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The influx of population from other regions and the South's persistent poverty problem are two major stresses 
on the region's system of public finance—that is, the revenues and expenditures of state and local governments. 
This pressure comes at a time when the federal government is paring back its levels of support. This article 
reviews the sources of state and local governments' monies as well as the ways these funds are spent, and 
considers the capacity of public finance in the region to address these problems. 

State and local governments in the Southeast 
are at a crucial financial juncture. They are being 
pressured toward providing expanded health 
care, education, and similar public services. Not 
only are states and localities being asked to fill 
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the gap left by reductions in federal support, 
but in some cases governments are being called 
on to offer an improved or broadened range of 
services as well. The willingness of many south-
eastern states to launch new programs—while 
simultaneously adjusting to less federal a i d -
demonstrates the initiative of state and local 
leaders and the improved condition of their 
governments' finances. With the exception of 
Louisiana, the financial status of most state and 
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local governments in the region has been good 
in the late 1980s. Yet even though resources and 
responsibilities for providing services are fairly 
well matched, uneasiness abounds about what 
the future may hold. 

The economic slowdown in the early 1980s 
was a reminder that the health of state and local 
finances depends largely on the performance of 
the national economy. Moreover, the movement 
to limit taxes showed that even during periods 
of economic growth, taxpayers may constrain 
the increase of state and local expenditures and 
revenues. 

Issues relating to public finance—that is, the 
management of a government's revenues and 
expenditures—vary widely among the south-
eastern states. This diversity often reflects the 
disparity of their growth experiences. The long-
term development concerns in the region range 
from fostering growth in Mississippi to manag-
ing it in Florida. In Louisiana, the key develop-
ment problem is to reduce a historical de-
pendence on primary industries. In contrast, 
Tennessee has already experienced a consider-
able transformation from traditional manufac-
turing to a more diversified industrial base . 
Virtually all states proclaim the need to build up 
infrastructure. Providing a nationally competi-
tive education is another objective that tran-
scends state lines. 

With revenues, the problems range from 
building up the tax base in capital-poor Mis-
sissippi to tapping Florida's considerable tax 
capacity to pay for its infrastructure needs. A 
major concern of state policymakers in Louisi-
ana is the heavy reliance on oil and gas produc-
tion as revenue sources; production is steadily 
declining as the state depletes these non-
renewable resources. The call for tax reform in 
Tennessee is not merely to raise more money 
but to achieve revenues that are more respon-
sive to new and changing economic conditions. 
Tax reform that would exploit the economy's 
shift toward the service sector is desirable but 
politically difficult to achieve. 

State and local governments in the Southeast 
confront these and many other issues. The 
choices facing these governments are important 
ones regionally and nationally. This article con-
tributes to the understanding of public finance 
in the region by providing an overview of the 
Southeast's revenue and expenditure systems. 

The essential feature that emerges is diversity, 
both in the relative size of expenditures and 
revenues and in the types of financing used. 
This article also examines the impacts of recent 
changes in state and local relations. Two impor-
tant trends of the last decade are that state and 
local revenues have grown relative to federal 
revenues, and transfers of funds from federal to 
state governments have been cut. Finally, the 
implications of fiscal policy changes for eco-
nomic deve lopments in the region are con-
sidered. 

Overview of Public Finance 
in the Southeast 

The great diversity among southeastern states 
precludes generalizations about the way they 
raise and spend their money. The difference 
between Georgia, which took in $2.6 billion in 
income taxes alone in 1987, and neighboring 
Florida, which has no income tax and garnered 
the bulk of its $9.8 billion revenue from general 
sales taxes, is too great to make comparisons 
meaningful. Similarly, the $1.9 billion spent on 
public welfare programs during 1987 in Florida 
may have been used much differently than the 
$544 million dispensed in nearby Mississippi. 
Moreover, the variety of governments' account-
ing rules and budget procedures contributes to 
the diversity. 

Still, the funds for state and local govern-
ments come from the same three main sources 
(see Table 1). By far the most important is 
taxation—sales and income taxes for states, and 
property taxes for cities and counties. In the 
early part of this century, s ta tes also relied 
heavily on the property tax. Mississippi was the 
first state in the Southeast to adopt both an 
income and a sales tax, and by the early 1950s all 
states in the region had begun collecting some 
form of income or sales taxes. 

A major concern in evaluating revenue sys-
tems is the degree of sensitivity to business 
cycles. A tax system is considered sensit ive 
when its receipts come from sources that are 
more easily affected by shifts in economic con-
ditions. Examples of such sources are income 
taxes and general sales taxes. Sensitivity is 
measured by income elasticity, which is the per-
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Table 1. 
Distribution of Total Revenue by Source in Southeastern States, 1987 

(percentages) 

Alabama Florida Georgia Louisiana Mississippi Tennessee Southeast United States 

TOTAL REVENUE 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

TOTAL TAXES 45.5 56.6 52.0 37.3 44.0 48.8 49.1 47.8 
Broad-Based Taxes 27.3 34.9 42.4 19.7 32.5 32.0 32.2 34.1 

General Sales 12.5 31.5 17.0 12.9 23.0 27.0 22.1 15.4 
Income 14.8 3.4* 25.4 6.8 9.5 5.0* 10.1 18.7 

