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Both in terms of economic performance over 
recent decades and long-term outlook, Florida 
compares favorably with the rest of the nation. 
For many years its population and employment 
have been growing more rapidly than in most 
states. Florida's unemployment rate registered 
only 5.2 percent at the close of 1987 as compared 
with the 5.8 percent U.S. figure (see Chart 1). 
Equally impressive, the state's per capita in-
come and wealth have been moving upward for 
some time, such that its numbers now exceed 
those for the country. Even during this decade's 
nationwide recessions, Florida's diversified, 
service-based economic structure kept it from 
losing much ground. Continued better-than-
national growth, fueled by an even stronger 
stream of tourists and new residents than had 
been forecast, characterized Florida's economy 
throughout 1987. 

Looking ahead, forecasters widely agree that 
Florida's traditional driving forces—tourism, 
migration, and agriculture—are likely once again 
to push the state's economy onward faster than 
the U.S. average in 1988. However, as with the 
nation, the stock market crash of last October 
may dampen Florida's expansion this year. In 
addition, the state's growth advantage vis-a-vis 
the nation could narrow somewhat in 1988 
because of shifting sectoral strengths in the U.S. 
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economy. For example, while several manufac-
turing industries that have minimal impact on 
Florida's economy are rebounding markedly 
across the nation, construction, which is so 
important in the state, remains weak. 

A more enduring threat to the health of 
Florida's economy is linked to the consequences 
of economic growth. Whereas Florida's past 
expansion undoubtedly has been a net plus for 
the state, these gains also have generated costs, 
some of which remain unpaid. There is evi-
dence, too, that future expansion will result in 
rising costs for infrastructure (highways, schools, 
sewage treatment plants, and the like) even 
though the state's overall economic pace is 
expected to decelerate. Worse yet, Floridians 
seem not to agree on how to pay for the growth 
tab. This situation is especially problematic 
because so much of Florida's expansion is 
dependent on the availability of quality infra-
structure. 

Unlike that of most other states, thechallenge 
Florida faces over the long run is more one of 
managing growth than of fostering it. In a nut-
shell, while the state's service-based economy 
is vigorous and both its working and retired 
populations are mushrooming, the state's in-
frastructure is being severely strained. This 
stress, in turn, jeopardizes the very economic 
and ecological environment that has promoted 
growth. Florida's major development hurdle is 
to adopt public policies that preserve and pro-
mote the state's quality of life while still meet-
ing the increased infrastructure demands. 

14 ECONOMIC REVIEW, JANUARY/FEBRUARY 1988 r 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

January 1988



mm 
m 

•m 
i t Ä 

m 

/tewf rapid population and employment gains have brought Florida a 
level of economic prosperity unrivaled in the Southeast. These advantages, 
however, are jeopardizing the very economic and ecological environments 
that have made the state thrive. To finance rapid growth's infrastructure 
demands, the state needs to implement some fundamental reforms in its 
tax structure. 
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This article reviews Florida's economy, doc-
uments some of its im portant structural changes 
over the past few decades, and discusses the 
economic and environmental stresses that have 

accompanied these shifts as well as strategies 
for relieving them. The State Comprehensive 
Plan Committee's major proposals directed at 
helping Florida manage the dynamics of its 

Chart 1. 
Unemployment Rates, Florida and United States 

(Seasonally Adjusted Monthly Data, January 1980-November 1987) 

United States «-y.v-v 

1980 1981 1982 1983 1984 1985 1986 1987 
Source: U.S. Department of Labor, Bureau of Labor Statistics, and Florida Department of Labor and Security; data 

seasonally adjusted by the Federal Reserve Bank of Atlanta. 
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growth and fund public spending will be high-
lighted. 

Florida's Changing Economy: 
A Retrospective Look 

Closer scrutiny of Florida's history of expan-
sion discloses the evolution of trends that are 
altering its growth environment. Better under-
standing of what propelled the state's past 
development may suggest how it might effec-
tively respond to these new opportunities and 
constraints. 

