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Over the last several years, the fiscal
condition of America's large cities has
garnered more and more space in the
nation’s press. The best known case is
New York City’s, but many other urban
centers, including Philadelphia, have faced
or are facing budget difficulties.

While the attention is new, the causes

*The following study is presented in two parts—a
main text and four data appendices. Figures in the text
are numbered with arabic numerals. Figures in the
appendices are numbered with roman and arabic
numerals; for example, '11.3" is the third figure in
Appendix 1I.

The authors are members of the Research Depart-
ment al the Federal Reserve Bank of Philadelphia.
Nonna A. Noto, who joined the bank staff in 1974,
holds a Ph.D. from Stanford University. She special-
izes in urban econemics and public finance. Donald L.
Raiff was trained in monetary theory and econometric
forecasting at Ohio State University and has been with
the bank since 1972, Mary M. Hinz, trained at
Washington University, collected most of the basic
dataforthisstudy and prepared it for analysis with the
help of A. David Fellner, who was trained at the
University of Pennsylvania.

are of long standing. Like other large
cities, Philadelphia has been plagued fo1
years by expenditures that rise faster
than locally raised revenues. Grants from
Washington and Harrisburg have brought
more money to Philadelphia, but much of
this money is earmarked for certain pro-
grams before it even arrives. Changes in
accounting practices have helped reduce
reported cumulative budget deficits; but
they haven’t reduced these deficits to zero,
and they have pushed the City and School
District toward heavier dependence on
short-term borrowing.

Fiscal year 1977! was to have been the
year when temporary tax hikes would
wipe out past deficits and put Philadel-
phia on a sounder footing. But the City
most likely won't be able to pay off all of

'Philadelphia’s fiscal years now run from July 1 to
June 30. Fiscal year 1977 began July 1, 1976. Unless
noted otherwise, years referred to in the text, figures,
and appendices are fiscal years. Figures for 1977 are
budget data.



last year’s deficit this year, and the School
District faces an even larger deficit than
in 1976. Unless aid from Washington and
Harrisburg takes an unexpectedly sharp
turn upward, keeping revenues and ex-
penditures in line over the long haul is
going to take some combination of con-
tinued higher taxes, spending restraints,
and productivity improvements.
IDGET TRENDS
In 1976, the City and School District of
Philadelphia combined had a cumulative
deficit of nearly $90 million. In all likeli-
hood, this deficit will not be wiped out in
1977 despite hefty increases in local tax
rates. What combination of underlying
trends in revenues and expenditures in
this typical old Northeastern metropolis
has produced the present situation?

SLUGGISH REVENUES

From 1970 to 1976, total revenues for
the City and School District nearly dou-
bled.2 But little of this growth came from
local tax sources: the wage and property
tax bases grew, but not very much, and
rate hikes were held down to around 10
percent for each tax. Revenues from Fed-

?The analysis of the School District is based on its
General Fund only. The analysis of the City's revenue
and expenditure patterns is based on a group of funds
whose 1976 condition can be compared with their 1970
condition despite accounting changes in the interim;
these funds are enumerated in Figure .1, note * Funds
that are selfsupporting or lack access to tax revenues
are excluded. The analysis of the City's deficit and
consolidated cash position discussed later in this
report is based on the City’s own definition of its
Principal Operating Funds {see note 12].

Previous studies by the Philadelphia Fed dealt with
1970, 1973, and 1974, and their results, which are used
here, were published in the bank’'s Business Review.
See David W. Lyon, "“The Financial Future of City and
School Government in Philadelphia,” March 1971;
William A. Cozzens, "Philadelphia’s Budgets: Past,
Present, Future,” April 1974 and “Philadelphia City
and School District Budgets: A Year of Austerity,”
April 1975.

eral and state government financed most
of this expansion. Of the $630 million ad-
ditional revenues raised over this period,
two-thirds can be traced to intergovern-
mental aid (Figure 1).

FIGURE 1
FROM 1970 TO 1976, TWO-THIRDS OF
PHILADELPHIA'S
REVENUE INCREASES CAME FROM
HIGHER LEVELS OF GOVERNMENT

Total Revenue
|millions of dollars)
2008 ?/" Intergovernmental _1936
4 Revenue ’
800 475
Local Revenue 7/
- g4
700 |- A
s
600 |- /j
1976 e
00 B~ ] A 1970
100 7 T
300 — 1970 7 1
200 ¢
4/ |-
100 — et .
The School Districl The City
SOURCES: See Figures [.1, 2,

The Property Tax. The property tax was
the slowest growing of all principal reve-
nue sources, mainly because assess-
ments failed to keep up with rising market
values. This failure has been a serious
impediment to revenue growth. Estimates
by the City Finance Director’s office sug-
gest that the market value of Philadel-
phia’s real property grew by at least 48
percent from 1870 to 19786, roughly match-
ing the cost-of-living index, but the dollar
value of assessments grew by only 19 per-



cent. As market values diverged from as-
sessed values, the aggregate assessment
ratio fell from 50.1 percent in 1970 to 40.1
percent in 1975. Because the assessment
ratio fell faster than tax rates rose, the
effective tax rate {with respect to market
value) remained below its 1970 level (Fig-
ure 2). The dramatic 30-percent hike in
the property tax rate for 1977 can be
viewed as an alternative to restoring the
50-percent assessment ratio for property
throughout the City.3 Either approach re-
turns the effective property tax rate to its
1970 level.

Growth in the market value of real es-
tate—apart from inflation and increased
demand—depends heavily on getting new
structures built and old ones upgraded.
But neither kind of investment has been
widespread. Of the $900-million increase
in the value of Philadelphia’s taxable prop-
erties between 1970 and 1976, 80 percent

3City of Philadelphia, Office of the Controller, Real
Estate Tax. August 31, 1976, p. IV-2.

In Philadelphia, the Board of Revision of Taxes
[appointed by the Board of Judges of the Court of
Common Pleas) is responsible for assessing properties
and reviewing assessment appeals. The property tax
millage and its distribution to the City and the School
District are set by the elected City Council.

can be credited to two areas: Center City,
with its high-rise office and commercial
construction and its rehabilitation of his-
toric residential neighborhoods, contrib-
uted 43 percent; and the large, still-devel-
oping area of Northeast Philadelphia
contributed another 37 percent, mainly in
new construction. As the supply of open
land diminishes, continued growth in the
property tax base will turn increasingly
upon rehabilitating the present stock of
buildings and converting it to more pro-
ductive uses.

In short, property tax revenues have
grown slowly during the 1970s. This slow
growth has put the School District, which
relies heavily on property taxes, in finan-
cial difficulty. The City hasn’t been hit so
hard because it has the more responsive
wage tax to fall back on.

The Wage Tax. In 1970, property taxes
were the single largest source of revenue
for the City and School District combined.
But by 1972, the wage tax had surpassed
the property tax as Philadelphia’s largest
local revenue source. In contrast to the
property tax, the wage tax has been rela-
tively responsive to inflation. Without
sizable gains in the number of people
employed, however, wage tax revenues are

| \S ASS SMENTS 5
FECTI Pl

|

I Nominal Effective

| Millage Average Millage

‘ (dollars per X Assessment Ratio = (dollars per
Year thousand) (percent]* thousand)

| 1970 44.75 50.1 22.42

| 1971 44.75 46.7 20.90

| 1972 44.75 42.9 19.20

\ 1973 44.75 42.9 19.20
1973 44.75 414 18.53
1975 17.75 40.1 19.15

|
|
| *Information provided by Office of the Director of Finance, City of Philadelphia, May 1975,



From 1970 to 1976, annual expendilures by the Cily and School District of Philadelphia
almost doubled. rising [rom about $3/4 billion to about $1 1/2 billion. Revenues fell short of this
expenditure growlh, Although Federal and stale allocations were up sharply, their impact on
Philadelphia's budget position was not as large as their dollar value, since many of them were
earmarked for designaled programs.

In response to Philadelphia’s liscal difliculties, local officials have tried to close the gap
between revenues and expendilures by raising taxes and holding the line on spending. They
also have tried to manage their accounts more advantageously and to meel financing require-
ments out of internal cash {low. Some of these efforts have helped, but Philadelphia still ended
1976 with a cumulative budget deficit of nearly $90 million.

Increased revenue [rom local or outside sources, and expenditure restraint through service
culs and productivity gains, could improve Philadelphia’s current budget position and its long-
term fiscal health. But each alternative has pros and cons. Philadelphia's task is to find a
workable combination of these alternatives.

unlikely to expand much in excess of the
cost of living.

Philadelphia lost about 121,000 jobs
(13 percent) from 1970 to 1976. If average
wages or tax rates had not increased, the
trend in employment would have caused
an actual decline in wage revenues. But
the tax base per worker has risen, and
this rise has contributed in an important
way to actual wage tax revenues. General
productivity and cost-of-living increases
in all industries have brought this in-
crease in the wage base about (Figure 3).
Shifts between manufacturing and non-
manufacturing sectors have had little
measurable impact on the wage base per
worker.s

‘For a detailed description of the change in the
composition of the City's economy, see “Jobs in Phila-
delphia: Experience and Prospects,” Business Review,
Federal Reserve Bank of Philadelphia, December 1975.

To test theimpact of the change in the composition of
employment on average earnings from 1970 to 1975,
weighted average earnings figures were calculated far
both years by multiplying the 1969 median industry
earnings in the Philadelphia SMSA times the percent-
age of Philadelphia [city) employment for that indus-
try and summing across all industries. The resulting
estimates—$7,534 using 1970 employment weights
and $7,467 using 1975 employment weights—show a
decline of less than 1 percent and suggest that the
changing composition of employment caused almost
no change in the average wage tax contribution per

Over the whole period 1970-76, however,
the total wage tax base failed to keep up
with the local price index, as declining
employment offset rising wages per work-
er. Only an increase in the tax rate (from 3.0
percent to 3.3125 percent of wages, effective
1972] allowed wage tax revenues to keep
pace with the cost-of-living index. This 10-
percent rate hike accounts for approxi-
mately 29 percent of 1976's increase in wage
tax revenue over the 1970 level. The recent
30-percent increase in the tax rate (to4.3125
percent) is expected to contribute 81 per-
cent of 1977's projected increase in revenue
over 1976.