Severance Taxes 0.8 0.5 0.0 4.9 1.1 0.0 1.1 0.8 

Other Taxes 17.5 21.2 9.6 12.7 10.4 16.8 15.8 12.9 
Property 1.0 1.3 0.2 0.0 0.0 0.0 0.6 0.9 
Motor Fuels and Vehicles 5.2 6.2 4.5 4.6 4.2 8.4 5.6 4.6 
Other Narrow Taxes 11.3 13.7 5.0 8.1 6.2 8.4 9.6 7.3 

CURRENT CHARGES 10.6 4.5 6.0 7.8 7.3 7.4 6.7 6.2 
Education 5.5 2.0 3.3 4.7 4.4 4.4 3.6 3.5 
Hospital 3.6 0.4 0.9 1.2 1.7 2.1 1.4 1.3 
Other 1.5 2.1 1.8 1.9 1.3 1.0 1.7 1.4 

FROM FEDERAL GOVERNMENT 20.9 16.1 22.3 26.5 26.0 25.1 21.6 18.5 
For Public Welfare 6.7 5.9 9.8 9.0 9.9 11.3 8.3 8.7 
For Education 5.9 4.1 4.5 4.0 5.7 4.4 4.5 3.3 
General Revenue Sharing^ 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Other 8.3 6.1 8.0 13.5 10.4 9.4 8.7 6.5 

INTEREST EARNINGS 5.2 3.6 2.1 3.2 2.8 2.6 3.3 3.6 

MISCELLANEOUS REVENUE 17.8 19.2 17.6 25.3 19.8 16.1 19.4 24.0 

* Corporate income taxes only. These states do not impose a personal income tax. 

1" States were excluded from general revenue sharing beginning in 1980. 

Note: Total revenue is the sum of general and miscellaneous revenues. General revenue consists of taxes, current charges, transfers from the federal government, 
and interest earnings. Miscellaneous revenue consists of utility, liquor store, and insurance trust revenues and totaled almost one-fifth of total revenues in 
1987. Miscellaneous revenue is especially important in Louisiana. 

Source: U.S. Department of Commerce, Bureau of the Census, State Government Finances in 1987. Digitized for FRASER 
http://fraser.stlouisfed.org/ 
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centage change in revenues that can b e related 
to a given percentage change in income. The 
higher the elasticity, the more sensit ive to 
changes in income are the source's revenues. An 
elasticity of 1.2, for example, indicates that a 
10 percent change in personal income auto-
matically results in a 12 percent change in 
revenues. 

Of the $54 billion total revenues of southeast-
ern states in 1987, taxes provided almost exactly 
half of them, or $26.5 billion. Of that amount, 
nearly $17.9 billion c a m e from broad-based 
taxes such as general sales and income taxes, 
which are especially sensitive to economic fluc-
tuations, according to Stephen P A Brown (1987). 
Narrow taxes such as property, motor fuels, and 
vehicle taxes provided $8.7 billion in revenues 
in 1987. These are relatively insensitive to busi-
ness cycles. Motor fuel and vehicle usage does 
not vary much cyclically, and so tax revenues 
from these sources are less sensitive than in-
come taxes. Since assessments are infrequent 
and many mortgage lenders require borrowers 
to escrow money for property taxes, payments 
are made even in bad times. As a result, this 
revenue source shows little sensitivity over the 
business cycle. 

In 1970 the share of narrow taxes was greater 
than that of broad-based taxes. However, the 
pattern was reversed in 1975; since then in the 
Southeast, broad-based taxes as a percentage 
of the total have steadily increased, standing at 
66 percent in 1987. Because the importance of 
broad-based taxes has climbed, the revenue 
system's sensitivity to economic fluctuations 
has been amplified. Though convenient during 
periods of economic growth, the increased elas-
ticity of the tax structure is actually a mixed 
blessing. For example, states are more fiscally 
vulnerable to recess ions b e c a u s e of the in-
creased weight of broad-based taxes. 

Severance taxes, which make up just over I per-
cent of southeastern governments' total reve-
nue, are directly affected by the production and 
price of commodi t ies such as oil and gas. 
(Severance taxes are imposed on nonrenew-
able resources extracted from a political juris-
diction.) In the region as a whole, severance 
taxes, royalties, and rentals are declining. On 
the other hand, user fees, current charges, and 
interest earnings constitute a small but growing 
share of state finances. 

Payments from the federal government pro-
vide the second leading source of funds in the 
Southeast, accounting for about 20 percent of 
state revenues (see Table 1). After steady in-
creases throughout the post-World War II era, 
payments to state governments peaked at the 
end of last decade. Under the revenue-sharing 
program that began in 1972, undesignated fiscal 
help was provided to state and local govern-
ments. In 1980, however, according to Helen F. 
Ladd (1984), the relatively healthy condition of 
state treasuries, in combination with the pros-
pect of growing federal deficits, led to the exclu-
sion of s ta tes from revenue-sharing. At that 
time, federal grants—subsidies and shared 
taxes, for example—provided 26 percent of 
s tate revenues. Within seven years, federal 
budget constraints had pushed that level down 
to 20 percent. 

Moreover, the nature of federal grants has 
shifted, adding to short-term fiscal pressures on 
state governments. The two main types of federal 
grants are welfare and other payments to in-
dividuals, and direct payments to state govern-
ments. Only the direct payments to governments 
help state officials balance their books, and this 
segment of the federal grant structure is growing 
at less than half the rate of welfare and other 
individual payments. The finances of state and 
local governments are strained as a result. 

