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Farm Exports-

Wheat Trade Rises to Record High

On Strength of Export Demand

——

Wheat exports are headed for a
tecord 1,150 million bushels-520
Million more than last year. That
- mean the United States is sup-
Plying nearly half the world’s
Wheat trade and nearly all the
Crease in the market since last
year,
Two factors have been at work
% bolster U.S. shipments since
S Crop year began last July.
fe 18 the surge in demand from
€ Soviet Union and Mainland
= na that is carrying world wheat
ade to a record 2.5 billion bush-
3, 200 million more than the pre-
; ;?:gs record set in 1965. The other
€unique ability of the United
tes to satisfy this demand.
he Soviet Union, the world’s
s?la Ing wheat producer, normally
Pplies enough wheat to satisfy
st of the import demands of the
f0tire Communist market. But
Production fell sharply in the
OViet Union last year. Inasmuch
at;; € recent opening of trade re-
Ons with the Soviets and Chi-
¢85 gave American farmers their
St meaningful access to Com-
tu‘:mSt markets, these markets
4 nlned to the United States as the
Y country with stocks large

hough to accommodate the addi-

tonal demand,
€at in the world

Eggeat accounts for 11 percent of
i sewoﬂd s food consumption and
i cond only to rice as the most
Tt 1E?_;’-"’tﬂnt source of nourishment.
; thegmw-n in more areas than any
acy I grain crop. And in terms of
€age, it is the world’s most
8ively cultivated food crop.
Osltlt While wheat is produced al-
S Worldwide, most countries
mport wheat to meet their

d
OMestic demands. Only six coun-
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tries, in fact, ordinarily account for
95 percent of all exports. And only
four of these-Argentina, Australia,
Canada, and the United States—
consistently compete in world mar-
kets. France usually limits its sales
to European markets. And the
Soviet Union sells mostly to other
Communist countries.

The American position

Ranking second only to the Soviet
Union as a producer of wheat, the
United States is far and away the
largest exporter. Over the past
decade, U.S. production has aver-

aged 1.4 billion bushels a year.
And until the surge in exports this
year, about half that was shipped
abroad.

Although there are year-to-year
swings in the domestic market,
they are usually much smaller
than changes in the export market.
Domestic wheat use is dominated
by a fairly constant demand for
wheat as a food. As the effects of
population growth are almost off-
set by declines in per capita con-
sumption, domestic food demand
has settled at about 520 million
bushels a year. Annual consump-

Irregularity of USSR's net imports
a major factor in world wheat trade
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U.S. wheat production and stocks . ..
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WORLD SHIPMENTS TO MAJOR WHEAT MARKETS IN SELECTED YEARS
(Years beginning July 1, Million bushels)

Market 1960 1965 1970 19720
Western Europe . .. 382.1 227.8 426.2
Eastern Europe . ... 198.4 158.0 246.2 ?gsi
USSR o 11.0 253.5 11.0 584.2
ChINAT &isininte s 47.8 213.1 128.6 220.4
JapAN K T 99,2 139.6 176.4 194.7
All others ... ... .. 841.3 1,296.9 999.3 918.5
Worldlfs s msie ans 1,579.8 2,288.9 1,987.6 2,461.6
NoTE: 1. Al K
2 Doy ot g Cla i Sl e Sovit Ul i 1665 and 1072

SOURCES: U.N. Food and Agriculture Organization
U.S. Department of Agriculture
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tion seldom varies more than 1
percent.

Demand for seed and feed is
somewhat more erratic. Seed usu-
ally accounts for only about a
tenth of the domestic market. But
because seed demand is tied to
plantings, it reacts inversely to
supplies.

Feed demand is even more vola-
tile. It is, in fact, the most volatile
component of domestic demand.
Although the market for wheat
as feed is growing, much of its
strength in any one year depends
on movements in wheat prices rela-
tive to prices of other feed grains.
In 1971, for example, a bumper
wheat crop brought a relative drop
in prices of wheat, and wheat feed-
ing reached a record high of more
than 280 million bushels. In the
early part of the 1960’s, wheat
feeding had averaged only about
40 million bushels a year.