As for population growth, the Florida ex-
perience is nearly unprecedented in the United 
States. Over the 1950s, the state's population 
increased by 2.2 million, or 79 percent; the pop-
ulation grew by 1.8 million (37 percent) in the 
following decade and by 3 million (44 percent) 
during the 1970s. Florida's population already 
has advanced by 2.4 million, or 24 percent, in 
just the first seven years of the 1980s. Over the 
same time span, no states except California and 
Texas have experienced larger absolute in-
creases in population, and only Alaska, Arizona, 
and Nevada have grown at a faster pace. 

Most of this growth is due to in-migration rather 
than to a high fertility rate among the resident 
population. The state's temperate climate and 
other geographic advantages have drawn migra-
tion streams of retirees and job seekers from 
this country and others. Today, roughly 90 per-
cent of Florida's yearly population increase 
stems from migration. 

Retirees provide the economy with a stable 
and sizable source of income. Nearly two-fifths 
of total personal income in the state derives 
from dividends, interest, and rent (24 percent) 
plus transfer payments (15 percent), primarily 
Social Security. Nationally, these sources com-
bined account for only 30 percent of personal 
income (see Chart 2). These fast-growing and 
reliable income sources, which are directly 
traceable to migrating retirees, give rise to much 
of Florida's robust economic growth and sta-
bility. The continuing flow of retirees into Flor-
ida has the same effect on its economy as an 
industry that produces mainly for out-of-state 
buyers. Florida gains income and demand from 
stable sources outside its boundaries, making it 
less vulnerable to cyclical downturns. Moreover, 

the retiree influx boosts local employment, 
especially in construction, trade, and services, 
as these industries expand to meet retirees' 
demands for housing, food, health care, and 
other personal care. The overall effect is to spur 
yet more job-related migration into the state 
and to swell its large service sector. 

Of about two million people who migrated to 
Florida between 1980 and 1987, one out of five 
was at least age 65 and more than 40 percent 
were over age 55. By 1986, the age 65 and over 
category comprised almost 18 percent of Flor-
ida's population, or more than two million resi-
dents, compared with 12 percent for the United 
States. Florida's median age was 36—the high-
est of any state—as opposed to less than 32 for 
the nation. 

Florida's huge migration gain and the age mix 
of its in-m¡grants assist the state in yet other 
ways. Many of the new residents who come 
seeking employment are equipped with col-
lege educations that were partly subsidized 
with public funds in their home states. These in-
migrants, primarily "baby boomers" between 25 
and 44 years of age, increasingly are finding 
high-paying professional positions, meaning 
that they are satisfying the needs of the state's 
business and professional services while raising 
its income level and generating additional 
demand. 

Beyond its allure for U.S. workers and retirees, 
Florida's economy is especially attractive to 
international flows of people, goods, and ser-
vices. The state's ports and its proximity to Latin 
America and the Caribbean Basin fuel the 
demand for many of the same goods and ser-
vices required by Americans who visit or migrate 
to the state. Thus, tourism, trade, and even con-
struction are linked to demands from foreign-
ers, particularly in south Florida. Furthermore, 
Florida's "Latin" connection gives a consider-
able lift to transportation-related services. 
Reflecting that demand, the state boasts three 
major seaports—Jacksonville, Miami, and Tam-
pa—and Miami's international airport is the 
nation's second most active in international 
passenger and cargo activity. 

Florida's sunshine, sand, and water have 
traditionally been key advantages in attracting 
both short-term visitors and permanent resi-
dents and in shaping the pattern of employ-
ment growth. Tourism obviously strengthens the 
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construction sector, due to the demand for 
accommodations and attractions, and it pro-
vides additional employment opportunities for 
selling of a variety of goods and services. An 
older population, too, generally tends to con-
sume more of certain services, such as health 
and personal care. In the case of Florida, these 
tourism- and age-related service demands are 
heightened further, as its retirees and tourists 
tend to possess relatively more discretionary 
income and to use it for increased personal 
consumption. 