Bonds and other kinds of debt issues repre-
sent the third significant source of financing. 
They differ from taxes and other sources of 
income because the money raised is usually 
designated for long-term capital spending proj-
ects, such as bridges and school buildings, and 
not for day-to-day operations of the government 
that show up in year-end revenue and expense 
statements. Although few states in the region 
have budget deficits, in the sense of an annual 
excess of spending over income, they do have 
large and growing debts.1 Among southeastern 
states debt has grown at an annual rate of 26 per-
cent in the 1980s, reaching a total of $4.8 billion 
in 1987. However, changes over the years in the 
character of those debts have resulted in less of a 
burden on taxpayers (Harrison Donnelley, 1986). 
For example, general obi igation bonds, a type of 
full faith and credit debt that must b e repaid 
from tax revenues, have shrunk to a third of 
states' total debt. Half a decade earlier, these 
bonds made up 50 percent of state debt. Reve-
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nue bonds have now b e c o m e more prevalent in 
state government financing. They are repaid 
from income generated by the projects the debt 
helps fund. A revenue bond would b e used, for 
example, to build a toll road on which the tolls 
col lected would help service and retire the 
debt . 

To date, gains in personal income and popu-
lation have outstripped debt issuance in all of 
the Southeast except Louisiana. Bond ratings 
according to Standard and Poor's are generally 
good across the region, ranging from AA- in Mis-
sissippi to AA+ in Georgia and Tennessee . 
Louisiana was downgraded to B B B + earlier this 
year as it struggled with falling oil prices and a 
heavy debt load. The debt- income ratio is low 
but rising in Alabama and Florida, a trend that 
can help maintain capital programs in down 
cycles. However, a state with a low debt burden 
is not necessarily a be t ter credit risk than a 
state with more debt. Factors such as the level, 
nature, and history of a state's revenues and 
expenditures are also important in this deter-
mination. Moreover, failure to incur debt and 
make necessary infrastructural investments 
could dampen future growth and thus imply a 
poorer credit risk. 

Table 2 shows expenditures by functional 
categories for Alabama, Florida, Georgia, Loui-
siana, Mississippi, and Tennessee . The first 
eight items constitute total general spending 
and include both direct and intergovernmental 
expenditures, that is, those channeled from the 
state government to local governments. Like 
revenues, expenditures are sensitive to busi-
ness cycles. During contractions, spending tends 
to increase automatically since governments 
must pay more into income-maintenance pro-
grams to respond to rising unemployment. 
When recovery begins, the decline in the de-
mand for income maintenance and the need to 
rebuild fund balances often lead to reductions 
in expenditures. However, in the later stages of 
the expansion, inflationary pressures may esca-
late the cost of providing established levels of 
services. 

Like most states , those in the Southeast 
spend more on education than on any other 
single item: $562 per capita of total state gen-
eral expenditures in 1987, or 37 percent of total 
expenditures (see Table 2). In recent years, 
though, growth in educat ion spending has 
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slowed, now claiming a smaller share of the total 
than in the 1970s. On the other hand, govern-
ment expenditures on public welfare and health 
have increased, growing more rapidly than state 
expenditures as a whole. The aged now consti-
tute a larger proportion of the population, and 
continuing advances in medicine are lengthen-
ing lives and broadening the range of treat-
ments. Relatively large increases in health and 
hospital spending have resulted. Highways are 
another important expense for state govern-
ments. The interstate highway system is largely 
completed, but repairs and maintenance of 
roads and bridges are costly. 

One-third of the general expenditures of 
southeastern states in 1987 was channeled to 
local governments in the form of shared taxes or 
grants. At the local level, education received the 
bulk of such revenue, with public welfare and 
highways also priority items. Miscellaneous 
expenditures (see Table 2) consist of utility, 
liquor store, and insurance trust outlays. This 
category represents the second highest share of 
total expenditures in Alabama, Florida, Louisi-
ana, and Mississippi. 

Interstate Variations in 
Revenues and Expenditures 

As mentioned above, each of the southeast-
ern states spends and collects money in dif-
ferent ways. The variety among the states, and 
among the hundreds of localities within each 
state, reflects historical and economic condi-
tions. 

Characteristics of State Revenue Systems. 
Table 3 shows that per capita revenues in the 
Southeast range from $1,520 in Tennessee to 
$2,075 in Louisiana. The long-standing fiscal 
conservatism of the region is reflected in per 
capita revenues and taxes that fall below the 
national average. Currently, the primary focus of 
state taxes is on consumption and income. 
Though the income tax has increased in relative 
importance, the largest source of revenue for 
the majority of the southeastern states has been 
the sales tax. Only in Alabama and Georgia is the 
income tax the major source of funds. 

According to the Tax Foundation, southeast-
ern states ranked in the top twenty-five in the 

use of the sales tax, which in most states is con-
fined to tangible property. Specific consump-
tion taxes, such as on gasoline, beer, alcohol, 
and tobacco, combine with severance tax reve-
nues to make up over 30 percent of the tax base 
in Alabama, Florida, Louisiana, and Tennessee. 
Broad-based taxes, which have performed sub-
stantially better than inflation, constituted over 
70 percent of state tax collections only in Georgia 
and Mississippi. This heavy reliance on inelastic 
revenue sources has resulted in a great dis-
crepancy between the sensitivity of the revenue 
base and the expenditure base. In other words, 
during inflationary periods, costs of providing 
services increase, but collection of sales taxes 
lags. During recessions, sales tax receipts fall 
more than personal income (which is main-
tained by unemployment compensation and 
other factors) because consumers postpone 
spending on durable goods such as cars and 
appliances. The requirement that states main-
tain balanced budgets implies that govern-
ments must act quickly to increase taxes and cut 
expenditures during recessions. For example, 
all southeastern states except Georgia respond-
ed to fiscal pressures in the early 1980s by 
increasing tax rates in income-elastic revenue 
sources such as income and general sales taxes. 

