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CHAPTER 6 
 
 

Municipal Finance: 

A Prelude to the Urban 

Service Delivery Saga 
 

Taxes are what we pay for civilized society. 

    Oliver Wendell Holmes, Compania v. Collector, 275 US 87 (1904) 

 

 

City government, as we have observed before, exists to make life livable for 

city dwellers. And particularly since the Second World War, quality of life 

has become conflated with the provision of city services.1 We will examine 

the demand for urban services in the next chapter. But first, we consider the 

fiscal foundations of urban services. 

 The National League of Cities surveys city finance officers each year, 

and in 2014 more city finance officers reported that conditions had improved 

over the previous year than in the entire 29-year history of the survey 

(McFarland and Pagano 2014). That upbeat report, however, follows several 

years of discouraging findings as municipalities across the U.S. struggled to 

maintain their role as provider of urban services while the worst recession 

since the Great Depression of the 1930s played out. The Great Recession 

lasted from December 2007 until June 2009 (NBER 2010), but the 

implications for local revenue of the declining real income, employment, 

industrial production and wholesale and retail sales that marked the recession 

were felt for much longer.  

 Where does the money that cities, towns, and villages spend to provide 

services come from? This depends, in large measure, upon the state in which 

the municipality is located. As noted in previous chapters, the U. S. 
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Constitution specifically acknowledges the needs of the nation, the states, 

and the people. But noticeably lacking is any mention of cities. In the minds 

of the Founding Fathers, municipalities fell under the aegis of the states. 

Municipal needs were to be met through state resources, and municipal 

prerogatives were to be limited to those allowed by state constitutional and 

statutory law. Consequently, the U.S. has fifty different state-local fiscal 

structures; we make generalizations in this chapter keeping that reality in 

mind. 

 Within the constraints of state law, municipalities have two broad 

categories of revenue: revenue from their own local sources and revenue 

from other governments. Own-source revenues include taxes, fees and 

charges, miscellaneous general revenues, and utility charges. Borrowing, 

which cities repay with own-source revenue, figures into cities’ fiscal health 

as well. Intergovernmental aid, the second broad category of revenue for 

localities, comes from the federal and state governments. In this chapter we 

discuss each of these sources, considering how important it is currently in 

making the books balance and notable trends over recent decades. Important 

features of the big picture that will come into view include the shifting 

composition of cities’ own-source revenues over time, and the fickleness of 

assistance from the states and Washington. 

 

Taxes 
 

 Most states allow cities to levy taxes on property, and cities traditionally 

have used the property tax as their major source of revenue. Most states that 

use a state sales tax allow cities to levy a supplemental tax on sales. Only 

four states—Ohio, Pennsylvania, Indiana, and Arkansas—universally allow 

cities to levy taxes on income, although other states allow income taxes for 

some cities. These three types of taxes—property, sales and income—

accounted for 43 percent of municipalities’ general revenue in 2012. In each 

case, the amount of tax that can be collected by municipalities is controlled 

by state law (McFarland and Hoene 2015, Table 2A).2  

 

 Property Tax 
 

 Rationale. The property tax has traditionally been the most important 

source of municipal revenue. In principle, this tax can be levied against either 

real property (e.g., land and buildings) or personal property (e.g., furniture 

and equipment). Logistical considerations make the latter difficult, however, 

and most personal property is exempt from taxation. The original rationale 

underlying the property tax is straightforward: real property is real wealth. 

Moreover, the ownership of real property is related to both the ability to pay 
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a fair share of the costs of government and the need for governmental 

services (e.g., the costs of maintaining courts and records for ensuring the 

safe acquisition and sale of real property, the cost to government of 

protecting that property). And for city government, a tax on land and 

buildings has an additional element of legitimacy: Since the value of urban 

real estate is influenced more by population density (and the market factors 

that accompany density) than by improvements the owner may make, the 

community may legitimately tax that property in order to address the 

negative externalities of population density (e.g., crime, traffic congestion). 

For further discussion of the rationale underlying the property tax, see Hale 

(1985). 

 The property tax continues to be an important source of municipal 

income—accounting for 24 percent of general municipal revenue in 2012 

(McFarland and Hoene 2015)—but its original rationale has diminished. 

With the increasing significance of financial assets (stocks, bonds, and bank 

accounts), real property is no longer a reliable measure of either personal 

wealth or of ability to pay a fair share of the costs of government, and the 

property tax is generally viewed as regressive.3 

 

 Assessment procedures. For all the mystery that surrounds property tax, 

it is rather straightforward. A tax assessor gauges the value of real property 

based on its fair market value, and multiplies this market value by the 

assessment rate (typically between 25 percent and 100 percent) to determine 

the assessed value of the property. The owner is billed the assessed value 

multiplied by the nominal tax rate (often termed millage), which is set by the 

city and its voters within state limitations.4 Thus, the owner of a house with a 

fair market value of $100,000, living in an area where the assessment rate is 

50 percent and the nominal property tax rate is 6 percent would have an 

annual property tax bill of ($100,000 x .5 x .06)=$3,000. The assessment 

rate, multiplied by the nominal tax rate, yields an effective tax rate, in this 

case, 3 percent. 

 States may constrain cities’ authority over the tax rate they effectively 

charge by means of three types of tax limitations. First, the state may set a 

maximum assessment rate: For example, municipalities may be allowed to 

assess property at no more than 60 percent of its fair-market value. Second, 

the state may limit the rate (nominal or effective) at which property may be 

taxed. Or third, states may limit the growth in the assessment, regardless of 

what the market is doing. Assessment rates and tax rates vary widely across 

the U.S., as illustrated in Table 13.1. 
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Table 13.1.  Residential Property Tax Rates for Largest City in Each State: 2009 

