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It is old news that state and local governments
in Virginia and elsewhere are having a difficult
time making ends meet. The 1990-91 recession
has imposed severe pressures on these govern
ments. Because of their obligation to balance
budgets, they have been unable to follow the
federal practice of deficit spending for current
operation outlays. Although the fiscal outlook
should improve as the current anemic recovery
takes hold, sunny days are not imminent.

This News Letter reviews some of the de
velopments leading to the existing fiscal malaise
and some possible future options.

V- / A iMUSES OF CURRENT PROBLEMS
Why are governments having such a difficult
time? The most obvious reason, of course, is the
current economic downturn, which unlike earlier
recessions, has affected Virginia as severely as
the nation as a whole.
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Slow growth

nationally &
a state economy

hobbled in
the short run

combine to create
a difficult fiscal
environment

for Virginia state &
local governments,

which employ
402,000 to serve

the state's 6.2
million population.

In the preceding recession of 1981-82, Vir
ginia's nonagricultural employment declined
slightly, but the percentage decrease was only
about one-fourth the national decline. By con
trast, in the current recession, which may have
reached bottom in the spring of 1991, Virginia's
relative employment drop has been more than
the national average, and the loss of white-
collar jobs has been a new experience for many.
Northern Virginia, which had been an engine
of growth, stalled in the face of a market col
lapse of commercial and office real estate, large
bank losses, and business and consumer reac
tion to current and anticipated cuts in defense
spending.

Although the weak economy has been the
major factor for the ill health of state and local
government finances, five other developments
have worsened the situation.

1. Federal dollars now represent a much
smaller share of state and local government rev
enue than at the start of the ip8os. Under pres
sure to stem its own massive deficits, the fed
eral government cut back aid to state and local
governments and shifted to them the cost bur
den for selected programs.
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2. State and local governments have taken on
new activities that required more employees and more
dollars. The continued urbanization of Virginia has
added to demands for governmental activities. Growth
has been particularly strong in environmental clean
up, highways, corrections, and health care. Expen
ditures related to the environment, like solid waste
management and sewage treatment, are somewhat
new functions. The outlays for highways and other
forms of transportation have increased with rapid
urbanization. While corrections is not a new func
tion for government, the dramatic growth of crime
and the related growth of prison inmates have caused
a sharp rise in outlays. Public health expenditures
have grown rapidly under the influence of rising
medical costs, mandated federal programs, and an
insurance system that leaves many persons without
protection.

3. Higher salaries and fringe benefits in the public
sector have added to the cost of government, though
they have been for such laudable purposes as im
proving the quality of public schools and making
government service more competitive with the pri
vate sector. Government, whose main product is
service, is very sensitive to employee costs. In Vir
ginia, wages and salaries account for more than half
of the current operation expenditures by state and
local governments. Including fringe benefits, the share
is closer to two-thirds.

1 U.S. Department of Commerce, Bureau of the Census, 1987
Census of Governments, Public Employment, Government Cost

for Employee Benefits GC87 (3)-4, Vol. 3, No. 4 (Washing
ton, D.C.: U.S. Government Printing Office, 1990), p. 13.

FIGURE 1
Growth in Virginia Personal Income
& General Revenue from Own Sources

General Revenue from Own Sources —J
Personal Income -O

4. Growth in state and local government gener
ally has exceeded growth of the economy. After recov
ering from recessions at the beginning of the 1980s,
Virginia's economy grew rapidly. State and local gov
ernments responded by growing even more rapidly
than income. In seven of the ten years from FY 1979
to fy 1989, the annual percentage increase in gen
eral revenue from own sources exceeded that of per
sonal income (see Figure 1). Then, when the economy
slowed, it was difficult to lower rhe growth of pub
lic outlays.

