VOL. 53, NO.9

FINANCING VIRGINIA'S GOVERNMENT:
WHERE THE MONEY COMES FROM
By DAVID S. JO ES
Mr. Jones is a research assistant on the staff
of the Institute of Government.
This article is the first of a two-part series on
state government finances.

The efforts of state and local
governments to generate revenue
during the past quarter century have
been remarkably successful, for total
revenue from their own sources grew
almost tenfold. Revenues increased
at this dramatic pace primarily because of the growing utilization of
taxes on property and on sales and
gross receipts. The increasing use of
broad based tax on individual
incomes also added substantial sums
to the coffers of state and local
governments during this period. 1 Yet
the Commonwealth has just recently
averted, or at least postponed, a
rather serious fiscal crisis; and some
assert that a ubstantial tax hike
during the next ession of the General Assembly is inevitable. If revenues
for state and local governments have
grown so much, why, then, is the
Commonwealth experiencing fiscal
difficult ies?

a

Virginia, along with her sister
states, has been entangled in an
ever-increasing spiral of governmental expenditures. On an aggregate
level, spending for all states has
tripled just since 1960. Expenditures
have grown just as rapidly as revenues, often even outpacing the
revenue-producing ability of many
states. Virginia's pattern of expendiIjames A. Maxwell and J. Richard Aronson, Financing State
and Local Governments (Washington, D.C.: The Brookings
Institution, 1977), p. 246.

tures will be examined more fully in
the next News Letter, but clearly it is
straining the state's existing
revenue-generating capacity.
But where do those revenues come
from? How do the Commonwealth's
income-producing efforts compare
with other states, especially those in
the Southeast? From what sources
may additional funds be obtained to
meet future budgetary needs? These
are only a few of the many revenue
related questions that citizens of the
Commonwealth are beginning to ask.
This article focuses on, and attempts
to provide some answers to, these
questions.
SOURCES OF CURRENT REVENUE

Virginia's total revenue for 1976
exceeded $3.5 billion-an 82.3 percent increase over the 1960 revenue
total. That change reflects a steady
growth from year to year. For example, the Commonwealth's revenues
for 1976 exceeded those for 1975 by
slightly more than 6 percent.
The sources of Virginia's 1976
revenue are broken down into the
fifteen categories and subcategories
presented in Figure 1. Taxes are the
major source of revenue, accounting
for 48.7 percent of the Old Dominion's total revenue for 1976. That tax
revenue is derived mainly from four
levies. The most important of these
taxes is that on individual income,
which accounts for 17.3 percent of all
revenues. Very substantial amounts
are also derived from taxes on
general sales (10.8 percent), motor

vehicle fuels (7.1 percent), and
corporate income (3.7 percent).
The fact that Virginia's tax on
individual income is its premier tax in
terms of revenue produced makes
the Commonwealth somewhat atypical, for sales taxes have been the
most important source of revenue for
most state governments since 1944.
Virginia currently taxes individual
incomes at moderately progressive
rates beginning with 2 percent on
taxable income of $3,000 or less and
rising to 5 3.4 percent on taxable
incomes exceeding $12,000. Taxation of individual incomes by American states had a long, unsuccessful
history prior to the twentieth century
due to ineffective administration.
Two innovations, centralized administration and the use of informationat-source returns, enabled the states
and especially the Old Dominion to
utilize this potential source of revenue more effectively.2
The sales tax is the second largest
revenue-producing tax in the Commonwealth. First adopted by the
states during the 1930s, sales taxes
were viewed as a stable source of
revenue that would be relatively
unaffected by economic slumps and
as an alternative to the property tax,
which had been a source of financial
disaster for local governments
throughout the nation during the
Depression. In Virginia, the current
rate for the state tax is 3 percent of
the sale price on virtually all commodities (the chief exemptions are
2Maxwell and Aronson, pp. 92-98.
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Figure 1
Revenue by Source: 1976
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for prescription drugs and for items
used in agricultural production);
another 1 percent is collected by the
state for remittance to local governments. Only the state portion is
included in the present analysis.
The motor fuels tax (9 cents per
gallon), the Commonwealth's third
greatest revenue-producing tax,
proved so successful and acceptable
after its Oregon debut in 1919 that
within ten years it was used by every
state in the nation. Corporate income
taxes (currently set at 6 percent in the
Old Dominion), rank fourth as a
revenue-producing tax in Virginia.
Federal grants provided the Commonwealth with 22.1 percent of its
total revenue in fiscal year 1976. It is
important to note that when combined with the monies provided by
general. reve_nue sharing, federal
funds made up a very significant 2-3.3
percent of the Commonwealth's total
revenue-more than provided by any
single state tax. From the standpoint
of amounts obtained and spent, the
influence of federal money upon
state revenues is clearly evident.
What may be less apparent is the
influence on spending priorities of
federal grants requiring state matching funds.
_
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VIRGINIA AND THE SOUTHEAST:
HOW THEY COMPARE

