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PREFACE

Tuais study has been undertaken in the hope that an account of
the financial relations of central and local governments in other
countries will be of value to students of the problem in the United
States. Germany and England were selected as the countries i
which post-war developments had made local governments mark
edly dependent on the central government for support. At the tim
the study was begun the writer was impressed by similar develop-
ments in this country, although it was not expected that, with our
decentralized government, we should follow very closely in the
footsteps of Germany or England. Today, however, it is apparent
that local financial systenis in the United States are as incapable
of coping with the exigencies of a severe depression as local finan-
cial systems in other countries. In the later years of the depression
our local governments have depended on Federal and state
support to almost the same extent as the local governments of
‘Germany and England; and there are many striking parallels—
as well as important differences—in the manner in which central
support has been given to local authorities here and abroad.

The pitfalls that await the investigator who attempts to describe
the intricacies of the financial structure of a country with which
he has only a limited acquaintance are many. The work has been
greatly facilitated by the extensive statistical data dealing with
local finances published in government reports in both countries
—documents which have no counterpart in the United States.
There is available, also, in the case of Germany, an extensive
literature discussing central-local fiscal problems under the
Weimar Constitution. This published material has been supple-
mented by interviews with central and local government officials
and with others acquainted with the problem, during a sojourn of
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several months in each country. Nevertheless, the writer is very
conscious of the limitations on her knowledge, and it is with some
misgivings that the study is offered for publication.

To all those who have aided in this study the writer makes
grateful acknowledgment. The many officials and students of the
problem in both countries from whom information has been
sought have given invaluable assistance and have been unfailing
in their courtesy. The writer is also deeply indebted to friends
and students of finance in this country for advice and encourage-
ment and to the several assistants who have helped in gathering
the statistical data and in preparing the manuscript for publica-
tion and in reading the proof. Finally, she gladly acknowledges a
grant-in-aid from the Social Science Research Council, which has
made possible the extensive statistical analysis on which the study
is based ; and the co-operation of Vassar College in giving a leave
of absence.

MABEL NEWCOMER

Vassar College
September 15, 1936



CONTENTS

Introduction

I. THE PROBLEM 3

The Fiscal System of Germany

"II. THE GERMAN POST-WAR PROBLEM AND ITS
HISTORICAL BACKGROUND 17

IIL. DIVISION OF TAXES BETWEEN THE REICH AND THE
STATES UNDER THE WEIMAR CONSTITUTION 42

IV. REDISTRIBUTION OF REVENUES WITHIN THE
STATES 72

V. DISTRIBUTION OF SUPPORT OF SPECIFIC
FUNCTIONS AMONG THE REICH, STATE, AND
LOCAL GOVERNMENTS 98

/

V1. BASES FOR THE DISTRIBUTION OF SHARED TAXES 134

VI‘I/. FUNDAMENTAL CHANGES IN THE FINANCIAL
SYSTEM UNDER THE WEIMAR CONSTITUTION 152

Vj’ ke Fiscal System of England and Wales

VIII./THE PLACE AND DEVELOPMENT OF GRANTS-IN-AID
IN THE ENGLISH FISCAL SYSTEM BEFORE 1929 161

IX. }‘HE LOCAL GOVERNMENT ACT OF 1929 183

X. THE REVISED.SYSTEM IN OPERATION 198



viii . CONTENTS

XI. THE FISCAL POSITION OF THE VARIOUS TYPES OF
LOCAL GOVERNMENTS UNDER THE PRESENT
SYSTEM AS ILLUSTRATED BY SPECIFIC CASES 236

XII.'NATIONAL SUPPORT AND LOCAL SELF-
GOVERNMENT 286

\/ Conclusions

XIII. THE PROBLEM OF CENTRAL-LOCAL FISCAL
RELATIONS IN THE LIGHT OF GERMAN AND
ENGLISH EXPERIENCE 293
Appendix, 309
Bibliography, 311

Index, 377



CHARTS AND TABLES

Charts
1. Organization of Prussian State and Local Government 73
2. Organization of English Local Government 163
3. Provisions for Distribution of Reich Taxes to State and Local
Governments, 1920-35 311
4. Provisions for Distribution of Reich and State Taxes to Local
Governments - 318
5.State Grants-in-Aid for Elementary Schools in the German
States, 1930-31 334
6. State and Local Grants-in-Aid for Highways in the German
States, 1930-31 336
7.State Grants-in-Aid for Welfare and Special Local Welfare
Revenues in the German States, 1930-31 340
8. Chronological Summary of Grants-in-Aid to Local Authorities
in England and Wales 342
Tables
1. Size of Communes in the German States 18
2. Net Gains and Losses to the States from Imperial Levies and
Tax Distributions, 1880-1919 23
3. Comparative Figures of Population, Income, Property, and
Taxes for Prussia, Bavaria, and Saxony, 1913 28

4. State and Local Taxes in Saxony, Bavaria, and Prussia, 1913-14 41
5. Reich Aid to State and Local Governments, 1920-21 to 1922-23,

Budget Estimates 48
6. Number, Population, and Average Expenditures of Prussian

Local Government Units, 1931 4
7. Percentage of Reich and State Taxes Distributed by State to

Local Governments, 1931-32 76

8. Comparison of Proportion of State and Local Expenditures
Incurred by State Governments with Proportion of Reich
Taxes Retained by State Governments 77

9. Comparison of Ten Prussian Cities Ranked according to Index
of Need and according to Reich Tax Distributions, 1932-33 96



X . TABLES

10. Distribution of Support of Education among Reich, State, and

Local Governments 102
11. Distribution of Support of Police among Reich, State, and
Local 'Governments 109

12. Percentage of State and Local Highway Expenditures from
Motor Vehicle Tax, State Taxes, and Local Taxes, Respec-

tively, 1928-29 113
13. Distribution of Support of Highways among Reich, State, and
Local Governments 114
14. Distribution of Cost of Unemployment Insurance, Law of
February 16,1924 - 118
15. Local Welfare Expenditures and Reich Welfare Aid, 1932-33 to
1934-35 126
16. Distribution of Support of Welfare among Reich, State, and
Local Governments 127
17. Number, Size, and Average Expenditures of English Local Gov-
ernment Units 164
18. Relative Weights Assigned to Factors in the Block-Grant
Formula 192
19. Total Grants Payable under Part VI of the Local Government
Act of 1929: England and Wales 195

20. Comparison of Tax Burdens and Losses from Derating in the
County Boroughs with the Highest and the Lowest Rates

before Derating 201
21. Local Rates and Grants before and after the Local Government
Act of 1929 207

22. High, Low, and Median Percentages of Rate and Grant Revenues
Received from Grants in County Boroughs, 1928-29 and
1932-33 241

23. Comparison of Proportions of Rate and Grant Revenues Re-
ceived from Grants in County Boroughs with the Highest and
Lowest Percentages 242

24, High, Low, and Median Percentages of Rate and. Grant
Revenues Received from Grants in Administrative Counties,
1928-29 and 1932-33 245

25. Comparison of Proportions of Rate and Grant Revenues Re-
ceived from Grants in Administrative Counties with the

Highest and Lowest Percentages 245
26. Average Rates Levied in the Pound 278
27. Variation in the Amount of the Rates in the Pound Levied in

Different Types of Local Units, 1928-29 and 1932-33 279

28. Variation in the Amount of the Rates in the Pound that Would
Have Been Levied on County Boroughs in 1933-34 under
Various Conditions 280



TABLES <i

29. Distribution of Support of Selected Functions between Central

and Local Governments in Germany and in England and

Wales, 1931-32 297
30. Tax Revenues Administered by Reich, State, and Local Units,

1913-14 and 1925-26 to 1934-35 349
31. Distribution of Shared Taxes among Reich, State, and Local

Governments, 1925-26 to 1934-35 350
32. Amount of Reich Revenue Returned to States where Collected

Compared with Amount Distributed on Other Bases, 1925-26

to 1934-35 . 352
33. Amount of Reich Taxes Redistributed by States to Local Gov-

ernments, and Extent to which They Were Returned on Basis

of Collections, 1931-32 353
34. Percentage Distribution of Net Expenditures and Tax Revenues

Available for Reich, State, and Local Governments, 1913-14

and 1925-26 to 1934-35 354
35. Tax Revenues for State and Local Use Administered by Reich,

State, and Local Governments, Respectively, 1913-14 and

1925-26 to 1934-35 355
36. Comparison of Expenditures, Taxes, and Tax Rates in Twelve
German Cities 356

37. Expenditures of Reich, State, and Local Governments for Se-
lected Years, 1913-14 to 1932-33. In Millions of Reichmarks 358
38. Expenditures of Reich, State, and Local Governments for
Selected Years, 1913-14 to 1932-33, Percentage Distribution
according to Functions 359
39. Expenditures of Reich, State, and Local Governments for
Selected Years, 1913-14 to 1932-33, Percentage Distribution
according to Jurisdictions 361
40. Division of Support of Orispolizei between State 'and Local
Governments, 1931-32 363
41. Percentage of Net State and Local Expenditures for Different
Functions Met by German State Governments, 1931-32 364
42. Amount of Grants Compared with Amount of National and Local
Tax Income for Specified Years from 1842-43 to 1933-34 365
43. Amount of Grants-in-Aid for Specified Years from 1842-43 to
1934-35, England and Wales 366
44. Net Expenditures of Local Governments, 1928-29 and 1932-33,
England and Wales ' 367
45. Percentage of Net Expenditures of Local Governments Met from
Grants, 1928-29 and 1932-33, England and Wales 368
46. Changes in Financial Position of Selected Municipal Boroughs
and Urban and Rural Districts, 1928-29 and 1932-33, Eng-
land and Wales 369



INTRODUCTION



I
THE PROBLEM

TaE division of the public revenues among the different govern-
(Wa;wmgﬂwsngeographc area offers an
mcreasmgly difficult problem as the tax burden grows. As lor long
as revenue demands are small in proportion to resources, no
serious difficulties arise. It is even possible for two or more tax
authorities to exploit the same base without great hardship to the
taxpayer and without undue friction among the authorities con-
cernedNThus state and local governments in the United States
have shared the general property tax, depending on it in some
instances for nine-tenths of state and local tax needs; and, except
for occasional tax limits, all the participating authorities have
been free to fix their own rates. In much the same way the state
and local governments of pre-war Germany shared the income

_tax, the local governments determining, ofien without check, the
rate they wished to add to the state base, or even levying inde-
pendent taxes. This tax was used in Germany, as the property tax
has been used in the United States, as the principal source of
state and local revenues, and it supplied more than half of all tax
income in the majority of states.

With the growth of governmental expenditures this compara-
tively peaceful and rather casual sharing of the same sources is
no longer possible.(A heavy tax burden is not to be endured
unless its weight is equitably distributed; and substantial equity
Cﬂw uniform taxes and an integrated
tax system. This, in turn, demands extensive central control of
twy_sigx_n, if not actual central administration. Few tax
bases are sufficiently localized to permit their exploitation at the
discretion of local authorities.
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\Iﬁe same forces which are promoting centralization of tax
administration foster the centralization of other governmental
functions.u&’n ever widening jurisdiction is required to curb
crime or disease. The operations of a single business unit are
too widespread to be-controlled by local, or even state, govern-
ments.\D'fgreover, many citizens earn their living in a different
community from that in which they reside and have important
interests in the government of both communities.

The powers and functions of central governments have tended
to increamyears. In most instances this increase
has occurred without any diminution in the duties of local gov-
ernments, although local obligations may have grown more
slowly than would otherwise have been the casi},({:casionally im-
portant functions have been transferred from local to central
administration. But in the process revenues have been taken over
by the central government faster than the support of govern-
mental functions.”

This lag in the transfer of other functions may be attributed
partly to the fact that local governments cling tenaciously to their
inherited functions. Jtis also partly due to the fact that central
governments have tended to impose obligations on local govern-
ments more readily than they have delegated the means of sup-
port. The central government is apt to balance its own budget at
the expense of the local governments. If taxes shared by both
become too high, it is usually the local tax rates which are lim-
ited. (A central government expenditures outrun revenues,
sources formerly available to local authorities may be taken
over for the exclusive use of the central government, or central
government obligations may be shifted to local governments in
the forrg_gffj'ngndatory-expgnﬂi_t_gms;'];hen, when local adminis-
tration becomes too ineffectual or local protests too vigorous, the
situation is alleviated by a grant-in-aid or the distribution of a
substantial slice of some specific tax. Thus a complex, system of
revenue transfers grows up between the superior and inferior
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govern 'ents;\a}n/i the situation becomes more involved if the
n r of layers of government is multiplied.

v governments are pyramided, with some kind of local au-
thority at the base and some form of national government at the
peak. Between these two extremes there are commonly one or
more layers of government. The exact number tends to vary with
the form of government and with the size of the country; but it
varies also within a single country. In the United States, for in-
stance, a consolidated city and county government may reduce
the number of governmental layers within the area of the city
to three, whereas in a New York village there are six layers, and
if special districts exist within the village, seven or eight. All
these jurisdictions are engaged in more or less costly activities,
and all have more or less financial authority in consequence.
Most of them are fixing their own tax rates‘./THe English citizen
may be burdened with only(t,vgg\o‘r__tlgge;lay_qs,.ofn government,
but the ordinary American taxpayer may count himself fortunate
if he is paying taxes to no more than four different taxing juris-
dictions, The Prussian taxpayer is contributing to no less than
five. Probably he is supporting six or seven.

This subdivision of government has developed partly as a
result of necessity. But in many cases there are overlapping func-
tions and consequent waste; and administrative machinery has
grown out of all proportion to the work to be done. This has been.
so frequently emphasized that it need not be dwelt on here.

6roughgoing reorganization of local government has been
achieved here and there. The financial problem is not solved,
however, by the abolition of éxcessive administrative machinery
and of duplication of government activities. Simplification of
government reduces costs and also reduces the number of claim-
ants to the same tax source, and to that extent it simplifies the
problem. But if government were to be reorganized to meet the
approval of the experts and functions could be properly allo+
cated, there would still be two or three layers of government to
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be supported from public funds, and the problem of dividing the
sources of revenue to meet the needs of these different authorities
would remain.

The usual approach to the problem of a satisfactory distribu-
tion of governmental functions and revenues among overlapping
jurisdictions is to assume that functions should be distributed
among the different authorities regardless of their ability to
support such functions, and that revenues should then be adjusted
fo needs. In view of the Tact that the final objective of government
is presumably the satisfactory performance of certain functions,
and the administration of the revenue system is incidental to
that end, this would seem to be the reasonable approach{ If a
local government can adapt a service to peculiar local needs
better than the more remote central government, then the admin-
istration of that function should be in the hands of local officials.
[f uniform administration over a wide area is essential to the
success of some governmental activity, then the function should
be assigned to central authorities. Adjustment in revenues can
be made, if necessary, by the transfer of funds from one jurisdic-
tion to another. '

|| Nevertheless the possibility of adjusting functions to revenues
cannot be ignored.|The fact that central governments are in a
better position to obtain large revenues than the smaller under-
lying jurisdictions has undoubtedly facilitated the transfer of
functions from local to central authorities and has probably
caused the transfer of functions in some instances when local
administration would have been preferable. Moreover, there are
limitations to the amount of revenues that can be transferred
efficiently. If the local spending authority is in no way responsible
for the amount of its revenue and the money does not come ob-
viously, at least, from the pockets of local taxpayers, there is
little check on the amount and manner of expenditure. Many be-
lieve that welfare work, for irstance, can be administered best
by local authorities in close touch with local needs;b{{ut the com-
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munity with the heaviest welfare burden is usually, also, the
community least able to support it. The necessary funds may be
contributed by the central government; but this removes all local
demand for an accounting. Because local officials are in a posi-
tion to administer certain activities more effectively than state
officials, it does not follow that they will do.so-when pressure-is
lacking. Under these conditions central administration may be
preferable. Responsible local administration might be more
effective, but responsibility is difficult to achieve when support
comes from elsewhere. Thus, while for the most part the alloca-
tion of functions will be made without consideration of resources
and revenues will then be adjusted to needs, resources cannot be
disregarded entirely, and the allocation of functions will be
modified to some extent by revenue possibilities.

V'Three distinct methods are available for the adjustment of
revenues to needs among the different jurisdictions covering the

same geographic area Jseparation of sources, sharing of specific

' sources, and grants-in-aid. [ ¢
\Separation of sources has been the usual practice in the early
-history of federal governments, the federal government being
allotted the customs and certain other indirect taxes, and the state
and local governments retaining the direct taxesy Fhis is a natural,
division since the customs almost inevitably fall to the lot of the
federal government, and the states are loath to cede more than
the minimum of financial power to this superimposed authority.
Even unitary governments, when not too highly centralized, have
sometimes assigned to local authorities important independent
revenues and maintained strict separation of sources, although
they have not ceded the whole field of direct taxation to the under-
lying ]unsdlctlons. us Enghsh local authorities have been left’
in sole possession of the “rates.”
Separation has not ordinarily been complete, however. There
has often been overlapping in the case of minor taxes; and fed-
eral governments have usually had the privilege of levying on
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the states-in proportion to population, and by this means have
been able to share, indirectly, in state tax revenues. This right
was regularly exercised in Germany until after the world war.
Germany was, however, the last federal state to employ it.
Switzerland and the United States abandoned the practice before
Germany adopted it, and in most other federal states it had found
only occasional use and has long since been discontinued.
\Beparation of federal and state revenue sources has never
been satisfactory to federal authorities and has been abandoned
by most of them. The national governments of both the United
States and Germany had invaded the field of direct taxation
before the world war: with the adoption of a federal income tax
in the United States in 1913, and with the adoption of several
small national direct taxes in Germany in the decade preceding
the war BDiiring the war Canada, Switzerland, and Australia in-
troduced di:g‘_t;fgder:ﬂ___@_e\g,’}and recently Brazil has adopted a
federal income tax. Separatiomrof state and local sources has only
occasionally been tried, and for the most part unsuccessfully.

Complete separation of sources tends to disappear as the cost
of government grows. iThe burdens of the different governments
cannot readily be adjusted to the chance yield of the taxes that
fall to theirlat;-and the increasing necessity for central adminis-
tration of most of the important tax revenues results in an in-
creasing share of the income falling to the central government.
Nevertheless, partial separation of sources exists in almost every
government. ‘Even highly centralized governments leave some
revenue sources for the exclusive use of local governments and
also appropriate some for their own exclusive needs.

The second method of distributing revenues among the differ-
ent governments is the sharing of specific_sourcesiThis may
take the form of mdependent levies on the same revenue sources
or of a uniform tax levied by movemment and &hared

in fixed proportions with the underlying governments. The wholly

separate federal and state income taxes in the United States
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represent one exireme, whereas the single German income tax,
which is shared in fixed proportions by Reich, state, and local
governments, represents the other extreme. Between these ex-

tremes many variations are to be found. In place of two sepa-

rately administered taxes there may be a single administration
the hands of either the state or local go government, but with
%&mﬁms, in the highly centralized governments
of France and Italy the central authorities have tended to mo-
nopolize all important revenue sources and have permitted local
governments to levy additions to some of them. Within limits the
local authorities have been free to determine the amount of such
local additions. Comparable arrangements are to be found in the
sharing of the property tax in the United States. Here, however,
the administra is T6cal ‘and the additions are made by’the
state government. This is not, of course, the only method of ad-
ministering this tax. Collections are frequently separate for the
different local subdivisions, and sometimes independent assess-
ments are made\ﬂfso, the property included in the base may
differ for state and local levies. Only the comparative wealth of
the United States makes such duplication of administration
possible. .
Independent taxes on the same base were exceptional in
Europe, even before the war. Taxes were frequently administered
by local governments as agents of the state, but there was a uni- -
form base and a single levy, even though local additions might
vary in amount, Today, with greater pressure on resources, even
this limited freedom has been abandoned in many countries.
Rates do not vary with local needs; administration is central;
and local governments receive a fixed percentage of the yield.‘
A third method of sharing revenues is through grants-in-aid
from the superior to the inferior government, or *“Tewes” if the
procedure is reversed and the revenue goes from the inferior to
the superior government. In either case the a&u@aﬂjsd&
termined by the central government. This method differs from
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the sharing of sources discussed above, in that the amount paid
corgggﬂonmg_sp\mﬁc tax source and bears no definite relation
fo the yield of specific taxesm'he grant is usually for the support

of a spemﬁed function, whereas the distribution of a given tax
usually originates as compensatlon n fora Qoﬁrcé of f revenue which
the central government has taken from the local goverr{ment. But
the grant may be for general use, as in the case of theufock grant
in England, and the expenditure of a specific tax may be limited,
as in the case of the motor vehicle taxes returned to local govem-
ments in the United States.

In actual practice all three methods of apportioning revenues
among central and local governments are to be found in the tax
systems of different countries. Separatlmls playing
a decreasingly important part in most tax systems, but it is to be
found to some extent even in highly centralized governments.
S’h/aring of sources prevails in most countries, including the
United States and Germany, but whereas in Germany the sharing
is achieved largely by the division of ce_gt_@ﬂz_a_Med
taxes, in the United States it is accomplished for the most part
by levying more or less independent taxes on the same base. The
third method of sharing the same sources, local percentages
added to state taxes, formerly characteristic of many of the sys-
tems of continental Europe, survives, in part, in France and
Italy, but in a number of countries it has been replaced by the
centrally administered tax at a uniform rate, E"he grant-in-aid_is

to be found i ina all these tax systems, but it is most characteristic
of the Enghsh systemJ
Separation of source and independent taxes levied on the
same source are both giving way, even in the United States, to
uniform and centrally administered taxes, which the local gov-
ernments share directly through the distribution of fixed per-
centages or indirectly through grang:iri aid. There are ‘already
several states in this cc country which are turning back to local

governments in one way or another more than half of the tax
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‘revenue that they collect. The federal government, also, is rapidly

developing an important system of grants-in-aid. Centralization
of the tax system is inevitable, and if any ir@ortanm;e
to be retained by local governments they will be supported in-
creasingly by central government funds. It is only a question of
how far and how fast centrally administered taxes should replace
independent local taxes}’.ﬂ) what degree local independence must
be sacrificed to efficiency and economy; and whether once the
transfer of revenues has been made the local governments will
function better with grants-in-aid or shared taxes, or with some
combination of the two. And the possibility that the ultimate
solution may be the transfer of local functions themselves must
always be kept in mind.

Germany and England have been selected for special study of
this problem because both have gone much farther in the cen-
tralization of the tax system than in the centralization of other
governmental functions. Thus they are faced with the distribution
of revenues to underlying governments on a large scale. In the
highly centralized governments of France and Italy the national
governments spend a larger part of their income directly, and
only comparatively small sums are redistributed for local use.
i the United States, while the underlying governments are re-
sponsible for the bulk of public expenditures, they still have at
their disposal important revenue sources, and for the most part
do not depend on_subventions or redistributed revenues for a
large part of their income.

Germany and England offer sharp contrasts in the methods of

"healing with this problem. With resources seriously impaired
and with unprecedented financial burdens following the war,
Germany attempted to meet her obligations by centralizing the
Jax system in the hands of the Reich. Jd'win the consent of the
states it was necessary to compensate them with substantial shares
of the taxes they were giving up. The financial provisions of the
Weimar Constitution and the tax legislation immediately follow-
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ing were frankly compromises in time of emergency. A “per-

manent’ system based on sound financial principles has been
promised; but the time for establishing this system has not yet
come. During the eighteen years which have elapsed since the
adoption of the Weimar Constitution, Germany has passed from
one crisis to another. The early legislation was nullified by infla-
tion, and while inflation wiped out the heavy internal debt it
brought burdens of its own. Heavy reparation payments came
simultaneously with stabilization. A brief period of prosperity
followed stabilization, but it was hardly adequate for the task
before it; for in addition to war burdens the country had an ambi-
tious program of housing and social insurance. The reduction of
reparation payments came only with depression. Each new emer-
gency has brought new compromises, and while elaborate plans
have been made for the final system, the introduction of this
system has been indefinitely postponed.

In spite of many variations in the different German states and
the frequent changes which have been made in both the Reich
and state systems since the adoption of the Weimar Constitution,
the distribution of revenues has been based almost exclusively
on the principle of sharing fixed percentages of specific, centrally
administered taxes, That such a system would work more
smoothly under more favorable conditions can scarcely be ques-
tioned, but both the strength and the weakness of such a system
are more sharply outlined by the strain to which it has been
subjected.

In marked contrast to the German system, the English system
is the outgrowth of well considered plans and is regarded as
permanent in spite of the fact that the Local Government Act of_
1929 was in part mrmoo, has suffered
Irom war burdens and depression, but the financial situation has
never been as acute as in Germany. England has at least been
spared loss of territory, inflation, and reparations. Moreover,
the existence of a unitary government has simplified the problem.
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Fewer compromises have been found necessary; there are fewer

layers of government; and there is one system in place of eighteen

systemsDivision of centrally administered taxes plays no_part

in the English plan. The system is based . entlrely on grants-in-aid,

Wordmg to various measures of need: - The “block

grant” provided by the Local Government Act of 1929 offers a
new departure of particular interest.

It is believed that the experience of England and Germany
may throw some light on the advantages and shortcomings of the
different systems of revenue distribution which will be helpful
in developing systems of aid to local governments in the United
States. It is recognized that the political and economic structure
of the United States differs in many important respects from that
of either Germany or England. But the central problem of re-,
taining some measure of local self-government and arthe same
time achieving local efficiency and responsibility in the expendi-
ture of tax revenues for which local authorities are not respon-
sible to their constituents is the same in all countries.
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THE GERMAN POST-WAR PROBLEM AND ITS
HISTORICAL BACKGROUND

THE problem of allocating available revenues among the differ-
ent claimants has offered peculiar difficulties in Germany. In
the first place the fact that Germany was a federal state compli-
cated the problem.” Not only was there one more layer of govern-
ment to be considered than there would be in a unitary state, but
the division of power between federal and state governments led
to bargaining and compromises which were hardly conducive to
a clear-cut solution of the financial problem4i the second place,
the diverse origin of the constituent states, their varying economic
interests, and the great differences in their size necessarily have
caused friction. At one extreme, Prussia has more than three-
fifths of the area, population, and wealth of the Reich; at the
other extreme, Schaumburg-Lippe has less than one one-thou-
sandth part of the area, population, and wealth. And the smaller
states, some of which are entirely surrounded by Prussian terri-
tory, have not submitted willingly to Prussian domination.

The administrative problem has been complicated by the
fact that the states do not always cover contiguous territory. Not
only are many of the small states completely surrounded by Prus-
sia, but a single small state may represent several disconnected
fragments. Oldenburg is in three widely separated parts. Anhalt
and Brunswick have scattered bits of territory within Prussia;

* All legislative powers of the German states were abolished in January, 1934, as
the final step in the process of subordinating the states to the Reich. Thus Germany
is no longer a federal state and the Lander have been reduced to mere administra-
tive districts. The boundaries of the old states have not yet been changed, however
(July, 1936), and the varying state tax systems of the former states continue. Con-
sequently the Lander are referred to as states in this discussion, and the present
tense is used in so far as the specific conditions referred to still apply.
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and Prussia itself is divided by the Polish corridor and possesses}
enclaves in the southern states. \Potitical unity is dificult under*
such conditions, and the economic unity essential to an eﬁecuve‘
tax system is clearly impossible. Moreover, the local subdivisions'
are many,” and the ultimate commune, which is the most impor-
tant local unit, is extremely small.?

Some efforts have been made to remedy these difficulties. The

Tasre 1 .
SIZE OF COMMUNES IN THE GERMAN STATES

. Average | Average
State Popu:ll:lwn (I;‘m Nu:;;ber Population Area of
square Communes

thousands) miles) Communes? Conun0fums (In square
-~ miles)
Prussia............ 39,934 | 113,036 42,857 932 2.6
Bavaria............ 7,682 29,343 8,025 957 36
Saxony............ 5,197 5,789 2,975 1,747 1.9
Wiirttemberg. . . . ... 2,696 7,532 1,887 1,429 40
Baden............. 2,413 5,819 1,557 1,550 3.7
Thuringia. ......... 1,660 4,535 1,964 845 23
Hesse.............. 1,429 2,970 987 1,448 3.0
Mecklenburg. ...... 805 6,196 1,991 404 31
Oldenburg. ........ 574 2,480 224 2,562 11.0
Brunswick......... 513 1,418 447 1,148 32
Anhalt............. 364 890 298 1,221 3.0
Lippe..t........... 176 469 174 1,012 2.7
Schaumburg-Lippe. . 50 131 83 602 1.6
Hamburg.......... 1,218 160 32 38,063 53
Bremen............ 372 115 17 21,882 6.8
Libeck............ 136 99 38 3,579 2.6
Total............ 65,218 180,982 63,556 1,026 2.8

21933. *1928.

3Tn Prussia the Provins, Regierungsbezirk, Kreis and Gemeinde are to be found
throughout, although the latter two are usually combined, in larger cities, in the
Stadtkreis. Rural circles (Landkreisen) are subdivided into administrative districts
(Amisbezirke) for certain purposes, and often a number of communes will join
together for some specific purpose in Zweckverbinde. The smaller states have fewer
subdivisions.

#See Table 1. In Prussia rural communes (outside cities of 5,000 population and
more) have an average area of between two and three square miles and an average
population of about four hundred. In contrast, the average area of the New York
rural town, which is generally considered to be too small for efficient administration,
is 51 square miles, and the average population is 2,600.
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number of states has been reduced from 26 to 16 since the war;
Saxony and Thuringia traded enclaves in 1928; and the Rhine-
land and Westphalia have been reorganized, reducing the num-
ber of circles from 52 to 38, and combining communes, and even
large cjties, so that Essen, Dortmund and twelve other cities, each
with a’ population in excess of 50,000, form one continuous ter-
ritory with no intervening communes.* Berlin was consolidated
into a single commune in 1920, whereas before that year it had
comprised 94 communes. The local governments of Oldenburg
were completely reorganized in 1933, with a resulting reduction
in the number of jurisdictions and a redistribution of functions.
Other instances can be found, and agitation for super-counties
(Grosskreisen) has made some headway. But the largest part of
the territory continues under the old, complex, needlessly pyra
mided, and hopelessly small political subdivisions.

This study is concerned primarily with the revenue system
under the Weimar Constitution, but the Weimar Constitution was
only one step in the long struggle of the central government for
financial power, which culminated 'w;?the Gleichschaltung
under the National Socialist regime. Whe Weimar Constitution
insured the fiscal supremacy of the Reich over the states, and the
Gleichschaltung removed the last vestige of state financial power.

The first important step in undermining the fiscal independ-
ence of the German states was taken with the formation of the
Customs Union of 1834, when the participating states agreed
to abolish interstate custgms duties and establish a uniform, ex-
ternal tariff. No serious loss of revenues resulted from this step.
The entire amount of customs duties collected was returned to
the states concerned, and any losses occasioned by the abolition
of interstate tolls were soon offset by growing foreign trade{But”
the distribution of these revenues among the several states in
proportion to their population involved a radical reallocation of
revenues, which operated to the disadvantage of those states,

¢ 0. Most, Die Fi lage der Ruhrgebi édte, Jena, 1932, Pt. 1, p. 6.
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notably Prussia, with the greatest per capita imports.’ Other uni-
form taxes were added to the customs duties in later years,
namely, a tax on beet sugar, a salt tax, and a tobacco tax.® All
these taxes were distributed with the customs on a per capita
basis, and the proceeds were used to meet state expenditures for
defense and foreign affairs. The North German Federation of
1867 appropriated all these revenues, in so far as they belonged
to the states comprising the Federation, for the federal treasury
and added taxes on beer and spirits and a stamp tax.”

With the foundation of the Empire in 1871 no radical change
was made in this system. The Reich took over the revenues of the
North German Federation and added a small stamp tax.® The
other members of the Customs Union gave up their per capita
shares in customs, sugar, salt, and tobacco taxes in return for the
Reich’s assumption of the cost of national defense. The southern
states retained their beer and spirits taxes, making special contri-
butions to the Reich in payment for this privilege. The federal
government was given the power of imposing per capita levies
(Matrikularbeitrige) on the states to meet any deficit,? a privi-
lege of which the government availed itself in the first year of
the Empire and did not abandon until 1919.

“fﬁas generally accepted that the Reich should be permitted
to develop the field of indirect taxation and that the state and
local governments should depend mainly on direct taxes,” thas-
establishing a separation of tax systems which would abolish_
overlapping and friction between the two jurisdictions. In this
respect the new federation conformed to the usual practice of

® Prussia’s per capita income from customs duties was 2.31 marks in 1821,
whereas Bavaria’s per capita income from this source, in 1820, was only .90 mark.
A. Wagner, Finanzwissenschaft, Leipzig, 1901, IV, 62, 182.

® The sugar tax came with the renewal of the Customs Union on June 8, 1841;
the salt tax was imposed by law of October 12, 1867; and the tobacco tax by law of
May 26, 1868.

TLaws of July 8, 1868, and June 10, 1869. 8Law of June 8, 1871.

® This, too, was taken over from the financial system of the earlier federation.

* Statements to this effect appear in practically every account of this period.
See, especially, Wagner, op. cit.,, IV, 648 et seq.
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federal states. (Hé state and local governments were not re-
quired, however, to abandon their indirect levies until such time
as they came into direct conflict with Reich taxes; and the Reich
had the power * to levy direct as well as indirect taxes, although
no/direct tax was in fact levied by the Reich for forty years.

uplication of taxes by the two jurisdictions was scrupulously
avoided.

Bismarck had a somewhat different aim. He was eager not to
separate the two systems but rather to reverse the financial posi-
tion of the Reich and the states, making the states dependent on
the Reich for revenue instead of the Reich on the states. To this
end heurged the further development of fgdiré/li@%taxes,
nationalization of the railways, and monopolies of tobacco,
sugar, spirits, and other articles of consumption. This policy had
a double purpose: first, and most importarit, the increase in the
power of the Reich; and second,/a diminution of direct taxes, to
which he was relentlessly opposed.*?

Bismarck met with only limited success at first. Of his earlier
tax program only a paltry tax on playing cards was enacted
into law,”® but in 1879 increases in the customs duties were
coupled with the provision that any excess over 130 million
marks from the customs and tobacco taxes should be returned to
the states on a per capita basis."™ Since the Matrikularbeitrige
remained, this did not in any way impair the fiscal position of
the Reich. If the Reich needed more than the 130 million marks
allotted to it from the customs and tobacco taxes, it recaptured

“ Under the so-called Miquel clause, “solange Reichssteuern nicht eingefiihrt
sind,” Article 70 of the 1871 constitution. This clause originally specified only in-
direct taxes, but this modificition was stricken out by Miquel. (See W. Markull,
Kommentar zum Gesetz iiber den Finanzausgleich, Berlin, 1923, p. 4, and A, Hensel,

Fij leich im Bund. 1922, p. 115.) This clause disappeared with the
amendment of Artxcle 70, May 14, 1904, but the right of the federal government to
levy (g ) taxes was definitely stated.

32 “Sie wissen von mir dass ich ein Gegner der direkten, ein Freund der indirekten
Steuern bin.”~—Reichstagrede vom 22 Februar, 1878, quoted in W. Gerloff, Finanz-
und Zollpolitik des Deutschen Reiches, Jena, 1913.

#Law of July 3, 1878. “ Law of July 15, 1879.
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whatever excess it needed through the Matrikularbeitrige; and if
the entire yield of these customs and tobacco taxes proved inade-
quate, the Reich could levy contributions in excess of the sums
nominally distributed to the states. Thus the Reich seemed to
be insured equally against deficits and surpluses.

In the twenty years that followed, the Reich received a net con-
tribution from the states in six years and made a net contribution
to the states in the other fourteen years, the net contributions to
the states amounting to six times as much as the net contributions
from the states. The gain to the states was between four and five
hundred million marks. While this system simplified the bal-
ancing of the imperial budget and in the long run benefited the
states, a system which distributed large sums of money one year
and made heavy demands on state treasuries the next year ** was
hardly conducive to the reduction of state direct taxes or the
balancing of state budgets. These alternate donations and requi-
sitions did not bulk large enough, however, in most of the state
budgets to create serious disturbances; and while state taxes,
direct and indirect, were for the most part rising, the large and
growing surpluses from public domains, state railways, and
other state industries during this period kept taxes as a whole
comparatively low.*®

The federal government did not rest with the 1879 changes.
On the contrary the development of the financial independence of
the Reich had just begun. In furtherance of Bismarck’s policies a
series of stamp taxes was adopted in 1881," the entire net pro-
ceeds of which were to be added to excess customs duties and
tobacco taxes for distribution to the states. In 1887 a new tax on
spirits was imposed,® extending over the entire Reich and super-
seding the state spirits taxes, which the southern states had re-

* See Table 2.

16 Wagner estimates Reich and state taxes in Prussia, at the end of the nineteenth
century, at 23.8 marks per capita, compared with 32.4 in Italy, 505 in Great Britain
and 61.6 in France. See Wagner, op. cit., IV, 790-91.

M Law of July 1, 1881, B Law of July 24, 1887.



THE GERMAN POST-WAR PROBLEM 23

TagpLE 2

NET GAINS AND LOSSES TO THE STATES FROM IMPERIAL LEVIES
AND TAX DISTRIBUTIONS, 1880-1919 *

(IN MILLIONS OF MARKS)

Year Levies? | Distri- | .. Year Levies | Distri- | ..
(Beginning on |butions | Differ- (Beginning on |butions| Difer-
April f) States [lo States] ¢ April 1) States |to States| °™°¢

1880......... 64 38 | —26 {[1900........] 528 | 509 | —19
1881.........] 85 68c | —17 ([ 1901.......| 571 | 556 | —15
1882.........] 85 84 | —1 |[f1902........ 580 | 556 | —24
1883......... 74 85 | +11 [ 1903........ 566 | 542+ | —24
1884......... 64 | 105 | 441 | 1904..... .. 220 | 196 | —24
1885.........| 103 | 116 | +13 [ 1905........ 213 | 189 | —24
1886.........0 119 | 137 | +18 {{ 1906........[ 230 | 206 | —2¢
1887........| 171 | 1768 | + 5 [[1907........ 227 | 195 | —32
1888......... 208 | 278 | +70 | 1908........] 220 | 195 | —25
1889......... 215 | 355 |4+140 | 1909........{ 169 | 121 | —as8
1890.........| 301 | 379 | 478 | 1910........ 228 | 180 | —48
1891......... 316 | 383 | 467 | 1011........ 212 | 164 | —48
1892.........| 316 | 353 | +37 [l 1912........ 247 | 195 | —52
1893.........] 369 | 339 [ —30 || 1013........ 255 | 203 | —s52
1894......... 385 | 382 [ —3 | 1914........ 246 | 1940 | —52
1895.........| 383 | 400 | +17 [[1915........] 246 | 194 | —52
1896......... 399 | 414 | 415 | 1916........ 246 | 194 | —52
1807.........| 420 | 433 | +13 f{1917........ 246 | 194 | —52
1898......... 455 | 468 | +13 | 1918........ 246 | 194 | —52
1899......... 490 | 477 | —13 | 1919........ a8 | 308 | —18

©1880 to 1911 from W. Gerlofl, Finanz- und Zollpolitik, op. cit. p. 522; 1912 to
1919 from Statistisches Jahrbuch fir das deutsche Reich.

* These figures do not include the special payments by the southern German
states for the privilege of retaining beer and spirits taxes and the postal and tele-
graph service.

¢ Stamp taxes added. * Spirits tax added.

¢ Distribution of customs and tobacco tax discontinued.

! Distribution of stamp taxes discontinued.

? Spirits tax distribution fixed.  Discontinued August 14, 1919,

tained at the time that the Empire was founded. The net proceeds
of thiii??so, were to be distributed to the states on a per capifa
basis.\Fhese changes benefited the Reich treasury, as well as the
treasuries of the states, since increases in Matrikularbeitrige did
not meet with the same opposition when they did not come from
revenues already in the hands of the states. The Matrikularbei-
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trige increased more than sixfold between 1883, the year of the
first distribution of net surplus to the states, and 1898, the year
of the last such distribution.

Unfortunately for the states, Reich expenditures grew very
rapidly with increasing armaments during the nineties; and with
Bismarck no longer controlling and the needs of the central gov-
ernment pressing, the imperial surpluses *® distributed to the
states gave way to increasing deficits, which were met once more
by net requisitions on the stat.

e years just preceding the war were marked by rapid ex-
pansion of federal taxes. In 1902 a new tax on sparkling wines
was imposed for the benefit of the Reich,” and customs duties
were increased,” but this did not reduce the net levy on the
states. In 1904 the nominal distribution of surplus customs and
tobacco taxes was discontinued.? The only effect of this was to
reduce both levies and allotments, since no net income had been
derived by the states from this source since 1898. In a renewed
effort to give the Reich adequate income of its own a series of
new taxes was introduced in 1906: a cigarette tax, taxes on
freight and passenger traffic and automobiles, and taxes on di-
rectors’ fees and on inheritances.?® Also, postal rates and the tax
on beer were increased VIhe inheritance tax bordered on the field
of direct taxation and deFnitely infrin ed on existing state tax
systems. By way of compensation the states, which administered
ihe tax, were allowed to keep one-third of the proceeds and were
guaranteed, in addition, against any loss of revenue from this
change. A further concession was made to the states by limiting

" ¥t should be noted that during the entire period in which these “surpluses”
were being distributed the indebtedness of the Reich was increasing so rapidly
that in only one year, 1889, was the “surplus” revenue distributed to the states
greater than the increase in the debt. The Reich debt in 1898, the last year in
which the states received a net payment from the Reich, was approximately ten
times as much as it had been in 1880, the first year in which the Reich undertook to
distribute excess customs duties and tobacco taxes, i.e., 2,182 million marks as com-
pared with 218 million marks. W. Gerloff, Finanz- und Zollpolitik, op. cit. p. 521.

* Law of May 9, 1902. 2 Law of December 25, 1902.

®Law of May 14, 1904. ® Law of June 3, 1906.
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the net Matrikularbeitrige to forty pfennig per capita. No direct
compensation was offered, however, for the taxes on freight and
passenger traffic, which must to some extent have cut into state
revenues in so far as the states owned the railways.

The Reich found even these new sources of revenue inade-
quate, and in 1909, alarmed by a debt which had more than
doubled in eight years, imposed a series of new taxes.”* These
included new stamp taxes, a new tax on matches and lamps, and
increases in the beer tax and tea and coffee duties. The Reich
encroached further on state tax income by cutting the states’
share of the inheritance tax to one-fourth, discontinuing the dis-
tribution of the stamp taxes altogether, and increasing the net
contributions of the states to eighty pfennig per capita, where
they remained until they were finally discontinued in 1919.
+In 1911 the Reich imposed an unearned increment tax, this
time invading the field of local taxation.® In compensation the
municipalities were allotted 40 percent of the proceeds. The
states were allowed 10 percent, in return for the work of admin-
istering the tax, and the Reich received the remaining 50 percent.
This tax was replaced in 1913 by a periodical property4ncrement
tax—{Besitzsteuer), the first recurring direct tax to be levied by
the Reich. Also in 1913 some new stamp taxes were added, and
the Wehrbeitrag, a single direct tax on property and income, was'
imposed. Finally, the inheritance tax was increased, and the
states’ share in this tax was reduced to one-fif
\/Tﬁ:,, in the years prior to the war, the growing cost of arma-
ments and popular preference for direct taxes led to a wide ex-
pansion of Reich taxes and definite encroachment on state and
local taxing powers. he Reich did not achieve separation of
central and state tax systems; nor did it develop its own tax
sources rapidly enough to keep abreast of rising expenditures. It
never freed itself completely from state contributions; much less

% Laws of July 15 and August 15, 1909.
*Law of February 14, 1911. * Law of July 3, 1913.
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did it make the states financially dependent upon it; and it ac-
cumulated a debt of nearly five billion marks.*

The constitutional power of the Reich to tax was practically
unlimited, but political pressure from the states was strong.
Nevertheless, independent Reich taxes had largely replaced the
Matrikularbeitrige, which declined from 22.5 percent of the
tax income of the Reich in 1878 to 3 percent in 1913.2%Thus the
Reich strengthened its financial position materially, since taxes
once taken over were no longer subject to the same opposition as
varying annual requisitions.

The states, too, probably gained. While there might be a cer-
tain amount of rivalry between the two governments, the citizens
and the taxable wealth of Reich and states were one and the
same. The Reich was performing useful functions, which would
otherwise have fallen on the states, and the only question could
be as to the appropriateness of the division of functions between
the two jurisdictions. Assuming that this was satisfactory and that
the Reich must be supplied, in consequence, with a certain in-
come, the advantage of uniform Reich taxes over per capita
requisitions from general state revenues can hardly be ques-
tioned, although the benefit accrued primarily to the poorer

states

\)Xéen the Reich entered the field of state and local taxes it did
not duplicate these taxes; it replaced them. There was no real
double taxation.? %sthe states lost in independent taxing
powers; but in view of the gains accruing from uniform taxation
it seems probable that their actual revenues were impaired less
by the loss of certain taxes than they would have been by per
capita levies of equal size. In any case, the financial position of
most of the states was more than satisfactory. Surplus revenues

74,802 million marks, or 74 marks per capita, March 31, 1913.

*®W. Gerloff, “Der Staatshaushalt und der Finanz-system Deutschlands,” Hand-
buch der Finanzwissenschaft, Tiibingen, 1929, III, 27.

* No express prohibition was placed on state taxation of directors’ fees (1906)
and matches and lamps (1909), but no important state taxes, if any, existed on
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from state industries almost equialled tax revenues in Prussia,
and in some of the smaller states such earnings exceeded taxes.
Only Hesse suffered serious losses from its property and indus-
tries.’® Some of the states had substantial surpluses at the end of
the fiscal year 1913-14, and only Hesse and Bremen had any

important deficit.

1%3 governments, too, were for the most part in a satisfactory
financial condition. They obtained 12.8 percent of their net rev-
enue (defining net revenue to be that from taxes and net earnings
of municipal property and industries) from excess earnings of
municipal properties and industries in 1913-14; and at the end
of the year surpluses overbalanced deficits by appreciable
amounts. State and local taxes combined amounted to a little
less than 43 marks per capita. Debts were growing but for the
most part were not excessive, and a substantial part of the pro-
ceeds of loans was applied to productive industries.

e growing centralization of financial power and the increas-
ing co-ordination of tax systems which accompanied it were re-
flected in state and local fiscal relations as well as in the federal
and state adjustments. Wide variations were still to be found
among the different state and local systems of pre-war Germany.
Even within a single state, local authorities were often granted
a generous range of tax bases and Lﬂes)ﬂdtheless, the process
of centralization is apparent, and a certain degree of regimenta-
tion of local taxes is to be found toward the end of the pre-war
period.

Both the diversity of tax systems and the tendency toward

these. The law of 1906 expressly permitted state fees for identification of freight
and regulation of sutomobiles. Also state surtaxes on inheritances (1906), and local
surtaxes on property increments (1911), were permitted within definite limits.
These are mnot, however, strictly duplicate taxes. For the rest, state taxes on the
same bases as Reich taxes were expressly prohibited. Hensel, op. cit., pp. 125-28.

¥ The percentage of surplus earnings and taxes combined represented by earn-
ings was as follows for 1913-14: Prussia 45.3, Bavaria 29.5, Saxony 21.5, Wiirttem-
berg 18.7, Baden 15.7, Thiiringia 39.0, Mecklenburg-Schwerin 61.1, other states
(excluding Hesse and the Hanseatio cities) 44.9. Computed from data in Einzel-
schrift zur Statistik des deutschen Reichs, No. 10.
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centralization and uniformity can be illustrated by a brief ac-
count of the systems in the three most important states. Saxony,
at one extreme, gave the local governments wide powers of tax-
ation. Bavaria, at the other extreme, tended to limit the local
authorities to additions to state taxes. And Prussia developed a
mixed system of independent local taxes and local additions to
state taxes.® Saxony, a comparatively wealthy and densely popu-
lated industrial state, had the highest per capita taxes and the
highest per capita taxpaying ability of any of the three states.
Bavaria, a relatively poor agricultural state, had slightly higher
taxes per capita than Prussia, but lower taxpaying ability than
either Prussia or Saxony. This ig indicated by the figures in
Table 3.
TasLE 3

COMPARATIVE FIGURES OF POPULATION, INCOME, PROPERTY, AND
TAXES FOR PRUSSIA, BAVARIA AND SAXONY, 1913

PERCENTAGE OF DEFENSE

Percentage | Densily of LEVY I;e{agap n:lia
Stale of Popu- | Population ana.
lalions (Per qkm)a From From Local Tazes
Incomed | Propertyds | Unmarks)

Prussia....... 61.9 115 60.0 62.0 40.4¢
Bavaria....... 10.6 91 6.4 8.2 40.7¢
Saxony. ...... 74 321 9.9 3.8 42.4¢
All states. . ... 100.0 120 100.0 100.0 41.4¢

® Statistisches Jahrbuch fiir das deutsche Reich. Figures are for 1910.

% A. Jessen, “Der deutsche Finanzausgleich in Theorie und Praxis,” Vierteljahres-
schrift fiir Steuer- und Finanzrecht, 6 Jahrg., 1932, Pt. 3, p. 695.

° Computed from data in Sonderbeilage zu Wirtschaft und Statistik, 9 Jahrg.,
1929, No. 1, p. 4. ¢ Jessen, op. cit., p. 666.

In the early part of the nineteenth century the principal direct
taxes in Saxony were taxes on land and buildings for property
owners, and personal and trade taxes for others.*® These taxes
were supplemented by a large number of consumption taxes and

® Markull, op. cit, p. 8. .
% See Wagner, op. cit., IV, 97 et seq., for an account of the nineteenth-century
tax system of Saxony.
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a salt monopoly, which, combined, yielded more revenues than
the direct taxes.,Af income tax was introduced in 1874.* This
income tax was revised in 1878 and made the principal tax of the
state system,* yielding more than half of all state tax revenues
in the year following. The state tax on land was reduced at the
same time to four-ninths of the former rate,” and it produced
only 15 percent of state tax revenues in 1879. The substantial
yield of the income tax enabled the state to give up or to reduce
other taxes in the years that followed, and by 1896 the state was
obtaining more than two-thirds of its tax revenues from this
source. The income tax was revised in 1900, and again in 1902,
but its importance as the central tax of the state system continued.
It was supplying four-fifths (82.0 percent) of all state tax rev-
enues in 1913.
No-serious attempt was made to unify local tax systems, or
to co-ordinate them with state taxes until just before the war.
governments were permitted to levy surtaxes on the state
incomie tax and on the other state direct taxes almost at will. Or
mvy independent taxes-on-property—and_income if
they-preferred. State consent was sometimes required for new
taxes or for higher rates for old taxes, but very few real restric-
tions were imposed. In 1890, 59 of the 142 cities levying income
taxes were levying them on the state base, while the remaining
83 cities had independent taxes.*” In 1910 only 27 cities are
reported as levying additions \éo/!he state base.*® All the large
cities had independent taxes.'Some of these independent taxes
were combined with a _poll.or property tax; others were not.
Among the rural communes there was similar variation. About
two-fifths of such communes imposed income taxes in 1890.*° Of

® Law of December 22, 1874. % Law of July 2, 1878.

® Law of July 3, 1878. * Laws of July 24, 1900, and July 2, 1902.

» Wagner, op. cit., p. 132. Quoted from J. N , Zur Gemeindest Reform
in Deutschland, Tiibingen, 1895

# “Begriindung zum sichsi Gemeind gesetzentwurf vom 30 November

1911.” Finanz-Archiv, XXXI (1914), 779.
+ ® Wagner, op. cit., IV, 132.
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these, the larger number, nearly two-thirds, took advantage of the
state base and the remainder levied independent taxes. In 1901
more than half the communes, including most of the larger ones,
were levying income taxes, and three-fourths of such taxes were
imposed on the state base.* v
There was no greater uniformity in the local land and building
. taxes. Rural communes tended to take advantage of the state
base, as in the case of the income tax, and cities tended to levy
independent and widely differing taxes. Taxes on real estate and
business were not used, however, to the same extent as income
taxes. Indirect taxes offered wide scope for individual initiative,
but among these only the beer tax was in general use.*

WNor was this the end of local financial anarchy. There was
complete separation of the finances of overlapping local jurisdic-
tions. Rates for general local government, poor rates, school
rates, church rates, and occasionally fire rates were levied inde-
pendently~Sofnetimes these were all pyramided upon the same

_base. Sometimes the separate administrations exploited exclusive
sources of revenue. Entertainment and dog taxes, for instance,
were often reserved for poor districts; but taxes on transfer of
property were available to poor, school, church, and fire districts
alike.*? Only the facts that the state was comparatively wealthy
and that taxes as a whole were not especially burdensome made
this variegated local tax system possible.

Municipalities, in practice, obtained most of their revenue
from the income tax and made little use of the multiplicity of
other taxes at their disposal. In 1913, 78 percent of all local

7

taxes came from this single source. Some cities were depending
on it for more than 90 percent of their tax revenue.*® Wzie) state’s
attempt to substitute income taxes for other direct taxes had been
far too successful; and a thorough revision of local tax systems,
not unlike that in Prussia twenty years earlier, resulted.

“ “Begriindung zum sichsischen Gemeindesteuergesetzentwurf,” op. cit., p. 779.
@ Wagner, op. cit., IV, 130. “ Wagner, op. cit., IV, 128.
© “Begriindung zum siichsischen Gemeindesteuergesetzentwurf,” op. cit., p. 808.
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Jhe commune taxation law of 1913 * endeavored to check this
excessive dependence on the income tax by specifying that not
more than 85 percent of local tax revenues might be!obtained
from this source;\that the land and building taxes must be used
in every commune levying direct taxes; and that the proceeds of
such taxes should equal at least 7.5 percent (or 30 percent if no
income tax is levied) of the commune’s tax revenues. It also
required the levy of a tax on the sale of real estate at a rate of one
or two percent of the value of land.*® This was to replace any
existing local taxes on the transfer of real estate. The law speci-
fied, further, that unless the public interest were endangered the
cost of communal industries, including interest and amortization,
should be covered from the income of such industries and pro-
vided for optional taxes on local industries. Finally, it provided
that no new poll taxes should be introduced and that beginning
in 1918 the old ones should be discontinued. These provisions
applied to church and school districts, as well as to other local
tax authorities. Even these restrictions left the municipalities
with a large measure of financial independence, although they
did insuyre a certain balance of taxes in every jurisdiction.

@e’ state gave local governments substantial aid toward the
cos - tions, either through subventions or through
direct state expenditure. Small subventions were introduced for
highways in 1870,*® and for teachers’ salaries in 1873.*" Other
school subventions followed, and beginning in 1886 the state
turned over to the school districts half the proceeds of the state
land tax.*® In 1913-14 state taxes amounted to 46 percent of
state and local taxes combined, approximately the same per-
centage as in Bavaria (with 44 percent), but a much larger pro-
portion than in Prussia, where state taxes amounted to only 29

“Law of July 11, 1913.

% The rate might be reduced below one percent in case the yield of the tax
exceeded 15 percent of the communal tax needs.

® Law of January 12, 1870.

“ Law of April 26, 1873.

“ Law of March 27, 1886.
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percent.*® This same year the state was meeting approximately
one-third of the cost of common schools, police, highways, health,
and welfare and approximately two-thirds of the cost of higher
education.’® Much of this was dix at ndityre, however,
rather than subventions to local governments.The state was
exercising comparatively little control over local finances, and
it was not using state aid in any marked degree to control other
local functions.

Bavaria, a predominantly agricultural state, was poorer than
either Saxony or Prussia. It obtained a considerable income
from its forests, however, in the pre-war period; and, thanks
largely to this fact, it relied on taxes for a slightly smaller pro-
portion of state and local income than did Saxony.™

When the new Kingdom of Bavaria was established, at the
beginning of the nineteenth century, it inherited a diversity of
taxes.”” Unification began almost at once. Uniform ‘state taxes
on land and houses and a class tax on trade were established in
1808.% These taxes were revised from time to time, and new
taxes on capital and general income were added in 1848.>* The
latter was converted into a classified income tax in 1856,%® and
the general income tax was not re-established until 1912.%

Space cannot be given here to the many additions and revisions
of state taxes, but one distinctive feature of the Bavarian tax
system, as contrasted with those of Prussia and Saxony, should
be noted. When the Reich was formed, Bavaria retained her tax
on beer; and while she paid a substantial sum to the Reich for

® Computed from data in Einzelschrift zur Statistik des deutschen Reichs, No. 10.

% Sonderbeilage zu Wirtschaft und Statistik, op. cit., pp. 23-25.

% Bavaria obtained from state and local property in 1913-14, 22 percent of its
income from taxes and surplus property earnings combined. Saxony obtained only
20 percent from this source. Prussia, however, obtained 26 percent. Einzelschrift
No. 10., op. cit. )

Wagner states that there were 607 different direct taxes, including 114 different
land taxes. Wagner, op. cit., TV, 139.

® Laws of May 13 and November 25, 1808.

% Law of June 4, 1848. % Law of May 31, 1856.

= Law of August 14, 1910, effective January 1, 1912.
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this privilege, she kept about two-thirds of the yield for her own
use. This amounted to about three-fifths as much as the state in-
come tax in 1913 and almost half as much as all the state direct
taxes combined.

The local tax system was very closely tied to that of the state.
In 1913, 90 percent of local tax revenues came from local addi-
tions to state taxes. Most of the independent local taxes were
consumption taxes, the beer tax overshadowing all the others.
Except for small “paving” taxes, independent local direct taxes
were unknown. The circles and districts obtained all their tax
revenues from local additions to state taxes and received substan-
tial state aid in addition, mostly for schools. In the case of the
circles, state aid supplied one-fourth (25.4 percent in 1905) of
their income.”” Communes received no state aid. Tax income was
supplemented, however, by substantial surpluses earned by
municipally owned industries and property.

In 1910 the local additions to ‘state taxes were restricted to
uniform percentages of statetaxes. These restrictions were made
even more stringent in 1918.°® To what extent the extreme de-
pendence of the local financial systems on that of the state re-
sulted from the relatively unfavorable economic position of Ba-
varia, as compared with Prussia and Saxony, it is impossible to
say; but the pressure on tax sources does not seem to have been
great. The proportion of state and local expenditures going to
debt service was higher in Bavaria than in the other two states
in 1913-14, but not materially higher than in Prussia; and Ba-
varia’s per capita taxes were lower than those of Saxony. More-
over, Bavaria was enjoying surpluses no less than the other
states.”® That Bavaria, starting with a kaleidoscopic tax system,

®J, Conrad, Grundriss zum Studium der politischen Okonomie, Jena, 1909, II,
220-21.

®G. Schanz, “Der Finanzausgleich zwischen Reich und Lindern und der inner-
bayrische Finanzausgleich,” Finanz-Archiv, XLIV, 692.—Laws of August 14, 1910
and August 11, 1918. ]

® Gerloff, Finanz- und Zollpolitik, op. cit., p. 371, and Einzelschrift No. 10, op. cit.
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should have developed a uniform and closely knit system in the
course of the nineteenth century, while Saxony, with a less varied
inheritance, should have fostered diversity, cannot be attributed
solely to differences in wealth, although this was undoubtedly a
contributing factor.

The complex origin of the Prussian state resulted, in its early
history, in an aggregation of taxes which can hardly be dignified
by the name system, a situation similar to that in Bavaria. At
the opening of the nineteenth century even state taxes differed
in cities and in rural areas. A series of excises on consumption
and exchange were levied in the cities, and a crude land tax,
der Kontribution, in rural regions. Local taxes were small, but
varied. They were found for the most part in the larger towns
and differed widely from province to province.*

In the three-quarters of a century from 1820 to 1893 Prussia
developed from this heterogeneity of taxes a carefully planned
and closely integrated system of state and local taxation. At the
beginning of this period, as a result of von Stein’s 1808 reforms,
the towns had almost complete independence in matters of tax-
ation. But this freedam was short-lived. Local tax powers had
been severely limited during the eighteenth century, and a new
series of restrictions was built up in the course of the nineteenth
century. The right to levy local additions to state taxes was re-
stricted in 1820, and later legislation defined a narrow sphere
within which local tax powers might be exercised. The state pre-
scribed the form of the local additions to state taxes, and the
taxes to which such surcharges might be added. Moreover, state
consent was required for levies in excess of certain stated maxima
and for the introduction of independent local taxes.*® These re-
strictions were in the interest of a uniform and equitable tax
system, however, rather than for the purpose of limiting local
revenues, and local governments were nd¥ seriously handicapped

® For an account of the Prussian taxes of this early period see Wagner, op. cit.,
IV, 14-36, 69-77.
® Law of May 30, 1820. ® Wagner, op. cit,, IV, 70.
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by them. On the contrary, they benefited very definitely from lu-
crative taxes which would have been beyond their reach in the
absence of state control. In the latter part of the nineteenth cen-
tury approximately four-fifths of local revenues from taxes and
fees came from additions to the state taxes on income, land,
buildings, and trade. In fact, most of such revenues were from
the income tax alone.*”® ‘

In the hope of decreasing local dependence on the income tax
a thoroughgoing reform of the tax system was made in 1893.%
The state turned over the taxes on land, buildings, and trade to
the localities, although the state continued to fix the bases of
these taxes and to control the local rates. Local additions to the
income tax were still permitted, but these were more narrowly -
limited, and it was required that they bear a definite relation to
the amount of land, building, and trade taxes levied. Further,

the municipalities were instructed to levy fees and special assess-

ments as far as possible to meet expenditures which conferred
specml benefits; and while they were not definitely required to

operate municipal industries at a profit, state officials were given
the power to interfere when such industries were operated at a
loss.

The effect of these changes was to decrease local additionsto.
the income tax from 143 to 105 million marks between 1894 and
1895 and to increase land, building, and trade taxes froin 28 to
82 million marks, thus iricreasing total local revenues from direct
taxes. Local revenues from all taxes, fees, and assessments in-
creased from 206 million marks in 1894 to 236 million marks
in 1895.® Again local governments had been aided, rather than
hampered, by new state regulations.

Taxpayer and government alike profited from a uniform and

® Wagner, op. cit., IV 92.93.

“Law of July 14, 1893, effective 1895. Wagner, op. cit., IV, 78 et seq. Prior to
this, in 1891, the state had revised its income and business taxes and introduced a
collateral inheritance tax in place of the old probate duties (laws of June 19 and
June 24, 1891). A new property tax for state purposes was introduced in 1893
(law of July 14, 1893). % Wagner, op. cit, IV, 92-93.
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ell-balanced tax system which centered in_a progressive inco
Jtax and/w
kinds were reasonable in amount. They were increasing, to be
sure, but large surpluses from the Prussian railway and other
state apd municipal industries * kept the per capita burden
lowey'than in other European countries.®
e state gave the local governments substantia] grants-in-aid,
in addition to providing uniform bases for their taxes.”® These
grants varied from fixed sums, Dotationen, for general purposes
to subventi i —the amount of which de-
pended on some measure of need. Small amounts of state aid for
schools were given before 1850, and by an act of 1850 the state
took over the administration and expenses of the police in many
of the larger cities. A distribution of state funds for general pur-
poses was first made to the provinces in 1868, and by 1875 these
Dotationen to provinces and rural circles had reached 15 million
marks.” In addition to these sums for general use, nearly 19
million marks were given for roads, and smaller sums were
distributed for other specific purposes. These supplied a sub-
stantial part of province and circle needs.. Unlike school and
police subventions, these sums were fixed in amount and re-
mained unchanged until 1902, when they were increased by
10 million marks: 7 million for poor relief and 3 million for
highways.™

® All indirect taxes combined, excluding inheritance and increment taxes,
amounted to 7.1 percent of state and local tax revenues in 1913-14. Consumption
taxes, which were used exclusively by local governments, amounted to 3.5 percent
of local tax revenues. Einzelschrift No. 10, op. cit. The income tax was not, of
course, steeply progressive, as in later years.

*In 1913-14 nearly half the revenue for general state purposes in Prussia came
from surpluses earned by the state railways, mines and forests, and other state
property; and 14 percent of such revenue for local use came from municipal prop-
erty and industries. Einzelschrift No. 10, op. cit. °

* Wagner, op. cit.,, IV, 790-91.

® A comprehensive account of these grants is to be found in J. Watson Grice,
National and Local Finance, London, 1910, chs. xv-xvi. See also R. von Kaufmann,
Die Kommunalfinanzen, Leipzig, 1906.

* Kaufmann, op. cit., II, 429. % Law of June 2, 1902.

" These Dotationen met more than half (58 percent) the provincial expendi-
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State aid for education and police, partly in the form of sub-
ventions and partly in the form of direct state expenditures, in-
creased very rapidly. By 1913 local governments were contrib-
uting to the support of state police, and the state government was -
contributing to the support of local police. State contributions ac-
counted for approximately half (49.5 percent) of the total net
cost *® of police. There were between fifteen and twenty education
grants in 1913, meeting one-third (33.4 percent) of the net cost of
common schools, and a substantial share of the cost of higher
education.™

e origin and purpose of these state grants was widely varied.

me were to meet the co ew duties imposed by the state,
others to stimulate local initiative and improve the efficiency of
local administration, and still others to equalize the burden of
governmental costs in poor districts. The methods of distribution
were equally varied. Some were flat amounts, fixed originally
to equal the estimated cost of a required service. But flat sums
paid to a province were often redistributed to the circles within
the province on the basis of population, or, in so far as the money
was intended for highways, in proportion to area. Police subven-
tions, beginning in 1908, were a fixed percentage of the cost;™
and school subventions were in part in proportion to school
children in average daily attendance, in part to meet the differ-
ence between the yield of a fixed tax and a fixed sum, and in
part according to other criteria. That part of the 10 million
mark Dotation of 1902 that was distributed by the provinces to
the circles was allocated, one-third in proportion to population,

tures in 1887-88 (Kaufmann, op. cit., II, 430). In 1913 they were still important,
providing 36 percent of the tax income of the provinces. (B. Skrodzki, “Die Steuer-
einnahmen des Freistaates Preussens,” Zeitschrift des preussischen statistischen
Landesamts, 68 Jahrg., Pts. 3-4, 1929, p. 331.) They were of less importance in circle
finance, meeting 18 percent of the expenditures of rural circles in 1877, and 7
percent in 1908. (W. Rath, Stadt und Kreis, 1928, pp. 82-83.)

"™ Net cost, Zuschussbedarf, is taken to be that part falling on the tax revenue.
Sonderbeilage zu Wirtschaft und Statistik, op. cit., p. 10. “ Idem.

"™ The percentage of costs met from state funds was larger for state police than
for local police.
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one-third in inverse proportion to the per capita state income
tax, and one-third in proportion to the ratio of the income tax
to local direct taxes.
Thus Prussia experimented with a wide variety of aids to local
governments. But the distribution of a fixed proportion
yield of a specific tax, the form of aid that has overshadowed all
others since the war, was unknown except for one brief experi-
ment. Beginning in 1886 " the state distributed the excess over
15 million marks of its share of imperial customs duties from
cattle and agricultural products to the circles, one-third in pro-
portion to population, and two-thirds in proportion to the pro-
ceeds of the land and building taxes. Most of the sums distributed
(42.5 out of 49.5 million marks between 1886 and 1889) went
to rural circles. The measure was designed as an aid to agricul-
ture—compensation for the failure of the tariff to exclude com-
pletely foreign agricultural products. It was intended that circle
- taxes should be reduced to correspond to the increase in revenues
from this new source. This was achieved only in moderate degree.
While the tax levies of the rural circles declined 18 percent be-
tween 1885 and 1889, the revenues from local taxes and customs
combined increased 68 percent. Thus any gains which may have
accrued to the owners of agricultural land came in the form of
increased governmental services, rather than in tax reductions.
The gains to the cities from this measure were negligible; and
it was in the cities that tax rates were highest. This single pre-war
attempt, in Germany, to distribute the varying yield of a specific
tax to local governments, can hardly be regarded as successful.
It was abandoned with the reforms of 1893.7
Altogether the state paid 318 million marks into local treas-
uries in 1913-14. This sum met 13 percent of local government
costs. The entire tax income of Prussia was only 537 million
marks in 1913-14. Thus three-fifths of the state taxes were re-
turned to local governments. If one deducts, further, the 35 mil-
¥ Law of May 14, 1885. " Kaufmann, op. cit., IT, 425; Rath, op. cit., pp. 54-55.
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lion marks paid to the Reich in Matrikularbeitrége, it is apparent
that only about one-third of Prussia’s tax revenue was used for
the support of the state government.™
Comparﬂinﬁ}hé tax systems of these three states, as they existed
in 1913, Prussia left a larger share of the support of govern-
mental functions to the local governments than did either Saxony
or Bavaria. This is to be expected, in view of its greater size.
To some extent it compensated the local governments for this hy
an@}t,egije_ayﬂem_of_ajdgm even with these a much larger
proportion of costs wds met from local resources than in the
other two states. The Prussian communes had-wider powers of
taxation than had those of Bavaria. Not only were they less rig-
idly limited in the amount of local additions to state taxes which
they could levy, but they could, with state consent, levy independ-
ent local taxes on income and property. They would seem not to
have taken advantage of this latter provision, however. As far as
can be ascertained practically all the direct taxes were levied on
the state bases, and, as in Bavaria, nine-tenths of all local taxes
came from local levies on state bases. The difference between the
two states lies in the greater restrictions on the amount of local
additions to state taxes in Bavaria, and the potential, if unde-
veloped, independent municipal taxes in Prussia. The Saxon
communes, in sharp contrast to those of Prussia and Bavaria,
probably obtained more than half their tax revenues from inde-
pendent taxes.”
ependence on the income tax is striking in all three states. In
wealthy Saxony it produced more than three-fourths of state and
local revenues. In Prussia, thanks to the 1893 reforms, it was
reduced to a little less than half the local taxes, but continued to
supply the state with approximately three-fourths of its income.

" Only 21 percent of state expenditures, including expenditures for industries,
were covered by state taxes in 1913-14, owing to the large earnings of the Prussian
railways and the public domain.

™The exact amount has not been found, but all direct taxes were independent
in the five largest cities, in the majority of the smaller cities, and in a substantial
number of rural communes.
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Bavaria, as is to be expected in an agricultural state, leaned more
heavily on real estate taxes, obtaining approximately one-fifth
of its state and local revenue from this source. Also it obtained
substantial revenues from the state beer tax, a source not avail-
able to Prussia and Saxony. Even so, 46 percent of state and
local taxes came from the income tax in 1913-14.

The other German states showed no important variation from
these types.All built the local tax system in some degree on
state basessXlmost all gave local governments a large degree of
independence in-taxationMnd all had established the income
tax as the backbone of thejr systems, depending on it for from
two-fifths to four-fifths of state and local tax revenue.* In the
smaller states the state government tended to administer and
support directly a larger proportion of governmental functions,
and grants-in-aid were used correspondingly less. No state had
developed grants to the extent that Prussia had. There is almost
no trace in any of the state systems of a centrally administered
tax having been distributed, as such, to underlying divisions.

Many of the essential characteristics of the pre-war state and
local tax systems disappeared as a result of the provisions of
the Weimar Constitution. State and local governments were de-
prived altogether of what had been the central tax of their sys-
tems, the income tax; and local governments, which in most states
had had considerable independence in matters of taxation, were
severely restricted in their taxing powers. The outstanding fea-
tures of the post-war system, the central administration of most
of the important taxes and the redistribution of fixed percentages
of the yield to underlying jurisdictions, were practically un-
known to the pre-war governments.

The relation of Reich to state taxes was little altered during
the war. The Reich made no move to increase taxes until 1916,
although tax yields had dropped below normal and the usual

® Income taxes provided 68 percent of all state tax revenue and 52 percent of all
local tax revenue in 1913-14.
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TasLe 4

STATE AND LOCAL TAXES IN SAXONY, BAVARIA,
AND PRUSSIA, 1913-14°

SAXONY BAVARIA PRUSSIA
Tax
Totall Stale ILacal Totall State ILot_:al Totall State |Local
MILLION MARKS ’
Income tax. ........... 160 72 88 130 57| 72| 818] 340| 478
All direct taxes........ 185 83| 102| 215 76| 138(1,290{ 403 887
Alltaxes.............. 207 95| 112| 284 128] 156{1,452| 467 984
PERCENTAGE OF ALL TAXES
Income tax............ 7 76| 78 46/ 45 47 56| 72 49
All direct taxes........ 89 88| 91 76 59 89 89 86 90
Alltaxes.............. 100 100 100} 100 100/ 100, 100{ 100} 100

® Computed from data in Einzelschrift zur Statistik des deutschen Reicks, No. 6.
To facilitate comparisons with post-war years these figures have been reduced to
allow for losses in territory.

surpluses from imperial industries had given way to deficits.
‘When taxes were finally imposed, beginning in 1916, they took
the form of profits and turnover taxes, and new and increased
consumption taxes, none of which interfered directly with state
and local revenues.® But the failure to impose adequate taxes
left the Reich in an embarrassed position and was an important
cause of its complete absorption of the tax power in 1919.

# The state, however, was given a share in turnover taxes.
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DIVISION OF TAXES BETWEEN THE REICH AND THE
STATES UNDER THE WEIMAR CONSTITUTION

THE Weimar Constitution, adopted August 11, 1919, brought
drastic changes in the distribution of tax powers among federal,
state, and local governments. In fact, to such an extent were the
powers of the Reich increased at the expense of the states, that it
has been questioned whether Germany continued to be a federal
state. The states retained a considerable sphere of independence,
but at the pleasure of the Reich. It is significant that the Staaten
of the Constitution of 1871 become Lénder in the Constitution of
1919. The final reduction of the states to mere administrative
districts in 1933 and 1934 would seem to be the logical outcome
of the measures taken in 1919,

The Weimar Constitution gives the Reich jurisdiction over all
taxes and income, in so far as it may claim them for its own use
(Article 8). Further, the Reich may refuse the states the right to
levy taxes on the same bases as Reich taxes or to levy taxes which
might in any way impair the income of the Reich (Article 11).
The Reich is given the right, also, to administer its own taxes
(Article 11) and to control the financial administration of state
and local governments, in so far as this is required for the uni-
form execution of national fiscal laws (Article 84).

The fiscal position of state and local governments is protected
to the extent that the Reich must compensate these governments
if it deprives them of former sources of revenue (Article 8), and
it may not impose new duties on the underlying governments
without at the same time providing them with new means of meet-
ing the cost of such activities (Article 54). These provisions
insure a limited income to state and local governments, but they
offer no real guarantee of adequate income or any independence
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in adjusting income to needs. Moreover, any concessions the
Reich may have made to state and local independence elsewhere
in the Constitution, it recaptures in the emergency powers con-
ferred by Article 48, which makes possible the emergency de-
crees that in recent years have replaced normal legislative
procedure.

This increased financial centralization was not achieved with-
out opposition from the states; but the pressure for centralization
was great. The financial situation was acute, and only through
uniform and centrally administered taxes could the Reich hope
to meet its heavy obligations from its depleted resources. More-
over, financial considerations were not the only factors in the
larger problem of political unity. Erzberger, in his first speech
as Minister of Finance, on July 8, 1919, warned of the danger
of communism and concluded that the fiscal sovereignty of the
Reich was the foundation for the rebuilding of the German
nation. The new government stood in need of all the unifying
forces it could muster. Financial centralization was an important
step to this end.? ' ' ‘

Thus the financial position of the Reich and the states was
reversed. The states were now dependent on the Reich, where
before the Reich had been dependent on the states. Bismarck’s
dream of a powerful central government had at last been real-
ized—under a republic. That the jealously guarded local inde-
pendence achieved under a monarchy should have been lost
under a republic seems a strange twist of fate. But the importance
of local independence was, perhaps, minimized by the increased
popular control of the central government itself.

The constitutional provision that the Reich must compensate

* Article 48 provides, among other things, that if a state fails to cairy out the
duties imposed upon it by the national constitution or national laws, the President
of the Reich may compel performance with the aid of armed force; and that if the
public order and safety be seriously disturbed or threatened, the President of the
Reich may take the necessary measures to restore it.