Although Tennessee taxes interest income 
and dividends, its constitution prohibits an 
income tax, as does Florida's. As a result these 
two states have long been dependent on the 
sales tax as a principal source of revenue. One 
advantage of the sales tax in Florida is that it 
relies heavily on out-of-state visitors, that is, 
tourists. However, during the 1980s, sales tax 
revenues have not kept pace with the Florida 
economy; the service sector, which is untaxed, 
has grown faster than the taxed goods sector. 
Tax revenue growth exceeded economic growth 
only for a few years, primarily due to tax in-
creases (Academy for State and Local Govern-
ment, 1986). Florida has thus been under steady 
pressure to raise the rates or expand the base to 
meet greater fiscal demands created by the 
state's rapid growth. Changes in the sales tax 
system are made more difficult by the system's 
complexity; all of the taxes imposed include 
numerous exemptions, exclusions, multiple 
ratios, and special conditions.2 

Another major drawback arising from the 
absence of an income tax in Florida and Ten-
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Table 3. 
Per Capita State Government Revenues by Source, 1987 

Alabama Florida Georgia Louisiana Mississippi Tennessee Southeast United States 

TOTAL REVENUE $1,733.19 $1,446.75 $1,645.86 $2,075.18 $1,681.33 $1,520.62 $1,683.82 $2,129.60 

TOTAL TAXES 789.17 818.95 855.62 773.06 740.34 742.19 786.56 1,017.12 

Broad-Based Taxes 473.52 505.26 697.14 407.87 546.18 486.32 519.38 726.29 
General Sales 216.45 455.65 279.54 266.69 386.82 410.78 335.99 328.03 
Income 257.08 49.61* 417.60 141.19 159.36 75.54* 183.39 398.26 

Severance Taxes 13.06 6.76 0.00 100.78 18.74 0 .33 23.28 16.67 

Other Taxes 302.59 306.93 158.49 264.41 175.42 255.54 243.90 274.15 
Property 16.81 18.46 2.86 1.02 0.11 0.00 6.54 18.99 
Motor Fuels and Vehicles 89.84 89.76 73.74 96.10 70.80 127.62 91.31 98.91 
Other Narrow Taxes 195.93 198.71 81.88 167.30 104.52 127.93 146.04 156.25 

CURRENT CHARGES 183.37 64.92 98.10 161.32 123.29 112.46 123.91 131.40 
Education 95.14 28.91 53.81 98.22 73.50 66.65 69.37 74.62 
Hospital 63.08 6.22 15.43 24.71 28.51 31.24 28.20 27.84 
Other 25.15 29.80 28.86 38.39 21.28 14.58 26.34 28.94 

FROM FEDERAL GOVERNMENT 362.80 232.81 367.64 549.37 437.93 381.52 388.68 393.21 
For Public Welfare 116.37 85.61 161.13 185.85 167.21 172.16 148.05 185.23 
For Education 102.34 58.88 74.13 82.65 96.43 66.73 80.19 69.54 
General Revenue Sharing 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
Other 144.09 88.33 132.38 280.87 174.29 142.63 160.43 138.44 

INTEREST EARNINGS 90.08 52.58 35.35 67.42 46.75 39.63 55.30 77.56 

MISCELLANEOUS REVENUE 307.78 277.49 289.16 524.00 333.02 244.83 329.38 510.32 

* Corporate income taxes only. These states do not impose a personal income tax. 

Source: See Table 1. 
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nessee is the "importation" of a substantial 
quantity of taxes through the federal tax struc-
ture. Residents of these two states carry more of 
a federal tax burden since the absence of a state 
income tax gives them fewer deductions from 
federal income tax. In Florida, the effect is to 
offset the sales tax collected from nonresidents. 

In 1987 Florida tried to impose a broad-based 
tax on services. However, some groups opposed 
it so strongly that it was repealed in early 1988, 
six months after taking effect. To make up the 
lost $ 1.2 billion tax revenue in 1988, the sales tax 
rate was raised from 5 to 6 percent (Robert K. 
Landers, 1987). 

Fiscal Capacity and Tax Effort in the South-
east. Comparisons of states' revenues are more 
meaningful when they are modeled on a mea-
sure that relates the revenues available to state 
and local governments to a relevant, uniform 
base . One popular way to gauge the fiscal 
capacity, or tax base, of state and local govern-
ments is with personal income, though that may 
not always b e accurate. The corresponding tax 
effort measure is the ratio of tax collection to 
personal income. Using this fiscal capacity mea-
sure, Georgia exhibited the highest fiscal effort 
(10.5 percent), while Mississippi had the lowest 
(8.4 percent). All the states in the region were 
below the national average of 11.3 percent in 
1987 (Advisory Commission on Intergovernmen-
tal Relations, 1987). 

