
Financial Growing Fains of Southern Cities
Recently, we asked an important official of a large 
Southern city to describe his number one financial prob
lem. Without hesitation, he answered in a word: “Money.” 
He continued with Shakespearian-like rhetoric: “More 
money might not cure all of our ills, but it would sure help 
to ease the pain.” The pain, which most major District 
cities feel with varying degrees of severity, is partly the 
result of growing.

Population has increased sharply in recent decades. But 
more than that, people have demanded— and in many 
cases obtained— a higher quality of public services. The 
dilemma of municipal managers in just about every major 
city in the nation is that the services citizens and govern
mental officials alike feel they need have generally ex
ceeded the funds available to pay for them.

What are some of the needs that cities must respond 
to if they are to fulfill their role as important economic, 
social, and cultural centers? Are the sources of revenue 
available to cities equal to the demands placed upon 
them? How may the consolidation of metropolitan gov
ernments and functions contribute to the ideal of maxi
mum public service at minimum cost? Answers to these 
questions are of more than academic interest. Most of 
us now live or work in cities; thus, their progress or de
cline will vitally affect our own well-being. It is no exag
geration to say that the cities’ problems are our problems.

Population Growth Boosts City Spending
Most people are aware that population in and around our 
major cities grew rapidly during the decade of the Fifties. 
One does not have to review population statistics to veri
fy this. It can be deduced from our crowded schools, the 
shortage of downtown parking space for autos, and the 
slow-moving traffic on express highways at “rush” hours. 
What is sometimes overlooked is the degree to which 
people have packed themselves into metropolitan areas, 
and the financial pressures on cities as a result of growth 
in the number and concentration of people.

“Population in metropolitan areas is expanding,” you 
may say, “but what’s a metropolitan area?” Well, metro
politan areas vary in geographic and population size and 
in the composition of political units within their bounda
ries. In general, a metropolitan area is defined as a 
county or group of contiguous counties that contain a 
city of at least 50,000 inhabitants or “twin cities” with a 
combined population of 50,000. The largest city within 
the metropolitan area is called the central city. This is 
the hub, the center around which the economic and social 
activities of the entire metropolitan area revolve.

During the Fifties, 3.7 million persons were added to 
the population of the District states’ 29 metropolitan areas. 
As a result of this growth, about 10 million people, or 
almost one-half of the population, slept and ate, worked 
and played, lived and died in these areas in 1960. Al
though their number and size increased over the past 
decade, these areas still account for only 10 percent of 
the land surface of District states. In terms of the bunch

ing of people, at least, we have moved toward greater 
“togetherness.”

The first article in this Review points out that most of 
this increase in population during the Fifties was due to an 
increase in the number of people outside central cities. 
As may be seen in the chart, this pattern of growth is 
vividly illustrated in the population changes in the largest 
metropolitan areas in the District: Atlanta, Birmingham, 
Jackson, Miami, Nashville, and New Orleans.

Growth in population both inside and outside central 
cities has been an important element shaping the public 
service requirements of such cities. Population increases 
have boosted spending in most cities located in District 
metropolitan areas ranging from Albany, Georgia, the 
smallest, to Atlanta, the largest. The financial pressures 
created by this expansion in spending vary only slightly in 
kind and degree from area to area.

Cities Spend to Service
Geographic boundaries determine cities’ jurisdiction in 
taxation and other matters. Suburbanites, in the course

Population of Standard Metropolitan Areas 
Within District States, 1960

(T h o u san d s)

Outside
Metropolitan Central Central
Area Total City City

Alabama
Birmingham 635 341 294
Gadsden 97 58 39
Huntsville 117 72 45
Mobile 314 203 111
Montgomery 169 134 35
Tuscaloosa 109 63 46

Florida
Fort Lauderdale-

Hollywood 334 119 215
Jacksonville 455 201 254
Miami 935 292 643
Orlando 319 88 231
Pensacola 203 57 147
Tampa-St. Petersburg 772 456 316
West Palm Beach 228 56 172

Georgia
Albany 76 56 20
Atlanta 1,017 487 530
Augusta* 217 71 146
Columbus* 218 117 101
Macon 180 70 110
Savannah 188 149 39

Louisiana
Baton Rouge 230 152 78
Lake Charles 145 63 82
Monroe 102 53 49
New Orleans 868 627 241
Shreveport 281 164 117

Mississippi
Jackson 187 144 43

Tennessee
Chattanooga* 283 130 153
Knoxville 368 112 256
Memphis 627 498 129
Nashville 400 171 229

* Parts of the Augusta, Columbus, and Chattanooga metropolitan
areas overlap into the states of South Carolina, Alabama, and
Georgia, respectively.
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of their work or play, however, are bound to be drawn 
into the “downtown area.” In so doing, they add to the 
already heavy demand for services created by city resi
dents.