This secondary market is im-
portant to the primary domestic
market because of the floor it keep?
under wheat prices. When wheat
supplies build up and prices de-
cline, livestock feeders use more
wheat. This helps support prices
by preventing the accumulation ©
excessive stocks. But the feed mar-
ket is also important to the na-
tion’s flexibility in responding to
sudden increases in foreign de-
mand. As prices rise and feeders
shift out of wheat, additional sup-
plies are freed for export.

' The general stability of Amer-
ica’s domestic market stands in
sharp contrast to the volatility of
its export market. Although ex-
ports usually account for about
h:alf of all U.S. wheat sold in any
given year, the proportion varies
widely, moving within a range of
40 to 60 percent. In recent years;
exports have varied from 544 mil-
lion bushels in 1968 to the 1,150
million estimated for this year.

The large and often abrupt
shifts in export demand result
from the combined influence of 2
number of factors-some internal;




. reflect changes in export demand

BILLION BUSHELS
2.0 ——

1.2

TOTAL DISAPPEARANCE

1963 1966

YEARS BEGINNING JULY 1

18972 estimated
OURCE: y.5. Department of Agriculture

———

2°me_external, and many not nec-

SSarily economic. The record ship-

;‘:nt& this year, for example, are

5 €Pparably linked to the recently

“hleved trade agreements with
na and the Soviet Union. But

ha?ise' agreements alone would have

e little effect on U.S. wheat

5 Opments had it not been for the

Smalitl Crop in the Soviet Union and

A stocks in Canada, Australia,

Argentina,

New Sino-Soviet market

M;.mland China and the Soviet
etlsofn are alm.ost totally new mar-
hix Or American wheat growers.

: 18 the first year in nearly
a?;e decades- that the United

o €s has shipped any large
ount of wheat to either country.

ing; Na has been importing wheat

litg) egnlﬁcant amounts for only a

Wor] Over ten years. It entered the

d market in 1961, buying just
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over 90 million bushels. Chinese
imports reached their peak of 235
million bushels in 1966. Since then,
imports have ranged from about
100 million to 180 million bushels
a year. This year, they are ex-
pected to approach the 1966 peak.

Because of its enormous popula-
tion, China has the world’s largest
absolute need for food. But it is
also a major grain producer and
has the potential to produce even
more. This, together with a policy
of trying to achieve industriali-
zation despite very limited foreign
exchange earnings, suggests that
Chinese demand will probably not
increase much over levels of the
past few years. American farmers,
however, can hope to capture at
least a share of this market.

Most of the surge in wheat trade
has been due to increased demand
in the Soviet Union. But Soviet
demand is highly erratic. The mazr-

ket in that country has swung in
recent years from net exports of
over 250 million bushels in 1970 to
imports of an expected 515 million
this year. That is a swing of about
770 million bushels in just three
years.

Demand in the Soviet Union
varies with domestic production.
Total acreage planted to wheat has
been on the decline since the mid-
sixties, but the reduction in acre-
age has been more than offset by
gains in average yields.

The Soviets have been shifting
production to the eastern part of
the country, increasing their plant-
ings of spring varieties. The
weather is more uncertain in that
area, however, and with the change,
yields have varied significantly. In
fact, only three crops in the past
decade have exceeded target levels.
Three have been severely short.
Because of these uncertainties of



Main foreign competitors try to pace
production to changes in wheat prices. . .

DOLLARS PER BUSHEL BILLION BUSHELS
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NOTE: Prices are for U.S. No. 2 Hard Winter Wheat, 12 percent,
at Rotterdam ( cost, insurance,and freight).

SOURCE: U.S.Department of Agriculture
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domestic supply, the Soviet Union
could become a frequent, even
regular, importer of wheat.

Without the increase in Chinese
and Soviet demand, exports from
the United States this year could
have dropped to the lowest level
in a decade. Until the Soviet grain
agreements, the outlook was for
world wheat trade to be less than
last year. Soviet entry into the
market drove prices sharply up-
ward, and higher prices have af-
fected the import intentions of
other countries.

The market outside China and
the Soviet Union is still the largest:
And any long-term consideration
of export demand must take this
large market into account.

