
Assessing the Fiscal Health of 
State and Local Governments in the Southeast 

An era of fiscal austerity is clearly in the offing for 
many state and local governments. All across 
the nation, people and businesses appear likely 
to feel the pinch as spendingis curtailed and new 
taxes are levied. Fiscal stress has already been 
evident in lower bond ratings for some munici-
palities. Erosion of revenue bases has prompted 
intense efforts by state legislators, governors, city 
council members, and mayors to trim spending 
and raise taxes. After adjusting for inflation, real 
outlays for highways, wastewater treatment, and 
maintenance of such facilities as dams, roads, 
bridges and sewers have been falling. Since 
federal aid constituted more than a fifth of state 

and local revenues in 1981, the scheduled reduc-
tion in these funds over the next three years ' 
could lead to a significant cutback in state and ) 
local services and shelve plans for capital improve 
ments. Therefore, many state and local elected 
officials will be confronted with major political 
and fiscal challenges in the years ahead. 

These issues are certainly of utmost importance 
for state and local governments and for the 
nation in general. What is the fiscal position of 
the state and local governments providing public ) 
services to the 30 million or so residents in the 
Southeast? Since they have above average popu-
lation growth, a higher concentration of low-

Despite rapid population and economic growth, states 
and localities in the Southeast are in a more favorable 
position to cope with loss of federal funding than are 
those elsewhere. 
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income and elderly residents, and greater reliance 
on the federal government are southern states, 
cities, and towns more likely to be adversely 
affected by public sector austerity than higher-
income northern cities and towns? Or are south-
eastern state and local governments better able 
to cope with federal budget cutbacks scheduled 
for the next four years than their counterparts 
elsewhere? 

Measuring Stress1 

Many indicators can be used to assess a 
government's fiscal condition. The Advisory Com-
mission on Intergovernmental Fiscal Relations 
(ACIR) suggests several warning signs of future 
financial trouble. Among the more important are: 
(a) a consistent pattern of current expenditures 

exceeding current revenues,2 (b) an excess of 
current operating liabilities over current assets, 
(c) short-term operating loans outstanding at the 
end of the fiscal year, (d) a high and rising rate of 
property tax delinquency, and (e) an abrupt and 
substantial rise in the assessed value of property. 

The list of potential candidates is almost end-
less. Rapidly rising state and local tax rates, 
change in the level of population, growing in-
equalities of per capita income among communi-
ties, current account deficits and the need of the 
government to borrow, particularly short term, 
have all been found to be useful indicators of 
impending fiscal squeeze. 

In measuring stress, however, most public finance 
experts consider long-term debt an appropriate 
way to finance long-term capital projects for 
which benefits accrue over a number of years.Tax 
anticipation notes can be an effective means of 
raising cash to smooth out seasonal fluctuation in 
receipts and expenditures. However, projections of 
future revenues are not infallible. Errors in revenue 

'For a discussion of the relative merits of using these measures, see J. 
Richard Aronson and Arthur E. King, "Is There a Fiscal Crisis Outside of New 
York?" National Tax Journal, (June, 1978) p. 153. Also see Edward Grämlich, 
"New York: Ripple or Tidal Wave? The New York City Fiscal Crisis, American 
E c o n o m i c Review (Papers and Proceedings, May 1976). 
'Unconstitutional in many jurisdictions. 

forecasts will be reflected in high debt-service 
burden of the local government in question. 
Thus, an unanticipated proportion of current 
revenues will be used to service debt, leaving a 
smaller portion of revenues to provide public 
services. Debt service includes the amount of 
current revenue used to retire long- and short-
term debt, as well as interest payments required 
to service debt. Therefore, the ability of state and 
local governments to service debt depends upon 
their ability to carry it. Thus, a first approximation 
of fiscal conditions of a government is the ratio of 
debt service to revenue from its own sources 
(taxes, charges, etc.). A high and increasing ratio 
signals potential problems. A low and declining 
ratio (compared to other state and local govern-
ments) suggests relative fiscal strength.3 

Today, when intergovernmental aid has reached 
unprecedented proportions, limiting capacity to 
revenues from own sources could significantly 
understate the debt-carrying capacity of state 
and local governments and thereby overstate 
fiscal stress. It is therefore imperative that any 
measure of capacity be broadened to include 
intergovernmental revenue. Intergovernmental 
transfers, however, are not considered as certain 
as revenues from own sources, especially in light 
of federal budget cutbacks. It is therefore im-
portant to measure debt burden in relation to 
revenue from own sources (as well as to total 
general revenue). 

