
THE UNIVERSITY OF VIRGINIA VOL. 52, No.9

GENERAL REVENUE SHARING: A REVIEW OF THE
VIRGINIA EXPERIENCE

By JOAN E. EHRLICH AND MICHAEL DIGBY

The authors are research assistan ts on the

staff of the Institute of Government. This

article is drawn from a larger study, General

Revenue Sharing: The Virginia Experience, to

be published by the Institute of Government

in the near future.

INTRODUCTION

The enactment of the State and
Local Fiscal Assistance Act (Public Law
92-512) in the fall of 1972 represented
a sign ificant development in the pattern
of federal aid to state and local
governments. More commonly known as
the general revenue sharing act, the new
law provided for the distribution of
approximately $30 billion over a
five-year period to states and local ities.
Unlike t e federal aid provided under a
standard grant-in-aid program, the new
general revenue sharing (G RS) funds
were to be prov ided with very few
strings attached and with no match ing
funds required. Also, every state
government and local government was
entitled to receive funds, with the
amount to be determined by a series of
formulas. In general, a local ity's G RS
payment was determined by its
population, tax effort, and income.

Few restrictions were placed upon
the expenditure of general revenue
sharing funds. A state government cou Id
expend revenue sharing mon ies for any
lawful purpose within its jurisdiction,
while local governments could choose
among more than a dozen "priority
expend iture" categories (i.e., fu nctional

areas). The on Iy restrictions were that
GRS funds could not be used as
operating and maintenance expenditures
for education and general government
administration, as direct payments to
welfare recipients, or as match ing funds
for fed eral grants-in-aid. Moreover,
federal anti-discrimination laws were
applied to the use of GRS funds. The
Davis-Bacon law, which requires the
payment of locally prevailing wages, was
applied to projects for which G RS funds
amounted to 25 percent or more of the
total costs. In addition, each recipient
government was required to file several
different revenue sharing financial
statements. Compared to grant-in-aid
programs, general revenue sharing
permitted extensive local contro lover
expenditure decisions.

As implementation of the general
reve n ue sh ar i n g pro gram began,
controversies soon arose over the use of
G RS funds by local governments. For
example, a number of observers have
charged that local governments have
placed primary emphasis upon such
functional areas as publ ic safety and
have neglected the social services. In
order to shed some Iight on th is and
other issues, our study examines how
revenue sharing funds have been spent
by several hundred localities in Virginia.
The analysis is based on the Actual Use
Reports (AURs) filed by the localities
with the Office of Revenue Sharing. The
AURs for each locality were combined
into totals for two time periods, January
1972 through June 1973 and July 1973
through June 1974 (henceforth referred

to as time periods one and two,
respectively). AURs from 164 Virginia
localities in the first time period and
from 308 in the second were included in
the analysis.

Mention should be made here of the
criticisms that have been levied against
the Actual Use Reports. Essentially, the
argument has been that, due to the
fungibility (i.e., interchangeability) of
reven ues from many sources, the
reported functional allocations of the
AURs may be misleading. However, the
Actual UseR eports are the best sources
of G RS use data available, and they do
record the functional uses of GRS funds
as reported by responsible local officials.
Therefore, an analysis of these data for
Vir gin i a 10 c alit i es sh 0 u Id prove
instructive.

RECEIPTS AND EXPENDITURES

Between January 1972 and July
1974, Virginia's counties, Cities, and
towns received almost $190 million in
GRS payments. On a per capita basis,
localities in Virginia received, on the
average, over $17 in the first time
period (eighteen 'months) and almost
$14 in the second (twelve months). The
bulk of these funds went to the cities;
with a per capita average of $23.55 in
FY 1974, cities received more than
twice the counties' per capita average of
$11.55. (The extent of the difference
between city and county per capita
payments may be decreased somewhat
when, as has been reported, some
Virginia counties receive upward
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adjustments in their GRS payments for
the two time periods.) Towns received
in the first time period an average of
over $19 per capita. However, in the
second time period-when AURs from
twice as many towns were available-the
average per capita GRS payment
dropped to under $13. Apparently, the
disparity in the per capita amounts
received by cities, cou nties, and towns
can be attributed to the difference in
tax effort. The variation in tax effort, in
turn, is basically a function of the
different roles assigned to cities, towns,
and counties by Virginia's constitution
and statutes. However, a correlation
analysis revealed that within each legal
grouping of localities, cities and counties
wlth hlgher levels-of poverty tended to
receive more GRS funds per capita than
other jurisdictions of the same legal
status. 1

34

year before tak ing advantage of the
federal windfall.