*For a comparison of the proportion of the tax revenues administered by the
Reich and the state and local governments, respectively, see Appendix, Table 30,
p. 349,
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the states for' any sources of revenue of which it might deprive
them pointed to the return of taxes where they were collected,
rather than to any redistribution of revenues to equalize burdens
and resources. And this was the guiding principle in the redis-
“ribution of tax revenues that followed. Difficulties immediately
presented themselves, however. Tax rates and tax bases had been
radically changed during the war, and the Reich had no thought
of serving merely as the administrative agent of the states; it
planned to keep a substantial share of the necessary tax yield for
its own needs. Thus the proportion of the tax revenues to be
returned became, immediately, an important issue.

The revenue obtained by state and local governments from
:ax yields in the past offered the best measure of the amount
which these governments were losing, but this had serious limita-
ions as a standard for future tax distributions. The war years
were clearly abnormal, and a pre-war standard would scarcely
apply. Changes had been rapid. Population, wealth, and even
:erritory, were no longer the same. Needs had accumulated dur-
ing the lean years of the war. Further, the states and cities, with
their financial independence, had exploited available resources
very differently. Consequently, a fixed percentage of the Reich
income tax would bear widely differing relations, in different
sommunities, to the yield of the former state and local taxes and
lo current needs. As a result, the Reich, while basing its redis-
iribution primarily on yield, was from the first involved in the
problem of equalization.

The work of building up a new tax system was begun immedi-
ately upon the adoption of the Constitution and the basic features
of the new system were established before the next fiscal year
had begun. The administration of Reich taxes by Reich officials
was provided by a law of September 10, 1919, and the State Tax
Law of March 30, 1920, incorporated much of the preceding
legislation and outlined the entire system of state and local
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taxation.® The wishes of the states were consulted in drafting
these laws, but there seems to have been little agreement among
them.*

Drastic changes in state and local tax systems followed. When
Erzberger was asked what tax powers had been left to state and
local governments, he is said to have replied, “The almost un-
limited right to find new taxes.” ° Nevertheless, the resulting
financial position of the state and local governments should not
have been difficult. They were deprived of the income taxes,
which had provided them with more than half their tax revenues
in pre-war years, but two-thirds of the new income and corpora-
tion taxes, which, on the whole, were much higher than the old
taxes, were to be returned to the state and local governments.
Whether this change brought losses or gains in individual cases
depended on the extent of their former taxes; but it is safe to say
that any general loss lay in the inability of individual govern-
ments to adapt their income from this source to needs, rather
than in a net loss of revenue for state and local governments as
a whole.

The states were deprived, further, of the beer tax, which had
been appropriated by the Reich in 1918. This meant a substantial
loss of revenues to the southern states, for which they were prob-
ably not fully compensated by the special indemnities, based on
pre-war production, which the Reich paid, beginning in 1919.°
The local governments retained the right of levying retail taxes
on beer and other beverages. The Reich took over the administra-

3See Appendix, Chart 4, pp. 324 et seq.; of this and subsequent laws regarding
the distribution of Reich-administered taxes to state and local governments.

¢ Markull, op. cit., pp. 18-20.

5W. Gerloff, “Schwebende Fragen des Finanzausgleichs,” Schriftenreihe des
deutschen Stidtetages, Berlin, 1928, No. 5.

°®The percentage of total collections allocated to Bavaria yielded less in 1924
than Bavaria’s 1913 revenue from this source. The same percentage of the 1925

yield came to practically the same amount as Bavaria’s 1913 beer tax, but in 1925
the Reich bhad reduced the maximum that Bavaria could receive to about half this

amount,
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tion of the inheritance tax and abolished the privilege of state
surtaxes, but the states were to receive 20 percent of the yield
of this tax as before and in addition were guaranteed at least
the average yield of this tax for the years 1912 to 1916, inclusive.
The new Reich land purchase tax (Grunderwerbsteuer) replaced
similar state and local taxes, but the 50 percent that was returned,
together with the privilege of levying a surtax, should have more
than compensated the state and local governments for the loss.

Thus, for each tax that the Reich took over some compensation
was offered. It was not until the introduction of the property tax
(Vermogensteuer), in 1922, that the Reich appropriated a source
of state and local revenue directly, without offering some in-
demnification. In addition the Reich distributed 10 percent of
the turnover tax to the states and 5 percent to the communes.
This was a new source of revenue and did not directly replace
any state or local source of income.” Before the Reich took over
the administration of this tax the sums paid over to state and local
governments were regarded as compensation for administration.
With Reich administration, in 1919, the 5 percent returned to the
communes in proportion to collections might still be regarded as
compensation for aid in collection,’ but the 10 percent returned
to the states in proportion to population is a clear, and somewhat
unwilling, concession by the Reich to the power of the states.’

The states gained, further, from the discontinuance of the
Matrikularbeitrige, and state and local governments were left in
undisturbed possesssion of the land, building, and business taxes,
which ranked second in importance to the income tax in pre-war
state and local budgets. The Reich placed certain restrictions on
the levy of these taxes, but the limitations were not rigid. Also,
state and local governments had at their disposal an entertain-
ment tax, which they were required to levy, the dog tax, and

¥ The first regular turnover tax was levied by law of July 26, 1918. Prior to that
& turnover stamp tax had been levied by law of July 26, 1916.

8 Schanz, op. cit., Finanz-Archiv, XL1V, 674,

* H. Delpech, Les Aspects d'un fédéralisme financier; Pexemple Allemand, Paris,
1933, p. 352.
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various stamp and consumption taxes, in addition to the local
retail tax on beverages. Further, communes were given the right
to tax incomes not reached by the Reich tax, i.e., those under 700
marks, but this privilege was revoked after one year.'®

Finally, the Reich provided special guarantees to prevent un-
due loss of revenue in individual states. In addition to the inher-
itance tax guarantee cited above, each state was guaranteed from
the income tax a sum equal to the average state and local income
tax levy in the years 1917 to 1919, or the 1919 levy plus 6
percent per annum in case this latter sum should be larger; and
also a per capita distribution from the income and corporation
taxes equal to 80 percent of the average per capita distribution.
This latter guarantee, together with the per capita distribution of
the turnover tax, marks the first attempt on the part of the Reich
to equalize resources among the states, rather than merely to
reimburse them for lost income. The amount and manner of
the division of revenues between state and local governments
was left to the discretion of the states, except for the distribution
of the turnover tax and the indefinite provision that some of the
income tax was to be given to local governments.

This tax system indicates that, in the first instance, state and
local governments were fully compensated for lost revenue
sources. The actual effects of the system cannot be measured,
however, owing to the ensuing inflation, which makes statistics
meaningless, even for 1920," and which, in the end, completely
nullified the earlier tax legislation. With inflation, state and local
governments, unable to meet their obligations, began to issue
their own currency; and the Reich, in a not-altogether-successful
effort to prevent these issues of Notgeld, agreed to pay 75 percent
of salary increases beginning January 1, 1921.** These salary
payments soon overshadowed tax payments in importance.

Inflation for the time being reduced the state and local gov-

* Law of March 24, 1921,

' The fiscal year beginning April 1, 1920, was the first for which the new system
was effective. .

 Markull, op. cit., p. 27.
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TABLE 5

REICH AID TO STATE AND LOCAL GOVERNMENTS, 1920-21 TO 192223,
BUDGET ESTIMATES*

1920-21 1921-22 1922-23

BILLION MARKS

Ordinary income of Reich....... 58.7 90.7 1,071.6
Totalaid..................... 9.8 20.5 1,281.6
Tax distributions. . .......... 9.6 18.9 264.7
Salaryaid................... 0.2 1.6 1,016.9
PERCENTAGES
Ordinary income of Reich....... 100.0 100.0 100.0
Totalaid..................... 16.7 22.6 119.6
Tax distributions. ........... 16.4 20.8 24.7
Salaryaid................... 0.3 13 94.9
AVERAGE MARKS PER DOLLAR
63 105 1,885

® Markull, op. cit., p. 66. The fiscal year runs from April 1 to March 31.

ernments to beggars, and, though the actual duration of inflation
was comparatively short, its effects were far-reaching. The tan-
gible, financial consequences were to free state and local govern-
ments, as well as the national government, from debt, and to leave
them with a greatly enhanced welfare burden. It seems highly
probable, also, that inflation accustomed state and local govern-
ments to the acceptance of national aid as no ordinary revision
of the tax system could have done, and perhaps encouraged them
to take unbalanced budgets lightly, and to borrow readily with
little thought of the morrow. And the Weimar Constitution,
whether through oversight or through the strength of the sup-
porters of states’ rights, had failed to place any check on state
and local borrowing powers.

The Reich did not encourage any such attitude. Salary. pay-
ments from the national government were reduced each month
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in the early months of 1924 and ceased altogether with the be-
ginning of the fiscal year on April 1; and the number of govern-
ment employees was prompily and materially reduced.’® At the
same time, however, the Reich tax distributions to underlying
governments were increased. Even before stabilization had been
achieved, a new and comprehensive tax law governing state and
local tax systems had been passed,™ increasing the state and local
participation in Reich taxes. The share of income and corpora-
tion taxes had been increased from 66.7 to 75 percent in 1921;
the share of the turnover tax was now increased from 15 to 25
percent; the share of the land purchase tax was increased from
50 to 96 percent; and the share of the betting tax, first imposed in
1922, was increased from 50 to 96 percent. State governments
were also receiving 50 percent of the motor vehicle tax under a
1922 law, or 96 percent if they imposed a tax on other vehicles.
The old guarantees were continued and a new one, for the land
purchase tax, was added.

State and local governments benefited again from further ad-
justments in the distribution of taxes as a result of the Emergency
Tax Decree of February 14, 1924, effective February 1. This in-
creased the state and local share of the income and corporation
taxes from 75 to 90 percent; and while the percentage of the turn-
over tax distributed was cut from 25 to 20, the gains from the
increased income tax distributions compensated several times
over for the losses from the turnover tax. The rate of the turnover
tax was reduced toward the end of 1924, but the reduction was
accompanied by a guarantee that the monthly state and local
revenues from the income, corporation, and turnover taxes com-
bined, for the remainder of the fiscal year, should not fall below
the average monthly revenues for August and September, preced-
ing the reduction in rate.

The inheritance tax distribution was discontinued, beginning

B H. Herkner, “Steuernotwirtschaft; Steuerreform und Finanzausgleich, 1925.”
Denkschrift des deutschen Stadtetages, Berlin, 1926, pp. 4-6.
% Finanzausgleichsgesetz, June 23, 1923, effective April 1, 1923.
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February 19, 1924, but the guarantee was continued, and the
states were offered, as additional compensation, the total yield of
a stock exchange tax (Borsenbesuchsteuer) without deduction
for cost of administration. This latter tax was abandoned before
a year had elapsed, but the loss to the states was very small, being
about two-tenths of one percent of the sums turned over by the
Reich to state and local governments. Finally, 96 percent of the
motor vehicle tax was turned over to the states without the con-
dition that a tax on other vehicles must be imposed.

These generous increases would seem to be a tribute to the
continued power of the states,'® although it is quite possible that
the Reich yielded willingly in view of the probability that repa-
ration payments would devour any surplus revenues it might
realize. It is true that the decree of February 14, 1924, turned
over to state and local governments the support of police, welfare,
and education, but these had been the responsibility of state and
local governments when the first division of revenues was made
in 1920. The new division of revenues was put into effect before
the results of the earlier system could be measured. And while
inflation had left the state and local authorities with heavy social
obligations, which undoubtedly outweighed the gains from can-
celed debts, the Reich, too, was faced with new obligations in the
form of large and growing reparation payments, which counter-
balanced savings from debt cancellation. Moreover, state and
local governments were provided with an entirely new tax on
rentals, which proved extremely lucrative. This was imposed on
rentals of all buildings constructed prior to July 1, 1918, and
on rentals of newer buildings constructed with public aid.'® It

3 As late as 1924 Bavaria was demanding a revision of the Constitution and the
restoration to the state of complete financial and administrative autonomy (Denk-
schrift der bayrischen Regierung zu Revision .der Weimarer Reichsverfassung,
January 8, 1924), and those favoring unity were conceding a decentralized, although
unitary state~—Delpech, op. cit., pp. 430-32, See also K. Krimer, “Die Finanzge-
barung des Reichs und seiner Linder seit der Wahrungsstabilisierung.” Finanz-
Archiv, XLII, 407.

* A similar tax had been imposed before inflation.
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had a twofold purpose: to force the owners of old buildings, who
presumably had profited from the thousing shortage, to help
finance the government’s housing program; and to reach the real
estate owners who had profited from inflation, particularly those
who had been able to pay off mortgages during the inflation
period. The proceeds were devoted partly to housing, but the
share for general purposes should have gone a long way toward
meeting the new welfare burden.'”

The Reich made an extraordinary effort to build up its own tax
revenues and, favored by improving industrial conditions, closed
the year 1924-25 with the astonishing surplus of nearly half a
billion marks; this in spite of reparations and liberal concessions
to the states.'® State and local governments also fared well. The
taxes distributed by the Reich in 1924 exceeded budget estimates
by nearly 50 percent; and even in later years, with some expe-
rience to go on, these tax distributions regularly exceeded esti-
mates by considerable sums. ‘

The rapid expansion of expenditures in the next few years was
inevitable. National, state, and local governments were stimu-
lated by unaccustomed revenues, freedom from debt, the ration-
alization movement in industry, and the all-too-great eagerness of
foreign capitalists to advance new loans. Social expenditures
were greatly increased, in response to genuine need and to pop-
ular demand for an extension of social activities. The new Re-
public was, after all, a socialistic government.*® An extensive and

¥ The total yield of this tax in 1925-26 was 57.4 percent of the net state and
local expenditures for welfare and housing.

®The surplus was 496 million reichsmarks. F. K. Mann, Deutsche Finanzwirt-
schaft, Jena, 1929, p. 3.

? Governmental extravagance was fostered under the Republic both by the ex-
tension of the vote to a large group of persons paying no direct taxes and by the
new system of revenue distributions that divorced revenues from expenditures. Not
only were the Reich tax distributions to state and local governments wholly inde-
pendent of state and local expenditures, but they regularly exceeded budget esti-
mates in this early period. For the five years 1924-25 to 1928-29 the amount actually
distributed ded the t promised in the yearly budgets by more than 10
percent, This was reflected in state and local budgets by the fact that actual expen-
ditures quite generally exceeded those provided for in the budget. While this is not
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extravagant building program was undertaken in addition to the
provision of essential housing. Less obvious, but of considerably
more importance in the yearly budgets, were the increases in
salary scales, made partly in order to compete with industry for
able administrators, and partly, perhaps, for the purpose of ob-
taining leverage for future reductions to prove economy and
great need when reparation payments should press.?’ The army
of public officials likewise grew beyond the number necessary
for efficient administration. The Social Democratic Party had to
care for its own.”

This politics of waste and irresponsibility, more characteristic
of American than German municipalities, was short-lived. The
peak of Reich generosity had already been reached, and the
Reich gave ear to the pleas of overburdened taxpayers more
readily than to the representations of state officials in ensuing
revisions of the tax program. The Weimar Constitution had done
its work well. Compromise succeeded compromise in the years
that followed; but in spite of occasional victories the states were
steadily losing power to the Reich. Rising tax yields, resulting
from favorable industrial conditions, brought state and local
governments increasing revenues for several years, but drastic
cuts in the Reich distributions reduced the state and local share
in 1929, and when state and local taxes began to decline in 1931,
revenues were seriously reduced.?

an unusual phenomenon in American states and cities, it has occasioned frequent
comment among German officials and students of finance and is attributed largely
to unexpected income. See, e.g., Gutachten des Reichssparkommissars iiber die Ver-
waltung der Stadt Mannheim, 1932, p. 28. When it is considered that the Reich tax
distributions amounted to between two-fifths and one-half of all state and local tax
revenues during this period, it is evident that these excess revenues are an impor-
tant factor in the rapid growth of state and local expenditures.

% General increases in salaries were put into effect in 1925 and again in 1927. The
fact that reparation payments were a factor has been suggested, in personal inter-
views, by more than one individual acquainted with financial developments during
this period.

2 J, Popitz, Der kiinftige Finanzausgleich, Berlin, 1932, p. 27, and C. Hoover,
The Third Reich, New York, 1933, p. 38. '

2 See Appendix, Table 30, p. 349, for state and local share of Reich tax distribu-
tions.
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The Reich began to reduce state and local tax claims to Reich
income in 1925 in spite of the resolutions of the Dresden Confer-
ence of State Ministers of Finance, February 3, 1925, which de-
manded, among other things, a larger share of the turnover tax
and at least 96 percent of the income and corporation taxes. The
majority of state officials favored the complete restitution of these
latter taxes to the states. The monthly guarantees for income,
corporation, and turnover taxes introduced in the latter part of
1924 were extended until October 1, 1925, at which time the state
and local governments’ share in the turnover tax was advanced
from 20 to 35 percent to compensate for the cut in the rate of
the turnover tax.*® At the same time, however, the share of the
income and corporation taxes was cut to 75 percent. This was
done in spite of state demands for an increase in the percentage
and in the face of reduced tax rates, effective April 1. This cut
was accompanied by further guarantees: that the state and local
share of the three taxes should not fall below 2,100 million
reichsmarks in the two succeeding years and that the turnover tax
distribution alone should not fall below the state and local per-
centage (at that time 35 percent and in 1926, 30 percent) of
1,500 million reichsmarks. The first guarantee was not effective,
since the state and local governments received more than the.
minimum guaranteed, but the turnover tax fell short of 1,500
million reichsmarks and, in consequence, this latter guarantee
cost the Reich approximately 37 million reichsmarks in 1925-26
and 187 million reichsmarks in 1926-27.%* This did not, of
course, compensate for the reduction in income tax distributions.
The revenue of the southern states was further impaired by the
reduction of the maximum sums they might receive from the beer
tax, although the percentages remained unchanged. Thus the
total Reich tax distributions dropped nearly 5 percent in 1925-26
and were still below the 1924-25 level in 1926-27.

# This guarantee, like most of the others, was not effective, since the yield of the
taxes exceeded the guarantee.
* Einzelschrift No. 16, p. 292.
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State and local tax powers were restricted further under the
law of August 10, 1925, by the prohibition of local guest taxes
and of further increases in local beverage taxes. The law pro-
vided, also, that an increment tax must be imposed on the sale of
real estate that had been acquired between January 1, 1919, and
December 31, 1924, and this, in turn, limited the surtax on the
land purchase tax to 2 percent, since the 4 percent was permitted
only in case no increment tax was levied. While this latter pro-
vision was a further limitation on the taxing power of the under-
lying governments, the immediate effect was probably to increase
their revenues a little. In this case, as in others, decreased tax
_ power went hand in hand with increased revenue. In 1926 * the
further restriction was added that new tax projects of state and
local governments must be laid before the Reich minister of
finance for approval.

The slight increase in Reich tax distributions in 1926-27 over
1925-26 was in spite of further cuts. The percentage of the turn-
over tax returned was reduced from 35 to 30, but the special
turnover tax guarantee, which was effective throughout the year,
kept the state and local share above that for 1925-26, in which
year the higher rate and guarantee were effective for only six
months. The income and corporation tax guarantee of a minimum
at least equal to the 1919 yield plus 6 percent per annum was
replaced with a guarantee of 125 percent of the 1919 yield.
Since the old guarantee would have amounted to 142 percent in
192627, this limited the possibility of state participation.?® The
only changes in 1926 that favored the state and local governments
were. a substantial subsidy to the states for the police and the
introduction of a merger tax (Gesellschaftsteuer), half of which
was returned to the communes in compensation for losses from
the closing of plants resulting from the rationalization of in-
dustry.

Meanwhile the Reich had reduced its own taxes as well as

*Law of April 27, 1926. _® Actually, these guarantees were never effective.
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those of state and local governments. The reduction in income tax
rates was more than compensated for by the increased percentage
retained, but the brunt of the loss from turnover tax reductions
fell on the Reich, and this tax was reduced by five successive
steps, in the period from October 1, 1924, to April 1, 1926, from
2.5 percent to .75 percent. The turnover tax on luxuries was re-
pealed. The capital transactions tax (Kapitalverkehrsteuer) was
also reduced on April 1, 1926.

The Reich closed the 1925-26 fiscal year with a surplus of 180
million reichsmarks, but, with salary increases and tax reduc-
tions, the actual revenues for the year had fallen far below ex-
penditures. It was only the large surplus of the preceding year
which prevented a net deficit. The nominal surplus at the end of
1926-27 stood at 200 million reichsmarks, but the net expendi-
tures for the year exceeded net revenues by more than 700 mil-
lion reichsmarks. It was only through loans and the previous
year’s surplus that an apparent surplus was again realized.”

The yield of the income and corporation taxes and the conse-
quent distributions to state and local governments were beyond
expectation in 1926-27, and the yield of state and local taxes
"was likewise favorable. Nevertheless it was a year of unre-
strained borrowing and unbalanced budgets on the part of state
and municipal governments; and increased unemployment in the
latter half of the year aggravated an already difficult situation.

The finance minister, Kohler, was a strong proponent of cen-
tralization, and the Reich was faced with growing reparation
payments.”® Consequently, the abolition of the guarantees to
state and local governments was contemplated. But the smaller
states, which could scarcely exist without the income these af-
forded, were supported by the larger states in their demands, and
further compromises followed in the law of April 9, 1927. The
Reich was unable to grant the local governments the privilege of

# Mann, op. cit., p. 4.
100 million reichsmarks in 1926-27, 500 million in 1927-28, and 1,250 million
in 1928-29.
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levying surtaxes on the income tax, which two years earlier it had
promised for 1927. It had been hoped that the income tax rates
could be reduced to a point where this would be possible, but the
reductions had not been realized. The coveted surtax privilege
was deferred for two years, and in compensation the communes’
were permitted to continue the beverage taxes, which were to have
been abandoned. Also, the maximum distributions to the southern
states from the Reich beer tax were greatly increased.

The Reich gained a material victory in the reduction of the
guarantees, although these were not abandoned. The 2,100 mil-
lion reichsmark guarantee for the three taxes was replaced by a
2,600 million guarantee;?® but since the distributions from the
three taxes exceeded this sum without the guarantee, this was a
concession on paper only; and the special turnover tax guarantee,
which would have cost the Reich approximately 200 million
reichsmarks, was abandoned. The poorer states were conciliated
by the provision that the same sum as would have been obtained
from the special turnover tax guarantee would be distributed on
the turnover tax base, but the difference between 30 percent of
the yield and 450 million reichsmarks came from the state and
local governments’ share of the income tax, not from the Reich’s
share. Another change, this one unfavorable to the poorer states,
was the limitation placed on the 1920 per capita guarantee that
it should not exceed one-third of the state’s share on the collection
base. This meant that a state could never receive more than it
contributed, since without the guarantee the Reich’s share was
one-third of the state’s share. The net saving to the Reich result-
ing from this limitation was less than two million reichsmarks in
1927-28, but it meant an appreciable loss of revenues to the four
small states concerned.?

#The law provided that the difference between 2,400 and 2,600 million reichs-
marks should be distributed in proportion to reductions in land, building, and
business taxes, but owing to the wide variations in these taxes in the different
states there was no basis for the distribution of these 200 million marks and this
provision was practically inoperative.—A. Zarden, “Die Ziele der Finanzreform.”
Vierteljahresschrift fiir Steuer- und Finanzrecht, V (1931), 11.

% Waldeck, Lippe, and the two Mecklenburgs, The income and corporation tax
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The picture of the financial relations of the national and state
governments in 1927 would not be complete without some con-
sideration of the distribution of the welfare burden.** The growth
of unemployment had led to the introduction of emergency relief
in 1926.* This increased welfare expenditures materially, but
the Reich shouldered four-fifths of the cost of this relief and the
communes, which contributed the remaining fifth, gained in an
appreciable reduction of those welfare expenditures falling on
local treasuries. In 1927, with improved industrial conditions,
the total welfare burden was greatly reduced, even for the Reich,
although it assumed an even larger share of the cost. The year
1927 should not have been difficult. Not only did the welfare
expenditures decrease, but tax yields increased. In 1928 unem-
ployment, and consequently welfare costs, rose again, but the
increased tax income more than covered these increased costs,
although the increases in tax income were not as marked as in
the preceding year. State and local governments failed to live
within their incomes. Increases in indebtedness, in 1928,
amounted to more than one-third of tax income. But the difficulty
would seem to have come from needlessly liberal expenditures
rather than from rising welfare costs.

The revenues of the Reich, as well as those of state and local
governments, improved during this period. Taxzes yielded nearly
ten percent more than had been anticipated in 1927-28, and the
year closed with a surplus of nearly 400 million reichsmarks.
This included, to be sure, the surplus of the previous year and
nearly 200 million extraordinary revenues from reserves for the
government’s industries.*® Nevertheless, in both 1927 and 1928
the tax revenues of the Reich, after deducting the rapidly increas-
ing reparation payments, were substantially greater than in the

revenues of Waldeck were reduced by nearly one-third in consequence of this
change. Hensel is of the opinion that only this guarantee made political existence
possible for these four states—Vierteljahresschrift fiir Steuer- und Finanzrechs,
1929, p. 31. Waldeck was taken over by Prussia in 1928 and the two Mecklenburgs
were combined in 1933. )

# For a more extended discussion of this see infra, pp. 114-28.

® Krisenfiirsorge, Law of November 19, 1926. ® Mann, op. cit., pp. 4-5.
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year preceding. The fact that no important changes took place
in the division of revenues among the different governmental
jurisdictions between April 1, 1927, and April 1, 1929, is in
itself indicative that the financial position of all jurisdictions was
reasonably satisfactory. Also, further tax reductions were taking
place. The maximum for the motor vehicle surtax (under the law
of May 15, 1926) was reduced, beginning April 1, 1927, and a
further reduction in this tax was made, beginning April 1, 1929.
The income tax rates were reduced on January 1, 1928,** and
again on October 1, 1928.*° The latter reduction was made with-
out any preliminary hearings for the states, although they were
vitally concerned.*® These reductions seem to have been justified,
in view of the extremely heavy tax burden that had been imposed
following stabilization, but the mild prosperity which the country
had been enjoying was over. Unemployment increased sharply
toward the end of the fiscal year 1928-29, and with a growing
welfare burden and rising reparation payments on one side,
and decreases in tax rates and shrinking tax bases on the other,
the financial situation once more became acute.

The Reich took steps to improve its own fiscal position but
made no attempt to aid state and local governments. The local
surtaxes on the income tax were again deferred, this time from
April 1, 1929, to April 1, 1930. For the fiscal year 1929-30 the
yield of the wage tax in excess of 1,300 million reichsmarks was
kept by the Reich to meet deficits in the pension and health-
insurance funds.®” Also, the Reich was authorized to withhold
120 million reichsmarks out of any excess over 4,530 million
reichsmarks from distributions of the income, corporation, and
turnover taxes, but this provision was not effective since the yield
of these taxes failed to reach 4,530 million reichsmarks.

In 1930, with conditions getting steadily worse, the Reich

¥ Law of December 22, 1927. ® Law of July 23, 1928.

* 0. Mulert, “Reichsaufbau und Selbstverwaltung.” Schriftenreihe des deutschen
Stadtetages, Berlin, 1928, No. 4, pp. 25-26.

" This excess amounted to approximately 96 million reichsmarks in 1929-30, 125
million was expected. Einzelschrift No. 19, pp. 21, 201.
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again deferred the long-promised privilege of levying surtaxes
on the income tax, this time until April 1, 1932. Further, it im-
posed an additional tax on the incomes of single persons, and on
incomes in excess of 8,000 reichsmarks; and the proceeds of
these additional taxes, estimated at 145 million reichsmarks, were
not distributed. The excess over 1,300 million reichsmarks from
the wage tax was to have been withheld as before, as far as needed
for insurance funds, and the excess over 1,502 million reichs-
marks, up to 30 million reichsmarks, was to have been withheld
for unemployment relief. Since, however, the yield of this tax
failed to reach 1,300 million reichsmarks, these provisions were
not effective. The maximum surtax permitted for the motor
vehicle tax was reduced once more, beginning April 1, 1930,%
and the land purchase tax, all but 4 percent of which was dis-
tributed to state and local governments, was reduced beginning
October 1, 1930. The municipal governments suffered slight
losses, also, from the discontinuance of the merger tax distribu-
tions beginning September 30, 1930, but these were important
only to a few communes.

The actual reductions made by the Reich in state and local
income in 1929-30 and 1930-31 were not large, but growing
obligations and diminishing resources left the communes in a
precarious financial position, and the Reich was forced to come
to their aid, first meeting deficits in local welfare budgets through
loans and eventually canceling the loans. Further aid was offered
in the form of a tax on mineral water, imposed April 1, 1930,
solely for state and local use.*® The Reich retained only 4 percent
of this to cover the cost of administration. Also, beginning April
1, 1930, the Reich distributed one-sixth of the beer tax (after
deducting the special payments to the southern states) to all
states, the share of each being determined by collections. At the
same time the turnover tax rate was increased from .75 to .85
percent. This, of course, benefited the Reich more than the states,
but since the states were receiving 30 percent of this tax, they

*®Law of April 15, 1930. * Law of April 15, 1930.
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were somewhat concerned. Increases in local beverage taxes were
permitted by the decree of July 26, 1930, and further increases
were permitted by the decree of December 1, 1930. Also, the
July decree introduced an entirely new tax for local use, a citizen
tax (Biirgersteuer), levied on all persons 20 years of age and
over with an income in excess of 900 reichsmarks. This tax was
graded according to income.

The December decree provided that the amount of Reich taxes
distributed on the turnover tax base should be reduced from 450
million reichsmarks to 375 million. This did not decrease the
total state and local share, but it worked to the disadvantage of
the poorer states. Also, the amount that a state could benefit from
the per capita guarantee was reduced from a maximum of one-
third to a maximum of one-fifth, but this was made effective only
with the fiscal year 1934.*° Local tax power was even more nar-
rowly circumscribed by the provision of the December decree
that communes might not increase taxes on real estate and busi-
ness until they levied both the beverage and citizen taxes.

Meanwhile the Reich was endeavoring to build up its own
revenues. In the two years from January 1, 1929, to January 1,
1931, in addition to the increased rate of the general turnover
tax noted above, increases were made in the customs duties and
internal excises on a number of commodities, of which the most
important were tobacco products, petroleum, beer, alcohol, -and
acetic acid. The property tax rate was increased for a single year,
1929-30, and with the discontinuance of reparation payments
in 1931, the yield of the tax on industrial income (4ufbringungs-
umlage), reverted to the Reich treasury for general purposes.
Finally, increases in the levies on wages for unemployment in-
surance benefited the Reich, since it was meeting the deficits in
these funds.

The new taxes were not adequate to balance budgets in the
face of industrial depression. In spite of increased tax rates, tax

“ Later postponed until April 1, 1935.
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yields fell and welfare burdens grew to unprecedented propor-
. tions. Moreover, it was apparent that the taxpayers’ burden was
becoming intolerable and that tax reductions, rather than tax
increases, must follow. A decrease in the tax on bills of exchange
(Wechselsteuer) had taken place as early as August, 1929, and
in 1930, in addition to the reduction in the motor vehicle and
land purchase taxes noted above, there were reductions in the
merger tax and the tax on securities (Wertpapiersteuer). Only
the strictest economy could meet the situation. The aim of the
" decree of December 1, 1930, was lower taxes and decreased ex-
penditures. To this end it cut the distributions to state and local
governments under the various guarantees, deducted 100 million
reichsmarks from the distribution of the income, corporation, and
turnover taxes to state and local governments, as the equivalent
of estimated savings from salary cuts,* and permitted agricul-
tural landowners to deduct from the land tax the income tax on
the first 6,000 reichsmarks of income from agricultural property.
The Reich reimbursed state and local governments for losses
from this latter provision. This decree also provided that, begin-
ning April 1, 1931, half the rent tax should go to the reduction
of the land, building, and business taxes, 10 percent to be used
for direct reduction, and 40 percent to be paid to an equalization
fund for especially needy communes. An appreciable reduction
in real estate and business taxes resulted, but the communes were
unable to reduce their expenditures in proportion, and what they
lost from these taxes they recovered from increased citizen and
beverage taxes. The net result was a shifting, rather than a reduc-
tion, of the tax burden. No consistent reduction could be expected
under the circumstances.

The decree of June 5, 1931, promulgated following the failure
of the Credit-Anstalt, and just prior to the bank panic in Ger-
many, introduced a surtax on wages and salaries for the benefit

“ These salary euts were recommended, but not required. With the reduction in
Reich tax distributions, however, and declining revenues from other sources, legal
compulsion was hardly needed.
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of the Reich alone. And the decree of December 8, 1931, fol-
lowed by a law of January 30, 1932, brought an increase in the
turnover tax rate from .85 to 2 percent. These increases were
accompanied by valiant efforts toward retrenchment. Both the
June and December decrees provided further salary cuts for
state and local governments; and this time the cuts were com-
pulsory. At the same time the Reich came to the aid of the com-
munes with direct welfare subventions, a small aid being granted
by the June decree and a very substantial one, 230 million
reichsmarks, by a decree of October 6, 1931. This policy of direct
Reich subventions to the communes for welfare expenditures
is still in force (July, 1936), although the amount given and the
conditions of payment have been changed and the amounts
greatly reduced.

With the end of 1931 tax reductions again appeared. The
mineral water tax was given up by the decree of December 8,
1931. The rates of both Reich and local beer taxes were reduced
shortly afterward, in March, 1932, and the privilege of local
surtaxes on the income tax, which was to have been granted
April 1, 1932, was indefinitely postponed. A 20 percent reduc-
tion of the rental tax was required beginning April 1, 1932, and
in May the valuation for the land purchase tax was cut 20 percent.
But local welfare expenditures could not be cut to fit these shrink-
ing resources, and the Reich again came to the aid of local gov-
ernments, and again with increased subventions rather than with
increased tax revenues. The decree of June 14, 1932, provided
increased welfare grants and protected the communes further by
providing that state laws might not be changed to the detriment
of the communes during the year. The Reich obtained the money
for these new grants by a new and higher surtax on wages
(replacing the 1931 surtax), by retaining the levy on industry
originally designed for reparation payments,*”® by reducing

4 The rate of this levy was reduced, however, and 60 percent of the proceeds
were applied to agricultural aids in East Prussia and aids to small business con-
cerns, rather than to welfare expenditures.
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exemptions from the turnover tax, and by reintroducing the salt
tax which had been abandoned in 1926.

No clear-cut policy is evident in these frantic attempts to bal-
ance budgets, nor can a logically developed plan be expected
in such an emergency. Declining prosperity does not foster scien-
tific financial programs. Taxes were neither increased consis-
tently nor reduced consistently, nor is there any indication that
tax burdens were being redistributed according to a carefully
formulated plan. Revenue was sought where it could be found
without drying up the source. But in the process the centralization
of finances was materially increased. The Reich was beginning
to deal directly with local governments, ignoring the states; and
the local governments were aided through the assumption by
the Reich of an increasing share of the welfare burden rather
than through increased tax revenues.

The Reich had the upper hand—and the ultimate responsibil-
ity. It could place the burden of welfare expenditures on the
municipalities if it chose, but when they staggered under the load
it had no choice but to prop them up until they could support
the burden placed upon them. In spite of every effort to econo-
mize, deficits grew. The Reich had not enjoyed even a nominal
surplus since 1927-28, and the 1931-32 deficit was nearly 1,500
million reichsmarks.*? State and local governments were likewise
facing growing deficits, and with a formidable heritage of debts,
left from the reckless financing of more prosperous years, credit
was lacking. The new government which came into power in the
spring of 1933 was confronted with an impossible financial situa-
tion. But whatever the shortcomings of the new administration, it
was not lacking either in courage or in action.

It is not necessary to trace here the many changes in the tax
laws during the three years that the National Socialists have been
in control. Their avowed policy is the reduction of unemployment
through tax reduction and through subsidies to a wide variety

©1,474 million reichsmarks, or nearly one-fourth of its expgnditu.rw.
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of projects for increasing employment. Actually a number of
increases in taxes have taken place, as well as the more widely
heralded decreases, but the trend has probably been downward.
There has been a sufficient increase in taxable income, however,
to offset any losses from tax reductions, and tax yields have in-
creased. To this extent the financial situation has been amelio-
rated. What the government has gained, however, in reduced
welfare burdens (and the reduction of the unemployed from six
million to two and one-half million means very substantial re-
ductions in welfare budgets), it has more than lost to date, in
expenditures for the stimulation of employment, and the tax
increases do not cover the difference. Thus the financial problem
is still acute. :
The distribution of resources and burdens among Reich, state,
and local governments remains, meanwhile, in approximately
its former state. A few changes should be noted, however. The
meat tax (Schlachisteuer), formerly a state tax levied in Ba-
varia, Saxony, and some of the smaller states, has been taken
over by the Reich administration.** All but 4 percent of the yield
is returned, however, for 1934—half in proportion to the yield
of state taxes in 1933 and half in proportion to the yield of the
new tax. Since the tax was not formerly levied in Prussia and a
number of the smaller states, it offers substantial new revenue.
The Reich has adopted a uniform classification for highways
throughout Germany, and a substantial proportion of these high-
ways will be taken over and supported by the Reich.** Most of the
remainder will be under the states or provinces. Hitherto the
Reich has spent practically nothing for highways. Under the
new regulations it will probably support more than 10 percent
of the total highway mileage. The state and provincial highways
will probably be increased from 30 percent to nearly 70 percent
of the whole, and the local share will be cut from 70 to about 20

“Law of March 24, 1934, effective May 1, 1934.
% Law of March 26, 1934.



DIVISION OF TAXES 65

percent.*® This is a very radical redistribution of burdens, and
revenues have been adjusted accordingly. To meet the new bur-
den the Reich is now withholding all but 90 million reichsmarks
from the yield of the motor vehicle tax.*” Exemption of new cars
from the motor vehicle tax and the privilege of commuting the
tax on old cars through a single payment was granted in 1933,
with the result that the yield of this tax has been greatly reduced.
This does not affect the state and local governments, however,
in view of the 90 million reichsmark guarantee.
‘The state and local governments are more immediately con-
cerned with the reduction of the tax on agricultural land by 100
" million reichsmarks in 1933, which has practically wiped out
the state tax on agricultural land, and with the contemplated
reduction of the rental tax, beginning with 25 percent in 1935
and ending with the complete abolition of the tax in 1940.*® This
tax has come to be the largest single source of state and local
revenues, and it is difficult to see how the gap that this will leave
in state and local budgets is to be filled if it is finally repealed.
State and local governments are also concerned with the ex-
emption of new buildings from the land and building taxes and
with the abolition of the increment tax.*® The latter is, of course,
of little importance for the moment. The states still retain the
varying state systems practically as they existed when the state
legislative bodies were abolished, but the time is probably not far
distant when a single, co-ordinated and highly centralized tax
system will prevail throughout the Reich.
Through the years of industrial depression the immediate pres-
sure of successive financial crises, international and domestic,

“ Der Gemeindetag, September 15, 1934, p. 551.

“ The guarantee for 1934 was 160 million reichsmarks per year, but this was de-
creased to 90 million for 1935, 1936, and 1937. Laws of April 11, 1933, May 31, 1933,
March 28, 1934, February 28, 1935.

“ This tax was not actually reduced 25 percent in 1935, but the state and local
share was reduced 25 percent, the difference being applied to payment of local debts
owed to the Reich.

“ Laws of September 21, 1933, and October 16, 1934.
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has shoved the “final” equalization of resources and burdens
among the different governments into the indefinite future. But
while it is recognized that delay is inevitable, careful plans for
such equalization have been made. In fact, the decree of Decem-
ber 1, 1930, an emergency decree, outlined a complete system to
be effective April 1, 1932. This could not, of course, be put into
effect when 1932 came, but it is important as indicating what an
acceptable distribution of resources in normal times might be,
and much of it is still accepted as the ultimate goal.

The aims of this system are greater uniformity of taxes, com-
bined with greater local freedom in levying taxes. These two
seemingly incompatible ends are to be achieved by circumscrib-
ing still further the tax powers of the states. Uniformity is re-
garded as essential for fair competition in industry and to achieve
a closely knit economy within the Reich. This is doubly desir-
able. Economically it is expected to improve industrial condi-
tions and thus to increase the wealth of the country. Politically
it strengthens the central government. Greater local independence
likewise serves a double end. It gives the local authorities the
freedom to adapt resources better to varying local needs and, in
making the local governments more independent of the states, it
weakens the power of the states.

To the end of uniformity, all important taxes, state and local
as well as national, are to have a common base for the entire
Reich. As early as 1925 the Reich had passed a law providing for
uniform valuations for land, building, and business taxes.*® This
was to have been adopted as the basis of all state taxes, in so far
as these were levied on capital values and not on yield. The law
provided that it should be effective for agricultural land, begin-
ning in 1927, and for improved property at such time as the
Reich minister of finance should set. The valuations in question
have been made and the Reich valuation is in use for Reich taxes
and for some state taxes, but only in Saxony and Brunswick has

® Reichsbewertungsgesetz, August 10, 1925,
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it come into general use for all the taxes to which it applies. The
provisions of this law have been deferred, together with those of
many another financial measure, indefinitely.* The difficulties of
fixing values for any length of time in a period of rapidly declin-
ing real estate values have proved insuperable.

The provisions of the 1930 and the 1934 decrees go much
farther than those of the 1925 law. The earlier law provided that
the Reich valuation was to be used only if the taxes were levied
on capital value. The later legislation provides for the same form
of land, building, and business taxes in every state. These taxes
are to be, presumably, the most important source of state income,
since the rental tax is declining and the decree contemplates a
decrease in income tax and corporation tax distributions. Com-
munes, however, are granted three additional sources, the citizen
tax, the beer tax, and the coveted local surtax on the Reich income
tax.”” The citizen tax and beer tax are to be uniform throughout
the Reich, except as to rates. To make possible the local surtax
on income, the rates of the Reich tax are to be reduced, and the
Reich is to be compensated by the retention of a larger percentage
of the Reich levy.

Greater local independence is achieved through the privilege
of levying varying rates on the taxes at their disposal. This inde-
pendence is distinctly limited, however. These taxes are to bear
definite relations to one another, and one cannot be raised unduly
without corresponding increases in the others. The final step of
this plan is to abolish all the Reich guarantees, the special beer
tax indemnity to the southern states and other special provisions
of the present system. .

Under such a system the taxes throughout the Reich would be
uniform in everything except rates, and in the matter of rates
all tax bases in the same community would be treated alike. But

™ This law has been completely revised by law of October 16, 1934, but the date
when it shall apply to land purchase, land, building, and business taxes has not
yet been set.

“Later plans would eliminate the citizen tax.
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the general level of taxes might differ widely from one commun-
ity to the next. In this respect this plan varies widely from the
trend of recent years. The possibilities for equalization would be
much less. Not only would the Reich give up some of its present
provisions for equalization, but the states, with more limited re-
sources at their disposal, would have less opportunity for equal-
ization among the communes within the states than they have at
present. Each commune would stand on its own feet.

With improved industrial conditions such a system might be
feasible, but under present conditions it is, at best, a remote
possibility. There are many who maintain that, even in the in-
definite future, such local independence is neither feasible nor
desirable. Popitz, for instance, holds that the communes have no
economic claim to taxes on income which arises from industrial
relations covering a much wider economy, nor does he foresee
the possibility of any reduction in income tax rates sufficient to
make such local surtaxes possible. In his opinion greater equali-
zation, not less, is essential for the ultimate tax system. And the
opinion of Popitz carries great weight with the present govern-
ment.

All signs point to greater uniformity. This is desired by the
central government and private industry alike. Communes, being
too small to administer independent taxes, are as content to levy
on a Reich base as a state base, and the feeble voice of states’
rights can no longer be heard. But the balance between equaliza-
tion and local independence is yet to be achieved; and only the
most courageous would guess which way the scales will tip when
economic recovery releases them.

For the time being, with no surplus revenues for luxuries, it
matters little what tax powers the communes have and what
proportion of the tax revenues the Reich chooses to distribute.
If it distributes less in tax revenues it inevitably assumes more
of the welfare burden which was devouring nearly one-third of
the resources of the combined governments in 1933-34 and was
still a formidable sum in 1934-35. The manner of distribution
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is of genuine concern, however. Resources cannot be wasted, and
a system of distribution which might send money where it is not
urgently needed cannot be tolerated. Need has more and more
been substituted for yield as a basis for allocating tax revenues,
and to some extent grants for specific functions have been substi-
tuted for the distribution of specific taxes. This tendency, forced
by depression, is in complete harmony with the centralization
of power in the hands of the Reich and the subordination of the
states. In a true federal state the redistribution of resources on a
large scale is scarcely permissible, but, while the financial provi-
sions of the Weimar Constitution pointed rather to the distribu-
tion of specific taxes in proportion to collections, the development
of grants-in-aid is not opposed to the fundamental aims of this
document.

Equalization has not been entirely a product of depression.
From the first the turnover tax was distributed in largest part in
proportion to population. The motor vehicle tax, introduced in
1922, was distributed largely on the basis of population and area.
The merger tax, which was returned in part from 1926 to 1930,
was returned in proportion to losses from the closing down of
industrial plants. Two-thirds of the mineral water tax, beginning
in 1930, was distributed on the population basis. The income
tax, the most important of the taxes distributed, has from the first
been returned where the income taxed arises, but also from the
first the per capita guarantees-have diverted small sums from
the richer to the poorer states; and the standards used to measure
the origin of income are inevitably only approximate measures
and have been changed from time to time. It is not clear that any
equalization has been achieved by the revision of these standards,
but the income has probably not been assigned precisely as it
would have been if the states had been levying independent taxes,
although the original provisions of the 1920 law followed the
earlier law for double taxation.®

Equalization is not limited to the redistribution of taxzes. The

® Schanz, op. cit., Finanz-Archiv, XLIV, 675.
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Reich had, even before the war, made small grants-in-aid for a
number of purposes. Many of these have been continued. In addi-
tion many new aids have been granted. The police subvention
was introduced in 1922, and it has reached more than 200 mil-
lion reichsmarks a year. Special aids have been granted to needy
border communities, both on the Rhine and in East Prussia,
where changed boundaries have made the industrial situation
especially bad, and where the national government has felt that
it had a particular obligation. Also, subsidies for unemployment
relief in recent years have been very large.** In addition to its
own attempts at equalization the Reich instructed the states to
equalize local burdens and authorized them to reduce individual
commune shares in income tax and corporation tax distributions
when communes increased their expenditures unreasonably.’

As a result of these various measures the percentage of Reich
revenues distributed to state and local governments which was
returned, at least approximately, to the state of origin, declined
from 81.7 in 1925-26 to 46.5 in 1933-34.® The bulk of re-
turned revenues is still in proportion to collections, however, and
the states, rather than the Reich, are responsible for equalizing
local revenues and expenditures.

Prussia, constituting three-fifths of the Reich and containing
a wide diversity of industrial conditions, has been comparatively
indifferent to Reich equalization. She stands to gain or lose little
either way; and there is still ample opportunity for equalization
among the communes after the Reich distribution has been made.
But wealthy city-states, such as Hamburg and Bremen, and poor
and tiny states, like Lippe and Schaumburg-Lippe, are vitally

% For the amount of revenue returned to state and local governments on some
equalizing base, compared with the amount returned to the place of origin, see
Appendix, Table 32, p. 352.

%= Law of August 10, 1925.

® This includes police and welfare subventions. If only the distribution of specific
taxes is considered, the percentage returned to the state of origin declined from 85
in 1925-26 to 76 in 1932-33. With the decline in welfare subventions, the percentage
has risen again to 63.4 percent in 1934-35.
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concerned with the first distribution. There is little opportunity
for equalization within the state.

When uniform laws are ultimately established throughout the
country, the final equalization among the communes will be de-
termined by the Reich. It seems quite possible that this system
of equalization will follow closely that now in effect in Prussia.
At least this has the virtue of being already in effect in the largest
part of the Reich, and it has proved itself adaptable to varying
economic conditions. If the present centralizing tendency contin-
ues, however, the Reich may take over local burdens directly,
as it has already done in the case of highways, rather than sub-
sidize local governments to support these functions. The general
expectation is that distributions of Reich taxes, as such, will play
a decreasing réle in local budgets in the future; and all recent
legislation points that way. But whether the resulting readjust-
ment will be achieved through more freedom of local taxation,
through grants-in-aid, or through the assumption of more func-
tions by the Reich itself, it is impossible to say.



IV
REDISTRIBUTION OF REVENUES WITHIN THE STATES

THE history of the German states during the fifteen years fol-
lowing the Weimar Constitution is one of continuous struggle
with the central government for power; a struggle in which the
states lost steadily to the Reich and were ultimately reduced to
mere administrative units. Nevertheless, in the short time and
with the limited powers allotted to them, some of the states,
notably Prussia, constructed systems for the redistribution of
tax revenues which are of more interest as experiments in equal-
_ization than the system of the Reich itself.

During the first five years, 1919 to 1924, the states retamed
a considerable degree of nominal financial independence, in
spite of the centralization of important taxes in the hands of the
Reich, but actually they became wholly dependent on the Reich,
owing to inflation. During the second five years, 1924 to 1929,
the Reich was drawing the net of financial control more closely
around them, but rising tax yields left them with very genuine
freedom in expenditures and in the utilization of those revenue
sources still at their disposal. The taxes on land and buildings,
business, and rentals were, after all, no mean sources of revenue
in a period of comparative prosperity, and Reich tax distribu-
tions were unexpectedly large. The third period, however, 1929
to 1934, brought a rapid decline in the financial freedom of the
states. The depression reduced the yield of available state sources
on one hand, and stimulated the process of centralization on the
other. Between the two, the states were rapidly reduced to sub-
ordinate administrative districts of the Reich, and the final
Gleichschaltung of 1933 and 1934 was little more than formal
recognition of an accomplished fact.
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Before describing the fiscal systems of the German state and
local governments it is important to consider the whole organiza-
tion of local government and the distribution of functions between
the states and the subordinate municipalities. The organization
and the distribution of functions varies somewhat in the different
states. Even within a state there are often variations from one
section to another. The distribution of functions among the most
important governmental units is given for Prussia in Chart 1.
The units of government outlined here will be found to vary
somewhat in the different provinces, but the variations are not
important. The provinces of Prussia are divided into regions

- (Regierungsbezirke), not indicated in this chart, for certain ad-
ministrative purposes, but these regions do not have independent
financial power. The smaller states are not subdivided into prov-
inces, and the local unit corresponding to the circle sometimes

CHART 1
ORGANIZATION OF PRUSSIAN STATE AND LOCAL GOVERNMENT *

State (Land)
Principal functions: education, police, administration of justice

Province (Provinz)
Principal functions: welfare, highways, health

Rural Circle (Landkreis) City Circle (Stadtkreis)
Principal functions: welfare, highways, housing,|Principal functions: welfare,
health education, highways, hous-

ing, health, police

. ., al C
City (Stadigemeinde) | oo, Sommune
Principal functions: - Principal functions:
education, welfare education, welfare
highways, police highways, police

* Deviations from this organization are to be found in some of the provinces. Also,
Berlin is directly under the state and is not subject to provincial control. In addi-
tion to the divisions given, special districts (Zweckverbinde) are sometimes to be
found,



74 REDISTRIBUTION OF REVENUES

TABLE 6

NUMBER, POPULATION, AND AVERAGE EXPENDITURES OF PRUSSIAN -
LOCAL GOVERNMENT UNITS, 1931 ¢

Average
. Average Per Capita

Unit Number Population | Ezpenditures

(In th ds) |(Inreichsmarks)d
Provinee..........vvivenunniinna.. 14 243.5 12
Ruralcircle....................... 407 52.7 28
City circled. .. .......oueveeeeeennn. 115 110.4 166
Communet. ...........oovvnennn... 30,749 0.7 57

®Data from Statistisches Reichsamt, Statistik des deutschen Reichs, Vol.
CDXL, Berlin, 1934.

® Excluding Berlin. ¢ City and rural.

¢ The per capita expenditures of the state were 56 reichsmarks for 1931.
appears under another name; but two or three layers of local
government are to be found in every state.

The German local governments form a dual system, one being
the agent of the state (now the Reich), and the other being a self-
governing authority.' The tradition of self-government is strong,
and the communes have had broad powers and important obliga-
tions in providing for the welfare of their inhabitants. In spite of
this freedom, however, it is taken for granted that local author-
ities will discharge their duties without persuasion, and in conse-
quence the stimulative grant-in-aid has never obtained any foot-
hold in Germany. State aid has taken other forms, including
direct state support of specific functions, equalizing grants, and,
more recently, distributions of centrally administered taxes with
no limitations on their use. _

A detailed historical review of the frequent and often unim-
portant changes in revenue distributions in the seventeen differ-
ent states, following the Weimar Constitution, would be both
tedious and unprofitable. The changes in the distribution of Reich
and state taxes to local districts in Prussia between 1924 and
1935 have been summarized in Chart 4. For the rest, it is per-

1 Popitz, Der kiinftige Finanzausgleich, op. cit., p. 14. *Infra, p. 318.
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haps sufficient to say that Bavaria, suffering during the larger
part of this period from agricultural depression, revised its pro-
visions for equalization funds almost annually and ultimately
developed a fairly flexible system, which left much of the final
distribution to administrative discretion. Saxony, with more re-
sources available, made few changes in her system after the first
two or three years of experimentation and depended less on
equalization funds than did Bavaria. Even so, she returned less
than half of the tax distributions to the commune of origin. The
smaller states developed a wide variety of systems of distribu-
tion, and the poorer ones tended to make frequent changes. All
made some effort to equalize, but in most instances the small
size of the state left little possibility of equalization on one hand
and less need on the other. The communes might be in great need
of aid, but if they were all poor, as was sometimes the case, it
mattered little whether available resources were distributed in
proportion to tax collections, population, or need. The various
state systems of distribution, as of 1931, are given in the Ap-
pendix, Chart 4, and the proportion of each tax redistributed is
given in Table 7.

These systems can be evaluated only in the light of the entire
state and local financial organization, since both the amount and
the manner of distribution are influenced by the extent to which
the state has assumed the support of government activities di-
rectly and the extent to which it has left these activities to local
support. The proportion of net state and local expenditures borne
by the state in 1931-32 varied from 31 percent in Prussia to 66
percent in Mecklenburg-Strelitz.* In general the smaller states

1931 has been chosen as the latest year for which detailed figures can be ob-
tained, showing the effect of the different systems. Important changes since that
year have been noted, however.

“See infra, Table 8. In estimating these percentages, state grants-in-aid are in-
cluded under state expenditures, but not the Reich taxes redistributed to local
governments, even when these are distributed for specific functions. The classifica-
tion follows that of the Statistik des deutschen Reichs, Vol. CDXL, 1934. The
Hanseatic cities are omitted since the predominance of the city itself in these
city-states results in a quite different governmental structure.



76 REDISTRIBUTION OF REVENUES

TaBLE 7

PERCENTAGE OF REICH AND STATE TAXES DISTRIBUTED BY STATE
TO LOCAL GOVERNMENTS, 1931-32*

Income Land
and | Turn- Molor {Minerdl
Stale Corpo- | over | P~ | Vehicle| Water | Beer | Renlale
ralion chase

Prussia............. 52 55 100 100 100 50 | 57
Bavaria.......... . 39 50 50 45 100 . 18%
Saxony............. 53 55 100 50m| 100 | ... ...€
Wiirttemberg........ 33 60 50 . 100 60a| . .1
Baden.............. 35 35 50 e 100 . 64
Thuringia. .......... 45 60 50 v 100 v 50
Hesse.............. 35 50 50 100 100 . )
Mecklenburg-Schwerin| 20-40 17 50 ...e 100 | ... 4
Oldenburg........... 57 60 50 100¢ 100 cen -
Brunswick.......... 37 50 50 50 100 .. 1234744
Anhalt.............. 40 50 50 100 67k | 67 50
Lippe...... PR 40 50 50 400 | 100 | ... 57
Mecklenburg-Strelitz. 33 25 50 . 100 . 56
Schaumburg-Lippe...| 45 ] 50 50 100 | ... 53»
Hamburg........... 50-75 | 50-75 |50-75 ves 100 | ... ...
Bremen............. 50 50 50 ...« ] 100 | ... 100
Liibeck............. 21 100 100 ...8

*In the case of Reich taxes the percentage is that proportion of the sum received
by the state from the Reich which is passed on to local governments.

* Approximately. This percentage varies slightly.

°Local governments have surtax privilege, however. State share for housing 100
percent to communes and districts,

# Not including special indemnity. * No fixed percentage.

! Varies in different cities.

*In Liibeck and Birkenfeld districts. In Oldenburg district 50 percent.

* 7% in cities, 2% in rural communes. ¢ Varies with different taxes.

? Independent local tax.

*The state met the Reich requirement that the entire proceeds of the mineral
water tax should go to local governments by pooling mineral water and beer tax
yields and distributing two-thirds of the proceeds, this sum being greater than the
entire yield of the mineral water tax.

' Reduced to 20 percent by law of March 31, 1935.

® Reduced to 20 percent by law of July 25, 1935.

" Reduced to 30 percent by law of June 7, 1935.
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assume a larger proportion of the costs directly; but it should be
noted that Bavaria, the second largest state, is among those states
which have assumed the largest share of governmental expendi-
tures, and Schaumburg-Lippe, the smallest state of all, has left
a larger proportion of the costs to local governments than Ba-
varia, Saxony, or Wiirttemberg.

TasLE 8

COMPARISON OF PROPORTION OF STATE AND LOCAL EXPENDITURES
INCURRED BY STATE GOVERNMENTS WITH PROPORTION OF REICH
TAXES RETAINED BY STATE GOVERNMENTS*

Percenlage of Percentage of Percentage of
State Ezpenditures Reich Tazes Reich and Rental
Incurred by Relained by Tazes Refained by
State Governments | State Gover is | State Gover

Prussia............... 30.9 46.2 48.1
Bavaria............... ) 51.1 71.6 74.9
Saxony............... 423 48.2 54.9
Wiirttemberg.......... 42.5 64.7 67.1
Baden................ ' 41.5 69.6 60.1
Thuringia............. 51.4 65.0 67.5
Hesse................ 42.6 61.1 61.3
Mecklenburg-Schwerin . 54.3 75.6 65.1
Oldenburg. . .......... 36.5 45.0 16.2
Brunswick............ 51.3 61.1 65.1
Aphalt. .............. 45.9 56.2: 60.0
Lippe................ 53.8 59.6 65.0
Mecklenburg-Strelitz. . . 65.8 76.1 67.5
Schaumburg-Lippe. . . . . 420 724 70.8
Total............. 36.2 52.6 54.2

* Statistik des deutschen Reichs, Vol. CDXL; 1934. The expenditures for which
these percentages have been computed are the Zuschussbedarf, that part of expendi-_
tures not covered by special income, such as grants-in-aid or fees.

When the percentage of expenditures assumed by the different
states is compared with the percentage of Reich taxes which they
retain for their own use, it is apparent that they have retained a
disproportionate share for themselves. This is true of every state.
All the states combined have retained more than one-half of the
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Reich taxes, while assuming only a little more than one-third of
the costs of government. When the rental tax, the one important
state tax shared with local governments, is added to Reich taxes,
the proportion retained by the state is even larger. This is not
necessarily unreasonable. Local governments have sources not
available to the states, in the form of the citizen tax and local
taxes on amusements and retail drinks. There are no state taxes
of corresponding importance which are not shared with local
governments. Moreéover, it is more appropriate for the states to
take the larger share of the income tax and leave the real estate
and business taxes in largest part to local governments, since
local expenditures are apt to confer more direct benefits than
state expenditures on real estate owners and business concerns.
Nevertheless, it seems probable that the states have to some extent
taken advantage of their authority and appropriated whatever
has been necessary to balance state budgets, leaving the local
governments to manage as best they can. The changes occurring
between 1928-29, the year of greatest tax yields, and 1931-32,
when the effects of the depression are evident, demonstrate this.
In all but two of the fourteen states ° the percentage of state and
local expenditures met by the state government was less in
1931-32 than in 1928-29. This is, perhaps, to be expected, since
the important increases in costs were for welfare, an essentially
local function. Instead of helping local governments to meet
this new burden, the majority of states, themselves in need of
revenue, retained an even larger percentage of the declining
Reich tax distributions for their own use. Only three states re-
turned a larger proportion of these Reich taxes in 1931-32 than
in 1928-29, and in none of these three was the increase in tax
distributions in proportion to the increase in local expenditures.
Only in Saxony and Mecklenburg-Strelitz, where the proportion
of expenditures assumed by the state was greater in 1931-32 than
in 1928-29, would the state government seem to have assumed its
share of growing burdens. In nine states the local governments

® Excluding the city-states,.
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were left with a larger share of the burden and a smaller share
of Reich tax revenues.

In Bavaria, where the discrepancy between the proportion of
expenditures borne by the state and the proportion of Reich taxes
retained has been very great, the local governments were not
satisfied with their share in Reich and state taxes before the
depression.® But where in 1928-29 the local governments met
only 44 percent of costs, in 1931-32 they had to meet 49 percent.
And where in 1928-29 they received 33 percent of Reich tax
distributions, in 1931-32 they received only 28 percent of a
smaller amount. This situation has since been alleviated by the
greatly improved condition of industry in this state.

The greatest discrepancy is to be found in Schaumburg-Lippe,
where the state retains nearly three-fourths of the Reich tax rev-
enues and meets less than half the governmental costs. This has
been possible because the state contains no large cities with heavy
local expenditures, and it has suffered less from unemployment
than most regions. Consequently, per capita governmental costs
are exceptionally low. Only Lippe and Oldenburg have com-
parably low expenditures. Also, Schaumburg-Lippe has left the
business tax almost entirely to local governments.

The proportion of each tax redistributed to local governments
varies widely for most taxes, although municipalities always get
a substantial slice of the three most important taxes: the income,
corporation, and turnover taxes. The comparative uniformity in
the proportions of land purchase and mineral water taxes dis-
tributed is the result of Reich requirements.

Turning to the bases on which Reich taxes are redistributed,
two factors are recognized, the origin of the tax and the need of
the community. But there are innumerable combinations and
variations of these factors. These will be discussed in detail in a
later chapter. It is sufficient to note here the extent to which
different bases are used. Origin is used as the sole standard for
the distribution of the land purchase tax in most states and as one

® Schanz, Finanz-Archiv, op. cit., XLIV, 696.
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of the more important standards for the distribution of income
and corporation tax revenues in all states but one. The yield of a
former local tax is also a common standard. This factor was
introduced at first in order to guarantee to local governments
their former income; but as late as 1931-32 it was still the basis
for distributing at least a part of the income and corporation
taxes in seven states, in spite of the fact that pre-war or pre-
inflation income must have become a very inaccurate measure
of current needs. This standard has also been used, in scattering
instances, for other taxes.

The origin of some other centrally administered tax is occa-
sionally the basis of distribution. Thus, in Saxony, both the cor-
poration and turnover taxes are returned, in part, in proportion
to the origin of the income tax, and other instances of this are to
be found. The origin of the income tax has not proved such a
satisfactory standard for the distribution of income tax money
that its extension to other taxes would seem to be warranted. It
should be noted, however, in the case of Saxony, that, while other
taxes are distributed in part according to the origin of the income
tax, the income tax itself is distributed in part on other bases.
More common than the distribution of one tax according to the
origin or yield of another, is the practice of pooling a part of the
proceeds of one tax with those of another and distributing both
according to some measure of need.

The most frequent standard for tax distributions is a simple
per capita basis. This is found for at least a part of the turnover
tax in eleven states, and instances of its use can be found for every
other tax distributed to local governments. A few states, however,
have not been satisfied with a simple per capita distribution and
have weighted population according to the size of the commune,
the proportion of school children, or both. Less frequent meas-
ures for tax distributions are highway mileage and area for the
motor vehicle tax and the proportion of the population unem-
ployed for other taxes. Occasionally the percentage of the tax
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to be returned to specific local units is fixed. The basis on which
such percentages have been determined is not apparent.

The assignment of part of the proceeds of a tax to an equali-
zation fund, to be administered at the discretion of state officials,
is common practice. There is no state which does not have some
such fund,” and there is no tax which has not been used, at least
in part, for this purpose in some state. These funds are sometimes
dedicated to a specific function, such as welfare, highways, or
schools; sometimes they are for general use.

When the state is meeting a large part of the governmental
costs through direct expenditures, the need for equalization is
not so great as in the states leaving the larger part of the burden
to local units. Mecklenburg-Strelitz, where the state had taken
over about two-thirds of state and local costs, had no state equali-
zation fund before it was merged with Mecklenburg-Schwerin in
1933,° and most of the small amount of Reich taxes which it re-
distributed to local governments was returned according to
origin, In contrast, Oldenburg, where in 1931-32 the state was
meeting only a little more than one-third of expenditures, and
which in this same year redistributed a larger proportion of such
taxes to local governments than any other state, returned less than
half these taxes to the commune of origin and had a very sub-
stantial equalization fund. In the case of Oldenburg the widely
scattered sections of the state have made central administration
difficult, but the smaller states, which are more closely unified
geographically, have depended less than the larger states on
equalization through redistribution of Reich taxes according to
need and more on direct support of education and other func-
tions. There are, however, wide variations, and the extent to
which the central government in Bavaria has assumed the direct
cost of governmental functions suggests that only Prussia is too
large for extensive centralization of administration. Certainly

? Bremen, however, depends on circle, rather than state, equalization.
®Law of December 15, 1933.
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Prussia has not attempted to solve the problem by such central-
ization, but has developed, instead, a complicated system for the
transfer of Reich and state funds to local governments.

Prussia has the advantage of size and a wide variety of indus-
tries which have made equalization at once possible and impor-
tant. And Prussia has a heritage of administrative efficiency that
has stood her in good stead. For these reasons, and because of the
further fact that the future system of tax distribution will prob-
ably be essentially the present Prussian system, however modi-
fied, this system is of particular interest.

Prussia made many changes in the proportion of income and
corporation taxes redistributed to local governments during in-
flation, but no change was made in the proportion returned from
1924 until 1934, when the local share was reduced. No change
has been made in the basis of distribution since inflation, except
for increasing deductions from the local share returned accord-
ing to origin. The sums deducted are used for special subven-
tions and for equalization. At first by far the largest part of the
local 50.5 percent was returned in fixed proportions to provinces,
rural circles, and communes, respectively. The distribution
among the local governments of each class was on the same basis
as the Reich distribution, i.e., origin. Smaller sums were assigned
to the school equalization fund and to the provinces and rural
circles in compensation for the former Dotationen. Population,
area, highway mileage, and former sums received from Dota-
tionen determined the share of each local jurisdiction in these
latter sums. The essential elements of this system of distribution
have not been changed, but the introduction of numerous guar-
antees and special subventions continually modifies its applica-
tion and reduces the share available for the residual distribution.
The first modification was to guarantee all communes at least 80
percent of their former revenue from income taxes, the difference
being obtained from communes obtaining more than 200 percent
of their former revenue. The year chosen for the standard was
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1911-12, since that was the latest pre-war year for which ade-
quate information was available. In 1925 this guarantee was in-
creased, but made relative. The relative guarantee holds today.
Those communes for which the estimated distribution of income
and corporation taxes falls below the 1911-12 per capita income
tax yield ° have their bases weighted to equal 100 percent of the
1911-12 per capita yield. Thus, if a commune’s estimated per
capita share on an unweighted base were one-half of the 1911-12
per capita revenue, this base would be doubled. The result is to
increase this commune’s share at the expense of communes re-
ceiving more than their 1911-12 per capita income, since the
total base is increased by this weighting and the share of those
communes with unweighted bases is correspondingly dimin-
ished.'® The communes with weighted bases do not necessarily,
of course, receive 100 percent of their 1911-12 per capita income.
In 1927-28, e.g., the estimated yield to which the commune bases

° Modifications were made in case the communes had evidence that the 1913-14
or 1914-15 yield was substantially greater than that for 1911-12 or in case popula-
tion increases between 1910 and 1925 had been exceptional.

®To illustrate: Assume that in 1911-12 City A had a per capita income tax
yield of 10 marks per capita and City B had a per capita income tax yield of 8
marks per capita, Assume further that, according to the Reich formula for deter-
mining origin, A is assigned 500,000 units (Rechnungsanteile) and B is assigned
900,000 in a given year. The unit for that year is assumed to be estimated at 10
pfennigs. The population of each city is assumed to be 10,000. Thus A is assigned
50,000 reichsmarks, or 5 reichsmarks per capita, and B is assigned 90,000 reichs-
marks, or 9 reichsmarks per capita. Since A’s 1911 per capita income was double
this sum, A is assigned 1,000,000 units, or twice the amount assigned by the Reich
formula. B’s 900,000 units remain unchanged, since the 1911 per capita income is
less than the present. If these two cities constituted the entire state and the sum
available for distribution were that indicated by the above figures, 140,000 reichs-
marks (1,400,000 units at 10 pfennigs per unit), then with the weighting resulting
from the relative guarantee each city gets, not the 100,000 reichsmarks and 90,000
reichsmarks indicated by the number of units and the value of the unit, but 10/19
and 9/19, respectively, of the 140,000 reichsmarks available, or 73,684 reichsmarks
and 66,316 reichsmarks, respectively. Thus, the city with the 1911 income of 10
marks per capita now receives 7.68 reichsmarks, and the city with the 1911 income
of 8 marks per capita now receives 6.63 reichsmarks. Actually, the determination
of shares for each commune is very much more complicated than this, since there
are two taxes involved, income and corporation, each with its own system of allo-
cation, These are combined according to proportions determined by administrative
regulations. For a full and clear account of the way in which this guarantee is ad-
ministered see F.K. Suren, Preussischer Fi sgleich, Berlin, 1927, pp. 113 et seq.




84 REDISTRIBUTION OF REVENUES

were adjusted permitted a guarantee of 91 percent of pre-war per
capita income. The actual yield permitted a guarantee of 95
percent.** The weighting is fixed in advance on the basis of esti-
mated, not actual, income. It is apparent that the lower the esti-
mated yield of the income and corporation taxes, the larger the
number of communes falling below the pre-war average and the
larger the proportion of the yield that will be diverted to such
communes at the expense of others. Consequently, it is to the ad-
vantage of communes with current per capita yields in excess of
pre-war yields to have the estimate placed above the actual yield,
and it is to the interest of other communes to have the estimate
placed below the actual yield. This offers opportunity for politi-
cal pressure, and political pressure has been brought to bear.”

No figures are available to show the extent to which income and
corporation taxes are diverted, as a result of this guarantee, in
Prussia as a whole, but figures for individual cities indicate very
substantial redistributions.’® Popitz states that in consequence of
this guarantee one can no longer speak of distribution of taxes in
proportion to taxable capacity.! The practical effect is to favor
East Prussia and the industrial section of the Rhine Province.'®
By happy accident these are sections in genuine need of aid. With
the reduced yields of recent years the relative importance of this
guarantee must have increased greatly. It is easy to understand,
with the uncertainties that followed inflation, why the govern-
ment should have reached back to a period of stable values for its
standards. But the fact that the more or less chance conditions of a
single pre-war year should have been allowed to continue to
dominate the system of tax distribution after the administration
had accumulated a new experience on which to build is only to be

1 Denkschrift des preussischen Landtags, No. 2275, 1928-29, p. 4.

¥ Suren, op. cit., pp. 127 et seq.

12 Suren, op. cit., pp. 126 et seq., Popitz, Der Kiinftige Finanzausgleich, op. cit.,
p. 121,

 Popitz, Der Kiinftige Finanzausgleich, op. cit., p. 193.

= A, Hensel, “Der Landesausgleich,” Vierteljahresschrift fiir Steuer- und Finana-
recht, 1929, III, 51.
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explained on the ground that the government was awaiting more
stable conditions and the revision of the Reich system before
making any thoroughgoing changes. There would seem to be no
justification for a system which takes from Berlin and gives to
Frankfurt-am-Main when the per capita income tax yield in
Frankfurt is 50 percent greater than the per capita income tax
yield in Berlin.'® Moreover, the system is so complex that Popitz
rightly refers to it as a secret science of a small and consecrated
circle.”” Finally, it can be deliberately manipulated for political
ends by underestimating or overestimating the amount of the tax
available for distribution. There is, of course, no thought of ex-
tending this feature of the Prussian system to other states or of
continuing it in Prussia indefinitely.

Other modifications of the basic distribution of income and
corporation taxes followed the relative guarantee. Beginning in
1927, 10 million reichsmarks were deducted before the division
between state and local governments for a special distribution to
communes bordering on city-states. Beginning in 1929 a part of
the corporation taxes allocated to communes was diverted to an

-equalization fund in those cases in which the commune’s per cap-
ita share exceeded the average. Beginning in 1930 the estimated
local cost of police was deducted from the local share of income
and corporation taxes, and then distributed to the local govern-
ments on a different base from the residual income and corpora-
tion tax funds. Also, in 1930 it was provided that if the turnover
tax fell below a fixed sum the difference should be taken from in-
come and corporation taxes and distributed on the turnover tax
base.

No exact estimate can be placed on the proportion of the local
share which finally reaches the localities on the basis of origin,
but it is certainly much less than half, if, indeed, any revenue can
be said to be returned on the basis of origin under such a system.

*H. Bychelberg, “Der Finanzausgleich und seine Bedeutung,” Vierteljahres-
schrift fiir Steuer- und Finanzrecht, 1931, p. 346.
* Der kiinftige Finanzausgleick, op. cit., p. 193.
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Mineral water and beer tax revenues have been added to the
commune share of income and corporation taxes and are dis-
tributed in the same way.

The local share of the turnover tax is distributed to circles and
communes on a weighted population base. The weighting has
been changed several times, but at present the population is
weighted for the size of the commune, the weight increasing to
2.25 for cities having more than 50,000 population. This
weighted population is then weighted again for the proportion of
school children in excess of the average for cities of that size.
Thus a city of 100,000 population would be credited with 225,-
000; and if the number of school children per 100 population
exceeded the average for such cities by one percent (i.e., 11.8
instead of 10.8 children per hundred), the weighted population
would be increased by one-tenth, or 22,500.*® This city of 100,000
would finally be credited, under these conditions, with a popula-
tion of 247,500.

The motor vehicle tax was at first distributed to provinces and
circles in proportion to population and area. After many revi-
sions a percentage of this tax, fixed by law, is now returned to -
each province, and the redistribution within the province is de-
termined by a province committee. The basis for the percentages
fixed by law is undoubtedly highway need, but the extent to which
different tests of need may have determined them is not apparent,
nor does this allow for changes in relative needs of the provinces,
barring a revision of the law. The land purchase tax alone is dis-
tributed where collected.

This system is needlessly complex, and some of the provisions
are admittedly emergency measures; but there has been a steady
development toward a system of distribution which is measured
by need rather than by tax yields. The relative guarantee would
seem to have lost whatever value it may originally have possessed,

» The increase in weight is one percent for every one-tenth of one percent excess
of the proportion of school children above the average.
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and the police subvention system might well be simplified and
still achieve the same results; but the base for the distribution of
the turnover tax would seem to offer a reasonable measure of gen-
eral financial need, and the increasing diversion of income and
corporation taxes for specific functions reduces the importance of
the relative guarantee. The bases on which the various sums
deducted from the income and corporation taxes are distributed
would seem to be suitable measures of need.

A similar trend toward equalization in the distribution of
Reich taxes can be found in almost every state. In spite of the
many variations in state provisions for this distribution, the move-
ment away from the policy of returning Reich taxes to the place
of origin stands out clearly. To cite some of the more important
instances, Brunswick began to distribute part of its income and
corporation taxes in proportion to population in 1927, and in the
same year Anhalt began distributing part of its corporation tax in
proportion to population. Wiirttemberg began distributing part
of these taxes in proportion to school children in 1930; and new
and growing equalization funds have been built up, largely from
the same taxes, in Bavaria, Wiirttemberg, Hesse, Oldenburg,
and Anhalt in recent years. In consequence, whereas in 1925-26
approximately two-thirds of the Reich taxes returned to local
governments were returned to the community of origin, in
1931-32 this proportion had dropped to approximately- two-
fifths.” To what extent this trend is a normal development, result-
ing from experience with the new system, and to what extent it has
been forced by depression, it is difficult to say; but the fact that
the trend was apparent, even when economic conditions were
comparatively good, suggests that central administration and
uniform taxes must be followed by distribution of revenues to
local districts in accordance with some measure of need. Local
government needs bear no such uniform relation to local tax

®No exact figure can be arrived at, in view of the fact that where origin is one of
several factors entering into a distribution formula it is impossible to earmark any
specific sum as having been distributed according to origin.
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sources that the return of fixed percentages of uniform taxes to
the local districts in which they were collected can take place on
any large scale. Equalization in one form or another is demanded.

