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LOCAL DISTRESS, STATE SURPLUSES, PROPOSITION
13: PRELUDE TO FISCAL CRISIS OR NEW OPPOR-
TUNITIES?

TUESDAY, JULY 25, 1978

HOUSE OF REPRESENTATIVES,
SUBCOMMITrrEE ON THE CITY OF THE

CoNIiTrEE oN BANKING, FINANCE AND URBAN AFFAIRS,
AND THE JOINT ECONOMIC COMIMITTEE,

Wa8hington, D.C.
The committees met at 9:35 a.m. in room 2128 of the Rayburn

House Office Building; Hon. Henry S. Reuss and William S. Moor-
head presiding.

Present from the Subcommittee on the City: Representatives Reuss,
Pattison, Cavanaugh, Mattox, Watkins, Kelly, McKinney, and Fen-
wick. Present from the Joint Economic Committee: Representatives
Moorhead and Long.

Senators present: McGovern and Javits.
Chairman REUSS. Good morning. The joint session of the Joint

Economic Committee and the Subcommittee on the City of the House
Committee on Banking, Finance and Urban Affairs will be in order
for its consideration of: After proposition 13, what?

I am honored to be joined by Congressman Moorhead of Pennsyl-
vania, who will share with me the chairmanship of the various panels.
We have until noon, or a little after noon today, to do an awful lot
of work, so I want to get right to it.

The antitax sentiment that surfaced recently in California is sweep-
ing across the Nation, posing challenges to government at all levels.

The message from proposition 13 is that Americans want to halt un-
reasonable and ineffective programs. Economizing, as the President
has discovered, is easier said than done. The fat and frills decried by
some, are defended by others as essential. So what services to cut, or
which agencies to consolidate are tough decisions, and taxpayers need
more credible and persuasive explanations of the tradeoffs.

Yet the choice is clear: Officials must find orderly ways to cut costs,
or await the day when irate citizens impose crude and insensitive in-
struments of their own.

The prospects aren't all dismal. Some States use their revenues to
provide local tax relief. A number have made prODerty taxes more
acceptable through such devices as circuit breakers and abatements
for rehabilitation.

When the library in the California town of Ojai was slated to be
shut down recently for lack of funds, citizens rallied with volunteer
staffing and donations. This approach may have limited applicability,
but it indicates the resourcefulness and creativity of Americans that
communities can capitalize on.

(1)
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We two committees are meeting today concluding the Joint Eco-
nomic Committee's midyear review of the economy. When Representa-
tive Moorhead and I learned that we were separately planning to
touch on closely related issues, we agreed, in the spirit of economy and
efficiency to combine forces.

I am happy that Representative Moorhead will cochair the sessions.
Today's hearings comprise three panels. The first will discuss the

rationale of measures such as proposition 13 and how they will affect
cities, counties, and the States.

The second will examine the fiscal status of State and local gov-
ernments-how extensive surpluses are, and what they imply.

The third will look at the prospects for curbing local government
spending, developing new revenue sources, and devising more efficient
governmental structures.

Tommorrow, the Subcommittee on the City meets again to focus on
local government productivity, how to cut costs without sacrificing
essential services. Further hearings and reports on these vital issues
will be scheduled in the months ahead.

The first panel will focus on the subject of why the taxpayers are in
revolt, and what are the conseouences for local government and their
citizens. The panel consists of Prof. Neil H. Jacoby of the Graduate
School of Management at UCLA, and a former and respected mem-
ber of the Council of Economic Advisers; Senator Jason Boe, presi-
dent of the Oregon State Senate and National Conference of State
Legislatures; Stephen B. Farber, executive director of the National
Governors Association; and Fred F. Cooper, county supervisor of
Alameda County, Calif.

Representative Moorhead, would you like to make an opening state-
ment now? Or would you like to wait until the second panel?

Representative MOOTHEAD. Well, I think, Mir. Chairman, I would
like to proceed now, if I may. First, I would like to thank you for the
courtesy you have extended us in joining forces.

We are fortunate that we both serve on the Joint Economic Com-
mittee and the Banking Committee, of which you chair. There is a
slightly different thrust to these studies of our respective subcommit-
tees, but I would agree with you, Mr. Chairman, there is so much over-
lap that we would have had to call some of the witnesses twice if we
held separate hearings.

The focus of the Joint Economic Committee's hearings is the fiscal
condition of State and local governments. The future of many State
and local governments is at a critical threshold. I have seen estimates
that in 1978 direct aid, as a percent of own-source general revenue,
will be on the order of 53 percent in Philn del phia, 60 percent in Cleve-
land, and 58 percent in Phoenix, and as high as 76 percent in Detroit.

More than 40 months into the recovery, many localities are still
faced with reduced levels of employment, reduced capital expendi-
tures, and great reliance on Federal aid.

These chronically ill municipalities have experienced reductions in
employment and population which have resulted in declining revenue
bases.

The situation is exacerbated by a capital stock which is in disrepair.
Unfortunately, the list of such problem localities is all too long. At
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the same time-and this is our dilemma-the National Income Ac-
count Data indicating large surpluses in the State and local sectors
tend to reorient the focus of national attention away from the problems
of fiscal distress.

The media, in particular, have used the surplus to suggest that mu-
nicipal fiscal strains are now part of history and that we can turn our
attention to other national problems.

I regret that I cannot share in this opinion. The NIA data indicates
that in 1977, the State and local sector had a surplus of $29 billion. I
am extremely concerned about what this surplus really means. Can the
mere existence of a surplus be equated with a healthy local economy?
Are the surpluses widespread? Are local units of government in surplus
States sharing its wealth?

I hope the witnesses today-particularly in the second panel-can
shed some light on these important questions.

In the coming months, we in Congress will begin to consider a host
of intergovernmental assistance proposals: This task is never easy, but
at this point in time it is particularly difficult because of the confusion
the State and local government budget surplus data has generated.

Congress will have to grapple with and ultimately decide whether
States themselves should be eligible for additional assistance. Or
should it in fact be required to assist their own localities? And more-
over, whether Federal fiscal assistance should be continued; and, if so,
what form it should take.

I hope that the testimony today will help to clarify the fiscal needs
of our municipalities, as well as the meaning and extent of the budget
surplus.

I believe that these joint hearings can be of great benefit to future
considerations of the Congress.

Thank you, Mr. Chairman.
Chairman REuss. Thank you, Representative Moorhead.
We are privileged to have with us a distinguished member of the

Joint Economic Committee from the other body, Senator Javits.
Would you like to make an opening statement?

Senator JAVITS. Yes; I would, Mr. Chairman. Thank you for the
privilege.

First, Mr. Chairman, I thoroughly approve of the joint hearings, and
I compliment the Chair, the Chairman of the Joint Economic Commit-
tee, and Representative Moorhead, chairman of our subcommittee, for
arranging it.

It seems to me that you are serving a very critical purpose here. That
is-and perhaps I am coining a word-to "demythify" proposition 13.
I don't think the voters of the United States have lost their marbles.
They gave us a message, but they didn't intend to dismantle the
country.

And I think that it is critically important that this be put in focus;
that we share with the people our problems. In my own city of New
York, for example, suppose we tried to apply what the citizen wants to
pay in taxes to the cost of operating and maintaining the public serv-
ices and facilities he wants to have so the citizen can enjoy an environ-
ment in which he and his family can live a reasonable life. The problem
is that we would literally collapse from lack of maintenance under
those circumstances, for maintenance is often a low priority activity.
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So I think you a-re performing a great service, within the limits of
our other problems, and in the Senate I will do my utmost to
participate.

I thank you very much.
Chairman REUSS. Thank you, Senator.
Are there other members who at this time would like to make an

initial statement?
[No response.]
Chairman REUSS. If not, let's get straightaway to work. All the

members of the panels have turned in compendious and very helpful
papers, and under the rule and without objection they will be received
in full into the record.

That will enable the witnesses to proceed in their own way, either
elaborating, magnifying, or whatever suits them best.

We will hear first from Professor Jacoby.

STATEMENT OF PROF. NEIL H. JACOBY, DEAN, GRADUATE SCHOOL
OF MANAGEMENT, UNIVERSITY OF CALIFORNIA, LOS ANGELES

Professor JACOBY. Thank you, Mr. Chairman.
You have invited me to speak about the meaning of California's

Proposition 13, and legal limits on government spending in general.
I should like to take the brief time allotted, if I may, to elaborate

briefly on five points.
First, that there is a systemic bias toward-a structural flaw in-

our democratic political system that leads to overspending by govern-
ment, in the strict sense that the total of government spending is more
than the citizens would approve if they had a chance to vote on the
total.

Second, that the two major causes of this bias are pressure-group
politics, and unbalanced collective bargaining with the increasingly
powerful public employees' unions. And these are, I think, causes of
increasing strength and power.

My third point is that effective legal limits on spending can help to
correct the bias by giving people a chance to vote on aggregate spend-
ing, by making collective bargaining with public employees unions less
unbalanced, by stimulating market pressures on government for effi-
ciency-that is to say, we have lacked, in the field of government, pres-
sures for efficiency which the market brings to bear on business. Spend-
ing limits can function as a substitute. And I believe these points are
all borne out by the experience of California, so far, xwith proposition
13.

My fourth point is that the longrun effects of proposition 13 spend-
ing limits in California are proving to be favorable, and will be
favorable. They are and will produce, in California, economic expan-
sion, with less inflation. What is even more important, they have, I
think, revived the faith of the people in the democratic process-a feel-
ing that they can effectively participate in and control their govern-
ment. There has been no special sacrifice visited on the poor. In fact,
their private job opportunities are being and will be enhanced.

Which leads me to my fifth point: That we need, now, limits on Fed-
eral spending to stimulate investment and to restore world confidence
in the dollar-which is, as we see in the morning press, continuing to
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hemorrhage in value. We need to strike a decisive blow against
inflation.

Let me now just comment briefly on each of these points.
It is clear that our political processes contain a strong systemic biastoward overspending by government. The basic causes of this, I believe,

are numerous, but two factors stand out: The first is pressure-group
politics-our political representatives naturally respond to the strong
demands of small goups for spending programs that benefit them
greatly, because those demands are only weakly opposed by the ma-
jority who benefit little, or not at all.

Every spending proposal has a small group of organized supporters
and a large and inarticulate group of unorganized opponents. The pay-
off to the politician of meeting the demands of the strong minority
outweighs the political cost of flouting the will of the weak majority.

Add to this the familiar phenomenon of "log rolling" for reciprocal
political benefit, and it is easy to understand why spending mounts
ever higher, even though the majority of voters, including members of
favored pressure groups, would oppose a higher total if given a chance.

Without a legal limit on aggregate government spending, the pub-
lic is never able to vote directly on the total size of the budget.

The second factor is unbalanced collective bargaining by powerful
unions of public employees. The case of New York City is illustrative.

To operate in the public interest, collective bargaining requires ap-proximately equal bargaining power on both sides of the table. In busi-
ness, the union's power to strike is opposed by management's impera-
tive to hold down costs and stay competitive in the market. This makes
for tough bargaining. The manager who fails loses his job.

In government, history shows that politicians normally accede to the
demands of employee unions because a docile electorate shoulders thehigher cost of government, and there is no competitive market to pe-
nalize the manager of a high-cost government. Hence, unbalanced bar-
gaining power has become a central cause of overspending by govern-
ment.

Now, effective legal limits on spending can, I believe, help to cure this
serious fault in the political process. It does give the people a chance
to decide how large their government should be in relation to the pri-vate sector; it increases the bargaining power of the public official; and
it stimulates market pressures for efficiency that operate in the business
field.

In the private sector, as I have noted, market competition forces the
business firm to stay reasonably efficient if it is to survive. In the pub-
lic sector, there is no counterpart to the market to compel the public
officials to engage in house cleaning. And for some 40 years, public
spending at all levels has grown almost continuously; there has never
been an occasion to house clean.

Meanwhile, budgets have become laden with unnecessary positions,
spending programs continue after they are obsolete, there is no pres-
sure to modernize methods and equipment, civil service rules protect
the inefficient while foreclosing rewards to the efficient, and the evi-
dence shows that productivity, motivation, and morale in the public
sector are low.
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I think California's experience under proposition 13 shows that a
legal limit on government spending can be a substitute for the market
in forcing efficiency.

What has happened in California was that tough priority-setting de-
cisions that had been avoided for manv years by public officials, while
revenues were rising, began to be made. Unfilled and unnecessary jobs
were struck out of budgets; marginal and obsolete programs were
eliminated; moratoria were put on hiring and on increases in pav and
benefits; and to date less than 9,000 government emplovees have been
laid off, although it had been predicted that 450,000 would lose their
jobs.

California governments will cut their spending about 10 percent
under budgeted levels during this fiscal vear. Now this leaves about an
equal amount of economizing for future years, assuming no new
taxes-which Governor Brown has said he will not approve.

Because public budgets in California have been expanding 10 per-
cent or more a year, adjustment to proposition 13 merely means stop-
ping government's growth for about 2 years. It has not meant massive
lavoffs as were earlier predicted.

The lonorun effects of proposition 13 will be saliltory. And I may
point to the fact that the Congressional Budget Office has confirmed
mv own forecast: that proposition 13 will have a positive effect upon
California employment and income in 1980 and bevond, and will re-
duce inflation by cutting housing costs, which is a material factor in
the Consumer Price Index.

Now let me come to the lesson for the Federal Government. I think
the California experience, to date, indicates that legal limits on gov-
ernment spending would be beneficial in all American States, but most
of all they are needed in Federal Government.

The persistence of a $50 billion Federal deficit in an economy now
close to full employment is a root cause of inflation and dollar deprecia-
tion. Ending inflation is our primary national problem, and it calls
for bold action, now, on the fiscal front as well as on the energv front.

The imperative need, I believe, is to end the Federal deficit by cut-
ting spending. That will release savings now used to finance govern-
ment for productive investment in the private sector, and by restoring
confidence in the dollar it will induce an inflow of foreign investment.

I commend the anti-inflationary proposals of Federal Reserve Chair-
man G. William Miller, who proposed to cut the deficit from an esti-
mated $50 billion in the present fiscal year to $30 billion in fiscal 1980,
to $17 billion in fiscal 1981, to 0 in fiscal 1982; and over the same period,
he would cut Federal spending from 22 to 20 percent of the gross na-
tional product. These figures may be high-and if so, they should be
adjusted, to put pressure to cut the ratio of the size of government

spending to GNP.
These spending limits that I suggest-which Chairman Miller sug-

gested-are liberal. California governments are cutting spending by
10 percent in 1 year; whereas, we are proposing here a 10-percent cut
over 3 years.

Nor does 10 percent, by any means, measure the amount of fat on the
body politic. We have estimates that there is 20-percent fat in Cali-
fornia government.
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I propose, gentlemen, that these limits be written into law by a joint
resolution of the Congress; and that that resolution would mandate aproportional cutback of all Federal programs whenever the total ex-
ceeded the prescribed limits.

I believe that proposition-13-type effects would soon follow. The op-portunities for billion-dollar-savings, without sacrifice of national se-
curity or essential services, are legion.

Examples are: Food stamps, farm subsidies, pork barrel water proj-ects, redundant military bases, and nonproductive health, education,
and welfare programs.

HEW itself recently acknowledged $7 billion of discovered annual
waste through fraud, and I suggest there must be twice as muchthrough maladministration.

The expansionary effects of a congressional action of this kind Ibelieve would be dramatic. Private investment would boom. Con-fidence in the dollar would surge upward around the world. I fearthat most foreigners think we've lost control of our fiscal affairs. In-terest rates would stay at moderate levels, encouraging housing and
other private investment. The inflation that is undermining Ameri-
can society and weakening our economy would be brought under con-
trol. And, what is more important, the shaken confidence of Ameri-
cans in their Government would be restored.

Mr. Chairman, the times call for decisive action.
Thank you very much.
[Professor Jacoby's prepared statement follows:]
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CAIFINtIA PROPI'OTIN 13 AND IEGAL LBUTS ON GOVEMMBTP SPENDING

(A statement to the Subcomrittee on the City of the House Committee on
Banldng, Finance and Urban Affairs by Neil H. Jaccby, Graduate School
of Management, UCLA. Washington, D. C., July 25, 1978.)

You have invited ry conments on the causes and probable effects of

Proposition 13,-which was overwhelmilngl y approved by the voters of California

last June 6th. It irnrediately cut property taxes by 60 percent and total

state-and-local revenues by 21 percent, and it rigorously limits the future

grorth of property tax revenues. Governor Brown and the California

legislature subsequently agreed that the $6.5 billion state surplus should

be allocated to the local governments to ease the burdens of adjustment,

that there should not be any new state taxes, and that the State government

should share with the local governuents the tasks of fiscal austerity.

Proposition 13 is now reducing state-and-local spending in California. It

is functioning as an effective legal limit on governrrent expenditures. Such

an explicit limit is likely to be adopted by the voters of California next

Noverrber.

The Systemic Bias toward Governmental Oeer-Spending

Events of recent years have demonstrated that legal limits on government

spending are needed to correct the bias toward oversoending in our political

system. Government spending has boomed. It is shocking that, after three

years or economic expansion, the federal government continues to run an

estimated $50 to $60 billion amnual deficit. Powlerful public employees

unions have exacted pay levels that much exceed those in the private sector

for equivalent jobs. They have gained retirement benefits that threaten the

solvency of our governments. Government spending at all levels is excessive;

in the federal governrent it seems to be out of control.
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It is now clear that our political Processes contain a strong, systemic

bias toward overspending by governeent. They do not produce an optimm.

allocation of incorre.as between govenrrental and private expenditures.

Californians voted for Proposition 13 because they believe they are getting

smaller benefits from the marginal dollars collected from them and spent' by

government than they would derive from the opportunity to spend those dollars

thermelves. They are convinced that goveeramnt is trying to do too nuch; and

what it is doing is done inefficiently.

What are the basic causes of systemic overspending by governyents?

Althoug the reasons are nmumrous,> two factors stand out. pressure group

politics and unbalanced collective bargaining in the public sector.

Pressure GrouD Politics

Dewocratic Epvernurnts generally suffer from a disease that can be fatal

if not checked. Total govemment spending expands irrationally as a result of

"pressure group" politics. Our political representatives naturally respond

to the strong demands of small groups for spending programs that benefit

them greatly, because those demands are only weakly opposed by the majority

who benefit little, or not at all. Every spending proposal has a small group

of organized supporters and a large and inarticulate group of unorganized

opponents. The payoff to the politican of zeeting the demands of the strong

minority outweighs the political costs of flouting the will of the weak

rajority. Add to this the familiar phenomenon of "log rolling" for reciprocal

political benefit, and it is easy to understand why spending rmunts ever

higher, even thoughn the. majority of voters-including merbers of favored

pressure groups-would oppose a higher total if given a chance. Without a

legal limit on aggregate government spending, the public is never able to

vote directly on the total size of the public budget.

33-595 0 - 78 - 2
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Unbalanced Collective Bargaining

The second important factor in explaining the systemic bias toward

governmental overspending is unbalanced collective bargaining by powerful

unions of public employees. As the case of New York City illustrates,

excessive pay and benefits for public employees has emerged as a dominant

cause of municipal fiscal distress. The problem of unfunded pension

obligations loons menacingly over our heads. Public employees unions

have wrested excessive compensation from public officials through the

collective bargaining process, on threats of slow-doans, "sick-outs" and

strikes.

one must question the validity of transferring to the public sector-

where employees already enjoy the job security of civil service-the

institutions used in the private sector to determine wages, hours and

fringe benefits. To operate in the public interest, collective bargaining

requires approximately equal bargaining paier on both sides of the table.

In business, the union's power to strike is opposed by managament's

itoerative to hold down costs and to stay competitive in the market. This

makes for tougi bargaining. The manager who fails loses his job. In

governrrent, history shows that politicians normally accede to the demands

of employee unions, because a docile electorate shoulders the higher costs

and there is no competitive market to penalize the manager of a high-cost

governeent. Pay and benefits for employees make up the bulk of government

expenditures. Hence, unbalanced bargaining power has become a central cause

of govenrent overspending.

Effective Legal Limits Can Reduce the Over-spending Bias

Effective legal limits on government spending can help to cure defects



in the political process. Such limits give the eople a chance to decide

how large their government should be in relation to the private sector. The

people can determine what prooortion of their income should purchase public

goods and services, and what part should remain for private allocation. As

a result, incoses are allocated sore effectively. The benefits derived by

the public from a given level of income increase.

Effective legal limits on government spending also increase the

bargaining power or public officials. As has been observed, "There is no

way in which the politicians could be pursuaded to stand up to (public

eirployees') unions without sorething Like Proposition 13 to provide the

necessary backbone."Y It put their political futures on the line.

Legal limits on government soending must be effective if they are to

correct the overspending bias. They must actually reduce the budgeted

girth of government spending. Merely nominal formulae for limiting

expenditures, that do not conmel public officials to take economizing actions,

are worse than nothing. California voters decisively rejected Proposition 8

at the last election. It would have limited the annual percentage increase

in State government spending to the inflation rate plus 1.2 times the

percentage increase in California incomea formula that would have permitted

the State to grow as fast as it had been growing. Although the politicians

and bureaucrats felt comfortable with this limit the people did not. Two-

to-one, they endorsed Proposition 13 instead.

The reason why the legal limitation on government spending in California

1
Irving Kristol in the Wall Street Journal, June 28, 1978.
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.took the form that it did was -that California has been over-zealous in taxng

and spending. Furthermore, it has been collecting 50 percent more property

tax revenue than the nationwide average percentage. It has used this

revenue to finance welfare, medical and school costs, as well as the costs

of property-related services. Over-reliance on property taxation, combined

with booming assessed valuations of property as a result of inflation, was

threatening the ability of many citizens-both owners or renters-to keep

their homes. Any democratic government that threatens the tenure of people

in their hoses is courting disaster. Proposition 13 therefore killed two

birds with one stone: It stabilized property taxes at a reasonable and

predictable level, and it forced state and local governments to economize.

States that now tax property moderately do not need Proposition 13. But all

states share with California the problem of streamlining gVvernments that

have grown fat and flabby during years of rising revenues. They do need

legal limits on government spending.

Effective SDending Limits Simulate Market Pressures for Efficiency

History teaches that all human organizations need to "clean house"

periodically-to streamline their organizations and processes-in order to

stay vital and efficient. Over tine, organizations tend to accumulate

deadwood personnel, obsolete programs, outmoded methods and unproductive

expenditures. In the orivate sector, market competition forces the business

firm to stay reasonably efficient if it is to survive. A firm with slack

management loses market share and profitability, and new management comes in

to eliminate unproductive products, plants and personnel, and to restore

efficiency. Remedial action is usually swift and certain, because the

alternative is bankruptcy.
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In the oublic sector, there is no countemart to the cornetitive rarket
to cospel public officials to engasp in house cleaning. For mare than forty

years-since Franklin Roosevelt's New Deal-governrent spending has risen almost
continuously. Public officials have'grown accustomed to an ever richer
diet of revenue to finance more public spending. They have never had to
clean house. Meanwhile, governmental manpower has become redundant. Budgets
are laden with unnecessary positions. Spending programs continue long
after they have beco.e obsolete. There is no pressure to modernize methods
and equipment. The bureaucracy opposes labor-saving changes. Civil service
rules protect the inefficient while foreclosing rewards to the efficient.

The evidence shows that productivity, motivation and rorale in the public
sector are abysmally low.

Effective lega. limtts on gove nsent spending can be a substitute in
the oublic sector for the market cretion that enforces efficiency in the
private sector. California's experience under Proposition 13 offers
convincing proof of this proposition. Faced for the first tire in their
political careers with the prospect of less roney to finance public services,
Californjia's public officials at first reacted with a dismay that approached
panic.. They predicted "chaos," announced "doomsday" budgets, proposed
massive layoffs of government employees, and threatened drastic cuts in
essential public services. Initially, none proposed that spending should
be triumed by higher productivity and tighter management. Years of disuse
had attenuated their capacities for economizing.

Soon, however, hard necessity worked to rejuvenate thees capacities.

The tough, priority-setting decisions that had been avoided in the years of
"easy come" began to be Trade. Unfilled and unnecessary jobs were struck
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out of budgets. Margnal and obsolete programs were eliminated. Moratoria

were put on hiring and on increases in pay and benefits. More efficient

methods were introduced. Hitherto unknown surpluses and reserve funds were

discovered. To date, less than 9,000 government employees have been laid

off, although it had been predicted that 450,000 would lose their jobs.

No essential public service has been eliminated. More than one public

official has told ae privately: "Proposition 13 is the best thing that

has happened in this state in years. We can now get rid of waste that was

politically impossible to eliminate before. We can say "no" to the pressure groups."

California's adjustment to the sharp revenue cuts of Proposition 13 is

not over. The house-cleaning process will continue for several years. Over-

all, California goverments will cut spending 10 percent under budgeted levels

during this fiscal year. This leaves an equal amount of economizing for

future yearssassuming no new taxes. Because their budgets have been

expanding 10 percent a year, adjustrent to Proposition 13 merely means

stopping government's growth for two years. Meanvihile, Governor Brokn has

appointed a Commission on Government Reform composed of 11 prominent citizens

from various waLks of life to recomrrend efficiency-prorufting reforms in the

organization and in the revenue and expenditure structures of the state. He

has expressed the wish to make California governrent "a-model for the nation."

- - ~~Long-run Effects Or Proooaition 13

How will Proposition 13 affect California in the long run? Let us first

dispose of adverse criticisrm that have been made of the measure-social,

political and economic.

Throughout the nation the measure has been attacked by the Liberal

Left. To this group it is an article of faith that Akerica's social

salvation lies in an ever-expanding government. They interpreted the

overwhelning public support of Proposition 13 as a signal that the public

would no longer tolerate rising governrrent spending. Predictably, their
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reaction to this unexpected change in public sentimnt bordered on the

hysterical.

Senator George McGovern insulted two-thirds of California voters by

describing their action as "degrading hedonism" which was "sotivated by

racism" and which would inpose heavy burdens on the poor.Y Professor J. K.

Galbraith described Proposition 13 as a "disguised attack on the poor."2
/

Henry Fairlie, a British journalist, branded it "an irresponsible use of the

initiative," which he wrote has been "peculiarly the brainchild of the

Western states with their primitive fascination with the forns of demscracy.3/

Adverse economic consequences have also been predicted. Business Week

stated that "Californians have threatened the strength and stability of the

boom, and have raised serious doubts about the state's ability to accomrodate

future growth."-

Not one of these criticisms is valid. TIhe effort to distort Californians'

legitimate complaints about governnental inefficiency and inequitable

property taxation into racism and class warfare is reprehensible. It cores

with poor grace from the Senator of a state which spends only $20 per $1,000

of personal incooe on public welfare, versus an average of $25 by the nation

and $33 by "hedonistic" Californians! Proposition 13 has not caused any

essential public service to be curtailed, nor any legitimate welfare payment

to be cut.

'See Los Angeles Tines July 2, 1978.

2See Ls Angeles Ties, July 9, 1978.

3See Los Angeles Tires, July 2, 1978

'Business Week, July 17, 1978, p. 54.
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Mr. Fairlie should be reminded that it was not their "primitive

fascination" with the referendum that led Californians to support Proposition

13. It was the failure of the California legislature for three years to

resolve the problem of property taxation which was threatening peoples'

ability to keep their horfes while mountainous surpluses were piling up in

the State treasury. The referendum bridged a breakdown in representative governiment.

The doleful economic predictions of Business Week have been contradicted

by the Congressional Budget Office and by Chase Econoretric Associates.

Both agencies confiraed rmy own forecast that Proposition 13 will have a

positive effect upon the California and national economies in 1980 and

beyondand will reduce inflation.- It will prolong and expand the present

level of construction in California, with all of the multiplier effects

this industry has upon income and employment. No investor in residential

real estate, no businessman seeking to build a factory, warehouse, office

building, hotel or shopping center, will ignore the inducement of California's

stabilized low-rate property tax. It has raised the prospective rate of

return to investment. Both economic theory and history demonstrate the

powerful influence of higher prospective rates of return upon the vol'me of

investment.

If tax reduction by a state really produced economic recession and

unesrployment, then the road to prosperity must be ever-higher taxes'

Economic reasoning that leads to such an absurd result must be rejected.

The stimulative economic effects of a tax reduction are well established.

The political and social elfects of Proposition 13 may orove to be even

wore beneficial than its economic consequences. Californians feel that they

'Los Angeles Times, July 7, 1978. Wall Street Journal, July 12, 1978.
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have recovered control or their governrent. They have a revived faith in
dea-cracy. They feel more secure in their homes. Proposition 13 has put
in notion changes that are making California a better state. It is bringing
more efficient government, more equitable taxation, less social tension, and
an improved climate for business.

Proocsed Federal Spending Limits

The California experience indicates that legal limits on gpvernment
spending would be beneficial in all A4rerican states. Most or all, however,
s0ondsng; limite are needed in the federal government. The persistence of
huge federal budget deficits, in an economy now close to Ifll employment,
is a root cause of inflation and dollar depreciation. Ending inflation
calls for bold actions on zany fronts. But the imperative need is to end
the federal deficit by cutting spending. This will release savings now
used to finance governuent for productive investnent in the private sector.
By restoring confidence in the dollar, it will induce an inflow of foreign
investment. At this time the U.S. economy would benefit far more from
spending reduction and budget balance than from tax reduction.

The anti-inflationary pronosala Of Federal Reserve Chaainrn G. William

Biller rerit strong endorsement. He proposed to cut the deficit from
$50 billion in fiscal 1979, to $30 billion in fiscal 1980, to $17 billion in
fiscal 1981 to zero in fiscal 1982. Over the sare period, he would cut
federal spending from 22 percent to 20 percent of the GVP*'

These spending limits are liberal. California governments are
cutting spending by 10 percent in one year, whereas we propose a 10 percent

BReported by Time, July 17, 1978, p. 62
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cut in federal spending over three years. Nor does 10 percent by any means

measure the amount of fat on the body politic. Nathan Shapell, Chairman

of California's "Little Hoover" Corrmission on Governnent Economy and

Efficiency, has evidence that California govensvent spending can be cut at least

20 percent without impairing any essential service. Who will contend that

the margln of fat in federal goverrment is less?

Why not write these limits into law by a joint resolution of the

Congress? The resolution would mandate a Proportional cutback of all

federal prop7ams whenever the total exceeded the legal limits. Proposition

13-type effects would soon follow. Opportunities for billion-dollar savings

without sacrifice of national security or essential services are legion.

Exanrps are food stamns, famn subsidies, pork-barrel water projects,

redundant military bases, and unproductive HEW. prograrm. HU itself

recently acknofowledged $7 billions of annual waste.

The exoansionary effects of such an action would be dramatic. Private

invesatent would boom. Confidence in the dollar would surge upward around

the world. Interest rates would stay at moderate levels, encouraging housing

and other private investment. The inflation that is undermining American

society and weakening our economW would be brought under control. The

.shaken confidence of Americans in their govermment would be restored. The

times call for decisive action. Political cynics may say this proposal is

visionary. I would remind them of the words in the Scriptures-"Where there

is no vision, the people perish."
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Chairman REUSS. Thank you, Dr. Jacoby.
We are fortunate in having with us in the hearing room Repre-sentative Robert Duncan, of Oregon.
Congressman Duncan, we would be honored to have you introduceyour colleague, Senator Jason Boe.
Representative DUNCAN. Mr. Chairman, Senator, and members ofthe committees, I know that those on the House side, at least, areaware of the total and complete modesty with which those of usfrom the State of Oregon view the accomplishments of our State andour favorite sons. Accordingly, it is an honor to me today to be ableto introduce one of our Oregonians who has been honored and whoseabilities have been recognized in his selection as president of the Na-tional Conference on State Legislatures.
Senator Boe and I have known each other for many years. We havecampaigned up and down the Umpqua River, at Mapleton, at Reeds-port; we have been up in Florence. I have known him since before hegot in the State legislature, where he quickly distinguished himselfand moved into a leadership position in the house of representatives,moved over to the senate, was elected president of the senate after oneterm, and has been successively reelected three times.
Now, that is an unprecedented event in the State of Oregon. SenatorBoe and his supporters attribute it to a recognition of brains and dili-gence and hard work and ability. Some of his detractors attributeit to the irrationality which some of us in the House of Representa-tives-with apologies, Senator Javits-sometimes attribute to the ac-tions of the Senate, whether at State or Federal level.
I count myself as one of Senator Boe's friends. I am not sure whathe is going to tell you today. Perhaps he will tell you to cut Federalspending but increase aid to the States. If he says that, I know that hewill say much more, and I commend to you what he says.I am honored to be able to introduce hinm as he participates in thispanel. I am a former member of the legislature. I was a former mem-ber of the Council on Intergovernmental Relations. I am one whobelieves strongly in the federal system. I commend the committeesfor inviting this testimony and the testimony of the panel to thecommittees.
Thank you.
Chairman REUSS. Thank you, Congressman Duncan.Senator Boe with a "Golden Fleece Award" like that, you may pro-ceed. We are grateful to have you.

STATEMENT OF SENATOR JASON BOE, PRESIDENT, OREGON STATE
SENATE, AND PRESIDENT, NATIONAL CONFERENCE OF STATE
LEGISLATURES

Senator BOE. Mr. Chairman, I have lied about Bob Duncan foryears, and it is only fair he return the honor today.
rLaughter.]
Senator BoE. Mr. Chairman, cochairman, Senator Javits, mem-bers of this House Subcommittee on the City and Joint EconomicCommittee, it is a pleasure to appear here before you today to dis-cuss the impact of proposition 13 and the structure of fiscal federalismin our country today.
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I serve as the president of the Oregon Senate, and I am also presi-
dent of the National Conference of State Legislatures, the NCSL,
which is the official representative of the country's 7600 State legisla-
tures and their staffs, now representing all 50 of the States in the
United States.

NCSL works to help lawmakers meet the challenges of our complex
Federal system through a variety of State and State-Federal services
provided by our headquarters in Denver and our State-Federal rela-
tions office in W'ashington, D.C.

The NCSL, for those of you who are not familiar with it, is a non-
partisan organization funded by the States, governed by a 43-member
executive committee.

We have three basic objectives: To improve the quality and effective-
ness of the State legislatures; to assure States a strong and cohesive
voice in the Federal decisionmaking process; and to foster interstate
communication and cooperation.

I have been asked to speak today about the effects of the taxpayer
revolt on local governments. I believe that the causes of the taxpayer
revolt extend far beyond State boundaries. I believe those of you at
this table and the rest of your colleagues in Congress must assume
at least a large responsibility for the passage of proposition 13 in
California.

And to further qualify my statements, just recently in the State of
Oregon, an identical copy of the Jarvis-Gann proposition-with the
only difference being that instead of a 1-percent limitation, it contains
a 11/2 -percent limitation-but other than that, a Xerox copy of Jarvis-
Gann recently was placed on the November ballot through the initia-
tive process.

Requiring only 63,000 signatures, it went on the ballot with well over
200,000 signatures of Oregonians.

So, while we are looking at California, I want you to remember
that we in Oregon are facing some of the same problems and perhaps
some of the same opportunities that are presented by proposition 13.

I believe that the taxpayer revolt is a loaded gun, and that gun is
pointed directly at Congress. The first bullet hit local government.
The second bullet may hit State government. But the Federal Govern-
ment is the ultimate target. And in my opinion, and in discussing this
with the legislative leaders from across the United States, I believe
that the third bullet is already on its way toward Washington, D.C.,
and that unless you act-and act quickly-the voters are going to
take the matter completely now not only out of our hands but out of
your hands also.

And I must tell you it is my considered opinion, Mr. Chairman-
and this is a complete reversal of an opinion I have held for many
years-that I firmly believe that within the next 5 years we will see a
constitutional convention called of this United States. I firmly believe
that. I did not, but I do now, because the mood of the people out there
is to grab hold and grab hold wherever they can. As they see the initia-
tive and referendum process working in the 23 States that have that
today, there is going to be increased pressure on the rest of the States
that do not have the initiative and referendum to move in that direc-
tion. And that is happening right now.
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There will be over 6,000 State legislators up for election or reelectionthis year. Every one of those legislators are going to have the finger
pointed at them: Where do you stand on Jarvis-Gann?

And I suspect you and your colleagues who are up for reelection
this year, and those in the Senate who are up this year, are going to
be asked that same question, and you are going to be having to re-spond to those same types of questions.

We in the State legislatures are at the battlefront of the war onhigh taxes, and we have been so for many years.
Let me go now into the efect on State governments. In the California

situation, and possibly the Oregon situation, the passage of proposi-
tion 13 has attracted widespread popular attention. It reminds us
once again that most people believe in the American tradition of lim-ited government and that when government becomes too expensive
or too luxurious for public taste, voters can find ways to send amessage to their elected officials about scaling back government out-
lays and programs.

The California Legislature was able to temper the effects of propo-sition 13 through quick, decisive action, but most of States do not havethe large budget surpluses that were available in California.
And I am going to let my colleague, Mr. Farber, who is going tobe representing the Governors, go into the fallacy of some of your

statisticians in the Federal Government who have been claiming thatthere is a $36 billion surplus out there. And we will commend to you
an article from the Wall Street Journal, this morning, pointing out the
fallacy of some of your statisticians' basic assumptions.

But most of the States do not have the large surpluses that were
available in the State of California. The passage of a measure likeproposition 13 would result, in most cases, in immediate and wide-
spread financial hardships in almost every other State.

The 1-year emergency relief plan devised by the California Legis-
lature makes effective use of that State's $5 billion surplus, since over$4.4 billion of that surplus is returned to provide relief to that State's
counties, cities, and school districts.

But I would hasten to add that there are many States like Oregonwho have used whatever resources they have to develop homeowner
and renter property tax relief proposals. And, by the way, one of the
great faults with Jarvis-Gann among many other things, is the factthat the renter is absolutely left out. In California today they are inthe throes of attempting to come to grips with that by some voluntary
rental controls or rollbacks of rentals, which, in my opinion, are notgoing to be terribly successful and will be for a limited time only.

The 1-year emergency relief plan devised by the California Legis-
lature does make good use of their money. Among the special provisions
in the relief plan in California are State assumption of the county
public assistance costs and the like. Other significant aspects of theCalifornia legislation include the provision that most cities and coun-
ties will operate at 80 percent of the previous budget levels, and theprovision that most school units will have about 85 to 91 percent oflast-year expenditures, which may mean that regular programs willnot suffer if certain extracurricular and summer programs are reduced
in school budgets.

Delegation of greater authority to California counties to allocate
over $125 million annually, and assurance that cities and counties
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maintain such essential services as police and fire protection at levels
existing prior to proposition 13 were included.

All State legislatures are going to be watching what happens in
California, and possibly in Oregon if it passes-as it appears likely
that it might.

It is apparent that the California Legislature has largely been suc-
cessful in meeting many of the measure's immediate challenges. But
the real effects of the Jarvis-Gann meat-ax approach to tax reform
may not be known for several years, and I do not believe that any-
body, no matter how distinguished they are as economists, can really
foresee what the ultimate effect of proposition 13 may be when these
surpluses have dried up and are no longer available.

I believe that the California Legislature was right in not looking to
Congress for a Federal bail-out, because, my friends, the people of
this country are not looking for that type of bail-out. They are not
looking for something to fill the sock up again from another source.
They are looking for ways to cut-to cut severely-and to cut all types
of waste.

I want to give you just a brief history on State limits on spending.
Proposition 13 is the latest development in a rather long and extensive
history of State limitation of local government budgets, beginning
in the thirties, when citizens were seeking relief from depression
troubles, and again in the late sixties and early seventies, when they
felt the strain from rising property taxes, and continuing in 1978
because of the increases in all forms of taxes.

Over the last decade, the impetus for States to play a more exten-
sive role in local fiscal affairs has been derived from many factors.
I am going to skip through a good deal of this because I know your
time as well as ours is somewhat limited.

Let me point out that despite, the tremendous publicity given to
proposition 13, most States have had considerable experience with
limitations on State and local spending, that the States are acutely
aware of the fiscal problems of property value inflation, and are mov-
ing almost universally to develop property tax assessment and relief
programs that will reduce the burdens of rising taxes.

It is clear to me that proposition 13 is ushering in an era of fiscal
restraint for State and local governments throughout the country.
This is a new era of fiscal prudence, and I think it will produce several
major events in State finance policies in the years ahead. States will
continue to experiment with self-imposed limits on State and local
spending, rather than have such limits approved through popular
initiative.

Tennessee's recent enactment of constitutional limits on increases
in State spending and the various types of fiscal limits that other
States have imposed on local school districts in the course of school
finance reform are ample indication that legislatures often need
little prodding to curtail State and local spending, especially during
these times of double-digit inflation.

As T said earlier, Congress must assume certain responsibilities as
a result of the taxpayer revolt. I do not make this statement lightly.
I sincerely believe that much of the anger behind the taxpayer revolt
is aimed at inflation and is aimed at Federal spending practices that
appear to be fueling this inflation.
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Forty-eight of the fifty States operate on a balanced budget by con-
stitutional mandate. We cannot print additional money or operate on
a deficit. This is wise, and the Congress would do well to follow the
lead of the States in this matter.

My home State of Oregon is just one of many States that have
passed a resolution calling for a constitutional convention to require
the Federal Government to live within a Federal budget except in
times of war or true national fiscal emergencies.

The voters view your current $51 billion deficit as one of the main
reasons for today's skyrocketing costs, and they appear to be right.

Mr. Chairman, I am going to ask that the rest of my testimony
be entered into the record.

In conclusion, let me just state that proposition 13 has provided
both State and Federal Governments with what I think is a rare op-
portunity. With all of the bad things that can be said about it, it has
provided States and Federal Government with a rare opportunity to
reassess the structure of fiscal federalism in this country. Both State
and Federal Governments will have to better balance their revenue
and expenditure structures. The State and Federal Governments most
certainly will have to address the impact of continued Federal deficits
and their impact on inflation. They will have to apply the same scru-
tiny to the economic impact of their regulations and other preemptive
measures that unduly raise the cost of governments.

We in the States are terribly concerned with the increasing intru-
sion of the Federal bureaucracy in literally, by bureaucratic edict,
ripping pages from the law books of every single'State in this Nation,
not by an act of Congress duly signed by the President of the United
States and enacted into law, but by a bureaucratic edict from the Fed-
eral Trade Commission, from the Federal Communications Commis-
sion, and others who are, without the benefit of passage by Congress,
writing, rewriting, and ripping up State laws in all 50 States today as
we sit here.

This is a dangerous thing, and I must communicate to you the con-
cerns of the States with regard to what is happening on this level. The
Federal Trade Commission, gentlemen and ladies, is your responsibil-
itv. They are an arm of the Congress, and you must watch them care-
fully.

As both Federal and State Governments begin to revise their fiscal
policies in light of proposition 13, we must have a more constructive
and fruitful dialog between State legislatures and the Congress on such
matters as Federal tax reform, welfare revisions, general revenue-
sharing, and regulatory reform.

As president of the Oregon Senate and president of the National
Conference of State Legislatures, I will assure vou that the State leg-
islatures will help in steering the course of fiscal prudence for this Na-
tion's intergovernmental fiscal system. And I urge the members of the
committees and your colleagues to do likewise in order to assure the
American public that their representatives are ones that can responsi-
bly live un to the challenges and to the opportunities that are presented
to us today by proposition 13.

Thank you, Mr. Chairman.
[Senator Boe's prenared statement on behalf of the National Con-

ference of State Legislatures follows:]
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INTRODU I

CHAIRMAN REUSS AND CHAIRAN MOORHEAD AND DISTINGUISHED MEMBERS OF THE

HOUSE SUBCOMMITTEE ON THE CITY AND THE JOINT ECONOMIC COMMITTEE, IT IS A

PLEASURE TO APPEAR BEFORE YOU TODAY TO DISCUSS THE IMPACT OF PROPOSITION 13
ON THE STRUCTURE OF FISCAL FEDERALISM IN OUR COUNTRY TODAY.

