northeast.

In any case, this crude statement of the problem suggests that an
understanding of the linkages among regional shifts in employment and
population, the unemployment problems particuarly of large cities and the
fiscal problems of state and local governments, is essential to formulating2
remedial public policy. This chapter is a modest attempt to deal with one
dimension of this linkage, the relationship between regional shifts and state-
local finances. )

The thesis here is straightforward. The fiscal adjustments to gr owth In
service demands and factor costs in the Southern tier, on the one hand,
while painful, as are all fiscal adjustments, could be absorbed in an expand-
ing public sector which had a growing capacity to finance and a governmen-
tal structure and tax system more amenable to absorbing such decline. The
decline in financial capacity in the Northern tier, on the other hand, did not
induce a commensurate contraction in the public sector, partly because ser-
vice demands did not decline as rapidly as taxable capacity and partly
because there are formidable barriers to cutting public service costs (unions
and inflation). The result is a narrowing of public service levels on a nation-
wide basis, but a higher tax burden in the declining region and a more
limited ability of governments to deal with public servicing needs in that
region. Moreover, there is a real possibility that governments in the declin
ing region will adjust by cutting social service expenditures and service
delivery employees. In such a case, the low-income families in the declining
sector may suffer disproportionately during the period of decline.

The fiscal implications of a deteriorating economic base for a stat¢
which has a highly developed public sector are particularly serious becaust
of the difficulties of downward expenditure adjustment. This is well il-
lustrated by the case of New York State. Public service levels in New York,
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while not adequate by absolute standards in every area, are supported by a
high level of expenditure. Public employee compensation, debt service, and
certain nonlabor costs (for example, energy-related costs) are not easily con-
trollable, much less reversible; hence, in the face of economic decline, it is
not likely that large cutbacks in spending can easily be effected. To the ex-
tent that much of New York State’s expenditure increase is due to rising
compensation rates, the ability to slow down the rate of growth in spending
is limited, particularly in a period of inflation. On the other hand, revenues
respond dramatically to a slowdown in the rate of economic growth; hence,
the resources to finance rising expenditure requirements do not materialize.
The result of all this is a cutback in the level of public services and an in-
crease in taxes, which are already thought to be too high. The objectives of
this presentation are to support this thesis by quantifying and analyzing the
fiscal adjustments actually made in the growing and declining regions and
suggesting an appropriate public policy response.

The analysis here is necessarily concerned with regional variations,
more specifically with the variation in finances of jurisdictions, state and
local, in growing and declining regions. If any regularities are to be ferreted
out, some form of aggregation of these jurisdictions must be used. Since the
concern here is with how the fisc has been compromised by regional
movements in population, jobs, and income, the financing jurisdictions are
aggregated here by state and region. In the latter case we follow the general
pattern of labeling ‘‘Northern tier’’ the aggregate of the East North Cen-
tral, Mid-Atlantic, and New England Census regions and ‘‘Southern tier’’
the South Atlantic,* East South Central, and West South Central regions.’

The danger with such aggregation is that there might remain very wide
differences in fiscal structure and performance across states in a region and
even across local jurisdictions within a state. For example, in fiscal struc-
ture, Texas is more like Ohio than West Virginia, and in terms of economic
and population expansion, the city of Atlanta is more like Syracuse than
Houston. The reader should remain cognizant of such variations, especially
when this analysis is overenthusiastic in identifying “‘clear’’ regional varia-
tions.

Existing Pattern of Regional Variations

Several characteristics of state fiscal systems are crucial both to an
understanding of variations among regions in state/local revenue and ex-
penditure patterns and to an explanation of how these variations have been
affected by regional shifts. The most important characteristics would in-
Clude:
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The assignment of expenditure and financing responsibility between the
state and its local governments

2. The structure of local government and the potential for regionwide ser-
vice delivery or financing

3. The level and functional composition of expenditures

4. The level of public employee compensation, public employment, and
the importance of public employee unions

S. The level of taxation and its composition by major sources

6.

The relative use of debt and reliance on federal grants as financing
sources

7. Central city/outside central city disparities in local government
revenues and expenditures

While these patterns are compared among states and regions below, the
existence of substantial intrastate heterogeneity should be kept in mind.

Revenue and Expenditure Assignment

There are two approaches to identifying regional variations in the relative
importance of state and local governments. One is to study the char-
acteristics of Southern and Northern states and present whatever pattern
emerges. The other is to devise an objective system for classifying all states
and examine the results for the two regions. The latter approach was taken
in arecent attempt to classify state fiscal systems.6

To develop a state fiscal classification scheme, expenditure and financ-
ing data were gathered for total state and local expenditures and four
specific expenditure functions: education, highways, public welfare, and
health and hospitals for 1967 and 1972. From these data, nine specific fiscal
characteristics were derived. The first three—percentage of state and local
government expenditures financed by federal, state, and local sectors
respectively—represent the relative financing responsibilities of the thre¢
government levels. The second group of fiscal characteristics—state and
local direct expenditure shares—describes final spending responsibilities
rather than the original source of financing of state and local governments:
The sixth characteristic, per capita expenditures, is included to capture the
scope rather than the division of fiscal responsibilities among the states. The
seventh variable is state grants to local governments as a percentage of total
state government expenditure, and it is geared to separate state governments
that dominate financing into two groups: those that retain heavy direct X
penditure responsibility and those that pass expenditure responsibility t©
localities via grant systems. An eighth indicator is revenue effort, defined @
state plus locally financed expenditure expressed as a percentage of state
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personal income. Finally, the share of state and local government revenues
accounted for by the individual income tax is designed to roughly approx-
imate the progressivity of state taxation systems.

The fifty state fiscal systems described by these nine characteristics ex-
hibit many varied and distinctive combinations of intergovernmental rela-
tionships. Some general patterns, however, also emerge which indicate that
although each state may be unique, certain common types of state and local
fiscal relationships exist nonetheless.

Based on this analysis, the fifty states were grouped into categories of
high, moderate, and low financing responsibilities, expenditure shares, and
per capita spending levels. These groupings were used to cross-classify state
and local fiscal systems as one of three major types: state-government-
dominated in terms of both expenditure responsibility and origin of financ-
ing; local-government-dominated; and mixed systems. These results are
described in table 5-1.

Although no systematic relationship could be found between Census
region and these cross-classifications, it may be noted that nine of the six-
teen Southern tier states exhibit a high state financing responsibility and a
moderate to a high state expenditure responsibility. Only one Southern
state, Texas, is to be found in the locally dominated group. By contrast,
only two of the fourteen Northern tier states may be classified as state-
dominated—Rhode Island and Vermont—while seven of the fourteen
Northern tier states may be classified as locally dominated.

A correlation analysis tends to confirm the argument that Southern
states in general tend to have more state-dominated fiscal systems. As may
be seen in table 5-2, those states which have a heavier financing and direct
expenditure shares tend to be lower income, less urban, and less populous.

Local Government Structure

Asecond important difference between Northern and Southern tier states is
the structure of local government in metropolitan areas. The stereotype dif-
ference would be Northern central cities with heavy concentrations of the
Poor, an antiquated, dilapidated infrastructure surrounded by more af-
_ﬂllent suburbs, and with little hope of annexation or consolidation. Many,
if not most, Northeastern metropolitan areas would fit this stereotype. The
Southern tier cities might be painted as newer, subject to less city and
suburb wealth difference, and having been more successful at annexation
and consolidation. The examples of Jacksonville, Miami, Nashville,
Houston, and Baton Rouge come quickly to mind.
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Table 5-1

Classification of State Fiscal Systems: Nonwelfare Expenditures of State and

Local Governments, 1972

High State Moderate State Low State
Expenditure Expenditure Expenditure
Responsibility Responsibility Responsibility
High State Financing Responsibility
High expenditure per capita Alaska
Delaware
Hawaii
Vermont
Moderate expenditure per capita Idaho Louisiana
Utah New Mexico
West Virginia
Low expenditure per capita Kentucky Arkansas
South Carolina  Mississippi
North Carolina
Oklahoma
Moderate State Financing Responsibility
High expenditure per capita Montana Arizona Mi.nneso_ta
Wyoming Maryland Wisconsin
Oregon
Washington
Moderate expenditure per capita North Dakota Connecticut Florida
New Hampshire  Pennsylvania
Low expenditure per capita Maine Alabama Iowa
‘ Rhode Island Georgia
Tennessee
Virgina
Low State Financing Responsibility
High expenditure per capita California
Nevada
New York
Moderate expenditure per capita Colorado Illinois
Kansas Indiana
Nebraska Massachusetts
South Dakota Michigan
Missourl
New Jersey
Low expenditure per capita Ohio
Texas

Source: Advisory Commission on Intergovernmental Relations, Federal Grants: Their Effects "
State-Local Expenditures, Employment Levels, Wage Rates (Washington, February 1977).

#High, moderate, and low designations for each category relate to whether the state plac?d ‘“ the
top fifteen, middle twenty, or bottom fifteen among states. State expenditure responsibility is t
stateshare of total state and local direct expenditures. State financial responsibility is the share 0
total state and local expenditures financed by the state. Per capita expenditures is total state

local expenditures per capita.
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Table 5-2
Correlations between Fiscal Characteristics of States and Social and
Economic Variables, 1972

Per Capita Percentage State
Income Urban Population

Federal financing share —.654* —.466* —.382*
State financing share -.122 —.247 —.327*
Local financing share 463* .451* .461*
State direct-expenditure share —.340* —.457* —.595*
Local direct-expenditure share .340* 457* .595*
Per capita expenditures ($) .551 .119* .014
Grants as share of state expenditure -.189 —.334* —.583*

Source: Advisory Commission on Intergovernmental Relations, Federal Grants: Their Effects
on State-Local Expenditures, Employment Levels, Wage Rates (Washington, February 1977).

*Statistically significant at the 5 percent level.

