
GOVERNMENT FINANCE IN THE 

NATION'S CAPITAL

Unlike any other municipality in the country, the 
nation’s capital is unique in the area of government 
finance. Whereas other political subdivisions in the 
U. S. can make final determinations regarding the 
methods of acquiring and dispensing revenue, in 
Washington, D. C., such decisions are made not only 
by the local administration but also by the Office of 
the President and Congress. Moreover, because of 
its unique relationship to the National Government, 
the District receives annually a Federal payment to 
supplement revenue from its own sources. An an
nual contribution by the Federal Government, this 
payment, which has been made sporadically since 
1790, is not based on the District’s own tax re
sources or its expenditures, but, rather, upon the 
discretion of Congress. Although no agreement has 
been reached regarding the size of the payment, which 
has jumped from $6 million in 1939 to $139.0 million 
in 1971, policymakers have agreed that the cost of 
governing the District of Columbia should not be 
borne by District taxpayers alone and that this na
tional contribution is indispensable. With expendi
tures doubling at less than ten-year intervals, howr 
to meet the growing revenue needs of the city remains 
one of the District’s most urgent problems.

Special Fiscal Problems The very presence of the 
Federal Government places extra and unusual strain 
on the city’s finances. For instance, the city picks 
up the tab whenever the President honors foreign 
visitors with welcoming ceremonies, or when a group 
of protestors demonstrates for a particular cause. 
The city’s 120-odd foreign embassies and chanceries 
require constant police protection. Moreover, every 
four years when a President is inaugurated the cost 
of additional traffic control, visitors’ protection, etc. 
becomes the responsibility of the city. Not only does 
the Federal presence place additional costs on the 
city, offset to some extent by revenue from tourists, 
but it also imposes special restraints on the District’s 
taxing freedom. The Federal Government is the 
city’s major employer and chief property owner; but 
because the National Government cannot be taxed, 
the city is denied a large potential source of revenue.

Geographical restrictions also affect the financial 
status of the city. For instance, the District com

prises an area of only 67 square miles. This rela
tively small area, coupled with a declining popula
tion, greatly limits available sources of revenue. Also, 
the District is restricted geographically by the states 
of Maryland and Virginia, which further places it 
under confining economic restraints. For example, 
the large number of commuters who live in the 
adjacent states but are employed by the Federal Gov
ernment and work in the District are not taxed di
rectly by the city, which loses substantial revenue as 
a result. The move to the suburbs, which is taking 
place in most large cities, is especially troublesome 
for Washington, since its suburban areas are in other 
states. Although the District has the tax programs 
and in many cases the tax rates, it lacks taxpayers.

Revenue From fiscal year 1960 to 1970, general 
revenue, i.e., revenue from both the Federal Govern
ment and the District’s own sources, almost tripled, 
rising from $256.3 million to $720.9 million (Chart 
1). In 1970, revenue from the Federal Government,
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which includes the annual Federal payment and 
various Federal grants, totaled $271.5 million, while 
revenue from the city’s own sources accounted for 
$449.4 million. The proportion of revenue con
tributed by the Federal Government increased from 
24.0% in 1960 to around 38.0% in 1970, while the 
ratio of funds from the District’s own sources de
clined from about 76.0% to 62.0%. Yet, even with 
the rapid rate of growth in revenue from the Federal 
Government, well over half of total revenue in 1970 
came from the District’s own sources, primarily from 
taxes (Chart 2 ).

Although property taxes remained the largest single 
source of tax revenue in 1970, such taxes accounted 
for only around one-third of total tax revenue and 
slightly less than one-fifth of total revenue. The rela
tive importance of the property tax is conspicuously 
smaller in the District of Columbia than in other 
cities of similar size. For example, in Dallas and 
Cleveland the ratio of property tax revenue to total 
tax revenue was 68.5% and 58.8%, respectively, 
while the proportion for the District was only 32.7%. 
The property tax produces relatively little revenue 
in the District, because a proportionately large share 
of real property is not taxable and the effective tax 
rate is comparatively low. For fiscal year 1971, the 
fixed minimum rate was $3.20 per $100 of assessed

value, but property in the District is assessed at only 
54.3% of market value. In these terms, the ef
fective assessment rate in fiscal year 1971 was $1.74 
per $100, below the average of $2.50 per $100 of 
market value for the 25 largest cities. Only three of 
the 25 largest cities had effective rates lower than 
that of the District.

City income taxes accounted for around 27.0% of 
tax revenue in 1970. From 1960 to 1970, revenue 
from personal income taxes rose from $35.6 million 
to $103.5 million. The District initiated personal in
come taxation in 1939 and has increased rates six 
times in the last 20 years. Current rates range from 
2 .0% on the first $ 1,000 of taxable income to 10 .0% 
on amounts of $25,000 and over, with exemptions 
of $ 1,000 for single persons, $2,000 for married 
couples, and $500 for each dependent. A  comparison 
between the District and the 40 states that levied an 
income tax in 1971 indicates that the nation’s capital 
ranked well above the average. Based on taxes paid 
by a family of four with incomes of $5,000, $10,000, 
and $25,000, the District ranked 18th, 1 1 th, and 8th, 
respectively. Also, individual income tax collections 
as a percent of total personal income in the District 
stood at 2.23%, considerably above the national 
average of 1.15% in 1970. Considering the relatively 
high rate of income taxation and the large number of 
people working in the District, revenue produced 
from this tax is not as large as might be expected. 
The major reason for this situation is that non
residents, that is, people who earn income in the Dis
trict but live elsewhere, are exempted from the tax.