   Effective tax rate per $100  

   Rank      Rate Assessment Level   Nominal rate  

             (percent)    per $100 

Indianapolis, IN 1 2.75 100.0 2.75 

Bridgeport, CT 2 2.71 70.0 3.87 

Philadelphia, PA 3 2.64 32.0 8.26 

Milwaukee, WI 4 2.56 100.0 2.56 

Houston, TX 5 2.52 100.0 2.52 

Baltimore, MD 6 2.38 100.0 2.38 

Providence, RI 7 2.37 100.0 2.37 

Des Moines, IA 8 2.29 118.0 1.94 

Detroit, MI    9 2.11 32.1 6.58 

Omaha, NE    10 2.05 96.0 2.13 

Burlington, VT 11 2.00 100.0 2.00 

Memphis, TE 12 1.80 25.0 7.22 

Portland, ME 13 1.79 100.0 1.79 

Columbus, OH 14 1.75 35.0 5.01 

Manchester, NH 15 1.74 100.0 1.74 

Jacksonville, FL 16 1.73 100.0 1.73 

Jackson, MS    17 1.70 10.0 17.04 

Fargo, ND      18 1.70 4.5 38.09 

Newark, NJ    19 1.63 59.7 2.74 

Boise, ID       20 1.60 108.4 1.47 

Anchorage, AK 21 1.55 100.0 1.55 

Wilmington, DE 22 1.54 47.2 3.27 

Kansas City, MO 23 1.49 19.0 7.84 

Albuquerque, NM 24 1.44 33.3 4.32 

Little Rock, AR 25 1.41 20.0 7.04 

New Orleans, LA 26 1.40 10.0 13.98 

Wichita, KS      27 1.38 11.5 12.04 

Atlanta, GA     28 1.35 40.0 3.37 

Sioux Falls, SD 29 1.27 85.0 1.49 

Louisville, KY 30 1.26 100.0 1.26 

Oklahoma City, OK 31 1.25 11.0 11.34 

Minneapolis, MN 32 1.24 96.8 1.28 

Salt Lake City, UT 33 1.15 100.0 1.15 

Las Vegas, NV 34 1.15 35.0 3.28 

Portland, OR 35 1.15 54.3 2.11 

Los Angeles, CA 36 1.11 100.0 1.11 

Charlotte, NC 37 1.08 82.9 1.30 

Boston, MA    38 1.06 100.0 1.06 

Columbia, SC 39 1.00 4.0 25.00 

Phoenix, AR 40 0.89 10.0 8.86 

Charleston, WV  41 0.86 60.0 1.43 

Birmingham, AL 43 0.80 10.0 8.02 

Seattle, WA    44 0.79 89.3 0.88 

Billings, MT    45 0.78 26.8 2.93 

Virginia Beach, VA 46 0.75 100.0 0.75 

Cheyenne, WY 47 0.67 9.5 7.10 

New York City, NY 48 0.62 3.7 16.70 

Denver, CO    49 0.53 8.0 6.68 

Chicago, IL.    50 0.52 10.0 5.17 

Honolulu, HI 51 0.34 100.0 0.34 

Source: U.S. Census Bureau, “Table 448. Residential Property Tax Rates for Largest City in Each State: 

2009,” Statistical Abstract of the United States: 2012. Based on data from Government of the District of 

Columbia, Office of the Chief Financial Officer, "Tax Rates and Revenues, Tax Burden Comparisons, 

Nationwide Comparison" annual. See also <http://www.cfo.dco.gov/cfo>. 
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Problems with the property tax. The property tax has had an uneven history. 

In 1900, nearly 75 percent of all municipal general revenue was generated 

through the property tax, and this heavy reliance continued for the next forty 

years. But in the 1940s the need for alternative revenue-producing strategies 

became apparent, and by 1960 property taxes accounted for only 50 percent 

of all municipal general revenue. By 1980, this figure had further declined to 

less than 30 percent.5 And in 2012, only 24 percent of municipalities’ general 

revenue came from the property tax (McFarland and Hoene 2015). Several 

factors account for declining reliance on the property tax. One is the taxpayer 

revolt of the late 1970s, which reduced caps (i.e., ceilings) on property 

assessments and tax rates. Another is the increased availability of state and 

federal funds during the 1960s and 1970s. But also of importance, other 

forms of taxation began to replace the property tax in municipal revenue 

generation schemes. For the most part, this shift reflects inherent weaknesses 

in the property tax, which we will consider now. 

 The first weakness results from the lag between changes in fair market 

value and assessed value. Because property values are not assessed every 

year, or perhaps not even every five years (depending on local procedures), 

assessed property values lag behind fair market values. A bias in favor of 

older neighborhoods is one potential result of this lag. For example, the 

runaway inflation of the 1970s resulted in substantial underassessment of 

older neighborhoods, while the value of new houses, assessed at the time of 

construction, resulted in higher assessed values in newer neighborhoods. 

Even within a neighborhood, there can be wide variation in the assessed 

value of similar homes if the municipality follows the practice of reassessing 

a home upon sale. 

During the Great Recession and in the years immediately thereafter, the 

lag between the changing fair market value of real property and its assessed 

valued had a stabilizing effect on municipal revenue: Property tax revenue 

deteriorated more slowly than sales tax revenue, with its close ties to 

consumer spending, and income tax revenue, linked to employment levels. 

While this seems not a weakness from one perspective—that of municipal 

revenue, it remains a weakness from the perspective of home owners who 

were losing market value faster than their tax liabilities declined. 

 A second problem with heavy reliance on the property tax is that a 

considerable amount of property—including that used by nonprofit, 

charitable, and religious organizations and by government units—is exempt 

from property taxes in most cities, even though such property still requires 

city services (e.g. fire suppression, police response, street cleaning). The 

value of this property can be quite high, easily 40 to 50 percent of the 

property value in metropolitan area core cities. 

 Third, it is unclear how property should be assessed, or more precisely, 
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exactly what constitutes fair market value. Is this the value that the property 

would bring if it were sold for its current use, for instance farming? Or is it 

the value that the land could bring if it were sold for a more lucrative 

purpose, for example a shopping mall? The discrepancies in these two 

valuation procedures can be enormous, and the standard chosen generally 

reflects the power of various lobbying groups. Realtors and land developers 

are powerful lobbies, and most undeveloped land thus tends to be under-

assessed. 

 Finally, the property tax is difficult to collect. Unlike the sales tax, which 

is collected at the point of retail payment, and the income tax, which is 

automatically deducted from paychecks, most people pay their property taxes 

only when they receive tax due (or tax overdue) notices in the mail.6  

Delinquency rates for property tax payment in major cities range between 2 

percent and 15 percent (Lake 1979).7 Most often, delinquent taxpayers are 

those owning unprofitable commercial property such as slum apartment 

buildings, and they often find it more profitable to abandon the property than 

to pay taxes on it. In such cases, the city usually takes possession of the 

property, but like the former owner, seldom finds it profitable (in fact, the 

cost of remodeling or razing the building is often greater than the sale value 

it will command). 