Over recent decades, distinct economic 
advantages have complemented the appeal of 
Florida's environmental amenities. Opinion 
polls reveal that Florida is perceived as a state 
with a strongly favorable business climate.1 

Moreover, per capita taxes are low, wages are 
competitive with those of many other states, 
and land is relatively cheap. 

Florida's abundance of suitable land and its 
temperate climate not only explain the state's 
long-time importance in agriculture but also 
help account for its growing strength in some 
service industries and even in manufacturing. 
For example, while air and sea defense in-
stallations are clustered in Florida because of 
its strategic continental position, the state's 
appropriateness for flight training and space 
launches also attracts defense activities. The 
increasing importance of the state's space and 
defense industries, along with the ascendance 
of low ratio weight-to-value electronic items for 
defense and other uses, makes production in 
"far-away" Florida a more desirable alternative 
than in the past. 

Although defense and defense-related man-
ufacturing activities are significant among Flor-
ida's new employment opportunities, the many 
new jobs in business service professions are 
critical. These latter occupational demands 
have been created by major structural economic 
changes affecting the entire nation, such as 
manufacturing's relative decline as a source of 
employment. 

The continuing U.S. employment shift from 
manufacturing to the service sector has directly 
and indirectly added vigor to Florida's econ-
omy. Escalating foreign competition in a variety 
of manufactured products for business and con-
sumer use has constricted employment oppor-
tunities elsewhere. Meanwhile, the demand for 

Chart 2. 
Distribution of Personal Income 

by Sector, 1987* 

Florida 
Construction 

10% 

United States 

*Due to rounding, percentages do not sum to 100. 

**lncludes transfer payments less contributions and per-
sonal income adjustments. 

Source: Calculated by the Federal Reserve Bank of Atlanta from data 
in U.S. Department of Commerce, Bureau of Economic 
Analysis, Quarterly Personal Income, 1987. 

service sector output has increased at an even 
faster pace than the U.S. economy has expand-
ed. Transportation and communications im-
provements occasioned by the "information 
revolution" have made businesses more "foot-
loose," enabling them to meet the nation's 
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stepped-up service demands from comfortable 
locations like Florida. 

Tourism is perhaps the best example of how 
structural change along with the growing afflu-
ence of the U.S. population—which to a large 
extent underlies the strength of the service 
sector—has boosted this type of employment in 
Florida. With more money, people have trav-
eled more, and Florida's renowned amusement 
parks and recreational areas have helped the 
state capture a large share of the tourism dollar. 
Florida's lodging and recreation industries add 
stability to the state's economy much as the 
influx of retirees does. 

The major economic structural developments 
discussed above are consistent with informa-
tion on growth rates in various Florida industries 
and "location quotients" (or concentrations of 
employment) shown in Table I. In 1987, Florida 
employment shares in construction, trade, fi-
nance, and services were higher than the com-
parable industry employment shares nation-
ally. Hence, these industries are said to be con-
centrated in Florida; some, such as hotel/ 
lodging and the amusement/recreation indus-
tries, which fall within the service category, are 
key to the state's economic base. Naturally, 
these are also fast-growing industries in Flor-
ida's burgeoning economy. 

Even though Florida's population, income, 
and employment growth are enviable in many 
respects, this expansion has not been alto-
gether positive. Among the costs it entails are 
deteriorated air and water quality; endan-
gered beaches, wetlands, and other natural 
resources; loss of prime agricultural land; and 
an overburdened infrastructure. In terms of 
social indicators, Florida ranks first among all 
states in crime and last in per capita spending 
on basic human services. Clearly, the environ-
mental, economic, and social trade-offs that 
inhere in growth will pose a challenge to Flor-
ida's future well-being. 

