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pudated e stimates of various measures of central city-suburban fiscal disparities
(., 1| ave e semsed for 1957, along with previously published ACIR estimates for selected
\ years The estimates show that central city-suburban fiscal disparities have not

hanped dramatically over the past 30 years. Cross-sectional regressions estimated
low four different years siggest that the explanations for the existence of fiscal
disparities have not changed over time.

CENTRAL CITY-SUBURBAN
FISCAL DISPARITIES

ROY BAHL
JORGE MARTINEZ-VAZQUEZ
DAVID L. STOQUIST

Georgia State University

In a pioneering empirical analysis of the ﬁsca? problems of ;:lll‘l:?,
Campbell and Sacks (1967) documented that in 1962, centr 02’
governments in a representative sample of 36 metropolitan e Spfim n;l att:.
raised more taxes per capita, imposed higher tax rates, and received essants
aid per capita than did their surrounding suburban local gO\’Cm“t‘i : a
Campbell and Sacks argued that cities were overburdened by conges (:u’d
heavy concentration of poor families, and suburban oom.nflltﬂfs- Their study
prompted a large literature on metropolitan fiscal disparities. e
Later analyses sharpened the concept of fiscal dispant:es.and impro s
on the measurement, but the empirical work continued to point to the Sm:;e
conclusion — fiscal disparities were tipped in favor of the suburbs. By :
mid-1980s, however, interest in the subject had waned on both t]?e sc'holarly
and policy fronts. The federal government quit producing its biennial vol-
umes showing consolidated local government finances and employment if

of
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!argemeuopoliunmlhc ACIR has not issu
|ation since 1984, and there have been few fiscal Git
Bradburyetal.'inlw. Neither has there been a rush M
progTamsloeompemlc for central city overb yrdet
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govemmentrout:toreducing disparitics has pretty much become 8 Matict
for the history books.
What hﬂppenedlocausc this decline in intcrest if fiscal disparitics’ In

pﬂﬁicular, did fiscal dispa:ilic.s NATTOW uma;dr!_f‘.“r. in the latc 1ON0DsT We

Seekanansweﬂothisqucsliun. More explicitly, in this article we discuss Ihe
concept of fiscal disparitics and its measurement, provide updated cstimates
of fiscal disparities, and attempt to explain the changing paticr of fiscal
disparities over the last two decades.

THE CONCEPT, M EASUREMENT,
AND CAUSES OF FISCAL DISPARITIES

THE CONCEPT OF FISCAL DISPARITIES

To define fiscal disparities, let us assume (hat metropolitan arcas ar€
fragmented into n nonoverlapping local govcrnmcnls, and that neither lax
expo‘rting nor suburban exploitation take place. we define a resource-
requirements gap, d;, for the ith jurisdiction in the th metropolitan area as dy=
Ry +,F in+ 85— Ny where R;; represents revenues raised from own sources by
Ehe ith jurisdiction in the jth metropolitan area from a uniform tax effort, Fy
is federal aid, S, is state aid, and N, represents expenditures required 10
produce a “standard” package of local public services, which is defined in
terms of units of equal quality, not dollars. All values are expressed in per
capita terms.

Variations across metropolitan areas in the value d; for cenu_-al ci.ties
describe the relatiye fiscal problems of urban areas, whereas yariations 10 &;
across local governments within 2 metropolitan ared measure the fi
disparities problem. Fiscal disparities in this sense €
tages. Fiscal disadvantages arise because, after contro
mental aid, some jurisdictions have t© exert a higher
standard package of services, OF provide less service _at -
Fiscal disadvantages can be the result of differences 11 the cost ©