MY NAME IS JASON BOE, AND I SERVE AS THE PRESIDENT OF THE OREGON SENATE.

I AM ALSO THE PRESIDENT OF THE NATIONAL CONFERENCE OF STATE LEGISLATURES (NCSL)
WHICH IS THE OFFICIAL REPRESENTATIVE OF THE COUNTRY'S 7.600 STATE LEGISLATORS AND

THEIR STAFFS. NCSL WORKS TO HELP LAWMAKERS MEET THE CHALLENGES OF OUR COMPLEX

FEDERAL SYSTEM THROUGH A VARIETY OF STATE AND STATE-FEDERAL SERVICES PROVIDED

BY OUR HEADQUARTERS OFFICE IN DENVER AND OUR STATE-FEDERAL RELATIONS OFFICE IN

WASHINGTON, D.C.

THE N(0L IS A NON-PARTISAN ORGANIZATION FUNDED BY THE STATES AND GOVERNED

BY A 43 MEMBER EXECUTIVE COMMITTEE. NCSL HAS THREE BASIC OBJECTIVES:

-TO IMPROVE THE QUALITY AND EFFECTIVENESS OF STATE LEGISLATURES.

-TO ASSURE STATES A STRONG, COHESIVE VOICE IN THE FEDERAL DECISION-MAKING

PROCESS; AND

--TO FOSTER INTERSTATE COMMUNICATION AND COOPERATION.

33-595 0 -78 - 3
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I HAVE BEEN ASKED TO SPEAK TODAY ABOUT THE EFFECTS OF THE TAXPAYER

REVOLT ON STATE AND LOCAL GOVERNMENTS. BUT I BELIEVE THE CAUSES OF THE TAX-

PAYER REVOLT EXTEND FAR BEYOND STATE BOUNDARIES. I BELIEVE THOSE OF YOU AT

THE TABLE - AND THE REST OF YOUR COLLEAGUES IN CONGRESS -- MUST ASSUME A

LARGE PART OF THE RESPONSIBILITY FOR THE PASSAGE OF PROPOSITION 13 IN

CALIFORNIA. I BELEIVE THE TAXPAYER REVOLT IS A LOADED GUN POINTED DIRECTLY

AT CONGRESS. THE FIRST BULLET HAS HIT LOCAL GOVERNMENTS AND THE SECOND

BULLET MAY HIT STATE GOVERNMENT. BUT THE FEDERAL GOVERNMENT IS THE ULTIMATE

TARGET, AND THE THIRD BULLET IS ALREADY ON ITS WAY TO WASHINGTON, D.C.

UNLESS YOU ACT -- AND ACT QUICKLY - THE VOTERS WILL TAKE THE MATTER COMPLETELY

OUT OF YOUR HANDS.

STATE LEGISLATURES ARE AT THE BATTLE FRONT OF THE WAR ON HIGH TAXES --

AND HAVE BEEN FOR MANY YEARS.

PROPOSITION 13: ITS EFFECT ON STATE GOVERNMENTS

THE CALIFORNIA SITUATION. THE PASSAGE OF PROPOSITION 13 IN CALIFORNIA

HAS ATTRACTED WIDESPREAD POPULAR ATTENTION. IT REPMTNDS US ONCE AGAIN THAT

MOST PEOPLE BELIEVE IN THE AMERICAN TRADITION OF LIMITED GOVERNMENT AND THAT

WHEN GOVERNMENT BECOMES TOO EXPENSIVE OR TOO LUXURIOUS FOR PUBLIC TASTE, VOTERS

CAN FIND WAYS TO SEND A MESSAGE TO THEIR ELECTED OFFICIALS ABOUT SCALING BACK

GOVERNMENT OUTLAYS AND PROGRAMS.
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THE CALIFORNIA LEGISLATURE WAS ABLE TO TEMPER THE EFFECTS OF PROPOSITION
13 THROUGH QUICK, DECISIVE ACTION. BUT MDST OF THE REST OF THE STATES DON'T

HAVE THE LARGE BUDGET SURPLUSES THAT WERE AVAILABLE IN CALIFORNIA. THE PASSAGE
OF A MEASURE LIKE PROPOSITION 13 WOULD RESULT IN IMMEDIATE AND WIDESPREAD

FINANCIAL HARDSHIPS IN ALMOST ALL OTHER STATES.

THE ONE YEAR EMERGENCY RELIEF PLAN DEVISED BY THE CALIFORNIA LEGISLATURE
MAKES EFFECTIVE USE OF THE STATE'S $5 BILLION SURPLUS SINCE OVER $4.4 BILLION
OF THAT SURPLUS IS RETURNED TO PROVIDE RELIEF TO THAT STATE'S COUNTIES, CITIES
AND SCHOOL DISTRICTS.

AMONG THE SPECIAL PROVISIONS IN THE RELIEF PLAN ARE: STATE ASSUMPTION

OF THE COUNTY PUBLIC ASSISTANCE, THE SUBORDINATION OF PREVIOUSLY INDEPENDENT
SPECIAL DISTRICTS TO THEIR RESPECTIVE COUNTIES, AND A FREEZE ON STATE EMPLOYE
SALARIES AND BENEFITS FOR PUBLIC WELFARE RECIPIENTS.

OTHER SIGNIFICANT ASPECTS OF THE CALIFORNIA LEGISLATION INCLUDE:

-PROVISION THAT MOST CITIES AND COUNTIES WILL OPERATE AT 80 OF

PREVIOUS BUDGET LEVELS

-- PROVISION THAT MDST SCHOOL UNITS WILL HAVE ABOUT 85-91 PERCENT OF LAST

YEAR EXPENDITURES WHICH MAY MEAN THAT REGULAR PROGRAMS WILL NOT SUFFER
IF CERTAIN EXTRACURRICULAR AND SUMMER PROGRAMS ARE REDUCED IN SCHOOL

BUDGETS



28

-DELEGATION OF GREATER AUTHORITY TO CALIFORNIA COUNTIES TO ALLOCATE

OVER $125 MILLION ANNUALLY FOR THE OPERATION OF SPECIAL DISTRICTS

WITHIN THEIR JURISDICTION

-- ASSURANCE THAT CITIES AND COUNTIES MAINTAIN SUCH ESSENTIAL SERVICES

AS POLICE AND FIRE PROTECTION AT LEVELS EXISTING PRIOR TO PROPOSITION

13

ALL STATE LEGISLATURES WILL BE WATCHING CALIFORNIA CLOSELY OVER THE NEXT

FEW YEARS TO SEE THE LONG-TERM IMPACTS OF PROPOSITION 13. IT IS APPARENT THE

CALIFORNIA LEGISLATURE HAS BEEN LARGELY SUCCESSFUL IN MEETING MANY OF THE

MEASURES' IMMEDIATE CHALLENGES. BUT THE REAL EFFECTS OF THE JARVIS-GANN MEAT

AX APPROACH TO TAX REFORM MIGHT NOT BE KNOWN FOR SEVERAL YEARS.

THE CALIFORNIA LEGISLATURE WAS RIGHT IN NOT LOOKING TO CONGRESS FOR A

FEDERAL `BAIL-OUJT'. I DON'T BELIEVE THAT MANY STATES- IF ANY - WILL LOOK

FOR FEDERAL ASSISTANCE SHOULD MEASURES LIKE PROPOSITION 13 MAKE IT ON THE BALLOT.

YOU IN CONGRESS HAVE YOUR OWN RESPONSIBILITIES IN THIS SITUATION, AND I WILL

GET TO THEN SHORTLY.

STATE LIMITS ON SPENDING: A BRIEF HISTORY. PROPOSITION 13 IS THE LATEST

DEVELOPMENT IN A RATHER LONG AND EXTENSIVE HISTORY OF STATE LIMITATION OF LOCAL

GOVERNMENT BUDGETS, BEGINNING IN THE 1930's, WHEN CITIZENS WERE SEEKING RELTEF

FROM DEPRESSION TROUBLES, AND AGAIN THE LATE 1M0's AND EARLY 1970's WHEN THEY

FELT THE STRAIN FROM RISING PROPERTY TAXES, AND CONTINUING IN 1978 BECAUSE

OF THE INCREASES IN ALL FORMS OF TAXES.
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OVER THE LAST DECADE THE IMPETUS FOR STATES TO PLAY A MORE EXTENSIVE

ROLE IN LOCAL FISCAL AFFAIRS HAS BEEN DERIVED FROM THE FOLLOWING FACTORS:

(1) A GREATER PUBLIC DEMAND FOR PROPERTY TAX RELIEF

(2) COURT-MANDATED UPGRADING OF ASSESSMENT PRACTICES TO ENCOURAGE

EQUALIZATION

(3) THE ASSUMPTION OF AN INCREASING SHARE OF STATE/LOCAL EXPENDITURES

RESPONSIBILITIES BY THE STATE

(4) AN EFFORT BY THE STATE TO CONTROL AND EQUALIZE SCHOOL DISTRICT

EXPENDITURES

THE USE OF PROPERTY TAX AND EXPENDITURE LIMITATIONS ORIGTNATED INTHE

LATE 19TH CENTURY. NINE STATES WED SUCH LIMITATIONS BEFORE 1940. SINCE 19D0,

FOURTEEN STATES AND THE DISTRICT OF COLUMBIA HAVE ENACTED SOME FORM OF TAX

AND/OR EXPENDITURES LIMITATIONS.

CURRENTLY STATE TAX AND EXPENDITURE CONTROLS ON LOCAL GOVERNMENTS ARE

DIRECTED PRIMARILY AT LIMITING THE USE OF PROPERTY TAXES IN AN EFFORT TO BRING

RELIEF TO THE TAXPAYERS IN THE STATE.

THE TWO MOST COMMON TAX RELIEF METHODS USED BY STATES TO EFFECT A DECREASE

IN CITIZEN PROPERTY TAX BURDENS ARE HOMESTEAD EXEMPTIONS AND CIRCUIT-BREAKER

PROGRAMS. A HOMESTEAD EXEMPTION REDUCES THE ASSESSED VALUE OF A PROPERTY BY

A SPECIFIC DOLLAR AMONr. A CIRCUIT-BREAKER PROGRAM EXTENDS A REBATE OR CREDIT

TO FAMILIES WHOSE PROPERTY TAX EXCEEDS A STATE DETERMINED PERCENTAGE OF THE

FAMILY' S INCOME, CIRCUIT-BREAKER PROGRAMS ARE USUALLY ADMINISTERED THROUGH

THE STATE INCOME TAX SYSTEM BUT CAN BE ADMINISTERED SEPARATELY.
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BOTH PROGRAMS HAVE GENERALLY BEEN TARGETED TO ELDERLY OR DISABLED

HOMEOWNERS AND RENTERS; HOWEVER, WITHIN THE LAST TWO YEARS SEVERAL STATES

HAVE REVISED ELIGIBILITY REQUIREMENTS SO THAT A LARGER NUMBER AND A BROADER

RANGE OF THEIR TAXPAYERS ARE ELIGIBLE TO RECEIVE SOWE RELIEF. INDEED, STATE

APPROPRIATIONS FOR CIRCUIT-BREAKER REACHED CLOSE TO $1 BILLION IN FY1977.

THIS IS NOT AN INDICATION OF THE GROWING CONCERN AMNG THE STATES ABOUT EVER

INCREASING PROPERTY TAXES AND THE CITIZEN RESPONSES TO THESE IRCREASES.

FINALLY, SINCE 1976 FIVE STATES HAVE PASSED TAX OR EXPENDITURE LIMITATION

LEGISLATION TO CHECK THE GROhTH IN STATE SPENDING. EIGHT STATES DELIBERATED

ON .JCH MEASURES IN THEIR 1978 SESSIONS. AT LEAST SIX STATES ARE ATTEMPTING

TO GET SUCH LEGISLATION ON THE BALLOT IN THEIR STATES THIS FALL. MANY OTHER

STATES ARE ACTIVELY INVOLVED IN DRAFTING LEGISLATION ON THESE MATTERS FOR

CONSIDERATION IN THE NEAR FUTURE. AS MDRE CITIZENS IN EACH STATE CONTINIE'TO

EXPRESS THEIR CONCERN ABOUT THE RISING COSTS OF SERVICES AND EVER INCREASING

PROPERTY TAXES, LEGISLATURES WILL CONTINUE TO RESPOND PROMPTLY, BUT RESPONSIBLY.

SCHOOL FINANCE PRESSURES. PART OF THIS STRAIN FROM RISING PROPERTY TAXES

HAS BEEN REFLECTED IN THE WIDENING GAPS IN LOCAL SPENDING FOR PUBLIC EDUCATION.

SEVERAL STATE COURTS IN THE 1970's MANDATED THAT EDUCATION OUTLAYS COULD NOT

DEPEND DIRECTLY ON REAL ESTATE VALUES UNLESS STATES EQUALIZED THE YIELD FROM

LOCAL PROPERTY TAX EFFORT. LAWS PROHIBITING UNCONTROLLED LOCAL SPENDING HAVE,

THEREFORE, BEEN PUT ON THE BOOKS OVER THE LAST DECADE.

STATE LIMITS ON LOCAL SCHOOL OPERATING BUDGETS ARE COMMON TO EVERY REGION

OF THE COUNTRY, WITH EXCEPTION OF THE NORTHEAST. NO NEW ENGLAND STATE EXCEPT

MAINE IMPOSES LIMITATIONS ON LOCAL EDUCATION BUDGET AUTHORITY (SEE TABLE 1).
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ELSEWHERE IN THE NORTHEAST, THE ONLY STATEWIDE CONTROLS ON SCHOOL BUDGETS

ARE CONFINED TO PENNSYLVANIA, WITH NEW YORK AND NEW JERSEY APPLYING LIMITS

ONLY TO LARGE CITIES.

LIMITS ARE GENERALLY IMPOSED IN THREE WAYS: ON PROPERTY TAX RATES,

PROPERTY TAX LEVIES, AND EXPENDITURES. RATE LIMITS ARE USED IN 26 STATES;

LEVY LIMITS TN 6; AND EXPENDITURE CONTROLS IN 4, RATE LIMITS SET THE

MAXIMUM PERCENTAGE OF THE LOCAL PROPERTY TAX BASE THAT MAY BE USED ANNUALLY FOR

SCHOOL REVENUES; ALTHOUGH THE REAL MEANING OF THE RATE LTMITS DEPENDS IN PART,

HOWEVER, UPON WHETHER STATE PROPERTY ASSESSMENT PRACTICES ARE STANDRDIZED.

WHILE RATE LIMITS ARE THE MOST POPULAR FORM OF BUDGET CONTROL, LEVY AND EXPEN-

DITURE CONTROLS HAVE BEEN INCREASINGLY ACCEPTED. SCHOOL DISTRICTS ARE PERMITTED

TO RAISE LOCAL TAX REVENUES EQUAL ONLY TO A LLUMP SUM PUPIL OR PERCENTAGE AMOUNT.

IN STATES WITH EXPENDITURE LTMITS, SCHOOL DISTRICTS ARE PERMITTED TO INCREASE

THEIR EXPENDITURES ANNUALLY BY A LEGISLATIVELY DETERMINED PERCENTAGE;

EXPENDITURE LTMITS CAN ALSO FUNCTION ON A LUMP-SOM BASIS THAT PERMITS EACH

SCHOOL DISTRICTSTO INCREASE ITS OUTLAYS ONLY BY A CERTAIN DOLLAR AMOUNT FOR

EACH PUPIL.

ALTHOUGH ONLY VERY SPARCE INFORMATION ON ACTUAL FISCAL RESULTS HAVE BEEN

DOCUMENTED, THE EVIDENCE INDICATES THAT STATE CONTROLS ON LOCAL BUDGETARY

AUTHORITY HAVE MINIMALLY AFFECTED EDUCATION. STATES WHICH LIMIT LOCAL SCHOOL

DISTRICT EXPENDITURES SPEND AN AMI'UT COMPARABLE TO SCHOOL IN STATES WITHOUT

LIMITS, LIKEWISE, STATES WITH LIMITS RAISE APPROXIMATELY THE SAME SHARE OF

EDUCATIONAL REVENUES FROM LOCAL SOURCES AS DO STATES WITHOUT LIMITS. MbREOVER,

THERE IS INSUFFICIENT EVIDENCE CONCLUSIVELY TO SUPPORT THE FINDING THAT

EXPENDITURE LTMITATIONS DEPRESS EDUCATIONAL QUALITY.
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BUT, LIMITS HAVE HAD THESE EFFECTS: STATES RELY LESS ON THE LOCAL

PROPERTY TAX AS A SOURCE OF EDUCATIONAL REVENUE, AND ESPECIALLY SO WHEN LIMITS

ARE PART OF MAJOR REFORM IN SCHOOL FINANCE LEGISLATION. LIMITS OFTEN ASSIST

L0W1-EALTH, LOW-D(PENDITURE DISTRICTS WHICH CAN JUSTIFY BUDGET INCREASES

THAT WOULD OTHERWISE BE SUPPRESSED IN THE NAME OF HOLDING DOWN RISING EDUCA-

TIONAL COSTS.

FEDERAL AID POLICIES AND SPENDIRG LIMITS. INCREASED FEDERAL FUNDS,

TOGETHER WITH INCREASED LATITUDE IN THE USE OF THESE FUNDS, CAN UNDERMINE

STATE LEGISLATIVE CONTROL OF EXPENDITURES. FEDERAL FUNDS Now MAKE UP AN

AVERAGE OF 2II OF STATES' BUDGETS, FOR A FY78 TOTAL OF $80 MILLION ON ITS

OFFICIAL CIVILIAN PAYROLL, THESE PERSONS INCLUDE THE SWELLING NUMBERS OF

WORPERS WHO RECEIVE INDIRECT FEDERAL MONIES THROUGH GOVERNtENT CONTRACTS,

RESEARCH GRANTS AND FEDERAL MATCHING PAYMENTS FOR LOCAL GOVERNMENT OFFICIALS.

INDEED, STATE EXECUTIVE AGENCIES OFTEN USE FEDERAL GRANTS TO SUPPORT PROGRAMS

AND FUNCTIONS WHICH THE LEGISLATURE HAS EXPRESSLY DENIED BUDGETARY AUTHORITY.

THiS, THE STATE'S RESPONSIBILITY FOR SOUND FISCAL PLANNING AND MANAGEMENT IS

CRITICALLY AT STAKE.

SCANT CONSIDERATION HAS BEEN GIVEN TO THE FIT BETWEEN FEDERAL AND STATE

PROGRAMS. FOR EXAMLE, SOME STATES WHICH HAVE ENACTED SCHOOL FINANCE REFORM

LAWS, CONSIDER FEDERAL IMPACT AND PAYMENTS AS PART OF THE BASIC STATE AID

CONTRIBUTION TO LOCAL SCHOOL FINANCE BUDGETS. YET, FOR THE MOST PART,

FEDERAL, AND STATE-LOCAL MONIES OPERATE INDEPENDENTLY. OFTEN THE FEDERAL

GOVERNMENT PROVIDES MARGINAL MONIES FOR EDUCATIONAL PROGRAMS THAT LATER BECOME

MAJOR STATE-XOCAL FISCAL BURDENS. IN THE ABSENCE OF GENERAL AID SUPPORT,

THIS BURDEN STRAINS THE ABILITY OF A STATE TO ADEQUATELY FUND ITS OWN
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EQUALIZING GENERAL AID FORMULA.

ADDITIONAL PROBLEMS WILL BE GENERATED WHEN STATES WHICH MAY PASS SPENDING
LIMITS FIND DIFFICULTY IN MEETING FEDERAL REQUIREMENTS PROHIBITING SUPPLANTrG
OF STATE MtNIES. WHETHER CALIFORNIA WILL BE ABLE TO MET THIS REQUIREMENT
AFTER CURRENT STATE SURPLUSES DRY UP, REMAINS TO BE SEEN. BECAUSE STATES
PASSING LIMITS MAY NOT BE ABLE TO MAINTAIN OUTLAYS IN THE LONG RUN, MANY
PROGRAMS, PARTICULARLY DISADVANTAGED AND-BILINGUAL EDUCATION AND MANPOWER
PROGRAMS MAY BE SEVERELY JEOPARDIZED.

AT THIS POINT, IT IS FAIR TO POINT OUT THAT DESPITE THE TREMENDOUS
PUBLICITY GIVEN PROPOSITION B3

-MOST STATES HAVE HAD CONSIDERABLE EXPERIENCE WITH LIMITATIONS ON
STATE AND LOCAL SPENDING

-STATES ARE ACUTELY AWARE OF THE FISCAL PROBLEMS OF PROPERTY VALUE
INFLATION AND ARE MDVING ALMUST UNIVERSALLY TO DEVELOP PROPERTY

ASSESSMENT AND RELIEF PROGRAMS THAT WILL REDUCE THE BURDEN OF RISTNG

TAXES

-CONSIDERABLE UtIREST WITH RISING STATE AND LOCAL TAXES, MOST IN PART,
BE LAID AT THE DOOR OF THE FEDERAL GOVERNMENT WHICH HAS CONTRIBUTED

TO THE EXPANSION OF THE STATE-LOCAL SECTOR THROUGH THE INCREASES IN
FEDERAL AID, PARTICULARLY CATEGORICAL AID WHICH PROMOTES HIGHER
STATE-LOCAL SPENDING.
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. FUTURF STATE RESPONSES TO PROPOSITION 13

IT IS CLEAR TO ME THAT PROPOSITION 13 IS USHERING IN AN ERA OF FISCAL

RESTRAINT FOR STATE AND LOCAL GOVERNMENTS TKRODUGHDUT THE COUNTRY. THIS NEW

ERA OF FISCAL PRUDENCE, I THINK, WILL PRODUCE SEVERAL MAJOR DEVELOPMENTS IN

STATE FINANCE POLICY IN THE YEARS AHEAD-

FIRST, STATES WILL CONTINUE TO EXPERIMENT WITH SELF-IMPOSED LIMITS

ON STATE AND LOCAL SPENDING RATHER THAN HAVE SUCH LIMITS IMPOSED THROUGH

POPULAR INITIATIVE. TENNESSEE'S RECENT ENACTMENT OF A CONSTITUTIONAL LIMIT

ON INCREASES IN STATE SPENDING AND THE VARIOUS SORTS OF FISCAL LIMITS THAT

STATES HAVE IMPOSED ON LOCAL SCHOOL DISTRICTS IN THE COURSE OF SCHOOL FINANCE

REFORM ARE AMPLE INDICATION THAT THE LEGISLATURE OFTEN NEEDS LITTLE PRODDING

TO CURTAIL STATE AND LOCAL SPENDING, ESPECIALLY DURING THESE TIMES OF

DOUBLE DIGIT INFLATION.

IN A RELATED VEIN, STATES ARE ALSO EXAMINING THEIR REVENUE STRUCTURES

QUITE CLOSELY TO DETERMINE WAYS IN WHICH THEYCANBE MADE MORE EQUITABLE

DURING THESE TROUBLED TIMES. COLORADO, FOR EXAMPLE, HAS RECENTLY INDEXED

ITS INCOME TAX TO PREVENT UNDUE FISCAL SURPLUSES DURING TIMES OF INFLATION.

SEVERAL STATES CUT VARIOUS TAXES DURING THIS CURRENT YEAR (SEE TABLE 2),

THE ARIZONA LEGISLATURE RECENTLY ENACTED A CONSTITUTIONAL AMENDMENT WHICH

WILL BE SUBMITTED TO THE VOTERS WHICH WILL LIMIT TAX REVENUE To 7 PERCENT

OF INCOME. SIMILAR PROPOSALS ON LIMITING REVENUES HAVE RECENTLY BEEN ENACTED

IN NEW JERSEY AND WILL BE CONSIDERED IN UPCOMING LEGISLATIVE SESSIONS IN SUCH

DIVERSE STATES AS MAINE, FLORIDA, MINNESOTA, AND PENNSYLVANIA. TAX LIMITATION

LEGISLATION WILL BE A MAJOR ITEM IN UPCOMING LEGISLATIVE SESSIONS.
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IN THAT CONTEXT, LET ME ALSO REMIND THIS COMMITTEE THAT STATE GO1ERftENTS

MOVED VIGOROUSLY IN THIS PAST SESSION OF THE LEGISLATURE TO MAKE MANY IMPORTANT
CHANGES IN A VARIETY OF STATE-LOCAL FISCAL POLICIES, FOR EXAMPLE,

-- 17 STATES ADOPTED OR EXPANDED THEIR PROPERTY TAX CIRCUIT-BREAKER OR
HIOMESTEAD EXEMPTIONS

-10 STATES EITHER MADE MAJOR CUTS IN THEIR STATE-TAXES OR ENACTED
MAJOR EXEMPTIONS IN THEIR BROAD-GAUGED TAXES (SEE TABLE 2)

-A LARGE NUMBER OF STATES ARE CONDUCTING COMPREHENSIVE INTERIM STUDIES

OF THEIR OVERALL STATE-LOCAL TAX STRUCTURE TO DEVELOP NEW POLICIES

AIMED AT REDUCING STATE-LOCAL TAX BURDENS OR MAKING THEM MORE

EQUITABLE FOR BUSINESSES AND INDIVIDUALS

FINALLY, STATES ARE INCREASINGLY ACTIVE IN SCRUTINIZING FEDERAL AID

IN THEIR OWN BUDGETS. MORE AND MORE STATES ARE FOLLOWING PENNSYLVANIA' S

LEAD IN REAPPROPRIATING FEDERAL AID IN THEIR OWN BUDGET. THIRTY-SEVEN STATES
HAVE DEVELOPED REGULATION REVIEW CAPABILITIES THAT MAY ULTIMATELY BE APPLIED
TO ANALYSIS OF FEDERAL REGULATIONS THAT INCREASE STATE AND LOCAL GOVERNMENTAL

COSTS. IN THESE TWO AREAS AND MANY OTHERS, IT IS CLEAR THAT STATE GOVERNMENTS

ARE GOING TO EXAMINE THE TERMS AND CONDITIONS OF THE FEDERAL AID DOLLAR
MORE CLOSELY THAN EVER BEFORE TO PREVENT AGAINST DISTORTIONS OF STATE TAXING

AND SPENDING POLICIES. IT MOST CERTAINLY MEANS THAT STATE LEGISLATURES

THROUGHIOUT THE COUNTRY WILL BE PROMOTING THE CONCEPT OF HAVING THE FEDERAL
GOVERNMENT DELIVER MORE OF THEIR INTERGOVERNMENTAL AID THROUGH GENERAL
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REVENUE-SHARING AND BLOCK GRANTS THAT GIVE MRMD STATE DISCRETION IN

ALLOCATING FEDERAL AID.

IV. PROPOSITION 13: THE FEDERAL ROLE

AS I SAID EARLIER, CONGRESS MUST ASSUME CERTAIN RESPONSIBILITIES AS

A RESULT OF THE TAXPAYER REVOLT. I DO NOT MAKE THIS STATEMENT LIGHTLY.

I SINCERELY BELIEVE THAT MUCH OF THE ANGER BEHIND THE TAXPAYER REVOLT IS

AIMED AT INFLATION AND THE FEDERAL SPENDING PRACTICES THAT ARE FUELING

INFLATION.

MOST STATES OPERATE ON A BALANCED BUDGET. WE CANNOT PRINT ADDITIONAL

MONEY OR OPERATE ON A DEFICIT. THIS IS WISE, AND CONGRESS WOULD DO WELL TO

FOLLOW THE LEAD OF THE STATES IN THIS MATTER.

MY HOME STATE OF OREGON IS JUST ONE OF MANY STATES THAT HAVE PASSED A

RESOLUTION CALLING FOR A CONSTITUTIONAL CONVENTION TO REQUIRE THE FEDERAL

GOVERNMENT TO LIVE WITH A BALANCED BUDGET, EXCEPT IN TIMES OF WAR OR TRUE

NATIONAL FISCAL EMERGENCIES. THE VOTERS VIEW YOUR CURRENT 51 BILLION DOLLAR

DEFICIT AS ONE OF THE MAIN REASONS FOR TODAY'S SKYROCKETING COSTS - AND

THEY ARE RIGHT.

BUT THE QUICK, ACROSS THE BOARD BUDGET CUTS NOW BEING CONSIDERED BY

CONGRESS ARE NOT APPROPRIATE. THE HOUSE RECENTLY VOTED TO CUT 6.4 BILLION

DOLLARS FROM VARIOUS APPROPRIATIONS BILLS. THIS MOVE TREMENDOUSLY INCREASED

THE POWER OF THE EXECUTIVE BRANCH BY GIVING THE PRESIDENT THE FINAL RESPON-

SIBILITY TO DETERMINE WHICH PROGRAMS GET TRIMMED. IT IS CONGRESS' RESPON-

SIBILITY TO PRIORITIZE SPENDING AND DETERMINE WHERE CUTS ARE TO BE MADE-
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AND TO DO OTHERWISE IS JUST PLAIN "CHICKEN.'

CONGRESS WOULD DO WELL TO TAKE A LONG, HARD LOOK AT ALL EXISTING FEDERAL

PROGRAMS. WHETHER THIS IS ACCOMPLISHED THROUGH A FORMAL "SUNSET" REVIEW OR A

LESS FORMAL WAYS AND MEANS COMMITTEE REVIEW IS UP TO YOU. BUT CONGRESS HAD

BETTER FIND SOME EFFECTIVE WAY TO CUT WASTE AND ELIMINATE OUTDATED PROGRAMS

BEFORE THE VOTERS-FIND A WAY TO DO IT THEMSELVES - AS THEY DID IN CALIFORNIA.

I BELIEVE THE ISSUE OF FEDERAL PREEMPTION IS CENTRAL TO UNDERSTANDING

THE ORIGINS OF THE TAXPAYER REVOLT. CONGRESS MUST TAKE A CLOSER LOOK AT THE

MOUNTING ECONOMIC COSTS OF FEDERAL GOVERNMENT REGULATION,

ONE OF THE PRESIDENT'S INFLATION COUNSELORS, DR. BARRY BOSWORTH, HAS

INDICATED TO THE NCSL THAT INCREASING FEDERAL REGULATIONS IN THE ENVIRON-

MENTAL AND OCCUPATIONAL HEALTH AREA MAY BE COSTING THIS COUNTRY AS MUCH AS

$100 BILLION PER YEAR - AN AMOUNT THAT MAY BE CONSIDERABLY IN EXCESS OF

THE BENEFITS OF SUCH REGULATIONS. MOREOVER, THESE REGULATIONS MAY BE ADDING

NEARLY A FULL PERCENT TO THE CURRENT INFLATION RATE.

IN THE SAME CONTEXT, THE FEDERAL GOVERNMENT MUST CONSIDER THE COST OF

THE VARIOUS MANDATES AND PREEMPTIVE FEDERAL REGULATIONS THAT ARE INCREASINGLY

BEING ISSUED FROM WASHINGTON, THE VOCATIONAL REHABILITATION ACT OF 1973,

FOR EXAMPLE, MAY COST STATE AND LOCAL GOVERNMENTS AS MUCH AS $9 BILLION

TO IMPLEMENT. NOT ONE CENT OF FEDERAL MONEY IS YET FORTHCOMING TO HELP

MEET THIS MANDATE. MANDATING PROGRAMS WITHWUT THE PROMISE OF SOME FISCAL

SUPPORT TO IMPLEMENT A PROGRAM IS AN OUTMODED NOTION. MORE AND MORE STATES,

SUCH AS MY CGN STATE OF OREGON, ARE DEVELOPING POLICIES THAT WILL PROVIDE

LOCAL GOVERNMENTS WITH ADEQUATE SUPPORT FOR ANY STATE MANDATED PROGRAM. THE

FEDERAL GOVERNMENT SHOULD FOLLOW THE LEAD OF PROGRESSIVE STATES IN THIS FIELD.
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CONGRESS SHOULD ALSO TAKE A CLOSE LOOK AT THE MANNER IN WHICH IT SENDS

FUNDS TO THE STATES. LEGISLATURES ARE GOING TO NEED BUDGET FLEXIBILITY TO

MEET THE WISHES OF THE VOTERS. GENERAL REVENUE SHARING DOLLARS ARE A MUST,

AND I WOULD URGE THAT THE ADI41NISTRATION AND CONGRESS EVEN NOW REAFFIRM ITS

COMMITMENT TO EARLY PASSAGE OF GENERAL REVENUE SHARING IN THE 1980 SESSION OF

CONGRESS.

UNCONDITIONAL GENERAL REVENUE SHARING REPRESENTS ONE OF THE MOST

FUNDAMENTAL CHANGES IN THE OPERATION OF OUR FEDERAL FISCAL SYSTEM. WITH A

MINIMUM OF STRINGS AND WITH DUE REGARD FOR THE BUDGET RESPONSIBILITIES OF

STATE AND LOCAL GOVERNMENT, THE PROGRAM HAS PROVIDED WELCOME ASSISTANCE FOR

STATE AND LOCAL GOVERNMENTS IN THE PAST SEVERAL YEARS. THIS PROGRAM SHOULD

-BE CONTINUED AND EXPANDED IN 1980. ANY CUTBACKS OR CONDITIONS PLACED ON THE

PROGRAM WILL UNDOUBTEDLY BE OPPOSED BY STATE AND LOCAL GOVERNMENTS AND THEIR

NATIONAL ORGANIZATIONS SUCH AS NCSL. THEREFORE, TO PRESERVE COMITY AMONG

ALL LEVELS OF GOVERNMENT, WE WILL APPRECIATE YOUR EARLY SUPPORT IN REVENUE-

SHARING RENEWAL.

V. CONCLUSION

IN CONCLUSION, LET ME STATE THAT PROPOSITION 13 HAS PROVIDED BOTH STATE

AND FEDERAL GOVERNMENTS WITH A RARE OPPORTUNITY TO REASSESS THE STRUCTURE OF

FISCAL FEDERALISM IN THIS COUNTRY.

BOTH STATE AND FEDERAL GOVERNMENTS WILL HAVE TO BETTER BALANCE THEIR

REVENUE AND EXPENDITURE STRUCTURES. THE FEDERAL GOVERNMENT MOST CERTAINLY
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WILL HAVE TO ADDRESS THE IMPACT OF CONTINUED FEDERAL DEFICITS AND THEIR IMPACT

ON INFLATION; THEY WILL HAVE TO APPLY THE SAME SCRUTINY TO THE ECONOMIC IMPACT

OF THEIR REGULATIONS AND OTHER PREEMPTIVE MEASURES THAT UNDULY RAISE THE COST

OF GOVERNMENT.

STATES WILL BE REVISING THEIR REVENUE STRUCTURES TO CREATE MORE FISCAL

EQUITY FOR THE BUSINESS AND INDIVIDUAL TAXPAYER. THEY WILL ALSO BE CONTINUALLY

ANALYZING THEIR MANY LOCAL AID PROGRAMS TO PREVENT UNLDUE DISRUPTIONS IN

ESSENTIAL LOCAL PUBLIC SERVICES AND TO PREVENT OVERRELIANCE ON THE LOCAL

PROPERTY TAX.

AS BOTH LEVELS OF GOVERNMENT BEGIN TO REVISE THEIR FISCAL POLICIES IN

LIGHT OF PROPOSITION 13, WE MUST HAVE A MORE CONSTRUCTIVE AND FRUITFUL DIALOGUE

BETWEEN STATE LEGISLATURES AND THE CONGRESS ON SUCH MATTERS AS FEDERAL TAX

REFORM, WELFARE REVISIONS, GENERAL REVENUE SHARING, AND REGULATION REFORM.

AS PRESIDENT OF THE OREGON SENATE AND THE PRESIDENT OF THE NATIONAL CONFERENCE

OF STATE LEGISLATURES (NCSL) YOU MAY BE ASSURED THAT STATE LEGISLATURES WILL

HELP IN STEERING A COURSE OF FISCAL PRUDENCE FOR THIS NATION'S INTERGOVERNMENTAL

FISCAL SYSTEM. I URGE MEMBERS OF THIS COMMITTEE AND YOUR OTHER COLLEAGUES TO

DO LIKEWISE IN ORDER TO ASSURE THE AMERICAN PUBLIC THAT THEIR GOVERNMENT IS

ONE THAT CAN RESPONSIBLY LIVE UP TO THE MANY CHALLENGES BROUGHT ABOUT BY

PROPOSITION 13.
THANK YOU.



Table 1

State Limits on School District Operating Budgets, 1976

State

New England

Connecticut
Maine
Massachusetts
New Ilampshire
Rhode Island
Vermont

Mideast

Delaware
MaryLand
New Jersey
New York
Pennsylvania

Southeast

Alabama
Arkansas
Florida
Georgia
Kentucky
Louisiana
Mississippi
North Carolina
South Carolina

Tennessee
Virginia
West Virginia

Limit in
force

x

_Li.i~timposed on:

MLlage Exp /levy

Limit coverae.e Referendum

Limit coverape Referendum
override

Universal Claaaified Partial possible

x

0

x
IC

x

x

x x

x x

x
x x

xI

xxxC

xC

x

x

x

xI

x

x x
x



Table I (continued)

State Limits on School District Operating Budgets, 1976

0

0

State
Limit in
force

Great lakes

Illinois
Ind iana
Michligan
011to
Wisconsin

x
x
x
x
x

Limit imposed on:

Millage Expend/Levy

x
x

x
x

x

Limit coverage

Universal Classified Partial

x
x
x
x
x

Plains

Iowa,
Kansas
Minnesota
'Mlssouri
Nebraska
North Dakota
South Dakota

Southwest

Arizona
New Mexico
Oklahoma
Texas

x

x
x
K

x

x
K

x

Re ferendum
override
possible

x
x
x
x
x
x
x

x

x
x
x

x
x
K

x

x

x
x

x

x

x

x
K

K

x

x

x

x

x

XX



Table 1 (continued)

State Limits on School District Operating Budgets, 1976

: State

Rocky Mountains

Colorado
Idaho
Montana
Utah
Wyoming

Far West

Alaska
California
iHawaii
Nevada
Oregon
Washington

Limit in
force

x
x
x
x
x

x
'C

X'C

'C

Limit imposed on:

Millagc Expend/Levy

x
x
x

x
x
x
x

x

Limit coverage

Universal Classified Partial

x

x

x

x

x

K

X

X

x

x

K
x

Source: See Appendix A

Referendum
override
possible

x
x
x

x

X
x



STATE TAX CUTS/REVISIONS

TABLE D
SELECTED STATE TAX ACTIONS, 1978

STATE TAX EXEMPTIONS CIRCVI T-BREAKER/STATE SPENDING LIMITS HOMESTEAD EXEMPTIONS

Proposition 13
Indexation of state income tax

Elderly recipients of SSI can
receive direct grant in refund
of utility & rent bills paid

Increased income limits
on property tax exemptions
for elderly

Reduced personal income tax
rates

Extended income limits on income
tax exemptions

Reduced state income tax rates

Doubled standard deduction
allowable

STATE

X

I

California

Colorado

Connecticut

Idaho

Illi nois

Indiana

lowa

Kansas

Maine

Maryland

Massachusetts

Michigan

Minnesota

Mississippi

Nebraska

New Jersey

I

I

I

I

I

I

X

X



TAKLE 2 (CaD.) CIRCUIT-BREAKER/
STATE TAX CUTS/REVISIONS STATE TAX EXEMPTIONS STATE SPENDING LIMITS HOMESTEAD EXEMPTIONS

Reduced state sales tax rate

Reduced state income tax rates, X
increased investment tax
credit, increased amount
standard deduction allowable

X

Increased property and sales X
tax refunds for elderly and
disabled

Limited state spending to X
the rate of economic growth
in state

Repealed state income surtax

STATE

New Mexico

New York

Rhode Island

South Dakota

Tennessee

Vermont
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JASON BOE

PRESIDENT OF THE OREGON SENATE

Biographical Sketch

* Born in Los Angeles, California, on March 10, 1929
* Received Bachelor of Science degree from Pacific

Lutheran University in 1951 and a Doctor of Optometry
Degree from Pacific University in 1955.

* Now lives in Reedsport, Oregon, where he has practiced
Optometry since 1955.

* Married to the former Kathryn Reule of Hillsboro,
Oregon. Father of three sons: Eric, Peter and Brian.

During his 19 years of public service, Jason Boe has worked his way up
from City Councilman to President of the Oregon Senate. Elected to the
Reedsport City Council in 1958, Boe won a second term on the Council in
1962. He won election to the Oregon House of Representatives in 1964,
and was re-elected in 1966 and 1968. Jason Boe was elected to fill a
vacancy in the Oregon Senate in 1970. He was re-elected to the Senate
in 1972 and again in 1976.

Jason Boe has held leadership positions in both House and Senate. He
served as Minority Whip in 1967, and was elected House Minority Leader
by his Democratic colleagues in 1969. After only one term in the Senate,
Jason Boe was elected President by his fellow Senators in 1973. He was
re-elected President in 1975, and in 1977 -- becoming the first person
in Oregon's history to serve as Senate President in three consecutive
terms.

As state Senator, Jason Boe is closely identified with issues relating
to education and property tax relief. Jason Boe has played a major role
in achieving Oregon's current high financial commitieent'to public educa-
tion. He was also instrumental in the creation of the Oregon Homeowner
and Renter Property Tax Relief Plan, and in a number of other programs
aimed at reducing the property tax burden facing Oregon taxpayers.

As Senate President, Jason Boe is firmly committed to maintaining a
strong and viable state government. His work to strenghten the role
of state government resulted in his election in 1976 as Vice-President
of the National Conference of State Legislatures, a national organiza-
tion which serves as a voice for state government in Washington, D.C.
In August of 1977, he was elected President-elect, and became President
of NCSL in July of 1978.
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Chairman REuss. Thank you very much, Senator Boe.
Next, Stephen B. Farber, executive director of the National Gov-

ernors' Association will present his statement.

STATEMENT OF STEPHEN B. FARBER, DIRECTOR, NATIONAL
GOVERNORS' ASSOCIATION

Mr. FARBER. Chairman Reuss, Chairman Moorhead, members of the

House Subcommittee on the City and the Joint Economic Committee,
it is a great pleasure for me to appear before you today on behalf

of the National Governors' Association, the policy instrument of the
Nation's Governors.

Your hearings today are timely and important. The issues which

you are examining require less heat and more light, and these hear-

ings can help achieve this result.
My statement, which you have seen, addresses several questions that

are of fundamental importance to the debate over tax and expendi-
ture limitations. One key question is the extent to which State assist-

ance to local governments has increased to enable those governments to

restrict the growth of their local property taxes. Our analysis, at the

National Governors' Association shows that State support of local
governments now totals $73 billion and has virtually doubled in the
last 12 years. Even after the impact of inflation is discounted, two-

thirds of all State revenues go to support local governments. State
discretionary grants to local governments have increased twice as fast
as overall State aid. As a result, local property taxes have steadily de-
clined, both as a percentage of total State and local revenues, and as a
percentage of personal income.

During the past 12 years, State assistance to local governments in
welfare has grown by 450 percent; in revenue sharing, by 409 per-
cent; in education, by 240 percent; in highways by 103 percent; and in
health and hospitals by 259 percent.

I would like to emphasize the growth in revenue sharing, 409 per-
cent, because we strongly believe that the Federal Government would
also be making more effective use of its funds through a continued and
expanded use of mechanisms for revenue sharing.