Florida's Economy: 
Looking Ahead 

While brighter than that for most states, 
Florida's longer term economic outlook is threat-
ened by changes in some of the factors that 
spurred its expansion, such as rapid population 
growth and cheap land, labor, and energy. The 

state's population, employment, and income 
growth almost certainly will continue to outper-
form the nation's—Florida could become the 
third most populous state around the year 2000, 
behind only California and Texas—yet a slacken-
ing of population growth nationwide will also be 
reflected in the state. Slowdowns in natural 
increase and in-migration gain from other states 
may be offset somewhat by more immigration 
from abroad, but Florida's overall rate of pop-
ulation gain still is unlikely to exceed 2.5 per-
cent per year, as compared with a 3 percent 
average in recent years. 

Construction will bear the brunt of Florida's 
slower population increase. The impact should 
be softened, though, by structural changes in 
the state's important tourism industry, such as 
the expansion of attractions to broaden their 
appeal to older travelers. Not only will this de-
velopment help sustain construction, but it 
should also give support to consumer spend-
ing, as will expected growth in Florida's conven-
tion business. 

At the same time, other basic economic 
resources are becoming more expensive, con-
verging toward or exceeding national norms. 
Meanwhile, although Florida continues to rank 
first among states in business formations, other 
southern states have maintained or improved 
their competitiveness with Florida for new, 
expanding, or relocating businesses. For prod-
uct assembly and routine clerical operations, 
Caribbean island nations and other very low-
wage countries pose a challenge to the state. 

Florida's most important economic growth 
constraints are linked more to environmental 
and infrastructure issues, however, than to 
resource costs. Basically, adequate growth can 
continue even if resource costs increase; for 
example, higher wages earned by a better-
trained work force employed in high-skilled 
jobs is more of a goal for state development 
than a constraint to expansion. Environment 
degradation, however, represents an erosion of 
the "sunshine" factors that have made Florida 
an attractive place to live and work. Without 
natural resource amenities and sufficient infra-
structure, both the amount and quality of growth 
are threatened. Unfortunately, it is this very 
influx of businesses and people to Florida that 
inevitably burdens the state's physical environ-
ment and public infrastructure. 
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Table 1. 
Growth and Importance of Florida's Employment Sectors 

Employment Employment Location 
Distribution Change, 1972 - 87 Quotients* 

Absolute 
1972 1987 (thousands) Percent 1972 1987 

Mining 0.3 0.2 1.1 12.5 40 27 
Construction 9.7 7.1 93.4 36.8 180 142 
Manufacturing 14.1 10.9 163.1 44.2 54 58 

Nondurables 6.5 4.3 40.0 23.4 60 56 
Food 1.8 1.0 1.9 4.0 78 64 
Apparel 1,2 0.6 — — 63 59 
Paper 0.6 0.3 -1.7 -10.8 65 44 
Printing 1.1 1.3 35.7 124.0 75 90 
Chemicals 0.8 0.5 2.3 10.6 62 49 

Durables 7.5 6.6 123.1 62.2 50 60 
Lumber 1.0 0.6 1.7 6.5 100 79 
Metals 1.3 0.9 9.4 28.1 34 39 
Machinery and 

Electronic Equip. 2.0 2.4 65.0 121.0 40 60 
Transportation 

Equipment 1.5 1.3 24.5 61.7 61 67 
Stone, Clay, and 

Glass 0.8 0.5 4.1 18.6 91 94 
Trade 25.6 27.5 674.3 100.2 118 117 
Transportation, 

Communication, and 
Public Utilities 6.7 5.2 77.7 44.0 110 98 

Finance, Insurance, and 
Real Estate 6.4 7.3 191.2 114.1 122 115 

Sen/ices 19.8 26.4 770.3 147.9 120 112 
Government 17.4 15.5 300.1 65.7 96 91 

Total 100.0 100.0 2,271.3 86.5 100 100 

Concentration ratios, or "location quotients," are industrial employment shares for Florida as a percent of comparable 
shares for the nation. 

Source: Calculated by Federal Reserve Bank of Atlanta from U.S. and Florida Department of Labor data. 

