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Spending for Public Improvements
Revenue Bond Financing Rises in 

Sixth District States

O ver the past decade, state governments have launched the most 
ambitious program of public improvements in our nation’s history. 
Capital expenditures for highways, schools, and other facilities have 
reached unprecedented levels as states have tried to “catch up” and 
keep apace with the demands of their citizens.

Many states entered the postwar period with a backlog of needed 
capital improvements that had accumulated during years of depression 
and war. As states set about to renew and extend projects long-post
poned, they found themselves also confronted with the need to expand 
outlays further because of increases in population and suburbanization.
To further complicate matters, rising prices were cutting down the 
services that could be provided, and the public generally was demand
ing services of a higher quality.

" Could the states ignore the obvious and continue to spend for 
capital improvements at the prewar rate? The school-age population 
bulged. Roads were traveled more intensively by a greater number of 
cars. Existing facilities of many types were overloaded. The need for 
many projects had been clearly demonstrated. The only problem was 
how to finance these outlays for better and additional public services.

Net Long-Term Debt Outstanding 1946-57, Fiscal Years 
Sixth District States
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Debt Expansion
For those states that lie wholly or partly within the Sixth 
Federal Reserve District—Alabama, Florida, Georgia, 
Louisiana, Mississippi, and Tennessee—capital expendi
tures increased from $46 million in fiscal 1946 to about 
$580 million in fiscal 1957. Over this same period, the 
general revenue of District states also rose from $704 
million to $2,497 million as taxes increased and rising 
income and retail sales enlarged the tax bases these 
governments customarily depend on for their tax revenues.

With the increase in capital expenditures so much 
greater than that in revenues, it was clear that even with 
new taxes and higher collections, the postwar level of 
capital spending could not be financed on a current basis. 
States partially closed the gap between expenditures and 
revenues by drawing down surplus and reserve funds. 
They had to depend upon external financing, however, to 
a great extent.

Outlays which could not be covered out of revenues re
quired extensive borrowing. As a result, the net long-term 
debt outstanding of District states and their agencies rose 
from $321 million in fiscal 1946 to $1,023 million in fiscal
1957. The debt has risen at an average annual rate of 17 
percent since 1952, compared with 9 percent for 1946-51.

As the debt has grown, its composition has changed. In 
1946, full faith and credit debt—payment of which is 
guaranteed by the state—accounted for 80 percent of 
total debt outstanding. Initially, bond issues which are 
“guaranteed” may be payable from a specified source, but 
if the specific source proves inadequate, payments will be 
met out of general revenues. Full faith and credit debt has 
declined steadily in importance during the last decade, 
until in fiscal 1957 it accounted for only 34 percent of 
total debt outstanding.

Offsetting this decline in full faith and credit debt has 
been the rapid growth in the nonguaranteed portion of 
the debt. Such debt amounted to $67 million in fiscal 
1946, or 20 percent of the total, but by fiscal 1957 had 
risen to $675 million, or 66 percent of the total. Two- 
thirds of the amount is owed by Georgia and Florida, 
states in which all outstanding debt is nonguaranteed.

Nonguaranteed Debt and Revenue Bonds
The increasing importance of nonguaranteed debt reflects 
the greater use of revenue bonds by states. The term 
revenue bonds is used loosely to identify bonds of a 
political subdivision or governmental agency. These bonds 
are payable solely from a specified revenue source and 
hold no legal claim on general revenues if the pledged 
source is insufficient. These bonds may be distinguished 
from general obligation bonds, which are secured by the 
full faith and credit and taxing power of the state.

Although revenue bonds are roughly comparable with 
nonguaranteed debt, they are not synonymous. In some 
instances, revenue bonds carry the state’s “guarantee” in 
the event the specified revenue source should prove in
adequate. The legal status of revenue bonds which carry 
the pledge of the general credit is quite different, how
ever, from that of revenue bonds which do not have this 
added support.

Net Long-Term Outstanding 
Sixth District States, by State 
1946 and 1957, Fiscal Years
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A distinguishing characteristic of revenue bonds, and 
a major reason why they are so important, is that they are 
generally not regarded as debts of the state. Over the 
years, the courts have been faced with the task of deciding 
when a debt is a debt as defined by state constitutional 
provisions limiting debt. Out of these decisions has de
veloped the “special funds” doctrine. In simple terms, this 
doctrine implies that an obligation that is payable from a 
special fund and that is not a charge on general revenues 
or a pledge of the full faith and credit of the state is not a 
debt under the constitution.

Some people, however, contend that there is no such 
thing as nonguaranteed debt, and that a state could not 
stand aloof in the event of a default in debt by an agen
cy which it had created. Even apart from a moral obliga
tion, repudiation might result in a deterioration of the 
state’s credit rating. Ultimately, therefore, it might be 
the taxpayer who pays.