 

 Sales Tax 
 

 Rationale. A second tax used by municipalities is the sales tax, collected 

as a percentage of goods (and in some locations, for instance New York City, 

services) sold within the city limits. As with the property tax, the tax on sales 

is assumed to tap one's ability to pay for services provided by the city; but it 

has the added benefit of tapping the resources of out-of-towners who come to 

the city to enjoy its retail, business, or cultural opportunities. Twenty-three 

states allow cities to supplement state sales tax with a municipal sales tax, 

although they limit the rate of supplemental taxation, and five more states 

allow some cities to tax sales. Reliance on sales tax generally increased from 

the end World War II through the 1980s, perhaps in response to growing 

discontent with the property tax and its faults, but that trend has reversed. In 

2012, just 13 percent of total municipal general revenue derived from the 

sales tax (McFarland and Hoene 2015). The sales tax raises a set of problems 

that are different, but no less important, than those associated with the 

property tax. 

 

Problems with the sales tax. The first problem with the sales tax is its 

marked regressiveness. The philosophy underlying the sales tax assumes that 

purchasing power is commensurate with income. A wealthy family can 

afford more expensive clothes, meals, cars, and other goods and services than 
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a lower-income family. But a family living at the edge of poverty must spend 

a nearly 100 percent of its income on essential commodities, and therefore 

most of its income is subject to sales tax (except, of course, that spent on 

rent). In contrast, middle- and upper-income families often are able to put a 

substantial portion of their income into savings accounts, the stock market, or 

other investments, thus protecting much of their income from sales tax. 

Further, many of the services on which middle- and upper-income families 

spend their money (e.g., babysitting, gardening, legal advice, accounting 

services) are often not subject to sales tax. Some states attempt to reduce the 

regressiveness of the sales tax by excluding certain commodities from 

taxation, such as food and prescription drugs. 

 

FIGURE 13.1: Total Retail Sales of Durable and Nondurable Goods 
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A second problem with the sales tax as a source of municipal revenue is 

its susceptibility to economic trends. Figure 13.1 indicates the variability of 

retail sales for durable and nondurable goods from 1970 through 1990, 

measured in constant dollars. Since everyone must eat, even in economic 

recessions, the trend for nondurable items is relatively stable, and cities are 

guaranteed at least some revenue from the sales tax in good times and bad. 

But particularly in cities that do not tax food and prescription drugs (which 

account for nearly one-third of all nondurable goods purchased in the United 

States), sales-tax revenue depends largely on purchases of durable goods, 

prompted by extra cash on hand. A sizeable chunk of this revenue comes 

from "big-ticket" items, such as kitchen appliances and automobiles. In good 

economic times, this type of purchase is common, and the city's coffers may 

swell with sales tax revenues. But in bad economic times, such as 1974, 1980 

(see figure 13.1), and the Great Recession, these purchases are less common, 

and salestax revenues slump. Any city counting on stable sales-tax receipts 

to finance services will inevitably feel the pinch in recession years. 

Herein lies the paradox of the sales tax. If the city requires a stable 

source of revenue, then the sale of disposable goods must be taxed, and the 

sales tax becomes quite regressive. But if the city desires to reduce 

regressiveness by exempting the sale of certain disposable goods from 

taxation, it then runs the risk of unstable and unpredictable tax revenues. 

 

Income Tax 
 

 Rationale. The third major source of tax revenue for municipalities is the 

income tax. The income tax is little-used compared to the property tax and 

the sales tax, accounting for just 6 percent of municipal general revenue, 

compared to 24 percent for the property tax and 13 percent for the sales tax 

(McFarland and Hoane 2015). Even so, a number of large cities rely on the 

income tax; these include Washington, D.C., Baltimore, Detroit, 

Philadelphia, Pittsburgh, Kansas City, St. Louis, New York, Cincinnati, 

Cleveland, and Columbus. Large cities rely more on income tax than small 

cities do for two reasons. First, it provides a way of taxing people who work 

in the central city but live in the suburbs (small cities do not have suburbs). 

Second, the tax base for property tax is relatively lower in the central cities 

than in other areas, while the income-tax base may be higher. Cities that 

assess an income tax are not uniformly distributed across the country; rather, 

they tend to be concentrated in the Northeast and Midwest (particularly in 

Pennsylvania and Ohio). 

 

 Problems with the income tax. Like the property tax and the sales tax, the 

municipal income tax has its flaws. In principle, the income tax can be 

progressive, as it is at the federal level; that is, the tax rate can be scaled to 
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income. But in practice, municipal income tax is typically assessed at a flat 

rate (e.g., 2 percent) across all income categories, thus making it a 

proportional tax. Some observers, however, view local income taxes as 

largely regressive: City income taxes are typically taxes on earnings and do 

not apply to other sources of income—such as capital gains—that wealthier 

people may have. 

 Second, like the sales tax, the income tax is sensitive to changes in the 

economic climate in general and to unemployment in particular. When urban 

unemployment rates hit 10 percent (and inner-city unemployment rates are 

even higher), annual revenues from income tax are bound to suffer. In 

general, the impact of fluctuating urban unemployment is not great, since 

those most prone to unemployment are unskilled or semiskilled workers with 

low earning power. (Seldom are bank presidents or other high-salaried 

professionals the victims of unemployment.) Much more problematic, 

however, is the long-term industrial and corporate decline of many 

northeastern and midwestern cities that rely on the income tax. For example, 

when the steel plants shut down in Pittsburgh and Cleveland and the 

automobile plants cut back production in Detroit, those cities lost the income 

of many skilled, well-paid employees, as well as the tax on their income. 

Similarly, when New York City loses the corporate headquarters of 

American Airlines to Dallas, or Cleveland loses the corporate headquarters of 

Diamond Shamrock and Harris (both members of the Fortune 500) to Dallas 

and Melbourne, Florida, respectively, they also lose the income of a number 

of high-paid corporate executives. New York has been the hardest hit of such 

cities: Whereas 128 Fortune 500 companies maintained their headquarters in 

New York City in 1965, only 48 remained by 1988 (Rogowsky and Berkman 

1995). The most dramatic of these moves were toward the South and 

Southwest; but New York also lost a number of corporate headquarters to the 

suburbs. The corporate shifts from New York City are only manifestations of 

a larger national trend, however. Between 1969 and 1989, for example, the 

proportion of corporate headquarters located in the South doubled, as did the 

proportion located in suburbs (Ward 1994). Regardless of the circumstances 

of the migration, it is costly to cities that rely on an income tax. 