Sometimes, in Washington, D.C., Mr. Chairman, the magnitude
and the significance of State assistance to local governments are under-
estimated. But I can assure you that in the capitals, of all the 50
States, both State and local officials have a full appreciation of the
meaning of the $73 billion figure that I have quoted, a fipure that looms
even larger in importance when tax and expenditure limitations are
discussed or projected.

A second key question deals with actions States have taken, and
and are taking, to limit taxes and expenditures. On the tax side. al-
most every State has acted in the past 3 years to limit, State and/or
local taxpayer liability through increased credits, deductions, or ex-
emotions.

State circuit-breaker programs, for example, now operate in 30
States and, in 1977, returned $932 million to just over 5 million house-
holds for an average rebate of $184.
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On the expenditure side, tax expenditure limits of different kinds
have been set in Tennessee, New Jersey, Colorado, and Michigan,
and they are pending in other States.

In short, Mr. Chairman, the past several years have seen extensive
State actions to limit taxes and expenditures. The need now, as States
consider new approaches in the wake of the passage of proposition 13,
is for proposals that are well-considered and precisely targeted.

A third key question deals with the impact of tax limitation efforts
on the State and national economies and on the delivery of services.
You are familiar with the recently completed CBO analysis of the
effects of proposition 13. That report is sobering in its conclusions.
Whether or not one fully agrees with the report's conclusions, the mes-
sage, it seems to me, is quite clear: *We must all insist on knowing
the full impact of the proposals to limit taxes and expenditures on the
economy of the States and of the Nation and on the delivery of services,
before and not after they are adopted.

The question to which my statement devotes the most substantial
attention, Mr. Chairman, is the actual fiscal condition of the States.
There has been widespread and. I believe, quite damaging error and
confusion on this question. And these hearings can perform a great
service by helping to set the record straight so that sound and well-
informed public policy can be made.

The prevailing myth in some quarters is that there is a massive
surplus in the States in the range of $30 billion. Chairman Moorhead
alluded to these figures in his opening presentation, and I am glad that
you did, Mr. Chairman, because it is time to nail hard, and nail pre-
cisely, what the facts are.

The reality, as opposed to the myth, of the State surplus-or, more
accurately, the States' general fund operating balance-is quite dif-
ferent. The $30 billion figure often heard is actually a combination
of what the Commerce Department calls social insurance funds and
other funds for both State and local governments.

The social insurance, or pension funds, are not available to local
governments to pay their operating costs, yet these funds currently
represent nearly two-thirds of the so-called "surplus."

The aggregate State government general fund operating balance
as of the first quarter of 1978 was projected at $6 billion by our best
analysis, and that figure reflects sound budgeting practices. During
the first quarter of 1978, local governments, as opposed to State govern-
ments, appeared to have an operating balance of approximately the
same size as State governments. That is in the range of $6 billion.

These are data that we have compiled painstakingly with the excel-
lent assistance of the National Association of the State Budget Officers.
The aggregate State operating balance represents less than 6 percent
of the operating budgets of all States.

Sound budgeting experience suggests that such a contingency fund
is necessary to offset unexpected emergencies or financial difficulties,
and in all of the States that you represent, Mr. Chairman and members
of the committees, you know that these emergencies, whether floods or
disasters of other kinds, or fiscal difficulties can do and do arise and
must be budgeted for.
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The bulk of the aggregate State operating balance is found in just a

few States, and in those States such as California, where Governor

Brown and the legislature have acted decisively to deal with the impact

of proposition 13, the balances have already been largely committed.
The fact is that most States-such as New Jersey, Mrs. Fenwick,

which has a $23 million surplus in a massive State budget-have a

modest or marginal balance, at the very best.
In short, the reality of the State financial situation is significantly

different from the myth. The "surplus," as Barron's magazine con-

cluded in its May issue of this year, is "vanishing" and "phantom".
The aggregate operating balance for State governments is about $6

billion, or one-fifth of the commonly cited $30 billion figure, and it

is projected to be proportionately smaller, perhaps 30 percent smaller
by the end of fiscal year 1979.

The balances in most States are small and represent sound financial
management. and far from acting as a drain on the economy these

balances will either be returned to citizens to reduce property taxes

or reinvested in economic growth and development.
This morning's Wall Street Journal, on page 3, has this headline:

"IU.S. Finds State-Local Budget Surpluses Evaporating; Trims

Third-Period Estimate." And I commend this excellent story to your
attention.

The impact of this information on the tax limitation debate and

on fiscal federalism cannot be overstated. Misinformation on the fiscal

condition of the States could well confuse and even inflame, the tax

limitation debate. And. as the night follows the day, inaccurate data
will lead to unsound public policy.

It is, frankly, high time to consign the myth of ma ssive State surplus

to the. oblivion it deserves. As Gov. William G. Millikan, chairman of

the National Governors Association has said. "Anvone who claims

there are massive State surpluses is not familiar with the facts."'

As the administration and Congress consider the fiscally aided Fed-

eral budget. and as you examine longer term issues such as continued

State participation in general revenue sharing, it is extremely im-
portant for options to be considered. and decisions made, on the basis
of the reality, not the myth of the States' fiscal condition.

It is time to note with precision the tremendous growth in State
assistance to local governments and the enormous size of that State
assistance. And it is time to note. as well. and with enual precision,
the facts and not the fiction about the States' fiscal condition.

Finally, Mr. Chairman, it seems to me that on this question, as on

the others I have discussed, the stakes for responsible government and

for fiseal federalism are extremely high.
The National Governors' Associatin. will continue to address these

questions as forthrightlv as we can. We look forward to a continuing
relationship with the administration and the Congress in this effort.

Thank you.
Chairman REUss. Thank you very much, Mr. Farber.
[Mr. Farber's prepared statement appears in the appendix on p.

77M.1
Chairman REuss. We will now hear from Fred F. Cooper.
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STATEMENT OF FRED F. COOPER, COUNTY SUPERVISOR,
ALAMEDA COUNTY, CALIF.

Mr. CooPEm. Thank you, Mr. Chairman.
I would like to, of course, refer to my prepared testimony, as well as Ihave submitted a resolution adopted by the National Association ofCounties at their annual convention in Atlanta, 2 weeks ago today.
Chairman REUSS. Without objection, those will be inserted in therecord.
Mr. COOPER. I, in my statement, have attempted to look at what I seeas some of the reasons for the passage of proposition 13 in California.
I am a county supervisor in Alameda County, which has a population

of 1,100,000 people. It is across the bay, east of San Francisco. It has13 cities, running from the core urban cities of BWrkeley and Oakland
in the north, to the suburban cities of Fremont, Livermore, and Pleas-
anton in the south. So we have both the urban and the suburban prob-lems. and are of course at the core of the problem of proposition 13'sproblems and solutions.

I think one of the key factors that I think has been overlooked inpassage of proposition 13, and the reason why many voters seem to
be angry with government, is that for 30 years, in the 1940's, 1950's,
and 1960's, we had inflation, but we still had people's purchasing powerincreasing.

In the past 5 years, purchasing power has been eroded, and we are
continuing to have inflation, but people's purchasing power does notkeep up.

I think Congress needs to look at the impact of the actions of the
Arab oil countries, and the impact of the environmental and consumermovements on purchasing power in this country. Those three things
have all substantially increased the cost of goods and services in thiscountry, without adding anything to the value of goods and services.
I think this has resulted in the purchasing power of many people being
eroded.

Inflation, of course, is a continuing factor: but as I have indicated,
we have had inflation for a number of years without purchasing power
being diminished. And when people see their purchasing power erod-ing, they look for somebody to blame. Thev tend to blame the unions,
business, and they nowadays, following Watergate, tend to blame
government.

And I think it is important to focus on the reasons for the erosion ofpurchasing power, and get people to understand better what ishappening.
Obviously, when they get angry, they look for something to do some-thing about-the property tax. with proposition 13. It gave them that

opportunity to express their dissatisfaction and cut at least one major
cost item that they could have impact on.

Another major factor is mandates to local government that arepassed, without providing the funds, and those mandates come
from the Congress; they come from the State legislature; they come
from the courts.
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And I have outlined in my prepared testimony some of the mandates
from the courts, some of the mandates from the Congress, and some
from the State legislatures that our county has to live with, that in-
crease our costs, that require us to increase our property tax much
faster than just the cost of living. And it seems to me that Congress
needs to look at the impact of those mandates.

Some of them come from laws you pass that are implemented by
regulation. And as I point out in my statement, the same newspapers
and television stations and voters that are complaining about Alameda
County increasing the property tax, 11/2 years ago were all supporting
the disabled people who were sitting in Senator Cranston's office
in San Francisco and coming back to Washington, and asking that
Secretary Califano adopt regulations.

Those regulations resulted in a cost of $10 billion to $20 billion to lo-
cal governments in this country. They are based on a law you passed.
They are based on the regulations that Secretary Califano signed. And
everybody who was in favor of them 11/2 years ago when nobody looked
at, the cost, and now we in local government are being blamed for the
fact that to implement those regulations takes money.

We are being blamed for the fact that you have imposed those regula-
tions on us, without giving us a dime to fund the costs. And I think you
need to look at some way of requiring economic impact statements
when you adopt regulations, and when you adopt legislation that has
an impact on local governments.

Finally, in my statement I point out that California has rejected
three similar propositions to proposition 13 over the past 15 years.
This one was passed, even though three prior ones had been rejected.

I think there are two key factors that resulted in the passage of the
fourth one, when the first three were rejected:

One, the substantial increase in the market value of single-family
homes, which has partly to do with inflation and partly to do with
the environmental and no-growth movements. That has resulted in the
assessed valuation of the average home in California doubling over the
past 5 years, and has resulted in a substantial shift of the property tax
burden from commercial and industrial properties, to homeowners.

The second factor that did not exist when California rejected similar
programs three times previously was the substantial State budget
surplus which has hit-or which has passed $5 billion. And of course,
a substantial amount of that budget surplus was accumulated by the
State passing on costs to local government through regulations and
through State legislation without providing the dollars. So at the same
time the State legislature and the Governor have increased the property
tax through mandates, they have been accumulating a substantial sur-
plus. And their inability to keep their commitments-which they've
been making for 2 years-to use the surplus to fund some property tax
relief for the homeowners, also added to people's anger. And by the
time they adopted a program under the threat of proposition 13, the
voters had lost confidence in their sincerity.

So those two factors did exist this year in California. They do not
necessarily exist throughout the rest of the country, but they do ex-
plain-to at least a great extent-the reason why proposition 13 passed
when three prior measure failed.
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I think Congress could assist the States by studving the question of
the State surpluses. bv studving the impacts of the environmental
movement on increased costs of housing, by looking at what is happen-
ing to purchasing power in this country, and helping people under-
stand that it isn't necessarily the property tax that is affecting their
purchasing power, and by looking at the possibility of economic im-
pact studies before vou adont regulations, before 7you adopt legisla-
tion, and looking at the possibility of requiring that whenever vou in-
sist through your laws or your regulations that we do something new
or that we expand a program, that you send the money on to fund
them.

Local government in California, through the passage of proposition
13, has become almost totallv dependent upon the State and Federal
Governments for the funds with which to operate.

This erosion of local control over local government is a dangerous
thing, because it will result in the inability of local officials to adjust
local programs to meet local needs. It will mean that onlv programs
approved in Sacramento and Washington will be funded. And that
means that the most vital decisions for local government will be made
by State and Federal employees adopting and modifying regulations
in Sacramento and Washington, rather than by people responsible to
their local voters.

That is the real danger of proposition 13. And if that spreads
throughout the country, local government throughout the country will
become less and less responsive to the local voters.

Thank you.
[Mr. Cooper's prepared statement and a resolution adopted by the

National Association of Counties on tax reform and responsible gov-
ernment follow:]
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STATEMENT OF ALAMEDA COUNTY SUPERVISOR FRED F. COOPER

ON JULY 25, 1978 BEFORE THE
HOUSE SUBCOMMITTEE ON THE CITY

Members of the Subcommittee:

I appreciate this opportunity to appear and testify before you on what I see as

some of the causes for the passage of Proposition 13 in California and several

of the problems that led to its passage.

Perhaps the biggest single factor is the fact that the cost of local government,

and county government in particular, is going up faster than the cost of living

at the same time that individual taxpayers see their purchasing power eroded

away through actions of the Arab oil countries, the consumer movement and the

environmental movement. While we have had thirty years of inflation, throughout

most of that period people's purchasing power has increased more rapidly than

their expenses, but in the last five years that has not been the case. People see

their purchasing power each year being reduced, they look for someone to blame,

and the tendency is to blame labor unions and business for raising prices, and to

complain about property tax going up rapidly since it is one thing where they

have some control. I do not think adequate attention has been paid to the fact

that a major portion of the erosion in purchasing power is due to actions of the

Arab oil countries, the environmental movement, and the consumer movement

since all three result in our having to pay higher prices for products without the

products being improved or being made more valuable in any way. Perhaps your

committee can focus on the erosion of purchasing power in this country and the

basic causes, since inflation is often blamed, but inflation in the 1950's and 1960's

did not result in lower purchasing power.

A more direct cause of voter dissatisfaction with the property tax is the fact

that it goes up substantially faster than the cost of living. Partly this is due

to the fact that the cost of some things that counties purchase go up faster than

the cost of living, particularly utilities and gasoline due to the oil crisis. But

of course higher oil prices are built into the cost of every item of goods and

services purchased by counties, just as substantially higher medical costs are

built into the price of every item of goods and services. Every time you

go to a grocery store and buy a bag of potatoes you are contributing to the

medical care of the grocer and his staff, the people who process and deliver the

items, etc. Higher medical care costs should be added to my previous discussion

of increased costs from Arab oil countries, and the consumer and environmental

movements.

A major factor causing the county property tax to increase much faster than the

cost of living is governmental mandates. These include the United States Congress,

the California legislature, and both state and federal courts as follows:
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1. The average length of a felony trial in Alameda County has tripled
in the past fifteen years, fpom just over two days to over eight days.Mostly the increased length is due to decisions of the United States
Supreme Court. and a substantial amount is due to decisions of theCalifornia Supreme Court, which require the courts to provide
attorneys, provide time for hearings on a great many different thingssuch as search and seizure, past records of police officers, discoveryof evidence, etc. The increased length of trials requires more judges.more district attorneys, more public defenders, more clerks, more
courtrooms. etc.

2. Mandates by the federal government increase local costs. Passage byCongress of unemployment insurance is increasing our costs, and eventhough the Fair Labor Standards Act application to local government wassuspended by the Supreme Court. many jurisdictions including my ownare continuing through labor negotiations to apply portions of that act tocounty operations at higher costs. The adoption by HEW of regulations forthe disabled and handicapped a year and a half ago will eventually result,in increased costs to local government, probably more than one-half inthe schools, of $10 billion to $20 billion. In this area it is significant thatthe same taxpayers and newspapers that are criticizing local governmentin California for the high property tax were, a year and a half ago, quitesympathetic to the demonstrations by handicapped people in SenatorCranston's office in California and in Washington, when they were askingSecretary Califano to sign the regulations. The same people who urged
that the regulations be signed are now complaining about having to pay thecost. It might be useful to require an "economic impact report" beforeCongress passes legislation affecting local government, and before federalagencies adopt regulations that require changes in the operations of local
governments.

3. A large portion of the increased property tax for Alameda County has beendue to mandates by the legislature of the State of California. We have beenrequired to fund increasing amounts each year for Medi-Cal, AFDC, andadult welfare. State law and state regulations frequently require improve-ments and expansions in county programs, without supplying any funds.At the same time, when the State provides partial funding for local programsthe State frequently provides no cost of living increase in their share of theprogram. For example, the state has been paying the same $95 per monthfor the care of juveniles in juvenile camps since 1953, leaving the county
to pick up all increases in costs over the past 25 years.

I believe the above listed factors of reduced purchasing power and increasedmandates by the courts and the state and federal governments apply fairlyuniformly throughout the country, although I suspect that state mandates areless of a problem in states with low overall tax rates than they are in California.
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I would urge the Congress to look at the erosion of purchasing power over the

past several years associated with the oil crisis, and the consumer and

environmental movements, and to consider some sort of economic impact

report on local government whenever Congress. or state legislatures, or the

courts, mandate new programs or mandate improvements in existing programs.

If we look specifically at California and Proposition 13 we need to recall that

over the past fifteen years the voters in California have rejected three similar

measures to Proposition 13 - two proposed by the former Assessor of Los

Angeles County and one proposed by former Governor Ronald Reagan.

It is my feeling that three factors existed in 1978 that were not present when the

voters rejected the three similar measures previously as follows:

1. The erosion of purchasing power on the part of most people has gotten
most severe in the past two or three years, and results in frustration

since inadequate attention has been paid to the problem and inadequate

explanations given. People get frustrated when their purchasing power

goes down, but the frustration is compounded by the fact that they are not

sure who to blame, and is compounded further when they see their taxes

increasing rapidly to provide additional services and benefits to people

whom they feel are not carrying their full weight. So far, that frustration

has not extended to dramatic increases in the Social Security tax to fund

dramatically increased benefits to senior citizens, but unless there is

better public understanding of what is happening I think we can anticipate

in the next few years the same frustration directed at senior citizens as

is presently directed at recipients of welfare.

2. The cost of housing, and particularly single family housing, has doubled

in California in the past five years. This seems to be partly due to general

inflation, and partly due to the environmental movement, which has kept

the supply of housing down at the same time the demand has increased,

thereby causing market values to sky-rocket. Since property tax assessments

are based on market value, the assessment of the average home has doubled

over five years and therefore even with the same tax rate the amount of

tax being paid has doubled. Because single family homes increase in market

value much faster than commercial and industrial property, this has resulted

in a shift of part of the property taxes from commercial and industrial
properties to homeowners. It should be noted that the opinion polls in

California showed equal numbers of people against Proposition 13 as those

in favor of it up through March of this year. When the increased assess-
ments came out in April, public opinion shifted dramatically in favor of the
Proposition.

3. The other major factor present this year in California that was not present

previously was the fact that the State was sitting on a budget surplus of

$3 to $4 billion at the same time that the State legislature and Governor were
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unable to provide the property tax relief that they had been promising for
more than a year. Voter frustration increased as the taxes went up, as
dramatically higher assessment notices were sent out in April, and yet
the legislature and Governor were unable to keep their promises to dis-
tribute the surplus to solve the problem, at least until some time after
Proposition 13 qualified. The fact that the legislature finally passed an
alternative measure some months after Proposition 13 qualified for the
ballot made many voters feel that the legislature would not have done
anything except under the threat of Proposition 13. It is, of course,
significant that substantial portions of the State surplus were developed
as a result of state mandates by both the legislature and administrative
mandates from the Governor that increased the property tax. If. instead
of accumulating a large surplus, the State had used that money to fund
the many maidafes to local government which increased property tax
and to provide adequate funding for the State's share of partnership programs,
the property tax would not have increased so dramatically and Proposition
13 might not have passed.

Congress could assist the states by studying state surpluses, by studying the
impacts of the environmental movement on increased cost of housing, by attempting
to help control inflation in housing costs, and by encouraging the use of state
surpluses to fund state mandates, thereby reducing the need to increase local
property taxes.

Local government in California, through the passage of Proposition 13, has become
almost totally dependent upon the state and federal governments for the funds with
which to operate. This erosion of local control over local government is a dangerous
thing because it will result in the inability of local officials to adjust local programs
to meet local needs, will mean that only programs approved in Sacramento and
Washington will be funded, and that the most vital decisions for local government
will be made by state and federal employees adopting and modifying regulations in
Sacramento and Washington, rather than by people responsible to their local
voters.



56

TAX REFORM AND RESPONSIBLE GOVERNMENT

Be it Resolved, upon the initiative cfPresident William 0. Beach, that

NACo adopts the following statement on tax reform and responsible government, to

have the effect of a resolution:

The adoption of Proposition 13 in the state of California constitutes a

confirmation from the voters of that state of which has been a NACo position

of longstanding - that the property tax levels at the local level are often

intolerable, and the property tax itself has been asked to carry far too many of

our governmental burdens. In addition to the traditional property-related

services, it also now often must pay for our expensive modern educational

systems, health and social services, and many other programs. Too often this

over-loading of the property tax is not the result of votes by local elected

officials, but rather the mandates of Federal and state government. NACo has

long held that the major burden of property taxes frequently arises from

Federal and State policies mandating the conduct and financing of Federal and

State programs from local resources principally, and in many cjaes exclusively,

from the property tax.

NACo is acutely aware of the public concern and reaction to the crushing

burdens of property taxes placed upon property owners not only in California,

but elsewhere in the nation. We support the roll-back of property taxes if

they reach confiscatory levels, and the adoption of property tax levels which

accurately reflect the costs to local governments to provide essential local

governmental services.

While the implementation of such roll-backs may, in many cases, cause

initial severe economic and programmatic dislocations, a direct result of

such implementation can be to put into clear public perspective the impact

of Federal and state mandated programs and policies upon the local governments'

pr.ncipal source of revenue -- the property tax.
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NACo calls upon the President, the Congress and each state's executive and

legislative leaderships to recognize the clear and compelling principle of the

need for equitable reallocation of cost burden sharing now placed upon the

property tax used by many of our nation's counties and other local governments.

NACo further calls upon Federal and state governmental .leadership to review,

with sensitivity to the unacceptable tax burdens of all kinds upon the people of

this nation, all aspects of governmental spending to reduce waste, duplication and

unnecessary governmental spending - an objective which NACo and its individual

members have long advocated, and to which we re-commit ourselves.

In order to more clearly re-state where NACo and its member counties stand,

we hereby rededicate ourselves to the following long-held principles and

objectives:

- delivery to the best of our abilities a wide variety of important and

essential public services to our citizens, including vital human services

to the poor, aged, disabled, mentally and physically ill and those

otherwise disadvantaged who are least able to care for themselves;

- operation of the delivery of those services with the confines of a

balanced budget that the taxpayers can afford;

- maintenance of a vigilant watch in order to maintain only essential

positions in county government and otherwise to eliminate all unnecessary

expenditures from our public budgets;

- continuing efforts to increase efficiency and productivity of both

management and the rank and file of county employees; and

- fair and equitable administration of the property tax, together with

all other local taxes.

33-595 0 - 78 -5
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We also, individually and as a national organization, pledge our best efforts,

in cooperation with our state associations of counties and our fellow state, city

and Federal officials, to encourage and work at all levels of government:

- to resist all state and Federal mandates to local government unless

there is a provision for funding by the state of Federal government; and

- to control inflation, by vigorously urging the President and Congress

to balance the Federal budget at the earliest possible date and we

pledge to assume our share of that responsibility.

Finally, we pledge ourselves to the following specific actions and

commitments:

Establish Priorities. In the interests of economy, we ask each of our

twelve steering committees to establish priorities among their various

functional areas. We ask the Board of Directors to establish priorities

among those submitted by the committees. Finally, we as the policy-

making membership pledge ourselves to the difficult but necessary task

of developing each year an American County Platform which combines a

balance of necessary programs and fiscal responsibility.

In establishing priorities, we ask each of our steering committees to

give full consideration to actions in their respective subject areas which

are calculated to increase economy and efficiency by such devices as caps

on medical expenses, removing much of health and welfare costs from the

property tax base, and bring Federal, State and local regulations to a

minimum.

Maintain WACo's Tax Revolt Action Center. Provide factual information to

public officials, media and the citizens in general, on the various methods

and devices for tax reform and expenditure control. In particular, we will

endeavor to better educate voters on the real problems concerning
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the property tax, the roll of mandated programs in driving the property taxes

to often near confiscatory levels, and the need for basic tax and spending

reforms at the state and Federal levels.

Strenghten NACo's New County Center. Top association priority should be given

to the New County Center, which provides information to the public officials

and citizens in general on ways and means of improving county administration,

finance management, planning, organization, staffing, budgeting and public

reporting. Special emphasis should be placed upon the following: consolidations

or elimination of special authorities and districts; functional consolidations;

joint governmental contracting; voluntary regional cooperation; increased

management and labor productivity; and improved general public administration.

Provide Federal Budget Input. At the earliest date, the leadership of NACO

should meet with the director of the Office of Management and Budget and the

Congressional Budget Committees to determine a responsible county role in

aiding the President and the Congress in determining Federal budget priorities

and limits.

Improve Financial Management. NACO will continue to help county governments

improve their financial management practices. Our Tax and Finance Conference

in Los Angeles, September 18-20, 1978, will focus on tax reform activities and

fiscal management.

Urge Tax and Welfare Reform. Funding of welfare and certain health costs from

the property tax is a major concern to citizens and is strongly opposed by

NACO. All efforts should be made to secure Federal action to remove these costly

items from the property tax.
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Chairman REus,. Thank you, Mr. Cooper.
In order to conserve time, Representative Moorhead and I have sug-

gested that the next witness panel-consisting of Prof. Edward M.

Gramlich of the University of Michigan; Public Finance Director

George E. Peterson of the Urban Institute; and Herrington Bryce

of the Academy for Contemporary Problems-take their seats and

give their papers, and that we then examine those seven witnesses, and

then we would withhold the final panel until later.
And so, if you gentlemen would just remain at ease where you are,

we will hear the next three witnesses.
Representative KELLY. Mr. Chairman, I have a brief statement that

I would like to make at this time, if the Chair has no objection.
Chairman REIuss. Why, sure.
Representative KELLY. Mr. Chairman, proposition 13 represents

"government by volunteers," where the people en masse have turned

away from their duly elected officials-the constitutional Govern-

ment-and have looked to volunteers to lead them, and to establish
government that is satisfactory to the public.

Recently, a poll in my district showed that the Congress of the

United States has a minus-51 job rating, which means that the rest

of the people-49 percent-either did not have an opinion or thought

Congress was doing all right.
A combination of these two considerations indicates the very serious

significance of proposition 13.
Mr. Chairman, the threat that is being made by the elected official-

dom is that if the people try any shenanigans like proposition 13, there

are going to be reprisals, massive layoffs among the public employees;
that a lot of people are going to get fired; and public services are going

to be reduced. But nowhere does there seem to be any suggestion that

government as a matter of economy might cut salaries, as a way of

retaining the employment of everybody and also maintaining the level

of public service.
And the other suggestion seems to be that we will just shift the bur-

den of spending from local governments to the Federal Government,
and in that way some miracle will be wrought.

Of course, that is just going to shift the burden on the taxpayers
from one pocket to another, and not really accomplish anything.

So I see merit in two major areas-the idea of cutting salaries, and
of trying to cause Government officials who are elected according to
our constitutional processes to start functioning in the way that prop-

osition 13 suggests that they should, rather than to run the risk of

chaos in our Nation and a destruction of our constitutional form of

Government, by forcing the people to turn to volunteers, rather than
the established government.

Chairman REuss. Representative Moorhead?
Representative MOORHEALD. Thank you, Mr. Chairman.
As the lesdoff witness for panel No. 2 of the Joint Economic Com-

mittee and the Subcommittee on the City, we would first like to hear
from Prof. Edward M. Gramlich.
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STATEMENT OF PROF. EDWARD M. GRAMLICH, PROFESSOR OF
ECONOMICS, UNIVERSITY OF MICHIGAN

Mr. G1AMLICAH. Thank you, Mr. Chairman and committee members.
I have a statement of about five or six pages here which I will sub-

mit into the record. What I would like to do is just make five points
that I make in the statement much more briefly than I do there. As
Congressman Moorhead said, we are addressing in this panel the ques-
tion of the high current-day national income account State and focal
budget surplus and what it means.

The first point is a factual point. Is the surplus really all that it is
cracked up to be? There are a couple of reasons why it is not.

The first is that, as Mr. Farber, in particular, mentioned, one really
must deal separately with a pension fund surplus. In the latest full-
year numbers that I have available, the overall surplus is $29 billion,
of which $151/2 billion are pension funds, so that the appropriate
Government surplus is more like $15 billion.

There are a lot of reasons why the pension fund surplus doesn't
mean anything about even the financial health of the pension funds,
and certainly it is true that that money is not available for general
Government purposes and must be left out of these kinds of discus-
sions.

Now, even the general Government surplus of $14 billion has in-
creased $20 billion in the past 2 years. There has been a sharp turn-
around even in that number. And so a second question that I deal with
in mv testimony is: What has caused that?

Basically, there are three causes: The first is, there has been a very
sharp drop in State and local construction that accounts for one-
third of the change in the surplus, and there are a number of fairly,
at this point, mysterious reasons for that. I have some thoughts about
that, but I did not go into them in my testimony.

In any case, the construction budget is again not part of the operat-
ing budget of most State and local governments, and so probably a
better number to focus on is more like the $13 billion change in the
operating surplus over the past two years.

Now, what has caused that? I think that you can attribute that
mainly to two sources: The first is that the aggregate economy has re-
eovered sharplv from the recession of 1975. In the recession of 1975,
State aud local budgets were in a precarious budgetary situation. They
have recovered now because the economy has recovered. That is a wel-
come improvement. We shouldn't regret it, and we probably shouldn't
change our views about aiding State and local governments because
that has happened.

The second thing is that there has'been an increaqe in some Federal
grants in the past 2 years, most particularly in CETA grants. Many
peonle feel that there is a lot of so-called displacement with CETA.
and if that is so, that could also explain at least some of the rise in the
operating budget surplus in the last 2 years.

Now, the next point refers to the composition of the surplus. Is it
held by State governments or is it held by local governments?
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One thing that I should say this morning, and that is that anybody
who talks about this is talking in a little bit of a factual vacuum, be-
cause, as a matter of fact, we don't have very good figures in the most
recent period of which governments have the surplus. The Depart-
ment of Commerce has just published a breakdown of the State and
local accounts between State governments and local governments
through 1976. These figures don't cover 1977, which is the year when
a lot of the change and the surplus has taken place, so it is very hard
to tell at this point whether the surplus is actually possessed by State
governments or local governments.

But if you look at the 1976 numbers, what you find is that, indeed,
the State governments have received a little bit more of the year-to-
year change but State government budgets are always more cyclical
than local government budgets. If you compare the budget position
now within the sixties, in fact, local governments are doing slightly
better now than thoxv were. in the sixties, and State governments are
doing the same or a little bit worse.

So while it is true that State governments have received a little more
of the latest rise in the surplus than local governments, local govern-
ments have received some, and local governments still are better off
relative to the sixties. It is very hard to go beyond that and talk about
individual governments.

Now, the next point is the relevance of the surpluses or overall macro
policy. These surpluses are saving in the overall national accounts;
they are revenues that are not met bv expenditures. This does mean
that, other things equal, it is going to be harder for the Federal Gov-
ernment to cut its own budget deficit wit]-out causing an increase in
unemployment, and it may be. as some of the speakers have said this
morning, it is a top priority for the Federal budget to come more into
balance. But what is liable to happen is that either the State surpluses
and the State and local surpluses will disappear more rapidly than
they otherwise would have, or we will observe a worsening in unem-
ployment, and I think that those risks in the Federal budget policy
should be confronted directly.

The final point regards the relevance of these surpluses for the
longer-term questions about Federal grant policy, aiding urban gov-
ernments, or aiding various functions at the State and local level, and
there I think the answer is that the relevance is not much; that is, that
one can look at time series numbers and observe the surpluses bounc-
ing about always, and there are good reasons for the rise in the surplus
in recent times. The surplus probably has a very high transitory com-
ponent-it always has-and that if you are considering more perma-
nent things such as, let's say, aid to urban governments or supporting
various social goods, such as maybe antipollution expenditures or road-
building or whatever, those decisions ought to be made on more perma-
nent, longer-run grounds. You should not be observing State and lo-
cal. surplus, which bounces up and down according to short-term
changes in income and also in Federal grant policy.

Thank you.
[Mr. Gramlich's prepared statement follows:]
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~ 43July 25, .1978 -

STATE AND LOCAL BUDGET SURPLUSES AND FEDERAL GRANT POLICIES

Edward M. Gramlich
The University of Michigan

Thank you for inviting me to testify this morning. In my

remarks I'd like to focus on an astounding fact that is lately

affecting fiscal and grant policy decisions: the $29 billion budget

surplus run by state and local governments in 1977. How can this

number be true when we keep reading of urban fiscal crises? What will

happen to it? What does it mean for federal fiscal policy and federal

grant policy? W,7hy should there be yet more aid from the biggest debtor

government, the federal government, to those large creditor state and

local governments?

Before getting into the substance, a brief look at the facts.

The aggregate state and local surplus, the number that is causing all

the commotion, is given in the left column of Table 1. There it can

be seen that this surplus never exceeded $4 billion before 1972, took

a brief rise in 1972-73, fell back down in 1974-75, and lately has soared

back to $29.2 billion by 1977. What is going on?

A first thing that is going on is that this overall number,

recorded in the national income accounts statistics of the Department of

Commerce, includes the surpluses of employee's retirement funds. For

macroeconomic purposes this saving is relevant, and does imply that

the federal government must dissave more to maintain a high level of

overall spending demand. But in trying to examine the financial health

of state and local governments, it should be recognized that these pension
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Table 1

State and Local Budget Surplus

National Income Accounts Basis
Billions Current Dollars

Less: Equals: Plus: Equals:

Operating
Calendar Overall Pension Fund General Govt. Net Capital Budget

Year Surplus Surplus Surplus Items Surplus

1960 0.1 2.3 -2.2 6.2 4.0
1961 -0.4 2.4 -2.8 6.9 4.1

1962 0.5 2.6 -2.1 7.0 4.9
1963 0.5 2.8 -2.4 7.4 5.0
1964 1.0 3.2 -2.2 7.7 5.5
1965 - 3.4 -3.4 9.2 5.8

1966 0.5 4.0 -3.5 10.5 7.0
1967 -1.1 4.8 -5.9 12.7 6.8
1968 0.3 5.3 -5.0 14.0 9.0
1969 2.1 5.9 -3.7 14.1 10.4
1970 2.8 6.8 -4.0 12.3 8.3

1971 3.7 7.5 -3.8 13.3 9.5
1972 13.7 8.1 5.6 13.3 18.9
1973 13.0 8.9 4.1 13.7 17.8
1974 7.6 10.5 -2.9 16.5 13.6
1975 5.9 12.1 -6.2 15.1 8.9
1976 18.4 14.5 3.9 10.4 14.3

1977 29.2 15.5 13.7 8.9 2.Z.6

Source: Survey of Current Business, various July issues.
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funds must run A surplus to pay for larger pensions for greater numbers

of employees in future years. Whether the surplus is large enough to

maintain the actuarial standing of the funds is still questionable --

many observers think not. But whether it is or is not, at least this

component of the surplus is not available for normal governmental operations,

must be deducted and leaves the smaller general government surplus in the

third column. To be sure, it has still risen almost $20 billion in two

years time, but $13.7 billion is less dramatic than $29.2 billion.

A second thing that is going on is that even the general govern-

ment surplus does not measure the true operating budget for most states

and localities because it includes capital expenditures. The fourth

column in the Table gives the adjustments necessary to go from total

budgets to current operating budgets -- construction expenditures are

not considered expenditures and are added back, debt retirement (a better

proxy for how much capital is "used up") is deducted, and grants for

construction deducted. Since normally net capital expenditures as

so defined are positive, the operating surplus in the fifth column is

always more positive than the general government number. Perhaps more

relevantly, however, we should focus on the change in this value; and

there we see that the change is, less dramatic than before because of

a recent mysterious drop in construction that has caused at least part

of the recent rise in the NIA surplus.

A last factual question is to inquire into the breakdown of this

surplus or its change into that received by states and localities. Because

certain necessary data are not yet published, we cannot do this for 1977,



66

4

but we can for 1976, and there we find that states have received slightly

more of the recent rise than localities. But not much more: localities

have shared in the recent improvement too. Moreover, state budgets are

recently more cyclical than localities, and their recent gains in surpluses

merely restores losses in the recession of 1975. If we were to compare

the average fiscal position in the seventies with that in the sixties,

localities are the governments that are doing better.

The result of all these adjustments is then to take much of the

pizzazz out of the recent changes in the state and local surplus. Not

only is a realistic indication of the fiscal health of state and local

governments not as high as the gross NIA number, but its recent change

is also less dramatic -- only $13.7 from the low point in 1975 to the high

point in 1977. This is a change, and perhaps a welcome indication that

things are better for state and local governments, but certainly not as

much to get excited about.

Since even the adjusted surplus shows a recent rise, we might

inquire further about what it means. Basically the surplus records

changes in the stock of buffer assets possessed by state and local

governments, and as say income rises, in the short run governmentA are

likely to put much of this change into their stocks and run a temporary

surplus. As time goes on, this behavior makes less and less sense,

because once stocks get built to a sufficient level, there is no point

in further saving. So over the cycle the surplus will rise temporarily

in an upswing, fall temporarily in a downswing, and average out to some

normal level over time. A brief look at the numbers in either column

three or column five indicates strong traces of this behavior over the

seventies. The surplus was up in good years 1972, 73, :76, 77 and down
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in bad years 1974, 75. An ironic side effect of this is that if the

recently passed Jarvis Amendment can be interpreted as forcing the

State of California to get rid of its surplus, that is exactly what

past relationships say the state would have done anyways (even as far

as saying it would mainly result in tax reductions).

Economic fluctuations are only one of the causes of possible

changes in the surplus, however: the other might be federal aid.

Just as in the short run a rise in income might pad surpluses before

there are inclinations or plans to spend the money, so might also be

the case for federal aid. In some statistical work I have done on state

and local budgets I have indeed found this to be the case. With general

revenue sharing, I find that only one-third of the money is used for

expenditure increases or tax reduction after one year and about sixty

percent after two years -- broadly in agreement with some studies com-

missioned by the Treasury. If there is displacement of public service

employment grants, the same will be true -- much of this money will not

result in higher expenditures or lower taxes, but will simply be saved by

local governments. Hence an additional reason for changes in the surplus

is changes in federal aid policy, with big rises in the early years of

general revenue sharing (1972-73) and CETA (1975-76).

It seems to me that the lessons that can be drawn from all this

are as follows:

a) At least part of the level and change in the state and local

surpluses are illustory, caused by pension fund surpluses and by a mysterious

drop in construction.
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b) In any case the surplus always moves about in an erratic manner

in the short run, rising when income rises and aid is increased, and falling

in the reverse situations. We should expect some abnormal surpluses right

now, and we can also expect they will disappear in a year or so, even

without Jarvis Amendments.

c) The high surpluses are relevant for macro policy. State and local

governments are saving, and the federal government must dissave accordingly

to maintain spending demands. This is one reason why it is now difficult

to cut the federal deficit without generating unemployment.

d) The high surpluses may or may not be relevant for grant policy. If

the aim of grant policy is to stimulate the overall economy in a recession,

the surplus changes impede this aim because they imply that the grant

money will not get spent. But if the aim of grant policy is a more

permanent one of counteracting the economic decline of certain areas,

transitory changes in the budget surplus are not very relevant and certainly

not sufficient reason to limit the aid.
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Representative MOORHEAD. Thank you, Mr. Gramlich.
The two committees would now like to hear from George E. Peter-

son, director of public finance, the Urban Institute of Washington.
D.C.

Mr. Peterson?

STATEMENT OF GEORGE E. PETERSON, DIRECTOR, PUBLIC FINANCE
PROGRAM, THE URBAN INSTITUTE

Mr. PETERSON. Thank you, Mr. Chairman.
I have been asked to concentrate on the current fiscal condition of

large cities, especially those that have been viewed as fiscally distressed.
In my paper I have followed recent events in seven of those cities-

Boston, Buffalo, Cleveland, Detroit, Newark, Philadelphia, Pitts-
burgh-which 2 or 3 years ago appeared to be in nearly as precarious
a financial condition as New York City.

The financial recovery of these cities has been impressive. Although
their long-term, tax-base prospects have not improved greatly, most
have recovered from the immediate financial strain; this fact changes
the character of the choices to be made about Federal aid policy.

I would like to emphasize five themes in my paper which I think re-
late most closely to the comments of your other panelists.

First, there is now under way a fundamental reversal of city spend-
ing, employment, and wage trends.

Until 1975 city government spending had increased steadily year in
and year out relative to the gross national product, as illustrated by
these charts on the right-hand side of the room. This trend has now
come to a halt. Mr. Kelly mentioned public sector wages. Wages in the
majority of large cities, in fact, have declined in real terms during
the last 3 years, in some cities quite substantially.

In this sense, proposition 13 is a confirmation rather than a har-
binger of a movement to restrain public spending.

Viewed a decade from now, the last 3 years may well stand out for
halting the postwar trend of persistent growth in the share of national
output spent by State and local governments.

This reversal, has been most visible in the older cities. During the
decade preceding 1975 the Nation's older cities, those that were losing
population and jobs and tax base, not only spent more per capita than
other cities, had more public employees per 1,000 residents, and paid
higher wages to those employees, but all of these costs of public sector
operations were growing more rapidly than elsewhere and have been
growing more rapidly for the past decade.

Table 1 of my paner shows how greatly things have changed since
1974. Since 1974 public sector wages in those cities losing population
have grown at about half the rate of wages in other cities. Public em-
ployment actually has declined in these cities at a faster rate than pop-
ulation has been lost with a consequent decline in the number of work-
ers per 1,000 residents. especially if you exclude Federal employment
trainees.

These trends are in sharp contrast to those visible in the newer
,and more prosperous cities. In short, we are in the midst of a strong
reversal of fiscal course. Budget difficulties have forced the large cities
to out back on their historic spending growth.
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Second, I would like to call your attention to the nature of the cities'

budget adjustments and the role of tax limitations in shaping those
adjustments.

Table 2 of the paper shows how different have been the reactions

of different cities to local fiscal pressure.
In Boston, Philadelphia, and Pittsburgh, the adjustments were

made almost entirely through tax increases, and some of those have

been very large, indeed. Philadelphia increased its property tax rate
by 66 percent 'and its wage and income tax rate by 30 percent. Boston
increased its property tax rate by 28 percent. Pittsburgh had to rein-

state its wage and income tax. In Newark there was a very large
municipal tax rate increase which, fortunately for the city, was offset

by the State taking over a large share of school costs, making pos-
sible school tax reductions.

Detroit-the city with perhaps the greatest exposure to cyclical

downturn-responded more quickly to the cyclical rebound in the

local economy, which was translated through the cyclically sensitive
income tax base into a strong recovery in local revenues.

I might add that Detroit was very greatly assisted by State counter-
cyclical aid programs as well as Federal aid programs.

There are two other cities, Buffalo and Cleveland, which tried to

balance their budgets almost solely through expenditure reductions,
with virtually no tax increases, and little outside aid except for the

standard Federal aid programs. I think it is interesting to look at

the reasons for these differences of response.
Buffalo is subject to a strict limit on its rate of property taxation.

It has been at or near the maximum of that tax ceiling for some time,

and thus unable to increase local taxes. In fact the State courts re-

cently ruled unconstitutional State legislation allowing property tax
rates imposed for pension payments to be excepted from the state-
wide 2-percent tax rate limitation established by the New York State
constitution. As a result the city has had to cut back severely on its
rate of property taxation.

Cleveland has one of the most severe voting requirements for au-
thorization of tax rate increases in the country. Cleveland has been

unable to secure voter approval for property tax increases either for
general city government or for its schools.

One point comes through clearly from these adjustments, and that
is just how difficult it is for cities to balance their budgets solely by
restraining expenditures.

Cleveland and Pittsburgh have made as great efforts at spending
cutbacks as can reasonably be expected. Cleveland's public employ-
ment is down by 16 percent in the course of 3 years. Real wages also

have declined. But these spending reductions have not been sufficient
to balance local budgets.

One of the reasons for this I have illustrated in table 3 of my paper,
which compares the costs of current service delivery with the fixed

costs of a labor force that are unresponsive to reductions in current
services.