5. Productivity gains in the public sector have been
slow to materialize. Part of this is attributable to the
difficulty of measuring a sector that mainly produces
services not sold in the marketplace. Nonetheless,
the labor intensity of the government sector and
the lack of a profit motive make productivity gains
hard to achieve. From October 1980 to October 1990
the number of Virginia's full-time equivalent state and
local government employees per 10,000 population
rose from 503 to 545. Although expanding the scope
and quality of governmental activities was a factor,
the increase may also reflect some losses of efficiency.a

Sources: U.S. Department of Commerce, Bureau of the Census and
Bureau of Economic Analysis.

r U T L O O K F O R T H E 1 9 9 0 S
To a large extent the fiscal condition of state and
local governments in the 1990s will depend on eco
nomic developments. And since Virginia's economy
is wedded to the U.S. economy, national develop
ments will have a strong influence. Long-term fore
casts for the current decade show slower real growth
than in the 1980s, mainly because neither the work
ing-age population nor overall labor force participa
tion will grow as they did in earlier decades.

G L O B A L D E V E L O P M E N T S
Global developments are a major wild card. Will
the breakup of the old Soviet Union and the con
version of Eastern European countries to capital
ism result in greater world prosperity or an invita
tion to anarchy? Will the new European Community,
which becomes fully operational in 1993, be a boon
or bane to international trade? What will happen to
Communist China, the middle Eastern nations, Latin
America, and Africa?

Obviously, these domestic and international
uncertainties make it impossible to predict the fu
ture with confidence. But a good guess is that U.S.
growth in the 1990s will lag behind growth in the
previous decade.

2 U.S. Department of Commerce, Bureau of the Census, Public-

Employment (Washington, D.C.: U.S. Government Print
ing Office, 1980 and 1990 editions).
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F E D E R A L G O V E R N M E N T
I N F L U E N C E S
For many years the Virginia economy outperformed
the national economy by a large margin. In recent
years, however, the state's growth has been more
like that of the nation. Major cuts in defense out
lays (both those already budgeted and more expected)
will serve as a drag on Virginia, which—besides being
the home of the Pentagon—has many military bases
and defense contractors. The state's ability to ab
sorb cuts in defense spending is good, but the ad
justment process will be painful and likely will limit
expansion.

Thus, slow growth nationally and a state econ
omy hobbled in the short run combine to create a
difficult fiscal environment for Virginia state and
local governments. This situation will be exacerbated
if the final outcome of a pending case by federal
retirees is detrimental to the state. The retirees are
claiming over $400 million in refunds for prior state
income taxes unlawfully collected.sUZE & SCOPE OF GOVERNMENT
Before exploring options for the 1990s, it is helpful
to review the current size and scope of state and
local government in Virginia. The state government
and the 430 local governments that serve Virginia's
6.1 million population employ 402,000 persons. (U.S.
Bureau of the Census data for 1987 list Virginia as
having 95 counties, 41 independent cities, 188 incor
porated towns, and 106 special districts.)

REVENUES
In fy 1989, the most recent year available for com
prehensive data, the combined general revenue of
Virginia's state and local governments was $17.8
billion—with the state receiving roughly $6 out of

every $10 dollars, and local governments the other
$4. As Figure 2 shows, the revenue that both the
state and local governments combined received from
the federal government accounted for 13.5 percent
of the total. The state government received about
$5 out of every $6 dollars from the federal govern
ment, with a portion of these funds passed through
to local governments. The local governments relied
heavily on intergovernmental aid; about one-third
of their revenue came from either the federal or state
government.

Revenue Sources. Taxes are the most impor
tant source of revenue for the state and local govern
ments, representing 62.9 percent of total revenue.
Property taxes are the mainstay of local government
and are principally based on real estate. The indivi
dual income tax ranks first among state taxes, with
the sales tax second. Current charges provide 14.7
percent of state and local government revenue. Over
one-half of these charges are from tuition at state
institutions of higher education and state and local
government-operated hospitals. The remainder comes
from many sources including highway tolls, park
and recreation fees, school cafeteria sales, charges
for cooperative extension programs, and court fees.
Miscellaneous revenue includes lottery profits for
state government.