Expenditures for freeways, streets and highways, and 
traffic control are probably the most obvious areas of 
city spending influenced by suburbanites. The commuter 
—who works in the city but retreats into the quiet of the 
country in the evening—must, morning and night, fight 
the traffic jams that often clog the entrance to the city. 
As he creeps along the road in his high-powered car, he 
may mutter darkly that “the city ought to widen the 
street” or “extend the highway” or “build an access 
road.” Other casual travelers, the suburban housewife go
ing downtown to shop and the salesman just passing 
through, add to the city’s transportation problems. Also, 
since more people are flowing into and out of the city 
as a result of suburban expansion, a larger number of city 
police officers are needed to direct traffic and safeguard 
the peace.

In addition to the suburban influence, cities of all sizes 
have had to spend more because of the increase in the 
number of their residents and the extension of their city 
boundaries. The six major central cities noted earlier in
creased their total expenditures 82 percent from 1951 to
1959. Spending for current operations rose more sharply 
than capital outlays, but as the finance officer of one 
major Southern city put it, “We can usually squeeze out 
enough money to cover operating costs. It’s the capital 
outlays that kill us.”

Current operating expenditures include spending for 
what some city managers call “housekeeping.” This in
volves expenditures for such things as police and fire 
protection, sanitation, and recreation, which account for 
a huge chunk of the budget of most Southern cities. “Sani
tation may not seem like an important function,” said one 
official, “but you ought to hear the screams from resi
dents if the trash can overflows one day.”

In the area of “housekeeping,” many city managers 
feel they provide better services to their residents than are 
available to suburbanites. In areas outside the central 
city, trash and garbage collection is sometimes less fre
quent than in the city. Recreational facilities are scarce. 
Finally, the job of providing satisfactory police and fire 
protection is difficult because homes sprawl over a wide 
area.

The operation of schools also falls into the category 
of day-to-day services the city must provide. The school- 
age population has become so large and problems of 
management so great that many Southern cities maintain 
their school operations separate from other functions. 
A school district or school board handles the program, 
and frequently the annual amount spent for schools is 
about equal to that spent on all other city functions.

The expenditures of most Southern cities for current 
operations have risen at a gradual rate from year to year. 
Capital outlays of individual cities, however, are quite vola
tile. For the period 1950-59, the six major central cities 
spent over $500 million for such things as land, roads, 
sewer and water systems, schools, and public buildings. 
Again, population growth was the major stimulus to spend

ing. More people need more residential housing. Expan
sion in housing frequently requires an accompanying 
growth in streets and in water systems and sewerage plants. 
Children live in many of the houses, so schools must be 
built. The increased volume of city activity demands 
more employees and more public buildings to house them. 
And so it goes.

Spending to renew and develop cities has not, as yet, 
absorbed local capital funds in any quantity. Although 
less obvious to him than his transportation needs, the 
suburbanite, as well as the city dweller, has a direct stake 
in the way his central city grows. The elimination of 
slums, the renovation of downtown shopping areas, and 
the general beautification of the city benefit all of us. 
Urban renewal projects and other redevelopment pro
grams to revitalize the city are moving forward in many 
places. Often, however, the pace of progress is slow.

Those in the business of city renewal point to one en
couraging sign that may give their movement impetus. 
People are coming to recognize that the functions of the 
city and the suburbs are more complementary than com
petitive. It makes sense to purchase bread and milk at 
the neighborhood store; but for specialized goods and 
services you are apt to find a “better buy” downtown. 
One may also go to the neighborhood movie as a matter 
of convenience; it is the central city, however, that is 
more likely to be able to cater to the specialized recrea
tional wants of citizens by providing cultural and sport
ing facilities, such as auditoriums and stadiums.