In general, national surveys of the use
of GRS fu nds have fou nd that from
one-half to two-thirds of GRS
expenditures have been devoted to
operating and maintenance costs. 2

Although caution must be exercised in
comparing GRS functional allocations
(si n ce s Iig h t IY different statistical
procedures can yield greatly different

2S ee , for example, U.S. General

Accounting Office, Revenue Sharing: Its Use

by a nd Impact on Local Government,

Comptroller General's Report to the Congress

(Washington, D.C.: U.S. General Accounting
Office, 1974), p. 10; and David A. Caputo
and Richard L. Cole, "General Revenue
Sharing Expenditure Decisions in Cities over
50,000," 35 Public Administration Review
136-142,137 (March/April 1975).

resu Its), localities in Virg inia appear to
diverge from those findings. Overall,
Virginia localities in both time periods
averaged spend ing less than 30 percent
for operating costs and over 70 percent
for capital; and the percentage for
ca p it al expenditures even increased
slightly in the second time period (see
Table 1). One-half of Virginia's localities
allocated less than 10 percent of their
GRS expenditures to operating costs in
both time periods. Both counties and
cities have spent an average of about 30
percent for operating costs; towns spent
a similar amount in time period one, but
less than 22 percent in time period two.
Virginia's localities, then, have allocated
a larger percentage of their GRS 1unds
to capital expenditures than appears to
be the case nationally. The disparity is
lessened, but not erased, when towns are
excluded from the analysis.

Our primary interest was not in GRS
payments to local ities, but rather in
GRS expenditures by localities. Our
analysis indicated that many Virgin ia
local ities were not eager to use their
GRS funds. In the first time period,
localities reported spending an average
of only 39 percent of their total
available revenue sharing funds. In fact,
51 of the 164 local ities reported no
GRS expenditures. In the second time
period, the average percentage of
available GRS funds expended had
increased to 54 percent, and on Iy 24 of
the 308 localities reported spending
none of their funds. On the whole,
counties were considerably less apt to
make use of their revenue sharing
receipts than were cities and towns.
Forty percent of the counties had no
GRS expenditures in -the first time
period, as compared to approximately
25 percent of the cities and towns. In
the second time period, however, only
10 percent of the counties allowed their
GRS funds to lie idle. Willingness to
spend available funds seemed to increase
as familiarity with GRS grew. Moreover,
because the first GRS payments to
local ities came outside of the normal
budgetary cycle, some localities
apparently waited for the next fiscal

1For details on this and the following
statistical analyses, the reader shou Id consul t
the larger work from which this news letter is
drawn.

TABLE 1
Mean Functional Expenditures, as Percentage of Total GRS Funds Expended

Time All Local ities Counties Cities Towns

Period a Mean Mean Mean Mean

Operating t 1 29.4% 27.9% 33.1% 29.0%
t 2 26.0 32.5 29.4 21.9

Capital t 1 70.6 72.1 66.9 71.0
t 2 73.7 66.5 70.6 78.1

Publ ic Safety t 1 18.3% 13.8% 23.5% 19.2%
t 2 18.0 14.7 22.8 18.5

Environmental t 1 21.7 31.6 19.4 16.8
Protection t 2 20.6 29.5 14.3 17.5

Transportation t 1 7.6 1.5 21.1 6.5
t2 5.6 1.1 15.1 5.7

-- --- --._- -_._-- -.-._--_._- --- ----------~--_._~-

Health-Social t 1 6.4 6.8 3.8 7.0
Services t 2 8.3 6.1 8.2 9.5

Recreation and t 1 7.6 1.6 7.2 11.1
Libraries t 2 6.9 3.6 12.6 7.2

Financial Admin.- t 1 15.6 17.1 11.3 16.2
General Gov't. t 2 16.5 22.5 9.7 15.0

Educationb t 1 6.1 7.2 4.1 0
t 2 8.8 11.4 3.2 0

Development t 1 0.9 1.1 0.6 0.8
t 2 3.0 2.9 4.0 2.8

Other t 1 19.0 19.3 8.3 22.4
t 2 16.1 6.5 9.4 22.5

aThe figure t 1 refers to the first time period, January 1972 through June 1973; and t 2 to the

second time period, July 1973 through June 1974.

bTowns are omitted from the All Localities mean.
SOURCE: Calculated from Actual Use Reports provided by U.S. Office of Revenue Sharing.