There is more than impressionistic evidence to support this stereotype.
Sacks finds striking differences between regions in the percentage of
metropolitan area populations residing within the central city. As may be
seen in table 5-3, he found an average of 61 percent of metropolitan popula-
tion residing inside central cities in the South as compared to 34 and 45 per-
cent, respectively, in the East and Midwest.” Moreover, he shows that be-
tween 1960 and 1973 this percentage increased slightly in the Southern
metropolitan areas but declined in all other regions. This in no way allows a
conclusion to be drawn that the structure of government in the South is less
complicated, but it does show that central cities in the South are a more
dominant force in their respective metropolitan areas. In addition to this
population advantage, it can be shown that the central cities are both fis-
cally and economically better off in the Southern tier than in the Northern
tier states. Much of this advantaged position of Southern central cities must
be ascribed to the greater success of the South in consolidation attempts
and/or in using more areawide financing mechanisms. Marando argues that
consolidation is essentially a Southern regional phenomenon and that an-
Nexation has occurred extensively throughout the United States with the ex-
ception of the Northeastern region.?

Expenditure Level and Structure

There are wide variations between the Northern and Southern tier states in
the level and functional distribution of expenditures. The Northern states
Spend substantially more—25 percent—on a per capita basis than do the
Southern tier states (see table 5-4).. This difference holds generally across
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Table 5-3

Central-City Population as a Proportion of SMSA Population:
1960 and 1973*

Number
of Mean Value (Percent)of
Observations 1960 1973
East 18 41 3
Midwest 22 52 45
South 27 59 61
West 18 49 4
Total 85 51 4

Source: Advisory Commission on Intergovernmental Relations, Trends in Metropolitan
America (Washington, 1977), table 2.

3For the eighty-five largest SMSAs.

states within the two regions. Only one Northern tier state (Indiana) spends
less than the Southern mean, and only two Southern tier states (Delaware
and Maryland) spend above the Northern mean. Only two Southern tier
states, again Delaware and Maryland, spend above the national median.
This low expenditure level in the South, even in the midst of an increased
flow of resources to that region, is important in understanding the
possibilities for fiscal adjustment.

In terms of expenditure distribution, the Southern states allocate 2
slightly greater share of total public resources to education. The same holds
true for health and hospitals, but there is much greater variation among
states within the two regions. But Serhaps the major regional difference in
expenditure structure is that the Northern states spend proportionately

more for public welfare. No Northern state allocates as little to public
welfare as the Southern mean of 11.7 percent. "

Public Employment and Wage Levels

On average, there appearsto be a greater level of state and local goverllment
employment, relative to population, in the South (see table 5-4). Nine of the
sixteen states in the Southern tier are above the U.S. median of 4

employees per 10,000 population while only two of the fourteen Norther™!
states are above this median. In general, however, there is much Vaﬂa?on
among states in both groups, making it difficult to draw a firm conclusio™
The variations among the Northern states range from Pennsylvania’s ©

state and local government employees per 10,000 population to New York’s
563; in the South, the spread is not as great, ranging from Louisiana’s

to Maryland’s 532 employees per 10,000 population.
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There is some evidence that an association exists between the level of
local government employment and the rate of population growth. Muller
compares twelve growing cities and fourteen declining cities on the basis of
common function employment per 1,000 residents.” From this relatively
small set of observations, he finds declining cities to have 12.1 workers per
1,000 residents as compared to 8.7 in the growing cities.!® Perhaps even
more interesting is his finding that the gap has widened between 1967 and
1972. No such relationship between the level of state and local employment
and population growth or decline .can be found among the Northern or
Southern tier states examined here.

Average public employee wages are higher in the Northern tier (table
5-4). However, there are many problems inherent in a comparison of
average wage levels across states. There are not good disaggregated data on
the wage levels of public employees at various levels of seniority or in
various occupations. The estimates presented in table 5-4 are of average
payroll per full-time equivalent employee. Such a measure misses the wide
variation in pay levels by class of employees, and since October payrolls are
used, mixes nine-month employees (teachers) with twelve-month employ-
ees. Moreover, the inclusion of total payroll but only full-time equivalent
employees introduces distortions created by payments to part-time
empl oyees. The variation in this distortion across states is unknown.

Even if payroll per full-time equivalent employee is a reasonable
measure of interstate variations in the average wage, there remains the
problem of measuring interstate variation in the level of pensions and fringe
benefits. Again, there are inadequate data to make these cross-state com-
parisons, and one must be content to assume that interstate variations in the
average wage, as measured above, accurately reflect interstate variations in
total compensation. There is good reason to expect that it does not, since
ost benefits are tied to wage levels, for example, pensions and social
security contributions. Hence, it is likely that the regional differences in
total compensation are greater than those in average wages.

Finally, even if the payroll per full-time equivalent employee is a
reasonable benchmark for comparison, there remains the problem of cost-
°f~living differentials which may tend to change this pattern of interstate
differences. In an attempt to adjust the distribution of average wages for
Tegional cost-of-living differences, we have applied the Department of
_Housing and Urban Development (HUD) estimated fair-market rent
Index.!! When adjusted for living cost differentials in this manner, the ad-
Vantage of Northern tier average public sector wages over Southern tier falls
to an almost negligible 2 percent.!?

If all these caveats are accepted, the greater average wage in the Nor-
thern tier suggests that a substantial part of the expenditure difference in the

orthern and Southern states is due to public employee compensation dif-



Table 5-4
Expenditure and Employment Characteristics of State and Local Governments by Region, 1975

Percentage of State and Local

Current Expenditures Government Employees
Per Capita Health and Per 10,000 Average
State and Region Expenditures Education Welfare Hospitals Population® Wage®
Northern Tier $1,080¢ 41.1 159 7.8 454 $ 780
East North Central 1,000 44.8 14.6 8.0 445 775
Illinois 1,066 43.4 16.1 7.0 446 878
Indiania 827 50.9 10.0 10.2 434 652
Michigan 1,120 42.7 17.7 8.3 470 879
Ohio 894 42.2 13.3 8.1 410 734
Wisconsin 1,091 44.7 16.0 6.5 463 732
Middle Atlantic 1,275 37.7 16.2 8.8 473 901
New Jersey 1,107 40.9 14.5 6.0 456 883
New York 1,611 325 17.0 12.8 563 1,004
Pennsylvania 1,007 39.8 17.1 7.6 401 818
New England 1,050 39.6 16.7 7.1 452 723
Connecticut 1,059 40.0 13.2 6.4 417 837
Maine 938 39.4 17.4 4.2 446 610
Massachusetts 1,182 343 20.8 11.9 457 829
New Hamsphire 924 43.1 14.7 5.4 452 601
Rhode Island 1,044 38.7 19.4 8.3 456 839
Vermont 1,152 42.2 14.9 6.1 486 621

891
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Southern Tier 863 44.0 11.7 10.2 477
South Atlantic 983 44.6 10.5 10.0 489
Delaware 1,187 47.7 10.1 6.3 532
Maryland 1,243 42.4 11.6 8.0 496
North Carolina 826 49.8 10.3 8.9 443
Virginia 974 45.4 11.8 7.4 487
South Carolina 873 45.2 8.7 13.3 473
Georgia 925 38.8 13.6 16.6 523
Florida 944 43.6 7.5 11.4 485
West Virginia 892 44.0 10.7 8.2 478
East South Central 839 43.7 12.6 10.8 456
Alabama 827 44.4 12.6 12.4 450
Kentucky 838 45.2 14.7 7.0 432
Mississippi 833 43.0 11.9 11.7 468
Tennessee 859 42.3 11.0 12.2 475
West South Central 648 43.2 13.1 9.9 474
Arkansas 726 43.3 14.1 10.7 424
Louisiana 946 40.8 11.4 11.2 517
Oklahoma 873 41.0 15.7 8.6 480
Texas 838 47.5 11.0 9.2 476
U.S. Median 1,008 476

Ao1j0d 211and Jo} suolie o duy

Source: U.S Bureau of the Census, Governmental Finances in 1974-75, Series G-F 75, 5 (Washington: Government Printing Office, 1976).
aFull-time equivalent employment.

bOctober payroll divided by full-time equivalent employment.

“Unless otherwise noted, the regional and tier averages are simple unweighted means over states in the respective group.

691
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ferences. If one accepts a notion that differentials in average wages across
regions are not commensurate with productivity differentials in the public
sector, then the higher level of per capita spending in the Northern states
substantially overstates the difference in the quality of services provided be-
tween the two regions. Muller has studied wage variations among local
governments using his growth/decline dichotomy and for his sample has
determined that average wage levels tend to be higher in older and declining
cities. His plausible explanation of this difference is the greater ability of
municipal employee associations in older cities to press for more favorable
contract terms, coupled with cost-of-living differences and perhaps a
necessary premium for what is perceived as a lower quality of life in the
older, more congested cities of the Northeast and industrial Midwest.

Sources of Finance

Three aspects of the financing of state and local government expenditures
are important in describing regional variations in fiscal systems: reliance on
debt, the structure of taxes raised, and the level of revenue effort exerted.
With respect to borrowing, the level of general obligation debt in the North-
ern tier is substantially higher both on a per capita basis and as a percentage
of personal income than in the South (see table 5-5). This higher level of per
capita debt in the Northern tier suggests a greater fixed commitment for
debt service in the annual budget of the states. It is interesting to note that
the highest per capita levels of debt, and generally the highest levels of debt
as a percentage of personal income, are observed for those states thought to
be facing the most serious fiscal crisis, that is, New Jersey, New York,
Pennsylvania, and Massachusetts.

To give some rough idea of how the market perceives the quality of this
debt, Standard & Poor’s ratings of the general obligation bonds of each
state are shown in table 5-5. No consistent pattern emerges with respect to
variations between regions. From the ratings one might draw the conclusion
that the market does not weight the regional shift in economic activity and
employment very heavily in gauging the long-term repayment potential of
state government. For example, declining New York and growing Florida
are both seen as AA credits, while declining New Jersey and growing Texas
are both seen as AAA credits.