However, mounting fiscal pressure may not be 
readily apparent even if debt-service payments 
are measured in relation to both measures of 

3Many states have either constitutional or statutory limits on either the 
absolute or relative amount of debt they are allowed to issue. Rhode Island, 
for instance, dates as far back as 1842. Alabama 1867, and Georgia 1877. 
Borrowing to finance long-term capital projects, however, is often an exception. 
Heins, for instance, argued that "innovations in state finance have enabled 
states to borrow for almost any purpose regardless of constitutional provisions. It 
is reasonable to conclude that debt restrictions are no longer accomplishing 
that which they were originally intended to accomplish." But regardless of 
whether states are more financially sound owing to legal debt restriction or 
more prudent management of public resources, the relative fiscal health of 
these governmental units is unaltered. See A. James Heins, Constitutional 
Restrictions Against State Debt the University of Wisconsin Press, Madison 
1963, p. 27. 
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T a b l e 1 . F iscal Report Card of State and Loca l Governments by Region, 1979-80: 
General Revenue from Own S o u r c e s 
(millions of dollars) 

Long-term Interest General 
Debt Payments on Gross Revenue from Relative Burden 

Retired General Debt Burden Own Sources 1979-80 1974-75 

United States 17,404.3 14,746.8 32,151.1 299,293.0 10.7 10.9 
Southeast 2,593.5 2,586.2 5,179.7 55,229.7 9.4 10.2 

Alabama 230.5 168.9 399.4 3,833.8 10.4 11.2 
Florida 548.3 436.6 984.9 10,494.3 9.4 8.4 
Georgia 196.3 206.9 403.7 6,100.9 6.6 8.4 
Louisiana 261.7 306.2 567.9 5.362.0 10.6 12.1 
Mississippi 109.9 99.9 209.8 2.389.5 8.8 16.1 
Tennessee 298.0 229.2 527.2 4,301.9 12.3 11.4 

Mideast 5,470.0 4,834.8 10,304.8 65,618.7 15.7 15.1 
New England 1,216.7 996.2 2,218.9 15,618.0 14.2 14.4 
Great Lakes 3,213.8 2,281.9 5,495.7 53,166.1 10.3 9.0 
Southwest 1,434.3 1,022.3 2,465.6 25,586.1 9.6 11.5 
Plains 1,130.4 807.0 1,937.4 22,130.3 8.8 8.6 
Far West 1,967.5 1,832.4 3,799.9 52,181.5 7.3 8.4 
Rocky Mountains 308.5 315.5 623.9 8,853.3 7.0 7.1 

Source: Governmental Finances in 1979-80, U.S. Department of Commerce, Bureau of the Census, GF-80, No. 5. 

capacity. State and local governments confronted 
with rising debt-service pressure may respond by 
raising tax rates and other charges. The result 
would be a constant or even declining debt-
service burden. In this case, rising tax rates rather 
than debt-service ratios tend to be more telling 
of financial stress. Our approach to this problem 
is to relate debt-service payments to yet a third 
measure of capacity—personal income in the 
state. A situation characterized by constant or 
even declining debt-service burden with rising 
ratios of debt-service payments to personal income 
implies increasing effective tax rates. 

The above three measures are conventional 
debt service ratios. They indicate the amount of 
funds needed for annual long-term debt retire-
ment and interest payments that must come out 
of revenue from own sources, total revenue 
(including intergovernmental transfers), and the 
state's personal income. However, each of the 
measures limits debt service to long-term debt. 
In contrast, short-term debt is becoming more 
frequently used by local governments. In recog-
nition of this growing trend, the conventional 
ratios of debt service have been broadened to 

include the amount of short-term debt outstand-
ing at the end of the fiscal year. Together, with 
the three conventional ratios, the inclusion of 
short-term outstanding debt in the three indi-
cations gives us six measures of fiscal conditions 
(see Tables 2 and 3 and Chart). 

A seventh measure of fiscal stress relates the 
government's short-term debt outstanding to its 
cash and security holdings. A high and rising ratio 
over time may be a particularly sensitive indicator of 
impending financial problems. Should anticipated 
revenues fall short of actual expenditures, there 
will be greater reliance on short-term debt and/or 
drawing down on cash balances in order to 
finance current operations. This measure can 
therefore be viewed as a rough proxy of short-
term solvency of the government. Those govern-
ments with sharply rising ratios are considered to 
be nearing financial collapse. Those with very 
low ratios are viewed as financially sound. 