The ultimate test of the adequacy of the present Reich and
state systems of distribution would seem to be their adaptability
to the needs of the bottom layer of government, the communes.
The Reich itself has wide powers of adjustment, and thus far,
although limiting their sources of income, the Reich has left the
states almost complete freedom in deciding the manner and
amount of sharing the available revenues with the local divisions.
The intermediate provinces and circles, while endowed with few
sources of income for their own exclusive use, have for the most
part been granted adequate power to levy on communes for their
needs. A brief description of the financial system of the Prussian
provinces and circles should be sufficient to illustrate this, al-
though the financing of these intermediate local governments,
as well as the nature and functions of the governmental units
themselves, vary widely from state to state.

In Prussia, the province has just two sources of revenue, dis-
tributions from Reich taxes and levies on the revenue of the
circles. The latter is the only one which provincial officials can
adjust to their needs, but such emphasis has been laid on the im-
portance of keeping these levies constant from year to year that
those provinces not fortunate enough to possess substantial re-
serves have met declining Reich tax distributions by cutting
highway expenditures rather than by increasing their levies.*
In fact, these provincial levies dropped 20 percent between
1928-29 and 1931-32.

The circles have a number of local taxes at their disposal, but
they, too, depend for the bulk of their revenues on Reich tax
distributions and levies on the income of the communes, the
latter being the elastic element in their revenue system. Levies
may be made both on the commune real estate and business taxes

® Statement of Prussian state official.
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and on the communes’ combined revenues from income, corpora-
tion, and citizen taxes. The rate of the levy must ordinarily be the
same for the taxes within each of these two groups, but the rates
for the two groups may differ. In practice this means that, since
the ratio of income, corporation, and citizen tax revenues to real
estate and business tax revenues is higher in urban than in rural
regions, the circle can favor rural regions by levying relatively
more on the first group and can favor urban regions by levying
relatively more on the second group. There are instances of circle
levies on income, corporation, and citizen tax revenues in excess
of 100 percent. It is apparent that the excess must come from real
estate and business taxes, but it is paid in proportion to the
receipts from the other taxes. Thus the rural taxpayers benefit at
the expense of urban taxpayers, and urban and rural resources
are equalized.

The revenues of the circles have, on the whole, increased more
rapidly than those of other governmental units. In 1925-26 the
per capita tax revenue for rural circles in Prussia was 181 per-
cent greater than in 1913-14, whereas the per capita tax revenues
of the cities had increased only 61 percent. The increase for all
governments for the entire Reich during the same period was 141
percent.” In recent years, with the decline of other sources, the
circles have tended to increase the levies on the communes. Be-
tween 1928-29 and 1931-32 levies for rural circles in Prussia
were increased 23 percent, and the proportion of circle revenues
* from this source grew, in consequence, from 27.6 to 39.1 percent.
This can be explained in part by the transfer of functions from
communes to circles. In welfare and highway administration,
especially, there has been a marked tendency for the circles to
take over burdens hitherto falling on the communes. Neverthe-
less, the circles are in a stronger position financially than their
subordinate communes and it seems probable that the circles, as
well as the Reich and the states, have taken advantage of such

= Rath, op. cit,, p. 117.
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power as they possess, Where in 1928-29 these levies took 17.6
percent of commune income in 1931-32 they took 29.2 percent.

Thus the communes are at the mercy of all the overlying gov-
ernments. Not only can these decrease the communes’ residual
share in revenues at will, but also they can force the communes
to shoulder an increasing share of the costs. As pointed out above,
the local governments’ share in tax distributions has decreased
in recent years, while their share in expenditures has steadily
increased.” To bridge the gap the communes increased their tax
rates until they became intolerable and increased charges for
local public utility services until revenue diminished because
citizens could no longer afford to avail themselves of these serv-
ices. Belated legal restrictions on such taxes and rates were
scarcely needed. They had reached their economic limit. There
was no elastic element left in the revenue system.?®

Meanwhile commune expenditures were growing. Four-fifths
of these were mandatory before depression, and while substan-
tial economies were possible and have been effected, welfare
costs have grown more than other costs could be cut. In this finan-
cial strait-jacket the communes have been practically helpless.
All possibilities of adapting revenues to changing needs rest on
the charity of superior governments.

The adaptability of this system to varying local needs can best
be determined by considering individual cases. Even when local
governments are grouped by size and form of government, aver-
ages eliminate just those local variations which it is important for
the system to meet. Unfortunately, while data for groups of

2 This includes circle revenues and expenditures.

® As early as 1924-25 the median business tax revenue in Prussian communes was
150 percent greater than in 1913-14, while the median income tax revenue was 25
percent lower than in 1913-14, The median real estate tax revenue was 30 percent
higher than in 1913-14 (Rath, op. cit,, p. 112). At their peak, in 1930-31, business
taxes yielded five times as much to the local governments as in 1913-14 (in local
governments outside the Hanseatic cities), land and building taxes yielded between
two and three times as much, and income and corporation taxes less than twice
as much.
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communes are quite complete, comparable data for individual
communes are difficult to obtain. A limited study has been possi-
ble, however, of individual cases.

Twelve cities have been selected for this study, six compara-
tively well-to-do cities and six comparatively poor ones. The
important data for these are given in the Appendix, Table 36. It
is apparent that with such a small number of cases the medians
given in the first two columns of the table are highly unstable
figures. Examination of the data for the individual cities shows,
however, that these medians represent very real differences in the
two groups, although no importance can be attached to their exact
values. The tests of ability and need applied in selecting the
cities in the two groups were the per capita yield of the income
and corporation taxes, the proportion of school children in the
population, and the proportion of the inhabitants receiving public
relief. Miinster has been grouped with the well-to-do cities and
Offenbach with the comparatively poor, although the per capita
yield of the income and corporation taxes in Offenbach appears
to be greater than that in Miinster because of the exceedingly high
proportion of the population of Offenbach and the comparatively
small proportion of the population of Miinster receiving public
relief. Miinster is the seat of provincial government for West-
phalia. Also, there is a university in the city. Consequently a large
proportion of its inhabitants belong to the professional classes.
Miinster is not wealthy, as are the other cities of the group; but
with a comparatively small working population it has not suffered
from depression to the same extent as the others, and its resources
are more nearly in proportion to its needs than is the case in many
wealthier cities. Offenbach, on the contrary, is an essentially
industrial city which has suffered severely from unemployment.
The figure of 171 per thousand inhabitants receiving public
relief does not include the dependents of those receiving relief.
If the average number of dependents in Offenbach corresponded
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to the average number for the Reich as a whole at this time, there
were 346 persons per thousand—more than one-third of the in-
habitants—receiving public support. The figures for income and
corporation tax yields is, of course, based on 1929 income. If the
actual yields were available for the later year for which the relief
figures are given, the figure for tax yields, as well as the figure
for those on relief, would doubtless place this city in the poorer
group. In Duisburg-Hamborn, with a per capita income tax yield
not far below that of Miinster, 40 percent of the population were
receiving public relief when unemployment was at its peak.”*

All but two of the twelve cities given are in Prussia. Stuttgart
is in Wiirttemberg, and Offenbach is in Hesse. The latter is,
however, so close to the Prussian Frankfurt-am-Main as to be
almost a suburb of this wealthy city. Six of the cities, Cologne,
Diisseldorf, Miinster, Duisburg-Hamborn, Gelsenkirchen, and
Herne are in two adjoining provinces, the Rhine Province and
Westphalia, in a highly industrialized region. Two more, Breslau
and Hindenburg, are in Silesia in the southeast part of Germany
and have suffered seriously from the loss of territory on the
eastern border.

A comparison of the two groups of cities for 1928-29 and
1932-33 shows that the wealthier cities were incurring much
larger expenditures per capita in 1928-29 than were the poorer
cities. In 1932-33, however, their positions are reversed, the per
capita expenditures of the wealthier group having declined in
every instance and the per capita expenditures of the poorer
group having increased in five out of the six cities. The expendi-
tures in question are net, after all special sources of income, in-
cluding subventions, have been deducted; that is, they are the
expenditures to be met from taxes and the surpluses from mu-
nicipal industries. The reason for the changes in these per capita
expenditures in the two groups of cities is, of course, that, with

180,000 out of 440,000.
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shrinking resources, municipal salaries have been cut and all
unnecessary expenditures eliminated. The wealthier cities were
able to save more by such economies than they were forced to pay
out in increased welfare burdens. The poorer group, however,
having fewer luxury expenditures to be eliminated on one hand
and much greater increases in welfare burdens on the other hand,
found their total costs growing in spite of all economies. This is
to be expected. When welfare expenditures are examined, how-
ever, it is apparent that, while the total welfare expenditures per
capita are markedly higher in the poorer group of cities, the
amount falling on local resources is distinctly less. Thus a smaller
proportion of the net expenditures is going for welfare costs in
the poorer group of cities than in the wealthier group of cities.
The difference between total welfare expenditures and welfare
expenditures met from local resources comes largely from the
substantial Reich subventions for unemployment relief. Through
these the Reich would seem to have equalized most successfully,
since that part of the welfare burden left to local resources is less
in the group of cities with the more limited resources, although
the total welfare burden in these cities is greater. Under these
conditions, however, it is surprising to find that the total costs
falling on local resources are greater in the poorer group of
cities than in the wealthier group. Expenditures for other func-
tions than welfare are much heavier in the poorer than in the
wealthier cities. This can only be explained on the ground that
the large number of unemployed have occasioned unusual city
expenditures in other divisions of government. A public works
program for the reduction of unemployment, for example, would
not be charged to welfare as such. Reich subventions have been
substantial, but there is nothing to indicate that they have been
so generous that the cities receiving them have been tempted to
indulge in unnecessary expenditures. A review of local tax rates
is sufficient to make this clear. Two such rates have been given in
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Table 36.%° It is apparent from these figures that poor as well as
wealthy cities have increased their local tax rates during the
period in question, and the poor cities still have higher rates than
the wealthy ones. The only exception to this is in the case of the
business tax, which has been reduced in three of the poorer cities.
In one of these, Duisburg, however, it is still as high as the highest
of the rates in the wealthy cities. In the other two, Breslau and
Hindenburg, the rates are lower than in the wealthy cities, owing
to the special Osthilfe given by the Reich for the reduction of
these taxes. Reich subsidies to the eastern sections of Germany
have taken many forms in the past decade, and the equitableness
of some of these has been challenged. But in this particular in-
stance there would seem to be no question as to need. Hindenburg
is especially poor; and the rate of the real estate tax in both Bres-
lau and Hindenburg is still higher than in any of the other cities
under consideration. In fact, only two of the 154 cities of Prussia
had higher real estate tax rates in this year.

In this connection it should be noted that the low per capita
relief expenditures in Hindenburg are due largely to the meager
relief allowances. The allowance for a married couple without
children is 40 marks per month in Hindenburg as compared with
67 marks per month in Stuttgart. Consequently, with approxi-
mately the same proportion of the inhabitants receiving public
relief in the two cities, the total cost of relief is 40 marks per
capita in Hindenburg and 71 marks per capita in Stuttgart. None
of the other cities in question, and for that matter no other city
of its size in Germany, has cut relief rates as low as Hindenburg.

The part played by specific Reich tax distributions in these

=The rates given are in percentages of the state base. The local taxes on real
estate vary for improved and unimproved land and for agricultural land. Only the
rate for improved land has been given in the table. This is, of course, by far the
most important in cities of this size. For the business tax only the rate on yield has
been given, since this is the only one these cities have in common. All the cities
have, however, in addition to this, a business tax on wages or on capital. Tax rates
are not given for the two cities outside Prussia since, with a different state base,
rates would not be comparable.
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cities remains to be considered. In 1928-29 these distributions
were very substantial, covering from 20 to 40 percent of those
expenditures to be met from taxes and the surpluses of municipal
industries, Little equalization would seem to have been achieved,
however, since the poorer cities received less per capita than the
wealthy ones. A comparison of these tax distributions with wel-
fare expenditures shows that the Reich distributions more than
covered welfare expenditures in the wealthier group of cities and
met 86 percent of such expenditures in the poorer group. In
1932-33, with greater welfare burdens and greatly curtailed tax
distributions, only 15 percent of the welfare expenditures of the
wealthier cities and only 14 percent of the welfare expenditures
of the poorer cities were covered by Reich taxes. Even so, a
greater measure of equalization would seem to have been
achieved by these distributions. The poorer cities received both
more per capita and more in proportion to their needs than did
the wealthier ones. This offered slight compensation, however,
for the fact that the per capita distributions of Reich taxes fell
to one-third of their former size just when per capita costs were
doubling. In time of stress the system of Reich tax distributions
has failed miserably.

Turning to individual cities, the Reich taxes covered 6 percent
of expenditures in Frankfurt-am-Main and 12 percent in Hinden-
burg in 1932-33. Frankfurt-am-Main is undoubtedly one of the
richest cities in Germany, and Hindenburg one of the poorest.
Measured in terms of an index which takes resources into account,
as well as obligations, the cities rank as shown in Table 9.

The index as given is too crude for actual use in determining
the variations in need of the different cities with exactness.”® A
detailed study of local budgets of the different cities might well
reveal that the proportion of school children and the proportion
of persons on public relief should not be given equal weight.
Moreover, the figure for measuring local taxpaying ability is

* See Table 36, n. h, for explanation of index.
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TaBLE 9

COMPARISON OF TEN PRUSSIAN CITIES RANKED ACCORDING TO
INDEX OF NEED AND ACCORDING TO REICH TAX
DISTRIBUTIONS, 1932-33

Percentage of Net
City Indez of | Per Capila Reich Expenditures

Need Tax Distributions | Covered by Reich

' ) Taz Disiributions
Hindenburg................ 1 5 1
Heme..................... 2 4 4
Gelsenkirchen.............. 3 1 2
Breslau.................... 4 3 8
Duisburg-Hamborn. . ....... 5 2 7
Cologne. .................. 6 7 9
Miinster................... 7 10 6
Frankfurt-am-Main. .. ...... 8 8 10
Diisseldorf. ................ 9 6 3
Potsdam................... 10 9 5

undoubtedly faulty in that the figures are for an earlier year than
the other figures, and the relative ability of the cities in the later
year had doubtless changed materially. Even for the year in ques-
tion income and corporation tax yields would reflect only dimly
the potential yield of local taxes. Nevertheless, the factors used in
constructing the index are believed to be important, and, in spite
of the limitation of available data, the index as given probably
offers some rough measure of the need of the different cities. If
this is true the Reich tax distributions, as modified by Prussia, did
achieve some small measure of equalization. At least the five poor
cities all received more per capita than the five wealthy ones. But
the extent of the equalization achieved by these distributions is ob-
viously limited. Nor is this due solely to the greatly reduced sums
distributed in 1932-33. Reich taxes distributed to local govern-
ments as a whole exceeded Reich subventions to local govern-
ments for welfare in this year. Yet the subventions for welfare
achieved a very important degree of equalization. If the Reich tax
distributions had been allocated with equalization alone in view,
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they could have been an important factor in equalizing burdens.
With the systems of distribution in effect, however, only a minor
degree of equalization was achieved.

To summarize, under present conditions the system of distrib-
uting tax revenues equalizes resources to a small degree. The
same amount of money distributed on other bases could achieve
a very substantial degree of equalization. When, however, more
aid to the poorer communes became imperative, the Reich chose,
rather than to make major revisions in its system of distribution,
to divert new revenues from the system of tax distribution to a
system of direct grants to the communes based on specific needs.
Considering the state systems as a whole, it is apparent that,
while moving steadily toward equalization of resources, the dif-
ferent parts of the financial structure have never been co-ordi-
nated and are often working at odds. The greatest equalization
has been achieved in school funds. Equalization for other specific
functions lags far behind; and the distributions of tax revenues,
as such, are in most instances on unsatisfactory bases. The Reichs-
sparkommissar complains, in one memorandum after another,
that state equalization has been inadequate.”” This is generally
recognized, and eventually a better co-ordinated system will
doubtless be established; but tax reform must wait on the re-
allocation of governmental functions themselves, and the
establishment of the new districts (Gauer). Meanwhile state
administrators must be content to patch a little and to wait.

T See, e.g., Gutachten iiber die Si ltung des Volk Hessen, 1929,
p. 21; Gutachten iiber die Landesverwaltung Lippes, 1930, p. 29.
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DISTRIBUTION OF SUPPORT OF SPECIFIC FUNCTIONS
AMONG THE REICH, STATE, AND LOCAL
GOVERNMENTS

CENTRALIZATION of administration of the various governmental
functions has lagged behind centralization of financial adminis-
tration. It is this fact that creates the problem of redistributing
the centrally administered revenues among the underlying sub-
divisions in the first place; and the solution of the problems of
redistribution may well come through the further centralization
of functions. If the sums to be transferred play a minor part in
local finances, most of the difficulties of distribution disappear.
Under these conditions the division of support of the different
governmental functions cannot be ignored.

Those functions absorbing the largest proportion of state and
local tax revenues are education, highways, police, welfare, and
housing. The five combined accounted for nearly two-thirds (65.5
percent) of net state and local expenditures * in 1913-14 and be-
tween three-fourths and four-fifths in recent years (78.6 percent
in 1925-26 and 76.5 percent in 1931-32).? These same functions
concerned the central government very little before the war.
They accounted for only 4.9 percent of Reich expenditures in
1913-14. Since the war, however, the central government has
assumed increasing responsibility for these activities, and Reich
expenditures for the five together came to 17.9 percent of net

* Those expenditures not met from fees and other administrative revenue, desig-
nated in official reports as Zuschussbedarf.

*The classification commonly used in government statistics has been followed
here. “Education” includes science, art, and the Church, as well as schools; “high-
ways” include waterways; “police” includes fire protection and a considerable
group of administrative functions not designated as police in the United States;
“welfare” includes social insurance.
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Reich expenditures in 1925-26 and 31.9 percent in 1931-32. Im-
portant changes in the support of these five functions are traced
briefly below.

EDUCATION

Education has long been considered a function of the various
states in Germany, but only since the war have the states assumed
the major part of the cost. State support, as usual, has lagged be-
hind control. Prussia gave small school aids to poor districts even
before 1850, but as late as the eighteen-seventies the state was
contributing less than 7 percent of school costs; and in spite of the
fact that aid was quadrupled in the next decade it had reached
only 12 percent of the total cost by the end of the nineteenth
century.® Saxony, unifying the school system of the whole state
as early as 1835, left the support entirely to local authorities
until 1873, when state aid for poor districts was introduced.*
Bavaria, on the contrary, began to contribute state funds for edu-
cation as early as 1807, although the schools were left in the
hands of the Church until 1883.°

All the states were making substantial contributions to the
cost of schools by 1913, the proportion varying from 33 percent
in Mecklenburg-Schwerin to 88 percent in Anhalt.® These con-
tributions took many forms. All the states contributed to salaries,
most of them paying a fixed percentage of the cost, or a fixed sum
per teacher. Anhalt, at one extreme, paid all salaries for common-
school teachers, and Oldenburg, at the other, contributed only in
poor districts. All the states but Lippe contributed to building
costs, although seven limited such aid to poor districts and five
more included them in their contributions to school expenditures
as a whole, rather than as specific building aids. In Hamburg and
Liibeck the state met the entire building costs. Special aids to
poor districts were given in the majority of states. The seven states

* Grice, op. cit., pp. 270-71. 4 Einzelschrift, No. 17, p. 21.
*Idem. ¢ Einzelschrift, No. 6, passim.
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not making such contributions were all small, including the three
Hanseatic cities, and, except Mecklenburg-Schwerin, were states
which had shouldered more than the average proportion of school
costs. '

All the states contributed to the cost of higher education. Many
of the special and higher schools were state institutions supported
entirely by the state, and even when they were local institutions
the state usually made generous contributions to their support.
In consequence, the percentage of the cost of such schools met by
the state was higher than the percentage of the cost of the common
schools met by the state. Other educational expenditures, viz., the
support of art, science, and the Church, were largely state expen-
ditures. In 1913-14 all states combined met 32.7 percent of the
cost of common schools, 35.8 percent of the cost of all schools,
and 42.1 percent of all educational expenditures.

The diversity in state systems of school support before the war
makes generalizations difficult. The systems were complex, as
well as diverse. Prussia, for instance, included fifteen different
school quotas in her 1902 budget.” Under these conditions a wide
variation, both in the aims and in the form of support, is to be
expected. Nevertheless, it can be said that education was accepted
as a state function, even when the bulk of the support fell on the
local district. State support was substantial in every case and the
states were taking over an increasing share of the growing school
burden. The increase in school costs was, of course, in large part
a result of mandatory state legislation; and the states recognized
this, to some extent, by meeting at least a part of the new costs
imposed. ; i

The purpose of state grants was rarely to stimulate local ex-
penditures. When the state undertook to meet a fixed percentage
of local school expenditures it did not leave any wide margin of
discretion to local officials in determining the amount of such

¥ Grice, op. cit,, p. 273.
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expenditures. Instead of “buying” higher standards, as did the
British government, with its earlier school grants, the German
states required local authorities to maintain high standards and
then recognized the obligation to meet at least a part of the cost
thus mandated. Only in rare instances could a wealthy local
government obtain more state aid by itself spending more. On the
contrary there was a definite tendency to scale aid down as the
wealth of the district increased; and a substantial part of state
funds was reserved for especially poor districts. In the distribu-
tion of funds to these poor districts the tests of need varied. In
Prussia small or rural districts were given more aid than large or
urban districts on the assumption that they were poorer. But in
most cases the grants were discretionary and the basis of distribu-
tion was proved need.

The tendencies apparent in the pre-war support of education
have continued in the post-war period.® In accordance with the
acceptance of education as a state function, the state has increased
both its control of the common-school systems and its support, the
proportion of common-school expenditures borne by the state
having risen from less than one-third to more than one-half. No
important change has been made in the support of other educa-
tional institutions and functions, and the state contributions to
these form about the same percentage of the total as before.

Most of this increase in support of common schools has come
through state contributions to salaries. Whereas in 1913 only one
state was meeting all salary costs, in 1931 nine states were meet-
ing all, or nearly all, such expenditures. Even where local dis-
tricts contribute a part of the salary, the state in some instances
pays the salary directly and withholds the local contribution from
the districts’ share in Reich taxes. Grants-in-aid have declined,
since the substantial increases in direct state support make such
aids less essential. The indefinite aids from state funds, based on

®See Appen(iix, Chart 5, p. 334, for a summary of state education grants.



102 SUPPORT OF SPECIFIC FUNCTIONS

TasLE 10

DISTRIBUTION OF SUPPORT OF EDUCATION AMONG REICH, STATE,
AND LOCAL GOVERNMENTS *

Un il o f MILLION REICHSMARKS PERCENTAGE
Government | 1915 14 | 199596 | 1931-32 | 1943-14 | 1995-26 | 193132
Reich......... 3.9 26.2 26.9 4 14 13
State....... ...] 4045| 10286 | 11388 38.7 53.2 54.4 .
Local......... 5995 | 8064 | 8504 57.3 417 40.6
City-State. . . .. 38.3 714 71.0 3.6 3.7 3.1

1,046.2 | 1,932.6 | 2,093.1 100.0 100.0 100.0

®From Einzelschrift, No. 6, and Statistisches Jahrbuch fir das deutsche Reich.
Local shares of Reich taxes which are earmarked by the state for school purposes
have been included in local funds.

proved need, have likewise decreased. Where they have not been
abolished altogether, their use has been greatly restricted. The
largest part of the aids that remain are percentage grants.
Equalization of costs has not been abandoned, but achieved
through the redistribution of local rather than state funds. The
redistribution of part of the local share of the income tax, or other
Reich tax distributions, is a new and growing form of aid to
poorer districts. Prussia, for example, diverts 12145 percent of
the communes’ share of income, corporation, beer, and mineral
water taxes to a fund which is distributed to school districts in
proportion to teaching positions; and part of the turnover tax in
Prussia is distributed to districts with more than the average
number of school children. Wiirttemberg distributes 10 percent
of the local share of income and corporation taxes, after deduct-
ing the amount of the equalization fund, to school districts in pro-
portion to school children. Saxony, where the state pays the
teachers’ salaries directly, reimburses itself for one-third of the
amount from the local shares of income and corporation taxes,
thus redistributing the burden in proportion to taxes paid. Meck-
lenburg-Schwerin, Oldenburg, and Lippe also use part of the



SUPPORT OF SPECIFIC FUNCTIONS 103

income and corporation taxes for school funds. The difference
between these redistributions of the local share of Reich taxes
and grants-in-aid from state revenues is a difference in name only.
“The same results would be achieved if each state were to retain a
larger proportion of the Reich tax distributions and were to make
provision for these equalization funds from its own revenues.

No important movement to enlarge school districts has taken
place, in spite of the fact that these are extremely small. Saxony
has established the Bezirke in place of the commune as the local
school district since the war, and in Bremen the circle has largely
replaced the commune, but otherwise the districts are much the
same as before the war. In Prussia, in 1930, there were still
33,000 school districts, 14,000 of them one-school, one-teacher
districts. The decline in grants to needy districts has been made
possible, not by consolidation of districts, but by equalization
from local funds and by increasing the proportion of expendi-
tures assumed directly by the state.

To summarize, the important changes in the post-war support
of education are the marked increases in direct state expendi-
tures, especially for teachers’ salaries in the common schools;
the tendency to earmark fixed proportions of the local share in
Reich tax distributions for education and to redistribute these in
proportion to some measure of educational need; and the de-
creased use of the indefinite state aid given where need is proved
to the satisfaction of state authorities.
~ Participation of the Reich has not been mentioned in the above
discussion because it has played such a small part in education,
in spite of the provision of the Weimar Constitution (Article 143)
charging the Reich, as well as state and local governments, with
the maintenance of education. The share of the Reich in the sup-
port of education before the war consisted of small contributions
for art and science, going largely to specific museums and insti-

* tutions and amounting to less than 2 percent of net expenditures
for these purposes; and even smaller contributions to the higher
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schools, totaling less than one-half of one percent of the net cost
of these institutions. ' :

In 1925-26 Reich expenditures for higher schools had been cut
to half their pre-war level and amounted to only one-tenth of one
percent of the net cost of these schools. Contributions to art and
science, on the contrary, had been substantially increased, meet-
ing 7.6 percent of the expenditures for this purpose. In addition,
the Reich was making small contributions to the churches (less
than one percent of the governmental contributions) and small
contributions (about three-tenths of one percent) to the common
schools. These latter aids, which have been continued, are for
teachers and for German schools in foreign lands. They are small
in amount but perhaps significant in that they recognize Reich
participation in what has hitherto been regarded as a strictly
state affair. Indirectly the Reich has made important contribu-
tions to the schools through its tax distributions, but the actual

" earmarking of portions of these taxes for school purposes has
been left to the states. The Reich has in no way controlled them.

The importance of education to the central government under
the National-Socialist régime is very great. The new government
has already taken over a large measure of control, and some
measure of support will probably follow, although to date (July,
1936) ho move has been made in this direction. For the moment
the central government is harassed with too many other demands.

POLICE

The police of Germany have a wide range of activities, cover-
ing practically all governmental functions where compulsion is
required. This leads to two classes of officials, the security police,
primarily engaged in maintaining law and order, and the admin-
istrative police (sometimes subdivided into administrative and
special) engaged in traffic control, fire protection, health protec-
tion, inspection of buildings and markets, and other regulative
functions.’

° Einzelschrift, No. 17, p. 17.
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State control of police for the purpose of strengthening central
authority is not confined to the post-war period. But the limita-
tions placed on armed forces by the Versailles treaty resulted
both in the rapid growth of police forces and in increased cen-
tralization of control. The number of police has nearly doubled
since 1913, and the proportion of state police has increased from
less than two-fifths to more than four-fifths of the total.

There has been some tendency toward decentralization in the
case of administrative police. The Wiirttemberg Gemeindeord-
nung of 1906, for instance, expressly declared the administrative
police to be a matter for local control, and this is repeated in the
new Gemeindeordnung of March 19, 1930. In the majority of
cases, however, no distinction is made between administrative
and security police in the matter of control or of support.*®

Police whose activities extend beyond the boundary of a single
commune (Landespolizei) exist in every state, both for protec-
tion and for administration. These are supported primarily by the
state, although the Reich has given substantial subventions for
certain classes of officials. Police whose activities are confined to
a single commune (Orzspolizei) are usually state police in the
larger communes and local police in the smaller communes, al-
though no clear line can be drawn. The support of these Ortspol-
izei is commonly shared by state and local governments, with the
larger part of the support from the governmental division in
immediate control.™

State police are not new in Germany. They existed in Prussia
throughout the nineteenth century. The support was for a time
left entirely to the localities (1808-20), for a time taken over by
the state (1820-50), and for a time shared by the state and the
locality. The sharing consisted first (1850-92) in the paying
of salaries by the state and the supplying of the buildings by
the local government; later (1892-1908) in the locality con-
tributing to the cost of salaries at a fixed sum per capita, ranging
from 70 pfennigs in the small cities to 2.5 marks in the large

* Idem. 1 Finzelschrift, No. 6.
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cities. Beginning in 1908 the state charged the local governments
with one-third of the cost of state police, and this division of the
costs continues to the present, although the basis of apportion-
ment has changed. _

State police were established at the discretion of the state, at
first only in the larger cities, but more recently in many smaller
communities. In 1930 some seventy cities and eighty rural com-
munes had such police. In addition to this all rural communes
with a population of less than 2,000 are protected by the Landes-
polizei and have no local police force. Moreover, such local
police forces as remain are partially supported by the state.**

The present situation in Prussia is that all Landespolizei are
supported by the state, with aid from the Reich. Ortspolizei em-
ployed by the state are supported two-thirds by the state and one-
third by the communes. Communes do not, however, contribute
directly to the support of the police in their locality as formerly.
The local third of the cost is allocated to such communes, one-
half in proportion to population and one-half in proportion to
corporation and income tax collections, and this sum is deducted
from these taxes before distribution to the communes in question.
Ortspolizei employed by the communes are supported two-thirds
by the state and one-third by the communes. The state’s actual
contribution is 3,000 marks per officer, the average salary per
officer being estimated at 4,500 marks. This money is distributed
to the communes in proportion to officers employed. The funds
for this grant are obtained by deducting the necessary sum from
the share of those communes with more than 2,000 population in
the income tax and corporation tax distributions.?® The effect
is to spread the burden of the cost of local police over communes
with state police, as well as over those with local police. The
money does not come from state funds. If, however, the state had
chosen to reduce the total commune share in income and corpora-

tion taxes for the benefit of the state, and then to subsidize local

M Einzelschrift, No. 17, pp. 17-18.
3 Law of August 2, 1929, effective April 1, 1930.
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police from state funds, the effect would have been much the
same, except that in the latter case communes under 2,000 would
share in the burden as well as the larger communes. The net
result of this new system of support is to spread two-thirds of the
cost of both state and local police over all, or practically all, the
communes in proportion to tax yields, and to charge the remain-
ing third more directly to the communes concerned. Even for this
third, however, only those communes with local police pay the
cost in their own communes. The communes with state police meet
one-third of the cost for the group as a whole, but this sum is
apportioned among individual communes, half in proportion to
population, and half in proportion to tax yields. Thus a consid-
erable further equalization is achieved.

Other states have gone through much the same development
as Prussia. All except some of the smaller states have both state
and local Ortspolizei.** Outside Prussia the local police are sup-
ported entirely by the local government, except in Hesse, where
in certain cities in the formerly occupied territory the state meets
all of the cost of local police in excess of 1,200 marks per officer.
State Ortspolizei receive from one-third to all their support from
the state. The division of support for Ortspolizei is given in
Table 40.°

All states have Landespolizei supported by the state with Reich
subventions. Before the war the only Reich police aid was for the
Gendarmerie on the Austrian and Russian borders, to prevent the
smuggling of cattle. A similar subvention is now given to guard
against murrain on the eastern border.’® In 1921 the Reich took
over the total cost of stream and waterway police. This was given
up, however, in 1931. In 1922 the Reich provided a subvention
for state security police (Landesschutzpolizei) equal to 80 per-
cent of the cost.'” This was to build up a police force which would

*“ Hamburg and Liibeck have only state Ortspolizei; Metklenburg-Strelitz, before
its consolidation with Mecklenburg-Schwerin, had only local. Einzelschrift, No. 6,
PP. 392 et seq.

* See Appendix, p. 363. 1 Einzelschrift, No. 6, p. 3717.

¥ Laws of July 29, 1921, March 26, 1931, and July 21, 1922.
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compensate in part for the reduction in the standing army. The
Reich made certain conditions for the establishment of these
police, designed to secure a nonpartisan force which would be
responsible to the Reich. In 1930 this subvention was withheld
from Thuringia because the Reich disapproved certain activities
of the Thuringian minister of the interior. This subvention was
distributed at first in proportion to area, population, and such
"special conditions as the existence of harbors, neutral zones, or
highly industrialized areas. Beginning in 1927 the number of
state police was substituted for area and population in determin-
ing the distribution of this money.*®

The Reich attempted one further step in centralizing the police
of the country, in 1922, by providing for a Reich criminal police
to operate across state boundaries. The opposition of Bavaria
prevented this law from being put into effect.’® State criminal
police have been established, however, in every state since the
war. Only Saxony had such a police force before the war. These
state criminal police have been taken over by the Reich secret
police under the National-Socialist Government.*®

The rapid growth of the police force has increased the cost of
this function to local governments, but the larger part of the in-
crease has fallen on the states and the Reich. The percentage of
state and local costs borne by the state varies from 30 percent in
Anhalt to 100 percent in Liibeck.*

HIGHWAYS

The national importance of highways was recognized in the
constitution of 1871, Article 4 of which gave control of highways
to the national government in so far as it should be in the interest

3 Einzelschrift, No. 16, p. 158, and R. H, Wells, German Cities, Princeton, 1932,
p. 166.

® Einzelschrift, No. 17, p. 17, and F, F. Blachly and M. E. Oatman, Government
and Administration of Germany, Baltimore, 1928, p. 414.

® Law of April 26, 1933. # See Appendix, Table 40, p. 363.
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TasLE 11

DISTRIBUTION OF SUPPORT OF POLICE AMONG REICH, STATE, AND
LOCAL GOVERNMENTS ©

Unit o f MILLION REICHSMARKS PERCENTAGE
Government (1912 15 | 192526 | 193132 | 191314 1995-26 | 1931-39
Reich......... e 194.3 191.9 . |- 29.2 27.2
State.......... 88.2 266.8 260.7 44.2 40.1 37.0%
Local......... 97.0 176.5 223.4 48.6 26.6 31.7
City-State. . ... 14.4 27.5 28.6, 7.2 4.1 4.1
Total. ...... 199.6 665.1 704.6 100.0 100.0 100.0

¢ Einzelschrift, No. 6, p. 368; Statistik des deutschen Reichs, Vol. CDXL.

* The decrease in the percentage met by the states is largely owing to the change
in the Prussian system of support. If the income tax distribution for police support
were credited to the state instead of to the local governments the proportions would
be about the same as in 1925-26.

of national communications and defense. This right of the na-
tional government to control highways in the interest of defense
and communications was continued by the constitution of 1919.
The government did not make any important use of this right,
however, under either constitution, until 1934. The Reich took
over the control of waterways in 1921,? at the same time shoul-
dering a large part of the burden of their support. But central
control of highways was not attempted, nor did the central gov-
ernment undertake their construction, prior to the Hitler admin-
istration. Direct Reich expenditures for “highways™ have been
for waterways. The Reich has, however, distributed the proceeds
of the motor vehicle tax to the states, to be used exclusively for
the support of highways.

The national importance of highways was first recognized by
the central government in 1934 ** when a uniform classification
was adopted for highways in all the states with the ultimate pur-
pose of taking over the control and support of those regarded as

®Law of Jul'y 29, 1921, = Law of March 26, 1934.
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most essential for military or other national purposes. This was
accompanied by a reduction in the share of motor vehicle rev-
enues distributed to state and local governments. In spite of this
change Reich highway expenditures were lower in 1934-35 than
in the preceding year, although they were above those for earlier
years.

Among the states there is little uniformity in the administration
and support of highways. All states meet a part of the cost, and
all leave the larger share of the burden to local governments;**
but the classification of highways, the nature of state support, and
the particular local units responsible for the different classes of
highways has varied greatly from state to state.

The tendency for administration to be transferred from smaller
to larger units of government is apparent in highway administra-
tion, although it is not as marked as in welfare administration.
In Prussia, since 1925, the provinces have taken over a substan-
tial part of the circle highways (about 4,000 kilometers), and in
Hesse, in 1927, the provinces took over all the highways for-
merly belonging to the circles. In Mecklenburg-Schwerin those
improved highways not in the hands of the state were transferred
from the highway district to the larger Amt in 1926. In Anhalt
such highways have been transferred from the commune to the
circle. Nevertheless, important connecting highways are still in
the hands of the communes in many states. In 1925-26 more than
one-third of the highways outside of cities and villages were still
maintained by the communes and less than one-tenth were main-
tained by the states.®® The remainder were maintained by the
intermediate provinces, circles, and districts.

State participation in highway control and support has not
increased materially since the war. In fact, the percentage of the
cost met by the states declined from seventeen in 1913-14 to ten
in 1931-32. These figures, however, credit the expenditures from

# Except Mecklenburg-Strelitz before consolidation.
* Einzelschrift, No. 16, pp. 238-39.
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motor vehicle taxes to local governments, where the state has dis-
tributed such revenues to local governments. The burden of sup-
port falling on local taxes has not increased materially, since the
largest part of the post-war increase in expenditures has been met
from motor vehicle taxes. As a matter of fact, expenditures for
highways have increased less than those for education, police, or
welfare. The increase in expenditures for highways between
1913-14 and 1930-31 (the peak year) was 126 percent, while the
increase for educational expenditures for the same period was
133 percent, for police expenditures 291 percent, and for welfare
1003 percent. This is in marked contrast to the development in the
United States, where expenditures for highways during this same
period increased faster than expenditures for any of the three
other functions listed. It is apparent that in the competition for
limited public funds the development of highways has seemed less
urgent than other governmental activities. This probably accounts
for the failure of the states to make any important progress in cen-
tralization of highway systems and to lag in their own contribu-
tions. Such progress as has been made can be credited in large
part to the motor vehicle tax distributions, which supplied the
state and local governments, in 1930-31, with half the increase
in expenditures over 1913-14.

Nevertheless, state governments have long recognized that
highways are of more than local concern. In Prussia small grants
(about 2 million marks) were made to the provinces as early
as 1868 for various functions, including roads. The exact amount
of these grants which was to be devoted to roads was left to the
discretion of provincial authorities. In 1875 these provincial
grants were extended to nearly 36 million marks,* of which the
sum of approximately 19 million marks was granted specifically
for main roads, and 15 million more was granted for general
purposes, including roads. While the law left to the discretion of
the provinces the portion of the latter sum to be used for high-

* Law of July 8, 1875.
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ways, the major part of the money was distributed, half in propor-
tion to population, and half in proportion to area—population
presumably measuring need for poor relief, and area measuring
need for roads.*” These Dotationen remained practically un-
changed until 1902, when 3 million more marks were added for
highways.” The law itself specified the share of each province in
the 3 million marks.

State aid for local highways was introduced during the latter
half of the nineteenth century in Bavaria, Saxony, Wiirttemberg,
Baden, Oldenburg, Anhalt, the two Mecklenburgs, and Liibeck.
In fact, the majority of states granted highway aids in some form.
These aids were sometimes fixed sums, as in Prussia, sometimes
mileage aids, as in the two Mecklenburgs, and sometimes discre-
tionary aids; as in Baden.

Since the war some of these have given way to distributions of
motor vehicle tax revenues, but in many states both are used.
In general the states leaving the largest proportion of highway
costs to local divisions have passed on to them the largest share
of motor vehicle revenues. But the states as a whole have kept
enough of the motor vehicle tax revenues to meet approximately
half their direct highway expenditures, and have passed on to
the local divisions only enough to meet one-fifth of local highway
costs. Since in some cases the states are giving grants-in-aid for
highways from motor vehicle revenues, although no motor vehicle
tax money as such is distributed to local divisions, the best meas-
ure of the distribution of the highway burden is the percentage
of highway expenditures from state and local sources, other than
the motor vehicle tax, and from the motor vehicle tax. These per-
centages are given in Table 12.

The proportion of revenues from the different sources varies
widely in the different states, but in no case does the state pay
from state taxes as much as the local governments pay from local
taxes; and in only four states do local governments meet less

" Grice, op. cit., p. 238.  ® Finanz-Archiv, 1903, XX, 367. Law of June 2, 1902.
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TaBLE 12

PERCENTAGE OF STATE AND LOCAL HIGHWAY EXPENDITURES F ROM
MOTOR VEHICLE TAX, STATE TAXES, AND LOCAL TAXES,
RESPECTIVELY, 1928-29 *

State Molor Vehicle Other Slale Other Local

Tazx Taxes Tazes

Mecklenburg-Strelitz. . . 59.3 ) 15.7 25.0
Mecklenburg-Schwerin.. 44.5 14.5 40.9
Oldenburg. ........... 36.6 7.2 : 56.2
Thuringia............. 32.9 21 65.0
Bavaria............... 31.5 53 63.2
Anphalt................ 26.3 3.1 70.6
Prussia............... 24.6 - 75.5
Hesse................ 215 7.2 71.3
Brunswick............ 19.2 17.7 63.1
Saxony............... 19.1 29.8 51.1
Baden................ 17.2 171 65.8
Lippe................ 15.7 36.1 48.2
Wiirttemberg. .. ....... 14.9 19.8 65.3
Schaumburg-Lippe. . .. . 14.8 37.3 479
Total............... 24.1 6.0 69.8

®Net expenditures for highways, excluding waterways. Figures for state and
local taxes from Einzelschrift, No. 17, pp. 218-19; for motor vehicle taxes from
Ei(zzelschrift, No. 19, pp. 162-95.

than half the costs from their own taxes. In spite of grants-in-aid,
states are contributing comparatively little (6 percent) to the
support of highways beyond the motor vehicle tax revenues,
whereas local governments are bearing approximately seven-
tenths (69.8 percent) of the cost from ordinary local revenues.
The motor vehicle tax revenue amounts to approximately one-
fourth (24.1 percent) of the total.

Other tax revenues dedicated to highways are very limited.
The former tolls and levies on those making unusual use of the
highways may no longer be levied on automobiles, and the yield
of occasional draft animal taxes is negligible.

To summarize, the Reich has gone farther in its support of
highways than in its support of schools, but central support of
highways still lags behind central support of police in spite of the
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1934 legislation looking toward extensive Reich control. At the
other end, the relatively small state participation leaves two-
thirds of the burden of highway support on local treasuries, as
compared with two-fifths of the cost of education and one-third
of the cost of police.

TasLe 13

DISTRIBUTION OF SUPPORT OF HIGHWAYS AMONG REICH, STATE,
AND LOCAL GOVERNMENTS *

Unil o f MILLYON REICHSMARKS PERCENTAGE
Government | 1015 14 | 1995-26 | 1931-32 | 1913-14 | 192596 | 193132
Reich. ........ 482 | 1578 | 1658 10.3 18.9 19.1
State.......... 79.2 95.0 89.7 16.9 11.4 10.3
Local......... 3189 | 5474 | 5853 67.9 65.4 67.4
City-State. . ... 23.1 36.3 27.4 49 43 3.2
Total. . ..... 4695 | 8366 | 881 | 1000 | 1000 | 1000

®Data from Einzelschrift, No. 6, and Statistik des deutschen Reichs, Vol.
CDXL.

PUBLIC WELFARE

Public welfare has been, and still is, regarded in Germany as
an essentially local function. Increasing support from the Reich
has been given grudgingly, and solely as an emergency measure;
and state support meets a smaller proportion of the costs today
than before the war,/This is in marked contrast to the tendency
toward centralization of support for education, police, and high-
ways. For highway support the actual percentage of costs borne
by local governments in 1931-32 was greater than for welfare,
but the local unit for administration and support was in most

| instances larger for highways than for welfare.** Moreover, the
new Reich highway legislation forecasts a centralization of high-

# It should be noted, however, that a large part of this local expenditure is that
of the comparatively large Prussian province rather than of the smaller local
jurisdictions. .

® Thus in Prussia, in 1931-32, 77.5 percent of local welfare expenditures fell on
the commune itself, compared with only 47.4 percent of local highway expenditures.
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’way expenditures at least equal to that now existing for police
and education, whereas with improving industrial conditions the
Reich is reducing its share of the welfare burden much more
rapidly than the total burden is decreasing.

The division of support of welfare expenditures is considered
here in more detail than the support of other functions because
of the unusual difficulties arising from the financing of this
function.\N} only have welfare expenditures been larger than
expenditures for other functions in recent years, but they in-
evitably vary in inverse proportion to resources. Consequently,
requirements for welfare work have tended to dominate the whole
system of distribution of taxes during the depression.

In 1913-14 welfare (including social insurance) accounted
for only 7.7 percent of net governmental expenditures, national,
state, and local. This was less than was spent on highways and
only two-fifths as much as was devoted to education. In 1931-32,
on the contrary, net welfare expenditures exceeded those for edu-
cation, highways, and police combined, amounting to 27.5 per-
cent of all net governmental expenditures.

This enormous expansion of welfare expenditures—an in-
crease of more than 800 percent—could not be met from local
resources, not only because local resources had been narrowly
limited by the post-war financial system, but because welfare ex-
penditures, by their very nature, are heaviest in the communities
least able to bear them. The Reich alone could meet the situation;
and the Reich has done so, but only as a temporary measure.

Before the war the Reich met the cost of social insurance in so
far as it was not self-supporting.®* In addition to this it met the
small cost of supporting dependent persons with no established
state residence. No grants-in-aid were made to state or local gov-
emnments for any welfare expenditures.

" The administrative cost of health insurance, beginning in 1883, invalid and
old age pensions, beginning in 1889, and widows’ and orphans’ pensions, beginning
in 1911; and fixed contributions per person toward benefits other than health in-
surance.
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The states spent even less for welfare purposes than the central
government in 1913-14. Every state met the cost of dependents
with no local residence, and the majority met the overhead costs
of institutions for the care of insane, feeble-minded, epileptic,
and crippled individuals. The care of inmates of these institutions
was charged against the district in which the inmate had an es-
tablished residence. Only in Saxony did the state contribute to
such expenditures, meeting half the cost.

Seven states gave grants-in-aid to local districts for relief ex-
penditures. In Prussia a fixed sum, 7 million marks annually, was
distributed to the state poor administration districts (in some
cases the province, in others the circle) for poor relief under the
law of June 2, 1902. This was distributed, one-third in propor-
- tion to population, one-third in inverse proportion to state income
tax collections, and one-third in proportion to the ratio of local
direct tax collections to state income tax collections. The distribu-
tion was based on the population and taxes of 1900 and was not
reapportioned from year to year. This was one of the few in-
stances to be found in the pre-war financial system of an attempt
to equalize the burden of governmental costs; but it is important
only in so far as it indicates that Prussia was giving serious
thought to the problem. The actual equalization achieved was
small. The 7 million marks involved met only 3 percent of net
state and local welfare expenditures in 1913-14. The central
government of Prussia was contributing a smaller proportion of
welfare costs than that of any other state, in spite of grants-in-aid.
It was, in fact, generally true that the states giving subventions
were those contributing the least to welfare expenditures. Sub-
ventions were less in use in the smaller states, but in these the ad-
ministration of welfare was more highly centralized and the state
was assuming directly from one-third to two-thirds of the total
expenditure. From the point of view of equalizing burdens,
this was, of course, more effective than any system of grants under
a more decentralized administration. Only in Bavaria did the
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state fail either to provide grants-in-aid or to meet directly any
important part of welfare costs. Nevertheless, the bulk of the
burden of relief (in 1913-14 69 percent of net expenditures in
all states) fell on local governments.

Owing to the small size of the local poor district, which was or-
dinarily the commune, a flexible system of support had been
developed in most states, which made it possible for needy com-
munes to receive aid from the circle or from some other larger
administrative district. With this limited equalization it was
_possible, under ordinary conditions, to place the primary welfare
burden on very small districts. But the small size of the circle it-
self prevented any extensive equalization, and such a system
could not meet a major industrial depression.

The welfare burdens growing out of the war could only be met
by national measures. Demobilization brought a new unemploy-
ment problem. The heavy war casualties left their quotas of dis-
abled veterans, war widows, and orphans. And the loss of terri-
tory disrupted industry in border communities by cutting off the
hinterland and resulted, further, in a large influx of refugees—
German inhabitants of former German domains. The national
government accepted this responsibility. Immediately following
the Armistice the Reich assumed control of all public employment
exchanges and established a system of out-of-work grants,
planned originally for one year but actually continued in one
form or another until 1924.%

/ﬁepresswn followed hard on the heels of demoblllzatlon, and
inflafistollowed depression.}JUnder these conditions little could
be expected in the way of permanent and constructive policies.
From 1918 to 1923 the Reich experimented with unemployment
relief, work relief, subsidies to local governments, and loans to
private employers.”® In 1922 *¢ the public employment exchanges

* B. Armstrong, Insuring the Essentials, New York, 1932, p. 521; and A. Epstein,
Insecurity, a Challenge to America, New York, 1933, p. 371.

® Armstrong, op. cit., p. 521.

® Law of July 22, 1922,
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were converted into a federal system, and in 1923 * a system of
contributory unemployment insurance was established. This was
a relief measure rather than insurance, since, although contribu-
tions were levied against all employees subject to health insur-
ance, benefits were reserved for the needy unemployed.?

By means of this act the central government established a
uniform and compulsory system of unemployment relief through-
out Germany, but it attempted to shift the burden of this relief to

-other shoulders. The Reich stood ready to contribute only in case
expenditures should exceed the contributions provided for a
period of two weeks, and even then half of any such deficit was
to be charged against the state.

TasLE 14

DISTRIBUTION OF COST OF UNEMPLOYMENT INSURANCE, LAW OF
FEBRUARY 16, 1924¢

Ezpenditures for Reich Stale Circle |EmployerbEmployee®
Insurance contributions. . .[14 of any[}4 of any| 1/9¢ 4/9 4/9
deficit deficit
State officials. ........... . 1/3 ... 1/3 1/3
Labor exchanges......... .. 1/3 1/3 1/3

@ Einzelschriften, No. 6, pp. 425, 431; No. 17, p. 15.
® Three percent was to be levied against payrolls, to be borne equally by em-

ployer and employee. Benefits were to be paid for 26 weeks.
¢ Originally one-fifth.

In 1924 a number of changes were made in welfare adminis-
tration which affected the distribution of support. Among other
things child welfare, which had been segregated from general
welfare in 1922,%" was made the obligation of the state instead
of the local government,* to be delegated to the communes at the
discretion of the state. This increasing interference on the part
of the Reich may have brought desirable uniformity in welfare

® Law of October 15, 1923,
# Einzelschriften, No. 6, p. 422; No. 17, p. 15.
" Law of June 9, 1922. *# Law of February 14, 1924,
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administration, but it was not followed up by increasing Reich
support.’® The central government’s attempt to place the relief
burden elsewhere was, however, doomed to failure. Launching
a system of self-supporting unemployment insurance during a
period of excessive unemployment was impossible, and the deficit
met from Reich and state contributions in the first year of opera-
tion, 1924-25, amounted to more than one-third of the total ex-
penditures.

The following year, 1925-26, with decreased unemployment;
Reich contributions were negligible, but with rising unemploy-
ment in 1926 Reich and state governments were again called
upon to meet a deficit. At the beginning of the year, February 1,
1926, the Reich had established an equalization fund to which
one-third of the employers’ and employees’ contributions was to
be paid.* Thus, if the districts where unemployment was rela-
tively small received contributions in excess of expenditures,
these surpluses could be applied in other districts where deficits
appeared. This, in effect, pooled the funds of the entire country
so that the government would not contribute to deficits in one
district while surpluses were accumulating in another. But the
total contributions were far too small, and the deficits met by the
Reich and states exceeded two-fifths of the total cost in 1926-27.

Meanwhile the local welfare burden was becoming intolerable.
Unemployment was long-continued, and unemployment benefits
were given for only twenty-six weeks. At the end of that time the
needy unemployed turned to the commune. To prevent the break-
down of the local relief system the Reich again came to the aid of
the commune, this time with “emergency relief.”

Beginning November 20, 1926,** the unemployed were to re-
ceive emergency benefits for a period of twenty-six weeks (thirty-
nine weeks for those over forty years of age) after the lapse of
unemployment benefits. Three-fourths of the amount. of these

® Einzelschriften, No. 6, pp. 189, 424; No. 17, pp. 21-37.
“Law of January 18, 1926. “ Law of November 19, 1926.
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benefits was contributed by the Reich and only one-fourth by
the local divisions. This was continued with the introduction of
the regular unemployment insurance in 1927, and the Reich in-
creased its contribution to four-fifths of the total, beginning Octo-
ber 1, 1927.** Meanwhile, on April 1, 1927,* the Reich had
taken over the state’s share of the unemployment deficit, and the
local ninth of the cost of unemployment insurance benefits.
jA self-supporting system of unemployment insurance was in-
troduced on October 1, 1927.4;7 Contributions from employers
and employees were the same as before, that is, 3 percent of the
pay roll, and benefits of the same amount were paid for the same
period. The new system differed from the former in receiving no
regular contribution from any division of government, either for
benefits or for the support of labor exchanges and labor officials,
and in providing benefits for all contributors, whether needy or
not. Thus the sources of income were decreased and the obliga-
tions increased. The Reich stood ready to loan money to the fund
in case of deficit, but not to subsidize it. The new system inherited
a balance of more than 100 million reichsmarks from the old
system, and this, together with improving industrial conditions
and the accompanying increase in employment, made it possible
for the new system to pay for itself for more than a year and
made possible the extension of benefits from twenty-six to thirty-
nine weeks.*®
Early in 1929 increasing unemployment brought deficits and
government loans. During the next year the levy on wages was
increased to 314 percent. In spite of this the deficit mounted until
the debt to the Reich reached 623 million reichsmarks on April 1,
1930. Again the Reich’s attempt to place the burden of unem-

“Law of September 28, 1927.

@ Law of April 9, 1927.

“Law of July 16, 1927.

“ For workers over forty, fifty-two weeks, Law of August 27, 1928. Epstein, op. cit.,
pp. 375 et seq., Metropolitan Life Insurance Co., Unemployment Insurance, 1932,
p- 12, “Monograph No. 1.”
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ployment relief on other shoulders-failed, and again the Reich
assumed the burden. The 623 million mark loan was canceled, a
direct subsidy of 184 million reichsmarks for the year 1930 was
granted, and the Reich agreed to meet half of any deficit, the
remaining half to be met from increased contributions.*®

Every effort was made to make the system self-supporting. On
one hand the levy on pay rolls was increased in successive steps
‘until it reached 6% percent on October 1, 1930; on the other
hand the amount of the benefits was cut.*” Government grants
were discontinued by the decree of September 30, 1930, and no
provision was made for either loans or further subsidies. In the
three years of its existence the insurance fund had received
1,175 million reichsmarks from the Reich. Thenceforward it was
self-supporting, but only with further reductions in the amount of
benefits paid and reductions in the period for which the benefits
were paid. Both the amount of the monthly payment and the
number of weeks for which it ran were reduced in 1931 and
again in 1932, so that by the middle of 1932 it was paid for
only six weeks, unless need could be proved, in which case it was
extended to twenty-six weeks. The benefits had decreased mean-
while to approximately two-thirds of the original sum.*® In 1934
the period was reduced from twenty-six to twenty weeks. No fur-
ther changes of importance have been made since, but the test of
need has become increasingly severe.

These provisions achieved their end. The unemployment in-
surance funds have been moré than adequate for this very limited
insurance, and the surpluses have been used to subsidize other
branches of unemployment relief. In the two years 1931-32 and
1932-33, 355 million reichsmarks were paid out of unemploy-
ment insurance funds for other unemployment relief. In 1933-34,

“Decree of July 26, 1930. United States Labor Bulletin, No. 544, July, 1931, p.
266.

"’.Zarden, op. cit., pp. 4, 9; Armstrong, op. cit., p. 530.
 Der Stidtetag, July 7, 1932, p. 315.
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778 million reichsmarks were available, enough to cover the
entire cost of emergency relief.*’

These surpluses were not, however, clear gain to public treas-
uries, for much of what the Reich gained by making the insur-
ance system more than self-supporting, it lost again through the
shortening of the period before the unemployed fell on the Reich-
supported emergency relief. The period for which emergency
benefits were paid was extended, October 23, 1931, to compen-
sate for the decrease in the period for which insurance benefits
were paid. The rates were scaled down, June 14, 1932, to the
level of poor relief, and the need test was applied so that emer-
gency relief differed from ordinary relief only in the fact of
Reich support. But, as in the case of the reduction of insurance
benefits, much of the apparent gain was really a transfer of the
burden to another form of relief. The reduced emergency relief
was so inadequate that communes had to supplement it through
their child welfare agencies and in other ways. There is, after
all, a minimum of subsistence; and in a period of increasing un-
employment a reduction in the total welfare burden is impossible,
however much the nonessentials may be cut.

The number receiving unemployment insurance reached its

I{reak in 1939) Although the number of unemployed workers con-
tinued to grow, the rate of increase was not as rapid as in 1930,
and the number exhausting their insurance benefits and falling
on emergency relief was greater than the number of new insur-
ance claimants. This process was, of course, greatly expedited by
the shortening of the insurance period. The number receiving
emergency relief increased until the spring of 1932 and then
declined, although the total number of unemployed continued to
increase for another year. Those falling entirely on local relief
increased, in consequence, from 14 percent of the group receiv-
ing public support in December, 1929, to 58 percent in Decem-

® During the first six months of 1934-35 less than half this fund was applied to
unemployment insurance and emergency relief.
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ber, 1932. Where in 1929 the communes were supporting on
ordinary poor relief some 333,000 unemployed in 1932 they
were supporting not far from three million (2,887,000).%°
| Local resources were wholly unable to meet this demand, and
{again the Reich came to the rescue./By a decree of July 26, 1930,
the communes had been given local beer and drink taxes to meet
the welfare burden. Another decree, June 5, 1931, provided a
subsidy of 60 million reichsmarks to be distributed among the
communes for unemployment relief. 5Jfﬁ'he Reich obtained the
money for this from the emergency surtax on incomes.)This was
the beginning of a policy of direct subventions to the communes
for poor relief which still continues. A second subsidy, this time
150 million reichsmarks, was authorized on October 6, 1931. It
was supplemented by 80 million reichsmarks to be distributed to
the local communes in greatest need. The emergency tax of 1931
was replaced by another emergency tax on all remuneration from
labor, by law of June 14, 1932. This new tax was at higher rates
and was to run until March 31, 1933. The proceeds, as in the
case of the earlier tax, were to go to Reich funds for unemploy-
ment relief.
ater in the year the Reich went farther, providing a subsidy
f 510 reichsmarks per person on local relief, with extra pay-
ents in case of sickness, A'his was supposed to meet from 80 to
85 percent of the local relief burden, although actually it

® This includes those not recognized as unemployed for purposes of Reich wel-
fare grants.

® This subsidy was distributed first to the different groups of communes, classi-
fied according to size, in proportion to the total number of unemployed, as defined
in the law, on local relief rolls. The money was subdivided within the group in
proportion to the number of those unemployed in excess of 75 percent of the Reich
average. This standard for distributing funds has been changed with almost every
new subsidy. Since June, 1934, these subsidies have gone only to those districts in
which the recognized unemployed exceed one percent of the population. The actual
amount received is a fixed sum for each unemployed worker, the sum per indi-
vidual varying with the size of the city and the percentage of unemployed. Under
this ruling Wiirttemberg, Mecklenburg, and the two Lippes received no further
subsidies, and Brunswick, Oldenburg, and Anhalt had their subsidies cut off a few
months later. Der Gemeindetag, June 15, 1934, pp. 364-65; July 15, 1935, p. 443.
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amounted to considerably less, since the Reich failed to recognize
some 400,000 unemployed that were wholly supported by com-
munes, because they had no former employer who could be iden-
tified or for some other reason failed to meet Reich regulations.

On November 7, 1932, the emergency benefits had been ex-
tended, for persons already receiving them, until March 31,
1933, in order to prevent further increase in those falling on local
support. This was again extended on March 15, 1933, for an in-
definite period, and, beginning October 1, 1933,% the Reich re-
lieved the communes of their contribution to this emergency
relief. These two measures reduced the welfare burden of the.
communes very materially. In addition the Reich was subsidizing
local poor relief. Beginning October 1, 1933, these subsidies
were changed from a fixed sum each month to the cost of relief
in excess of a fixed amount (26.7 million reichsmarks) each
month. This brought a small reduction in the local burden at the
time, and since unemployment increased during the winter it
worked to the advantage of the communes. In 1933-34 the local
share of the support of the unemployed dropped to 26 percent of
the total compared with 58 percent in the preceding year.

These measures were accompanied by an -active campaign
against unemployment. Work relief had been a part of the
Reich’s program from the beginning, but the high cost of this
form of relief had prevented it from becoming a major part of
- the program at any time. There was, however, a revival of this,
through public works and through subsidies to a variety of
private projects. These efforts, together with the general improve-
ment in business conditions, brought the number of unemployed
down from a high point of more than 6 million in January, 1933,
to less than 4 million in the fall of 1933 and to less than 2 million
in the fall of 1935.

But the cost of support remained a pressing problem. The sub-

*Law of September 22, 1933.
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sidies to private work projects cameé almost entirely from public
loans. A volunteer relief campaign was undertaken. Not only
were peop. &d1o give old clothes and to eat simple Sunday
dinners, contributing the difference in cost to relief, but persons
with bank or postal checking accounts and persons with salaries
were requested to state the amount which might be deducted each
month for the relief fund. This was not the first campaign for
voluntary contributions, but it was pursued so actively, and the
pressure of public opinion was so great, that the Winterhilfe of
1933-34 amounted to 358 million reichsmarks, about four times
the sum given in the preceding year and 50 percent more than
the money paid from local treasuries for unemployment relief
during the same period. In 1934-35 the Winterhilfe reached 367
million reichsmarks, whereas public relief expenditures had been
materially reduced.®

The reduction in public welfare expenditures resulting both
from the reduction in unemployment and the increased private
contributions—if the Winterhilfe may be regarded as private
aid—is very material. The benefit has accrued to the Reich treas-
ury, however, rather than to local governments, partly because the
saving has come in largest part to the Reich-supported emergency
relief, partly because the Reich has reduced its welfare aid to
local authorities as much as local expenditures have been re-
duced. This is apparent from the figures given in Table 15.

On the assumption that relief is a local function, it is entirely
reasonable that the reduction should go to the central govern-
ment rather than to the local governments. The latter will at least
benefit from increasing tax yields as business improves, and the
same expenditure represents a smaller burden. It is not clear,
however, to what extent the increased employment represents a
genuine improvement in business and to what extent it is the
result of artificial stimulation through government subsidies.

® Wirtschaft und Statistik, September, 1935, p. 697. '
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TABLE 15

LOCAL WELFARE EXPENDITURES AND REICH WELFARE AID,
193233 to 1934-35°

MILLION REICHSMARKS PERCENTAGE
Year From From From From
T",‘:“i’.E" Reich | Local |TolWlEz-| poih | Local

penditure Aid Revenue | P endilure Aid Revenue
1932-33....... ‘2,788 711 2,077 100.0 25.5 74.5
1933-34........ 2,565 710 1,854 100.0 21.7 72.3
1934-35........ 2,055 245 1,810 100.0 11.9 88.1

® Wirtschaft und Statistik, January, 1936, p. 86.

In so far as the increase in taxable income represents government
subsidies, no real gain to government treasuries has been at-
tained. The government cannot create surpluses by taxing its own
expenditures. On the contrary, this is another, and costlier, form
of relief. Much of this financing of work projects has been under-
taken by local governments; and the fact that, for the moment,
the financing has been achieved through bank loans, rather than
taxes, makes the ultimate solution so much the more difficult.
The complaints of the communes are, perhaps, not without
foyndation.**

One interesting feature of the development of the system of
employment relief is the small and declining réle played by
the states. JThe specific obligations in the matter of relief expendi-
tures which were imposed by the Reich on the states in the early
years of the last decade disappeared with the 1927 system of un-
employment insurance. State welfare expenditures dropped, in
consequence, from 15.3 percent of the total in 1925-26 to 3.5
percent in 1931-32, and those for unemployment relief alone
decreased from 35.9 percent of the total to practically nothing in
the same period. Nevertheless many of the states have made a
definite effort to relieve the local burden, and there is much less

% See, e.g., Der Gemeindetag, June 15, 1934, pp. 364-65; September 15, 1934, p.
559,
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TaBLE 16

DISTRIBUTION OF SUPPORT OF WELFARE AMONG REICH, STATE, AND
LOCAL GOVERNMENTS *

Un it o f MILLION REICHSM.ARKS PERCENTAGE
Governmend | 193 14 | 192526 | 193132 | 1913-14 | 192596 | 1931-32
Reich......... 55.4 452.7 1,669.1 13.2 23.7 42.3
State.......... 50.9 291.9 136.1 12.1 15.3 3.5
Local......... 289.9 1,089.7 2,006.1 68.9 56.9 50.9
City-State. . ... 24.3 78.8 1310 5.8 4.1 3.3
Total. ...... 420.5 1,913.2 3,942.3 100.0 100.0 100.0

*Data from Einzelschrift, No. 6, and Statistik des deutschen Reichs, Vol.
CDXL.

variation among the different states in the division of the welfare
costs between state and local governments since the war than
‘before.

Each of the six states which in 1913-14 was meeting less than
30 percent of state and local welfare expenditures increased its
proportionate share in expenditures following the war, and each
of the eight states which in 1913-14 was contributing more than
30 percent decreased its proportionate share. Since the six states
which increased their share of expenditures include most of the
larger states, notably Prussia and Bavaria, the actual percentage
of welfare expenditures met by the state governments increased
from 12 percent in 1913-14 to 15 percent in 1925-26. State ex-
penditures have not kept pace, however, with growing demands,
and in spite of occasional emergency measures to relieve and
equalize local welfare burdens the state share in welfare expendi-
tures has declined below the pre-war level. The recent action of
the Prussian government in taking over 20 percent of all local
welfare expenditures will increase this percentage again.” The
basis of such welfare grants as the states provide is, in most cases,
proved need. A

% For summary of state grants-in-aid see Appendix, Chart 7, p. 340.
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State intervention in welfare expenditures has taken the form
of equalization of resources rather than direct state expenditures.
The states, as well as the Reich, have accepted welfare as an
essentially local function. There is a tendency to enlarge the local
welfare unit. Whereas the pre-war district was usually the com-
mune, the post-war district is more often the circle; but there is
no further tendency to centralize welfare administration.

All authorities agree that local administration of relief is far
more effective than central administration. Personal knowledge
and personal contacts are important, and the rehabilitating agen-
cies are mostly local. It would seem important, then, to leave
administration in local hands, but to provide material support
from central funds, even in normal times. While the emergency
makes the problem more acute it does not change its essential
nature. It merely throws into bold relief factors which are always
an integral part of the problem. The poorest districts will in-
variably have the heaviest welfare costs. And districts with in-
adequate resources are to be found in the wealthiest countries in
the most prosperous times. This would seem to make it impera-
tive that a substantial part of welfare support should come from
a wide area, however small the efficient administrative area is
found to be. The Reich has not yet accepted this point of view,
however.

HOUSING

The war left Germany with a serious housing shortage which
private building, checked by exorbitant interest rates, was wholly
unable to cope with. Consequently state and local governments,
stimulated by the Reich, undertook to meet the need; and in the
post-inflation years the net cost of housing met from public funds
was approximately equal to highway costs. In 1926-27 and
1927.28 housing expenditures actually exceeded highway ex-
penditures.

Governmental expenditures for housing befote the war were
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negligible. For most governmental units this was a new function;
and a new source of income, the rental tax, was created to meet it.
This tax was levied on pre-war rents, on the assumption that the
owners of houses built before the war had profited, first from
the housing shortage, and later from inflation, particularly in
those cases where the houses had been heavily mortgaged and
the mortgage had been paid off during inflation. The Reich
law provided for differentiation between those houses which had
been mortgaged and those which had not.*®

In the period 1924 to 1931 approximately half the cost of
housing was met from public funds. About three-fifths of the
public funds came from loans from the proceeds of the rental
tax,” and the remaining two-fifths came in about equal parts from
state and local subsidies and from loans from other sources.*®

In some instances local governments themselves engaged in
building. This was true in Stuttgart, for instance. Occasionally
they granted outright subsidies to private builders. In general,
however, government aid took the form of loans at low rates of
interest, usually 4 percent but occasionally as low as 1 percent.*
In many instances the loans and subsidies were inadequately
safeguarded, and the dwellings provided were often inappro-
priate and unduly expensive. With depression there was a general
movement to smaller quarters to save rent, and many large apart-
ments were left vacant. This concerns the present study, however,
only in so far as it helps to explain the rapid rise of state and
local expenditures following the war, and, perhaps, demonstrates
once more the tendency to extravagance when unexpectedly large
revenues come from sources for which local governments have
little or no responsibility.

™ Einzelschrift, No. 6, pp. 192 et seq.

 For the provisions of the various states for applying the proceeds of the rental
tax to housing, see Appendix, Chart 4, p. 318.

®K. Wagner, “Diirfen wir noch bauen?” Schriften des deutschen Vereins fiir
Wohnungsreform e.¥,, No. 11, Berlin, 1933.

*® Bauhandbuch, Berlin, 1930.
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The provision of adequate housing has come to be accepted
as an appropriate government function when the government can
afford it. But this is an expenditure which can be cut in time of
need, as police, school, and welfare expenditures cannot. Neither
the increased need for small, low-rent dwellings, nor the need
for work relief is sufficient stimulus when local budgets are
seriously out of balance. Housing aids have declined more rap-
idly than building itself, and an increasing proportion of the
rental tax has been diverted to general purposes. In 1927-28 and
again in 1928-29 slightly more than half the rental tax was de-
voted to housing. Since that time the percentage has steadily de-
creased, being less than one-fourth in 1931-32 and probably not
more than 5 percent in 1932-33.%°

The rental tax has outlived its purpose. Any benefits the own-
ers of pre-war buildings may have gained from war and inflation
have admittedly long since been paid for. And while there is still
a housing shortage it is no longer being met from this source.

"The proposed liquidation of this tax during the next four years
will not affect the housing program. Nor can such a source of
revenue be anticipated for future housing programs, barring
another inflation.*

The present housing subsidies are part of the larger program
of stimulating employment. And while the program has increased
building from its low point in 1932, the financing has been
achieved almost wholly through borrowed funds. Consequently,
it plays no part in the current distribution of revenues among the
different governmental divisions. Where the ultimate burden
will rest it is difficult to say. If housing is to be a regularly ac-
cepted function of government, it will probably be assigned to
local govell'nments. Certainly local administration is ordinarily

® Figures are not available for all states, but for Prussia, which accounts for the
largest part of this tax, the percentage had fallen to less than five in 1932-33.

® In so far as the proceeds of this tax have been loaned and the loans are repaid,
there is, of course, a revolving fund available for future housing needs. Owing to
financial difficulties, however, repayments have been much smaller than expected.
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regarded as essential to its success.” If it is to be a luxury func-
tion, to be indulged in only when resources are adequate, the
financing will doubtless be largely local. But if it is to be used as
a relief measure, to stimulate employment on one hand and to
provide housing for needy families on the other hand, support
from the central government is as inevitable as it is in the case
of welfare. V

~SEMMARY

[_No clear-cut policy is evident in the division of suppert of the
various functions in the different states, but a marked increase
in centralization of functions is apparent, not merely in the hands
of the state, but in the hands of the Reich itself_-.] Also, considerable
equalization has been achieved, both through the increase in
direct support from the central government and through grants-
in-aid.

Just what constitutes centralization, in the process of trans-
ferring administration and support from the smaller to the larger
unit, is a matter of definition. If the proportion of expenditures
remaining with local authorities is the test, centralization has
gone farther in education than in welfare. Yet there has been a
definite movement to transfer welfare expenditures from the
commune to the larger circle, whereas elementary education re-
mains with the commune in so far as it is local at all. Moreover,
the Reich has taken over a large part of the support of welfare
and makes almost no contribution to education. The real status
of the two is that the support of education is divided for the mos
part between the state and the commune, and welfare suppor
is divided for the most part between the Reich and the circle.
Both the local and the central authorities are smaller in the case
of educational support. But the proportion of costs left to the

® Popitz, however, believes that this function must be centralized, since thost
communities with the greatest need for bousing are the ones least able to meet the
cost; and he is of the opinion that central financing and local administration woulc
lead to the misuse of funds. See Der kiinftige Finanzausgleich, op. cit., p. 147.
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local unit is 'materially less in the case of education than in the
case of welfare.

If the test of centralization is taken to be the proportion of
costs borne by the Reich, then the highest degree of centralization
is to be found in the case of welfare. But to take this, alone, as
indicative of developments to be expected in the future would be
misleading. The National-Socialist program demands a national
police force and a national highway system; but it is not greatly
concerned with a constructive public-welfare policy. Conse-
quently, it may be expected that the centralization of police and
highways will continue, whereas in marked contrast to recent
English developments welfare administration and support will
be relegated to local authorities and private agencies as rapidly
and as fully aslocal and private resources permit. Only if certain
economic forces prove stronger in the end than political policies
can the reverse be expected.

Equalization has probably been carried farthest in school sup-
port. In fact, some critics believe that, in the effort to help the
communes, centralization has been carried too far and local
interest destroyed. Only Prussia and Wiirttemberg would seem
to have succeeded in equalizing school burdens without at the
same time endangering local interest.** Equalization of police
support is much more limited. The establishment of state police
in certain cities has had quite another end in view, and those
cities left with local police, usually the smaller ones, may have
as great or greater need of aid than those with state police. In
Prussia, alone, does the state contribute to local as well as to
state police. The Hanseatic states and Lippe (beginning in 1934)
have achieved the same end by establishing state police in all
cities, but ten states are without police equalization. In highway
support only Prussia and Bavaria have achieved substantial
equalization; in housing support only Saxony.**

® H. Lichtenstein, Die Finanzwirtschaft der deutschen Grossstidte von 1925 bis
1931, Jena, 1933, p. 31. Popitz, Der kiinftige Finanzausgleich, op. cit, p. 225.
% Lichtenstein, op. cit,, p. 15.
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Equalization of welfare burdens has been achieved by the
Reich rather than by the states, but as a temporary measure.
The need of equalization is particularly great in this field, but
it is not without its dangers. Even with existing aids the Reichs-
sparkommissar reports that in Hesse administration has been so
lax that many welfare recipients have been able to collect both
unemployment relief and insurance.®® This, however, would seem
to be the result of duplication of administration in this field rather
than of too liberal central support.

Eventually the division of administration and support among
the different governmental jurisdictions will be uniform through-
out the Reich. So much is fairly certain. But the nature of this
division and the extent to which the specific costs of the separate
functions will be equalized is still to be determined.

® Gutachten iiber die Steuerverwaltung des Volksstaates Hessen, 1929, p. 12.



VI
BASES FOR THE DISTRIBUTION OF SHARED TAXES

THE merits of the shared tax as compared with other fiscal de-
vices for balancing revenues and expenditures among the dif-
ferent layers of government are disqussed elsewhere. If the
shared tax is selected, however, there is gl the problem of find-
ing a snnablebaas_g distribution. This has proved so difficult
that 1 has seemed desirable to consider in some detail the wide
variety of bases with which the German governments have
ex\}’)gfimented in recent years,

e base chosen for the distribution of a specific tax to local
governments depends on the_extent of equalization desired, on
the one hand, and the extent to which the central government has
monopolized resources on the other, If the central government
were to take over all revenue sources it could achieve complete
equalization by redistributing these entirely according to ac-
cepted standards of need, or it could achieve no equalization
whatever by returning the revenues where they originated.
Usually the government’s goal is between these two extremes.
But usually, also, the central government has no monopoly of
resources; and if local governments are left with substantial in-
dependent incomes, central government revenues can be distrib-
uted solely on the basis of need without achieving complete
equalization.

