The Economy of a Community

Everyone has been frustrated at one time or another because of potholes or poorly maintained roads.  We are aware of the problems on our streets because we drive on them everyday.  But potholes on our road might not get repaired as quickly as we would like.  Maybe the city is spending public works money for new roads or the construction of a new expressway and cannot afford to undertake all necessary street repairs.  Or maybe the city doesn’t have money in the budget because the local economy is sluggish causing a reduction in sales tax revenue.

This is an example of how problems often arise in communities because of a scarcity of resources.  Resources can be money, water, time, jobs, land, housing, or any other assets in the community.  Each person thinks his/her street is important, but the city must prioritize how public financial resources are to be spent.

Resources might include the time of police officers who patrol our neighborhoods, the availability of public land for recreation, or water for business and personal use.

Money is one of the most important resources in any community.  Most funds come in the form of taxes which are collected and allocated to different projects through a budget. 

A community’s budget is very important for all its citizens.  The budget sets the community’s priorities by indicating where every dollar will go in the community.  It is arguably one of the most important political documents in any community.  Because it allocates limited resources, it is also the most fought-over document.  Unfortunately, the community assets are not bottomless.  City’s have a finite amount of resources.  

Some cities are willing to engage in deficit spending, spending more funds than are available from revenue in order to make things work in the community.  To engage in deficit spending, local governments must borrow money.   This is usually necessary when communities want to build big buildings or roads.  Citizens then pay off those debts over time.  But deficit spending for daily needs is something most communities seek to avoid.  Some states and localities actually have laws against deficit spending.  

So where does our community get its revenue?  
How do we come up with the money to pay for the things we need and want like streets, police and fire departments, public parks, theater and art, education, and social services?

SOURCES OF PUBLIC REVENUE


Public revenue comes from a number of sources.
  Most of us are probably familiar with several of them.  We all know about taxes either from our own experience or maybe hearing our parents talk about them.  Taxes are a major source of government revenue and thus a major source of funding for the public works and services that make our communities better places to live.  Tax is, however, a broad concept.  Different communities charge different types of taxes and even tax at different levels for the same thing.  Below are explanations of some of the different revenue categories governments employ to provide funding for public services.
Utility Revenues 

Most Texas cities own local water and sewer utilities.  Some also own gas or electric systems.  Those that own gas or electric systems generate a great deal more revenue from them than those that own only water and sewage.

Property Taxes

While property taxes generally increase each year, demands on city budgets have often outpaced these increases.  A property’s value is assessed by the central appraisal district and then taxed at rates based the type and size of the municipality.  The Texas Constitution sets a maximum property tax rate.

City Sales Tax 


Most cities and counties in Texas enact a sales tax on items you buy like clothes, computers, and cars.

User Fees

Charges for usage of city services and facilities are another popular way local communities generate revenue.  Citizens are likely to pay user fees for the following city facilities:  swimming pools, golf courses, airports, and parking garages.

Federal Grants
Money from the federal government is also an important source of municipal revenue.  Federal aid as a proportion of local revenue varies widely from locality to locality with “depressed” areas receiving larger amounts of grant monies.
Street Rentals 

Municipalities generate revenue through the rental charges collected from cable TV and telecommunications companies, and gas and electric utilities for use of streets and other public rights-of-way.  These charges are for using public streets and alleys to string line and to bury pipes and cable.

Fines 
Cities may assess a fine of up to $2,000 a day for ordinance violations dealing with fire safety, zoning, or public health matters.  $500 per day is the maximum fine for other violations.

License and Permit Fees 


Cities regulate numerous activities to promote the health, safety, and welfare of their citizens.  Permit and license fees help provide the funding for such regulatory action.  Examples of these revenues sources include:  dog licenses, electrical inspections, and examining subdivision plots.  Fees may not be assessed or permits required for which no bona fide regulatory function is performed.

Hotel-Motel Tax

Texas Tax Code allows cities to assess a hotel/motel occupancy tax of between 7%-9% on the price of a room.  Revenue from this tax must be devoted, however, to certain municipal endeavors such as promoting the city and its vicinity to attract tourism, operation of visitor centers, construction of civic centers, etc.

Taxes on Alcoholic Beverages 


Approximately 10% of the state’s tax on gross receipt sales of all mixed drinks served in restaurants, clubs, and saloons are remitted back to the cities on a pro rata (in proportion) basis.  Cities may also levy a fee up to one half of the state fee for permits to package stores, distributors, and brewers in the city.

There are additional sources of revenue available to municipalities in the sate of Texas, but the categories detailed above represent the vast majority.