You can see that over the 5 years, covered in the table, which were
5 years of very heavy inflation, Pittsburgh trimmed its labor force
by 20 percent, more than 2,000 employees and was able to hold its
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total current service costs to an increase of 11 percent. Yet, its con-
tributions to pension costs increased by over 120 percent. The city's
cost of other fringe benefits increased by a total of 170 percent.

The point simply is that in these cities where population and tax
base are declining rapidly, it is extraordinarily difficult to make com-
mensurate reductions in public sector budgets because of the fixed
nature of many of the costs of city government. Moreover, even reduc-
tions of 20 and 25 percent in the labor force may not suffice to balance
the local budget.

Local tax rate increases have been a central ingredient of the fiscal
adjustment of financially distressed cities where these adjustments
have been successful. A prohibition against tax rate increases through
imposition of new tax limitations, I think, would be very traumatic
to these cities, as it would remove the most disciplined option for
restoring budget balance.

I might add that in fact where these limitations have been in effect,
such as in Buffalo and Cleveland, one response has been to go deeper
into debt as the cities have borrowed to cover their fixed costs.

Third, let me comment on the surplus situation. These cities, too,
have had substantial surpluses in fiscal 1977, and 1978. But I think it
is important to see how current annual surpluses take on a quite dif-
ferent meaning in the context of recent budgetary history.

You can see from table 4 and table 5 in the text that each of these
cities went very deeply into the red in 1975 and 1976: Philadelphia
to the tune of $78 million in 1 year; Detroit, $35 million; Boston, $60
million. In fact each of these cities went so far into deficit during the
1975 and 1976 fiscal years that they entirely depleted their balances
on accumulated account, creating cumulative deficits as well, which
had to be covered by the issuance of short-term debt instruments.
State constitutions require that the cities generate surpluses in subse-
quent years to restore their cumulative budget position.

Concentrating solely on the surpluses generated in 1977 and 1978
without comparing these with the deficit positions which the cities have
inherited and which they are now liquidating is, I believe, to misread
the message of the surpluses. It is one thing to compile a surplus on top
of a sound fiscal position, it is something quite different to generate a
current account surplus that permits repayment of debt issued to cover
previous operating deficits.

The restoration of cash liquidity was just as important to the cities
in normalizing their budgetary circumstances as the restoration of
liquidity was to the private corporate sector, which was also recovering
from the recession and where the first priority for almost all corpora-
tions was to liquidate the massive debt increases incurred during the
recession in order to restore a sound financial basis.

Let me also mention two uncertainties that lie ahead and that com-
pL. ate further the surplus interpretation. It was noted that many of
these surpluses are being held in pension funds. Despite that fact,
almost all large city Pension funds are seriously underfunded at this
time, relative to the obligations that the future carries.

Two of the cities in this sample are on a virtual pay-as-you-go basis
of pension funding. It has been estimated by auditors that Pittsburgh
and Boston would have to approximately triple their current pension
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fund contributions to fully fund their outstanding pension obligations

over a 40-year period. As the cities move toward fuller funding of

their pensions, we can count on incurring larger surpluses on cash ac-

count in pension funds. It will become a matter of severe public policy

how those funds should be invested, and how the cash surpluses should

be interpreted.
The final point I wanted to mention is related to the downturn in

capital construction. One thing that has been happening in addition

to the change in cash surplus is underinvestment in the existing capital

stock of several of these older cities, which has had the effect of de-

preciating the assets the cities have accumulated in the past. The drop

in maintenance and repair expenditures in several of the older cities

has been on the order of 30 and 40 percent. In fact, what appears to

be a cash surplus may be an indirect conversion of physical capital

to cash, by letting that capital run down in order to save on main-

tenance, repairs, and replacement costs.
Thank you.
[Mr. Peterson's prepared statement follows:]
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The fiscal condition of cities has been a major source of federal

policy concern for the last three years. New York City's financial

distress reawakened public officials to the risks involved in managing

cities during national recession and local economic decline. Much of

recent federal domestic legislation, adopted or proposed, has aimed at

strengthening the fiscal capacity of cities or at lessening their

fiscal exposure to weak local economic conditions.

This paper tracks recent fiscal events in seven of the nation's most

fiscally distressed cities: Boston, Buffalo, Cleveland, Detroit, Newark,

Philadelphia, and Pittsburgh. The fiscal strain on these cities is reflected

in Figure 1, which shows the interest costs paid for municipal borrowing

relative to Moody's AAA bond index. With New York, these cities possessed

the highest perceived risk and interest rate premiums during the capital

market disruptions of 1975-76.

The rank ordering of presently perceived fiscal distress has changed

substantially from that shown in Figure-1. Detroit, which in 1975 was

regarded by the bond market as financially troubled in the same degree

as New York City, has largely recovered its equilibrium. Cleveland, which

appeared in relatively sound fiscal condition in 1975, now faces the

greatest financial disarray. The events that produced these divergent

paths reveal a good deal about the signs of fiscal health in urban governments.

In general, American cities have experienced a strong fiscal recovery

since 1975, assisted by recovery of their local tax bases, federal aid

programs, and local expenditure restraint. Many cities continue to face long

term prospects of tax base stagnation, but immediate financial difficulties
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Figure I

YIELD ON 1984 GENERAL OBLIGATION BONDS OF DIFFERENT CITIES
RELATIVE TO THE MOODY'S Aaa MUNJICIPAL BOND INDEX, 1975 AND 1976

Source: L. Browne and R. Syron, "Big City Bonds after New York," New
England Economic Review (1976), Chart 2, p. 8.
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are limited to a handful of cities, such as Cleveland, which have failed

to take vigorous measures to close their budgetary gaps.

* Expenditure Cutbacks and Tax Rate Increases

In a long term perspective, the cities' fiscal problems emerged

largely because the cities were slow to cut back expenditure commitments

in line with population losses and local tax base declines. Budgetary

difficulties have given a powerful impetus to spending restraint. For the

quarter century ending in 1975, local public spending rose year in and vear out

relative to national product, but during the present economic recovery city

expenditures have grown at a much slower rate than national output.

Cities suffering economic and population decline have taken the lead in

restraining expenditures. In this sense Proposition 13 seems a confirmation

rather than a harbinger of a new attitude in the state-local sector. Viewed a

decade from now, the last three years may well stand out for halting the post-war

trend of persistent growth in the share of national output spent by state and

local governments.

Table 1 shows the convergence that is now occurring within city govern-

ment finances. In 1973-74, the per capita public expenditures of the

nation's older cities--those losing population and jobs--were far higher

than other cities', as were the number of city government employees per

resident and public sector wages. The expenditure gaps between "declining"

and "growing" cities had been widening steadily for the past decade. Since

1974 this trend has reversed. Comparable Census data are available only

through fiscal year 1976, but local financial reports show that the trends

toward convergence of spending, employment and wages have persisted, even
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Table 1

Spending, Employment and Wage Trends
Large Cities (1974-76)

Large Cities
Gaining a/

I~ n-lto

Large Cities Growing
in Population in 1960-
-n -i ntI_ 1/I

Large Cities
Losing c*/

_i-.a Pt/ IPopulation

Growth in Per Capita
Spending d/ +372 +31% +24%

Growth in Non-Educational
City Employment, per
1,000 Residents + 8Z + 3 2 - 1%

Growth in Average
Monthly Wage, Non-
Educational Employees +30% +20% +15%

Source: Bureau of the Census, City Finances and City Employment, Selected Years.

a/ Honolulu, Houston, Jacksonville, Memphis, Phoenix, San Antonio, and San Diego

b/ Columbus, Dallas, Denver, Indianapolis, Kansas City, and Los Angeles

c/ Baltimore, Boston, Buffalo, Chicago, Cincinnati, Cleveland, Detroit,
Milwaukee, New Orleans, New York, Philadelphia, Pittsburgh, St. Louis,
San Francisco, and Seattle

d/ Excludes education and welfare, functions not provided by many of the cities.

i!
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strengthened, in the last two years. As might be expected, the budgetary

pressure on older cities has proved to be an effective spending limitation.

Local tax rate increases also have played an important role in

restoring financial solvency to the fiscally troubled cities. Table 2

shows the tax rate and revenue adjustments made by the seven cities reviewed

in this paper. As is clear from the table, different cities have relied

to different degree on local revenue increases to restore budgetary balance.

Philadelphia, Boston, and Pittsburgh have depended heavily on tax hikes.

Newark, New Jersey, also has financed its municipal revenue needs through

steep tax increases, though it was able to substitute municipal millage

rates for school millage rates as the result of the school tax relief

enacted under New Jersey's new school finance arrangments. Detroit was

greatly aided during the recession by the adoption of new state aid programs.

Since 1976, Detroit's economic base has rebounded vigourously. Indeed,

Detroit's fiscal troubles, more clearly than those of any other city,

were largely cyclical in nature. The exposure of the city's automotive

industry to recession was compounded by Detroit's heavy use of the cyclically

sensitive municipal income tax. In fiscal 1975, income tax-revenues fell

some $14 million, or 13 percent, short of projected levels. Fortunately

for the city, the income tax base responded with equal alacrity to the

economic upturn. In fiscal 1977 and 1978, the city underestimated income

tax receipts by a total of almost $22 million. The countercyclical

assistance programs of both the federal government and the State of Michigan

were able to smoothe out these violent fluctuations.

Cleveland and Buffalo present a different picture. Both have attempted

to react to budgetary pressure almost solely through expenditure reductions,

in part because of limitations on their ability to raise taxes.
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Tab le 2

Changes in Local Tax Rates and Local Revenue Collections
(Fiscal 1975-Fiscal 1977)

Source: Local Financial Reports .

2/ Property tax rate decreased by 12 percent in fiscsl 197R
b/ Largely offset by reductions in school tax financed by State of New Jersey
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* Are Further Tax or Expenditure Limitations on Distressed Cities Desirable?

Further tax or expenditure limitations are desirable only if it is

thought the adjustments of distressed cities to their long run budget constraints

are occurring too slowly. To impose a new set of tax or spending ceilings would,

in many cases, require more rapid reversals of policy than the cities can handle.

Without accumulated balances to cushion their adjustments, cities would have to

translate such limitations into immediate layoffs or (what is more likely) new

borrowing to cover their revenue losses.

An examination of the record of tax and spending restraints in

cities laboring under fiscal strain shows some of the undesirable effects

these can have. The New York State courts recently ruled unconstitutional

state legislation allowing property tax rates imposed for pension payments

to be excepted from the statewide 2 percent tax rate limitation.on true pro-

perty values. As a result, Buffalo was forced to cut its property tax millage from

87.03 in FY 1977-78 to 75.60 in FY 1978-79. In order to balance its budget on

a cash basis, the city borrowed $11.5 million from the state. However,

the city is hoping the state eventually will treat this sum as an advance

aid payment. Should the loan terms be enforced, Buffalo will find

itself in severe financial trouble as it is forced to make back payments

plus finance continuing pension obligations from a severely limited

taxing authority. Buffalo faces this financial predicament despite the

fact that twice in the last three years the New York State retirement

systems, to which Buffalo belongs, have sharply reduced pension benefits

for new public employees. Constitutional restrictions prevent the city

or state from reducing benefits for existing employees. Hence, the

possibilities for effecting economies are sharply circumscribed.

Cleveland is another city which finds itself in financial diffi-

culty, in part because the city is prevented from balancing its budget

through tax rate increases without voter approval. Between 1973 and 1976
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Cleveland cut its city labor force by 16 percent, the largest reduction of

any big city in the country. It has reduced real wages for public sector

workers. And it has substituted federally supported CETA workers for

v_.ally paid workers, at one time using almost all of its CETA slots

for police and sanitation personnel. Nonetheless, the city's expenditure

reductions have not been sufficient to balance its budget. Without the

ability to raise taxes, Cleveland has gone deeper and deeper into debt.

It now faces probably the most difficult fiscal circumstances of any

American city. The city is under court order to pay some $16 million

for past acquisition of electricity for resale through its municipal

utility, but cannot secure voter approval for a new tax levy or court

authorization to raise the funds through a bond issue. The city has

added to its short term debt to finance its other cash requirements,

much as New York City did prior to its financial crisis, but now the

,-'nks and other public bondholders have refused to purchase further debt. The

city has temporarily staved off financial crisis by arranging for its water

system to buy the city's short term debt issues. Cleveland's school

system also has been accumulating short term debt, finally forcing the

state to take over operation of Cleveland's schools after voters refused

to authorize the tax hikes necessary for repayment.

In short, tax rate increases have been an essential ingredient of the

fiscal adjustments of recently distressed cities, where these have been

undertaken successfully. The fiscal problems of these cities have been

so great that it is impracticable to expect them to restore sound financial

condition through expenditure reductions alone.

* Fixed Costs

The difficulties that cities face in reducing budgetary outlays are

illustrated by the experience of Pittsburgh. Pittsburgh was perhaps the
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Table 3

Expenditure Growth for Wages and Benefits,
Pittsburgh, 1970-75

(Thousands)

Source: Annual Financial Statements for Pittsburgh, Pa., 1970,
1975.

Itemr Year Growth
19 70 19 75 _ ____

Current Service Costs

Public Safety $32,641.6 $34,044.8
Public Works 16,607.9 16,337.7
Parks & Re- 5,947.7 6,156.9
creation

Library 1,976.5 2,443.5
Land & Buildings 2,315.8 2,404.3
Suo~lies 271.8 4,490.0

Total $59,781.4 $66,472.2 + 11.2%

Benefits

City Contribution to
Pension Funds 3,151.0 7,144.0 +126.7%

Other Fringe Benefits 2,074.8 7,305.5
(Workman's compensa-
tion, Hospitaliza-
tion, Group Insurance
& Severance Pav)

Total 3 5,225.8 14,449.5 +176.5%
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in accord with legal requirements. Indeed, the necessity of counter-

balancing past operating deficits with current year surpluses is a large

measure of the fiscal discipline imposed by the budgetary process. Tables

4-6 show the annual and accumulated balance positions of the several

cities. Tables 4 and 6 present local operating results as reported by the

cities themselves; Table 5 converts local accounts to a uniform pro forma

basis, which recognizes only recurring revenues and restates revenues and

expenditures on a consistent basis. EAch of the cities can be seen to

have gone into the red at some point during the recession, and most faced

negative accumulated balances at the end of 1975 or 1976, which were subse-

quently offset by oeprating surpluses. Restated on a pro forma basis,

Cleveland's accounts show it to be the only city with a steadily worsening

financial position throughout this period. The city's operating deficits

were hidden from public view by extraordinary revenues realized from asset

sales and by transfers from the cash balances of enterprise accounts.

With the single exception of Pittsburgh, the cities also entered

fiscal 1977 with unrestricted cash deficits. The value of short term

debt outstanding exceeded local cash reserves held in other than restricted

pension fund or bond fund accounts. These cash deficits reached as high as

50 percent of annual general expenditures in Cleveland. Their presence made

it imperative for cities to roll over their short term debt, yet made access

to the bond market difficult. The restoration of liquidity therefore was

as immediate a financial priority to these cities, and as important to

their future fiscal prospects, as was the restoration of liquidity to

the private corporate sector during the recovery from the recession. All

of the cities except Buffalo (and Cleveland on a pro forma basis) have now

eliminated their accumulated deficit balances. The only city which failed

to make progress on its accumulated balances through current account surpluses--

Cleveland--now finds itself in a perilous financial predicament.
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Table 4

General Fund Operating Surpluses (Deficits) as Reported

by Six Cities (Millions of Dollars)

Fiscal Years Endin

12/30/74 to 12/30/75 to 12/30/76 to 12/30/77 to

City 6/30/75 6/30/76 6/30/77 6/30/78

Detroit (35.6) (22.7) 51.5 3.5-a/

Newark 9.7 (5.6) 6.2 (0.1)

Philadelphia (27.6) (77.8) 64.3 NA

Boston 0.7 (12.6) 24.8 NA

Buffalo (5.8) 0.6 NA

Cleveland 0.2 0.1 0.3 0.0

a/ Estimated
b / Budgeted

Source: Local Financial Reports and Bond Prospectuses
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Table 5

Pro Formna General Fund Operating Results (Millions of Dollars)

Fiscal Years Ending
12/30/74 to 12/30/75 to j 12/30/76 to 12/30/77 to

Cit _ 6/30/75 6/30/76 I 6/30177 6/30/78

Detroit (35.6) (22.7) 51.5 3.5

Newark (4.7) (6.6) 8.2 1.1*

Philadelphia (27.6) (77.8) (64.4) NA

Boston (9.1) (60.2) 24.8 NA

Buffalo (12.6) 1.4

Cleveland 0.02 (3.4) (8.8) (16.8)*

* Estimated
** Budgeted

Tab le 6

Accumulated General Fund Balances (Deficits)
End of Fiscal 1975 or 1976, as Reported

City Fund Balance Year

Detroit (36.9) 1976

Newark (19.3) 1975

Philadelphia (87.8) 1976

Boston NA

Buffalo (20.5) 1976

Cleveland 0.1 1976
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* Future Uncertainties

Although the prospects for city finances are generally encouraging,

several major uncertainties cloud the horizon.

Pension Funding

Several cities have failed to fund their future pension liabilities.

Boston and Pittsburgh, for example, operate virtually total pay-as-you-go

pension systems. These carry the necessity of sharply increasing future

pension contributions, as well as the possibility for sudden and drastic

jumps in contribution levels should state courts or state legislatures make

full funding mandatory. Pittsburgh's auditors have estimated that full

funding of currently incurred pension obligations plus amortization over

forty years of past service liabilities would require the city to triple

its current pension contributions, increasing total city expenditures by

more than 10 percent. Boston's recent pension contributions have been

growing at more than 20 percent per year, but a report of the Massachusetts

Retirement Law Commission estimates that full funding of current obligations

plus amortization of past service costs would jump the necessary city

funding level from 11.7 percent of payroll to 27.2 percent.

Capital Investment

Capital spending, particularly spending on repair and maintenance

of existing capital facilities, has borne the brunt of fiscal adjustment

in a number of financially hard pressed cities. Several of the older

cities operating under fiscal pressure have had spectacular reductions in

their capital spending--Buffalo trimmed its capital budget by one-thrid

in 1976 and more in 1977. New York reduced total city capital spending
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by more than half, some $800 million; while Pittsburgh cut back capital

outlays by almost 20 percent. Hardest hit in each case were general

improvements to the city infrastructure systems. In several instances,

cities were shut out of the municipal capital market for an extended

period of time, causing their bond fund reserves to dwindle and impairing

their ability to finance capital improvements.

Because of the difficulties they have encountered in raising local

revenues or issuing general obligation bonds, many of the older cities have

become deeply dependent upon federal aid programs to pay for their capital

budgets, especially that portion devoted to general improvements. No

less than 80 percent of Newark's capital budget in 1978 will be financed

by federal emergency local public works funds, as well as 65 percent of

the capital budget of Pittsburgh, 30 percent of the public construction

contracts issued by New York City and 43 percent of St. Louis' total

capital spending.

It is difficult to get a firm grasp on the postponed maintenance,

repair and capital spending of cities. The last several months also have

brought sharp recovery to capital expenditures. But the danger persists

that in bringing their budgets into balance cities will try to squeeze

savings from their capital stock.

* Implications for Federal Aid Programs

In many respects the greatest risk attending city finances at present

is the fate of the temporary federal aid programs that have helped cities

resist fiscal pressure. The enabling legislation for both CETA and anti-

recession fiscal assistance expires on September 30, 1978. The local public
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works program already has terminated, though a sizable proportion of

the funds remain to be spent by local recipients. All three programs

have successor legislation currently pending before Congress.

Our review suggests the following conclusions for future federal

assistance toward large, "distressed" cities.

* From the standpoint of financial condition, relatively few

cities need extra help at this juncture. City finances have strengthened

considerably in the last 24 months; those cities that remain in weak

financial shape find themselves in that predicament largely because of

local management decisions. It would be undesirable to remove the pressure

on city budgets althogether through external assistance, since this

pressure has been primarily responsible for promoting the spending

restraint that seems in the ciites' own best long term interests.

* The simultaneous elimination of CETA, countercyclical revenue

sharing, and Local Public Works aid undoubtedly would disrupt city budgets.

The first two programs in 1977 accounted for approximately 16 percent of

the general operating budgets of the cities in our sample. Although

CETA funds now are used largely to support district employment programs,

rather than to pay for ordinary municipal services personnel, loss of

these funds would require large scale adjustments in local service

delivery and tax rates. Elimination of local public works assistance would,

with some delay, depress city capital spending.

* In choosing the right mix of urban aid for the future, the federal

government would do well to look beyond financial difficulties to the long

run tax base deterioration of the cities. The most important studies in

tax base equalization have been taken by state governments, through school
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aid formulas and urban aid packages which compensate cities for their

special costs of service provisions. The cities' recovery from the

financial pressure of 1974-76 is now nearly complete. Some of the

temporary federal aid programs adopted to cope with this pressure can

begin to be eliminated. In devising long term fiscal assistance for the

cities, Congress should look to a fresh partnership with the states, so

that federal aid is used to encourage permanent state initiatives at

sustaining the tax capacity of urban areas.

33-595 0 -78 - 7
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Representative MOORHEAD. Thank you very much, Mr. Peterson.

The committee would now like to hear from Herrington Bryce, vice

president of the Academy for Contemporary Problems.

STATEMENT OF HERRINGTON BRYCE, VICE PRESIDENT, ACADEMY

FOR CONTEMPORARY PROBLEMS

Mr. BRYCE. Thank you, Mr. Chairman and members of the commit-

tees. I have a prepared statement which deals with the problems of-

the fiscal problems of small cities, as requested by the committee; and

that written testimony also attempts to distinguish between some of

the fiscal trends in growing and declining small cities, and in metro-

politan and nonmetropolitan small cities.
I would prefer, however, not to read the testimony and to give just

a brief statement which highlights at least two points made in the

written version.
I think, first of all, it is rather important that we appreciate the

fact that small cities account for a very significant part of the gen-

eral expenditures of all cities, and also for the capital spending of all

cities. Small cities, depending upon how they are defined, account

for anywhere from a third to 40 percent of the general expenditures

of all cities. Consequently, they have an important impact on resource

allocation among cities in general. And the truth is, they have a very

significant impact upon our ability to deal with cyclical crises and

resource allocation.
In addition to their relative importance in the spending of cities

in general, I think the most important feature of current trends is the

significant rise in dependency of small cities on the Federal Govern-

ment. I have looked particularly at the very short period 1969 through

1976, which, of course, embraces two recessions. And during that period

of time the small cities which I have looked at increased their de-

pendency on the Federal Government by over 800 percent. This was al-

most twice as much as cities in general.
Now, John Shannon, from whom I think you will hear later, has

looked at some annual rates of increases in small cities during the

period 1965 through 1972. And I think his figures show that among

small cities that rate of increase in dependency was even higher than

it was for most large cities, with the exception of the six or so cities

with over a million population.
But I wish to underline my particular finding that looks at it in a

short period, which shows an increase over 800 percent. Now, there

are any number of ways in which one might look at that figure. First

of all, I think that it does imply some serious kinds of problems con-

cerning local initiatives.
I think, however, that if the trends continue with respect to how

citizens embrace the possibilities of putting a cap on local government

expenditures or local government revenues, we can expect that that

dependency would rise and probably rise rather sharply in the near

future. That rise will occur as well if we accept, which I do, the posi-

tion of our previous speakers, which indicates that the State surplus

is Nb. 1, probably overestimated, and No. 2, transitory.
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The dependency, however, is not all that bad. First of all, I wish
to call your attention to the fact that in a sense part of the dependency
reflects an attempt on the part of the Federal Government to finance
some of its mandated costs which arise when the Federal Govern-
ment requires local action by way of regulations, for example, EPA.
Part of the dependency is reflected in the transfer of funds from the
Federal Government to local governments which permit the local
governments-small cities in this particular case-to meet those re-
quirements.

Second, part of the dependency reflects an attempt on the part of
the Federal Government to deal with these cyclical crises. Clearly,
that is the case with some programs; clearly that is the case in CETA
and other such programs. Now, that is not bad, because what it does,
it reduces the fiscal strain that smaller cities would experience had it
not been that those transfers were available.

The third part of the dependency must be viewed as a voluntary act
on the part of local government. There are many programs, for ex-
ample the community development block grant program, in which a
local government has the option of participating. My own figures have
shown that among the small cities I have looked at, over 84 percent of
them applied to participate in the community development block
grant program.

The point is that dependency reflects in this sense an expression on
the part of many local governments to participate in these programs,
even though the price that the Federal Government might impose is
not, to them, a very comfortable one.

It is widely acknowledged that many of the small cities find it very
difficult to deal with some of these specific regulations and specific
requirements of the Federal programs. The point is, however, that
should the Federal Government transfers to these cities decrease,
given the trends to put a cap on local government revenues, we can
expect a significant fiscal crisis, I believe, in many small cities.

I wish to stop here, Mr. Chairman, and refer back to my testimony.
[Mr. Bryce's prepared statement follows :]
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94

CURRENT TRENDS IN FINANCING SMALLER CITIES

Herrington J. Bryce
July 25, 1978

This testimony looks at the recent fiscal trends in small

cities -- generally those ranging in size from 25 to 50 thousand,

although in particular circumstances it also considers cities

50 to 100 thousand. It looks at various types of expenditures

and revenue sources and compares the experiences of growing and

declining cities and of metropolitan and nonmetropolitan cities,

as was requested by this Committee.

The period of comparison is relatively short, 1969-1970

through 1975-1976, a period which embraces two recessions and during

which the Consumer Price Index and Producers Prices rose by

approximately 55.6 percent. A problem of looking at any jurisdictional

group over time by size class is that over very long periods of

time some cities enter and others leave the group so that the

composition of the group is not constant. The period being used

in this testimony is sufficiently short such that we do not have

major changes in the composition of what we refer to as small cities.

General Expenditures

By 1975-76 general expenditures in cities 25 to 50 thousand

(small cities as defined in this testimony) exceeded $13.4

billion or 25 percent of the total general expenditures of all

cities combined. Thus, while small, these cities have a significant

impact on the demand for goods and services among jurisdictions.
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The three major expenditure categories among small cities

are in police, sewerage and sanitation and highways. Each takes

roughly 14 percent of their general expenditures. The lower

proportion of the municipal budget going to education in smaller

cities as compared to all cities combined is not to be misconstrued.

The latter figure contains the effects of those few large cities

which conduct their own educational systems. Education in other

cities is frequently the responsibility of independent school

districts.

Table 1 also shows that a much larger proportion of

the budgets in small cities goes to highways. This, too, is not to be

misconstrued. The total mileage which falls within the local

government system in rural areas alone, for example, is nearly

three and a half times as great as the mileage in cities. 1

Over the period, two of the functions in which expenditures

have risen fastest among small cities are police and park and

recreation. In both cases, the rise is greater than explainable

simply in terms of inflation.

The crime rato among cities 25,000 to 50,00D grew six

times as fast between 1975 and 1976 as it did in all cities taken

as a whole and much faster than all big cities except the six cities

which have over a million people. In fact, many of the middle-

sized cities (those 250,000 to 1 million in population) had a
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a decline in crime during this period. The crime rate rose

especially fast among the nonsuburban cities (25 to 50 thousand

in population) It was two and a half times as fast among those

cities as it was among suburban cities.
2

The rapid rise in spending on park and recreational

services is to be viewed more than as a measure to provide amenities

for present residents. Among many small cities the major

attraction to visitors as well as prospective newcomers is in

the area of park and recreational facilities.

Capital Expenditures

Capital expenditures increased among small cities by a

greater amount than among cities as a whole. In 1975-76, capital

exp:niditures among these small jurisdictions amounted to $3.0

billion -- roughly a third of the capital outlays of all cities.

This is a significant portion of the capital programs of municipal

governments.

Just under 50 percent of the capital outlays in small cities

go to two functions -- highways (23.1 percent) and sewerage and

sanitation (24.2 percent). These two areas are also the two most

emphasized in the capital improvement programs in cities in

general. It should be noted, however, that while among cities

as a whole there has been a dramatic shift in capita] formation
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in housing and urban renewal to sewerage, such has not been the

case in small cities. Housing and urban renewal remain small

proportions of the latter's budget and the proportion going

to sewerage has remained reasonably stable between 1970-1976.

Table 2 shows that although hospital and public buildings

together account for less than 10 percent of the total capital

spending by small cities, they are the two fastest growing areas

of such spending.

The expenditure on sewerage is particularly important in

pointing to a theme (fiscal dependency) which will be discussed

in this testimony in a later section. The relative importance

of sewerage is related to the fact that this is one of the most

common functions discharged directly by small city governments.3

Waste disposal is also an important tool for controlling and

managing growth. But a signficant part of the allocation of

resources to this function relates to the imposition of federal

requirements as well as the availability of federal dollars

obtained through HUD's Community Development Block Grant, the

Farmers Home Administration, the Environmental Protection Agency,

and to some extent, the Department of Commerce.

Borrowing

Among small cities, the financing of a capital project

might occur through a variety of means such as the use of reserves,

special assessments, grants, loans and borrowing.
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Given the rapid rate of growth of population in small cities,

capital expenditures are important in providing new or improved

infrastructure. Thus, we find in Table 3 that growing small

cities (those 50 to 100 thousand iin population) spend a larger

percentage of their budgets on capital items than do declining

cities. Forty-one percent of the growing compared to 23 percent

of the declining small cities allocate at least a fourth of their

annual expenditures to capital programs. Further, as Table 4

shows, growing cities are more likely to have a larger debt out-

standing than declining cities. Nearly one half (48 percent)

of the growing compared to only 30 percent of the declining

cities have a gross outstanding debt of at least $25 million.

It is frequently more common that declining small cities

guarantee their debt instruments with the full faith, credit and

taxing powers of the jurisdiction. Sixty percent of growing

cities as compared to only 49 percent of declining cities had

25 percent or more of their outstanding debt not guaranteed.

See Table 5. Heavy dependence on guaranteed debt implies greater

exposure to voter referenda. It is also troublesome since the

tax base which secures the loan is by implication either dectining

or growing more slowly in declining cities.

Partly reflecting this fact, the Moody rating of the general

obligation bonds of declining cities is slightly less favorable

than it is for growing cities. Ratings are shown in Tables 6

and 7 . Some 81 percent of the growing cities had bond ratings
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of A or better compared to 72 percent of the declining cities.

What is most striking, however, is that declining cities are

not significantly more likely to be unrated than growing cities.

Roughly 18 percent of the declining cities and 13 percent

of the growing are unrated. Admittedly, rating is only one factor

which affects the marketability of a debt instrument.4

Among small cities there is also a difference between the

capital programs of metropolitan as contrasted with nonmetropolitan

cities. Some 44 percent of nonmetropolitan small cities allocated

at least 25 percent of their annual expenditures to capital

programs as compared to 30 percent of metropolitan cities.

This reflects the fact that nonmetropolitan cities are more likely

than their suburban counterparts to be directly responsible for

the provision of basic services. Table 8.

Accordingly, small cities in the metropolitan areas tend to

have a smaller debt outstanding than do their nonmetropolitan

counterparts. Only 35 percent of metropolitan cities, but 55

percent of nonmetropolitan cities had an outstanding debt of

$10 million or more. But nonmetropolitan cities were less likely

to back their debt with the full faith and credit of the

municipality. Thus, 61 percent of nonmetropolitan cities had at

least 25 percent of their outstanding debt nonguaranteed. Tables 9

and 10.
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As shown in Table 6 , it is not clear (at least among cities

ranging in size of 25 to 50 thousand) that bond ratings are

decisively lower among nonmetropolitan cities.

Revenues and Dependency

Looking at the revenue patterns in Tables .and 1,2- reveals

the declining importance of the property tax as a source of

revenues among small cities. Nevertheless, this tax remains

the major source of all general revenues derived by these cities.

On the other hand, intergovernmental transfers have increased.

Like all cities, small cities still get proportionately more of

their intergovernmental aid from the state government. But the

increase in the flow of funds from the federal government to

small cities is spectacular. This aid has increased by over

800 percent (twice the rate of increase of all cities taken

together) in the short period ranging from 1970 to 1976. Table 13.

Table 14 helps us to look at this dependency as it relates

to growing and declining cities and as it relates to those cities

in metropolitan as opposed to those in nonmetropolitan areas.

It also shows that dependency is greater among nonmetropolitan

cities. Just over half of the metropolitan cities (52 percent)

obtained 75 percent or more of their general revenues from their

own source compared to 31 percent of nonmetropolitan cities.
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The data do show as well that growing cities rely more heavily

on their own source of revenues than declining cities do.

Forty-three percent of the growing cities compared to 32 percent

of declining cities obtain 75 percent or more of their revenues

from their own source.

The heavy reliance on outside sources while making the

local government less vulnerable to the displeasure of local

taxpayers does reduce local initiatives.6

Another consequence of this increase in dependency is the

heavy administrative burden which has been placed on these small

cities. It is reported by many of them, for example, that the

most difficult task they have in discharging the responsibilities

of the Community Development Block Grant is in completing the

financial and administrative paperwork.7 Partly as a consequence

of the federal demands on the administrative and financial

components of these governments, their expenditures on financial

administration-more than doubled between 1969 and 1976. Admittedly,

part of this increase is financed by the federal government which

permits the use of some fraction of program funds for administrative

costs.
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Conclusions

We make a serious error in not giving adequate attention 
to

the role of small cities in determining the overall economic

behavior of cities in general. Small cities account for a

significant part of the expenditures of city governments.

Consequently, as a group, they have a significant 
impact on

resource allocation. But size is not an exclusive determinant

of the economic behavior of cities; therefore, we have 
shown in

this testimony some significant differences between 
small cities

depending upon their metropolitan or growth status.

Perhaps the most outstanding feature of the recent fiscal

trend in small cities is their growing dependence on the federal

government. This trend is not all negative. To some extent it

represents partial federal financing of expenditures 
mandated

by the federal government. In some respects, as is true of

the various countercyclical measures, it represents 
federal

intervention to relieve fiscal and economic pressures 
on small

cities. Hence, my own study has shown that 75 percent of small

cities have relied on CETA to offset the employment 
impact of the

recession. It is also true that part of the fiscal dependency

reflects a voluntary action on the part of local governments 
to

participate in federal programs which are optional. 
My own study

shows that over 85 percent of small cities applied 
for participation

in the Community Development Block Grant Program.8 
The implication
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is that in spite of the "price" that the federal government

extracts for participation by small cities in programs and

in spite of the negative side effects of this intervention, the

overwhelming majority of small cities would be fiscally hurt

by the termination of these programs.
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1. United States Department of Transportation, Highway Statistics:
Summary to 1975 (Washington, D.C., United States Government
Printing Office, 1976) p. 211.

2. Federal Bureau of Investigation, Uniformed Crime Report
(Washington, D.C., United States Government Printing Office,
1976) pp. 146-149.

3. Herrington J. Bryce, Planning Smaller Cities (Lexington Books:
forthcoming 1978), Chapter IV.

4. For a discussion of the marketability of debt instruments of
small cities, See John E. Petersen, "The Borrowing Costs
of Small Cities" in Herrington J. Bryce (ed.) Small Cities

in Transition: The Dynamics of Growth and Decline (Cambridge,
Massachusetts, Ballinger, 1977), pp. 365-368.

5. Herrington J. Bryce, op. cit.

6. For an additional view of the dependency phenomenon among small
cities, see John Shannon and John Ross, "Cities: Their
Increasing Dependence on State and Federal Aid," in
Herrington J. Bryce (ed.) Small Cities, pp. 189-208.

7. The Department of Housing and Urban Development, Community
Development Block Grant Programs, Secomd Annual Report,
(Washington, D.C., United States Government Printing Office)
p. 10. Approximately 10 percent of county program costs
in CDBG were federal paperwork, and 5 percent of municipal
program costs resulted from federal paperwork requirements.
See Timothy D. Mead, Impact of Federal Paperwork on State
And Local Governments: An Assessment. Report to the Commission
on Federal Paperwork, July 15, 1977, pp. 48-53, 69-72.

8. See Herrington J. Bryce, Planning Smaller Cities, op. cit.
Chapters VII and VIII.
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Table 1

General Expenditures of Cities, by City Size and Type
of Expenditure, Percent Distribution, 1975-76

GENERAL EXPENDITURE

Capital outlay

Other general
expenditure

GENERAL EXPENDITURE

Education

Highways

Public Welfare

Hospitals & Health

Police

Fire

Sewerage and
Sanitation

Parks and
Recreation

Housing and urban
Renewal

Libraries

Financial Adminis.

General Control

General Public Bldgs.

Interest on Debt

Other

All |With Population

Cities 25,000 to

49,999
Millions of Dollars

54,425 13,465

9,312 3,040

45,113 10,426

7,610

4, 245

4,544

3,462

6,015

3, 257

5,557

2,558

1,525

684

912

1,611

934

2,683

8,828

1,246

1,886

69

690

1,827

953

2,009

766

160

196

321

597

329

573

1,842

Al With
All Population

Cities 25,000 to
49,999

Percent

100.0 100.0

17.1 22.6

82.9

14.0

7.8

8.3

6.4

11.1

6.0

10.2

4.7

2.8

1.3

1.7

3.0

1.7

4.9

16.2

77.4

9.3

14.0

0.5

5.1

13.6

7.1

14.9

5.7

1.2

1.5

2.4

4.4

2.4

i' 4.3

13.7

Prepared by Academy for Contemporary Problems Staff from data in:
U.S. Department of Commerce: City Government Finances in 1975-76,
(Washington, D.C.: U.S. Government Printing Office, 1977) p. 7.

33-595 0 - 78 - 8
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Table 2

Capital Outlays for Selected Items, by City Size,

Percent Distribution and Percent Change

1975-76

Selected
Items

1975-1976

Total Capital Outlay
For General Expenditure

Selected Items

Education

Highways

Hospitals

Sewerage

Housing and Urban.
Renewal

Public Buildings

Dollars (Millions)

All 25,3000
Cities 49,999

9,312 3,040

669

1,801

207

2, 296

633

374

134

702

111

737

85

157

Percent Distrib.

All 25,000
Cities 49,999

100.0

7.2

19.3

2.2

24.7

6.8

4.0

100.0

4.4

23.1

3.7

24.2

2.8

5.2

Percent Change

All 25,000
Cities 49,999

66.6 85.4

21.9

61.1

88.2

160.6

-9.2

129.4

94.2

87.7

270.0

100.8

25.0

157.4

Prepared by the Academy for Contempoary Problems Staff from data in:

U.S. Department of Commerce: City Government Finances in 1975-76,

(Washington, D.C.: U.S. Government Printing Office, 1977)p. 7



Table 3

Percent of General Expenditure Allocated to Capital Outlay
for Cities with 1970 Population of 50,000 to 100,000

Fiscal Year 1975-76 (by Declining or Increasing Population, 1970-75)

All | . Percent for Capital Outlay

Cities Under 25 25 - 49 50 - 74 75 - 100

. NumberTOTAL 230 157 65 8 0
Declining 118 91 22 5 0
Stable or Increasing 112 66 43 3 0

Percent
TOTAL 100.0 68.3 28.3 3.5 0.0
Declining 100.0 77.1 18.6 4.2 0.0
Stable or Increasing 100.0 58.9 38.4 2.7 0.0

Percent

TOTAL 100.0 100.0 100.0 100.0 100.0
Declining 51.3 58.0 33.8 62.5 -
Stable or Increasing 48.7 42.0 66.2 37.5 |

Prepared by Academy for Contemporary Problems Staff from data in:
Barbara H. Grouby and Mary A. Schellinger, "Profiles of Individual Cities." in
The Municipal Year Book 1978 (Washington, D.C.: International City Management
Association, 1978), pp. 3-44.



Table 4

Bond Ratings of Cities with 1970 Population of 50,000 to 100,000

by Declining or Increasing Population, 1970-75

I , I I n I nT~r - fDvr7T OF CITIEST

TOTA-:

Declining

Stable or
Increasing

Cities
Number

230

118

112

____________________ 4

.Aaa

3.5

4.2

2..7

Aa

26.1

25.4

26.8

Al A IBaal

F III Il

24.8

22.0

27.7

22.2

20.3

24.1

Prepared by Academy for Contemporary Problems Staff from data in:

Barbara H. Grouby and Mary A. Schellinger, "Profiles of Individual Cities."

in The Municipal Year Book 1978 (Washington, D.C.: International City

Management Association, 1978) pp. 3-44..

Baa I NA I

4.3 3.5 I 15.7

5.1 5.1 17.8

3.6 I 1.8 13.4

�- r- r-

I

-c1-- w ----NU -a



Table 5

Percent of Gross Outstanding Debt Which Is Nonguaranteed
for Cities with 1970 Population of 50,000 to 100,000

Fiscal Year 1975-76 (by Declining or Increasing Population, 1970-75)

.All 1l____... Percent Nonguaranteed lCitis 11
citie__ Under 25 25 -49 50 -74 75 -100 J NA

Number

TOTAL 230 41 54 37 34 64

Declining 118 18 25 18 15 42
Stable or Increasing 112 23 29 19 19 22

Percent

TOTAL 100.0 17.8 23.5 16.1 14.8 27.8

Declining 100.0 15.3 21.2 15.3 12.7 35.6

Stable or Increasing 100.0 20.5 25.9 17.0 17.0 19.6

Prepared by Academy for Contemporary Problems Staff from data in:
* Barbara H. Grouby and Mary A. Schellinger, "Profiles of Individual Cities.` inThe Muunicipal.Year Book 1970 (Washington, D.C.: International City ManagomcntAsZociatfon, 1978), pp. 3-44. C



Table 6

Bond Ratings of Cities with 1970 Population

of 25,000 to 50,000, by Metropolitan-Nonmetropolitan Stuatus

All
Cities

TOTAL

Metropolitan

Nonmetropolitan

TOTAL

Metropolitan

Nonmetropolitan

4DZ

279

173

100.0

100.0

I100.0

Bond Ratings - I

Aaa Aa I Al Ba Sal i Baa Ba I A

*Number

5 93 92 114 i 16 30 1 1 101

1 56 57 70 1 8 16 1 1 70

4 38 35 44 1 8 14 0 30

1.1

0.4

2.3

20.6

20.1

22.0

Percent

20.4 ! 25.2
20.4 25.1

20.2 25.4

3.5

2.9

4.6

6.6
5.7

8.1

0.2

0.4

0.0

22.3

25.1

17.3

Prepared by Academy for Contemporary Problems Staff from data in:

Barbara H. Grouby and Mary A. Schellinger, "Profiles of Individual Cities." in

The Municipal Year Book 1978 (Washington, D.C.: International City Management

Association, 1978), pp. 3-44.



Gross Outstanding Debt for Cities with 1970 Population of
50,000 to 100,000, Fiscal Year 1975-76

(by Declining or Increasing Population, 1970-75)

All ______ Gross Outstanding Debt ($000)
Cities Under | 100- 1,000- 10,000- 25,000 50,000- 100,000- 150,000- 200,000-

100 999 9,999 24,999 49,999 '99,999 149,999 199,999 & over

Number
TOTAL 230 5 5 46 84 60 24 4 1 1

Declining 118 5 3 25 49 25 10 1 0 0

Stable or Increasing 112 0 2 21 35 35 14 3 I i 1

ercent
TOTAL 100.0 2.2 2.2 20.0 36.5 26.1 10.4 1.7 0.4 0.4

Declining 100.0 4.2 2.5 21.2 41.5 21.2 8.5 0.8 0.0 0.0

Stable or Increasing 100.0 0.0 1.8 18.8 31.2 31.2 12.5 2.7 0.9 0.9

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ * I I_ _

Prepared by Academy for Contemporary Problems Staff from data in:

Barbara H. Grouby and Mary A. Schellinger, "Profiles of Individual Cities-," in
The Municipal Year Book 1978 (Washington, D.C.: International City Management
Association, 1978), pp. 3-44.