Other Local Revenues. Philadelphia
raises revenue locally from business
taxes, parking fines, airport service

worker, even though workers in the declining manu-
facturing sector generally are paid better than workers
in the growing service sector. Philadelphia expe-
rienced relatively large employment declines in the
low-paying manufacturing industries—apparel (1969
median earnings $5,444), textiles {$6,083), and retail-
ing ($6,083)—where median earnings were below
those in the growing services industry ($6,574). In
calculaling average earnings, these low-pay figures
cushioned the impact of losses in such high-paying
manufacturing industries as nonelectrical machinery
($8,851), electrical machinery ($8,539), and fabricated
metals ($8,350}, as well as construction ($9,240).
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SOURCES:  Actual wage lax revenue data taken from
the Annual Repart of the Director of Finonce of the City
of Philadelphia, 1969-70 through 1975-76, and from The
Muayor's Operating Budgel and Programs. Fiscal 1977
The Federal Reserve Bank of Philadelphia estimated
the wage lax revenues that could have been expected if
the 1870 lax rateof 3 percent and Lhe 1970 average wage
lax base per worker of $6,378 had held constant, as well
as the revenues that would have been produced by
aclual wage increases wilhoul any lax increase.

Employment data far 1969-73 come {rom the U.S.
Departmenl of Labor, Bureau of Labor Statistics,
Mideast Region, Employment Structure and Trends:
Philadelphin, Report No. 14, Supplement No. 3, May
1975. Employment data for 1974-76 come f{rom the
Commonwealth of Pennsylvania, Bureau of Employ-
menl Security, “Labor Market Letter, Philadelphia
Area,” April 1976. For 1977, the Federal Reserve Bank
assumed a 1.5-percent employment growth rale haged
on the forecasts of the Economics Research Unit of the
University of Pennsylvania, Philadelphia Economelric
Madel Project, March 15, 1976.

charges, and a host of other sources, as
well as from wage and property taxes. For
the City and School District combined,
these other local revenues have just about

kept pace with inflation. The sources
available to the City, however, have
proven much more responsive than those
available to the School District in the
1970-76 period. Other local revenues for
the School District grew by only $12 mil-
lion or 38 percent, contributing less than
5 percent of the total increase in its rev-
enues, while other local revenues for the
City have grown by $56 million or 48 per-
cent, contributing almost 15 percent of the
incremental City revenue generated during
this 6-year period.

While the business tax component of
this revenue catch-all is likely to grow
along with inflation, any real expansion in
other local revenue sources will depend
upon a restructuring of Philadelphia’s
system of levying charges and selling its
services.

Intergovernmental Revenues. Nonlocal
sources of funding have altered the shape
of Philadelphia’s budgets over the last six
years. Sixty percent of the growth in City
revenues and 73 percent of the School Dis-
trict’s revenue growth were allocated from
Commonwealth or Federal coffers. But the
impact of this revenue growth on the City
has been quite different from its impact on
the School District. The share of intergov-
ernmental funds rose from 14 percent to 34
percent of City revenues, a much more dra-
matic increase than for the School District,
Education has a long tradition of being
heavily supported by the state of Pennsyl-
vania. In 1970, Commonwealth contribu-
tions already amounted to half of the Dis-
trict’s revenues. The state’s share rose to
60 percent by 1976 (Figure 4).

Many of the intergovernmental transfers
received by Philadelphia have been cate-
gorical grants—grants earmarked for
designated programs. Categorical grants
to the City from the Federal government
(which increased from $35 million in 1970
to $130 million in 1976) are designated
primarily for health and welfare programs,
manpower training, and community devel-



FIGURE 4
FEDERAL GRANTS HAVE GROWN
MOST RAPIDLY,
LOCAL INCOME TAXES STILL DOMINATE
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SOURCES: See Figures 1.1, 2.

opment.5 [n 1976, Federal Revenue Shar-
ing funds—which, in contrast to categori-
cal grants, are relatively unrestricted
with respect to use—accounted for only 17

sFederal subsidies to the School District's General
Fund have grown only from $6 million in 1970 to $9.6
million in 1976. Not treated in this analysis, which is
restricted to the Schoo!l District’s General Fund, are the
largely Federal categorical funds which grew from
$33.5 million in 1970 to $74.9 million in 1976. These
funds support programs such as Early Childhood
education, preschool day care, and special elementary
education programs.

percent of the City’s total intergovern-
mental revenues of $302 million.

In 1976, state grants ranked as the single
largest source of revenue for the City and
School District budgets combined. Com-
monwealth allocations to the City (which
rose from $33 million in 1970 to $119 mil-
lion in 1976) are designated primarily for
health and welfare programs and courts.
But the state’s larger funding endeavor is
the School District, to which it allocated
$315 million in 1976, up from $140 million
in 1970. For the most part, these monies
were unrestricted instructional subsidies
to the General Fund, the level of which is
established by a statewide formula.®

Intergovernmental funding has influ-
enced both the revenue side and the ex-
penditure side of Philadelphia’s ledgers.
It has supported two-thirds of the expan-
sion in the combined City and School
District budgets. And its earmarking pro-
visions have helped to shape the pattern of
expenditures.

RISING CITY AND SCHOOL
DISTRICT EXPENDITURES

Philadelphia has been no exception to
the general pattern of rising state and local
expenditures throughout the United States.
Over the period 1970-76, the City's current-
dollar (nominal) operating expenditures
rose by 91 percent, from $502 million to
$959 million. School District expenditures
grew slightly less rapidly, by 86 percent,
from $282 million to $526 million,

Both higher prices and a larger volume of
purchases contributed to spending in-
creases. About two-thirds of the increase
in the School District’s and three-quarters

5The amount of the instructional subsidy varies
directly with the number of students and the percent-
age of children from poverty families in the district,
and it rises when the population density of the district
exceeds 10,000 per square mile or the real estate
market value per student falls below the state average.
The state also subsidizes Vocational and Special Edu-
cation programs directly.



of the increase in the City's spending over Because the things the City buys had riser
this period are accounted for by higher in price even faster than the School Dis-
prices. The School District's real expendi- trict's purchases, the City had a lower rate
tures grew by 29 percent. (Real expendi-  of real expenditure increase—23 percent—
tures are current-dollar expenditures  despiteitshigherrate of increase in nominal
adjusted for price increases. See Box.) spending. Adding people to the payroll

BOX l
.‘
ADJUSTING FOR RISING PRICES

The impact of rising prices for labor and malerials can be approximated through a price
dellator. A deflator compares one year's price [or certain goods and services with their price in
another year—the base year. For the City, price deflator calculations suggest that whal could be |
hought for $100 in base vear 1970 cost §156 in 1976. Whal cost the School District $100in 1970 |
cosl $145 in 1976, A deflator can capture price increases caused by inflalionary [orces beyond |
local control as well as increases caused by, for example, local wage adjustments.

Dividing current or nominal dollar figures by a price deflator gives real or constant-dollar |
estimates with reference lo the base year. In this study, separate deflators were calculated for |
each ol the City and School District expenditure elements. See Appendix II for details on the |
construction and application of deflators.

Overall dellators can be calculated by weighting price indexes lor the several appropriation
groups according lo their share of total City or School District expenditures. |

CITY PRICE INCREASES
1976 Weight

1976 (percenlage
Price Index ol total |
Source Appropriation Group (1970 = 100) expendilures) -I
Wages and Emplovee |
Actual Wage Benefits l
Seltlements Policemen and Firemen 163.4 235
Nonuniformed Emplovees 157.6 37.8 |
|
National Income 3
Accounts dellators |
for state and local Purchase of Services 149.2 24.5 |
government purchases L Materials and Supplies 163.6 3.7
of services, non- Equipment 142.7 0.4 |
durable goads, and |
durable gonds y
|
il - S Py
il}:ggililﬂf(}gll(l;i;g‘( Debt Service 148.0 10.1 l
100.0 |
Overall City Deflator 155.9 {
|




BOX (Continued)

1976 Weight
1976 (percentage
Price Index of tolal
Source \ppropriation Group (1970 = 100) expenditures)
Actual Wage I Wages and
Settlements J Employee Benelits 141.7 73.4
National Inr‘mm
Accounls delflators
for state and OFa Purchases of Services 149.2 8.2
governmenl purchases Materials and Supplies 163.6 6.3
of services (m(l non-
durable soods

Philadelphia Con- fis0t Buitylcn

sumer Price Index ]

Payvback
Overall School Dislrict Dellator
SQURCIE:  See Appendix [
accounted for about one-third of the

increase in the City’s price-adjusted expen-
ditures and almost half of theincreasein the
School District’s real outlays.?

The growth pattern of expenditures in
the 1970s has been influenced by both ris-
ing prices and intergovernmental funding.
The rising price of labor and material puts
upward pressure on spending but restricts
the increase in what higher spending buys.
Revenues from the Federal and state gov-
ernments add to local income without in-
creasing local taxes, but much of this
income is absorbed by spending increases
for designated programs. Thus programs
develop where the money is. They can make

”T'he impact of an expanded staff on each element of
real expenditures was estimated by multiplying the
change in employment from 1970 to 1976 by the aver-
age 1970 wage expenditure per worker.

Advance Funding

10

148.0 l A I

J[H] 0

144.8

more services available, but they may not
improve a locality’'s net fiscal condition.