An alternative evaluation, devised by the 
Advisory Commission on Intergovernmental 
Relations, is the yield of the representative tax 
system (RTS). It can help calculate how much 
revenue a government could raise by applying 
national average tax rates to the tax bases under 
its jurisdiction. Representative tax system num-
bers do not show absolute changes in the level 
of fiscal capacity over time, but the statistics do 
highlight uneven relative changes, as well as the 
extent of differences among states. This mea-
sure is much more comprehensive in determin-
ing fiscal capacity than is per capita income, not 
only because the representative tax system 
incorporates a broader range of tax bases, but 
because it implicitly accounts for a state's tax 
exportation opportunities, that is, the chances 
to collect taxes from nonresidents. 

Another important advantage of this system 
as an indicator is that it is far more sensitive than 
the per capita income measure to changes 

Table 4. 
Tax Capacity and Tax Effort, 1985 

(U.S. average = 100) 

Tax Capacity Index Tax Effort Index 

Alabama 75 87 

Florida 103 76 

Georgia 9 0 9 0 

Louisiana 97 93 

Mississippi 69 93 

Tennessee 83 8 2 

Source: Advisory Commission on Intergovernmental Relations, 
Significant Features of Fiscal Federalism (1988): Wash-
ington, D.C. 

affecting a state's tax base. For example, shifting 
oil prices may not strongly and quickly affect the 
per capita income of Louisiana, but they clearly 
have a large and immediate effect on the state's 
fiscal capacity. From 1980 to 1985, the represen-
tative tax system capacity indices fell by more 
than 10 points in energy-rich Louisiana but in-
creased in Florida, Georgia, and Tennessee and 
held steady in Alabama and Mississippi. 

Using this alternative fiscal capacity measure, 
Florida had the highest index in 1985 (103) and 
Mississippi emerged with the lowest (69) (see 
Table 4). Thus, Florida would collect taxes 3 per-
cent above the national average if it applied 
national average rates to its state, and Mis-
sissippi would raise only 69 percent of the 
national average. Florida and Louisiana have 
higher tax capacity indices than other south-
eastern states because of their ability to collect 
sales and severance taxes, respectively, from 
nonresidents. 

Analysis of a state's tax structure should also 
include a review of tax effort. Tax capacity and 
tax effort indicators are complementary in that 
the former measures a state's tax base and the 
latter indicates the overall burden placed on 
that base. Together, they offer a perspective on 
each state's general fiscal status. The tax effort 
index is found by dividing a state's actual tax 
collections by its estimated tax capacity. The 
result may b e interpreted as a measure of how 
much that state chooses to exploit its potential 
tax bases relative to other states. (A state with a 
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tax effort beneath the national norm will have 
an effort index under 100.) Louisiana and Mis-
sissippi lead the region in tax effort, although 
they are still below the national average (see 
Table 4). 

Characteristics of Expenditure Systems 

Interstate comparisons that highlight each 
state's finances can b e quite misleading be-
cause many factors affect expenditure levels. 
First, some state governments either take over 
and perform functions that others provide for 
locally or assist by grants-in-aid. Florida's state 
government, for example, spends the lowest 
proportion in the region on total (state and 
local) direct expenditure. Second, although more 
revealing comparisons can b e made when state 
expenditures are expressed on a per capita 
basis, population is by itself an inadequate 
proxy for expenditure needs. Some groups—for 
example, dependent children and the a g e d -
require extra public ass is tance. Per capita 
spending is a rough measure also because it 
does not allow for price or quality differences, 
s ta te by state, of public goods. Third, s tate 
variations in expenditure cannot b e thoroughly 
explained by quantitative means ; noneconomic 
and intangible factors stemming from different 
historical backgrounds are also important (J. 
Richard Aronson and John L. Hilley, 1986). 

With these caveats in mind, Table 5 shows 
state expenditures in the Southeast for fiscal 
year 1987. Note that the average outlay of $ 1,510 
per person is well below the U.S. norm of $ 1,877. 
Only Louisiana surpassed the national average. 
Florida and Tennessee spent less than $1,400-, 
Alabama, Georgia, and Mississippi, between 
$1,400 and $1,600. 

Aside from population, the most important 
factor accounting for the diversity among states 
is income. As a group, the southeastern states 
appear to defy the generally held perception 
that personal income and government expendi-
ture tend to rise together. Public spending in 
the region has not climbed as quickly as per-
sonal income. A plausible explanation is that 
local governments in some states are perform-
ing functions that are typically left to s tate 
governments. In addition, factors such as the 
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Table 6. 
Variation in Proportionate 

Expenditures of States 
by Type, 1987 

Mean 
Standard 
Deviation 

Coefficient 
of Variation 

Education 37.25 3.95 10.61 
Public Welfare 13.53 2.54 18.74 

Highways 9.75 1.21 12.41 

Hospitals 
and Health 8.55 0.86 10.11 

Natural 
Resources 2.67 0.65 24.38 

Public Safety 3.94 0.79 19.99 
Administration 2.90 0.62 21.32 

Interest on 
General Debt 3.73 1.75 46.96 

Miscellaneous 
Expenditures 17.71 3.52 19.86 

Source: Calculated at the Federal Reserve Bank of Atlanta from 
U.S. Department of Commerce, Bureau of the Census 
data. 

density and age structure of the population as 
well as the degree of urbanization may lessen 
the effect of per capita income on expenditure. 