The return of taxes to the jurisdiction of origin is not as simple
as it might at first appear, but distribution according to need is
even more difficult. Expenditures themselves are not an accept-
able measure because local governments may set quite different
standards for themselves, or, with the same standards, spend
different amounts because of differences in governmental effi-




DISTRIBUTION OF SI-iARED TAXES 135

ciency. It is apparent that a satisfactory basis for the distribution
of revenues according to need must be one that cannot be influ-
enced by local officials, and one that will adjust itself to changes
in need. It is apparent, also, that no one measure will be adequate.
“Need” is the product of innumerable factors.

RETURN OF TAX REVENUES TO COMMUNITY OF ORIGIN

The centralization of tax administration which has necessitated
the redistribution of taxes to underlying governmental jurisdic-
tions was not originally for the purpose of equalizing resources.
On the contrary, every effort was made to maintain the financial
position of state and local governments as before, in so far as
this was compatible with a system of uniform Reich taxes con-
trolled entirely by the central government. [P6 this end two factors
were considered, the origin of the tax and the former state and
local revenues from this source. The original Reich provisions
for the return of income, corporation, turnover, land purchase,
inheritance, and beer taxes were based, with two exceptions, on
collections, modified in the case of income, corporation, and in-
heritance taxes by former revenues. The two exceptions were the
special beer tax indemnity, based entirely on former yields,
and the state share (but not the local share) of the turnover tax,
returned in ern the latter exception
would seem, in its intent, to have been an attempt to get the tax
back where it “belongs,” on the assumption that buyers, not
sellers, ultimately bear the tax, gz_&&hzr than a deliberate attempt
to equalize on the assumption that governmental needs are
roughly in proportion to population,

Of those taxes included in Reich tax distributions in later
years, only the stock exchange tax, for the few months of its
existence, and the general beer tax distribution, have been re-
turned entirely on the basis of collections. Collections are one
factor, however, in the distribution of all these taxes, except the
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merger tax. In the case of the new meat tax the only considerations
are present and past yields of the tax.

Nevertheless, so many modifications have been introduced that
approximately one-fourth of the specific tax revenues returned
were redistributed on other bases than tax yields in 1932-33;
and if one adds Reich subventions, more than half (53.5 per cent)
the money paid by the central government to underlying jurisdic-
tions in 1932-33, compared with less than one-fifth (18.3 per-
cent) in 1925-26, was returned on other bases than tax yields.
This latter comparison is the more significant since the Reich
has not merely substituted other bases for yield in the return of
specific taxes collected but has substituted grants for definite
purposes for the distribution of fixed percentages of specific
taxes. This process has been carried even farther by the states,
in so far as these revenues have been redistributed to the com-
munes. The complex nature of the bases on which distributions

Are made prohibits exact measurement, but it is safe te-say that
a very small share of the original tax yields is returned to the
commune of origin as such and that this share is declining.

As a basis of distribution tax yields are open to two serious
objections. The first objection is that the taxes centralized are
usually those for which the tax base cannot be readily allocated to
a smaller jurisdiction,\ard if the tax base cannot be successfully
allocated for purposes of tax administration any allocation of
yields is inevitably arbitrary. hThe ‘;?orgtion income tax is
perhaps the best illustration of this.Phe income of a large cor-
poration operating over a wide area “bw—ﬂ)\ﬂlj‘
commune where the head office is located nor to the commune or
communes where plants are situated. And the arbitrary allocation
(WV’W@& results in such wide
and meaningless variations in revenues that some of the states
which have clung to origin as the basis for a substantial share of
the personal income tax have modified it for the corporation
income tax. Thus the industrial state of Saxony distributes only
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half the local share of the corporation tax to the communes of
origin, and Prussia, Brunswick, and Anhalt make certain dedue-
tions from local shares when these exceed either personal income
tax distributions or more than a given sum per capita. The small
size of the gommunes has complicated the system of allocation
unduly\JEven comparatively small business concerns cross these
local boundaries.

WThe second objection to tax yields as a basis of distribution is
that such yields bear no necessary relation to needs;uWheme
immediate jurisdiction controls the tax, rates can be increased or
decreased as needs dictate. When the central government imposes
a uniform rate this may easily produce more in a wealthy com-
munity than that community requires and at the same time be
wholly inadequate in a poor community. To meet this difficulty
the Reich and the states have diverted increasing shares of the
taxes returned away from the place of origin. Only the land
purchasé fax is returned almost entirely on the basis of collec;
tions, but it is a comparatively small tax and readily allocated,
Even this tax is redistributed on other bases in two states, Meck-
lenburg and Anhalt.

the case of the income and corporation taxes origin is
still the primary basis of distribution, and the Reich allocates
the revenues not merely to the state but to the commune of origin,*
the method of allocation following closely the former Prussian
method. Further, the states are instructed to consider the Reich
basis (origin) in redistributing the tax to the communes.
vLareful examination of the system reveals, however, that the
back flow is so_blocke iverted int_gnly_vgmall\pg_r.t
trickles down to the commune of origin as such. In the first place,
the various guarantees have diverted a substantial sum to other
bases. In the second place, the emergency levies on income have
not been distributed at all as income tax yields, although they are

*This is solely for the purpose of determining the state share and does not limit
the state in redistributing revenues to local governments.
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in fact distributed in large part to the communes in the form of
welfare grants. Further, the commune share in that part of the
Reich distribution which reaches the state in.accordance with
origin is usually redistributed, at least in part, on other bases.
Thus in Prussia, after the deduction of various grants and equal-
ization funds, a sub_s;g,nua__sha.rc&f_glglmcomg__nd corpoxanen‘
taxes is returned to the communes on the basis of ; but the
wwmquagumntee and the corporation
tax limitations that the primary basis is hardly recognizable.
The distribution of thesé 1axés in Bavaria s dominated by pre-
war revenues. In Saxony population, as well as origin, is used as
the residual base after school costs have been deducted\ X0 state
has accepted origin without modification as the basis of redistri-
bution to local units, and in a number of states the amounts redis-
tributed on other bases exceed the amounts returned according
to origin.

The administrative problem of determining the claims, on the
basis of origin, of each of the sixty thousand and more communes
has been no simple one, and more or less arbitrary regulations
have been applied for the assignment of the yield, taking into
account the place where business is transacted, plac esidence
or head office, place where wages are paid, and place where
property islocated. These rules vary for private enterprises and
for corporations, and for financial and other corporations. The
regulations have also been changed from time to time. In the case
of the wage tax, credit is given to the commune of residence, al-
though the tax is actually collected from the employer. Between
one-fifth and one-fourth of the workers taxed live in another com-
mune from that in which they work.? This elaborate system of
allocation would hardly be justified for the redistribution of a

2For a detailed account of the administration of the Reichsverteilungsschliissel
see F. Ungethum, “Die deutschen Stiidte im Uberweisungssystem des Reichsfinanz-
ausgleichs.” Schriftenreihe des deutschen Stidtetages, No. 17, 1932. According to
Wilhelmi the Reich has had to depend on the states for the final determination of
the commune quotas.—Ruhr und Rhein, X (November 1, 1929), 1446,
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small and diminishing share of the yield of these taxes even if
the results of the distribution were defensible. But the complaints
against the present system are directed largely against the failure
to equalize more. That is, in so far as the attempt to return money
where it originated has succeeded, the system has been unsatis-
factory.
en if origin were a more acceptable basis for distributions,
and the somewhat arbitrary regulations were to be regarded as
substantially reasonable, it is apparent that the time and labor
involved are in themselves serious drawbacks. Final allocation
bases have not been fixed each year, and when eventually estab-
lished they have been made retroactive. Thus the states not only
cannot determine in advance what they will receive but after the
distribution has been made they cannot be sure that it will be
final.? The alternative is to base distributions on yields of earlier
years. This alternative has, for the moment, been adopted, not
mthere has not been time to establish a more recent-base,
but deliberately, because the old base happens to he better
adapted to current ;;mgw being made on a
sﬁxf:imm:l the basis of 1929 income. The latter
year, one of comparative prosperity, favors the highly industrial-
ized states such as Hamburg and Saxony, which have suffered
most from depression and, consequently, have been in great-
est need. Wiirttemberg, which has suffered least from depres-
sion and which has everything to gain from a revised standard,
has protested in vain. There can be no'doubt as to the wisdom of
this opportunist measure, but nothing could more clearly con-
demn the nominal basis of distribution.
In the case of the turnover tax little consideration is given to
c\o{;ctions. In the beginning the Reich returned the local share,
which was regarded as payment for aid in administration, on the

* The original intention was to revise the base once in two years. Actually, three
final bases have been set since stabilization, the first in September, 1927, for 1926-27
and 1927-28; the second in May, 1929, for 1928-29, 1929-30, and 1930-31; and the
third in November, 1931, for 1931-32 to the present.—Ungethum, op. cit., p. 8.
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basis of collections, and later, for the benefit of industrial cen-
ters, one-third was returned to the states where collected. But,
however much Saxony and Hamburg may have approved distri-
bution on the basis of collections for the Reich standard, their
approval of this base has not extended to redistribution within the
state on this base. In no state is any part of the turnover tax re:
turned to local units on the basis of collections; apd collections as
a base would be hard to_justify on any ground, in view of the
probability mmﬁm is shifted to
consumers,

Collections play a minor part in the distribution of the motor
vehicle tax by the Reich to the states, but, in so far as this is
passed on to local governments, collections play no part. This tax
is dedicated entirely to highway costs, and there are other and
better measures of highway need.

One-third of the short-lived mineral water tax was returned to
the states in proportion to collections. This was all passed on to
local governments, but in no case did the states use collections
as a base. The general beer tax distribution has gone to the states
entirely on the basis of collections. Most of this tax is retained by
the states, but in so far as it is passed on to local governments,
collections play no part in the redistribution. The new meat tax
also goes back to the states partly on the basis of collections, but
again collections are not the basis of redistribution to local divi-
sions, and the Reich base is clearly a transition measure which
cannot long continue in its present form.

There would seem to be nothing in the German experience of
allocating centrally administered revenues to underlying juris-
dictions which would support an argument in favor of distribu-
tion in accordance with yields. %e political reasons for such
distribution are apparent. The wealthier district will inevitably
oppose the obvious subsidizing of poorer districts. In so far as
revenues are returned whence they came no one will lose; but

close examination of this principle shows that it has-ne-sound eco-_
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nomic base. Where did the revenue arise? Ij4s easy to demon-
strate, even to the average citizen, that one cannot reasonably
allocate the tax paid by a cowm
to the nazfowlimits of a-single-communes and if, as frequently
happens, the workers in a factory live in another commune,
has the commune in which they work no claim to the tax on
their wages? If the right of any particular district to specific
revenues cannot be demonstrated, argument for distribution
according to yield breaks downMCertainly the relation between
taxable wealth and income and governmental needs is very re-
mote. The reciprocal of the tax yield, which was one of the bases
for the apportionment of the pre-war Prussian Dotationen, has
not been incorporated in post-war systems, in spite of the many
experiments in equalization.

\I FORMER REVENUES AS A BASIS OF TAX DISTRIBUTIONS

The frequency with which form_g_rgv___,___,(mmsam,ccmsidﬂgd\irj

the distribution of current taxes is to be explained as a transition
r'neasure.\lt/ offers the governmental jurisdictions concerned some
assurance that they will continue to receive an income compar-
able to that to which they are accustomed and that the ysual func-
ﬁonmiggmmeé& \ the case of

rmany, however, this continuity had been rudely broken by
war and inflation before the new system was established, and for
the most part the guarantees of former revenue represent an at-
tempt to restore the comparatively satisfactory financial condi-
tions which preceded the war. Too many changes had taken place
in the intervening decade, however, to make the attempt
successful. '

The Reich at first guaranteed the states, from income and cor-
poration taxes, their average revenue from income taxes in the
period preceding the taking over of these taxes by the Reich, but
this guarantee never proved effective, since the distribution on the
regular base exceeded the guarantee, and it was later abandoned.
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Prussia’s relative guarantee has been described elsewhere *
and need not be further described here. The base was nearly
fifteen years old when it was first applied, and the lapse of ten
more years since its first application has only made it more un-
satisfactory. Through the chance of a comparatively low per
capita income tax in 1911 Hanover had her share in the income
and corporation taxes reduced from 24 to 19 marks per capita, in
1929, whereas Frankfurt-am-Main, with a relatively high 1911
income tax, had her share reduced from 38 to only 35 marks per
capita in the same year.’ Thus the wealthier city lost less than the
poorer one. It is not, of course, the function of this guarantee to
equalize, but whatever merit the 1911 base may have had when
it was first adopted, as a fixed and known standard in a sea of un-
certainties, has long since disappeared. If it operates to nullify
the effect of sounder measures it is positively harmful.

In Bavaria each commune and circle receives that proportion
of the state and local share of income and corporation taxes orig-
inating within its boundaries, as determined by the Reich stand-
ard, represented by the ratio of its income, property, and capital
earnings taxes to all such state and local taxes levied within its
boundaries during the period 1912 to 1919. This has the advan-
tage over the Prussian system of being based on a longer and
more recent period, but it brings its own difficulties. Some two
hundred communes with valuable property had levied no such
taxes during the specified period, and much of this property was
lost during inflation.® These communes have no claim to income
and corporation taxes under the formula adopted, although they
have very genuine need. The state has attempted to correct this
difficulty by establishing an equalization fund to be distributed at
the discretion of state officials. But this puts these communes in
the position of proving need, although they are perhaps contrib-

¢ See supra, p. 83.
® Popitz, Der kiinftige Finanzausgleich, op. cit., pp. 121-22.
® Schanz, Finanz-Archiv, op. cit., XLIV, 704.
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uting as much, according to the Reich standard, as communes
which receive their allotment as a matter of course.

Mecklenburg distributes the income and corporation taxes on
a base similar to that used by Bavaria, but each commune is guar-
anteed at least 20 percent of the yield assigned by the Reich stand-
ard and may not receive more than 40 per cent. These limitations
prevent the extremes from which Bavarian communes suffer, but
the base would seem to have no particular virtue. Hesse and
Baden distribute only a part of the tax on the basis of former
yields, and Lippe guarantees the average income of 1912 to
1914.7

In the case of the other taxes, the amount of the special beer
tax indemnity to the southern states, being compensation for lost
revenue, was determined by the revenue displaced. The distribu-
tion by the Reich to the states of a share in the inheritance tax
was accompanied by a guarantee of former income, a guarantee
which continued for a time after the states’ share in the tax itself
had been abandoned. When the turnover tax was reduced, in
1924, the states were guaranteed their earlier revenue from this
source for a few months. More recently, with the reduction in the
motor vehicle tax, the states have been guaranteed a fixed sum
from this source for three years; and with the transfer of the meat
tax from the states to the Reich the states receive half of the
proceeds for the first year on the basis of former state tax yields.

The only other instance in which former yield has been used
as a basis for distribution of taxes is the motor vehicle tax in
Saxony. A substantial share of this tax is distributed to local dis-
tricts in proportion to the yield of the draft animal tax of 1925.
This, too, might have been useful as a transition measure, but
there seems to be no occasion for continuing it. Present highway
needs, to which this tax is dedicated, probably bear little relation
to the former tax. - '

* The former Mecklenburg-Strelitz guaranteed the 1913 yield.
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s a transition measure there is much to be said for the use of

orm asis for current tax distributions. The reve-
nues of the immediate past are apt, under normal conditions at
least, to be a fair measure of need; and the jurisdiction concerned
has some assurance as to the amount of income jt will receive.ﬁliuf
it is only useful as a transition measure. has no permanent
ip_l_ace in the distribution system. The further the base year recedes
into the past, the Iess significance it has in the determination of
present needs. In view of all the changes of fortune which the
various sections of Germany have experienced in the past twenty
years, it is highly improbable that pre-war or pre-inflation tax

revenues could begr apy relation to present needs.

. e
o b’: = PER CAPITA DISTRIBUTION P
e2” ke

*~ If revenues are not to be returned to the community from which
they came, the most obvious basis for distribution is population.
This base has many advantages. It is easy to detenﬁn-ot
subject to manipulation; and it is probably the best single meas-
ure of need that can be found. ¥Apenditures inevitably increase
with increases in population. Moreover, it is understood and
accepted as “fair” by the average citizen, a factor of no small im-
portgnce.

so far as revenues are not returned to the place where they
are collected population is the mast frequent base. Two-thirds of
the Reich turnover tax 15 distributed to the states on a_simple
population base, and in Wiirttemberg, Memﬁ-
beck, and Bremen all the local share is distributed on this base.
In several other states (Bavaria, Saxony, Baden, Oldenburg,
Lippe, and Hamburg) population is an important factor in the
distribution of the turnover tax to local governments. In still other
states the population base for the distribution of the turnover tax
has been weighted. These weighted bases will be discussed later.
Population was also the most common factor for the distribution
of the short-lived mineral water tax, being used for two-thirds of
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the Reich distribution and all or a substantial share of most state
listributions.

YIn the case of income and ¢ ion taxes origin is the mor
usual basis for distribution, but population is the basis for tha
most important Reich guarantee, and it is an important factor in
the distributions of this tax to local governments in Saxony,
Baden, Thuringia, and Brunswick and influences to a lesser de-
gree the state distributions to local governments in Prussia and
Anhalt. Population is found occasionally as a basis for the dis-
rribution of other taxes, entering into the Reich base for distribut-
ing the betting and motor vehicle taxes and into the state base for
listributing the land purchase tax in Mecklenburg and Lippe, the
motor vehicle tax in Lippe, and the beer tax in Wiirttemberg.

/ Population as a standard for distributing taxes equalizes be-

tween rich and poor commyinities, but aff est, only a

. |
rough measure of needg‘}ﬁz sparsely settled territory the cost of
government s apt to be high per capita, and per capita costs rise

again in very densely populated communities. They are also in-

fluenced by the age distribution and economic status of the popu-
lation, and by geographical Jactors. Some states have not been
satisfied with the simple population base and have weighted
population in an attempt to allow for other factors. The most fre-
juent modification of the simple population base is weighting
the population according to the size of the community. Thus for
turnover tax distributions, Prussia, Thuringia, and Brunswick
have weighted population according to the size of the commune,
and Prussia has weighted it a second time for the proportion of
school children. In other instances one factor in the population
has been selected as the basis of tax distributions, Wiirttemberg
and Lippe both distribute a portion of the income and corpora-
tion taxes in proportion to school children, and Mecklenburg-
Schwerin distributed the larger part of the mineral water tax in
proportion -to the number of unemployed supported by “public
funds. These differ from subventions in that the use of the money
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for schools or welfare is not definitely specified, and in that the
total amount distributed varies with the yield of the tax, not with
the base.
\/f he usual reason for the selection of population as a basis
nof distribution is that this offers-a reugh measure of need. For the
turnover tax and such specidl consumption taxes as the mineral
water tax this reason is further strengthened by the fact that pop-
ulation is also £ rough measure of the amount contributed by each
community~hen population is weighted, need alone is consid-
ered. The increase in weight with the increase in the size of the
city corresponds roughly to the increases in per capita city expen-
ditures which are normally found in the larger cities. In fact, the
specific weighting used in the different states has been based on
the actual differences found in the per capita expenditures of the
different groups of communes. When population figures are
weighted for the proportion of school children,® the proportion of
the working population, or the percentage of unemployed, the
costs of specific functions, such as education and welfare, are the
influencing factors, although no limitation is placed on the com-
mune’s use of the money.
v hThe frequency with which weighted population is urged for
tax distributions in Germany makes it important to consider how
such distributions would operate in specific cases. The use of such
bases is so limited that no conclusions can be drawn from actual
tax distributions, but it is possible to take the population structure
and expenditures of different cities and determine the effect of
. such forms of distxibution.\TZ:e aim of this form of distribution is
" to adapt resources to needs, and the weighting in accordance with
the size of the commune is based on the fact, noted above, UZt per
capita expenditures increase with the size of the city. While this
is true on the average, it is only necessary to call attention to the

® Weighting for the proportion of children is often urged, not merely because of
increased school costs, but also because a high proportion of children indicates a
large and relatively poor working population, and, in addition, owing to tax ex-
emptions, reduces the income tax yield.
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figures in Table 36 ° to demonstrate that variations from the
average may be important. Cologne, with a population of 750,-
000, had a per capita expenditure of 134 marks in 1932-33,
whereas Duisburg-Hamborn, with a population of 440,000, had
a per capita expenditure of 151 marks, and Offenbach, with a
population of 81,000, had a per capita expenditure of 170 marks.
These were the expenditures remaining after the deduction of
Reich welfare aid and all other special sources of revenue—the
expenditures which must be covered from local resources and
distributions of Reich taxes. Under these conditions to give
Cologne more per capita than Duisburg-Hamhorn or Offenbach is
to make a bad situation worse. Under the Prussian system of
weighting turnover tax distributions for the size of the city,
Cologne should have received 2.20 marks per capita against 2.16
in Duisburg-Hamborn, and if this system had been extended to
all Germany, Offenbach would have received 1.84 per capita.
Turnover tax distributions in Prussia are weighted a second time,
however, for the proportion of children of school age. And since
Duisburg-Hamborn had a larger proportion of children of school
~ age than Cologne, the discrepancy resulting from weighting in
accordance with size was corrected, Cologne continuing to re-
ceive 2.20 marks per capita against 2.23 per capita in Duisburg-
Hamborn. This second factor cannot be counted on, however, to
correct the first, when the first is an inaccurate measure. If Offen-
bach had been under the Prussian system it would have continued
to receive 1.84 per capita, since the number of school children in
Offenbach did not exceed the average for cities of this size. If the
population of the cities were weighted a third time, this time for
the percentage of the population receiving public relief, a closer
approximation to needs would be reached. This factor has not
been used, however.

Popitz’s plan for the distribution of Reich taxes, distributing
half on a population base weighted for the size of the city, and

® See Appendix, p. 356.
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half on a base weighted for the proportion of the working popula-
tion, would materially benefit four of the poor cities given in
Table 36; but it would put Offenbach on a par with Diisseldorf
and Breslau on a par with Frankfurt-am-Main, Stuttgart, and
Miinster. Popitz himself notes the discrepancy in the case of
Breslau and points out that special aids for exceptional cases
would still be needed.

e tendency for per capita local government expenditures to
intrease as the size of the city increases has a twofold explanation.

e close proximity in which people live necessitates increasing

ocial control and increasing services for the common good. This
mmty ténds to increase per capita Teal estate
values, however, and per capita business activity.YThus the base
of local taxes to some extent keeps pace with local needs. This has
not fully compensated, however, for the higher per capita costs in
the larger German cities in recent years.

A detailed analysis of revenues and expenditures of cities
grouped according to population classes reveals the fact that the
per capita costs of practically all jmportant local functions
increase with the size of the city.'* Jhe most marked rates of in-
crease, however, as the size of the city increases, are in expendi-
tures for welfare, housing, and institutions. Other expenditures
are not out of proportion to increases in ability as tested by local
taxes. It is recognized that local tax yields are very imperfect
tests of ability, since local taxes are to some extent adjusted to
needs, but data on tax rates for real estate and business taxes in
individual cities, while showing great variation from one city to
another, reveal no tendency for rates to vary with the size of the
city. The median tax rates for both real estate and business taxes
were the same in 1932-33 for cities of more than 100,000 and
cities under 100,000 in Prussia. The available information is not
sufficiently complete to make it possible to speak with certainty,

» Comprehensive data covering the finances of cities grouped according to popu-
lation are to be found in Statistik des deutschen Reichs, Vols. 387 and 440.
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since tax rates for communes under 10,000 population are not
available, but so far as data can be found they indicate that if
welfare needs, and perhaps also housing needs, were used as
bases for the distribution of Reich funds, they would offer a far
more accurate measure of need than the size of the population.
Welfare expenditures form an important part of local costs, even
in normal times. On the average they increase rapidly with the
size of the city; but they differ greatly in different cities in the
same population group. A city which is the trading center of a
large agricultural region will have very different welfare needs
from a manufacturing city of the same size. Two cities depending
on the same industries may have quite different burdens. Essen
and Duisburg-Hamborn illustrate this. These two cities, lying
side by side, each largely dependent not only on the steel industry
but on the same corporation, had 44 and 73 persons per 1,000,
respectively, on the relief rolls at the end of 1933. The Krupp
Company had chosen to operate its Essen rather than its Duis-
burg plants. Welfare requirements would seem to offer the only
index which will measure such differences in need, differences
which arise from the increased burden on one hand, and the de-
creased ability to meet that burden on the other hand. Reich tax
distributions conforming to these welfare needs will go much
farther toward equalizing burdens from city to city than distri-
butions on any weighted population base, and if welfare expendi-
tures are deducted from total city expenditures, the remaining
governmental costs and the local tax resources will increase with
the size of the city at about the same rate.™*

SPECIAL BASES FOR THE DISTRIBUTION OF HIGHWAY MONEY

Motor vehicle tax distributions, being dedicated to highway
costs, are usually distributed according to some specific measure

L The ratic of expenditures to real estate and business tax yields for 1931.32

varies a little from one group of cities to the next but shows no tendency either to
increase or decrease as the size of the cities increases.
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of highway needs. The Reich distributes this money to the states,
one-fourth in proportion to population, one-fourth in proportion
to collections, and one-half in proportion to area. Since motor
vehicle traffic is a function of population and area, and since
collections for this tax are doubtless heaviest in areas of greatest
traffic, these bases would seem to be reasonable. In 1931 this base
was still further refined by weighting area in accordance with
population density. This, in effect, increases the weight given to
population and decreases the weight given to area.

Area has again been the basis for the state’s distribution of
motor vehicle taxes to local governments in Bremen, and one of
three factors used to distribute that part of the income and cor-
poration taxes in Prussia which replaces the former province
and circle Dotationen for highways. A second factor in these
latter distributions is population. For the most part, however, the
states have substituted highway mileage for the Reich bases of
distribution in redistributing motor vehicle revenues to local
governments. This has been the sole basis of distribution in
Mecklenburg, Oldenburg, and Brunswick and an important fac-
tor in the distributions in Hesse and Lippe. It is also used as the
third factor in the Prussian Dotationen. For the rest, instances are
to be found of tax collections and a former tax source as bases
for a part of the redistribution of such revenues. Two states have
set local shares at fixed percentages in the law, and five leave all
or a part of the distribution of this tax to the discretion of state
officials.

DISCRETIONARY DISTRIBUTION

Many instances are to be found in state distributions to local
governments of distribution in accordance with need, as deter-
mined by some state official or body of officials. No state except
Bremen is without some kind of state equalization fund distrib-
uted at the discretion of state officials,”® and these funds are de-

3 Bremen has substituted circle equalization funds for state funds..
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rived primarily from Reich taxes. The advantages of such funds
are clearsD¥éed is the product of such a large number of variables
that no formula can measure it with any degree of precision, and
human judgment, if sufficiently detached and intelligent, has a
flexibility which fixed standards lack. Opposed to this, however,
is the danger of partiality, whether deliberate or unconscious.
Moreover, the complexity of the problem is apt to stagger human
judgment, and, in practice, those administering such funds hon-
estly and intelligently almost inevitably resort to a formula.
There is still the advantage, of course, that in the case of obvious
misfits the formula can be disregarded.

Another factor arguing against the discretionary distributions
is the effect on the community of having to prove need. The fact
that more money is to be had for the asking, provided one makes
a good case, often turns formerly independent and self-respecting
communities into beggars. Nevertheless such equalization funds
would seem to have a place in every system of distribution. It may
be desirable to distribute the bulk of the available funds accord-
ing to definite formulae, but there will always be exceptional
cases of need which a rigid system of distribution will fail to
reach. When funds are limited and needs are very great there is
probably no substitute for these discretionary distributions. Un-
der such conditions the probability of deliberate misuse is slight,
and the formula, which inevitably allots some money to com-
munities not in urgent need, is a luxury which the state can ill
afford.




VII

FUNDAMENTAL CHANGES IN THE FINANCIAL SYSTEM
UNDER THE WEIMAR CONSTITUTION

TaE Weimar Constitution laid the foundation for a uniform and
unified tax system, and the central government has worked stead-
ily toward the construction of such a system, whether hampered
or aided by the succession of financial emergencies which the
country has faced since then. In consequence, there is no real
duplication of taxes or tax administration,-and the more impor-
tant taxes are in the hands of the Reich, Keal estate, business, and
rentals taxes are still under the control of state and local govern-
ments and these vary in form from state to state. Also, the rates
of these taxes, as well as the land purchase and citizen taxes, vary
in the different local governments. But plans for uniform bases
for these taxes have been made and partly executed, and it would
seem to be only a matter of time until they will be in full effect.
Germany has practically achieved the uniform tax system which
has been the goal of many tax reforms in other countries in recent

years. i

J{e problem of local independence is not so easily solved as the
problem of uniform taxation. Not only is it difficult to reconcile
self-government with a uniform tax-system,fbut disregarding the
financial problem there is no agreement as to the extent of local
self-government that is desirable in and of itself. Up to a certain
point the ends of the present government are clear, as is the way
to their achievement. Concentration of power in the hands of the
Reich and the reduction of the states to mere administrative
agencies has already been attained. Variations in state tax sys-
tems are only tolerated until economic conditions permit the
adoption of the uniform tax system long since accepted and in
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considerable part incorporated in the law. More and more the
Reich is dealing directly with the communes ; and for the moment,
at least, local authorities are the tools of the central government.

The final division of revenues between central and local gov-
ernments, however, must await some decision as to the distribu-
tion of functions themselves among the various governmental
jurisdictions. The ultimate division of functions between central
.and local government is indicated by recent legislation. Police,
main highways, and education are increasingly controlled by the
central government, and, except for education, the central gov-
ernment is providing material support. Whether the central gov-
ernment will take over the system of state school subsidies now
in force or leave it to some intermediate layer of government with
enough resources to provide for them is uncertain. Local roads,
city streets, water, heat, light, and transportation systems, and
such local institutions as markets and theatres are left, as for-
merly, to local control. Welfare, in spite of substantial aid from
the central government in recent years, is still regarded as a local
function, to be returned, so far as social insurance does not cover
it, almost wholly to local contrel and local support when the
emergency is over.

It is apparent that the government has gone much farther in
reorganizing its tax- system than in reorganizing governmental
administration as a wholevOverlapping of administration is par-

ticularly serious in welfare. And it is far from clear wheiher
local initiative is 1d be preserved in education,as Popitz urges,’

of whether in the interests of equal opportunity or political unity
a dead level of education is to be provided throughout the Reich.
n fact, no comprehensive plan is yet to be found for the division
of tasks between the Reich and its underlying jurisdictions.
Also, the manner in which these local functions are to be sup-
ported is still to be determined, although here there are many

* Der kﬁnﬂige Finanzausgleich, op. cit., p. 225.
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plans\MReich’s policy was dictated in the first instance by ex-
pediency, and it has continued to be dictated by expediency.\Tﬂe
unequal size and resources of the different states, the large num-
ber of layers of government, and the exceptionally small size of
the ultimate commune have complicated the problem.\:l?lé orig-
inal aim of the Reich was to compensate state and local govern-
ments for lost revenues. To this end it redistributed taxes largely
where collected, or, if this led to obvious injustice, taxes were
distributed according to the situs of certain properties or busi-
ness. Attempts to equalize were limited, at first, to the use of
population as the basis for distributing the turnover tax, and the
adoption of minimum guarantees in case revenues fell below
pre-war levels. But the return of Reich-administered revenues to
the commune of origin in large sums is not feasible. So much has
been demonstrated. Revenues and governmental requirements
cannot be thus completely divorced. In spite of the extensive state
controls exercised over local governments, the municipalities in-
dulged in unprecedented extravagance in the years immediately
following inflation, and the unexpectedly large distributions from
Reich taxes contributed to this extravagance. With depression the
system broke down completely, since it failed to send the dwin-
dling tax yields to the areas with the most urgent needs.

Notwithstanding all the opportunist measures a certain piece-
meal equalization has been achieved, as well as increasing cen-
tralization of the tax power. But the choice between varying local
tax rates on real estate and business, and perhaps also on per-
sonal income, and the distribution, on some equalizing base, of
revenues from taxes levied at uniform rates throughout the Reich,
has yet to be made. The one leads to local self-government, with
its local freedom, local responsibility, and individuality—all
desirable ends. The other leads to uniform taxes and equal oppor-
tunity, likewise desirable ends. The question is how far inequal-
ities are to be equalized.

Popitz’s plan for the final division of revenues among the
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different jurisdictions provides for specific subventions for police
and schools and tax distributions on the basis of need to equal
about one-third of local expenditures. This is including ex-
penditures from subventions as local rather than state expendi-
tures. The remaining two-thirds would come from local taxes and
surpluses from local industries. Local surtaxes on income would
not be permitted, however. Subventions and tax distributions
would, on the basis of 1929 data, come to about equal amounts,
but the total amount of the subventions would vary with need and
the total amount of the tax distributions would vary with tax
yields. In consequence, this proportion would change materially
from year to year. No important redistribution of functions is

contemplated in this plan.\Edalization is to be achieved parily
?W through the tax distributions. PHe tax.

istribution has the advantage, compared with the ordinary sub-
vmm total tax income. In this way

the local governments share with the central government the
changing fortunes of the business cycle, and the central govern-
ment is not forced to make all the adjustments. Much the same
end could be achieved, of course, by changing the rate of contri-
bution to teachers’ salaries or reducing highway subventions, al-
though such an adjustment would not be automatic. P important
part of the taxes distributed would be returned where collected.
Further, the local rural unit of government would be enlarged,
even beyond the size of the present circle. This, too, would equal-
ize resources. In view of the position of Popitz as Prussian min-
ister of finance and his exhaustive studies of the problem, his
plan has been widely accepted.

Another important plan, based on a detailed study of the effects
of various systems of distribution in specific communes, is that
published in a memorandum to the Prussian Landtag in 1929.2
While desigried for Prussia, it is equally applicable to the entire
Reich. Phis, too, contemplates extggi_ve__gq;x_a__ﬁz_gﬁon through

? Denkschrift, No. 2275, op. cit.
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special police and school subventions, special equalization for
poor districts, and per capita distributions of the residual rev-
enues, population being weighted for the size of the commune,
the proportion of school children in the population, and possibly
the rate of growth of the commune. The possibility of local sur-
taxes on the income tax is not considered, since the plan is de-
signed for the state, not for the Reich; but the absence of any
provision for the return of revenues where collected, in spite of
the fact that the amount of the contemplated tax redistributions
is very large, suggests that egy;alization is regarded as the more
essential,-and perhaps the only, fﬁ?r?ﬂlfr?ﬁ er plans, how-
ever, urge the restoration of local surtaxes on the income tax, and‘
the local governments themselves are eager Ior such a solution.
e final solution will doubtless offer some compromise be-
tween complete separation of central and local revenue sources
and complete centralization of all sources. \Gélruine local self-
government can be realized at neither extreme\Loéal self-support
from independent tax levies leaves a large proportion of the
communes ?E&h too poor to exercise local initiative, and com-
plete dependence on the central government tends inevitably
toward central control of all governmental functions.
ether, in the ultimate adjustment, the government swings
toward the greate alization provided in the Popitz plan or
the greater nominﬁ%TMMe Tocal surtax on income
is uncertain. But if welfare continues to be primarily a-lacal
function it is safe to guess t] Lhar{v_eg__whstantiéﬁggr\w_gf,em};
ization.will, perforce, take place. The attempt to restore to the
communes the revenues collected within their jurisdiction from a
uniform Reich tax is doomed to failure. No faction is urging it
for any important tax distributions, and it has not even the virtue
of simplicity to recommend it. In so far as local governments are
permitted to reap the benefit of their own unusual tax resources,
it will be on their own responsibility.
There is another possible solution which is receiving increas-
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ing attention, namely, the creation of a larger local governmental
unit corresponding as far as possible to the local economic Hni..
The average German commune is, for rural government at least,
needlessly and hopelessly small. Enlargement of the local gov-
ernmental jurisdiction has frequently been suggested as a minor
factor in the various plans for division of revenues, but it has
rarely been advanced as the first requisite of a satisfactory divi-
sion of governmental acjivities and revenues between central and
local govemments.\%:l: consolidation of districts has taken
place, notably the consolidation of the Ruhr into fourteen con-
tiguous cities, but financial considerations have not always
determined these consolidations, and where sparsely settled ter-
ritory is taken into a city and the inhabitants supplied with the
usual city services, they have proved costly.?

\J’ﬁ: proposed redistricting of the entire Reich into thirteen
provinces of approximately equal size in place of the existing
states is of interest in this connection, but the provinces in ques-
tion are too large for truly local government. Moreover, the plan
was so badly drawn that resources were most inequitably dis-
tributed among the provinces in question, and for this reason the
redistricting has been indefinitely postponed.

The government has no comprehensive plan for the reconstruc-
tion of local districts on a self-supporting basis. Nevertheless, a
number of those who have made a careful study of the problem,
notably the Reichssparkommissar, are urging this as the only
real solution.* The Oldenburg section of the state of Oldenburg
has recently (1933) consolidated its local governments into
six districts and five city circles. The local unit in question is
still small enough to reap most of the benefits of local self-govern-
ment, and at the same time the inequalities in wealth between one

*0. Biihler, Die Fi L des Ruhrgebi idte, Jena, 1932, II, 9. Reichs-
sparkommissar, Gutachten iiber die Verwaltung der Stadt Stuttgart, p. 105.

* Reichssparkommissar, Gutachten iiber die Land ltung Wiir bergs,
1930; Gutachten iiber die Landesverwaltung Lippes, 1930, and Gutachten iiber die
Verwaltung des Kreises Iserlohn. Sonderheft der Monatszeitschrift, Reich und
Lander, May, 1934,
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local district and the next are not so great that any extensive
equalization is required. Thus, with local resources equal to most
local needs, some measure of local independence and local re-
sponsibility may be restored. This is a small beginning, but if it
should prove successful it might well be extended. It should be
noted, however, that Oldenburg, while comparatively poor, has
a balance between agriculture and small industries not to be
found in all sections of the Reich. Neither the Ruhr, at one ex-
treme, nor East Prussia, at the other, could be divided into “nat-
ural” local economic units. The entire province of East Prussia
would not make a self-supporting unit.

It is apparent that the possible compromises between a uni-
form tax system and local independence are many, and it seems
probable that the happiest solution of the problem will not be
attained by adhering to a single hnemndl-
m a complex one, involving a measure of redistrict-
ifg, a measure of equalization, and, in all probability, limited

variation in the tax system. | v
—-—"—-_—_—-_\—\




THE FISCAL SYSTEM OF
ENGLAND AND WALES



VIII

THE PLACE AND DEVELOPMENT OF GRANTS-IN-AID
IN THE ENGLISH FISCAL SYSTEM BEFORE 1929

IN FEW, if any, countries do grants-in-aid play as important a
part in the financial relations of national and local governments
as in England.’ Where other countries have provided local gov-)
ernments with a variety of local tax sources, as in pre-war Ger-
many, or have taken over the administration as well as the support
of functions commonly left to local authorities in less centralized
governments, as in France',Great Britain has chosen to meet the
increasing local _government obligations through mcreasmgt

rants from national revenues. .
Only once in the past century has this development been

checkedX\The local government reform of 1888 attempted to turn
over to local authorities enough independent sources of revenue
to meet their growing obligations without specific government
aids. This reform failed to achieve its end. The 1929 reform,
while making radical changes in the form of grants, would seem!
to have established the grant system more firmly than ever]

vloday the sums received by local governments from grants-in-aidy
are nearly as large as ues from local rates.

Before turning to the history of grants-in-aid it is important
both to define the term and to place it in its proper setting in the
national and lacal fiscal system. This in turn requires a brief
account of the organization of local government, the functions
for which each type of local unit is responsible, and the sources
of revenue at its disposal.

*The ensuing discussion has been limited to England and Wales, although Scot-
land has practically the same system. Because of the great similarity in the two
systems there seemed to be nothing to gain by including the Scotch system, and
the necessity of pointing out frequent differences in detail, if the latter system were
included, would only add to the length and complexity of the study.
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~Outside large.cities there are three layers of local government.

-At the top is the administrative county, which has grown in power
at the expense of the underlying units until it is responsible for
the largest part of the administration of educationy police, high-
ways, and public assistance{The entire area of the administrative,
county is subdivided into municipal boroughs, urban districts,
.and rural districts)Municipal boroughs are usually small cities.
Their governmental organization differs from that of urban and -
rural districts, and they have somewhat wider powers. Municipal
boroughs may have their own police forces if they had a popula-
tion in excess of 10,000 in 1881, and they may control their own
schools if they had a population in excess of 10,000 in 1901.
Urban districts, like municipal boroughs, tend to be thickly
Isettled areas, but they may not have their own police forces, and
they may control their schools only if their population exceeded
20,000 in 1901. Rural districts have no control over either police
or education and they have less responsibility for roads than
«rban districts and municipal boroughs. In fact, since the Local
‘Government Act of 1929 has been in force, they need have no
responsibility for roads. ‘f(eir main functions are health and
housing. All these units of local government may operate such_
—D sTo o . .

public utilities as seem desirable, but rural districts have, natur-
ally, undertaken comparatively few of these services.{The third
layer of local government is the  parish, Parishes cover the entire
area of the country, but owing to their small size they have very,
few powers remaining. In urban areas they have no function
whatever. In rural districts the parish council may protect and
promote the interests of the narrower jurisdiction of the parish}
in the larger area of the district.

The county borough exists side by side with the county and
is essentially a combined city and county government, having
the powers of both the administrative county and the municipal
.borough. Most of the larger cities are county boroughs. The Lon-
don government, however, is made up of a county and subsidiarv
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metropolitan boroughs.\Here the county is responsible for edu-
cation and welfare; the metropolitan boroughs for highways and
health. Police are under the ‘control of a special metropolitan
police district which includes a wider area than the county. In
the matter of public utilities the county operates the tramways,
the boroughs are responsible for electricity, markets, and ceme-
teries, and the water supply is under a separate metropolitan
board which, as in the case of the police district, covers an area
larger than the county.

CHART 2
ORGANIZATION OF ENGLISH LOCAL GOVERNMENT

Administrative County

Principal functions: education, police, highways, welfare,
health

County Borough

Principal functions:
all county -and
borough functions

Rural District

Principal functions:
health, housing,

Municipal Borough

Principal functions:
health, housing,

Urban District

Principal functions:
health, housing,

minor roads, pub-
lic utilities, often

minor roads, pub-|
lic utilities, some-

sometimes minor|
roads, sometimes|

education, some-| timeseducation public utilities

times police_

Parish
Nominal in urban areas.
Principal functions: protection of community interests.

The general plan of local government outside London is out-
lined in Chart 2. Size, as measured by area and population, and
average expenditures are given in Table 17. It is important to
note that there are great variations in the size of the different
classes of units, whether measured in area or in population. In ad-
dition to the local units listed in the chart, special districts for
water supply, sewers, drainage, or other special functions are
found occasionally, but they are not important. The total net ex-
penditures of all such districts have been a little more than one
million pounds in recent years.
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TasLE 17

NUMBER, SIZE, AND AVERAGE EXPENDITURES OF ENGLISH LOCAL
GOVERNMENT UNITS *

AREA POPULATION th
(1N 6QUARE MILES) (1N THOURANDS) ;: P
Unit Number dilure
Highest | Average| Lowest | Highesl | Average] Lowesi ,(I. n
shillings)

County borough. . ..... 83 80 14 40| 1,003 160 240 133.0
Administrative county. . 62 | 2,592 920 840 | 1,795 359 17.0 82.0
Municipal horough..... 263 37 6 0.1 134 21 1.0 7.0
Urban district 41 6 0.2 184 1 0.3 48.0
Rural distsict.......... 385 80 2.0 88 12 1.0 17.0
Parish.........c.0.0.n 4 25 0.2

a Expenditure figures from Annuaal Local Taxation Returns for 1931-32. Other figures from 193]
oensus.

e local governments have considerable freedom in admin-
istering the many important functions assigned to them. This is
especially true of the boroughs which as cities have a wider range
of activities than the urban and rural districts.> Many of these
boroughs also have special privileges granted by old and cher-
ished charters, but these charters rarely contribute powers of real
importance in dealing with modern municipal problems, what-
ever their historic interest and sentimental value. Y/6cal inde
pendence has been somewhat weakened, however, by the lack of
a powerful executive and the many requirements imposed by the
national government as conditions of receiving grants-in-aid.)

Jlt is true that local councils still exercise important powers, but
with the growing complexity of government the important but
onerous duties of office are more and more delegated to the paid,
full-time officials. The more important local offices have profes-
sional standing, and promotion may mean obtaining a position in
a larger city, instead of a better position in the same community.
This tends to give the incumbent a more-than-local point of view.
And with no strong executive to co-ordinate the different depart-

?Some urban districts are, of course, larger than some municipal boroughs, but
for the most part the boroughs are larger, and even where smaller they tend to
have greater concentration of population.
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nents on one hand, and with the frequent contacts between na-
ional and local ofﬁmals in. the process of meeting national grant
regulations on the other‘ ntral government standards, even
when these are optichal,‘aje as apt to be observed as purely local
nterests.
1 Government Act of 1929 (section 46),
eratiops are being made in district boundaries by the
i QZe aim is to achieve a more effective and a more
omical unit of government. The tendency is to.consolidate
Listricts where they are too small and poor to support a full-time
fficial. vPhe co-operation of the districts concerned is sought by
ounty authorities, but this consent is not required and some con-
iolidations are reported to have taken place with all the districts
soncerned protesting?) In consequence of this redistricting the
mber of rural districts was reduced from 718 to 539 between
[928-29 and 1934-35, and the number of urban districts was
:educed from 782 to 697 in the same period. Redistricting and
'onsolidation meets with greater opposition in counties and bor-
sughs than in districts. In the former, tradition is strong and
ipecial charter privileges, held for centuries, are treasured even
hough they are costly to the community. It remains to be seen
vhether the extensive reorganization proposed for distressed
ireas such as Tyneside and Merthyr Tydfil, involving extensive
lterations of county and borough boundaries, can be achieved
1gainst local opposition.

e scope of local government, measured in terms of revenue
ind expenditure, is much more limited than that of the national
rovernment. Local governments spent only 35 percent of national
ind local tax revenues in 1931-32.2 This is crediting local govern-
nents with the amount of grants-in-aid. The proportion of total
ax revenues which was collected by local governments was only
|8 percent in this same year. In the United States and Germany

* The fiscal year begins April 1, as in Germany.
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Iocal taxes have normally comprised a larger share of thg total
tax revenues than national and state taxes combined, Athough
the balance in both of these countries has been shifting rapidly in
recent years in favor of the central governments.

"The local revenue system is simplicity itself.*All these units of
government have the right to levy rates; and the local rates com-
prise the one local tax source available, except for a few unimpor-
tant licenses administered by the counties and yielding only a
little more than a mpixlﬁizrrpﬁouzlds a yeéar, or abou’ty one-ha?f of Zne
percent of the yield of the ratesd:s local governments in Eng-’
land are even more restricted in their revenue sources than local
governments in the United States. The rates are levied, much as
the general property tax is levied in the United States, to cover
the excess of estimated expenditures over other income. In con-
trast to the (nited States, few limitations have been placed on
these rates.‘/yational authorities have pursued the fairly con-
sistent policy of encouraging local expenditures, rather than
checking them; and when rates become too high the central gov-
ernment comes to the rescue with new or increased grants-in-aid.)

(The rates differ materially in theml
property taxMn the first place they are levied on estimated net
rental values instead of on_capital values. In the second place
they are limited to income from real estate. Personal property
was definitely exempted as early as 1840.°\I the third place
they are levied on the occupier rather than on the ownerThe
owner pays on property which he himself occupies but unoccu-
pied property is exempt.

(Assessments are made locally, and prior to 1925 there was
little uniformity.)The valuation area since 1925 has been the
borough or district. There are approximately 1,600 of these. To
insure some degree of uniformity among valuation districts they

¢ Occasionally rates for specific purposes are limited, e.g., the library rate and
special district rates for sewers and drainage, but no limitations are placed on
general rates.

® Royal Commission on Local Taxation, Final Report, 1901, Cd. 638, p. 33.



GRANTS-IN-AID 167

are grouped into about 350 assessment areas. “\/Kn assessment
committee is responsible for_equalizing valuations within the
assessment area, but, while the committee has power to order
mnons, its function is to act on complaints brought
to it rather than to take the initiative in finding inequalities in
valuation. /g insure uniformity within the county there is a
county committee, The majority of counties have appointed full-
time county valuation officers or retained professional valuers as
advisers, but a substantial minority have had little or no technical
assistancg,/’There is also a central valuation committee, in conse_
quence of recent legislation, but this acts in a purely advisory
capacity and there are two intervening committees between this
central committee and the officials making the actual valuations.
~This_hierarchy of committees has an important function to_
perform. Uniform valuations, not merely within the county but
within the whole of England and Wales, are essential to the
equitable operation of the new financial system; wfid it is decid-
edly in the interest of each valuation district to keep its own
valuations relatively low. The central governmex:tdhas not con-
tented itself, however, with setting up committees. Aniform rules
of valuation have been prepared, a revaluation once in five years
has been provided for, and, since 1930, railroad property, for-
metly left to the mercy of local officials, has been valued as a unit
by a national Railway Assessment Authority. Thus the essential
machinery for securing uniform valuations would seem to have
been provided, although direct county valuation has much to
recommend it in view of the fact that the county rate normally
exceeds the rates of the underlying districts. Each local unit de-_
termines the’ amount of its own rates, but all thmn
area are levied on the ratepayer, annualﬁmws
one_consolidated rate.” Collections are also_combined, The ad-
ministration is largely in the hands of boroughs and districts.

® Rating and Valuation Acts, 1925 to 1932, Report of the Central Valuation Com-
mittee, 1934, p. 115. *Ibid., p. 91.
8 Occasionally special rates are levied independently, but the exceptions are rare.
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Mgecond source of local revenue is the earnings of municipal

industries. “Trading services” are important local functions and

account for approximately one-fourth of all local expenditures)
Ih some instances these services yield surplus revenues which are

applied to the reduction of rates. More often they incur deficits

which must be met from the rates,Sometimes local authorities

have been deterred from using these trading undertakings as a

source of net income by the fact that any such income is subject

to the income tax)\Since the local rates are levied on the occupiers
rather than on the owners of real estate, rates and wFrof'eTec-

tricity charges are for the most part paid from the same pockets.

Moreover, it is common practice to levy the cost of water supply

against users in proportion to their valuations for rates, instead

o W Only in the case of industrial

concerns is a metered service usual. For the ordinary householder

this amounts to meeting the cost of water supply from the rates.

Consequently, if water charges are increased in order to relieve

rates, the result for most ratepayers is merely to transfer the
cost from rate bills to water bills. And if, in the process, an in-

come tax is levied, there is net loss to the . ‘community. Also, it is.
widely accepted that these trading services should not be ex-
p}ﬂgd for the_‘b_e{leﬁ_t of other governmental activities. Fhe usual

policy of local authorities is, in consequence, to operate trading
services at cost. :

ere deficits occur from a trading service it is usually be-

cause capital charges are exceptionally high, either because of
unfavorable geographical conditions, or because the undertaking
was developed immediately after the war when construction costs

were abnormal. In one instance a large deficit was ‘explained by
the fact that the water and sewer systems were constructed for
five times the existing population.’ They were undertaken in part

as a scheme for the relief of unemployment. Unfortunately, the

excessive unemployment which instigated this activity is resulting

° Interview with the rural district accountant.
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in a decline in the population of the district, and the high rates,
to which the deficits from these undertakings are contributing, are
a further stimulus to emigration. *

Water supply, cemeteries, and transportation systems occa-
sioned the greatest deficits in 1932-33, in the order named. Mar-_
kets, electricity, and gas, on the contrary, produced substantial
sgrpluses in the same year. The deficits of all such trading serv-
ices for all local units in 1932-33 amounted to 2.7 million pounds
and the surpluses to 1.4 million pounds. This leaves a net deficit
of 1.3 million pounds for the entire country. These figures are
very small in budgets totaling some 440 million pounds. It is
apparent that trading services have not been used as a source of
net income, as in Germany, nor are they a serious drain on tax
resources, as in the United States.

Qme third important source of local income is the grant-in-aid,>
Grants bring local governments more revenue than trading serv4-
ices, but lgigh;___amﬂmlales. Before describing the developmenz
of these grants it may be useful to state exactly what has been
included under this term, since there is no complete agreement as
to its meaning."{In the Report on Local Taxatign by H. H. Fow-
ler 2ih6 term “grants-in-aid” is limited topayments by the
central government to recognized local authorities for functions
admmlstered by these local authoritiesf!and this usage has been
adopted in the following discussion as far as practicable.’3 Pay-
zents to private organizations, or to individuals performing func-
ions generally regarded as a local responsibility, are sometimes

regarded as grants-in-aid}) The early school grant to-voluntary—

* Rates yielded 145 million pounds in 1932-33. Grants-in-aid yielded 127 million
pounds and trading services 114 million pounds in this same year. The income
from trading services is gross. -

 For a general definition of the term see supra, pp. 9-10.

2 H.C. 168, 1893.

¥ This conforms to Sidney Webb’s definition, “By a “Grant in Aid’ the English
jadministrator understands a subvention payable from the Exchequer of the United
Kingdom to a Local Governing Authority, in order to assist that Authority in execu-
tion of some or all of its statutory duties.”—Sidney Webb, Grants in A4id, London,
'1920, p. 7.
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educational organizations is an illustration of this. In 1891.92,
fwenty years afier Jocal authorities were charged with the re-
sponsibility for education, the amount of the school grant going
to voluntary schools was still greater than the amount going to
local authorities. Ipdemnities to private individuals and local
_governments for losses incurred through national action are fre-
quently called grants-in-aid. These have been included in grants-
in-aid here in so far as they go to local authorities, since there
would seem to be little choice between the indemnity for the loss_
6‘f‘1ja_tes on government property and that part of the block grant
which is compensation for losses from deratingi The 1893 Report
on Local Taxation ** includes the money paid to local authorities
for loss of rates on government property, together with payments
to private individuals for such activities as voluntary schools,
under the heading “Other local charges transferred to or borne
by annual vote of Parliament.”)This group also includes pay-
ments for functions which were formerly performed by local
authorities, but which have been taken over entirely by the cen-
tral government. An illustration of this is the payment for district
auditors’ salaries. These officials have been subject to appoint-
ment by the central government since 1879, and their salaries
were made payable directly by the central government at that
time, although the local districts have since been charged for
audits and so have contributed something to the cost.”® Before
1879 these auditors were locally elected officials and the central
government contributed part, and for a short period all, of their
salaries. These salary payments would thus seem to have been
grants-in-aid prior to 1879 and direct national expenditures after
that date, and they have been so classified here; but the point)
where a function becomes national rather than local is not always
so clear.

/Another instance where classification is difficult is the payment

“H.C. 168, op. cit. = H.C. 168, op. cit., p. 80.
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Ifor a functlon which is regarded as a national obligation, but
‘which ‘can be more conveniently performed by local officials.
Such a payment is direct compensation for services rendered
rather than a grant, Thus the national government pays specific
sums to the Metropolitan police authorities for definite services
rendered the government. These payments are frequently ex-
cluded from the list of grants, but the national interest is impor-
tant in many locally administered functions, and it is not always
possible to draw the line between the two. In the ensuing discus-
sion the term grants-in-aid has been used in its narrower sense,
but these other payments have been noted when they seem to form
an integral part of the national and local financial system, or to
throw some light on the national government’s policy.
fants-in-aid would seem to have originated in 1831 with a
spemal grant of 90 pounds per year to Berwick Corporatlon for
the repair of Berwick bridge, an expenditure formerly met from
the Civil List, and dating back to Charles IT 5“ It continues today,
although the bridge in question has been superseded for pur-
poses of traffic, by a modern structure. very modest fore-
runner of the grant system was followed shortly by a grant for
id_lg_glb__u_ildings,_beginning in 1833. This went to two volunteer
societies, however, and I not to local authorities. Educatlon did not
become a function of Tocal government until 1870 Un 1833, , also,
a grant was first made for the Metropolitan police force, which
had been established in 1829, In 1835 the first grant for an entire
class of local authorities was introduced, with the reimbursement
of the counties by the central government for half the costs of
criminal prosecutions at Assizes and Quarter Sessions and for a
part of the cost of removing prisoners to the place of trial) This

* Government Grants to Local Authorities, Cmd. 3157, 1928, p. 11. The following
account of grants-in-aid has been taken largely from the reports of the various
government commissions on local government and taxation, especially H.C. 168,
op. cit.; Royal Commission on Local Government, Evidence, C. 9528, 1899; Depart-
mental Committee on Local Taxation, Final Report, Cd. 7315, and Appendix,
Cd. 7316, 1914.
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came as the result of the recommendations of a Parliamentary
Committee appointed to investigate the rating system.'’The com-
mittee justified such a grant on the ground that the function thus
subsidized was of.national importance, and this justification has
been regularly used by the long succession of committees and
commissions which have since investigated the problem of local
finances when recommending further grants for an ever-widening
range of functions, until most important local activities have
come to be regarded as “national” or “seminational” in char-
acterAThe actual relief to rates resulting from these first grants
was not great. They amounted to only 2.7 percent of local rev-
enues from rates and grants in 1842-43. But central government
aids did not stop with these comparatively unimportant begin-
nings. b the contrary, the movement gathered momentum in
succeeding years.

e local rates, like any tax on real estate, hare heavily on the

agricultural interests, and_the national government sought to
Gompensate the farmers for the repeal of the Corn Laws by fur-
ther grants for the relief of ratema-
tional government assumed the entire cost of criminal prosecu-
tions and voted further sums for the maintenance of prisoners in
local jails) In the same year, for the benefit of the poor-law
unions, it assumed half the salaries of their medical officers, all
the salaries of teachers and industrial trainers in workhouses,
and the fees of poorlaw auditors. (Ja~ consequence of these
changes the proportion of local rate and grant revenue coming
from grants increased from 2.7 percent in 1842-43 to 5.4 percent
in 1852-33.

(In 1853 the voluntary school societies in agricultural districts
benefited from a capitation grant, the first school grant for main-
tenance. In 1852 and 1854 local governments received new grants
for the administration of justice, and in 1856 they received a

¥ Report on County Rates, H.C, 542, 1834, pp. iii-iv. *C. 9528, op. cis, p. 12.
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grant for police)Since the police grant was accompanied by the
requirement that counties and county boroughs establish police
forces and the grant reimbursed them only to the extent of one-
fourth of the pay and clothing costs of approved police forces,
this measure was not primarily one for the relief of rates. Police
grants constituted approximately half the total grants for some
Years after their introduction. The only new grants in the next
decade were comparatlvely unimportant ones for Metropolitan
fire brigades, introduced in 1865, and for public vaccinators,
introduced in 1867.

\The Education Act of 1870, which made elementary education
a lowmmmtobﬁgatien, introduced substantial education
grants, The main grant was originally distributed according to
examination results but the number of children in average daily
attendance was made the basis for distribution shortly afterward.
A second grant was provided in 1870 to equalize the burden in
poor districts. This met the deficiency in districts where a three-
penny rate produced either less than 20 pounds, or less than 7
shillings, 6 pence, per child. The actual sums distributed under
this latter grant were quite small. In 1891-92 the scholar grant
amounted to 1.5 million pounds and the equalizing grant to only
8 thousand pounds; but later revisions of the equalizing grant
increased its importance until in 1911-12 it accounted for nearly
one-fourth (24.3 percent) of the elementary school grants.*®

Sther new grants followed the 1870 school grants in rapid
succession. In 1872, when local authorities were required to
ppoint medical officers-of-health-and inspectors of nuisances,
a grant equal to half their salaries was introduced. In 1874 the
county and county borough police grant was increased from one-
fourth to one-half the pay and clothing cost and a new grant of
4 shillings per week for pauper lunatics was instituted. Also in
1874 the national government made substantial increases in its

* Cd. 7315, op. cit., p. 24.
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payments to local authorities to compensate for thg loss of rates
through the exemption of government propexty. All these grants
in 1874 were primarily for the relief of rates.

(In 1875 the government began to make W
expenditures for the pegistration of births and deaths, registra-
MVmg been made compulsory by law of 1874. In 1876 it
increased its grants fo@%mf children in industrial
schools and mtroduced a special school granﬂBr sparse'['y popu-
1882 the ﬁrst general highway grant was given, 250 thousand
pounds, to meet one-fourth of the cost of main roads. This was
doubled in 1887.)Thus in 1887-88 grants-in-aid exceeded 4 mil-
lion pounds and amounted to 13.6 percent of local revenues from
rates and grants. Moreover, the national government had taken
over the administration and support of some functions entirely,
thereby relieving local authorities of further burdens. Expendi-
tures thus transferred were estimated at 2.7 million pounds in
1887-88.*°
\,\'jﬂg obverse of this was, of course, that local expenditures were
increasing much faster than the national government was assum-
ing them, and the national government was itself responsible
Tor much of the increase. The larger part of the grants had come
with the imposition of new duties, the government assuming, at
best, half the cost of these new obligations. Relief of local rates,
combined perhaps wiith @ desire for further central control, was
the motive for the aids for administration of justice in 1835, the
several aids of 1846 and 1874, the grant for necessitous schools
in 1876, and the doubling of the highway grant in 1887. For the
rest, school, police, highway, and health grants accompanied new
duties, the cost of which to local authorities far exceeded the
amount of the central government’s contribution, J6cal rates in
creased threefold during this early period of grant developmen
Fortunately rateable values were likewise increasing rapidly so

* H.C. 168, op. cit., pp. 90-91.
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that the increased burden for the country as a whole was not
great,” although agricultural districts undoubtedly suffered.

A All the grants in 1887 were for_specific functions, Most of
them were apportioned on the basis of actual expenditures or
some simple measure of need, such as the number of school chil-
dren and the number of pauper lunatics. Only the small school
“aid” grant and that for sparsely populated areas took into ac-
count local ability to pay\Edfile thought was given to_equaliza-
tion)These grants were for the general relief of rates, or, more
frequently, for the purpose of buying local government consent
to new duties. In both cases the aim was to achieve higher stand-
ards of local administration by making available more money
than the local authorities could or would supply and by stimu-
lating local authorities to greater efforyf{ The percentage grants
tended to_increase local expenditures, Since in many instances
every pound spent by the local authority was matched by a pound
from the Exchequer) Furthermore, they were usually conditioned
on a given standard of efficiency.and the local governments had
to measure up to this standard to obtain them at allx@eaﬁve
central supervision probably prevented any serious extrava-
gance, but such a system favored the wealthier communities,
since these alone could take full advantage of the central gov-

CThe local government reform of 1888 (largely the work of the

Chancellor of the Exchequer, Viscount Goschen) aimed to sepa-
rate central and local finances. To this end an independent fund
was established, known as the Local Taxation Account. This was
made up of 40 percent of the yield of probate duties and .all the
proceeds of certain licenses. The latter were distributed to the
counties in proportion to collections, the former in proportion to
discontinued grants.\}‘ﬁe only important specific grants continued
were those for elementary education,\but, except for roads, the

# Local rates amounted to approximately 14 percent of rateable values in 184243
and 18 percent in 1885-86.
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counties were required to assign the revenue from the probate
duties to the cost of specific services in the same manner as the
old grants, so that the subordinate local authorities were in much
the same position as before.”” Only the road grant disappeared, as
such. Road expenditures were supposed to be met from the “free
balance.”

The counties stood to gain or lose with the varying yield of the
new sources. Actually, the new revenue was more than sufficient
to compensate for the old grants, and further new income from
surtaxes on beer and spirits was assigned to the local authorities
in 1890. This was primarily for the purpose of meeting police
pensions, but the excess, which proved to be substantial, could
be used to reduce rates or to aid technical education.

(Goschen’s desire to separate state and local finances was not
realized. Separate accounts were kept for the assigned revenues,
but they were actually administered by the national government,
and the education grant, together with some minor grants, con-
tinued to come from national revenues.,)Grants for specific pur-
poses from the general tax revenues of the national government
dropped from 13.1 percent of the local income from rates and
grants in 1887-88 to 6.2 percent in 1891.92, the first year that
the new system was in full effect; but in the years that followed
new grants were introduced and old ones increased, while the
revenue from the new local sources remained almost stationary.
In 1928-29, just before the Local Taxation Account was aban-
doned, the grants from the general tax revenues of the national
government had increased until they accounted for 32.1 percent
of all local income from rates and grants, whereas the taxes pro-
vided by the 1888 reform amounted to 3.8 percent.}

The 1888 reform was scarcely in effect when new grants began
to appear. In 1890 the national government undertook to meet
part of the indemnity to owners of diseased cattle slaughtered by

* Some of these grants were stereotyped at the 1887-88 amount. Others varied as
before.
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government order, the remainder coming from the Local Taxa-
tion Account. Previously the whole sum had come from local
funds. The school grants were extended in 1891, and again in
1897. In 1896 rates on agricultural land were cut by one-half
and the central government made good the loss by a grant from
general revenues equal to one-half the 1895-96 rates. In 1898
the national government instituted grants for homes for inebri-
ates. Only a few of these homes belonged to municipal author-
ities, however. In 1899 the national government undertook to
meet half the rates for clerical tithes. In 1902, when counties and
county boroughs were established as education authorities in
place of the former districts, school grants were revised and again
materially increased. In 1905 the Unemployed Workmen Act-
introduced a new local activity that shortly called for substantial
government aid. In 1906 another education grant for overbur-
dened districts was added. And in 1908 and 1909 provision was
made for discretionary grants for roads, small holdings and al-
lotments, and drainage projects. 4
Meanwhile no new sources of assigned revenue were added,
although in 1908 a number of the licenses were turned over to
the administration of county councils and the levies were made
optional. A grant of 40,000 pounds was made to cover the cost
of administration. In 1909, 1910, and 1911, liquor licenses, the
beer and spirits duties, and the motor vehicle tax—that is, all the
important assigned revenues except the estate duty—were stand-
ardized at the 1908-9 yield. In the case of the beer and spirits
duties the change protected local interests, since the revenue from
this source was declining,” owing to increased national taxes.
But the local governments made a bad bargain. The changes were
instigated by a Liberal government in need of money for its own
social reforms. Anything the Exchequer lost from stereotyping the
beer and spirits duties it more than made up from stereotyping
the liquor and motor vehicle licenses. In a few years the surplus
# From 1.3 million pounds in 1900-1 to 1.1 million pounds in 1908-9.
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from the latter, alone, exceeded the entire local beer and spirits
revenue. Local governments were promised half the yield of the
land value tax imposed in 1910, but the failure of this tax meant
that the promise was never realized.

In the long run, however, the local governments probably did
not lose; for what the central government took away with one
hand it gave back with the other. The motor vehicle revenues went
to the road fund from which the Road Board voted local authori-
ties substantial grants. And the Liberal government’s reforms
included old age pensions, established in 1908, and health and
unemployment insurance, established in 1911—measures which
reduced the burden of the poor rates substantially.** Moreover,
there was no cessation of new grants. Scarcely a year passed
without at least one new grant.@grcentage grants were introduced
for local expenditures for treatment of all disease (1911), ma-
ternity and child welfare (1915), venereal disease (1916), care
of the mentally deficient (1916), registration of electors (1918),
county agricultural committees (1919), provincial museums
(1919), care of the blind (1920), port sanitary authorities
(1920), care of the tubercular (1921), and probation of offend-
ers (1925). School grants were again revised and enlarged
(1918), police grants were increased (1918), and highway
grants grew steadily. A series of housing acts, beginning in 1919,
provided substantial housing subsidies; further derating of agri-
cultural land, in 1923, brought a new grant in compensation;
and, largely as a part of the public-works program for reducing
unemployment, substantial subsidies were granted for land drain-
age, sewer systems, and parks and open spaces (1920). Thus

(the amount of grants increased fourfold between 1913-14 and
928-29, the year preceding the general revision of the system.
eanwhile local rates only a little more than doubled. Conse-
quently, the proportion of local rate and grant revenue that was

* The average rate in the pound for poor rates did not rise above the high point
of 1s. 134d., which it reached in 1905-6, until 1915-16.
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}upplied by grants increased from 24.5 percent to 35.9 percent.’
Nevertheless, the burden on the rates was felt to have become
unbearable, and the demand for derating was the driving force
in the 1929 reform. * ¢
* At is apparent that England experimented with a variety of
grants in this long period of grant developmentYMost of the aids
to local governments were for specific functions, Compensation
for derating agricultural land is the only important exception to
this. But the functions aided cover all important local govern-
ment activities, and the methods of distribution were as numerous
as the grants themselv\gs:Before discussing these, however, it is
Tmportant to classify and define the_different forms of grants
The terms used in the discussion below follow English usage
fairly closely,” but since there is no complete agreement as to
their use, it has seemed necessary to define them here.

. GAccording to the restrictions on their use, grants may be classi-
fied as block or allocated gra_ntj:/ A block grant is one not spe-
cifically earmarked for the maintenance of a particular service.r’
Thus the new grant under the Local Government Act of 1929 is
clearly a block grant, and a grant for health expenditures might
be considered a block grant if no particular health service were
specified. The grant for salaries of medical officers of health, on
the contrary, is an allocated grant.).

&Block and allocated grants may in turn be classified, according
to the amount paid out by the government making the grant, as
fixed and variable grants., The new block grant is also a fixed
grant, whereas percentage grants are inevitably variable, Both
block and allocated grants may be further classified according to
the basis of distribution as percentage, unit, formula, and dis-
cretionary grants. The percentage grant varieﬁ_wih_th_e_grggunt

* See Appendix, Table 42, p. 365.

* See, e.g., Cd. 7315, op. cit., passim, and H. Finer, English Local Government,
London, 1933, pp. 446-50. .

" W. E. Hart and W. O. Hart, Introduction to the Law of Municipal Administra-
tion, 1934, p. 156.
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of local expenditures for specific functions. The unit grant varies
with some objective measure, such as the number of school chil-
dren, or the miles of highway. Jhe formula grant is based on a
number of measures. It may, like the former elementary educa-
tion grant, combine the unit and percentage grant, or it may,
like the 1929 block grant, combine a series of units. The discre-
tionary grant leaves the distribution to the judgment of the ad-
minjstrative officials.) *
;ﬁcrants may be classified, further, according to their purpose.
e purposes most widely recognized are improvement of local

government services, compensation for lost revenue sources or
for new burdens impose(mmal
ization of local resources. It is apparent that the purpose of the
grant will mﬂu(_ence the basis of dlstnbutxon@grcentag e grants
‘are useful for s stlmulatmg localgovemments to higher standards
but cannot equalize resources; whereas the 1929 block grant,
distributed according to a formula designed to equalize, offers
ng incentive to more or better local services.)’

(Revxewmg the history of grants in England prior to 1929 one
finds that the purpose of most grants was the improvement of local
government services. This favors the allocated grant rather than

mnﬁ'block grants are found only as compensation
for lost revenue sources, as in the case of the grants provided by
the Agricultural Rates Acts of 1896 and 1923. This also favors
variable rather than fixed grants, and again fixed grants are
found only as compensation.,The grant under the 1896 Agricul-
tural Rates Act was the only large fixed grant prior to 1929.
Finally, it favors percentage grants, although unit and even
formula and discretionary grants can be designed for this end.
The only formula grant prior to 1929 was that for elementary
education. Unit grants appear more frequently, but the percent-
age grant is characteristic of the English system. Practically all
the later grants were in this form. Even the education grants, with

their varied bases, set 50 percent of approved expenditures as a



GRANTS-IN-AID 181

minimum, and this was frequently the determining factor in the
amount received. And most of the discretionary grants were
standardized by administrative regulations at fixed percentages
of the cost. This was true of the highway grants, the unemploy-
ment grants, and the agricultural education grants.

There can be no question but that the guiding motive in the
flevelopment of the grant system before 1929 was the desire to
bring local administration up tanational standards of efficiency
and to maintain it there; This motive was accompanied, perhaps,
by a sense of obligation to assist with the burdens imposed.
Equalization of resources was a factor only in the school grants,
and there it was one of the less important factors. Such a situation
was only possible because, on one hand the national government
had shouldered such a large proportion of the total burden, and
on the other hand the local unit for administration for most func-
tions was fairly large. Eighty-two percent of national and local net
expenditures fell on national tax sources and only 18 percent on
local rates during the decade 1921-31.%% Even before the war na-
tional taxes provided more than two-thirds of the total tax income.
In Germany, where equalization has been a far more important
factor in tax distributions and grants, a much larger share of the
burden has fallen on local resources. There has been a steady
tendency to increase the size of the local district in England. This
was apparent long before the 1929 reform. The welfare district
was changed from the parish to the poor-law union in 1835; the
school district was changed from a group of parishes to the county
or county borough in 1902; and the road district was enlarged in
1864, and an increasing proportion of the cost of roads has been
charged to the still larger county since that date. Maintenance of
police has from the beginning been a function of county and
county borough authorities. Enlarging the area of charge for

these important functions has reduced the need for equalization.

* Computed from data in J. Sykes, British Public Expenditure, London, 1934,
p. xii,
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Another factor which has made equalization less imperative is the
nature of the expenditures which have been centralized +The na-
tional government has not only met a large proportion of the
costs, but, with unemployment insurance and old age pensions,
it has met a substantial part of the welfare burden,” the burden
that, above all others, makes equalization necessary(In spite of
these ameliorating factors, inequalities in local rates, rather than
the total rate burden, were responsible for the demand for de-
rating which resulted _igthﬂj,QZichanges.l}
» Approximately three-fourths in 1928-29, A




IX
THE LOCAL GOVERNMENT ACT OF 1929*

THE system of grants-in-aid in effect in 1928 had grown over a
period of one hundred years, one grant at a time as specific needs
were recognizeda At no time was the entire system overhauled or
co-ordinated. Even the 1888 reform made no important revisions
in the underlying system. Poor unions, urban and rural districts,
and municipal boroughs received the same grants on the same
bases. Only the counties stood to gain or lose by the change.
Grants which may have been reasonable at first outlived their
usefulness. Certainly the fixed grant paid as compensation for the
derating of agricultural land in 1896 bore little relation to local
losses from that derating thirty years later; and the license rev-
enues fixed at the 1908-9 level were equally meaningless. Per-
centage grants grew in favor rather than unit grants, but both
existed side by side, and the varying percentages of expenditure
met by the national government seem to be historical accident
rather than a measure of the degree of national interest in the
functions in question. Education grants were thoroughly revised
and integrated in 1918, but health and welfare grants became
increasingly varied and were never co-ordinated. Reform was
due for the whole system.

e depressed state of industry was, of course, the funda-
mental reason for the 1929 changes, and the Local Government
Act was an essential feature of the government’s recovery pro-
grRP?olonged unemployme\rlltfad greatly increased the ex-
penditures of local authoritiesMlhe rates for poor relief tripled
between 1919 and 1927. With declining income the burden of the
rates would have become greater even though the amount had

119 Geo. V., ch. xvii.
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remained stationary.}To have the amount increase seemed intol-
erable. Moreover, the increases were greatest just in those locali-
ties least able to pay. The absence of any important equalizing
factor in the grant system was more than ever apparent. The av-
erage rate in the pound was nearly 13 shillings in 1927-28. This
was high, being more than 60 percent of annual rental value But
in a number of districts, especially in the coal mining counties,
rates exceeded 20 shillings,? the full annual rental value. In a
few cases rates exceeded 30 shillings, or 150 percent.

(The reform was designed to aid industry in three ways: di-
rectly, through derating; and indirectly, through reducing the
cost of local government and through’equalizing the burden. The
cost of government was to be decreased through economies ef-
fected by the reorganization of local districts and the transfer of
certain functions to larger local units. Equalization was to be
achieved partly through the larger unit of administration and
partly through the formula for the distribution of grants.)

( Specifically, the 1929 Act provided for the complete exemp-
tion of agricultural land and bulldmgs from local rates (section
67))Such real estate had already been derated under earlier acts
to the extent of 75 percent for the poor rates,® which constituted
the larger part of the rates, and to a lesser extent for other rates.
It provided, further, for the valuation of “industrial heredita-
ments and freight-transport hereditaments™ at 25 percent of net
annual rental value for purposes of rating (section 68).* This
applies only to the property actually used in the business of min-
ing, manufacture, or transport. The resulting losses to local au-

*There were 95 such districts in 1927-28. Report of the Ministry of Health,
1933-34, p. 207.

