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FINANCING VIRGINIA'S GOVERNMENT:
WHERE THE MONEY GOES
Ms. Fields is a research assistant on the staff
of the Institute of Government.
This article is the second of a two-part series
on state government finances. The first article
appeared as the May 1977 issue.

Governmental expenditures have
long been a matter of interest and
concern, particularly in times of
depressed economic conditions. The
last sixteen years have seen an
extraordinary growth in the cost of
government; the spending of the fifty
states has more than tripled, while
federal and local government expenditures have each more than
doubled. Part of the explanation for
these increases is found in inflation.
In addition, some traditional government programs, such as highways
and transportation, have been expanded, and new services, such as
the Medicaid program, have been
assumed. Nationwide, much of the
growth in state and local expenditures can be attributed to four
functions: education, highways, publicwelfare, and health and hospitals. 1
What has been the pattern of state
expenditures in the Commonwealth?
What activities does the state support, and has this support changed
over the years? How does Virginia
compare to other states in support of
various functions? The answers to
these questions are explored in this
News Letter.
THE PRESENT SITUATION

An overall picture of the activities
which Virginia supports can be
Ijames A. Maxwell and J. Richard Aronson, Financing State
and Local Governments (Washington, D.C.: The Brookings

obtained byexamining state-expenditures according to functional areas.
To some extent, such a classification
disguises the diverse nature of the
Commonwealth's activities, which
range from the "business" of the
Alcoholic Beverage Control Board to
highways, schools, and pollution
control. In addition, the most expensive functions do not necessarily
represent the highest priorities because costs, needs, and the availability of federal aid differ among the
functional areas. However, the examination of functional expenditures
does provide some general ideas
about priorities in the Commonwealth.
Figure 1 presents a breakdown of
Virginia's expenditures by function
for fiscal year 1975. 2 (Because state
expenditures change slowly from
year to year, the two-year-old data
are still useful.) It is important to
remember that the classification of
expenditures into functional areas
21976 data are not reported in the same detailed form as
1975 data. Therefore, 1975 data are more useful for this
analysis.

shown in Figure 1 is not without its
difficulties. For example, the welfare
function includes expenditures for
the Medicaid program, which provides medical assistance to welfare
recipients and to the medically
needy. If the Medicaid expenses were
included in the health function,
health expenditures would increase
to 12.6 percent of total expenditures,
while welfare expenses would drop
to 7.0 percent. As another example,
the category of capital outlays excludes most highway construction
expenditures, which are included in
the transportation function.
The most obvious conclusion to be
drawn from Figure 1 is that education
received the largest share of the
Commonwealth's money (36.5 percent) in 1975. This result is not
surprising since the state bears a
sizeable portion of local school costs.
Other major expenditure areas in
order of magnitude were transportation, welfare, resource and economic
development, and health. Together,
these four functions accounted for
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Figure 1
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another 45.7 percent of total expenditures.
Each function in Figure 1 could be
subdivided to show a more detailed
picture of the Commonwealth's activities. However, only the five largest
functions are given closer attention
here. A detailed breakdown of the
education function indicates not only
that education received the largest
share of the state's money in 1975,
but also that elementary and secondary education was the state's single
largest expenditure area, accounting
for 21 .1 percent of the apPfoxi mately
$3.3 billion in total expenditures.
Higher education received 15.2 percent of the state's total monies, while
other education and cultural activities accounted for only .2 percent of
total expenditures (see Figure 1). If
the focus is restricted to education
expenditures alone, elementary and
secondary education received 57.8
percent of all the money spent on
education; the comparable figures for
higher education and other education and cultural activities were 41.7
percent and .5 percent, respectively.
The transportation function accounted for 19.3 percent of Virginia's
total 1975 expenditures. While the
data from the State Comptroller's
report do not lend themselves to a
complete breakdown of transporta-

