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Nearly a hundred years ago,
British political analyst James Bryce
suggested that a government's effectiveness could best be measured by
determining what it provides for the
people and what it costs the people.
Many today would still accept the
validity of this argument; what matters most, they would posit, is how
well and how cheaply government
provides services to its citizenry. The
level at which the voter can best
judge these matters is the local one,
for it is here that one can most easily
see what services are provided.
Furthermore, the voter has the
greatest opportunity to bring about
change on the local level, in relation
both to the amount of taxes paid and
to the way in which this tax money is
then spent. It is this topic-where
local governments in Virginia get
their money and how they spend itthat is the focus of this news letter.

LOCAL FINANCE IN THE UNITED STATES

Since World War II, local government expenditures throughout the
United States have increased greatly,
for several reasons. First, the nation's population has grown tremendously; second, inflation has
diminished the real value of the
dollar; and third, and most importantly, demands on local governmental
services have risen constantly. At the
same time, local governments have

not been able to keep up with these
expenditures through a natural expansion of their tax systems. In order
to provide for this growth in expenditures, they have adopted many new
taxes (e.g., income taxes, wage taxes,
cigarette taxes), while also increasing the rates on many of the traditional ones. In short, local governments have found themselves in a
financial bind in recent years and
have utilized every source of additional revenue available.
But what effect has this had? How
are revenues now being raised and
spent, and how has this changed in
recent decades? The answer, it
seems, is not that entirely new areas
of services have been opened up, but
rather that the quality and quantity of
existing ones have been increased.
Education, for instance, has always
gotten the lion's share of the local
budget; and as these budgets have
grown during the years since the late
forties, education expenditures have
expanded tremendously. By 1971,
localities in the United States were
spending seven and one-half times
what they spent for this purpose in
1950. 1 While education has shown
the greatest increase, other expenditures have grown too. The costs of
hospitals and other health services
supplied by local government have
advanced at approximately the same

lThese figures have been derived from various reports of the
U.S. Census Bureau, especially those pertaining to governments and government finance.

rate as education. The cost of welfare
and police and fire protection has
grown fivefold during these decades.
Highway and street construction and
maintenance, the only remaining
major category for local government
expenditures, is taking a noticeably
smaller proportion of the local
budget, having only tripled between
1950 and 1971.
As the end of the seventies approaches, it is unlikely that pressures
on the local budget will subside.
Inflation has been the most difficult
problem to cope with; it is higher now
and has lasted longer than in earlier
years, and it has aggravated attempts
to extend governmental services in
existing areas and to initiate them in
new ones. While local governments
cannot continue the expansive trend
of the fifties and sixties forever, they
no doubt will continue their efforts to
increase revenues, at least enough to
account for population growth and
inflation. Those areas with declining
popu lations-pri ma ri Iy the older central cities-will be under more stress
than newer, expanding localities,
because they face the dual problem
of both a declining tax base and larger
numbers of citizens who are unable
or less able to support themselves.
An added pressure to be faced by
those responsible for raising revenue
is that of taxpayer revolts. These and
other factors seem to portend for the
future a pattern of numerous diverse
forces, pushing and pulling in all
directions-with each one of them
asking for different ways to design
the local finance picture.
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THE GROWING LOCAL BUDGET IN
VIRGINIA

Localities throughout the Commonwealth, like those throughout
the nation, have felt these pressures
for greater revenues and the accompanying tax load which they necessitate. A look at expenditures on the
part of the Commonwealth's counties illustrates this point very well.
From 1950 to 1971 , the amount that
county governments spent increased
from $91.5 million to $865.6 million,
or almost tenfold. During this period,
the population of Virginia's counties
grew only by about 20 percent
(compared with a national growth
rate of 35 percent). Inflation accounts
for somenof-this-budgetarygrowth;
but only a small part, since the
purchasing power of the dollar in
1971 was sti II over ha If of what it had
been in 1950. To get a better idea of
just how much expenditures have
increased, one can examine these
figures on a per capita basis. In 1950,
Virginia counties were spending
about $40 on each resident. By 1971,
this figure had grown to $312. Even
after adjustments to account for
inflation, counties were still spending approximately $4.60 in 1971 for
every dollar they had spent in 1950.
Revenues, of course, showed similar
increases. In 1950, counties
throughout the state took in $80.2
million, or about $35 per capita. By
1971 , these governmental units
received over three-quarters of a
billion dollars in revenue, or $280 for
every man, woman, and child residing therein. The total increase yielded
ten times the revenue in 1971 as in
1950; even on a per capita basis,
revenue had increased nearly eight
times. 2
It is difficult to arrive at comparable
figures for Virginia's cities, because
of the lack of accurate financial
reports for the same time period. For
cities, counties, and towns combined, however, census data is
available for the period from 1957 to
1972. According to this source,
expenditures in 1972
were ap2Commonwealth of Virginia, Auditor of Public Accounts,

