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Executive Summary

n North Carolina’s rural counties are significantly less well-positioned than 
urban counties to sustainably fund their core governmental operations at 
current service levels in a time of austerity budgeting at the state and federal 
levels.

n North Carolina’s rural counties exhibit troubling signs of more 
widespread economic hardship than do urban counties, in the form of 
high shares of residents living in poverty, a higher share of residents who 
have no form of either public or private health insurance, and lower overall 
wealth as indicated both by county median income and assessed property 
values.

n Due to widespread economic hardship, low or negative average 
population growth, and a significantly higher reliance on intergovernmental 
revenues, North Carolina’s rural counties are more sensitive to changes in 
state and federal revenue and expenditure decisions than higher-wealth, 
faster-growing urban counties.

n Any decline in external funding support to county government in 
this slow and uneven economic recovery – whether on the revenue or 
expenditure side of the budget equation – will create a budget gap that 
lower-wealth counties highly dependent on intergovernmental revenues 
will be hard-pressed to fill without cutting or eliminating local jobs and 
core services that support the county’s most vulnerable residents.
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Overview Every North Carolina community, urban or rural, offers its people a unique mix 
of economic and social opportunities and challenges. Wherever barriers to 

opportunity and economic hardship exist, local governments have long filled a 
singular role by investing in community development and increasing access for 
individuals and families to education and other supports necessary for a vibrant 
and growing middle class. 

While federal and state budgets have been strained through the Great Recession, 
local governments have struggled just as hard to remain fiscally sound while 
meeting the needs of the communities they serve – needs that are equally as 
pressing and immediate as the state and national issues that often receive more 
media attention. When choice is even a factor, people choose where they live for 
complex reasons, but that one decision alone should not dictate a person’s access 
to a quality education, a good job, a safe home and neighborhood, and the ability 
to build assets and work towards a better future for themselves and their families. 

Local governments are uniquely positioned to expand individuals’ access to 
economic and educational opportunities through targeted investments in schools, 
health, transit, and housing. These investments not only provide economic and 
social opportunities for individuals and families across categories of income and 
race, they also form the foundation of any successful, long-term community 
economic development strategy. 

Too often lost in annual budget debates is the fact that local governments are 
far from self-supporting. While local government taxes – particularly the property 
tax and local option sales taxes – constitute a significant share of revenues for 
governmental operations, local revenues account for just one-fifth of annual 
public school funding, on average, in North Carolina counties. In historically rural 
counties, local revenues averaged 19 percent of total 2010-2011 funding for public 
schools, compared to 22 percent in historically urban counties. Complicating this 
issue are various legal and economic constraints on local governments’ ability to 
raise revenue when costs are shifted to them from the state or federal level. If North 
Carolina lawmakers continue to pursue a fiscally unsustainable, cuts-only approach 
to state budgeting, the strain on local government budgets will effectively force 
negative outcomes such as job losses and reductions or eliminations of services 
and supports for individuals and families that will weaken economic recovery. 
The results of sustained and dramatic budget pressures on local governments 
have already manifested across North Carolina and beyond in the form of severe 
personnel and core-service cutbacks in hundreds of jurisdictions.1

This report seeks to contrast the fiscal state of rural and urban counties two years 
after the official end of the Great Recession. Analysis of fiscal, demographic, and 
economic data on all 100 North Carolina counties shows that as county population 
density decreases, county dependence on shared state and federal revenue 
increases. Compounding this issue is the reality that North Carolina’s most rural 
counties are far less wealthy than their urban counterparts, as evidenced by county 
median income, total assessed property value, and a variety of other indicators. 
Less wealth corresponds with a smaller tax base for counties, which are already 
restricted to a handful of possible revenue-generation options under state and 
federal law.
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Decreased support to local governments from state or federal government could 
effectively “force” a cuts-only approach to budgets in rural, less-wealthy counties 
due to lack of available revenue options – whether or not that approach is desired 
by elected officials or community leaders. This would undermine community-
level economic development and recovery efforts as well as the quality and 
accessibility of schools, roads, public transportation, public health, family 
services, aging services, libraries, and more.