or in revenue bases. :
The ideaof 2 needs-resources 8P has long been recogn! :led (a: sp‘;‘;?:‘ll
and Sacks 1967 and Bradbury et al. 1984). Bradbury et al- P Y :
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Herences due 10 “environmental factors” outside the
T Eveimment. The strength of this definition of fisci
¢ e true 1o the idea of measuring differences in the
© £ 1ot cqualizing intergovernmental aid). Measuring
wal dispanties requires estimation of the cost of providing
& ola 2 b oag ! scrvices, and an unambiguous measurement of tax
the correct cost determinants of public services are
tily. Costs, for cxample, are sensitive tOlhemeOSi?lm
i RN, and they may vary with the type or range of services
Provided, and Iherefore with volers' preferences.
Perhaps for these feasons, most studies of fiscal d:spanhes start !J)'
E €% posl liscal disparitics — that iS,l’clall'VCdiﬁerenc.es_i{]pewap'm
Cxpenditures, laxes, and aid. No attempt is made madj“ﬂmelmnalbasehne
‘parities for differences in need, tax effort, or preferences for
public versus private goods. Most of these studies then mmmanexplaﬂa””g
of these city-suburb differences, usually focusing on needs, mmain
environmental differences Campbell and Sacks (1967), Sa‘:ksaﬂdcau. 31;
(1973), and the Advisory Commission on Intergovernmental g
(ACIR 1984) are all in this tradition. : .
This study is in the same tradition, and it adopts diﬂ'ere!lcesml?el:mb!:::ﬁ
Clpchdllul'c\' as the basic measure of fiscal disparity. Our interest is in

: : isparity over the
Measuring and explaining city-suburb differences in fiscal disparity 0
last two decades.

mcasure of ¢

THE MEZASUREMENT OF FISCAL DISPARITY

On the face of it

o/ io of
» Measuring city-suburb fiscal disparities as the ratio
city and subu

rban per capita expenditures seems straightforward. One star[:;
With a ratio in which the numerator is per capita expenditures (or mcs)th

all local governments that are coterminous with the central city area, and the
denominator is per capita expenditures of all local governments that aﬂ;
Coterminous with the outside central city area.’ In fact, the Pfﬂbmfls .

€stimating this ratio are formidable, and there is no easy or wholly satisfac-
tory way to resolve these measurement problems.*

gm:;be first problem is how to allocate the expenditure and taxes of 10‘_751
tricts;n[:“:ms (couﬂtieS, independent school districts, and other special t_ils-
as wel] :s at']z only partly coterminous with the central city. Previous studies,
special distﬁc:;;"i’{’ have attempted 1o identify the service area of each
and allocating these il‘eawide Isthand information and secondary sources,

Ing on fj
amounts on the pagis of population in the



central city and outside central city arcas. Thi
realistic assumption, but for want of a beticr alletna
The second issue is the appropriate level of aggices

mﬂﬂalcitymmtl’aditiunlmgun!n.( ampbell and e
a disparity between the fiscal activity of all local governs
city and that of all local governments in the outs & ral
are drawbacks to this approach. 1he outside cemtral city arca &% fat
hﬂmoynmandconlainstmlhnch and poor suburbs as weli as 8 rufal 1Fings
Moreover, as noted by MacManus (1978), neither the “central city
"S“b“ﬂ’s"Inﬁmldccisiun-nmkmg units, Ncverthcloas, we usc the aggre
gate measure in this study becausc the alternative ol estimating (he i al
behavior in the area served by each suburban jursdiction s simply pot
feasible.

."l't_lird,lhercisﬂie assignment problem, that is, the fact that the stale local
division of responsibility for certain functions differs from stale to stalc
HOWever,beFamwc are primurily concerned with city suburb fiscal differ
:l:t:ebseat::s::: Changcs‘in these differences over lime, Our MEasurc should

y the assignment proble m."

CAUSES OF FISCAL DISPARITIES

dis;?::i?ir:swedpmm the lfpdat.cd estimates of central city-suburban fiscal
we TBVicw::-li {llww these E.hspantics have changed over the last two dca‘_d‘“'
WilEe the y how earlier studies have explained trends in fiscal dispanitics.
Sacks (196 e empirical lradlt}on of “determinant studies,” Campbell and
il nd7) explored 1_h€ forlations in per capita Jocal government expen-
city and cu::xes by CStln.lalmg separate regression equations for lh(':: f:c“ll'll
subshs ide central city .arcas. They found that highcr-inoomc cities a
fedetad S}:‘-nt and laXP-d. at significantly higher rates, and that more state and
B aid stimulated higher levels of expenditures. Interestingly Campbell
Sacks, as well as several others (e.g., MacManus 1978), did not try t©
explain the disparities in these determinants between cities and suburbs. The
more contemporary analysis by Bradbury et al. (1984) used a median-voter
model similar to Borcherding and Deacon’s (1972), except that in addition
to the cost of the factors of production, the size of the public service budget
depends on “environmental” cost differences outside the control of local
officials. Their results show that one should expect a
ditures in central cities because COStS are greater, and thus fiscal disparities
are directly associated with cost disparities. In a recent papen Schwab and
Oates (1990) argue that the composition of the community should be included
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in the production function and that the composition of the community affects
the cost of production. The cost of production, therefore, may not be entirely 4
separable from the preferences of taxpayers. Furthermore, decentralized "
choice will not necessarily lead to an efficient outcome, in which case the |
introduction of equalizing intergovernmental grants on efficiency grounds ,
will be justified.” '