It isn't possible to predetermine the level of 
any of the above measures which indicate fiscal 
danger or impending financial difficulty. In general, 
increasing values of several of these ratios over a 
period of years can indeed be interpreted as 
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Fiscal Report Card 
Relative Debt Burden, 1979-80 

( ' n c l u d l n 9 short- term debt outstanding) 

The South scores well. 
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Source: Governmental Finances in 1979-80, U.S. Department of Commerce, Bureau of the Census, GF-80, No. 5 

signs of increasing fiscal pressure. Moreover, our 
understanding of relative financial conditions 
can be considerably enhanced by comparingthe 
levels of these indicators between state and local 
governments. By doing so, we can at least deter-
mine if some governments are in more financial 
trouble than others. 

Findings 
We examined levels as well as recent trends 

in seven measures of financial stress at the 
state and local levels for the 50 states and the 
District of Columbia in 1974-75 and 1979-80. 
Regardless of the particular measures used, the 
results were basically the same. Table 1 shows 
the basic empirical results using debt service 
relative to revenue from own sources. By this 
measure, which does not differ markedly from 
the five other measures shown in Tables 2 and 
3, New York's state and local governments 
were in the worst fiscal condition, a carry-over 
from the near bankruptcy of New York City in 
the mid-70s. States with the lowest ratios were 
located in the West and South. California had a 

ratio of less than 6 percent, only a third as high 
as New York's state and local governments. 

The fiscal status of state and local govern-
ments in the Southeast is remarkably better 
than for state and local governments in general. 
The low ratio of debt-service payments to 
revenue from a government's own sources 
clearly supports this view. Many of these gov-
ernments are in a better position to absorb 
federal spending reductions than are state and 
local governments elsewhere. The highest bur-
den was in Tennessee at 12.3 percent, the 
lowest in Georgia at 6.6 percent. The average 
for all state and local governments in the 
Southeast was 9.4 percent, well under the 10.7 
percent nationwide. Florida's relative debt bur-
den was the same as the southeastern average 
of 9.4 percent. 

So, state and local governments around the 
Southeast are in better shape fiscally than 
governmental units elsewhere. This does not 
suggest, however, that elected officials in the 
Southeast had no difficulty reconciling receipts 
and expenditures in the last legislative session. 
As our research indicates, fiscal conditions 
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Table 2. Fiscal Report Card of State and Local Governments by Region, 1979-80, 1974-75 

Gross Burden Gross Burden Including Short-Term Debt 
Relative to: Relative to: 

Total General Personal Total General Personal 
Revenue Income Revenue Income 

79-80 74-75 79-80 74-75 79-80 74-75 79-80 74-75 
United States 8.4 8.6 1.7 1.7 11.9 17.3 2.4 3.9 
Southeast 7.1 7.7 1.4 1.4 9.4 10.6 1.8 2.0 

Alabama 7.5 8.1 1.5 1.6 11.2 11.4 2.2 2.2 
Florida 7.4 6.9 1.3 1.1 8.6 8.6 1.5 1.4 
Georgia 5.0 6.3 1.0 1.2 6.6 9.5 1.3 1.9 
Louisiana 8.1 9.4 1.8 2.1 8.9 10.4 2.0 2.3 
Mississippi 6.1 7.2 1.4 1.6 7.1 9.6 1.6 2.1 
Tennessee 9.0 8.6 1.6 1.6 15.1 15.0 2.8 2.7 

Mideast 12.4 12.8 2.7 2.8 18.3 32.6 3.9 6.9 
New England 10.2 11.4 2.0 2.2 20.9 30.8 4.1 5.8 
Great Lakes 8.6 7.3 1.5 1.3 13.2 14.7 2.2 2.6 
Southwest 7.7 9.0 1.4 1.6 9.2 10.6 1.7 1.7 
Plains 6.1 6.9 1.3 1.3 8.8 10.1 1.7 1.9 
Far West 5.8 6.8 1.2 1.5 6.6 8.6 1.5 1.8 
Rocky Mountains 5.4 5.4 1.2 1.1 6.1 6.7 1.3 1.4 

Source: Governmental F i n a n c e s in 1979-80, U.S. Department of Commerce, Bureau of the Census, GF-80, No. 5. 