Ij



Table 8

Percent of General Expenditures Allocated to Capital Projects,

for Cities with 1970 Population of 25,000 to 50,000,

Fiscal Year 1975-76 (by Metropolitan Status)

TOTAL

Metropolitan

Nonmetropolitan

TOTAL

Metropolitan

Nonmetropolitan

Percent for Capital Projects I
All

Cities Under 25 25 - 49 50-74 75- 100 NA I
I I_- I- - -

452I
4 52

279

173

100. 0

100.0

100. 0

Number .l

284 121 25 15

188 57 14 14

96 64 11 1

Percent

62.8 26.8 5.5 3.3

67.4 20.4 5.0 5.0

55.5 37.0 6.4 0.6

/

6

1

1. 5
2 .2

0 .6

Preparcd by Academy for Contemporary Prcblems Staff from data in:

_~ =-ar -,-.. Grouby and Mary A. Schallingor, "Profiles of Individual Cities." in

a -.:.nciapa1 lear Boo'- 1978 (Washington, D.C.: International City Management

Association, 1978), pp. 3-44.

I

I
-I



Table 9

Gross Outstanding Debt for Cities with 1970 Population of 25,000 to 50,000

Fiscal Year 1975-76 (by Metropolitan-Nonmetropolitan Status)

All ~~~~~GROSS OUTSTANDING DEBT ($000) ________ _____Cities Under 100- *T00W 17T N DEBT 50,0000 -00000 150 000 200,000 NA
l C________________ 100 999 9 ,999 49,999 99,999 149,999 1 9and over

Number

TOTAL 452 4 30 210 148 36 7 2 0 0 15

Metropolitan 279 4 29 135 75 16 6 1 0 0 13

Nonmetropolitan 173 0 1 76 73 20 1 1 0 0 1

Percent

TOTAL 100.0 0.9 6.6 46.5 32.7 8.0 1.5 0.4 _ 3.3

Metropolitan 100.0 1.4 10.4 48.4 26.9 5.7 2.2 0.4 _ _ 4.7

Nonmetropolitan 100.0 0.0 0.6 43.9 42.2 11.6 0.6 0.6 _ _ 0.6

Prepared by Academy for Contemporary Problems Staff from data in:

Barbara H. Grouby and Mary A. Schellinger, "Profiles of Individual Cities," in
The Municipal Year Book, 1978 (Washington, D.C.: International City Management
Association, 1978) pp. 3-44.



Table 10

Percent of Gross Outstanding Debt Which Is Nonguaranteed
for Cities with 1970 Population of 25,000 to 50,000,

Fiscal Year 1975-76 (by Metropolitan and Nonmetropolitan Status)

I Percent Nonguaranteed
All

Cities Under 25 25 - 49 50 74 75 -100 NA

Number

TOTAL 452 95 77 65 94 121

Metropolitan 279 61 46 36 48 88

Nonmetropolitan 173 34 31 29 46 1 33

Perc nt

TOTAL 100.0 21.0 17.0 14.4 20.8 26.8

:.:etropoliton 100.0 21.9 16.5 12.9 17.2 31.5

Nonmetropolitan 100.0 19.7 17.9 16.8 26.6 19.1

-rspo:rocd .-y Academy for Contemporary Problems Staff from data in:

BRrb-ar E . c-ro"by o' fily A.Schellinaar, Profiers of Indivdual Citios.' inTmo::.-'nic2ia cior Book 1976 CWashingtc-n, D.C.: International City Management
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Table 11

General Revenue of Cities, by City Size, and Type of Revenue

and Percent Distribution, 1969-70

Cities with ~~Cities withCiielwthAll Pppulations
Cities Populations of Citie 2 toCiis 25,000 to

49 9 9 9 s 49999 t

Millions of Dollars Percent

GENERAL REVENUE 26,621 6,270 100.0 100.0

From Government Sources 7,906 1,356 29.7 21.6

State 6,173 1,066 23.2 17.0

Federal 1,337 180 5.0 2.9

Local 396 109 1.5 1.7

From Own Sources 18,715 2,011 70.3 78.4

Taxes 13,647 3,193 51.3 50.9

Property 9,127 2,346 34.3 37.4

Sales 2,422 214 9.1 7.9

Other 2,098 352 7.9 5.6

Current Charges 3,113 1,010 11.7 16.1

Miscellaneous 1,955 712 7.3 11.4

Prepared by the Academy for Contemporary Problems Staff from data in:

U.S. Department of Commerce: City Finances in 1969-70 (Washington, D.C.;
U.S. Government Printing Office, 1977) p. 7.
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Table 12

General Revenue of Cities, by City Size, and Type of Revenue

and Percent Distribution, 1975-76

All Cities with ~~~Cities Witl

Cities Population of All Population
11 J25000a wto Cties of 25,000

49,999 -to 49,999

Millions of Dollars Percent

GENERAL REVENUE 55,341 13,839 100.0 100.0

From Government Sources 22,234 4,635 40.2 33.5

State 13,772 2,595 24.9 18.8

Federal 7,442 1,656 13.4 12.0

Local 1,021 383 1.8 2.8

From Own Sources 33,107 9,205 59.8 66.5

Taxes 23,336 5,850 42.2 42.3

Property 14,165 3,912 25.6 28.3

Sales 5,109 1,262 9.2 9.1

Other 4,063 677 7.3 4.9

Current Charges 6,161 2,086 11.1 15.1

Miscellaneous 3,611 1,269 6.5 9.2

Prepared by Academy for Contemporary Problems Staff from data in:

U.S. Department of Commerce: City Government Finances in 1975-76,
(Washington, D.C.: U.S. Government Printing Office, 1977), p. 7.
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Table 13

General Revenue of Cities, by City Size and Type
of Revenue, Percent Change, 1975-76.

City

All Populations

Cities I25,000 to

GENERAL REVENUE 107.9 110.7

For Government Sources . 181.2 241.8

State 123.1 143.4

Federal . 456.6 820.0

Local 157.8 251.4

From Own Sources 76.9 87.3

Taxes 71.0 83.2

Property 55.2 66.8

Sales 110.9 155.5

Other 93.7 92.3

Current Charges 97.9 106.5

Miscellaneous 84.7 78.2

UTILITY REVENUE

Water Supply 56.9 59.9

Other Utility 112.6 118.4

Prepared by Academy for Contemporary Problems Staff from data in:
U.S. Department of Commerce: City Government Finances in 1975-76,
(Washington, D.C.: U.S. Government Printing Office, 1977) p.7..

Li



Table 14

Percent of General Revenue From Own Sources

for Cities with 1970 Population of 25,000 to 50,000
Fiscal Year 1975-76 (by Metropolitan Status)

Prepared by Academy for Contemporary Problems Staff from data in:

Barbara H. Grouby and Mary A. Schellinger, "Profiles of Individual Cities." in

The Vunicipal Year Book 1978 (Washington, D.C.: International City Management
Association, 1978), pp. 3-44.



Table 15

Percent of General Revenue From Own Sources
for Cities with 1970 Population of 50,000 to 100,000,

Fiscal Year 1975-76 (by Declining or
Increasing Population, 1970-75)

All ______ ~Percent from own Sources
Cities Under 25 25 - 49 50 - 74 75 - 100

Number

TOTAL 230 2 13 129 86

Declining 18 1 8 | 71 38

Stable or Increasing 112 1 5 58 48

_ Percent

TOTAL 100.0 0.9 5.7 56.1 37.4

Declining 100.0 0.8 6.8 60.2 32.2

Stable or Increasing 100.0 0.9 4.5 51.8 42.9
Percent

TOTAL 100.0 100.0 100.0 100.0 100.0

Declining 51.3 50.0 61.5 55.0 .44.2

Stable or Increasing 48.7 50.0 38.5 45.0 55.8

l3 . 5

Prepared by Academy-for Contemporary Problems Staff from data in:

Barbara H. Grouby and Mary A. Schellinger, "Profiles of Individual Cities." inTeuncipal Year Book 1978 (Washington, D.C.: International City M4anagement
Associaton, 1978), pp. 3-4
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Representative MOORHEAD. Thank you.
Without objection, the entire statements of all of the members of

panel No. 2 will be made a part of the record.
Mr. Chairman?
Chairman REtSS. I think, Representative Moorhead, it would be

expeditious and fair, if it is all right with every member of the com-
mittees, if we now withheld the third panel of three sterling witnesses.
and if the eight of us members here at the table, under the 5-minute
rule, proceeded to examine the seven witnesses who we have before us.

We then will hear from the second panel in 30 minutes, and start in
the questioning on the part of the members of the committee where we
left off.

Is there any objection to that procedure?
[No response.]
Chairman REUSS. If not, let me start out.
Mr. Jacoby, yours, like the others, was a fascinating paper. One

is struck by the fact that here the Federal Government has been giving
$2 billion or more a year in generalized revenue sharing to the States.

California somehow or another ends up with $5 billion of do-re-mi
which, mythological or not, seems to be of a nature that can be returned
now to localities and some of the taxpayers.

Tax assessments and tax rates on homes did go up frightfully in
your State, as who knows better than you?

How did this all come about? Could not some light be thrown on
this by the action of the smallish cormmunity of Petaluma, where the
city fathers said: "Look, we are tired of taxing existing homeowners
to provide free or subsidized streets, highways, sewer extensions, wa-

ter extensions, utilities to new subdivisions whose speculator-devel-
opers are then able to sell for less than would be the case had they paid
the full price, which results in a tax burden being loaded on the poor

souls who got there first, for which they get no visible benefit?
I am not suggesting that is the whole story but there is this tre-

mendous population boom you had in California, and with your cli-

mate and fine country, I can understand why you had it. Couldn't that

be part of this ghastly problem which Jarvis-Gann finally made con-
tact with?

Mr. JACOBY. Well, Chairman Reuss, I think the answer is yes. It cer-

tainly had a great deal to do with it. I believe that in interpreting
the proposition 13 episode in California, one must bear in mind that

California had been backward in reforming its State and local revenue

system to reduce reliance on property taxation. The State was increas-

ingly relying on property taxes to finance not only so-called property-

related services-street maintenance, lighting, sewers, water, police,

and fire protection-but also the increasinglY expensive people-related

services of recreation, welfare, health, and education.
Just to give you a figure, in 1977 the best estimate I have been able

to make of the cost of property-related services in California was

$3.9 billion. But the State and local governments were collecting $11

billion from property owners, and this figure was simply skyrocketing
as inflation and speculation was driving up the prices of homes and

other real estate. So that the pinch on the local property owner, who

was unfairly bearing a burden that ought to be shared more generally,
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combined with the buildup of the State surplus to create a political
problem that apparently the California Legislature was unable to
solve.

For 3 years, the surplus built up, while the legislature struggled
with various formulae for reducing property taxes that everybody
agreed were excessive and were threatening the continued tenure of
people in their homes. With a 3-percent average State property tax
rate and homes that had been selling for $40,000 a few years ago
now selling for $125,000, you can see how the burden was simply
unbearable for the elderly and for the poor.

So that the State was faced with this political problem of utilizing
the surplus to cut property taxes. And it brought forth a number of
formulae that were unsatisfactory, and after 3 years, it appeared to
the people that the legislative pocess had broken down.

Here I would like to comment on the question raised by Mr. Kelly.
He asked quite properly whether California Government was not
taken over by volunteers. Well, yes. But this is true whenever the
initiative and referendum is utilized. And I think more than half
the States provide for the initiative and referendum in cases where
the legislative process has failed to produce a solution. So the people
in this case produced their own solution, some 5 million people who
voted for proposition 13.

I don't see this as a flaw in our democracy. I think it is unfortunate
that the legislative process did not produce a solution. But I think
it is fortunate that we do have a safety valve in the referendum and
initiative where legislative action fails, as it did in California.

But that is now part of past history. Another question raised by
Representative Kelly was whether cuts in salaries of Government em-
ployees, instead of firing them, might not serve to make an adjust-
ment that is desirable. Well, as I pointed out in my paper, one of the
adjustments to proposition 13 in California was a moratorium on all
State and local hiring and on pay increases. No local government
could get any State subvention unless it followed the rule of the
State. The State was the fiscal disciplinarian for the local govern-
ments. So we have had a freeze and will have a freeze this year on
local government pay increases, benefit increases, and hiring, which
will go a very long way toward reducing the cost of government in
California by the 10 percent that I referred to in my paper.

Chairman REUSS. Thank you very much, Mr. Jacoby. My time has
expired.

Representative Moorhead?
Representative MOORHEAD. Thank you, Mr. Chairman.
I am well aware that there has been some criticism of the national

income account figures. Isn't it the situation, however, that the figures
are correct, but it is the use of them for purposes for which they were
not intended that causes the difficulty ? Professor Gramlich?

Mr. GRAMILICH. That is exactly right. The Department of Commerce
gets the national accounts budgets by just adding up the accounts
of various sectors of the economy in conventional ways. Those sur-
pluses really are there. But you are exactly right in saying that the
interperetation is what is the question. In my statement I tried to dis-
tinguish between the interpretation for macroeconomic purposes,
where it really is saving, from an interpretation in Federal aid policy,

33-595 0 - 78 - 9
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wlhih should be determined on a longer run basis and where the sur-
plus is not particularly relevant.

Representative MOORIHEAD. Mr. Peterson, you have painted a rather
positive picture of the fiscal recovery of our cities. Isn't there a dis-
tinction, however, between what I would call the basic economic
recovery, recovery of the tax base through job and population
increases?

Mr. PETERSON. Yes. I would like to draw three distinctions, in fact.
One is the strict financial condition of the cities, whether they are in
significant jeopardy of a financial crisis. I think the answer to that
question, with the exception of one or two cities, most conspicuously,
Cleveland, is no; the finances are in rather sound shape now and they
recovered well.

The second question involves the longer term fiscal condition of the
cities, which I would measure primarily by their tax bases and their
ability to raise funds from their own tax bases. On that account you
cannot be very sanguine. Most of these cities have had stagnating
tax bases; some of them have had declining tax bases in the face of
very rapid inflation. Their ability to provide for themselves, through
their own taxable resources is slight and deteriorating, which makes
a case for some kind of permanent assistance, I think, from other
levels of government. This assistance should be designed, however,
to equalize tax capacity, to enhance their ability to purchase services
themselves, not to stimulate additional local spending.

The third level of consideration is the economic base of the cities.
This is partially related to their fiscal capacity over the long run, but
also an independent concern.

On that score, we have greatly varying trends at this point. Some
cities have shown signs of more than cyclical recovery. Others have
not.

The Federal Government quite properly is directing much of its
attention to stimulating investment in those cities that have not been
able to recover economically.

Representative MOORHEAD. There is an interesting difference be-
tween Mr. Bryce's report and yours, Mr. Peterson. Mr. Peterson, you
report that capital spending, referring mostly to the larger cities, and
on repair and maintenance, has borne the brunt of the fiscal adjust-
ment.

On the other hand, Mr. Bryce, you report that the smaller cities
have actually increased their capital expenditures.

Can you gentlemen give me a- reason why the smaller cities go one
way and the larger cities go the other -way ?

Mr. BRYCE. Yes. first of all. I would like to noint out that many
of the smaller cities did begin to experience the effects of the re-
cession much later than some of the larger cities. I think my figures
in one of the reports I have done show something like 60 percent of
the smaller cities having to postpone some amount of their capital
programs.

I think that there are a couple of things. One is that to some extent
Mr. Peterson's figures, I believe, might take into account some of the
effects of increases in prices. My figures do as well, and to some extent
some of the differences might just be an adjustment of the figure.

I think, however, I do not want to give the impression, as I said in
the first part of the statement, that smaller cities were not also af-
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fected. Around 60 percent of them did reduce capital expenditures.
To some extent, also, increases in capital expenditures were also
aided by some of the intergovernmental transfers. Take the commu-
nity development block grant, for example, in one particular func-
tion, sewer and sanitation, those small cities which use discretionary
funds, a large portion of them use those discretionary funds for
sewer and sanitation expenses.

Again, to underline the point, increases- in capital expenditures
by many of these cities during this particular period of time was en-
abled in part by Federal Government transfers.

Mr. PETERSON. Let me just make one comment.
In the broad picture over the last decade, capital spending by

State and local governments, in real terms, has been down quite
sharply and has been down very severely in the last 2 years up until
the most recent few months when it has recovered in part because
of local public works programs that percolate through the economy.

One particular handicap that these fiscally distressed, large cities
faced was that they were unable to gain access to the bond market
during 1975 and 1976. That inability to borrow had consequences in
the succeeding years as they drew down their capital funds and had
no cash with which to invest in their canital stock. Certainly for in-
dividual cities, that has been of primary importance.

Representative MOORHEAD. My time has expired.
Chairman RErrss. The time of the gentleman has expired.
Mr. Kelly?
Representative KELLY. Thank you, Mr. Chairman.
Mr. Jacoby, I would like to ask you, are the property taxes in New

York about the same, more or less, than they are in California?
Mr. JACOBY. I really lack information to answer that. I can say

that the overall average property tax in California before the propo-
sition 13 was 2.8 percent of market value.

Representative KELLY. Does anyone on the panel know are the
property taxes higher or lower in New York?

Mr. PETERSON. Thev have been moderately lower, sir.
Massachusetts and New Jersey lead the country.
Representative FE NwVICH. What was that?
Mr. PETERSON. Massachusetts and New Jersey have had the highest

rates, followed at some distance by California.
Representative KELLY. Then the situation seems to be that we then

plav a sort of cynical game in this whole business of Government as
it is presently being operated. New York City pays the highest taxes
in the United States of America, when everything is considered. Cali-
fornia does not pay taxes that are as high; yet they revolted. So the
game is for the political establishment, the Government as it now
exists, to milk the public and the economy in a way that it doesn't
sting so that the public's attention won't be called to it. And if they
can milk the public a great deal and sting them a little, then that is
successful Government under the present-day criteria.

So in New York the politicians are just more successful at this
game of milking without stinging, because they get more and create
less discomfort among the public.

Is that a fair description of what we are about?
Mr. JACOBY. May I comment, sir?
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Mr. COOPER. No; it is not.
Mr. JACOBY. I am not intimately familiar with the New York

fiscal situation, but I would like to comment on California's.
I think it is important to recognize that California has relied far

more heavily on property taxation for its total to finance State and
local services than has the average State.

It is also important to recognize that we are a relatively high-taxed
State. A recent study shows that the overall tax burden in California
ranks only Ifter Alaska and New York, and the margin behind New
York is not very large.

We also have relied very heavily on property taxes.
Representative KELLY. Well, that is the point I was making. The

mistake there was not how much you milk the cow but that you were
not careful about it, and you just pulled the wrong thing.

Mr. JACOBY. I think we pulled the right plug, sir.
Mr. COOPER. Speaking as someone who has to deal with the voters

at the local level, I disagree with your comment about milking the
public. The public wants the service but does not want to pay for it.
When we closed our libraries temporarily, the public came in and
said, "We voted for 13, but we did not mean for libraries to be closed.
We want you to close welfare, because we are not getting welfare
benefits."

Everybody wants-everybody sees their service as the bone and
somebody else's service as the fat.

Representative KELLY. Let me ask you this, then. In New York
City, in order to accomplish some economy, they reduced the number
of people that were working by over 215 percent, but yet reduced the
cost of maintaining the services bv only 1 percent, and I think the
public is really getting flimflammed in this whole operation.

Mir. COOPER. The public wants to be flimflammed.
Representative KELLY. One person came into the library and said

that, but the whole public did not come into the library and say that
and probably does not share any such view.

But let me ask you this: Isn't it a truth that there are an awful lot of
things that the Government itself is doing that increase the cost of
doing business for all local governments, like the Davis-Bacon Act?
Isn't that just an arbitrary imposition of inefficiency and excessive
costs on local government?

Mr. COOPER. Congressman, I continually go to Sacramento and
Washington and face the same problem with the legislation, fair labor
standards or unemployment insurance, or something else comes up, and
I say, "Look, we don't need this. We have put unemployment insurance
into our labor agreement," for example. Alameda County does not
need this legislation. But you can point to a thousand counties in this
country that are not doing a competent job. And so you get horrible
examples.

You are going to have the same thing on pensions. We are 80 percent
funded and we are going toward 100 percent, but you can dig up a lot
of local jurisdictions in this country that are probably zero percent
funded.

On the other hand, General Motors is $10 billion underfunded. It
is hardly unique to the public sector to be underfunded in pensions,
and there are other solutions to that.
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Representative KELLY. Mr. Chairman, I would like to ask unan-
imous consent that I be permitted to revise and extend the remarks
that I made in the record earlier.

Chairman REUSS. Is there objection?
[No response.]
Chairman REUSS. Hearing none, so ordered.
Mr. CoopII. Could I comment on one thing Mr. Kelly commented

on earlier, because I am directly involved in this.
My county has laid off more public employees since proposition 13

than any other county in California, because we are concerned if we
don't lay them off, if we don't lay off 10 percent this year, we will
have to lay off 20 percent next year, which will be impossible. Ten per-
cent is difficult. after you have spent 10 years trying to be more efficient,
but when you talk about cutting salaries, it is true, we have a salary
freeze for 1 year. But if you do that for 2 years, no pay increases, you
are going to-or if you start cutting salaries, you are going to lose
the competent people. They are going to go to private industry where
they can get decent salaries.

The same people that come in to me and say, "Cut those salaries,
those management salaries," are the same ones that bitch about the
way I administer the programs. And yet you want to cut the salaries,
get rid of the competent people, have them go to private industry and
have a higher percentage of incompetent people on your staff manag-
ing programs under civil service, and then they are going to have the
justification to say, "This is impossible. Close the whole thing down."

You cannot cut salaries. You know, we are generally 10 to 20 per-
cent below the Federal Government. A fair number of our people can
get comparable jobs in the Federal Government. Now, if you want to
cut your salaries and say we should also, I would be happy to go along
with that. Then, at least, I can have a chance of keeping some of those
competent people on miy staff. But how do you maintain-keep com-
petent people and not pay comparable salaries?

Chairman REUSS. The time of the gentleman has expired.
Representative KELLY. Pay less welfare.
Chairman REUSS. The Chair will point out that Senator Boe must

leave within the next 10 or 15 minutes. Therefore, if there are any
questions addressable to him, I would serve notice to the committee.

Mr. Pattison?
Representative PArrISON. Mr. Jacoby, you point out the systemic

bias toward Government overspending due to both unbalanced collec-
tive bargaining and pressure politics. I do not think we could disagree
with that.

Isn't there also a corresponding bias, a systemic bias when you are
actually cutting your budget or keeping your budget from going up
at the local level, a bias against maintenance and against capital ex-
penditures, because they are the easiest things to cut. For instance, not
fixing your sewer or not fixing your water system, because it is very
hard to go out to the public and say. "Look what I have done. I have
spent so much money maintaining the water system," or maintaining
the sewer. As long as the water keeps coming out, and the toilets keep
flushing, nobody really cares.

Consequently, you defer maintenance, as with the railroad experi-
ence. Because of the pressure group politics you keep some of the more
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visible things that people demand, and you ultimately get yourself in
the position where your bridges fall down, your sewers collapse, your
water system fails. Then you have an enormously expensive capital
project which you cannot fund, and you then come to the next level
of Government, or two levels up, and end up with that kind of situa-
tion.

With a spending limitation such as proposition 13, don't we similarly
run that risk of what you might call irresponsible government, or gov-
ernment that doesn't feel the same about market disciplines that you
might feel in a business?

Mr. JACOBY. Well, I don't feel that that is a very great risk. My
observation has been that where the people feel the need of some capital
asset or some maintenance expenditure, they will vote for it.

Representative PATTISON. If, in fact, you should spend, let us say.,
10 percent of the value of your sewer on maintaining it so that you do it
a little bit every year, people really don't feel the need for that very
much. No 4he has ever come to me and said, "We have really got to
maintain these bridges." It is when they fall down that the people feel
this need.

Mr. JACOBY. Well, they usually have to be impressed with the need
by some untoward event, I agree, but where there is a felt need by the
public, the public will spend the money.

For example, in my own city of Los Angeles the public has turned
down bond issues for new schools for some years. They don't believe
they are needed. And I think the figures show that many of our schools
are only half used; they are nct needed. On the other hand, the people
voted for a $30 million communications network for the police because
they believe-they felt the need for better law enforcement.

I think that we can trust the people to make wise decisions as to how
to allocate their incomes, as between public goods and private goods.
But don't overestimate their information. If you give them the infor-
mation, you will get a rational judgment from them.

Representative PAR'sON. It seems to me that what you are saying is,
that you can trust the people in the area of maintenance and capital,
but that you can't trust the people through their representatives, and
I assume you are still talking through representatives for maintenance
and capital. You can't trust them to resist the special interest local
pressure group politics or the collective bargaining pressures.

Where can I decide to trust the people?
Mr. JACOBY. We are talking about the vulnerability of the represent-

ative in a democratic government to the blandishments of special pres-
sure groups. I am not saying he's a bad man-he's just as good as the
rest of us-but his interest is in being reelected, and he finds that his
strategy is more successful if he caters to the interest of the special
pressure groups rather than the general public interest.

Representative PA'rsoN. I understand those pressures; I feel them
all the time. Each group wants their pieces of pie, and they want to take
it out of somebody else's piece of the T)ie. We understand that.

What I'm trying to point out is the flip side of that, and apparently
you don't agree with it, that as to the same lack of pressures, when it
comes to doing the difficult things that are invisible, the long-term
things-fixing the jail, for instance, is not something that too many
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people go out and campaign on. I haven't heard anybody campaign on
that basis, or very rarely. So that fixing the jail, fixing sewers, fixing
water systems that seem to be working well is also the sort of flip side of
that lack of pressure, and then you make the same kind of irresponsible
decision.

Mr. JACOBY. Well, as I say, if the public is informed of the need
for maintenance of public facilities, I believe they will vote for them.

There is no evidence that our public facilities overall are undermain-
tained, that I am aware of.

Chairman REUSS. The time of the gentleman has expired.
Senator McGovern?
Senator McGOVERN. Mr. Jacoby, I wonder if you would turn to page

8 of your prepared statement.
Near the top of that page, the first paragraph on page 8, you say,

"Senator George McGovern insulted two-thirds of California voters
by describing their action as 'degrading hedonism' which was 'moti-
vated by racism' and which would impose heavy burdens on the poor."

In all due respect, Mr. Jacoby, I never made any such statement.
Now, I notice you have footnoted your remarks to the July 2d issue

of the Los Angeles Times, is that correct?
Mr. JAcony. That is correct.
Senator McGOVErN. I would like to read just two or three para-

graphs from that article in the Los Angeles Times of July 2, which
I authorized:

The roots of the California tax revolt expressed in the passage of proposition
13 began growing long ago in the soil of an inflation fertilized by the escalation
of the Vietnam War and irrigated by the continuing arms race with the Soviet
Union. The media have placed too much emphasis on a recent remark I made
suggesting that while the tax revolt articulated a profound and legitimate anger,
it also had undertones of racism. Certainly, blacks and other minorities willstiffer disproportionately from the cutbacks imposed on California by the passage
of proposition 13. but I do not believe that the majority of voters was expressing
racial resentment. As inflated property valuations and the increasing cost of
living on all fronts leaped out of control, property owners finally saw an oppor-
tunity to react against taxes, inflation, and ineffective government all at once, but
it seems to me that there are far better ways than proposition 13 to make taxes
lower and fairer for everyone. Tvo-thirds of the proposition's tax relief will go
to commercial property, much of it owned by out-of-State interests, rather than
to California homeowners.

Mr. Chairman, I ask unanimous consent that the full text of this ar-
ticle from the July 2 issue of the Los Angeles Times be printed in the
record.

Chairman REuss. Without objection.
[The article referred to follows:]

[From the Los Angeles Times, Julp 2, 1978]

FEDERAL TAX REFORM AND DEFENSE CUTS ARE THE ONLY ANSWERS

(By George McGovern)'

The roots of the California tax revolt expressed in the passage of Proposition
13 began growing long ago in the soil of an inflation fertilized by the escalation
of the Vietnam War and irrigated by the continuing arms race with the SovietUnion.

I George McGovern, a Democrat. is the senior Senator froni South Dakota. He was hisparty's 1972 presidential standard-bearer.
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The media have placed too much emphasis on a recent remark I made suggest-
ing that while the tax revolt articulated a profound and legitimate anger, it
also had undertones of racism. Certainly, blacks and other minorities will suffer
disproportionately from the cutbacks imposed on California by the passage of
Proposition 13. But I do not believe that the majority of voters were expressing
racial resentment.

As inflated property valuations and the increasing cost of living on all fronts
leaped out of control, property owners finally saw an opportunity to react against
taxes, inflation and ineffective government-all at once.

But it seems to me that there are far better ways than Proposition 13 to make
taxes lower and fairer for everyone.

The trouble is that Proposition 13 offers relief to the majority by reducing
services vital to the minority and by creating new tax advantages for corporate
landowners. Two-thirds of the proposition's tax relief will go to commercial
property, much of it owned by out-of-state interests, rather than to California
homeowners.

Beyond this, the tax cut is so sweeping that once the temporary state surplus
provided by inflation is exhausted, public services of all kinds-police and fire
protection, education and recreation, sanitation and medical care, family assist-
ance and mental health-may have to be slashed sharply. The Jarvis formula
iay turn out to be the fiscal equivalent of the neutron bomb-a device that pre-
8erves property while destroying people.
* Californians voted for Proposition 13 because they had no better choice that

could both reduce unfair taxes and preserve essential services. But in view of
the underlying causes that contributed to that action, I suggest the alternative
steps of lowering federal spending on defense and eliminating both national and
state tax loopholes currently available to corporations. These steps could lighten
the tax burden on our citizenry and slow the ravages of inflation-not only in
California, but also throughout the nation.

Much of the inflation and rising governmental costs that have driven up prop-
erty valuations and taxes of all kinds originated with the cost of the Vietnam
War. That war accelerated rapidly after 1965 with no tax increase to pay for
it and no effective price and wage restraints to limit inflation.

The ultimate cost of the war to the American taxpayer, including veterans'
benefits and debt-carrying charges, will approximate $500 billion. That is a war
tax of $10,000 on each American household over approximately 10 years.

Nor is the Vietnam War the only factor still with us. Since the end of that strug-
gle, the arms race has been speeding up rather than slowing down. Annual U.S.
arms outlays have now skyrocketed to a current annual level of $126 billion.

In recent years we have squandered $51 billion on a useless, antiballistic mis-
sile complex in North Dakota, now abandoned; we spent nearly $5 billion on the
B-1 bomber before abandoning that project as unneeded. We have spent tens of
billions of dollars on the MIRV (multiple independently targeted re-entry ve-
hicles) missile system, which the Russians are now matchinz. This would not be
happening if a prohibition against MIRVs had been included in the first SALT
treaty, signed in 1972.

Now a summit round of Strategic Arms Limitation Talks is pending with the
Soviet Union. Should they fail or be substantially postponed, we will continue to
pile another $75 billion in extra arms spending onto the backs of American tax-
payers during the next five years.

Congress is about to force a $2.5 billion nuclear aircraft carrier on an Admin-
istration which insists that the carrier is unnecessary for national security. Al-
though the Soviet Union and the United States both have enough nuclear fire
power to pulverize each other many times over-no matter which side strikes
first-we are pushing ahead on plans for a costly new mobile missile system on
railroad tracks, plus a vast array of cruise missiles. The Soviets will doubtless
follow suit.

Former Defense Department official Townsend Hoopes and former Deputy
CIA Director Herbert Scoville have contended that the United States could save
$30 billion over the next four years in non-nuclear military forces-without
reducing our military effectiveness or our power to deter conventional war. Add
to that the $75 billion which a successful SALT II agreement could save over
the next five years. and it becomes clear that such savings could not only reduce
government expenditures, deficits and taxes, but in doing so, could also dampen
the fires of inflation.
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Beyond all this, there are ways to make taxes fairer for everyone-ways I first
proposed in 1972. At that time I urged that some of the loopholes in our federal
tax laws be closed, estimating the consequent savings at $28 billion. It was my
suggestion that these savings be returned to the states and earmarked for prop-
erty-tax relief-a proposal that would have cut California's property taxes in
half.

On March 21, 1972, I told the Senate: "The American people are angry with a
tax system which has become increasingly unjust and which places an enormous
burden on property owners. It is no exaggeration to say that we face a full-
fledged tax revolt. While the President and the Congress would have to decide
on the use of revenues resulting from tax reform, I believe that we must place
a high priority on their allocation for the purpose of reducing the property tax."

Six years later, after Proposition 13, it is even more urgent to eliminate loop-
holes in the federal tax code and pass the savings on in the form of tax relief
and strengthened public services.

Economist Arthur Okun of the Brookings Institution has suggested a further
measure which would use federal tax reduction to fight inflation rather than ag-
gravating it. Instead of offering President Carter's suggested broad tax cut of
$20 billion to corporations and individuals, he favors making a major part of this
reduction available to those businesses and their employees who agree to hold
down prices and wages.

Economist Robert Disner of Northwestern University has suggested other help-
ful tax revisions. He advocates a phaseout of the present 10% investment tax
credit for corporations, which would save the U.S. treasury $15 billion annually-
savings that could help finance either a tax credit or subsidy to employers for
50% of the cost of hiring and training Americans now without jobs. Second,
Eisner supports ending all payroll taxes for workers under age 20.

If Proposition 13 was indeed a cry for help, then that help must be constructive
and swift, as well as targeted directly at those whose pain is greatest. The com-
bination of prudent savings in our swollen arms budget, plus federal tax reform
based on common sense and designed to make our wiliest tax-avoiders bear their
share of the load, would serve us well.

Senator MCGOvERN. Even on the basis of what I have read, Mr.
Jacoby, I wonder how you draw the conclusions you did about my
analysis of proposition 13. Those phrases that you used don't appear
at all in the JTuly 2 issue of the Los Angeles Times.

Mr. JACOBY. I believe the article you have quoted was a second speech
you made which succeeded your initial speech in which these comments
that I quoted were made, sir.

Senator MCGOVERN. It's the only one that appeared in the July 2
issue.

Mr. JACOBY. Well, I will get the other citation.
Senator MCGOVERN. Well, let me read you the other citation. It

comes from a speech delivered here on June 17, in which I addressed
at considerable length a much larger problem than proposition 13,
that is, the whole question of the priorities of the Nation and the fair-
ness of our tax system as a whole.

Now, this is the only place in that 8-page, single-spaced speech where
any reference to racism is made. It is all in about three sentences, and
this is what I said:

And in conscience, some final words must be said. While the tax revolt ex-
presses profound and legitimate anger, it also has undertones of racism. A
news weekly quoted one California voter, and I quote: "It is those social services
that annoy me, social services for the colored, the Mexican, and so forth." Sixty
per'ent of the employees, maybe, laid off in Los Angeles, are members of minority
groups.

Now, frankly, Mr. Jacoby, I regret even raising, in a very minor
way, that there was an element of racism involved especially in the re-
sults of proposition 13. The reason I regret putting it in is not that
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it isn't true, but the fact that you and some of the news media have
seen fit to lift that out of context and to use it as the interpretation
of what I was trying to say about the essential unfairness of much of
our total tax structure in this country.

Mr. JACOBY. Well, if I mav say a word in reply, Senator McGovern,
it was not my purpose to pillory you but rather to criticize a rather
widely expressed view among the so-called liberal establishment of
the country that the excessive burdens of property taxes in California
and the very high cost of the inefficient government we are running
which led to proposition 13 should be explained by an effort to place
burdens on the poor or on racial minorities. This is not the case.

Senator McGOVERN. I just repeat again that I agree with you, that
is not a fair statement, and I never made any such statement.

Mr. Chairman, since my time is up, I ask unanimous consent that the
full text of the earlier speech of June 17 also be made a part of the
record.

Chairman REuss. Without objection, so ordered.
[The text of the speech referred to by Senator McGovern follows:]
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A VISION OF POSITIVE GOVERNMENT

Remarks by Senator George McGovern (D. -S. D.)
Americans for Democratic Action Annual Convention
Washington, D. C.
Saturday, June 17, 1978

We meet in a month when liberals are supposed to be in hiding. California
has voted overwhelmingly to approve Proposition 13. In New Jersey a
rightwing extremist has taken a Senate nomination by pledging to cut taxes
and to gut government. In Ohio a general rejection of bond issues may
close down schools in Columbus and Cleveland. Across the country
politicians are chasing and fanning the popular whirlwind. They are
seeking a mandate to govern by running against government itself.

So first of all let me affirm that I continue to be a liberal- a believer in
dynamic government unafraid to set important goals and to persist in their
achievement. I still believe that social justice and peace among nations
are the defining endeavors of our democracy. I do not concede that the
New Deal and the United Nations are out of date. I do not intend, in the
words of Edmund Burke, "to take up or lay down a great political system
for the convenience of the hour."

Expedient politicians have reversed Burke's standard of integrity:
apparently they are not in office "to support (their) opinion of the public
good"; but they "form (their) opinion in order to get into (office), or to
continue in it. " Candidates who sowed the wind with anti-government
slogans are reaping the whirlwind. It should come as no surprise that
citizens who hear government denounced as feckless will decide that the
futility is not worth their tax dollars. If Franklin Roosevelt had assailed
the needy and the old as shiftless and thriftless, could he have passed
unemployment compensation, rural electrification and social security?

Today politics is being malpracticed as tactics, not leadership. Tinmid
officials are repeating and reinforcing a despair of democracy. Last
January the President himself announced that the state of the union was
one of powerlessness - that "government cannot solve our problems...
define our vision... eliminate poverty... or reduce inflation....

In the past, in success and in adversity, the Democratic Party has stood
proudly for the possibilities of progress. Woodrow Wilson sought a
New Freedom at home and peace through law abroad; Franklin Roosevelt
brought a New Deal; Harry Truman fought for a Fair Deal; John and
Robert Kennedy opened a New Frontier; Lyndon Johnson and Hubert
Humphrey dreamed of a Great Society; and even in the crushing defeat
of 1972, we tried to call America home to its founding ideals. We have
not come this far to settle now for no deal. We are not Americans for
Democratic inaction.
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Let us insist that government can, and must, solve problems - that it

can, and must, eliminate poverty and reduce inflation - that it can, and

must set goals and define a vision for the nation. For it is as true now

as it was when Franklin Roosevelt quoted it in his inaugural address that

"where there is no vision, the people perish. " The danger is not the

immediate death of the system, but a steady decline of its capacity and

credibility. And people literally do perish in the process. Bad diets,

bad housing, and bad health care do take human lives. Abused children

and battered wives do suffer and die. Dangerous poorly policed neighbor-

hoods do kill people. Blacks and other minorities on average do die

four years sooner than whites; thousands of senior citizens do lose the

will to live out a neglected old age. And tnere is a death of hope among

Americans of every race and age who must live out lesser lives in a

lesser land. Beyond all of this may be the death of our planet if we do

not soon curb the arms madness.

A clear vision of a better country cannot offer mere abstractions and

disconnected echoes of the latest opinion polls. It asks not just for

efficient government; it asks efficient at what. It depends not just on

preaching love, compassion and competence - but on achieving results.

For faith without works is empty.

But the conventional cynicism replies that the liberal faith will not work

- that we should not try to move forward because the Great Society failed.

I am tired of hearing that myth from the politicians and officials who urged

the war that diminished the Great Society. They were not skeptical of

government then. They believed the American government could work

its will - in an Asian jungle. They were wrong. The final price of their

error will total $400 billion for the fighting and its aftermath. It was the

greatest single instance of government waste in any nation's history.

That is when the taxpayers should have revolted. Three weeks of the

Vietnam war at its height cost more than the highest budget of the war

on poverty for an entire year.

Because all the firepower finally proved to be powerless, because it could

not destroy enough villages in order to "save" Vietnam, does not meah

that we are helpless to save our own cities by saving them, or to prevent

needless malnutrition and illness, or to correct unemployment through job

opportunities, or to reduce poverty through welfare reform, or to harness

the sun and convert waste matter to energy. Government can do what is

possible domestically - but not if it pursues a wasteful, self-defeating

military globalism.

There is a fatal inconsistency in the nihilism of the new right that govern-

ment is only good for tax write-offs and costly new weapons. Their Senate

nominee in New Jersey emphasizes two issues - a 30 percent reduction

in federal taxes and an American withdrawal from the SALT talks. He

scorns the "free-spending" of government, but he would spend freely for

tens of billions of dollars of extra megatons. Howv would the bill be paid?

What programs would be slashed?

It is time to challenge the simplistic hypocrisies of the new right.

If government has the money to bail out Lockheed and Penn Central, why

is it powerless to help older people, neglected children and average

Americans - including those with black skin?

If government has billions for nuclear power plants, why does it lack the

resources to develop solar power instead?
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If government can find billions to dig 13-mile underground tracks for
intercontinental rissiles, why can't it restore railways and city transit
instead?

In 1976 we were pledged 2 decrease of five billion to seven billion dollars
in military waste; since then, vwe have had an increase of twenty billion.
And recently we have been invited to the brink of a new cold 'var. We
have heard no convincing rationale that current events in Africa outweigh
the fundamental, mutual interest of America and Russia in ending the
arms race before it ends all of us. But we have heard bombastic implica-
tions that who backed the lKatanga rebels is a more urgent concern than
SALT. Rather than proving that our leaders are tough enough, official
overreaction to such minor events may convince the public that any SALT
agreement that can be negotiated will be a bad one. How senseless it
would be to hazard Armageddon for Shaba Province.

The real spendthrifts are the hardline hawks whose "worst case" nightmares
are burdening the taxpayer, inflating our economy and jeopardizing the
peace. The signing of SALT I in 1972 has saved us $15 billion in a needless
ABM. The loss of SALT II would cost us $75 billion over the next five
years - ten times the total property tax cut in California under Proposition
13. The arms race fuels the fires of inflation and the tax revolt. To be
anti-waste is to be anti-war. In 1972. I urged military economies and
tax reform to finance property tax relief we ,vere six years ahead of
Howard Jarvis - and we explained how to pay the bill fairly. nda~y the
fault ior the heavy burden of unfair taxes rests not on liberal programs,
but on needess war, a reckless arms race and an unjust tax system
designed and continued by selfish special interests.

In stead voters are offered a degrading hedonism that tells them to ask what4 they can take from the needy - and conceals the fact that in effect they
.lso will take necessities from themselves. Television commercials
reassured Californians that local governments could lose revenues without
losing essential services. Voters in surveys believed that enough frills
could be eliminated. Now it turns out that the fri~lf include police ard
firefighters; that entire school systems may be shut down; that even if
they open, class sizes will soar as high as 170 pupils; and that Z25, 000
employees probably will be laid off - which will raise state spending for
unemployment compensation and welfare. Tax dollars will be shifted:
they will pay employees less to do nothing rather than enough to provide
services.

Ironically, two-thirds of the tax relief will enrich corporations and
corporate landowners - many of them absentee owners thousands of
miles from California. The homeowners knew it; but they believed that
to get a fair break for themselves, thley had to give that boon to the
corporations. Property taxes in California were fifty percent above the
national average. State officials had piled up a five billion dollar surplus.
They were proud of it. they cited it as evidence that they could cut
government down to size. And they fought over it: they delayed even
minor property tax reform. So people who literally were being taxed out
of their homes were so frustrated that they followed a pied piper - a
paid lobbyist for the real estate industry.
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Politicians looking to ride or ride out the whirlwind of Proposition 13

cannot see or shape a vision of tax justice. They have become instant

economizers and flailing taxcutters in the storm. The panic is non-

partisan. In New York, a Democratic official has suggested an arbitrary

ceiling on the number of state employees that would force tens of thousands

out of work; he did not say what services would be slashed. In the same

state the Republican candidate for Governor proposed a constitutional

amendment to limit local taxes; according to an aide, he left it deliberately

vague.