The City. Although each fiscal year has
Its own unique story, a 6-year review can
highlight some longer term patterns. From
1970 to 1976, the smallest percentage in-
crease in nominal outlays was for Debt
Service. The current level of Debt Service
payments is determined by past decisions
about construction and borrowing, the
price of construction, and patterns of
market interest rates. But higher levels
of interest rates are pushing up the cost
of new borrowing, as the 1977 jump in Debt
Service payments shows.

The Police and Fire departments regis-
tered two of the smallest increases in real
expenditures over this period. It appears
that appropriations to these departments
were raised primarily to cover the higher
cost of buying the established level of
services, not to underwrite increases.
Police and Fire faced rapidly rising costs,



but they had smaller shares of intergovern-
mental funding than any other departments
(Figure 5) and registered among the lowest
percentage increases in real expendi-
tures.?

“These high deflators can be traced to a large labor
bill and a high wage index. The Police Department and
Fire Department are heavily labor-intensive: about 95
percent of their appropriations are budgeted for wages
and salaries {see Figure [1.1 for their personal services
weights). Because of the critical nature of their ser-
vices and the monopoly power of public employees in
providing them, the Police and Fire unions have strong

bargaining power. Average uniformed employee
wages rose 63 percent from 1970 to 1976 compared
with 58 percenl for nonuniformed City workers and 48
percent for the local cost-of-living index.

A small percentage increase in real expenditures can
cost a lot in local taxes. The Police Department alone
accounted [or $64 million (14 percent) of theincrease in
nominal City expenditures from 1970 to 1976. Further,
in 1976, over 96 cents of every dollar spent by the
Police Department came from local revenue sources—
in conlrast to, say, only 36 cents for General Govern-
ment. Thus, although the absolute increase in General
Government expenditures was over twice as high,
increases in Police budgets cost more in local taxes
than increases in any other expenditure element over
the period 1970-76.

FIGURE 5
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and Schedule 1-A-22b, pp. 121-123. See also Figure 1.1, note *, and Appendix L



The Streets function was able to support
a higher percentage growth rate in real
expenditures (including higher employ-
ment) than either the Police Department or
the Fire Department. Despite a slightly
lower percentage growth in current-dollar
expenditures, Streets was able to expand
its services because its costs rose less
rapidly than those of Fire and Police.

Comparing 1976 to 1970, the Pensions
and Employee Benefits element appears to
have grown at the average rate for the City
budget as a whole. But this simple com-
parison masks the unusually high pay-
ments that were required in 1973 and will
be required in 1977 in response to regular
actuarial reviews of the City pension pro-
gram. The level of contributions required
for adequate financing of the Pension Fund
and other Employee Benefits is influenced
in part by currently controllable factors—
the level of current wages and promised
benefits, and the number of employees.
But it is influenced also by some factors
outside the City’s immediate control. For
example, growth in the City’s Social Se-
curity contribution, beyond what would
have been expected from a general rise
in wages and employment, was an out-
come of increases in the contribution rate
and in the maximum taxable earnings ceil-
ing. And as a result of the Dombrowski
and Bogen court decisions,® the City is
required to make higher payments to the
Pension Fund to compensate for inade-
quate past contributions, thereby limit-
ing this component of the unfunded lia-
bility. Now the City must pay interest on
the unfunded portion of the liabilities in-
curred prior to 1972 as well as the esti-
mated normal costs associated with
adequately financing current liabilities.

“For details of these two court decisions see Dom-
browski v. City of Philadelphia, 431 Pa. 199, 245 A.2d
238 (1968) and 57 Pa. D. & C.2d (1971), as well as the
opinion rendered in Bogen v. City of Philadelphia, 63
Pa. D. & C.2d 306 {1973).
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Since 1970, heavy intergovernmental
funding has helped four City expenditure
elements—General Government, Courts,
Health, and Welfare—to sustain real ex-
penditure increases above the City-wide
average of 23 percent. And intergovern-
mental support has made a difference even
in those elements whose growth has been
below the City’s average—such as Recrea-
tion and Culture, which was up about 20
percent.’® But departments that depend
largely on local financing, such as Fire and
Police, have had much lower growth rates
—of about 5 percent and 7 percent, re-
spectively, in real terms (Figure 6).

Thus while the City nearly doubled its
nominal spending from 1970 to 1976, much
of this increase can be traced to rising
prices. Only expenditure elements sup-
ported by higher intergovernmental grants
have registered above-average growth.

The School District. Despite a more mod-
est percentage increase in current-dollar
outlays than the City’s, the School District
has been able to buy more with its money
because of smaller price increases. Since
1970, the number of students has declined
in every program except Senior High and
Technical Education, because of demo-
graphic trends. A tradition of spending
more money per pupil in the higher grades,
which now have larger percentages of stu-
dents, have helped real per-pupil expendi-
tures torise by a greater extent (39 percent)
than School District spending overall {29
percent]. But real expenditures and the
number of staff per pupil have risen across

10The Federally financed Urban Development pro-
gram, which continued to spend at 1970 levels, is an
exception. From 1970 to 1974, Federal funds for Urban
Development came through the Model Cities and Eco-
nomic Opportunity programs and the Redevelopment
Authority (Figure I.1., notes *, **]. Since 1975 they
have come from a series of three Community Develop-
ment Block Grants, affecting five fiscal years through
1979, when the current programs end. Urban Devel-
opment expenditures are expected to peak at $57
million in 1977 and fall to about $20 millionin 1978 and
1979.



FIGURE 6
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the board.

Three expenditure elements had above-
average increases in spending—Special
Education, Plant Operations and Mainte-
nance, and Employee Benefits, The dou-
bling of Special Education expenditures
since 1970 was funded entirely through
state revenue. Of the $16-million increase,
about half can be accounted for by price
increases and half by an expanded staff.
While the level of enrollment in Special
Education remained quite constant, real
expenditures per pupil and the number of
staff per pupil climbed impressively.
Early Childhood, one of two other pro-
grams in the education element to register

13
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Sarvice

an above-average rate of increase in total
expenditures, is unusual in being financed
by Federal as well as by state and local
taxes. The Federal portion is received as a
categorical grant which is kept separate
from the General Fund. But Early Child-
hood still has an impact on the General
Fund, because the General Fund supplies
the required local matching dollars.
Rising fuel bills and an enlarged staff
have driven up the costs of Plant Opera-
tion and Maintenance, which had the larg-
est increase in nominal expenditures of
any expenditure element ($39 million).
Even with higher costs consuming over
half of the additional spending, real ex-
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penditures still grew by 62 percent from
1970 to 1976.%

School District employees settled for
lower wage adjustments than their coun-
terparts in the City. The 6-year wage in-
crease for School District employees
overall was 42 percent compared with 58
percent for nonuniformed City workers
and 63 percent for uniformed City work-
ers. Thus the School District was able to

""Part of this apparent large increase inreal expendi-
tures can be traced to the use of a deflator that under-
states the rate of increase in wages {or maintenance
employees. Custodial and secretarial employees, heav-
ily represented in the overhead departments, received
higher average wage increases than classroom
workers. The wage deflator used represents an average
across these groups (see Appendix I, note 3).
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increase employment by 18 percent over the
six years, compared with under 12 percent
for the City, and still register alower rate of
nominal expenditure growth., Of the total
increase in School District employment
(3,953 over the six years), 31 percent went
to overhead services, 43 percent to the four
basic education functions, and 26 percent to
Special Education (Appendix III).

The lower rate of wage growth was offset
in part by the School District's Employee
Benefits bill. Its growth rate was twice
that of the City’s. Of the $33-million ad-
ditional Employee Benefits contributions,
about half reflects the impact of higher
wages. Nonetheless, there was a doubling
of real Employee Benefits expenditures,
reflecting an increase in payments to



the state retirement system and Social
Security, an extension of the benefits
package, and a rise in the number of em-
ployees (Figure 7).

School District workers have traded
off higher wage increases for increased
benefits and improved working condi-
tions—smaller class sizes and more class
preparation time—inrecent contract settle-
ments. The outcome is reflected in a de-
crease in the number of pupils per staff
member. With almost two-thirds of every
dollar spent subsidized by Federal or
state allocations, the School District
has continued to increase its staff and
its real expenditures despite declining
enrollment.

Summary. Philadelphia, just as many
other large cities in the United States,
watched its expenditures grow more
rapidly than its local revenues over the
period 1970-76. Comparing City and School
District price indexes with trends in the
local tax bases shows that the cost of buy-
ing a constant volume of materials and
labor outpaced the growth of Philadel-
phia's two main local tax bases—the
property tax assessment rolls and taxable
wages and earnings (Figure 8). In other
words, by 1976, Philadelphia couldn’t even
support its 1970 level of purchases with-
out more general revenue from either local
tax increases or intergovernmental trans-
fers. Moreover, the City and School Dis-
trict continued to buy a higher volume of
goods and services and to make larger
real expenditures in every expenditure ele-
ment. But through mid-1976, tax rate hikes
were held to about 10 percent. And cate-
gorical grants from Washington and
Harrisburg, though they financed the ex-
pansion of selected program expenditures,
didn’t eliminate the overall budget deficits.

In short, sluggish revenues and rising
expenditures have left Philadelphia with
a large cumulative deficit and the fiscal
pressures that go with it.
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In response to these fiscal pressures,
local officials periodically used the tradi-
tional policy levers, cutting expenditures
and changing tax rates. To keep the cumu-
lative budget position from deteriorating,



they also made some changes in accounting
practices. These changes have forestalled
the counting of some expenditures and
moved up the counting of some revenue,
thus alleviating the constraints of a cash
budget. At the same time, the City and
School District have become more depen-
dent on credit sources. And to relieve the
pressure of borrowing in short-term
money markets, City officials have made
use of long-term fund sources—namely, the
Capital Improvement Accounts—to supply
operating credits.