Table 3. Scoreboard of State and Local Governments, 1980 and 1975 

1980 1980 1975 
Ranking State LISO* LISO 

1 Connecticut 33.7 49.1 
2 Rhode Island 29.0 29.0 
3 New York 27.5 55.6 
4 Massachusetts 26.6 40.3 
5 New Hampshire 23.5 30.2 
6 New Jersey 22.0 28.6 
7 Delaware 21.5 24.0 
8 Ohio 21.2 25.7 
9 Tennessee 20.6 19.9 

10 Vermont 20.4 22.8 
11 Illinois 20.2 21.7 
12 Pennsylvania 18.9 22.4 
13 District of Columbia 17.9 40.5 
14 Nebraska 17.6 15.0 
15 Maine 17.1 17.5 
16 Kentucky 16.5 15.2 
17 Hawaii 16.3 19.5 
18 Oregon 15.9 14.7 
19 Alabama 15.4 15.1 
20 Maryland 14.9 16.3 
21 Virginia 14.6 18.6 
22 Minnesota 13.6 16.5 
32 Kansas 13.6 15.2 
24 West Virginia 12.9 17.0 
25 Wisconsin 13.4 11.9 
26 South Carolina 12.2 11.3 
27 Texas 12.1 13.9 

1980 1980 1975 
Ranking State LISO* LISO* 

28 Louisiana 11.8 13.4 
29 Washington 11.3 15.9 
30 Nevada 11.1 12.4 
31 Florida . 10.8 10.5 
32 Michigan 10.4 14.1 
33 Wyoming 10.4 11.8 
34 Arizona 10.4 9.8 
35 Alaska 10.3 31.8 
36 Mississippi 10.3 13.4 
37 North Carolina 10.0 12.2 
38 Oklahoma 9.8 15.5 
39 New Mexico 9.5 14.6 
40 Indiana 9.4 9.0 
41 North Dakota 9.2 7.3 
42 Missouri 8.8 11.7 
43 Georgia 8.7 12.7 
44 South Dakota 8.6 4.8 
45 Montana 8.4 7.6 
46 Arkansas 8.2 13.5 
47 Colorado 7.6 10.6 
48 Idaho 7.4 6.6 
49 Utah 6.8 1.0 
50 California 6.5 8.7 
51 Iowa 5.8 7.9 

Source: Governmental Finances in 1974-75. and 1979-80, U.S Depart-
ment of Commerce, Bureau of the Census, GF-80, No. 5. 

*Long-term and short-term debt outstanding + interest payments on all debt relative to revenue from own sources. 
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deteriorated somewhat in Florida and Ten-
nessee, the two states in our region that do not 
tax wage income. It is, therefore, important to 
look beyond general measures of fiscal condi-
tion to see how difficult it has been to set a 
budget for the upcoming fiscal year. Our choice 
of Florida is far from arbitrary. The most popu-
lous state in the Sixth Federal Reserve District, 
Florida's population and industrial growth have 
placed unprecedented demand on its fiscal 
resources. 

Population growth has helped Florida to take 
great strides in increasing its economic base. 
The challenges imposed by that growth are 
small compared to the benefits accrued. The 
real challenge for the state is to devise a means 
of taxation which will generate enough revenues, 
but at the same time not discourage healthy 
economic growth. State officials have so far 
resisted pressures to levy a personal income 
tax, fearing that such a tax would inhibit the 
flow of business and people to the state. 

—Charlie Carter 

Florida and the New Federalism 
When the Florida Legislature met in January, 

it planned only to act on a state budget and to 
reapportion itself and the state's congressional 
districts. The last thing it wanted to do in an 
election year was to raise taxes. 

But as other states across the nation considered 
increases in state income tax, Florida was able 
to escape that political thorn by turning to 
other means of taxation. 

Before the end of the regular session in late 
March, Governor Bob Graham, the House of 
Representatives and the Senate had all come 
to the same conclusion—the state's 4 percent 
sales tax must be raised by one percent, and it 
must be done this year. The tax increase is 
relatively painless for Florida residents, since 
20 percent of the increased revenue will come 
from taxes on the heavy tourist expenditures. 
In an extended session later on, the Legislature 
finally passed the hike, half the proceeds of 
which will go to local governments and half to 
the state treasury. 