Costs of production and expenditure levels also are affected by economies
of scale, crowding, and production inefficiencies. The first two factors were
considered by Borcherding and Deacon (1972) and Bergstrom and Goodman |
(1973), and the third has been studied in several recent papers, such as Davis
and Hayes (1991). Because it seems likely that local governments do qot
produce efficiently, and that the degree of inefficiency varies between city
and suburb (e.g., cities may have to deal with more powerful public employee
unions), this would also be a factor associated with fiscal disparities.

The exploitation hypothesis literature is the one most closely linked tothe
issue of fiscal disparities. Sacks and Callahan (1973) pointed out th‘at com-
muters generate additional costs to the central city simply through thejourney |=
to work or shop. Brazer (1959) argued that public service requirements ar
(indirectly) higher in the central city because of the behavior of suburban
governments and residents. For example, because of fiscal zoning and ’1
discriminatory patterns in housing and labor markets, the central city faces '
a concentration of socioeconomic groups that places heavy demandls on
central city governments. Several of the earlier determinant studies claimed
to have found empirical support for the exploitation hypothesis. Brazef )
(1959), Hawley (1959), Campbell and Sacks (1967), and Kee (1965) all |
found that the smaller the central city population relative to the population
of the SMSA, the higher the city’s per capita expenditure. Hawley @99
showed that expenditures per capita in the central city were more close!)'
related to the population outside the central city than to the population within
the city, and Kee (1965) sharpened this estimate by controlling for differences
across states in allocations of service responsibility between state and local I

|
|

governments. Other researchers, including Neenan (1970), found support for
the exploitation hypothesis using case studies of individual cities.
However, it is also possible that the association between higher central
city expenditures and suburban population is only a part of the story and does
not imply exploitation. If commuters are net contributors to the local budget,
local governments may decide to provide services to attract industry and
hence commuters. In the spirit of this hypothesis, Neenan’s (1970) conclusion
for Detroit was challenged by Auld and Cook (1972) and Ramsey (1972).



TABLE 1: mwm Fiscal Dispa’ pes lod & Coe
2 = ' g s L
- 4 J =t - N
Per capita expenditures
Total 1 32 ‘98 VA7 | 40 ' 8
Education / o ) 5 ) .9
lh'.'m“ 207 213 2 04 87 2
Per capita taxes 1 59 | 42 2 1 3 | 2%
Pﬂfcmimm state aid”
P i A ) 99 138 V69 ot s
B:m oM 0 8rs 08 0
Sinle to population ratio” 2 06 : 79 e
of and federal aid as a percentage
cc;rmhc i. 158 208 2V¢ | 88
QC{;WWI b 8222 s B30 e M 200
CC employment 3579 6672 path 13060
0ce °mD‘°!rmanm| population rano pag 048 O 0 A4
CC state and f 1o population ratc! cae 098 OB 6 27
relativ:‘b ma'l:pef capita aid
0CC state and federal pe 005 009 0.1 008
relative to . r capita aid
o + B 004 008 008 004
R 904). Bureau { the Census, and the Wharton Urban Decentral
a. Thmmiecti Database. .
b. These mh:are measured as the ratio of central city 10 outside central oty
are expressed in current dollars
in the MSA

¢. These variabl
! es correspond either to the '
r than the central city (OCC). rio e Y S