In terms of revenue structure there are distinct differences between the
regions. Southern states are more heavily reliant on sales taxes and North-
ern states on property taxes (see table 5-6). This difference is largely a reflec-
tion of the division of financial responsibility for services between the state
and local levels. Where local government involvement in the delivery of ser-
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in
Table 5-5
Debt Levels by Region, 1975
Long-Term Debt Outstanding
. ) As a Percentage Bond

State and Region Per Capita of Personal Income Rating

Northern Tier $1,080 . 17.9

East North Central 758 12.3
Iﬂiqois 922 12.7 AAA
Indiana 501 8.9 —
Mi(.:higan 926 15.0 AA
Ohio 755 13.0 AAA
Wisconsin 684 12.1 AAA

Middle Atlantic 1,547 24.0
New Jersey 1,208 18.0 AAA
New York 2,194 334 AA
Pennsylvania 1,238 20.8 AA

New England 1,117 19.6
Connecticut 1,566 22.5 AA
Maine 742 15.5 AAA
Massachusetts 1,321 21.7 AA
New Hampshire 743 14.0 -
Rhode Island 994 17.0 AA
Vermont 1,334 26.9 -

Southern Tier 873 16.4

South Atlantic 897 15.3 A
Delaware 1,680 20.7 AAA
Maryland 1,239 19.1 AAA
North Carolina 427 8.6 AAA
Virginia 737 12.7 AAA
South Carolina 670 14.5 Y\
Georgia 764 15.0 AA
Florida 784 13.9 AA
West Virginia 872 17.7 '

East South Central 868 18.6 AA
Alabama 787 17.0 AA
Kentucky 1,135 23.3 A
MlSsissippi 647 16.0 AA
Temnessee 902 184

West South Cengral 831 i?f -
Ark?_msas 514 1 '5 AA
Louisiana 1,054 26‘0 AA
Oklahoma 842 16. AAA
Texas o16 16.3

US. Media 902

Source: - Finances in 197475 Series G-F iijéms

(Wmﬁ‘ U.S. Bureau of the Census, Governmental Standard and Poors Corporation.

fgton: Government Printing Office, 1976); and

Yimicipal Bong Selector (New York, 1975).
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Table 5-6
Revenue Structure by Region, 1975
Percentage of Own-Source Federal Aid
Revenues Raised from Per Capita as a Percentage
Property Sales Income Federal of Total
State and Region Taxes Taxes Taxes Aid General Revenye
Northern Tier 34.8 12.8 14.8 $218 20.5
East North Central 30.6 15.7 16.5 186 18.1
Illinois 31.9 18.5 14.7 196 18.2
Indiana 30.0 20.7 12.2 139 15.3
Michigan 32.5 14.3 14.8 232 2.1
Ohio 28.6 13.0 16.1 164 18.8
Wisconsin 30.1 12.3 24.7 200 18.1
Middle Atlantic 32.2 13.6 16.6 223 18.7
New Jersey 46.3 11.8 3.8 191 17.7
New York 29.2 15.2 23.8 276 18.0
Pennsylvania 21.1 13.9 22.2 201 20.6
New England 39.5 10.1 12.6 242 23.2
Connecticut 42.8 16.8 6.1 190 18.8
Maine 33.4 18.8 8.8 256 217.0
Massachusetts 45.4 4.6 22.7 223 19.0
New Hampshire 47.5 0 6.4 200 23.1
Rhode Island 34.3 14.2 15.9 249 24.0
Vermont 34.1 6.4 15.7 336 21.6
Southern Tier 17.7 18.0 13.9 218 24.1
South Atlantic 19.2 15.8 17.8 217 22.8
Delaware 13.1 0 29.0 225 18.8
Maryland 23.0 10.4 28.4 219 19.1
North Carolina 19.0 16.0 21.2 223 26.4
Virginia 21.6 13.4 18.4 200 21.6
South Carolina 16.1 19.2 16.7 198 24.0
Georgia 23.0 17.7 14.2 232 24.7
Florida 22.6 20.0 3.0 159 18.1
West Virginia 15.3 30.4 11.7 280 29.9
East South Central 14.5 2.4 11.6 225 26.4
Alabama 8.8 21.3 12.2 224 27.0
Kentucky 14.3 16.5 19.8 229 25.6
Mississippi 15.9 27.0 8.8 245 28.7
Tennessee 19.0 25.0 5.7 200 24.6
West South Central 18.2 17.7 8.3 214 24.2
Arkansas 16.6 18.6 15.8 221 29.0
Louisiana 11.1 21.1 6.4 224 22.5
Oklahoma 17.3 13.6 11.2 231 25.5
Texas 27.9 17.8 0 180 20.1

Source: U.S. Bureau of the Census, Governmental Finances in 1974-75, Series G-F 75,5
(Washington: Government Printing Office, 1976).
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vices is strong, there tends to be much heavier use of the property tax. But,
as shown above, the Southern states tend to be more state-government-
dominant; hence there is heavier reliance on nonproperty taxation.

The importance of this difference lies with the potential response of the
fisc to growth or decline in the economic base. In the South, where there is
heavy reliance on sales and income taxes, a combination of real growth and
inflation will automatically generate substantial new revenue for expansion
of the public sector. In the Northern tier, where reliance is greater on prop-
erty taxation, even the tax-base growth generated by inflationary increase in
income will not be fully or easily captured.!* Another advantage of such
centralization is the controllability of the overall level of state and local
government taxation and spending. It is difficult to formulate a long-term
state fiscal plan where one-half of all spending and taxing decisions are
made by local governments. In terms of the controversial issue of the
regional distribution of federal aid, both regions receive about the same per
capita amount, but Southern states, because of their lower level of fiscal ac-
tivity, are more dependent on federal aid as a revenue source.

Local Fiscal Problems

State-to-state variations in fiscal structure and performance mask the dif-
ferences between regions in the problems facing the largest local governments
within the regions. Indeed, the standard stereotype would have central cities
in a substantially worse position than their suburbs in terms of income level,
public service levels, and concentration of the poor.

Nathan and Dommel have developed a ‘‘hardship index’’ which com-
pares the socioeconomic conditions of fifty-five of the nation’s largest cen-
tral cities with the same conditions both for their surrounding suburban
area and with each other.!* Of the fourteen cities scoring poorest on this
hardship index, eleven are in the Northern tier of states while only two,
étlanta and Richmond, are in the South. Of the ten cities found better off,
five were in the Southern tier and none were in the North.

Sacks, in his latest compendium of metropolitan fiscal disparities, also
Supports the stereotype. As may be seen from the data in table 5-7, the
Southern cities are more densely populated and wealthier relative to their
°f’fﬂ Suburbs, but are less densely populated and poorer relative to Northern
cties. The fiscal disparities which grow out of this socioeconomic disparity
ae predictable: central cities in the Northeast have greater average tax

se“r“_ieﬂs than their suburbs and apparently provide a lower level of public
ViCes.
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Table 5-7
City-Suburb Disparities

Mean Values in 1973
Per Capita Income

Population Density Ratip

in Central City of City

(Persons per Acre) City to Suburb
East 16.4 $3,727 0.83
Midwest 8.4 3,756 0.89
South 4.7 3,644 1.06
West 6.3 4,088 1.04
Eighty-five SMSAs 8.5 3,784 0.96

Source: Advisory Commission on Intergovernmental Relations, Trends in Metropolitan
America (Washington, 1977), tables 4 and 10.

Summary: Regional Variations in State-Local Finances

These data show certain clear differences in fiscal structure and perfor-
mance between the Northern and Southern tier states. While there certainly
are exceptions to this pattern, the general differences observed would ap-
pear to hold for most jurisdictions in the two regions. First, the Southem
tier states have more state-dominated fiscal systems. This means that they
have heavier state government responsibility for both financing and direct
expenditures, which in turn means that the growth and distribution of total
state and local expenditures are more controllable and that the growthin &
penditures is financed with a more elastic revenue source. In the case of the
_SOUthem tier states, the sales tax is relied on to a much greater extent that
in the North. The Northeastern and Midwestern states, on the other hand,
fend to have more local-government-dominated systems. As a result, there
s a potential for much greater disparity in public spending levels among
Jurisdictions within the state, and there is much heavier reliance on the local
property tax than in the Southern tier states.

2 ;Ve;tcl;fsfe‘it to the level of spending, per capita expenditures are SO'::
However. 3 0 r:r fm .the' Southerr} states than in the Northern statex-_
pen diture:s inp?he; this dlfference is due to the h¥gher level qf welfare il
not adjusted for ¢ orthern tier states. Mqreover, since these dlfferences .
wages are much htiigll?ngl variations in prices, and average p.ubhc gm;ilo‘i -
may be considery lfl e{em the North, the dlfferen.ce in public service l¢ er
vary systematically tglIea}llter on average in t.he Southern states andA ;j o
ment of average the rate of population growth of a state.

but eliminate th Wage differences for differences in the cost of living may
ate the gap in wages between regions.
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There is a major difference between the two regions with respect to the
fiscal health of their largest local governments. The Northeast and in-
dustrial Midwest regions seem to fit the stereotype of declining and poor
central cities surrounded by relatively wealthy and fiscally sound suburbs.
The reverse tends to be true in the South, where the per capita income level
inthe central city is greater than that in the suburbs. This advantaged position
of Southern central cities can be attributed in part to the newness of the
cities and their resulting local government structure which often tends to en-
compass growing suburban areas. There would appear to be much less
jurisdictional fragmentation in the South, largely because of the greater
potential for annexation and consolidation during the rapid growth period
of the past two decades. To the contrary, Northern cities which are sur-
rounded by older incorporated jurisdictions find it all but impossible to ex-
pand jurisdictional boundaries.

Comparative Fiscal and Economic Growth

An understanding of the fiscal problems resulting from the movement of
population and economic activity to the South requires analysis of the struc-
ture of the state and local government expenditure and revenue responses to
this movement, in both the growing and the declining regions. In the discus-
sion below, we look successively at the growth in the capacity to finance
public services and the demand for expansion of public services as measured
by the growth in the economic and demographic base of the regions, the ex-
penditure response and the extent to which it was demand- or supply-
induced, and the revenue response in terms of its composition by type of tax
and changes in the level of tax effort.!s The results of this analysis suggest
that fiscal activity in the South expanded in response to an increase level of
Population, a demand consideration, and was supported by an increased
capacity to finance such activity. In the North, fiscal activity also continued
to expand even in the face of a relatively slower-growing, or in some cases a
declining, economic base. The expansion of fiscal activity may be attributed
toincreases in state and local government employment and increases in the
average compensation of these employees, demand and supply considera-
tions, respectively.