The reasons for the tax increase were many 
and varied, but they revolved around one 
central fact—the federal government, after five 

decades of helping states and local govern-
ments solve their knottiest social and financial 
problems, is getting out of the business. Barring 
some dramatic change of heart among politicians 
and the public, the states and cities will have to 
fend for themselves to a greater degree from 
now on. 

A change of heart, incidentally, is unlikely. A 
recent nationwide poll showed that 54 percent 
of the public supports what President Reagan 
has come to call the New Federalism, the 
wholesale transfer of authority over and respon-
sibility for federal programs to the states and 
local governments. And the public does not 
naively expect that transfer to mean less taxes, 
either. A 64 percent majority thinks that under 
the New Federalism, their combined state and 
federal tax burden will actually increase. 

Thus, the states will no longer be able to 
depend so totally upon Washington to finance 
such basic assistance with their infrastructure 
as federal aid for highways and sewers and 
airports or for help in supporting social pro-
grams. Therefore, the choice for state legislatures 
increasingly will be to choose between raising 
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taxes or doing without the programs. Like other 
states across the District, Florida has begun to 
do both—eliminating the programs it feels it 
can live without and raising taxes to support 
the rest, while seeking to reduce waste and 
inefficiency. But Florida is better able to cope 
than most states since incomes, consumer 
spending, and property values are rising faster 
than many areas of the country. 

How deep will the federal cuts in grants-in-
aid go? The National Governors' Association 
recently studied the effects on the states of the 
proposed 1982-83 Reagan administration bud-
get and concluded it falls short by 16.6 percent 
of the federal aid needed to keep 41 state-
administered programs at their present level, 
assuming a 7 percent inflation rate. That impact 
varied somewhat, however, from state to state. 
In Florida, the study reported, the impact 
would be deeper than for the nation as a 
whole—cutting off 18.5 percent of the money 
needed to maintain the programs. In Tennessee, 
the state government would lose 20 percent. 
For the other states in the Sixth District, Ala-
bama would lose 19 percent; Georgia, 16.9 
percent' Mississippi, 16.1 percent; and Louisiana, 
15.9 percent. 

And that is only the beginning of the Reagan 
administration's New Federalism plans. In his 
State of the Union message to Congress in 
January, the President proposed what he des-
cribed as an even swap—complete federal 
funding of the Medicaid program of medical 

care for indigents in return for the states as-
suming total financing of food stamps and Aid 
to Families with Dependent Children, the nation's 
basic welfare program. Those three programs 
are now jointly financed by the federal and 
state governments. The President suspended 
that proposal in April, after encountering resis-
tance from the states. Florida officials, for 
instance, complained that it wouldn't be an 
even swap for their state. Under the Reagan 
proposal, Florida budget officials concluded, 
the state would have paid $455 million more 
annually, a figure that would increase each year 
with inflation. The administration has now 
agreed to retain food stamps as a federal 
responsibility, but as of press time was still 
trying to hammer out a compromise with the 
states on realigning responsibilities for other 
welfare and Medicaid programs. t 

Despite controversy over the swap plan, 
President Reagan has even more ambitious 
plans for shifting programs to the states. He has 
proposed that the states and local governments 
take over more than 40 education, highway 
and community programs that are presently 
funded with money from Washington. To ease 
the transition, he has urged Congress to establish 
a transitional federal trust fund, financed by 
excise taxes, that would continue tunneling 
some money to the states and localities until 
1991. By that time, state and local governments 
would be free to finance the programs out of 
their own pocketbooks—or do without them. 

Chart 1. 
Florida's Growing Dependence on Property Taxes 
Property Taxes as a Percent of Total Local Tax Collections 

B U.S. 

Flor ida 

86.7% 
78.6% 

87.7%, 83.4% 8 6 . 6 % 84.5% 83.7% 81.1% 
i . 6 % 

84.3%l 
79.7% 84.1% 

1942 1957 1962 1967 1972 1977 1978 

Source: Federal Advisory Commission on Intergovernmental Relations, October 1980. 
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If anything close to the administration's am-
bitious New Federalism plans is carried out, it 
means this year's session of the Florida Legis-
lature is just a prelude to the challenging 
sessions to come. And it is a challenge that will 
be felt in statehouses and city halls all across 
the country. 