Other export markets

The largest market outside China
and the Soviet Union is made up of
the less developed countries—in-
cluding most of those that are diet
deficient. The other major markets
are Europe (which is still effec-
tively divided between the East
and West) and Japan.

Demand in less developed coun-
tries is subject to sharp fluctua-
tions resulting mainly from
changes in concessional shipments:
Based on special subsidies to re-
cipient nations, these shipments
reflect the export policies of sur-
plus countries, rather than any
change in demand in receiving
countries. The high imports into
this market in 1965, for example,
coincided with record U.S. conces*
sional shipments of about 570 mil*
lion bushels.

With populations increasing
faster than their production of
food, less developed countries con”
tinue to have a large potential de-
mand for food imports. But lackin®
the foreign exchange needed to
purchase large quantities from
abroad, most of them are trying t©
close their food deficit by increas-
ing their domestic production.

The future trade positions of 165
developed countries, then, depen®




on the one hand, on the success ... which, in turn, are subject
9f individual countries in increas- to changing world supply-demand situation
Ing their agricultural output and,
on the other, on their success in
roadening their economic base.
lcreases in domestic production
Will reduce their dependence on
Imports. And a broader economic
ase will reduce their dependence
On concessional sales.
ut as things are now, the com-
mercial side of this large market is \
ghly sensitive to world wheat
Prices and the concessional side is
ghly sensitive to policies of ex-
Porting countries. With wheat 1.5 —
Prices high, import demand in less
eveloped countries has been re-
Vised downward, even though most
of the countries had smaller wheat
and rice crops this year.
ere exports to less developed 1.0 1 T i 1 1 T I
Countries are Jargely based l I I
= e largely based on con- 1963 1966 1969 7o
slonal sales, Europe and Japan YEARS BEGINNING JULY 1
are major commercial importers.
pan is the single most important
Market for American agricultural
Products, Ag the Japanese expand
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€Ir nonagricultural production
and theiy foreign exchange grows,
€y tend to buy more agricultural
Products abroad, But the grain
““Mponent, of this demand is not
PUto increase, And as the popula-
100 of Japan is fairly stable, the
e Volun}e of agricultural prod-
i mericans can expect to ship
hat country is limited.
estern Europe is also highly
ortant to Americans, but pur-
Ses have heen tapering off for
ha(; bast ten years as production
ionlncrr-:aus.ed in Europe. Produc-
= alone, however, does not ac-
It for American exclusion from
éstern Europe,
tia]jhls market is divided essen-
nomy between the European Eco-
rieslc Community and the coun-
i outside. France, as one of the
= plolr Surplus producers, has been
haupﬁfmg_ most of the wheat
the ght Within the EEC. Most of
e tic untries outside the EEC are
o Mporters. Together, they have
N Importing about 180 million

lmp
Cha
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bushels of wheat a year. Increas-
ingly, however, shipments have
come from countries in the EEC.

This arrangement is due primar-
ily to the EEC’s adoption of a com-
mon agricultural policy that sets
wheat prices in member countries
well above world prices, imposes a
levy on foreign grains high enough
to bar imports of wheat, and sup-
ports movement of surpluses into
world markets. The results have
been threefold—to stimulate wheat
production within the EEC, to
change EEC countries from a re-
gion of net importers to one of net
exporters, and to capture an in-
creasing share of the European
market outside the EEC.

With the United Kingdom now
also becoming part of the EEC,
this policy is apt to cut American
growers off from still more of the
wheat market in Europe. Not only
will British farmers have the same
incentives as their continental
counterparts to produce more
wheat, but British consumers will
have incentives to keep their pur-
chases within the EEC.

Eastern Europe has not been a
dependable market for American
wheat. Import demand is fairly
constant, but supplies are usually
furnished from the Soviet Union.
The United States, along with
France and Canada, sold some
wheat in Eastern Europe in the
midsixties, when Soviet production
was off. Shipments fell, however,
as Soviet production rebounded.
With the Soviets producing less
wheat again this year, other
sources have again become impor-
tant in Eastern Europe. But the
situation is not apt to last.