? Poor rates were those levied by the union authorities. They were not limited to
the expenditures of poor-law authorities or to expenditures for poor relief, and they
constituted about 70 percent of all rates. H. Finer, op. cit.,, p. 423.

¢ Under earlier legislation railway property was valued at 25 percent of rental
value for the levy of certain district rates on the assumption that these rates were
expended for purposes which did net materially benefit the railways. Under the
new law railways are valued at 25 percent of this reduced valuation for such rates,
or one-sixteenth of estimated rental value.
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thorities are estimated on the basis of 1928-29 rates, and the
authorities are reimbursed in full by the new grants (section 86).
KThe second feature of the 1929 Act which concerns local finan-
cial problems is the transfer of functions to larger areas. All func-
tions of the poor-law authorities are transferred to the counties
and county boroughs (section 1), and the former unions are abol-
ished. This has reduced the number of authorities administering
poor relief from 631 to 145, so that the average size of the new
unit of administration is more than four times the size of the
old. Jjds alone has been a material factor in equalizing resources)
Further, all highway functions of rural districts have been trans-
ferred to the counties (section 30). Since the rural districts were
some 640 in number and the counties 62 this means that the rural
highway district is, on the average, ten times its former size. Im-
portant economies and equalization of resources should result,
There has been, further, a partial transfer of highways from ur-
ban districts to counties, but the administration and support of
residence streets and, in exceptional cases, through highways, is
left to urban authorities (sections 31 and 32).
Jd‘he third important feature of the 1929 Act from the point of
view of local finances is the substitution of a block grant for a
large number of the former allocated grants, All the old grants
have been discontinued except those for schools, police, and hous-
ing, and part of the road grants (section 85).%This is not as
radical a change as might appear at first. The larger number of
grants was swept away, but the grants remaining accounted for
between 80 and 90 percent of the revenue distributed by the cen-
tral government in 1928-29. The many criticisms directed against
percentage grants by proponents of the new bill when it was under
consideration would seem to apply equally to school, police, and
road grants, although the school grants do contain certain equal-
izing factors; but the abolition of the least defensible grants, such

® Part, of the grants for maternity and child welfare are continued under certain
conditions (section 62).
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as the fixed compensation for derating agricultural land and the
stereotyped license revenues, and other small and scattered
grants which scarcely justified the administrative labor involved,
was clear gain. The locally administered dog, game, and other
licenses remain.

The amount of the new grants is more than sufficient to com-
pensate for the discontinued grants and derating, as estimated
on the basis of 1928-29 rates and grants. The annual sum for
England and Wales for the first grant period is:

Million
Purpose of Grant Pounds
To cover losses on account of derating. ........... 22.3
To cover losses on account of discontinued grants... 16.3
Additional amount ............. ... ...l 50
Total ..o i eiieeianns 43.6 (section 86)

The 5 million pounds commonly referred to as “new money” is
not all net gain to the local authorities. The go‘m;v;
upon the road fund for the general exchequer contribution to
the extent of the discontinued road grants in the standard year
plus 2.6 million pounds (section 87).® Since the road fund is
intended for road grants alone and the discontinued road grants
are fully covered by the first provision, it would seem that the
discretionary road grants received by the local authorities from
the road fund must be curtailed by the 2.6 million pounds applied
to the general exchequer contribution. In consequence, only about
half this 5 million pounds can be counted strictly as “new
money.” * No official explanation seems to have been offered for

® The share of England and Wales, i.e., 80/91 of 3 million pounds.

“It should be noted, however, that the road grants have regularly been appre-
ciably less than the revenue of the road fund. In consequence the balance in the
fund was close to 20 million pounds at the end of the year 1924-25. In the two
succeeding years the Chancellor of the Exchequer “raided” the fund in order to
balance the national budget, and 192 million pounds were diverted to general
purposes. In 1926 it was provided, further, that the Exchequer should regularly
retain one-third of the tax on pleasure cars and motorcycles as a luxury tax. This
amounts to approximately 5 million pounds a year. In addition, the road fund sur-
plus was again diverted to general national expenditures in the 1935-36 budget, to
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this extra sum. It was suggested in debate in the House of Com-
mons that it was given because the formula “did not fit” and the
additional sum was to prevent it from “hitting anybody too
severely.” ® In any event, it undoubtedly eiled the legislative
machinery when the bill was passed; to have fixed grants at the
old level for three years to-come would have aroused a storm
of protest. And there can be no reasonable doubt that the local
authorities have put it to good use.

ltimately this block grant is to be distributed entirely ac-
cording to the formula discussed below, but to prevent injury
from rapid change a sum equal to 75 percent of the losses from
rates and grants is distributed to the counties and county bor-
oughs in proportion to such losses for the first and second grant
periods, that is, through 1936-37 (sections 88 and 134). This
amount is reduced to 50 percent of losses for the third grant
period of five years, to 25 percent for the fourth grant period, and
disappears entirely in 1947-48. The remaining sum is distributed
in proportion to the weighted population formula (section 88).
If, however, the total received by any county or county borough
under this distribution falls short of a sum equal to the losses
from rates and grants in the standard year plus one shilling per
capita for the population of the standard year, the local district
in question receives an additional exchequer grant to cover the
deficit (section 90). After the first grant period this additional
grant is equal to the deficiency as calculated above, or (in case
it is larger) to the deficiency calculated by taking the difference
between the actual grant and the losses in the standard year in-
creased by “a sum equivalent to one-third of the excess of the
county apportionment for the period in question over what would
-have been the county apportionment for the period in question
had the General Exchequer Contribution for that period been

the extent of 4.5 million pounds. Thus there is no guarantee that local authorities
will receive the entire income of this fund.
®Lawrence in Parliamentary Debates, CCXXIII, 294-95.
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the same as the General Exchequer Contribution for the first fixed
grant period” (section 90). Thus far this alternative provision
has been of no significance, since the increase in the General
Exchequer Contribution in the second grant period over the first
is very small. These grants are in addition to the sum of 43.6
million pounds.

" Turning to the relation of the county to the underlying subdivi-
sions, the county distributes to municipal boroughs and urban
districts a per capita sum equal to half the county apportionment
divided by the total population of all the counties. Rural districts
receive one-fifth of this sum per capita, that is, one-tenth of the
average per capita distribution for counties as a whole (section
91). The smaller share of the rural districts is justified by the
transfer of functions to the county.

{ These capitation grants are increased for “losing” areas and
decreased for “gaining” areas (section 94)) Losses and gains
are determined by estimating the rate in the pound which would
have been required in the standard year to meet uncovered ex-
penditures and the rate which would have been required if the
provisions for derating, grants, and transfer of functions had
been in effect. The estimated yield of the difference between these
two rates is the estimated loss or gain of the district.? Losing dis-
tricts are reimbursed by the full amount of their estimated losses
for the first five years of the new system, after which this supple-
mentary grant is reduced by one-fifteenth each year, disappearing
with the beginning of the fifth grant period. Half of this sup-
plementary grant is provided from national revenues and is in
addition to the General Exchequer Contribution. The other half
is derived from deductions from the capitation grants of gaining
districts in the county in proportion to gains. In cases where half
the amount of losses of losing districts in the county exceeds the
amount of gains in gaining districts in the county, the excess is

® These estimates are made by cen-u-a] government officials and local officials do
not know the exact basis on which their gains or losses are calculated.
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provided from further exchequer revenues. The levy on gaining
districts declines and disappears as the reimbursement to losing
districts is cut and ultimately abolished.

Q,Further compensation is given to districts within the county
for losses from special and parish rates (section 92) )That part
of the grant to the county, based on 75 percent of losses from rates
and grants, that covers losses from special and parish rates is

- passed on to the subdivisions that formerly levied these rates,
and the county must make good, further, the other 25 percent of
the loss for the first and second grant periods. In the third and
fourth grant periods the share in the grant passed on to special
districts for special rates is reduced to 50 and 25 percent, respec-
tively, as that part of the general grant distributed in proportion
to losses is reduced to 50 and 25 percent of these losses in suc-
ceeding grant periods. Moreover, reimbursement by the county
for any part of the loss not so covered is optional after the second
grant period.

(Finally, if the sum of the General Exchequer Contribution and
the additional and supplementary grants is not sufficient, in
the case of an individual county, to cover the amount due to the
subdivisions of the county, the national government meets the

deficiency through a special grant (section 89) ) Such grants were
made to Surrey in the second grant period and to Middlesex in
both the first and second grant periods. In these cases the coun-
ties, as such, received nothing whatever from the new grant.

It remains to consider the weighted population on which the
total grant will ultimately be distributed if the new system sur-
vives twenty years without amendment. Each county and county
borough share of the residual grant at present and of the total
block grant finally is determined by its proportion of the weighted
population of England and Wales. The weighted population is
determined as follows:

The estimated population of the county or county borough is
increased (1) if the number of children under five years of age
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exceeds 50 per thousand, by the percentage by which the number
of children exceeds 50; and (2) if the per capita rateable value
is less than 10 pounds, by the percentage by which the rateable
value falls short of 10 pounds.

The population so increased is further weighted (3) if the
number of unemployed insured men plus one-tenth of the unem-
ployed insured women exceeds 1.5 percent of the population, by
a percentage equal to ten times the excess over 1.5 percent; and
(4) (a) if the population is less than 100 per mile of road, by
the percentage by which the population falls short of 200 per
mile; or (4) if the population is 100 or more per mile of road, by
the percentage which 50 bears to the population per mile
(Schedule 4, Part 3).

Applying this formula to a hypothetical case, assume that the
population of a county is 1,000,000, the number of children
under five per 1,000 population is 55, the rateable value per
capita is 8 pounds, the percentage of unemployed in the popula-
tion, as measured by the formula, is 3, and the population per
mile of road is 200. The population of 1,000,000 is increased
(1) by 100,000 (10 percent of 1,000,000) for children under
five, and (2) by 200,000 (20 percent of 1,000,000) for low
rateable value. The resulting weighted population of 1,300,-
000 is then further increased (3) by 195,000 (15 percent of
1,300,000) for excess unemployed, and (4) by 325,000 (25 per-
cent of 1,300,000) for population per mile of road. The total
weighted population comes to 1,820,000. If this county had had
a population of 50 per mile of road, the weight added for sparse
population would have been 975,000 (75 percent of 1,300,000),
bringing the total to 2,470,000.

The number of children under five years of age was chosen as
a factor for weighting on the assumption that the proportion of
children under five is high in the working population. It is, in
other words, a measure of poverty.'® The particular standard of

3 Chamberlain in Parliamentary Debates, CCXXIII, 97.



THE LOCAL GOVERNMENT ACT OF 1929 191

50 was selected because it represents a minimum.” In the first
grant period only the City of London received no weighting for
this factor. In the second grant period one county borough and
four Metropolitan boroughs in addition to the City of London
received no weighting for this factor.

The rateable value per capita was selected as a measure of
local taxpaying ability. It was estimated that very few districts
would have more than 10 pounds per capita after the derating.
Thus this figure was chosen as a maximum. Actually, seven
county boroughs, the City of London, and some of the Metropoli-
tan boroughs have received no weighting for this factor in the
first and second grant periods.

\Jle proportion of unemployed is both a measure of need and
of inability to support local government. The 1.5 percent is not a
minimum, but it was far below the average of 2.2 percent at the
time that the formula was introduced. Fifty-six counties and
county boroughs in the first grant period and 15 in the second,
received no weighting for this factor. It has been proposed that
the weight given this factor should be reduced in the succeeding
grant periods as the proportion of the block grant distributed on
the basis of the formula increases.’

The loading for sparsity of population is, of course, some
measure of highway burden. No explanation is offered for the
selection of the specific standard. All counties receive some
weighting for this, and the actual weight added varied from 7 to
101 percent in the first grant period. This factor is not applied to
county boroughs. The specific bases chosen in each case are such
that the population of practically every county ** receives some
weight for each factor excepting unemployment, and the majority
have their populations weighted for this, too. The reason for
applying the last two factors to the population after it has been

U Ministry of Health, Proposals for Reform in Local Government, Cmd. 3134,
p. 16.

1 Cmd. 3134, op. cit., p. 16.
1 And county borough, for the three factors applied to county boroughs.
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weighted by the first two factors is not clear. The effect is, of
course, to increase further the weighting for those counties with
relatively bigh weights for factors in both the first and second
groupsy»This should result in greater equalization, if the factors
chosen in the first place are equalizing factors. If, however, it is
desirable to emphasize the cumulative effect of the different fac-
tors it might have been still better to have applied each factor to
the population as weighted by all the preceding factors.™*

TasLe 18
RELATIVE WEIGHTS ASSIGNED TO FACTORS IN THE BLOCK-GRANT
FORMULA
ESTIMATEDS ACTUALD
Factor 1998 First Fized- | Second Fized-
Grand Period | Grant Period
(1) Actual population. . ...... 374 39.0 37.0
(2) Children under five....... 28.4 240 17.7
(3) Low rateable value. ...... 16.6 15.0 13.8
(4) Unemployment.......... 2.8 8.5 19.8
(5) Low population density. . . 14.8 13.6 11.7
Total................... 100.0 100.0 . 100.0

® Association of Municipal Corporations, Reform in Local Government and in the
Financial Relations between the Exchequer and Local Authorities, 1928, p. 9.

® Computed from data in Annual Report of the Ministry of Health, 1933-34,
p. 423.

The actual proportion of the grant distributed on the basis of
weighted population that is assigned to the different factors, with
the existing distribution and composition of the population in
England and Wales, is given in Table 18.

It is apparent that, for the country as a whole, the relative
importance of the different weights is far from equal. The unem-

 The formula is, of course, empirical. No scientific claims are made for it. One
of the officials who assisted in the investigations preliminary to the recommendation
of the formula explained to the writer that cumulative weighting was carried this
far and no farther because they knew what results they wanted and this gave just
those results,
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ployment factor has increased markedly at the expense of the
other factors,‘f(léiggimmjh\ekggt_iﬂpgnandactouo—the—rmst
important with the exception of the actual population. The decline
inTmportance of children under five years of age is partly owing
to the increasing importance of unemployment, but also, partly,
to the decline in the birth rate. The number added to the actual
population for this factor dropped from 24 million in the first
grant period to 19 million in the second. In the case of other
factors there were slight declines in the absolute as well as in the
relative weights, except for actual population which increased a
little more than one-half million between the first and second
grant periods. Certain modifications were made in this system for
London. Poor relief was transferred to the county, as elsewhere
(section 18), but highways were left in the hands of the Metro-
politan boroughs. The classification grants for highways, which
were retained in other counties, were abolished in London, and a
corresponding sum was added to the County’s share of block
grants (Schedule 2 and Schedule 4, article 2). The former
equalization fund for London was abolished (section 98).°

* This equalization fund was established in 1894. Each parish paid into the fund
the equivalent of a penny rate and this was redistributed among the Metropolitan
boroughs and the City of London, in proportion to population, for health expendi-
tures. There also existed in London a Metropolitan Common Poor Fund, established
in 1867. This was derived from a uniform rate levied throughout the Metropolis and
distributed among the unions in proportion to persons in receipt of indoor relief
and in proportion to- certain other relief expenditures. (Royal Commission on Lon-
don Government, Report, Cmd. 1830, 1923, pp. 84-86.) In spite of these equalization
measures, rates in the Borough of Poplar were more than double rates in the City
of London in 1928-29 (23 shillings, 4 pence, compared with 9 shillings, 2 pence).
Rateable values per capita in 1928-29 in the City of London were more than one
hundred times as great as rateable values per capita in Poplar. In 1931-32 they
were nearly two hundred times as great, since derating diminished the base in
Poplar substantially, whereas values in the City of London increased. This is a
striking instance, however, of the failure of population to measure need. The resi-
dents of the City of London number only 11,000, but the day population is enor-
mous. This day population contributes nothing to the cost of schools, welfare, and
housing, but it is obviously an important factor in police, highway, and sanitation
costs. It is apparent, however, from the fact that rates in Poplar were more than
double the rates in the City of London, although schools were supported by the
county as & whole, and there was substantial equalization for both health and wel-
fare, that a day population of this type contributes more to taxable values than it
does to costs.
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The amount of the County’s block grant is determined in the same
manner as that for county boroughs. The redistribution to Metro-
politan boroughs is as follows: each borough receives a sum
equal to 75 percent of its losses from derating and the discon-
tinued grants, plus one-third of the grant distributed according
to formula, except that in apportioning this among the different
boroughs the weighting for unemployment is not applied (section
98). In calculating losses from rates and grants, rates formerly
levied for the equalization fund are not included and the bor-
oughs are credited with the highway and health grants which

~elsewhere are credited to the counties (Schedule 4, article 2).
“Additional” and “supplementary” grants are made here as in
other counties.

With regard to the future development of the system, the
amount of each local unit’s share in the block grant is fixed for a
period of five years, except for the first two “fixed-grant periods”
which are three and four years, respectively (section 86). The
shorter period at first was partly to enable fairly quick adjust-
ment should experience prove this advisable, partly-to make it
possible to utilize the 1931 census returns at the earliest possible
date. It was expected that a census would be taken in the future
once in five years so that the revision would be based on accurate
and recent data, but this plan has been dropped for the time
being.® .

ocal authorities are promised that exchequer grants will be
increased with each new grant period if rates have increased, so
that the proportion of grants to rates will be maintained at the
level of the first year for the country as a whole (section 86).
Individual shares will be readjusted according to changes in the
amount and composition of the population. That is, weighted
population will be recalculated. The guarantees described above
continue with the modifications noted.

No census has been taken in 1936.
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TaBLE 19

TOTAL GRANTS PAYABLE UNDER PART VI OF THE LOCAL GOVERN-
MENT ACT OF 1929: ENGLAND AND WALES*
IN MILLIONS OF POUNDS

First Year of | First Year of
Granl First Fized- |Second Fized-
Grant Period | Grant Period
75 percent of losses on account of rates and émnts
(section 88)................ ittt 28.9 28.9
Amount apportioned on weighted population base{ =~ -
(sectiom 88)...........coviiiiiii e 146 - 15.0
Additional exchequer grants (section 90)........... 0.4 0.2
Deficiency grant in administrative counties (sec. 89) 0.1 0.2
Supplementary grants (section 94)................ 1.0 1.0
Total.....coovveiniiiiiiinannn, (PP 45.1 45.4

® Ministry of Health, Annual Report, 1933-34, p. 321.

I e cost of the Local Government Act of 1929 to the national
government is largely the reimbursement for derating, 22.3 mil-
lion pounds. Fhere is, of course, in addition to this, the 5 million
pounds of “new money,” but in view of the diversion of a sub-
stantial sum from the road fund to the general exchequer grant
and the fact that the new grant is fixed for several years, whereas
the old grants tended to rise each year, the additional burdep on
national revenues is only a fraction of the latter sum.vl?ﬁ)lly,
the 1.5 million pounds of “additional” and “supplementary”
grants are a new charge on the national exchequer) The bulk of
the new burden was to have been met from a tax on imported
light oils. Also, a part of the lost rates are recaptured in the in-
come tax, since this permits the deduction of such rates in arriv-
ing at taxable income. Yields from these sources have not meas-
ured up to expectations. The depression was not anticipated at
the time that the act was passed. But the larger part of the new
grants has been covered by these sources.
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In the seven years since the Local Government Act of 1929 has
been in operation no important changes have been made in its
provisions, but several revisions have taken place in the financial
relations of national and local governments outside of the scope
of this act. The national government had hoped to regain a sub-
stantial part of the cost of compensation for derating from in-
creases in taxable income (Schedule A) arising from higher
rental values when the quinquennial revision of these valuations
was made. Unfortunately the revision came in the midst of de-
pression, and this hope was not realized.m increased obliga-
tions and shrinking income, the national government sought to cut
expenditure through the National Economy Act of 1931, which
made it possible to revise the police, education, and other grants
not included in the 1929 act. In consequence of this 1931 act
education grants were revised and the guarantee of a grant equal
to at least 50 percent of approved expenditures was abolished.
Owing to this change the proportion of education costs met from
grants fell from 53.8 percent in 1929-30 to 48.2 percent in
1932-33.

Not all the changes since 1929 have been at the expense of
local governments.\(ﬁ the contrary, new housing subsidies were
introduced in 1930 and 1931.Also, the national government has
continued to extend transitional benefits for unemployed workers
so that they have not fallen on local poor relief; and it has taken
over the entire administration of able-bodied poor relief begin-
ning October 1, 1935, levying on the counties and county bor-
oughs to the extent of 60 percent of their 1932-33 expenditures
for this purpose.

Grants for employment schemes have continued and increased,

and a new “distressed areas grant” was introduced in 1933."

In 1905-6, before the introduction of social insurance, 82.3 percent of the cost
of poor relief fell on the rates. With the introduction of health insurance, old age
pensions, and unemployment insurance, the burden of poor relief diminished and
that part of the insurance cost falling on public funds was met from national taxes.
In 1913-14, 41.0 percent of the cost of poor relief and social insurance was met from
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This is distributed to those counties and county horoughs, mostly
in the coal-mining regions, where the expenditures for relief ex-
ceed a rate of two shillings in the pound.)The fixed sum of 440
thousand pounds is distributed in proportion to such excess
expenditures. Thus further equalization is achieved.

In 1933 the government attempted to transfer the responsi-
bility for new housing from the local authorities to private enter-
prise by putting a stop to further commitments under the 1924
Housing Act, and in place of increased subsidies to these, the
national government offered to meet half the losses of local au-
thorities, under the 1925 act, on guarantees to private building
associations. This applies only to guarantees after the act was
passed and subject to the approval of the Minister of Health MThis
left the local authorities without government assistance for new
housing programs except for slum-clearance. The result was al-
most complete cessation of building by local authorities, except
for replacement of houses condemned and torn down as slums.
The 1935 Housing Act, however, again opens the way for local
government building, with subsidies varying with the cost of the -
site on which houses are built. The minimum subsidy is 6 pounds
per flat per year. This new housing is limited to relief of over-
crowding as defined in the act. The Local Government Act of 1933
consolidated the laws relating to all governmental organization
and functions but did not change the financial provisions.

local ratee. In 1929-30, just before the introduction of the new system, only 26.8
percent of these costs were met from local rates. In 1932-33, in spite of the abolition
of the welfare grants, the proportion of such expenditures met by local authorities
had declined to 22.4 percent. This did not fall exclusively on the rates, but on rates
plus block grants. If one applies to welfare the same percentage that block grants
bear to the sum of rates and block grants, only 17 or 18 percent of welfare costs
were met from local rates. Grants for ployment sch and itous areas
have been excluded from these estimates since it is impossible to distinguish be-
tween relief expenditures as such and public works, It should be noted, however,
that special grants for unemployment were 2.5 million pounds in 1929-30 and 4.4
million pounds in 1933-34.




X
THE REVISED SYSTEM IN OPERATION

IT 1s too early to measure the full effects of the Local Government
Act of 1929. Only in 1947, should the provisions of this act con-
tinue, will the temporary guarantees against loss be withdrawn
and the weighted-population formula be in full force. Meanwhile,
however, some of the effects are apparent, and some estimate of
the financial position of local governments under the existing
grant system can be made.

The derating provisions of the act have been more frequently
criticized than any other feature xP6 judge the merits of derating
it is important to consider the incidence of the rates and the extent
of the burden they impose on ratepayers in general, as well as the
specific claims of the derated industries to such reliefsRates are
paid by occupiers rather than owners. There are exceptions to
this in practice, but the exceptions are not important. Where the
occupiers are tenants, and not owners, it is probable that a certain
amount of the burden of the rates is shifted to the ownery Cer-
tainly rents plus rates determine what the tenant can afford, and
if high rates drive tenants away, lowered rents may lure them
back. It is, however, difficult to determine the extent to which
rates are shifted and difficult, in consequence, to measure bur-
dens. Rates increased considerably following the war. The aver-
age rate per pound of rateable value nearly doubled between
1918-19 and 1921-22, rising from 7 shillings, 814 pence, to 14
shillings, 7% pence.* This was the peak, however, and in 1928-29

the average rate was only 12 shillings, 5% pencev'l%is would

seem to mean that the average tenant was paying in local taxes

about 60 percent of\.what he was paying in rent—a substantial
 Ministry of Health, Annual Reports.
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contribution from the average individual’s income. Actually, the
burden was probably appreciably less than this. No comprehen-
sive data on valuations can be found, but there is general agree-
ment that undervaluation prevailed.

Prior to the introduction of quinquennijal valuations, the first
of which was effective April 1, 1929, local valuation officers com-
monly failed to revise valuations with changing rentals, and with
the rapid changes arising from the war, valuations tended to lag
far behind.? Moreover, the rent restriction act, which limited rent-
als to 140 percent of pre-war amounts, brought wide variations
in rents. With a change in tenants the controlled rent no longer
applies, but as long as an old tenant remains his rent may not
be increased above this point. Decontrolled rents are frequently
40 to 50 percent above controlled rents but the valuation officer is
not apt to use the decontrolled rent where the two exist side by
side; and before 1929 pre-war buildings were often valued on the
basis of pre-war rents, so that even controlled rents were above the
valuation. Where pre-war valuations obtained they were, per-
haps, not more than half as much as the rents actually paid by the
tenant. In these cases the tenants’ contributions to local taxes
would be approximately half the nominal rate in the pound, and
a rate of 12 shillings would amount to 30 percent, rather than 60
percept; of the actual rentals paid.

ates in a number of districts exceeded 20 shillings prior to
1929.,1‘( the valuation were equal to actual rents, this would
mean that the tenant paid more in local taxes than he paid in rent.
In a few districts rates exceeded 30 shillings. Even allowing for
undervaluation and perhaps some shifting to the landlord through
lower rents, this would seem to be a heavy burden. {Fié cause for
complaint lay in the inequalities, however, rather than in the
general level of the rates. In urban districts, where the greatest
inequalities obtained, rates varied from 8 o 34 shillings in the

*Even before the war there were many and serio&tjiscrepancim. See, e.g., J.
Stamp, “Land Valuation and Rating Reform,” Economic Journal, 1911.
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pound in 1928-29. Differences in valuations in different districts
doubtless accounted for some of this, but the largest part of it
must have represented genuine differences in burden.

The derating provisions of the 1929 act were not directed at
inequalities in the rates, however, nor did they offer relief to the
ordinary householder. Relief was granted to those engaged in
specified industrial activities, all participating equally, regard-
less of burdens and ability to pay. ¥hat, in fact, the government
chose to do was to subsidize farmers, mine owners, manufactur-
ers, and shippers at the expense of the users of light oil. In sup-
port of this derating it is frequently contended that industry
should not bear burdens equal to those placed on residents, since
local government services benefit residents rather than industrial
concerns. V]f(’inucation, health, housing, and welfare costs are
incurred for individual human beings, not for business; and
highway costs and police and fire protection, which may benefit
business equally with private individuals, account for the smaller
part of local government expenditures.?

Disregarding for the moment the fact that rates are commonly
justified on the theory of ability to pay rather than benefit, it is
not clear that industrial establishments are in no way responsible
for local government costs for education, housing, health, and
relief. It is true that the immediate benefit accrues to the em-
ployees, not the industrial establishment. But it is also true that
these costs are heaviest in the industrial cities. In residential cities
there is no occasion for subsidized houses; a large part of the
children are educated in privately supported schools; free medi- -
cal services are not widely used; and the relief burden is at a
minimum. The eleven cities with the highest rates in 1929-30, the
last year of the old system, are mostly manufacturing cities, in-
cluding Sheffield, Stoke-on-Trent, Merthyr Tydfil, and West Ham.
The eleven cities with the lowest rates for the same year are resi-

®Such expenditures accounted for about one-third of the rate burden in county
boroughs in 1929-30.
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dential cities, mainly seaside resorts, including Bournemouth,
Blackpool, Brighton, and Southend-on-Sea. It is not, however,
necessary to name the cities to prove this point. The heavy losses
in rateable values in one group and the small losses in the other,
as given in Table 20, are sufficient evidence.

TABLE 20

COMPARISON OF TAX BURDENS AND LOSSES FROM DERATING IN THE
COUNTY BOROUGHS WITH THE HIGHEST AND THE LOWEST RATES
BEFORE DERATING

PER CAPITA NET Percenlage of
Rat RATE IN 1928-29 EXPENDITURE 1928-29 Raleable
es 1928-29¢ Value Lost From

Shillings  Pence Pounds  Shillings Deraling

Eleven county boroughs with highest rates

High............ 29 0 6 18 20.1
Median. . ........ 20 1 6 6 13.4
LoW..ooeoennn.. 17 8 5 3 9.7

Eleven county boroughs with lowest rates

High............ 12 0 6 8 59
Median. ......... 9 5 5 12 2.7
Low............. 7 1 5 0 0.9

*From rates and grants.

It is apparent from the data given in Table 20 for these two
groups of cities that the rates per pound of rateable value in man-
ufacturing cities were about double the rates in residential cities.
These higher rates were not merely the result of lower rateable
values. The median per capita net expenditure was 14 shillings
higher in the manufacturing cities than in the residence cities.
This is a substantial difference. Thus, before industry was de-
rated, the burden falling on the local ratepayers was greater,
however measured, in industrial than in residential cities. If the
local rate burden was higher in industrial cities than elsewhere
while industry was still bearing its proportionate share of that
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burden, it would seem that the ordinary ratepayer was subsidiz-
ing industry, rather than industry subsidizing the ordinary rate-
payer.* Had the industries in question paid adequate wages,
there would have been little need for subsidized houses, public
baths, free medical service, and public assistance. If benefit is to
be the standard for local rates, valuations of industrial properties
must be increased, not reduced. Nor can the complete derating
of agricultural property be justified on this basis. It is surely not
merely as residents that the farmers profit from local government
services. Highways, at least, are essential to the farm. Yet farm
real estate is contributing nothing at all.

The Conservative Government made no attempt, however, to
justily derating on this ground.Dérating was purely and Irankly
a recovery measureyJf industry were to be unburdened to this
extent 1t would be encouraged to expand MEmployment would in-
crease, and with increased employment would come the usual
train of events leading to prosperity. Chamberlain, in his speech
in the House of Commons when the bill was under discussion,
protested that “critics overlook the fact that you cannot benefit
industry without increasing employment,” ° and in the book pub-
lished by the Conservatives in defense of the bill one finds the
statement that if all productive industries, efficient and inefficient,
\re aided equally, efficiency is encouraged and benefits will “fil-
ter down from the producer.” ® The Conservatives would not seem
to be conversant with recent economic thinking. Are merchants
to be regarded as unproductive? And will the benefits “filter
down”? 7 Sidney Webb pointed out that since rates are a fixed
charge a business running part time will hardly be influenced by

¢ Unless, of course, it could be demonstrated that the inhabitants of industrial
cities enjoyed more and better services at municipal expense than the inhabitants
of the residential cities.

8 Parliamentary Debates, CCXXIII, 86.

°D. W. Gunston and G. Peto, editors, Rating Relief, London, 1929, p. 8.

7 It should be noted in fairness to.the Conservatives that in the case of the freight
transport they did not trust to the filtering process but provided that the derating
should be accompanied by W corresponding decrease in freight rates.
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the derating in making a new contract, since rates age not a factor
ixih_g_cgm_mggj____humus_ﬁiti(malﬂe.s Rates are, of course, a
consideration in building a new factory or in reopening one which
has not been occupied recently, but most of the derating undoubt-
edly went to the benefit of manufacturers already in business.

One cannot consider the possible effects of derating without
making some allowance for the condition of manufacture in Great
Britain in recent years. The depression has been most serious in
coalmining, shipbuilding, the iron and steel industries, and the
cotton-textile industry; whereas some types of manufacture, such
as automobile, artificial silk, and tobacco manufacture, and
breweries, have been comparatively prosperous.

The depressed industries have for the most part been concen-
trated in a few areas, notably Durham, Cumberland, and South
Wales. With the financial system in force prior to the Local Gov-,
ernment Act of 1929, closing a colliery, shipbuilding yard, or
steel mill reduced local rateable values materially since these are
not rateable when not in use and increased local government costs
because of the added relief problem. Thus, larger sums had to be
obtained from a smau;l%base, and the rate in the pound levied
increased materiallyVThis tended to drive out such surviving
industries as could move and practically prohibited new indus‘g
tries from coming into the area.\High rates in depressed arehs
have, consequently, aggravated an already bad situation. Some
localities have been practically reduced to taxing the unem-
ployed for their own relief, the residents being almost entirely
former employees of idle industrial plants, while the nonresident
property owners, \V/Vl'ﬂl whatever taxpaying ability they may
possess, have escaped entirely.’

8 Parliamentary Debates, CCXXIII, 447.

°Note, e.g., Brynmawr in the South Wales coal district, with 74 percent of its
workers unemployed in May, 1934. This is the percentage of insured male workers,
but it is apparent from the fact that the number of such unemployed accounted for
one in four of the entire population in this year, as well as the fact that coal mining
is Brynmawr’s only industry, that practically all the workers must have been of this
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The marked movement of industry to the south of England in
recent years *° has many causes Nt it is most often attributed to
the high local rates in the industrial areas of the north, which are
largely occasioned by the relief problem.'* In consequence the
derating of factories can to some extent be justified as an aid
to distressed areas. Whether in fact the remission of three-
quarters of the rate burden has served to check the movement of
industry from depressed to prosperous areas has not been ascer-
tained But, while rates do not bulk-as large in factory costs as
before, the fact that prosperous areas benefited along with
depressed areas means that the differential advantage remains.
If the government’s primary objective had been to encourage
the development of industry in depressed areas it could have
been achieved more directly and effectively in other ways. More-
over, in so far as the apparent movement southward is the de-
velopment of one type of industry, which is more suitably located
near large markets and which has never had a real foothold in
the north, and the decline of another type of industry peculiar to
the north, rates can at best have minor importance in determining
location.

In some few instances the derating may have operated as a
check on the growth of factories in certain prosperous areas.
Here local authorities have not always been eager for additional
factories, bringing with them, as they do, increased exemptions
from the rates and increased population, which has to be housed
class. Ministry of Labour, Reports of Investigations into the Industrial Conditions
in Certain Depressed Areas, Cmd. 4728, 1934, p. 145.

]t is, perhaps, not quite accurate to speak of industry as moving south. What
has actually happened is that the shipbuilding, coal, iron, and steel industries, and
cotton textiles, located mostly in the north, have suffered from long-continued
depression. The prosperous industries have been automobiles and light industry,
located in the Midlands and London area near the largest market. Thus the indus-
tries in the south have grown while the northern industries have declined. For a
full discussion of this see A. Thatcher, Some Financial Problems Arising out of the
Drift of Industry and Population, Inggitute of Municipal Treasurers and Account-

ants, May, 1932.
2 See, e.g., Cnd. 4728, op. cit., p. 83.
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and educated at local expense. The local district is reimbursed
for derating only on the basis of 1928-29 losses, and only tem-
porarily for that. Property which is turned over to industrial
uses after that date is derated, but the local district receives no
compensation from the national government for the loss. While
local authorities cannot prohibit factories, they can increase
their costs by higher rates for water and power, and in other ways
put obstacles in their path. There is no reason to believe, how-
ever, that this discouragement of industry has been widespread .

The derating of prosperous industries equally with the de-
pressed industries aroused much criticism in the House of Com-
mons at the time that the bill was under discussion, and it would
seem a little difficult to justify even as a recovery measure. The
consensus of opinion is that it has not achieved its purpose. Re-
covery there is, in a measure, but it does not seem probable that
derating has played any important part in it. In the case of agri-
culture further subsidies may be needed; but it does not seem at
all certain that the tenant farmers, constituting two-thirds of the
total, will not find their rents rising in consequence; and in many
regions, such as Sussex and Salop, the farmers are comparatively
well-to-do.

In any case, the ends in yiew are national and the subsidies
should probably be national, It is true that local authorities as a
whole are compensated for Josses as a whole from national funds;
but individual authorities are compensated for individual losses
only temporarily and partially.\p{e loss of approximately 12

__percent of the only local tax base seriously restricts the possibili-
ties of governmental expansion on local initiative. And the aver-
age does not tell the whole story. Losses in individual rural dis-
tricts varied from 3 to 57 percent.”® When distributions of grants
in proportion to losses cease, it seems quite probable that some

“No actual instances of this have been found, although the statement that this
has occurred has occasionally been made by officials interviewed.
 Cmd. 3134, op. cit., p. 5.
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districts will have difficulty in supporting the functions left to
their control. Only on the asssumption that the presence of manu-
facturing, mining, transport, or agricultural property in a dis-
trict contributes little or nothing to the costs of local government
will the ultimate adjustment prove reasonably equitable. Never-
theless, it is extremely difficult to revoke such privileges, once
given, and no effort is being made to restore derated property to
the tax base. The gradual change from the old system to the new
gives opportunity for serious maladjustments to be corrected, but

vdie correction will probably come from further grants from the
national government. The local governments’ tax base has been
permanently impaired.

e fundamental questions would seem to be, not whether local
governments will be cramped by inadequate revenue, but whether
the government is justified in shifting this burden from agricul-
tural and industrial ratepayers to national taxpayers, and
whether the inevitable loss of local freedom which comes with
increased central government support is justified by the gains to
these particular ratepayers. The answer to both of these questions
would seem to be in the negative. The derating which was the prin-
cipal reason for the Local Government Act of 1929 would seem
to be its least defensible achievement.

The economies effected by the revision of district boundaries
and the transfer of highway and welfare support to larger govern-
mental units cannot be readily ascertained. The general trend of
expenditures is meaningless, in view of the fact that depression
followed on the heels of local government reform and inevitably
increased the welfare burden. Highway expenditures were like-
wise influenced by depression, since they could to some extent
be deferred as an economy measure, or they could be expanded as
a work-relief measure. Consequently, the influence of the 1929
reform on expenditures for these specific functions, and on all
expenditures has been obscured by other and more potent factors.
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The amount of rates and grants reached the high point of 289
million pounds in 1930-31, 11 percent above the 1928-29 level,
and have since declined ; but even with the decreases in 1931-32
and 1932-33 rates plus grants were above the 1928-29 level in
these years. Rates did not go down by the amount paid by the
national government in lieu of rates on agricultural and indus-
trial property. This amounted to 22 million pounds. The reduc-
tion in rates in 1932-33 as compared with 1928-29 was a, little
less than 20 million pounds. In 1933-34 rates increased again
slightly. '

TasLE 21

LOCAL RATES AND GRANTS BEFORE AND AFTER THE LOCAL
GOVERNMENT ACT OF 1929°

Fiscal Year MILLION POUNDS ' PERCENTAGE

April 1 Rales | Grants | Total | Rates | Grants | Total
1928.......... 166.0 93.8 259.8 63.9 36.1 100.0
1929, ......... 156.3 114.3 270.6 57.7 423 100.0
1930.......... 1499 138.7 288.6 51.9 48.1 100.0
1931.......... 148.3 135.5 283.8 52.1 47.9 100.0
1932.......... 146.3 126.6 272.9 53.6 46.4 100.0
1933.......... 147.7 131.8 279.5 52.3 47.2 100.0

* Figures include all rates and all grants, whether for capital or revenue account,
and whether for specific or general purposes.

The revision of district boundaries and the consolidation of
districts achieved so far is considerable. Some counties have al-
ready effected a thoroughgoing redistricting of the entire county,
in some instances reducing the number of urban and rural dis-
tricts to approximately half the former number. The total number
of boroughs and districts has been reduced by about 200 in
seven years.' County and county borough boundaries are also
being revised. In so far as this contributes to the efficiency of local
government it should reduce the cost. Of more importance, per-
haps, from the financial point of view, is the equalization

*From about 1,800 to about 1,600.
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achieved by the wider area of support. Some comparatively
wealthy residential areas have been combined with poorer in-
dustrial areas. Such consolidations have not always had the ap-
proval of the wealthier districts concerned, but they have been
accomplished none the less.

\Lke transfer of poor relief to the county was made with sur-
prisingly little protest when one considers the importance of the
change. The fact that all officers employed prior to November 12,
1928, were transferred, and that the local boards of guardians
were quite generally retained as subcommittees of the county
public-assistance committee, and continued to carry out much
the same duties as before with a minimum of supervision from
the county, doubtless contributed to the general acceptance of the
change. What was, in fact, achieved was a larger area for support,
except in the case of the county borough, combined with a decen-
tralized, and therefore individualized, administration.

CThe complete transfer of the relief of the able-bodied poor to
the national government under the Public Assistance Act of 1934
is'a more important step toward the centralization of this func-

/t:oanhis means that the largest part of outdoor relief has become:
a national function and that the counties are mainly concerned
with institutional relief. Unlike the 1929 changes, which in-
creased the area of support and retained, for the most part, the
decentralized administration{the 1934 act goes farther in cen-
tralizing administration than in centralizing support.) Local
advisory committees are retained, but the Unemployment Assist-
ance Board has wide powers, and relief rates have been standard-
ized. These relief rates take into account rents paid, and any
sources of income individuals receiving relief may possess, but
they fail to take into account differences (other than rents) in
the cost of living in different areas,\)ﬁ?th the result that in some
districts the sums are generous and in others, apparently, in-
adequate. Sixty percent of the sums paid by the counties for the
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relief of the able-bodied in the year 1932-33 are to be contrib-
uted by the counties toward the cost of the new system. This is, for
the time being, a substantial further relief to county treasuries,
but in view of the fact that 1932-33 was a year of extensive un-
employment and high relief costs, it is conceivable that, with
- improved conditions, some counties may find their contributions
exceeding costs. Nor is it certain that the high degree of central-
ization of administration is going to be satisfactory.

(This transfer of the relief administration was considered at
the time that the Local Government Act of 1929 was under dis-
cussion and discarded in favor of the block grant, because it was
felt that centralized administration of public assistance would not
be successful.) Later increases in public-assistance payments for
political ends in cities which could not afford the additional bur-
den, notably West Ham, are generally cited as causing the change
in point of view and the resulting transfer of administration to
the central government. It is difficult to determine to what extent
the demonstration in the House of Commons, which led to the
postponement of the full operation of the act until October 1,
1935, was purely political, to what extent it was caused by cutting
over-generous relief rates in a few districts, and to what extent it
was occasioned by genuine grievances. Even if the protests were
fully justified, however, the trouble would seem to have arisen
from transition problems, not from difficulties inherent in the
centralization of administration, as some critics have claimed.
There can be no doubt that the centralization of relief administra-
tion offers genuine, perhaps insuperable, difficulties; but in view
of the necessity for central support and the consequent necessity
for some substantial measure of central control, it is to be hoped
that this experiment in thoroughgoing centralization of relief ad-
ministration will be given every opportunity to demonstrate its
possibilities -and shortcomings. If it should prove successful, it

B E, Lund, Proposals for the Relief or Readjustment of Local Rates, Institute of
Municipal Treasurers and Accountants, 1928-29 session, No. 16, p. 7.
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may be that the central government will assume full support,
also, leaving local resources for those functions for which local
authorities still have a wide margin of freedom and respon-
sibility.

The transfer of road administration to the counties has not
been as acceptable a change as the transfer of poor relief. Fear
has been expressed that the county will neglect the subsidiary

“rural roads in order to have the best possible main highways. And
at the other extreme the danger has been pointed out that the
county may improve subsidiary roads unduly, with resulting
heavy and needless expenditure. Both dangers doubtless exist.
There is a very real conflict here among the different sections of
the county served by different roads. The time has long since
passed when main roads can be regarded as a local matter, but
many subsidiary rural roads are of as purely local concern as the
residence streets of a city. Yet there are very real advantages in
the wider area of support, and the larger administrative unit
offers possibilities of economy that cannot be overlooked. More-
over, there is not the need for local and individualized adminis-
tration in this impersonal service that there is in welfare work;
and there is the safeguard that any local districts desirous of re-
taining jurisdiction over unclassified roads and urban districts
wishing to maintain county roads may do so if they measure up to
county standards of efficiency (sections 32-35).

Some of the protest against the transfer of highways has come
from local officials who are less concerned with the efficient per-
formance of this particular task than with the fact that one by one
their duties and powers are slipping from them, endangering,
perhaps, the offices themselves. Some protest has come from dis-
interested individuals who are genuinely concerned lest, with the
diminishing importance of district councils, the abler citizens will
no longer be attracted to their service. Nevertheless, while many
counties have delegated highway maintenance to the underlying
districts, an increasing number are taking over all highway work
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directly, with apparent satisfaction to themselves and the under-
lying districts. Twenty-two counties in 1931-32, and 30 counties
in 1933-34, had taken over all rural highways.

The redistribution of the financial burden among the different
classes of local authorities, resulting from the transfer of these
functions to county authorities, has met with some ecriticism.
Municipal boroughs are subject to the county rate for highways
and in consequence are contributing to the support of rural roads.
County boroughs make no contribution to roads outside their
boundaries except in accordance with the individual financial
adjustments made at the time that the county borough was first
constituted. The consequence is a much higher rate for highways
in municipal boroughs than in county boroughs, although it would
seem that county boroughs have the same obligation to contribute
to rural highways as municipal boroughs.*® The injustice of this
has been emphasized by the treasurer of one municipal borough
in a thorough discussion of the problem.’” When, however, total
rates are examined, it is found that the average county-borough
rate is higher than that levied in municipal boroughs. Nor is this
to be accounted for wholly by the additional amenities offered in
the larger cities. A further analysis of the rates shows that the
median public-assistance rate is nearly one shilling higher in
county boroughs than in municipal boroughs. If the county bor-
oughs make no contribution to rural roads, neither do they receive
any contribution from the rural districts toward their public-
assistance expenditures; whereas the municipal borough aids the
rural districts in supporting highways and is aided by them, in
turn, in supporting the poor.\In other words, the wider area of
charge under which the municipal borough is functioning pro-
vides a give and take which is, perhaps, not inequitable in the end.

* For 1934 the median highway rate for county boroughs was 2 shillings, and for
municipal boroughs, 3 shillings, 4 pence. Computed from data in Preston Rate
Returns for 1934-35.

*A. E. Dean, Government Grants to Local Authorities, Institute of Municipal
Treasurers and Accountants, May, 1932, pp. 6 et seq.
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/Turning to the question of substituting a single block grant
distributed according to an equalizing formula for a variety of
grants, mostly for specific purposes and distributed in proportion
to expenditures, the first problem concerns the relative merits
of the new block grant and the discontinued grants. The abandon-
ment of the fixed sums paid both for the agricultural derating
since 1896 and in lieu of the actual yield of certain revenue
sources since 1908 needs no defense. They had been continued
only because it was difficult to take away from the local units
money to which they had become accustomed. The sums paid
bore no relation to need, losses, or local tax payments. JThe per-
centage grants, on the contrary, were fundamental to the former
system. Whenever the national interest seemed to call for higher
standards in local government service, the percentage grant, ac-
companied, of course, by central supervision, was introduced.
Uhe fact that the local authorities had to meet only one-half, or
perhaps only one-fourth, of the cost of the service stimulated
them to continually greater effort..Fhe close and effective super-
vision on the part of central authorities prevented the extrava-
gance which these_percentage grants might otherwise,_have
encouraged, but the fact remained that the wealthy districts could
often avail themselves of the national government’s offer, when
the poor districts, being unable to meet even half of the costs,
'coultjq not.
~{({The achievements of this system have been notable. To quote _
Sidney Webb, “The National Government, in the course of three-
(Earters of a century from 1832 successwelz ‘bought the | rlghts
of inspections, audit, supervision, initiative, criticism, and con-
trol, in respect of one local service after another,” and thanks to
these e grants-in-aid England achieved a system of local govern-
ment t which combined the efficiency of the bureaucratic systems
of France and GermanY with the freedom of the “American

Anarchy of Local Autonomy.”, lﬁj
J ¥ Grants in Aid, op. cit., p. 6. “l’
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Nevertheless, the system has its limitations, and reaction fol-
lowed its extreme development in the war and early post-war
period. In addition to the criticism that it benefited wealthy dis-
tricts most, it was pointed out thatvt forced endless central super-
vision and interference which was often annoying and even
oppressive, Instances were cited of local authorities who had
gladly bought back the freedom they had sold by meeting the full
cost of a project themselves in order to avoid the delay and red
tape incident to government aid. Chamberlain, defending the
Local Government Bill in the House of Commons, pointed out
that the Bill would eliminate the examination of many small
details of local government which was irritating to the local
authorities and costly to the national government.”

Whether, in fact, local authorities have achieved any material
freedom from central supervision is not clear. With the abolition
of a number of minor grants a certain amount of detailed super-
vision in relatively small matters, which probably never really
justified itself, has been discontinued. This is a genuine gain.
Jhere would seem to have been no slackening in control of essen-
tials, however, and consequently no appreciable increase in local
independence. The percentage grants remaining are far more
extensive than those abandoned, and the Minister of Health has
the power to withhold any part of the block grants if he has evi-
dence of inefliciency (section 104). '

A The percentage grants may, of course, be still further reduced
in the future, The reduction of these grants was first recom-
mended by the Commission on National Expenditure in 1922,%
and a greater reduction than was achieved in 1929 was recom-
mended by the Committee on Local Expenditures in 1932.%* The
abandonment in 1931 of the guarantee of 50 percent of expendi-

*® Parliamentary Debates, CCXXIII, 105.

® First Report of the Commission on National Expenditure, 1922, Cmd. 1581, p.
105.

= Report of the Committee on Local Expenditure for England and Wales, 1932,
Cmd. 4200, p. 17.
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tures for elementary education as a minimum grant is a further
step in this direction. It may well be that the percentage grant is
a luxury which England can no longer afford. For the moment,
however, there seems to be no disposition to abandon those re-
maining.**

4{From the local point of view, the block grant has the advantage
over the percentage grant of giving local authorities more iree-
dom in applying their resources to those seryices that seem to
them most urgen;,))lf their judgment is not always sound, at least
they are in a better position to judge of the relative importance of
these services to their community than any central authority. Fur-
ther, it opens the way to equalization of resources, which the
percentage grant cannot do. This is of increasing importance as
governmental costs rise.

_Ahe particular formula selected for the distribution of the new
block grants is designed to equalize. All five factors point to that
end. Certainly no area in great need could fail to benefit from its
provisions. But whether the factors selected are the “best,” and
whether each receives the weight due it, are matters for debate.
None of the factors is an accurate measure of need, and there is
no guarantee that combining them gives an accurate measure.

Considering the individual factors, the most weight, 37 per-
cent, is given to the actual population. In addition, the actual pop-
ulation serves as a multiple for all the other factors entering into
the final weighted population which determines each local share
in the block grant. This is not difficult to justify. In the long run
the cost of government is influenced more by the pumber of people
governed than by any other single factor‘»/’ﬂﬁl:,i:l so generally
accepted that when comparisons in governmental costs are to be
made, the data are regularly presented as per capita costs. More-

* On the contrary, there have been some increases. The new grant for rural water
supply is discretionary, but in practice it is distributed in proportion to expendi-
tures, and the percentage grant for school buildings has been increased (January,
1936) from 20 to 50 percent.
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over, population is a simple base to determine and a “fair” meas-
ure from the popular point of view.
(A per capita distribution of central-government funds will
always result in an appreciable amount of equalization as long
as there are great variations in per capita wealth and income.
Unrder a per capita distribution poor districts will get more, and
wealthy districts less, than they contribute to_the fund so dis-
tributed. It cannot achieve complete equalization, however, since
p?ﬁ'—c:pita distributions are necessarily the same and per capita
needs are greater in the poorer areas. Poverty increases health,
school, and housing needs, as well as direct welfare costs) If the
poorer city is found to be spending less than its richer neighbor,
resources, not needs, are dictating its policy. The simple per
capita distribution fails, also, to make allowance for the greater
per capita needs of the more densely populated areas. In view,
however, of the tendency for per capita wealth to increase with per
capita expenditures, as the size of the city increases, the weight-
ing of population for the size of the community, so frequently
found in German distribution formulae, offers no certain correc-
tive for the latter shortcoming of the simple per capita distribu-
tion. The weighting factors selected for the English formula offer
a better opportunity for equalization of both resources and needs.
ne shortcoming of the use of population as a measure of need
has become apparent with the recent shifts in population from
northern England and South Wales to the south of England. A de-
clining population brings with it no corresponding decline in gov-
ernmental costs. Some savings there will be, of course, in time,
but half-empty schools cost nearly as much to run as schools fully
utilized. Debt service cannot be reduced at all; and the remaining
population is apt to contain more than the usual proportion of
aged and dependent persons in need of public assistance. on-
sequently, the depressed areas can ill afford to lose that portion
of the government grants which is remorselessly cut off with each
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decline in population. Increased weighting for unemployment
was insufficient to prevent Glamorgan and Monmouth from re-
ceiving less in the second grant period than in the first, although
their financial condition had grown increasingly precarious, and
county rates had to be increased.*®

Ahe weighting for children under five years of age determines
the distribution of 17.7 percent of the block grant. This factor in
the formula has been criticized more than any other since, at hest,
it is an indirect measure of poverty. One opponent of the formula

contends that suburban residential districts tend to have a large
proportion of children under five years of age and to suffer the
least from derating.? Further, it is pointed out, the children them-
selves do not increase governmental costs greatly. The heavy costs
are for schools, police, and roads, and small children can hardly
add appreciably to costs for these. Y oung children, of course,
affect the cost of welfare, housing, and health.?

In defense of children under five years of age as a measure it
should be noted that all the three first-named functions are still
supported by special grants, whereas among the three latter func-
tions only housing receives special grants. Consequently, some
two-fifths of the expenditures met from local rates and block
grants in 1932-33 were for health, housing, and welfare. Fur-
thermore, the figures do not seem to bear out the contention that
the proportion of children in some wealthy districts, especially
in seaside resorts, is high.”® The figures published in the Ministry
of Health’s Proposals for Reform in Local Government ** show
that the four county boroughs with the smallest proportion of

® Rates in Glamorgan were 13 shillings, 2 pence in the first year of the first grant
period and 14 shillings, 10 pence, in the first year of the second grant period. Rates
in Monmouth were 11 shillings, 10 pence, and 12 shillings, 5 pence, respectively, in
these two years.

% Beckett in Parliamentary Debates, CCXXIII, 335.

® Health includes in the English government classification such services as parks
and all sanitation.

* See, e.g., The Economist, December 8, 1928, p 1042; Association of Municipal
Corporations, Report, op. cit., p. 10. -

7 Cmd. 3134, op. cit., pp. 26 et seq.
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children under five years of age are wealthy seaside resorts and
that none of the ten county boroughs with the highest proportion
of small children falls within this group.

~Those who prefer rateable value per head as a measure of
need will be somewhat reassured to find that none of the ten
county boroughs with the largest proportion of children has a
rateable value in excess of five shillings per capita. This after
allowance has been made for derating. Five out of the ten bor-
oughs with the highest proportion of children are among the ten
with the lowest rateable value per capita, and seven out of the
ten with the fewest children are included in the ten county bor-
oughs with the highest rateable value per capita. In fact, the four
boroughs with the fewest children are identical with the four
with the highest rateable values.

Those who prefer unemployment as a measure of need will
also be somewhat reassured by the fact that six of the ten county
boroughs with the highest proportion of children are also among
the ten county boroughs with the highest proportion of unem-
ployed; and eight of the county boroughs with the lowest propor-
tion of children are among those that received no weighting at all
for unemployment in the preliminary schedules. It does not, of
course, follow that this is a better measure of poverty than the
more direct measures such as unemployment and rateable values.
It is, however, a more stable value than unemployment and less
subject to manipulation than rateable values. And it should be
remembered that grants are fixed for a period of five years. More-
over, the children under five years of age will become school
children in the course of the grant period and a very direct factor
in governmental costs.

1t is impossible to say how much weight should be given to a
factor of this kind. All the evidence indicates that in England
at the present time and for the purpose in hand it is a reasonable -
factor to be included in the formula until such time as really
accurate measures of need and ability have been determined. But
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it is at best an empirical measure. There is no certainty that in
other places and at other times it would measure poverty as sat-
isfactorily as it does in England today. In fact there is already
evidence that it is becoming a less satisfactory index of poverty in
England and Wales than it was when the formula was devised.
During the first grant period weighting for children under five
years of age increased the actual population by 62 percent. In
the second grant period, owing to the decline in the birth rate it
increased the actual population by only 48 percent. This de-
creases the relative importance of children under five years of
age as a factor in weighting. Of more significance, however, is the
fact that the decline is greatest in the poorest regions. The actual
population of Surrey, the wealthiest county in England and
Wales, barring London, was increased for children under five
years of age by the same percentage in the second grant period
as in the first. Whereas the counties of Durham, Glamorgan, and
Monmouth, the counties which have suffered most from unem-
ployment, received much less weight for children under five years
of age in the second grant period than in the first.”® This decline
would seem to be the direct result of prolonged unemployment.
It is probably caused largely by the migration of the younger

workers to areas where opportunities for employment are greater,
leaving a larger proportion of older people in the remaining

populati ile the weighting for children under five years of
age is still materially greater for the poor counties than it is for
the wealthy counties and substantial equalization results from its
use, it is apparent from the marked changes in the short space of
four years that it is not as stable a measure as might be expected
and cannot be trusted as a measure of poverty. It is conceivable
that in time those areas in which industry is expanding will re-
ceive more weight for this factor than the areas where industry

*® The percentage weighting added to population for children under five years of
age declined between the first and second grant periods from 88 to 68 in Monmouth,
90 to 62 in Glamorgan, 106 to 86 in Durham, and remained constant at 32 in
Surrey.
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is declining..Again the formula fails, as it did in the case of
population itself, to measure the changing needs which come with
rapid shifts in industry and population.

The weight allotted to low rateable values in the second grant
period was 13.8 percent, a little less than the weight in the first
grant period. Many, including the members of the Association of
Municipal Corporations, wfged that too little weight was given
in the formula to this factor even in the first grant period. Most
of those arguing for the assignment of greater weight to rateable
values would, as a matter of fact, prefer to see the local author-
ities fully and directly compensated for losses from derating.
%ec’il compensation would absorb about half the total block grant.
The use of rateable values in the formula repairs in some meas-
ure the damage inflicted by derating; but inequalities in rateable
value per capita are not, primarily, the result of derating. In the
absence of derating there would still be a place for such an equal-
izing factor; probably as important a place as it has in the existing
formula. Jt is, perhaps, the closest approximation that can be
achieved to the ability of local government to support itself, sinc
rateable values are the base of the local authorities’ only tax
income, But this is only half the problem; it gives no clue what-
ever to what per capita local governmental costs should be.

\At this point some consideration of local valuation machinery
is pertinent.\niform valuations for the levy of rates are essential
to the successful operation of the local government financial
system. The premium placed on undervaluation is very great.
Municipal boroughs and urban districts administering elemen-
tary education may find their own rates higher than the county
rate, but for the most part the county rate exceeds that of the
subsidiary jurisdictions. County rates amounted to nearly two-
thirds (64.4 percent) "of all rates levied in administrative coun-
ties in 1931-32.”° Thus the rate relief which one district could
achieve at the expense of other districts in the county, by under-

®This is excluding London and the county boroughs.
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valuing property within the district as compared with valuations
elsewhere, is substantial. This predominance of the county rate
makes uniformity within the county imperative,

iform valuations among counties are also important as a
result of the new distribution formula for the block grant, and the
importance of uniformity will grow as a larger proportion of the
grant is distributed on the basis of the formula. That county whose
valuation falls farthest below the 10 pounds per capita set as a
standard will have its population weighted most for the low valu-
ation factor. At present about 2 million pounds is distributed on
the valuation base. When all the grant is distributed on the basis
of the formula it will amount to 6 million pounds, assuming no
change in the total block grant or in the proportion distributed
on the valuation base. Finally, every education authority, whether
county, county borough, municipal borough, or urban district,
will gain from undervaluation under the present education grant
regardless of the valuations of other authorities.*® The with-
drawal by the national government of the guarantee of at least
50 percent of local expenditures for elementary education has
increased the importance of the deduction of a sum equal to the
yield of a seven-penny rate from the amounts calculated on the
basis of teachers’ salaries, children in average daily attendance,
and other factors. Poor districts could always increase their
school grants by undervaluation, but wealthy districts had noth-
ing to gain as long as the 50 percent minimum obtained. Today
London is receiving from grants only about one-third of the ele-
mentary education expenditures falling on rates and grants, and
the wealthy municipal borough of Richmond, Surrey, obtained
only one-fourth of such expenditures from grants in 1933-34.
Such cities would not have found their education grant reduced

® Another factor favoring low valuations, although not affecting the local rate
burden, is the fact that valuations of local authorities are apparently used in large
measure by the national government in assessing income taxes under Schedule A.
This concerns private property owners only, and would influence local valuers only
to the extent that they yielded to pressure from private individuals.
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by increases in valuations under the old 50 percent minimum, but
now every pound added to the valuations reduces their grant by
seven pence.

er these conditions it is pertinent to inquire how far uni-
form and full valuations have been achieved. The present law
provides for valuation on the basis of “the rent which might rea-
sonably be expected.” This should be more equitable than the
“actual rents formerly prescribed, in view of the large number of
subsidized houses belonging to local authorities and the con-
trolled rents, which are still an important factor. The rent re-
striction act limits rentals which can be charged to a sum equal
to 140 percent of the pre-war rental. This continues until a change
in tenancy, when the landlord is no longer bound by the restric-
tion.\]}t{estricted rents are in most instanceés substantially greater
than restricted rents. In some instances they are double and more,
although these cases seem to be exceptional.

There can be no doubt that valuations have been greatly im-
proved since 1925. The valuation of April 1, 1929, the first
quinquennial valuation under the new system, was materially
above the preceding valuation for the country as a whole, and it
is the consensus of opinion that the second valuation, April 1,
1934, is much better than the first. Most of the local valuation offi-
cials with whom the writer has talked agree that methods of valua-
tion are much the same throughout the country, in so far as they
are acquainted with the valuations elsewhere, that the county
valuation officer is very active in checking up the work of the
district valuation officials in most counties, and that the district
officials themselves have a sufficient interest in valuations in other
districts in the county to keep a watchful eye on them. They do
not, of course, claim perfection, and discrepancies in valuation
methods and results were occasionally pointed out. To determine
the rent which a tenant might reasonably be expected to pay is no
simple task, and there are honest differences of opinion as to how
it should be determined.

il
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Methods of valuation cannot be described here in detail, but a
few points affecting uniformity of valuation may be briefly noted.
Valuation officials quite generally begin with actual rentals. With
these as a guide they zone the area to be valued. Then, in the
case of ordinary dwellings, the average rental per square foot
is ascertained within a given zone and this is applied throughout
the zone in question, with modifications, of course, for special
conditions. In the case of shops, frontage is often taken into ac-
count as well as square feet. For types of property which are not
actually rented with sufficient frequency other methods must be
adopted. Often professional valuers are employed for public util-
ity properties, or the county valuation ofhicer undertakes to value
such properties.*! Differences appear, however, in the selection of
the actual rentals used in determining average rents. Some offi-
cials average rents as they find them, restricted and unrestricted,
together with the subsidized rentals of council houses. Others take
only the unrestricted rents on the assumption that they represent
the rent that a tenant might reasonably be expected to pay. Still
others take only restricted rents in zomes in which these predomi-
nate and unrestricted rents in zones in which unrestricted rents
predominate. Since the difference between controlled and uncon-
trolled rents is usually very great, the results of such valuations
must be far from uniform. How far such differences in practice
are to be found within a county has not been ascertained, since the
valuation officials interviewed were in most instances in different
counties. Most of the officials believed that differences within a
county were not great, although some cited important variations.
In one case, when two officials in the same county were inter-
viewed, it was found that they had used different methods. These
same officials reported that in their county the county valuation
official paid little attention to local valuations. In one county it
was reported that a certain degree of equalization not contem-

% For a brief description of valuation methods see W. H. Routly, “An Introduc-
tion to Rating and Valuation.” Institute of Municipal Treasurers and Accountants,
1934-35 session, Lecture No. 1.
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plated by law was achieved through undervaluation in the poorer
districts. This was done with the knowledge and tacit consent of
the county valuation committee and apparently, also, with the
consent of the wealthier districts. Elsewhere the opinion was occa-
sionally expressed that valuations in the richer areas tended to
approach full rental value more nearly than valuations in poorer
areas.

It seems probable that in the majority of counties in which
the county valuation officer is active important differences in
method do not occur. There would seem to be no adequate check,
however, on differences from county to county. One valuation
official claimed that his county had set 60 percent of net rentals
as a standard for all districts within the county. While uniformity
within the county might be achieved on such a basis, it is clearly
not conducive to uniformity among different counties. The Cen-
tral Valuation Committee is purely advisory. It suggests methods
for valuation, but it has no power to require uniform valuations
and apparently does not even point out discrepancies in individ-
ual cases. If increasing emphasis is to be placed on valuations, it
would seem to be important for this central body to have more
power than at present. _
vdh/spite of the exceptions noted it is apparent that England
has come much nearer to achieving uniform valuations th
United States. The provisions of thé 1925 Rating and Valuation
Act and subsequent legislation would seem to have set up ade-
quate standards and machinery for obtaining uniformity, and it
is generally agreed that existing inequalities are rapidly disap-
pearing. Perfection is not expected. There are many difficulties
inherent in the task; but it seems highly improbable that any
serious discrepancies resulting from competitive undervaluation
will be permitted to continue long, and there is good reason to be-
lieve that sufficient uniformity will be achieved to prevent undue
hardship arising from defective valuation, in spite of the impor-
tance which such valuations play in the new system. If it should
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seem desirable to increase the weighting for the valuation factor
in the formula, the difficulties of valuation will hardly prove
deterrents. ‘ '
nemployment is probably a better test of need for govern-
mental expenditure on one hand and inability to meet govern-
mental costs on the other than any other single factor. Its value
imred, however, for the purpose in hand by the fact that.it
fluctuates rapidly, and for a grant fixed five years in advance its
use may well be questioned. A grant fixed in a period of depres-
sion might still be operating in a period of prosperity; and the
industrial community with the greatest unemployment in the first
period may be the most prosperous area in the second ATis would
seem to be a good reason for not giving too much weight to unem-
ployment. In view of the further fact that the national government
had already taken over the bulk of the direct costs of unemploy-
ment relief before the Local Government Act of 1929 was passed
and has since taken over a substantial part of the remaining
cost of the support of the able-bodied unemployed, the inclu-
sion of the proportion of unemployed in the formula can only be
justified as a measure of poverty and because certain sections of
vEngland, particularly the mining and textile regions, are faced
with such a protracted unemployment problem that it may be re-
garded as almost permanent.

As in the case of the other factors it is impossible to say how
much weight should be given to such a test of need. When the
formula was devised, in a period of comparative prosperity, the
estimated weight of this factor was very small. In the first fixed-
grant period it had the Jeast weight of any factor in the formulg.
In the second grant period, however, it has outstripped in_im-
portance all the other factors except actual population. When it
is considered, further, that a number of counties receive no weight
whatever for unemployment, it is apparent that unemployment
has more importance as an equalizing factor than the weight
given to it would indicate. In Durham, Glamorgan, and Mon-
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mouth this factor alone is responsible for more than one-third of
the grant distributed according to the formula. In so far as the
unemployment in certain areas in England at present appears to
be permanent, this factor would seem to be essential to any equal-
izing grant. B the use of such a factor for a fixed grant of five
years under other conditions, where the number of unemployed
rises and falls rapidly, would be less suitable.

The final factor in the formula, weighting for population spar-
sity per mile of highway, is definitely to peet highway needs.
There is also, perhaps, some thought of compensating rural
areas more or less permanently for losses from the complete
derating of agricultural land. This factor accounts for 12 percent
of the weighted population in the second grant period. For ad-
ministrative counties, which alone profit from this factor, the
weighting for sparse population amounts to 19 percent in the
second grant period. A few agricultural counties are receiving
between 40 and 50 percent of their share in the block grant as a
consequence of the weighting for sparsity of population. Since per
capita highway costs increase with sparse population this would
seem to be an appropriate measure of needs.\}lé;way expendi-
tures absorbed about 30 percent of the income of administrative
counties from rates and grants in 1932-33. On the assumption
that all functions have equal claims to the block-grant revenue,
19 percent of the block: grant distributed on the basis of high-
way needs would seem to be not unduly large. Most of these
counties are spending at least as much for highways as their share
of the block grant resulting from this factor in the weighting. A
few Welsh counties are receiving more on this basis than the pro-
portion of their expenditures going to highways would seem to
justify.®? Whether under these conditions the weight given to this
factor is excessive is also a matter of opinion.

* Radnor, Montgomery, and Merioneth receive 47, 46, and 40 percent, respec-
tively, of their block grants as the result of weighting for sparsity of population.
Their expenditures for highways account for 39, 40, and 26 percent, respectively, of
costs met from rates and block grants in 1932-33.
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No official explanation is offered for the application of the first
two factors in the formula to actual population and the last two
factors to population weighted by the first two. The effect, of
course, is to increase the weight for unemployment and sparsity of
population in those areas which have a large proportion of small
children or low valuations. In so far as the various factors are
measures of need a good argument might be advanced for apply-
ing each factor in turn to the population weighted by all preced-
ing factors. Inquiry as to why some factors were applied to simple
population and others to weighted population brought the reply
that this pracedure gave the desired results.?® All stress the fact
that the formula is empirical; no one suggests that it has any
scientific value. The only claim made for it is that it “works.”
Being empirical, it is fully recognized that it may not continue
to be equitable. It is expected that revision may come soon and
frequently. Meanwhile there is very general satisfaction. It seems
probable, however, that this satisfaction comes as much from the
fact that every district was guaranteed against losses from the
new system, at least at first, and that most made substantial gains,
as fronythe equity of the distribution formula.

J(Qt&ﬂll point remains to be considered in connection with the
block grant: the fixed period for which it is giveng The principal
reason for not revising the grants annually is the difficulty of ob-
taining reliable data for the distribution formula. With the quin-
quennial census which was anticipated when the act was passed,
accyrate data for revision would be available once in five years.
éj::.dditional advantage of the fixed-grant period is the certainty
of such a grant. Both the national and local governments know
for some time in advance just what can be counted on. This raises
the question as to whether the factors in the formula are them-
selves sui’ﬁc_ig@&a_lﬂ/e@at)lq injustice is apt to occur from
using them for a five-year period. The actual variation in the

ratio of the population weighting in the second grant period to
®See supra, p. 192, n. '
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the population weighting in the first grant period for each factor
in-the formula was: population, 101.5; children under five years
of age, 79.3; low rateable values, 98.5; unemployment, 254.2;
and sparsity of population, 93.7. In individual gounties and
county boroughs the variation was far greater. h/zuld appear
that at leas?'unemployment and children under five years of age
have been highly unstable factors. The factor of children could be
materially stablized by extending the age limit of the group in-
cluded. As it stands, none of those included in one grant period
is included in the next. If the entire group under ten were in-
cluded, for example, this factor would be far more stable. The
unemployment factor could be stabilized by the use of a moving
average. Such procedure would, of course, only be justified on
the assumption that the poverty indicated by the larger propor-
tion of small children in the earlier period continues after the
children have gone and that unemployment leaves an aftermath
of burdens which impairs the financial position of the local unit
for some years after the actual unemployment has declined. If
this is not the case the question is not the stabilization of the
measures but rather the more frequent readjustment of the grant

ocal authorities, accustomed to fairly regular annual in-

creases in grants, have been very much disturbed by a fixed grant
To maintain that the five-year period means stagnation ®* is,
however, an overstatement of the case. For the first grant period
local authorities received more in total grants than in the last
year of the old system, and the amount of the grant is to be
readjusted with each new grant period so that the ratio of grants
to rates will be what it was in the first year of the new system.
I3 45, of course, true that expansion during the grant period must
come from rates—with the not unimportant exceptions of educa-
tion, police, housing, and highways. But if, in consequence, rates
have increased 10 percent, for example, during the five years in
* Greenwood in Parliamentary Debates, CCXXIII, 116.
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question, the amount of the block grant will be increased 10 per-
cent for the new period. If the ratio of grants to rates had not
been increased for the first year of the new system there might
be cause for complaint. Actually, however, the percentage of local
rate and grant revenue coming from grants was raised from 36
in 1928-29 to 48 in 1930-31. It would take a considerable in-
crease in rates in any five-year period to bring this back to the
old ratio.

With the exception of the block grants, the largest single grant
received by local authorities is that for elementary _education,
This grant is likewise distributed on the basis of a formula which
takes into account both needs and ability. Need is measured by
the number of school children and actual expenditures, and abil-
ity by the product of a seven-penny rate. Prior to 1931, however,
only a limited equalization was achieved. Poor counties and
county boroughs, it is true, benefited from the formula, receiving
in some cases as much as two-thirds of the elementary school costs
from the national government. But wealthy districts benefited
from the guarantee of 50 percent of approved expenditures, so
that the proportion of expenditures met by the central government
did not vary greatly from one district to the next.

The increase in the scholar grant in 1931 together with the.cyt
in the percentage of teachers’ salaries paid and the abolition of
the minimum guarantee have resulted in much wider variations
in this grantv@rants in 1932-33 covered less than one-fifth of the
elementary education costs in the wealthy residential city of
Bournemouth and two-thirds of such costs in Merthyr Tydfil, a
depressed coal-mining area. In municipal boroughs similar vari-
ations can be found. Jarrow, which is exceptionally poor, was
receiving a little better than three-fourths of its income from this
source in 1933-34, and Richmond, which is wealthy, was receiv-
ing just one-fourth. The factors in the education grant are much
the same as those which have found wide acceptance in other
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countries, and there seems to be no dissatisfaction with them
here. Why they have not been extended to higher education, in
place of the percentage grant, is not clear.® The problems seem
to be much the same.

When the elementary education grant in approximately its
present form was first proposed by the 1901 Commission, the 36
shillings per child suggested represented nearly half of the costs.
Today the cost per child is between two and three hundred shil-
lings, and the 45 shillings per child paid is less than one-fifth of
the actual cost. It has been suggested that if the grant per child
were raised to one approaching half of the present cost and the
deduction for equalization were increased over a seven-penny
rate, equalization more nearly approaching what was intended
when the original recommendations were made could be achieved
without increasing the total grant. One estimate indicates that a
grant of 92 shillings per child, equalized through the deduction
of the product of an eighteen-penny rate, would cost the govern-
ment approximately the same as the grant of 45 shillings with
the deduction of a seven-penny rate.*® Shrewsbury, a moderately
well-to-do municipal borough which received approximately half
its expenditures for elementary schools from the government
grant in 1933-34, would find its grant slightly reduced by such a
change; Jarrow, with more than half its workers unemployed,
would receive more than nine-tenths of its elementary school costs
from such a government grant; and Richmond, a wealthy Surrey
borough, would get nothing at all. It is doubtful if equalization
would, or should, be carried to this extreme. It is difficult to recon-
cile either national or local administration with a financial plan
which throws practically all the support on the local authorities in
some instances, and on the national government in others.

Highway grants rank second to education grants in amount

* This change has been recommended. See, e.g., the Board of Education, Memo-
randum on the Grant System, 1926, Cmd. 2571, p. 11.
* Dean, op. cit., p. 17.
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among the grants for spéciﬁc'functions, in spite of the reductions
made in these by the 1929 act. The national government still
contributes to the counties 60 percent of approved expenditures
for the maintenance of Class I roads, and 50 perecent of approved
expenditures for the maintenance of Class II roads. Contributions
are also made to construction expenditures, the percentage of
costs varying with different projects at the discretion of the Min-
istry of Transport. The amount of the discontinued road grants
is allowed for in the amount of the block grant distributed, and
the sparsity of population factor in the distribution formula is
intended as a measure of highway needs.

The specific road grants equalled 27.8 percent of the highway
costs of local authorities falling on rates and grants in 1932-33.
In addition to this the sum of 3.5 million pounds was transferred
from the road fund to the block grant to meet the cost of discon-
tinued road grants. England and Wales received 3.1 million
pounds of this sum. If this is added to the specific grants, 34
percent of the highway costs falling on rates and grants were met
from the road fund in 1932-33. The remainder came from local
rates and, through the block grant, from general exchequer rev-
enues. Compared with American standards this is a small pro-
portion of highway cosis to be met from motor vehicle taxes. This
is not because motor vehicle taxes are low, but because they are
not earmarked for highways to the extent that they are in Amer-
ica. The gasoline tax, an import duty, never reaches the road
fund at all, but is paid into general exchequer funds. In the case
of the motor vehicle license tax, one-third of the proceeds of
licenses for pleasure cars and motorcycles has been deducted by
the national government, since 1926, as a luxury tax, before the
money reaches the road fund. This amounts to approximately 5
million pounds a year. And with the 1929 act 3 million pounds is
diverted from this tax after it is paid into the road fund, as a
general contribution to the block grant. This is in addition to the
sum contributed to the block grant to cover specific losses from
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discontinued highway grants. As long as highway expenditures
more than equal the proceeds of motor vehicle taxes, it is perhaps
not important to earmark the proceeds of these taxes for this
function. Moreover, as long as the government justifies the taxes
at least in part as luxury taxes rather than benefit taxes there is
no occasion to demonstrate that, directly or indirectly, the motor-
ist is receiving full value for his tax.