This report examined latest-available data reported by North Carolina county 
governments to the N.C. Local Government Commission with the N.C. Department 

of State Treasurer as well as numerous other sources, including the N.C. Department 
of Commerce Division of Employment Security; the N.C. Department of Health and 
Human Services; the N.C. Rural Center; the U.S. Bureau of the Census; the University 
of North Carolina School of Government; and the N.C. Department of Public 
Instruction.

This report intentionally considered only county general fund budgets, which 
are the primary source of local funding for governmental operations such as K-12 
education, health and human services, public safety, and county government 
administration.2 Often, county infrastructure and public utility functions are managed 
in funds separate from a county’s general fund, which makes accurate side-by-side 
comparison of general funds between counties possible more straightforward.

Municipal governments are omitted from the scope of this analysis. While there are 
only 100 counties in North Carolina, there are 552 incorporated cities and towns with 
a range of individual fiscal structures. More importantly, the majority of state and 
federal funds directed to local governments via revenue or expenditure channels 
pass through county governments before continuing on to municipal governments. 
This pass-through has the effect of making county government Annual Financial 
Information Reports (AFIRs) a more streamlined tool for assessing the magnitude of 
non-local public funding in a given area.3 Beyond these issues, it is generally true that 
fiscal or budgetary actions that affect counties, either positively or negatively, impact 
municipal governments similarly, though perhaps to a different extent. In addition, 
revenue options are constrained for municipalities as much as, if not more than, 
they are for counties. Consequently, the conclusions of this report may be broadly 
generalized to apply to municipal governments although they were not included in 
the scope of analysis.

This report does not designate counties as strictly “urban” or “rural”. Instead, the report 
compared population density (persons per square mile) as reported by the 2010 U.S. 
Decennial Census with a range of other county fiscal and economic data. This method 
allowed for analysis of counties on a spectrum of population density rather than 
establishing a “cutoff” density between urban and rural counties. However, state statute 
defines rural counties as having fewer than 250 persons per square mile as reported by 
the 2000 U.S. Decennial Census. By law, 85 North Carolina counties qualify as “rural” 
and the remaining 15 as “urban.” At the time of publication this law had not been 
revised, and subsequently, state agencies and commissions have not yet adopted new 
classifications of rural and urban counties based on the latest Census data. Applying 
the same 250 persons per square mile criteria to the 2010 Census data would shift four 
historically rural North Carolina counties into an “urban” designation.4 To address this 
issue, this report uses the terms “rural” and “urban” in relative terms, whereby “rural 
counties” means counties of very low to moderate population density and vice versa. 
Where reference is made to the current statutory definition of  the 85 “rural” and 15 
“urban” counties, the phrase “historically rural” or “historically urban” is used.5 

Scope of Analysis
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North Carolina’s 
Changing 

Demographics 

In order to measure the financial condition of local governments and make 
comparisons across rural and urban counties, the authors of this report used 
correlation analysis to identify the degree to which fiscal and economic variables 
are related to county density levels, county dependence on intergovernmental 
revenues, and county poverty rates. As a caveat, the results from the correlation 
analysis do not imply causation due to the possibility of confounding factors. The 
results of the correlation analysis used in this report are only a measurement of the 
direction and strength of the relationship between the variables. See Appendix A for 
more information on the methodology used in this report and detailed results of the 
correlation analysis.

Data from the 2010 U.S. Decennial Census clearly shows that population-dense 
urban communities in North Carolina are faster-growing, younger, and wealthier 

than many rural communities, which are stagnating, aging, and considerably poorer 
than their urban neighbors. These demographic changes carry serious economic 
and social implications for the future of many rural North Carolina communities, 
including how evenly these communities will recover from the Great Recession. Rural 
communities in North Carolina have a larger relative share of residents over the age 
of 65, while urban communities have a much higher percentage of residents under 
the age of 18.6,7