In another vein, up until the 1970s, the
City put off paying part of its annual labor
costs: it deferred paying the full cost of
annual pension liabilities. And recent cal-
culations of unfunded pension liabilities—
which are equivalent to long-term borrow-
ings against the future—suggest that
these liabilities are heavier than previ-
ously thought.

But these efforts haven’t gotten Philadel-
plia out of its deficits. While budgets for
the current year do show an improved pic-

ture for the City itself and for the City and
School District combined, the School Dis-
trict sinks deeper into deficit.’? And even
such promising signs as there are must be
taken with caution, since they are based on
estimates, and only actual results count.

TRADITIONAL POLICY LEVERS

Philadelphia officials are constrained by
law to approve balanced operating bud-
gets—budgets that match planned current
expenditures and retirement of past oper-
ating deficits to projected revenue. But
even if they succeed in this venture, they
still have to live within their budget. And
both tasks have proved difficult (Figure 9).
Philadelphia’s cumulative fund position

2This analysis of the City's budget position is
[ocused on the Principal Operating Funds, which
include the Aviation Fund, Bicentennial Fund, County
Liquid Fuels Tax Fund, General Fund, Parking Fund,
Pier Maintenance Fund, Sewer Fund, Special Gasoline
Tax Fund, and Water Fund. The analysis of the School
District's position is based on the General Fund,

Cily

School Distric

FIGURE 9
PHILADELPHIA HAS SEEN CUMULATIVE DEFICITS BEFORE
(Millions of Dollars)

Combined City
and Schoaol District

Principal Qperating Fund
Year Condition® CGeneral Fund Condilion Fund Condilion
1960 525.6 $(28.3) $(2.7)
1970 27,7 (2.8) 24,2
18971 [28.7) (5.9) 134.6)
1972 12.4 (36.2) (23.8)
1973 17.9 1.5 19.4
‘ 1974 19.4 0.7 20.1
| 1975 11.4 (7.5) 3.9
1976 (73.3) (15.3) (85.6)

| *Cily data reflect acerual of some intergovernmental revenues starting in 1975. For [urther detail on the
| effects ol this change on 1972-74 data, see 18974-1975 Annual Report of the Director of Finunceof the City of

Philudelphia, pp. 1-35.

SOURCES:

Prospectus for City of Philadelphia Waler and Sewer Revenue Bonds, September 2, 1976, and

annuil linancial reports and proposed 1977 budget of the Schoal District of Philadelphia.
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has been in deficit several times over the
past decade. (The cumulative fund posi-
tion is the current operating position plus
the carryover from the previous year). Defi-
cits have recurred despite initiatives that
cut real expenditures, raised taxes, and
redistributed revenue.

Holding the Line on Expenditures. Local
expenditures have been cut twice since
1970. In 1973, with help from a strike-
shortened school year, the School Dis-
trict shaved 10 percent off its budgeted
expenditure figures.” In 1974, the City
cut 6 percent from its real spending. But
on average, expenditures adjusted for
price increases were rising at an annual
rate of 4.8 percent for the School Dis-
trict and 3.8 percent for the City from 1970
to 1976.

Given the size of the 1976 deficit, one
might have expected large expenditure cuts
in 1977, and there has been some tighten-
ing-up here and there. But overall, real
expenditures are budgeted to rise at higher
rates than last year. The City's planned
reductions in Health, Welfare, Streets, and
Recreation are more than offset by in-
creased payments for Pension and Debt
Service and by higher spending on Urban
Development and General Government—

BFor an estimate of these expenditure savings see
William A. Cozzens, "“Philadelphia’'s Budgets: Past,
Present, Future,” Business Review, Federal Reserve
Bank of Philadelphia, April 1974, p. 11, Chart 14.

“Figure 10 compares budgeted with estimated or
actual outcome data from a yearearlieron the assump-
tion that inflation will raise 1977 prices by 2.3 percent
for the City and School District. The budgeted funds
have not gone through their final allocation and there
still is uncertainty about whether some of them will be
received. For example, three large grants (LEAA, Pro-
vision for Other Grants, and Community Development
Block Grant) totalling $88 million were assumed to be
allocated among departments for purposes of this
study, but the amounts received as well as their alloca-
tion surely will differ from our estimates. See Appen-
dix II {City Budget Data} for further discussion of this
problem. Recent information for the City is contained
in Finance Release 77-6, February 18, 1977 and other
Finance Releases.
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two elements heavily supported by Federal
funding. And School District plans show
rises in Employee Benefits payments that
more than offset reductions in other over-
head departments and lower growth in
some education units {Figure 10).

Adjusting Local Tax Rates, Besides cut-
ting expenditures, officials sometimes
have found it necessary to raise taxes.
Except for a one-percentage-point rise
in the wage tax in 1969, Philadelphia’s
taxes remained stable throughout the later
1960s. The tax rate on wages, earnings,
and net profits was adjusted upward again
in 1972 to 3.3125 percent, where it remained
until 1977. The combined property tax rate
remained at its 1966 level of 44.75 mills
until the 3-mill boost of 1975.

But in 1977, after these years of restraint,

FIGURE 10

Expenditure Percentage Chanue

Flement 1975-1976 1976-1977
Ceneral Government 11.7 38.7
Police -3.7 7.7
Health 3.6 -0.8
Wellare 17.1 -9.0
Streets 2.1 -13.9
Courts 4.0 2.3
Fire 0 1.9
Recreation and Culture 5.8 -2.0
Urban Development -24.2 82.8
Debt Service 3.9 26.5
Pensions and Employee

Benefits -18.6 39.9

Total* 1.1 16.0

‘Includes Special Payments in 1877 nol shown
ibove.
SOURCE: See Figure {[.4.



FIGURE 10 (Cont'd)

School District

| Expenditure Percentage Change

| Element 1975-1976G 1976-1977

; Edugalion Elemenls
Early Childhood 18.0 2.8
Elementary 6.6 9.9
Junior High & Middle -3.8 0.5

| SeniorHigh & Technical 11,0 =0

: Specinl Education 10.2 -1.4

Total Educalion 6.3 2.0

| Overhead Elements

| Plant Operations &

| Maintenance 9.1 -4.2
Adminislration &

[ Suppor! 6.2 0.5
Debl Service &

‘ Insuranee -18.4 1.5

| Employee Benefits 15.4 14.7

Total Qverhead® 2.7 19.4

J Tuolal 4.3 10.4

|

| “Includes two items not shown above—Advance

! Funding Pavback and Undistributed Hems & Relunds.

\ SOURCE:  See Figure [1.7.

local tax rates rose sharply: the wage tax
rate went up 30 percent; the property tax
rate increased 14 mills or 29 percent; the
mercantile license tax rose 33 percent;
and a new tax was added on petroleum
processed within the City limits, The com-
bination of rate increases, a new tax, and
a slowly growing tax base adds up to a
projected 39-percent increase in local tax
revenues for the City. And its intergovern-
mental revenue is projected to increase 38
percent. For the School District, the rev-
enue changes are less dramatic. Local
sources are expected to produce 6 percent
more revenue, while intergovernmental
revenue is budgeted to increase only 4
percent. Given intended spending in-
creases, this comparatively slow growth
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in revenue leaves the School District
with a rising operating deficit that has
to be dealt with—somehow.

Allocating Local Revenues. Even if the
combined revenues are sufficient to cover
the expenditures for schools and other
municipal services, the School District
still may come up short since it has to
rely mainly on the sluggish property tax.
In response to this difficulty, City officials
have made several attempts to allocate a
larger share of revenue to the School Dis-
trict since 1970. The first was a $12-million
direct payment in 1973. Second, in 1974, the
City reduced its own property tax millage
and increased the School District’s (Figure
11). Since the assessment rolls did not
grow sufficiently to offset the loss that
this transfer caused, City revenues from the
property tax actually fell. Even so, when
City Council raised the property tax rate in
1975, by 3 mills, the entire proceeds went to
the School District. This was the third
attempt. But of 1977’s 14-mill increase in the
property tax rate, only 1 mill is destined for
the School District. And deciding how to
allocate resources to the City and School
District may become even more difficult as
more claims are made on available resour-
ces.

Thus local officials have another arena
for policymaking—allocating revenue—
along with setting appropriate levels for
expenditures and local taxes.

ACCOUNTING INNOVATIONS

Lowering spending levels and raising
more tax money are the standard methods
for coping with budget pressures, but
they are not the only ones local officials
have used in recent years. Chief among
these others have been changes in account-
ing practices that allowed the City and
School District to spend more money on
services than would have been allowed
under the old methods of counting rev-
enues and expenditures. These changes
have pushed Philadelphia to rely more



FIGURE 11

| THE SCHOOL SHARE OF PROPERTY TAX REVENUE
| WAS ON THE RISE—UNTIL 1977
| |
| Nominal Millage School Districl Share
| [Dollars per thousand) (peroent]
Cily Schaol District
| VEn (1) (2] (2]=(3)
1970 21.00 17.5
|
| 18971 21.00 47.5
1 1972 21.00 17.5
| 19743 4 25.00 5a.y
| 1974 4, 25.00 a5.49
| 1975 9.75 28.00 ab.6 [
1976 19.75 28.00 58.4 \
1977 32.75 29.00 17.0
SOURCE: Prospectus [or City of Philadelphia Water und Sewer Revenue Bonds, September 2, 1976, |

|
|
|

heavily on credit markets to pay bills,
though of course, when the City works
with a balanced cash budget, these debts
are repaid by the end of the fiscal year.

