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Richard J. Reeder on Rural Governments 

Facing NeW" Fiscal Strains 

Just as rural governments learned 
how to handle the "coping with 
growth" challenge of the 1970s, a new 
generation of fiscal problems has sur
faced. The new fiscal strains are on the 
whole more difficult to deal with than 
the old ones. Most arise from renewed 
economic hardship rather than from 
economic growing pains. 

Today's strains come at a time when 
General Revenue Sharing has been 
eliminated and other federal aid has 
been frozen or reduced. Thus, respon
sibility for easing the fiscal strains of 
rural local governments lies increas
ingly with the states. Many rural states 
are themselves hard pressed by the 
new fiscal strains of the 1980s, espe
cially those in the Plains and in the 
South. The way rural states respond to 
their fiscal problems in the coming 
years will test the effectiveness of de
centralized decisionmaking in our fed
eral system of government. 

Rural Governments In Trouble 
The most dramatic of the new rural 

fiscal strains is associated with the farm 
and energy economies. Beginning in 
the early 1980s, depressed agricultural 
prices and declinlng farmland values 
placed increased fiscal pressures on ru
ral states and their local governments. 

Two recent surveys covering city 
and county governments conflfm that 
rural local governments are currently 
experiencing problems in raising reve
nues. A March 1987 survey by the Na
tional League of Cities (NLC) found 
that most (53 percent) of the small cit
ies surveyed anticipated a decline in 
general revenue for FY 1987. This 
number is up markedly from FY 1986, 
when 28 percent of the small cities had 
declinlng revenues. It also contrasts 
sharply with the experience of large 
cities. Only 8 percent of the large cities 
expected revenue declines in FY 1987. 
Because general revenue is used for 
most operating expenses, and includes 
taxes, fees, and intergovernmental rev
enue, it is an important indicator of fis
cal well-being. 

Richard]. Reeder is is an economist 
with the Agriculture and Rural 
Development Economy Division oj 
the Economic Research Service, 
USDA. 
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City ftscal conditions, FY 1987 
Percent of cities experiencing 

Decrease Decrease More than a 
Population in general in 5 percent 
size revenue spending shortfall in 

revenue 

All dties 38 21 26 
More than 300 thou. 8 5 8 
100-300 thou. 18 10 17 
50-100 thou. 34 22 26 
10-50 thou. 33 24 27 
Less than 10 thou. 53 28 35 

Source: National League of Cities, City Fiscal Conditions in 1987. 

These revenue conditions account 
for decreases in spending and the 
shortfall in revenues (relative to ex
penditures) experienced by one third 
of the towns and cities with less than 
10,000 population. Because deficit fi
nancing is limited for local govern
ments, such fiscal imbalances cannot 
be sustained for long. Many cities sur
veyed by NLC increased their tax rates 
and their user fees in FY 1987. 

Spending cuts were also fairly com
mon. Capital spending was cut more 
often than spending on current serv
ices. Cutting capital spending may be 
an expedient short-term approach to 
fiscal problems. However, inattention 
to capital needs will have negative, 
long-term consequences. 

A 1985-86 survey by the National 
Association of Counties (NACo) shows 
similar signs of fiscal strain for rural 
counties. The NACo survey found 17 
percent of the rural counties (under 
50,000 population) with "no increase" 
in own source general revenue during 
a period from 1981-86 when inflation 
increased state and local government 
costs by about 28 percent. Only 4 per
cent of urban counties (over 50,000) 
had a decrease in own source general 
revenue in the 1981-86 period. 

The survey indicated that insuffi
cient tax base, legal limits on taxes, lim
ited ability to increase user fees , and 
federal aid cuts were particularly prob
lematic for rural counties. Although ru
ral counties complained more about 
federally mandated requirements than 
did urban counties, the most universal 

problem for rural county governments 
was state mandates without funding. 
This underscores the primary impor
tance of state governments in dealing 
with the fiscal problems of rural local 
governments. 

More State Aid In Doubt 
State aid is important to local gov

ernments. It accounts for over one 
third of local government general reve
nue and is five times as great as federal 
aid to local governments. Much of 
state aid goes to fmance local schools. 
Hence, the success of current efforts to 
upgrade local education in places 
where local governments are strug
gling fmancially will depend to a large 
extent on state aid. 

Some states are aggressively coming 
to the assistance of local governments. 
But there are great disparities among 
states. Heavily populated states with 
large urban populations, such as New 
York, Massachusetts, California, and 
Michigan increased state aid substan
tially, while the more lightly populated 
rural states provided only marginal in
creases, often not even keeping pace 
with inflation. For example, in 1985, 
the state aid increase was less than 2 
percent in Montana and Idaho. State 
aid actually declined in Oregon (-8.4 
percent); New Hampshire (-5.4 per
cent); and Wyoming (-2.5 percent). 

There is no reason to suppose things 
have improved much since 1985. 
Many rural states are still feeling the 
effects of depressed farm and energy 
industries. In the year ending in March 
1987, state government tax collections 
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declined in Alaska (-36 percent); North 
Dakota (-12 percent), Oklahoma (-11 
percent); Louisiana (-8 percent), and 
Texas (-7 percent). In these states, 
severence taxes fell markedly because 
of the energy slump. 