In the absence of economic expansion or significant population growth, local 
governments in many rural communities will have to serve the needs of a rapidly 
growing older population while facing shrinking revenues. The latest Census 
population projections for North Carolina anticipate that the state’s population over 
the age of 65 will double by 2030, and while the proportion of older residents living 
in rural areas is expected to decrease over time, more than half of North Carolina’s 
older adults currently live in rural communities.8

Poverty and economic hardship are of serious concern in all of North Carolina’s 
urban communities. However, county-level data from multiple sources show positive 
trends in growth and economic expansion in urban communities that coincide with 
both a more robust county tax base that can fund government operations and a 
lower reliance on intergovernmental revenues to support current service levels. U.S. 
Census data show that the average population growth from 2000 to 2010 for all 85 
historically rural North Carolina counties was 14.7 percent—7.7 percentage points 
lower than the average population growth for all 15 urban counties (22.4 percent).

Aging Counties Remain Vulnerable Even After Medicaid Swap

In 2008, North Carolina commenced phasing out county responsibility for funding a share of 
Medicaid expenses in exchange for one cent of local sales tax revenue. This “Medicaid swap” 
was advantageous to county governments in that they exchanged a relatively slow-growing 
source of revenue for a rapidly growing category of expenses. Despite the fact that there is 
no longer a “county share” of Medicaid putting pressure on county budgets, counties remain 
economically and programmatically susceptible to changes made to health and human 
services spending at the state and federal levels for many reasons, including the demands of a 
quickly-growing older population.
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Central to this report is a measure of county financial position called the 
intergovernmental ratio. The intergovernmental ratio is one of multiple financial 

indicators useful for assessing the financial condition of local governments and 
addresses the extent to which a unit of local government relies on other governments 
for resources. It is calculated by dividing total intergovernmental revenue 
(revenue that comes from state or federal government) by total revenue. A high 
intergovernmental ratio may indicate that a local government’s financial health is 
too reliant on support from other governments.9 Overreliance on intergovernmental 
support heightens counties’ sensitivities to state and federal budget cuts during 
economic downturns.

North Carolina’s rural counties are much more reliant on intergovernmental revenues 
than urban counties. As county population density decreases, county dependence on 
revenues generated outside the county’s own tax base increases.10 

Source: N.C. Local Government Commission, “Financial Information for North Carolina Counties.”

County Dependence on Intergovernmental Revenues Highest in Rural Counties

Wealth and Growth 
Disparities Directly 

Impact County 
Financial Health
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Both in terms of median income and the assessed value of property subject to county 
taxes, most of North Carolina’s urban counties have a considerably larger, more 
valuable property tax base upon which to rely than rural counties do. Similarly, as 
county population density decreases, so do county assessed property values.11 

Additionally, residents of North Carolina’s more rural counties tend to earn less 
income than residents of more populous counties. As county population density 
decreases, so does county median income.12 

This report does not examine the influence of unemployment on county economic 
standing because seasonally-adjusted labor market data is not generated at the 
county level. However, rural counties exhibit numerous signs of widespread and 
lasting economic distress directly and indirectly related to unemployment levels as 
well as the housing crisis. Average median income in historically rural North Carolina 
counties was $39,082 –16.8 percent lower than the average median income of $45,658 
in historically urban counties.13 As county population density decreases, county 
poverty rates tend to increase.14 Perhaps most telling is the fact that less than half the 
assessed value of all county-taxable property in the entire state—$466 billion as of 
2010—lies within the 85 historically rural North Carolina counties. The remaining 52 
percent—$513 billion as of 2010—lies in historically urban counties.

A side-by-side comparison of rural Hyde County, which has the lowest population 
density of any North Carolina county, and urban Mecklenburg County, which 
includes the city of Charlotte, clearly illustrates the magnitude of the differences in 
intergovernmental revenue and other wealth disparities. The implication of these 
factors is that any decline in external funding support to county government in this 
slow and uneven economic recovery—whether on the revenue or expenditure 
side of the budget equation—will create a budget gap that lower-wealth, highly-
dependent counties will be hard-pressed to bridge without cutting or eliminating 
local jobs or core services supporting the county’s most vulnerable residents.