Revenue Growth. Over the nine-year period
from FY 1980 to FY 1989, total general revenue grew
at an average annual rate of 9.4 percent (see Figure
3). Because federal aid grew at less than half this
rate, its share of state and local general revenue
dropped significantly, falling 8.6 percentage points
from its 1980 share of 22.1 percent.

Income taxes grew faster than any other ma
jor tax source. The elimination of certain itemized
deductions and the growth of the tax base more
than offset higher exemptions and a broadening of
tax brackets. Property tax revenues grew rapidly,

FIGURE 2
Virginia Slate & Local Government General Revenue, FY 1989

Misc. Revenue: 8.9% Federal Aid: 13.5%

Current Charges: 14.7%

Other Taxes: 12.0%

Motor Vehicle Fuel & License Taxes: 5.3%
Sales Tax: 9.7%

Source: U.S. Department of Commerce, Bureau of the Census.

\ Property Taxes: 18.5%

Individual Income Tax: 17.4%
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FIGURE 3
Growth in General Revenue,
State & Local Government, FY 1980 to FY 1989

Total

Individual Income Tax

Property Taxes

Current Charges

Misc. Taxes

General Sales Tax

Motor Vehicle Taxes

Federal Aid

Misc. Revenue

0% 5 % 1 0 % 1 5 %
Average Annual Growth Rate

Source: U.S. Department of Commerce, Bureau of the Census.

reflecting large gains in real estate values. General
sales tax revenue rose at an average annual rate of
9.4 percent. Current charges, a nontax source that
provides an alternative method of raising funds, also
grew faster than average. Motor vehicle tax receipts,
including motor fuel taxes and sales taxes on new
and used vehicles, grew significantly, buoyed by a
major increase in the fuel tax and a 50 percent in
crease in the motor vehicle sales tax in FY 1987. Mis
cellaneous revenue, a catchall category, showed the
most rapid growrh. In FY 1989 about three-fourths
of this revenue was from interest earnings and lot
tery net income.

EXPENDITURES
Direct general expenditures, which matched gen
eral revenue in FY 1989, totaled $17.8 billion—with
more than halt spent by local governments. Direct

expenditures refer to expenditures after adjustment
for intergovernmental transfers. For example, state
aid to local governments for elementary and second
ary education is not counted as a direct expenditure
by state government since the monies are used to
fund direct education outlays of local governments.

Spending Categories. Education ranks as the
single most important direct expenditure function
for both levels of government (see Figure 4). Higher
education consumes the state dollars, while elementary
and secondary education takes the local dollars. Other
major functions of state government are transporta
tion, health and hospitals, and public safety. Local
expenditures, other than for education, are more
diversified. A few of the most costly local govern
ment functions are environment and housing and
public safety.

Expenditure Growth Rates. Over the nine-
year period from FY 1980 to FY 1989, interest on general
debt was the fastest growing major expenditure func
tion, followed by outlays for environment and housing
(see Figure 5). Public welfare and miscellaneous ex
penditures grew at much slower annual rates than
the other categories. Growth rates for public schools
and higher education were constrained by the baby
bust of the late 1960s and early '70s. The baby echo
of the late '70s and the '80s will put new pressure
on education outlays.

Q'PTIONS FOR THE 1990S
What policy options are available for rhe difficult
1990s? The choices boil down to four:

• restrain expenditures
• shift costs to others
• raise taxes and other charges and fees
• borrow

FIGURE 4
Direct General Expenditures, Virginia State & Local Government, FY 1989

Public Schools: 26.2%Interest: 4.9% other: 54%
Government Administration: 6.2%

Public Welfare: 7.5%

Public Safety: 8.8%

Health & Hospitals: 9.0%

Environment & Housing: 9.1% Higher Education: 10.4%

Source: U.S. Department of Commerce, Bureau of the Census.