Competitive outlook

Wheat stocks in Canada, Argen-
tina, and Australia are lower than
usual this year, giving Americans
some advantage in world trade.
Like the United States, however,
these countries are capable of
rapidly expanding their production
as prices rise.

6

From 1965 to 1969, Canada pro-
duced an average of more than 680
million bushels a year. Production
was cut back, however, to about
half that amount in 1970 and an
average of only about 530 million
bushels in 1971 and 1972. With
prices up, more acres are being
planted. Production is expected to
increase at least 70 million bushels
in the new crop year beginning
July 1. Some estimates show out-
put up 200 million bushels. That,
however, will still be close to 100
million bushels less than the record
set in 1966, when Canada har-
vested 827 million bushels.

Argentina has been shifting to
feed grains for several years, al-
lowing its wheat production to
drift downward from a record har-
vest of 414 million bushels in 1964
Current estimates indicate a more
than 50-percent increase in wheat
production this year, however, that
will push the harvest to about 300
million bushels.

Still further increases in output
can be expected if the market re-
mains strong. Argentina is particu-
larly well situated to make effec-
tive responses to the market,
Because seasons in the Northern
and Southern Hemispheres are re-
versed, Argentina has time to ad-
just its production to planting
decisions made in France, Canada,
and the United States.

Production in Australia has
been hampered by prolonged
drouth that, along with acreage re-
ductions, has cut the current crop
to just over 200 million bushels,
That is only about half the average
production from 1966 to 1970.
With improvements in the
weather, however, Australia, like
Argentina, would be favorably sit-
uated to respond to the new world
demand by sharply increasing its
plantings. And such an increase
could be significant. In 1969, the
Australians harvested a record 655
million bushels,

It is doubtful that the French
could make any major gain over

the record crop of an estimated
650 million bushels they harvested
this year. But with the United
Kingdom part of the European
Economic Community, British
growers could have new incentives
to increase their production. The
inclusion of this crop could amount
to a significant gain in production
in Western Europe.

Altogether, exporting countries
—excluding the United States and
the Soviet Union-could easily in-
crease their production by 350 mil-
lion bushels. And if conditions
were favorable, twice that amount
would be possible.

Overview of wheat

The current situation in the world
wheat market is similar to that in
the early 1960’s. China, which had
a setback in wheat production in
1961, entered the market as a
major importer. And with poor
crops in 1963 and 1965, the Soviet
Union switched roles from an ex-
porter to an importer. Transporta-
tion and grain-handling facilities
were often strained to the limit.
And the pending implementation
of the European Economic Com-
munity’s common agricultural pol-
icy added uncertainties, much as
the United Kingdom’s entry into
the Common Market has now done:
There are several differences
this year, however. Where only
small amounts of U.S. grain were
allowed into the Soviet Union in
the early 1960’s and none into
China, normalization of trade with
these countries has allowed the
United States full participation i1
the currently large wheat market,
though not without problems.
Unlike the early 1960’s, when
most of the increased U.S. ship-
ments were concessional sales, CU”
rent shipments are largely comme?*”
cial. As such shipments are tied t©
delivery dates, transportation an
facility problems are more impor-
tant than they were a decade ago-
The most telling difference, ho""
ever, is the general lack of surplus




Stocks in other major wheat-
Producing countries. Because of
falling prices in 1971 and early
1972, all the major producing
Countries had cut back on their
Wheat plantings.

Although stocks and production
fluctuated considerably in the
early 1960’s, Canada, Australia,

I'gentina, and France were able
t0 meet Soviet and Chinese de-
inand: The United States was
eft with an export market based
argely on concessional sales.

The situation will, no doubt,
Change again. If demand holds, all
Xporters will find strong markets.