Another source of District tax revenue is the sales 
tax. General and selective sales taxes accounted for 
around 34.0% of total tax revenue or $133.3 million 
in 1970. First imposed in 1949, the general sales tax 
was the city’s fastest growing source of revenue 
during the 1960’s. Revenue from the general sales 
tax increased from $22.5 million in 1960 to $71.3 
million in 1970, an average annual rate of increase 
of 12.0% The District sales tax rate as of Sep
tember 1971 was 4.0%, slightly above the 3.7% 
average of the 45 states that levy sales taxes but 
below the 4.7% average rate of the 25 largest cities. 
The District taxes food at a relatively low rate of 
1.0% and exempts all drugs. Sales taxes have two 
advantages for the District: (1 ) the tax is easy to 
administer because it is collected by the merchant 
and ( 2 ) the tax affects tourists and nonresidents who 
otherwise contribute little to the support of local 
government.

Other sources of tax revenue in the District are 
taxes from licenses and certain miscellaneous taxes.

C hart 2

REVENUE FROM TAXES
Fiscal Years

$ M illions 
140

120

100

80

6 0 - i —

40

20

JJ i l
Property General Selective Income A ll A ll

Sales Sales Licenses O ther

Source: U. S. Department o f Commerce, Bureau o f the Census.

8 MONTHLY REVIEW, SEPTEMBER 1972
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

September 1972



C h a rt 3

GENERAL EXPENDITURES BY FUNCTION

Fiscal Years

TOTAL Education Highways Public Welfare Health and Police and Sewage and Interest All Other
Hospitals Fire Sanitation on Debt

Source: U. S. Department of Commerce, Bureau of the Census.

Revenues from both these sources increased sub
stantially from 1960 to 1970, but such levies still ac
count for only a small proportion of total tax revenue. 
In fiscal 1970, revenue from licenses accounted for 
$18.1 million, while revenue from other miscellaneous 
sources was $8.2 million.

A  review of the tax structure indicates that the 
District has a relatively low property tax, a rela
tively high individual income tax, and a sales tax 
that is about average. The total tax burden of Dis
trict residents appears to be much the same as the 
average burden shouldered by residents of the na
tion’s 25 largest cities. In fiscal 1971, total taxes as 
a percent of family income for the District family 
earning $5,000 was 6.5%, while the 25 city average 
was 8.0%. In the $25,000 income classification, the 
ratio of total taxes to family income in Washington 
was 8.6% ; the 25 city average was 7.7%.

Expenditures Between fiscal years 1960 and 1970, 
total general expenditures grew at an average annual 
rate of around 11.0%, rising from $269.2 million in 
1960 to $761.7 million in 1970 (Chart 3 ). Total per 
capita expenditures, which also grew at an average 
annual rate of 11.0%, rose from $353.28 to $1,006.87.

Education accounted for the largest single expendi
ture in 1970, $197.6 million. Expenditures for Dis
trict students grew approximately 13.5% per year 
during the 1960’s, accounting for some 26.0% of 
total expenditures by 1970. Per capita educational 
expenditures more than tripled, rising from $73.10 to 
$261.22. A  particularly sharp increase in expendi
tures for higher education occurred during the latter 
part of the 1960’s. Such expenditures rose from $1.3 
million in 1960 to $37.9 million in 1970. Most of 
the growth in higher education took place after the 
passage of the Public Higher Education Act of 1967,
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which provided for the creation of the Federal City 
College and the Washington Technical Institute.

Expenditures for health and hospitals also in
creased substantially, rising at a rate of 11.4% per 
year. Around 15.0% of total expenditures, or $114.2 
million, went for health care for local residents in
1970. Expenditures for police and fire protection 
also rose, climbing at a 9.8% average annual rate.

The most rapidly growing expenditure item during 
the decade of the 1960’s was public welfare. From 
1960 to 1970, welfare expenditures grew at an 
average annual rate of 16.5%, increasing from $20.9 
million to $96.6 million. Welfare expenditures as a

percent of total expenditures rose from 7.8% in 1960 
to 12.7% in 1970. Rapid growth was also reflected 
in public welfare expenditures per person, which more 
than quadrupled, jumping from $27.43 to $127.66.

Although all expenditure categories rose in absolute 
terms during the period, spending for highways and 
sanitation and sewage facilities fell as a proportion 
of total expenditures. The proportion of revenue 
spent for highways dropped from 13.7% in 1960 to 
7.9% in 1970, while the ratio of sanitation and 
sewage expenditures to total expenditures declined 
from 6.8% to 4.6%.

Debt Expenditures exceeded general revenue in 
every year except 1968 (Chart 4 ). In order to meet 
the rising costs of conducting its affairs, the city in
creased its outstanding debt. The District borrows 
directly from the U. S. Treasury, rather than on 
the open market as do other municipalities. Until 
November 1967, District borrowing was at a flat 
rate prescribed by Congress, but in that year Public 
Law 90-120, which greatly expanded the amount 
the District could borrow, was passed by Congress. 
The debt limit was changed so it could not exceed 
6.0% of the average general fund revenues. Con
gress, however, still maintained project-by-project 
approval of all borrowing. Because of this change in 
the amount that could be borrowed, debt rose much 
more rapidly between 1968 and 1970 than in the 
previous years of the decade. Debt outstanding in
creased nearly $200 million from 1968 to 1970, just 
slightly less than the total increase from 1960 to 
1967. In 1960, debt outstanding for the District was 
$147.5 million; by 1970, it totaled $596.5 million.

Conclusion Government finance in the nation’s 
capital is unlike that of any other municipality be
cause of Washington’s unique political status. Two 
characteristics of government finance that the Dis
trict unfortunately shares with other urban areas, 
however, are rising costs and expanding needs. In 
this respect, Washington is much like other American 
cities that are seeking new ways of acquiring revenue 
in order to satisfy the growing demands of their 
residents.

Carla R. Gregory
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