 

 Other Taxes 
 

In addition to the three main types of tax discussed above, cities collect a 

number of miscellaneous taxes. The 2012 Census of Government grouped 

these under corporate income taxes, motor vehicle license taxes, and “all 

other taxes.” (Table–State and Local Government Finances by Level of 

Government and by State: 2012). Together, these accounted for 3.4 percent 

of local government own-source revenue across the country. 
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Fees, Charges and Miscellaneous Revenues 
The use of non-tax local sources, especially user fees and charges, has 

increased noticeably as a proportion of own-source general revenue since the 

1970s. In 2012, fees and charges, along with miscellaneous sources 

summarized below, accounted for 28% of municipalities’ own source 

revenue (McFarland and Hoene 2015).8 Political pressure to limit localities’ 

tax-raising authority has been an important factor in this shift for decades. 

More recently, the Great Recession and the tepid recovery continue to drive 

local policy makers in this direction as tax receipts respond to soft property 

values, weak sales and stagnant incomes, and state aid decreases as states 

struggle with their own revenue shortfalls. 

 

 User Fees and Charges 
 

 Rationale. While taxes are levied more or less according to an 

individual's, family's, or company's ability to pay, fees and charges are 

assessed for a number of services provided by the city more or less according 

to the amount an individual, family, or company uses them. Cities differ in 

the services and commodities they offer and for which they charge. 

Relatively few cities, for example, have municipal colleges, art galleries, 

stadiums, zoos, or municipal golf courses. Most do have parks and recreation 

departments, however, which may or may not charge for participation in 

softball leagues or for tennis instruction. Greens fees for municipal golf 

courses vary widely from city to city, as do transit fares (in some cities, bus 

passengers ride free in downtown zones). By the same token, some cities 

allow free parking, while others charge for virtually every available parking 

space. 

  

 Problems with User Fees.9 Some user fees are little more than highly 

regressive taxes in that they are assessed to all residents regardless of their 

ability to pay; these include fees for trash pickup, sewer hookup and monthly 

charges, and emergency 911 service. In other cases, user fees represent a 

means for regulating use of selective services, in that the city provides them 

on a pay-as-you-use basis; these include services provided by the park and 

recreation department, admission to municipal facilities (e.g., zoos, 

museums), and parking in municipal parking lots. But by regulating services 

through user fees, many of the city's poor are effectively precluded from 

using important services. Cities vary considerably in whether and how much 

they charge for particular services. 

 Many city services are provided for the public good, reflecting a 

philosophy that what benefits the city as a whole should be financed by the 
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city as a whole, through general taxes. Such services as crime and fire 

protection, street and park maintenance, and trash collection obviously fall 

under this classification. But many argue that this conception of the public 

good should be expanded to include a number of other services, such as 

public transit, recreation programs, social service programs (e.g., day care), 

public health, and public housing. Even if these services are used 

disproportionately by the economically disadvantaged, they benefit the 

community in important ways. For example, recreation programs keep 

juveniles out of trouble. Public housing keeps families out of tenements. And 

public transit not only provides opportunities for people without cars to find 

jobs and commute to work, it also reduces traffic congestion. In other words, 

each of these services directly benefits its clientele. But it also provides 

indirect benefits to virtually all other segments of the community. Most cities 

accept (although perhaps grudgingly) this view of the public good. 

 

 Miscellaneous Sources of Municipal Revenue 
 

One miscellaneous source of revenue is the collection of fines for violations 

of municipal codes and ordinances by individuals and businesses. In 1992, 

when the first edition of The Urban Web was published, fines and forfeitures 

accounted for an inconsequential portion of local revenue, just one percent in 

large cities. While there is not comprehensive national data on what 

percentage of municipal revenue is generated by fines (Maciag 2014), some 

cities have ramped up reliance on fines as a way to finance their operations. 

The U.S. Justice Department’s report of its investigation into the 2014 

shooting of Michael Brown, an unarmed African American teenager, by 

police in Ferguson, Missouri cast a spotlight on this practice. The Justice 

Department found that an important factor in the poor state of police 

community relations in Ferguson was outsized reliance on fines as a 

component of the city’s revenue. In 2010, for instance, the city finance 

director pressured the police chief to ramp up ticket writing, and explicitly 

linked that pressure to shortfall in the sales tax (U.S. Department of Justice. 

Civil Rights Division 2015, p. 2). Similarly the Justice Department found 

that the practices of the municipal court were compromised by the emphasis 

on revenue generation, to the point of violating constitutional due process 

and equal protection requirements (p. 3).  A review of the City of Ferguson’s 

financial documents by Governing magazine found that fines and forfeitures 

accounted for 20 percent of the city’s general revenue in 2013, up from about 

13 percent in 2011 (Maciag 2014). This review went on to look at 18 other 

nearby municipalities in northern St. Louis County, and found that reliance 

on fines and forfeitures ranged from 2.2 percent in University City (home of 

Washington University) and 2.5 percent in the city of St. Louis on the low 

end to as much as 39.6 percent in St. Ann.  The median was about 8 percent. 
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 A second minor source of revenue is the sale of municipally owned 

property (e.g., undeveloped land, office buildings, housing stock, municipal 

utilities). Overall, this accounts for only a small percentage of a city's total 

revenue, with a national average ranging between .13 percent and .51 percent 

from 1973 through the 1990s. Yet during any given year, it can become an 

important source of a city's revenue. For instance, in 1986 both Denver and 

Tucson received 2.5 percent of their total revenue from property sales; in 

1984 Oakland received 13 percent of its total revenue from property sales; 

and in one of the largest sell-offs ever, Honolulu received 18.7 percent of its 

total revenue from property sales during 1990 and 1991. In general, revenues 

generated from property sales are decreasing over time, representing the 

reality that property can be sold only once. In most cases, the sale of 

municipal property does not make headlines. But in some cases, it has been 

politically contentious, as when San Diego sold some of its attractive park 

land (Clark 1994). 

 A third minor source of revenue for most cities is interest payments from 

banks and other financial institutions. Municipal expenditures tend to be 

spread over the course of a year, while much of the revenue (e.g., property 

tax, income tax) is received in lump sums. A smart city administrator will 

place these funds in interest-bearing accounts until they are needed. Because 

of annual fluctuations in sales tax and income tax revenues, some cities will 

show surpluses at year's end, which will also generate interest if properly 

invested. For the nation's largest cities, interest earnings in 1992 accounted 

for 3.9 percent of total revenues, with southern and western cities showing 

the largest percentage (e.g., 20.3 percent for Tulsa, 14.9 percent for 

Albuquerque, 12.5 percent for San Diego) and frostbelt cities the smallest 

percentage (e.g., 0.9 percent for Newark, 1.1 percent for Boston, 1.2 percent 

for Buffalo, 1.5 percent for New York City). 