tion expenses to the level desired for
this News Letter, some estimates can
be made. Approximately 91 percent
of all transportation monies was
spent by the State Highway and
Transportation Commission, which
has the responsibility for the construction and maintenance of highways. Other highway related
agencies-such as the Highway
Safety Division, the Division of Motor
\/ehicles, and metropolitan transportation commissions-spent around 4
percent of transportation funds,
while toll road and turnpike facilities
accounted for another 4 percent.
Finally, the Virginia Ports Authority
and the Virginia Airports Authority
were responsible for the remaining 1
percent.
Welfare activities accounted for
12.9 percent of total Virginia expenditures in 1975, with 7.0 percent of
the state's total expenditures being
devoted to public welfare assistance
and 5.9 percent to the Medicaid
program. Considering only the expenditures allocated to the welfare
function, the major portion (54.3
percent) was for public welfare
assistance, including such programs
as Aid to Dependent Children (ADC),
aid to the elderly and disabled, and
general relief. The Medicaid program
equalled 45.7 percent of welfare

expenditures. State welfare policies,
it should be noted, are strongly
influenced by federal policies. Major
welfare programs, such as ADC and
Medicaid, were originally implemented nationwide as a result of
federal legislation. The federal government funds almost the entire
costs of aid to the blind, aged, and
disabled but shares the costs of some
programs, such as ADC, with state
and sometimes local governments.
Overall, the costs of the welfare and
the Medicaid programs in Virginia
are financed by approximately 60
percent federal funds and 40 percent
state funds. 3 Whether or not the
Commonwealth would choose to
fund these activities in the absence of
federal legislation is uncertain.
The resource and economic developm·ent~·function'---·represented'~-6:&

percent of total 1975 expenditures.
(Again, the figures which follow are
estimates based upon available data.)
Approximately 66 percent of resource and economic development
expenditures was in support of the
Virginia Employment Commission
and the Department of Labor and
Industry. The former provides employment services and administers
the unemployment compensation
program. The latter compiles statistics, offers mediation and conciliation
services, and inspects working conditions. Another 27 percent of resource
and economic development expenditures was spent for pollution control;
industrial development; and the
development and promotion of agricultural products, tourism, parks, and
forests. The remaining 7 percent was
the result of the regulation and
licensing of industries and occupations by agencies such as the State
Corporation Commission and the
Department of Professional and
Occupational Regulation.
The health function accounted for
6.7 percent of total expenditures. Of
this 6.7 percent, 3.1 percent was
spent on mental health activities,
including mental retardation services, state psychiatric facilities, and
community mental health services.
Another 2.5 percent was spent on
public health, including preventive
and protective medical programs as
well as environmental health programs. The remaining 1.1 percent of
total expenditures was devoted to
vocational rehabilitation and training
3Commonwealth

of

Virginia,

Department of Welfare,

Annual Report 1974·1975 (Richmond. n.d.) and Virginia
Department of Health, 1974 Statistical Annual Report
(Richmond, n.d.).

TABLE 1
Expenditures for Major Functions as
a Percent of Total Expenditures,
Commonwealth of Virginia, 1960, 1965, 1970, and 1975

Expenditures as a Percent of Total Expenditures
Function

Education
Highways
Public Welfare
Health & Hospitals
Total Expenditures
(in millions)

1960

1965

1970

1975

27.3%
21.9
4.5
9.7

28.0%
33.0
4.2
7.7

40.1%
21.4
6.8
8.5

36.7%
18.3
12.0
8.4

$576

$929

$1,681

$3,374

SOURCES: Percentages computed from data in U.S.Bureau of the Ce~su~, State Government
Finances (Washington: U.S. Government Printing Office), for the years Indicated.

