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PREFACE 
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program, the staff of the Advisory Com- 
mission on lntergavernmental Relations 
gathers and analyzes factual information 
pertaining to fiscal federalism. Many of 
these analyses have been recognized as 
having value to the public and to policy- 
makers. 

In this publication the Commission 
presents a factual overview of key trends 
in fiscal federalism for the X-war period . 
1954-1974. 

Robert E. Merriam 
ChairmtlU 

Frank Tippett. statistician, prepared 
the factual information for this report 
and Milton Kafoglis, senior academic 
resident. prepared the text which ac- 
companies the statistical information. 
The work was supervised by John Shan- 
non, assistant director. 

Wayne F. Anderson 
Executive Director 





TRENDS IN FISCAL FEDERALISM 

HIGHLIGHTS 

As depicted by the charts and tables 
set forth in this report, the period 1954- 
1974 was characterized by significant 
growth in the public sector and impor- 
tant shifts in intergovernmental fiscal 
relationships. The most important of 
these developmenis are summarized 
below. 

The public sector continues to absorb 
an increasing share of Gmss National 
Product (GNP) despite significant relative 
declines in defense spending (Table 2). 

. The share of GNP absorbed by 
the public sector rose from 26.5 
percent in 1954 to 32.8 percent 
In 1974 

l Civiliandomesticexpenditures (in- 
cluding Social Security) increased 
dramatically from 12.9 percent of 
GNP to 25.4 percent in 1974. 

. The share of GNP absorbed by 
national defense was cut nearly 
in half from 13.7 percent of GNP 
in 1954 to 7.4 percent in 1974. 

l Half of the growth of civilian do- 
mestic expenditures represents 
new governmental growth which 
required either increased taxes 
or deficit spending; the other half 
represents a substitution of civil- 

ianspendingfordefense spending. 

l In spite of nominal income tax 
rare reductions and liberalized ex- 
emption and deduction allow- 
ances. effective federal income 
tax rates increased as inflation 
and economic growth pushed tax- 
payers into higher tax brackets. 

. During the period 1954-1974, defi- 
cits of the Federal government 
totaled $13&billion. 

The relative increase in the size of 
the public sector reflects an increase in 
the demand far public goods, seti-ices 
and income transfer activities. But it 
may also reflect the operation of “Wag- 
ner’s Law” which asserts that the public 
sector has an inherent or built-in tend- 
ency to grow at the expense of the private 
sector. The growth may also be explained 
in terms of the characteristics of tax 
systems which generate sufficient reve- 
nne growth for government to purchase 
an increasing proportion of expanding 
national output. 

Most of the growth in the expanding 
Federal sector has occurred in Social 
Security and Federal aid programs 
(Table 4). 

l Social Security now absorbs 5.4 
percent of GNP compared to 1.2 



percent in 1954; Social Security 
has emerged as the largest and 
fastest growing component of Fed- 
eral domestic expenditure. 

. Federal aid to state and local 
government increased from .8 per- 
cent of GNP in 1954 to 3.1 percent 
of GNP in 1974. 

The rapid increase in Social Security 
taxes raises important public policy 
questions about the future financing of 
Social Security, and leaves less “room” 
for general taxation at the state and 
local level. 

Though the rate of increase in Federal 
aid has now diminished, the matching 
and other conditions attached to most 
Federal aid programs suggest that the 
Federal government has increased the 
leverage or control it has over state- 
local budeetarv decisions. “No strines ., ” 
attached” genera1 revenue sharing ac- 
counts for less than 15.0 percent of 
Federal aid. 

All levels of government have grown 
at rates exceeding the general growth 
of the economy, and afds to lower levels 
of government have steadily expanded 
(Tables 3, 9, and IO]. 

l In 1954,Federal domestic expendi- 
tures for all functions Iincluding 
Social Security and Fe&al aid? 
accounted for 5.5 percent of GNP. 
By 1974 such expenditures ab- 
sorbed 13.9 percent of GNP. 

l In 1954, Federal domestic expendi- 
tures for all functions (including 
Social Security and Federal aid) 

accounted for less than half (42.4 
percent) of total domestic public 
sector expenditures. By 1974, 
Federal domestic expenditures 
for all functions were more than 
half (54.4 percent) of total do- 
mestic public outlays. 

Federal aid which accounted for 
Il.4 percent of state-local general 
revenue in 1954 expanded to 26.5 
percent of state-local general reve- 
me in 1974. 

The state-local sector also grew 
significantly as state-local ex- 
penditures from own funds ex- 
panded from 7.4 percent of GNP 
in 1954 to 11X percent in 1974. 

State aid to local governments, 
over half of which is for educa- 
tion, has increased steadily from 
41.7 percent of locally derived 
revenue in 1954 to 57.5 percent in 
1974. 

There has been a sharpening of roles 
as the Federal government has become 
the dominant fiscal partner while the 
“work” of government is carried on 
primarily at the state-local levels (Tables 
11 and 12). 

l General civilian government em- 
ployment now accounts for 14.6 
percent of the nation’s employed 
labor force. Four-fifths of this 
employment is in the state-local 
sector. 

l During the period 1955-1973 em- 
ployment at the state-local level 
increased by 119.5 percent com- 
pared to 17.1 percent at the Fed- 



era1 level and 35.6 percent in the 
private sector. 