COMMUNITY PROBLEMS AND THE LOCAL ECONOMY


As noted at the beginning of this Unit, we rely on local government to solve many problems when they arise, like sanding icy roads and putting out fires.  The ability of local government to fulfill these needs depends on a certain level of revenue for the local budget.  How does the local economy impact revenue and the budget and, thus, community problems?

The health of the local economy has a significant impact on public revenue.  When the local economy is not fairing well, local government revenue is very likely to suffer.  An economic downturn affects public revenue on several fronts.

City Sales Tax - When the economy falters, consumer spending tends to go down as does consumer confidence.  People generally buy fewer goods or buy less expensive goods when the economy is tight because they have less disposable income, may be less sure about job security, may not get a raise they expected, or may have trouble finding employment.  A decrease in consumer’s confidence in the economy often leads to reduced purchases of high dollar items like recreational vehicles, automobiles, washers, and refrigerators.  When people spend less, the city government does not collect as much revenue from the City Sales Tax.

	Economy
	Money Spent Each Week
	Sales Tax Rate
	City Sales Tax Revenue

	Strong
	$300
	8.25%
	$24.75

	Weak
	$200
	8.25%
	$16.50


Hotel-Motel and Alcoholic Beverage Taxes – Traveling, spending the night at a hotel or motel, and going out for a few drinks are all examples of leisure activities.  They are not required for basic survival.  Leisure spending is one of the first areas to suffer during an economic downturn because spending has a lot to do with how people feel about their economic situation.  People may not actually have any less disposable income, but they fell like they do because of the economic uncertainty of the future.  This leads them to cut out t items that are now considered to be extravagances like going out of town for the weekend and staying at a hotel or going out to dinner.  In tight economic times, consumers are more likely to do things like stay at home and watch a movie as opposed to going out to clubs and theaters.  This decrease in leisure spending means a decrease in Hotel-Motel and Alcoholic Beverage tax revenue.

Other revenue sources may also be negatively impacted by a downturn in the local economy.  The point to understand from this is that economic downturns decrease a local government’s ability to raise revenue on many fronts.  Such downturns may lead to a budget shortfall.
The Local Economy and Community Problems
Community problems are impacted by the local economy and its effects on the city budget.  Economic downturns reduce revenue collection and inhibit a community’s ability to solve costly problems.  Homelessness, for example, is a typical problem in many communities.  Most citizens would like to see the homeless off the streets, but how do we accomplish this goal?  Unfortunately, it takes a lot of resources.  Some homeless need counseling to overcome addictions, others need medical help, many need education and job training, and all need housing that they are able to afford.  Providing these services requires money.  If a community is short on revenue because of a bad local economy, then it may be difficult to provide more than the most necessary of local services.  Citizens and local government must give serious, in-depth consideration to community priorities.  Once these priorities are established, community leaders are in a better position to determine the allocation of scarce resources, including what local problems they will address.

Community Problems and Local Values
Community values are frequently a deciding factor in determining public spending priorities.  What do we mean when we talk of our values?  Values refer to standards or qualities we deem worthwhile or hold in high regard.  Here are some examples of values:

Family

Security

Art

Diversity

Uniqueness

Equality

Prosperity

Growth

Culture

Unity

Individuality

Conformity

Beauty

Compassion

Trust

Preservation

Can you see values that might cause conflict?  What about conformity and individuality?  What about growth and preservation?  While these may seem at odds, it is frequently the case that some members of a community will value growth, while others value preservation.  When they come into conflict, citizens have to make difficult choices.  

What a community values significantly impacts what its citizens are willing to finance out of both the public coffers and out of their own pockets.  A community that values local entrepreneurship may be willing to provide city tax breaks to small-business owners.  Conversely, a community seeking rapid expansion would more likely offer such incentives to retail chain giants (e.g. Wal-Mart, Barnes & Noble, etc.).

Sometimes a community’s values may make decision-making on public spending difficult.  Let’s return to our community above that values growth.  Now, imagine further that they have very little land available for commercial development because the community has enacted significant environmental restrictions because they value preservation.  Local residents now face a real dilemma.  They want to grow their community by luring large-scale retailers, who create new jobs and boost sales tax other revenue sources, but they are unable to do so without allowing development in environmentally sensitive areas of their community.  This is the heart of politics:  making value-based decisions regarding the allocation of scarce resources.  Politics is frequently contentious because it involves battles over our values, ideals that we hold near and dear.  Politics and government are about making very hard choices regarding the allocation of scarce resources.










� This information on public revenue and revenue sources in Texas comes from the Texas Municipal League’s 2001 Handbook for Mayors and Councilmembers: General Law Cities.
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