When expenditures on particular functions 
are examined, diversity rather than uniformity 
again prevails. However, state rankings of socio-
economic indicators should be discussed guard-
edly, particularly b e c a u s e distributions vary 
among states. For example, Florida ranks the 
lowest regionally in per capita spending for 
education, but at the top in spending per pupil. 
The difference reflects Florida's large share of 
elderly residents . Furthermore, variations in 
state levels of per pupil expenditure cannot b e 
explained entirely by differences in fiscal ca-
pacities. Studies find a positive relation be-
tween these two measures, but Aronson and 
Hilley indicate that price, socioeconomic status, 
and preferences can also b e important. For 
example, educational services may simply b e 
cheaper in Mississippi than in Florida. 

Apparently, the expenditure preferences of 
southeastern governments for most functions 
are quite diverse from state to state, with the 
exception of education. Variations across states 
in functional expenditures can b e examined in 
Table 2. The relative proportions of total state 
expenditure on education by Florida, a rich 
state, and Mississippi, a poor state, are quite 
similar (37 percent), indicating that both govern-
ments placed similar degrees of importance on 
this function even though the actual per capita 
expenditures were quite different. 

The extent of state variation in proportionate 
expenditure on each function can b e measured 
first by calculating the standard deviation of that 
function, and then calculating the coefficient of 
variation. The lower the value of the coefficient, 
the more similar the proportionate amounts 
spent by the states-, the higher the value, the 
greater the variability. The coefficients of varia-
tion for the southeastern states in 1987 shown in 
Table 6 indicate that differences in the ratios of 
state spending for education are modest. 

Expenditures for education fall into two cate-
gories: (1) elementary and secondary schools 
and (2) higher education. The lack of variation 
among the states in educational spending can 
b e explained by the relative similarity of expen-
diture on elementary and secondary schools. 
Variations in expenditures for most other func-
tions are much greater than that for education. 

Fiscal Decentralization 
in the State-Local Sector 

The state revenue and expenditure policies 
described in the previous section, of course, are 
not made in a vacuum but rather are influenced 
by federal policies and local needs. Because of 
reductions in federal aid in the early 1980s, state 
governments were forced to adjust almost all 
aspects of their budgets. Kenneth E. Quindry 
and Niles C. Schoening (1981) report that in 
some states, these constraints have led to a 
reappraisal of both the appropriate role of state 
aid to localities and the proper distribution of 
service responsibilities between state and local 
governments. 

In 1902 local governments accounted for 82 per-
cent of the combined tax revenues of the state 
and local sector; by 1986 this figure had fallen to 
43 percent. Major centralization occurred in the 
first half of this century, according to John Joseph 
Wall is and Wallace E. Oates (1988). As with many 
matters, wide variations exist among the states 
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in the extent of fiscal centralization. For exam-
ple, state government spending in Florida ac-
counted for only 29 percent of total state-local 
expenditures in 1986. In Louisiana, on the other 
hand, state government's share of spending was 
50 percent. 

The difficulty of developing a fully satisfactory 
measure of centralization must b e acknowl-
edged at the outset. Following earlier work by 
the U.S. Treasury Department (1985) and David 
A. Wildasin (1987), the fiscal share of the state 
government in the state-local sector is used as 
the measure of fiscal centralization. Fiscal "cen-
tralization ratios" can b e constructed on either 
an expenditure or revenue basis. For the pur-
poses of this article the basic issue is how to 
treat intergovernmental transfers of revenues. 
The revenue-basis measure attributes inter-
governmental transfers of funds to the grantor, a 
treatment that s e e m s sensible if the grantor 
authorizes use of the funds only for specific pur-
poses. However, when funds are transferred un-
conditionally (for example, under a revenue-
sharing program), attributing the funds to the 
transfer recipient may make more sense. This 
article presents fiscal centralization measures 
in both revenue and expenditure terms. 

Table 7 shows state and local government 
shares in public expenditure for selected years. 
T h e s e "direct expendi ture" shares attribute 
intergovernmental transfers of funds to the re-
ceiving government. The most striking feature of 
Table 7 is the divergent trend between the 
United States and the Southeast. The region 
appears to have decentral ized s ince 1970, 
whereas the nation has shown signs of increas-
ing centralization. In the last two decades the 
state share in public expenditure has declined 
in all southeastern states except Louisiana, 
where it showed a marginal increase. Decentral-
ization is especially marked in Florida, Georgia, 
and Tennessee. 

Until 1950 the state share of spending grew 
rapidly with the expansion of the states' role in 
several major new public services—education, 
highways, and public welfare, for example. Once 
these services were established, however, the 
responsibility for them began shifting from state 
to local governments. What's more, new services 
have b e e n disproportionately assigned to the 
local government level (Mary H. Cooper, 1986). 
The significance of this development should not 
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b e overrated, though. This trend toward local 
governments' bearing an increased share of the 
burden is relatively recent, is not especially 
large in comparison to the earlier centralization, 
and may not persist. 

In examining trends in fiscal centralization 
from the perspective of revenues rather than 
expenditures, roughly the same picture emerges. 
However, state governments account for a larger 
portion of state-local revenues than they do for 
expenditures. Slight trends toward decentral-
ization of revenue decisions in the Southeast 
and centralization of them in the nation are 
apparent (see Table 8).3 As with expenditures, 
the bulk of the revenue centralization process 
took place in the first half of the century. Until 
1980 fiscal decentralization brought with it an 
increase in the reliance on state intergovern-
mental grants to localities and a decline there-
after. Table 9 documents this trend, indicating 
the percentage of state and local revenues com-
ing from intergovernmental transfers. 