Whereas migrants to the state bring along a 
great deal of human and financial capital, they 
do not, of course, bring houses, schools, and 
office buildings or the roads and sewers that 
connect them. Nor does otherwise desirable 
economic growth automatically protect wet-
lands from a developer's bulldozer or guarantee 
that underground aquifers will be safe-
guarded against salt water intrusion. 

Deciding who should bear the cost of the 
public sector investment necessary to support 

growth and maintain the state's physical en-
vironment has unveiled stubborn conflicts. Tra-
ditionally, Florida's farmers have been pitted 
against urban dwellers over rights to water and 
other issues. In today's debates over who 
should pay for these growth-generated needs 
the contending pairs are retirees and workers, 
long-time residents and newcomers, local busi-
nesses versus foreign producers, and even local 
producers of manufactured goods versus ser-
vices. So far, the state's fast expansion and taxes 
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on tourism have supplied sufficient revenues to 
keep tensions down. However, business and 
political leaders are increasingly aware that cru-
cial growth management issues must be re-
solved soon. The overriding question is how to 
pay the mushrooming bill for an infrastructure 
that has not kept pace with the times. 

On paper, Florida has a strong growth man-
agement plan that details a comprehensive, 
integrated, and consistent process involving 
efforts at the local, regional, and state levels. For 
example, the State and Regional Planning Act of 
1984 called for the development of a state 
strategic plan. Adopted by the state legislature 
in the following year, the state plan outlines 
growth objectives for a ten-year period. Also in 
1985, an Omnibus Growth Management Act re-
placed an earlier, similar law. The new act's 
major thrust is to require that localities project 
infrastructure needs and then fund and con-
struct those facilities concurrent with the gen-
eral economic growth the facilities support. That 
same year, a special State Comprehensive Plan 
Committee was established to estimate the 
costs of the numerous specific goals to be 
achieved by 1995 (the 150th anniversary of Flor-
ida's statehood) and to recommend ways to pay 
for the costs. 

Does Florida have an infrastructure problem? 
The State Comprehensive Plan Committee 
clearly answers that question in the affirmative 
(see accompanying box). Even so, one wonders 
whether Florida's glass is "half full" or "half 
empty." Clearly Florida falls short of its full 
potential, and it is beset by some considerable 
socioeconomic and environmental problems. 
On the other hand, Florida still possesses some 
strong advantages over other states, particularly 
when the "new keys to competition among 
states" are considered.2 

The State Comprehensive Plan Committee 
estimated that achieving the goals it recom-
mended will cost $52.9 billion. The ten-year cost 
of implementing the plan breaks down to $35 
billion at the state level—the state's current fis-
cal year budget is $18.5 billion-and $17.9 bil-
lion at the local level. Nearly half of the plan's 
total cost relates to transportation, with $16 
billion at the state level alone. For this price 
Florida expects to resurface or repair 6,000 lane 
miles of highway, or 18 percent of all highways in 
the state; to repair or replace more than 1,300 

20 

bridges, nearly one-quarter of the total ; and to 
relieve congestion on another 9,000 miles of 
highway while constructing the new roads re-
quired to service future growth. The three other 
major spending categories in the plan (health 
and rehabilitative services, environmental reg-
ulation, and education) plus transportation ac-
count for 86 percent of the overall infrastruc-
ture bill. 

The $9 billion education price tag for kin-
dergarten through higher education will pro-
vide about 10,000 additional teachers annually 
to meet the demands created by a growing 
school-age population. Additionally, it will lift 
teachers' salaries to improve Florida's 32nd 
rankamong the 50 states. Other goals in public 
education include raising student test scores at 
least to the national average, reducing the one 
out of eight first-grade student failure rate, and 
improving upon Florida's seventh-worst overall 
high school dropout rate in the nation. Money is 
also proposed to lessen functional illiteracy in 
the adult population, which currently runs at 
about a 25 percent rate overall and nearly 50 
percent in some rural county populations. 