A change in the beginning and ending
dates of the fiscal year moved up the count-
ing of revenue but increased the require-
ment for short-term credit within the year;
deferring a semiannual debt installment in
1972 put off accounting for an expenditure
but didn't reduce the ultimate cash out-
flow; and accruing revenue transfers from
other governmental units put more income
on the books at an earlier date but only at
the price of increased credit costs. As a
result of these changes, Philadelphia’s
budget numbers may have improved in the
short run, but it is not clear that any longer
term problems have been solved. In fact,
these innovations make it more difficult
even to diagnose changes in Philadelphia’s
fiscal health much less to correct them,
since a budget surplus today does not
mean precisely what it did ten years ago.
Expected future income has been used to
balance each year's books.
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Switching Fiscal Year Dates. Changing
the dates of the fiscal year—in this case
from January-December to July-June—can
alter the credit requirements within fiscal
years unless the flow of expenditures and
revenues is distributed evenly throughout
the year. In Philadelphia, revenue comes in
unevenly to both the City and the School
District, most of it arriving between Jan-
uary and June. For example, most of the
calendar-year property tax payments are
received between April and June.

The City used an 18-month interim bud-
get when it moved to a new fiscal year in
1968-69; the School District had opted for
a 6-month interim budget when it changed
its accounting year in 1966. The immediate
effect of these switches was to put tempo-
rary surpluses on the books, since big
calendar-year revenue flows (such as prop-
erty tax payments) occur mainly in the
January-june period, while expenditures
are spread fairly evenly throughout the
year. Establishing an interim budget
including first halves of two successive
calendar years (City) or only the first six



months of a calendar year [School District)
boosts revenues way above expenditures,
provided expenditures aren’'t pushed be-
yond customary levels. Thus the fund bal-
ances over aninterim budget show one-time
improvements.

During the interim budget periods, the
General Funds moved from roughly bal-
anced positions to surpluses—$15 million
for the City and $10 million for the School
District. The price of the initial improve-
ment was that succeeding years faced a
negative cash-flow configuration. Before
the switch, revenue received in the first
half of the year could be used to cover
spending in the second half. Now the posi-
tion is reversed. Even with a balanced
budget, expenditures exceed revenue in
the first six months (July-December) and
are overtaken only in the last six. So bud-
get officials have to borrow funds to cover
the cash-poor months and pay interest on
the funds needed to tide them over.

1972 Budget Covered Only One Debt Pay-
ment. Before 1972, the City counted two
Debt Service payments in its obligations
each year—the payment due in January and
the one due in July of the next fiscal year.
The second accounting change—budgeting
for only one payment in fiscal year 1972—
makes it hard to compare year-end budget
positions now with year-end budget posi-
tions before the change. It used to be that
the fund balance included the accounting
for a soon-to-follow debt payment, but this
$37-million obligation was left out for fis-
cal 1972. Because this change lowered obli-
gations on the books in one fiscal year and
did not raise a succeeding year's obliga-
tions proportionately, the General Fund's
cumulative balance got a shot in the arm.
On the surface, improvements in the fund
balance looked like progress in the battle
for financial stability. This deferral really
did not improve the City's financial health,
however, as it neither decreased cash out-
flow nor increased inflow. The improved
fund balance was offset by the City's new
requirements for short-term credit. Before
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the deferral, the City’s revenue flow indi-
cated borrowing for only one of the two
payments. Since then, it has been neces-
sary to borrow to cover both payments,
because the payments come due before
most of the revenue comes in.!s

Accruing Intergovernmental Revenues.
Philadelphia, like other large cities, has
been reimbursed for certain programs by
the state and the Federal government. But
because it may not be reimbursed for as
long as a year or two after it makes pro-
gram expenditures, these expenditures
have been able to pull part of its budget
temporarily into deficit. Or they could until
the City made the change to accrual of ap-
propriated program revenue.

In 1975, City officials decided to count
transfers from other governmental units
as soon as they had been appropriated and
qualified for—to put dollars on the books
before they were received. This accrual
decision gave the City a one-time advan-
tage in calculating its cumulative fund
position, because it gave 1975 an extra
dose of revenue from other governmental
units. The budget entry for intergovern-
mental revenue was swelled not only by
cash receipts from other governments but
also by $44.2 million in receivables—dol-
lars counted but not yet received in 1975
(Figure 12). As it accrues revenue, how-
ever, the City must borrow from the time
expenditures are incurred until cash
arrives.

What Does All This Mean? The changes
in accounting practice make it more diffi-
cult to judge changes in fiscal health. But
it's clear at least that now, when the City
balances its budget, it borrows more than
it used to within the fiscal year and defers
one debt payment into the next fiscal year
—two things it didn't do 10 years ago. In
short, when it made these changes, Phila-

sWith recent debt issues, attempts are being made to
ameliorate this problem by spacing the debt payments
to be more consistent with timing of cash flows.



FIGURE 12
FROM OTHER GOVERNMENTS
Receivables
[millions of dollars)

SOURCE:
and Sewer Revenue Bonds, September 2, 1976,

Prospectus Tor City of Philadelphia Water

delphia was coping with its annual budget
crunches by spending part of its future
income.

LONG-TERM FUND SOURCES

To keep its operations going the City
tapped both ordinary short-term credit
sources and some unusual longer term
sources—mainly its Capital Improvement

Accounts. Until the beginning of this
decade, it also drew some short-term
benefits by deferring a portion of its

annual payments to pension funds.
Excess Balances in Capital Improve-
ment Accounts. The Capital Improve-
ment Accounts are drawn on indirectly.
To meet its in-year cash requirements,
the City's General Fund borrows from the
Consolidated Cash Account—a common
cash drawer that includes excess balances
from several operating funds, including
the General Fund itself, and from the
Capital Improvement Accounts. There's no

76
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difficulty with this internal procedure so
long as the Consolidated Cash Account has
enough money, owned by member operat-
ing funds, to cover the General Fund's
short-term borrowing requirements. But
recently, for example, for three of five
consecutive quarters, the sum total of
liquid assets owned by the General Fund
and the other main operating funds was
in deficit (Figure 13). That is to say, pay-

FIGURE 13

{Thousands of Dollars)

Lituid Assel
Ligguicl Assnt Holdings
Huldings Consolidited
| Cuonsolidated Qver All
Over All Membier Funds
| Member Funds Ingluding
Except Capital Capital
lmprovement  Improvement
Calentlar Quarter Avenunts Acoounis
Second Quarter 1975 547,6H9 549,491
Third Quarter 1975 [20.196) 29.845
| Fourth Quarler 1975 (44.365) 94,686
First Quarler 1976 (79.177) 20,595 |
Second Quarier 1976 1166 97.338 |
SOURCE.  Prospecius tor City of Philadelphia Waler
ant Sewer Revenue Bonds, September 2, 1076

ments made from the common cash drawer
for General Fund purposes were greater
than the liquid assets owned by the Gen-
eral Fund and other principal operating
funds. So when checks were presented for
collection, the excess cash owned by
Capital Improvements was used to cover
them.

Borrowing from Capital Improvements
may go back as far as the 1920s, though
the Consolidated Cash Account wasn't es-
tablished until 1960. What is new, how-
ever, is borrowing from Capital Improve-
ments to cover General Fund cash deficits
that run over from one fiscal year to the
next, as shown on the City's books for
1975 and 1976.



These Capital Improvement monies
themselves have been derived via long-
term borrowing to fund planned capital
improvements. The City's officials built
up the Capital Improvement Accounts by
raising cash (selling bonds) well before
the cash was needed to pay construction
bills.’¢ This allowed -the City, through its
Capital Improvement Accounts, to be its
own supplier of short-term credit to its
operating funds—in a word, to be its own
banker. Excess balances by themselves do
not show that the City has mismanaged its
capital funding requirements. Perhaps the
City acted early to secure money at a favor-
able rate. But if bonds were issued earlier
than required solely to build cash for lend-
ing to operating funds (either within or
across fiscal years), what showed up on
the books as increased interest on long-
term debt might not indicate increased cap-
ital improvements. It would just be a sub-
stitution of long-term debt for short-term
instruments.

Since City officials plan to have the oper-
ating accounts pay back their loans from
the Capital Improvement Accounts within
the year, there is no clear justification for
arguing that the City is spending capital
monies to cover operating expenses.
Rather, for the time being, it is covering
some of its short-term financing require-
ments within the family. Whether this is
cost-effective, and whether long-term
lenders know that the City is using the
money it borrows to act as its own banker,
are issues requiring clarification.?”

1%This policy was outlined incomments by Lennox L.
Moak, the City's Director of Finance, in The Future of
American Cities (Philadelphia: Federal Reserve Bank
of Philadelphia, 1976), p. 50.

In Finance Release 77-5, Oclober 29, 1976, the City
announced a revised policy for its new issue of Gas
Revenue Bonds. Neither the “proceeds of the bond
issues nor the moneys destined for payment of debt
service on such bonds will be deposited or passed
through the Consolidated Cash Account.. The Office
ol the Director of Finance is presently studying the
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Higher Unfunded Pension Liabilities.
Workers are paid for their services by
wages and fringe benefits. If wages are
paid by current taxpayers, but increased
fringe benefits such as pensions are
charged to future taxpayers, then the full
cost of current services is not being paid
by the receivers of those services; part is
being shifted forward to future taxpayers.
Deferring increased pension fund liabili-
ties not only burdens future citizens who
may have their own uses for resources
when they take over. In addition, it may
make current citizens less sensitive to
inefficiency in government, and it could in-
cline them to accept some services that
they wouldn't be willing to pay for just
because these services appear to be free.

The full cost of yet-to-be-fulfilled pension
promises is represented by the pension
fund liability figures, and the pension lia-
bilities already paid for by past and current
citizens are represented by the figures for
accumulated assets in the pension fund.
The remainder is the unfunded pension lia-
bility.