can be found regarding the ways in
which self-generated funds are
raised by counties and cities. As
Table 1 indicates, counties rely
somewhat more heavily on the
property tax than do cities. An even
more marked differentiation exists
between cities and counties in their
reliance on other forms of taxes. In
fiscal year 1976, for instance, cities
received 6 percent of their total
income from the 1 percent local sales
tax option, while counties relied on it
for only 4 percent of theirs. 3 But the
greatest disparity between cities and
counties is in revenues generated
from the category of "other taxes"those levied on items such as utilities, cigarettes, and business and
professional licenses;·Much ·of this
difference can be explained by the
fact that cities as a group levy many
more taxes than do counties.
The major differences in financing
local governments within the Commonwealth are not limited to a
comparison of the cities and counties. Indeed, financial differences just
as significant, and sometimes more
so, can be seen when some of
Virginia's more urbanized counties

proaching five times what they had
been in 1957, with a similar increase
in revenues. It can thus be assumed
that the financial growth of Virginia's
cities and counties has been somewhat similar during the postwar
period.
THE RECENT PAST: WHERE THE MONEY
COMES FROM

Virginia's localities have generally
reflected the financial experience of
localities in other states since World
War II. But what is happening now?
More specifically, where are localities throughout Virginia currently
getting their money, and how are
they_ ~penQing it?
Table 1 shows the sources of local
revenues in Virginia for fiscal year
1976. Fifty-five percent of all revenue
was self-generated, with the remainder originating as some form of
intergovernmental transfer from federal (15 percent) or state (30 percent)
governments. On a proportional
basis, there are no appreciable
differences between cities and counties either in terms of the general
origin of revenue funds, or in terms of
the
specific
intergovernmental
source, state or federal. However,
some rather significant variations
u_

•

_

3Virginia Department of Taxation, Annual Report, 1975-76,
Table 3.6.

TABLE 1
VIRGINIA LOCAL GOVERNMENT REVENUE
FY 1976
CITIES

SOURCE OF REVENUE
$
INTERGOVERNMENTAL TRANSFERS
from the Commonwealth
from the Federal
Government
from other sources
TOTAL INTERGOVERNMENTAL
SELF-GENERATED REVENUE
property tax
sales tax
other taxes
non-tax sources
TOTAL SELF-GENERATED
TOTAL REVENUE
PER CAPITA REVENUE

Million

ALL
3 URBAN
ALL
COUNTIES
COUNTIES a OTHERS
% $ Million % $ Million % $ Million

% $ Million

30

442.3

29 STATISTICALBREAKDOWN

167.4 14
14.6
1
546.7 45

235.4

16

677.7

45

364.7

349.0 29
67.5
6
94.7
8
141.4 12
652.6. 55
1199.3100
$

ALL LOCAL
GOVERNMENTS

COUNTIES

594.53

$

507.92

807.0 30

NOT AVAILABLE
30

480.6

56

402.8 15
14.6
1224.4 45

247.2 38
25.9
4
25.6
4
154.9 24
453.6 70
650.7 100

235.4
35.1
17.0
86.3
373.8
854.4

28
4
2
10
44
100

831.6 31
128.5
5
137.3
5
382.6 14
1480.0 55
2704.4 100

197.1

482.6 32
61.0
4
42.6
3
241 .2 16
827.4 55
1505.1 100
$

%

775.94

$ 402.13

$

542.99

Report of the Auditor of Public Accounts of Commonwealth of
Virginia on Comparative Cost of County Government, Year
Ended June 30, 1976; and Report. . .on Comparative Cost of
City Government,

Year Ended June 30,

1976. Unless

otherwise noted, revenue and expenditure figures are derived
from the Reports of the Auditor of Public Accounts for various
years.