The specific highway grants remaining are percentage grants
and as such make no contribution to the problem of equalization,
although the grants for construction may be used to some extent
to equalize, since the percentage met from the road fund is left
to the discretion of the Ministry of Transport. Material equaliza-
tion of the highway burden has been achieved by the 1929 act,
but it has come through the transfer of xural highway costs to
the county rather than through the grants.

(The police grants were not changed by the 1929 act. They
continue to meet 50 percent of approved expenditures as before.)
Since police costs and taxable values tend to vary directly with
density of population, there is no special need for equalizing the
burden of this particular expenditure. The present division of
police costs is on the assumption that this is a seminational service
in which the national government and local authorities are equal
partners. Unless percentage grants are to be abandoned entirely
and equalization carried to an extreme hardly contemplated at
present, this would seem to be a reasonable position. There is
still ample room for further equalization of burdens in connection
with functions where the cost tends to rise as ability declines.

The amount of grants for housing exceeds the amount of grants
for police and nearly equals that for highways. Hetising has be-
come an important factor in many borough budgets, and it is the
most important function of a large number of urban and rural
districts. It is not exceptional for these districts to devote half of
their rate and grant funds to housing. The urban district of Til-
bury, in Essex, allocated 63 percent of its rate and grant revenues
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to housing in 1928-29 and 58 percent in 1932-33. In 1932-33 the
rural district of Whitchurch, in Salop, spent 76.5 percent of its
rate and grant funds for housing. Housing is not a new local
function. Local authorities have had the power to provide housing
since 1851. But it became important only with post-war legisla-
tion providing generous national subsidies.

ousing is the one local function toward which the national
government contributes more than half the net-cos}. Grants were
between four and five times as large as rates for housing in
1932-33. The basis of these grants varies under the different acts.
The Housing Act of 1919 provided a grant equal to any deficit
incurred by local authorities for their housing schemes over and
above the product of a one-penny rate levied by the local author-
ity. Under this act the grant is about six times as large as the
rate contribution. Local authorities were encouraged to build at
any cost, and few restrictions were placed on them. Building costs
were exorbitant, and local authorities were not greatly con-
cerned with economies, since their contribution bore no relation
to costs. It is generally admitted that the act was ill-considered
and justified only as a measure “to avert revolution.”

Later housing acts were more carefully drafted and placed
greater responsibilities on local authorities. Jhe subsidies have
taken the form of fixed coptributions per house, thus putting the
burden of extravagance on local authorities and giving them the
benefit of any economies they may effect. Even so, the national
contribution is generous, amounting to nearly four times the
local contribution in 1932-33. In addition to this the various
housing acts have made provision for subsidizing private housing
schemes, both directly and through local authorities.

The government’s housing policy was changed with the Hous-
ing Act of 1933. This was an attempt to turn housing back to,
private enterpriseySubsidies on new council housing projects
were discontinued, except for slum-clearance projects. The subsi-
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dies on houses already constructed continued, of course, as be-
fore. In place of new subsidies for council houses the government
agreed to meet half the loss incurred by local authorities on
guarantees for loans for private housing projects. These projects
must, of course, be approved by the Ministry of Health. Losses
on loans have been very small thus far, in spite. of the fact that
these loans equal 90 percent of the cost of the property. After two
years, however, the government reverted to the former policy of
subsidizing houses built directly by the local authorities. Under
the Housing Act of 1935 local authorities receive grants of fixed
amounts for new houses, the amount of the subsidy varying with
the cost of the siteyPhe purpose of this act is to relieve overcrowd-
ing, and subsidies are given only where overcrowding, as defined
in the act, occurs.

The amount of building which has taken place since the war is
very great. It is estimated that 2,328,385 houses were built be-
tween the signing of the Armistice and May 31, 1934. Half (50.6
percent) were subsidized. One-third (32.5 percent) were built
directly by local authorities.*” The increase in population in the
decade between 1921 and 1931 was only two million. Clearly
much has been done to relieve the overcrowding caused by cessa-
tion of building during the war. In the four years 1931 to 1934
building was at the rate of 231,000 houses per year.*® The esti-
mated increase in population for these years is approximately
the same as the increase in the number of houses. England expects
a stationary, or even a declining, population. Many districts in
which population is already declining have continued to build
houses. It is apparent, under these conditions, that even though
there is still sufficient need for new houses to justify the 1935
Housing Act, this need cannot continue long. Consequently, no

" Ministry of Health, Annual Report, 1933-34, pp. 153, 302.

® The Times, April 9, 1935, p. 9. In the year 1934-35, 285,000 houses were built
by private enterprise alone. The number of council houses built in this year was
greatly diminished, however, by the laws then in effect. 4 Century of Municipal
Progress, 1835-1935, London, 1936, pp. 211-12.
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material increase in housing subsidies can be expected. Housing
is a popular government undertaking. Moreover, in many rural
and urban districts it is one of the few functions left to district
officials. It is not at all certain in some instances that the expan-
sion of housing has not been dictated by the council members’
interest in votes and the administrative officials’ interest in cre-
ating full-time positions for themselves rather than by genuine
need. The fact that the government’s generous subsidies leave
only a minimum burden to be borne by local rates is apt to en-
courage such expansion. Some local authorities have actually
been able to make a profit on their houses.*®

The fact that subsidized houses are designed for that portion
of the working population unable to pay ordinary rents means
that the housing burden is usually heaviest in the poorest districts.
The government is paying the same amount per house to rich
and poor districts alike; but in so far as this expenditure is great-
est in the poorest districts the substantial grant allowed acts to
some extent as an equalizer, not of housing costs, but of all gov-
ernmental costs.

The remaining grants for specific purposes are comparatively
small, the largest being a little more than one million pounds in
1932-33 for sewers and sewage disposal. The only other fune-
tion accounting for more than 250 thousand pounds in 1932-33
was “small holdings.” In spite of the government’s effort to do
away with the small grants for specific purposes, which involved
more administrative detail than was justified by the amount of
money, the Annual Local Taxation Returns for 1932-33 reports
specific grants for 34 of the 46 functions appearing in its classifi-
cation. Twelve of the 34 functions receiving specific grants re-
ceive two separate grants, one for current expense and one for
capital expense. There is still opportunity for simplification. The

® One urban district, e.g., reports that it has been able to sell a substantial num-
ber of its houses at a fizure covering cost of construction. It continues to receive a
subsidy from the national government for these houses which it no longer owns.
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grants involved are in some cases percentage grants, in some
cases unit grants, and in some cases discretionary. Their impor-
tance in the general financial scheme is too small, however, to
justify detailed consideration of them here.
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XI

THE FISCAL POSITION OF THE VARIOUS TYPES OF
LOCAL GOVERNMENTS UNDER THE PRESENT SYS-
TEM AS ILLUSTRATED BY SPECIFIC CASES

CTHE real test of the existing system is not so much the isolated
consequences of specific provisions as the cumulative effect of
all the provisions combined in individual areas)The increase in
the total amount of grants brought gains to local governments as
a whole, and the numerous guarantees prevented losses, at least
for the time being, to individual local authorities. Each county
borough and the composite of local units forming each adminis-
trative county are guaranteed against loss (as compared with
1928-29) for all time, except as more property may be derated
for agricultural or industrial purposes. The guarantees for the
subdivisions of the county are temporary, however, and in the
end many of these jurisdictions will lose to other authorities
within the county or to the county itself.

The increase in local government expenditures was not large
between 1928-29, the last year in which the old system was in
full effect, and 1932-33, the latest year under the new system for
which complete data are available. The sum of rates and grants
increased about four percent in these four yea;./This small
change is not surprising in view of the depression.{With pressure
for increased expenditure on one side and pressure for greater

economy on the other, there is a tendency to maintain the status

quo\gxamination of detailed figures reveals a decrease in wel-
fare expenditures, no change in police expenditures, and in-
creases in expenditures for other functions, particularly housing.

The apparent decrease in welfare expenditures is the result of a

revised classification under the 1929 act (section 5), placing
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assistance in certain cases under various health acts instead of
under the poor law. Expenditures for those services formerly in-
cluded under poor relief have, in fact, increased somewhat, -as
would be expected in a period of increasing unemployment. Nev-
ertheless, the expenditure per case handled has decreased for
both indoor and outdoor relief, and credit for this should go at
least in part to the consolidation of institutions and to gther econ-
omies effected by the larger administrative unit. ﬂ‘ie(irolcreases in
housing expenditures are most marked in county boroughs and
rural districts, The provision for slum clearance under the 1930
Housing Act is probably largely responsible for the former, and
the rural housing subsidies under the 1931 Housing Act are
probably largely responsible for the latter. The 1924 Housing
Act was still in force duging this period, however.

(Changes in the distribution of expenditures among the dif-
ferent classes of local governmental units are more marked than
changes in expenditures for different functions. The transfer of
highway and welfare support to the county unit has resulted in
important increases in county and county borough expenditures
and corresponding decreases in the expenditures of rural dis-
tricts and the former poor-law unions; and this in turn has re-
distributed the tax burden among individual taxpayers. This
redistribution has affected county-borough taxpayers less than
taxpayers in the administrative county, since the county borough
was the unit for highway administration before the 1929 act
was passed.)The former poor-law union was often larger than the
county borough, but even here the readjustment has not been
great in most cases, since the largest part of both rateable values
and expenditures was usually within the borough boundaries.>

2The only important exception to this seems to have been West Ham. Here the
county borough comprises less than half the rateable value of the former union,
whereas the largest part of the poor-relief burden was within the borough bounda-
ries. In consequence, it is estimated that the rate for poor relief would have been
12.5 shillings in 1926-27, if the borough had had to support its own poor, instead
of the union rate of 8.7 shillings. Cmd. 3134, op. cit., p. 24.
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(,Téwelfare burden is normally concentrated in urban com-
munities, and the highway burden in rural communities. Con-
sequently, in administrative counties the increased burden of
highway costs now imposed on urban communities is to some
extent offset by the decreased burden of welfare costs. Rural com-
munities, too, tend to gain from one and lose from the other; but it
is hardly to be expected that gains will regularly offset losses in
individual cases.)Some wealthy urban residential communities
find both their highway and welfare rates, now included in the
county rate, increased, and some poor rural areas profit from the
wider area of charge for both functions.

To cite specific cases, in 1933-34 the urban district of Weston-
super-Mare, a comparatively prosperous seaside resort in Somer-
set, paid to the county approximately 90,000 pounds for support
of county roads and received back in grants from the county for
expenditures incurred on county roads within the district only
9,000 pounds. This district had, of course, been subject to a
county highway levy before the 1929 act, but the county rate
levied in 1933-34 was between two and three times the county rate
levied under the old system in 1929-30. The district probably
has not lost as much from the transfer of poor relief to the
county; but even this rate would have been a little higher in
1929-30, had it been a general county levy, and the increase in the
public-assistance burden since that date seems to have been
greater in other parts of the county than in this district.

In contrast the rural district of Llantrisant and Llantwit
Fardre, in Glamorgan, gains from the wider area of charge for
both highways and poor relief. In fact, the gains as estimated by
the Ministry of Health are so large as to practically cancel the
capitation grant. This district, as a “gaining area,” had 3,020
pounds deducted from its capitation grant of 3,150 pounds in
1934-35, whereas as a “losing area,” Weston-super-Mare, re-
ceived a supplementary grant larger than its capitation grant.
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In the absence of these temporary guarantees against loss Weston-
super-Mare, losing from the wider area of charge for both high-
ways and poor relief, would have.been subject to a total rate of

10.7 shillings instead of the actual rate of 9.3 shillings in
1933-34. Conversely, Llantrisant’s rate would have been reduced
from 22.6 shillings to 21.8 shillings. This moderate degree of
equalization should have caused Weston-super-Mare no hardship,
and it seems probable that most districts losing from both changes
were sufficiently wealthy to have met the added burden without
difficulty. Under the circumstances the value of the transition
guarantees, except, of course, as a political expedient, may well
be questioned. Weston-super-Mare has been able to reduce its
already low rates in consequence of these provisions, whereas
Llantrisant, with excessive rates prior to the change, has been
forced to increase them.

( The outstanding change in the financial position of local gov-
ernments as a whole for this period has come, not from wider
areas of charge for highways and poor relief, but from the large
increase in the amount of grants. Grants increased from 35 per-
cent of rate and grant income in 1928-29 to 47 percent in
1933-34) This is almost wholly the result of the new block grant—
grants for all specific functions except housing having declined.

The cities have gained the least from the change. In London
the proportion of rate and grant income received from grants
increased between 1928-29 and 1932-33 from 27 to 31 percent,
and in the county boroughs it increased from 31 to 40 percent.
In the administrative counties this proportion increased from
40 to 54 percent for the combined governments of the county and
its subdivisions. For the county government itself the proportion
of income from grants has declined ; but what the ratepayer loses
here in higher county rates he more than makes up in the reduc-
tion of borough or district rates. In the underlying divisions the
gain is least in municipal boroughs and greatest in rural districts.
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The rural areas have been distinctly favored by the change, and
their gains will increase somewhat as the temporary provisions
of the act lapse. '

Comparing the first and second grant periods, London has lost,
owing to decreased population and even more to a decrease in the
proportion of children under five years of age. The increased
unemployment was not sufficient to offset these factors. The
county boroughs gained what London lost, in consequence of
rising population and growing unemployment, which more than
offset decreases in the weighting for children under five years of
age and for low rateable values. The administrative counties
remained in much the same position as in the first grant period.
Whether or not these trends will continue in the third grant period
depends on many uncertain factors. If, however, the present
movement of population from large cities to small communities
continues and if industrial conditions improve, the administra-
tive counties may gain at the expense of both London and the
county boroughs. In any case the distribution formula insures
that in the great majority of cases the most money will go where
the population is both numerous and poor.

Turning to individual local units, the proportion of rate and
grant revenue contributed by grants varies widely. In the case
of county boroughs the extremes are 21 percent in Eastbourne ?
and 60 percent in South Shields. This is a somewhat wider varia-
tion than was to be found in 1928-29, when the major part of the
grants was distributed on a percentage basis.

Analysis of county borough grants by functions shows that no
appreciable change has taken place in police grants, which con-
tinue on a percentage basis, and the range in percentage for these
is very small. The range in the percentage of education expendi-

? Bournemouth received an even lower proportion, 14 percent, of its rate and
grant revenues from grants, but in this city the police force is consolidated with
that of the administrative county and the police grant is credited to the county.
Consequently this percentage does not reflect the actual gains of this city from
grants.
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TaABLE 22

HIGH, LOW, AND MEDIAN PERCENTAGES OF -RATE AND GRANT
REVENUES RECEIVED FROM GRANTS IN COUNTY BOROUGHS,
1928-29 AND 1932-33 ¢

High Median Low
Total?
1928-29............... 55.0 36.3 24.7
1932-33............. . 60.0 40.8 21.2
Policed
1928-29............... 53.4 50.0 46.9
1932-33............... 52.5 49.5 45.6
Education
1928-29............... 67.6 52.7 46.8
1932-33............... 64.0 50.9 217
Housing .
1928-29............... 89.5 70.3 12.8
1932-33............... 100.0 76.3 26.9
Highways
1928-29............... 385 12.5 2.5
1932-33............... 21.1 5.1 e

* Computed from data in Annual Local Taxation Returns.
® Excluding those cities for which the police grant is credited to the administra-
tive county.

tures met from grants, on the contrary, is wide and increasing,
largely in consequence of abandoning the 50 percent minimum.
The range in the proportion of housing costs met from grants is
wide in each year. This is likewise true of highway grants. The
latter have been substantially reduced, however, whereas the
housing grants have been increased. ,
The proportions of net expenditures met from grants in the
cities receiving the largest and the smallest percentages of net
expenditures from grants in 1932-33 are given in Table 23.
Eastbourne, which receives the smallest proportion of grants,
can well afford to meet its own expenditures. This is a wealthy
seaside resort. Rateable values per capita are higher than in any
other city, -and rates in the pound are moderate in spite of the
comparatively small income from grants. Only two cities had
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TasLE 23

COMPARISON OF PROPORTIONS OF, RATE AND GRANT REVENUES
RECEIVED FROM GRANTS IN COUNTY BOROUGHS WITH
THE HIGHEST AND LOWEST PERCENTAGES

1928-29 1932-33
Eastbourne |South Shields| Eastbourne |South Shields
Percentage
Total.................... 23.7 32.8 21.2 60.0
Police.................... 48.7 50.0 49.2 50.2
Education................ 439 61.0 341 64.0
Housing.................. 52.6 83.7 59.1 74.2
Highways. . .............. 15 24.5 ... 21.1
Shillings
Rateable value per capita.. . 202.0 100.0 287.0 82.0
Rate in the pound. ........ 9.4 18.0 78 105

lower rates in this year. These cities, Blackpool and Bourne-
mouth, were the only ones receiving a smaller percentage of their
education expenditures from grants than did Eastbourne in
1932-33. These, too, are wealthy seaside resorts, with high rate-
able values per capita. It is apparent that the deduction of the
proceeds of a seven-penny rate from the education grant, as
otherwise calculated, is an important factor in equalizing. Hous-
ing grants were below the average in Eastbourne in 1932-33, and
the city received no grants whatever for highways. Only one other
city received no highway grant.

Easthourne also lost from the application of the weighted
population formula. It was one of six cities, all seaside resorts,
the population of which received no weight for either low rateable
values or unemployment in the first grant period. The only factor
for which the Eastbourne population was weighted was children
under five years of age, and the weighting for this was small. Only
Bournemouth and Blackpool had their population weighted as
little as Eastbourne. In the second grant period, beginning in
1933, Eastbourne was the only city the population of which re-
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ceived no weight for unemployment. All the tests of ability used
point to Eastbourne as the city best able to support itself, and the
equalizing factors in the present system are sufficiently effective
to place it at the bottom of the list of cities in the total proportion
of aid received.

South Shields, which is at the top of the list, has many claims
to aid. It is in the depressed area of Tyneside. Thirty-one percent
of its insured population was unemployed in June, 1934. This is
about twice the average for Great Britain at that time.? Rateable
values per capita are very low. Only seven county boroughs had
lower per capita values in 1932-33. Considering specific grants,
South Shields received from grants a larger percentage of its net
expenditures for education and highways than any other city in
1932-33. The proportion of housing expenditures from grants
was, however, a little below the average. In the distribution of
block grants, South Shields benefited from the weighting for chil-
dren under five years of age. The actual population was nearly
doubled by this factor. Only eight other cities received equal or
better weighting for children in the first grant period. It profited
also, although somewhat less, by the factor of low rateable values,
and again from the unemployment factor. This last was the most
important factor in the weighting in both grant periods, and in
the second grant period it added more than twice the actual popu-
lation to the weighted population. Only the neighboring cities of
Gateshead and Sunderland and the city of Merthyr Tydfil in
South Wales obtained as much weighting for unemployment in
the first grant period. In the second grant period the weighting
for unemployment was equaled only in Sunderland, West Hartle-
pool, and Merthyr Tydfl.

The cumulative effect of all these factors was to weight the
population of South Shields nearly four times in the first grant
period and about four and one-half times in the second grant
period. Only Gateshead, Sunderland, and Merthyr Tydfil were

? Cmd. 4728, op. cit., p. 117. i
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equally favored. The total grants for South Shields were larger
in proportion to rate income than those for other cities with
equivalent population weighting, largely because of a more ex-
tensive housing program, which was heavily subsidized by the
central government.* The net result was to bring this city’s rates
down from 18 shillings in the pound in 1928-29 to 10.5 shillings
in 1932-33. Eastbourne, at the other extreme, was also able to
reduce its rates, but only from 9.4 shillings to 7.8 shillings. Gates-
head, Sunderland, and Merthyr Tydfil have also been able to
reduce their rates, but not to the same extent as South Shields,
although they are probably poorer. The rate in South Shields rose
again, in 1934-35, reaching 12 shillings. Gateshead had a rate of
15 shillings in this year, Sunderland 16 shillings, and Merthyr
Tydfil 27.5 shillings. All these cities had higher rates in 1928-29.
Material relief has been received, but there would seem to be
need for even greater equalization.

The administrative counties had their burdens increased by
the 1929 reform, and the government has not reimbursed them
for even as large a proportion of their expenditures as before.
Consequently, county rates have been greatly increased. But what
the counties have lost, their subdivisions have more than gained;
\ufid even the counties as such have profited a little by equalization
of resources.’

The proportions of net expenditures met from grants in the
counties receiving the largest and the smallest percentages of
net expenditures from grants in 1932-33 are given in Table 25.

The county receiving the largest proportion of its rate and
grant revenues from grants is Huntingdon, an agricultural county
which lost heavily from the derating;\fid it is the derating which
accounts for the exceptional grants in this county, totaling more

¢ The proportion of housing expenditures met from grants was, however, a little
below the average.

® The median percentage of rate and grant income from grants increased slightly
between 1928-29 and 1932-33, but the arithmetic mean dropped from 553 percent
in 1928-29 to 53.3 percent in 1932-33. -
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TABLE 24

HIGH, LOW, AND MEDIAN PERCENTAGES OF RATE AND GRANT
REVENUES RECEIVED FROM GRANTS IN ADMINISTRATIVE
COUNTIES, 192829 AND 1932-33*

High Median Low
Total
1928-29............... 66.7 58.7 36.7
1932-33............... 75.9 60.3 22.4
Police
1928-29............... 69.0 49.0 40.0
1932-33............... 57.2 46.4 37.70
Education
1928-29............... 67.6 58.4 47.3
1932-33............... 63.9 54.4 39.8
Highways
1928-29............... 54.4 40.8 19.1
1932-33............... 514 31.2 14.8

¢ Computed from data in Annual Local Taxation Returns.
¥ Excluding Middlesex, which is in the Metropolitan Police District.

TaBLE 25

COMPARISON OF PROPORTIONS OF RATE AND GRANT REVENUES
RECEIVED FROM GRANTS IN ADMINISTRATIVE COUNTIES
WITH THE HIGHEST AND LOWEST PERCENTAGES *

Shillings

Rateable value per capita.. .
Rate in the pound.........

1928-29 1932-33
Huntingdon| Middlesez | Huntingdon| Middlesex
57.6 36.7 75.9 22.4
158 6.5 461 73
61.2 47.3 57.7 44.1
20.8 19.1 18.9 22.5
107.0 142.0 65.0 166.0
7.2 4.3 8.0 6.1

® Computed from data in Annual Local Taxation Returns.
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than three-fourths of the rate and grant revenues Grants for
special functions are not unusually large. The education grant is
a little above the average, the police grant is a little below the
average, and the highway grant is considerably below. Nor is the
weighting of population under the formula exceptionally heavy,
although the weighting for low rateable values and population
sparsity is substantial, A large part of the block grant (43 percent
in the first grant period) distributed to Huntingdon is compensa-
tion for losses on account of rates. Only five counties receive a
larger part of their block grants on this base. Also because of
exceptional losses, this is one of the few counties to profit by the
guarantee of a sum equal to losses plus one shilling per capita.
Since the districts within the county are reimbursed from supple-
mentary grants, not from the general grant, for losses other than
the small losses on account of special rates, and since the general
grant per capita is unusually large, the share of the block grant
retained for county use is large. '

The transfer of poor-relief and highway expenditures to the
county has not increased county burdens in Huntingdon as it has
elsewhere. The welfare burden is exceptionally light, and while
the highway burden is heavy, this county was one of the few that
had taken over the support of rural roads before the 1929 act was
passed, so that no further adjustment was called for. In conse-
quence of this and the large grants, the county has experienced
only a small increase in the county rate; and while this rate was
above the average in 1928-29 it was below the average in
1932-33.

Apparently the compensation for losses has been generous,
and Huntingdon has been placed in a relatively favorable posi-
tion. As the share of the general exchequer grant distributed in
proportion to losses declines, Huntingdon’s share in this will be
greatly diminished. But what it loses from the general grant it
will regain from the additional grant. If in the future demands on
the county treasury in Huntingdon increase more rapidly than
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demands on other local treasuries, Huntingdon may lose from the
new system. If, however, it experiences only a normal increase in
expenditures, the county ratepayer will continue to profit. Hun-
tingdon’s problem seems to be not whether adequate revenues can
be obtained with reasonable rate levies but whether adequate
responsibility can be obtained on the part of local authorities
when three-Tourihs of the county’s_costs are being met from na-
tional funds.

’C’Ii;;e—-i's no indication that the large grants have encouraged
needless expansion of government activities. The comparatively
high per capita costs incurred by the county are to be accounted
for by the large highway mileage in proportion to population.
Expenditures per mile of highway are not excessive. The average
of all local rates in the county has dropped from 11.7 shillings
in 1929-30 to 10 shillings in 1933-34. The county’s own rate has
increased slightly, but it is materially less than the former county
and poor-law rates combined. It is apparent that thus far the
county’s gains have been applied to rate reductions rather than
to expansion of government costs.

The county which received the smallest proportion of its rate
and grant revenue from grants in 1932-33 is Middlesex, which
obtained only 22.4 percent of its revenue from this source. This
is partly because a large part of the county is covered by the
Metropolitan Police District, and in consequence the largest part
of the police grant is net credited to the county. After allowing for
this, however, the Middlesex grants are still relatively lower than
those of other counties.

Middlesex is primarily an urban area covered by the suburbs
of London, J€'includes large industrial districts, and the losses
from derating were heavyMh fact it ranked next to Huntingdon
in the proportion of the block grant received as compensation for
rate losses. Huntingdon received 43 percent of the block grant
on this base in the first grant period, and Middlesex received 40
percent. But, whereas Huntingdon had its population more than
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tripled under the weighted population formula, Middlesex did
not even have its population doubled. Only Surrey had its popu-
Jation weighted less, relatively, than Middlesex. The result of
this is that the capitation grant paid to the underlying local
authorities has exceeded the county’s share of the block grant,
and while the national government makes good the deficit there
is nothing left for county use. Surrey is the only other county in
which the county government receives no share in the block-grant
distribution. Middlesex also receives a comparatively small per-
centage of its education expenditures from grants. Surrey, alone,
receives less. This is the result of the deduction of the yield of a
seven-penny rate. Surrey had the highest per capita rateable
value of any county in 1932-33, and Middlesex stood third.

As the grant distributions in proportion to losses diminish,
Middlesex probably will not receive less in grants, in spite of
the heavy losses from derating and the relatively small weighting
of the population. This is because the losses from discontinued
grants are very small and the actual population large. This
county’s share of the grant distribution on the basis of the formula
is very substantial, not because of heavy weighting, but because
of the sheer size of the population itself.

The equalizing influence of the new system of distribution is
apparent in the figures for the two counties given in Table 25.
Huntingdon is not one of the depressed areas, and it has no
serious unemployment problem to deal with; but its tax base is
small in consequence of the complete derating of agricultural
property. Middlesex, on the contrary, is one of the wealthiest
counties, and in spite of heavy losses from derating, the rateable
values per capita are exceeded only in Surrey and East Sussex.
The 1929 reform materially increased the proportion of Hunting-
don’s revenues from grants and reduced the proportion of reve-
nues from grants in Middlesex. Both counties have increased
their rates in consequence of new obligations, but the increase in
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Middlesex is greater than the increase in Huntingdon, and the
difference between the rates of the two counties has been mate-
rially reduced. The test of equalization does not rest with the
county rates alone, however. To measure the full effect of the
change in the counties it is necessary to review also the changes in
municipal boroughs and urban and rural districts.

A complete study of the rates and grants in municipal bor-
oughs, urban districts, and rural districts has not been made, but
forty of each of these three types of local units have been selected
for detailed study. The units selected represent extreme rather
than typical cases. They include the local authorities with the
highest and the lowest rateable values per capita and the highest
and lowest rates in the pound. They also include those in which
rates changed most as a result of the new system and those losing
the most from rateable values.®

Municipal boroughs and urban districts are treated alike under
the new system, but their financial position is very different from
that of the larger cities organized as county boroughs. Where
the Local Government Act of 1929 cut the one remaining link *
which bound county borough finances to those of the surrounding
area through limiting the poor-law rate to the area of the county
borough, it tied the municipal borough and urban district finances
more closely than ever to those of the county. This was achieved
both by extending the area of charge for highways and public
assistance to the entire county and by taking conditions in the
county as a whole to measure need in apportioning the grant and
then reapportioning it within the county on a simple per capita
basis. The first provision has tended to militate against the urban

®The data for these 120 districts are not published and the figures were supplied
through the courtesy of officials in the Ministry of Health.

"There are frequent exceptions to this in the financial adjustments resulting
from redistricting, New county boroughs have frequently bought their freedom by
agreeing to pay fixed annual sums to adjacent districts, usually for highway support,

and usually for a limited period of time, These are fixed sums, however, which are
not changed by changing conditions in the surrounding districts.
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communities, and while these have been guaranteed against loss
for the time being, the fact that these guarantees are temporary,
whereas the county borough guarantees are permanent, has only
added another grievance in the opinion of a number of local au-
thorities. The apportionment of county borough grants on the
basis of weighted population, and the apportionment of munici-
pal borough and urban district grants on the basis of simple
population, gives poor county boroughs an advantage over poor
municipal boroughs.

One municipal borough treasurer has protested against re-
quiring municipal boroughs to contribute to rural highways
while county boroughs are exempted from this obligation, al-
though the latter are partly responsible for the wear and tear on
highways in neighboring districts.® He points out further that
those county boroughs which have lost because of the transfer of
public assistance have been reimbursed for such losses although
“they were simply asked to meet the cost of their own poor.” This
is, however, only one side of the picture. County boroughs do con-
tribute to some extent to highway costs in surrounding districts
through special financial adjustments; it cannot be taken for
granted that the surrounding communities have no responsibility
for the cities’ poor; and if the municipal boroughs lose from
spreading the highway costs they usually gain from spreading
the public-assistance costs, a responsibility which, according to
Mr. Dean’s argument, they might reasonably be asked to assume.
Urban areas have not fared as well as rural communities, but
this is not necessarily unjust, and, if rates are any test, municipal
boroughs and urban districts have fared better than county bor-
oughs under the new system. A comparison of rates in 1928-29
and 1932-33 shows that rates, including county levies, are lower
in the latter year in municipal boroughs and urban districts than
in county boroughs and that they dropped more during this four-
year period. Municipal boroughs and urban districts have an

® Dean, op. cit., p. 31.
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advantage over county boroughs in the wider area of charge for
the public-assistance rate, and it is the public-assistance burden
which has kept county borough rates above those of the other
urban communities. The differential in favor of the latter will, of
course, decline as their guarantees are withdrawn.

The apportionment of the grant to municipal boroughs and
urban and rural districts on a flat per capita basis, to which Mr.
Dean also objects,’ is not so readily justified. It has the advantage
of administrative simplicity, but the industrial community which
has lost heavily from derating and whose residents are largely
unemployed workers receives no more than the residential com-
munity of the same size with no losses from derating and no un-
employment problem. It is true that some equalization is achieved
by the per capita distribution; and the burden of public assist-
ance, which is in inverse proportion to ability, does not fall
directly on these local authorities. But it is not clear why the
equalizing process introduced by the weighted population for-
mula should stop with the county government. The real question
is, however, whether the degree of equalization achieved in this
way is adequate; and this can best be answered by considering
individual cases. The effect of the 1929 act in certain exception-
ally poor and exceptlonally wealthy boroughs and districts is
described below.

Jarrow, in Durbam, is a part of the industrial area of Tyne-
side, lying between Gateshead and South Shields. It is in the
midst of a densely populated urban area and borough boundaries
form extremely arbitrary demarcations. The borough is so com-
pletely built up that it has been necessary to obtain land outside
the borough boundaries for new housing schemes. Jarrow has
been suffering from as serious an unemployment problem as any
municipal borough in England. It is essentially a one-industry
town, and the shipbuilding yards on which it depends have been
closed for some years. It is inhabited almost entirely by workers,

*Ibid,, p. 33.
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and the percentage of the insured population that were unem-
ployed in June, 1934, was fifty-seven.'® A local official estimated
the unemployed in March, 1935, at 70 percent of the workers.
The population, which is somewhat more than 30,000, is
declining.

This borough’s losses from the 1929 derating were about 13
percent of its total valuation. These losses were not especially
heavy because the value of the shipyards, which have been in
financial difficulties for some years, had been written down to a
small figure before derating was introduced. In 1928-29 Jarrow
was obtaining nearly half (48 percent) of its rate and grant
expenditure from grants. The education grant accounted for 70
percent of all grant money, and the housing grant accounted for
more than half the remainder. There was also a substantial high-
way grant. In 1932-33 grant revenues were meeting more than
two-thirds (69 percent) of the total rate and grant expenditures.
Again, the larger part of this was the education grant. This grant
had increased substantially, owing to the changes in the distribu-
tion formula, although the total net expenditure for education had
remained practically the same. Housing and highway grants
had also grown. The latter were largely for purposes of work
relief. Most of the remaining grant money (14 percent of rate and
grant expenditure) was from the block grant. In 1933-34 the
situation was much the same. Since Jarrow is a “gaining area”
the block grant will increase in the future as deductions for such
areas diminish.** v

In spite of the large proportion of income from grants, rates
are high. They fell from 21.3 shillings per pound in 1928-29 to
19.7 shillings in 1932-33. In 1933-34 they were down to 17.8,
but they rose again in 1934-35 to 18.3 shillings. The high county
rate is partly responsible for this; but no other urban area in

¥ Cmd. 4728, op. cit., p. 117,
2 For comparative financial data for this and the other local governments de-
scribed below see Appendix, Table 46, p. 369.
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‘Durham had as high a rate as Jarrow in 1932-33, nor did any
municipal borough in England or Wales have as high a rate in
this year. The same is.true in 1933-34 and 1934-35 for the 128
municipal boroughs recorded in the Preston Rate Returns.*?

This is, however, only a part of the story. The cost of unem-
ployment is estimated at 355 thousand pounds for Jarrow in
1933-34.% If this had fallen entirely on borough rates these rates
would have been 64 shillings per pound for relief alone. Actually
a little less than one-fifth of this was met by local authorities, the
remainder coming from unemployment benefits and transitional
payments to which the local governments make no contribution.
Even that part falling on local authorities was spread over the
entire county, to the benefit of Jarrow. Had Jarrow had to meet
its own share of the public-assistance costs falling on the county,
the rate for this purpose would have been in excess of 12 shillings,
whereas the cost of public assistance falling on county rate and
grant money was equivalent to about 8 shillings in this year. On
the assumption that the county’s share of the block grant is ap-
portioned to all county functions in proportion to expenditures,
that part of the public-assistance cost actually falling on county
"rates would have amounted to about 4 shillings in the pound. If
this is a reasonable assumption, Jarrow contributed to the county
about one-third of what it cost the county for public assistance.**
On the same assumption, Jarrow’s contribution to the total cost of
unemployment in Jarrow amounted to about one-sixteenth of all
expenditures and about one-fifteenth of the cost falling on na-
tional and local treasuries.
~ Even this is not the whole story. The largest part of the rates is
levied on ordinary householders, and the majority of the house-

™ Rates Levied in Various Towns, 1934-35. 1 Cmd. 4728, op. cit., p. 119.

It is impossible to say what proportion of the county rate should be assigned to
public assistance. Rates for specific functions are figured on the basis of the cost
to be met from rates and block grants. The actual county levy falling on Jarrow
in this year was 8.4 shillings. This includes public assistance, police, highway,
health, higher éducation, and other county services.
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holders of Jarrow are on public relief. Being on the relief rolls
does not excuse occupiers from the rates. It is common Ppractice
for the landlord to pay the rates when rents are small, but if this
is done the rents must be high enough to cover the additional cost.
Consequently, directly or indirectly, a large part of the local
rates is met from relief payments. It would seem, then, that the
national government is contributing indirectly, through its tran-
sitional payments and unemployment benefits, a substantial part
of the local rates. All these factors considered, it is probable that
not even one-fifteenth of Jarrow’s unemployment costs are coming
from local resources. This is inevitable. There are no important
local resources in Jarrow. It is impossible to tax the unemployed
for their own support.

Jarrow is, of course, exceptional, but the difference is only one
of degree. Hartlepool, described below, is in much the same
position, and similar conditions can be found in South Wales and
Cumberland. Places of this kind should probably be treated, as in
fact they are being treated, as special cases.’

The national government’s obligation is clear. Jarrow’s fate
is the result of international forces, and Jarrow cannot be asked
to solve it. Shipbuilding, iron and steel, and the coal industries
are essential industries and are affected by national policies. The
falling off of foreign trade is largely responsible for their present
acute distress. In one way or another the communities suffering
from these depressed industries must be provided for from na-
tional resources. Just how provision should be made is not so
clear; and the right to independent government may well be chal-
lenged when two-thirds of the money expended by local authori-
ties comes directly from the national government. The new public-
assistance regulations afford appreciable further relief to such

* Investigations of these depressed areas have been made from time to time by the
government, and special “unemployment” and “distressed-area” grants have been
made to move the unemployed workers to areas where employment is available
and to bring new industries into the area, but to date these projects have been on
too limited a scale to solve the problem.



THE FISCAL POSITION OF LOCAL GOVERNMENTS 255

areas; but local authorities lose all control and continue to con-
tribute 60 percent of the former cost. In districts such as Jarrow,
where by far the largest part of the burden falls on the national
government in the end, it would seem more reasonable for the
national government to meet the entire cost of the functions it ad-
ministers and leave a larger share of the cost of locally adminis-
tered functions to local support. _

Hartlepool, also in Durham, is a borough in genuine need of
aid. With a population in excess of 20,000, it had a lower rateable
value per capita in 1932-33 than Jarrow. The borough is almost
wholly dependent on coal mining, and population is declining,
owing to industrial conditions. The percentage of insured workers
that were unemployed in June, 1934, was 45, and the unemploy-
ment was of long standing.’®

Hartlepool supports its own police and schools. This accounts
for the large proportion of its revenues received from grants in
1928-29. The school grant amounted to 70 percent of the grant
money in this year. Most of the rest was for police and housing.
Under the present system the proportion of education costs met
from grants has increased although the cost of schools has de-
creased. Also, the police and housing grants have grown, and
there is a small highway grant. These account for two-thirds of
the grant revenues in 1932-33. The remaining third is largely
from the block-grant distribution.

The percentage of all rate and grant expenditure from grants
increased from 44 to 81 between 1928-29 and 1932-33. Rates
have been reduced from 20 shillings in 1928-29 to 16 shillings in
1932-33. But 16 shillings is still a high rate. Only one municipal
borough in twenty had rates as high as this in 1932-33. This rate
had been reduced in 1934-35 to 14.7 shillings. Even this is high.
Nearly one-third of that part of the expenditures of local govern-
ment (including Hartlepool’s share of county government) fall-
ing on rates and block grants was for public assistance in

* Cmd. 4728, op. cit., p. 116.
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1934-35. This was exceptional. The average public-assistance
cost in municipal boroughs, measured in relation to rateable
values, was less than one-third as much as that in Hartlepool.

Hartlepool has benefited materially from the new system. The
block grant nearly equaled the rates in 1934-35,'" and rates are
appreciably lower than in Jarrow. Nevertheless, the borough is
still in a very difficult financial position.

Whitehaven, ‘Cumberland, is another borough situated in a
depressed area. Its population of a little more than 20,000 is esti-
mated to have increased slightly between 1928 and 1932 in spite
of increasing unemployment which reached its peak in 1932.
This, too, is a one-industry town, depending almost entirely
on coal mining. The employment situation has improved since
1932, but 32 percent of the insured workers were still unem-
ployed in April, 1934,'® and there is no assurance that the im-
provement, such as it is; is permanent. Some of the mines
are under the sea and the expense of operation is becoming
prohibitive.

Whitehaven was the only one of the forty municipal boroughs
studied which obtained more than half its rate and grant income
from grants before the 1929 reform. The proportion has been
increased somewhat by the change—irom 55 to 66 percent.
Whitehaven’s high percentage of grants in 1928-29 is largely to
be explained by the heavy housing expenditure. The largest
grants, however, were for education. In 1932-33 grants and rates
had both increased, but grants had increased more than rates.
Part of this increase was the result of increased education and
housing grants, but the major part of the increase came from the
block grant, which supplied 11 percent of Whitehaven’s rate and
grant revenue in 1932-33. Since, like most districts where welfare
expenditures were heavy before derating, Whitehaven has had a
large share of its per capita grant deducted as a “gaining area,”

¥ This includes Hartlepool’s share of county rates and grants, apportioned ac-
cording to rateable values. Rates Levied in Various Towns, 1934-35.
*® Cmd. 4728, op. cit., p. 10.
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its block grant will increase rapidly in the next few years as this
deduction diminishes.

The rates levied in Whitehaven were reduced from the com-
paratively high level of 17.3 shillings in 1928-29 to 12.7 shillings
in 1932-33. This is a moderate rate. The decrease came from a
reduction in the combined county and poor-union rates. The
borough rate increased. In 1934-35 the rate levied in Whitehaven
was only 11.2 shillings. This was a little below the average for
the 128 municipal boroughs recorded in the Preston Rate Returns
for that year.

Whitehaven is in a more favorable position than Jarrow and
Hartlepool. Per capita rateable values are higher than in either;
per capita borough expenditures are lower than in Jarrow and
about the same as in Hartlepool; and county rates are lower than
in either. If the rate in the pound levied is an adequate test of
burdens, the national government’s contributions under the pres-
ent system are sufficient to meet Whitehaven’s needs. This has
been achieved, however, only by contributing in grants from
national funds nearly two-thirds of the borough’s rate and grant
expenditures, by transferring the welfare burden to the larger
area of the county and then contributing to the county some
three-quarters of the county’s rate and grant expenditures, and
finally by placing the whole public burden of unemployment in-
surance benefits and transitional payments on the national gov-
ernment. Local resources are totally inadequate to cope with the
situation.

Port Talbot, in Glamorgan, is another coal-mining town situ-
ated in a depressed area. Mining is supplemented, however, by
iron and steel and tinplate mills. The percentage of insured men
unemployed in June, 1934, was thirty-four.* The population of a
little more than 40,000 is declining.

Port Talbot had the highest rate in the pound of any municipal
borough in 1928-29, and while this rate has been reduced under

* Cmd. 4728,Vop. cit., p. 146.
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the new system, it was still the highest municipal borough rate
in 1932-33 except that for Jarrow. This remained true in
1934-35, according to the Preston Rate Returns, in spite of fur-
ther reductions.

Per capita rateable values were a little higher than those in
Jarrow and a little lower than those in Whitehaven in 1928, and
again in 1932 and 1933. The losses from derating were much the
same, relatively, as in these other two boroughs. Per capita ex-
penditures in 1932-33 were a little smaller than in Whitehaven,
and the proportion of expenditure from grants was likewise less.
Rates, however, were much higher in Port Talbot, largely because
of the higher county rate. With lower per capita costs than Jar-
row, and higher per capita values, it has been possible to keep
the rate in Port Talbot a little below that in Jarrow, but it is still
excessive. Both Port Talbot and the county in which it lies are
receiving more than three-fifths of their net income from the na-
tional government, but this is not enough. Again, this is a case
for special treatment. ‘

Godmanchester would seem to have been amply compensated
grants in 1932-33 to more than cover its rate and grant expendi-
tures. It is a small town of about two thousand inhabitants in an
agricultural area. The population is declining. Rateable values
per capita were low in 1928-29, as is to be expected in such a
small town, and they have been greatly reduced by derating. The
town lost about one-third of its rateable values in consequence
of the derating. Net expenditures per capita are also low, how-
ever, having been about 19 shillings per capita in 1932-33. This
is less than one-third of the expenditures per capita in any of the
boroughs discussed above. The town does not support police or
education, and highway costs are small. More than half the
grants received in 1932-33 were for housing, an activity which
yielded the town a net profit in this year. Most of the remaining
grant is the borough’s share of the block grant.

Godmanchester would seem to have been amply compensated
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for its heavy losses from derating. The rate in the pound levied
in the borough for all local governmental units, including the
county, dropped from 12.8 shillings in 1928-29 to 9.3 shillings
in 1932-33. This was well below the average rate for municipal
boroughs in this year, and the borough rate itself was very small.
- The town will not lose its favorable position when compensation
for losses is withdrawn. A capitation grant of 12 shillings, the
rate now paid to municipal boroughs and urban districts without
adjustment for gains or losses,” would have been sufficient to
cover all the costs of this borough falling on rates and the block
grant in 1932-33.

Okehampton, in Devon, is another borough whose grants were
sufficient to cover all rate and grant expenditure in 1932-33. Tt
is a town of between three and four thousand inhabitants, The
population is increasing slightly. Rateable values are also in-
creasing. The town suffered little from derating, and per capita
valuations rose 56 percent between 1928-29 and 1932-33. Valua-
tions per capita are not high, since the town is small, but for the
same reason per capita expenditures are low. The town does not
support police or education. Okehampton would seem to be in an
even stronger financial position than Godmanchester, with higher
per capita valuations and lower per capita expenditures, and
Godmanchester’s position is incomparably better than that of the
boroughs in depressed areas.

About two-fifths of Okehampton’s grant revenues are for hous-
ing. Most of the rest of the grant money comes from the per capita
distribution of the block grant. This town was getting almost no
grants in 1928-29. Today, with much the same functions to per-
form, and higher rateable values, it is getting enough income
from grants to meet all of its rate and grant expenditure. Rates
in the pound have dropped from 11.3 shillings in 1928-29 to 7.2
shillings in 1932-33, and most of this is for county purposes.
Only one other municipal borough in England and Wales had a

® The provisional capitation grant for the second grant period is 12s. 1d.
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lower rate in 1932-33. This seems to be an instance in which the
block grant fails to measure need and overgenerous aid is granted
to a community with small requirements.

(Jt is a well-known fact that local governmental costs per capita
tend to increase with the size of the community, but the capitation
grant treats all communities alike.Jhe experience of Okehamp-
ton and Godmanchester suggests that the amount of expenditure
falling on rates and the block grant in small towns will ordinarily
be covered in largest part by the capitation grant. In the case of
Godmanchester the heavy losses from derating may justify a
large grant, but this is chance compensation. In the case of Oke-
hampton, where no such losses were experienced, it has made
possible a very substantial reduction in already moderate rates.

The situation in one other small municipal borough is deserv-
ing of comment. Montgomery, in Montgomery County, is the
smallest metropolitan borough in England and Wales with less
than one thousand inhabitants. It is located in an agricultural
region and seems to have lost relatively more from the derating
than any other borough, the rateable values per capita in 1932
having been less than two-thirds their 1928 level. Population de-
creased 8 percent between 1928 and 1932. The borough is not
responsible for police or education, and it has no housing pro-
gram. Nevertheless, per capita expenditures are larger than in
Godmanchester and Okehampton. Grants for specific purposes
are practically nonexistent. Montgomery’s capitation grant, even
without the temporary compensation for losses, would be suffi-
cient to cover losses from derating at the old scale of rates. The
rate levied in the borough has increased from 12.5 shillings in
1928-29 to 16.3 shillings in 1932-33. This is high, but the county
rate is responsible for the major part of it.

Analysis of county finances in Montgomery shows that the
public-assistance rate is high, but not exceptional. The heaviest
county expenditure is for highways. This accounts for nearly
half the whole cost. Montgomery is a sparsely populated county
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with a relatively large highway mileage. The block-grant formula
makes allowance for this factor in costs in its weighting for sparse
population. No other county received as much weight, relatively,
for this factor. Nevertheless the weight given is inadequate if the
heavy road expenditures and the high rates can be taken to meas-
ure need and ability.

Thus the borough of Montgomery is suffering under the double
load of high county and (for its size) high borough expenditures.
Had it not chanced to be organized as a borough instead of a
rural district—and the population density is no greater than in
the average rural district—its position would have been much
worse. Its capitation grant as a rural district would be one-fifth
as much as its grant on a borough basis, and while it would be
relieved of the support of minor roads, the borough expenditure
for these in 1932-33 was only a fraction as much as it would
have lost from the grant had it been a rural district.

Montgomery’s difficult financial position cannot be attributed
to any specific shortcoming of the existing system. One may criti-
cize the capitation grant on the ground that it does not take the
size of the community into account, but if allowance were made
for size Montgomery would get less, not more. One may also
point out that there is no justification for borough government
in this case, but if Montgomery were not a borough it would in
the long run lose more from the reduced grant than it would gain*
from shifting the entire highway burden to the county, although
temporarily compensation for losses might hold its grant at the
present level. This is one of those exceptional cases which cannot
- be fitted with a formula.

Richmond, Surrey, a residential suburb of London, is one of
the wealthiest municipal boroughs in England. Losses from de-
rating were very small, and increases in rateable valu(? per capita
have been large since 1928, owing to growing population and
the general prosperity of the region. In spite of its wealth Rich-
mond has gained from the 1929 changes. The percentage of rate
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and grant income derived from grants increased from 16 percent
in 1928-29 to 28 percent in 1932-33. This increase, together
with increased rateable values, made it possible to reduce rates
from 11 shillings in 1928-29 to 8.6 shillings in 1932-33. Rates
have remained constant at 8.6 shillings for several years.

Richmond has lost from the withdrawal of the 50 percent mini-
mum guarantee for the education grant. Whereas in 1928-29 the
borough received 50 percent of its elementary education income
from grants, in 1932-33 it received only 25 percent from this
source. But Richmond’s share in the block grant is substantial,
offsetting losses from other grants and constituting more than
half its grant income. Part of this is temporary, since Richmond
is a “losing area,” but the major part of it is Richmond’s normal
capitation share. This block grant amounted to 19 percent of the
borough’s rate and grant expenditure in 1932-33.

The proportion of rate and grant expenditure coming from
grants was smaller in Richmond in 1932-33 than in any other
borough in England and Wales. Even this relatively small per-
centage was more than Richmond needed. Very few boroughs
have lower rates. Wealthy boroughs such as this do not stand in
need of aid, and the appropriateness of even a small grant for
the “relief of rates” in such cases may well be questioned.

Wimbledon, the municipal borough which with the exception

-of Richmond received the smallest proportion of its rate and
grant expenditure from grants in 1932-33, differs from Rich-
mond only in degree and need not be discussed here. It clearly
does not need a capitation grant in relief of rates.

Hove and Bexhill, in East Sussex, present a more extreme sit-
uation than Richmond and Wimbledon. These seaside resorts
were the wealthiest municipal boroughs in England in 1932-33,
in terms of per capita rateable values, and they obtained some-
what more of their income from grants than did the Surrey bor-
oughs described above. In 1928-29 Bexhill received most of its
comparatively small grant income for education and the remain-
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der for housing. Hove, with its own police force, received a police
grant, and also a small highway grant, in addition to education
and housing grants. In 1932-33 the education grants had shrunk
to a fraction of their earlier size in both boroughs, owing to the
withdrawal of the 50 percent minimum. This was to be expected
in view of the high rateable values in these boroughs. There were
no other important changes in grants for specific purposes. The
block grant was substantial in both places, accounting for more
than three-fourths of Hove’s grant money in 1932-33 and more
than four-fifths of Bexhill’s. Grants as a whole are not large, but
they have increased substantially, those in Hove having doubled
and those in Bexhill having tripled between 1928-29 and
" 1932-33. Hove has a growing population and therefore growing
needs, but Bexhill’s population is estimated to have declined
slightly between 1928 and 1932, and it is Bexhill’s grants that
have tripled.

Hove was able to reduce its rates materially in consequence
of the larger grants. Only five boroughs in England and Wales
had lower rates in 1932-33. Bexhill’s borough rate decreased,
but not enough to offset the growing county rate, so that the total
levy in the borough increased somewhat. Neither Hove nor Bex-
hill would seem to need the new capitation grants which are meet-
ing approximately 40 percent of their rate and grant expendi-
tures. It is even clearer here than in the cases of Richmond and
Wimbledon that the new system is bringing certain wealthy areas
unnecessary aid.

Urban districts present much the same problems as do munici-
pal boroughs. The poorest urban district in England and Wales
in 1932 in terms of rateable value per capita was Mallwyd, in
Merioneth, Its financial position parallels that of Montgomery,
described above, in many respects. It is situated in a poor agri-
cultural area, and with a population of less than seven hundred
scattered over an area of more than 14,000 acres it is clearly
urban only in name. Such a small district is not, of course,
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responsible for education, and it has not engaged in any housing
program. Consequently grants for specific purposes are small,
although it did receive a highway grant in 1928-29. It meets
about the same proportion of its expenditures from grants as
does Montgomery (48 as compared with 51 percent), and ex-
penditures have grown rapidly since the introduction of the new
system. In fact, per capita expenditures were four times as high
in 1932-33 as they had been in 1928-29. In spite of this, rates as
a whole were reduced to a moderate level. The increased expendi-
ture went largely to capital outlay.® This district was deurban-
ized and incorporated in an adjacent rural district in 1934, with
a resulting decrease in its per capita grant to one-fifth of its
former amount. The loss is equivalent to the yield of a 6 or 7
shilling rate in the former district and far exceeds the saving in
highway expenditures. The county, which was instrumental in the
change, has profited correspondingly. The change seems to be
amply justified, however. The character of the region does not
seem to warrant urban organization, nor has the essential cost
of government required the more generous urban capitation
grant.

The urban districts of Abertillery and Bedwellty, in Monmouth,
had the highest rates of any urban districts in England and Wales
in 1932-33. These districts are in the coal-mining region and
have suffered from protracted unemployment. The percentage of
insured workers unemployed in June, 1934, in Abertillery was
fifty-five.”® This is comparable to the situation in Jarrow.

Rates have not decreased in these districts in consequence of
the 1929 reform, yet grants have materially increased. The ordi-
nary grants for specific functions in both districts have remained
almost unchanged, but per capita distributions from the block
grant in 1932-33 contributed nearly one-quarter of the grant
income of Abertillery where the education grant contributed most

% Letter from former District Clerk. # Cmd. 4728, op. cit., p. 145.
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of the remainder and contributed 60 percent of the grant income
of Bedwellty, where education is not a district function.

Both county and district expenditures have increased in these
two districts. Public-assistance rates are high, owing to extensive
and protracted unemployment, and also, perhaps, to a relatively
high scale of public-assistance payments which the workers, ac-
customed to high wages, have demanded. County and districts
alike are burdened, further, with heavy interest charges on loans
for housing and public-works projects. Here, again, unemploy-
ment is the fundamental cause. ’

Comparing Abertillery with Jarrow it is apparent that the
higher rates and the relatively small proportion of grants are
primarily the result of higher per capita costs, although slightly
smaller grants and somewhat lower rateable values per capita in
Abertillery have contributed to this end. If, however, expendi-
tures could be reduced to the scale found in Jarrow, the financial
position of this district would still be intolerable. Abertillery and
Bedwellty are not classified as “derelict” communities. That term
is reserved for districts where the unemployed form an even
larger proportion of the workers and where the prospect of re-
covery is even less bright.?® Nevertheless, they can hardly expect
to regain their former prosperity.

No simple financial reform can meet situations like these. The
financial policy of such communities may not be above criticism,
but the fundamental fact is that they have become parasitic com:
munities through no fault of their own, and nothing short of a
redistribution of population or industries will change the situa-
tion. Until the situation is changed special national aids must be
provided. The block grant was not designed to meet such extreme
cases; nor should it be used for such areas. If adequate income
for extreme cases were to be provided by the automatic working
of a formula, submarginal communities such as these might be

* Cmd. 4728, op. cit., p. 130.
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perpetuated indefinitely, depleting national resources without
any enduring benefit to themselves.

Gellygaer, in Glamorgan, is in much the same position as the
two Monmouth districts described above. It is another coal-min-
ing district with extensive and protracted unemployment. It had
the highest rate of any urban district before the 1929 reform
(34.9 shillings in 1928-29), and while the rate has been ma-
terially reduced it was still extremely high (23.8 shillings) in
1932-33.

Gellygaer’s expenditures per capita are not excessive, but it
is saddled with heavy loan charges for water and sewer systems
built when costs were high and for other public works undertaken
primarily for the relief of unemployment. County rates are high,
owing to public-assistance costs, and with low rateable values
the total rate is extremely high. This is again a case where finan-
cial problems cannot be solved by revision of the financial sys-
tem. The whole economic structure is due for reform.

Wantage, in Berks, is an urban district receiving more income
from grants than it needs for its entire rate and grant expendi-
ture. Expenditures are moderate. More than half its grant revenue
came from housing grants in 1932-33, but the per capita distri-
bution from the block grant was large. The only rate levied was,
in consequence, for county purposes, and the county rate was
low. Wantage seems to have profited unduly from the capitation
grant. ,

Newburn in the depressed area of Tyneside, Northumberland,
is another urban district receiving overgenerous grants. As in
the case of Wantage, most of the grant revenue is for housing,
but the capitation grant is nearly 30 percent of all grant money.
All grants combined were sufficient to cover 92 percent of the dis-
trict’s rate and grant expenditures in 1932-33, in spite of the
fact that per capita expenditures were nearly double those in
Wantage in that year. The largest part of expenditures is for
housing, and the housing program is operated at a profit. A small
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district rate is levied, but county and district rates combined are
below the average.

Tilbury, in Essex, has not been so fortunate. Per capita ex-
penditures in this district were very high in 1928-29, and they
have risen still higher. In fact they were nearly three times as
high as Newburn’s in 1932-33 and nearly five times as high as
Wantage’s. Rateable values have declined, as in the case of
Newburn, although they are somewhat higher per capita than
Newburn’s. Where rates in the other two districts were moderate
in 1932-33 and below their earlier level, rates in Tilbury, which
were high before the 1929 reform, have increased. County rates
are responsible only to a minor extent for this high level. Unlike
Wantage and Newburn, where county rates account for all or
most of the levy, in Tilbury county rates are only about half the
total. Public works which the district can scarcely afford seem to
be largely responsible for Tilbury’s high rates. This, too, is a
case for special treatment. No formula can meet the needs of a
district whose rates are excessive after the national government
has met two-thirds of its net expenditures.

Frinton-on-Sea, in the same county as Tilbury, offers a marked
contrast. This district had the highest rateable values per capita
of any urban district in 1932-33.** It is a small residential district
with about two thousand inhabitants. Rates were moderate in
1932-33 and had been reduced from the 1928-29 level. Rateable
values had increased. Expenditures per capita were high, partly
on account of substantial highway expenditures. Housing is of
minor importance.

Grants as a whole are not abnormally high and meet a smaller
percentage of rate and grant expenditure in Frinton than in Til-
bury, because of the very small housing expenditures in the
former district. But grants have increased much more, in conse-
quence of the new system, in Frinton than in Tilbury, and Frinton

*The area of Frinton has been radically altered by a redistricting order, effective
1934.
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is meeting half (49 percent) its rate and grant expenditure from
grants. Frinton’s share in the block grant is more than four times
as great per capita as Tilbury’s share; yet rateable values in Til-
bury are less than one-quarter of those in Frinton. This is the
result of temporary provisions. Frinton is a losing area, and
Tilbury a gaining area. Consequently, substantial reductions are
made from Tilbury’s per capita distribution and substantial addi-
tions are made to Frinton’s. Some equalization between these two
districts has been achieved, and greater equalization will be at-
tained as the temporary provisions of the act are withdrawn. It
may well be questioned, however, whether so gradual a transition
was needed and whether in the end Frinton’s per capita share
should equal Tilbury’s.

The four Surrey districts of Esher and the Dittons, Coulsdon
and Purley, Weybridge, and Sutton and Cheam.illustrate the
effect of the new system in comparatively wealthy residential
districts. These districts are essentially London suburbs. They
were getting relatively little income from grants in 1928-29, and
most of what they did receive was for housing. In 1932-33, how-
ever, the major part of their grant income was from the capitation
grant, and the proportion of their total income from grants had
increased. Grants contributed relatively less, however, to the
net expenditures of these districts than to those of the average
urban district. In fact, Sutton received a smaller percentage from
this source than did any other district in 1932-33.

Population has been increasing rapidly in all these districts,
and rateable values per capita have increased, in spite of derat-
ing, in all but Sutton. This (together with the larger grants) has
made it possible to reduce rates to a very low figure. Weybridge’s
rate was the lowest of any urban district in 1932-33. Sutton, with
a small decrease in rateable values and a very large increase in
per capita expenditures, has suffered a slight increase in rates,
but rates are still low. These are losing districts, and in conse-
quence their share in the block grants will decline in the next few
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years, but the final adjustment should still leave them with ample
resources. Again, as in the case of Frinton, it may be questioned
whether the slow transition was necessary.

Roxby-cum-Risby, in Lincoln, a rural community in spite of
its urban organization, lost more than half its rateable value in
consequence of derating. But the compensating grants have been
so generous in this case that the district levied the lowest rate of
any urban district in 1931-32—just enough to meet county re-
quirements—and levied no rate whatever in 1932-33, meeting
the county levy out of its own balance. The district’s share in the
block grant exceeded district rate and grant expenditure by 62
percent in this year. In 1933-34 a levy of 5 shillings was imposed,
but this was less than the county rate. This is a comparatively
poor district, in terms of rateable values per capita, with low per
capita expenditures. Compensation for losses in rateable values
was needed, but the compensation received would seem to have
overreached the mark, This is, of course, a temporary situation.
The actual capitation grant is only about one-third as much as
the present exchequer grant, and as the supplementary grant is
withdrawn local ratepayers will again be called on, in all prob-
ability, for reasonable contributions.

Billingham, Durham, is another urban district which has lost
heavily from the derating and has been amply compensated. The
presence of a large new chemical plant is primarily responsible
for the heavy derating losses, but the per capita values remaining
are still large. Billingham has escaped the serious unemploy-
ment that has impoverished most of the county of Durham, but
with poor relief transferred to the county it no longer escapes
contributing to the support of the unemployed. Billingham’s con-
tribution to public assistance in other parts of the county nearly
counterbalances its gains from the block-grant distribution, and
with increased expenditures in the district itself rates are higher
than before the change. Nearly four-fifths of this district’s share
in the exchequer grant in 1932-33 came from the supplementary
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grant. When this is withdrawn and the district receives only the
capitation grant, its position will be far less favorable.

Another distiict which should be noted is Rishworth, in York,
West Riding, a small and essentially rural area. Rishworth re-
ceived no grants whatever in 1928-29. In 1932-33 four-fifths
of its rate and grant expenditure came from the exchequer grant.
Yet the rates levied had increased owing to increases in the county
levy. The district rate was very small. In this case the gains to the
district from the exchequer grant have been offset by the losses
resulting from spreading the relief and highway costs over the
entire county. .

CThe most striking change in the finances of rural districts is
the decline in expenditures resulting from the transfer of highway
costs to the county. Highway expenditures accounted for more
than half the rural government costs under the old system.)With
this exception expenditures of rural districts as a whole are
approximately the same as before the 1929 act. Expenditures for
individual functions show no marked increases or decreases, and
the total expenditures, barring highway expenditures, increased
only 5 percent between 1929-30 and 1932-33. Individual dis-
tricts, however, have deviated materially from their former finan-
cial status, although none has been found in which expenditures
increased.

In Llanwrthwl, Brecknock, per capita expenditures had de-
creased in 1932-33 to less than one-third of their 1928-29 level.
This is a sparsely populated district with about one person to 60
acres, and consequently rateable values per capita were higher
in 1932-33 than in any other rural district in England and Wales.
There is no occasion in such a district for a municipal housing
program or for the trading services which are often required in
more thickly settled rural areas. As a result per capita expendi-
tures were exceptionally low in 1928-29. Sixty percent of these
expenditures were incurred for highways. With the transfer of
highways, the principal district expenditure disappeared. Be-
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tween 1928-29 and 1932-33 rate and grant expenditures declined
from 302 pounds to 95 pounds. In the same period grants in-
creased ‘from 56 pounds to 1,338 pounds. The latter sum was
sufficient to meet the rate and grant expenditures of that year
fourteen times over. Under these conditions it is not surprising
to find that the rate levied in the district in recent years has regu-
larly been lower than the county levy. The district is paying
county levies partly out of grant revenues. This would seem to be
another case in which compensation for losses had overreached
the mark. This district has recently been abolished, however, by a
redistricting order.

Another interesting case is Hastings, in East Sussex. This dis-
trict had comparatively high road expenditures in 1928-29. With
their disappearance, housing, the cost of which is largely covered
by grants, was the most important expenditure. The per capita
share of the block grant was not large, but in 1932-33 grants, sup-
plemented by surplus revenues in the district treasury, were suffi-
cient to more than cover the district’s expenditures. In fact such
expenditures would have been covered without the block-grant
distribution. The rate actually levied was less than'the amount re-
quired by the county. In consequence, this comparatively wealthy
district had the lowest rate of any rural district in England in this
year. The gain came from the transfer of highway costs, however,
rather than from the block-grant distribution. The latter was
quite small. _

In 1928-29 Sibsey, Lincoln, had even higher per capita net
expenditures than Hastings and has reduced them nearly as
much. The transfer of highway expenditures to the county is the
principal reason for the decrease, but there have been other re-
ductions in expenditures. Most of Sibsey’s grants are for housing.
Ignoring both housing and highway expenditures the district met
less than one-fourth of its rate and grant expenditure from grants
in 1932-33, whereas in 1928-29 it had met three-fourths of such
expenditures from this source. Rateable values have been more
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than cut in half by derating, and in terms of per capita valuations
the district is one of the ‘poorest in England. Yet Sibsey’s very
modest per capita share in the block grant seems to be ample
compensation. The rate in the pound has been more than cut in
half. In fact it has regularly been lower than the county rate alone
in recent years. Balances from preceding years have made this
possible. But with the highway burden removed, this district’s
rates would be low even at the old level of expenditures.

A quite different situation is represented by Llantrisant, in
Glamorgan. This district had the highest rates of any rural dis-
trict in both 1928-29 and 1932-33. The rates were higher in the
latter year than in the former. The high county rate in Glamor-
gan accounts for a little more than one-half this rate, but the dis-
trict rate is likewise excessive. Yet district expenditures have
dropped in Llantrisant, and the proportion of costs met from
grants has increased from 35 to 53 percent. Llantrisant is in a
distressed area with serious unemployment. Housing is a heavy
expenditure, but this is met largely from grants for the purpose.
The district is, however, seriously burdened with the debt charges
on water and sewer systems built after the war, when costs were
at their peak, and designed for a population five times as large
as that residing in the district. In this instance a public works pro-
gram, undertaken partly as a relief measure, acted as a boomer-
ang. Unemployment of such long standing cannot be aided by
mortgaging the future. There has been a steady migration from
this area to regions where conditions are more favorable; and
the debt burden is falling with increasing severity on the dimin-
ishing and impoverished population remaining.

Auckland, in Durham, also has high rates, although not so high
as Llantrisant’s and somewhat lower than under the earlier sys-
tem. Rateable values have declined in Auckland, but so, also,
have per capita expenditures, with the transfer of highways to
the county. This district is receiving a smaller percentage of its
rate and grant expenditures from grants than is any other rural



THE FISCAL POSITION OF LOCAL GOVERNMENTS 273

district, largely because of the relatively small housing grant,
although the block-grant share is also simall. As a gaining district
Auckland has had its capitation grant materially reduced. The
high rates in Auckland are caused largely by the high county rate
in Durham, but the district rate has contributed its share. Even
with the lapse of the supplementary grant deductions the district
rate will be high if other.factors remain unchanged. The funda-
mental difficulty in such districts as Llantrisant and Auckland is
the low rateable value per capita. With inadequate local resources
rural district authorities cannot meet even the small obligations
left to them without either extreme dependence on the central
government or exorbitant levies.

Sunderland, in Durham, has a lower rate than Auckland, al-
though it is situated in a depressed area and per capita district
expenditures are more than double those in Auckland. Rateable
values in Sunderland are a little higher than in Auckland, but the
fact that Sunderland is meeting 59 percent of its rate and grant
expenditure from grants, whereas Auckland meets only 30 per-
cent from this source, is the principal factor benefiting Sunder-
land. These higher grants are partly for housing. Not only are
Sunderland’s housing expenditures larger than Auckland’s, but
they are more than covered by grants, whereas Auckland is con-
tributing more than one-third of the cost from rates. Sunderland
is also favored, however, by the block-grant distribution, which
is larger per capita than Auckland’s. Sunderland’s deductions, as
a gaining district, have been much smaller than Auckland’s. Sun-
derland’s rates are high, but the district is responsible for only a
very small part of them.

Stockton, another district in Durham, is in a very different
position from either of the two preceding districts. The district
was wealthy in 1928-29 in terms of rateable values. The derating
cut these values in half, but it is still well-to-do in comparison with
other districts, especially in Durham, and the actual rates levied
in Stockton are below the average in spite of the high county rate.
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The district had moderate rates in 1928-29, and more than three-
fourths of its expenditures were for highways. With the disap-
pearance of highway costs the remaining expenditures are more
than covered by exchequer grants. In fact these grants were nearly
three times as much as the rate and grant expenditures in 1932-
33. Consequently this is another district meeting part of the
county rate levy from its share in the exchequer grant.

Codnor Park and Shipley, in Derby, is another district in
which grants more than cover the rate and grant expenditure.
Like Stockton it lost heavily from derating, and the compensa-
tion, for the time being, at least, is more than ample. It is using
excess grant income to meet part of the county levy, and the re-
sulting rates are lower than any of the other districts under con-
sideration, excepting Hastings.

Two districts in Cardigan—Tregaron and Cardigan—offer in-
teresting illustrations of the working of the new system in very
poor districts. Tregaron has the lowest rateable value per capita
of any rural district in England and Wales. Both districts lost
from derating, but their losses were not exceptional. Both have
very low per capita expenditures. Rates are high, but not exces-
sive, and they have been substantially reduced below their former
level. In both districts contributions from the rates for highways
alone in 1928-29 exceeded contributions from rates for all pur-
poses in 1932-33. In both cases the grants, largely from the block-
grant distribution, seem to be adequate. Very little of the com-
paratively high rates levied is for district purposes.

This review of individual cases taken by itself would give a
distorted picture of the effects of the Local Government Act of
1929. Extreme cases have been sought and found, but they do
not represent any considerable number of communities. The mis-
fits are surprisingly few. A system which meets half the local
government costs from central funds might be expected to en-
courage irresponsible 16cal expenditures. Only in a handful of
instances, however, is there any indication that this has occurred,
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and even in these cases the evidence is not conclusive. The cen-
tral control which accompanies the grants together with the high
type of local officials appointed have prevented this abuse. Even
in well-to-do districts the increased grant money has been used
to a large extent for the relief of ratepayers.

(The equalizing measures in the 1929 reform have served their
purpose well. Poor districts have invariably profited by the sys-
tem and profited more than their wealthier neighbors. The for-
mula attempts to measure both need and ability, and it has been
surprisingly successful in view of the fact that it is frankly empir-
ical.Yn a number of instances in which the formula has failed,
the remedy of redistricting has been successfully applied. There
are still many poor areas whose needs are not adequately met by
the change, but no simple fiscal measure could hope to deal with
the extremes of wealth and poverty to be found in England today.
Nothing short of revision of the entire industrial structure can
cope with this situation.

( The flat per capita grant to the subdivisions of the county seems
to be a provision of more doubtful value. The number of a com-
munity’s inhabitants may bear a fairly close relation to the costs
of local government as long as local governments are not respon-
sible for welfare burdens, but it bears little relation to local re-
sources, particularly in view of the eccentricities of derating.JThe
temporary guarantees against loss to some extent obscure the
effects of this capitation grant, but it is clear from the individual
instances cited above that it is erratic in its working. The fact
that grants as a whole have been materially increased has, how-
ever, prevented genuine hardship. -

The selection of a single year as a basis for measuring losses
has resulted in chance variations in estimated losses which bear
little relation to actual losses. In the rural district of Hemsworth,
in York, West Riding, for example, no compensation is received
for an important coal mine which was constructed, but not in
operation, in 1928-29. Moreover, some of the parishes in this
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district, because of financial pressure, failed to levy rates in
1928-29 to meet heavy loan charges for a sewage system, al-
though the obligation had already been incurred and the charges
must ultimately be met from such rates.”® Had such rates been
levied in 1928-29 these parishes would have been duly compen-
sated. The fact that this district’s finances have improved under
the new system, in spite of these uncompensated losses, suggests
that no widespread hardship has resulted from the chance work-
ing of the system, but rather that the compensation as a whole
has been overgenerous.

The guarantees against loss may have been inevitable as polit-
ical measures, but it would be hard to justify them on any other
ground. It is particularly difficult to understand why the county
and county borough guarantees should be permanent, while those
for the subdivisions of the county are temporary. The county
borough which suffers from derating will be compensated by the
low rateable value factor in the distribution formula; and,
whether suffering from derating or not, grants on the basis of
the formula will vary with need.Tie municipal borough, on the
contrary, has no such assurance that grants will vary with need.
Some communities, poor to start with, have had rateable values
cut in half by the derating. These may find their financial posi-
tion more difficult than before the change when direct compen-
sation for losses ceases, in spite of certain mitigating factors.

\l& the derating itself, however, which is the most question-
able fea e losses from this have tended
to be heaviest in the poorest districts. Employees are more likely
to live in the vicinity of a mine or factory than is the employer;
and wealthy residential communities have suffered little or not
at all from this change. The inequalities thus created have been
offset in counties and county boroughs by the equalizing provi-
sions of the act; but without derating even greater equalization
would have been achieved. More serious than this is the reduction

* Interview with District Accountant.
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in the already narrow local tax base. Other local sources of in-
come are not easy to find, and some communities have been left
with such restricted resources that no important degree of local
independence can be maintained.

\Jh@ primary aim of the 1929 act was relief to ratepayers, and
the final test of its success lies with the reduction of rates. Rates
decreased from 167 million pounds in 1928-29 to 145 million
pounds in 1932-33.\Fo this extent ratepayers have gained. But
the gain goes to the owner of derated real estate rather than to
the ordinar er. Accepting the estimate of 22.3 million
pounds for losses from derating, the amount of the rates falling
on property subject to rates was 144.7 million pounds in 1928-29
compared with 145.4 million pounds in 1932-33.\The valuations,
of course, increased so that the average rate in the pound fell from
12.4 shillings to 10.8 shillings in those four yearstn so far as
the increased valuations represent increases in the actual rental
values the ordinary ratepayer’s burden has .decreased.Wo some
extent, however, this increased valuation is the result of improved
methods of assessment and represents a closer approximation to
actual rentals rather than an increase in the rentals themselves.

Considering the different types of district Table 26 shows that
rates have declined in both county boroughs and administrative
counties but that where county borough ratepayers enjoy a reduc-
tion of only two pence, on the average, ratepayers elsewhere have
profited by an average decrease of more than one shilling., The
advance in the county rate as such has been more than compen-
sated for by the reductions in the rates of the underlying areas.
l?lies apparent that the new system has reduced the burden of the
rates somewhat in all types of local governmental units, but the
greatest gains have gone to rural areas.

We 1929 reform was not merely to reduce rates, but.
also to equalize them. To determine the extent to which this aim
has been realized it is necessary to turn to rates in individual
local districts.)Here one finds that the highest rates have been
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. TaBLE 26
- AVERAGE RATES LEVIED IN THE POUND*

. 1929-30v 1932-33
Unit of Governmeni (In Shillings) | (In Shillings)
Londome. ... .. ... ... i 10.8 10.2
County borough, allrates........................ 13.3 13.1
County borough, boroughrates................... 10.2 13.1
Administrative county, all ratesd. . ............... 11.6 10.5
Administrative county, county rated. ............. 4.5 6.6
Municipal borough, boroughrate................. 7.2 5.5
Urban district, districtrate. ..................... 5.6 36
Rural district, districtrate....................... 4.1 1.3
Poor-law union, unionrated...................... 2.2 e

* Computed from data in Local Taxation Returns.