Preliminary actuarial data were used lo
compute the normal cost (the estimate of
annual accrued cost) of pensions in the
City's 1977 budget.® It is eslimated
that the City's unfunded pension liabili-
ties have increased by 28 percent from $566

possibilily of extending this type of segregation lo
other types of revenue bonds already issued or under
consideralion for issue by the City.”

wThe calculation of pension fund liabilities is an
allempt to slate the amount which would have to be
put aside today to cover the payments that will be
made in the fulure for all past and current workers.
Assumptions about {uture wagerates and future inter-
est rates are elements of this complex calculation. For
an easy-to-read presentalion of pension issues, see
Pension Primer for Philadelphians, Pennsylvania
Economy League Report No. 362, 1972.

"These calculations were contained in preliminary
worksheets for an actuarial report prepared by Peat,
Marwick, Mitchell & Co., with data as of July 1, 1975.
According to the Annual Report of the Director of
Finance of the City of Philadelphia, 1975-76, p. 269,
this report was to be completed in Decermber 1976.



million to $722 million since 1973. The
School District belongs to the Pennsyl-
vania Public School Employees’ Retire-
ment System, which itself has experienced
increased unfunded liabilities. Philadel-
phia’s portion of the System’s unfunded
liabilities is estimated to have increased
by about $60 million since 1973 (Figure 14).

On the surface, it appears that the City
and the School District are asking future
citizens to pay an increasing amount for
the pensions of current workers. But that
isn’t quite right. Both the City and the
School District have attempted to pay the
full cost of currently accruing pension lia-
bilities. For the City, the probable increase
in unfunded liabilities comes about mainly
because of a change in assumptions about
future wage increases and therefore about
the size of future pension checks. For the
School District, the latest appraisal in-
cludes an enlarged benefit package granted
by the state legislature in 1975, and this
probably explains most of the increase in
unfunded liabilities. Whatever the reason
—more realistic assumptions or higher

benefits—the unfunded amount is now a
debt for future citizens. But if officials paid
off all or part of it now or paid interest to
keep its value from rising, current tax-
payers would feel the pinch immediately,
and the relation of current costs to current
services would be distorted in another di-
rection. So the unfunded pension problem
is a difficult one to solve.

Pension funding in Philadelphia has
come a long way since 1950. The City is
using more realistic assumptions now to
calculate pension liabilities; and it is
paying in enough to cover each year’s nor-
mal cost of pensions. Further, where pen-
sion fund assets fall short of liabilities, it
is setting enough money aside to pay
interest on that difference.?® Thus the

2To settle a payment promise of $1,050 next year,
the City would have to set aside a thousand dollars
today if it got interest at 5 percent. (This figuring
doesn't count the cost of administration.) If only $200
were set aside—that is, funded—the City would be left
with $800 of unfunded pension liability. If it got 5
percent interest on the funded portion, it would have

FIGURE 14
UNFUNDED PENSION LIABILITIES FLUCTUATE AS ACTUARIAL ASSUMPTIONS CHANGE
[Millions of Dollars)

Pennsylvania Public
School F.m[:lu_\'l,'l'.l-;'

available Tor 1971 and 1975,

hall is the state’s currently intended matching payment.

SOUTRCES:
School Employees” Retiremen! Board.

City of Philadelphia, Board of Pensions and Relirement;  Commonwealth of

iates® City Refirement Svstem School Districtt
January 1. 1967 5496.6 $720.7 554.0
July 1, 1971 918.5 — —

July 1. 1972 541.6 1.720.3 140.5
July 1, 1973 566.1 1.G56.6G 118.8
July 1. 1974 — 2,331.7 178.8
July 1. 1975 7222 — -

*Dates of unfunded liabilities are valuation dates in periodicactuarial studies of City and Pennsvlvania Public
Schoal Employees” Retiremenl System, Cily [igures not available for 1974, state and School District figures nol

FThe Schonl District’s unfunded lability is calculated by mulliplying the state system’s unfunded liability by
Philadelphia’s percentage of the total of wages and salaries in the plan, and dividing the produet in hall. The ather

Pennsvlvania, Public
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interest on funded and unfunded portions
of pension assets combined should be
keeping pace with growing pension liabili-
ties.

The School District is paying its normal
cost of pensions andisamortizing unfunded
liabilities over the next 20-25 years. And the
City could start amortizing its unfunded
pension liabilities—or at least any further
increases in unfunded pension liabilities.
Adjustments of this kind would bring on
higher annual payments but they would
bring pension promises and pension fund-
ing closer together in time.

MORE DEFICITS AHEAD?

Over the last ten years, budget pressures
have caused local officials to cut expendi-
tures, increase tax rates, and change
accounting and financial practices. As a
result of the latest initiatives, fiscal 1977
was budgeted to be a year in which sizable
adjustments on the revenue side would
restore a cumulative surplus to the City's
Principal Operating Funds—a surplus large
enough to cover last year's deficit with
$10.2 million left over. In fact, at budget
submission time, many people believed that
the surplus would bring a tax cut in 1978.2
And although the School District's full-year
budget was in deficit, the combined cumula-
tive deficit was expected to decrease. These
were encouraging signs, even though the
outlook remained mixed (Figure 15).

$210 at year's end and be $840 short of the $1,050
promised to the pensioner. Thus, in effect, the
unfunded portion of the liability would haveincreased
by the amount of interest lost during the year ($40).
The City could keep the gap between funded and
unfunded liabilities from widening by putting assets
equal in amount to the lost interest into the pension
fund every year, and it has begun lo do this. But
drawing on revenue to prevent growth in the unfunded
pension liability may put a strain on other parts of the
budget and will not reduce the size of the unfunded
liability.

20n May 27, 1976, City Council passed a resolution
of intent (Resolution No. 68) to cut taxes at the start of
fiscal 1978.
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Estimated improvements, however, are
elusive, and budget dollars sometimes are
different from actual dollars. City officials,
for example, overestimated revenues by
$94 million and underestimated expendi-
tures by $4 million in the 1976 budget.??

FIGURE 15
PHILADELPHIA BUDGET POSITION
EXPECTED TO IMPROVE
Estimated
Obligation Budget
Basis Basis
1976 1977
Budgel (millions of [millions of
Caplion dollars) dollars)
City: Principal
Operaling Funds
Revenues §821.1 $1.103.4
Previous vear
surplus
{deficit) 173 173.3)
Expenditures 911.5 1,019.9
Surplus
|delicit) [73.3) 10.2
School Districl:
General Fund
Revenues 525.8 a48.7
Previous year
surplus
(deficit) (7.9] (15.3)
Expendilures 533.2 600.0
Surplus
[delicil) [15.3] [66.6)
Combined Cily
and School
District
Revenues 1.346.9 1.652.1
Previous vear
surplus
[deficil] 9.2 |88.6)
Expendilures 1,444.7 1.619.9
Surplus
|cdeficit) |88.6] |56.4)
SOURCES:  Prospectus lor ity of Philadelphia Water
and Sewer Revenue Bonds, September 2, 1976, po IV-13;
adopted foll-year budge! for the Schoo) Distriel ol
Philadelphia 1977, dated May 27, 1976,




These estimating errors, instead of offset-
ting one another as they frequently have in
the past, added up to the biggest combined
miscalculation in recent times (Figure 16).

Right now, the best guess is that Phila-
delphia will not make as much headway
against its cumulative deficits as it ex-
pected to this year. The City's projected
1977 operating surplus appears to be
shrinking enough to keep it from covering
last year's deficit. Arbitrated wage in-
creases for Police and Fire employees,
along with only partially realized savings
from overtime cuts, employee layoffs, and
other developments, have taken a big bite
out of the budgeted surplus. And a cumula-
tive deficit of at least $12 million appears
more likely than the budgeted $10-million
surplus for the City’s Principal Operating
Funds. Down the street, the School Board’s
alternative budget—the full-year budget—
generates an operating deficit of some $51
million, which, when combined with the
previous year's deficit, sums to a cumula-
tive shortfall of $67 million. Thus projected
budget surpluses can turn into real-life

“These misestimates apparently have both technical
and polilical causes. See Moak, The Future of Ameri-

deficits, and small deficits can turn into big
ones.

In short, the budgeted gains in the posi-
tion of the City and the School District com-
bined appear to be shrinking. The final re-
sult depends on whether the schools
remain open for the full year, whether
higher levels of government expand their
allocations, and whether the City is able to
hold the line at its budgeted expenditure
levels. And only the final result counts!
What can be done from this point forward?

Philadelphia won't be able to maintain
balanced budgets over the long run unless
it raises more revenues or holds down
expenditures or does a little of each. In
order to raise more revenue, Philadelphia
would have to collect more taxes locally
itself or else depend on Federal and state
tax allocations. And citizens are showing
increased resistance to taxes, no matter
who collects them.

But cutting expenditures may reduce the
level of vital municipal services unless
productivity is increased. No doubt there
are places where increased City and School
District expenditures have not been

can Cities, pp. 49-50. matched by improved services, where
FIGURE 16
ESTIMATING ERRORS COMPOUND 1976 BUDGET WOES
{Millions of Dollars}
Budgel EfTect
Caplion Estimale Actual® on Surplus
Revenues S400.2 S706.0 5-94.2
Obligalions 780.8 785.1 -4.3
Prior year surplus [deficit) [19.4] [7.9) +11.9
Closing surplus (delicit) ] (B6.6) 86.6

*Preliminary ligures.

SOURCE:  Prospectus for City of Philadelphia Waterand Sewer Revenue Bonds, Seplember 2. 1976,




LUSINESS REVIEW

some fat could be trimmed. Yet there may
be other departments where spending cuts
would jeopardize services. Each of the
alternatives outlined below has costs as
well as benefits. The challenge for Phila-
delphia is to come up with a workable com-
bination of these policy options to restore
long-run fiscal health.

RAISING REVENUES

If costs continue to rise, more revenues
will be needed just to pay for the same level
of service inputs. And if public demand for
local sovernment services increases, even
more money will have to flow into public
treasuries.