activities, which concentrate on
finding and retaining employment for
d,sab'ed persons. An examination of
health expenditures alone reveals
that mental health activities received
46.1 percent of all health monies;
public health activities, 37.1 percent;
and vocational rehabilitation and
training programs, 16.4 percent.
It ;s interesting to speculate to
what extent Virginia's allocation of
expenditures by function is influenced by federal policies and by the
availability of federal aid. Federal
funds or requirements playa significant role in each of the top five
expenditure areas. For example,
highway systems depend heavily on
federal funds; and the federally
mandated programs of public assistance, Medicaid, and unemployment
compensation influence state expenditures. The exact degree of federal
influence cannot be determined, but
it is safe to say that some functions
would not be so strongly supported by
the Commonwealth if it were not for
federal inducements. The impact of
federal programs is also illustrated in
the following discussion, which takes
a longitudinal view of spending
patterns in Virginia.
THE HISTORICAL PERSPECTIVE

Examining the state's expenditures from a historical perspective
can reveal changes in spending
patterns and, to some extent, shifts in
priorities. Table 1 presents the
Commonwealth's expenditures for
four major functions from 1960 to
1975. Because census data are the
source for this material, the information presented is not entirely compatible with that in the preceding
section. The census material does
not use the same breakdown of
functions as given in Figure 1. For
example, census data do not include

unemployment compensation expenditures in the natural and resource development function, as the
State Comptroller's report does.
Therefore, this discussion is limited
to the four functions of education,
highways, public welfare, and health
and hospitals. In addition, reporting
techniques for the census material
and the State Comptroller's report
differ; consequently, the percentages
for 1975 in Figure 1 and Table 1 vary
slightly. For instance, according to
Figure 1, expenditures for health and
hospitals equalled 6.7 percent of total
1975 expenditures. However, the
use of census data in the preparation
of Table 1 results in health and
hospitals expenditures equalling 8.4
percent of total expenses.
As Table 1 indicates, total expenditures increased from $576 million in

1960 to over $3 billion in 1975.
Although the education and highways functions received the largest
shares of the Commonwealth's financial resources in each of the
years displayed, the pattern of spending has changed slightly. The four
major functions shown in Table 1
accounted for 63.4 percent of total
expenditures in 1960; this figure had
risen to 75.4 percent by 1975. In
other words, a greater portion of
Virginia's resources was being expended on education, highways,
public welfare, and health and hospitals in 1975 than in 1960. Of course,
this fact means that fewer resources,
relatively speaking, are available for
other state functions.
Each major function's share of
total resources has also changed
during the period from 1960 to 1975.
As a percent of total expenditures,
education outlays have increased
from 27.3 percent ($157 million) in
1960 to 36.7 percent ($1.2 billion) in
1975. Similarly, public welfare expenses consumed 7.5 percent more
of the total expenditures in 1975 than
in 1960. Most of this increase
occurred between 1970 and 1975,
when Medicaid expenses increased
from approximately $34 million to
$192 million. Excluding Medicaid
expenditures, welfare expenditures
were 6.9 percent of total expenditures in 1975, a 1.9 percent increase
from 1960. Evidently the growth of
the public welfare function is in large
part a result of the burgeoning
Medicaid program.

TABLE 2
Expenditures Per $1,000 Personal Income,
Eleven Southeastern States, 1975

State

Total
Expenditures a

Education

Public Welfare

Highways

Mississippi
Louisiana
South Carolina
Kentucky

$162
156
155
136

$68
58
65
56

$20
20
14
22

$29
30
19
25

Alabama
Arkansas
North Carolina
Georgia

136
131
129
119

66
53
67
49

19
20
13
21

20
27
17
18

Tennessee
Virginia
Florida

116
116
103

50
47
44

15
16
10

21
24
17

$121
130

$47
50

$22
19

$15
19

National Average
Median State

SOURCE: U.S. Bureau of the Census, State Government Finances in 1975, Series GF75-No. 3
(Washington: U.S. Government Printing Office, 1976). Figures rounded by the author from data in
Table 6.
a Excludes liquor store and insurance trust expenditures. Includes intergovernmental expenditures.