Since most Southern cities are just able to meet ex
penses for current operations, a large share of capital 
expenditures has been financed through the sale of long
term bonds. As a result, the long-term debt of most 
Southern cities increased and that of the six large cities 
noted earlier doubled from 1950 to 1959. Despite this 
huge increase, the level of general obligation debt of almost 
all cities is below the ceiling frequently established by law 
or statute. Thus, cities have the authority to incur debt 
to finance additional capital outlays. Some officials, how
ever, are beginning to wonder how long they can continue 
to get approval of bond issues that involve a tax increase 
and are subject to referendum.

Public services cost money. Some cities, it is true, have 
received Federal funds for urban renewal and for other 
purposes. Federal and state aid, particularly through the 
Interstate Highway Program, have helped develop a net
work of roads and highways into, through, and around the 
city. Substantial state help and some Federal assistance 
have enabled cities to finance their school programs. Still, 
cities must raise a large share of the funds needed to pro
vide public services. The demands are many. And money 
is in short supply.

Cities Tax to Spend
The sources of general revenue available to finance city 
spending may be classified into three standard Census 
categories: intergovernmental revenue, charges, and 
taxes. Intergovernmental revenue represents amounts re
ceived by the city from other governments as fiscal aid 
or as reimbursement for the performance of services 
rendered. Charges reflect amounts received for perform-
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From 1950 to 1960, the growth in population inside and 
outside central cities in metropolitan areas resulted in a 
sharp expansion in demand for many types of public services.
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Central cities and special districts overlying the cities 
accounted for a large share of the total expenditures for 
public services made by all governments in metropolitan 
areas, according to 1957 Census data.

The sharp rise in expenditures for purposes other than 
schools illustrates the financial effort of the six  cities noted 
above to try to keep pace with population needs.

Millions of Dollars Millions of Dollars

Capital outlays for schools, w ater and sewers, streets and 
highways, and the like resulted in a rise in total long
term debt of cities.

Millions of Dollars M illions of Dollars

New Orleans Atlanta Miami Nashville Birmingham Jackson

ance of specific services and from the sale of commodi
ties and services except by city utilities. Taxes represent 
that amount collected directly by the city as well as the 
rebate of some taxes imposed by the state.

Taxes are the major source of revenue of most South
ern cities, regardless of the cities’ size. The property tax 
provides the bulk of taxable revenue. In 1959, for ex
ample, the share of total tax revenue accounted for by 
the property tax in the six cities noted earlier ranged from 
51 percent in Birmingham to 79 percent in Nashville. The 
property tax, although it appears to be slipping some
what in importance as a major source of revenue, con
tinues to be the cities’ mainstay.

During the Fifties, the tax base of many cities rose at 
a faster rate than the population. This greater relative in
crease in the tax base reflects the general rise in income, 
the growth in the number of residential houses and in
dustrial and commercial buildings, and the increase in 
property values. The inflationary factors that helped push 
up the tax base, however, also acted to increase current 
and capital expenditures. Thus, throughout much of the 
past decade, cities have been searching about for new 
revenue sources.

Fees and licenses have, it is true, increased in impor
tance as a source of revenue to many Southern cities. Some 
cities outside the South have taxed the earnings of per
sons who work in the city but reside outside its limits. 
Others have been granted authority to levy a tax on the 
sales of goods and services. Still others have looked for 
new revenue sources, to no avail.

The lament of most cities inside and outside the South, 
however, is that their revenue sources are limited. The 
finance officer of one Southern city summed it up like 
this: “The Federal Government gets first crack at the 
choice taxes; the state comes next; and we get what’s left 
over.” Someone less partisan, however, might have re
sponded that if properties were reasonably and uniformly 
valued and if exemptions were lower and the tax rate 
higher, the cities’ problems would be less acute. While 
readjustment of the property tax would yield some addi
tional income, it is questionable whether this tax can con
tinue to bear the brunt of all necessary revenue increases.

Another common complaint of Southern cities is that 
the state government does not provide them with adequate 
financial assistance, either in the form of aid or in the re
bate of taxes collected in their areas. This condition, it is 
alleged, has been perpetuated by rural-dominated legis
latures. State governments, on the other hand, might point 
out that their funds are also scarce and must be allocated 
among competing needs.