To sum up, in 1970 the region was more cen-
tralized than the nation, both in terms of reve-
nues and spending. Since then the Southeast's 
state and local sectors have revealed a mod-
erate tendency toward decentralization in both 
measures. However, the increase in the share of 
the local sector has b e e n modest. In addition, 
interesting and persistent patterns emerge 
across states. For example, rapid population 
growth in certain areas of Florida and Georgia 
has led to relative decentralization as a result of 
an increase in the demand for local government 
services. Furthermore, local governments in 
Florida have historically b e e n less regulated in 
their revenue-raising functions. 

The major concern of a decentralized revenue 
and expenditure structure is the greater effect 
that cutbacks in federal grants-in-aid have on it. 
In general, local governments are more heavily 
dependent on federal revenue-sharing funds, 
and so cutbacks reduce the ability of economi-
cally poor localities even to maintain existing 
services. 

Fiscal Policies and Economic Growth 

An overview of state and local revenue and 
expenditure systems in the Southeast helps to 

evaluate the overall fiscal health of the south-
eastern states now and in the years ahead. Be-
cause of constitutional or statutory require-
ments that budgets b e balanced, a state's reve-
nue collections are generally very near to or 
slightly higher than its expenditures. In fiscal 
1987, southeastern states reported growth in 
revenues of 8.3 percent. (Only Louisiana repott-
ed revenue slippage.) This figure compares 
favorably with the growth rate in expenditures of 
6.3 percent. However, fiscal difficulties may b e 
coming soon as expenditures are projected to 
grow faster than revenues in 1989. 

One of the leading indicators of fiscal health 
in state budgets is the ending balance of the 
general fund. The government standard for this 
balance—5 percent of total expenditures—is 
generally recognized as adequate. The National 
Governors Association reported in 1988 that "an 
ending balance of this size is necessary to pro-
vide cash flow during the year to accommodate 
the cyclical nature of revenue collections and 
disbursements, and most particularly, to pro-
vide sufficient revenue at the change of a fiscal 
year without disruption of service." 

S t a t e governments in the region and t h e 
nation have not achieved the 5 percent stan-
dard in the aggregate since 1980. In 1987, the 
general fund balance in the Southeast varied 
from -11.72 percent in Louisiana to 7.76 percent 
in Tennessee. Perhaps more telling of the nar-
rowing gap between expenditures and reve-
nues is the number of s ta tes budgeting for 
ending balances in the general fund of 1 percent 
or less in fiscal 1989 compared to those with 
similar balances in fiscal 1987. Although three of 
the six southeastern states ended 1987 with fis-
cal balances over 1 percent, only Louisiana is 
projected to do so in 1989. Furthermore, Flor-
ida, Alabama, and Georgia are anticipating zero 
ending balances in fiscal 1989. 

Overall, all southeastern states except Loui-
siana continue to hold the line at present, but 
expenditures are likely to increase vis-a-vis 
revenues, eventually putting pressure on the 
ending fund balances. As noted earlier, with the 
exception of Louisiana, per capita expenditures 
in southeastern states are below the national 
average. Virtually all states proclaim the need to 
build up public infrastructure. The pressing 
need to provide a nationally competitive educa-
tion for all of the region's students is a promi-
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Table 8. 
State and Local Government Shares in State-Local Revenues from Own Sources 

(percentages) 

Alabama Florida Georgia Louisiana Mississippi Tennessee Southeast United States 

State Local State Local State Local State Local State Local State Local State Local State Local 

1970* 62.0 38.0 51.8 48.2 55.8 44.2 66.9 33.1 65.2 34.8 56.1 43.9 59.6 40.4 52.8 47.2 

1975* 64.3 35.7 53.7 46.3 52.0 48.0 65.9 34.1 66.8 33.2 53.8 46.2 59.4 40.6 53.4 46.6 

1980 58.8 41.2 50.9 49.1 50.7 49.3 65.3 34.7 66.1 33.9 42.7 57.3 55.8 44.3 57.7 42.3 

1982 59.8 40.2 45.9 54.1 48.8 51.2 62.7 37.3 64.4 35.6 41.4 58.6 53.8 46.2 57.0 43.0 

1986 59.2 40.8 47.3 52.7 49.1 50.9 60.0 40.0 63.0 37.0 43.7 56.3 53.7 46.3 57.1 42.9 

* General Revenues 

Source: See Table 7. 