While Florida faces difficulties with the New 
Federalism, it has many advantages which will 
make it easier to cope with the cutback in 
federal aid. The Sunshine State is still an amazingly 
fast-growing place, with its population soaring 
during the 1970s by 43 percent, to nearly 10 
million. While that growth has many benefits, it 
also puts a strain on Florida's infrastructure—the 
network of sewers and streets and airports, not to 
mention its police, fire protection and social 
programs. That infrastructure is expensive for a 
state or local government to finance. It also 
includes many of the programs for which federal 
funding is difficult to justify. But social programs 
are not a major expense in Florida, compared to 
some southeastern states. Florida's fast growing 
job market reduces the need to pay out large 
amounts of unemployment compensation. The 
state ranks third lowest among states in percent 
of unemployment compensation paid per cov-
ered worker. 

Some of the more visible problems Florida will 
have to tackle are building and repairing roads. 
One recent study estimated that of the state's 
64,193 miles of paved roads, nearly half were 
substandard. More than a quarter of the state's 
primary highway system is in need of immediate 
repair or rebuilding, it added, and roughly the 
same proportion of bridges face either extensive 
repair or replacement. To top it off, Florida has the 
highest percentage of unfinished interstate high-
way segments in the nation. 

To reverse the deterioration of the present 
road network and to build enough new roads 
and public transit systems to accommodate the 
state's burgeoning growth, most experts say the 
state must start spending at least $300 million a 
year more than it is presently spending on 
transportation. And they add, that $300 million 
addition must increase each year with the cost of 
construction. A suggested solution to this problem 
would be to raise the diesel and motor fuel tax to 
make the roads pay for themselves. The state's 
eight-cent gas tax has not changed since 1971. 
This would be another tax which would come 
substantially from the tourists who drive to and 
through Florida every year. 

FLORIDA AND T H E P E R S O N A L INCOME TAX 

The most obvious gap in Florida's tax base is its lack of 
a personal income tax. Forty-four other states have 
such taxes, ranging in severity from Louisiana's scant 
$338 levy on a $50,000 income to Minnesota's stiff 
$3,700 tax on the same amount. Neighboring Georgia 
and Alabama extract $2,005 and $1,344 repectively, 
from the same $50,000 salary. 

From a state government's point of view, such a tax 
has some charming advantages. It broadens its tax 
base, making it less dependent on only one or two 
major sources of revenue, and unlike the sales tax, 
income tax receipts are relatively stable. That is, they 
don't bounce up and down with economic conditions 
quite as much as sales tax receipts. That's an obvious 
advantage to budget planners. 

So why no personal income tax in Florida? The 
biggest reason is that the state Constitution forbids 
one. To overcome that prohibition, three-fifths of the 
Legislature would have to approve an amendment 
and the voters would then have to approve the change. 
The chances of that happening, as Gov. Bob Graham, 
an opponent of the personal income tax, puts it "are 
somewhere on the other side of nil." 

But aside from public opinion and politics, there are 
some good arguments for Florida taking the less-
traveled road of taxation and not enacting a personal 
income tax. One is simply the expense of setting up a 
state bureaucracy to handle the massive paperwork 
and oversight that such a tax would require. Another is 
the certainty that Florida's rampant "underground 
economy"—drug smugglers and the like—would simply 
laugh off such a tax. Finally, there is the fear that an 
income tax would discourage economic development 
The state's freedom from such a tax, business leaders 
say, has been a trump card in attracting companies 
and workers to Florida in the past. 

Roads, however, are only the most visible of 
the state's infrastructure problems. Fast-growing 
Orlando, which with surrounding Orange County 
just opened a $100 million advanced wastewater 
treatment plant, is rushing to build another 
similarly sized plant—this time without the prom-
ise of federal grant money. And even a second 
$100 million plant won't solve Orlando's water 
treatment problems, officials say. 

The city recently raised its fee for sewer hookups 
from $125 to $1,400 for single-family homes and 
faces the certainty of more increases. "The sub-
sidized costs are now coming back to users," 
according to Mayor Bill Frederick. "In the absence 
of federal funding, the users are going to have to 
pay." If so, the cost of building new sewers alone 
could restrict growth—a belief the Florida League of 
Cities shares. 
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Motor Fuel Tax $9,722 4% 

Chart 2. 
Where the Money Comes From 

(in mi l l ions of dollars) 
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And so the infrastructure problems go across 
the board—airports, ports, schools, jails, environ-
mental problems—not to mention that the state 
faces a water-supply problem in drought-stricken 
South Florida. 