TABLE 1
Major Taxes as a Percentage of Total Revenue in
Eleven Southeastern States: 1975

_..

State

--

Pe~centage of

Total Revenue from Taxes

Percentage
of Total
Corporate
Gen. Sales
Total Revenue
Revenue
(Millions of
All and Gross Motor Individual
Net
Income From Fed. Govt.
Dollars)
Taxes Receipts Fuels Income

Florida
North Carolina
Virginia
Georgia

$4,667
3,605
3,282
2,932

59.8%
52.7
50.6
52.8

25.7%
11.8
11.0
19.2

7.8%
7.4
7.6
7.8

0%
15.3
16.7
12.7

3.9%
4.6
3.6
4.1

21.2%
27.2
22.6
30.3

Louisiana
Kentucky
Alabama
Tennessee

2,883
2,395
2,318
2,234

53.0
53.6
47.9
51.5

12.7
15.5
15.3
21.3

5.3
7.0
6.4
7.7

3.8
10.4
8.2
.8

2.7
4.9
2.5
5.7

23.3
25.9
28.8
28.4

South Carolina
Mississippi
Arkansas

1,885
1,624
1,231

50.7
49.1
53.0

17.9
23.9
17.2

6.8
7.8
8.8

11.2
5.7
10.2

4.4
2.1
4.4

24.0
28.9
30.8

52.1

17.2

7.4

10.3

4.0

27.2

Median for All
Eleven States

SOURCE: Percentages computed from data in U.S. Bureau of the Census, State Government
Finances in 1975, GF75-No. 3 (Washington: U.S. Government Printing Office, 1976).

Because of comparatively lower
returns from general sales and
corporate income taxes, taxes as a
whole constitute a smaller portion of
total revenue in the Commonwealth
than in other southeastern states.
The data in Table 1 for 1975 (latest
year for which comparative figures
are available) show that the 50.6
percent of total revenue produced
from taxes in Virginia is somewhat
below the median amount for southeastern states (52.1 percent). Only
Mississippi and Alabama obtain a
lower percentage of their total revenue from taxes. As in 1976, the tax
on individual income was the Commonwealth's greatest source of tax
revenue, accounting for 16.7 percent
of all revenue in fiscal year 1975.
Virginia relies more heavily upon this
source of revenue than any state in
Table 1.
The Old Dominion derives less of
its total revenue from the general
sales tax (11.0 percent) than any
southeastern state, in spite of the fact
that the sales tax is Virginia's second
most productive tax. Fewer than half
of the southeastern states derive a
higher percentage of their total

revenue from the tax on motor fuels
than the Old Dominion. Virginia
derives 3.6 percent of its total revenue from corporate income taxes,
which ranks it seventh among its
neighbors in the Southeast and
below the regional median of 4.0
percent. In 1975, federal funds made
up between 21.2 and 30.8 percent of
the total revenue for all southeastern
states. In this category, Virginia ranks
tenth in the Southeast-only Florida
derives less of its total revenue from
federal sources.
We have seen that, by comparison
with other southeastern states, the
Commonwealth relies more heavily
on taxes on individual income and on
motor fuels, and less heavily on taxes
on general sales and on corporate
income. However, we have not yet
compared relative revenue or tax
effort made by the Commonwealth to
other states in the Southeast and the
nation.
Revenue-producing effort can best
be compared among the states by
examining total revenues (tax and
non-tax) generated by a state from its
own sources per $1,000 of personal
income in that state. Although differences in revenue-producing effort
may be attributable to historical and
political differences, on the whole
those states whose residents have
high income levels do not have to
make as great an effort as poorer
states to raise the revenue for
financing an average level of per
capita expenditures. 3
As Table 2 makes clear, Virginia
overall does not make as great a
revenue effort as do most other
states in the Southeast. Although the
Commonwealth's revenue efforts
may meet heavy resistance from
taxpayers, the burden imposed upon
them by all state taxes, and particularly by the general sales and gross
receipts taxes, is below the national
average and median. The efforts of
most southeastern states greatly
outpace that of the Commonwealth
by those two measures. For example,
Virginia ranks tenth among the
eleven southeastern states in total
tax revenues, and last in revenues
generated from general sales taxes.
On the other hand, the amount paid
by Virginia residents in income taxes
per $1,000 of personal income is well
above the average and median figures for all states, and above that of
all southeastern states except North
Carolina.
3Maxwell and Aronson, p. 3.