  

 Utility Charges 
 

So far, we have been talking about municipalities’ “general revenue”; this is 

money that the city can budget as it chooses for services. Municipalities also 

have a number of other sources of revenue, variously termed “dedicated,” 

“special,” or “enterprise” revenue that provide them with little flexibility in 

their provision of services. The most important of these is revenue generated 

from municipally owned utilities. In 1992, for example municipalities took in 

over $33 billion (15.1 percent of all municipal revenue) from the sale of 

water, gas, and electricity to municipal residents, and an additional $1.9 

billion (0.9 percent of all revenue) from transit fares. While this may seem to 

be an important source of revenue, it is illusory: Cities expended $34.9 

billion to provide water, gas, and electricity, and an additional $5.6 billion to 

provide public transportation for their residents. In other words, every penny 
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of revenue generated by municipal utilities (and considerably more) was tied 

up in production costs. 

 

Bonded Indebtedness 
 

The federal government is the only U.S. government permitted to borrow 

money to pay general operating expenses. Thus municipalities must pay 

personnel costs, equipment costs, energy costs, and so forth out of their 

general revenue, or with surpluses from previous years.10  In lean years, they 

may be forced to lay off personnel and curtail services as money runs out. 

This occurred throughout the Great Recession and in its aftermath. In 2007, 

before the recession began, about 15 percent of cities reported decreasing the 

size of their municipal workforce. The percentage of cities that downsized 

their workforce increased dramatically in 2008 and again in 2009, and 

reached about 70 percent in 2010 before beginning to trend downward.  In 

2014, for the first time since the beginning of the recession, the percentage of 

cities that reported increasing their workforce (33 percent) was bigger that 

the percentage (18) that said they would decrease the workforce (McFarland 

and Pagano 2014, Figure 9). 

 Were municipalities required to cover all of their expenditures without 

borrowing, however, the city would never have developed as a service 

delivery system, for the costs of capital construction and improvements are 

simply too large to be accommodated within a single year's budget. 

Examples of the kinds of capital projects cities undertake include building 

and rehabilitating major public buildings, like their city halls and police and 

fire stations; building and improving recreation facilities; building and 

renovating bridges; major street reconstruction; and expensive equipment 

like fire pumpers and garbage packers.  Cities are allowed to issue bonds –

that is, to borrow – for these types of capital construction and improvement 

projects. 

When bonds are issued, interest rates are determined largely by the city's 

bond rating, assessed by one of two financial services (Moody's Investor 

Service, Standard and Poor's Corporation) to establish the city's credit risk. 

These ratings, conducted for an annual fee, are based on a confidential 

formula that employs several factors related to growth and tax base. This 

proves beneficial to cities located in the South and West, where bond ratings 

have improved relative to those in the North and Midwest (J. Peterson 1981). 

 Municipal bonds have been attractive investments for the middle and 

upper classes, for the interest they yield is tax free11
  and they are for the most 

part a safe investment. This former point means that municipalities can pay 

interest somewhat below the prevailing market rate, resulting in a de-facto 

federal and state subsidy to municipalities. The latter point, concerning risk, 
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is more problematic. Between 1838 and 1969 there were six thousand 

recorded government defaults on bonds. But fewer than 33 percent of these 

involved municipalities, and most occurred during the Depression years of 

1930-1939. From 1945 through the early 1990s, 431 governmental units 

defaulted on bond obligations. But, again, the largest defaults were not by 

municipalities, but rather by four special-purpose governments: the West 

Virginia Turnpike Authority, the Calumet Skyway Toll Bridge, the 

Chesapeake Bay Bridge (ACIR 1973), and the Washington Public Power 

Supply System (Leigland and Lamb 1986).12
 During this period, 

municipalities teetered on the edge of bankruptcy (e.g., New York City), and 

some managed to fall over the abyss; but even Cleveland's default based on a 

$14 million payment that it failed to make on December 15, 1978, was 

technical in nature, for the city had already arranged to repay the loan later, 

which it did on February 27, 1979.13 

 During the 1990s, municipal bonds seemed less safe and secure. In 1991, 

Philadelphia flirted with bankruptcy; its deficits had increased from $32 

million in 1987 to $284 million in 1992, and city leaders showed little ability 

to either cut spending or to raise taxes. In that case, the Pennsylvania 

Intergovernmental Cooperation Authority was created by the state to oversee 

the sale of bonds to raise needed money for the city and to impose discipline 

on its budgeting process (Adams 1994). Philadelphia was not the only large 

city to experience fiscal stress, however. Standard and Poor downgraded its 

ratings of 474 municipal bond issues in 1990 (Bowman et al. 1992; also see 

Dearborn et al., 1992, for an in-depth discussion of the finance of the nation's 

largest cities during the early 1990s). 

 When Detroit’s emergency manager sought protection under Chapter 9 

of the federal bankruptcy code in 2013, bond holders were owed $7 billion. 

Additional long-term obligations totaled at least another $8 billion. (City of 

Detroit 2013). Ultimately, in a “grand bargain” that included city pensioners 

accepting significant reductions in benefits and the sale of the Detroit 

Institute of Art to a foundation, bond holders agreed to accept about 74 

percent of what they were owed (Bomey, Gallagher and Stryker 2014). 

Detroit emerged from bankruptcy on December 10, 2014. 

 

Intergovernmental Revenue 
 

The general and special revenues discussed above are often classified 

together as “own-source revenues.” Within the authority provided by state 

laws, cities raise this money from their own tax bases and user bases (even 

borrowing is paid back from own-source revenues). “Intergovernmental 

revenue”—money from the federal and state governments—is the other 

major category of money available to cities to pay the costs of service 

delivery.  
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 Federal Aid 
 

Since World War II—but particularly with the advent of the Great Society 

programs during the 1960s—the federal government has recognized that 

cities are unable to solve their problems without financial help. Table 13.2 

illustrates this trend: The first column shows that total federal aid to cities 

began to gather steam in the 1950s and increased at a substantial rate during 

the 1960s and the 1970s. This aid was composed of three types of assistance: 

categorical grants, block grants, and general revenue sharing. 

Categorical grants were the first type of federal aid introduced as U.S. 

cities struggled to catch up with deferred physical development needs after 

World War II. Cities applied for grants for specific projects in categories 

including urban renewal, water and sewer systems, and recreation facilities. 

Though the level of federal funding for categorical grants has decreased 

considerably, as discussed below, there remain many federal categorical 

grants for both physical development projects and social service efforts. 