Growth in the Economic and Poulation Base
The shift in economic activity from the Northern to the Southern states has

been well documented in the literature. Jusenius and Ledebur have describ-
e this shift in terms of population movement, disaggregating changes into
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natural increase and inmigration.!® Greenberg and Valente!” and Garnick'®
have studied the trends in employment, and the Congressional Budget Of-
fice has described the pattern of growth in earnings and personal income.”
For the purposes of this chapter it is necessary to examine these trends in
order to determine their potential effects on the taxable capacity and public
servicing requirements of states in each region. Unfortunately, none of
these indicators of economic expansion or contraction is an adequate
measure of taxable capacity, partly because the tax structures of the fifty
states vary so widely. Nevertheless, population movement, employment,
and growth in earnings and personal income give some notion of how
regional shifts in economic activity enhance or compromise the ability of
state and local governments to finance public services.

Per capita income is a composite measure which more than anything
else indicates the average level of well-being of citizens in a region. Since per
capita income is influenced by changes in population size, it may or may not
provide a proxy measure of changes in the capacity to finance. As may be
seen in table 5-8, the per capita income growth in the Southern tier was
substantially greater than in the North for all three periods considered here.
It is interesting to note, however, that the disparity in the rate of growthin
per capita personal income was reduced somewhat in the past three years.
Between 1962 and 1972, per capita income in the Southern tier was growing
about 25 percent faster, but the differential fell to about 14 percent between
1972 and 1975. This narrowing in per capita income growth is due primarily
to a relatively heavy loss of population in the Northern tier states and a con-
tinued rapid growth of population in the Southern tier states. Hence, as the
population shift has continued, there has been a slackening of the rate a
which average income levels in the growing and declining region are con-
verging.

The aggregate personal income trends which lie behind these per cap@ta
amounts give perhaps a clearer picture of the implications for the capaC1FY
to finance. Between 1962 and 1975, there were substantial increases I
money income in both regions, but there was relatively little shift in the
composition of income. Income originating in manufacturing in Northern
states fell from 25 to 21 percent, while income originating in the SerVi_Ces
rose by about 4 percent. Otherwise, things stayed much the same. Most 11-
portantly, the share of income accounted for by all transfer pay-
ments—which may provide less taxable capacity than earnings from goods
and service production—remained about the same in both regions. These
data offer scant evidence that changes in the composition of income have
compromised the tax base during the period studied.

However, in the case of local governments, particularly large central
city governments, changes in the composition of personal income may well
have had a dampening effect on potential revenue growth. To the extent
that local property tax systems include industrial machinery, equipment
and so on, the shift of income composition from manufacturing to services
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Table 5-8
Percentage Increase in per Capita Personal Income by Region for

Selected Periods

State and Region 1962-1967 1967-1972 1972-1975 1975 Level
Northern Tier 34.1 39.3 28.5 $6,232
East North Central 33.6 39.8 29.1 6,121
Illinois 31.5 38.0 323 6,789
Indiana 334 38.6 29.4 5,653
Michigan 38.3 433 24.7 6,173
Ohio 32.8 40.0 27.2 5,810
Wisconsin 31.8 39.2 32.1 5,669
Middle Atlantic 30.4 39.5 27.7 6,398
New Jersey 29.6 40.4 26.8 6,722
New York 31.0 37.2 25.1 6,564
Pennsylvania 30.5 41.0 31.2 5,943
New England 36.5 38.7 27.8 6,098
Connecticut 31.6 33.5 29.6 6,973
Maine 48.8 43.0 29.6 4,786
Massachusetts 30.2 40.9 26.0 6,114
New Hampshire 32.0 38.1 27.1 5,315
Rhode Island 36.5 36.7 29.5 5,841
Vermont 40.0 40.1 27.7 4,960
Southern Tier 40.3 49.7 30.2 5,292
South Atlantic 39.0 51.0 30.1 5,510
Delaware 27.9 39.8 29.2 6,748
Maryland 30.6 48.6 30.3 6,474
North Carolina 42.8 53.1 28.5 4,952
Virginia 41.0 52.8 31.5 5,785
South Carolina 46.7 52.9 31.7 4,618
Georgia 45.5 52.3 28.2 5,086
Florida 38.5 60.2 25.0 5,638
West Virginia 39.2 48.4 36.5 4,918
East South Central 42.1 52.8 32.0 4,676
Alabama 39.4 53.6 33.7 4,643
Kentucky 38.2 47.4 35.0 4,871
Mississippi 49.9 58.4 27.2 4,052
Tennessee 41.1 51.8 32.0 4,895
West South Central 40.9 44.0 37.4 5,347
Arkansas 42.9 50.3 38.2 4,620
Louisiana 2.7 40.3 37.3 4,904
Oklahoma 39.2 41.4 36.9 5,250
Texas 38.9 44.0 37.3 5,631

Source: Bureau of Economic Analysis, U.S. Department of Commerce, Survey of Current
Business 56, no. 8 (Washington: Government Printing Office, 1976).

may have depressed the level of property tax revenues. Similarly, the very
rapid growth in income generated in the state/local sector in large central
cities may not have offset the revenue losses resulting from the outmove-
ment of manufacturing. This is in part due to the exemption of state and
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local government properties from the real estate tax and the fact that they
are not included in the business income tax base.2

In terms of changes in the level of employment, the Southern tier states
have been growing more rapidly for all three periods considered (see table
5-9). Even though the rate of employment growth has slowed in the
Southern states, it still remains considerably higher than that in the North,
Perhaps even more important in the context of this analysis is the fact that
the relatively low rate of employment growth in the Northern tier between
1967 and 1972 turned to literally no growth and in some cases decline be-
tween 1972 and 1975. In the Southern tier, on the other hand, while the
growth rate slowed between 1972 and 1975, only one state (Delaware)
showed an absolute job loss. Garnick argues that the relative shifts in
employment are primarily a Northern central-city phenomenon with
central-city counties of the large SMSAs in particular having been subject to
absolute declines in employment (especially manufacturing) at least since
1960.2! When the 1965-1972 pattern of employment growth in metropolitan
central cities is examined in the ten largest city counties, declines were
registered in New York, Philadelphia, and St. Louis, with only a modest in-
crement in Baltimore. The largest percentage increases in employment were
in Denver, Indianapolis, Jacksonville, Nashville, and New Orleans.?

Yet a third way to measure the change in economic activity in the two
regions is to examine the pattern and trend of population growth. On the
revenue side, a declining population may mean a diminishing capacity to
finance public services if the population losses are higher-income-earning
families. If outmigration is primarily of low-income families, service re-
quirements may be reduced by more than taxable capacity, thereby enhanc-
ing the government’s fiscal position.

The North-South differentials in population growth rates are predict-
able. The growth in the Northern tier has slowed steadily since 1962 and was
negligible over the 1972-1975 period. Among the Southern states the rate of
population growth also slowed but remained well above the Northern rate
even during the 1972-1975 period. No state in the Southern tier showed
a population decline over the 1972-1975 period while five Northern states
(Illinois, New Jersey, New York, Pennsylvania, and Rhode Island) lost
population (see table 5-10). With respect to the composition of population
change, little data are available by way of the income level and emplo)”“ef?t
characteristics (that is, occupation, industry) of migrants. However, it
known that because of higher fertility rates the Southern tier would have
grown faster than the Northern tier even in the absence of migration be-
tween the regions.?

In terms of population change within metropolitan areas, somé
evidence is available on the changes by central city/outside central city and
by race. These data show that Southern cities tended to increase their shart
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of metropolitan area population while Northern cities generally tended to
decline as a percentage of metropolitan area population. Sacks has shown
that the population decline in the major cities of the East between 1960 and
1970 was predominantly an exodus of white population—no major central
city in the East showed a gain of white population between 1960 and 1970.

The inference one might draw from these trends is that the declining
population in the North likely reduced certain servicing needs, but these
reductions may have been offset by increasing concentrations of the poor,
particularly in central cities.

Expenditure Growth

Given the relatively slower growth in financial capacity in the Northern
states, a slower growth in fiscal activity might have been expected. In fact,
expenditure growth in the Northern tier states was not noticeably below that
in the Southern states (see table 5-11). Indeed, expenditures grew at a rate
approximately 20 to 30 percent higher than personal income in both regions
in all three periods considered, except for the 1967-1972 period, when per
capita expenditures in the Northern tier grew 87 percent faster than per
capita income (see table 5-12). Even in the 1972-1975 period, when total
employment increased by about 7 percent in the South and less than 1 per-
cent in the North, per capita expenditures grew by about the same percent-
age in both regions. From this evidence, one might conclude that there was
not a strong relationship between the growth in public expenditures in the
two regions and the capacity to finance that growth.

If the growth or decline in taxable capacity does not explain growth of
the state and local government sector, then attention might be turned to two
other possible explanations: (1) on the demand side, growing requirements
for services resulted primarily in increased numbers of public employees
and thereby exerted an upward pressure on expenditures; (2) on the supply
side, increased public employee compensation resulted from union pressures
and inflation and forced up expenditure levels. Either explanation would be
consistent with the observed absence of relationship between economic base
and public expenditure growth.