Beyond the issue of which transportation, 
education, and other goals are appropriate is an 
important related question. Are Floridians able 
and willing to pay the growth tab? Given the 
price tag for implementing the State Com-
prehensive Plan, the relatively low tax burden, 
and the strong prospects for personal income 
growth, it is obvious that Florida has ample 
capacity to pay for more infrastructure. Florida's 
state and local tax revenue as a percentage of 
personal income in 1984 was 9.5 percent, or 
more than 2 percentage points (almost 20 per-
cent) below the average for the nation. In the 
regional context, its tax burden fell 7 percent 
below the average for southeastern states (Ala-
bama, Arkansas, Florida, Georgia, Kentucky, 
Louisiana, Mississippi, the Carolinas, Ten-
nessee, Virginia, and West Virginia). Further-
more, Florida's total personal income, which 
last year exceeded $175 billion, is expected to 
rise substantially over the next several years. 

The fundamental problem is not that the 
state lacks latitude for further taxing; instead, 
it needs agreement on how to pay for the goals 
enumerated in the state plan. To help carry the 
cost, the committee recommended that Florida 
"impose more local impact fees; create more 
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special taxing districts and impose more user 
fees; continue to tax tourists through gasoline, 
sales, and resort taxes; and make more local tax-
ing options available to local governments." 

Additional taxes are inevitable, but the state's 
current tax structure is ill-equipped to address 
the increased demands. This inadequacy sug-
gests that fundamental tax reform also is need-
ed.3 Among the major sources of U.S. taxa-
tion-income, wealth, and transactions—the 
State of Florida relies for its revenues on a 
general sales tax and specific excise taxes such 
as those on cigarettes, beverages, and legalized 
gambling. Its constitution prohibits personal 
income levies and limits use of the property tax 
to local governments. 

Several major problems inhere in this tax 
structure. First, the structure is inelastic: sales 
tax revenues, which account for over three-

fourths of total state taxes, do not keep pace 
with growth in the economy because the (un-
taxed) service sector is advancing faster than the 
(taxed) goods sector. Second, since nondurable 
retail sales and tourist taxes constitute about 
half of the state's sales tax revenues, Florida's 
revenues are more sensitive to national busi-
ness cycle conditions than to local conditions. 
Furthermore, during recessions, sales tax re-
ceipts drop more than personal income, which 
is maintained by unemployment compensation 
and other factors, because consumers post-
pone spending on durable goods such as cars 
and appliances. Besides being an unstable 
revenue source, sales taxes hit the poor hardest. 
Even though such taxes in Florida exclude food 
and medicine, the poor spend more of their 
income on taxed goods rather than untaxed ser-
vices compared with the wealthy. 

Report of the State Comprehensive Plan Committee 

In early 1987, after 18 months of work, the State 
Comprehensive Plan Committee submitted its 
report to Florida's governor and legislature.1 Its 
major conclusions were: 

• Florida can no longer compete successfully by 
relying on cheap land, cheap labor, low taxes, 
and sunshine. 

• New keys to competition among states and 
nations are: 

• a sound physical infrastructure 
•well-managed natural resources 
• an educated and motivated work force 
• quality universities 
• an attractive quality of life 
• a regulatory atmosphere that encourages 
enterprise 

• fiscal stability, with reasonable taxes and 
prudent public spending. 

•Florida has jammed highways, polluted na-
tural resources, struggling schools, poorly 
paid teachers, teeming jails, neglected 
children, needy senior citizens, inadequate 
health care, a shortage of affordable housing, 
and a declining quality of life. 

•The total cost to state and local govern-
ments of implementing the goals of the 
State Comprehensive Plan to address these 
ills will be $52.9 billion up to 1995. 

The Committee's Final Report summarizes 
Florida's needs this way: 

Each day, as our state grows, we need nearly 
two miles of new highways, almost two new 
classrooms, almost two new teachers, two 
additional police officers, one more local 
jail cell, and two more state prison beds. 