® The 1929-30 rates have been estimated on the basis of the old system. That is,
the derating of agricultural property and the compensation from the government for
this derating has been ignored. The rates on property, other than that derated, were
not affected by this derating during the last six months of the fiscal year.

¢ Includes all rates levied within the administrative county, excluding London.

¢ Excluding the County of London.

reduced. In 1927-28 there were 95 local authorities with rates
in excess of 20 shillings. In 1932-33 there were only 18 such
authorities.?® Three factors have been operating to reduce the
number of these excessive rates. In the first place valuations have
heen improved, This means that they approach full rental value
more nearly and also that there are fewer discrepancies from
district to district. The effect of this is both to reduce and o
equalize the nominal rates in the pound without affecting the total
burden. In the second place the total amount of the rates has
been reduced. If this reduction were spread equally over all dis-
tricts there would be fewer districts with rates in excess of 20
shillings.\Yizr':ally, some equalization of burdens was anticipated,
both as a result of the wider area ofcharge for public assistance
and rural highways and as a result of the application of the dis-
tribution formula. With all these factors influencing rates the
marked decrease in the number of authorities levying rates in
* Ministry of Health, Annual Report, 1932-33, p. 161.
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excess of 20 shillings is not, alone, adequate proof of equaliza-
tion. As a further test the standard deviations for rates in the
different districts have been computed for 1928-29 and 1932-33.
“These are given in Table 27.

TaBLE 27

VARIATION IN THE AMOUNT OF THE RATES IN THE POUND LEVIED
IN DIFFERENT TYPES OF LOCAL UNITS, 1928-29 AND 1932-33

AVERAGE STANDARD DEVIATION
Unit of Governmend
1928-29 1932-33 1928-29 1932-33
County boroughs. ......... +14.64 13.10 3.71 3.15
Municipal boroughs...... .. 14.17 1177 | 25 2.34
Urban districts............ 14.22 11.88 3.65 2.90
Rural districts............ 1172 9.27 2.71 2.27
All local governments. . . ... 13.25 10.97 3.43 2.95

¢ Compiled from Rates and Rateable Values, England and Wales. Rates are the
total levied in each district for all local governmental units. The figures are in
shillings and fractions of shillings.

It is apparent from these figures that some equalization has
taken place, in the nominal rates at least, although the results
woul%disappointing to any believer in thoroughgoing equaliza-
tion.Whe achievement in 1932-33 is no test, however, of the final
achievement of the new system since the larger part of the block
grant is still being returned on a basis proportioned to losses. An
attempt to obtain some measure of the final effect of the formula
has been made by computing the rates that would have been
necessary in county boroughs in 1933-34 if the entire grant had
been distributed on the basis of the formula and there had been -
no compensation for losses. County boroughs were chosen for
these computations because they receive the grant directly from
the national government, in proportion to losses and weighted
population, and they retain the entire sum. This simplifies the
problem of measurement. The results are given in Table 28.
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TaBLE 28

VARIATION IN THE AMOUNT OF THE RATES IN THE POUND THAT
WOULD HAVE BEEN LEVIED ON COUNTY BOROUGHS IN 1933-34
UNDER VARIOUS CONDITIONS *

Rales Average f)euialioz
1. Actual rates levied, 1928-29................... 14.64 3.71
2. Rates which would have been required in 1933-34
if the old system had continued?. .............. 13.63 3.49
3. Actual rates levied, 1933-34........ e 13.11 3.25
4. Rates which would have been required in 1933-34

if the entire block grant had been distributed on
the basis of the formulace. ......... ........... 12.28 312
5. Rates which would have been required in 1933-34
if the entire block grant had been distributed on|
the basis of the formula, and if no provision had
been made for deratingd. ..................... 11.02 2.52

* Computed from data in the Preston Rate Returns, 1934-35, and the Ministry of
Health, Annual Report, 1933-34. Figures in shillings and fractions of shillings.

* This has been computed by adding to rates in 1933-34 the difference between
the block grant and the discontinued grants. In so far as the amount of discontinued
grants might have changed during this interval these estimates are open to error.

° Additional and supplementary grants have been ignored in making these calcu-
lations.

¢ This has been computed by adding to rateable values as of 1933-34 the amount of
the estimated losses in valuation through derating as of 1928-29. In so far as the
value of the derated property may have changed during this interval, this is open
to error. Actually, it is probable that these values have increased somewhat, as
have the valuations of property still subject to the rates, so that the actual rates
would be somewhat lower than those estimated.

According to these estimates, if the former system had been
continued the average rates would have been less in 1933-34 than
they were in 1928-29. Also, the variation would have been less.
Valuations increased more rapidly than governmental costs dur-
ing that period. The economies effected have in large part offset
the growing burdens arising from depressionﬂfis would hardly
have been possible if the national government had not assumed
such a large proportion of the welfare burden. Even so, it is sur-
prising to find that without the 1929 change the variation in rates
would have been diminished. The inequalities in wealth in the
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different areas of England seem to have been accentuated, if
anything, during this period. There was a marked increase in un-
employment in some regions, notably in South Wales, Cumber-
land, Durham, and Tyneside; whereas some of the cities in the
Midlands and large areas in the south of England were enjoying
genuine prosperity in the latter year. A factor which may have
contributed to the apparent decrease in rate inequalities is the
tendency of valuations to lag behind actual values in periods of
rapid change. Valuations in the depressed areas probably have
not been reduced in proportion to declining values. Thus any
savings in governmental costs arising from declining popula-
tion might result in nominally lower tax rates, although in fact
expenditures had not declined as rapidly as actual rental values.
In the same way prosperous communities would find govern-
mental costs rising more rapidly than valuations although
perhaps not more rapidly than actual values. Since the low rates
are in prosperous areas and the high rates in depressed areas, the
apparent variation in rates would decline as a result of this lag,
although the variation in actual burdens might be increasing.
Another factor which has probably played an important part in
reducing the variation in rates is the abolition of the 50 percent
minimum in the education grant. This has made the large
education grant more of an equalizing factor.

Whether these factors are, in fact, the explanations of the
smaller standard deviation found it is impossible to say. Too
much emphasis should not be placed on the figures, since they
afford at best a rough measure of what would have taken placé
in the absence of the 1929 reform. Actually, of course, the dis-
continued grants would not have remained static at the 1928-29
level; nor would the local authorities have spent exactly what
they did in 1933-34 in the absence of the new aids. The point is
emphasized because it has occasionally been claimed that, with
the economic developments which have occurred since 1929,
rate inequalities would have increased in the absence of the
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equalizing ‘effects of the block-grant distribution; and that the
new system might be regarded as having achieved an important
degree of equalization even though the actual variation in rates
were found to be as great now as formerly. If, however, the fig-
ures can be taken as indicative of what would have taken place
under the old system, these claims would seem not to have been
justified.

e actual rates levied in 1933-34 are lower, on the average,
than either the actual rates levied in 1928-29 or those which
might have been levied in 1933-34 in the absence of the 1929
reform. Also the variation is smaller. But the reduction in varia-
tions is less than might be expected, if the economic developments
of the period in question had not operated to offset the equalizing
effects of the change. There can be no reasonable doubt that the
weighted population formula itself should be an effective equal-
izing force.

Only about one-third of the block grant was distributed on the
basis of the formula, however, in 1933-34. The remainder was
distributed in proportion to losses-fxam the change. In so far as
the money was distributed in proportion to losses, the old con-
ditions were maintained. To measure the influence of the equal-
izing formula itself, estimates have been made of what each
county borough would have received in 1933-34 if the entire
block grant had been distributed on the basis of the formula. It
is apparent, from the lower average rate required, that the county
boroughs as a whole would have gained by this. The gain would
be largely at the expense of London, which loses heavily from the
use of the formula as a basis of grant distribution. Moreover,
there would be a further reduction in the variation in rates. This
is to be expected, and as the compensation for losses declines,
greater equality can be anticipated.

One further test has been applied to these county borough rate
fizures to measure the effect of derating. Adding the 197%.29
valuations of derated property to the 1933-34 valuations, rates
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have been computed for the different county boroughs. If the
1928-29 valuations of the derated property are a fair measure of
the 1933-34 value of this property,” it is apparent that the derat-
ing provisions of the 1929 act have offset in large measure the
equalizing features.¢This bears out the contention made above *
that the presence of industrial enterprises in a community in-
creases the cost of government out of proportion to the increases
it brings in rateable values. It is true that the equalizing features
of the 1929 act are sufficient to more than offset this, but a large
part of the equalization which the formula might have achieved
has been nullified by derating.

The county borough figures do not give any measure of the
equalization achieved through the transfer of functions to a
larger area of charge, since county boroughs were scarcely af-
fected by these provisions. The municipal boroughs and urban
and rural districts would benefit directly from this, and only in-
directly from the equalizing formula, since their share of the
block grant is redistributed by the county on an unweighted popu-
lation basis. Variation in rates in these underlying local units
have been reduced under the new system, as indicated in Table
27, but it is impossible to say to what extent the wider area of
charge has contributed to this.

Throughout this part of the discussion the “rate in the pound™
has been taken as a test of equalization. It is perhaps pertinent
at this point to inquire how far this can be accepted as a fair
measure. The possible inequalities in valuations themselves have
already been noted. Unfortunately there is no record of these. The
highest rates in the pound are to be found in South Wales.
Per capita valuations are also lowest in this section, and there is a
widespread belief among financial officials elsewhere that while
actual rentals are lower in South Wales than in other parts of the

# Actually, the value of derated property is probably somewhat greater, as the
valuation of other property has increased somewhat; but the difference should not
be so great as to invalidate the comparison.

= See supra, pp. 200 et seq.
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country undervalution also is greater here than elsewhere and is
contributing substantially to the low per capita values and the
high rates in the pound. Such slender evidence as the writer has
obtained from valuation officials in South Wales confirms this
belief. The poverty of South Wales cannot be questioned, and the
real burden of the rates is doubtless higher than in most other
areas, but the differences in rates in the pound are not accurate
measures of the actual differences in the ratio of rates to rents.
These differences in valuation are not the only factors impair-
ing the value of the rate in the pound as a test of equalization.
ates are widely accepted as an approximate measure of tax-
W@p}i@ﬂ that the rents individuals pay
will increase with income. This is in general a reasonable assump-
tion. But there is some evidence that rentals take a larger propor-
tion of the average citizen’s income in some parts of England than
in others. If a workingman in London, say, receives the same
wages as a workingman in Lancashire, but pays 16 shillings a
week in rent while the Lancashire worker obtains an equally
good house for 12 shillings a week, and if rates are 10 shillings
in the pound in London and 20 shillings in the pound in Lanca-
shire, then the London and the Lancashire workingmen will pay
equal amounts of their equal incomes in rents and rates com-
bined. Each will pay 24 shillings a week. If these rates were
completely equalized and the rate in the pound in both communi-
ties were fixed at 15 shillings, then the Lancashire worker would
pay 9 shillings on his 12 shilling rent, or 21 shillings in all, and
the London worker would pay 12 shillings’on his 16 shilling rent,
or 28 shillings in all. In other words, complete equalization of
rates under these conditions would upset the genuine equality of
rents and rates combined in proportion to income which had
previjously existed.
ctually, of course, wagelevels and rent levels are not ot strictly
independent variables. Where one is is high the other, likewise,
tends to be high. Consequently, the rate in the pound is some test
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of the relative burden of rateswﬂ the meager data available sug-
gest that the relationship is not sufficiently close to justify the
belief that complete equality in burdens can be attained by com-
plete equality in rates. Rates tend to be high where rents are low,
and there are some indications that, while wages in these areas
are also low, the differential is greater in the case of rents, so
that of two individuals with equal income, the one in the low-rent
area is better able to bear a higher rate.”

Another factor which impairs the value of rates in the pound as
a measure of inequalities is the unequal services provided by the
different local authorities. The community with high rates may be
providing many services the cost of which is met from the rates,
whereas the community with low rates may be leaving such serv-
ices to private enterprise. Consequently, the citizen in the low-
rate community may be paying as much in rates and charges for
these services as the citizen in the high-rate community who meets
all these costs through his rates. ‘

Under these circumstances complete equalization of burdens
cannot be attained by complete equalization of rates. These con-
siderations do not seem to be of sufficient weight to invalidate the
comparison of rates as approximate measures of equality or to
deter the actual process of equalization on the moderate scale on
which it is contemplated.

® There are, of course, other consideratiops. In the area where wages and rents
are lower, individuals will be in a position to pay the same proportion of their
incomes in rents and rates only if all of the costs of living are lower in proportion to
the lower wages.



XII
NATIONAL SUPPORT AND LOCAL SELF-GOVERNMENT

%JNIFIED tax system is easily attained in_a unitary state, and

England achieved it many years ago. Local rates may vary in
amount, but the form and base of this single local tax is the
same throughout England and Wales, and all other taxes are
national.)The reconciliation of local self-government with a sub-
stantial degree of equalization of tax resources is not so readily
accomplished, however, and England is still faced with this
problem.

e need for equalization seems scarcely to have been felt in
the prosperous pre-war period. It is true that the Royal Commis-
sion on Local Taxation recommended in 1901 that a poor-law
grant be distributed in inverse proportion to rateable values,’
and the Departmental Committee on Local Taxation recom-
mended, in 1914, that the education grant be determined by the
difference between a standard expenditure and the yield of a
standard rate;? but these recommendations are exceptional, and
only in the case of the education grant was such an equalizing
measure adoptedThe grant system was developed to stimulate
local authorities to more and wiser expenditures. This was pos-
sible, partly because the country was comparatively wealthy and
partly because the national government had assumed directly
such a large share of governmental costs, including the costs
which bear most heavily on poor communities, that the burden on
local rates was not heavy.

s’ile decline in prosperity and the greater inequalities in the
geographical distribution of wealth which have developed with
the decline of some of the basic industries since the war have
1 Final Report, Cd. 638, p. 28. * Final MR—eport, Cd. 7315, p. 78.
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made the need of equalization more acute. The national govern-
ment has attempted to meet this need partly by assuming the
support of the unemployed through transitional payments, partly
by the equalizing factors in the education grant and the block
grant, partly by widening the area of charge, and partly by mak-
ing special grants to depressed areas.)

“There can be ng reasonable doubt that these measures have
been beneﬁcial/.ge assumption by the national government of
the bulk of the cost of unemployment has done more to equalize
resources than the equalizing grants, however. The amount
contributed by the national government to unemployment costs
exceeds the amount contributed to equalizing grants, and unem-
ployment costs are probably a more accurate measure of need
than the grant-distribution formula. If it is desirable to extend na-
tional aid beyond the present amount, this can easily be achieved
through the assumption of the entire costs of public assistance.
If the national government is successful in administering this
function, the levy on local governments of 60 percent of their
1932-33 contributions should probably be abandoned. \E¥en
though there is no need for further national support, England,
like other countries, is faced with the problem of contributing
enough to the support of local governments to make local initia-
tive a reality and not just a form without at the same time
contributing so much that local responsibility is weakened or
destroyed.[(P(e diversion of any part of local resources to the
support of functions over which local authorities have no control
-while the national government is forced to contribute half or
more of the support of locally administered functions is a con-
tradiction. The national government might better reduce the
amount of its grants-in-aid and let the local authorities apply
their limited resources entirely to functions for which they are
responsible.

Some degree of equalization has been achieved by the Local
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Government Act of 1929 and subsequent revisions of the finan-
cial relations of national and local govemments.“l{i)s is demon-
strated by the fact that the variation in rates levied has been
reduced, and the further fact that in most instances the govern-
mental units with the lowest rateable values per capita are
Qeceivinaglgmost,r\efzﬁmt&imﬁd.
" Further equalization could be achieved without increasing
the total of the national government’s contributions. The educa-
tion grant might readily be used to attain greater equality by in-
creasing both the number of shillings per child and the amount
of the penny rate deducted in the present formula. The block
grant, too, could be adjusted to reduce the emphasis placed on
actual population and to increase the emphasis on other factors
in the weighting; and this or some other measure of need might
be applied to the redistribution among the subdivisions of the
county as is done now for the Metropolitan Boroughs of London.
Where grants are used to direct local activities into desirable
channels or are conditioned on maintaining specific standards for
specific functions there is no particular reason for distinguishing
between rich and poor communities. But grants designed to re-
duce the burden of local taxes must conform to a different pattern.
Why, after meeting nearly one-third of their highway costs, more
than one-third of their education costs, half their police costs,
and most of their housing and public-assistance costs the central
government should distribute to the wealthy counties of Surrey
and Middlesex 12 shillings per capita, for relief of ratepayers
or expansion of government activities at the option of local au-
thorities, is not clear. Any abstract right of these communities to a
share in the national tax revenues seems to be overbalanced by
the resulting loss in local responsibility.

equalities in resources among the different local units are
still great, and in many instances the districts with the highest
rates are now receiving more than half their tax income in grants.
It is apparent that if the high-rate districts were to receive enough
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aid from the national government to bring local rates down to
the average, the national government would be contributing two-
thirds, three-fourths, and even ni 'e-tentbs of local income in a
substantial number of cases. Whis is not compatible with local
initiative. The control cannot safely be turned over to the junior
partner.

The national government has been able to carry its grant
system as far as it has only because of thorough,

merely that of irresponsibility. ~There are oon51derable argas in
England and Wales that are no longer self-supportings»The fact
that local rates are excessive, even after the national government
has contributed most of local government costs, is evidence of
t}us This is not a temporary depression phenomenonMAdequate
equahmngg:ams_m_such_, unities result innaintaining the
status quo with no permanent benefit to the community in ques-
tion and a serious drain on national resources-The solution for
such areas is not presérvation of local government but complete
national control, at least for the time being, and perhaps ultimate
Iiquidation of the community in extreme casesFhe English gov-
ernment is endeavoring to solve the problem of depressed areas
through migration and other industrial adjustments. This is not
essentially a financial problem.ﬂ/is important, however, that
such adjustments should not be retarded through overgenerous
equalization of resources.

JIn communities quite capable of supporting themselves the new
system removes the incentive to l(lc?féﬁort which is the outstand-
ing merit of the percentage grantAfome critics regard this as the
principal shortcoming of the block grant. This factor is not read-
ily measured, but if local initiative is seriously impaired by the
withdrawal of the stimulus of the percentage grant it is an in-
dictment of the local self-government which the new system was
designed, in part, to foster.
~Greater freedom in local administration is one of the merits
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claimed for the new system, and in fact many detailed specifica-
tions and restrictions have been withdrawn along with the minor
grants which they accompanied. Byt the jmportant controlsze-
Juain, This is essential in view of the large amount of central gov--
ernment aid\Moreover, the transfer of highways to the county and
the transfer of public assistance first to the county and finally to
the national government have deprived the smaller jurisdictions
of some of their most important functions. The rural districts, es-
pecially, have been left with so few obligations and powers that
they are in danger of overdeveloping the housmg activities and|
public utilities left te-their care merely for the sake of s¢ ake of something
do Finally, the derating has robbed all the local authorities of
ubstantial part of their tax base and has curtailed their inde-
pendence correspondingly. Grants for general purposes, designed
to cover the resulting losses, cannot be increased or decreased at
will by local authoritiegmﬂms it seems that while the Local Goy-.
. {ernment Act of 1929 may have added something to the form, it
¢has seriously under rmmed the substance of local self- govemment
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XIII

THE PROBLEM OF CENTRAL-LOCAL FISCAL
RELATIONS IN THE LIGHT OF GERMAN
AND ENGLISH EXPERIENCE

&ICREASING fiscal centralization in the post-war period is the
product of much the same forces in Germany and England. Pér-
haps the fundamental cause is the increasing facility of com-
munication and transportation, which makes the whole nation a
closely knit social and economic unit. This, in turn, necessitates a
‘unified tax system, and it dgmands uniform governmental serv-
ices for an increasing number of functions and a governmental
:?ority which is not restricted to narrow local boundaries.

~Mnother force which has at least accelerated the centralizing
process in recent years is the increasing weight of the tax burden'
resulting from post-war and depression conditions and perhaps
from a growing sense ol social obligations.\«Sl/ender resources
must be husbanded if in the end budgets are to be balanced ; and
only by pooling the resources of the entire nation can the expand-
ing list of essential public services be provided. -

Germany stood in greater need of centralization ;ﬁan England
after the war because the centralizing process had not progressed
as far as in England," and because the political and financial sit-
uation made central control more urgent. Consequently revision
of central and local fiscal relations came earlier in Germany,
and the revision was more thoroughgoing. -

In both countries the revision of the tax system narrowed the

* Germany was a decentralized federal state, with widely varying state and local
tax systems, and only 40 percent of all government expenditures incurred by the
central government and 40 percent of all taxes collected by the central government
(1913-14). England was & unitary state, with a uniform tax system, and with 54 per-
cent of all government expenditures incurred by the central government and 70
percent of all taxes collected by the central government (1913-14).
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local tax-base; and in both, the central government chose to re-

imburse local authorities from national revenues rather tha
to relieve them of obligations, although some transfer of func-
tions from local to central hands has taken place. There were,
however, important differences in the immediate motive for re-
ducing local tax sources in the two countries, and the manner of
reimbursement differed accordingly. The Reich, appropriating
former state and local taxes, offered the logical compensation of
a substantial share of the revenues taken over to the jurisdictions
within whose boundaries they were collectedynly as financial
pressure increased was the Reich forced, reluctantly, to redis-
tribute a substantial share of such revenues in accordance with
financial need rather than origin. .
LIn England the exemption of a substantial part of the local
tax base from taxation offered the national government no new
sources of revenue from which local compensation might be
drawn. England, too, recognized local losses as the immediate
consideration in distributing the new grant) But the money came
from general revenues, not from specific sources, and local need -
rather than Iocal losses was accepted as the ultimate basis of dis-
tribution, Whether this choice was made because of superior wis-
dom, because the central government was more certain of its
power in England than in Germany, or because this form of dis-
tribution was more economical and the central government with
no new tax powers at its disposal was less inclined to be generous
would be difficult to say. All these factors doubtless played their
part in the choice.

gland’s problem was much simpler than Germany’s, since
England was a unitary state and had estam
s—y-st-e_’fmlong before the war. Now that Germany, 11kew1se, has
achieved a unitary state and has very nearly attained a uniform
tax systerp, it may be that she, too, will develop a system of dis-
tribution resembling more closely the English pattern. Tradition
is strong, however, @d local authorities in Germany will not re-
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linquish easily their demands for the re-establishment of some
measure of their former financial independence.
o#(_The German system of shared taxes and the English system of
grants-in-aid are equally favorable to unified tax systems; and
neither method is incompatible with a substantial measure of
local independence, although the grant system lends itself more
readily to central cont@z than the_system of shared taxesJThe
fact is, however, that Germany has not depended on financial ajds
to any important degree for control of local government. The
states and the Reich have exercised more rigid control over local
o ents than has the central government of England. Tt is
true that local governments have had a wﬁemm functions
to perform—and important ongs—and they have had some
freedom in performing them)\BAt the central government has set
rigid standards for many of these functions and has required the
maintenance of these standards instead of offering the persuasive
percentage grant. It is not merely financial necessity, therefore,
that is responsible for the increasing limitations on local free-
dom.
¢ {_The local sphere of activity is becoming more narrowly cir-
cumscribed in England, also. \Tﬁe substitution of the block grant
for some of the former percentage grants removed a certain num-
ber of central government restrictions, but the transfer of func-
tions from smaller to larger jurisdictions (accompanied by the
restriction in the local tax base) has materially diminished the
sphere of activity at least for the smaller divisions of government,
e transfer of functions was made in part, but not entirely, for
financial reasons..

Jhe difference between local independence in England and in
Germany seems to be one of form rather than degree. The local
authorities in England have a narrower range of functions than
do local authorities in Germany, but they have greater freedom
in the manner in which these functions are performed. In both
countries financial limitations are probably the most important
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factors in restricting local activity, but the increasing social and
economic unity of the entire country is the fundamental reason

vfor the’centralization of both finances and the governmental func-
tions they support. '

No attempt has been made in this study to answer the question
what functions, if any, are more effectively administered by local
than by central authorities. It should be noted, however, that the
persistence of local administration over a wide field of activities,
even when the major part of the support falls on the central gov-
ernment, suggests a very general belief in the efficacy of local
control. Certainly it is more adaptable to varying local needs thar
control by the more remote central agency. The actual policy o}
different countries throws some light on this problem, and a com-
parison of existing practice in England and Wales and in Ger
many is given in Table 29.

The functions selected are those which play the most impor
tant part in local government. The importance of these function:s
in combined central and local budgets is indicated by the percent
age of total central and local expenditures incurred for differen
functions, in the first section of the table. The smaller proportior
of all expenditures going to the functions specified in Englanc
and Wales is primarily because of the heavy expenditures fo:
war debts, accounting for nearly one-third of all national anc
local expenditures. Allowing for this, it is apparent that the func
tions under consideration ‘have much the same relative impor
tance in England and Germany. _

vIn the distribution of expenditures and taxes between central
and local governments wide variations are apparent. England

hows the greater centralization. Not only does the national gov-
ernment spend directly a larger share of the tax income than does
the national government of Germany, but it supplies the local
governments with a larger proportion of their i income. This would
still be true if state taxes and expenditures had been classified as
central rather than local. Considering specific functions, it is



CENTRAL-LOCAL FISCAL RELATIONS 297"

apparent that administration, if not support, is still largely in
local hands except for the function of welfare. This situation has,
of course, changed somewhat since the year for which the com-
parison is made.

TaBLE 29

DISTRIBUTION OF SUPPORT OF SELECTED FUNCTIONS BETWEEN
CENTRAL AND LOCAL GOVERNMENTS IN GERMANY AND
IN ENGLAND AND WALES, 1931-32¢

PERCENTAGE OF TOTAL CENTRAL AND LOCAL EXPENDITURE| PERCENTAGE OF
LOCAL EXPEN-

FOR BY MET FROM DITURE MET FROM
Funciion PIFFERENT LOCAL TA: CENTRAL GOVERN-
¥ GOV MENT REVENUES

Germany) England | Germany)| England‘ Germany | England

58.9 324 55.0 168 28.5 46.4
99.9 100.0 728 50.5 271 50.5

98.7 93.1 | 987 45.9 13 50.7
64.1 22.9 51.7 228 93 0.1
97.7 100.0 97.7 19.5 ... 80.5

100.0 100.0 68.1 66.8 31.2 33.2

© Data for fiscal year ending March 31, 1932. Data for England and Wales are from Financial
Accounts of the Uniled Kingdom and Local Tazalion Returns for England and Wales. Data for Ger-
many are from Stalistik des deutschen Reichs, Vol. CDXL. The expendnures included are those

fealling on tax revenues. In the case of total di t.hs tax vw have been used
Yo the case of di for specific f i all ive i i the pi

of loans as far as these could be all d, has been ded d from actual disbursements. Expen-
ditures from grants have been assigned to the gov which finally spends them, not to the

government making the grant. The proportion of total direct national expendjtures assigned to
England and Wales is the proportion that local taxes bear to all local taxes in the United Kingdom.
If the proportions were to be determined by actual eollecuons of nnhonal taxu a larger part of
national taxes would be umgmd nnd if thuy were d d by ller part of
national taxes would be assi the national di for the specific fanctions
g:ven it was possible to get the amount actnally spent by the national government in the area in
State di bave been classificd as local in Germany,
b Including social i insurance, but no'. puhllc works di for 1 relief.
¢ Motor vehicle and taxes dedi d to highways are included in these figures.

UfAs long as administration remains under local control there is
every advantage in making the local spending authorities respon-
sihlg for the revenues passingihroughlheiruhandsrjﬂhis means
developing local taxes as far as is compatible with the need for
uniform taxes, There is very little defense for a local income tax
even in the form of local additions to a centrally administered
tax. On one hand the source of income is as wide as the eco-
nomic organization which produces it; on the other hand any
important variations in local rates result in the growth of tax
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b_agg. Even'without the stimulus of a variable income tax there
is a tendency for wealthy residential districts to grow up apart
from industrial and working-class districts. Under these condi-
tions a local income tax makes the income created by owner,
worker, and industrial equipment together available only to the
district in which the owner resides, whereas the costs of the indus-
try to local government fall largely on the districts where the fac-
tory is located and where the workers live. This segregation of
costs and resources would be stimulated further by a variable
local income tax. It seems doubtful whether Germany will return
to this particular pre-war arrangement even though something
akin to “normal” times should again be experienced in that
country; modern industrial organization is making it increas-

"ingly unsuitable for local use.

’ axes on real estate, whether on rentals or on capital values,
and whether charged to owner or occupier, are more appropriate
sﬁgg_rpgs_qgj_logaLigm(.Since real estate is at once tangible and
immovable and since it has a Ml_gi_lﬁ__thjm,is.less

» chance for evasion or double taxation of this source than of per-

sonal income. Moreover, while the difference is admittedly one of

degree, the owners and occupiers of real estate, as such, benefit
from local expenditure more directly and moxe substantially than
receivers of income, as such.)This is no mean source of revenue,
as the proceeds of the different taxes now in use in different coun-
tries show, even after making full allowance for the fact that it
has doubtless been unduly exploited in the past. LA-sibstantial
amount of local government can be supported from this source
alone in most communities, unless the English policy is to be ex-
tended and local taxes are to be limited to residential real estate.

XDther local sources of revenue seem to be taxes on local busi-

ness, especially retail trade, amusements, and hotels, and a

certain number” of nonbusiness licenses, such _as the dog tax.

VThese rarely yield important revenues, and they tend to become
nuisance taxes. Nevertheless, they should probably not be over-
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locked. To some extent they may spread the burden without hard-
ship, and there may be cases in which the development of such
sources will contribute enough to local independence to more than
justify their use.

-\,E;@_Qf local industries are also potential sources of net
income and have been so used in Germany. While proﬁts on these
industries tend to reach the same group of individuals reached by
real estate taxes, the incidence is somewhat different, and there
may be cases in which the spreading of the burden in this fashion
is desirable.

How far available income can be made to go in any given
community toward the support of those functions for which local
administration is preferable will depend on the wealth of the
community in question. In so far as the actual national aid given
in the past can be taken as a guide, jLis"apparent that there is a
substantial and increasing margin between local expenditures
and local income. The time has passed when séparation of sources
and complete independence of national and local finance is possi-
ble, upless local functions are to be transferred to the central
government on a larger scale than present practice indicates.

Such a transfer is, however, one solution of the problem. Quite
aside from financial considerations, local services affect an ever
widening area, and more and more they are coming to be of
national concern. Education, main roads, police, and public
welfare are to an increasing degree accepted as national respon-
sibilities. But this is not sufficient to justify the transfer. The
greater efficiency of the central government is apt to be impaired
by the rigidity of bureaucracy, and the relative effectiveness of
national and local administration, regardless of responsibility,
must be weighed in the balance. If, however, England should
demonstrate that national administration of public welfare is
feasible, local funds might be released for other and more con-
structive uses, to the advantage of all.

Even with some transfer of administrative responsibility there
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has been, and doubtless will continue to be, some lag of local
revenues behind costs. This will fall on central-government treas-
uries.XFhe central government’s contribution to local costs can be
met, as in Germany, by sharing specific percentages of specific
national taxes, the money being returned to the place where it
was collected or on some equalizing base; or it can be met, as in
England, by grants-in-aid, the amount being determined by some
standard of need. . N -
""Almost_any degree of equalization of resources is s readily
justified on the ground that the nation as a whole is an economic
unit, the parts of which are so interdependent that any allocation
of wealth or income to the district in which it happens to be taxed
1s clearly arbitrary( Taxation in accordance with ability and
expenditure in accordance with need have long been accepted
principles of government finance. It is the “good of the whole”
which is considered.\But individual taxpayers are more readily
reconciled to this philosophy if the jurisdiction within which it is
applied is rather narrow. The desire for personal benefit from
personal contributions lingers, and the chance of this diminishes
as the area of support'is widened.(Thus wealthy communities
oppose the growth of national rather than local support of gov-
ernmental functions, especially through grants-in-aid or the re.
distribution of national taxes, since the transfer of wealth is more
obvious here than in the case of direct national expenditure.) -
Benefit cannot be ignored. Even today there are revenue
sources which are inherently local. The English rates are essen-
tially local in character. There are also governmental services
the value of which accrues largely to the immediate community.
Fire protection and the maintenance of residence streets probably
belong in this categorp\-To tax local householders for such serv.
ices appeals to our sense of justice and has the very practical
advantage of placing the burden so directly on the beneficiaries
that there is little danger of irresponsible expenditure. When

however, the local householders are largely the underpaid em
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ployees of a nonresident manufacturer, the taxation of local
householders for strictly local purposes is neither feasible nor
tenable. A living wage may be more satisfactory than subsidized
houses; but in the absence of a living wage subsidized houses
offer partial compensation Zhe tax system cannot remove the
original fault, but it can assuage the resulting ills. What the em-
ployer fails to contribute in wages he may be forced to contribute
in income taxes. Under these conditions national support of any
and all functions can be justified, however local the benefits
accruing, as long as the functions are essential..

JFew would sanction national support of local functions which
offers some communities more than others. Equal, not unequal,
educational opportunity is the avowed aim of the ordinary school
grant/In actual practice the percentage grant, giving the most t
those that spend the most, results in giving the most aid to the
community with the most‘elm“__:?é?v'@fjhis is justified on the)
theory that local expenditure is voluntary, and that the com.
munity which fails to maintain a high enough standard and
adequate expenditures to obtain the maximum from the central
government’s offer is wilfully neglecting its own best good. But if
the failure of local governments to meet the national government’s
requirements is due to extreme poverty the justification of the
p_gwbwﬂ If one takes the extreme position
that claims on national resources are in proportion to needs there
would seem to be no limit to national support except that it should
in fact be in proportion to needs and that in so far as one com-
* munity is to enjoy better services than its neighbor these must be
supplied atlocal expense.

e effective check on national support of local functions

comes not so much from any doubt as to the claims of local func-
tions to a wider area of support than the immediate jurisdiction

administering the function as from the difficulty of&taiﬂg‘

responsible administration when the bulk of the support comes
from elsewhere. If hall or more thamhalf of all or any of a local
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government’s expenditures are to come from the central govern-

ment, /local responsibility will be seriously weakened. Even
though local tax rates are high, the local taxpayer is inclined to
assent without criticism if he believes that the community will
obtain in benefits double, or more than double, what it is called on
to pay for; and if local rates are not high, extravagant and reck-
less expenditures will be tolerated.,

/¥ Complete equalization of resources would demand contribu-
tions from the central government equal to 90 percent and more
of local government expenditures in some communities, with only
nominal contributions in other communities. Inequalities in
wealth are as great as this. It is unthinkable that a government
which is reimbursed for 90 percent of its expendltures by outside
authorities should be free to spend at will. E'he degree of control
which is essential to insure responsible expenditure is so great
under these circumstances that local initiative or independence
is at best nominal. But when a community is as poor as this, local
initiative would be meaningless if both central control and central
support were removed. It is probable that in such cases even
porarlly at least the essentlal governmental functlons must ust be
administered directly by the authorities paying the bills. '

" It does not follow, however, that local self-government must be
generally abandoned. The average community is quite capable
of a large measure of self-support, and in so far as local inde-
pendence is both desirable and possible in a given community
there would seem to be no reason why it should not continue, even
though other communities have their freedom restricted.Yrhere
would seem to be no more cause for granting equal independence
to all communities than there is in the case of individuals.An
individual who is unable to support himself and falls on public
relief loses a large measure of freedom. He may be deprived of
the privilege of choosing his place of reidence. He may not be
allowed to reject an uncongenial job. Iy the same way a com-
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munity which is no longer self-supporting must submit to outside
controls. -
J_There may be little chmce between the English and German
systems from the point of view of obtaining a unified tax system
and a reasonable degree of local independence, but there are
important differences between the two systems from the point of
view of economy. Economical administration of resources cannot
be attained by returning a fixed share of a specific tax to the
_jurisdiction where it arises. The wide variations in logal tax rates
which have made independent local taxes intolerable are ample
proof of the fact that local resources do not match local needs;
and the levy of a uniform rate on a uniform base does not correct
the difficulty. ,

With local independence in taxation some flexibility is possible
in adapting revenues to needs. The residents of poor districts may
pay higher taxes and enjoy pooret ‘governmental services than
the residents of wealthy districts, but the balance between taxes
and services is within their control. With a uniform tax returned
to the districts from which it comes, the inequalities remain, and
the adjustment must be made entirely through the quality and
quantity of governmental services. Moreover, the inequalities in
resources are so great that a rate which will support the minimum
of governmental services in the poorest areas will permit lux-
urious and wasteful standards in the wealthiest ones.\fermany
has found the system of returning large amounts of shared taxes
to the district of origin quite unworkable, and, while still adher-
ing to this system of distribution in principle, she has so modified
it in practice that the ultimate distribution of shared taxes is
influenced only to a minor degree by the origin of the tax revenues
in question. This objection to the German system of distributing
shared taxes does not extend, of course, to the sharing of taxes on
some. equalizing base.,

A The advantage of the shared tax is, of course, that central and
local governments share alike the changing fortunes of prosperity
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and depression. This is reasonable as long as central and local
“governments have equal powers of adjustment to these changing
fortunes. But when the power of adjustment through new taxes,
higher tax rates, or increased borrowing is largely in the hands
of the central government, the local authorities can no longer be
asked to share the losses of depression equally with the central
government. The central government is apt to find its own needs
more urgent than those of local governments, and the local gov-
ernments, lacking the guarantee of either the fixed grant or the
grant which varies with need, will probably be called upon to
bear more than their share of the losses. Tbe central government
cannot, of course, be expected to provide local authorities with
as generous grants in times of depression as in times of prosper-
ity. But if the adjustment is made through scaling down a unit
grant, or even a fixed grant, it is apt to come more slowly, and to
take local needs more fully into account.
HXeither Germany nor England has adhered strictly to the sys-
tem first adopted. As tax yields, and consequently local shares,
declined in Germany, the Reich was forced to come to the rescue
of lo‘cf/govemments with increased unemployment relief subsi-
dies+In England, where the block grant had been guaranteed for
several years in advance, the national government was unable to
balance its own budget when revenues shrank, and while the new
block grant was left intact, the education grants were reduced so
that the local governments bore their share in the reverses of for-
tune through a different channel..
</ Certainty is an attractive quality in a revenue system, but as
Vlﬁlg as certainty cannot be achieved for thé system as a whole,
there seems to be no reason for placing all the risk on the national
government. At the same time the major risk surely belongs to the
government which has the control. If tax yields rise, it may be
desirable to cut tax rates rather than to increase the amounts dis-
tributed to local governments; and if the yields fall, new sources
and higher rates can sometimes be made to fill the gap. These are
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matters which the central government decides. Thus the fixed sum
is preferable to the fixed percentage of a specified tax; but it is
clear that a fixed sum cannot be maintained in emergencies. .

AfHaving accepted grants-in-aid as preferable to distributions of

Ereciﬁc taxes, there is still the question of the relative merits oi

ock grants and grants for specific functions, of fixed grants and
variable grants, and likewise the problem of measuring need.
Me of the grant is to stimulate local government:
to higher standards of education or better health services, it must,
of course, be for a specific function\But when the grant is to eke
out inadequate local incomes, the block grant is perhaps a little
more flexible and a little simpler. Actually the greater flexibility
and simplicity are more apparent than real, and there is little
choice between the two. Grants made for specific funetions rarely
cover the necessary cost of these functions, and if local govern
ments are not W@(M___L&tiﬁ, aids for
schools or highways make it possible for local authorities tc
divert more of their own tax revenues to other functions or tc
reduce local taxes just as effectively as though no strings had beej
tied to the grants. As for simplicity, one grant is simpler thar
many; but one grant distributed on the basis of a complex for
mula has little advantage over several grants distributed on the
basis of simpler formulae. A single grant of any size distributed
on the basis of a simple formula is out of the question, for need
is determined by many factors and .cannot be simply measured.
The English block grant has brought substantial relief to all the
admittedly poor local governments, but whereas one county has
had its share determined largely by the weighting for unemploy
ment another has benefited only because of the weighting fo1
sparse population. To have used either of these factors alone o1
any one of the other factors entering into the formula would have
led to unjustifiable inequalities¥In spite of the intricacies of the

formula some advantage seems to lie with the block ggant,. It is
more obviously for the relief of local Tax burdens than is the
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specific grant, the effect on local finances is a little easier to trace,
and it is probably a little simpler to administer than a number of
i}peciﬁc grants. »

JHe basis of distribution of any grant depends first on the
purpose of the grant. When the aim is to stimulate local govern-
ments to higher standards, the base chosen will attempt to meas-
ure the expenditure necessary to achieve that standard. When
the aim is to relieve the local taxpayer, the base will attempt to
measure needs in excess of the amount which local resources can
reasonably supply. In either case the determining factors are so
complex that no simple measure is adequateJEngland has found
the percentage grant satisfactory in_encouraging local govern-
ments to expand and improve their standard of services; but these
have been satisactory only because of the,constant and thorough
superv1s10n of the central government, Other countries with less
control could not hope to meet with the same success. Even in Eng-
land it fails as a measure of need, since expenditures are influ-
enced by resources as well as needs.

Ahe primary factor in determining a community’s need is the
size of its population. Consequently population is usually selected
as the basic factor. But since per capita needs and resources vary
w1de1y,vf)opulatlon is usually weighted to allow for other factors.
The selection of these other factors will vary with time and place.
They are at best indirect and empirical tests of the need in ques-
tion and depend in consequence on changing conditions. {nder
these circumstances it is pertinent to inquire whether the best
results cannot be achieved by discretionary grants, each case
being decided on its own merits. There is much to be said for dis-

—

/cretionary grants, As long as no formula is ierfect some commu-
(M\—\—W

nities will receive more than they need discretionary grant
is, or can be, more economical, and it his been resorted to in
Germany where need is greatest. Unless poverty is extreme, how-
ever, the disadvantages probably more than offset the gains. The
administering authorjties themselves regularly resort to formulae
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to aid them. It is not possible to consider all the merits of a
thousand cases. There is still the advantage of being able to
disregard the formula when it obviously does not fit, but against
this there is the chance of favoritism and greater uncertainty. Any
moderately well-to-do country will probably prefer such waste
as will arise from the imperfections of a rigid formula.(Never-
theless, there is a place for the discretionary grant in dealing with
extremely poor areas. These probably cannot and certainly
should not receive adequate income as the result of the operation
of an equalizing formula since they would receive most of their
income from the central government without any corresponding
control,/Opnly the discretionary grant, coupled with special con-
trols, can meet these exceptional cases)

Jt is apparent that there is no ideal solution of the problem of
reconciling a uniform tax system with local self-government. The_
two are inherently opposed. A uniform tax system must be a cen-
tralized tax system, and local self-government is meaningless
unless adequate revenues are available to make nominal powers
effective. To some extent revenues can be transferred from central
to local governments, but there are serious drawbacks to a system
where the spending agency is not yésponsible for the largest part
of the revenue at its disposal.\Adequate central control can, of
course, be maintaihed under such conditions, but as controls
increase the flexibility, which is the principal merit of local ad
ministration, diminishes; and an extensive system of controls
may prove far more clumsy than direct central administration.

Jhe only possible solution is a_compromise. Uniform taxe
may be in themselves desirable; but it may sometimes be neces-
sary to sacrifice a uniform tax system, at least to the extent of
permitting variations in local rates, for the sake of adaptable and
responsible local administration, since this, too, is desirable.
And, in turn, a measure of local self-government must be sacri-
ficed to the need for a better tax system. In the end local govern-
ment may give way to centralizing forces which extend bevond the
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fiscal system. But for the time, at least, a substantial sphere of
local activity can undoubtedly be retained, even under relatively
unfavorable conditions. To retain it, however, demands not
merely a carefully planned financial system but a thoroughgoing
reorganization of local government itself,
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ChaART 3

PROVISIONS FOR DISTRIBUTION OF REICH TAXES TO STATE
AND LOCAL GOVERNMENTS, 1920-35 *

Taz 1920 1923
Income and 66 2/3% returned to state 75% returned to place where
corporation where income taxed arises;s income taxed arises.s In

taxes

state must distribute some to
local governments.b

determining origin at - least
1/10 must be assigned to
commune of head office and
1/4 to commune of residence.
Local share to be returned at
least in part on same basis as
Reich distribution.n

Turnover tax

109% to states in proportion
to population; 5% to com-
munes where collected.c

State same. Local 15% to
communes where collected;
situs of industry to be con-
sidered in determining com-
mune of origin.»

Land purchase
tax

509 (for entailed lands 25%)
to states where land has
situs.d

96 % returned as before; state
must distribute at least half
to communes on same basis.?

Inheritance and
merger taxes

Inheritance: 209, to state of
situs of real estate and resi-
dence of owner of personalty.¢

Same.

Beer tax

Percentage of collections:
Bavaria 13.55 (max. 78 mil.
RM); Wiirttemberg2.5
(max. 15 mil. RM); Baden
1.6 (max. 10 mil. RM).s

Same.

Motor vehicle
tax

509, (with imposition of tax
on other vehicles 96%,), 1/2
distributed in proportion to
population; 1/2, to area.$

Betting tax

967 distributed, 1/2 to state.
where business is, 1/2 in pro-~
portion to population; 1/3
for breeding.n/

* For notes to Chart 3 see page 316.
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Crarr 3: PROVISIONS FOR DISTRIBUTION OF REICH TAXES TO STATE
AND LOCAL GOVERNMENTS, 1920-35 *—Continued ’

Tax

1920

1923

Stock exchange,
mineral water,
and meat taxes

Guarantees and

Income tax distribution must

State may obtain 1009, of

special pro- atleastequal averageamount  land purchase tax if it elects
vigions levied, 1917-19, for state and  to administer the tax itself.
local purposes, or 1919 yield Communes guaranteed av-
plus 6% per annum. This erage yield of any compar-
may be decreased only if able tax levied prior to Jan-
Reich assumes state and local  uary 1, 1918. Income and
functions.e Each state guar- inheritance tax guarantees
anteed 80%, of average per continue.d
capita distribution of income
and corporation taxes, the
difference to be paid from the
Reich share. States guar-
anteed average yield of in-
heritance tax for 1912-16.%
Tax 1924 1925
Income and 909, returned as before.t 75% returned as before.m
corporation
taxes

Turnover tax

209, returned to states in
proportion to population;
distribution to communes
optional &

359, distributed 2/3 in pro-
portion to population and
1/3 in proportion to yield.m

Land purchase Same. Same.

tax

Inberitance and Distribution discontinued be-

merger taxes ginning February 19, 1924.% o

Beer tax Percentage of collections
same, but maxima reduced

Same. to: Bavaria 17.2 mil. RM;

Wiirttemberg 3.2 mil.;
Baden 2.2 mil.m

Motor vehicle 969, without requiring impo-

tax sition of vehicle tax; distrib~ Same.

uted as before; half must be
used for highways.t

* For notes to Chart 3 see page 316.
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Caarr 3: PROVISIONS FOR DISTRIBUTION OF REICH TAXES TO STATE
AND LOCAL GOVERNMENTS, 1920-35 *—Continued

Taz 1924 1925
Betting tax Same. Same.
Stock exchange, Stock exchange: 1009, where
mineral water, collected; kdistribution dis-
and meat taxes continued Januvary 1, 1925.
Guarantees and Monthly guarantee for De- Monthly guarantee extended
special pro- cember 1, 1924, to March 31,  to September 30, 1925;5 also
visions 1925, of average yield of in- 2,100 mil. RM from income,
come, corporation, and turn-  corporation, and turnover
over taxes for August and taxes guaranteed for 1925-26
September, 1924;} other and 1926-27; and turnover
guarantees continue. alone must equal state and
local percentage (i. e., 30%
or 35%) of 1,500 mil. RM;
other guarantees continued.m
Taz 1927 1930
Income and In determining origin, dis-
corporation continued assigning 1/4 to S
taxes place of residence and 1/10 ame.
to head office.o
Turnover tax 30% distributed as before.» Same.
Land purchase Same. Same.
tax
Inheritance and ~ Merger: 50% to communes Discontinued September 30,
merger taxes in proportion to losses from  1930.
closing of plants.r
Beer tax Percentage of collections Special same; 16 2/3% of

same, but maxima increased:
Bavaria 45 mil. RM; Wiirt-
temberg 8.6 mil.; Baden 5.8
mil.o

remainder returned to states
on basis of collections.*

Motor vehicle
tax

96% distributed, 1/4 in pro-
portion to population, 1/4
collections, 1/2 area; all

must be used for highways; Same.
local share to be used only
for main highways.«

Betting tax Same. Same.

* For notes to Chart 3 see i)age 316.
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Cuarr 3: PROVISIONS FOR DISTRIBUTION OF REICH TAXES TO STATE
AND LOCAL GOVERNMENTS, 1920-35 *—Continued

Tax

1927

1930

Stock exchange,
mineral water,
and meat taxes

Mineral water: 969, distrib-
uted to states, 1/3 on basis
of collections, 2/3 popula-
tion; all redistributed to
communes on bases chosen
by state.s

Guarantees and

In place of 1919 guarantee,

Additional tax on single per-

special pro- income and corporation tax sons and on income in excess
visions distribution must equal 259, of 8,000 RM not distributed.
more than income, corpora- For this purpose 77 mil. RM
tion, and capital yield taxes withheld from wage tax and
for 1919-20, plus average 67.8 from assessed income
yield of inheritance tax for tax.r Excess over 1,300 mil.
1912-16. In so far as turn- RM withheld from wage tax
over tax distributions exceed to meet deficit for pensions
1919 distributions these may and health insurance.% Yield
be counted.? In place of 1925  of wage tax in excess of 1,502
guarantee, 2,600 mil. RM mil. RM withheld up to 30
guaranteed from income, mil. RM for unemployment
° corporation, and turnover relief.e 120 mil. RM withheld
taxes for 1927-28 and 1928- from three taxes for Reich in
29. At least 450 mil. RM to  so far as taxes exceed 4,530
be distributed on turnover mil. RM in 1929-30 only.w
tax base. Excess over 2,400 Guarantees continued.
mil. RM to be applied to re-
duction of real taxes under
amount fixed by law of March
31, 1927. Per capita guaran-
tee continued with limitation
that such reimbursement is
not to exceed 1/3 of state
share on oollection base.o
Taz 1931 1933
Income and
corporation Same. Same.
taxes
Turnover tax Same. Same.
Same. Same.

Land purchase
tax

* For notes to Chart 3 see page 316.
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Caart 3: PROVISIONS FOR DISTRIBUTION OF REICH TAXES TO STATE
AND LOCAL GOVERNMENTS, 1920-35 *—Continued

Taz 1931 1933
Inheritance and
merger taxes
Beer tax Same. Same.
Motor vehicle Same as before, except that
tax area on which 1/2 is distrib-
uted is weighted according
to population density (if Same.

density is less than 5/6 of
average area reduced to 5/6;
if density is double average,
area is doubled).w

Betting tax

Same.

96% distributed. All total-
izator tax to state of business
for breeding. 1/3 of book-
maker tax to state of busi-
ness, 2/3 in proportion to
population; for general use.z

Stock exchange,
mineral water,
and meat taxes

Discontinued December 8,
1931.

Guarantees and
special pro-
visions

Distribution on turnover tax
base reduced from 450 to 375
mil. RM, 12 mil. deducted
from turnover and 88 mil.
from income and corporation
tax distributions, as saving
from salary reduction; per
capita guarantee continued;
77 mil. RM withheld from
wage tax, 120 mil. from
assessed income tax as esti-
mated amount of surtax. 50
mil. RM distributed from
Reich funds to states in pro-
portion to real tax reduc-
tions; 1926 guarantee re-
pealed.»

7% deduction from wage tax
and 16%4% from assessed
income tax as estimated
amount of surtax.v States
and communes guaranteed
160 mil. RM from motor
vehicle tax which had been
reduced. State and local gov-
ernments reimbursed for tax
reductions (28 mil. RM for
beer tax, 1932 and 1933; 50
mil. RM for real tax, 1932
and 1933; 20 mil. RM for
agricultural unification and
16.7 mil. RM for exemptions
of houses). Turnover tax and
1920 guarantees, and deduc-
tions for salary decreases
continued.z

* For notes to Chart 3 see page 316.
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Cuarr 3: PROVISIONS FOR DISTRIBUTION OF REICH TAXES TO STATE
AND LOCAL GOVERNMENTS, 1920-35 *—Continued

Taz’

1935

Income and
corporation
taxes

75% of that part of yield which is shared, distributed as
before up to 1,100 mil. RM income tax and 240 mil. RM
corporation tax. If 759, exceeds these sums, 33 1/39%, of the
excess distributed in the same manner, 33 1/3 to Reich, 33 1/3
to equalization fund for needy state and local governments.aa

Turnover tax

309, shared as before up to 573 mil. RM. If 309, exceeds this
sum, excess distributed in same manner as excess income
tax.as

Land purchase Same.
tax

Inheritance and

merger taxes

Beer tax Same.

Motor vehicle
tax

66 2/39, distributed as before.?» Guaranteed 90 mil. RM, of
which 109, goes to equalization fund; to be used 4/5 for first
class roads and 1/5 for second class roads.c

Betting tax

Same.

Stock exchange,
mineral water,
and meat taxes

‘Meat: 969, to states, 14 in proportion to yield of 1933 state

tax, 4 in proportion to yield of 1934 Reich tax.dd

Guarantees and
special pro-
visions

Beginning April 1, 1935, all guarantees for special taxes,
except motor vehicle tax, abandoned.e¢ Reich deducts 26%, of
income tax as estimated amount of surtax over 8,000 RM
and taxes for unemployment relief and promotion of marriage,
before apportioning state and local share. Per capita guaran-
tee limited to 1/5 of state yield. Other guarantees continued &/

®State of origin determined by pay rolls, gross receipts, invested capital, and

domicile.

* Landessteuergesetz, March 30, 1920, effective April 1, 1920.

° Law of December 24, 1919.

?Law of September 12, 1919, effective October 1, 1919.

* Law of September 10, 1919,

! Laws of March 27, 1919, April 1, 1919, and June 24, 1919.

? Effective April 1, 1921.

» Finanzausgleichsgesetz of June 23, 1923, effective April 1, 1923.

*Law of April 8, 1922, effective July 1, 1922.

! Had been distributed by law of April 8, 1922, 50% to state where business was
done; 2/3 to be used for horse breeding.

* Steuernotverordnung of February 14, 1924, effective February 1, 1924.

*Law of November 10, 1924.

= Law of August 10, 1925, effective October 1, 1925.
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* Law of March 26, 1925.

*Law of April 9, 1927, effective April 1, 1927.

?Law of April 27, 1926, effective April 1, 1926.

*Law of May 15, 1926, effective June 15, 1926.

" Law of March 31, 1926, effective April 1, 1926.

* Law of April 15, 1930, effective April 1, 1930.

' Law of September 30, 1930.

*“Law of June 29, effective April 1, 1929.

* Decree of July 26, 1930, effective in part September 1, and in full October 1,
1930. .

*® Decree of December 1, 1930, effective April 1, 1931.

?Law of April 10, 1933, effective May 1, 1933.

? These deductions were 72 and 60 million RM, respectively, in 1932.

* Laws of March 18, 1933, May 30, 1933, and December 21, 1933.

“ Law of February 26, 1935, effective April 1, 1935. The state share has been
further limited for 1936 (Law of March 30, 1936) in that the states are to receive
no share in any excess over 1,220 million RM for the income tax, 262.5 million RM
for the corporation tax, and 630 million RM for the turnover tax.

» Law of March 26, 1934.

°¢ Law of February 28, 1935.

“ Law of March 24, 1934.

¢ In 1934 these were 100 million RM for real tax and 33.3 million RM for exemp-
tions of houses.

" Law of October 16, 1934. Per capita guarantee was further limited by law of
March 30, 1936.
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CHART 4

PROVISIONS FOR DISTRIBUTION OF REICH AND STATE TAXES TO

LOCAL GOVERNMENTS *

PRUSSIA, 1924

Tax

Stale Provisions for Distribution

Income and
corporation
taxes

50.5% to local divisions: 389, to communes, 2.5%, to prov-
inces, 2.5%, to rural circles, on basis of origin; 2%, to school
equalization fund; 5.13%, to provinces, distributed 2/3 in
proportion to population (reducing Berlin population 1/2
and increasing Grenzmark population 3x), 1/6 in proportion
to area, 1/6 in proportion to highway mileage; .37, to rural
circles in proportion to Dolalionen of 1919, of which 1/4 goes
to Gulsbezirke in proportion to population.s Communes
receiving less than 809, of 1911 per capita income tax from
this distribution receive the difference from a fund deducted
from communes receiving more than 2009, of 1911 per capita;
90% of excess is deducted from these.?

Turnover
tax

609, to local divisions: 1/10 to rural circles on simple popula-
tion base; 9/10 to communes on weighted population base.c

Land purchase
tax

100%, to circles where collected, together with privilege of
levying surtax.d

Motor vehicle
tax

1009, to provinces: 209, for Rhine Province, Westphalia and
Wiesbaden; remainder distributed 1/2 in proportion to area,
1/2 in proportion to population.e

Beer and mineral
water taxes

Rentals tax

509 for building, shared by state and circle and spent where
collected. 25%, to state and 259, to circles for general use.
Latter distributed, 39, to occupied territory, 20% where
collected, and 779, in proportion to population./

Real estate and
business taxes

Local surtaxes or independent taxes. Surtaxes may not -
exceed 1009, for real estate and 2009, for business, without
special permission.

PRUSSIA, 1931

Taz

Stale Provisions for Distributicn

Income and
corporation
taxes

10 million RM deducted for communes bordering on city-
states before division between state and local governments
and distributed to such communes in proportion to yield of
income and corporation taxes.# 50.5%, to local divisions
distributed as in 1924 with the following exceptions: from

* For notes to Chart 4 see page 332.
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Crart 4: PROVISIONS FOR DISTRIBUTION OF REICH AND STATE TAXES

TO LOCAL GOVERNMENTS *—Continued

Tazx

State Provisions for Distribution

the communes’ share distributed on the basis of origin, any
sum by which the commune share of the turnover tax falls
short of 148.5 million RM is deducted and distributed on
the turnover tax base:? from the same share for all communes
with a populsation over 2,000 is deducted 3,000 RM per local
police officer. The latter is distributed to communes with
local police in proportion to the number of officers. From
the same share for communes with state police and a popula-
tion in excess of 2,000 is deducted 1/3 of the cost of state
police. This is levied against such communes, 1/2 in pro-
portion to origin and 1/2 in proportion to population. From
the commune share of the corporation tax is deducted half
of the excess over the average per capita share for communes
with such excess and all over 10 RM per capita.s Also, in
place of the 80% guvarantee the amount received by each
commune 18 adjusted before final distribution for the relative
guarantee, which weights the base for each commune which
would receive less per capita through an unweighted distri-
b}ltion than its pre-war revenues from income taxes.k

Turnover
tax

55% to local divisions, 1/10 to rural circles, 9/10 to com-
munes. Distribution in proportion to population weighted
1x (for first 2,000 inhabitants) to 2.25x (for inhabitants in
excess of 50,000). This weighted population is again weighted
1/100 for every 1/10 of 1 per cent that children of school age
exceed the average percentage of children of school age for
communes of the same size.k

Land purchase
tax

Same as 1924.

Motor vehicle
tax

100%, to provinces. Percentage to each province fixed by
law. Distribution within province according to annual plan
determined by province committee, with consideration for
through highway mileage. To be used for highway support.»

Beer and mineral
waler taxes

509, of beer tax and 1009, of mineral water tax added to
commune share of income and corporation taxes and dis-
tributed as these are distributed.» Mineral water tax dis-
continued 1931.

.

Rentals tax

57.2%, to circles: 40.5%, for housing and 16.7%, for general
use. Housing share returned to place where collected. General
share returned, 64.4% in proportion to population, 309,
where collected, 1.49%, to border communes, and 4.2% to
communes with exceptional amount of unemployment. If

* For notes to Chart 4 see page 332.
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Caart 4: PROVISIONS FOR DISTRIBUTION OF REICH AND STATE TAXES

TO LOCAL GOVERNMENTS *—Continued

PRUSSIA, 1931

Tax

State Provisions for Distribution

Rentals tax
—Continued

local housing share is not needed for that purpose, sum up to
1/4 may be applied to general purposes. State may take over
any of remaining share not needed for housing.?

Real estate and
business taxes

Same as 1924.

PRUSS1A, 1935

Tax

State Provisions for Distribulion

Income and
corporation
taxes

45% to local divisions: 359, to communes, 2.5%, to prov-
inces, 2.5% to rural circles, on basis of origin; 5% to school
equalization fund.m Distribution of commune share modified,
as before, for turnover tax guarantee, police compensation,
and relative guarantee.

Turnover tax

Same as 1931, except that 54 million RM is deducted from
local share for equalization fund.»

Land purchase
tax

Same as 1924.

Motor vehicle
tax

4%, deducted for maintenance of bridges. Remaining 96%,
distributed: 4/5 to governments maintaining first class high-
ways, in proportion to mileage, population, and area (at
discretion of ministers of interior and finance); 1/5 to govern-
ments maintaining second class highways in proportion to
mileage.o ) .

Beer and mineral
water taxes

Same as 1931.

Rentals tax

Circles receive 479, of remainder after state has deducted
37.5 million RM. Circles receive 15%, of their share in pro-
portion to collections. From remainder 65%, or 102 million
RM (whichever is larger) is deducted for reimbursement for
losses from reduction of real estate taxes and for equalization
fund for communes with heavy welfare burden.? Remainder
is distributed to circles in proportion to population weighted
for the number in excess of the average, of social insurance
annuitants and those impoverished by inflation.¢ :

Real estate and
business taxes

Same as 1924.

* For notes to Chart 4 see page 332.
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CuaArT 4: PROVISIONS FOR DISTRIBUTION OF REICH AND STATE TAXES

TO LOCAL GOVERNMENTS *-—Continued

BAVARIA, 1931

Taz.

Slale: Provisions for Distribution

Income and
corporation
taxes

The share of each circle and commune is estimated sepa-
rately by applying to the income and corporation taxes
originating in the commune the percentage represented by
circle and commune income, property and capital earnings
taxes for 1912 to 1919 to the total of such taxes. Thus the
percentage for each circle and commune remains constant,
but the percentage of the tax going to all local governments
varies as the proportion originating in the different communes
varies. Before this is returned to local governments 6% is
deducted from circle share for equalization fund, and the
state may take excess,over 507 of total state and local share
allotted to any commune. The state may also take whatever
is needed up to 10% of commune share for those communes
that obtain nothing under above distribution. Share of
income tax distributed to state on turnover tax base treated
as turnover tax, and shares received under the minimum per
capita guaraotee paid to equalization fund.

Turnover
taxr

Allotted to communes on simple per capita basis but the
entire share of the communes over 2,000 population and the
share of the communes under 2,000 population up to 30 pf.
per capita goes to equalization fund.

Land purchase
tax

Distributed to communes where land is located. Communes
also have surtax privilege.

Motor vehicle
tax

Distributed 2/5 to communes and 3/5 to districts in pro-
portion to need for highway aid as determined by a state
committee.

Mineral water
tax

Distributed to those communes with more than the average
proportion of unemployed in proportion to the number of
unemployed.

Beer tax

None.

Rentals tax

One-third of rate levied for general use to communes where
collected.

SAXONY, 1931

Taz

State Provisions for Distribulion

Income and
corporation
taxes?

99, of state and local share to districts, half according to
origin, half in proportion to population, 41%, to communes.
From the latter, 1/3 of the cost of teachers’ salaries, paid by

* For notes to Chart 4 see page 332.
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Cuarr 4: PROVISIONS FOR DISTRIBUTION OF REICH AND STATE TAXES

TO LOCAL GOVERNMENTS *—Continued

SAXONY, 1931

Tazx

State Provisions for Distribution

Income and

corporation taxess

—Continued

the state, is first deducted. From the remainder, half of the
corporation tax is distributed according to origin; the other
half is added to the income tax and distributed 3/5 according
to origin of the income tax and 2/5 in proportion to popula-
tion.t 3%, to equalization fund.

Turnover tax

Distributed to communes, 3/5 according to origin of
income tax, 2/5 in proportion to population.

Land purchase
tax

‘To communes where land is located. Communes also have
surtax privilege. -

Motor vehicle
tax

9/10 of local share to districts in proportion to yield of
draught animal tax of 1925.» 1/10 to highway equalization
fund. To be used for highway support.

Mineral water All to equalization fund.

tax

Beer tax None distributed.

Rentals taxv None of state tax for general use distributed. All of state
tax for housing to communes where collected. Districts and
communes also have surtax privilege, districts for general
use, and communes for housing and general. Latter, 5/6 for
housing, goes to communes where collected except for deduc-
tion of 25%, of housing share for housing equalization fund.
Share of very small communes goes to district.

BADEN, 1931
Tazx State Provisions for Distribulion

Income and 3.5%, of local share of income, corporation, and turnover-

corporation taxes to circles in proportion to their share in the income and

taxes corporation tax in 1924. Remainder to communes, after

deduction of 500,000 RM for equalization fund. Distributed
66% to communes with more than 9,000 population, 129, to
communes with 3,000 to 9,000 population, and 229, to com-
munes with less than 3,000 population. Distribution within
the group, 709, according to origin of income and corporation
taxes, 309, in proportion to population.

Turnover tax

Same as income and corporation tax.

Land purchase
tax

To communes where land is located. Communes also have
surtax privilege.

* For notes to Chart 4 see page 332.
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Ciarr 4: PROVISIONS FOR DISTRIBUTION OF REICH AND STATE TAXES

TO LOCAL GOVERNMENTS *-—Continued

Tax

Stale Provisions for Distribulion

Motor vehicle
taxw

None.

Mineral water
tax

To communes in proportion to population.

Beer tax None.
Rentals tax To communes where levied. Approximately half of local
share for housing.
WURTTEMBERG, 1931.
Taz Stale Provisions for Distribution
Income and 1/3 less 2,760 thousand marks to communes, distrib-
corporation uted 9/10 according to origin, 1/10 in proportion to
taxes school children. Origin weighted in workers’ communes.

2,760 thousand marks, together with 1,240 thousand marks
from state share, to equalization fund. Share of income tax
distributed to state on turnover base treated as turnover tax.

Turnover tax

Distributed to communes in proportion to permanent
population.

Land purchase To communes where land is located. Communes also have

tax surtax privilege.

Motor vehicle None.

tax

Mineral water Distributed to communes, together with beer tax, to the

tax amount of 75 pf. per capita, plus 1% of the previous year’s
assessment, for the land tax.

Beer tax See mineral water tax.

Rentals tax Communes have independent tax for general purposes and
surtax at least 159, of which must be devoted to housing.

THURINGIA, 1931
Tazx Stale Provisions for Dislribution

Income and 5% of local share distributed to rural circles, 3/4 according

corporation to origin and 1/4 in proportion to population. From remain-

taxes# ing local share, 3/10 of cost of teachers’ salaries and half of

cost of school materials is deducted. From the remainder
each city circle receives its share according to origin. 1/5 of
what is left is then deducted for the equalization fund. Re-
maining 4/5 is distributed to five groups of communes
(grouped according to population) according to origin.

* For notes to Chart 4 see page 332.
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Crart 4: PROVISIONS FOR DISTRIBUTION OF REICH AND STATE TAXES

TO LOCAL GOVERNMENTS *—Continued

THURINGIA, 1931

Tax

Slate Provisions for Distribution

Income and

corporation taxes?

—Continued

Within each group the distribution is made to individual
communes, 2/3 according to origin, and 1/3 in proportion
to population. Share of income tax distributed to state on
turnover tax base treated as turnover tax,

Turnover taxz:

Distributed to communes in proportion to weighted pop-
ulation, the weight varying from 1x for communes under
1,000 to 2x for city circles. 1/5 of the share belonging to
communes other than city circles is deducted for circles and
distributed 2/3 in proportion to population and 1/3 accord-
ing to origin of income and corporation taxes. Remaining
commune share distributed in proportion to weighted pop-
ulation.

Land purchase To circle where land is located. Circles also have surtax

tax privilege. '

Motor vehicle None.

tax

Mineral water 1/4 to city circles, 3/4 to other communes, in proportion

tax to welfare expenditures in excess of average.

Beer tax None.

Rentals taxv 589 to circles and 429, to communes where collected.
Communes over 5,000 populatior get housing share (62%,) of
circle share.

HESSE, 1931
Tax Stale Provisions for Distribulion

Income and Local share of turnover tax added to lacal share of income

corporation and corporation taxes. From local share 150,000 marks are -

taxess deducted as compensation for reduced interest on loans for

welfare expenditures and 1.25%, for equalization fund for
welfare. Remainder is allocated to circles, half according to
origin of income and corporation taxes, half according to
commune income taxes in 1913 and 1914. Proportion assigned
to circles and provinces determined by ratio of circle assess-
ments to total state and local income taxes in 1913 and 1914.
Division between province and circle left to discretion of
minister of interior. Commune share distributed half accord-
ing to origin and half according to commune income taxes in
1913 and 1914, Share of income tax distributed to state on
turnover tax base treated as turnover tax.

* For notes to Chart 4 see page 332.
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Cuarr 4: PROVISIONS FOR DISTRIBUTION OF REICH AND STATE TAXES

TO LOCAL GOVERNMENTS *—Continued

Tax

State Provisions for Dislribution

Turnover tax

Local shares of turnover tax distributed with income and
corporation taxes.

Land purchase
tax

To6 communes where land is located. Communes also have
surtax privilege. When land is in an independent Gemarkung
tax goes to circle.

Motor vehicle
tax

After deductions for state-supported bridges, distributed to
provinces for highway maintenance at discretion of minister
of interior, but with due consideration for population, high-
way mileage, and collections.

Mineral water
tax

All to equalization fund for welfare expenditure.

Beer tax None. .
Rentals tax Communes have independent tax. Tax on new buildings
must be used for housing. Use of other optional.
MECKLENBURG-SCHWERIN, 1931
Taz State Provisions for Distribution
Income and Communes receive that proportion of tax that direct
corporation personal taxes of commune bore to direct personal taxes of
taxes state in 1919. Maximum 40% and minimum 20%, of total.

From this is deducted 25% of teachers’ salaries (but not more
than 409, of local share).

Turnover tax

To communes in proportion to population.

Land purchase
tax

To independent cities in proportion to population. Re-
mainder, 2/3 to administrative districts and 1/3 to remaining
cities and certain communes in proportion to population.
State surtax distributed with other. No local surtax.

Motor vehicle
tax

Shared by state and administrative districts in proportion
to mileage of secondary highways supported by each. Com-
munes may share if they are maintaining important improved
highways. For highway support.

Mineral water 2/3 to welfare districts in proportion to publicly supported

tax unemployed, to be redistributed to communes at discretion
of district official. 1/3 to equalization fund.

Beer tax None.

Rentals taxas 30% of tax for general use to cities where collected, and

10% to districts outside independent cities. Housing levy
goes 1/13 to minister of agriculture and 12/13 (to cities over
8,000), 6/13 (cities 4,000-8,000), or 4/13 (cities under 4,000),
to cities where collected. Remainder to minister of interior.

* For notes to Chart 4 see page 332.
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Cuarr 4: PROVISIONS FOR DISTRIBUTION OF REICH AND STATE TAXES

TO LOCAL GOVERNMENTS *—Continued

OLDENBURC, 1931**

Tax

Stale Provisions for Distribulion

Income and
corporation
taxes

To communes according to origin. If commune share of in-
come, corporation and turnover taxes combined comes to more
than 2.4 million marks, excess is deducted for equalization
fund for school expenditures and loans without interest.ccde
Share of income tax distributed to state on turnover tax
base treated as turnover tax.

Turnover tax

Half distributed to communes in proportion to population,
half to districts in proportion to origin of income and cor-
poration taxes. District retains 2/3 of this and distributes
the remainder to communes according to origin of income and
corporation taxes.e For share to equalization fund see income
and corporation taxesJsy

Land purchase
tax

Local share to commune where land is located in Oldenburg
section; half to commune and half to district where land is
located in Liibeck and Birkenfeld sections. Communes and
districts may levy surtaxes.

Motor vehicle
tax

All to districts where collected in Liibeck and Birkenfeld
sections. Half to districts in proportion to highway mileage
in Oldenburg section. For highway support.

Mineral water To communes in proportion to population.

tax

Beer tax None.

Rentals tax Communes do not share in state tax but may levy surtaxes.
Tax on new buildings for housing. Use of other not specified.

BRUNSWICK, 1931
Tax State Provisions for Distribution

Income and 179, of total state and local share to city of Brunswick,

corporation 8.59, to other cities, 5%, to rural communes, 6%} to circles.

taxes City and commune share divided, 409, according to origin,

409, in proportion to population, 20%, in proportion to pre-
ceding year’s welfare expenditures. Circle share divided 259,
according to origin, 259, in proportion to population, and
509, in proportion to preceding year’s welfare expenditures.
In determining origin, if corporation tax of commune exceeds
income tax, excess is not considered. If commune share
exceeds needs, it may be reduced as much as half. May also
be reduced if commune is not utilizing its own resources.

* For notes to Chart 4 see page 332.
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CaArT 4: PROVISIONS FOR DISTRIBUTION OF REICH AND STATE TAXES.
TO LOCAL GOVERNMENTS *—Continued

Taz Slate Provisions for Distribulion

Turnover tax 1/3 of local share to circles and 2/3 to communes (Bruns-
wick counting as both circle and commune). Distributed
among circles and communes according to weighted popula-
tion, the weight varying from 1 for communes with less than
1,250 inhabitants to 1.9 for Brunswick.

Land purchase 1/3 of local shares to circles and 2/3 to communes (Bruns-
tax wick counting as both). Distributed where land is located.
Motor vehicle 1/5 of local share to Brunswick, 4/5 to circles in proportion
tax to highway mileage. To be used for highway maintenance.
Mineral water 15% to Brumswick, 15% to other cities, 209 to rural
tax communes, 509, to equalization fund. Distributed within
groups in same manner as income and corporation taxes.

Beer tax None.

Rentals tax 5% of yield in cities to cities for general purposes. 2 1/29,°
of total yield to equalization fund. )

ANEHALT, 1931

Taz State Provisions for Distribution
Income and 150,000 RM deducted from local share for equalization
corporation fund. Remainder distributed according to origin except that
taxes when corporation tax share exceeds what communes would

get on per capita basis, half the excess goes to equalization
fund, and when it exceeds 10 RM per capita all of excess
goes to equalization fund. Equalization fund used to guaran-
tee communes a fixed per capita sum from this source varying
from 12 RM for communes with less than 2,500 inhabitants
to 20 RM in large cities. Share of income tax distributed to
state on turnover tax base treated as turnover tax.

Turnover tax To communes in proportion to population.

Land puérchase Commune share, including surtax, distributed in propor-
tax tion to population.

Motor vehicle Distributed to circles at discretion of state officials for
tax highway support.

Mineral water Distributed with beer tax. Half the local share goes to
tax circles for highway maintenance, 1/5 to each circle. Half to

welfare districts according to need.

Beer tax Same as mineral water.

* For notes to Chart 4 see page 332.
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Cruart 4: PROVISIONS FOR DISTRIBUTION OF REICH AND STATE TAXES

TO LOCAL GOVERNMENTS *—Continued

ANHALT, 1931

Tax Stale Provisions for Distribulion
Rentals tax Local share to communes where collected, to be used 519
for housing, 499, for general purposes.
Land, building, The circles receive 33 1/3%, of the yield of the state land

and business
taxes

value tax, and the communes receive 50% of the yield of the
state building tax in proportion to collections.

LIPPE, 1931

Taz

State Provisions for Distribution

Income and
corporation
taxes

1/10 of local share to equalization fund, 9/10 to city and
rural communes according to origin. Communes give 1/6 of
their share to school Histricts, distributed in proportion to
school children. Must also share with village in accordance
with need as indicated by population, industrial condition,
and average income for 1912 to 1914. State withholds 1/4 of
share assigned to equalization fund. Equalization fund dis-
tributed according to mneed. Communes are guaranteed
average income for years 1912 to 1914. 20, of share received
from Reich under per capita guarantee added to local share.

Turnover tax

Half the local share distributed according to origin of
income tax, half in proportion to population. 4/10 of rural
commune share withheld by state. From remainder 1/3 is to
be distributed to villages in proportion to population.

Land purchase Half the yield, including surtax, distributed to communes
tax where land is located.

Motor vehicle To communes in proportion to population and highway ’
tax mileage.