There is a wealth of literature on expenditure determinants which attests
to the difficulties of separating demand from supply influences to explain
expenditure growth and variations.? Those difficulties notwithstanding, we
Proxy the growth in service demand here with three variables: population
growth (table 5-10), increase in Aid for Dependent Children (AFDC) recip-
lents (table 5-13), and increase in primary and secondary school enrollments
(table 5-14). To the extent that these factors increased over the three periods
Studied, an increase in state and local government employment levels might



Table 5-9
Growth in Employment by Region
1962-1967 1967-1972 1972-1975
Change Percentage Change Percentage Change Percentage
State and Region (000s) Change (000s) Change (000s) Change
Northern Tier 4,192.7 15.2 1,835.3 5.8 200.8 0.6
East North Central 2,261.5 19.4 944.3 6.4 294.4 2.0
1llinois 634.9 17.8 117.6 2.8 115.4 2.7
Indiana 315.7 21.6 145.0 8.2 8.4 0.4
Michigan 566.8 24.3 212.9 7.3 10.3 0.3
Ohio 520.6 16.8 318.5 8.8 71.2 1.8
Wisconsin 223.3 18.5 150.3 10.5 89.1 5.6
Middle Atlantic 1,395.8 11.5 632.9 4.7 -204.4 -1.5
New Jersey 324.8 13.4 252.8 10.4 -5.8 0.0
New York 597.0 9.5 171.9 2.5 —239.1 -34
Pennsylvania 474.8 12.9 208.2 5.0 40.5 0.9
New England 535.4 14.0 258.1 6.0 110.8 2.4
Connecticut 180.3 19.0 59.5 5.3 30.8 2.6
Maine 374 13.4 27.1 8.6 12.1 3.5
Massachusetts 215.8 11.1 98.7 4.6 63.8 2.8
New Hampshire 36.1 17.4 35.7 14.6 13.5 4.8
Rhode Island 40.0 13.4 19.8 5.9 —-15.1 -4.2
Vermont 25.8 23.3 17.3 12.7 5.7 3.7
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Southern Tier 3,468.0 24.3 3,610.0 20.3 1,498.0 7.0
South Atlantic 1,766.0 25.2 2,016.0 23.0 599.0 5.5
Delaware 41.2 26.9 32.7 16.6 -3.4 -1.5
Maryland 232.9 24.5 175.7 14.9 66.9 4.9
North Carolina 342.4 27.2 323.2 20.2 71.2 3.7
Virginia 248.4 23.0 313.3 23.6 111.5 6.8
South Carolina 144.6 23.7 165.9 22.0 57.5 6.2
Georgia 302.0 27.6 310.3 22.2 19.8 1.2
Florida 428.6 30.9 658.2 36.2 254.9 10.3
West Virginia 56.1 12.5 36.9 7.3 20.6 3.8
East South Central 677.0 23.7 611.0 17.3 206.7 5.0
Alabama 160.0 20.2 120.5 12.7 77.5 7.2
Kentucky 160.9 23.9 152.5 18.3 54.1 5.5
Mississippi 106.2 24.9 106.3 20.0 29.1 4.6
Tennessee 249.4 25.7 196.5 16.1 46.0 3.2
West South Central 1,025.0 23.2 983.0 18.1 693.0 10.8
Arkansas 101.1 25.5 87.5 17.6 34.6 5.9
Louisiana 209.8 26.4 131.5 13.1 62.9 5.5
Oklahoma 104.8 17.4 107.9 15.3 73.2 9.0
Texas 626.9 23.9 638.5 19.6 622.9 16.0

Source: Bureau of Labor Statistics, U.S. Department of Labor, Employment and Earnings, States and Areas, 1939-75, Bulletin 1370-12 (Washington:
Government Printing Office, 1977).

Ao110d 2119nd 10} suoie ol duy

181



Table 5-10

Population Level and Growth by Region, 1962, 1967, 1972, and 1975

Population (000s)

Percentage Increase

State and Region 1962 1967 1972 1975 1962-1967 1967-1972 1972-1975
Northern Tier 82,785 87,414 90,519 90,362 5.6 3.6 0.2
East North Central 36,874 39,124 40,793 40,901 6.1 4.3 0.3
Illinois 10,260 10,893 11,244 11,160 6.2 3.2 -0.8
Indiana 4,725 5,000 5,287 5,313 5.8 5.7 0.5
Michigan 7,923 8,584 9,014 9,117 8.3 5.0 1.1
Ohio 9,952 10,458 10,722 10,745 5.1 2.5 0.2
Wisconsin 4,014 4,189 4,526 4,566 4.4 8.0 0.9
Middle Atlantic 35,185 36,968 37,621 37,263 5.1 1.8 -1.0
New Jersey 6,385 7,003 7,349 1,316 9.7 4.9 -0.5
New York 17,464 18,336 18,367 18,120 5.0 0.2 -1.4
Pennsylvania 11,336 11,629 11,905 11,827 2.6 2.4 -0.7
New England 10,726 11,322 12,105 12,198 5.6 6.9 0.8
Connecticut 2,640 2,925 3,080 3,095 10.8 5.3 0.5
Maine 990 973 1,026 1,059 -1.7 5.4 3.2
Massachusetts 5,201 5,421 5,796 5,828 4.2 6.9 0.6
New Hampshire 630 686 174 818 8.9 12.8 5.7
Rhode Island 872 900 969 927 3.2 7.7 -4.3
Vermont 393 417 460 471 6.1 10.3 2.4
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Southern Tier 56,599 60,634 64,306 67,399 7.1 6.1 4.8
South Atlantic 26,387 28,671 31,168 32,999 8.7 8.7 5.8
Delaware 446 523 571 579 12.2 9.2 14
Maryland 3,245 3,682 4,048 4,098 13.5 9.9 1.2
North Carolina 4,736 5,029 5,221 5,451 6.2 3.8 4.4
Virginia 4,187 4,536 4,765 4,967 8.3 5.0 4.2
South Carolina 2,450 2,599 2,688 2,818 6.1 34 4.8
Georgia 4,108 4,509 4,733 4,926 9.8 5.0 4.1
Florida 5,392 5,995 7,347 8,357 11.2 22.6 13.7
West Virginia 1,823 1,798 1,795 1,803 -6.5 -0.2 0.4
East South Central 12,407 12,969 13,155 13,544 45 1.4 3.0
Alabama 3,342 3,540 3,521 3,614 5.9 -0.5 2.6
Kentucky 3,099 3,189 3,306 3,396 2.9 3.7 2.7
Mississippi 2,276 2,348 2,256 2,346 3.2 -39 4.0
Tennessee 3,690 3,892 4,072 4,188 5.5 4.6 2.8
West South Central 17,805 18,994 19,983 20,856 6.7 5.2 4.4
Arkansas 1,875 1,968 2,008 2,116 5.0 2.0 5.4
Louisiana 3,371 3,662 3,738 3,791 8.6 2.1 1.4
Oklahoma 2,435 2,495 2,633 2,712 2.5 5.5 3.0
Texas 10,124 10,869 11,604 12,237 7.4 6.8 5.5

Source: Bureau of the Census, Current Population Reports, Series P-25, various issues.
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Table 5-11
Indicators of Fiscal Expansion by Region
Increases in Percentage Increases
per Capita General in per Capita
Expenditures (dollars) General Expenditures
State and Region 1962-1967 1967-1972 1972-1975 1962-1967 1967-1972 1972-1975
Northern Tier 138 342 274 42.8 73.4 34.4
East North Central 132 305 259 40.9 67.8 34.2
Illinois 102 377 271 32.5 90.2 34.2
Indiana 122 242 174 41.9 58.7 26.6
Michigan 162 349 332 46.7 68.5 38.7
Ohio 103 244 258 35.3 62.0 40.4
Wisconsin 169 311 260 48.3 59.8 31.3
Middle Atlantic 157 449 314 47.8 91.4 34.7
New Jersey 115 385 304 38.2 92.5 37.9
New York 216 624 372 54.3 101.5 30.1
Pennsylvania 139 339 267 51.0 80.2 36.0
New England 135 320 267 41.8 69.1 34.5
Connecticut 105 354 233 28.6 74.9 28.2
Maine 122 270 254 41.8 65.3 37.1
Massachusetts 123 426 290 35.8 91.5 32.5
New Hampshire 104 276 241 34.4 68.0 35.3
Rhode Island 202 228 321 68.9 46.0 4.5

Vermont 154 364 262 a1.3 69.1 29.4
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Southern Tier

South Atlantic
Delaware
Maryland
North Carolina
Virginia
South Carolina
Georgia
Florida
West Virginia

East South Central
Alabama
Kentucky
Mississippi
Tennessee

West South Central
Arkansas
Louisiana
Oklahoma
Texas

145
162
371
155
113
130
103
118
153
150

119
115
117

98
147

138
118
152
167
116

257

289
403
363
201

258
262
302
222
301

240
240
215
284
221

214
174
239
205
237

277
177
408
262
337
305
247
286
190

224
228
212
202
252

214
215
223
202
216

52.1

56.1
80.9
48.6
49.5
45.5
64.5
46.1
54.0
59.6

47.0
47.0
40.0
39.3
61.7

49.6
53.3
45.8
56.2
43.1

64.2

70.3
66.4
76.8
58.5
68.0
86.0
80.6
51.0
75.2

64.6
66.6
52.4
82.0
57.2

51.5
51.2
49.0
4.1
61.5

35.9

36.4
17.6
12.9
46.5
52.8
53.8
36.5
43.6
27.1

36.4
38.0
34.0
32.1
41.5

34.4
42.0
30.8
30.1
34.7

Source: U.S. Bureau of the Census, Governmental Finances in 1974-75 (1961-62, 1966-67, 1971-72), Series G-F 75, 5 (Washington: Government Print-

ing Office, 1976).
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Table 5-12

Per Capita Income Elasticity® of State and Local Government Expenditures
by Region

Northern Tier Southern Tier
1962-1967 1.26 1.20
1967-1972 1.87 1.29
1972-1975 1.21 1.19

Source: Computed from tables 5-8 and 5-11.
3Percentage increase in per capita expenditure divided by percent income in per capita income.

have been expected. When the states are aggregated by region, it may be
seen that the number of AFDC recipients increased at a greater rate in the
North than in the South in all years considered, while the reverse was true
for total increases in population (table 5-15). Primary and secondary school
enrollments increased at a more rapid rate in the North over the 1962-1972
period, but actually declined over the 1972-1975 period. From these ag-
gregates, one might again infer an increasing concentration of high-cost
citizens in the North and a considerably greater demand for increased
numbers of school personnel, at least during the 1962-1972 period.

In fact, public employment did increase rapidly between 1962 and 1967
in response to relatively high population and school enrollment growth.
Between 1967 and 1972, public employment grew at a relatively slow rate,
even though the concentration of the poor appeared to increase dramat-
ically in both regions. However, the much greater increase in per capita
spending in the 1967-1972 period can be at least partially attributed to the
increment in transfer payments necessitated by the growth in AFDC recip-
ients. The 1972-1975 period does not support the demand explanation.
While the growth in all three service requirement indicators was relatively
low, there was a greater percentage increment in public employment.
Although these results do not appear to provide strong support for a de-
mand thesis, it is important to emphasize the very great diversity across
states which is disguised in such an aggregate analysis. Particularly in the
case of the rate of increase in AFDC recipients, there is great diversity
within each region. .