The City and School District can look for
more revenue at home as well as in Harris-
burg and Washington. On the local level
they can try to increase the tax base, modi-
fy the tax structure, raise tax rates, levy
new taxes, and charge users for services.
On the state and Federal levels they can try
to influence the way funds are distributed
to municipalities.

Growth in the Tax Base. An expanding
tax base would generate more revenue even
if tax rates were left where they are.2s Can
Philadelphia anticipate such an expan-
sion?

Prudent urban renewal investments by
the City might encourage private rehabili-
tation of residential neighborhoods, as in
Society Hill, and investing in transporta-
tion and utility facilities might attract busi-
nesses into town, as in the Center City
redevelopment plan. In a built-up city like
Philadelphia, there’s little room for new
development of open land, and so growth
must come mainly from redevelopment and
rehabilitation—neither of whichis proceed-
ing at a rapid pace.

Nor does the wage tax base seem likely

2But it also might encourage demand for public
services.
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to show much real growth.2# Although em-
ployment, the cornerstone of wage taxes, is
expected to rebound from its recessionary
setback, it is unlikely to surpass its 1970
level in the foreseeable future. Wages per
worker in the Philadelphia area are ex-
pected to continue the pattern of not grow-
ing much in excess of cost-of-living in-
creases. A major breakthrough in labor
productivity in the nonmanufacturing sec-
tor would be required to produce real wage
increases exceeding price changes, but this
sector just hasn't seen large productivity
changes in the past. Nor is the inflation-
adjusted level of other local revenues
expected to increase much if population,
employment, and the level of business
transactions remain relatively constant.

So while Philadelphia’s local revenue
base may be expected to grow apace with
the cost of living (as reflected by the mar-
ket value of property, wages per worker,
and business sales), there probably won't
be enough growth beyond that to generate
markedly higher revenues if current trends
continue.

Meodifying the Tax Structure {and [m-
proving [ts Administration). A more

“Through its broad-based income tax, the City of
Philadelphia has been able to tap some of the economic
development in neighboring counties. Over the period
1970-76, revenues from the earnings tax paid by
reverse commuters—individuals living in Philadel-
phia but working outside City boundaries—have con-
tributed on average 10 percent of total wage and
earnings tax revenues. In 1970, 29 percent of the people
working in Philadelphia lived in the surrounding sub-
urban counties. And these commuters generally earn
more than their coworkers who live in the city. A
weighted average of commuter and resident earnings
suggests that commuters in 1970 took home 39 percent
of wages earned in the city and contributed 35 percent
of wage and earnings tax revenues. This left the people
who both live and work in Philadelphia to shoulder
about 55 percent of the City income lax levy.

For the income and commuter data see U.S. Depart-
ment of Commerce, Bureau of the Census, Census of
Population: 1970, Subject Reports, Final Report PC(2)-
6D, Journey to Work (Washington: Government Print-
ing Office, 1973).



efficient property assessment system—
one which has assessments keeping up
with market values—would help capture
the nominal growth of the City's taxable
base. Thirty-eight counties throughout the
U.S., including Montgomery County out-
side Philadelphia, have instituted com-
puter-aided appraisal procedures to facili-
tate annual reassessment.?s Such an
automated assessment system, by making
it easier to keep assessment ratios equal,
also might help ensure that the burden of
property taxes would be distributed
equitably.

Another way to enlarge the tax base is to
revoke tax exemptions or mitigate their
effects. In this time of fiscal pressure, it
may be appropriate for cities that are
impacted with nonprofit institutions and
Federal and state offices to press more
strongly for in lieu payments from at least
some of these organizations.6 Further, the
City's personal property tax exempts
stock in corporations that have facilities in
the state of Pennsylvania, and the School
District’s tax on unearned income exempts
interest on savings deposits and long-term
capital gains. These exemptions could be
dropped.

Different kinds of income and wealth are
taxed at different rates. For example, the
rate of the School District’s tax on un-
earned personal income remained steady at

“For a description of the use of computerized multi-
ple regression analysis in property appraisal, see
George W. Gipe, “Understanding Multiple Regression
Analysis.” Assessors Journal 10, 4 (December 1975),
pp. 1-13. It is reasonable to expect that the cost of
setting up such a system for Philadelphia would be
more than paid for in its first year of operation, espe-
cially if thefirst yearsaw high inflation. Anincrease in
assessments reflecting a rise in market value of 6
percent would yield additional property tax revenues
to the City and Schogl District ol over $15 million in
one year This is well above the estimated cost of
installing a computerized mass appraisal program.

#6In 1976, the assessed value of tax-exempt properly
was reported by the Board of Revision of Taxes at $2.3
billion or 41 percent of the value of taxable property.
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2 percent from 1968 to 1976, while the
City’'s wage rate rose to 3 5/16 percent.
These two income tax rates have been
equalized at 4 5/16 percent in 1977. A dis-
parity remains, however, in the wealth
taxes levied by the City. Housing—which
represents the principal kind of wealth for
low-income and moderate-income families
—already was taxed at an effective rate of
almost 18 mills in 1975, before the 1977 rate
increase.?” Financial investments, which
more frequently are held by high-income
families, are taxed by the City at only 4
mills. Taxing both forms of wealth at the
same or more nearly similar rates might
generate more revenue in the short run, but
it also might accelerate the exodus of
higher income people to surrounding com-
munities with more favorable tax struc-
tures.

Higher Tax Rates. A far less popular
method for increasing locally raised reve-
nue is raising the average individual's tax
bill. Yet raising a tax rate is an attractive
move for administrators because it's a
simple and often broad-based way of gener-
ating a sizable sum of additional revenue.
Philadelphia’s recent decision to increase
property and income tax rates by one-third,
for example, is expected to generate $162
million in additional revenue in 1977,

Many economists believe that busi-
nesses and residents are sensitive to
changes in the tax rates of neighboring
jurisdictions, especially if these differ-
ences are not associated with correspond-
ing variations in public service quality. If
the rate of tax on property, income, wealth,
and business rises more rapidly in Phila-
delphia than in surrounding areas, City
property values are likely to drop and
wealthy individuals and businesses will
tend to locate elsewhere. Thus intended

“This equals the nominal tax rate of 47.75 mills
times the 1975 average assessment ratio {36.9 percent]
for a sample of residential properties (Figure 2]. See
Real Estate Tax, August 31, 1976, Exhibit IV.



gains in revenue from rate increases have to
be balanced against obstacles to growth in
the tax base over the long run.

New Taxes. Besides modifying its pres-
ent tax structure, Philadelphia probably
could raise money from new taxes on
enterprises that can’t pull out. In the past,
the City has done this with parking lots
and amusements, and the City’s 1977 bud-
get imposes a 1-year tax on petroleum
processing.

Each of these nuisance taxes generates
only a small amount of revenue and may
be expensive to administer; but all to-
gether, business activity taxes contrib-
uted $87 million (or 6 percent) of the 1976
combined City and School District rev-
enues.

Some cities other than Philadelphia have
taxes on general sales and tobacco prod-
ucts as well as on motor vehicle fuel, regis-
tration, and licenses. Any or all of these
might be considered for Philadelphia, too—
though some of them would require state
legislative approval.

User Charges. Another way to generate
revenue locally is to charge users of ser-
vices. The idea here is to charge people
who use a service for at least part of the
cost of providing that service and not to
charge those who do not use it. Charging
for services tends to discourage people
from accepting a service if they don't value
the service at least as much as the charge
for it. The City of Philadelphia already
raises considerable revenues through
such charges. There are charges for
stadium, dock, and airport rentals, li-
censes, admission to some cultural and
recreational facilities, court costs, traffic
violations, and health care.

More charges could be instituted, and
current fees could be raised. Higher tui-
tion at the Community College, higher bus
fares, higher parking charges, more charges
for recreation facilities, income-graduated
health care fees, and charges for special fire,
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police, or emergency squad proteciion
would help cover the costs of providing
these services. Higher charges might tend,
however, to discourage use of these serv-
ices, even where, as in mass transportation,
increased use might be more appropriate.
Low user charges may be intended to sub-
sidize low-income users; but there may be
more efficient ways to provide subsidies.
Thus, like the other alternatives, increas-
ing user charges has its pros and cons.

Intergovernmental Funding. To the
extent that some services were provided
previously and funded by the locality,
intergovernmental financing of these
activities can mean considerable relief
from local taxes—though maybe not for the
state and Federal taxes of City taxpayers.

Economists agree that it's appropriate
for a level of government higher than the
municipality to finance some services—
for example, where the benefits accruing
from a service spill over to people who live
outside the taxing jurisdiction. On these
grounds the Federal government has
stepped into urban renewal, law enforce-
ment, and pollution control, and state
allocations are used to finance public
health care programs, court costs, and
education.

Another case for financial assistance by
a higher level of government has to do with
services that are redistributive in nature,
transferring income from some individuals
to others to ensure equity in the delivery of
services. If these expenditures were
financed at a local level, higher income
individuals would have a strong incentive
to move to avoid the related tax and would
be able to do so. The Federal government
finances health care for the poor, and the
state of Pennsylvania allocates direct wel-
fare payments to the poor. There may be a
case for more stale and Federal financing of
education, social services (including health
and welfare), environmental programs and
facilities, and law enforcement (including
courts and prisons).



More responsiveness to rising costs on
the part of Federal and state governments
would help alleviate the fiscal pressure on
local governments in an inflationary pe-
riod. While the state's instructional sub-
sidy program has grown somewhat to
cover the increasing cost faced by the
School District, the Federal Revenue Shar-
ing program for the City has not risen with
inflation.8 Amending the unrestricted rev-
enue sharing program to include an infla-
tionary component would help maintain
the real contribution of Federal relief. Fur-
ther adjusting the program to include a
countercyclical component would help
local governments weather periods when
local revenues lag because of economic
recession.2? And prompter payments of
grants by higher levels of government
would mitigate the need for short-term
borrowing by local governments which
now operate their budgets on an accrual
basis.