At the same time the state faces capital-
improvement problems, local governments are 
finding their primary source of revenue, the 
property tax, approaching the end of its useful-
ness. 

For years, Florida's local governments were 
less dependent on real estate taxes than their 
counterparts around the country (see Chart 1). 
That changed during the mid-1970s, as cities and 
counties in the state increased their millage rates 
to keep pace with inflation and the demand for 
services caused by the flood of new residents. 
Partly for that reason—and partly because the 
state, in trying to reform the property tax, made it 
more difficult to raise millage rates—real estate 
taxes are practically a dry hole now for local 
governments in Florida. 

As a result, the state won't be able to pass the 
costs of infrastructure improvements and federal 
aid cutbacks down the ladder of government to 
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cities and counties. Quite the contrary, in fact. 
Mayors and county commissioners were at the 
forefront of the battle in the Florida Legislature 
this year to raise the state saies tax. They were 
able to persuade the legislators to give local 
governments half of the $770 million in revenue 
from the additional 1 percent tax. 

But even as cities and counties tap into the 
state's tax base, there is considerable evidence 
that Florida's state tax structure is less than ' 
perfect. As Chart 2 shows, Florida already depends 
more heavily on the sales tax for its revenues 
than do most states. Fully 29 percent of the 
state's total revenues in 1979-1980 came from 
people paying four cents in tax for a dollar's 
worth of goods, compared to 19 percent nation-
ally—and that dependence was gradually growing 
even before the recent tax hike. The main reason 
for that dependency is obvious. Florida does not 
assess a personal income tax, which supplies 16 ' 
percent of the revenue to the other states that 
charge such a tax. Every other Sixth District state 
except Tennesse charges such a tax. 

The sales tax has been a good revenue source 
for Florida because it is "exportable," as tax 
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Chart 3. 
Florida's Volatile Sales Tax: 
Fiscal Year Sales Tax Collections 
(in m i l l i o n s ) 

$1,196.6 

1973-74 

Collections 

% Increase -j 4 . g o / 0 
f rom Year 
Before 

Source: House Finance and Taxation Committee 

$2,544.2 

1979-80 1980-81 

1 5 . 6 % 1 3 . 0 % 

experts term it. That is, roughly 20 percent of the 
tax is paid in the tourist-oriented state by visitors 
who buy goods there. 

At the same time, the sales tax is a volatile tax 
source, increasing more rapidly than the economy 
does during good economic years and more 
slowly during bad years. In fiscal year 1973-74, a 
good year, it produced 14.9 percent more revenue 
than the year before (Chart 3). But in the noto-
riously bad year that followed, the increase fell to 
a miserly 0.3 percent, as both tourists and resi-
dents stopped buying consumer goods with the 
gusto they exhibited in the past. 

Even last year, that roller-coaster effect was 
evident. Sales tax revenues increased much 
more slowly than state revenue forecasters had 
predicted, prompting a scramble by Governor 
Graham and the state Cabinet to cut programs 
and shift state surpluses in an attempt to make 
up for an unexpected $55.6 million shortfall in 
tax collections. Next year would have been 
worse had not the legislature increased the sales 
tax. In February, state economists predicted that, 
barring a tax hike, state tax collections would 
have been $249 million less in 1982-83 than 

they had thought a year ago. That is one reason 
the governor and the Legislature became con-
vinced the state must raise its sales tax. 

As local governments in Florida hitch their 
revenue wagons to the state sales tax, they 
almost certainly will be faced with ups-and-
downs in their collections—a roller-coaster ride 
that will make rational planning as difficult at the 
local level as it is at the state level. 

But there are few alternatives. Levying a personal 
income tax is both politically difficult (it would 
involve amending the state Constitution) and 
less efficient than raising the sales tax (see Box on 
page 57). And Florida, unlike Louisiana and 
Texas, does not have vast reserves of oil and gas 
to tax, although there is some sentiment to 
increase the severance tax on phosphate. 

So when the bills come due on the New 
Federalism, Florida will have to search its own 
pocketbook to pay them. As the state Legislature 
has already learned, few things can be quite as 
hard as that. 

—Otis White 
White is a journalist and Florida business analyst. 
Additional material tor this article was contributed by De/ores W. Steinhauser, 
Federal Reserve Bank ol Atlanta. 
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