Sources of Local Government 
Revenue in Fiscal Year 1985 

ernments was up only 2.5 percent 
from the 1985 aid level of $99 billion. 
Over this same period, state and local 
government costs increased by about 
10 percent. With the termination of 
the General Revenue Sharing (GRS), 
federal aid has actually declined about 
$5 billion in the past year. There will 
be no federal aid for many rural local 
governments because GRS was the 
only federal program providing them 
funds. 

Only marginal increases in tax col
lections were recorded in Mississippi 
(0.4 percent); Oregon (0.7 percent); 
South Dakota (1.4 percent); Arkansas 
(1.6 percent); Minnesota (2.9 percent); 
and West Virginia (3 .1 percent), all hav
ing significant agriculture and re
source-based industries which have 
suffered from global economic fluctua
tions. Until the economy improves, lo
cal governments in these and other ru
ral states probably cannot expect 
much in the way of additional state aid. 

Nowhere is the presence of urban! 
rural fiscal disparities more noticeable 
than in the southeast. There, a few 
states with healthy, growing metropoli
tan areas (Florida, Georgia, North Caro
lina, Virginia, Maryland, and Tennes
see) have done relatively well in the 
1980s. However, other, more rural 
states have lagged behind. 

Federal excludes aid "passed Utrough" Smte govenuncms. 
Local is nLor of local p"ymcnlS to States. . 
Source, U.S. Dcp'JI'tJ1lCllt of Commerce. 

The trend over the past 10 years has 
been one of fiscal decentralization. Fu
eled by the need to reduce federal 
budget deficits, this trend is shifting fis
cal responsibilities from federal to state 
and local governments. Perhaps due to 
their own severe fmancial situation, 
most rural states have not done much 
recently to alleviate local government 
fiscal pressures. 

Bureau of {he Census. 

Compounding their fiscal problem is 
the increased effort many southern 
states and localities are making to im
prove government services-particu
larly education. Acting under the per
ception-perhaps correct-that the 
best way to continue rural economic 

development in the region is through 
improved education and training, even 
the poorest southern states have made 
efforts to upgrade and reform educa
tion over the past few years. But recent 
economic difficulties in some of these 
states may now stifle their education 
reforms. 

Nevertheless, Iowa is proposing to 
provide money for local property tax 
relief; Idaho, South Carolina, and 
North Dakota are providing new reve
nues to local governments. Even some 
urban states, such as New York and 
Massachusetts, have proposed increas
ing assistance to rural governments. 
Thus, the jury is still out on whether 
decentralized fiscal decisionmaking 
will aggrevate or mitigate disparities 
between the have and have not juris
dictions, many of which are rural. [i 

Federal Aid Dims, Too 
The prospects for federal aid are 

fairly bleak, also. In the first quarter of 
1987, federal aid to state and local gov-

~~~~~~FOR THE FUN OF IT~~~~~~ 
William Kost 

Did You Hear The Story About ... The Can Opener 

An economist, an engineer, and a physicist were ship
wrecked on a desert island with nothing but a dozen cans of 
beans and no way to open them. They were faced with the 
problem of opening the cans or starving. The first response 
to their problem was by the physicist who took a can of 
beans, ripped off the label, grabbed the economist's glasses, 
and focused the sunlight, through the glasses, on the wadded 
up label. 

The economist says, "What are you doing?" 
The physicist replies, "It's a matter of simple physics. The 

rays of the sun are concentrated by the lens of the glasses 
and focused on the paper, raising the temperature of the 
paper to its combustion point. Once the fire is started, the 
can of beans is heated, causing the contents to expand, until 
the pressure becomes great enough to burst the can. Then 
we have dinner!" 

William Kost is an Agricultural Economist with ERS, u.s. 
Department oj Agriculture. 
Share your Jun with CHOICES readers by sending your 
jokes, puzzles, and similar items to Bill Kost, care oj this 
magazine. 
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The engineer immediately gets a strange look on his face, 
grabs another can, reads the label, whips out his solar pow
ered calculator and starts muttering and making a whole 
series of rapid calculations. 

Both the physicist and the economist stare at him and ask, 
"What are you doing?" 

The engineer triumphantly responds, "Simple. The physi
cist here has solved the basic problem, but he has not fol
lowed through with good engineering principles. So the can 
explodes. Beans will fly everywhere. We will have to scrape 
them up and eat sandy beans. I'm working out-based on 
the size and consistency and how fast the heat will be ap
plied-the exact speed and trajectory of the beans so that I 
can spread my shirt on the sand where it will catch the most 
beans. We will then have clean beans to eat. It's really quite a 
simple problem in engineering." 

The economist just looks from one to the other with this 
dumbfounded look on his face, then disgustedly exclaims, 
"You scientists! You take what is really a simple problem in 
applied economics and make it complex. I'll handle dinner. 
First, let us assume we have a can opener ... " 
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