When the spillover effects of certain ser-
vices are limited geographically, regional
financing may be the most suitable kind of
intergovernmental funding. Regional fi-
nancing has been used for public trans-

#The state instructional subsidy does not have an
explicitinflationary or countercyclical component. But
the density component is related directly to the actual
instruction expense per pupil and this rises with
expenditures. The poverty component is based on the
number of children whose families are on welfare. To
the extent that this numberreflects unemployment, the
poverty component is sensitive to the business cycle.

0n September 30, 1977, the total national Federal
Revenue Sharing program is expected to increase from
its annual level of $6.65 billion to $6.85 billion—or
about 3 percent. A 3-percent increase in Philadelphia's
revenue sharing receipts would mean only an addi-
tional $1.5 million.

Recent antirecessionary relief has come in the form
of a public works job bill (S3201 signed by President
Ford on October 12, 1976) which authorizes a total of
$3.95 billion through September 30, 1977. This is a one-
time program with no provisions for future economic
downturns.
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portation systems, pollution control pro-
jects and water systems, solid waste dispo-
sal and sewage treatment, recreation facili-
ties, land wuse planning, and law
enforcement. But organizing and enforcing
financial contributions by benefiting neigh-
bor jurisdictions may be the most difficult
of all the revenue-raising alternatives sug-
gested, since legal barriers are hard to over-
come.

Summary. Without large real growth in
the wage and property tax base or without
an expanded flow of aid from the Federal
and state levels, Philadelphia will have to
reform and extend its local tax system to
generate more revenue. Reforms and rate
increases on the broad-based property
and wage taxes are likely to yield the
greatest increases in revenues. New taxes
and user charges designed to have busi-
nesses and individuals pay more directly
for some of the services they receive are
likely to contribute only a small fraction of
total revenue but may provide a pricing
incentive for the more efficient production
of public services and allocation of public
resources.

Higher rates and new taxes would
produce larger tax bills. The results of a
study of 30 cities show that Philadel-
phians paid lower state and local taxes in
1974 than their counterparts in up to 10
other big cities of the U.S. But its state and
local tax structure puts Philadelphia at a
competitive disadvantage with at least 19
of the 29 other cities, many of which are
small, still-developing cities in the South
and West. Subsequent tax increases in
Philadelphia may have worsened its posi-
tion further. More taxes would aggravate
this disadvantage (see Appendix IV).

CONTROLLING EXPENDITURES

When taxpayer resistance grows and
additional financial assistance is not
forthcoming from higher levels of govern-
ment, the alternative for achieving a bal-
anced budget in the face of rising cost



pressures is to restrain the growth of total
expenditures. Two main paths are avail-
able. One is cutting back certain functions.
The other is reducing the cost of providing
the same level of service through im-
proved productivity.

Fewer People, Fewer Expenses. Phila-
delphia, like many other large cities in the
Northeast, has fewer residents, fewer
workers, and fewer school students than it
did in 1970. While total expenditures have
grown by 91 percent for the City and 86
percent for the School District since 1970,
expenditures per resident and per pupil
have grown even faster. Some would argue
that a decline in population calls for a
reduction in service volume and that expen-
ditures should be cut accordingly across the
board. This approach would pass the sav-
ings back to the taxpayers rather than
spending the freed resources on extra serv-
ices for those who remain.

In practice, however, the link of produc-
tion costs to the level of population may
not be proportional. How much should air
and water port services and museum oper-
ations be cut back to reflect a declining
City population? The solution may be
more straightforward for schools, transit,
and garbage collection. While trimming
services in line with a declining popula-
tion may not be appropriate for every de-
partment, there is room for some cost
saving through flexible service delivery
systems and responsive budgeting.

Eliminate Functions. Some would argue
that the public sector has overextended
itself in trying to provide services. This
reasoning suggests that the private sector
could accommodate the demand for many
of the services now performed by govern-
ment. Garbage collection, security patrol,
and recreational facilities are services for
which private purchase has been pro-
posed. The New York crisis has made
many people believe that a financially
strapped city cannot afford to provide
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services that some regard as luxuries.
From this point of view, the beautification
of parks, shopping areas, and public
buildings, the provision of extracurricular
programs for public school students, and
tax support for community colleges are on
the list to be reviewed for the appro-
priateness or urgency of public support.
Choices become harder to make as revenue
limitations become more acute. In select-
ing which services to maintain and which
to cut, people have to weigh the tax sav-
ings that would come from dropping a
service as well as the relativeimportance of
different services.

Increased Preductivity. When increas-
ing costs threaten to drive the price of a
product out of the market, private pro-
ducers have a strong incentive to examine
their method of production to cut costs.
Taxpayer resistance and the movement of
households and firms out of a jurisdiction
which has high taxes and poor services
offer analogous pressures for public-
sector managers and officials.

Government activity and the private
service sector of the economy have not re-
ceived the same intensive analysis of
production methods and efficiency as the
manufacturing sector.?0 But rising public
expenditures without any perceptible im-
provement in services, along with a fiscal
pinch intensified by sluggish revenue
growth, have focused attention on im-
proved productivity as the most promis-
ing long-term solution for public budget
woes. Productivity studies could be
undertaken at the local level either directly
by the City itself or by hired consultants.
Government budgetmakers could assist
productivity analysis by tying input costs
to output measures. Management could

AN exception is Personnel Administration in the
City of Philadelphia: A ‘Performance Report’ on
Selected Aspects of the Work of the Civil Service
Commission and Personnel Department, Pennsylvania
Economy League Report No. 386, 1976.



contribute by rewarding changes in per-
sonnel and procedures that lead to greater
efficiency.

Restraining the growth of the labor bill
may be the most cost-effective policy fo
turn to, since producing local government
services is a labor-intensive activity. Over
63 percent of the City of Philadelphia’s 1976
General Fund expenditures and 73 percent
of the School District’s went to wages and
employee benefits.

What can be done in this area? The City
and School District might be able to hold
the line with unions—insisting on produc-
tivity increases in exchange for increases
in compensation.®® They might institute
incentives for improved management and
worker efficiency or use high-priced labor
more effectively by allocating some tasks
to less trained, lower paid workers (po-
lice trained for patrol are not necessary to
do office work, give parking tickets, or di-
rect traffic}. More paraprofessionals could
be used in the health, legal, and educational
functions.

Improved technology can assist workers
and perhaps reduce personnel numbers.
Some municipalities collect garbage by
means of trucks which lift a standard-
sized container. This collection system
allows one truck driver to do the job that
otherwise requires several garbage col-
lectors. More sophisticated telecommuni-
cations may make police patrols more effec-
tive. Computers can assist property asses-
sors, recordkeepers, and school teachers.
Studies of other cities indicate that signifi-
cant cost savings are possible over the long
run from modernizing the methods of pro-
ducing public services.3? Why not Philadel-
phia?

JiSee Anthony M. Rufolo, "Local Government Wages
and Services: How Much Should Citizens Pay?" Busi-
ness Review, Federal Reserve Bank of Philadelphia,
January/February 1977.

“#*For a summary of studies on New York City, see
Year 4: A Report to the People of the City of New York
[New York: Rand Institute, 1974).
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Making a good choice among these al-
ternatives will require that people be clear
about what they want. Public expenditures
are undertaken not for their own sake but
to achieve some aim. Efficiency in achiev-
ing the aim, rather than past practice or
traditional departmental responsibility,
should guide the selection of programs.
In the effort to reduce crime, for example,
improved street lighting and youthemploy-
ment programs might accomplish more
than adding to the police force.

In many areas, also, citizens can help
hold public spending down by assuming
volunteer responsibilities. In some neigh-
borhoods even now, for example, citizen
cooperation in reporting suspicious inci-
dents is raising the level of public safety
for less money than it would cost to expand
professional police activities.

These two lines of attack—choosing
public programs to fit public aims and pro-
moting good citizenship instead of just
spending more—could add a new dimen-
sion to the public service picture.

Summary. Government expenditure sav-
ings may be in the offing in response to
declines in population or if some City
functions are returned to the private sec-
tor. But increased productivity probably
offers the most hopeful long-run solution
for trimming local government expenses.
It is an agreeable alternative to the tra-
ditional unpleasant seesaw of higher taxes
and reduced services. Its success, how-
ever, depends upon the insistence of tax-
payers and the incentives for cooperation
offered to public employees and managers.

n

CONCLUSIONS

Recent deficits for Philadelphia’s City
and School District have their origins in
past spending, taxing, and financing deci-
sions. The City has adjusted by raising
local taxes and holding the line on real
expenditures in departments that don’t



receive funding from intergovernmental
sources. These actions have returned the
City's 1977 budget to surplus, though the
surplus will not cover the large deficits
from previous years. But the fiscal 1977
budget for the School District gets only a
minimal boost on the revenue side from tax
increases. Thus, despite spending re-
straint in some departments, the School
District deficit continues to grow. Only
severe expenditure cutting or increased
contributions by the Commonwealth or
City can bring balance to the current School
District budget.

For the longer run, the underlying deficit
pressures—sluggish local revenue sources,
rising costs, and a high density of low-
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income residents—remain. But there are
options available to raise revenues and
control expenditures. The fiscal health of
this city requires progress on many fronts.
A mix of higher tax rates, new taxes, and
more user charges would add to Philadel-
phia’s locally raised revenues. And other
levels of government could be pushed to
share more of their revenue with the City or
to assume financial responsibility for cur-
rent local programs. To cut expenditures,
officials could turn some services back to
the private sector and cut back, where pos-
sible, in response to a reduced population.
But most attractive of all is the reduction of
costs through innovative methods to
improve worker productivity.