FUNCTIONAL ALLOCATIONS

The proportion of GRS funds spent
in the different functional expenditure
categories has also received attention. As
prev iously noted, the charge has been
made that certain functions such as
pub I ic safety have received a
disporportionate amount of available
GRS funds. In order to determine
whether such patterns as th is held for
Virginia, average percentage allocations
to various functional expenditure
categories were calculated. The results
are expressed in Table 1. To simplify
matters, operating and capital
expenditures for the same function were
comb\oed-: A\so, severa\ s\mHar functions
listed separately in the Actual Use
Reports were conso I idated; e.g.,
recreation and I ibraries, financial
adm in istration and general government.

Most national surveys of revenue
sharing expenditures by local
governments have found that the public
safety function (mainly police and fire
protection) has received the highest
proportion of GRS funds. Nationally,
cities have spent from one-third to
one-half of available funds on public
safety, wh ile counties have spent from
one-sixth to one-fourth. In Virginia
independent cities, on the average,
allocated close to one-fourth of their
GRS expenditures to public safety in
both time periods. Towns spent close to
one-f ifth, and counties less than
one-sixth. Therefore, localities in
Virginia appear to have spent less on
public safety than has been the case
nationwide. In fact, although the publ ic
safety function is one of the primary
beneficiaries of GRS expenditures in the
Commonwealth, several other service
functions have received greater emphasis.

For the state as a whole, the category
of environmental protection (sewage,
sanitation, pollution control) received
top priority. Over 20 percent of all GRS
ex penditures were devoted to this
service area. Substantial differences were
noted among the types of local ities,
however, with counties averaging about
30 percent, towns about 17 percent, and
cities fluctuating from 19 to 14 percent.
For the entire nation, from 10 to 15
percent of GRS funds have been
allocated to this function.

A third important function for G RS
expenditures in all of Virginia's localities
was financial administration-general
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government, which comprised about 16
percent of the total allocations. Towns
spent close to the state average, while
counties spent more (approximately 20
percent) and cities spent less
(approximately 10 percent). Although
other surveys do not allow for a direct
comparison, a national average of less
than 10 percent expended for th is
function seems to be a fair estimate.
Virginia's cities were close to this
fugure, but counties and towns spent
considerably more.

One of the criticisms most often
levied against general revenue sharing has
been that, in the absence of federal
restrictions or gu idel ines, health and
other social services would be neglected.
In support of this criticism, at least one
report cites a national expenditure figure
of less than 10 percent for th is
function.3 The find ings for Virgin ia also
suggest that the social services have
received relatively little attention in
local GRS expenditure decisions. Health
and social services for the poor and aged
received, on the average, between 6 and
8 percent of all G RS expenditures in the
Commonwealth.

The emphasis accorded to
transportation, recreation and libraries,
and education differs considerably in
Virginia cities, counties and towns.
Although counties spent almost none of
their GRS funds on transportation, cities
spent 21 percent in time period one and
15 percent in time period two. The
reason for this difference can be
attributed, in part, to constitutional and
statutory provisions. Currently, only two
counties in Virginia have any appreciable
statutory responsibility for furnishing
and maintaining highways. Compared to
national figures, independent cities
placed greater emphasis on
transportation in the first time period
and equal emphasis in the second.

An overall state average of 7 to 8
percent expended for recreation and
libraries was matched by the cities in
the first time period and by towns in
the second. In the alternate time
periods, both cities and towns spent
somewhat more of their GRS funds in
this service area (11 ..1 percent for towns
in time period one, and 12.6 percent for
cities in time period two). Counties

3Caputo and Cole, p. 137.

allocated rather negligible amounts to
this function. Here, Virginia clearly
diverges from a national average of
10-15 percent for cities and somewhat
less for counties. However, the sizable
increase in the cities' allocations in time
period two may reflect a greater
conformity with national patterns.

Although general revenue sharing
legislation prohibits the spending of
G RS funds for educational operating
costs, capital expenditures for education
are allowed. In Virginia, the state
average aIlocatio n for education
(excluding towns from the analysis) was
6 percent in the first time period and
almost 9 percent in the second. Counties
spent considerably more than cities for
this function in both time periods.
Virgin ia local ities gave thei r lowest
priority to the combined
social-community-economic development
function. On the average, less than 1
percent of G RS expenditures in time
period one and only 3 percent in time
period two were in this service area.