UPDATED ESTIMATES OF FISCAL DISPARITIES
1&00‘;;&:‘ ti}s_k is to update to 1987 the measure of i iscal disparities l?ctw?en
perspecti cities and their suburbs. Because we want 10 use the historical
o ;?3 ;e oﬁergd by the ACIR studies, W€ computed disparities for 1987
fiscal di s included in these earlier ACIR studies.” The results of this
= sparities calculation for 35 MSAs aré prwented in Table 1 along wtth
b ¢ ACIR values for previous years: For 1987, the expendity’ disparity

etween city and suburb was 1.51 (i.e., cities spent $1.51 per capita for every
$1 spent by suburban governments), 2% 4 is much higher for noneducation
expenditures. Suburban governmenw, by contrast, maint-am an advantage in
per capita spending for education- Although the ?attem‘w not mar-k_edly dif-
ferent from that in past years: there is 2 trend of increasing disparities-
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L ihe Binancing side, per capita taxes are about 25% higher in cities than

1 ihe suburbs, but over the past three decades there has been a decline in per
Capita tax revenue for the central city relative to the suburbs. However, the
tax burden in the central city has increased relative to the suburbs. This may

be a consequence of the slower glﬂWth in income inlhecentralcily and the
pressures on the expenditure budget brought by the increasing concentration
of needy families in the central Cily.g

o what extent has the federal and state aid system been structured to
reduce these disparities? In 1977, central cities received $1.69 in state aﬂ.d l‘
federal aid for every $1 received by suburban governments. By 1987, this |
advantage had fallen to $1.53. This change is due to the phasing out of the |
big urban federal aid programs, and to the fact that state governments have |
not offset this decline. . . 3

Surprisingly, this story about city and suburban fiscal disparitics holds
across all regions, though there is some variation in disparity, as shownflﬂ
Table 2. Disparities in total expenditure per capita are more pronounced O:
the northeastern and midwestern MSAs than for those in the SOU!]? and :ct;e 1
Disparities in total expenditure per capita between the central city anc & |
suburbs in 1987 are 35% higher in the northeast than in the west. The '“g_‘:"fm :
gap in disparities is much more pronounced for noneducation cf,xpen i GBS 1
Central cities in the northeast spend 70% more for noﬂeducat“’f’_scr_wme
vis-a-vis their suburbs than do central cities in the west, whereas Bl r
midwest and south spend close to twice as much as do their SUb“_’bs' es

Although central cities in the four regions have on average .h‘gher taxm
per capita than their suburbs, the largest disparity takes Plaof" in the Soul:bs’
where per capita taxes in the central city are 43% higher than inthe sub 11%;
The smallest disparity is in the midwest, where central cities have only 11
higher per capita taxes than their suburbs. Without exception, central CIicS

- 5 : ith
also receive higher per capita federal and state aid than their suburbs, W1
the disparities in aid highest in the east.

DETERMINANTS OF DISPARITIES OVER TIME

This section identifies the main determinants of central city-suburb dis-
parities and studies the impact of these determinants on changes in fiscal
disparities over the last two decades. The dependent variable measures the
disparity in per capita total expenditures between the central city and the
sulxburbs. The theory of local public finance tells us that metropolitan fiscal
disparities between the central city and suburban governments are likely to

o — A
- — -
—— e — — | —
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TABLE 3 Regressions for Total Expenditure Per Capita Disparities Betweenthe |
Central City and OCC: 1970, 1977, 1981, 1987*" |

1970 1977 1981 1987 [

- . 37 031
OCC per capita aid to average family income -0.37 -048 -0.3
(3.25) (408) (325 (238)

CC average family income 076 o071 076 07
(2.50) (2.31) (250 (2.42)
OCC average family income -0.51 -087 -051 040 l
(1.33) (1.98) (1.33) (0.98)
CC employment to population® 013 026 013 009 ‘
(1.40) (264) (1.40) (083)
OCC employment to population® 018 -003 -018 -0.23 |
(3.54) (0.66) (355 (3.01) l
CC per capita aid to average family income 044 046 044 036
(4.48) (4.74) (4.49) (3.61) ‘
199 111 |
Constant -2.05 155 -1.99 -1
(1.02) (052) (0.78) (3.05)
Adjusted A° 065 050 053 05

S ions.
NOTE: Absolute values of f statistics, number of observations: 35 in all four equatio

a. All variables are in logarithms. E e Cto
b. The dependent variable is the log of the ratio of per capita expenditure in the C
expenditure per capita in the OCC.