SOURCE: Figures derived from data in Commonwealth of Virginia, Auditor of Public Accounts,
Report of the Auditor of Public Accounts of Commonwealth of Virginia on Comparative Cost of
County Government, Year Ended June 30, 1976; and Report. .. on Comparative Cost of City
Government, Year Ended June 30,1976.
aThe counties included in this analysis are Arlington, Henrico, and Fairfax.
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are analyzed separately from the less
urban and more rural ones. Any citycounty comparisons are very much
affected by the financial impact of
taxing and spending patterns in the
more urbanized counties, and thus a
closer analysis of this factor is warranted.
The term "urban counties" is itself
used loosely, referring at different
times to different counties. In one
instance, the term might signify
those counties which have significant non-rural populations; in
another instance, those in which
there are large suburban populations. In this analysis, the urban
counties are defined as those which
are predominantly urban in nature
and densely settled, for it is these
counties which have such large
populations and budgets that they
often alter significantly any general
analysis of county finances. Our
purposes are best served by focusing
on the three largest and most densely
settled counties: Arlington, Fairfax,
and Henrico, each with a population
of over 150,000 and an average
density ranging from 730 to over
6,400 people per square mile. 4
Table 1 clearly shows enormous
differences between the urban and
non-urban counties in terms of their
sources of revenue. The three urban
counties together account for slightly
more than one-quarter of the population of all Virginia counties, yet they
generate more than two-fifths of all
county revenues. The revenue breakdown is also significant. The urban
counties as a group are much more
self-reliant; only 30 percent of their
budget comes from intergovernmental transfers, while well over half (56
percent) of all revenue for the nonurban counties is derived from state
or federal transfers. (Because of
reporting problems, an exact breakdown according to source of intergovermental revenue is not available.)
Less striking but still important are
the differences exhibited by urban
and non-urban counties in the various categories of self-generated
revenue. Sales tax revenue, which
accounts for about 4 percent of the
total in each case, is the only similar
category. Urban counties relyconsid-

41975 population as estimated by the Tayloe Murphy
Institute, University of Virginia.

erably more both on the property tax
and on other miscellaneous taxes
than non-urban counties. Also, the
urban counties receive almost onequarter of all revenue from selfgenerated, non-tax sources, whereas
this category supplies only one-tenth
of the total revenues for non-urban
counties.
A final item worthy of attention is
the per capita amount of revenue
raised by the Commonwealth's cities
and counties. Its cities, with approximately two out of every five of the
state's citizens, generate $595 per
person; the per capita figure for
counties, on the other hand, is only
$508. The main reason for the cities'
higher per capita figure is that they
provide more services than do most
counties (an item discussed in greater detail below). The vast differences
between urban and non-urban counties, and even between urban counties and cities themselves, is aptly
ill ustrated by the fact that the urba n
counties generate over $775 a person, compared to just over $400 per
capita for all other counties and the
$595 cited above for cities.

WHERE THE MONEY GOES

Shifting the focus from local revenues to local expenditures, our
analysis reveals that here, too, signif-

icant differences exist in the needs of
cities and counties, and of urban and
non-urban counties. As Table 2
indicates, education takes the lion's
share of the budget in both cities and
counties; however, the proportion
spent on education by the counties is
far greater. Education receives 68C of
every dollar spent by counties, while
the corresponding figure for cities is
only 44C. For all other functions, on
the other hand, citiesoutspendcounties both absolutely and proportionately. One-eighth of the city budget is
devoted to police and fire protection,
and almost one-sixth to welfare; on a
percentage basis, counties spend
only half as much in each of these
categories. Even health, which consumes a relatively small amount of
local budgets, accounts for almost
twice as great a percentage of city as
county expenditures.
Explanations can be found for
most, if not all, of these differences.
Counties spend more than cities for
education simply because the counties have far more school children.
Cities, on the other hand, are expected to provide far more in the way of
services such as health care and
police and fire protection. Furthermore, the state reimburses localities
for part of the costs of providing for
sheriffs, but not police - and counties depend more on sheriffs than do
cities for a variety of functions. An