Transportation: 12.5%
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RESTRAIN EXPENDITURES
Governments must practice fiscal restraint, cutting the
pattern to fit the cloth. The growth of expenditures
can be restrained by administering programs more
efficiently, as well as scaling back or eliminating some.
Current budget problems are forcing such actions.
A key problem is that across-the-board cuts frequently
do not make sense. Certain programs may be dropped,
which is painful for their beneficiaries. For programs
retained, it may be necessary to find new ways to
accomplish their goals. These innovations may re
quire up-front expenditures, but in the long-run they
will save money.

Virginia state and local governments have used
most of the popular short-run sttategies for cutting
expenditures: freezing employee hiring and travel;
cutting programs across-the-board; eliminating spe
cific programs; laying off and furloughing employ
ees; deferring expenditures; shifting funds internally;
using so-called 'rainy day' funds; reducing or delay
ing pension contributions; creating incentives for
early retirement; and reducing capital outlays. Vir
ginia state government has avoided two other strat
egies—tax increases and long-term borrowing for
capital outlays.3 Unlike Virginia, many states have
resorted to tax increases.

Managing government more efficiently is an
ongoing challenge at both state and local levels. Con
sidering the size and complexity of government and
the wide range of expert opinions about what to do, it
is not surprising that there are many institutional
approaches. The Baliles Administration created the
Commission on Efficiency in Government, which was
chaired by then-Delegate Ralph L. Axselle. The Wil
der Administration's initiative, Project Streamline,
relies upon the cabinet secretatiats and state agen
cies, not a separate commission, to identify and rec
ommend changes. Another force for management
review is the permanenr Joint Legislative Audit and
Review Commission.

SHIFT COSTS TO OTHERS
Costs may be shifted to other levels of government
and individuals. Because of its own massive deficits,
the federal government is unlikely to be a major new

3 This list of strategies, most of which were provided by the
National Association of State Budget Officers, is mentioned
in Robert F. Graboyes, "Srate Revenues Fall Short," Federal
Reserve Bank of Richmond Cross Sections (Summer 1991),
pp. 1-3.

For a discussion of different approaches see Deborah D.
Roberts, "Improving State Government Management: What
Works and What Doesn't," University of Virginia News Let
ter, Vol. 62, No. 12 (July 1986). For some; less traditional
approaches, see David Osborne, "Ten Ways to Turn D.C.
Around," Washington Post Magazine (December 9, 1990),
pp. 19 ff.

FIGURES
Growth in Direct General Expenditures in Virginia
State & Local Government, FY 1980 to FY 1989

Total

Interest on General Debt

Environments Housing

Transportation
Gov't Administration

Public Safety

Health & Hospitals

Public Schools

Higher Education
Public Welfare

Misc. Expenditures
;:

10% 15%
Average Annual Growth Rate

Source: U.fi. Department of Commerce, Bureau of the Census.

source of aid—with the possible exception of new
federal approaches to health insurance that would lessen
the burden on state government. Virginia's local gov
ernments would like to receive more aid; indeed, a
group of primarily rural localities is threatening a
suit to win more state support for public education.

Switching financial responsibility to a differ
ent level of government usually involves redistrib
uting resources since the distribution of the tax base
is likely to be different from the distribution of bene
ficiaries. Such a switch is a difficult political feat,
particularly when the wealthy, populous areas are
gaining political representation and power.

Cost shifting can take other forms. Increases
in tuition shift part of the cost of higher education
from the general taxpayer to students and their par
ents. Recently, public colleges and universities in Vir
ginia and elsewhere have made large increases in their
tuitions, and this trend is likely to continue. At the
local level, governments are adopting higher user
fees for selected services. Charges like dumping fees
for solid waste have two effects: they shift costs from
the general taxpayer to users, and they affect con
sumer behavior. For example, when consumers per
ceive rhat the costs of trash disposal are higher, they
may be more willing to recycle and take other steps
to reduce the amount of trash generated.