These results suggest that the explanations for expenditure increases I
the two regions are at least partially to be found on the supply side, that 1,
in terms of increases in the level of public employee compensation. As may
be seen in table 5-16, the percentage increase in payroll per employee Was
higher in the Northern than in the Southern states over the 1962-1972
period—despite the fact that the capacity to finance such increases It
Northern states was declining. By the 1972-1975 period, the rate of increast
in average wages in the North had fallen below that in the South.? The rates
of wage increase observed during these periods tend to support the thesis
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that increases in expenditures closely parallel increases in public employee
compensation rates.

Revenue Growth

According to the scenario above, the fisc in the Northern states has ex-
panded at about the same rate as that in the Southern states despite very
great differences in the growth of their respective economic and
demographic bases. As a consequence, revenue effort in the Northern tier
states must have increased more rapidly, or the flow of federal aid to the
Northern states must have increased. The reality of an increase in revenue
effort is borne out by a recent Advisory Commission on Intergovernmental
Relations (ACIR) publication which attempts to classify states with
reference to both the level and the direction of tax effort.2¢ Of the states
classified as having high and rising levels of tax effort, nine are in the
Northern tier and three are in the South. Similar findings may be found in
tables 5-17 and 5-18, where both per capita revenues from own sources and
own-source revenues per $1,000 are significantly higher in the Northern tier
than in the South.

A comparison of the growth in own-source revenues to the growth in
personal income, employment, and population shows a greater revenue-
income elasticity in the North in every period (see table 5-18).2” This means
that, on average, the tax on each increment to income was greater in the
North, or that the tax reduction of disposable income was largest in the
North.

The presentation in table 5-19 disaggregates increases in state and local
government revenue by source of increase. The results are helpful in
understanding the mechanics of the fiscal response over the period in ques-
tion. Between 1962 and 1967, Southern states financed expenditure in-
creases through the use of sales and income taxes and through substantial
increments in federal aid. In the North, where income and employment
growth was slower, the increments were derived relatively more from prop-
erty taxation and relatively less from federal aid. About the same pattern
was observed between 1967 and 1972, when expenditure increases in the
North were highest for the period under consideration. Between 1972 and
1975, when the rate of expenditure growth slowed in both regions, essen-
tially the same pattern was observed for the Southern states—heavy reliance
onsales and income taxes and relatively little on the property tax as a course
of increased revenue. In the North, even though relatively more of the incre-
ment was financed from sales and income taxes, the relative use of property
taxation remained much greater than in the South. Also noteworthy within
the 1972-1975 period was the substantial increase in the reliance on federal
grants to finance expenditure increments in the Northern tier. As may be
Seen in table 5-19, the pattern described above holds true for most states in
the two regions.



Table 5-13

AFDC Recipients by Region

Level (000s)

Percentage Increase

State and Region 1962 1967 1972 1975 1962-1967 1967-1972 1972-1975
Northern Tier 1,602 2,282 4,986 5,288 4.4 118.5 6.1
East North Central 623 792 2,179 2,314 27.1 175.1 6.2
Illinois 265 275 773 783 3.8 181.1 1.3
Indiana 47 51 168 163 8.5 229.4 -3.0
Michigan 121 183 600 655 51.2 227.9 9.2
Ohio 147 222 497 552 51.0 123.9 11.1
Wisconsin 43 61 141 161 41.9 131.1 14.2
Middle Atlantic 815 1,222 2,216 2,307 499 81.3 4.1
New Jersey 83 145 420 444 74.7 189.7 5.7
New York ) 399 786 1,190 1,230 97.0 51.4 1.1
Pennsylvania 333 291 606 633 -12.6 108.2 4.5
New Englapd 164 268 591 667 63.4 120.5 12.9
Cor_mectlcut 43 62 118 126 44.2 90.3 6.8
Maine 22 22 72 83 0.0 227.3 29.2
Massachusetts. 70 138 309 356 97.1 123.9 15.2
New Hampshire 4 9 24 27 125.0 166.7 12.5
Rhode Island 20 29 48 53 45.0 65.5 10.4
Vermont 5 8 20 22 60.0 150.0 10.0
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Southern Tier 1,159 1,418 2,941 2,988 22.3 107.4

1.6

South Atlantic 564 667 1,394 1,440 18.3 109.0 3.3
Delaware 7 17 29 33 142.9 70.6 13.8
Maryland 58 108 220 219 86.2 103.7 -0.5
North Carolina 115 107 151 177 -17.0 41.1 17.2
Virginia 44 58 165 177 31.8 184.5 7.3
South Carolina 34 28 121 138 -17.6 33211 14.0
Georgia 64 105 341 358 64.1 224.8 5.0
Florida 103 148 300 264 43.7 102.7 -12.0
West Virginia 139 96 67 74 30.9 -30.2 10.4
East South Central 332 377 676 719 13.6 79.3 6‘-3
Alabama 90 75 150 163 16.7 100.0 8.7
Kentucky 81 106 153 162 30.9 43 s.9
Mississippi 79 99 183 187 25.3 84.8 2.2
Tennessee 82 97 190 207 18.3 95.9 8.9
West South Central 263 374 871 829 42.2 132.9 -438
Arkansas 25 39 91 103 56.0 133.3 14.3
Louisiana 94 124 250 235 31.9 100.8 -6.0
Oklahoma 71 90 91 100 26.8 1.1 9.9
Texas 73 121 439 391 65.8 262.8 -10.9

Source: U.S. Department of Health, Education, and Welfare, Social Security Administration, August 1975, vol. 38, no. 8: Social Security Bulletin

(Washington: Government Printing Office, 1975), p. 65; and U.S. Bureau of the Census, Statistical Abstract of the United States: 1963, 1968, 1973
(Washington, 1963, 1968, 1973), sec. 10
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Table 5-14
Primary and Secondary School Enroliment by Region
Level (000s) Percentage Increase
State and Region 1962 1968 1972 1974 1962-1968 1968-1972 1972-1974
Northern Tier 15,393 17,952 19,187 18,676 16.6 6.9 -2.7
East North Central 7,392 8,691 9,212 8,900 17.6 6.0 -34
linois 1,892 2,188 2,388 2,281 15.6 9.1 -4.5
Indiana 1,038 1,181 1,220 1,191 13.7 33 -24
Michigan 1,735 2,042 2,193 2,131 17.7 7.4 -2.8
Ohio 1,975 2,359 2,416 2,323 19.4 2.4 -3.8
Wisconsin 752 921 995 974 22.5 8.0 -2.1
Middle Atlantic 6,030 6,942 7,393 7,196 15.1 6.5 -2.7
New Jersey 1,141 1,368 1,514 1,470 19.9 10.7 -2.9
New York 2,856 3,318 3,511 3,426 16.2 5.8 -24
Pennsylvania 2,033 2,256 2,368 2,300 11.0 5.0 -2.9
New England 1,971 2,319 2,582 2,580 17.7 11.3 -0.1
Connecticut 516 610 674 660 18.2 10.5 -2.1
Maine 205 229 247 244 11.7 7.9 -1.2
Massachusetts 918 1,084 1,190 1,218 18.1 9.8 2.4
New Hampshire 114 138 168 174 21.1 21.7 3.6
Rhode Island 142 167 190 179 17.6 13.8 —5.8
Vermont 76 91 113 105 19.7 24.2 —7.1
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Southern Tier 12,804 14,033 14,388 14,487 9.6 2.5 0.7
i 5,961 6,609 6,858 6,960 10.9 3.8 1.5
Solgt;}a?vtal?:nc 90 118 134 131 31.1 13.6 -2.2
Maryland 650 826 921 896 27.0 10.7 -2.7
North Carolina 1,142 1,193 1,159 1,178 4.5 -2.8 1.6
Virginia 900 1,017 1,069 1,093 13.0 5.1 2.2
South Carolina 631 644 640 606 2.1 -0.6 -53
Georgia 996 1,095 1,084 1,081 9.9 -1.1 -0.3
Florida 1,106 1,300 1,437 1,571 17.5 10.5 9.3
West Virginia 446 416 414 404 -6.7 -0.5 -24
East South Central 2,891 2,968 2,916 2,860 2.7 -1.8 -1.9
Alabama 807 831 783 764 3.0 6.3 -2.4
Kentucky 651 680 715 705 3.6 5.1 -14
Mississippi 585 583 526 513 -0.3 -9.8 -2.5
Tennessee 848 874 892 878 3.1 2.1 -1.6
West South Central 3,952 4,456 4,614 4,667 12.8 35 1.1
Arkansas 436 451 459 454 3.4 1.8 -1.1
Louisiana 733 840 847 842 14.6 0.8 -0.6
Oklahoma 557 593 614 591 6.5 3.5 -37
Texas 2,226 2,572 2,694 2,780 15.5 4.7 3.2

Source: U.S. Bureau of the Census, Statistical Abstract of the United States: 1965 (Washington, 1965), sec. 4; and National Education Association,

Division of Research, Estimates of School Statistics, Research Report: 1967, 1972, 1975 (Washington, 1967, 1972, 1975).
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192 Alternatives to Confrontation

Table 5-15
Indicators of Growth in Servicing Requirements

Percentage Increases

1962-1967 1967-1972 1972-1975

North South North South North South

AFDC 4.4 2.3 118.5 107.4 6.1 1.6

Population 5.6 7.1 3.6 6.1 0.2 4.3

Enrollment 16.6 9.6 6.9 2.5 -2.7 0.7

Public employees 24.4 315 20.3 24.7 33.9 30.6
Per capita :

expenditures 42.8 52.1 73.4 64.2 34.4 359

Source: Computed from tables 5-13, 5-9, 5-14, 5-15, and 5-4.