Categorical grants require an application from the city to a federal agency. 

Sometimes applications are successful, sometimes not, depending upon 

politics as well as the merit of the project. Categorical grants are thus also 

referred to as discretionary funding. 

In 1974, the community development block grant (CDBG) program was 

introduced. Cities with populations of 50,000 and more receive a grant each 

year based on a formula that takes into account three factors: population 

(growth or lag) housing condition (overcrowding or age) and poverty. While 

the amount of a city’s grant is contingent on the total congressional 

appropriation for the program as well as the formula used to allocate it, this 

funding is nevertheless more reliable than categorical grants. CDBG is thus 

referred to as entitlement funding, in contrast to the discretionary nature of a 

categorical grant. The community development block grant is also more 

flexible for cities than the seven categorical grants that it replaced: The 

money may be used for a list of housing and community development 

activities defined in the statute. Indeed, increasing local discretion was the 

central political rationale when the idea was championed by Republican 

President Richard Nixon, passed with bipartisan congressional support, and 

signed into law by Gerald Ford. Though congressional appropriations for the 

block grant program have declined since the 1980s, CDBG does continues to 

receive some level of new funding (as of FY 2014) even as many domestic 

programs do not receive new money. Since the 1970s, the block grant 

approach has been used by Congress to consolidate federal financial 

assistance to state as well as local governments in various program 

categories. 

General revenue sharing is the third approach that the federal 
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government has taken to provide financial aid to the cities. This program was 

authorized in the State and Local Fiscal Assistance Act of 1972 which passed 

during Richard Nixon’s Administration. The political logic was similar to 

that underpinning the introduction of block grants, only more so: to assist 

local governments without constraining their discretion. Permitted activities 

under general revenue sharing included virtually any capital or operating 

activity that cities have the authority to undertake. Cities received formula-

based allocations from 1973 through 1986, as shown in the second column in 

Table 13.2. The program was eliminated during the Reagan Administration, 

when the political logic shifted from reducing federal control over local 

funding to reducing domestic spending across the board. Table 13.2 shows 

the precipitous decline in federal aid to the cities during the Reagan and Bush 

presidencies, with total aid decreasing by 56 percent between 1980 and 1992; 

the largest cuts occurred in community development, education, social 

services, employment, and job training programs (Kantor 1993). 

 

Table 13.2    Federal and State Aid to Cities, 1950—1992   (In millions of constant 1967 

dollars) 

 

             Federal Aid to Cities              

 Total  Revenue Sharing State Aid to Cities 

 

1950 $128.9  $1,181.7 
1955 251.9  1,541.1 

1960 544.5  2,106.0 

1965 635.8  2,904.8 
1970 1,149.6  5,307.8 

1971 1,534.2  6,101.4 

1972 1,997.6  6,653.6 
1973 3,283.2 $1,206.6 7,283.2 

1974 3,695.3 1,590.4 7,084.6 

1975 3,625.3 1,369.7 8,097.4 
1976 4,364.8 1,281.5 8,077.4 

1977 4,912.9 1,311.3 7,843.5 

1978 5,237.5 1,272.7 7,411.5 
1979 4,984.8 1,150.4 7,116.8 

1980 4,405.2 996.8 6,458.3 

1981 4,142.1 907.9 6,240.1 
1982 3,804.2 856.7 6,553.8 

1983 3,574.4 827.1 6,611.6 

1984 3,305.0 791.7 6,599.8 
1985 3,194.3 760.4 7,170.4 

1986 2,988.1 726.2 7,498.8 

1987 2,466.9  7,768.3 
1988 2,058.4  7,927.4 

1989 1,979.0  7,957.7 

1990 1,928.2  8,751.1 

1991 1,867.3  8,558.4 

1992 1,912.2  8,622.2 

SOURCE: U.S. Department of Commerce, Statistical Abstract of the United States 
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 1992, the last year for which we report federal funding to cities in Table 

13.2, marks the end of the Ronald Reagan—G.H.W. Bush years. When 

President Bill Clinton took office in 1993, there may have been expectations 

that a Democratic president would seek to reverse the dramatic reduction in 

federal aid to cities that had occurred under his immediate predecessors. But 

Clinton was a pragmatist who apparently recognized that he would not be 

able to return to an explicit urban policy perceived as big-government and 

Washington-centric. Myron Levine (1994) argues that the Clinton 

Administration instead practiced a “stealth urban policy,” pursuing goals that 

help people in cities without providing funding to city governments. Perhaps 

the strongest example is the expansion of the Earned Income Tax Credit 

(EITC) that occurred during the Clinton years. The EITC provides extra 

income to the working poor as a tax credit, through the regular income tax 

system, with no additional administrative bureaucracy. To the extent that the 

poor are concentrated in big cities, this policy effectively helps with city 

problems. Other examples include initiatives in funding for education and 

stepped-up enforcement of federal fair housing laws. 

 Following Clinton’s two terms, the White House was returned to a 

Republican president. George W. Bush did not re-engage the crusade to turn 

the federal government’s resources away from the cities specifically and 

more generally, to curtail domestic spending. Rather, his Administration 

supported both categorical grants (passed through to church-based 

organizations) and block grants to states and cities, both aimed at meeting 

social service needs (Ross and Levine 2012). 

 

 Federal Aid to Cities and the Great Recession 
 

 Congress passed three major statutes aimed at combating the causes and 

consequences of the Great Recession. Two of these included significant 

financial assistance for cities14, one while George W. Bush was still in office 

and the second under the leadership of Barack Obama. Both aim at broad 

domestic policy problems, but to the extent that those problems are 

disproportionately present in cities, the financial assistance provided benefits 

cities. 

 The Housing and Economic Recovery Act of 2008 (HERA) aimed to 

address the collapse of the housing market. It passed with bipartisan support 

in the Senate, but no Republican votes in the House; President Bush signed 

the law. HERA included three major sections. Division B is most germane to 

this discussion of federal funding for the cities.15 It created two programs 

aimed at foreclosure prevention, which was especially problematic in large 

cities where neighborhoods had been targeted by predatory lenders since the 

mid-1990s. The Neighborhood Stabilization Program (NSP1) provided 



The Urban Web 

 
18 

formula-based block grants (like CDBG) to cities to deal with foreclosed and 

abandoned houses. The funding level was significant at $3.92 billion. The 

Foreclosure Prevention Counseling Program was much smaller, funded at 

$180 million, but also especially useful in lower-income city neighborhoods. 