Ut the strength of markets still
nges on production in the Soviet
f:illlon. This is the area of demand
1at has made the difference, now
and ten years ago.
| fiorts have been made to ana-
S)fZe the Soviets’ consumer policy
cthe they started massive pur-
im&ses of U.S. wheat. The shift to
= Ports has been broadly heralded
o Signaling a switch in favor of
i NSumers. But no such switch is
.dicated in recent Soviet declara-
tiﬂns. Ob.jectives of Soviet agricul-
i al policy are apparently still-
0 acquire the largest supply
of food and raw materials pos-
sible, at the lowest cost
0 strengthen Communism in
ura] areas
-0 be as self-sufficient as pos-
nsll' le in farm production
= ne with tl}ese objectives, lead-
noum the Soviet Union have an-
. Nced plans for major invest-
eigts In farm production, the aim
ol & to boost grain harvests and
Minate import needs.
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With renewed emphasis on farm
production after the near-failures
of their wheat crops in 1963 and
1965, the Soviets made a remark-
able resurgence in wheat produc-
tion. And although interim needs
must be filled, with Soviet leaders
again emphasizing farm produc-
tion, another resurgence can prob-
ably be expected.

A final accounting of the wheat
situation seems to indicate con-
tinued volatility in the world maxr-
ket. The Soviet Union will prob-
ably continue importing wheat for
the next few years, partially to
build up stocks against future
shortages. But as its imports are
apt to be irregular, they will be a
major source of change in the
market and continue to provide an
element of uncertainty.

Still, one of the biggest differ-
ences from the situation ten years
ago is the change in trade relations
with China and the Soviet Union.
This difference could bear dis-
tinctly on the outlook for the mid-
seventies, especially since the
United States is generally more
capable than some of its competi-
tors in responding to changes in
the world wheat market.

—Dale L. Stansbury



Public Finance-

Revenue Sharing Funds Assigned
To Capital Projects in Southwest

The Treasury sent more than
60,000 checks to state and local
governments in December. These
disbursements for 1972-a total of
$5.3 billion-were the first pay-
ments under the new Revenue
Sharing program.

Under this program, part of the
federal individual income taxes
collected in each state and locality
over the next four years will be re-
turned to the point of collection to
help cover costs of state and local
governments. Amounts will in-
crease each year, reaching almost
$6.5 billion in 1976.

Initial allocations have brought
an additional $508.8 million in ex-
pendable funds to states of the
Eleventh District. Nearly half of
that ($247.8 million) went to state
and local governments in Texas.
And close to a fourth ($122.5 mil-
lion) was distributed in Louisiana.,
Of the remainder, $58.8 million
went to Oklahoma, $48.3 million
to Arizona, and $31.4 million to
New Mexico. Together, these allo-
cations represent about 4 percent
of the total revenue of govern-
ments in states of the Southwest.

Effects of the program on each
state will depend on the amount
sent to the state and the allocation
to local governments within the
state. But they will depend also on
local budget decisions. And indica-
tions in states of the Eleventh
District are that city authorities
are allocating most of these funds
for capital expenditures.

Across states

State allocations are based pri-
marily on the proportion of the
nation’s population in each state.
On the basis of a national popula-
tion of 203 million in 1970, Texas,
for example, with a population of

8

11.2 million, would receive about
5.5 percent of the revenue shared
the first year. That would be about
$26 per person-a total of $292
million for the state as a whole.

Two other factors are taken into
account, however, to modify this
strictly proportional allocation.
One is the state’s own tax effort.
The other is its per capita income.
And if a state chooses, two addi-
tional considerations can be taken
into account—the proportion of its
population in urban centers and
the proportion of its revenue com-
ing from state income taxes.

This system of allowing each
state to choose the formula most
advantageous to it in determining
its allocation emerged as a com-
promise between House and Sen-
ate plans. Out of the long debate
on revenue sharing, the Senate
came to support a three-factor
formula favoring states where tax-
payers carry a heavier than aver-
age taxload or where incomes are
less than average. In the House of
Representatives, support was for a
formula based on all five factors,
Use of the five-factor formula fa-
vors states with large proportions
of their populations in urban cen-

ters and large proportions of their
revenue coming from state income
taxes.

All five states of the District fare
better with the three-factor
formula. And although many are
borderline cases, so do half the
other states. The remaining states
mostly in the Northeast, do better
using the five-factor formula.