Sources: 2010 Annual Financial Information Reports for Hyde County, NC, and Mecklenburg County, NC. Office of the State Treasurer, Local Government 

Commission; 2010 Decennial Census; and 2010 U.S. Census SAIPE.
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Federal Recovery Dollars Buoyed County School Spending Through Recession

The impact of federal funding to local educational authorities (LEAs) under the American Recovery 
and Reinvestment Act of 2009 (ARRA) and its subsequent extensions can be clearly seen in statistical 
profile data from the N.C. Department of Public Instruction.18 In the 2003-2004 school year, 
approximately 12 months into recovery from the 2001 recession, federal funds for North Carolina 
LEAs averaged 11 percent of total LEA revenues and represented between 5 and 21 percent of LEA 
budgets. In the 2010-2011 school year, federal funds as a percent of total LEA revenues averaged 17 
percent—59 percent higher than in 2003-2004—and represented from 10 to 28 percent of total LEA 
budgets. 

As it was intended to do, increased federal funding for public education under ARRA supplanted 
both state and local funds, though not to the same extent. Moving into FY2012-13, federal recovery 
funds for education have been largely exhausted and will not be renewed, which will require state 
and local lawmakers to confront significant local budget gaps. More than $250 million in temporary 
federal aid, which currently supports between 4,000 and 5,000 local school jobs, will disappear after 
September 2012, and as directed by the 2011-2013 state budget, local school districts must identify 
$74 million in additional discretionary cuts to already bare budgets in the current school year.19 

While average state funding share for public education decreased by 6 percent between 2003-2004 
and 2010-2011 and average local share decreased by 8 percent, the range of local funding share 
increases or decreases is extremely wide and therefore not well-described by the average. For 
example, in Union County, the local funding share for public education dropped 40 percent—from 
14 percent of total funds in school year 2003-2004 to only 9 percent in 2010-2011. At the same time, 
state funding for Union County schools dipped 7 percent, from 71 percent to 66 percent, and 
federal funding increased 74 percent, from 15 to 25 percent of total Union County school revenues. 
See Table B-2, Local Educational Authority Funding by Source, by County, 2010-2011 School Year for 
details on the significance of non-local educational funding.

While shared revenues from other governments are vital to counties, other 
governments also spend money on county- and municipal-level programs 

and services via appropriations. Public education and human services spending 
dominates most county general fund budgets, accounting for 46 percent of total 
county general fund spending, on average. To place this fact in context, the next 
largest category for many county governments is debt service, averaging less than 9 
percent of total county spending.15  

In 2010, counties with higher intergovernmental ratios spent considerably fewer 
county general fund dollars as a percent of total spending on K-12 education than did 
less dependent counties.16 This was due to several factors, including increased federal 
spending on education via the American Recovery and Reinvestment Act of 2009 
(ARRA) as well as higher per capita state education funding to rural and low-wealth 
counties per current statutory allocation formulas.17 

However, counties with high intergovernmental ratios spent considerably more 
general fund dollars on health and human services. In 2010, counties’ spending 
on health and human services was higher in counties that were more dependent 
on intergovernmental revenues.20 While there are many possible reasons for this 
phenomenon, one possibility is that Medicaid beneficiaries comprise a large share 
of the population in rural communities, with some counties having as many as one in 
four people eligible for public health insurance coverage through the program.21 

Despite the significance of federal funding for education in rural counties, federal 
spending across all categories tends to favor urban counties.22 As population density 

Patterns in County 
Public Spending

Public Education

Health and Human 
Services

Federal Spending
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increases, federal spending also increases.23 North Carolina’s two most populous 
counties, Mecklenburg and Wake, together accounted for more than 22 percent of 
the total assessed property value in the entire state and nearly 15 percent of total 
federal spending.24 In 2010, federal spending for urban counties in North Carolina 
stood at $10,199 per person compared to $9,161 per person in rural counties.25

North Carolina lawmakers should commit to adequately funding shared local 
government responsibilities – particularly in education, health, and transportation. 