Here in Washington, officeholders have been busy compounding the deeper

causes and the worst inequities of the tax revolt. The President resurrected

his promise of a balanced budget by 1981, while simultaneously calling for

a tax cut and an even bigger Pentagon budget. That combination will bring

economic trouble if he really means it and disillusion if he does not. A

Congress that has spurned even meager reform of federal taxes has rushed

to cut the budget at least a little. Intent on not offending the powerful, the

House of Representatives attacked the weak. It voted down $225 million

to remove architectural barriers to the handicapped. What a spectacle

the majority made of themselves: after raising the Pentagon's billions,

they pinched a relative pittance for the halt, the lame, and the blind.

Was this one of those wasteful programs which will not work? Are we

short of the materials and designs to build ramps? Nothing could more

vividly expose the character of the assault on domestic government. A

convenient arrogance of powerlessness comforts the comfortable: they

would give less for what others need.

But even the comfortable would be in trouble if the whirlwind reached too

far. John Kennedy's warning is still true that if we cannot help the many

who are poor we cannot save the few who are rich.

It took Vietnam to teach the hard lesson that the American government in

arms is not all-powerful. Will it take the domestic equivalent of that

defeat to show the government in fiscal chains and our society in bondage?

The new right figures that they can follow the tax revolt all the way into

the White House. And in this illiberal hour, the rest of us are advised

to trim our sails, tame our conscience, borrow the passing rhetoric, and

gratefully accept a leadership of style over substance.

How can we continue to advocate government as the employer of last

resort when the voters are making it the unemployer of immediate resort?

We do so because it is right. We do so because we still believe in the

decency of the American people. We believe that they prefer a government

that is both efficient and cormpasEionate. But if they do not have that

alternative, then they, like the citizens of California, may pick a govern-

ment whose only virtue is that it has been cheapened - not merely in

finance, but in principle. T-re new right cat xo'Oit frustration; timid

candidates may be swept along in the tide. But liberals can offer a steady

vision of taxes that are lower for the majority and fairer for everyone.

We can offer the vision of a society cemmitted to a fuller justice for all

citizens. We can and we must Zemand an end to the arms race as the

condition of our prosperity and our survival.
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First, we can provide tax relief through tax reform and the reduction of
military waste. Billions of dollars are lost in unjustified tax loopholes;
there are billiDns of dollars to be saved in completing the SALT talks.

Second, we can offer additional tax relief that simultaneously controls
inflation. Rather than cutting corporate taxes xwilly-nilly as now proposed
we should, as Arthur 01-un reco.rniends, offer tax rebates to businesses
and their employees who practice price and wage restraints.

By contrast, present anti-inflation policy saps the economny of $100 billion
of output. The policy raises unemployment and the costs of welfare and
unemployment compensation. Economists are now warning of an imminent
recession. To invite it in order to control inflation, to make unemployment
a secondary concern, is Republican economics that did not work before.
It is failing again as inflation soars into double digits.

As Roosevelt once said: "We are poor indeed if this nation cannot afford
to lift from every recess of American life the dread fear of the unemployed
that they are not needed in this world. " Are we so poor now that 6 or 7
percent unemployment has become the moral equivalent of full employment?
Fifteen years ago a 4 percent rate was just a temporary goal. Is a level
far higher now to become a permanent condition?

Third, we can offer financial relief by enacting programs instead of
dismantling government. A common sense program of nutrition education
and preventive health care could cut the nation's medical bill by one-fourth
and probably more.

Similarly government intervention in energy could prevent excessive price
increases. The Administration apparently will welcome any energy program
now, including deregulation of natural gas. Government is not working when
the average farmi~y's gas bill will rise $2, 000 over the next seven years.
Government is not working when the moral equivalent of war becomes the
functional equivalent of surrender to the oil monopoly. Instead of an energy
policy that seeks conservation through higher prices and higher oil taxesj
we should be pressing hard for alternative, renewable sources of energy
and more economical transportation.

How ironic it is to see the new rightists piously protesting every public
endeavor that costs anything, then eagerly advocating natural gas legislation
that will transfer $60 billion from people's pockets to private boardrooms.
In truth the tax revolt is an accident that happened to their ideology. They
are not against vaste; they are anti-government, good or bad, except when
it is paying for B- l bombers or neutron bombs. Their loyalty is not to
hard-pressed taxpayers, but to the ideology of McKinley,. Harding and
Hoover.

I know that it is not politic to oppose that ideology now - that Proposition 13Yn California has stirred a panic even more serious than the Cubans in Africa.
ut the redeeming purpose of politics is to explain, to educate, to take risksor conviction - in short, to lead. I also know that no matter who leads

us, the political journey from the vision to the reality will not be an easy
one.
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I believe that Jimmy Carter is a dedicated, conscientious man who longs

to be a good President. I well know that the problems that now afflict

the nation are not the results of a single presidency and no single President

will end this time of troubles. Wilson and Roosevelt lost their share of

congressional and judicial struggles. But what counted was that they

fought another day, and then another, for their conceptions of how govern-

ment could and should work. And they held a vision of greatness constantly

before the American people. A President reaps disapproval not because

he is set back in a cause that is right, but when he is lukewarm in a course

that is confused.

We elect leaders to set goals and solve problems, not to plead that they

are insoluble. And in the final analysis, their leadership must be a moral

one. I do not mean the moralism of insubstantial pieties or dreary self-

righteousness. Moral leadership does not tell us how good we are, but

how we can do better. It touches conscience as well as self-interest.

And in conscience, some final words must be said. While the tax revolt

exresses profound and legitimate an er aso has un t f racis m.

rime was, an IS, a legitimate issue; but in the last decade, law and order

bean a code word. So it could be with tax reliefs A newvs weekly quoted

one California voter: "it's those social services that ano. .. me - social

services for the colored, the Mexican, and so forth. " Sixty percent of the

employees who may be laid off in Los Angeles are members of minority

roups.

It is unfashionable now to worry about the poor and minorities and to defend

the idea that they, too, deserve an opportunity. Perhaps property taxpayers

ought to remember, if only for a moment, how many of them would never

have owned a home without a government loan and a mortgage tax write-off.

To give up on government now, to turn our backs on those who have been

left behind, to decide that all we can do is keep our own share, is to give

up on our own best instincts. It is un-American; it is unacceptable.

At stake is whether America will become a parcel of geography drained of

ideals, a collection of selfish, competing economic persons whose highest

purpose is the bottom line. We worry about defending our nation as a

physical entity; we must also defend it as a source of justice and mercy.

National security includes the condition of our national spirit as much as

the size of our nuclear arsenza. The gsavest hreat today is not a foreign

adversary, but an enemy wvithin. That enemy is not a conspiracy or a fifth

column; it is inside ourselves and among our leaders. It is the sense of

futility. It is the dulled conrcience. It is the lost vision.

Those of us who have secn the liberal vision have an obligation to nurture it.

We must insist that this latest re olreticen against taxation need not overthrow

the first, best traditions of that earlier revolution for "the unalienable rights"

of all people.

We must speak for those who have no voice.

We must stand for those who have no lobby.

We must be strong for those who are weak.

We must demand fairness for those to whom life has been unfair.

We must take the road that leads to peace.

We must not be ashamed to care or afraid to be liberal. For in this month

when we are supposed to be hiding, a month that comes 10 years after Robert

Kennedy's death, we still refuse to see things as they are and assume that

they have to be; we continue to dream things that never were - and to say

"why not.
'HIM
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Chairman REUss. That will also take care, I believe, of Mr. Jacoby's
request, because that second McGovern speech is the one you at least
partially referred to. Is that not so?

Mr. JACOBY. Well, I think the first comment is also relevant. I
should have cited that, as well, and I am sorry I omitted that ref-
erence. But I believe it is true that the expressions of "racial over-
tones" and "degrading hedonism" were used by you.

Senator McGovER-N. They were minor, trace elements. It was not the
central thrust of my remarks, at all. And I am not suggesting you
are trying to be unfair, but I have made a real effort-including the
article that I wrote for the Los Angeles Times of July 2-to clarify
what I thought was an unfortunate distortion of my position.

And what does puzzle me slightly is that you quoted that clarifica-
tion, but used the language from the initial statement.

Mr. JACOBY. Well, I appreciate your effort to clean it up, and I
certainly wish to say that there are not hard feelings on my part,
sir.

Senator McGOvERN. Well, I feel the same way.
Representative REUSS. Thank you both very much. Senator Boe

has to leave. Mrs. Fenwick has a question to ask him. I recognize the
gentlelady from New Jersey.

Representative FENWICK. I wonder if you would comment oil the
feeling, or expression of opinion of Mr. Gramlich about unemploy-
ment as a result of this proposition 13 ?

I would like to say that I don't think that feeling of impatience or
"rage" against government, and what it imposes upon people, is
found only in California. It is found all over the Nation, and I think
it is increasing.

But could you comment on the unemployment aspect?
Mr. BOE. I believe that there is no question in my mind that the

ultimate effect of proposition 13 will be decreased employment-
particularly in schools. We are talking about property taxes-we are
talking about education.

In the State of Oregon-and we are not too far different from most
of the rest of your States-75 cents of every property tax dollar goes
to the support of education, K through i2,. or K through commu-
nity college education. That is what we are talking about, where I
think the stringent unemployment aspects are going to happen.

Representative FENWICK. What do you mean "unemployment as-
pects"? Do you mean, fewer teachers are going to be employed?

Mr. BOE. Of your average school budget, 80 percent is salaries. So
if there are going to be cuts in funding. there are going to be cuts
in education and your pupil/teacher ratio is going to increase from
1 to 25 kids to 1 to 40 kids. It is the only way that the budget can
be balanced.

Representative FENWICK. But isn't it also true that some of the
education budget is spent for programs like the summer lunch pro-
gram? According to Congresswoman Holtzman, this produced a
handsome profit in 10 weeks of $1 million in her district.

There are elements which have nothlinr to do with education and
are extremely burdensome and expensive. Maybe those could be elimi-
nated which would not result in unemployment. but merely the de-
nial to that enterprising gentleman of his $1 million profit.

33-595 0 - 78 - 10
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Mr. BOE. Well, this is perhaps correct, and goodness knows, we, in
the State legislatures, are faced with the same problems, on a smaller
scale, that you are. You can go through the Federal budget. Senator
Proxmire does it regularly, and points out some of the interesting
things that the Congress budgets for throughout the Federal budget.
But I think that-and I do have to leave, and I want to leave this
with you, if I can.

I think that the voters-the most dangerous thing about this is the
fact that there is going to be a backlash-a voter backlash, some-
where between 4 and 8 years down the track, if this goes on, as is the
way I see it. The reason for that is this: Your property taxes, under
this, are rolled back to 1975, 1976, with a 2-percent incremental in-
crease. But if the property sells, then the assessor comes and assesses
at the new true cash value.

Statistics tell us, nationally, that homes sell three times in 20.years.
That means, every 6-plus years, homes turn. They will then be re-
assessed at true cash value.

Senator McGovern mentioned that two-thirds of the property taxes
are paid now by income-producing property, so we have two-thirds
here, and one-third for thehomes.

As those homes sell-because Southern Pacific does not sell its rail-
roads, utilities don't sell their utilities, and apartment owners don't
often sell their apartments-the relationship of two-thirds, one-third,
within 6 to 8 years, is going to be this way. Homes are going to be pick-
ing up two-thirds, and income-producing property is down to about a
third.

Now we, in the States, really only have one way to tap income from
business, and that is through the property tax. Oregon's corporate
excise tax is 7 percent. We can't get more because the Feds have al-
ready preempted us with 49 percent or 48 percent, or whatever the
rate is now. The States simply have to keep that corporate excise tax
down to a reasonable level for competitive reasons, as well as others.

And so, the property tax is really the only way that we have a
chance of business supporting local public services.

When the homeowners begin to realize what has happened in this
shift, then I am Drenared to nriditt, that there will he i voter reaction
that will make Jarvis-Gann look like a picnic, and the brunt is going
to be felt by the business community.

And they can wave their checks and say, "Look, we contributed
against Jarvis-Gann," like they did in the California Manufacturers
Association meeting, and the public is going to say, "To heck with
that; we are going to get you, now."

And I think that is one of the greatest dangers that we have of this
now, and so far I have heard no answers to that from my colleagues
here.

Representative FENWICK. I would tell you one answer, but my time
has expired.

We are addicted to spending down here. That is the truth. There was
an effort made to reduce the increase in the budget from 11 to 9 per-
cent, and it was turned down by the House of Representatives.

Just that, alone, explains what is happening to the deficit, to the
people's rage. They can't seem to control it. We are addicted to spend-
ing. It is work. We are all here.
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Representative REUSS. I must call the gentlelady's attention to the
four excellent charts which show that our addiction, while consider-able, is of a Quaalude nature, compared with other levels of govern-
ment.

Representative FENWICK. Well, we must also consider the public
service emplovees and CETA. Look at the revenue, as a percentage
of the level of government. Look at the blue column in all of these ex-
penditures-that is Federal [indicating]. As a percentage of GNP,
look at the Federal spending [indicating] over there.

Representative REUSS. Senator Boe, thank you for giving us your
time. We are most grateful to you. Now I think, under the rule, we
will start right out in the questioning after the next panel, with
Representatives Cavanaugh and McKinney, who have not yet been
heard from.

We would like to hear from the final panel. David Greytak, would
you lead off? Of course, the other witnesses will stay, if you would,
for further questions.

STATEMENT OF DR. DAVID GREYTAK, THE CENTER FOR METRO-
POLITAN PLANNING AND RESEARCH, JOHNS HOPKINS UNI-
VERSITY

Dr. GREYTAK. Mr. Chairman, and members of the committees, I have
a prepared statement which I would like to submit for the record,
which I would like to partially summarize at this point.

Let me begin by noting that expenditures of State and local govern-
ments increased at annual average rates of less than 10 percent before
1974. They have increased at rates in excess of 14 percent after 1974.

Over the last 10 years. per capita State and local governments ex-
penditures increased fully 250 percent-a sizable increase, by any
measure.

Three types of explanation can be given for this growth.
First, there is the demand-side explanation. Here, the argument

goes that a large and growing population, with growing income, de-
mands more public services, and therefore larger levels of public
expenditures.

The second is the cost-side explanation. Here, the argument issimply that public employee bargaining and inflation have increased
the cost of providing any level of public services.

The third argument is the inefficiency argument. It states that,
because of mismanagement and/or low productivity, the public sector
has become increasingly costly. Actually, it is likely that elements of
all three of these explanations have been operative.

However, an understanding of the relative importance of the three
is essential, for they hold forth different prospects for future growth
in expenditures, and therefore have different implications for public
policy. If mismanagement is the root of the problem, then reorganiza-
tion, new technology, and innovative procedures hold forth promise
for expenditure control. If the explanation lies in growing demand,
then the decline in school-age populations, and the decline in depend-
ent populations which will accompany economic recovery, hold forth
some promise for future relief.
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If cost pressures are the result principally of public employee union-
ization and inflation, a continuation of both of these imply that there is
little relief in sight.

With regard to the demand-side argument, the data would seem to
indicate that growing service needs cannot account for much of the
State and local government growth in expenditures. In fact, although
expenditures have grown at accelerated rates recently, population, and
schoolage populations, more particularly, have not. More to the point,
the reins on the employment growth at all levels of government-at the
State level, and all levels of local government as well-have been drawn
increasingly tight since 1973. This is particularly the case for employ-
ment in education, and employment by municipalities. In fact,
municipal employment in 1976 stood at a level below that of 1973. As
a result of the wide differences in expenditure and employment growth
rates, per capita State and local government expenditures have in-
creased at 5 to 7 times the rate of per capita State and local government
employment in recent years. This reading of the data implies that
little State and local government growth can be attributed to in-
creasing demands and growing service levels.

The situation is quite different in the case of the cost side. Although
State and local governments have been able to put the brakes on em-
ployment growth, the record is much different in the case of employee
compensation.

Average wage and salary compensation of State and local govern-
ment employees has. continually increased, but, since 1972, it has in-
creased at rates somewhat greater than in the previous decade. Fringe
benefits and other supplemental expenditures per employee also have
increased at rapid rates-12 to 15 percent during the last 5 years-and,
in 1976, the average fringe'benefit cost per State and local government
employee stood at a level of about $1,850.

As high as this figure is, it is probably an understatement of the
true cost of wage and salary supplements. For there is strong reason
to believe that at least many of the State and local government pen-
sion funds are underfunded, and full funding would inflate that figure
even more. Even if the full cost of pension programs were included,
the true cost of fringe packages still would be understated, for em-
ployees receive substantial benefits in the form of paid vacations, holi-
days, sick leave, and the like. When the cost of these is included, the
ratio of fringe benefits to pay-for-hours-worked jumps quite sharply.
For uniformed services in local government, for example, the ratio is
in the range of 46 to 47 percent. For other local governmental em-
ployees, the range is slightly lower, but still at about 40 percent. As
high as these costs are, there are reasons to believe that they will
continue to increase as the full effects of the recent social security legis-
lation and the movement toward full funding of State and local gov-
ernment pension plans materialize.

Inflation is another important factor, and one that has been men-
tioned by many. Although it affects all sectors of the economy, its
impact on State and local governments is difficult to determine, as
none of the generally available price indices is appropriate for appli-
cation to the public sector. Under the sponsorship of the National
Science Foundation, the metropolitan studies program of Syracuse
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University has developed a set of indexes for State and local govern-
ments which measure inflation's impact on their expenditures and their
tax bases. These indexes clearly reveal the susceptibility of govern-
ments to inflation. They indicate that if State and local governments
had simply absorbed price increases of goods and services they pur-
chased from the private sector, while compensating employees and
transfer payments for only the increases in the cost of living, their
expenditures would have increased by about 22 percent during the 5-
year period 1967 to 1972-a period of moderate price increases. During
the 2-year period of double-digit inflation-1972 to 1974-inflation
pressure on State and local government expenditures exceeded that of
the previous 5 years, as a whole. That is, inflation may have increased
the cost of State and local governments by as much as 25 percent in
just 2 years. The decline in the rate of inflation after 1974 is reflected
in the lower rate of cost increases for State and local governments-
roughly 12 percent between 1974 and 1976.

An analysis based on these data is reported in my prepared state-
ment. The data indicate that fully two-thirds of the growth of local
government expenditures between 1972 and 1976 can likely be at-
tributed to inflation alone. Alternatively, only about 21 percent of
local government expenditures can be attributed to the increase in the
number of local government employees.

Clearly, local governmnets have had little, if any room, to increase
the amount of goods and services they purchase from the private sec-
tor, or to increase the real incomes of their employees.

It is also possible, to estimate the impact of inflation on tax bases.
And to be fair, this must be done. These calculations indicate that
inflation has led to an increase in the nominal values of many tax
bases. However, between 1967 and 1974, the inflation-induced increases
in cost were substantially greater than the inflation-induced increases
in nominal values of tax bases.

Between 1974 and 1976, inflation hit the land and housing markets,
and local governments' tax bases inflated much more rapidly than
their costs. Indeed, between 1974 and 1976, the purchasing power of
the tax bases of many local governments was reestablished at 1972
levels.

Still, there remains the question of whether local governments were
able to capture the inflation-induced increases in the nominal values of
their tax bases. For some taxes, such as those on retail sales and in-
comes, changes in tax bases are immediately translated into revenues.
For others, particularly the property tax, these changes must be meas-
ured before they can be realized. In those jurisdictions where reassess-
ments are prompt and accurate, the effects of inflation on property
tax revenues will be captured quite quickly. California is one State
vhere reassessments are regular and accurate.

The implication is that, for 7 years, inflation increased expenditures
more than tax revenues. Then, between 1974 and 1976, a reversal oc-
curred. It does not take much of an imagination to envision the Mlight
of local officials. Conditioned by the experience of the previous 7
years, any budgetary slack which occurred after 1974 was a surprise.
Uncertainty as to the permanence of newly found sources of revenues
no doubt precluded the sharing with taxpayers what might be just
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a one-time shot of relief from the pressures of inflation on public
budgets. Such circumstances lead to tax burden increases unaccom-
panied by service level expansion, and this obviously is the fuel for tax
revolt.

The implication of this analysis-and I will summarize quite quick-
ly-is that increasing cost due primarily to inflation rather than grow-
ing demands is largely responsible for the recent increases in State
and local government expenditures. This being the case, the inevitable
conclusion is that the fight against inflation must be the single most
important element in any program to restrain increases in State and
local government expenditures and tax burdens. There are other pos-
sibilities for restraining growth in expenditures and tax burdens of
State and local governments. The implications of each of these must be
examined separately, and many of these I have reviewed in my pre-
pared statement.

In particular, care must be taken not to follow a course which simply
shifts the burdens of local government operations from local taxpayers
to State taxpayers with no reduction in combined State and local
government tax burdens. This, I fear, may be a likely outcome of such
policies as the imposition of property tax limits, State assumption of
the financial responsibility for what had been local functions, and
increases in State aid to local governments.

It has been mentioned by earlier witnesses here that there also are
serious local control and equity issues related to the above mentioned,
and other policy alternatives. Many of these are discussed in my sub-
mitted statement. In the interest of time, I will not pursue them at
this point.

Thank you.
[Dr. Greytak's prepared statement follows:]
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INTRODUCTION

The development of serious policies for effective control of local govern-

ment expenditure growth requires not only a knowledge of the factors underlying

the growth in the cost of local government, but equally an understanding of the

consequences of the available policy options. These topics have been of increasing

concern to public policy analysts and researchers. Still, a consensus has yet to

be achieved as to the exact nature of the problem, let alone the appropriate policy

response. The purpose here is to examine in a general way a number of the factors

related to the growth in the local public sector and to consider some of the

problems associated with some of the more popular policy alternatives. It should

be emphasized at the outset that the available evidence about the, cost and expendi-

tures of local governments is sufficient to support only those conclusions which

are of a general nature. More explicit statements would require detailed analysis

of local government fiscal documents. Given the limitations of the generally

available information about the operations and costs of local governments, any

conclusions, including those stated herein, must be considered as tentative.
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PART I

GROWTH IN EXPENDITURES

Expenditures of state and local governments, both in total and those in support

of current operations, have grown at a substantial pace during the last decade

(Table 1). The rate of growth in these expenditures, however, has been higher in the

1973-76 period than in the previous five years, 1967-1972. The increase in the

rates of expenditure growth is quite sharp, as both total expenditures and current

operating expenditures have grown at annual rates in excess of fourteen percent since

1974, while prior to that date their growth rate was generally less than ten percent.

This rapid growth in expenditures, in combination with fairly slow growth in popu-

lation, has resulted in an increase in per capita expenditures from $539 in 1967 to

$1422 in 1976, an increase in excess of 250 percent. As was the case with total

expenditures, the annual average rates of increase in per capita expenditures indicate

that their growth has accelerated during recent years.

A number of possible explanations of the growth in expenditures exist. On

the one hand, it may be argued that expenditure increases are largely due to expan-
sion of service levels; that is, as total population, the number of school-aged children

and the number of dependent poor increase, the need for public sector activity also

grows. Alternatively, there is the cost side argument. Simply stated, the success

of public employees at the bargaining table, coupled with inflation, has driven up

the cost of providing any given level of service. Finally, there is the efficiency

argument; that is, because of mismanagement and low productivity, the bureaucracy

has become increasingly costly.

Most likely, some combination of the elements of all three explanations has

been operative. However, some idea of the relative importance of the three is

essential, for they hold very different prospects for future growth in expenditures.
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Total *

$ 106,6

188,8;

205,1'

226,0

266,4

305, 2

Table I

Growth in State and Local Government Expenditures and Growth in

Per Capita State and Local Government Expenditures,
Selected Years, 1967-1976

State and Local Government Direct Expenditures Employees

General Current Operation 10,000 Pop

Per Capita Total'

75 $ 539.14 $ 68,248 378

Z1 906.80 125,630 444

95 977.81 138,974 456

32 1,069.27 154,810 466

83 1,250.38 180,976 478

68 1,422.11 204,976 475

Average Annual Growth Rates

10.0% 9.1%

8.7

10. 1

17.9

14.6

7.8

9.1

16.9

13.7

10. 17%

10.5

11.6

16.5

12.9

per
ulation

2.7%

2.7

2.2

2.5

-.01

SOURCE: U.S. Bureau of the Census, Governmental Finances, Selected years, 1967-76, U.S.

Government Printing Office, Washington, D.C.; and U.S. Bureau of the Census,

Public Employment in 1976, Series GE 76-No. 1, U.S. Government Printing Office,

Washington, D.C., 1977.

Mulions of dollars

1967

1972

1973

-1974

0e75

,/76

67-72

71 -73

74

74-75

75-76



147

If the problem is one of mismanagement, then reorganization and/or the adoption

of new technology and innovative procedures would imply the possibility of expendi-

ture control. If growing service explanations are appropriate, then the anticipated

decline in school-age population and any decline in the size of the dependent popu-

lation which accompanies growth in the economy should provide some relief. Alter-

natively, if cost pressures are the principal cause of growth, then the outlook is

for continued expenditure growth.

Demand Considerations

An obvious question to be posed when confronted with such rapid growth in

expenditures is whether it has been a response to increased service needs. As is

well known, the search for the answer to such a question is a maze of pitfalls,

arising out of the difficulties and complications associated with the measurement

of public output and service levels. However, the extent to which service level

increases have accompanied expenditure growth can be evaluated in ways that are

rough and crude, but which can be taken as indicative. 2

Despite the fact that the pace of growth in state and local government

expenditures has stepped up during the last few years, rates of public employment

growth have continually declined during this decade (Table 2). Since 1973, the reins

appear to have been drawn increasingly tight on educational employment by all levels

of government, and on total employment by municipalities. In the latter case,

employment reductions in 1976 offset the growth of the two previous

IThese problems have been discussed in the context of case study evaluations
of local government productivity and performance in David Greytak, Donald Phares, and
Elaine Morley, Municipal Output and Performance in New York City (Lexington Books,
197S).

2
For a detailed case study account of the relation between expenditure, service

levels, and productivity, see Jesse Burkhead and John P. Ross, ProdIUctivity in the
Local Government Sector (Lexington: D.C. Heath and Company, 1974).
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Table 2

Employment (Full Time Equivalent) of State and Local Government, 1962-1976
(in thousands)

State & Local State Local Municipalities Education

1962 5958 1478 4480 1486 2730

1972 9237 2487 6750 2029 4585

1973 9578 2547 7031 2109 4751

1974 9852 26S3 7199 2127 4901

1975 10098 2744 7354 2142 4952

1976 10206 2799 7407 2107 5003

Average Annual Growth Rates

1962-72 4.5% 5.3% 4.29% 3.2% 9.1%

1972-73 3.7 2.4 4.2 3.9 3.6

1973-74 2.9 4.2 2.4 0.9 3.2

1974-75 2.5 3.4 2.2 0.7 0.1

1975-76 1.1 2.0 0.7 -1.7 0.1

SOURCE: U.S. Bureau of the Census, Public Employment in 1976, Table 2.
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years and, in 1976, the municipal full-time equivalent employment level was below

that of 1973.

It could be argued that the recent decline in municipal employment reflects just

the substantial employment rollback which has occurred in New York City. However, the

record for large cities shows that employment reductions have occurred in a number

of cities during recent years. In 1976, half i:' the twdnty largest cities re-

portedly cut back the number of employees on their payrolls.- The case is similar

with total state and local government employment. Although state and local government

employment has continually increased, the rate of growth in per capita employment

has been at a much lower rate, in the neighborhood of two to three percent, than

that in expenditures. In fact, per capita employment declined in 1976 despite the

increase in expenditures. In addition, expenditures for current operations have

increased more slowly than total expenditures since 1974, whereas in previous years

the reverse was the case. The implication is that state and local government expendi-

tures for labor and other services directly related to the provision of public

services account for a smaller share of total expenditures than had been the case in

the recent past. To the extent that service levels are closely related to employment

and expenditures for current operations, these differences in rates of increase can

be taken as an indication that factors other than expansion of current service levels

account for an increasing share of the growth in state and local government expendi-

tures. Whether this trend can be related to the growing importance of state

3
Roy Bahl et al., The Outlook for City Fiscal Performance in Declining

Regions (Syracuse, N.Y.: Metropolitan Studies Program, Syracuse University, 5
April 1978).

4
Other than current operation expenditures, total direct expenditures includes

capital outlays, interest on debt, insurance benefits and repayments, and assistance
and subsidies. Of these, changes in the latter are likely to be closely related to
changes in service levels, i.e., welfare payments. However, the share of state and
local direct expenditures which assistance and subsidies accounts for has declined
since 1971.
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governments, whose share of total state and local expenditures increased from 37.2

percent in 1967 to 40.8 percent in 1976, is an interesting, but at this point un-

answerable, question.

Of course, it could be that, because of increased productivity, public sector

employment growth understates the increase in service levels. However, it is

doubtful that the technology and efficiency of governmental operations have changed

sufficiently to allow a service level increase commensurate with growth in per

capita expenditures. Given the contrast between the patterns of growth in state and

local government expenditures and employment, the association between increasing

expenditures and employment additions seems weak at best. Moreover, the implication

that government expenditures and costs of operation have increased more rapidly than

levels of service seems inescapable.5 As will be discussed later, state and local

government employment additions themselves can be held accountable for a relatively

small part of expenditure growth.

Cost Considerations

Although state and local governments apparently have been able to put the

brake on employment growth, the record is much different when it comes to employee

compensation. Indeed, the average wage rates of state and local government employees

have increased regularly since 1967 (Table 3); and, since 1972, they have in-

creased at rates which exceed the rate for the previous ten years. This would seem

to lend credibility to the many accusations about excessive pay rates for state and

local government employees. In fact, state and local government wage rates have been

above the average private industry wage level for some time. However, since 1973, the

5
Similar conclusions have been drawn from case studies of city and state

governments. See Roy W. Bahl, The Long Term Fiscal Outlook for New York State
(Syracuse, N.Y.: Metropolitan Studies Program, Syracuse University, mieso, nd.);
and David Greytak, Status and Prospects for Maryland's Public and Private Sectors
(Baltimore, Md.: Center for Metropolitan Planning and Research, The Johns Hopkins
University, Occasional Paper, February 1978).
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Table 3

Average Annual Images and Salaries Per Full Time Equivalent
Equivalent Employee by Industry, 1972-761

Private
Indus try

$ 5082

8590

9106

9832

10690

11486

Federal
Civilian

$ 6239

12679

13497

14112

15195

16201

Average Annual Growth Rates

5.4% 7.4%

6.0

8.0

8.7

7.4

6.5

4.6

7.7

6.6

State & Local
Government

$ 5017

8916

9505

10063

10862

11572

5.9%

6.6

5.9

7.9

6.5

SOURCE: U.S. Department of Commerce, Office of Business Economics, The National
Income and Product Accounts of the United States, 1929-1965, Tables 6.2
and 6.4.

1
Calendar years.

1962

1972

1973

1974

1975

1976

1962-72

1972-73

1973-74

1974 -75

1975-76
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difference has been continually eroded as private sector wage rates increased at a

greater rate than those in the state and local government sector. Alternatively,

the gap between federal civilian and state and local government wage rates has

narrowed since 1972. Thus, while the case for excessive state and local government

pay rate increases is questioned by comparison with private sector pay rates, it

garners strength in a comparison with federal civilian pay rate increases.

Wages and salaries are not the only components of employee compensation. In-

decd, they are not even the fastest growing component. Fringe benefits and supple-

cents such as pensions, health and hospital insurance, and social security coverage

add considerably to employee costs (Table 4). Since 1971, these costs have grown

quite rapidly in the private and federal civilian sectors (about 66 and 87 percent,

respectively), as well as in the state and local government sector (66 percent).

Although wage and salary supplements in the federal sector have been and continue

to be quite large, the advantage of private over state and local government employees

has declined slightly since 1972. Still, in 1976, the cost of supplements averaged

,,out $1848 per employee in the state and local government sector. 'This is a sig-

nificant amount, i.e., about 16 percent of average earnings.

There is serious question as to whether levels of pension expenditures

r:flect the true cost of these programs. Indeed, the pension systems to which a

:. nber of state and local government employees belong are funded on a pay-as-you-go

is.
6 A more appropriate means of financing pension plans is through full funding.

Is this case, the employer sets aside funds which, when invested, are sufficient to

:* 'er the claim on future benefits that employees accumulate during their working

For example, Pittsburgh, Seattle, Indianapolis, and Washington, D.C., are

the major cities which use pay-as-you-go financing.
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- Table 4

Aver:. *xnual Sup.: nts to Wages and Salaries Per Full Time
Equivale -.mployee by Industry, 1962-19761

Private
Industry

$ 482

1,150

1,331

1,485

1,706

1,904

Federal
Civilian

N/A

$1,497

1,689

2,006

2,442

2,809

Average Annual Growth Rates

9.1% N/A

15.7 12.8%

11.6 18.8

14.9 21.7

11.6 15.0

State and
Local
Government

$ 431

1,110

1,248

1,437

1,619

1,848

9.9%

12.4

15.1

12.1

14.1

SOURCE: U.S. Department of Commerce, Office of Business Economics, The National
Income and Product Accounts of the United States, 1929-1965, Tables 6.4
and 6.7.

N/A - Data are not available

1
Calendar years -

33-595 0 - 78 - 11

1962

1972

1973

1974

1975

1976

1962 -1972

1972-1973

1973-1974

1974-1975

1975-1976
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lives. Indeed, most pension plans in the public sector claim to be of the fully

funded rather than of the pay-as-you-go variety. Still, there are strong reasons

to believe that even these are under funded.7 If indeed this is the case, state and

local expenditures have not increased sufficiently to cover their full obligations.

Moreover, those governments which have underfunded pension plans will be faced,

at some later date, with sharply increased employee pension costs, even with no.

increases in employment, pay rates, or benefit packages.

Be that as it may, even if the cost of fully funded pension plans were to

be included in the figures for supplements, the true cost of fringe benefits would

be understated. In all sectors of the economy, employees receive substantial fringe

benefits in the form of paid vacations, holidays, sick leave, and the like. When

the cost of these is added to that of wage and salary supplements, fringe benefit

cost relative to pay for actual hours worked jumps dramatically (Table 5). The

ratio of fringe cost to pay for hours worked is particularly high for police, 46.8

percent, and fire, 47.2 percent. The ratio for sanitation, 43.3 percent, is a good

bit lower, but still 10 percent above that for other general municipal employees,

39.37 percent, which aligns closely with the private sectors of the economy.

Whether there is an appropriate relation between the full cost of fringe and

supplements and pay for hours worked is not at issue here, nor is the question of

whether these costs should be equated within the public sector or between the public

and private sectors. Rather, for present purposes, the point is that fringes and

supplements account for a substantial share of government expenditures. Moreover,

that share appears to be increasing even faster than average salaries.

The fact that pensions and fringe benefits have been growing more rapidly

than total payroll outlays implies that governments have been more willing to provide

7~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~

Labor-Management Relations Service of the National League of Cities, U.S.
Conference of Mayors, National Association of Counties, First National Survey of

Employee Benefits for Full Time Personnel of U.S. Municipalities, Special Report:
A Spotlight on City Employce Benefits (Washington, D.C.: Lahor Management Relations

Service, n.d.); Thomas P. Bleakney, Retirement Systems for Public tnp'oyees (Hore-
wood, Ill.: Richard D. Irwin. !E:.. P ': *::r i;sLcn G l Inc overnmental



Table 5

Annual Pay for Hours Worked and Employer Cost for Fringe Benefits, Employees of
Selected Municipalities and All Private Industry, 1973 and 1975

Police

Fire

Sanitation

Other General Municipal
Employees

All Private Industry

All Manufacturing
Industry

All Non-Manufacturing
Industry

Annual Pay for Hours Worked

Percentage
Amount Change

1973 1975 1973-1975

$9170 $10699 16.7%

8973 10194 13.6

6868 8232 19.9

7409 8182 10.4

8167 9318 14.1

8092 9126 12.8

8238 9571 16.2

Employer Cost of Fringe
Benefits

Amount

1973 1975

$3878 $5002

3969 4812

2737 3567

Percentage
Change

1973-1975

29.0%

30.2

30.3

2730 3215 17.8

3007 3713 23.5

2907 3651 25.6

3151 3799 2016

Fringe Benefit Cost
as a Percentage of Pay
for Hours Worked

1973

42.3%

41.2

39.9

36.8

36.8

35.9

38.2

1975

46.8%

47.2

43.3

39.3

39.8

40.0

39.7

SOURCE: Edward H. Friend and Albert Pike, III, 197S National Survey of Employee Benefits for Full-Time
Personnel of U.S. Municipalities, Washington, D.C.: Labor Management Relations Service of the
National League of Cities, 1977, pp. 48 and 49.
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increases in supplement and fringqepackages than they have been to grant wage and

salary increases. Or it could be that employees have bargained more actively for

fringe benefits than for wage and salary increments. Whichever the case may be,

the data are consistent with the hypothesis that, rather than grant highly visible

and immediately payable wage increments, state and local governments have provided

compensation increases which have low public visibility and whose full cost may not

appear on the public ledger for some time.

The social security element of the fringe package is deserving of special

note. Currently, about 70 percent of state and local government employees work

for jurisdictions which participate in social security. As a result of recent

legislation, the social security tax rate and the levei of earnings subject to the

tax are being increased in a stepwise fashion over a number of years. There can be

no doubt that this, too, will increase the employee compensation costs of state and

local governments.

Inflation

Although widely recognized as a factor underlying cost increases in all

sectors of the economy, the impact of inflation on state and local governments is

difficult to calculate from generally available price indexes. Under the sponsor-

ship of the National Science Foundation, the Metropolitan Studies Program at the

Maxwell School of Syracuse University has developed a set of inflation indexes which

measures inflation's impact on both expenditures and revenues.8 These indexes have

been calculated for the periods 1967-72, 1972-74, and 1974-76 (Table 6). Examination

of these indexes reveals the susceptibility of government expenditures to inflationary

pressure. For example, during the 1967-72 period, the rates of price increases were

8David Greytak and Bernard Jump,"Inflation and Local Government Expenditures
and Revenues: Method and Case Studies," Public Finance quarterly 5, No. 3 (July 1977);
and The Effects of Inflation on State and Local Government Finances, 1976-1974

(Syracuse, N.Y.: Metropolitan Studies Program, Syracuse University, Occasional
Paper No. 25, 1975).
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Table 6

Inflation Indexes for State and Local Government Expenditures
and Tax Bases by Type of Government,

Selected Periods, 1967-1972

States

Counties

Municipalities

Townships -

School Districts

Special
Districts

All State &
Local

1967-72

122.6

122.7

122.9

122.1

123.7

Expenditure

1972-74

125.4

125.4

125.4

125.6

125.0

Indexes

1974-76

112.2

112.0

112.1

112.6

110.7

1967-72

115. 2

127.7

123.7

130.0

132.2

Revenue

1972-74

116.6

116.7

115.4

114.8

119.2

Indexes

1974-76

110.0

114.2

113.3

113.9

116.4

121.8 125.7 113.4 114.8 113.3 109.6

123.0 125.2 112.0 121.2 116.9 110.9

'UE: Inflation indexes computed using methods and. data sources notedin David
Greytak and Bernard Jump, The Effects of Inflation on State and Local
Government Finances, 1967-1974, Syracuse, N.Y.: Metropolitan Studies
Program, Syracuse University, 1975); and Roy Bahl et al., The Outlook
for City Fiscal Performance, Syracuse, N.Y.: Metropolitan Studies Program,
Syracuse University, 1978.
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relatively modest, but sufficient to increase the costs of the goods and services

purchased by state and local governments by slightly more than five percent per year,

or roughly by 22 to 23 percent over the five-year period. During the 1972-74 period,

inflation hit the double digit level, and resulted in a two-year increase in prices

paid by state and local governments of 25 percent. The decline in the rate of in-

flation between 1974 and 1976 is reflected by a lower rate of increase in the prices

paid by government. Still, over the two-year period, the indexes indicate that

inflation boosted prices paid by governments by 12 percent.

Over the whole ten-year span, the prices of the goods and services purchased

by local governments increased by a full seventy-five percent. That is to say that,

if state and local governments did no more than absorb price and cost of living in-

creases while holding service levels constant, the cost of the services provided in

1967 would be seventy-five percent greater in 1976. Note, however, the major part

of these cost increases has occurred in the post-19
7 2 period.

As indicated in Table 7, over the period 1972-76, the prices of goods and

services purchased by state and local governments increased by roughly forty per-

cent. That is to say that, if state and local governments had done no more than

absorb the price increases on the goods and services they purchase from the private

sector, while maintaining the real value of the compensation paid to their employees

and transfer recipients, their cost would have increased by about forty percent

between 1972 and 1976. Under such conditions, a large proportion of expenditure in

creases, fully two-thirds for local governments and 43 percent for state governments,

could be attributed to inflation.9 Still, the data in Table 7 indicate that only a

9The share of expenditure increases not associated with inflation or employment

growth can be atti.-ced to increased purchases of goods and services from the private

market, changes in the real value of employee and transfer recipient compensation, and

increased numbers of transfer recipients. With the data at hand, it is not possible to

determine whether state and local government employees and/or transfer recipients com-

pensation increased sufficient to offset cost of living increases. Howerer, the avail-

able evidence indicates that, while it is Unlikely that the real coripensation of pjurlic

employees increased, anv decreases which m:4ght have occurred would riot significa:t.

alter the conclusions stated in the text.
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Table 7

Selected Data Related to the Growth in State and Local Government
Expenditures by Source, 1972-1976

State Local State and Local

Total Expenditure a
Growth (millions) $ 28,385 $ 50,379 $ 78,757

Growth Index 152.30 150.57 151.05

Inflation Index 140.80 139.87 140.18

Percent of Expendi-
ture Growth due to
Inflation 42.81% 67.94% 64.09%

Percent of Expendi-
ture Growth due to
Employment Increase 15.89% 21.23% 19.30%

aExcludes intergovernmental expenditures.

SOURCE: See Table 6.
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relatively small proportion of state, 11.9 percent, and local, 21.2 percent,

expenditure increases can be attributed to additions to their work force. Thus,

it would appear that, certainly in the case of local governments, inflation and

employment growth account for such a large share of expenditure growth that little of

the increasing costs can be attributed to increases in the real rates of employee

compensation. There can be little doubt that inflation has been a major factor under-

lying the increasing cost of state and, more particularly, local governments. °

Inflation is also important on the revenue side of the government ledger, for

inflation affects the monetary values of property, retail sales, and personal and

corporate income as well as other components of the state and local tax base. How-

ever, none of the generally available price indexes provides an appropriate measure

of the extent to which price increases have affected tax bases and tax revenues. In-

flation indexes for state and local government revenue systems have been developed

and implemented as a result of the project mentioned earlier (Table 6). These

indexes indicate what effect inflation-induced increases in the nominal value of

local revenue bases would have had on revenues if such increases had been taxed at

the rates which prevalied in the base year.

An examination of these indexes indicates a number of interesting findings. First,

there is a good deal of variability in the extent to which inflation impacts on the

tax bases of various types of government. For example, county and school district

tax bases appear to have been fairly responsive to inflation, while those of state

systems appear to be somewhat less so. Second, during the 1972-74 period of double

digit rates of price increases, inflation had a greater effect on expenditures than on

tax bases, although in the period 1974-76, the dampening of inflation did allow in-

flation-induced increases in tax bases to nearly match inflation-generated expenditure

increases.