. Average annual earnings of Fed- 
eral employees exceed average 
annualearningsinprivateindustry 
by 46 percent and have increased 
more rapidly than earnings in any 
other major sector (Table 12). 

l Average annual earnings of state- 
local employees have increased 
almost as rapidly as earnings of 
Federal employees and now ex- 
teed earnings in private industry 
by 6.0 percent (Table II). 

These comparisons highlight the im 
portance of improving the productivity 
and personnel practices of state and 
local governments. Though productivity 
improvements at all levels are desirable, 
increasing productivity at the state and 
local level where direct use of resources 
is concentrated would have the areatest 
fiscal impact. 

The Federal revenue system has be- 
come less diversified while state-local 
revenue systems have become more 
balancedand diversified (Tables fi and 7). 

. In 1954, Federal income tax and 
insurance trust revenue ac- 
counted for less than half (46.8 
percent] of Federal revenue. By 
1974 these two revenue sources 
accounted for more than two- 
thirds (67.9 percent] of total 
revenue, leading to a less diver- 
sified Federal revenue system. 

l Increased reliance on Federal aid 
and state income taxes along with 
a relative decline in the contribu- 
tion of property taxes has led to 

more diversified and balanced 
state-local revenue systems. 

. There is a slight tendency for 
state-local tax burdens to become 
more uniform from state to state. 

There has been a dramatic increase in 
state-local tax burdens during the last 
20 wars (Table 8). 

State-local tax burdens rose from 
7.6 percent to 12.1 percent of total 
personal income. 

Thelowest state-local tax burdens 
are concentrated in the Southeast 
and Southwest: the highest tax 
burdens are in the Mideast and 
New England. 

Stales registering above average 
increases in tax burdens between 
1953 and 1973 were concentrated 
in the New England, Mideast and 
Great Lakes Regions while below 
average increases occurred in 
the Southeast and Plains Regions. 

The tax burden of the ‘~average” family 
increased by 99.3 percent during the 
period 1953-1974 (Table 1). 

. The “average” family in 1953 had 
an income of $5,000 and paid 11.6 
percent of family income in direct 
Federal. state and local taxes. BV 
1974. the “average” family had ai 
income of 513.000 and uaid 23.4 
percent of family income in such 
k3XBS. 

l The tax burden of a family having 
an income of twice the “average” 
increased by 51.5 percent. 
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Note: In compuung Federal personal income tax liabiliiies. deductmns were estimated 
to be 14 percent of famly wwome for the $5.000 famly and 12 percent of income for the 
$IO.OOO and $13,000 families. Estimated itemized deductions were assumed for the 
$20,000, $26.000 and $52.000 ‘amiks. Interest on stare and local debt. dividends. and 
one-half of capital gains (estimated. based O” I R.S.. Statistics of lncomel were excluded 
from family ~“ccwne for these camputatmns. 

Residential praperty tax e~tlmafes assume average hawing wlues of approximately 1 .g 
times family i”c”me far the average famdy ,” both 1953 (55,0001 and 1974 ($13,0001. 1 5 
for $10,000 inc0me (1953). 14 for $26.000 l”CD”x (1974). 1.4 for $20.000 tnc0me 
(1953). and 1.1 for $52.000 income (1974). wfh average effective praperty fax rates of 
2.15 ~ercenf I” 1974 and 1.20 percent I” 1953. Based a”  U.S. Bureau of the Census. 
US. Census of Housing: Commerce Cleamg House. State-Tax Reporrec and Internal 
Revenue Service. Sfa*i**;c* of Income, Individual income Tax Returns. 

In computing state personal income tax Ihahhes. the opmnal standard deducts” was 
used for the $5.000 and 510,wO famihes, the average of standard and estimated Itemtzed 
deducttons far the 513.000 family and estimated ntemized deducttons for the $20.000. 
526.000 and $52.000 families 

Estimated state-local general sales fax llabtlittes are based on the amounts allowed by 
the Internal Revenue Serwce as deductians in c~mputlng Federal perxxnal incOme taxes 

The percentages shown for state personal t”c”me tax and state-local general sales 
tax are weighted averages Ipopulation) far all safes tncludtng those wthout a sales OG 

income tax 



8 



, 

The Growing Public Seotor’: 1954.1964, ad 1969 through 1974 
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CHART I” 

Social Security and Federal Aid Emerge as the N*w Dimensions 
in Our Steadily Expanding Federal Domestic Sector: 1954.1974 
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TABLE I" 

Social Security and Federal &id Emerge as the New Dimensions in our  Steadily 
Expanding Federal Domestic Sector’: 1964,1964. and 1969 through 1974 





TABLE ”  

The Increasing Stata Sham of the Stats-Local Sector: 
1994.1964ar.d 1999 through 1974 
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TABLE “ill 

Mast Rates Registering a”  Above Average lncrea.e in Tax Swde,,s Between 
1953 and 1973 Are Located in the New England, Mideast and 

Great Lakes Regions 
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The State-~aal Sector Regirten the Greatest Employment Gains: 1955-1973 
A. svmber of Full lime EqYi”.l.ru Emplqeer 
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