TABLE 2
Amount of Revenue Per $1,000 of Personal Income:

State

Revenue

Per

$1,000

Personal

From

State

Total

Gen. Sales
and Gross
Receipts

1975

Income
Taxes
From
Individual Miscellaneous
and Charges b
Income

State

Total

From a
Own Source

Florida
North Carolina
Virginia
Georgia

$ 97
130
111
117

$ 74
91
83
79

$64
76
63
67

$27
17
14
24

$-022
21
16

$10
14
18
11

Louisiana
Kentucky
Alabama
Tennessee

158
147
139
108

117
105
95
74

92
86
74
61

22
25
24
25

7
17
13
1

24
18
19
12

South Carolina
Mississippi
Arkansas

142
162
132

104
109
88

80
90
75

28
44
24

18
10
15

23
18
12

117
129

85
94

70
74

22
22

16
16

14
16

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).
a

Total less revenue from federal government.

bGeneral Revenue other than taxes and intergovernmental revenue, e.g., commodities sold,
educational charges, and highway tolls.

ALTERNATIVES FOR THE FUTURE

The belief that Virginia is, or soon
will be, in a fiscal crisis has led to a
number of suggestions for relief.
These may be conveniently classified
as involving either the imposition of
new taxes or an increase in existing
ones. One possible new source of
revenue which has the potential of
being profitable to Virginia in the
years to come is the severance tax,
imposed on the extraction of such
mineral resources as petroleum,
coal, sand, and gravel. Severance
taxes are currently extremely important only in Texas and Louisiana and
can provide great quantities of revenue only to states with significant
amounts of mineral extraction. In
1976 thirty-one states, eight of
which are in the Southeast, utilized
the severance tax. 4 ln the Southeast,
Louisiana is by far the greatest
beneficiary of the severance tax,
receiving $548.5 million in revenue,
or 19 percent of its total revenue from
this source in 1975. 5
Virginia's most abundant mineral
resource is coal. The Virginia Depart4U.S. Bureau of the Census, State Tax Collections in 1976,
Series GF76-No. 1 (Washington: U.S. Government Printing
Office, 1977), p. 7.
5U.S. Bureau of the Census, State Government Finances in
1975, Series GF75-No. 3 (Washington: U.S. Government
Printing Office, 1976), p. 23.

ment of Taxation estimates that
additional revenue accruing to the
Commonwealth from a severance tax
on coal during the 1978-80 biennium
would range from a low of $8.5
million at a rate of 1 percent on gross
receipts to a high of $34.0 million at a
4 percent levy. Naturally, such revenue estimates depend heavily
upon both coal production and the
price of coal.
Other possibilities for additional
future income include pari-mutuel
betting and a state lottery. Thirty
states utilized the tax on parimutuels as a source of revenue in
1976, among them Florida, Louisiana, Kentucky, and Arkansas. 6 Of
these states, Florida received the
largest amount of income from the
tax on pari-mutuels-$78.1 million,
or 1.7 percent of its total revenue for
fiscal 1975. 7 Legislation to allow
pari-mutuel betting on horses in
Virginia has been introduced in the
General Assembly from time to time
but has never won passage. A
General Assembly study commission
estimated that, in the first year of
operation of pari-mutuel betting, the
state would receive at least $3
million; in the second or third year,
6U.S. Bureau of the Census, State Tax Collections in 1976, p.