The costs of maintaining these investments in critical public structures also grow over 
time and cannot be sustained indefinitely with local funding alone. State lawmakers 
should be cognizant of the needs of their communities and take care not to take 
actions that create funding shortfalls for these public structures at the local level.

In order to address the disparity in resources for public structures in rural 
communities, North Carolina lawmakers must strive to budget for adequacy. 
Adequacy in public budgeting is a matter of more than just achieving budgetary 
balance for a given year; it is key to creating and sustaining economic opportunity 
across the spectrum of North Carolina’s communities, rural and urban alike.

As elected officials and government administrators know well, financial indicators 
alone are not indicative of the adequacy of a local government’s taxation and 
spending decisions in the larger context of a community’s short- and long-term 
needs. For example, the N.C. Local Government Commission and the University of 
North Carolina School of Government’s interperiod equity ratio assesses whether a 
unit of local government “lived within its means” in a given year.28 This fiscal indicator 
shows whether total government expenditures were less than, or greater than, total 
revenues, but it is silent as to whether the amount of money raised and spent was 
adequate enough to meet demand for governmental functions and services, let alone 
whether it yielded the kind of community outcomes desired by both citizens and 
lawmakers. 

For example, in 2010, urban Wake County’s budget was in balance with an interperiod 
equity rating of 0.95, meaning that the county spent 95 percent of its total revenues 
in that year. However, the county’s waiting list for children eligible for child care 
subsidies was 5,322 as of the close of the county’s fiscal year in June 2011 and 
included children who had been eligible and waitlisted for up to 18 consecutive 
months.29 State law dictates that children from families that meet certain income 
requirements are eligible for financial assistance for child care expenses, but unless 
funds are available to pay child care providers, many eligible children end up on long 

Addressing Urban-
Rural Funding 
Disparities by 
Budgeting for 

Adequacy

Local Government Jobs Vital to Rural Economies

North Carolina’s local governments represented only 1.7 percent of total employers in North 
Carolina in 2010, but employed 11.5 percent of the state’s total workforce. Statewide, these 
434,156 local government workers earned a lower average weekly wage than employees in 
either the private sector or in state or federal government.26 In historically rural counties, local 
governments employ a much larger share of the total county workforce – an average of 16.7 
percent – than in historically urban counties where the significance of the local government 
workforce is in line with the statewide average at 11.3 percent.27 Local government workers 
in North Carolina earned $16.7 billion in wage income in 2010. If local governments cut jobs 
in response to budget pressures, it will drive up local unemployment rates and further strain 
county budgets as those who have lost their livelihoods turn to public assistance to mitigate 
their economic hardship.
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waitlists and their parents’ ability to participate fully in the workforce is subsequently 
constrained. This particular example is common in other North Carolina counties and 
serves to illustrate that a balanced budget is in no way synonymous with an adequate 
budget, and that inadequate budgets are an impediment to economic opportunity.

Local governments are part of the fabric of communities across North Carolina. They 
play a critical role in the quality of life of individuals and families by delivering high 

quality public services and by directing and investing in community development. 
However, local investments that support and enhance local economies have been 
declining due to state budget cuts and shrinking tax revenues due to the lackluster 
recovery from recession.

These fiscal strains are enhanced for North Carolina’s most rural county 
governments, which are dealing with higher poverty rates, faster aging populations, 
and lower wealth compared to the most urban county governments in the State. 
County dependence on intergovernmental revenue increases as county population 
density decreases, and, the weakened fiscal condition of local government budgets—
especially rural counties—will likely worsen if state lawmakers continue on the 
unsustainable path of a cuts-only approach to state budgeting.