Perhaps a more illustrative way to depict this effect is to consider the effect

10In an earlier analysis of the 1967-72 period, these proportions were reversed;

i.e., employment accounted for the major share of expenditure growth, while only about

twenty percent of cost increases could be attributed to inflation. See Greytak and Juipi

The Effects of Inflation on State and Local Government Finances..., op. cit.
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of inflation on the purchasing power of government tax bases (Table 8). This analysis

clearly identifies the strain which has been placed on local governments by infla-

tion. The purchasing power of state and local tax bases fell by about 8.1 percent

between 1967 and 1972, and by another 7.6 percent between 1972 and 1976. Given this

erosion in tax bases, there can be little doubt that inflation has been a major

source of fiscal strain to state and local governments. However, during the period

1972-74, when price increases were at double digit rates, inflation reduced the pur-

chasing power of state and local government tax bases to 93.3 percent of their 1972

level. Between 1974 and 1976, inflationary pressures declined such that purchasing

power of the combined state and local tax base was eroded only slightly, i.e., by

one percent. However, it must be noted that, between 1974 and 1976, when inflation

really hit the land and housing markets, those governments heavily dependent on

property taxes (municipalities, townships, and school districts) experienced an

increase in the purchasing power of their tax bases. For no level of government was

this increase sufficient to offset the purchasing power loss they had experienced

since 1967. However, between 1974 and 1976, inflation so enhanced the tax bases

of school districts that, by 1976, the purchasing power of their tax bases had been

re-established at 1972 levels. No other level of government has been so fortunate.

What these data portray is the susceptibility of state and local governments to

inflation. Moreover, they imply that inflation impacts on governments depend

critically on the structure of their tax system and the pattern of price increases.

For surely, if property values had not so greatly inflated between 1974 and 1976,

property tax dependent governments (municipalities, townships, and school districts)

would not have experienced the increases in tax base purchasing power they did.

There remains the question of whether these governments were able to realize

the increase in tax base purchasing power which occurred between 1974 acd 1976.

Realization of the changes in tax base purchasing power requires a tax structure

capable of capturing as revenues inflation-induced increases in the nominal values
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Table 8

Purchasing Power Indexes for State and Local Government
Revenue Bases, Selected Periods, 1967-1976a

1967-1972 1972-1974 1974-1976 1972-1976

States 90.59 92.98 98.04 91.12

Counties 92.43 93.06 98.04 94.88

Municipalities 91.39 92.03 101.03 92.96

Townships 92.51 91.40 101.11 92.37

School Districts 94.32 95.36 105.15 100.00

Special Districts 89.89 90.14 96.64 87.16

All State and
Local 91.54 93.30 99.00 92.44

aExcludes intergovernmental aid.

SOURCE: See Table 6.
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of tax bases, while maintaining compensation constant in real terms. Realization of

tax base expansion, whether due to inflation or not, essentially is automatic in the

case of those taxes whose bases are defined in the market and which are self reported,

e.g., retail sales, personal income, and corporate income. The revenues from taxes with

progressive rate structures, as is the case with most state income taxes, will increase

faster than the tax base because taxpayers automatically move to higher rate brackets as

their income increases. This suggests that the inflation indexes understate the effect

of inflation on the revenues of those governments which rely on a progressive income tax

Alternatively, realization of the revenue potential of tax base expansion of those taxes

whose bases must be measured is not automatic. The property tax is most representative

of this type of tax. Reassessment lags are common, and suggest that the indexes and the

analysis based on them would overstate effects of inflation on tax revenues. However,

in those jurisdictions where reassessments are frequent, base changes are quickly trans-

lated into revenues if tax rates do not decrease. One state in which prompt and accurat

reassessment is the rule is California. This being the case, the analysis here suggests

that the actual purchasing power of the local governments in California, although de-

clining between 1972 and 1974, increased markedly between 1974 and 1976.

The implication, of course, is that, for a period of at least seven years

(1967-74), the pressure of inflation for expenditure increases exceeded that on the

expansion of nominal tax bases. Then suddenly, between 1974 and 1976, a reversal

occurred and the inflation-induced expansion in nominal tax base and, because of

timely and accurate tax reassessment, tax revenues was greater than that for expendi-

tures. In such a situation, it does not take much imagination to envision the plight

of local public officials. Conditioned by the experience of the past seven years, the

budgetary slack produced by inflation between 1974 and 1976 was a surprise, and,

1 1
For an expanded discussion of these considerations, see David Crevtak and

Bernard Jump, The Impact of Inflation on the Expenditures and Revenues of Six Local
Governments, 1971-19.9 (Syracuse, N.Y .: Metropolitan Studies Progra..., S racuso
Unsiersity, Occasional Paper, December 1975).
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no doubt, a welcome one. However, uncertainty as to the permanence of the newly

emergent source of revenue growth most likely precluded either the adoption of new

expenditure commitments or, via tax cuts, the sharing of what might be a one-time

shot of relief from the longer term pressures of inflation on public budgets. All

the same, it does not take a great deal of understanding to comprehend the plight of

the taxpayer. Subjected to a progressive state income tax, income taxes, at least

since 1967, increased more than proportionate to income as inflation moved taxpayers

to higher tax brackets. Property taxes were also increasing as inflation drove up

assessments at rates which accelerated. As a result, at mid-decade, California's

already high tax burdens increased at even greater rates. Such circumstances lead to

tax burden increases unaccompanied by service level expansion, and they are fuel for

tax revolt.
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PART II

PUBLIC POLICY

There are at least three objectives which should guide public policy directed

toward the control of local government cost increases. The first is the equity

objective, i.e., to improve or at least not reduce the absolute or relative real

income and living circumstances of the poor and disadvantaged. Proposals to cut

local government service levels under this objective require close scrutiny and

evaluation, for reductions in the major local government programs (police, fire,

sanitation, and education) are likely to fall particularly on the poor and dis-

advantaged.

A second, or efficiency, objective of public policies should be to improve

the management capabilities of local governments. Here, federal and state programs

of technical assistance, improvements in financial management, programs of longer

term facilities and fiscal planning, better coordination among governments, coordina-

tion of state and federal grant programs, and improved reporting and monitoring of

all programs are all part of reforms that might improve the management capabilities of

local governments.

A third objective should be the maintenance of local control over local expendi-

ture decisions. This extends beyond the simple one man, one vote notion of local

government. Rather, it refers to the ability of locally elected officials, first,

to perceive the expenditure needs and preferences of their citizenry and then to move

toward the satisfaction of them without undue interference from higher levels of govern-

ment. In part, this requires that local officials be informed of and responsive to

the desires of their constituents and the circumstances surrounding their lives. It

also implies that local officials not be so circumscribed by regulations and legal

restrictions that they are unable to alter the types and levels of service their

governments provide.

In fact, the equity objective is the one which should dominate in the con-
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sideration of policy options. If the concept of expenditure control is to have

substance, it argues for a realignment of expenditures consistent with the needs of

local governments' clientele. In a real sense, it means excessive and unessential

service most be cut back and the cost of increases of the necessary activities of

local governments restrained. Since such a large part of the services and programs

provided by local governments, especially education and police and fire protection,

is of greater importance to the poor than to tie rich, and since access to private

market alternatives is greater among the non-poor, expenditure control means achieving

the equity objective with a smaller share of local income.

The substance of the management and productivity objective is efficiency in

the use of publi; resources to achieve public ends. In this sense, it is an objective

which is subservient to the others. However, administrative and management reorgani-

zation have the appealing characteristic of being relatively inexpensive, although

their success is difficult to evaluate. The local control objective dictates a

careful evaluation of the possible responses to taxpayer revolt. Limitations and

controls which are rigidly set by law can impede or preclude local officials responding

to changes in the desires or circumstances of their constituents. State assumption of

local functions as well as federal and state mandated programs and aid programs which

are designed to promote priorities set above the local level can similarly reduce local

control.

Policy Options and Problems

Perhaps the policy most often associated with attempts to restrain expenditure

growth involves employment and wage freezes. In light of the labor intensity of

local governments and the importance of labor cost in their budgets, such policies

would seem appropriate. However, in addition to their unpopularity among employees

and their bargaining agents, the effectiveness of employment and wage freezes depends

on a number of factors. Indeed, it is possible that, even with employment or wage

freezes, the number of public workers and/or their compensation rates may increase.
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Unless lids are placed on the number of actual employees rather than authorized position-

the actual government workforce can continue to grow as budgeted, but vacant positions

are filled. Similarly, wage freezes may not eliminate labor cost increases, even if

they are accompanied by no growth in the local government employment. This is so for

wage freezes generally do not apply to such things as seniority and cost of living raises

which are incorporated in salary scales and employ' 1 contracts. While th se con-

siderations question the efficacy of employment ant ge freezes, there are other equally

important considerations.

Employment and wage rate freezes, particularly those of the across the board variety,

can interfere with the efficiency and local control objectives. On efficiency grounds,

it can be argued that freezes preclude or make difficult the allocation of new resources,

and perhaps the reallocation of existing public money in accordance with changing pri-

orities and/or changes in the basic prices and costs of providing public services. The

inefficiency is, of course, that government resources will not be allocated in a manner

which conforms with the basic productivity and relative cost characteristics of pro-

duction.

In terms of local control, freezes have the effect of setting budget shares and/or

employment levels at some specified level, usually those in effect at the initiation of

the freeze. In effect, for the duration of a freeze, local control over the setting of

budget or employment priorities is replaced by the fiat of regulation. Beyond this,

policies which preclude or make difficult a shift of public monies among local government

activities may violate the equity objective. This would occur when priorities dictate

that additional money be allocated to activities which are of particular benefit to the

low income or needy population.

There also exist questions of interj urisdictional as opposed to interpersonal equity

Just as there are rich and poor people, there are rich and poor jurisdictions. Public

policies which apply to all jurisdictions may not affect all equally. For example,

freezes or cutbacks in revenues or expenditures will likely have a greater effect on poc:

jurisdictions where expenditure needs are already high relative to their tax base, e.g.,
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central cities.

If the patterns of past behavior of those governments which have attempted to re-

duce costs are indicative of what the future holds, then reductions in local government

employment levels can be anticipated. Reduction in public employment levels, however,

unless accompanied by major increases in employee productivity, will lead to reductions

in the quantity or quality of public services. This alternative raises serious equity

questions, since the economically disadvantaged are among the major beneficiaries of

the local public services, particularly in central cities.

Moreover, this alternative must confront the resistance of public employee

organizations to reductions in their numbers. While the fact is that some cities and

their unions apparently have been able to npgotiate employment reductions, the

potential for really major deductions is limited, for major service reductions, unless

accompanied by similar reduction by all neighboring governments, are likely to

incite or accelerate the outmigration of the more mobile upper income population, and

thus aggravate the localities' fiscal problems.

Alternatively, non-labor expenditures may be cut with little or no immediately

perceptible impact on the quality of public services. In particular, capital

expenditures for the maintenance and repair of public capital may be curtailed.

The efficacy of such a move is indeed questionable for such a policy does not

eliminate expenditures in a real sense, but rather simply defers them to a later

date. Moreover, the deterioration of public facilities such as streets, bridges,

schools, sanitation facilities, and the like may lead to outmovement of business

and industry, as well as upper income populations. This, too, may result in

complicating rather than relieving city fiscal problems, although this may not occur

immediately.

Another often advocated alternative for reducing the scope of local government

is that of shifting responsibility to higher levels of government. This is most

often suggested in regard to courts, some aspects of education, welfare,

and health and hospital programs, as well as some administrative operations, e.g.,

property as:,essm.cnt. This alternatitc must confront a set of equity nucstions hii~ch
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.t always recognized. For, if states are to adopt the financial responsibilities

.ngrams currently funded out of local revenues, then states will either have to

A expenditures on other programs or raise additional taxes. State adoption

.: 1 programs, if financed by reducing expenditures on programs of primary benefit

- economically disadvantaged, are unpalatable on equity grounds. Alternatively,

Assumptions financed by new state revenues may have adverse income distribution

..;ucnces. For example, if the state relies on sales taxes rather than on

.:ssive income taxes, the aggregate tax burden on the poor will likely increase. 12

Whether a greater state role in combined state-local spending accommodates the

. objective is a serious question. On the one hand, most equity type programs grow

:f broad social concerns and thus would seem to be the responsibility of state (or

-,I) rather than local governments. Moreover, there is a general presumption that

: is a greater degree of progressivity in state than local tax systems, and that

-,improvements will be achieved by state financing. However, increasingly,

*.sts and tax experts are of the opinion that the property tax is progressive, and

..s to a very high degree. Thus, the equity implications of state versus local tax

.-:ing have become a serious issue, and one which is not likely to be quickly resolvec

1.Y, there is serious question as to whether state legislatures, increasingly domi-

* by suburban legislators, will be responsive to the special needs of central cities,

'he relatively low-income population. Equity issues aside, state financing raise

sIsue of local control, for, if state control accompanies state financing, then it

contrary to the local control objective.

Additional intergovernmental aid is often recommended as a means of reducing

* 1cal expenditure requirements associated with the services and activities of

1governments. If intergovernmental aid money is fully substituted for local

.1. the serious -sue is the same as that confronting state assumption of pro-

Roy W. Bahl and Walter Vogt, "State and Regional Govermmcnt Financing of Urban
i;,!I-vices,` in A.t. Campbell and R. Bahl (eds.), State and Local Government:
tHit~rl: Economy of Refnrn (Newf York: The Free Press, 19?6), pp. 96-126.

33-595 0 - 78 - 12
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grams, i.e. , the implications for the tax burdens of the poor. On these grounds, federal

aid would seem preferable to state aid because of the greater progres~sivity of its tax

system. An equally serious issue, and one which strikes at the heart of the argument

for intergovernmental aid, has to do with the question of whether such aid substitutes

for or stimulates the expenditures of recipients. Although this question has been sub-

jected to a great deal of research, a definitive answer has not been produced as yet.

However, in collaboration with the Advisory Commission on Intergovernmental Relations,

the Metropolitan Studies Program of the Maxwel, School has recently completed a review of

the evidence and an analysis of the substitution-stimulation question of a wide variety

of state and federal aid programs. 13 Their findings, while not lending themselves to

a single unqualified evaluation, strongly indicate that aid has led to increased rather

than reduced local expenditures. Whether the current dissatisfaction with the operation

of the local public sector would be sufficient to make local officials see additional

aid monies as a means of dollar for dollar tax reductions rather than providing the bud-

getary slack for additional expenditures is a question which cannot now be answered.

Finally, with regard to intergovernmental aid, there is the issue of local control.

Here the question is whether programmatic aid leads to the provision of the types of

service which are most desired by the constituents of local governments. If one takes

the statements of the officials whose responsibility it is to implement state and federa

aid programs at the local level as indicative of popular sentiment, then the efficacy of

current aid programs is questionable. Generally, local officials are close to unanimous

in the opinion that expenditure restrictions associated with aid programs mitigate their

ability to provide the types and levels of service in conformity with local preferences

and priorities.14 Thus, many aid programs are in conflict with the objectives of local

control.

1 3
Advisory Commission on Intergovernmental Relations, Federal Grants: Their

Effects on State-Local Expenditures, Employment Levels, Wage Rates, A-61 (Washington,

D.C.: U.S. Government Printing Office, 1977); and te and Intergovernmental

Aids, A-59 (Washington, D.C.: U.S. Government Printing Office, February 1977).

1 4
David B. Walker, "A New Intergovernmental System in 1977," Publius 8, No. 1,

(Winter 1977):101-ll6.
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To many, however, this may not constitute a legitimate issue, for many aid programs

have as their purpose the provision of services which, if left to local discretion, woul

not be provided; or, if provided, would be at levels not consistent with the preference

of the broader society. While there can be little doubt that reduction cr elimination

of many of the expenditure restrictions associated with aid programs would accommodate

the objectives of local control, there remains the question of their consistency with

other objectives. As to efficiency, one would guess that restrictions and their monitor

ing generate a good deal of accounting and paperwork. If relieved of these encumbrances

some reduction in the costs of local government management could occur. However, it is

unlikely that such savings would be sizable.

State and federal dictates as to types and levels of local expenditure extend far

beyond aid programs. Mandates necessitating local expenditures are common, and extend

from state safety specifications dictating the number and position of traffic lights to

conventions governing property tax collections.is These, too, may be deemed necessary

and appropriate for social achievement, with benefits to broader society. As there is

little known about the actual cost implications of such mandates, little can be said

about the magnitude of local expenditure reductions which could be associated with the

elimination of or compensation for state or federal mandated expenditures. What can be

said, however, is that full reimbursement of the cost of local activities which are the

results of state and federal mandates would relieve local governments of the associated

financial burdens. It is difficult to identify the amounts of money that would be in-

volved, for so little is known about the fiscal implications of mandating.

The most common alternatives to expenditure freezes and cuts are limits placed on

local taxes and taxing power. In the first instance, revenue limits place greater

pressure on public officials to monitor and evaluate their expenditure commitments and

1 5
The local government cost implications of state and federal mandates istan

area in which our knowlddge is vastly deficient. Initial study of this topic has been
undertaken by the Advisory Commission on Intergovernmental Relations, "Tax Lids and
Expenditure Mandates: The Case for Fiscal Fair Play," Intergovernmental Perspective3, No. 3 (Summer 1977):7-12. For a list of state mandates affecting local governments
in one state, see Connecticut Conference of Municipalities, "State Mandates to Cities
and Towns" '(New Haven, Conn.: CC'I, ianeo, March 1976).
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may lead to serious efforts to economize. The implications of such efforts are for

better management and increased productivity. However, benefits of this nature, such

as they may be, come about as a result of the loss of local control over taxation and

revenue raising power which is inherent in the establishment of tax limits. In this

regard, limits on local powers of property taxation are particularly important, for the

property tax is the one tax over which local governments have had control. In effect,

property tax limits greatly curtail local fiscal authority, although they may have the

beneficial effect of enhancing management of the principal area remaining under local

control, i.e., the expenditure size of the local budget. One cannot be sanguine about

such possibilities, for, although local tax and revenue limits have a long history, their

effectiveness as- a means of expenditure control is not a matter of certitude. The

Advisory Commission on Intergovernmental Relations recently reported research findings

which indicate that local tax limits are associated with lower level expenditures from

16
own sources. However, the bulk of evidence suggests that local tax limits have no

effect on total state and local expenditures and tax burdens. The implication is that,

to the extent that local tax limits are restraining taxation and spending by local

governments, the state government adopts additional expenditure responsibilities. Wheth

such shifts in expenditure responsibilities mitigate the incentive of tax limits for

better management of local government is an open question. In addition, the implication

is that tax limit policies give rise to the broader equity and local control issues

associated with state assumption and state aid.

Within the class of actions which attempt to achieve expenditure control indirectly

by limiting revenues are full disclosure restrictions. Generally, these restrictions

require a public hearing and a vote by public officials whenever property tax is to be

levied at a rate above some previously specified rate.17 Such procedures closely confor

to the objective of local control. However, if local control involves middle and

upper income groups voting out of narrow self-interest, additional funding to the

smaller poverty population may not be forthcoming. Here, too, then, equity must be

considered.

1 6
Advisory Commission on Intergovernmental Relations, State Limitations on

Local Taxes and Expenditures, A-64 (Washington, D.C.: U.S. Government Printing
Office, February 1977).

Most commonly, these procedures are required whenever the property tax is
to be set at a rate which would vield revenues greater than the previous year's
revenues, or, in some 3v a specified 3mc:::t gre:tzr than the previous gear's
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CONCLUDING COiIMENTS

Many of the possibilities for local government expenditure reduction involve

activities which would reduce either service levels or local responsibility for the

financing of service. The recent experience of California, as well as that of New

York City, would suggest that state governments, however reluctant they may be,

will be involved in any major attempts to cut local government expenditures.

Whether this involves state aid increases or state adoption of local expenditure

responsibilities, the implication is for a shift of tax burden from local to state

taxpayers without any clear guarantee of a reduction in combined state and local

tax burdens. Whether shifts in tax burdens are sufficient to dampen the forces of

taxpayer revolt is a matter of speculation. If they are not, then the search for

ways to cut the costs, or at least restrain cost increases,of state and local

governments will gain force. Virtually all the alternatives raise serious questions

related to the equity and local control objectives of the public sector. Care must

be taken that these concerns are not lost in any attempt to reduce tax burdens.

The analysis of the factors related to the increasing cost of government has

identified the growth in average employee costs as a major contributor to increases

in the cost of government activities. However, despite the fairly large increases in

employee compensation, the data reported herein indicate that wage rate increments in

large part serve to offset increases in costs of living. In fact, inflation alone may

have contributed more to the growth in local government expenditures than all other!

factors combined.
1 8

Clearly, short of major service cuts, little relief from increasing

costs of government can be expected unless the federal government is more effective

in its fight against inflation.

18It is worth noting that inflation also induces an increase in the income tax lia-bilities of federal taxpayers. One recent study estimates that, between 1972 and 1974,inflation alone may have increased the federal income tax liabilities of taxpayers bysubstantial anounts, e.g., between £135 and $470. See David Greytak and Richard McIHugh,"The Effect of Federal Income Taxation and Inflation on Regional Income Inequalities,"Journal of Regional SciL*ce IS, No. 1, April 1971.
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Chairman REUSs. Thank you, Dr. Greytak.
And now, the widely respected John Shannon, Assistant Director

of the Advisory Council for Intergovernmental Relations.

STATEMENT OF JOHN SHANNON, ASSISTANT DIRECTOR, ADVISORY
COMMISSION ON INTERGOVERNMENTAL RELATIONS

Mr. SHANNON. Thank you, Mr. Chairman and members of the
committees.

I have been asked to concentrate on the local tax situation, property
tax and other related issues, and that part of my prepared statement,
from page 14 on, I will summarize.

Actually, there are two questions that I hope to answer for the com-
mittee. The first: Does it still make political and economic sense to re-
tain the property tax as a major source of local revenue in an inflation-
ridden economy?

Despite obvious defects and a very poor public image, the property
tax has significant political and fiscal virtues. First, it is the one major
revenue source directly available to local government and, therefore,
serves as a traditional defense against fiscal centralization.

Second, it is the only major tax that can capture for the commu-
nity the property values created by the community.

Third, it has a high visibility, and it can work in the direction of
greater public accountability.

But beyond these three considerations, there is an inescapable ele-
ment of fiscal realism. The Nation's local governments will not quickly
come up with an acceptable substitute for this powerful $65 billion rev-
enue producer. That figure alone is more than the gross national prod-
uct of most of the members of the United Nations. We are talking
about a revenue instrument that produces more than the individual
income tax and the sales tax at the State levels combined.

In view of the conservative mood of the country, it is also not likely
that many State legislative bodies will be willing to solve the local
property tax problem by granting broad discretion to local govern-
ments to levy income and sales taxes or by quickly relieving the local
property tax of all responsibility for the financing of schools.

State legislators are much more likely to use their surplus funds to
grant tax relief to property owners, rather than work out fiscal relief
strategies for local governments. The State-financed plans of aid to
property owners will take a variety of forms, and we are seeing it now:
expanded circuit breakers, State reimbursement for partial home-
steading exemptions, more tax rebates for part of the school taxes,
part-not all-of the school taxes borne by homeowners. There is a
major proposition under consideration in Texas on that latter point
right now.

Because State takeover of local school costs is an extremely expensive
venture, we are not likely to see many dramatic breakthroughs on this
front immediately. It is happening over time, but is going to be slow-
going.
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Well, for all of these reasons, prudent public policy would dictate the
adoption of measures at the State level, designed to conserve the local
property tax by reducing as much as possible the high irritant content
of this levy.

Well, what is the ACIR prescription for keeping the irritant level
of the property taxes at tolerable levels, particularly during periods of
inflation?

Our first prescription-and we think all of these need to be worked
together-is a uniform system for administering the property tax.
Market value appraisal of all taxable property, professional ap-
praisers, strong supervision of local assessors, and the preparation and
the disclosure of assessment ratio findings to enable taxpayer to judge
the fairness of their assessments. But that all goes under the tradi-
tional rubric of assessment reform.

Second-and this is very important-is a "truth in property taxa-
tion" process, along the lines of the Florida plan, that will enable tax-
payers to fix political responsibility for higher property taxes without
placing fiscal shackles on local government.

In my prepared paper, I go into some detail explaining the Florida
plan. Basically, there has to be a rollback of rates roughly commen-
surate with the increase in the base, unless the local spending authori-
ties go through a very rigorous full-disclosure process so that the tax-
payer knows that it is the school board or the city council or the county
board that is responsible for that tax increase and not the assessor.

The third element in this five-ply protection program is a State-
financed circuit breaker to shield homeowners and renters with low and
fixed income from property tax overload situations. And, again, in the
earlier part of the paper, I described why we consider the circuit
breaker the instument of choice for granting taxpayer relief.

The fourth-and this bears on the Federal policymakers as well as
State-is an intergovernmental "fairplay" policy. When the State
mandates additional expenditure responsibilities on local government,
it should be prepared to help finance the added expenditure burden.
When a State mandates a partial or complete exemption from the local
property tax, such as a partial homestead exemption, it should reim-
burse the locality for the revenue loss. And this fairplay concept, also
makes good sense at the Federal level.

And the fifth would be a tax utilization philosophy that recognizes
that the best property tax is a moderate tax. As with any other tax, the
heavier it becomes, the less obvious its virtues, the more glaring its
defects.

In my view, a moderate property tax would fall into the 1 to 11/2
percent of market value range. Beyond 11/2 percent of market value,
the amber warning light turns on; and beyond 2 percent, certainly the
red light flashes.

If a State, at least gradually, can assume the full cost of welfare
and medicaid and at least 65 percent of the cost of local schools, it will
probably be able to hold property tax levels below the 2-percent level.
We have a map on the next page that gives FHA effective rates back
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in 1975. Now, there has been some change since then, but basically the
picture is that the Southern States have moderate rates, the Northern
States are close to 2 percent or above. In the case of Massachusetts
the effective rate is, by far and away, the highest. It is 3.26, so that
on a home of $100,000 in 1975, the property tax was $3,260.

There is room for guarded optimism. Many legislators may find
this five-point reform program more acceptable than the radical sur-
gery alternative prescribed by Drs. Jarvis and Garm. If this turns
out to be the case, June 6, 1978, Proposition 13 Day, will also become
a red letter day in the long and troubled history of the local property
tax.

Thank you very much.
[Mr. Shannon's prepared statement follows:]
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- Shock waves of increasing intensitychave jolted the

state-local finance sector during the-last.four years.

If their severity could be measured on a scale of 1 to

10, then the 1975 New York City crisis might register a

Richter-type reading of 5, the 1974-197h6recession about

8, and the 1978 California tax'revolt'almost'10 '

:.-.While the first two shocks--the New.York City-crisis -

and-the recession--strengthened the-hands.of. thezfiscal

conservatives, the California tax revolt-provided them with

a four-point action program for clowing-down the growth of

state and local government.

o A Massive Local Property Tax Rollback--Because
property cannot be taxed at more.than 1 percent
of its estimated 1975-1976 market .value,.this
necessitated a property tax cut of approximately
$7 billion.

o A Partial Pro2erty Tax-Assessment!Freeze--No-
property tax assessment can be increased in

any one year by more than 2 percent unless that
property is sold, at which.time it can be re-

assessed on the basis of its market-value.

-o VeryTight Constitutional Restrictions on Local
Revenue Raisers--After July 1, 1978, no tax can

be increased or a new tax imposed without the

approval of two-thirds of the-qualified voters.

o Fairly Tight Constitutional Restrictions on

State Revenue Raisers--No additional state taxes

..- : can be imposed unless approved-byk-iat least two-
thirds of the total membership:of'both the Senate
and the House. . -

Proposition 13.raises several ha-rdfquestions for

state and local policymakers.
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First, does the Jarvisaeproach for controlling_the

growth 2f Publ ic spedin9 represent the wave of the future?

It is highly unlikely that many states could replicate all

of the factors that gave such strong support for the

massive rollback in local property taxes. California

had a 55.5 billion surplus to cushion the initial shock

of the local property tax rollback. This extraordinary

surplus, together with a well above average property tax

burden, a high and rising fiscal blood pressure reading,

a strong populist tradition, and an unusually rapid

growth in residential property values in South California

all combined to give explosive support for Proposition 13.

It should also be noted that the partial assessment

freeze fairly bristles with equity and uniformity issues--

not many states are likely to enter this legal thicket.

While huge local property tax rollbacks or

partial assessment freezes appear unlikely in most

other states, the strong support for Proposition 13

will certainly hurry history along on three fronts.
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1. More Restrictions on Local Tax and Spend!iin
Powers--iSince 1970 at least 14 states have
placed restrictions on the power of local
officials to raise property taxes (Table 1).

2. More Restrictions on State Tax and Spending
Powers-- Iince 1976 N-ew Jersey, Michigan, Colorado,
Tennessee, and now California have taken various
restrictive actions to check the growth of
state spending (Table 2).

3. Greater Support For Home Owner Property Tax
Relief--Proposals calling for expanded circuit-
breakers, split rolls, larger homestead exemptions,
and tax deferrals will compete even more
intensively for state legislative support.

Second, is it possible to moderate state expenditure

rowth rates withoutplacing fiscal shackles on state leyisla-

tive bodies? Two considerations give this question an urgency

that cannot be denied. First, there is.clear evidence that.

an increasing number of citizens no longer want the state-

local sector to keep growing at.a faster clip than the

growth in their own income. Ever since World Wiar II, all

systems have been "go" for the Nation's largest growth

industry. The Growth of the Stale-Local Sector. 1948-77

(State-Local Expendilures and Taxes as a Percent of
,State Personal Income)

State-Local Direct

General Expendilures Exhibit;
From Omn State-Local

Funds (exclad- Employees

Fiscal Ing federal Stlale-Local per 10,000

Year Total aid) Tax Revenue Population

1948 9.32% 8.34% 7.03% 240

1958 12.93 11.53 8.85 298

9G8 16.38 13.64 10.81 396

1976 20.32 15.90 12.47 475

;977est. 20.75 16.05' 12.87 485

.asod on populatibonoclodng armed torces overse- a
'Idh 1975.77 oliuj t increase nires tun, an cael., ACIII tindi-g of a

r~hob in tIre ,et1lson nt 5 0 a local spending to gioss
-n~ational toodul. ls taliulalolj uSto censu~ r~sldad tcwal year. and

pkeisonat Income. Itt, tailr aonllysis used ealiou u.lcunie accounts.
c~ienda, Vyt.,. and gross nation~al product. --

5o0oce: ACIII sll Cunnipu~lalixOtI bilsel) en u.S. fitl;...,l 01 the Cenlsus. ..
GovOinn~a~l$ Dinsi.r n Jiioas e oilits. an slla u. ................... 1 >.rits0



181

Table 1

STATE LIMITATIONS ON lIOCAI GOVERNMENT POWER

TO RAISE PROP'ERTY 1AX REV[NtJE, 1977

Fozl )i~solosos. of
Ellfot of Assessment Fierily Psop-es To. Ltev

No Iocreesront ls R-o Li otno' ILevy (.Ltrydetnre
S-ttes LeimstIons Psopefly Ia. Rate I ,nslon

5
ltse sTos I-tel LtiIOIon

AtLAlAMA c(MS
ALASKA MJ ( 3)
ARIZONA M CKMS
ARKANSAS CMi
CALIFORNIA . i(5

COLORADO CMS
CONNECTICUT M
DELAWARE MS C
DIST.OFCOLUMDIA M ('75) -
FLORIDA CMS ('70) CMS

GEORGIA CM5i
HAWAII C ('76)
IDAHO CMIS
ILLINOIS CMS
INDIANA CMS CMS('73)

IOWA CMS CM('72)
KANSAS CMS CMS ('70) S
KENTUCKY C .
LOUISIANA CM .
MAINE CM S

MARYLAND CH ('77)
MASSACHUSETTS M
MICHIGAN
MINNESOTA MS CM Q71)
&iISSISSI5PPI CMSI

MISSOURI CMIS
MONTANA CM ('74) CMIS
NErBRASKA CMS
UEVADA rMs
NEW HAMPSHIRE M

NEW JERSEY CM ('76)
NEW MEXICO LAS
NEW YORK CMIS
NORTIt CAROLINA CM
NOR1H DAK07A CMiS

OHIO
OKLAHIOMA £
OiIFOON CMS4
FtNNSYLVANIA CMS
RHODE ISLAND M

SOUTH CAROLINA CM S
SOUTII DAKOTA CMS
TENNESSEE CM
TEXAS CMS
UTAH CMS

VERMONT. M
VIRGINIA CM ('76)
WASHINGTON CblC Jm. ('71)
WEST VIRGINIA CMS
WiSCONSIN CMS ('75)
WYOMING CM5

C =e solis.

5: so ool de1lss ft (n soni h stales m -hos.I dio tIic ... I. vs i.....lint ltsitt'j olityi I ' .. ott vo nVneo mfvt lot
itxs smed vvil ase she temnts oln: sItemJetlttcvln oensil g/oyn-teeotsl mlamI Ott ddhsat illtncs )

EIsers ussdct ilised. Cte Ee'TI sciots I . cot. tel I Ittuttfll

uu:Nzi ul IdaslSg -meue. f[- lix hO ' ctsed l..l..l.cd. ;s r: I- ov-o , h.Iv Xqll1Xs -td' Ir lu V;vvnie' eel-led s o sousew eiltcnstisfe2 ol It, cnts' .li S si'r s Ins' Iht' ntS'sl In tevncers" t1.n- 'onw close Iter s'tonvi iitin't I.v.d

Us;t' lbs cssn'.nltsl'd sate sItle level lj,oclfntyt l'otl esI n s'sttltt' tt1 s let~lm 1gsct vet liiJtstt to. Sold su.h .l, .v.ttttvjs tedl

IlterI ee t esstvs. Vhto t.yIe t. # 1s ly s .s s .s e ei
5
1'c s t'Io l ro isle I'ttstz st eel-. e el'.e.itv late Iltal m En o..ti.leI . aJi .,t ti l s ns oi sstiivlgo.iy

C'~Inntlnla.t.ilztnezs'e neoxasntsoieiltiewnit.tnnlot''tl l.:l.' lt~ X.tEt.ti. b- IfSIttlt. l .yt*:.; rg9. sa-l b1eII.

I'.t'iZ'i sn-it lcs



TABLE 2

RE:ENT STATE RESTRICTIONS ON STATE TAX/SPENDING POWERS

Type of Restriction and Year
of .Enactment

State Constitutional Statutory _

1977Colorado

Michigan

New Jersey

Tennessee 1978

Remarks

Allows a 7% increase in general fund spending with an
additional 4% to reserve fund. Amounts over 11 refunded
to taxpayers.

1978 Indexation of the state personal income tax to
prevent inflation from pushing ta:xavers into
hicher tax brackets.
Budget stabilization fund provided. Amounts in excess

1977 of 2% of adjusted personal income multiplied by previ-
ous year general purpose revenue to determine amount
to be deposited in budget stabilization fund. -With-
drawals are provided if there is a decrease in ad-
justed personal income. .

1976 Spending increase limited to increase in the state personal i 00
income (federal series). Increase of between lC|
for this year.

Spending increase limited to growth in the ecoz:.my. In-
crease approximately 11% this year. Provisions 'or full
or shared costs for mandated programs to local qovernments.

California - 1978

Prooositibn 13 (Jarvis-Gann) , by Constitutional revision, provides that an,
chages in state taxes enacted for the purpose of increasing revenues must be
imnosed by an Act passed by not less than two-thirds of all members electe. to
each of the two houses of the legislature, except that no new ad valor:-. taxes
on real property or sales or transaction taxes on the sales of real property Ma.
be imposed.

Legislation restricting state spending powers !)y either Constitutional or statutory
means is under a consideration in the follow:ing states- 'cizcna, 'lorica, rco:c-J-i
Hawaii, Idaho, Illinois, Iowa, Maine, Maryland, lassachusetts, :!innesota, :i:sor
Ohio, South Dakota, Te:as, Utah, Virginia, Washinc~ton, and Nisconsin.

Source: ACIR staff compilation. 6/9/78.

PRELIMINARY

.
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Second, there is also evidence to suggest that a part

of this growth rate can be traced to imperfections in our

system for holding elected officials clearly accountable

for the growth in taxes and expenditures--imperfections

that become more serious during inflation in these ways:

o Unlegislated Tax Rate Increases--Inflation subtly
.. pushes taxpayers into higher federal and state

income tax brackets.

o The Diffusion and Misdirection of Political Re-
sponsibility for Higher Local Propertv Taxes--
Is the taxpayer to blame the assessor, the school
board, the city council, or the county board
for his tax increase?

o. Diffusion and Misdirection of Political Responsi-
bflity for New Spenrdin 9 Programs--in many instances,
Congress takes the political credit for enacting
a new program (such as the Safe Drinking Water Act)
while mandating the additional expenditure require-
ments on states and localities. Similarly, state
legislatures often mandate. new.s.ervices or the
upgrading of the wages and pension benefits of local

*- employees and force the added expenditure require-'
.ments on local governments. There is also the
frequent case in which one legislature will take
political credit for; the enactment of a new
program but leave to the next-legislature the
task of funding it.

In order to remove these imperfections from the

political marketplace, the political accountability of

elected officials must be strengthened. By so doing, ex-

penditure growth rates can be slowed down without doing

violence to the concepts.of representative government,
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majority rule, and fiscal flexibility. Examples of this

strengthened accountability approach can be found 
on both

the tax and expenditure sides of the fiscal equation.

A good example of strengthening political accountability

for expenditure decisions is the 1978 Tennessee constitutional

amendment that restricts state spending to the growth in the

state economy. The state legislature can exceed this limit

by a simple majority vote, provided it follows a 
full

disclosure procedure. This amendment also directed the state

legislature (a) to at least partially reimburse local govern-

ments for state expenditure mandates, and (b) to fully fund

the first-year cost of all new state programs. In effect,

then, it directs the state legislature to put its money

where its mouth is.

The state of Colorado strengthened political accountability

when it indexed the personal income tax this year 
so as to

prevent inflation from pushing taxpayers into higher tax

brackets. Similarly, Arizona passed a law indexing its

deductions, credits, and exemptions. The ACIR has recommended

this action on the grounds that higher income tax rates

should result from overt state legislative action rather

than as the silent consequence of inflation.

Admittedly, these various means for focusing a

sharper spotlight on tax and expenditure decisions will
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come under attack from the hard line-fiscal conservatives

as very 'weak tea." Underpinning their objectives is the

firm conviction that elected representatives can no longer

say "no" to all the various pressure groups--that their

backbones must be stiffened by replacing a simple majority

requirement with a constitutional provision that calls

for two-thirds majority approval as the prerequisite for

either the enactment of new taxes or a decision-to raise

expenditures significantly. In effect, this hard line

approach gives the conservative minority a veto power

over all major tax or expenditure decisions. It, of

course, completely undercuts the concepts of representa-

tiye government, majority rule, and fiscal flexibility--

the Jarvis prescription.

A policy of strengthening political accountability

will also come under fire from the left side of the

political spectrum. Liberals are apt to oppose some of

these policies on the grounds that they represent a foot

in the door for the fiscal conservatives. Many liberals

believe that the public sector is still undernourished,

particularly in those program areas that are of most

concern to the poor and minority groups. Thus, in their

judgment, tax and expenditure questions should be resolved

in favor or meeting these urgent public needs--not in

figuring out new ways to slow down- the. growth in state

and local government.

33-595 0 - 78 - 13
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Confronted with these conflicting demands and philoso-

phies, many policymakers will opt for the middle course--

that of slowing down expenditure growth rates by strengthen-

ing the political accountability of elected officials.

Third, when is a state justified in ifp2i2a

tight,2_ermanent, lid on local _2ropertytax authorities?

In the judgment of the Advisory Commission-, the state is

justified in adopting a permanent, tight lid policy only

if the state is willing to provide adequate financial

compensation to local governments. The tighter the lid,.

the more persuasive the case for a new source of local

-revenue. Adequate compensation could take the form

of a major new source of tax revenue for local govern-

ments or the enactment of a substantial state program

of unconditional aid to localities.

Without this compensatory action, the trend toward

fiscal centralization-will become even more dramatic.

This centralizing tendency was-clearly underscored by our

findings--while state lids on local levies reduced property

tax levels, this effect was offset by higher state taxes.

Fourth, can state policvmakers prevent locally

elected officials from reaping inflation "windfalls"

from rapidlyrising property taxassessments without

imposingarbitrary tax and/or spending lids on locali-

ties? This issue becomes especially acute during periods

of inflation when property values generally and residential
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property values in particular rise at a faster clip than

the income of the property owner.-

In many cases, local legislative bodies fail to cut

back their property tax rates roughly commensurate with

a substantial hike in the tax assessment base. Thus the

assessor--not the local spenders--is mistakenly blamed

for the-resultant increase in the property tax load.

Florida has resolved this property tax windfall

issue and thereby helped to moderate the growth in

local spending through the adoption of a "truth-in-

taxation" procedure--rather than through the imposition

of arbitrary lids on local fiscal action. The author

of this pioneering legislation, State Representative

Carl Ogden of Florida, recently described the full

disclosure procedure:

"Every year, the tax appraisers reassess homes
in light of current market values, which generally
are higher than the year before. The tax rate is
then reduced, so as to generate no additional revenue
from the reassessment. The only "fudge factor" is new
construction, which can be taxed outside the normal
rolls for the first year.

If last year's revenue plus the fudge factor
aren't enough for this year's public expenditures,
the taxing unit--for example, the city council--
has to put the following quarter-page ad into the
local newspaper of largest circulation: 'The City
Council proposes to increase your property taxes.
Hearings will be held on (such-and-such a date).'

Lest you overlook the ad,,i-t-must be surrounded
by thick black border.
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"If after the public hearing, the council goes
ahead and raises taxes, another black-bordered, quarter-
page ad must be placed: 'The City Council has voted to
raise your property taxes.. Hearings will be held (on

such-and-such a date).' After the second set of hear-
ings, there's another vote. Only then can taxes
actually be increased."l/

While such a procedure may appear restrictive to many

local officials, it nevertheless permits them to raise rates

as high as they want by a simple majority vote. In effect,

local officials have as much fiscal leeway as they want

to exercise--provided they're willing to accept full re-

sponsibility for their decision to raise taxes.

Fifth, what is the instrument of choice for providing

property tax relief to home owners? In the judgment of the

Advisory Commission, a state-financeh "circuit-breaker"

gets the nod. Three considerations support this judgment.

First, the circuit-breaker can provide tax relief

to those who need it most at a lower cost than the home-

stead exemption. If the objective is to relieve resi-

dential property taxes that are unduly burdensome, the

circuit-breaker can provide more meaningful relief at

less cost. It targets relief dollars to those most in

need of relief--those who are carrying extraordinary

tax loads in relation to family income.

Second, in contraza- to homestead exemptions, renters

as well as home owners can be given relief under circuit-

1/ The WashingtonPost, June 19, 1978, p. D10.
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breakers. On the assumption that landlords pass on a good

share of their property taxes to renters in the form of higher

rents, the majority of circuit-breaker states designate some

percentage of rent as a property tax equivalent which enters

the circuitbreaker calculation in exactly the same manner

as owners' tax payments.

Third, the circuit-breaker is less-likely to encounter

legal obstacles than the homestead exemption or the "split

roll." Because of uniformity provisions, a constitutional

amendment appears to be a prerequisite in many states for

homestead exemptions on proposals to tax business property

more heavily than residential property. By contrast, be-

cause the circuit-breaker can grant relief from residential

property taxes without adjusting tax assessments or tax

liability, the courts have consistently held that the

circuit-breaker does not violate state constitutional

uniformity provisions.