F statistic 11.41 677 132 688 l
; |
c. The 1970 regression uses values from 1976 for these two variables.

arise from disparities in the capacity to finance, the economic ifltcl'dEPeﬂd;
ency of the city and the suburbs, environmental factors affecting costs ©
production, the efficiency with which services are delivered, and the under-
lying demand for government versus private services. [
The regression results presented in Table 3 correspond to a doublt?-IOE l
specification that performed consistently better than a linear and scnu—!og
specification. Alternative specifications of the explanatory factors were tried |
in the regressions. Three groups of explanatory variables, for both central l
city and suburbs, systematically performed well and were kept in the final ]
run. These variables were per capita income, the employment (establishment- |
based) to population ratio, and federal and state aid relative to per capita
income." Each of the variables was entered separately, for the central city l
(CC) and the other than the central city (OCC), rather than as ratios to allow (
for a differential response of the fiscal disparities to the source of change. ‘
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s included it O inarsl

{ in the regrossion
fot diffcrcnd

Othervaﬂlbles that were tnece
indcx, and proxics

facmrsswchupopulalion and a cost-of-LIVINE
levels of efficiency for central city and suburban governmenis, such as (he
total number of govr,rnmcnl::l units in the metropolilan arca and a Quiminy
V?Iiable for whether the central city also was the stalc capital The contial
city and the surrounding EOV ernments in cach metropolilan arca wefc as
Sum‘edto draw inputs from the same markcls, and thus the prices of labot,
Cﬂpl'tal,andother inputs they faced were assumed 10 be the same Among the
l’-ﬂVlr?nmenial variables we tricd were the relative incidence of violent (and
fmnvmlent) crimes in the central city and outside central city, (he relative
importance of minority (black) population, the relative imporance of elderly
g‘ll:;)]ﬁ;? gopulalion, the relative importance of population without a high
of it E[;mz;, age of housing, and several indices of distress and quality
ivch sf. : ack of sagmhcancc of most of these environmental variables
s~ izl.,iT “:0 _thc conjecture that state and federal aid may be effective in
disparities%e t:.r impact of environmental variables on expenditure per capita
1 een the central city and the suburbs.
lation: ;;’;Sol:llﬁ-rcpo'ncd in Table 3 for the most part conform to prior eXpec
capile exPendli%m dnq often they are st.atnsucally si_gniﬁanl. The n!io of per
Pt withurkcls in the ccm.ral .cuy to that in the suburbs mcn:_asﬂ
cmolitatial s the average family income in the city (subur?s), the ratio of
of Gt Olﬁoguléllon in the city (suburbs), and the relative importance
b e axq in the city (suburbs). For some of the years, di ties
in pef et xpenditures rcSpo.nded differently to
Ofdisparti,tie income and 'tht? ratio of employment 10 populati
40 ;{:& changes in intergovernmental aid relative to income was very
S ) central city and s‘:uburbs. To imerp.ret the @eﬁacnts, note
R WOulcll) e,a 19% increase in average fan.'lily income in the central city
BHIR o have lrfcreas:,cd the CC/OCC ratio for per capita Fxgendlmr?s
e S\lbl;rb ereas an identical increase of 10% in average family income in
Combined's would 'have decreased the ratio by 5.3%. The net effect of a
e d increase in average family income of 10% would have been @ net
rease in the CC/OCC ratio of 1.8%-
ThO}“' m?}in interest in the results in Table 3 is from a historical perspecﬁve.
¢ identifiable set of determinants of fiscal disparities has remained basi-
cally the same over the period of 17 years covered.Ina post-aid world, central
city-suburban disparities vary systematically “with resources available, either
own resources (per capita income) OF external resources (aid and services
demanded by nonresidents)- To judge from the estimated coefficients r¢-
ported in Table 3, the marginal impacts ©

f relative changes in income,
employment, and aid on fiscal disparities have peen fairly constant over time.
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l
The overall changes in disparities in per capita total expenditures— the first [
row of Table | — are more related to changes in resources available to central
cities and suburbs,

The sample mean values for per capita income, employment to po'pul:_i-
tion, and aid are reported in the bottom half of Table 1. The disparity in aid
increased in favor of the central cities through 1977 but declined in both 1981
and 1987. The disparities in per capita income have become sligh.lly more |
pronounced against the central cities over the entire sample period. :Il“ﬂﬁ
advantage in the employment to population ratio held by central cities
vis-A-vis the suburbs, with a disparity ratio of 2.05 in 1970, had decreased to

1.60 by 1987.