Each day, as our state grows, we need 111,108 
additional gallons of water, produce 94,560 
additional gallons of wastewater requiring 
treatment, and create 3,546 additional 
pounds of solid waste. 

Each day, as our state grows, we need ser-
vices for fourteen children in subsidized 
day care, three children who are abused or 
emotionally disturbed, ten children who 
are developmentally disabled, nineteen 
applicants for Aid-to-Families-with-Depen-
dent-Children, 38 recipients of Medicaid, 
thirteen people who are mentally ill, and 79 
who need publicly-supported alcohol and 
drug abuse treatment. 

Note 

'State Comprehensive Plan Committee, Keys to Flor-
ida's Future.- Winning in a Competitive World, vol. 1 
(February 1987) and vol. 2 (June 1987). 
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While a significant portion of the sales tax is 
"exported" to tourists—Florida's 35 million 
tourists represent the equivalent of nearly 4 
million residents in terms of transactions and 
state tax revenues—a major but little-known 
offset tends to nullify the effectiveness of this 
tax exportation policy. Since it levies no state 
income tax, Florida "imports" a substantial 
quantity of taxes through the federal tax struc-
ture. Individuals and corporations in Florida 
have no state income taxes to deduct to lessen 
their federal tax liability. At the same time, the 
federal tax rate is greater than it would other-
wise be, owing to the deductions available to 
most other states. Together, these conditions 
mean that the state's effective federal tax rates 
are relatively higher.4 An attempt to overcome 
this offset by raising tourism-related taxes 
might "kill the goose that lays the golden 
egg." 

Florida's fiscal logjam has been exacerbated 
by cutbacks in federal Grants-in-Aid. The state's 
tax structure is relatively decentralized and 
local governments are responsible for providing 
much infrastructure. Over the years, these lo-
calities have come to depend heavily on federal 
revenue-sharing funds, and so the cutbacks will 
make it especially difficult for the state's eco-
nomically poor localities even to maintain exist-
ing services. It is likely that strong pressures will 
develop to delay the enforcement provisions of 
Florida's 1985 Omnibus Growth Management 
Act. 

The state's recent attempts to finance infra-
structure additions by raising revenues have 
been resisted heartily. Two new taxes—the 
"unitary" tax and a sales tax on services—have 
generated vigorous protest, bad publicity for 
the state, and eventual repeal of the taxes. The 
state's unitary tax, passed in 1983, repealed 
Florida's exemption of foreign-source income 
from taxable corporate profits. Instead, it taxed 
profits under a worldwide, or unitary, apportion-
ment formula based on the amount of a cor-
poration's sales, payroll, and property in the 
state compared with amounts it held globally. 
Under a barrage of criticism from multinational 
corporations, the state repealed the unitary tax 
in 1985. Although this tax was in effect for only 
two years, the intensely adverse reaction to it 
seems to have created an erroneous impression 
of Florida as a "high tax" state. 

The state's even shorter-lived 1987 sales tax 
on services was equally controversial. Passed in 
April 1987, the tax imposed a 5 percent charge 
on many services, including advertising and 
legal services. Just before Christmas, the Florida 
legislature repealed the tax in response to 
strong opposition. At the same time, it increased 
the sales tax on goods from 5 percent to 6 per-
cent to make up the lost $ 1.2 billion tax revenue 
in 1988. Beginning February I, the average 
household in Florida will pay about $170 more 
in sales taxes yearly. As in the case of the unitary 
tax, the media conveyed a negative impression 
of Florida as a place to do business. 

When and in what way Florida ultimately will 
decide how to pay for infrastructure investment 
are matters of pure speculation. Certainly, it is 
difficult to imagine that sufficient momentum 
will soon develop for a state referendum on a 
personal income tax. Even if it did, supporters 
would have to muster a two-thirds majority vote 
to remove the prohibition against such a tax 
from Florida's constitution. On another front, 
businesses vigorously oppose a hike in the 
state's 5.5 percent corporate income tax, which 
is in the middle range among states. Similarly, 
homeowners form a potent coalition against 
statewide property taxes or elimination of the 
$25,000 homestead exemption, considered by 
many as a tax break for the poor. 