When allowances are made for
all three factors—population, in-
come, and taxes—the per capita
allocation to Texans drops to
$22.10. Elsewhere in the District,
per capita shares for 1972 were
$33.60 in Louisiana, $30.90 in New
Mexico, $27.30 in Arizona, and
$23,00 in Oklahoma.

Tax effort—With the three-
factor formula, each state’s gen-
eral tax effort is figured as the net
state and local taxes collected
during the previous year (or most
recent reporting year), divided by
the state’s aggregate personal in-
come for the same period. The
measure, then, is the burden tax-
payers carry relative to their abil-
ity to pay.

Burdens are relatively light in
the Southwest, especially in Texa$
and Oklahoma, which rank fortieth

REVENUE SHARING ALLOCATIONS, 1972-DISTRICT STATES AND NATION

1970 Allocation
population Total
Area (Thousands) (Thousand dollars) Per capita =
Eleventh District states
Arizona .............. 1,771 $48,336 27.30
Louisiana ... ........ 3,641 122,472 s3:{50
New'Mexlco .. ........ 1,016 31,351 30.90
Oklahoma ............ 2,559 58,793 23.00
HEEEE, s RAs i n A s 11,197 247,840 22,10
Totals
District states . ... .. 20,184 508,792 2
) By } ; 5.20
United States ... . .. 203,212 5,300
,300,000 26.10 2

NOTE: Approximately 3 percent of

the first / W
for adjustments In distribation, |~ - ° o o tlon Was withheld by the U.S, Treasury to allo

SOURCES: U.S. Bureau of the Census
U.S. Treasury Department
Federal Reserve Bank of Dallas




and forty-fourth in per capita
taxes. Although high, perhaps,
Compared with Ohio, which has the
!OWest tax burden, the load is light
n all five southwestern states com-
bared, certainly, with that in New
York, where the ratio of taxes to
ncome is the highest in the nation.
. With state and local taxes claim-
g about 9.2 percent of the per-
Sonal income in Texas and Okla-
Joma, the burden in these states
18 well below the national average
0f11.1 percent. And in the other
Tee states of the District, the
Wrdens are only slightly higher—
L7 percent in Louisiana, 11.8
Percent in Arizona, and 11.9 per-
¢ent in New Mexico.
Several factors can contribute to
? State’s showing a comparatively
OW tax effort. By holding their
Outlays down, state and local gov-
“'ments can, of course, impose
EWer taxes or collect taxes at
iOWer rates. Spending varies widely
A the Southwest. On a per capita
Sams, general expenditures by
te and local governments in
1Z0na and New Mexico are usu-
) ¥ well above the national aver-
age‘ But_ outlays are usually below
Verage in the other three states.
el; exas, for example, per capita
repenghtures for the most recent
Porting period were about four-
ths of the national average.
e tate and local governments can
b 0 rely to some extent on other
trees of income, such as license

fees not collected as taxes or profits
from public-owned utilities. In
Texas, for example, oil and gas pro-
duction from state lands provides
considerable support for higher
education. Such sources of revenue
help relieve the need for greater
tax efforts without implying lower
levels of expenditures.

State and local governments use
grants-in-aid under several federal
programs to support expenditures
with lower tax efforts. And to the
extent that they have relied on
these funds to reduce their tax
burden, they also receive propor-
tionately less under the Revenue
Sharing program. Except for
Texas, where grants-in-aid are
considerably less than the per
capita average for the nation as a
whole, states in the Southwest rely
heavily on such funds.

Deficit spending can also be used
to bridge the gap between expendi-
tures and taxes. The per capita
debt in states of the District—
while high compared with that in,
say, Idaho, which had unpaid obli-
gations of only a little over $200 in
1970-is well below the $1,300 owed
in Alaska, New York, and Dela-
ware. Only in Louisiana has the
debt of state and local govern-
ments in the Southwest risen
above the national average.