The money went to NeighborWorks, an umbrella organization for non-profit 

housing groups throughout the U.S. NeighborWorks in turn used the money 

to fund grants to various of its affiliates for home ownership and foreclosure 

prevention counseling for individuals. 

 By the time Barack Obama was sworn in as president in January 2009, 

The Great Recession was in its fourteenth month and the end was not in 

sight. The American Recovery & Reinvestment Act of 2009 (the Recovery 

Act) did not enjoy the relatively bipartisan support of HERA; it passed 

Congress on an almost party-line Democratic vote in both chambers (3 

Republican senators voted in favor) and was signed by a Democratic 

president. The Recovery Act was a huge Keynesian-inspired effort to restore 

the economy by increasing demand, hence its nickname, “the stimulus.” The 

statute attempted to motivate private consumer spending by providing a 

temporary federal tax cut to individuals and by extending unemployment 

benefits. In a Keynesian strategy, the government also spends, and this is 

where much of the financial aid to cities comes in. The Recovery Act 

included categorical grants for cities in three categories. Infrastructure grants 

were awarded on a competitive basis for capital projects, such as sewer and 

roadway improvements. Winning applications were ones that convinced the 

grantor that their projects were “shovel-ready,” which means that the 

planning, pre-engineering, and even much of the engineering are done, and if 

the city gets the money, they will spend it expeditiously. The second 

category of grants to cities was for public services. Municipalities were 

reducing their workforces, with adverse consequences for consumer 

spending, tax revenues, and the level of city services. The Recovery Act 

included grants that could be used to hire or retain employees, such as public 

safety officers. Finally, the Recovery Act included a second round of 

Neighborhood Stabilization Program (NSP2) categorical grants targeted at 

neighborhoods suffering from foreclosure and abandonment. 

 

 State Aid 
 

Despite the brief surge in federal funding occasioned by the Great Recession, 

the federal government will not return in the foreseeable future to providing 

the level of financial assistance to cities that we saw in the 1960s, 70s and 

80s. Budget politics in Washington and the tenuous condition in which 

budget politics have left the federal government’s own fiscal health preclude 

significant fiscal aid to the cities. 

 What of the states? Historically, as direct federal aid to cities began to 
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decline, states felt pressure to fill the void, as suggested by Table 13.2. 

Overall, state aid to cities dwarfs federal aid, accounting for 15 to 20 percent 

of all municipal revenue in recent decades. During the Great Recession and 

since, states have suffered revenue shortfalls of their own, and have taken 

steps to balance their budgets at the expense of their local governments. 

Nevertheless, in 2012, states’ aid to their municipalities accounted for 17% 

of total general revenue on average. This average masks huge variation 

however: At the high end, municipalities in Wyoming and Connecticut 

received 39 percent of their general revenue from the state, while at the low 

end, West Virginia, Georgia and Oklahoma provided only 3 percent of 

municipal general revenue. The median was 13 percent (McFarland and 

Hoene 2015, Table 3B). 

 Though state aid is thus very important for the city’s survival, it is 

qualitatively quite different from federal aid. One major source of state aid to 

municipalities is federal funds that are passed through states to the cities. 

This, in effect, is not really state money but rather federal money that the 

states happen to receive as an intermediary. They often, however, have 

discretion in deciding which municipalities the federal funds will be 

allocated to. A second major source of state aid is tax-sharing funds, the 

majority of which go to fund public education (62 percent in 1984, down 

from 86 percent in 1982). By restricting the taxes municipalities may collect, 

and by exempting different types of income and property from taxation, the 

state in effect becomes the tax collector and controller for the city. Tax 

sharing is simply a way of returning some of this "controlled" revenue, 

although again the state can exercise discretion in the allocation of tax-

sharing funds to municipalities. 

 A third source of state aid has occurred as cities and their states combine 

resources to attract new businesses and keep old ones. Cities have always 

attempted to put their best foot forward in an effort to show prospective new 

businesses how much they would benefit from locating or staying there. But 

the stakes have increased as cities struggled to counteract the flight of good 

paying jobs: first to their own suburbs beginning as early as the immediate 

post-World War II period, then to the Sunbelt by the late 1970s, and 

increasingly since trade liberalization became federal policy in the 1990s, to 

other countries. Knowing this, businesses have demanded more and bigger 

incentives to locate in a city (or to keep from relocating elsewhere), and 

cities often lack the resources that they would need to compete in this 

marketplace. Hence, they have moved into partnership with their states. The 

high cost of competing for business and industry and the nature of state-local 

partnership that have developed is demonstrated in two examples. 

 In April 1993, Daimler-Benz announced that it was planning to open its 

first manufacturing facility in the United States and that it would be 
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searching for a site over the next several months to build its new 

MercedesBenz sports utility vehicle. More than thirty states proposed sites 

and put together incentive packages that they believed would attract the auto 

manufacturer. The package that the state of Alabama, in conjunction with 

several municipalities, offered to Daimler-Benz was valued at over $253 

million plus additional tax abatements and deferments. This includes $183 

million from the state for plant construction, a training center, and highway 

improvements; $29 million from the City of Tuscaloosa; $12 million from 

Tuscaloosa County for site preparation, a railroad spur to the plant, and 

extension of water and sewer lines; $5 million each from the City of 

Birmingham and from Jefferson County; and $1 million from the City of 

Northport. In addition, the state offered to purchase twenty-five hundred 

sports utility vehicles produced at the site at a cost of $75 million (Watson 

1995, Tuscaloosa News, Oct. 1, 1995). In September 1993, Daimler-Benz 

announced its decision to build the Mercedes-Benz plant in Tuscaloosa 

County, with a promise of fifteen hundred new jobs for the area. 

 In the summer of 1989, United Airlines announced it was planning a new 

maintenance hub that would bring nearly a billion dollars in investment and 

generate seven thousand jobs. Within a few months, over ninety-one 

localities and/ or states had offered incentive packages that were being 

considered, including $115 million from Denver and $120 million from 

Oklahoma City. United Airlines delayed its decision, hoping that cities and 

states would enhance their offers. In 1991, nine finalist cities were selected 

and invited to put together final incentive packages- which by then had 

gotten very expensive. Kentucky pulled out of the bidding at $341 million in 

cash, land, and tax abatements; so too, did Colorado. Indianapolis was 

ultimately selected after putting together a $300 million package of 

incentives (Kantor and Savitch 1993, Watson 1995). 