In the short run, Florida will probably fund its 
growing revenue needs with stopgap measures 
such as higher gasoline taxes, user and impact 
fees, and more local tax options. Reliance on 
special taxing districts also is likely to increase. 
Currently, about 700 districts generate around 
7 to 8 percent of the local government entity 
revenues from ad valorem taxes and special 
assessments. These special tax districts are 
heavy issuers of bonds to finance infrastructure 
projects such as water and fire control, housing, 
hospitals, libraries, parks and recreation facil-
ities, ports, and so on. The Florida lottery, begun 
in lanuary of this year to help provide funds for 
education, undoubtedly will expand as well in 
order to generate more revenue; currently, it is 
expected to provide $500 million per year by 
1990. 

To view Florida's fiscal position merely as a 
black cloud that will dissipate once sound fiscal 
policy and structural tax changes are imple-
mented would be inappropriate. On the one 
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hand, reaching agreement over the critical issue 
of how to pay for growth promises to be a lengthy 
process. Retirees, for example, are understand-
ably reluctant to pay for infrastructure that will 
outlast them by many years. In addition, signifi-
cant standard of living disparities exist between 
those affluent urban and coastal communities 
located in the central and southern parts of the 
state and rural areas throughout Florida, as they 
do between poorly educated workers in low-
paying service occupations and highly educated 
white-collar and professional workers. 

Solving Florida's growth funding problem 
undoubtedly will require new and innovative 
public policies. In the same way, such policies 
are needed to meet the various infrastructure 
needs. More of the same kind of expansion that 
the state has experienced in recent decades 
will not shrink the growing pockets of urban and 
rural poverty. Moreover, the infrastructure def-
icit would continue to widen under these cir-
cumstances. 

Currently, Florida is in an enviable growth 
position, with ample means to invest in the 
future. However, failure to act now, while the 
state's economy is on the upswing, could prove 
costly in the future. Though resistant, Florida's 
economy is not entirely immune to cycles. 
Moreover, neglecting maintenance of its attrac-
tions eventually would reduce the quality of 
Floridians' lives and choke off growth. 

Conclusion 

Florida has experienced headlong economic 
growth in recent decades. For too long, though, 
unmet infrastructure requirements have been 
expanding. What Florida needs now is fun-
damental tax reform and a stable source of 
revenue that will keep pace with the state's 
growing infrastructure demands. The state 
should address its growth management issues 
soon, for both its infrastructure needs and its fis-
cal ability to meet them are greater than ever. 

Notes 

'See Grant Thornton, CPA's annual rankings, General 
Manufacturing Climates of States, or Inc. magazine (Octo-
ber 1987). 

2State rankings of socioeconomic indicators should be dis-
cussed very cautiously, though, particularly because of the 
atypical age structure of Florida's population. For example, 
Florida ranks in the bottom quintile in terms of per capita 
spending for education but in the second quintile in terms 
of spending per pupil. The difference, of course, reflects 
the large share of elderly people in Florida's population. 

3The State Comprehensive Plan Committee estimated that 
a one-cent increase in the rate of taxation on a broader-

based sales tax would produce $1.36 billion in new 
revenue annually; a 1.5 percent business receipts tax 
would produce $4.35 billion in new revenue annually; and a 
flat tax of I percent of federal adjusted gross income would 
produce $1.16 billion annually. 

4Mutti and Morgan estimated that net tax imports into 
Florida were over $ 1.4 billion in 1980 despite the extensive 
use of "tourist-type" taxes in the state. See John H. Mutti 
and William E. Morgan, "The Exportation of State and Local 
Taxes in a Multilateral Framework: The Case of Household 
Type Taxes," National Tax Journal 36 (December 1983): 459-
75. 
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