Constitutional Debt Limits
The decision of the courts that revenue bonds are gener
ally not debts of the state was a boon to those states with 
low debt limits. The debt limit of a number of District 
states is so low that even urgently needed capital outlays 
would have to be postponed or abandoned if revenue 
bonds were not used. The constitutional debt limit of 
District states ranges from $300,000 for Alabama to $2 
million for Louisiana. Georgia’s debt limit is set at 
$500,000. Florida’s constitution specifies no b o rro w in g  
whatsoever except to repel invasion, but Mississippi and 
Tennessee have unlimited powers to borrow. Constitu
tional amendments have stretched the debt limit of some 
states, but such amendments are often difficult to obtain. 
An easier way to obtain funds is through the issuance of 
revenue bonds.

Revenue Bond-Issuing Agencies
The states’ inability to issue general obligation bonds be
cause of legal limitations on the amount of debt is prob
ably a major reason for the increasing use of revenue
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bonds. There are, however, other important factors which 
influence the use of these bonds.

Some state ventures, it is believed, should be self- 
supporting without a tax subsidy. Roads, bridges, ports, 
and other types of self-liquidating projects—if well con
ceived and managed—may be efficiently financed by reve
nue bonds. The cost of providing the service, for example, 
can be charged to the users of the service rather than 
spread among all taxpayers. The “user pay” principle is 
not, however, universally accepted, and some people con
tend that “ability to pay” rather than “use” should be the 
criterion for determining an equitable tax structure.

Outstanding Revenue Bond Issues 
By Purpose 
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Another advantage often cited by supporters of revenue 
bonds and revenue bond-issuing agencies is that the use of 
this type of organization makes it possible to transcend 
state boundaries. In the case of roads, for example, serv
ices may be administered on the basis of economic and 
geographic factors rather than political units. Other 
people, however, contend that with the variety and number 
°f political units now in existence, what we need to do 
least of all is to create new ones.

Many states have given to existing agencies the power 
to issue revenue bonds, but more often they have created 
authorities, boards and commissions, and granted them 
that power. In the typical case, revenue bonds are sold 
in order to finance some specific revenue-producing pro
ject. The bonds are then serviced from the income or 
revenue from that project.

An example may serve to illustrate how these agencies 
work. The Florida State Turnpike Authority—a public 
corporation—was created by the state legislature in 1953. 
This authority was authorized to construct, maintain, and 
operate turnpike projects and highways approved by the 
legislature. One of the projects undertaken by the authority 
was the Sunshine Parkway, a dual-lane highway of over 
100 miles. This involved an outlay in excess of $70 
million. The funds to build the highway were not raised

through taxation, but by issuing revenue bonds against 
prospective income to be derived from tolls after the road 
was completed.

The funds were raised and the road was built. The 
authority is now a going concern, taking in over $3.5 
million in toll revenues in 1957. The debt is being paid 
off and, if all continues to go well, the project will be self- 
liquidating over a period of years.

Revenue bond issues are not necessarily confined to 
“genuine” self-liquidating projects—those in which reve
nues and fees liquidate indebtedness. In some instances, 
particular taxes or other specified forms of general revenue 
are earmarked and pledged as security for revenue bonds. 
In Georgia, for example, the legislature created the State 
School Building Authority in 1951. This authority was 
essentially a financing agency that made it possible for 
school systems to get money to build schools.

The plan worked like this: The authority entered into 
a building contract with the local school system, sold 
revenue bonds to raise the money, erected the new build
ing, and then rented it to the local school system. The 
local school system pays the authority the annual rental 
from the money it gets from the state as its share of 
regular appropriations for capital improvements. Although 
all this “high finance” seems rather complicated, this 
authority has raised over $157 million in the last five 
years to build new schools.

The number of state agencies which are authorized 
to issue revenue bonds and are currently active ranges 
from two in Tennessee to nine in Georgia. In the Sixth 
District states there are approximately 32 such agencies. 
Of this number, 62 percent were created to develop roads, 
bridges, ports, and school buildings.

Revenue Bond-Issuing Agencies 
Sixth District States, Mid-1957

Purpose Number
Percent 
of Toted

Amount
Outstanding

Percent 
of Total

Schools . . . . 7 22 $242,948,194 26
Roads and Bridges 9 28 527,855,500 56
Ports . . . . 4 12 43,092,000 5
Public Buildings . 4 13 77,164,500 8
Other . . . . 8 25 43,450,000 5

Total . . . . . 32 100 934,510,194 100

The total of revenue bonds outstanding for all Dis
trict states came to about $935 million in mid-1957. 
Most of this debt is nonguaranteed debt, although some 
District states, Louisiana in particular, pledge their credit 
and “guarantee” certain issues. Florida topped all states 
with approximately $305 million in revenue bonds out
standing. Georgia, Louisiana, Mississippi, and Alabama 
followed behind Florida. Tennessee owed the least amount 
outstanding, only $4 million.