Cities want more revenue. They also want to promote 
the economic growth of their areas. Both of these ob
jectives may be encouraged if cities work toward a bal
anced tax structure. In such a structure, each sector of 
the economy would carry its “fair share” of the tax load. 
Taxes on residential property would not be so great as to 
slow down home building or drive families outside the 
city limits. Nor would taxes on industrial or commercial 
properties be so high as to discourage the growth of new 
businesses. To avoid undue taxation of property owners, 
other sources of revenue would have to become available.
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Economic growth is an objective common to most 
political units in metropolitan areas. The success of an 
individual community in attaining this objective, however, 
is partly dependent upon expansion of the nation’s econ
omy and that of the region within which it is located. In 
the metropolitan environment that is developing, it is 
increasingly difficult for a community to “go it alone.” 
This applies not only to the ability of a government to 
achieve broad economic objectives, but also to its ability 
to satisfactorily provide public services.

The Metropolitan 
Environment Changes

Large cities, with their high population densities, fre
quently provide efficient services, particularly of the 
“housekeeping” variety. In some instances, however, a 
small city or town may provide low-quality service be
cause of an inadequate economic base, a small scale of 
operations, and/or a low population density. If a govern
ment of this type also happens to be on the fringe of a 
large city, it is a likely candidate for annexation— a proc
ess by which a small community is absorbed into a politi
cal and economic unit big enough in size to provide effi
cient public service.

The laws and statutes regarding annexation vary among 
District states. Even when the laws are favorable, it is 
sometimes difficult to persuade the political leaders and 
the citizens of a community that annexation is good for 
them. Those people holding political power may be re
luctant to give it up or share it with others. The hearts of 
many “to-be-annexed” citizens, moreover, may be filled to 
overflowing with community pride, and they may be un
willing to trade their autonomy for potential economic 
efficiency. Their resistance may be even more intense if 
annexation also means an increase in their taxes.

Even though the larger cities are swallowing up the 
smaller ones, they are aware of their own limitations. 
As a result, they are trying to distinguish between those 
services they can efficiently perform locally and those 
that might best be provided on an area basis. Why are 
they doing this? Basically, because functions such as 
transportation, sewerage, water supply, and air pollution 
overlap the boundaries of individual political units. These 
functions are metropolitan in character and frequently 
may be beyond the political authority and economic ability 
of individual units to cope with.

The governments in metropolitan areas in District 
states have responded in different ways to the challenge 
of area problems. The most formal plan is that of metro
politan Miami, which includes 33 separate governmental 
units. In 1957, a metropolitan charter was adopted by 
the residents of Dade County, the equivalent of the Miami 
metropolitan area. The “Metro” government, as it is 
called, has jurisdiction over all county-wide functions ex
cept state courts and the public schools. It is charged with 
the responsibility of planning county development and has 
the power to provide and/or regulate a wide range of 
public services throughout the metropolitan area.

In many other large metropolitan areas in District 
states, there is some appointed body grappling with area- 
wide problems. Recently, the Atlanta Region Metropolitan

Tax revenue of most cities accounted for a somewhat 
sm aller proportion of general revenue in 1959 than in 1950.

Percent Percent

Atlanta Miami Birmingham Nashville New Orleans Jackson

In 1959, as in other years, about 87 percent of the total 
tax  revenue of cities and other local governments through, 
out the country stemmed from property taxes.

Percent

In 1957, as in more recent years, differences in tax  struc
tures, ab ility to pay, and population density among the 
many political units located within metropolitan areas pro
duced variations in revenue and in quality of services 
rendered.

Number of Political Units

Atlanto B ham New Miami Nashville Jackson 
Orleans

If the expanding population in metropolitan areas through
out the country is to be adequately provided with public 
services in the years ahead, some modification of the tax  
and revenue structures of these areas may be necessary.
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Planning Commission came forth with its proposal for a 
rapid transit system to supplement the expressway network 
now under construction. Such a system would relieve traffic 
congestion and be a boon to citizens. It would also be of 
tremendous economic significance to the region. The 
Commission has pointed out that “With rapid transit, the 
outlying commercial and industrial establishments in all 
five counties will have available to them markets and 
labor forces unknown in smaller metropolitan areas. 
Moreover, the future economic growth of these outlying 
areas is enhanced by having a big-city downtown with 
big-city financial houses, skyscrapers, and ideas.”