Mineral water To communes in proportion to population.

tax

Beer tax None.

Rentals tax To communes where collected; 1/4 to be used for general

purposes, 3/4 for housing. 1/5 of housing share to equaliza-
tion fund for equalizing housing costs.

* For notes to Chart 4 see page 332.



APPENDIX 329

Cuart 4: PROVISIONS FOR DISTRIBUTION OF REICH AND STATE TAXES

‘TO LOCAL GOVERNMENTS *—Continued

MECKLENBURG-STRELITZ, 1931

Taz State Provisions for Distribution
Income and To communes according to origin. Rural communes receive
corporation only half their share, the remaining half being kept by dis-

taxes

trict. Communes guaranteed 1913 income tax yield.

Turnover tax

To communes in proportion to population. Districts with-
hold 1/5 of rural commune shares for equalization fund for
needy communes.

Land purchase " To communes where land is located. Communes also have
tax privilege of surtaxes.
Motor vehicle None.
tax
Mineral water None.
tax
[y
Beer tax None.
Rentals tax To communes where collected, 85.2%, for housing, remain-
der for general purposes.
SCHAUMBURG-LIPPE, 1931 %7
Taz State Provisions for Disiribution
Income and Local share to communes according to origin. Circles with-
corporation hold 8%, of commune share for their own use. They must,
taxeshs however, devote at least 109, of this to aid needy com-

munes. The communes’ half of school costs is also deducted
from their share before it is:distributed. Sums received under
per capita guarantee distributed with the rest. Share of
income tax distributed to states on turnover base treated as
turnover tax.

Turnover tax

2% of total to city of Biickeburg and 6% to city of
Stadthagen.

Land purchase To communes where land is located. Both circles and com-
tax munes have surtax privilege.

Motor vehicle From total yield 17% and 25%, respectively, to two
tax circles; 3% and 5%, respectively, to two cities.

Mineral water Applied to reduction of commune share of school costs.
tax

Beer tax None.

* For notes to Chart 4 see page 332.
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Cuarr 4: PROVISIONS FOR DISTRIBUTION OF REICH AND STATE TAXES

TO LOCAL GOVERNMENTS *—Continued

SCHAUMBURG-LIPPE, 1931 #¢

State Provisions for Disiribution

Tax
Rentals tax Communes receive 52.5%, of total: 37.5% for housing to
communes where collected; 159, for general purposes dis-
tributed 1/2 in proportion to population and 1/2 in propor-
tion to collections.
HAMBURG, 1931 ¢
Taz State Provisions for Distribution
Income and In cities, 75% according to origin (1009, to Geesthacht);
corporation in rural communes, 50%, according to origin. Share of income

taxes

tax distributed to state on turnover tax base treated as turn-
over tax.

Turnover tax

In cities, 75% in proportion to population (1009, to
Geesthacht); in rural, communes, 509, in proportion to
population.

In cities, 759, to city in which land is located (1009, to

Land purchase

tax Geesthacht); in rural communes, 509, to commune where
land is located. State and commune have surtax privileges.

Motor vehicle None.

tax

Mineral water None.

tax

Beer tax None.

Rentals tax Communes receive none of tax on improved agricultural
real estate, but all of tax on new buildings. This is distributed
where collected for housing purposes. Half the tax on other
property goes to communes where collected for general use.
Communes also have surtax privileges.

Land, building, In addition to certain surtax privileges, city communes -

and business receive 809, of the collections from the state land tax, Geest-

taxes hacht 100%, rural communes 30%, Landherrenschaften 20%,.
City communes receive 75%, of the collections from the state
business tax, Geesthacht 100%, rural communes 309,
Landherrenschaften 209,.

BREMEN, 1931
Taz Stale Provisions for Distribution

Income and To communes according to origin. Circles can levy on

corporation communes up t0.1/5 of their share for redistribution to needy

taxes communes.

* For notes to Chart 4 see page 332,
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Cuarr 4: PROVISIONS FOR DISTRIBUTION OF REICH AND STATE TAXES

TO LOCAL GOVERNMENTS *—Continued

Taz State Provisions for Distribulion

Turnover tax To communes in proportion to population.

Land purchase To communes where land is located. In addition to half the

tax regular tax they receive 3/4 of state surtax.

Motor vehicle Circles and cities receive share in proportion to area (area

tax counted 3x for state, circle, and city), for highway main-
tenance.

Mineral water None.#

tax

Beer tax None.

Rentals tax All to cities where collected, and outside cities, to circles.
At least 209, to be used for housing.

Land, building, Rural communes receive 75% of the state business tax

and business
taxes

levied within their jurisdiction. No local business tax is
levied.

LUBECK, 1931

Tax State Provisions for Distribution
Income and To communes according to origin.
corporation

taxes

Turnover tax

To communes in proportion to population.

Land purchase None.

tax

Motor vebicle None.

tax

Mineral water None.

tax

Beer tax None.

Rentals tax No provisions for distribution. Actually about 1/6 for
building.

Land, building, Communes receive a small share of the state land tax. The

and business communes themselves do not levy such a tax.

taxes

* For notes to Chart 4 see page 332.
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¢ Laws ofApril 1, 1924, and June 19, 1924. The local share was fixed at 50%,
law of January 13, 1921; 61.75%, law of October 30, 1923; 57.5%, law of April 1,
1924; and 50.5%, law oi June 19, 1924.

b Laws of October 30, 1923, June 19, 1924, and May 28, 1925.

°Law of April 1, 1924.

“Law of October 30, 1923.

*Law of May 15, 1924.

" April 1, 1924. This was changed three times within the year.

? Law of July 8, 1927.

*Law of July 19, 1930, effective April 1, 1930.

* Law of August 2, 1929, effective April 1, 1930.

Y Law of April 1, 1929.

* Law of November 27, 1925.

! Law of October 8, 1931.

™ Law of March 17, 1934.

"Law of March 20, 1934, effective April 1, 1934. By law of April 6, 1936, excess
over 150 million RM goes to equalization fund.

° Local units are for the most part provinces, in some instances circles, and com-
munes where such highways pass through a city. Law of March 11, 1935.

? Reduced to 100 million RM by law of April 6, 1936.

?Laws of March 17, 1934, and December 22, 1934,

"By law of June 23, 1934, 900,000 RM of local share to be distributed on per
capita basis, Remainder to be used for communes with unusual welfare burdens.
This sum was 1,200,000 RM in 1932 and 600,000 RM in 1933. By law of February
8, 1936, per capita distribution fixed at 50 pfennigs.

* By law of February 12, 1935, state retains from commune share a sum equal to
700 RM per kilometer of highway taken over by the state from the communes.

! By law of March 4, 1936, the state deducts from each commune’s share 700 RM
per kilometer of first class road taken over by the state.

“By law of March 12, 1936, distributed in proportion to mileage of second class
roads.

° Division of rentals tax has been revised annually since 1931. For 1934 none was
applied to housing, but 4.9% to fund for amortization and interest on housing loan.
49.8% was retained by the state, 21.5% was given to communes and 10.8% to
Bezirke for general purposes, and 13% to the equalization fund.

*By law of July 26, 1935, communes supporting through highways receive a
share in the sum of 245,000 RM.

* For 1934-35 communes share of (1) income tax was set at 2,070,000 RM, (2) -
corporation tax at 725,000 RM and (3) turnover tax at 1,500,000 RM. Any excess
went to equalization fund for needy circles and communes. By law of May 11, 1935,
the income from these three taxes in excess of 1/3 of the 1934-35 yield goes to
equalization fund.

¥ By law of Apn] 17, 1935, 13% goes for building and 8.7% for general use. Half
this latter sum is paid to circles. In the case of rural cu'clw, communes receive
28.5% and the circle 15% of collections.

* By law of April 11, 1932, 8% of commune share of income and corporation taxes
(increased to 10% by law of July 5, 1935) and all of commune share of turnover
tax in excess of 3.3 million marks to equalization fund.

% By law of March 29, 1932, state 62%, communes 34%, equalization fund 3%,
minister of interior for maintenance of old dwellings 1%. Where commune is sub-
ject to Amt, division is 28% to city, 6% to Amt; outside cities, all to Am¢.
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* By law of March 8, 1934, meat tax goes to school equalization fund. By law of
January 26, 1934, districts in Oldenburg section (which have been reduced from
12 to 6) get 2/15 of state share of turnover tax, 34 of state share of land purchase
tax, including surtax and that part of motor vehicle tax determined by proportion
of highway mileage supported. Have, in addition, rights to local income. Function
of these districts to equalize. By law of February 22, 1935, 4/7 of corporation tax
in the whole state, 3/7 of the personal income tax in Oldenburg and Liibeck and
4/7 in Birkenfeld to communes; all of motor vehicle tax to state.

° By law of March 29, 1932, and September 28, 1932, school equalization fund
receives income and corporation taxes received under guarantee, and one-third of
turnover tax if necessary. May draw on all three taxes further, if needed, at discre-
tion of state officials.

4 Yiibeck fund is limited to 100,000 RM and Birkenfeld fund to 130,000 RM.

*¢ All returned in proportion to income and corporation taxes, April 1, 1933; old
provisions restored, June 27, 1933.

17 State officials may deduct from turnover tax before distribution for communes
with pressing need. Law of August 9, 1932,

#¢ State meat tax (January 2, 1934) : 12% returned to cities and circles where
collected for cost of local administration (reduced to 3% by law of April 18, 1934).
If communes aid circles, receive 2% (reduced to 1%% by law of April 18, 1934).

™ By law of June 7, 1935, 30% to circles. Of this 36,000 RM is applied to tax
reductions and the remainder is distributed, 3/5 in proportion to collections and
2/5 in proportion to population.

4% Meat tax introduced by law of June 5, 1932. Communes to retain 15% of col-
lections.

! Returned to communes where collected in 1932.
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CHART 5

STATE GRANTS-IN-AID FOR ELEMENTARY SCHOOLS IN THE GERMAN
: STATES, 1930-31°
PERCENTAGE OF EXPENDITURE

lari g
State Saaan:im Building Trans- Supplies
Pensions Costs porlation
Prussia................... 252  |Depends on 100 Depends on
needs need
Bavaria.................. 100 m Depends on | Depends on
need " |need
Saxony................... 66 2/3¢ m 66 2/3iDepends on
need
Wiirttemberg. ............ 20-554 {Depends on |Depends on None
need need
Bade..................... 100 Depends on 100 None
need
Thuringia. ............... 70¢ n 70 500
Hesse.................... 100e Variable 100 Variable
i sum sum
Mecklenburg-Schwerin. . . . . 757 n None None
Oldenburg................ 7 Depends on 100 None
need
Brunswick................ 100 Depends on 100 None
need
Anphalt................... 100 50 100 Depends on
need
Lippe.................... 1002  |Depends on 100 100
need
Mecklenburg-Strelitz. . ... .. 1004 Varies with |Depends on None
district |need
Schaumburg-Lippe. ....... 50 Depends on |Depends on None
need need
Hamburg................. 1004 100n None 100n
Bremen.................. 25-100% 25-100% 25-100& 25-100%
Libeck................... 100 100 None None

® Data from Einzelschriften, Nos. 6 and 17, except where otherwise noted.

® Allowing one teacher to 60 pupils. Special aid to poor districts in addition.

° Local share deducted from local share of income and corporation taxes. State
contributes 100% to pensions. Also special aid to poor districts.

¢ Varies from 55% in small districts to 20% in large cities. Also special aid to
poor districts and a share in income and corporation taxes distributed in proportion
to school children.

* State pays all salaries but levies sum equal to 200 RM per teacher on communes.’
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! More, if 40% of local share of income and corporation taxes does not cover local
share of salaries.

¢ Depends on need. Beginning in 1935, a fixed sum per elementary school teacher
is also paid.

2 For minimum salary scale only. Special aid for poor districts.

¢ Some cities required to reimburse state for 50%.

4 For minimum salary scale only in some districts.

* Varies in different communes.

! Size used as basis of need.

= Only as part of aid to poor districts for all expenditures.

" In more important districts. In rural areas district itself contributes a part.

° Also special aid to poor districts.
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CHART 6

STATE AND LOCAL GRANTS.IN-AID FOR HIGHWAYS IN THE GERMAN

STATES, 1930-31 **

STATE AID

LOCAL AID

From Motor Vehicle Taxd

From Other Sources

PRUSSIA

4% for bridge main-
tenance, if tolls were
levied in 1926-27. 969,
to provinces; exact pro-
portion to each province
fixed by law.

Dotation: 5.5%, of in-
come and corporation
taxes, distributed 14/15
to provinces, 1/15 to
rural circles. Use not
specified. Distributed to
provinces, 2/3 according
to weighted population,
1/6 area, 1/6 highway
mileage. Distribution to
rural circles as in 1919
(earlier Dolation had been
subdivided among circles
at discretion of provinces,
i. e, amount, but not
method, of distribution
fixed by law).c

Circles receive distri-
butions from motor
vehicle taxes received by
provinces, the amount
being determined each
year by provincial com-
mittees, consideration be-
ing given to mileage of
throughhighways.
Circles receive indefinite
aids from provinces, and
communes receive indefi-
nite aids from provinces
and circles in accordance
with need, as measured
by tax burden and high-
way mileage maintained.

BAVARIA

27%, to districts, 18,
to communes, in accord-
ance with highway ex-
penditures and financial
need.e

6%, of local share of in-
come and corporation
taxes withheld for equal-
ization and redistributed
5/10 to communes, 4/10
to districts, 1/10 to cir-
cles, in accordance with
need for welfare and high-
ways.4

SAXONY

45%, to districts in
proportion to yield of
draft animal tax in 1925-
26 (any deficit to be
made up from state's
50%). 5% to construc-
tion fund to aid local
roads.s

Aid to communes with
special financial need, for
construction and main-
tenance.

Communes recom-
pensed for half the cost
of through roads by dis-
tricts.

* For notes to Chart 6 see page 339.
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Cuart 6: STATE AND LOCAL GRANTS.IN-AID FOR HIGHWAYS IN THE
GERMAN STATES, 1930-31 **—Continued

STATE AID

LOCAL AID
From Molor Vehicle Taz® From Other Sources
WURTTEMBERG

No fixed proportion,
but about half goes to
Amiskirperschaft — and
communes as highway
aids for construction and
maintenance.

BADEN
Fixed Dotation to circles Circle aids needy com-

for construction and
maintenance. Aid to
needy circles and com-
munes for construction.
Aid to cities for main-
tenance of state roads
within city limits.

munes for construction.

THURINGIA

No fixed proportion,
but certain sum placed
in budget each year for
circles and communes,
not to exceed 50% of
cost of maintenance.

Circle aids needy com-
munes.

HESSE

All but a small sum
reserved for public
bridges distributed to
provinces in proportion
to population, highway
mileage and tax reve-
nues, for maintenance.

Dotation of 1 million
RM annually to provin-
ces in approximately
equal parts for mainte-
nance. 3/8 of cost of pro-
vincial road construction.

Communes receive aid
from provinces for con-
struction and mainte-
nance of through high-
ways.

MECKLENBURG-SCHWERIN

50% distributed to
Amt and state in pro-
portion to mileage of
main highways, for
mamtenance.

Dolation of 1 million
RM annually as compen-
sation for former high-
way toll, distributed to
Amt and cities in propor-
tion to highway mileage,
for mainterance. Con-
struction aid to Amf and
communes for main high-
ways, 11,000 RM per km.

* For notes to Chart 6 see page 339.
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Cuarr 6: STATE AND LOCAL GRANTS.IN-AID FOR HIGHWAYS IN THE
GERMAN STATES, 1930-31 **—Continued

STATE AID LOCAL AID
From Molor Vehicle Taz® From Other Sources
OLDENBURG
Half the Oldenburg Birkenfeld: aid to com-
share to Amf and com- munes for construction
munes in proportion to  and maintenance of local
through highway roads.Liibeck:aid tocom-
mileage, for mainte- munes for construction
nance. of local roads. Oldenburg:
aid to Amf and communes
up to 259, of cost of con-
structing main roads.
BRUNSWICK
109, to city of Bruns- Circle aids needy com-
wick; 409, to circle in munes for construction
proportion to highway and maintenance.
mileage for mainte-
nance.
ANHALT
1009, to circles for 1/3 of beer and mineral Aid from circles to
construction and main- water taxes tocircles (1/5 communes for construc-

tenance; distribution
determined by state of-

ficialsfollowinghearings.

to each of 5 circles) for
construction and main-
tenance. Aid to circles for
construction.

tion and maintenance of
especially costly high-
ways.

LIPPE

40% to Amf and city
in proportion to popula-
tion and highway. mile-
age for construction and
maintenance.

MECKLENBURG-STRELITZ

11,000 RM per km. to
communes for main high-
ways for construction.
Variable aids to com-
munes for local highways
depending on cost.

* For notes to Chart 6 see page 339.
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Crarr 6: STATE AND LOCAL GRANTS-IN-AID FOR HIGHWAYS IN THE
GERMAN STATES, 1930-31 **—Continued

STATE AID LOCAL AID
From Molor Vehicle Taz? From Other Sources
SCHAUMBURG-LIPPE
429, to circles; 8% to Optional aids to circles Circle aids needy com-

cities (fixed sums set for

for construction.

munes for construction.

each circle and city) for

highway maintenance.
HBAMBURG
BREMEN

66 2/3% distributed

to circles and cities, in

proportion to area, for

maintenance.
LUBECK

Aid to communes in
form of materials for main
highways and special aid
to needy.

®Data from Einzelschriften Nos. 6, 17, and 19, except where otherwise noted.

*By laws of February 12 and 28, 1935, states are guaranteed 90 million reichs-
marks from the motor vehicle tax, distributed to them, and to be distributed by
them to the authorities maintaining the highways, 80% for first class roads in pro-
portion to population, area, and highway mileage, and 20% for second class roads in
proportion to mileage.

°K. Stephan, Das kommunale Finanz- und Steuerrecht in Preussen, Berlin, 1926,
pp. 72-73.

¢ Finanz-Archiv, XLV, 341-44.

*By law of February 29, 1936, 73% to state, 6% to communes supporting first
class roads, 20% to districts and communes for second class roads.

!By law of March 12, 1936, distributed in proportion to mileage of second class
roads.
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CHART 7

STATE GRANTS-IN-AID FOR WELFARE AND SPECIAL LOCAL WELFARE

REVENUES IN THE GERMAN STATES, 1930-31 ¢

State Source Basis of Distribulion

Prussia 8% of local share of rental 29, to poor border circles;
tax.b 6% to circles with excep-

tional relief burdens.?

Bavaria (1) 6% of local share of in- (1) To circles in inverse
come and corporation taxes, proportion to the ratio of
supplemented by deductions  their tax income to uncover-
from the shares of certain ed welfare expenditures, and
communes and by part of the to districts in proportion to
turnover tax. need for welfare and high-

(2) All of mineral water ways.
tax. (2) To communes where
(3) Emergencyrentalstax.c unemployment is above the
average.
(3) To circles for unem-
ployment relief.

Saxony (1) Local additions to (1) At discretion of local
rental tax. authorities.

(2) 3.25 million RM from (2) At discretion of state
general revenues. officials.

Wiirttemberg 4 million RM from income At discretion of state
and corporation taxes. officials.

Baden Not to exceed 6 million In proportion to local wel-
RM from general revenue. fare expenditures.

Thuringia General revenue. At discretion of state

‘ officials.

Hesse 129, of rental tax, all of To welfare districts for
mineral water tax, 1 1/4%, needy rent payers at discre-
of income, corporation, and  tion of state officials.
turnover taxes.d

Mecklenburg- All of mineral water tax. 2/3 to communes in pro-

Schwerin portion to unemployed; 1/3
to communes at discretion of
state officials.

Oldenburg General revenue. At discretion of state

officials.

Brunswick None.

Anbalt Business tax. At discretion of state

officials.
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Cuarr 7: STATE GRANTS-IN-AID FOR WELFARE AND SPECIAL LOCAL
WELFARE REVENUES IN THE GERMAN STATES, 1930-31 “—Continued

Stale Source Basis of Distribution
Lippe None. )
Mecklenburg- None.

Strelitz
Schaumburg- Nore.
Lippe

City-states None.

¢ Qutdoor relief only. In some states where no special welfare aid is given, state
aid is given to poor districts for general use. Data from Einzelschriften Nos. 6, 17,
and 19, except where otherwise noted.

® These percentages have been changed from time to time. In addition to this aid,
the state has undertaken to meet 20% of local welfare expenditures, beginning in
1932, from general revenues (Der Stddtetag, February, 1933).

¢ Law of August 26, 1931, for 1931 only.

¢By law of April 11, 1932, 8% of commune share of income and corporation
taxes, and all of commune sghare of turnover tax in excess of 3.3 million RM, to
equalization fund.
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CsART 8

CHRONOLOGICAL SUMMARY OF GRANTS-IN-AID TO LOCAL

AUTHORITIES IN ENGLAND AND WALES*

Dale

Iniro- Function Basis of Distribution

duced

1831 Highways Fixed sum for repairs of Berwick bridge in com-
pensation for transferring cost from Civil List to
Berwick Corporation.

1833  Police Expenditure for Metropolitan Police in excess of
yield of 6d. rate, but not to exceed £60,000.

1835  Administration = 509 of cost of prosecution at Assizes and Quarter

of justice Sessions. £30,000 to cover cost of removal of
prisoners to place of trial.

1839 Police Estimated cost of duties transferred from national
administration to Metropolitan Police.

1845  Welfare 50% of salaries of poor-law union medical officers.
All the poor-law teachers’ and industrial trainers’
salaries, apportioned according to number of
children and grade of certificate held by teachers.
All the poor-law auditors’ fees.

Administration ~ All the cost of prosecution. Fixed sum for main-
of justice tenance of prisoners in county and borough jails.

1846 Administration  All support of central criminal court.

of justice

1852  Administration  All salaries of clerks of assize and clerks of the peace,

of justice substituted for abolished fees.

1854 Administration All (later 50%,) the cost of juvenile offenders sent to

of justice reformatories and industrial schools by order of a
magistrate. (Most of such schools were, and are,
private.) Later classified as Education Grant.

1856 Police 259, of pay and clothing cost of county and borough
police.

1857 Police Sum equal to yield of 2d. rate for Metropolitan
Police. (Local levy limited to 6d.)

1865 Fire £10,000 to Metropolitan Fire Brigade.

1867  Health Fees of public vaccinators paid in proportion to
successful vaccinations.

1868  Police Sum equal to yield of 2}4{d. rate for Metropolitan

Police. (Local levy limited to 634d.)

®This summary is intended to include all important grants introduced during
the period covered and small grants which have continued for a long period of time.
No attempt has been made to include minor grants which have been in effect for
short periods only. The table has been compiled from data in H.C. 168, C. 9528,
Cd. 7315, Cd. 7316, Cmd. 3157, and, for recent years, from the actual laws.
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Caart 8: CHRONQLOGICAL SUMMARY OF GRANTS-IN-AID TO LOCAL
AUTHORITIES IN ENGLAND AND WALES—Continued

Dale

Iniro- Function Basis of Distribution

duced

1870  Education For elementary schools, distributed on basis of
examination results (later on basis of average daily
attendance). In addition, deficiency grant where
yield of 3d. rate is less than £20, or less than 7s. 6d.
per child.

1872 Health 50% of salaries of medical officers of health and
inspectors of nuisances.

1874  Welfare 4s. per week per capita for pauper lunatics.

Police 50% of pay and clothing cost of county and borough
police.

Not allocated Compensation for loss of rates on government prop-
erty.

1875  Health Fixed sum per item for registration of births and
deaths, amounting to 609, of cost to local govern-
ment, stereotyped at 1888-89 amount.

1876  Education Special aid to sparsely populated areas.

Police 259%, of rate charge and 25%, of pay and clothing
cost for Metropolitan Police.

1877  Administration  All of support of prisoners.

of justice
1878  Police Sum equal to yield of 4d. rate for Metropolitan
. Police. (Local levy limited to 5d.)

1882  Highways 259%, of cost of main roads.

1887  Highways 509, of cost of main roads.

1888  Not allocated 409, of probate duties and all of certain licenses
paid to Local Taxation Account. Probate duties
distributed to countiés in proportion to discontinued

-grants. Licenses returned where collected. From
sums thus received counties pay subordim.n,e
divisions amount of discontinued grants, set aside
sum of discontinued police grant for that purpose,
and presumably apply any *free balance” to road
costs, and relief of rates.

Police Transferred to Local Taxation Account.
Health

Transferred to Local Taxation Account.
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Crarr 8: CHRONOLOGICAL SUMMARY OF GRANTS.IN-AID TO LOCAL
AUTHORITIES IN ENGLAND AND WALES—Continued

Dale
Indro-
duced

Funclion

Basis of Distribulion

1888

Welfare

Transferred to Local Taxation Account, and stere-
otyped, except for pauper lunatic grant, at 1837-88
expenditures.

Highways

Discontinued.

1889

Agriculture

Discretionary grants for agricultural education,
fixed later (1916) by administrative regulations at
66 2/3%, of operating expense and 75%, of capital
expenditure.

1890

Not allocated -

Excess over £300,000 from surtaxes on beer and
spirits distributed to counties and county boroughs
in proportion to distribution of probate duties. May
be used for rate reduction or technical education.

Police

£300,000 from new assigned revenues for police
pensions, half to Metropolitan Police, half to other
police.

Agriculture

Fixed sum for compensation of owners of cattle
killed by government order. Later fixed at 759, of
cost. (Local governments had paid entire cost and
continued to be responsible for any deficit.)

1891

Education

10s. per scholar to schools that reduce fees by that
amount.

1896

Not allocated

Fixed sum equal to losses from derating agricultural
land 509, returned in proportion to losses as esti-
mated on basis of preceding year's rates.

1897

Education

In addition to 1870 deficiency grant, 4d. per child
for every 1d. per £ by which rate exceeds 3d. per £
but not more than 16s. 6d. per child.

1898

Welfare

Fixed sum per inmate of homes for inebriates.

1899

Not allocated

Sum equal to 509, of rates on clerical tithes; revised
1925.

1902

Education

In place of 1897 grant, 4s. per child plus 1}4d. per
child for each 2d. per child by which a 1d. rate falls
short of 10s. per child. Other grants continued.
Residue of whisky money allocated to higher educa-
tion.

1905

Unemployment

Discretionary grants for projects for unemployed.

1906

Education

Temporary aid for districts where education rate
exceeds 18d. Aid equals 759, of excess.
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Crarr 8: CHRONOLOGICAL SUMMARY OF GRANTS-IN-AID TO LOCAL
AUTHORITIES IN ENGLAND AND WALES—Continued

Date
Intro- Function Basis of Distribution
duced
"1908  Agriculture Discretionary grants for small holdings and allot-
ments.

Not allocated Certain licenses from Local Taxation Account trans-
ferred to county administration. Fixed sum as
compensation for cost of collection.

1909  Police Additional grants of £100,000 for special services
to Metropolitan Police.

Highways Motor vehicle license money for Local Taxation
Account limited to 1908-09 receipts and cost of
collection. Discretionary grants for roads provided
from remainder. Maintenance grants first fixed by
administrative regulation at 50%, for Class I roads
and 25%, for Class II roads; increased later to 60%,
and 50%, respectively; construction grants vary
with individual projects. Discretionary grants to
unclassified roads.

Agriculture Discretionary grants for drainage projects.

1910  Education Fixed grant of £807,000 for higher education in
place of whisky tax surplus.
1911  Health 509% of expenditures for treatment of disease.

Not allocated Amount of liquor licenses and customs and excises
paid to Local Taxation Account limited to 1908-09
amount.

1912  Health Discretionary grant for medical service in schools.
1913  Welfare Fixed sum for care of mentally deficient.

1915  Heslth 50% of maternity and child-welfare costs.

1916  Health 15% of expenditure for venereal disease.

Welfare 509, of expenditure for mentally deficient. Pauper
lunatic grants stereotyped at 1914-15 level in London
and 1915-16 level outside London.

1918  Police 509 of all net expenditure, including pensions for
Metropolitan and other police.
Education In place of former elementary education grants:

(1) 36s. per child in average daily attendance.
(2) 60% of teachers’ salaries.
(3) 50%, of special services.
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8: CHRONOLOGICAL SUMMARY OF GRANTS-IN-AID TO LOCAL
AUTHORITIES IN ENGLAND AND WALES—Continued

Iniro-
duced

Function

Basis of Distribulion

1918

Education

(4) 20% of remaining expenditures.

(5) From these combined the product of a 7d. rate
is deducted.

(6) To this enough is added to bring total to 509, of
approved expenditure.

(7) Special 1906 grant for highly rated areas con-
tinued.

For higher education 50%, of expenditure substi-

tuted for fixed grant. Additional aid for social and

physical education.

Registration of
electors

509 of cost of registering voters and printing
registers.

1919

Agriculture

100% of cost of county agriculture committees.
Afforestation grant up to £4 per acre depending on
nature of work.

Housing

Deficit in excess of yield of 1d. rate for approved
housing plans.

Education

509, of certain expenditures of provincial museums.

1920

Health

50% of cost of port sanitary authorities; 1009, of
cost of examining aliens.

Unemployment

Grants for sewers, drainage, and other improve-
ments, for unemployment relief. Fixed at 609, of
wages (1924, 75%; 1931, 50%); 50% of interest for
5 years on loans for revenue-producing schemes
(1924, 15 years, 1931, 10 years, or 257, for 30 years);
65% of interest and sinking fund charges for half
the period of the loan, but not more than 15 years,
for non-revenue-producing schemes (1924, 75%;
1931, 259, for 30 years).

Welfare

50% of capital costs and capitation grant for
teachers for care of blind.

1921

Unemployment

509% of cost of administration of choice-of-employ-
ment schemes; discretionary grants, usually 759,
of cost of juvenile unemployment centers. (Revised
1934.)

Health

For care of tuberculosis, 509, of approved expend-
iture, compensation for former insurance funds,
capital grant of £180 per bed (but not to exceed
60% of cost).
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Crarr 8: CHRONOLOGICAL SUMMARY OF GRANTS-IN-AID TO LOCAL
AUTHORITIES IN ENGLAND AND WALES—Continued

Dale

Iniro- Function Basis of Distribution

duced

1923 Housing £6 per house per year (reduced to £4 for houses com-
pleted after September 30, 1927); for slum clearance
509% of loan charges.

Not allocated Compensation for derating of agricultural land from
one-half to one-fourth of value, in proportion to loss.

1924  Housing £9 per house per year; £1210s. in rural districts
(reduced to £7 10s. and £11, respectively, for houses
completed after September 30, 1927).

1925  Administration  50% of cost of probation of offenders.

of justice

1926 Housing 50% of estimated loan charges for rural houses.

Agriculture Land drainage grants limited to 33 1/39 of cost;
later increased to 509%, if using labor from depressed
areas. Annual losses on allotments and small hold-
ings already acquired; 75% of losses on new acquisi-
tions.

1929  Not allocated Abolished Local Taxation Account. Derated agri-
cultural property 100%; transport, manufacturing,
and mining real estate 75%. Block grant equal to
losses from derating and discontinued grants plus
£5,000,000 distributed partly according to losses,
partly according to weighted population formula.

Police No change. '

Education No change.

Health Port sanitary authorities grant continued from
national revenues; vaccination, medical officers of
health, and sanitary inspectors grant transferred to
county revenues; other grants discontinued, except
part of maternity and child-welfare grant (for train-
ing of midwives and bealth visitors).

Welfare Discontinued.

Highways Grants for Class I and Class II roads continued
except in London and county boroughs; others dis-
continued.

Otbher specific No change.

functions

Improvements New grants for loans for public utility improve-

ments.
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Cuarr 8: CHRONOLOGICAL SUMMARY OF GRANTS-IN-AID TO LOCAL
AUTHORITIES IN ENGLAND AND WALES—Continued

Dale
Iniro-
duced

Function

Basis of Distribution

1930

Housing

£2 53, per. annum per person displaced, for slum
clearance.

1931

Education

Elementary: (1) 45s. per child in average daily
attendance; (2) 50%, of teachers’ salaries; (3), (4),
and (5), same; (6) abolished; (7) increased.

Housing

Additional rural housing subsidy. Amount discre-
tionary.

1933

Housing

50% of losses-on guarantees to private building
associations for approved projects. No further com-
mitments under 1924 act.

Welfare

For counties and county boroughs where relief ex-
penditures exceed yield of 2s. rate, that proportion
of £440,000 that excess bears to total excess, but
not to exceed yield of 1s. rate.

1934

Welfare

National government assumes entire cost of support
of able-bodied subject to contributions from local
authorilies fixed at 609, of their 1932-33 expendi-
tures for this purpose.

1935

Improvements

Discretionary grants up to £1,000,000 for rural
water supply.

Housing

For relief of overcrowding. Amount varies with cost
of site. Minimum £6 per flat.

1936

Education

50% of approved expenditure for building.
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TaBLE 30

TAX REVENUES ADMINISTERED BY REICH, STATE, AND LOCAL UNITS,
1913-14 AND 1925-26 TO 1934-35°

349

FOR ALL UNITS FOR REICH FOR STATE AND LOCAL
Y"‘;”"'.;"l""" By State By State By State
pr By Reich | and Local | By Reich | and Local | By Reich | and Local
Units Units Units
Million Reichsmarks
e 4,046 e 1,631 . 2,415
7,372 3,206 4,731 e 2,640 3,206
8,011 3,668 5,312 . 2,698 3,668
9,468 4,077 6,357 . 3,111 4,077
10,065 4,231 6,568 . 3,497 4,231
10,055 4,269 6,686 . 3,369 4,269
9,028 4,454 5,978 . 3,050 4,454
8,021 4,165 5,774 . 2,247 4,165
6,803 3,559 5,138 . 1,665 3,559
6,846 3,735 5,042 1,804 3,735
8,223 3,611 5,862 2,361 3,611
Percentage Distribution
b 3] “ee 100.0 e 100.0 ven 100.0
69.7 303 100.0 - 45.2 54.8
68.5 315 100.0 42.4 57.6
69.9 30.1 100.0 43.3 56.7
70.4 29.6 100.0 45.3 54.7
70.2 29.8 100.0 4.1 55.9
67.0 33.0 100.0 40.6 59.4
65.3 34.2 100.0 35.1 64.9
65.7 343 100.0 319 68.1
64.7 35.3 100.0 32.6 67.4
69.5 30.5 100.0 39.5 60.5
s Data led from publications of Slafistisches Reich




TasLE 31

DISTRIBUTION OF SHARED TAXES AMONG REICH, STATE, AND LOCAL
GOVERNMENTS, 1925-26 TO 1934-35

Tazes | 1925-26 ' 1926-27 ] 1927-28 | 1928-29 l 1929-30 | 1930-31 | 1931-32 I 1932-33 I 1933-34 I 1934-35
All Units of Government
Total.,..o.ovvevaiennsn veveeaes] 43374 4,068.9 4,891.0 5,518.7 5.408.4 4,994.8 4,303.7 3,498.2 3,583.0 4,666.9
Income and corporation ¢ oo 2,458.1 2,636.1 8,275.2 3,722.4 3,579.6 8,170.0 2,685.1 1,580.1 1,520.7 2,061.0
UrMOVer. ...... feraeiaeieaeees 1,403.3 882.5 878.8 1,002.4 1,023.7 1,002.5 985.2 1,337.7 1,516.2 1,872.5
land purchm ....... 90.5 91.4 124.4 119.0 110.5 83.0 1.2 59.9 51.7 62.8
Cesenas 256.0 240.8 360.2 896.7 411.8 4579 366.3 3144 242.1 267.6
Mo'ol' vehlcle e 58.0 104.6 156.2 - 177.1 204.5 203.5 186.8 165.3 211.6 145.4
Betting......o0ivusesnirinen 31.4 30.6 84.2 323 33.2 30.1 21.2 23.1 239 25.9
Merger. . . 40.1 82.9 62.0 68.8 45.1 328 19.4 174 16.6 28.9
Mmernl wam. . N . ves ves oo vee 15.0 125 0.3 0.2 2028
Reich
Total............. ceenneesai} 1,697.8 1,378.3 1,779.7 2,021.6 2,038.9 1,944.2 2,056.2 1,800.1 1,718.7 2,320.1
Income and eorporatlon. feaseseae 418.0 645.0 799.6 911.6 927.5 873.4 1,075.0 613.6 510.4 723.6
Turnover. ..,........ . 4258 614.4 700.1 709.2 697.4 707.9 936.5 1,082.0 1,318.3
hnd purchase. . 2 1.1 15 1.5 14 1.2 0.9 0.7 0.7 0.8
............ 0 218.1 301.0 337.5 852.4 835.0 247.6 225.7 159.5 1773
Momr vehicle. . .3 4.2 6.2 18 84 8.4 17 6.6 93 51.8
Betting. . 2 1.2 1.3 1.3 1.3 1.2 11 0.9 1.0 11
Merger.,.... .1 82.9 55.7 62.8 38.7 27.0 155 15.8 15.6 28.4
Mmerulwater.................. . ven 0.6 0.5 0.3 0.2 19.3 2
State
Total,,.covviveeinrrenieennins 1,269.6 1,298.6 1.491.7 1,667.4 1,600.8 1,483.7 1,129.8 8498 853.8 1,257.4
Income and corporation..........| 1,007.6 988.0 1,211.6 1,368.6 1,292.3 1,136.1 801.1 506.7 491.6 655.0
177.4 219.3 133.3 151.0 153.8 150.3 148.6 201.8 214.1 269.6
12.6 1.7 159 15.6 14.8 12.4 94 8.6 9.0 33.7
25.0 227 59.2 59.2 59.4 109.5 102.3 753 70.5 7.0
18.8 29.6 41.2 4.1 49.9 48.0 45.0 36.6 478 21.5
28.2 278 30.5 28.9 29.2 26.5 23.9 20.8 21.8 23.3
e e 1.4 0.9 -0.5 1773 ¢




Local

1,244.4 1,477.1 1,649.8 1,412.6 7727 869.5 9381.1
924.5 1,139.3 1,280.8 1,026.9 404.6 460.8 605.4
211.3 123.3 142.3 145.0 185.5 205.0 266.2
72.5 1024 98.0 66.4 49.6 40.5 26.1
Beer and mineral water. cee e ‘ee 26.0 124 11.0 12.1
36.1 106.1 122.5 143.5 119.0 151.2 70.8
......................... [ 6.0 6.2 48 1.6 1.0 0.5
Hanseatic Cities
Total...oovivviiennnnnns PRI 126.1 142.5 179.9 154.3 15.6 81.0 1083
Income and corporation 108.0 124.7 161.4 133.6 55.2 579 7.0
11.1 78 9.0 9.8 13.9 15.1 18.4
4.2 4.6 3.9 3.0 1.0 1.5 2.2
Beer and mineral water. cen e e 18 1.0 1.1 1.2
0.8 2.7 3.2 8.6 8.1 38 1.8
2.0 2.4 21 2.4 14 1.6 1.5
.. . 0.3 0.3 0.1 6.2
s Including special levies not shared with state and local governments from 1931-32 on. ® Meat tax.
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TasBLe 32

AMOUNT OF REICH REVENUE RETURNED TO STATES WHERE COL-
LECTED COMPARED WITH AMOUNT DISTRIBUTED ON
OTHER BASES, 1925-26 TO 1934-35°

MILLIONS OF REICHEMARKS RETURNED PERCENTAGE
Fiscal RETURNED
Year ON OTHER BASES

Beginning| gt | Tenp Where | On
April 1 leted® | Total | SPd | Gonyyu | Gooren- | Cob | Other
Tazes lees « lected Bases

2,928 2,395 533 238 250 45 81.7 183

3,191 2,272 919 429 296 194 71.2 28.8

3,344 2,560 784 536 232 16 76.6 234

3,775 2,938 837 541 278 18 718 22.2

3,624 2,765 859 564 254 41 76.4 23.6

3,343 2,450 893 562 293 a8 33 26.7

2,925 1,753 1,172 540 615 17 59.9 40.1

2,675 1,245 1,430 395 1,010 25 46.5 53.5

2,752 1,321 1,431 483 932 16 52.0 48.0

2,975 1,887 1,088 475 . 597 16 63.4 36.6

s Data compiled from publications of Stalislisches Reichsami.

% All income and corporation taxes after deducting guarantees; 1/3 of tarmover tax: all land
purchase tax and beer tax; 1/2 the betting tax; 1/4 of motor vehicle tax from 1926-27 on.

¢ 2/3 of turnover tax; all the motor vehicle tax until 1926-27 and 3/4 beginning 1926-27; all the
merger tax; 1/2 the betting tax.

4 Includes 36.8 million RM turnover tax guarantee and 187.3 turnover tax guarantee for 1925
and 1926, respectively. The inder is for the per capita guarantee which comes from the Reich
share of the income and corporation taxes.

« Prior to 1931 moet of this was for police subventions. In 1931 nnd 1932 this lndudu welfare
suhventions of 233.8 million RM and 703.1 million RM for yed wu by
The police subvention is distributed per capita. The sub ion for loyed is dxstnbuted on
the basis of pop\l.lahon weighted for the size of the and the p of
Ind ities for th i n'renlmtenndbestnxesmalaomdudedmﬂmnmlmml930m.
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TaBLE 33

AMOUNT OF REICH TAXES REDISTRIBUTED BY STATES TO LOCAL
GOVERNMENTS, AND EXTENT TO WHICH THEY WERE RETURNED
ON BASIS OF COLLECTIONS, 1931-32°

Amount of | Amount of Amount
Reich Tazes | Reich Taxes Distributed | Percenlage
Stat Received | Redisiributed | Percenlage Where Distribuled
€ (In miltions | (In millions | Redisiributed| Collected Where
of of (Inmillions of| Collected
_ | reichsmarks) | reichsmarks) reichsmarks)

Prussia......coe0veennne 1,336.2 718.8 53.8 290.1 40.4
273.1% 774 284 43.3 55.9

205.0% 106.2 » 51.8 47.8 45.0

100.2 & 3540 353 17.4 49.1

76.0 231 30.4 7.1 30.7

46.6 16.3 35.0 1.2 7.4

406 158 389 4.9 31.0

23.3 % 5.78% 24.4 .es “ee

1693 933 55.0 44 473

16.2 6.3 38.9 1.0 84.1

12118 538 438 3.0 56.6

4.7°% 1.9 404 0.7 36.8

31 07 239 0.6 86.7

14 0.4 27.6 0.2 55.0

2,155.5 1,022.7 474 421.8 409

» Compiled from Statisiik des deuischen Reichs, Vol. CDXL.
¢ Includes equalization funds in so far as t.hese are specifically from Reich taxes. It is not alwsys

possible to determine the exact t of ion funds obtained from Reich taxes, but since
these funds are largely from this source it is belicved that a more accurate plcture of these tax
distributions can be obtained by including these funds even though the a small

mergin of error.
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TaBLE 34

PERCENTAGE DISTRIBUTION OF NET EXPENDITURES AND TAX REVE-
NUES AVAILABLE FOR REICH, STATE, AND LOCAL GOVERNMENTS,
1913-14 AND 192526 TO 193435°

NET EXPENDITURE TAX REVENUES AVAILABLE
Year Beqinnma Han- Han-~
April 1 Total | Reich | State | Local | seatic | Tolal | Reich | State | Local | seatic
Cities Cities

.1100.0] 399 | 235 | 33.2 34 |100.0] 403 | 19.3 | 37.1 3.2
.| 100.0 | 41.0 | 23.3 | 33.0 27 11000| 447 | 22.7 | 303 23
100.0 | 445 | 21.1 | 319 25 {1000 455 | 21.4 | 30.7 24
1000 | 45.7 | 20.4 | 3L2 27 |100.0%f 46.2 | 209 | 303 2.6
.| 1000} 47.7 | 19.3 | 304 2.6 |1000] 459 | 20.5 | 30.8 28
.. 1000} 454 | 19.5 | 323 28 |100.0] 46.8 | 20.0 | 30.7 2.7

.| 100.0| 463 | 18.6 | 32.2 28 [1000| 443 | 20.8 | 321 2.1

1931.......... .| 100.0] 450 | 189 { 333 28 |}100.0| 473 | 199 | 30.2 2.6
1932.......... .]100.0] 456 | 188 | 32.8 28 (1000 496 | 199 | 283 2.2
1933........... 100.0 No data published 1000 47.6 | 19.7 | 304 23
1934...............| 200.0 No data published 100.0| 48.2 | 18.8 | 30.8 2.2

¢ Computed from data in publications of Stalistisches Reichsamt.
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TaBLE 35

TAX REVENUES FOR STATE AND LOCAL USE ADMINISTERED BY REICH,
STATE, AND LOCAL GOVERNMENTS, RESPECTIVELY, 1913-14
AND 192526 TO 1934-35°

POR STATES FOR LOCAL UNITS FOR HANSEATIC CITIES
Year Beginning By State By Stale By State
April 1 By Reich | and Local | By Reich | and Local | By Reich | and Local
Governments| Gover V] Governments
Millions of Reichsmarks

... 782 .. 1,503 e 131

1.270 1,126 1,244 1,960 126 120

1,306 1,194 1,268 2,316 124 157

1,492 1.262 1,477 2,613 142 202

1.667 1,270 1,650 2,747 180 215

1,601 1,260 1,595 2,795 174 214

1,484 1,321 1,412 2,921 154 211

1,130 1,297 1,009 2,672 108 195

850 1,200 740 2,199 75 160

854 1,230 869 2,346 81 159

1,257 1,030 981 2,762 108 156

Percentage Distribution

) 1) T . 100.0 ves 100.0 . 100.0

. . 47.0 33.8 61.2 513 487

4715 355 645 4.2 55.8

4538 36.2 63.8 415 58.5

43.2 37.5 625 455 54.5

'44.0 36.2 63.8 45.0 55.0

47.1 325 67.5 424 57.6

53.5 275 725 35.7 64.3

58.5 25.1 749 319 68.1

59.0 27.0 73.0 338 66.2

450 26.4 736 40.9 59.1




COMPARISON OF EXPENDITURES, TAXES, AND TAX RATES IN TWELVE GERMAN CITIES ®

TasLE 36

MEDTAN GROUP A GROUP B
Group | Group | Cot- | Fran® | Diysel. | Stunt. Pots- | ?l:'i:- Gelsen- | Hinden- 0fen
A B ogns ﬁ;&‘;’:l- dorf | gart |Minster| ‘g, (Breslau| pon | i chen!| burg | Herme | “poch
) born
Population, 1933 (th ds) . ves 750 555 499 403 122 74 625 440 332 130 99 81
Per oapita yield of income and

corporation taxes 1932 -33 ? .

(reichsmarks) .. .............. 110.5 87 94 127 115 133 78 106 68 72 45 34 46 83
8chool children per 1,000 inhabit-

ants, 1932-33...... N 129 179 146 128 130 124 140 116 128 178 189 184 183 136
Number of persons receiving out-|

door relief per 1,000 inhabitanta, .

March 31,1933, ............. 81 142 91 91 80 82 52 13 143 140 115 83 155 171
Index of need, 19323, .......... 54 170 76 52 54 47 72 54 123 133 206 233 224 109
Net expenditures per capita

(reichsmarks): ¢

1928-29.....cievnnnnnnnne..| 149 104 152 176 151 1114| 118 147 J40 133 99 61 109 90 ¢

1932-33. . .civveninnenaninnss| 118 130 134 133 119 108 ¢ 90 112 135 151 110 72 125 170 ¢
Net expenditures per capita for,

other purposes than welfare,

1932-33 (reichsmarks)......... 69 92 76 72 67 85 52 71 92 112 79 55 96 120
Net welfare expenditures per|

onpita, 1932-33 (reichsmarks).o 52 85 58 61 62 53 38 41 43 89 81 17 29 50
Percent of net expenditures for|

welfare, 1932-33.............. 43 27 43 46 44 49 42 36 82 26 28 24 23 80
Total welfare expenditures per

capita, 1932-33 (reichsmarks), , 68 91 72 78 64 71 46 66 93 88 67 40 97 122



Percent of total welfare expendi-|
tures met from local taxes and

surpluses............. ennnen 79 43 80 79 80 74 83 72 46 44 46 43 30 41
Tax rates on land:¢

1928-29. ... iiirariaiaenan 195 205 250 200 195 ! 150 150 225 2004 | 205 250 200 !

193233, ... e 265 400 325 265 225 ! 300 224 500 300 375 500 400 4
Tax rates on business:¢ :' X

1928-29. .. 400 600 525 400 430 14 400 400 490 650+ | 600 750 ' 600 s

1932-33. . 540 540 540 540 455 L4 540 500 45947 | 540 600 3907 | 640 4
Reich tax distributions per capita )

(reichsmarks):

1928-29. ..., .inenaeniien e 34 30 33 48 33 34 | 26 34 31 30 82 24 25 40

1932-33. .. .00hiiennnann soven 8 10 9 8 9 13 6 8 9 11 13 9 9 15
Percent of net expenditures cov-

ered by Reich tax distributions:

1928-29. . 22.4 274 21.1 26.9 215 30.6 21.7 231 22.3 222 319 40.2 23.0 434

1932-33. . 71 7.9 6.5 6.2 7.6 11.8 7.1 7.2 6.7 7.0 11.6 12.3 7.2 8.6
Per capita local taxes, 1932-33 .

(reichsmarks) . .......cou0uennn 55 35 58 69 55 55 45 35 64 38 31 25 33 41

o Data largely from Statirlisches Jahrbuch der deutschen Gemeinden; 1 d by Sl_ listisches Jahrbuch fiir das deulsche Reich; Slatislik des deulschen

Reichs, 387; and unpublished data from Statistisches Rewhsamt

31932 yxeld on base fixed in 1931.

¢ That part of the expenditures falling on tax resources including Reich tax distributions and surpluses from industries.

4 The net expenditures of Stuttgart and Offenbach are not strictly ble with the Prussian cities since the division of support of schools and other
functions between state and local governments differs in the different statea.

« On improved land.

! l(i)aoe not comparable with Prussian cities.

7 On yield.

A Calculated by finding ratio of school children per 1,000 and persons receiving public relief per 1,000 to average proportion of these two relatives and
dividing the resulting relative for such city by the relative of ability obtained by taking the ratio of income and corporation taxes per capita for each city
to the average per capita tazes. Thus a city with 10% more than the average of relief cases and school children and 109 more than the average of tax yields
w;zuld rate 100, whereas the city with 109 more than the average of relief cases and school children and 10% less than the average of tax yields would rate
122,
¢ For Duisburg. Rates for Hamborn, which was combined with Duisburg between 1928 and 1932, were 250% for the land tax and 625% for business.

1 Reduced by Osthilfe from 540% in the case of Breslau and from 600% in the case of Hindenburg.
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TasLE 37

EXPENDITURES OF REICH, STATE, AND LOCAL GOVERNMENTS FOR
SELECTED YEARS, 1913-14 TO 193233

IN MILLIONS OF REICHSMARKS

1913-14 | 1925-26 | 1928-29 | 1930-31 | 1931-32 | 1932-33

5,437 11,728 16,968 17,060 14,358 12,358

1,738 625 809 739 686 701

41 1,968 2,304 1,970 1,789 1,540

. 750 2,178 1.812 556 176

199 665 803 781 705 674

1,046 1,933 2,577 2,550 2,093 1,885

420 1,913 2,735 3,758 3,942 3,715

1 K614 977 859 363 154

469 837 1,067 1,059 868 691

470 193 810 713 873 670

1,053 2,087 2,708 2,818 2,483 2,152

Total...........oouvninnns 2,170 4,806 8,099 7,903 6,463 5,559

1,738 625 809 739 686 701

41 1,968 2,304 1,970 1,789 1,540

P 750 2,178 1,812 556 176

vee 194 204 197 192 192

4 26 37 33 27 24

55 453 976 1,546 1,669 1,496

—1 20 21 87 8 61

48 158 192 183 166 148

218 m 612 531 538 490

67 501 766 805 832 731

1,280 2,733 3,271 3,182 2,717 2,306

88 267 351 307 261 254

404 1,029 1,310 1,346 1,139 1,082

51 292 189 163 136 119

. e 240 263 181 131 39

Highways. . ... 79 95 119 110 90 76

Debt service b. 153 ‘26 103 139 162 133

505 784 936 936 798 603

1,804 3,876 5,158 5,497 4,782 4,150

97 177 214 241 223 202

599 806 1,133 1,070 850 714

290 1,090 1,471 1,923 2,006 1,960

2 450 627 533 201 52

319 547 712 718 - 585 451

50 49 59 fen 121 ves

447 57 942 1,012 796 771

183 314 441 478 396 343

14 27 34 35 29 26

38 71 98 102 k44 65

24 9 99 125 131 141

e 46 66 57 23 2

23 36 43 47 27 16

48 7 36 43 52 46

36 48 65 69 57 47
¢ Net expenditures, to be met fmm taxes and surplus earning of industry. Expenditures from
mnta-lwdmcredn tot.he i king the grant; expenditures from shared taxes are
credited to the juriadi king the di Data from Stafistisches Jahrbuch fir das

deutsche Reich and Einzelschriften 10 and 20 and Statistik des deutschen Reichs, Vol. CDXL.

® Includes total debt service for Reich and states and Hanseatic cities, but only that part of the
debt service of local gover which be assigned to specific functions.

« Less than one-half million marks.
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TaBLE 38

EXPENDITURES OF REICH, STATE, AND LOCAL GOVERNMENTS FOR
SELECTED YEARS, 1913-14 TO 1932-33

PERCENTAGE DISTRIBUTION ACCORDING TO FUNCTIONS

All Reick Stale Local Hanseatic
Governmenils Governmenls | Governments Cilies
100.0 100.0 100.0 100.0 100.0
31.9 80.0
08 1.9
3.7 s 6.9 5.4 1.9
19.3 0.2 316 33.2 20.8
17 2.5 4.0 16.1 13.1
0.3 —0.6 e 0.1 i
8.6 2.2 6.2 17.7 12.6
8.6 10.0 12.0 28 26.2
19.1 3.8 39.5 . 248 19.7
100.0 100.0 100.0 100.0 100.0
5.3 13.0 . s .
16.8 41.0 .
6.4 15.6
5.7 4.1 9.8 4.6 8.6
16.5 0.5 37.6 20.8 22,6
16.4 9.4 - 10.7 28.1 25.1
6.5 0.4 8.8 11.6 14.6
7.2 3.3 3.5 14.1 11.6
.1.6 23 0.9 1.3 23
17.8 104 28.7 19.5 15.3
100.0 160.0 100.0 100.0 100.0
4.8 10.0
13.6 28.5
128 26.8
4.7 25 107 4.1 7.3
15.1 0.5 40.0 22.0 222
16.1 12.0 5.8 28.5 224
5.7 0.3 81 123 14.9
6.3 24 3.6 13.8 9.9
4.8 7.6 3.2 11 8.1
16,0 94 28.6 18.2 14.7
100.0 160.0 100.0 100.0 100.0
4.3 9.4
11.6 25.0
10.6 229
4.6 25 9.7 44, 73
15.0 0.4 423 19.5 21.3
221 19.6 5.1 35.0 26.2
5.0 L1 57 9.7 11.9
6.2 23 35 13.1 9.9
4.2 6.7 44 aee 9.0
16.5 10.2 29.4 18.4 14.4
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TasLe 38: EXPENDITURES OF REICH, STATE, AND LOCAL GOVERN-
MENTS FOR SELECTED YEARS, 1913-14 TO 1932-33—Continued

PERCENTAGE DISTRIBUTION ACCORDING TO FUNCTIONS

All Reich -Slate Local Hansealic
Governments e | Governments | Governments Cilies
1931-32
tal 100.0 100.0 100.0 100.0 100.0
48 10.6 een e .o
Domestic war burden. 12,5 27.6 cen ver ves
Reparations....... .. 3.9 8.5 “es v .e
Police........ .. 4.9 29 9.6 4.7 7.2
Education. . ., 14.6 04 41.8 17.8 19.5
275 258 5.0 42.0 331
25 0.1 43 42 5.7
6.0 2.6 33 12.2 6.9
6.1 83 6.0 25 13.1
17.3 129 29.4 16.6 14.4
100.0 100.0 100.0 100.0 100.0
5.7 12.6 PN ver vee
125 21.7 e e
14 3.2 e N .
5.5 3.5 11.0 4.9 7.6
153 0.4 46.9 17.2 19.0
30.1 26.9 5.2 47.2 41.1
1.2 11 1.7 13 0.6
5.6 27 33 109 4.7
54 8.8 5.8 Cee 13.4
174 13.1 26.1 18.6 13.7
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TasLE 39

EXPENDITURES OF REICH, STATE, AND LOCAL GOVERNMENTS FOR
SELECTED YEARS, 191314 TO 193233

PERCENTAGE DISTRIBUTION ACCORDING TO JURISDICTIONS

Al Reich State Local Hanaseatic
Governments ¢ Governments | Governments Cities
1913-14
. 100.0 399 236 33.2 34
100.0 100.0 . e sea
100.0 100.0 RN ee “en
100.0 100.0 ee aes vee
100.0 . 442 48.6 72
100.0 0.4 38.7 57.3 3.6
100.0 13.1 121 69.0 58
100.0 —100.0 143 178.6 7.1
100.0 10.3 16.9 68.0 4.9
100.06 46.3 327 10.7 _ 103
100.0 41.0 233 330 27
100.0 100.0 aee R “ee
100.0 100.0 S s .e
100.0 100.0 en . e
100.0 292 402 26.6 41
100.0 14 §3.3 417 3.7
100.0 237 15.3 .56.9 41
100.0 27 31.8 59.5 6.1
100.0 18.9 11.3 65.5 43
100.0 57.4 13.2 25.6 38
100.0 477 193 304 26
100.0 100.0 . s Ve ans
100.0 100.0 e oo e
100.0 100.0 e ies “en
1000 254 43.6 26.6 43
100.0 1.4 51.0 43.8 3.8
100.0 35.7 6.9 53.8 3.6
100.0 21 26.9 64.2 6.3
100.0 18.0 111 66.8 41
100.0 75.5 12.8 73 4.4
100.0 46.3 18.6 32.2 28
100.0 100.0 “ee ven “es
100.0 100.0 cen oo avsn
100.0 100.0 e P ces
100.0 253 394 309 44
-100.0 13 52.7 42.0 4.0
100.0 41.2 43 51.2 33
100.0 10.2 211 62.1 6.6
1000 173 10.4 67.8 45
100.0 745 19.5 vee 6.0
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TaeLe 39: EXPENDITURES OF REICH, STATE, AND LOCAL GOVERN-
MENTS FOR SELECTED YEARS, 1913-14 TO 1932-33—Continued

PERCENTAGE DISTRIBUTION ACCORDING TO JURISDICTIONS

All Reich State Local Hanseatic
Governments e Governments | Governments Cilies
1931-32 :
Total............. e 100.0 45.1 18.9 3.33 238
Military............ 100.0 100.0 ten s e
100.0 100.0 - en e
100.0 100.0 . e e
100.0 212 370 31.7 4.1
100.0 1.3 54.4 40.7 3.7
100.0 424 33 50.9 33
100.0 23 36.2 55.3 6.3
100.0 19.2 10.3 67.4 32
100.0 61.7 18.6 13.9 5.9
100.0 45.0 18.7 336 28
100.0 100.0 cee e e
Domestic war burden 100.0 100.0 “ee ees ee
Reparations......... 100.0 100.0 fee en ven
Police. ..... es 100.0 28.5 37.7 30.0 39
Education .. 100.0 1.3 574 379 3.4
Welfare. . ... . 100.0 403 3.2 528 38
Housing. ........... 100.0 39.6 25.3 338 13
Highways........... 100.0 21.4 1rL.0 65.3 23
Debt service. . ...... 100.0 73.1 19.9 ces 6.9
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TABLE 40

DIVISION OF SUPPORT OF ORTSPOLIZEI BETWEEN STATE AND
LOCAL GOVERNMENTS, 1931-32°

PERCENTAGE
STATE ORTSPOLIZEL LOCAL ORTSPOLIZEL
State State Local State Local
Support Support Support Support

Prussia. . 66 2/3 33 1/3 66 2/3 33 1/3
Bavaria 50 b 50 e 100
Saxony....... .. 60 40 100
Wiirttemberg. .. ¢ e . 100
Baden. ...... .. 40 60 LN 100
Hesse............... .. d ¢ . .
Mecklenburg-Schwerin. . . 100 - R 100
Oldenburg........... .. 100 v . 100
Brunswick. . .. ! ! ces 100
Anhalt. . 100 A . 100
Lippee.............. . 33 1/3 66 2/3 e 100
Mecklenburg-Strelitz, .. . vee - 100
Schaumburg-Lippe. . . . 100 e e 100
Hamburg.......... e 100
Bremen. . .. 100 L 100¢
Litbeck....covvnniinininneninnsn, 100 v

& In Thuringia the security police are Landespolizei. Hence this state has been omitted.

8 State pays all in ausmarkischen Bezirken.

¢ Local government makes contribution in proportion to population. Per capita levy varies with
city and is fixed by law.

1 Local gov makes ibution of 1,200 marks per officer.

¢ In certain cities in occupied territory state makes same contribution as to state police.

/ Only city with state police, Brunswick, makes a special contribution.

¢ The state has since taken over all police in Lippe, December 21, 1933, but the communes still
contribute the largest part of their support. By law of March 31, 1935, communes and circles meet

all the salaries and 75% of other costs for the Schuizpolizei and a ller part of the cost of other
police.
4InB 100%. B haven makes a special contribution.

¢ Administration police only.
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TasLE 41

PERCENTAGE OF NET STATE AND LOCAL EXPENDITURES FOR
DIFFERENT FUNCTIONS MET BY GERMAN STATE
GOVERNMENTS, 1931-32°¢

. . . . All

State Education®} Police Highways | Welfare Housing Funclions
Prussia. . ... erreresaen 50.0 54.7 0.4 4.0 274 30.9
Bavarid,...oeirerrenens 78.4 59.6 21.1 10.8 73 51.1
Saxony....coeoieveiinn 60.8 45.3 31.4 7.5 928 423
Wiirttemberg........... 58.8 43.3 31.1 18.4 64.8 42.5
Baden........ 69.4 52.7 30.5 145 100.0 41.5
Thuringia. 63.1 42.3 40.2 13.8 26.9 51.4
Hesse 79.8 55.5 8.4 16.3 57.5 42.6
e 81.7 54.7 53.1 17.0 0.5 54.3
Oldenburg............ o 43.7 69.0 26.1 58 8.2 36.5
Brunswick. 79.1 69.6 315 8.7 61.6 51.3
Anhalt...... 82.8 30.2 21 128 7.8 459
Lippe..icisiianiianens 91.8 39.9 26.6 9.2 66.1 53.8
Mecklenburg-Strelitz. . . . 94.5 61.5 799 29.2 aee 65.8
Schaumburg-Lippe. ..... 41.5 55.9 37.3 111 0.1 42.0
. 98.4 99.9 88.7 97.9 96.7 97.9
93.2 98.6 78.6 91.8 971.7 95.8
100.0 100.0 96.8 99.6 100.0 99.6
57.3 53.8 105 35.7 39.6 36.2

a Stalistik des deulschen Reichs, Vol. CDXL.

?* Excluding church.
¢ Excluding city-states.
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365

AMOUNT OF GRANTS COMPARED WITH AMOUNT OF NATIONAL AND
LOCAL TAX INCOME FOR SPECIFIED YEARS FROM 184243 TO 1933-34°

UNITED KINGDOM ENGLAND AND WALES
Year MILLIONS OF POUNDS Percent MILLIONS OF POUNDS Percent
National of Taz of Rales
Taz Granis Revenue o | Local Rates Granis and Granls
Revenus Granis and Granls From Granis
Pre-war
1842-43 50.2 0.6 1.3 9.1 0.2 27
1852-53 53.0 1.3 2.8 10.5 0.6 5.4
1872-73 65.9 2.4 3.7 19.7 1.1 5.6
1887-38 75.7 5.1 6.8 31.5 4.3 13.6
1891-92 75.3 109 145 37.3 88 23.6
1903-04 129.1 19.2 14.9 69.0 16.1 23.3
1913-14 163.0 271 16.6 94.4 231 24.5
Post-war
1918-19 784.3 343 44 115.9 31.2 27.0
1919-20. 999.0 56.3 5.6 155.6 50.0 32.1
1920-21. 1,031.7 71.3 6.9 219.6 67.8 30.9
1921-22. 856.7 88.2 103 249.5 8.6 315
1922-23 . 7747 87.6 11.3 234.1 76.8 328
1923-24. 718.1 90.7 12.6 223.2 79.9 35.8
1924-25 . 689.7 94.2 13.7 2248 82.8 36.8
1925-26. 684.5 97.5 14.3 234.0 85.4 36.5
1926-27. 663.9 100.7 15.2 2473 88.3 35.7
1927-28. 693.4 104.5 15.1 258.1 914 35.4
1928-29. 685.3 108.3 15.8 259.8 93.8 35.9
Local Government Act of 1929
1929-30 676.6 125.3 185 270.6 114.3 423
1930-31. 704.2 155.1 221 288.6 138.7 48.1
1931-32. 733.0 151.4 20.7 283.8 135.5 47.9
1932-33. 725.0 145.0 % 20.0 272.9 126.6 46.4
1933-34 709.1 ¢ 147.1°% 20.7 279.5¢ 1318 ¢ 47.2

s Slatistical Absiract of the Uniled Kingdom.

3 Partly estimated.

¢ Rales and Raleable Values, 1933-34, and Finance Accounts of the Uniled Kingdom, 1933-34.
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TasLE 43

AMOUNT OF GRANTS-IN-AID FOR SPECIFIED YEARS FROM 184243 TO
1934-35: ENGLAND AND WALES
YEAR BECINNING APRIL 1

1842 4| 1872 4| 1887 +| 1891 1] 1503 1) 1913 o| 1923 o| 1928 ¢| 1939 4] 1932 4| 1934+
Granls Millions of Pounds
Total 02| 11| 43| 88) 161 231 79.9 | 93.8 |138.7 | 126.6 | 1326
Specific. ...... 02| 10| 41} 62]|133| 198 732 | 854 | 885 | 783 | 840
Police....... 01| o5 14 20] 23] 29| 87 103| 104} 101 105
Edvcation...[ ... =] 13| 23 83| 140] 388 | 417 439 | 3838 308
Welfare. . ... oo 02 07| 16| 23] 20] 22| 22 01| = =
Health..... .. coof =] 01| ox| oz2]| o4 33| 42| 13| 16| =
Highways...| ... | ...f os] ..o} ...] 06| 100 143] 192{ 136 | 1412
Housing. ... coe [ el e | s i ] 7a{ 207 M9 227 138
Other....... 01| o3| o1 o2 o1 o1 17| 22| 16| 15| s8¢
General. ...... =] 01| 02| 26| 28| 33| 67| 84| 502| 483 | 486
Government
property | = [ 01| 02} 02| o5] o8] 18| 20q 20 197 18:
Agricultural
derating [ ... | ...| ... ... o7] 12| 31{ 35] =) | =
Free balance
LT A | oo o] «oo] 28] 16| 13| 18| 297 31| 14} 14
Exchequer
grant..... ... | 450 ]| 450 | 454
Percentage Distribution
Specific. ... 935| 944 | 959 706| 825 859 | 916 | 911 | 638 | 613 | 635
General. ... 65| 56| 41] 204|175 | 142 | 84| 89 362 382 365

« Compensation in liea of rates on general property.

% Under acts of 1896 and 1923, not including share all d to specific fi
¢ Includ ipts from li not under Local Taxation Account.

< C. 9528, op. cil., p. 24.

«H. C. 168, op. cil.

1 Cd. 7316, op. cil.

* Statistical Abstract of the Uniled Kingdom.

M Annual Local Tazation Relurns.

¢ Finance Accounis of the Uniled Kingdom.

i Civil Estimales.

& Grants from public works not segregated to distinguish health and other grants.
t For 1933-34.
= Less than 50,000 pounds.
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NET EXPENDITURES OF LOCAL GOVERNMENTS, 1928-29 AND
1932-33: ENGLAND AND WALES ®

ADMINI8- MISCEL-~
ToTAL LONDON © TRATIVE COUNTY MUNICIPAL URBAN RURAXL POOR-LAW LANEOUS
counmps | BOROUGHS BOROUGHS DISTRICTS DISTRICTS UNIONS UNITS

1928- | 1932- | 1928- | 1932- | 1928- | 1932- | 1928- | 1932- | 1928~ | 1932- | 1928- | 1932- | 1928- | 1932- | 1928- | 1932- | 1928- | 1932-

29 33 29 33 29 33 29 32 29 33 29 33 29 33 29 33 29 33

. In millions of pounds

Total............. 258.0 [270.0 | 41.6 | 40.2 | 60,7 | 91.6 | 67.2 | 89.0 | 171 | 20.7 | 20.4 | 20.4'| 158 6.6 | 33.0 21 13
i 20.7 | 208 5.0 5.0 85 85 6.3 6.4 09 0.9 iee ven . b e
778 | 804 | 12,7 | 11.8 | 293 | 30.7 | 25.9 | 27.6 5.9 7.0 3.9 3.3 .. e 0.1 0.1

39.2 | 37.3 9.4 6.2 12 | 162 0.8 | 15.0 1 b e Vs .. e | 277 AN 0.1

12.6 | 15.7 1.1 13 b 4 4.9 5.7 1.7 21 3.3 38 1.6 28 vee N ves

47.8 | 49.0 3.9 36-| 17.6 | 28.2 991107 . 28 28 4.2 33 9.3 . - b 0.1

59.8 | 66.7 9.5 | 124 4.1 8.0 | 19.3 ] 23.6 5.8 79 9.0 { 10.0 5.0 37 5.3 2.0 1.0

Percentage to different functions

100.0 | 100.0 [100.0 |100.0 | 100.0 | 100.0 |100.0 |100.0 | 100.0 | 100.0 |100.0 [ 100.0 | 100.0 |100.0 | 100.0 [ 200.0 | 100.0 | 100.0

8.1 771 120 124 | 14.0 9.3 9.5 7.1 51 4.4 N e . 0.5 e

302 | 298| 306 | 29.3{ 48.2 | 335 | 38.6 | 309 | 344 | 338} 19.0 (| 16.0 cee . 4.9 6.8

15.2 1 13.8 | 227 | 153 1.9 | 17.7 1.2 | 16.8 0.1 0.2 e Cen vee ... | 841 . L 6.1

4.9 5.8 26 3.1 01 0.1 7.2 6.4 98| 100} 163 | 185} 1031 429 | -... . e

18.5 | 18.1 9.4 89| 290 | 308 | 148 | 123 | 165 | 133 | 206 | 163 | 585} ... ies . 1.0} 104

23.1| 24.8| 228 | 30.9 6.7 8.7 | 287 | 265 | 341 | 383 | 44.0 | 49.2 | 31.3 | 571 | 16.0 .| 93.6 | 76.7

s Net expenditures include all those not met from rates and grants.
8 Leas than 50,000 pounds.
¢ Including County of London, City of London, Metropohtan Boroughs and that part of Metmpohtan Police District within County of London. Remainder

of police district expenditures apportioned to

ve

and county

respectively, in proportion to rates collected in these.
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N TaBLE 45

PERCENTAGE OF NET EXPENDITURES OF LOCAL GOVERNMENTS MET
FROM : GRANTS, 1928-29 AND 1932-33: ENGLAND AND WALES*®

YEAR BEGINNING APRIL 1

FOTAL POLICE | EDUCATION | WELFARE | HOUSING | HIGHWAYS
1928 | 1932 1928 | 1932 | 1928 | 1932 | 1928 | 1932 1928 1932 | 1928 1932
Total.......... .o..| 353 46.2| 49.4] 48.4] 53.6| 48.2| 9.4 01| 76.6| 81.3| 28.7| 27.8
London...........| 27.1] 811 49.1] 45.8) 47.7| 37.1| 3.8 ...| 64.4| 63.4 109 122
Administrative °
counties. .. .. ...| 55.8] 54.7| 50.6] 51.3| 56.9| 52.3| 22.3| 0.1] 36.4| 35.6{ 43.5 379
County boroughs..| 36.5] 40.3| 49.1} 48.2| 52.9| 48.0| 21.4| 0.2] 70.8| 75.7| 17.0| 14.7
Municipal boroughs| 33.5] 47.3| 87.7] 37.0( 53.3| 47.0 ...| ...| 801 820! 19.4| 135
Urban districts....| 31.7] 570 ...} .. 57.0| 54.3 . . 88.7| 88.7} 20.4| 11.9
Rural districts.....] 31.4] 659 ...[ ...| .. S P 76.4| 90.9] 27.4{ ...
Poor-law unions...| 9.8f ... ...} ... ..} ... 103 ... ... ...f o] -.s
Miscellaneous
districts, ....... 47.2f 23.9/100.0| ...[100.0{100.0{100.0( 3.7} ... ...} ... 715
s Grants include those for capital ditures and those for 1 purposes. C jon for
losses in rates on government property is not included b the received by different
tyves of districts is not available. This for the sub ial difference betweenthe totalshere

and those in Table 21 for the same years. The other differences are the resuit of a change in classifica-
tion between 1928-29 and 1932-33 in the Local Tazalion Relurns. The 1928-29 figures in this table
are from the Local Tazation Relurns for that year. The 1928-29 figures in Table 21 are from an

unpublished summary prepared by the Ministry of Health which conforms to the 1932-33 classifica-
tion.
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TaABLE 46

CHANGES IN FINANCIAL POSITION OF SELECTED MUNICIPAL
BOROUGHS AND URBAN AND RURAL DISTRICTS,

369

PERCENTAGE OF

RATEABLE VALUE

HATES IN THE

PER CAPITA BATE

BATE AND GRANT PER CAPTTA POUND AND GRANT
EXPENDITURES EXPENDITURE
FROM GRANTS (v pounns) (v sEmiuGs) (TN SHILLINGS)
1928-29 | 1932-33 | 1928-29 | 1932-33 | 1928-29 | 1932-33 | 1928-29 | 1932-33

1 148 3.6 5.6 11.3 7.2 18 13

41 114 5.2 3.4 12.8 . 9.3 27 19

44 81 39 29 20.0 16.0 69 68

438 69 4.0 3.5 21.3 19.7 80 81

55 66 43 3.9 17.3 12.7 65 69

34 63 4.2 3.7 23.5 19.0 71 66

6 51 5.8 3.6 125 16.3 24 27

14 41 125 138 8.2 83 5 78

20 39 114 15.2 10.8 8.0 82 75

19 30 9.5 11.7 11.2 8.7 70 66

16 28 10.8 13.3 11.0 8.6 82 76

42 162 6.6 3.2 107 s 47 22

18 120 16.4 9.3 12.3 13.5 51 52

55 103 45 5.7 8.3 1.5 23 27

61 92 4.4 3.8 12.7 8.7 49 50

ve 82 13.9 .95 9.0 10.5 25 27

65 66 5.1 44 16.4 17.3 118 130

46 58 41 3.3 24.7 24.8 82 92

9 58 12.1 125 10.3 6.0 49 43

5 49 149 198 14.1 10.5 107 126

13 48 2.8 1.7 15.9 13.0 1 28

15 42 36 3.2 349 23.8 46 45

17 42 5.5 3.1 235 243 44 48

4 as 12.7 135 11.0 8.4 52 43

Coulsdon and Purley 14 3 118 129 10.5 93 58 50

Sutton and Cheam. 6 30 11.2 10.8 8.3 8.8 37 41

Rural Districts

Hastings. .. 50 ® 9.6 9.0 14 3.7 51 ves

Llanwrthwl 16 1,401 23.4 22.0 8.1 8.3 20 6

Stockton.......... 28 294 14.2 [X:} 124 10.3 56 8
Codnor Park and

Shipley. ........ 40 124 13.5 5.7 6.9 7.2 21 7

Sibsey. . 41 61 3.7 1.7 16.1 1.5 68 7

Tregaron. .. 29 60 21 1.3 16.8 126 22 4

Sunderland. 27 59 3.6 3.1 20.8 14.6 416 28

Liantrisant. 35 53 4.4 3.1 24.0 26.3 70 44

Cardigan, 50 47 29 19 17.8 12.8 40 10

Auckland. ........ 20 30 29 2.3 221 17.5 20 12

s Data from records of Ministry of Health.

8 Income for special purposes exceeded total expenditures.
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