The situation could change in a
few years, however. During the
most recent reporting period, tax-
payers in Arizona increased their

P
DEHS_I‘EAPITA SOURCES OF FUNDS AND GENERAL EXPENDITURES

ATE AND LOCAL GOVERNMENTS,

FISCAL 1971

Major sources of funds

Federal Other General

Aren grants- general expen-

e L Taxes in-ald revenue ditures
f{)"ﬂona ........ $482  $182  $180  §735
eulsiana ,,,,,, 384 135 141 685
OR‘IN Mexico 397 216 166 727
exﬂhama ...... 329 150 135 635
VR e s 351 111 114 577
Ited States . .. 467 129 117 712

S0y
RCEs: y g, Bureau of the Census
Federal Reserve Bank of Dallas
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indebtedness just as fast as those
in Louisiana. And the per capita
debt in Texas rose nearly as fast.

Relative income-The income
factor used in allocating Revenue
Sharing funds is calculated as the
ratio of per capita income in the
United States to per capita income
in each state. If per capita income
in a state were exactly equal to the
national average, the relative in-
come factor would be 1. If it were
above the national average, the
factor would be less than 1, reduc-
ing the state’s share. Conversely,
if it were below the national aver-
age, the factor would be more than
1, increasing the state’s share.

Because personal incomes are
comparatively low in the South-
west, all five states of the District
benefit from income factor adjust-
ments. The extent of the benefit
varies considerably, however, rang-
ing from only a slight gain in Ari-
zona, where incomes approach the
national average, to gains of more
than a fourth in New Mexico and
Louisiana.

Within states

Allocation within states is broken
down by layers of government, the
state receiving a third and the
Treasury distributing the remain-
der to units of local government.
Allocations are made to counties
on the basis of the three-factor for-
mula. County governments receive
a share of the allocation propor-



REVENUE SHARING ALLOCATIONS, 1972-LARGEST CITIES

1970

population Allocation
Area (Thousands) Total Per capita
Eleventh District cities
Holston St ey 1,233 $15,015,942 $12.18
Dallas’ i veesim g s 844 11,707,710 13.87
SantANTon| RS 654 8,570,932 13.11
ForaWortha s s et s 393 4,600,536 11.71
= oY o e s 322 5,478,268 17.01
T Ly i o S e Seities 263 4,437,180 16.87
ALSEINERNbE S oA (e R 2562 2,899,086 11,50
Corpus Christi ........... 205 3,185,662 15.54
S eV e O 182 3,778,106 20.76
TISRIELT vmmusminr s o i 149 1,925,472 12.92
Totals
10 largest District cities . .. 4,497 61,598,894 13.70
10 largest U.S. cities ... ... 22,029 469,104,046 21.29
25 largest U.S. cities ... ... 30,748 635,290,662 20.66

SOURCES: U.S. Bureau of the Census
U.S. Treasury Department
Federal Reserve Bank of Dallas

tional to the local taxes they col-
lect, and (again on the basis of the
usual three factors) the rest of the
allocation is distributed to cities
within the county.

As a result of the three-factor
formula in distributing funds to
cities, the allocation to urban areas
may be less than expected when
revenue sharing was first proposed.
Originally proposed to help ease
the financial problems of cities (as
were many of the federal grant-in-
aid programs), it may be falling
short of the original goal.

Under this formula, a dispropor-
tionately small share of federal
funds is assigned to cities—-at least
in the Southwest. The eight largest
cities in Texas, for example, ac-
count for more than half the state’s
population. But these cities (all
among the 100 largest in the na-
tion) receive only a little over a
fifth of the state’s allocation and
well under a third of the allocation
earmarked for local government,

Across cities

Most cities in the District have
begun to allocate Revenue Sharing
funds to their various expenditure
programs. For the most part, how-
ever, the allocations have been to
special budgets rather than oper-
ating budgets. The two largest
cities provide cases in point.
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Houston has approved a special
quget making full use of the $26
million in Revenue Sharing funds
1t will have received through the

.third quarter of this year, While

tl:le budget makes no clear distinc-
tion be_tween capital spending and
operating expenses, the essential
character of most expenditures is
indicated by project names. The
city will use $15 million (more
than 55 percent of its allocation)
on street and sewer improvements
and a new solid-waste disposal
plant. A new court buildin g and
renovation of the city hall will take
$3.5 million. And another $3.5
million has been allocated to acqui-
sition of land for parks and recrea-
tion areas,

Dallas has very carefully bud-
geted the $18 million it will receive
through mid-1973 to accomplish
three purposes—cover short-term,
nonrecurring projects, defer in-
creases in city taxes, and handle as
much capital spending as possible.
Only a little more than $2 million
will go for operating expenses, the
remaining 87 percent being slated
for capital expenditures (mostly
the repair and renovation of public
facilities). Almost $5 million has
been set aside to pay interest and
principal on bonds already sold.
This help in servicing its debt will
ease the city’s burden, which in-

creased significantly last year,
when voters authorized a $172 mil-
lion bond program.