TABLE 2
VIRGINIA LOCAL GOVERNMENT EXPENDITURES
OPERATIONS &. MAINTENANCE: FY 1976

FUNCTION
EDUCATION (inc!. libraries)
POLICE & FIRE
HEALTH
WELFARE
OTHER
TOTAL EXPENDITURES
PER CAPITA EXPENDITURES

$ Million

473.9
124.0
25.0
159.2
285.0
1067.1
$

%
44
12
2
15
27
100

528.95

ALL LOCAL
GOVERNMENTS

COUNTIES

CITIES
ALL
COUNTIES
$ Million %
845.2 68
81.1
6
16.3
1
94.6
8
209.2 17
1246.4 100
$

420.00

3 URBAN
COUNTIESa
$ Million %
305.3 59
51.3 10
2
7.9
26.5
5
124.1 24
515.1100
$

614.24

ALL
OTHERS
$ Million %
539.9 74
4
29.8
8.4
1
68.1
9
85.1 12
731.3 100
$

344.18

$ Million

%

1319.1 ·57
205.1
9
41.3
2
253.8 11
494.2 21
2313.5 100
$

464.48

SOURCE: Figures derived from data in Commonwealth of Virginia, Auditor of Public Accounts,
Report of the Auditor of Public Accounts of Commonwealth of Virginia on Comparative Cost of
County Government, Year Ended June 30, 1976; and Report. .. on Comparative Cost of City
Government, Year Ended June 30, 1976.
NOTES: The figures include expenditures for operations and maintenance but not capital outlays,
interest, or debt redemption. The expenditure totals differ from the revenue totals reported in Table
1 due to borrowing.
aThe counties included in this analysis are Arlington, Henrico, and Fairfax.
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additional area in which cities are
forced to spend more than counties is
in support of the less advantaged,
thus making welfare a larger expenditure category in the city budget.
Finally, the cost of a bureaucratic
apparatus to supervise and parcel out
the amenities offered by city governments has resulted in greater administration costs, a factor explaining in
large part why the "other" category
in Table 2 accounts for a greater part
of the city budget than the county
one.
While an analysis of the different
functions for which cities and counties spend their money has proved
enhghtening, an examination of
expenditures by urban and nonurban counties reveals even more in
term of the differences. Table 2
shows that, in almost every area
considered, urban county spending
lies somewhere between that of
other counties and that of the cities;
in fact, in the education category,
urban county spending lies exactly at
the halfway point. Welfare costs of
urban counties, however, are proportionately lower than those of either
non-urban counties or cities; this is
probably because of their more
affluent populations. Urban counties,

in traversing a path all their own, are
reflecting in their expenditure patterns the fact that they sometimes
have to fulfill the needs traditionally
associated with cities, and at other
times, those of counties; additionally,
their expenditures reflect their previously mentioned affluence. These
urban counties, along with some
urbanizing ones (e.g., Prince William
and Chesterfield)will no doubt have a
tremendous influence on the financial future of the Commonwealth.

CONCLUSION

Governments at all levels, including those in Virginia, have been
moved in recent decades to increase
services to their citizens; local governments have found this burden the
most difficult. In meeting these
demands, the cities and counties in
Virginia have experienced pressures
of a different nature and have often
diverged both in terms of the sources
they rely on for revenue and the
functions for which they spend it.
Both cities and counties receive
slightly less than half their revenue
from intergovernmental transfers

and rely on self-generated revenue
for the remainder. Counties, however, are more dependent on the
property tax and non-tax sources
than are cities, which rely to a greater
extent on sales and other nonproperty taxes. In analyzing expenditures, the most notable fact about the
counties is the percentage that they
devote to education. Cities, on the
other hand, must be much more
diverse in the services and the
functions which they provide.
Virginia's urbanized counties differ
considerably from other counties.
These differences are more evident
in terms of where their money is
spent than where it comes from.
Expenditures by these governments
reflect the fact that their developmental and functional status lies
somewhere between that of cities
and that of other counties.
In analyzing local finance in Virginia, it becomes obvious that, to a
large degree, the distinction between
cities and counties is artificial; the
degree of urbanization is a far more
revealing basis for analysis. The citycounty distinctions of the past are no
longer as significant as they once
were; and in the future, they can be
expected to become even less so.
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