 In each of these examples and hundreds more like them, businesses were 

able to extract a price that cities are unable to afford on their own. States 

have stepped in to assist cities, largely filling the void that has been created 

by declining federal revenues. Ironically, the "newest federalism" is hardly 

federalism at all but, rather, a revitalization of relationships between states 

and cities. This relationship is not without its own problems, however. 

Whereas federal transfers tend to be progressive, with the majority of aid 

targeted toward low-income and minority populations, state aid tends to be 

more regressive, reflecting political considerations more than need. For 

example, cities with strong mayors tend to get more assistance from their 

states than do reformed cities. Thus, mayors may benefit from links with 

state officials in ways that nonpolitical city managers cannot (Clark and 

Walter 1994). 
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*** 

 

Stepping back from the analysis to take a look at the big picture over time, 

two features emerge. First, the story to be told about own-source revenues is 

one of shifting reliance among the sources. While the property tax still 

accounts for the biggest single chunk of local own-source revenue, reliance 

on the property tax has declined. The sales tax, primarily, has been 

substituted, but use of local income taxes has increased as well. There is also 

a shift from taxes altogether toward increased reliance on non-tax revenue 

from user fees, charges and fines. Second, the federal government and the 

states are fickle partners. Federal support climbed and ebbed. The states 

stepped up to the plate, but in the Great Recession, some appear to have 

softened the blows to their own fiscal health at the expense of their 

municipalities. 

 

Making a budget is central to the politics, policy and service provision of any 

municipality. The budget is an annual plan for where money comes from and 

what services it will support in which city councils must bring together and 

reconcile the range of their policy and political choices. This chapter has 

considered one side of the budgeting responsibility: how will we raise money 

for city services? The next chapter looks at the other side: What services are 

demanded? How do we balance demands for services with resources 

available? What services can be provided? What services may have to be 

foregone? 

 
 

 

                                                           
1
 Douglas Yates (1974) argues that the "save the cities" agenda that was prominent during 

the 1960s (and was reflected in such programs as Model Cities and the War on Poverty) has 

been replaced by an agenda that emphasizes service delivery as the central issue and 

problem of urban policy making. 
2
 The U.S. Bureau of the Census conducts a Census of Governments every five years, in 

years ending in 2 and 7. Throughout this section on taxes, we rely on an analysis of the 2012 

Census of Governments by Christiana K. McFarland and Christopher W. Hoene, 2015, 

Cities and State Fiscal Structure, and published by the National League of Cities.  In this 

analysis, nunicipal revenue reliance is calculated a little differently in Tables 2A and 2B; we 

consistently use figures from Table 2A. Retrieved Sept. 12, 2015 from  

http://www.nlc.org/Documents/Find%20City%20Solutions/Research%20Innovation/Finance

/NLC_CSFS_Report_WEB.PDF 
3
 A tax is progressive to the extent that people with greater assets (wealthier people) pay a 

larger percentage of their assets in taxes than those with fewer assets, and regressive to the 

extent that this does not occur. Property tax may be viewed as doubly regressive. First, it 

taxes expensive and inexpensive real property at the same rate (although Feiock, 1986, 

suggests that inexpensive property may be taxed at a higher rate than expensive property, 
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exacerbating regressiveness). Second, a larger portion of the disposable income available to 

the poor is tied up in real property than that available to the rich (although this trend may 

have begun to reverse during recent years; see note 15 in chapter 14). Much of contemporary 

debate over tax policy turns on considerations related to "fair shares." However, the 

rationality of the debate is muddied by the fact that the underlying concepts—regressive and 

progressive—are veneered with additional emotive meaning, with progressive conveying the 

sense of progress, and regressive conveying an opposite meaning. 
4
 The logistics of assessing personal property are considerably more difficult. In the case of 

real property, what you see is what you get, and the assessor's task is straightforward. But to 

adequately assess personal property, the assessor would be required to actually inventory all 

the owner's belongings and assign a value to them. In the case of automobiles, this is 

relatively easy. But in the case of artwork, stereo and camera equipment, and jewelry, much 

of which could be conveniently "hidden" when the assessor comes calling, the task would be 

enormous. 
5
 Unattributed statistics in this chapter the Statistical Abstract of the United States and City 

Government Finances, both published by the U.S. Department of Commerce.  
6
 This applies to owners of commercial property more than to owners of residential property, 

whose property tax payments are most often collected by the bank as part of their mortgage 

payments. 
7
 Quoted in B. Jones (1983). 

8
 McFarland and Hoene include miscellaneous taxes, mentioned above, in this broad 

category in their analysis. 
9
A more complete discussion of both the benefits and problems of user fees is provided by 

ACIR ( 1985). 
10

 Municipalities are allowed to obtain short-term loans to manage their cash flow, so long as 

these loans are backed by expected revenue: For example, a city might borrow for 30 days 

against anticipated property tax receipts. Short-term loans are termed “notes” as opposed to 

“bonds,” which are for long-term borrowing. 
11

 The 1986 tax reform law limited tax exemptions for Industrial Revenue Bonds (IRBs); but 

it maintained the tax exempt status for general obligation municipal bonds to fund other 

projects (e.g., wastewater treatment plants, school construction, parks). 
12

 The West Virginia Turnpike Commission, Calumet Skyway Toll Bridge, and Chesapeake 

Bay Bridge and Tunnel Commission defaults accounted for approximately $333 million. In 

contrast, the Washington Public Power Supply System default accounted for $2.25 billion. 
13

 Sbragia (1983) convincingly argues that Cleveland's was a "political default," brought 

about by antagonism between then-Mayor Dennis Kucinich and Cleveland's business 

community, including local bankers who held Cleveland's short-term notes (see note 14). 

Members of the business community (including the bankers) had earlier spearheaded a recall 

campaign against the mayor, who in turn referred to them as "blood-sucking vampires." It is 

not surprising, therefore, that the banks refused to extend Cleveland's short term credit until 

its cash flow stabilized. Sbragia (1983, 83) notes "the refusal by banks to extend further 

credit may thus reflect not only a judgment on the city's finances but also the state of 

relations between the city government and the business community." 
14

 The Emergency Economic Stabilization Act of 2008 is the third major statute. It aimed at 

stabilizing financial institutions. 
15

 Division A of HERA made long-term reforms to housing finance of two kinds: it reformed 

practices and structure of the housing GSEs and required changes in the regulation of home 

mortgage originators. Division A also funded a temporary program in which the FHA 

facilitated home loan refinancing. Division C of HERA authorized a temporary tax credit for 

first-time homebuyers. 