Over four-fifths of all revenue bonds outstanding were 
originally issued for the purpose of building schools, 
roads, and bridges, with school bonds especially important 
in Georgia and Florida. Issuance of bonds for the purpose 
of building roads and bridges was widespread throughout 
all states, but port issues were largely confined to Louisi
ana, Georgia, and Florida.
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Future of Revenue Bond-Issuing Agencies
Revenue bond-issuing agencies have developed largely in 
response to the need to finance capital outlays, many of 
which could not be postponed. Some projects, particular
ly the self-liquidating ones, would probably have been 
financed through the issuance of revenue bonds even in 
the absence of constitutional debt limits. General obliga
tion bonds, however, might have been more appropriate 
in other cases, since interest rates on these bonds tend to 
be lower than on revenue bonds.

Because of existing debt limits, however, many states 
do not have the option to choose between types of financ
ing. A more flexible debt limit designed to accommodate 
demonstrated capital needs would, therefore, broaden the 
choice of alternatives open to the states.

But how can the debt of revenue bond-issuing agencies

be kept within manageable limits, particularly since people 
are often unaware that it exists? First of all, these agencies, 
when they are created by the state, are generally limited 
as to the amount of debt they may incur. Even within this 
limit, however, borrowing may be checked by the market. 
The present and prospective financial conditions of these 
agencies are carefully reviewed by investors. If they are 
found wanting, bonds will go unsold.

Revenue bond-issuing agencies in the postwar period 
have accomplished much, and their performance to date 
generally would have to be regarded as highly satisfactory. 
Experience with these agencies, however, in general has 
been limited to the last decade, a period in which the 
economic climate was favorable to many types of ventures. 
Trouble is not necessarily in the offing, however, and may 
be averted or minimized by an alert legislature responsive 
to an informed public. Alfred r  Jqhnson

A Barometer of Sixth District Spending
New Indexes of Bank Debits

This issue of the Monthly Review presents an additional 
tool for use in analyzing business conditions in individual 
Sixth District states. Indexes of bank debits have been 
constructed that make it possible to compare month-to- 
month changes in total spending by check in each state 
with the influence of seasonal factors removed. Bank 
debits represent charges against checking accounts of in
dividuals, businesses, and state and local governments at 
commercial banks. Since more than 90 percent of all 
payments for goods and services are made by check, this 
measure of spending, in turn, helps measure the general 
level of business activity.

Coverage Varies among States
The Federal Reserve System has been collecting debit 
figures from major cities since 1919. Some 205 banks in 
54 District cities and towns are currently reporting debits. 
The coverage varies from state to state, of course, but the 
reporting banks represent fairly well checking account 
activity throughout the area. Deposits at banks that re
ported debits on December 31, 1957, accounted for 62 
percent of total District bank deposits; by state, propor
tions ranged from 47 percent in Mississippi to 65 percent 
in Tennessee.

Indexes Based on Total Estimated Debits
The new index is based on total estimated debits in each 
state. For banks that do not report, debits were estimated 
by multiplying the volume of their deposits by the rate 
of turnover at the smaller reporting banks. The rate of 
turnover was calculated by dividing total debits by the 
average volume of outstanding demand deposits. Estimated 
debits for nonreporting banks were added to those of 
reporting banks. The indexes are merely total estimated 
debits of all banks expressed as a percentage of average 
monthly debits during the three-year period, 1947-49.

To remove the effects of normal seasonal variations on 
month-to-month changes, the indexes were divided by 
seasonal adjustment factors, or ratios of each months 
debits to average monthly debits. In Florida, for example, 
the December seasonal adjustment factor is 114. This 
means that check spending in that month is 14 percent 
higher than it is during the average month.

Thus, the seasonal adjustment factors point out the im
portant business months of the year. In the District as a 
whole, debits are greater following the principal holidays, 
farm marketing seasons, and the major tax payment period- 
This pattern is generally followed in all of the states. Varia
tions, such as the high level of debits in Florida through
out the winter tourist season, are due to special economic 
conditions that exist in each state.

Seasonal Adjustment Factors for Bank Debits 
Sixth District States

District Ala. Fla. Ga. La. Miss. Tenn.

January . . 105 102 114 102 114 105 104
February . . 93 93 101 92 100 95 91
March . . . . 101 99 110 101 100 98 100
April . . . . 99 98 108 98 98 98 97
May . . . . 103 105 103 102 102 106 99

99June . . . . 99 100 95 98 93 97
July . . . 100 100 98 98 99 101 100

103
98

104
99 

106

August . . . . 101 100 93 103 98 99
September . . . 95 96 87 97 90 97
October . . 102 103 92 104 102 104
November . . 97 100 93 99 99 97
December . . 105 104 106 106 105 103

Long-Term Growth in Each State
From the indexes, long-term growth trends can be de
termined in the District and in each state. Total estimate 
debits in the entire District in 1957 amounted to $1
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