These decisions, which seem
more or less typical of the budget-
ary decisions cities have made
throughout the District, are clearly
oriented toward capital expendi-
tures—an orientation that may be
due to the nature of the Revenue
Sharing program as it finally
evolved. While the program im-
poses few restrictions on the allo-
cations cities can make, certain
provisions apparently affect the
budgetary assignments municipal
authorities consider wise.

Problems of uncertainty

One important provision that dis-
tinguished the original proposal
from other forms of intergovern-
mental transfers was lost in the de-
bate over revenue sharing. Under
the original proposal, the grants
would have been tied, though in-
directly, to actual federal revenué
receipts. The amount to be shared
would have been 1.3 percent of
the personal income tax base.

One advantage of such an ar-
rangement—other than that it
would, indeed, have been “revenué
sharing”’-was that there would
have been a continued availability
of funds and at a somewhat pre-
dictable rate of increase. Funds
would have expanded with the eX-
pected growth in the income basé
from the $5.3 billion shared in
1972 to probably about $10 billio®
in 1980,

Also, as originally planned,
funds would not be tied to specifi¢
programs. They would be uncon-
ditional grants for state and local
governments to use according to
their own priorities.

The bill that finally passed Cor”
gress, however, was not tied to an
expanding tax base. Nor, in a very
practical sense, was the allocation
totally unconditional,

No actual restrictions are im-
posed on the use of Revenue Shal”
ing funds by states—other than the




Perhaps obvious restriction that
these funds cannot be used as
Matching funds for other federal
grants. Nor, except for the same
restraint, are there any restrictions
Set on the capital expenditures of
Cities and counties.
ven where restrictions are im-
Posed on local governments, the
Permissible categories of “ordinary
and necessary maintenance and
EEErating expenses’ are so broad
at they pose few real constraints
on budget; decisions. These catego-
Mes-public safety, environmental
Protection, public transportation,
s:al_th; recreation, libraries, social
cIvices, and financial administra-
e‘}?n-—cover almost every operating
Pense a city has to cover.
o ut cities cannot be sure how
beng Revenue Sharing funds will
; available-and that is the real
Ohstraint, Uncertain of the con-
Olnlllatlon of funds now authorized
01y through 1976 and mindful
Cuit other federal grants have been
back, budget directors in the

Southwest are apparently reluc-
tant to incorporate these funds
into their operating budgets and,
thereby, establish dependence on
funds that could last only four
more years.

Some cities across the nation are
in such financial straits that they
cannot avoid including a large part
of their Revenue Sharing funds in
their operating budgets. Cities in
the Southwest, however, have not
faced such serious financial prob-
lems. They seem, for the most
part, to be holding their depen-
dence on Revenue Sharing funds
to a minimum by allocating these
new and possibly temporary funds
largely to capital projects.

—Edward E. Veazey

New par banks

The Red River Valley Bank, Bossier City, Louisiana, an insured nonmember
bank located in the territory served by the Head Office of the Federal Reserve
Bank of Dallas, was added to the Par List on its opening date, March 16, 1973.
The officers are: Pearcy V. Hubbard, Chairman of the Board and President;
Ralph C. Merritt, Vice President; and Joel H. Anderson, Vice President

and Cashier.

The Beltway Bank, Houston, Texas, an insured nonmember bank located

In the territory served by the Houston Branch of the Federal Reserve Bank of
Dallas, was added to the Par List on its opening date, March 26, 1973. The
officers are: Lawrence G. Fraser, President; Benny L. Roe, Vice President and

Cashier; and James Hosek, Vice President.
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