This pattern of revenue increase may reflect the greater automatic
responsiveness of tax systems in the South which rely more on sales and less
on property taxes. While detailed comparisons are not readily available, it
would seem reasonable to assume that relatively more of the revenue it
crease in the North was the result of discretionary changes in the tax system.

Implications for Public Policy

It is important to separate the general fiscal problems of state and local
governments from those which have been exacerbated by the regional shifts
that lie at the heart of this discussion. It is particularly important to separate
the fiscal problems and public service deficiencies which are primarily
tributable to low income—the Southern problem.

The basic dilemma faced by several of the declining states in the North-
east is that their public sector has become overdeveloped relative to finan-
cial capacity. As aresult, tax burdens are thought to be too high, thereis lit
tle additional public money to be devoted to what are thought to be serious
city fiscal problems, fixed debt and pension commitments are high, union
compensation demands will likely parallel cost-of-living increments, and
there seems to be no short-term reversal of existing economic trends. To be
sure, this pattern does not fit all state and local governments in the North-
eastern a}nd Midwestern regions and likely describes some Southern
metropolitan-area governments. But the pattern tends to hold for many

governments in the Northern tier and tends not to hold for most in the
Southern rim.

fourTg:itsr-alt-:%leers :;?r dealing with these fiscal problems would seem to b¢ of
the region-. aSSist: of thf’— economic (.ie.clme, i.n both the central cities and
position o’f the nce during tl}e transition period; a strengthening of fiscal
federal welfar poorest local ]urxs‘dlctlons through a grants program and

€ assumption; and fiscal planning in the declining region t0
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Table 5-16
Percentage Increase in State and Local Government Employment and

Employee Wages by Region

Total Employment
State and Region 1962-1967 1967-1972 1972-1975
Northern Tier 24.4 20.3 339
East North Central 25.6 17.8 36.2
Illinois 27.1 20.4 32.6
Indiana 31.9 10.0 35.7
Michigan 26.3 16.3 37.0
Ohio 20.4 16.5 31.3
Wisconsin 22.3 26.0 44.5
Middle Atlantic 26.4 17.9 23.9
New Jersey 26.9 21.7 33.5
New York 25.2 17.1 14.1
Pennsylvania 27.1 14.8 24.1
New England 22.5 23.6 37.0
Connecticut 28.6 19.6 28.0
Maine 18.0 27.1 324
Massachusetts 16.9 20.3 26.9
New Hampshire 34.2 21.1 58.9
Rhode Island 23.6 22.1 23.5
Vermont 23.4 31.5 52.2
Southern Tier 31.5 24.7 30.6
South Atlantic 34.7 28.4 30.3
Delaware 36.9 39.8 17.9
Maryland 40.8 26.6 24.0
North Carolina 32.7 24.7 32.3
Virginia 36.8 25.4 39.1
South Carolina 31.2 31.1 40.3
Georgia 36.1 32.2 30.4
Florida 39.0 31.3 34.3
West Virginia 24.3 15.8 24.4
East South Central 29.2 22.6 28.3
Alabama 29.4 21.2 28.7
Kentucky 26.7 18.9 36.1
Mississippi 28.2 23.1 24.8
Tennessee 32.6 27.2 23.7
West South Central 27.5 19.3 33.6
Arkansas 27.5 21.2 37.3
Louisiana 25.0 16.2 27.6
Oklahoma 28.5 16.0 34.9
Texas 28.8 23.7 34.5
Employment per 10,000 Population
Northern Tier 18.1 15.3 9.4
East North Central 18.3 16.0 8.3
liinois 17.8 16.5 8.3
Indiana 23.0 4.0 7.7
Michigan 18.1 29.9 12.8
Ohio 15.5 12.9 6.6
Wisconsin 17.3 16.8 6.3
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Table 5-16 (cont.)

Alternatives to Confrontation

Employment per 10,000 Population

State and Region 1962-1967 1967-1972 19721975
Middle Atlantic 19.7 15.7 10.5
New Jersey 15.2 15.7 17.1
New York 19.4 19.4 18
Pennsylvania 24.4 119 6.5
New England 17.1 14.4 9.7
Connecticut 15.4 13.5 79
Maine 18.6 20.1 34
Massachusetts 11.9 12.7 6.1
New Hampshire 21.6 7.8 16.6
Rhode Island 20.5 13.6 13.1
Vermont 14.5 18.9 113
Southern Tier 22.6 19.4 86
South Atlantic 23.8 21.0 83
Delaware 22.2 29.4 09
Maryland 23.6 149 100
North Carolina 19.7 24.8 78
Virginia 28.0 19.4 143
South Carolina 23.5 279 104
Georgia 23.2 26.3 108
Florida 26.0 8.4 4.1
West Virginia 24.2 16.9 8.2
East South Central 23.0 20.6 8.2
Alabama 21.2 222 89
Kentucky 22.6 14.9 15.6
Mississippi 23.5 21.7 1.6
Tennessee 24.5 17.6 6.5
West South Central 20.1 15.1 9.8
Arkansas 19.3 20.6 87
Louisiana 15.1 14.4 10.4
Oklahoma 26.1 9.9 80
Texas 19.9 15.4 12.1

Payroll per Employee

Northern Tier 29.3 36.7 6.3
East North Central 26.4 38.2 57
Illinois 20.5 43.6 31
Indiana 25.8 24.9 30
Michigan 26.7 492 44
Ohio 28.0 37.1 89
Wisconsin 30.8 36.0 9.0
Middle Atlantic 29.6 39.6 17
New Jersey 26.1 37.8 6.3
New York 272 45.9 8.4
Pennsylvania 35.6 35.1 8.6
New England 31.6 34.1 6.5
Connecticut 30.5 38.4 32
Maine 31.6 30.2 17
Massachusetts 31.7 32.2 4.5
New Hampshire 29.3 34.0 9.2
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Table 5-16 (cont.)

Payroll per Employee
State and Region 1962-1967 1967-1972 1972-1975
Rhode Island 33.1 37.4 9.0
Vermont 334 324 11.6
Southern Tier 28.1 33.4 10.6
South Atlantic 28.5 35.9 9.5
Delaware 23.9 39.0 9.2
Maryland 33.1 37.6 14.2
North Carolina 25.4 32.0 38
Virginia 30.0 37.1 1.3
South Carolina 28.7 38.1 41
Georgia 31.6 30.1 16.1
Florida 29.0 45.3 10.0
West Virginia 26.3 27.7 11.1
East South Central 28.3 33.2 11.5
Alabama 33.6 31.2 15.6
Kentucky 23.4 37.1 2.6
Mississippi 25.6 32.8 15.0
Tennessee 30.7 31.8 12.6
West South Central 27.0 28.7 12.0
Arkansas 33.0 24.4 14.8
Louisiana 24.9 31.0 104
Oklahoma 23.0 30.3 5.6
Texas 27.1 28.9 17.1

Source: U.S. Bureau of the Census, Public Employment in 1975, Series GE 75, 5 (Washington:
Government Printing Office, 1976); U.S. Bureau of the Census, Compendium of Public
Employment in 1972 (1962, 1967) 3, no. 2 (Washington: Government Printing Office, 1974).

b_ring about a better balance between the size of the public sector and the
Size of the economic base available to support that public sector.

An alternative strategy would be to take no action to correct the fiscal
Problems of governments in the declining region. The argument would go
that market forces are already underway which are correcting regional
d}sparities in income, employment, and population and that the regional
disparities in public service levels also should narrow. Eventually, as the
;eislclmroe base continues to grow slowly, the public sector in the. NOftheast
shri iil(lso grow slowly. The problem with this .linf: of reasoning is tha;
servril age in the public sector in the Northeast will likely mean C\lttl:llg 0
tion. ce levels in those areas where expenditures are great_est—health, e ;lC:-
tran;-ind Welfare. This may imply that much of the painful burdeq o in :
resid;r:?sn-to a lower level of public services will be borne by lower-inco

G In the declining regions. . o
0 ven these strategies, there would seem to be five policy direct l

Pen: cut services, raise taxes, increase productivity, Increase federal
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Table 5-17

Levels of Revenue Effort: Selected Northern and Southern Tier States, 1975
Revenues from Own Per Capita

Sources per $1,000 Revenue from

State and Region of Personal Income Own Sources
Northern Tier $153.98 $ 91151
East North Central 148.95 826.69
Illinois 141.52 881.21
Indiana 148.19 770.98
Michigan 153.49 897.12
Ohio 128.24 706.15
Wisconsin 173.33 901.32
Middle Atlantic 163.14 1,021.48
New Jersey 142.28 890.48
New York 205.18 1,236.01
Pennsylvania 141.96 773.84
New England 153.58 859.33
Connecticut 127.47 821.03
Maine 152.50 692.10
Massachusetts 165.57 948.59
New Hampshire 135.85 663.46
Rhode Island 145.93 788.03
Vermont 194.17 878.51
Southern Tier 144.86 690.66
South Atlantic 146.40 721.41
Delaware 156.30 975.57
Maryland 156.07 926.55
North Carolina 135.26 620.77
Virginia 138.14 728.80
South Carolina 146.87 625.60
Georgia 149.82 705.47
Florida 137.31 719.93
West Virginia 151.46 657.66
East South Central 137.47 623.43
Alabama 99.45 603.53
Kentucky 151.40 664.81
Mississippi 162.19 611.08
Tennessee 136.85 613.97
West South Central 149.17 685.66
Arkansas 131.72 539.08
Louisiana 176.35 768.87
Oklahoma 147.58 675.25
Texas 141.00 687.53
U.S. Median 152.50 794.81

Source.: U.S. Bureau of the Census, Governmental Finances in 1974-75, Series G-F 75
(Washington: Government Printing Office, 1976).
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Table 5-18
Overall Responsiveness of Revenues to Economic Activity, 1963-1975

Northern Tier Southern Tier
1962- 1967- 1972- 1962- 1967- 1972-
1967 1972 1975 1967 1972 1975

Percentage increase in

revenues from own sources 47.0 82.0 29.0 54.0 80.9 38.5
Percentage increase in

personal income 40.0 44.2 27.8 49.4 61.2 38.6
Revenue-income elasticity 1.2 1.9 1.0 1.1 1.3 1.0
Percentage increase in total

employment 15.2 5.8 0.6 24.3 20.3 7.0
Percentage increase in

population 5.6 3.6 0.2 7.1 6.1 4.8

Source: Computed from tables 5-8, 5-9, 5-10, and 5-19.

assistance, or improve the local economy. The first three are options for
state and local government action while the last two require federal action.