North Carolina’s state policymakers have a unique role to play in supporting 
economic opportunity in all of the state’s 100 counties by investing in the schools, 
infrastructure and well-being that strengthen local economies. Choices made at 
the state level will continue to impact North Carolinians in their communities, and 
those impacts should be considered when deciding how to move the state forward. 
The state budget is foremost among the tools available to policymakers to build 
opportunity in all communities. An adequate, equitable state budget, combined with 
an adequate, stable and fair revenue system will allow state and local governments 
alike to meet the needs of individuals and families during both good and bad times, 
forging a pathway towards greater prosperity for all.
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Data Collection

The authors of this report collected population density, people per square mile, for 
the year 2010 as reported by the U.S. Bureau of the Census. In lieu of adopting the 
historical, dichotomous definition of a rural or urban county, population density is 
used to determine the degree of a county’s ruralness and urbanness.i Thus, the 100 
counties are ranked on a density spectrum.ii 

The correlation analysis outlined in this report explores the relationship of county 
density level, county dependence on intergovernmental revenues, and county 
poverty rate with a variety of other fiscal and economic indicators. This data was 
obtained from FY2009-10 Annual Financial Information Reports received and reported 
by the Local Government Commission (LGC) within the Office of the State Treasurer.
iii The intergovernmental ratio is the percent of total county revenues attributable to 
state and federal sources.

The authors of this report also collected other LGC fiscal variables, including county 
general fund expenditures on education, health and human services, public safety 
and general government. Additional variables—such as population growth, median 
household income, and poverty rate—were collected from other reputable data 
sources including the U.S. Bureau of the Census; N.C. Department of Commerce 
Division of Employment Security; N.C. Department of Health and Human Services; 
N.C. Rural Center; the University of North Carolina School of Government; and the 
N.C. Department of Public Instruction.

Following the data collection stage, the authors coded the data and ran correlation 
analyses manually in Microsoft Excel. See tables A-1 through A-3 below for selected 
results of the correlation analysis. 

Analysis 

This report used bivariate correlation analysis to identify the degree to which the 
fiscal and economic variables are related to county density levels. Correlation analysis 
computes a correlation coefficient r that identifies how much one variable tends to 
change when another variable changes. There is no relationship between each pair of 
variables if r equals zero. When r is positive, there is a positive relationship in which 
one variable increases as the other variable increases. When r is negative, there is an 
inverse relationship in which one variable decreases as the other variable increases.

The second step in correlation analysis is to identify the significance of the 
relationship between the two variables. The significance of the relationship is 
expressed in probability levels, denoted as p. The smaller the p-level, the more 
significant the relationship is between the two variables. For the purposes of this 
report, p-levels at or below .05 indicate a statistically significant relationship. 

As a caveat, the results from the correlation analysis do not imply causation due to 
the possibility of confounding factors. The results of the correlation analysis used in 
this report are only a measurement of the direction and strength of the relationship 
between the variables.

i	 North Carolina § 143B-437.45 (6) provides the historical definition of a rural county as a county with a density of fewer than 250 people per 
square mile based on the 2000 United States decennial census.

ii	 The historical, dichotomous definition of rural is subject to limitations. By nature, this definition permits classification into only two 
categories—either rural or urban—and does not reflect the continuum or the range of variation that exists within rural and urban areas. The 
authors of this report attempt to overcome this limitation by ranking the counties by density level without establishing an official rural or 
urban boundary.

iii	 Per state law, North Carolina local governments report their annual financial data to the Local Government Commission, which in turn 
calculates several measures to gauge the fiscal health of local governments.

Appendix A: 
Methodology and 

Correlation Tables
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The correlation coefficient for all 100 counties for the variables in the table below 
paired with county population density is given below. Positive correlation coefficients 
indicate that the variable increases with population density; negative coefficients 
indicate that the variable decreases as population density increases. 

Correlation Tables 
A-1, A-2, and A-3

* The American Community Survey 3-year data sample has health insurance estimates for 84 North Carolina counties. Omitted counties include: Alleghany, 

Avery, Camden, Chowan, Clay, Gates, Graham, Hyde, Jones, Mitchell, Pamlico, Perquimans, Swain, Tyrrell, Washington, and Yancey. Correlation is based on 

N=84, not N=100 as in all other items.
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The correlation coefficient for all 100 counties for the variables in the table below paired with county poverty 
rate is given below. 

The correlation coefficient for all 100 counties for the variables in the table below paired with county 
intergovernmental revenue dependence is given below. 
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Table B-2, LEA Funding by Source, by County
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