Unlike education and welfare exusually made in quantitative terms.
penses, expenditures on highways
Comparisons based on expenditures
and health and hospitals as a percent
per $1,000 of personal income
of total expenditures declined from
control for the wealth of the state and
1960. Of course, these decreases are
measure the relative economic effort
in relative, not absolute, dollar terms.
in support of government activities,
For example, approximately $126
while comparisons based on per
million was expended for highways
capita expenditures control for popuin 1960, while $618 million was
lation. Of course, these dollar
expended in 1975.
amounts do not measure the quality
of a provided service, its costs, or the
This historical analysis reveals that
need for governmental services.
spending patterns have not changed
dramatically since 1960 in the sense
Table 2 presents, for eleven souththat education and highways remain
eastern states, the 1975 expendias the most expensive functions.
tures per $1 ,000 personal income for
However, the welfare function has
three major functions. As Table 2
grown in importance. Spending patillustrates, Virginia ranked below
terns in other states also emphasize
both the national average and the
the education, highways, and welmedian state in total expenditures for
fare functions. 4 But this fact does not
all functions per $1,000 of personal
tell us how the Commonwealth ...______income. Only in expenditures for
compares with other states in terms
highways id V' i .
mor
of actual expenditures for various
than the national average and medistate functions. Therefore, it is useful
an. Comparing only the eleven southto examine Virginia's expenditures in
eastern states, Virginia ranked tenth
relationship to other states, particuin expenditures for all functions,
larly those in the Southeast.
tenth in education, seventh in public
welfare, and fifth in highways. (RankCOMPARISONS WITH OTHER STATES
ings were made before figures were
Making interstate comparisons of
rounded off for presentation in Table
expenditure patterns is a hazardous
2.)
operation. The allocation offunctions
Space limitations prohibit the
between state and local governments
inclusion of a table comparing states'
varies across the nation. For examper capita expenditures. However, by
ple, while welfare costs are divided
this measure. as we", Virginia examong the federal, state, and local
ceeds the national average and the
governments in some of the states, in
median per capita only in expendiother states the local governments do
tures for highways.5
not make significant contributions to
Virginia evidently places a higher
the financing of the welfare function.
priority on highway expenditures
For the purpose of this report, which
than do most of the other states. The
concentrates solely on state expendiemphasis on highways could be a
tures, the localities' financial contriresult of several factors, including
butions are not considered. In addi5S ee u.s. Bureau of the Census, State Government
tion, interstate comparisons are
Finances in 1975, Series GF75-No. 3 (Washington: U.S.
Government Printing Office, 1976). pp. 12-13.

4Maxwefl and Aronson, p. 37.
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Virginia's proximity to the Washington, D.C. area; a desire to develop the
tourism industry; and the growth of
urban areas in the Old Dominion.
Also, this emphasis on highways is
fairly recent. In 1960, Virginia ranked
forty-sixth among the fifty states in
per capita expenditures for highways; by 1965, the Commonwealth's
ranking had risen to fifteenth. 6 The
surge in highway expenditures may
reflect a sudden "catch-up" effort.
Whether Virginia will maintain the
relativeiy strong emphasis in this
area remains to be seen.
SUMMARY

This overview of the Commonwealth's spending patterns tells us
that education, transportation, welfare, resource and economic development, and health and hospitals
were the five functions supported
most heavily by Virginia in 1975.
Historically, education and highways
have been the most expensive functions in the state. This pattern also
holds true today; however, welfare
expenditures have been growing in
magnitude, particularly since the
advent of the Medicaid program.
Except for highways, Virginia's support for state functions, in terms of
expenditures per $1,000 of personal
income and per capita expenditures,
is less than a majority of the other
states. Virginia's pattern of expenditures will continue to reflect changing priorities and conditions. The
influence of the federal government
on state expenditures has been
especially important, and is likely to
remain so.
6U.S. Bureau of the Census, State Government Finances for
the years 1960 and 1965.
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