Another form of cost shifting is by govern
ment regulation. Many local governments in rap
idly growing areas impose on developers the costs
for stteets, sidewalks, and other amenities. Through
a system of proffers, developers agree to fund the
infrastructure in exchange for variances in local zoning
regulations.

From FY 1980
to FY 1989, interest
on general debt was
the fastest growing
major expenditure
function, followed
by outlays for
environment and
housing.
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Measures
of fiscal effort show

that Virginia is not
a high tax state—

rather, it ranks
from moderate to

low, depending on
what measure

is used.

RAISE TAXES
Higher taxes are always a possibility. A tax, by defi
nition, is a compulsory payment. Although the rev
enue collected is used for public purposes, taxpay
ers often feel that the resulting social benefits are
less than the utility of retaining their tax payments
for private purposes. (The public is somewhat quix
otic, demanding government services while bemoan
ing taxes.)

Besides, the terminology about what consti
tutes a tax increase is confusing. In the view of some
persons, a tax increase occurs when the dollar amount
of taxes paid increases. Others believe a tax increase
occurs only when a new tax or a higher rate is adopted.
For example, some people would say that a higher
residential tax bill resulring solely from an increase
in assessed value constituted a tax increase. Others
might argue that since the tax rate remained the
same, there was no tax increase.

The ultimate standard of tax effort is what
amount the citizenry is willing to pay for public ser
vices. This amount will change based on public at
titudes about the proper role of government and on
value received, as well as on the collective sense of
economic well-being based on income, net assets,
and expectations.

Measuring Revenue Effort. Apart from such
broad considerations, people are interested in what
others pay. The United States, with its laboratory
of 50 states and the District of Columbia, offers a
basis for comparison, though it is imperfect because
of fundamental differences among the states in land
area, tettain, climate, resources, population size, edu
cational levels, and other characteristics that can af
fect the size of government. Comparisons of state
government alone are misleading because states vary
widely in the way they distribute responsibility for
performing functions between the state and local
governments.

To avoid this problem, emphasis is placed on
comparing state and local government taxes. Although
this is the preferred method, including local finances
does have a limitation. That measure, which includes
statewide local finances, masks significant dispari
ties among local governments within a state and is
heavily weighted by the larger jurisdictions. Fairfax
County, Virginia's largest jurisdiction with 13.2 per
cent of the state population, accounts for 23.1 per
cent of Virginia's local government tax revenue.5

Table 1 shows several measures of revenue ef
fort, based on the most recent available data. The
Bureau of the Census reports data on both general
revenue from own sources and taxes. Besides taxes,
general revenue includes nontax revenues like pub
lic college tuition payments and state hospital pa
tient charges.

The Census measures are shown in relation
to population and to personal income. Personal in
come is used as a broad measure of ability to pay,
even though many taxes are not imposed directly
on income. In 1988-89 Virginia's per capita revenue
from own sources was $2,531 (95.2 percent of the
U.S. average) and per capita taxes were $1,841 (97.5
percent of the U.S. average). In a ranking with the
highest state first, Virginia ranked 27th for the broad
measure and 20th for the tax measure.

In 1989 Virginia's per capita personal income
was 106 percent of the national average, and the
state ranked 12th. Consequently, when the revenue
figures are related to personal income, Virginia's ef
fort appears much lower. The state ranked 43rd in
revenue from own sources per $1,000 of personal
income, and 35th in taxes per $1,000 of personal
income.

' Auditor of Public Accounts, Comparative Report of Local
Government Revenues and Expenditures, Year Ended June 30,
ippo (Richmond: Auditor of Public Accounts, May 1991).