Table 9. 
Share of Intergovernmental Revenue in Total Revenue of State and Local Governments 

(percentages) 

Alabama Florida Georgia Louisiana Mississippi Tennessee Southeast United States 

State Local State Local State Local State Local State Local State Local State Local State Local 

1970 34.6 45.0 20.0 36.6 27.9 36.5 26.8 45.1 32.4 48.8 31.6 40.2 28.9 42.0 26.0 36.5 

1975 32.9 47.1 24.1 44.2 33.2 35.7 26.4 49.1 33.3 54.7 32.0 41.0 30.3 45.3 28.1 42.4 

1980 34.5 45.9 24.5 44.2 31.2 39.8 27.2 47.0 37.4 54.7 34.8 40.6 31.6 45.4 27.5 44.1 

1982 28.3 43.6 23.1 39.1 29.1 35.8 20.7 43.2 32.1 51.2 32.0 35.5 27.6 41.4 25.1 41.5 

1984 24.7 40.2 20.4 37.0 29.0 33.9 24.0 37.1 30.1 46.9 32.4 33.7 26.8 38.1 24.6 39.2 

1986 27.1 40.7 20.3 34.4 27.9 32.3 25.1 35.5 32.7 46.8 31.5 33.4 27.4 37.2 25.1 38.7 

Source: See Table 7. Digitized for FRASER 
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nent example of a common shortcoming and 
objective of southeastern states. Spending on 
schools per pupil is nearly 30 percent lower in 
the region than the nation. Closing the gap in-
volves somehow raising the priority given edu-
cation as well as devoting more resources to 
financing the educational process. Unfor-
tunately, there are formidable financial obsta-
cles to bettering educational systems in the 
Southeast. 

Thus, southeastern states are still positioned 
precariously, vulnerable to economic swings or 
changes in federal grants and aid. Given the 
relatively low tax burden and expenditures per 
capita in the Southeast, the region's fiscal prob-
lems would appear to b e more closely tied to its 
revenue structure. Reforming this structure, 
though, entails a number of problems, ranging 
from cyclicality and excess ive rel iance on 
energy-related severance taxes in Louisiana to in-
creased demands from rapid growth in Florida. 

Since Louisiana businesses are already taxed 
heavily, a likely candidate for increased revenue 
would appear to b e the property tax, which is 
not as sensitive to changes in the economic 
environment. Florida has different concerns. 
Unable constitutionally to tax personal income 
or personal property, the state government in 
Florida has had to rely largely on the sales tax at 
a time when more and more money is being 
spent on services, which are exempt from taxa-
tion. Tax revenues in Florida are also more sen-
sitive to national business cycles than to local 
conditions b e c a u s e of tourism's significance 
there. 

Tennessee 's problems are similar to Florida's 
but probably not as acute because it has not 
experienced the rapid overall growth that Flor-
ida has. Growth in services is also not as robust 
as in Florida. The Special Joint Legislative Task 
Force on State and Local Tax Structure, created 
in 1983, considered imposition of the personal 
income tax to b e the most desirable form of tax-
ation in T e n n e s s e e (Academy for S ta te and 
Local Government, 1986). 

Mississippi has traditionally been a capital-
deficient state, heavily dependent on transfers 
from the federal government. Furthermore, the 
economic problems of rural Mississippi have 
reduced the local tax base, and so the state has 
had to seek funds elsewhere. Transfer pay-
ments, though, are also somewhat vulnerable to 

budget-reduction programs and recession-
induced declines in government revenues. 

The governor of Georgia recently proposed 
doubling the state's motor fuel tax to 13.5 cents, 
a proposal that comes as the state grapples with 
a tight budget. The increased revenues, which 
would b e earmarked for road construction, are 
expected to help free up the state's general 
fund for other programs such as education and 
health. 

State tax policy in Alabama has continued to 
nurture the state's primary industries; however, 
the tax structure is more diversified than that in 
Louisiana, and the existing revenue sources are 
expec ted to prove a d e q u a t e in the coming 
years (National Governors Association, 1988). 

Conclusion 

State and local governments in the Southeast 
should now prepare themselves to play an ex-
panded role in financing and providing services. 
Improved financial conditions and a diminished 
federal presence have created a momentum 
toward state and local assumption of respon-
sibility. Thus, in the coming years, those gov-
ernments that pay the bills must have access to 
adequate revenue sources. According to a study 
conducted by the Academy for State and Local 
Government, the shift toward a service-based 
economy means that states need to diversify 
their revenue sources by broadening the bases 
of their existing taxes, finding new taxes, and 
"tailoring them to the unique attributes of ser-

vices within a jurisdiction." 
Looking ahead, the infrastructure demands of 

the states are great, as is the need for increased 
resources. Several states have undertaken pro-
grams to improve the qual ity of their school sys-
tems. Spending on health and hospitals can 
also b e expected to rise as costly medical ad-
vances and longer I ife spans drive up publ ic and 
private health expenditures. In welfare spend-
ing, the debate over federal versus state re-
sponsibility suggests that the state role may 
grow here as well. 

The issue of financing increased expendi-
tures is an important one. Governments must 
cope with reduced federal aid by turning to 
alternative sources. Most states rely on both an 
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income and a sales tax; the high income elas-
ticity of the income tax serves as a boon in good 
times. Though more stable, the sales tax has its 
own well-known drawbacks. Since 1970, states 

have improved the productivity of their revenue 
systems by diversifying their tax bases and in-
creasing collection efficiency, but much more 
can still be done. 

Notes 

'Vir tual ly all states and local governments share a com-
mon mandate to balance their budgets. States have laws 
that include barring the governor from submit t ing an 
unbalanced budget and preventing the legislature from 
passing one. Should unexpected developments threaten 
to cause a deficit in the middle of a fiscal year, many states 
require the governor to take emergency measures to bring 
spending down to the level of revenues. 

Exempt ion of necessities such as food and drugs tends to 
make the Florida revenue system more elastic. 

3The major difference between Tables 7 and 8 is that the lat-
ter attributes intergovernmental revenues to the level of 
government which is the source (not the recipient) of 
the funds. 
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