In summary, Virginia's localties have
tended to allocate most of their GRS
expenditures to environmental
protection, public safety, financial
administration-general gover'nment, and,
in cities, transportation. These are
generally the same G RS expenditure
categories that were emphasized in
national surveys, even though different
percentages were allocated to each
function. However, Virginia localities as
a who Ie did tend to spend less of the
revenue sharing funds on public safety
and recreation-I ibraries and more on
environmental protection and general
government-financial adm inistration than
the nat ional averages. Health-social
services was not among the top spending
areas either in Virginia or in the nation
as a whole, with a mean figure in each
case of less than 10 percent.

EXPLAINING GRS ALLOCATIONS

Population size was not found to be
a sign ificant factor in accounting for the
variation in functional allocations across
Virginia localities. Instead, the legal
status of jurisdictions (i.e., whether the
jurisdiction was a county or a city)
offered a better explanation than
popu lation size of why different



localities gave priority to particular
functions. However, it was found that
those population characteristics
indicative of higher levels of
socioeconomic status were positively
associated with county allocations in
transportation, recreation-I ibraries, and
social-community-economic development
and with city allocations in health-social
services and environmental protection.
That is, the more affluent those
jurisd ictions were, the more they tended
to allocate GRS funds to those
functions. Such correlations were usually
stronger in the first time period than in
the second.

A comparison of GRS expenditures
with general budget allocations revealed
some interesting tindings.4 For example,
a much larger percentage of the general
budget went for operating expenses (82
percent in 1972, as opposed to 37
percent of GRS expenditures in time
period one and 28 percent in time
period two). In addition, much greater
emphasis was given in the general budget
to health and social services and
educati.on (41 percent, as opposed to
only 13 percent in time period one and
17 percent in time period two). On the
other hand, public safety, environmental
protection, transportation, and general
administration accounted for only 38
percent of general budget expenditures.
These same service areas accounted for
three-fourths of G RS expenditures in

4Comparisons of GRS and general budget

expenditures were limited to twenty-nine

cities a nd co unties. Genera I budget

expenditu res are for fiscal year 1972.
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time period one and nearly two-thirds in
time period two.

While a locality's pattern of general
budgetary expenditures was not related
to its GRS expenditures, a locality's
GRS allocations in the two time periods
did tend to be closely related. Virginia
localities that spent a high or (low)
proportion of their GRS funds on a
particular function in the first time
period were also likely to spend a
similar proportion on that same function
in the second time period.

OBSERVATIONS

Our analysis provides some basis for a
rebuttal of at least two criticisms that
have been made agains e gen a
revenue sharing program. First, the
argument has been advanced that the
current program disperses the funds
among too many governments, rather
than concentrating the funds on those
governments with the greatest need. In
V i rg i n ia, however, we found that
governments with greater needs (i.e.,
those counties and cities with larger
levels of poverty) have tended to get
higher general revenue sharing payments.
Second, some observers have argued that
GRS expenditures have been wasted on
frivolous items instead of being spent on
"real" problems. A Ithough the Actual
Use Reports are too broad for a specific
test of this argument, GRS expenditures
in Virginia have been spread over several
functional areas. Not only public safety
but aIso environmental protection,
financial administration, and, in cities,
tr an spo rtation have received major

portions of G RS funds. While social
services for the poor and aged has not
been one of the top priority areas,
spending on other functions can also
prov ide serv ices of great benef it to the
poor; e.g., better garbage collection,
safer streets, more parks and public
buildings, and, indirectly, more jobs to
provide the improved social services and
to bu i Id the new faci Iities.

Even though there are gaps in our
knowledge of the impact and exact
usage of GRS funds, the program as a
whole does seem to have had some good
effects. General revenue sharing has
allowed local governments to set their
own priorities for expenditures, based
on loc-al knowled,ge about, and
determj.nat·on ot, \ ca\ needs.
receipt of additional revenues also has
alleviated, if not solved, some of the
problems associated with the state and
local fiscal crisis. Furthermore, general
revenue sharing funds have provided
ass i stan ce to so m e governments,
including some of the neediest, which
under the categorical grant-in-aid system
would most likely never have received
federal help because of their lack of
IIgrantsmanship" expertise.

There are changes which could be
made in the program to eliminate some
of the problems, or at least some of the
criticisms, which have developed.
However, the need for change does not
negate the program's current and
potential value. Indeed, some of the
problems which presently exist might be
resolved if local officials could depend
on the continued long-run existence of
general revenue sharing.
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