Although the dream of a rapid transit system is off the 
drawing board, much will have to be done before the 
wheels of the train begin to roll. The first step would be 
the passage of state-enabling legislation to set up an organ
ization to carry forward the project. Continued consulta
tion and cooperation of political units in five counties 
would be required to plan such things as the type of 
transit equipment to be used, how the capital expenditures 
will be financed, and how the system will be managed. 
If all goes well, construction of the initial system may be 
completed in the period 1966-69.

When governments are consolidated through annexa
tion and public service functions are consolidated through 
the creation of transit systems or other agencies, the 
structure of metropolitan government is modified. Often, 
those seeking such modifications may hope to reduce the

Banks Help Finance
“As long as we think that our city and county are in 
good shape financially and that their financial adminis
tration is satisfactory, we believe we have an obligation 
to support their credit.” This is about the way a Southern 
banker recently described his attitude toward financing 
city and other local governments. The statement illustrates 
bankers’ public-spiritedness. We are reminded, however, 
that banks are not charitable institutions; they have obli
gations to their stockholders and depositors as well as to 
municipalities. Fortunately, Southern banks have generally 
found the financing of urban governments both profitable 
and consistent with “sound” banking practices.

The chief financial need of municipal governments aris
ing from the growth of cities is that of credit for capital 
expansion and improvements. How and to what extent 
are banks in this District helping to furnish this credit to 
Southern municipalities? Available data, together with 
bankers’ responses to inquiries made by this Bank, can 
help us answer this question.

Most Banks Invest in Municipal Securities
At the end of 1960, insured commercial banks in District 
states held over $1.4 billion in state and local government 
obligations. Most of these securities are of local govern
ments. Moreover, a large proportion represents credit ex
tended to political units within the area for expanding and 
improving public facilities.

cost of public services to citizens. In practice, the result 
is more likely to be better service for each tax dollar.

Changes in the metropolitan structure frequently are 
considered in terms of economics. It should be clear, 
however, that political and individual values are closely 
intertwined with the economics of metropolitan problems. 
Before snapping at the bait of even limited area-wide 
government, individuals must be convinced that certain 
of their public service needs are metropolitan in char
acter. Political leaders, in turn, must be convinced that 
their constituents are convinced of this. It may well be 
that the ingredients for success of the metropolitan ap
proach are education, consultation, and compromise.

If population growth in metropolitan areas continues 
as expected, both citizens and political leaders will be 
required to further adapt themselves to their changing 
economic environment. Metropolitan man has not yet 
evolved. If he ever does materialize in pure form, he may 
have some of these characteristics: He will be proud of his 
local community and retain the best of the “town hall” 
concept of government. He will recognize, however, that 
he must at times subordinate his personal wishes in the 
interest of area progress. He will demand and get from 
his political leaders a clear statement of the costs of 
public services of varying degrees of quality. He will ra
tionally choose that combination of quality and price that 
best suits his needs, recognizing that he will get in service
only that which he pays for. A _ T

J r  A l f r e d  P. J o h n s o n

Cities’ Growth Needs
Banks invest in substantial amounts of securities issued 

by political units within their trading areas, although 
they hold issues of governments throughout the country. 
This policy reflects the responsibility banks feel toward 
local credit support and their access to the market for 
bonds of nearby governments. The tendency to concen
trate municipal bond purchases locally is probably 
stronger for small banks than for large ones. Generally 
located in small communities, they are more apt to play 
the role of a local credit institution.

The amount of banks’ short-term lending to state and 
local governments, which is mainly used by nearby politi
cal units in anticipation of tax receipts and bond sales, is 
relatively small. Instead of borrowing from banks, many 
municipal managers maintain a cash fund to draw upon 
when expenditures exceed tax revenues. Bond anticipa
tion borrowing is prohibited to most state and local 
governments.

Even if District banks were to purchase securities of 
municipalities only within this area, they could not supply 
them with all the credit needed. In the five years ended 
1960, local governments in District states offered for sale 
about $5 billion in securities. Banks in this area would 
have had to use roughly a third of their resources to supply 
this credit. To do so would have meant denying to busi
nesses and others much of the credit that was granted 
them.
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