TABLE 1
Measures of Fiscal Effort for Virginia State and Local Government

M e a s u r e D o l l a r A m o u n t o r I n d e x P e r c e n t o f U . S . A v e r a g e

Bureau of the Census data, 1988-89
Per capita

G e n e r a l r e v e n u e f r o m o w n s o u r c e s $ 2 , 5 3 1 . 3 4 9 5 . 2 %
T a x e s 1 , 8 4 0 . 5 2 9 7 . 5

Per $1,000 of personal income
G e n e r a l r e v e n u e f r o m o w n s o u r c e s $ 1 4 5 . 1 9 8 9 . 2
T a x e s 1 0 5 . 5 7 9 1 . 3

ACIR data, 1988
R e p r e s e n t a t i v e r e v e n u e s y s t e m e f f o r t 9 0 9 0 . 0
R e p r e s e n t a t i v e t a x s y s t e m e f f o r t 9 1 9 1 . 0

Sources: U.S. Department of Commerce, Bureau of the the Census and Advisory Commission on Intergovernmental Relations.
a Tied with one other state for this rank.

Rank

27
20

43
44

40a
34a
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The Advisory Commission on Intergovern
mental Relations (acir) has developed measures of
revenue effort that gauge effort on specific revenue
bases like real property, individual income, and cor
porate income, rather than on personal income alone.
In 1988, the most recent year available, Virginia ranked
40th in its effort under acir's representative rev
enue system; its effort under the representative tax
system ranked 34th.

In summary, rhese measures show that Vir
ginia is not a high tax state—rather, it ranks from
moderate to low, depending on what measure is used.
Since these data series were published, new taxes have
been adopted in many states including such major
ones as California, Texas, and Pennsylvania. In addi
tion, many state and local governments in Virginia
and elsewhere have increased nonrax revenues from
tuition and other charges. If the measures of fiscal
effort shown in Table 1 were current, Virginia's relative
effort would likely appear somewhat lower.

Evaluating Tax Increases. If higher raxes are
an option, there are three major concerns for any tax:

• How much revenue will it raise?
• What will be the incidence of the tax (i.e., who

ill pay it;
• Will the tax have unwanted effects, such as

discouraging business?

If Virginia state and local governments resorted
to major tax increases, the candidates would be the
individual income tax, the corporate income tax,
the general sales and use tax, the sales tax on motor
vehicles, the motor fuels tax, and real property taxes.

Increased revenue from the individual in
come tax could come from higher rates, elimina
tion of certain deductions, and the conversion of
personal exemptions to credits. If localities were per
mitted to impose a 'piggy-back' income rax of the
Maryland type, they would secure a significanr new
source of revenue. Major arguments against such a
course of action include (1) public resentment of
any tax increase, (2) local trespass on a srate rev
enue preserve, and (3) the provision of new local
revenue-raising capacity to the more affluent localities.

If an increase in the individual income tax were
considered, rhe corporate income tax most likely
would be included also, though corporations are not
persons and their tax burdens must be borne by one
or more of the following: shareholders, employees,
and consumers. The effecrive corporate rate in Vir
ginia is 6 percent, slightly below the U.S. median of

"Survey Reveals Record State Tax Increases Slated for
fy 1992," Tax Foundation Tax Features, Vol. 35, No. 4 (April
1991), pp. 5-6.

6.76 percent. Except for Tennessee, all adjoining
states and the District Columbia have higher effec
tive rates than Virginia.7 Although the corporare
income tax is frequently the largest state and local
tax paid by businesses, it is not the only tax. Conse
quently, any compatison of business tax burdens
would have to recognize the full panoply of taxes
and fees in each state.

The state general sales tax in Virginia is
now 3.5 percent, with an additional 1 percent levied
by all cities and counties. Increases in tax revenue
could come both from a higher rare and from a broad
ening of the tax base to include many services now
excluded. Currently, hotel and motel services are
the only ones included.

Although services account for abour half of
personal consumption expenditures, most states have
excluded them due to the political sensitivity of taxing
items like medical and education services and the
fact that others, like utility and transportation ser
vices, are now covered by separate taxes. Nonethe
less, certain types of services like amusemenrs, per
sonal services, and repair work probably would be
less sensitive.