8.
7U.S. Bureau of the Census, State Government Finances in
1975, p. 21.

the state would receive about $7.5
million; and after five years, the state
would receive around $10 million.
Thus, should pari-mutuels be approved during the 1976-78 biennium, and should facilities be operational soon thereafter, revenues
would begin to reach their full
potential during the mid-1980s. 8
Thirteen states now have operational lotteries, although none of the
southeastern states currently makes
use of this source of revenue. On
balance, the revenue potential of
lotteries is not great. Lotteries are
usually not a II goo d buyll for the
gambling consumer, for prizes as a
percent of gross receipts are much
lower for state-run lotteries than for
casino gambling or the illegal
numbers game. 'The funds provided
by these lotteries have amounted to
only a small portion of total revenues
in participating states. In New Jersey,
for example, net receipts for 1972-73
were $56.7 million, or just 1 percent
of the total state-local revenue from
the state's own sources. 9 A staff
report to the Virginia Revenue Resources and Economic Commission
estimates that the net revenue to
Virginia from the operation of a state
lottery similar to those operating in
the thirteen other lottery states
would range from a low of $12
million annually to a high of $20
million annually.10
Taken individually, these alternative sources of revenue would account for only a very small portion of
8Barry E. Lipman, Richard D. Brown, et aI., Fiscal Prospects
and Alternatives 1976: A Staff Report to the Revenue
Resources and Economic Commission (Richmond, Virginia,
1975), pp. 281-82.
9Maxwell and Aronson, pp. 187-88.
l°Lipman, Brown, et aI., p. 285.
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the Old Dominion's total revenue.
Even collectively, the three alternatives examined here probably would
not generate more than 1.5 to 2
percent of the state's total revenueeven after reaching their full
revenue-producing potential. Therefore, the importance of these alternative sources of revenue to the Commonwealth would, if adopted, most
probably be limited, even though the
money generated from these sources
would certainly be useful as a
IIsupplemental" source of revenue to
the Commonwealth.
Additional revenues on the scale
likely to be needed probably can come
only from increases in the major
existing state taxes. Revenue estimates by the State Department of
Taxation indicate that raising the
state sales tax from 3 to 4 percent,
with all the additional yield retained
by the state, would provide the
Commonwealth with an extra $143.1
million in revenue. If the present
distribution of sales tax revenues
(two-thirds state, one-third local)
were maintained, Virginia could
expect to increase its annual revenue
by $95.4 million with a 1 percent
increase in the sales tax. Increasing
the marginal rate of taxation on
individual
incomes exceeding
$1 2,000 from 5 3,4 percent to 6
percent would provide the Old Dominion with an additional $13.8
million in annual revenue. An increase in the corporate income tax
rate on all taxable corporate incomes
from 6 to 7 percent would yield an
additional $35.6 million in state
revenue. If such an increase applied
only to taxable corporate incomes
over $25,000, Virginia could still

expect to increase its annual revenue
by $30.6 million. The current usage
of motor fuels indicates, according to
the Division of Motor Vehicles, that a
1 cent per gallon increase in the
motor fuel tax would yield an additional $30 million in state revenue.
Barring some unlikely curtailment in
state spending, the Commonwealth
in the near future will quite probably
have to resort to some or all of these
measures.
SUMMARY

We have seen that Virginia obtains
its revenue from a variety of sources,
some of which produce relatively
little revenue. The most important
sources of revenue for the Commonwealth are taxes, particularly the
general sales and income taxes, and
feder
ran. Wh
-r
revenue-producing effort of the Commonwealth with other states in the
nation-and
especially
in
the
Southeast-we find that Virginia
receives comparatively high revenue
yields from its taxes on individual
incomes and motor fuels, but the
revenues it receives from the general
sales and corporate income taxes are
comparatively low. The Commonwealth may be able to IIsupplement"
its present revenues through the use
of severance taxes, pari-mutuels,
and lotteries. However, it appears
that any very substantial increase in
state revenues can be obtained only
from increases in existing taxes. If
such becomes necessary, Virginians
may console themselves with the
knowledge that their tax burden will
be no greater, and might still be
lighter, than that of residents in other
southeastern states.
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