State and Local Government Options

Increased productivity in the public sector is a favorite policy recommenda-
tion in that it solves fiscal problems without requiring governments to either
raise taxes or cut services. While there is clearly room for improved manage-
ment at the local government level, large savings (relative to projected
deficits) from increased productivity in the public sector is not a realistic ex-
Pectatjon.28

Revenues might be increased through further increase in the effective
tax rate. The argument against this is the possible retarding effect on
@onomic development. State and local government revenue effort in the
NortheaStem and Midwestern regions is already high relative to the South, a
difference that would reinforce the argument to lower rather than raise
taxes for competitive reasons. While this pattern certainly does not hold for
al states in the declining region—Connecticut and Ohio have revenue ef-
forts among the lowest in the United States—it fits many of the large in-
dustrial states. Service level-reductions are the most likely route. While
there will continue to be absolute cutbacks in some areas and reductions in
the scope of some services, this will mostly take the form of services not ex-
p.a"diﬂg to accommodate increasing needs and increasing unit cost of provi-
Slon. This does not mean that expenditures will decline. Increasing wages
an'd benefits can drive up expenditures by a significant amount, without
raising service levels.



Tabie 5-19
Increases in (zeneral Revenues of State and Local Governments
1962-1967 1967-1972 1972-1975
Percentage of Percentage of Percentage of
Increase due to Increase due to Increase due to
Sales and Sales and Sales and

Income Property Federal Income Property Federal Income Property Federal

Taxes Taxes Aid Taxes Taxes Aid Taxes Taxes Aid

Northern Tier 21.0 23.1 19.5 22.7 29.5 20.0 28.7 16.7 31.0

East North Central 25.0 20.4 17.6 25.7 27.8 19.2 40.1 9.0 26.1
Illinois 21.2 21.4 19.3 28.4 23.1 32.3 40.8 15.6 12.5
Indiana 32.0 22.3 14.9 17.6 35.9 15.2 51.2 -1.4 20.4
Michigan 19.1 17.4 20.8 28.7 23.5 18.5 224 23.6 34.8
Ohio 13.4 29.3 18.8 24.8 21.6 15.4 40.0 7.4 29.9
Wisconsin 394 11.6 14.6 28.8 35.0 14.7 46.1 -0.5 33.1
Middle Atlantic 24.4 229 18.6 24.9 243 20.3 34.8 20.0 26.8
New Jersey 20.3 28.6 15.9 13.5 37.5 20.1 20.0 32.5 23.7
New York 31.6 20.6 17.6 30.8 21.2 22.6 42.7 19.0 22.5
Pennsylvania 21.3 19.5 224 30.3 14.1 18.4 41.8 8.7 34.2
New England 15.9 25.4 21.5 10.0 334 20.5 25.8 21.4 37.2
Connecticut 11.1 33,5 19.8 21.1 35.5 14.7 31.5 22.6 42.9
Maine 23.7 17.5 28.1 19.5 39.2 26.2 29.6 7.8 40.2
Massachusetts 25.0 20.3 20.2 22.1 35.3 21.8 33.6 35.6 22.9
New Hampshire 1.3 40.5 14.8 1.6 39.4 17.0 14.5 23.9 39.3
Rhode 1sland 15.5 21.8 29.9 31.5 22.2 21.6 27.1 22.8 34.9
Vermont 19.0 18.7 16.3 18.5 29.0 21.5 18.4 15.7 42.9
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Southern Tier

South Atlantic
Delaware
Maryland
North Carolina
Virginia
South Carolina
Georgia
Florida
West Virginia

East South Central
Alabama
Kentucky
Mississippi
Tennessee

West South Central
Arkansas
Louisiana
Oklahoma
Texas

213

25.7
15.4
25.1
25.3

13.8

15.6

9.6
13.3
14.3
14.3
243
17.4
22.1

9.9

9.2
6.6
8.2
10.4
11.5
14.6
11.2
8.5
16.4
224

26.4

234
17.9
14.7
23.2
23.1
21.8
23.1
21.1
42.6

31.1
25.5
36.9
33.1
28.8

27.8
334
24.0
31.5
27.1

12.1

13.7

8.9
14.9
14.4

23.4

22.2
23.6
17.5
22.6
19.2
24.0
23.7
15.5
31.7

26.0
322
20.2
30.1
21.5
23.3
27.8
20.2
243
21.0

31.2

327
36.8
36.6
35.9
29.0
32.2
320
21.1
38.2

31.2
33.1
21.7
32.2
32.0

28.0
38.6
26.2
30.6
16.5

28.7

29.3
20.9
28.3
42.8
27.2
29.1
30.4
24.1
32.0

28.5
249
28.3
31.8
28.8

27.7
32.1
27.4
27.7
23.8

Source: U.S. Bureau of the Census, Government Finances in 1972 (1962, 1967): Compendium of Government Finances 4, no. 5 (Washington: Govern-
ment Printing Office, 1974); and U.S. Bureau of the Census, Governmental Finances in 1974-75, Series G-F 75, 5 (Washington: Government Printing

Office, 1976).
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There is another type of reform which is highly desirable but politically
difficult. If the tax base in the suburbs could be tapped more fully so asto
balance needs for services with capacity to finance, the fiscal situationin
central cities could be markedly improved. History has not shown this to be
a viable alternative in the Northern industrial states.

Federal Options

The federal government could increase the flow of aid to the state to prop
up the public sector during this period of decline. A program of increased
aid during a transition period in which the state sought to balance its long-
term spending expectations with its likely future economic growth would be
a sane program. On the other hand, federal grants to maintain a
overdeveloped public sector would only prolong the period of continuing
annual fiscal crisis.

A number of federal policies might be undertaken during the fiscal ad
justment period, that period when the public sector in the North is moving
to a lower level which is commensurate with its capacity to finance. Oneele-
ment of such a program would be an expansion of the countercyclica
revenue-sharing program and the temporary public sector job-related pro-
grams. But perhaps the most important ingredient of a fiscal reform would
be a higher level of federal financing of public welfare. The removal of 2
substantial share of welfare costs from the declining states in the Northeast
would free substantial resources for other uses. The net effect would be 0
allow governments in the declining states to maintain a higher level of fiscal
activity with respect to other social services.

A similar position might be taken with respect to regional development
subsidies. They only prolong the period of transition to a lower, but stable
level of activity. The longer the period of this transition, the greater the
uncertainty with respect to business investment and the greater the chanc
for a snowballing effect of the decline. .

An often discussed approach to dealing with the problems of declin¢ s
the creation of a “Regional Energy and Development Corporation” that
would finance regional development projects using federally guaranteed &
able bonds. It is hoped that such an activity would accelerate development
of Eastern coal and result in substantial job generation. If regional subsidics
worked, they could have a strong positive effect on the finances of gover
ments in the declining region. There are two caveats, however, even to th¢
potentially favorable government finance effects. One is that the fiscd
problems in the declining region are very much the fiscal problems of tht
central cities in those regions. Historically, these cities have not alwas®
shared in the economic growth of the region, and therefore it is not clear
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how much their fiscal positions would improve in the event the regional
shifts slowed. A second, and related, caveat is that the states in the declining
region tend to be more heavily dependent on local property taxation, which
may make it difficult to fully capture increases in regional income and
employment for the public sector. But the most important issue with respect
to regional subsidies is whether they induce any ner improvement in private
sector economic activity.

Finally, it should be noted that a successful federal approach will not
likely grow out of political compromise. The problems of state and local
governments in the regions are sufficiently different that any remedial pro-
gram which benefits all is not apt to substantially benefit any. Programs
such as general revenue sharing, a formula-based program with something
for everyone, is an almost classic case of the ‘‘compromise effect.”’

Improved Fiscal Balance

The fiscal problem of many Northern tier states is that their public sectors
are overdeveloped. The state’s resource bases will no longer support the
high level of public services provided in the state, unless tax rates are con-
tinuously increased. While shifts in population and economic activity are
tending toward equalizing income across the country, the states have re-
tained dominance in their relative national role in state and local fiscal ac-
tivity. This can no longer be done. A downward transition must be
recognized, and policy should center on selecting priorities in the adjust-
ment of public service levels. With appropriate federal aid, this need not
mean severe service cutbacks in all areas, but rather a slow growth in ser-
vices provided while the rest of the nation catches up.

Lessons for the Growing Region

Itis likely that the rapid fiscal expansion in the state-local sector in the
South has yet to come. Investments in public infrastructure and human
Capital often lag behind the growth in population and income level. It is
noteworthy that this growth has been particularly rapid over the past five
years,

_ If the Southern tier of states is about to enter a fiscal growth period
Smilar to that experienced in the Northern tier in the 1960s, some of the
Painfu] fiscal lessons of that period might be well learned. Much of the pro-
blem facing the Northern tier states was not of their own making. The very
Tapid fiscal expansion in the mid- and late 1960s and early 1970s was to a
large extent the result of union pressures for higher employee compensa-
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tion, a demand that was abetted by a high rate of inflation, and a crowding
of high-cost, low-income citizens into the central cities. Much of this expen-
diture increase would have been difficult to avoid. Other aspects of the ex-
pansion, however, were more discretionary—the making of substantial
long-term fixed debt and pension commitments, the addition of substantial
numbers to the public employee roles, and the buying into federal programs
to expand the scope of services offered.

The growing states with rapidly developing public sectors could learn
much from this experience. But the lesson is not that public employee
unionization should be resisted or that public service levels should be kept at
modest levels, but rather that the longer-term consequences of fiscal deci-
sions should be continuously monitored. Moreover, there are conditions in
the growing region which may make the growth experience much less pain-
ful than in the Northern tier. A more favorable local government structure
and a more elastic tax mix that is less reliant on the property tax may allow
big, newer cities in the growth region to avoid the central-city financial crisis
which is so common in the Northern tier.
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