Many states have higher sales tax rates rhan
Virginia, particularly when local sales taxes are in
cluded. The general trend in the nation has been
for such rates to move upward, and critics are con
cerned about the absence of a limit.

The state motor vehicle sales and use tax,
currently 3 percent, could be increased to the same
rate as the general sales tax, with the 1 percent local
option extended to this base. For the 45 states and
the District of Columbia rhat impose a tax, the median
rate is 5.5 percenr. Among states adjoining Virginia,
rates range from 3 percent in Norrh Carolina to 8.25
percent in Tennessee. Unlike the general sales tax,
whose impact is diffused over many small purchases,
this tax involves significant outlay because a motor
vehicle is such a big-ticket purchase.

The Virginia gasoline tax is 17.7 cents per
gallon, slightly below the national median of 18 cents
in January 1991.9 The Disrrict of Columbia and all
adjoining states except Kentucky have higher rates
than Virginia. This tax does have the advantage of
charging users for providing and maintaining roads,

Effective corporate income tax rates are as of July 1, 1991.
They are based on a net income of $1 million and allowance
for deduction of federal income taxes where applicable. In
formation provided by the Virginia Department of Economic
Development.

Virginia Department of Taxation, ippo Virginia Sales and
Use Tax Expenditure Study (Richmond, December 1989),
p. 19.

Information from the Highway Users Federation, January
4> i99i-

During the 1980s,
higher assessments
rather than higher
effective tax rates
increased revenues.
In the 1990s,
localities probably
will have to raise
effective tax rates
if they want to
increase property
tax revenue.
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though it is a crude merhod of charging because
collections are related to vehicle fuel efficiency as
well as road usage.

Real property taxes in Virginia are not high
by national standards. In fy 1989, per capita prop
erty taxes were $541 in Virginia, compared to $574
for the nation. Although this measure is dominated
by taxes on real property, it also includes taxes on
other types of property like motor vehicles.

Within Virginia, there is a wide range of real
property tax rates. In 1989, when the statewide effec
tive true tax rate per $100 of market value was So. 82,
the range was from $0.20 in Cumberland County
to $1.37 in Richmond City.' ° During the 1980s, when
assessed property values followed market values up
ward and when many new parcels were added to
tax rolls, higher assessments rather than higher ef
fective tax rates increased revenues. In the 1990s,
localities probably will have to raise effective tax rates
if they want to increase property tax revenue.

In addition to taxes and user fees, government
can raise money through operating monopolies.
For many years Virginia has operated a state liquor
monopoly through the Alcohol Beverage Control
Commission. Four years ago the state began a lot
tery that is raising significant amounts of revenue.

B O R R O W
State and local governments in the United States
generally have borrowed to finance long-term capital

10 Virginia Department of Taxation, ip8p Virginia Assessment/
Sales Ratio Study (Richmond, 1991), pp. 33-35.
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outlay projects and to provide tax-exempt public
debt for such private purposes as industrial devel
opment aid, assistance to commercial and retail de
velopers, single-family and multifamily housing
development, hospital and health care facilities, and
pollution abatement plant and equipment expen
ditures. Borrowing has not been used to cover op
erating deficits.

At the end of FY 1989, Virginia state and local
governmenrs had S4.6 billion of long-term, full faith
and credit debt outstanding. Relative to other states,
this amount was not large. Virginia ranked in the
middle among the 50 states and the District of Co
lumbia. In relation to personal income, debt ser
vice costs were low. Virginia's interest on general
debt per $1,000 of personal income was $8.20, giv
ing ir a rank of 45rh.

Borrowing is an attractive alternarive when
capital outlays are nonrecurring and when they are
likely to serve a growing population. On the other
hand, the use of borrowing to cover normal capital
requirements can raise cosrs due to extra interest
payments.

c'LOSING COMMENT
The fiscal conditions of Virginia's state and local
governmenrs is a vital concern for the 1990s. This
brief review of past developments and furure op
tions underlines the many challenges facing citizens
and policymakers in the years ahead.
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