SUMMARY AND CONCLUSION

This article reviewed the conceptual and measurement pro.blemsdstlilr;
rounding the issue of fiscal disparities between the central.cﬂ)' an £ the l
suburbs, and the explanations given in the literature for the existence 0 2 ‘
disparities. We also updated to 1987 the ACIR measurements of cen ‘
city-suburbs fiscal disparities for 35 large MSAs. : :

)E)n average, fiscal disparities between central cities and their sutfsr;:::

a sample of 35 MSAs do not look much different in 1987 than they dlf £ X
even 30 years ago. Empirically, we find that a good portion O ":lb
metropolitan variations in fiscal disparities can be COnSlSte.ntly explaine .t}’
differences in the communities’ own resources, as proxied by per capt;]a
income, by differences in state and federal aid, and by hO\fV much of the
jurisdiction services are demanded by nonresidents, as me‘ed_ by th-a i
ployment to population ratio. In a post-aid world, diffcrences_m som(?cfio'
nomic characteristics do not appear to play a significant role in explaining
central city-suburban fiscal disparities.

NOTES

1. The most notable is Ladd and Yinger’s (1989) comprehensive study.

2. The Bradbury et al. paper is really not about fiscal disparities in metropolitan areas but
about disparities among communities in Massachusetts. However, because a needs-resources
£ap is calculated for each community, their approach could be used to measure fiscal disparities
within metropolitan areas.
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( auiside contral cily SI€8 =t 1mum5¢..',u
sl s Soyimoes S hs  Phocaunt

3 wemlb.wsuhuﬂun suburtrs, and ouls
pepeys 2 w itk B

4, m(mofmﬂmp)ln.n. fiscal disparitics
chmlloe:phlﬂ variations ovecf L and o prodece a8 UF
estimates for 1977 and 1981, we have sticmpied 1o follow his methodelogy 8 sllacalitg s
P‘“dimhﬂmuﬂll’ﬂ cities and suburbs He has provided us

3. M.Ml that describes the methodology I
the authors on request.

6. In the case of city-suburb differences, the asaignme bl protscm
C?Eofdungu in fiscal dispantics, the assignment problem arises ¢
S'Fiﬁmlchlnsﬂin the division ol lr\;nmuhnlm, betwech the stale and its local suvcﬂmuﬂh
Clearly, some changes have come 1o the arca of stale assumption of welfare linancing. Howevel
between 1967 and 1987, the direct cxpenditure share of state governments ie 10lal S and kxcal
government expenditures rosc only from 44.3% 10 45 8%, This s al least |
there: have not been major shifts in the assignment of responsibilitics betw

e s i€ fhal

wlatcd] scrice CON

sliowed ia (hin

sl ! - aak oml In e
saly if thelfe Bave taeh

cch slatcey and theif

local governments.
. lh7- The e!feﬂ of community composition I8 related to the literature on peeT group effects
in the production of education.

California, in the ACIR (1984)

“stws. 'No'cilies. Patterson, New Jersey, and San Bernardino,
ere omilted because of missing data. The list of MSAs is provided in Table 2

gnvergs.lmi‘:“i:’ if tlhc ce ntral city can export a greater share of its taxes than can the suburban

W mnfmls ratio overstates the relative disadvantage of the central city. r
R < t.‘.dcral aid are to some extent determined by the tevel of cx‘P""d"“"’ in the
ek e simultancous d;:crmmaliun of aid and expenditures requires the usc of &
el e squfm_ (TSLS) estimation. When the equations Were estimated using TSLS, the
ry similar to the ordinary Jeast square resulls reported here.
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