Our latest survey reveals a sharp increase in state

reliance on circuit-breakers. In 1977, 30 states paid out

almost $1 billion in circuit-breaker relief to five million

houscholders--contrasted to $500 million in tax relief

payments to three million householders in 1974 (Table 3).
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Sixth, does it make political and economic sense to

retain thepropert tax asa rmgor source of local revenue'

in an inflation ridden econom? Despite obvious defects and

poor public image, the property tax has significant political

and fiscal virtues. First, it is the one major revenue source

directly available to local government and therefore serves

as the traditional defense against fiscal centralization.

Second, it is the only major tax that can recapture for

the community the property values the created by the
-. ,

community. Third, its high visibility works in favor

of greater public accountibility.

Beyond these three considerations there is the in-

escapable element of fiscal 'realism--the Nation's local

governments will not quickly come up with an acceptable

substitute for this powerful $65 billion revenue producer.

In view of the current conservative mood of the country,

it is not likely that many state legislative bodies will

be willing to solve the local property tax problem by

granting broad new discretion to local governments to

levy income and sales taxes. The legislators are far more

likely to support proposals granting fiscal relief to tax-

payers than to local governments.

The state financed relief will come in a variety of

forms--expanded circuit-breakers, state reimbursement for

partial homestead exemptions, or tax rebates for part of

the school taxes borne by property owners.
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Because state "takeover" of local school costs is

an extremely expensive venture, we are also not likely

to see many dramatic breakthroughs on this front.

Prudent public policy, therefore, would dictate the

adoption of measures designed to reduce the irritant content

of the property tax levy.

Seventh, what is the ACIR prescription for keeping

the irritant level of local property taxes at tolerable

levels--particularlydurinq periods of inflation?

1. A uniform system for administering the property
tax marked by:

a. market value appraisal of a.l taxable property;

b. professional appraisers;

c. either strong state supervision of local
assessors or state administration of the tax
assessment system;

d. the preparation and disclosure of assessment
ratio findings to enable taxpayers to judge
the fairness of their assessments.l/

2. A "truth in property taxation" process along the

lines of the Florida plan that will enable tax-
payers to fix political responsibility for

higher property taxes without placing fiscal
shackles on local government.2/

3. A state-finance circuit-breaker system to-shield
home owners and renters with low and fixed income
from property tax overload situations.3/

1/ ACIR, The Role of the States in Strengthening the Property

Tax, A-17, reissued i9/6. ACaR has drafted suggested
legislation to implement these recdimmendations.

2/ ACIR, State Limitations on Local Taxes Expenditures,
A-64, 1977 ACIR has drafted suggested legislatfNnto
implement this recbmmendation.

3/ ACIR, Prope!rty Tax Circuit-Breakers: Current Status and
Pglicy ]ssues, N1-17, 1975. ACIR has c1rafted r;uqqested

._~~~~~~~~~~~~~I i ,, -1, iv or, > u
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.4. An intergovernmental "fair play" policy. When
the state mandates additional expenditure re-
sponsibilities on local government, it should
be prepared to help finance the added expenditure
burden. When a state mandates a partial or
complete exemption, from the local property tax
(i.e., homestead exemption), it should reimburse
the localities for the revenue loss.l/

5. A tax utilization philosophy that recognizes
the best property tax is a moderate property tax.
As with any other tax, the heavier it becomes
the less obvious are its virtues and the more
glaring are its defects. -In-my view, a moderate
property tax should fall in the 1 to 1.5 percent
of market value range. Beyond 1.5 percent of
market value the amber warning light turns on--
beyond 2 percent the red danger light flashes.
If a state assumes the full cost of welfare
and medicaid and at least 65 percent of the cost
of local schools, it will probably be able to
hold local property tax levels below 2 percent
of market value (See map).,--

There is room for guarded optimism. Legislators in many

states may find this five point reform program more acceptable

than the radical surgery alternative prescribed by Doctors

Jarvis and Gann. If this turns out to be the case, June

6, 1978--Proposition 13 Day--will also become a red letter

day in the long and troubled history of the property tax.

1/ ACIR, State Mandatinq of Local Expenditures, forthcoming
report. ACIR has drafted suggested legislation to
implement this recommendation.
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AVERAGE EFFECTIVE PROPERTY TAX RATES, EXISTING SINGLE rAMILY HOMES WITH
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Representative MOORHEAD. The committee would now like to hear
from Lyle C. Fitch, president of the Institute of Public Adminis-
tration.

STATEMENT OF DR. LYLE C. FITCH, PRESIDENT, INSTITUTE OF
PUBLIC ADMINISTRATION

Dr. FITCH. Mr. Chairman, and members of the two committees, I
have filed a statement with the committee, the title of which is "Better
Government or Less Government-The Response to Taxpayer Revolt."
I would like to summarize the major points of that statement.

The first point follows Mr. Greytak in its emphasis on inflation in
State and local government costs, and the role of inflation precipitat-
ing the taxpayer revolt.

In brief, what has happened in the last 20 years is that the unit cost
of goods and services purchased by local governments, in order to
provide public services, has increased by some 189 percent, compared
with an increase in the cost of consumer goods and services of some-
thing like 104 percent. There has been a dramatic inflation in the cost
of the inputs going into the State and local government process, com-
pared with the cost of consumer goods.

Second, the amount of resources used by State and local governments
per capita increased by 100 percent in the last two decades. In other
words, State and local governments are now using twice the amount
of resources for each man, woman, and child that they did two decades
ago.

Now, I doubt if many taxpayers feel that they are getting double
the services. On the contrary, they see many evidences of declining
public sector effectiveness, such as increases in school dropouts, more
traffic congestion, dirtier streets, more potholes, worsening public trans-
portation, rising delinquency, and the rest.

There are many reasons for the rise in real per capita costs, and
some of them do reflect increased services. But being a battered old
public administrator, I conclude that there has been a substantial drop
in the productivity in the State and local government service industries,
and that the average citizen is. not wrong in concluding that he is
getting relatively less for his taxes than for most other purchases he
makes. Of course, this is what the antigovernment people-of whom I
do not count myself one-have been telling us all along.

We next have to consider whether the heating up of the taxpayer
revolt can be turned to good account in providing better government as
opposed to merely cutting services and having less government. Gov-
ernment reforms usually result when the money runs out or when the
existing machinery becomes glaringly inadequate or when the existing
power structure gets into difficulty because of corruption or misman-
agement.

There are two main approaches which I would like to mention
briefly. The first is structural and administrative overhaul. There is a
lengthy agenda of needed structural and procedural reforms. Most
of them have long been advocated by your distinguished chairman,
Congressman Reuss, and I will not go into the list.
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But the greatest structural deficiencies are in the large urban areas
where government is a thicket of municipalities, county and regional
agencies, and special districts, all of which are incomprehensible to
most citizens.

Ten years ago the Committee for Economic Development noted that
there were 80,000 local governments in the United States, most of
which are too small to function efficiently. The CED thought the coun-
try would be much better off with only about a tenth of that number,
with local governments large enough to operate efficiently.

However, I have always had some reservations about cutting back so
drastically, because structural reform and paraphenalia by themselves
do not assure good performance. New York City is a case of a gov-
ernment with all of the paraphenalia of modern administration. It was
the first and is still the largest metropolitan consolidation; it has well-
staffed budget, planning, and personnel agencies; it has a strong execu-
tive equipped with professional assistants; and it has gone through
periodic charter revisions to keep the system up to date. But all of this
did not keep the city from getting into a horrendous financial piclde,
mainly through skyrocketing costs financed by short-term borrowing.
We have had tax and debt limits, but these were circumvented with the
connivance and assent of the State government and the city's elected
officials, the public employee unions, and the banks, all of which stood
to gain in the short run by the city's financial irresponsibility.

I therefore suggest that the main problem of many governments is
not inadequate size, but arteriosclerosis of the bureaucracies and the
lack of incentives for economizing. Government agencies, by nature,
are more interested in organizational growth, status, and power than
service improvements and economical functioning, and I think this is
one thing we have to keep hammering at.

The second road to improving government costs is through produc-
tivity, which implies delivering more public services, and more relevant
services, with less resources. Raising productivity involves overcoming
a lot of negative factors. These include ineffective management and
supervision and lack of employee incentives and hostility of employee
organizations to the very notion of productivity. It also involves
greater emphasis on a number of positive factors, including better
utilization of technology, more effective job analysis and personnel
scheduling, overhauling antiquated civil service systems, and introduc-
ing better definitions of agency objectives and missions, and measures
of performance.

On a still higher plane, productivity means modifying old notions of
hierachical control, and devising new patterns of organization struc-
ture and new incentive systems for executive supervisors and street
level workers. Such things are especially difficult to achieve when pro-
grams are being cut back and workers are being laid off. When layoffs
are by seniority, there is no relationship between quality and perform-
ance in job security. New methods, new machines, and other innova-
tions cannot be financed when money is tight.

But in conclusion, I think that the taxpayer revolts manifested by
Proposition 13 and less drastic measures can accelerate the pace of gov-
ernment improvement, both structural improvement and productivity
improvement. Such improvement depends on strong political leader-
ship which can mobilize and sustain support from citizens, business and
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taxpayer groups, and other constituencies. But the payoff is in the long
run, not the short run, and this is a heavy handicap in the business of
politics, where horizons extend only until the next election.

The continued interest of most elected officials depends on the num-
ber of votes which can be garnered by vigorously responsive govern-
ment reform, which is a grubby business, at best. The Federal and State
governments can lend a hand by putting their own grant programs in
better order and making judicious use of the power of the purse to
promote structural reform and encourage productivity.

Finally, how can taxpayer resistance constructively affect govern-
ment expenditures in the short run? I would say mainly by flashing
"go slow" signals to officials, legislators, and employee unions. As Gov-
ernor Carey of New York put the matter in his inaugural address in
January of 1975, "The days of wine and roses are over."

The great danger is that drastic reductions like proposition 13 will
lead to drastic expenditure reductions which wipe out the amenities of
urban existence, beginning with parks, libraries, and the arts. This
leads me to say that crash economy programs, like crash diets, are al-
most invariably ineffective; they usually damage the patient; they are
painful and are very soon abandoned. Truly effective government
economizing, like weight reduction, requires laying out a well-balanced
diet and sticking to it.

Thank you.
[Dr. Fitch's prepared statement follows:]
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BETTER GOVERNMENT OR LESS GOVERNMENT? -- THE RESPONSE TO TAXPAYER REVOLT

Statement of Lyle C. Fitch
President, Institute of Public Administration

Before the
Subcommittee on the City,

Committee on Banking, Finance and Urban Affairs
U. S. House of Representatives

July 25, 1978

Why Taxpayers Revolt--The Coat Explosion

Whether Proposition 13 is a highwater mark or only an interim

marker in the contemporary American tax revolt, it clearly calls for

greater effort than we have seen to date to check government expendi-

tures and taxation. California voters opted for an absolute reduction

of property taxes while making it difficult to replace them with increased

state or local nonproperty taxes. It is less clear that they opted for

reduced services, but many seem to have felt that the cost of public

services has been outrunning benefits, implying that the extra bang is not

worth the extra buck.

The revolt has been gathering steam for years, of course, with

many communities vetoing increases in school and other budgets, and

several states putting new limits on state-local expenditures and taxes.

For example, New Jersey two years ago tied state expenditure increases

to the growth in New Jersey state income payments, and put a 5-percent

limit on annual increases in local government budgets. Tennessee is

moving to put similar restrictions into the state constitution. More

or less draconian measures are being urged on many other states.

How account for the whopping increase in state-local government

expenditures in the postwar period? Professor Greytak has discussed the

factors accounting for recent increases in government expenditures. I

* "States Vie to Curb Taxes, Spending." Congressional Quarterly, July 8,

1978, pp. 1727-30.
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want to emphasize two points which bear on what I will say later.

1. In the twenty-year period 1957-77, the unit cost

of state-local government increased 179 percent compared

with an increase of 108 percent in the price of goods

and services purchased by consumers. This was in large

part due to the fact that average wages of state and

local government employees more than trebled. Contrary

to the claims of public employee unions, the average

wage of state-local government employees started higher

and rose faster than the average wage in the private

sector until the early 1970s when taxpayer resistance

began stiffening and the increase rate slowed to

approximately the pace of private-sector wage increases.

2. Adjusting for inflation and for population

increases, we find that per capita real expenditures on

state-local government services approximately doubled.

This datum measures the amount of manpower and other
resources which state and local governments bought in

order to provide public services.

To complete the picture, transfer expenditures, mainly welfare
and related grants, went from $4.8 billion to $20 billion.

The most significant fact is that the per capita real cost of
state and local government doubled. Other things being equal, the

* The indices referred to are the Gross National Product deflators
for state and local government and consumer goods and services, Economic
Report of the President, 1978, Table B-4.

** The averages conceal a great diversity among governments and among
employee groups. In some states and cities public employee compensation
still lags behind that of comparable jobs in the private sector, in
others, public pay rates have exceeded private. Usually this situation
is found in the mass-employee occupations, though in a few cases middle-
and higher-level occupgtrons hve& outrun lower.
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quality and quantity of public services--government outputs--also

should have doubled, to match the increase in input. But while it

is impossible to measure the quantity of government outputs, let

alone the quality, I see little reason to believe that per capita

output rose by anything like 100 percent. On the contrary, many

indicators point to a decline in the quality and quantity of ameni-

ties affected by public services as evidenced by increasing school

dropouts, growing traffic congestion, worsening public transportation,

dirtier streets, deteriorating housing stock, and other indications of

declining public-sector effectiveness.

Granted that for several reasons the real cost and difficulty

of providing some types of public services did increase, particularly

in central cities which had to take care of increasing proportions of

low-income groups in need of special education, social and other

services. Nonetheless, it is difficult to escape the conclusion,

which is supported by special studies of several limited areas, that

productivity of state and local government service industries declined

substantially over the period. Averages are deceptive, and we can

expect great variation in the performance of state and local govern-

ments. But the average citizen of many states and localities is not

wrong in thinking he is getting less from his tax dollar. Parallel

data from the federal government, on the other hand, indicate moderate

increases in productivity and this indication is borne out by reports

of the federal government's Joint Financial Management Improvement

Program.

* John P. Ross and Jesse Burkhead, Productivity in the Local Government

Sector, Lexington Books, 1974; David Greytak, Donald Phares and Elaine

Morley, Municipal Output and Performance in New York City, Lexington

Books, 1976.
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Meanwhile, inflation and declining productivity in the economy
at large frustrated taxpayers by whittling away-their purchasing power.
The weekly wage of the average private-sector worker bought less in
1977 than in 1969, and this is true of wages in most occupational
sectors. The purchasing power of per capita disposable income
(income after taxes) was lower in 1974 and 1975 than in 1973, and
modest increases in 1976 and 1977 barely made up the gap. In other
words, per capita purchasing power in 1973 approximately equalled the
average of the following four years.

To cap the climax, the eruption of the Watergate scandals
created an atmosphere of distress in national government which over-
flowed into state and local governments. This, added to inflation and
depletion of purchasing power and the soaring costs of state-local
government, contributed to the growing taxpayer revolt by giving plausibility
to the conservative credo that government has gotten out of hand.

Financial brinksmanship

Fiscal emergencies are nothing new to state and local governments.
In particular, large cities in the midwest and east such as Cleveland,
Detroit, St. Louis, Philadelphia, and Newark have been living for years
in a state of financial desperation stemming partly from economic decline
and partly from taxpayer resistance.

Responses to revenue shortfalls come more or less in the
following order:

1. Position freezes and vacancy controls, and suspension
of travel allowances and transportation and other perquisites
of higher-level employees. Position freezes are economy by
happenstance since they fall wherever vacancies happen to occur.
Economizing on executive perquisites may strike at needless
expenditures but may also reduce employee effectiveness and

33-595 0 - 78 - 14
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deter professional development, and thereby increase the

difficulty of recruiting management talent.

2. Reductions in force. These are usually in order of

seniority, striking the younger and more vigorous employees

and the minority groups who are particularly dependent on

public employment because they have fewer private-sector

opportunities. Many people laid off will draw unemployment

compensation and eventually public assistance, so that the

net effect is to shift the cost of maintaining them to

other pockets while wasting whatever contributions they

might have made if employed. Layoffs may be across-the-

board or may reflect a considered set of priorities in which

basic services such as police, fire, sanitation and health

are favored at the expense of amenities such as libraries,

parks and recreation, school enrichment programs, and the arts.

3. Top administrators and legislators, who are usually

most careful about new programs, will give more attention to

ongoing ones and will comb over old programs in search of

places to cut, even though they do not go all the way with

zero-base budgeting. Managers may uncover opportunities for

genuine economies or may employ the old trick of cutting ser-

vices whose loss will be most conspicuous and keenly felt, but

this has dangers since it is likely to be exposed by unsympa-

thetic sources--the party out of power, the media, or sharp-

eyed civic organizations. Alert agency heads will draw upon

program planning and budgeting techniques, better to justify

their program requests. In governments which have long been

strapped for funds, however, there is little room for reorder-

ing priorities and savings through administrative reform because

existing agencies and ongoing programs have survived the harsh

* Federal CETA grants have made it possible for states and localities

to avert some of this waste.



203

political test of survival of the fittest. The budget-making
process of one such government has been described as follows:

There is loose talk to the effect that budget--
making involves resource allocation. So far as the
few American cities we know are concerned, we believe
this rumor to be unfounded. . . . Since cities are
in a financial straitjacket and officials can make
only small changes in their budgets, the rationale
for resource allocation is not entirely clear. *

4. All expenditures that can possibly be deferred will
be, particularly maintenance expenditures and capital outlays.
Hard-pressed city and county governments have already been
doing this for years; consequently vast amounts of deferred
maintenance are accumulating, with water and sewer mains falling
apart, streets filled with potholes, and deterioration of
highways and bridges to the point where they have to be closed.
Bridges are an especially serious problem in cities which
depend heavily on themsuch as New York and Pittsburgh.

5. Since a major cost-increasing factor in many juris-
dictions has been large wage and pension increases, one
of the most important effects of taxpayer resistance may be
to stiffen resistance to pay and fringe benefit increases
while tempering union demands. It is unfair to blame unions
along for kiting labor costs, however, since management has
to agree to settlements. New York City got into trouble
because its management not only agreed to impossible settlements
but borrowed money to pay the bills until the city's credit was gone.

* Arnold J. Meltaner and Aaron Wildavsky, "Leave City Budgeting Alonel"in John P. Crecine, ed., Financing the Metropolis, Sage Publications,
1970, p. 311.
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How To Economize

In considering how to hold down government costs, taxpayers

need to determine whether they want less government or better govern-

ment, or perhaps both. A distinction must be drawn between the

anti-government people who want government cut back on ideological

grounds, and those who have concluded that government is simply

wasteful and ineffective and need to be assured that it can perform

better. I think that results of recent polls show that a majority of

protesting taxpayers are in the latter group; they simply have con-

cluded that they are not getting their money's worth and are demand-

ing tax reductions even if this means giving up some overpriced services.

The fact that so many single out welfare is probably a result of

seeing their own aspirations frustrated by inflation and the economy's

mediocre performance.

Government reforms commonly result when the money runs out,

or when existing machinery becomes glaringly inadequate, or when the

existing power structure gets into trouble because of conspicuous

incompetence or corruption. The contemporary taxpayer revolt and

financial troubles of many local governments may give new impetus to

government improvement through structural and administrative reform

and to more rigorous cost controls as an alternative to drastic cutbacks

in public services.

Lagging capacities of
state and local governments

In discussing whether the taxpayer revolt can be put to good

account in improving state-local government, I will look first at

existiilg deficiencies and the agenda. for reform.

State governments have come some distance in the last decade

since the Committee for Economic Development complained (in 1967)
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that many of them lacked the requisite organizational and administrative
tools for effective performance, and the Advisory Commission on Inter-

governmental Relations noted (in 1970) that most state governments are

on the verge of losing control over mounting problems of central-city
deterioration and the rapid growth of metropolitan areas. To

mention a few areas of improvement:

o States have proceeded with a standard agenda of

administrative reform, including departmental restructuring,

strengthening of accounting and budgeting, etc.; taken over

functions formerly performed by local governments; increased

grants to local governments; established agencies which

furnish information and technical assistance to local govern-

ments; passed enabling legislation for intergovernmental

service agreements, regional organization, service transfers

to county governments, etc. On the debit side they have

yielded to pressure from local government employee groups,

piling costs on local governments in violation of home rule

principles; harpooned municipal administrative and planning

reforms; further complicated local government structure by

creating new special districts and substate regional agencies;

and engaged in other disorderly conduct. But most con-

spicuous have been their sins of omission--not moving faster

to tidy their own houses; rescue their faltering cities; and

prune their local government jungles. It should be noted,

however, that without local support and cooperation state

governments are limited in what they can do, particularly in

the strong home rule states.

* Modernizing State Government, 1967.

** ACIR, Federalism in 1970, Twelfth Annual Report, p. 7.
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As for local governments, the Committee for Economic Develop-

ment in 1966 noted the following deficiencies, most of which are still

around.

Very few local units are large enough-in popula-
tion, area, or taxable resources--to apply modern
methods in solving current and future problems, Even
the largest cities find their major problems insoluble
because of limits on their geographic areas, their
taxable resources, and their legal powers.

Overlapping layers of local government abound--
municipalities, townships, school districts, special
districts--which in certain areas may number ten or
more. They may all have power to tax the same land,
but frequently no one has the power to deal with
specific urban problems, or to coordinate related
activities.

Public control of local governments is ineffective
or sporadic, and public interest in local politics is

tepid. Contributing factors are the confusion
resulting from the many-layered system, profusion of
elective offices without policy significance, and
increasing mobility of the population.

Most units are characterized by weak policy-making
and antiquated administrative machinery. Organizational
concepts considered axiomatic in American business firms
are unrecognized or disregarded in most local governments.

The administrative process is handicapped by low
prestige of municipal service, low pay scales of adminis-

trative and executive personnel, and lack of knowledge
and appreciation on the part of elected officials and
legislators of professional qualifications. *

Structural reform

A CED policy paper drafted by Dr. Alan K. Campbell, present

Civil Service Commission chairman, advocated two-tier metropolitan

government with region-wide jurisdictions performing functions which

* CED. Modernizing Local Government, 1966.
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for various reasons need to be handled on a metropolitan scale, and

community jurisdictions performing community-scale functions. Sub-
sequent ACIR reports have explored at length the various functions

and sub-functions appropriate for each level.

The concept of metropolitan jurisdictions-to administer

and coordinate metrqpolitan-scale functions and to equalize the financial
burdens of providing urban services-has been around for some decades
without having made any great impact on the American governmental

system. New York City's consolidation, which occurred In 1898, is
still the only example of consolidation on a grand scale. Other

metropolitan organization has been on a much less ambitious scale,

with a dozen or so county-city consolidations, mainly in the south,

and expansion of city boundaries through annexation in states which

permit this solution; multi-purpose regional organizations in-Seattle

and Portland. and the well-publicized Twin Cities Metropolitan Council.

County governments have increasingly taken over and coordinated large-
scale functions and are the handiest solution where they are big
enough, but in many metropolitan areas functions spill over county
boundaries and in some areas over state boundaries.

Purposes of metropolitan organization

There are three main purposes: Cl) scale 'economies involving
functions which can be performed most cheaply, or performed at all,
only by metropolitan-wide agencies; (2) coordination of metropolitan
functions; and (3) fiscal equity which involves sharing tax burdens
of services which benefit both city and suburbs, and of special services
required by low-income disadvantaged groups.

* Committee for Economic Development, Reorganizing Government in Metro-
politan Areas, 1970.

** Advisory Commission on Intergovernmental Relations, Government
Functions and Processes: Local and Area Wide; Substate Regionalism
and the Federal System, vol. 4; A-45, 1974; also, Improving Urban
America: a Challenge to Federalism, M-107, 1976.
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Scale economies are most adequately achieved of the three

purposes, usually by single-function special districts or authorities,

of which there are now some 8,000 in the country's metropolitan areas.

Coordination of metropolitan functions is much less adequate

because of the penchant for special districts. Some coordination is

achieved through the numerous councils of governments (COGS) and

federal requirements for grant application review (commonly handled

by the COGS), but most COGS have little muscle beyond their review

powers and correspondingly little control of the policies of their

member jurisdictions or of the special districts. The ACIR has recom-

mended the creation of umbrella multijurisdictional organizations

(UMJOs) as a means of improving coordination.

Equalization of fiscal burdens, the third main objective of

metropolitan organization, is usually desired by the central cities

but almost everywhere opposed by most suburbs. It is more amenable to

alternative solutions than are the other objectives, since state and/or

federal governments can assume the cost of providing welfare benefits

and special services to low-income groups who congregate in central

cities and older suburbs.

Another and separate problem is the continuance in some

areas of many general-purpose municipal governments which are too

small to perform efficiently or adequately the functions assigned to

them. The solution of combining small units into larger ones, or into

metropolitan general governments, has never taken hold in the United

States (except in the instances noted above) for several reasons. One

is the attachment of residents to their own communities and'their fear

of domination by larger entities. Another is the people's choice principle,

* ACIR, Improving Urban America, Chapter 4.
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particularly admired by economists, of maintaining a number of juris-
dictions with different amounts and kinds of services in order to
provide a variety of choices to urban residents. A third is the
principle of neighborhood or community control, which argues for
smaller jurisdictions as a means of giving residents a larger
voice in the decisions that affect them.

There are two other obstacles to metropolitan consolidation,
less justifiable but still politically potent. The first is a fear
of racial integration on the part of suburban whites, primarily con-
cerned with the impact on property values,and central-city blacks who
fear that black dispersal would diminish their political power. The
second obstacle is officials of small municipalities who resist the
idea of displacement and possible unemployment which would result from
consolidation.

Bottom-up reform

The CED's second proposed reform is based on the premise that
units of government wherever possible should be small enough to enable
residents to have some voice and control. This version of "maximum
feasible participation" applies to a variety of services which may
appropriately be handled by small to medium sized units. "Voice and
control" might include the power to allocate part of all of the funds
available for public services in the community, and the power to
implement such decisions by hiring personnel, purchasing materials, and
making contracts, and the power to sign checks--in short, the budgetary-
expenditure powers ordinarily exercised by municipal general governments.
There are several arguments for such decentralization, including the
public-choice principle and the participation principle--previously

noted in the discussion of consolidation.
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Also there is an administrative efficiency argument which

holds that giving a community greater control over suppliers through

the power to hire, fire and make contracts will compel a bureaucracy

to pay attention to clients' needs and serve them more effectively.

Though I am not unsympathetic with these objectives, I have

always wondered why deconsolidating existing urban governments should

produce any better results than the already-existing small suburban

governments whose members, particularly the poor ones, are not models

of administrative competence, however much beloved by their residents.

I am also bothered by the fact that in most experiments with decen-

tralization I have observed, the decentralized units have failed to

improve services regardless of their other achievements. Decentraliza-

tion in New York City's educational system was followed by an accelerated

decline of pupil performance, a sharp increase in administrative costs,

and in most districts minimal involvement in communities.

I would certainly agree that the urban poor generally, and

large-city poor minority groups in particular, should be more involved

with public decisions that affect them. But there are less drastic

mechanisms for achieving participation, including community councils

which are consulted on development plans, service priorities, and

similar matters; neighborhood service centers to make health, welfare

and other services more readily accessible to clients with regard to

both hours and locations; and devices for improving communication

between neighborhoods and central agency administrators. Even such

relatively simple measures have not been exploited by most cities,

although an increasing number are moving to improve communication and

access, including access to services.

One difficulty is defining "communities." Sometimes they

already exist but more often they do not. Annmarie Hauck Walsh has



211

observed that

Power never did reside in general population
--groups within the neighborhoods of our large cities,
and it remains to be seen if there is any sense of
community in most of them. Their image of neighbor-
hood power has cultural roots in our ideology,
namely our yearning for a town-meeting society, but
it has little place in urban political history. *

The taxpayer revolt and structural reform

Can action on the long agenda of needed structural reforms
be accelerated by taxpayer revolts? I think it can be, but only if there
is forceful political leadership to mobilize taxpayer support. Cali-
fornia's governor, as part of the response to Proposition 13, appointed
a commission to consider the state's basic condition, including its
economy and governmental organization. Already there have been some
significant changes in state intergovernmental relations as a result
of the fiscal rescue effort designed by the governor in cooperation
with a select legislative committee and passed by the legislature. These
changes include:

° A state takeover of county welfare, food stamps and
and health functions.

° Allocation to counties of funds for special districts
and authorities, which makes these units dependent on
locally elected county officials. This may pave the way
for creation of multipurpose authorities, which may in
turn achieve better coordination and reduce overhead
costs.

° City authorization to raise charges and impose new
charges, which may lead to greater use of public **
pricing--an objective advocated by many economists.

* 'What Price Decentralization in New York?" New York City Almanac,
June 1972.

** See Selma Mushkin, Public Prices for Public Products, The Urban Insti-
tute, 1972.
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In addition, the diminished fiscal capacity of local
government and increased dependence on the state will
inevitably trigger other moves, including moves required
for maximum utilization of federal grant programs.

A degree of preference to poor districts in allocat-
ing school funds, continuing the state's gradual adjust-
ment to the Serrano decision requiring more equitable
access to school finance resources.

The most significant single effect of Proposition 13 has been

the shift in financial and other powers to the state government in

what traditionally has been a strong home-rule state.

New York State also moved strongly to rescue several of its

faltering cities from financial collapse, most prominently the Big Apple.

When New York City proved unable to handle its own finances and required

outside help to get the budget under control, the state created the

Emergency Financial Control Board with wide powers over city budgeting,

including the authority to review financial plans and modifications,

contracts and proposed borrowing for conformity with the long-term

objective of restoring a balanced budget. The EFCB was an important

structural change which now seems likely to endure indefinitely, though

it is hotly opposed by the city employee unions.

The New York State intervention was an emergency measure, not

concerned with government organization or managerial structure. But

many other things have been going on, including increased financial

assistance to local governments, including New York City. The governor

also set in motion the latest round of New York City charter reforms

which culminated in the adoption, in 1975, of a new city charter designed

in part to correct the management deficiencies which had led the city

to the verge of bankruptcy. Thus far, however, the new charter changes

have made little difference in the way the city actually operates or

in its management structure.

* The state also created the Municipal Assistance Corporation (MAC) to
serve as a surrogate borrower for the city. MAC obligations are backed
by a first claim on city sales tax revenues.
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Another interesting organizational innovation prompted by
financial desperation was creation of the Metropolitan Transportation
Authority, which in 1967 put under one organizational roof the city's
subway and bus agencies, the New York commuter rail services, and the
Triborough Bridge and Tunnel Authority. The basic purpose of the
consolidation was to enable the use of the Triborough Authority's
surplus revenues, derived from auto tolls, to meet transit and
commuter rail deficits. As a management organization, however, the
MTA has been ineffective; it lacks even the information for managerial
supervision. Operations, long-term planning, budgeting and policy
coordination are still largely in the hands of individual agencies which
were brought together in the consolidation.

Without going into more detail, I will jump to a conclusion
about structural changes which involve established organizations: they
usually take a long time in gestation and winning approval, and a long
time for effective implementation. Government reorganization, whether
toward metropolitan consolidation or deconsolidation of existing
givernment, is not calculated to produce savings in the short run.
Metropolitan consolidation has been primarily a means of spending more
money more efficiently, not of spending less money. It ordinarily
concerns regional water, sewage disposal, air pollution control, trans-
portation and, more recently, manpower programs, economic development,
and health programs. Most of these involve raising expenditure levels
to meet needs not previously met or, in many cases, not even recognized.
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In Quest of Productivity

Despite the fact that governments have fallen far short of

meeting organizational and other standards which most of the experts

tell us are needed for effective performance, many state and local

governments have made some progress in the last two decades, a few

have made considerable progress. Notwithstanding, productivity

seems to gave declined, as measured by results. But are the in-

different results attributable merely to the fact that the diffi-

culty of the problems increased so greatly that they couldn't be

handled as well even by doubling the resources employed? I think

not, for we can identify a number of other factors associated with

productivity decline.

1. The considerable amount of manpower going to

make up for improvement in working conditions: shorter

work weeks, lighter work loads, increased vacation time

and work breaks, more sick leave, etc.

2. The continued deterioration in many state and

local governments of technical, professional and mana-

gerial positions, three occupational groups which

generally are not protected by strong unions, by

adequate civil service structures or by political

constituencies.

3. The continued degeneration of civil service

and merit systems into instruments for protecting

mediocrity and defying administrative control, tendencies

which are strengthened by the increasing power of public

employee unions.



215

4. Whereas capital-intensive industry, notably manufactur-

ing, offsets such productivity-reducing factors by providing

workers with more machine power, in government, which is

labor-intensive, opportunities for mechanization have been more

limited and existing ones tend to be smothered by featherbeds.

5. The anti-poverty programs of the 1960s encouraged

the creation of new organizations--comaunity action agencies,

concentrated employment programs, neighborhood service

centers, model cities programs, etc.--in many cases outside

the established political and administrative framework.

In the process, old-fashioned notions of organization,

management, and accountability went largely down the drain,

and many cities are still repairing the damage.

6. The most important fact that elected officials

and legislators tend to be more interested in inputs--

jobs, franchises, contracts--than in outputs--delivery of

goods and services. Dominance of putput interests leads

naturally to rising government costs and deteriorating

government putputs.

I continue to be impressed by the multiplicity of demands

on the public sector. One of the greatest impediments to economy in

government is that the interests of those who want economical and

efficient public services frequently clash with the interests of those

who want jobs and contracts, union expansion and security, welfare

and other direct grants, and other rewards of political influence.

These conflicts tend to be greatest in heterogeneous jurisdictions,

particularly the large cities with heavy concentrations of poor

minorities. Smaller and medium-sized cities, dominated by middle-

class interests, tend to put greater stress on services, good

management and productivity.
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Chances of cost reduction
through productivity

Like the abominable snowman, productivity in state and local

governments has a devoted body of faithful believers, while skeptics

believe it is largely mythical.

Views and hopes for the potential of achieving productivity

for the public sector in general and state-local governments in par-

ticular span the spectrum. At one end is the view that the service

industries, including public service, are inherently resistant to

productivity measures--a view that is based on rather superficial

examples such as services of barbers, musicians, and like occupa-

tions. At the other end is the view that the service industries

are an undeveloped frontier of productivity, and that there have

already been enormous gains; for example, recordings and electronic

transmission enormously multiply the listeners served by musicians

and musical ensembles; home kitchens have become heavily mechanized;

earth-moving equipment has replaced the pick and shovel; and so on.

More pertinent to government paper and data processing are the
*

computer and word processing revolutions.

In the opinion of management enthusiasts, equally signifi-

cant potentials lie in management improvement with the main emphasis

on planning, goal setting, program development, program monitoring

and evaluation, continuing appraisal of employee performance and

accountability, reiterative use of information for program improve-

ment, and responsiveness to changing client needs.

My own appraisal of the potential runs somewhat along the

following lines. In some cases agencies faced with loss of funds

may accept the challenge and finds ways ofmaintaining their level

* See Theodore Leavitt, "Management and the Post Industrial Society,"

The Public Interest, Summer 1976.
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of services. as by improving procedures or redeploying personnel, or

redefining the services. But more basic programs to get at the root

causes of low productivity,involving subtle changes in techniques,

attitudes, communication, worker-supervisor relationships, and in-

centive structures, cannot be developed and implemented under a fiscal

gun. Programs are being cut back and workers are being laid off, when

tensions and resentment are usually high, and workers are preoccupied

with fear of the pink slip and the falling axe. Even where the lay-

offs go largely by seniority, there is no relationship between quality

of performance and continuance on the jot, and correspondingly little

incentive for extra effort. It is difficult to increase personnel

productivity by machine power if there is no money to purchase and

install machines and go through the necessary period of breaking in

and adjustment which usually attends any innovation that involves

a change in routine. Training and executive development programs

are likely to be pruned, and short-handed agencies ordinarily must

spend all of their time dealing with exigencies of the moment and

have little left over for devising more effective means of operation.

Back to management

"The gloomy account of a low-productivity service economy,"
Leavitt observes, "is rooted in an almost wanton disregard of the

historical role and future possibilities of the managerial arts for

improving labor productivity."

There is a familiar litany of management deficiencies which

includes: lack of a progressive management philosophy, lack of pro-

vision for an effective administrative class in the civil service, too

few management positions, erosion of management authority and effect-

iveness through expansion of collective bargaining; a long-standing

* Ibid., p. 71.

33-595 0 - 78 - 15
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lack of adequate compensation for managerial positions; lack of in-

centive for and bureaucratic obstacles to productivity innovations;

inflexible and inappropriate civil service regulations. However,

productivity problems cannot be solved simply by enlisting a corps

of trained management people and handing them authority to "manage."

To begin with, government bureaucracies, particularly the more pro-

fessionalized ones, resist outside control whether from chief

executives, citizens boards or legislatures, as "political inter-

ference" with their functions and prerogatives.

Moreover, management control, particularly in large public-

sector organizations, is limited by the fact that the actual work

is done by the "foot soldier out on his own on the beat, on the

garbage truck, or in the classroom," so that "urban bureaucracies

have precious little administrative control over service delivery

at the crucial point of contact between city and citizens. In such

a context, productivity is at best a gossamer concept, much easier

to damage than to improve.

Management experts, particularly those with business or

engineering orientations, put great stress on defining and measuring

outputs. My own observation is that unless handled very carefully

they will likely be seen as aspersions on professional integrity, or

threats to employee security or working conditions. Moreover, as I have

previously stressed, outputs of many government activities cannot be

closely defined and the objectives of government activities are fre-

quently vague and conflicting.

The attitude of workers toward productivity in some degree

reflects the attitude of the top executives who in turn take their

cues from public attitudes. Unless business and citizen groups show

* Douglas Yates, "Service Delivery and the Political Order," in Willis

D. Hawley and David Rogers, eds., Improving the Quality of Urban

Management, Sage Publications, 1974, p. 219.

** Aaron Wildavsky, New York Affairs, Spring 1977.
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an active interest in productivity, it is likely to have low priority
and the expert personnel required will be crowded out by patronage

requirements.

The public employee unions have been suspicious of pro-
ductivity, which is at odds with the traditional goal of more pay for
less work and which implies stretchouts, work quotas, and management
snooping. Such biases may be softened by relating productivity to
compensation gains and making cost-of-living adjustments dependent
on demonstrated "productivity savings." But such meaurements tend
to degenerate into anere numbers game unless they are carefully

supervised and audited from the outside. In any case, they run into
the familiar difficulty of measuring public-sector productivity.

In some cases, a fiscal crunch can help avert productivity
losses by easing pressure for employee benefits which reduce working
time. However, it should not be imagined, as naive consultants

sometimes do, that productivity can be increased by eliminating

benefits already won, such as holidays, training and vacation time,
and so on; once having become imbedded in the system, productivity-
defeating benefits are almost impossible to dislodge. New York's
mayor rediscovered this fact during the wage negotiations in the
spring of 1978 when he insisted on "givebacks" in return for wage
increases, and lost the argument. On the other hand, skillful and
persistent bargaining, can obtain important concessions-- for
example, the Seattle transit system has obtained union agreement to
use part-time workers to handle rush hour shifts; a similar limited
concession was obtained by the New York City transit system. This
one innovation could significantly reduce costs of the labor-
intensive transit industry.

* The poverty-prone minority groups pay little attention to pro-
ductivity issues; although they suffer from poor services they
ascribe them to the discriminatory system rather than to low
output-input ratios. Their leaders tend to be more concerned
with jobs and status symbols than with service improvement.
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A major problem of state and local government labor nego-

tiations is that government representatives tend to regard themselves

as mediators between workers and taxpayers rather than as negotiators.

Until recently the rewards of meeting employee demands and of avoid-

ing strikes and other job actions have been perceived to outweigh

taxpayer protests. Stiffened taxpayer resistance is changing this

attitude, but the responses vary. California has imposed a wage

freeze on state employees, and local governments must follow suit.

In New York City, the unions hung tough, fortified by the city's

continued dependence on pension funds as a source of financing.

Despite an ostensible wage freeze, employees have continued receiving

cost-of-living adjustments (COLAS) plus substantial increases in the

1978 round of wage negotiations.

* In principle, the cost-of-living adjustments were to be based on

productivity improvements formulated through joint labor-management

committees on productivity. Although there seem to have been a

few genuine instances of productivity improvement, few observers
believe that they are in any way commensurate with the cost of the

COLAS. In fact, one union whose members claim substantial pro-

ductivity increases is demanding a special wage increase in
recognition thereof, over and above the COLAS and increases
granted to other city workers.
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Outside support for productivity

State and federal governments can help the cause by measures
to encourage productivity in lower-level governments and judicious use
of the grant system for this purpose. The Committee for Economic

Development has recommended "that state governments establish and

enforce minimum standards for local government budgeting, accounting,

and performance and reporting systems that would provide data on the
level, quality, results, and costs of services. . . . where enforcement

[of data requirements] proves difficult, states could require compliance
as a condition for receiving state grants." Also, "State governments
should provide financial assistance to local governments for the

purpose of developing and implementing performance measures, experi-
menting with or implementing techniques or programs that have the
greatest likelihood of success, and undertaking other programs that
would improve productivity."

As for the federal government, "we recommend that federal

grants, including revenue sharing, block grants, and categorical programs
be redesigned to encourage improvements in the structure and internal
management of state and local governments that will enhance productivity."

In considering upcoming legislation for federal grant reform,

the Congress should also keep in mind last year's complaint of the

National Governors' Conference that

Congress continues to legislate more narrow and special
purpose programs which, added to hundreds of existing
programs, lead directly to an unmanageable maze of con-
flicting regulations and requirements. These impediments
unnecessarily divert state and federal resources to paper-
work and other overhead which should be used for services.
Programs are often poorly drafted and passed without a
clear understanding of their impact on state and local

* Improving Productivity in State and Local Government, 1976, pp. 70-1, 75.



222

budgets or administrative structures. Federal, state

and local program administrators cannot make rational

budgetary or administrative decisions, recipients
cannot understand what is expected of them, and the

public is irate over government's inability to be
responsible.

The Ninety-Third Congress passed "landmark legisla-

tion" to reform the way in which it dealt with the

budget. . . . The same principle must now be extended

to the process by which programs are created, amended

and extended. The intergovernmental process cannot

be effectively managed until it is simplified and cate-
gorized; the creeping recategorization of existing
block grants must be reversed. *

Obviously there is a lot of ground to be plowed, and higher-

level governments which dispense program funds should be sticking closer

to the plow. It should be noted, however, that program evaluation as a

basis for continued funding has many problems which go beyond performance

measurement. Once programs have been launched, personnel hired, managers

selected, and money begins flowing, the shutting off of funds because

management is sloppy or federal or state directives are not followed is

like taking a-lamb chop away from a hungry wolf or trying to fire a

civil servant for poor work. Funding agencies may conclude that the

struggle is not worthwhile and go on tolerating indifferent performance

and misfeasance. Or they may be caught between a rock and a hard place

with the continued dangers, on one hand, of vengeful congressmen seeking

to reduce appropriations if their constituents have been damaged by

strict supervision and, on the other, danger that the GAO will conduct

a management audit and produce a damaging report.

To reiterate a previous point, however, productivity is not

an emergency measure but the result of continuous attitude and process

which will help avoid emergencies. A recent study of productivity

* Federal Roadblocks to Efficient State Government, an agenda for inter-

governmental reform, National Governors Conference, February 1977.
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programs puts the point thusly:

Previous experience with crash programs to improve
decision systems overnight have been disillusioning.
A productivity program may best evolve naturally out
of continuing attention to improving the overall
management of state government, beginning with a few
carefully selected targets of opportunity, where
opposition would not be likely to destroy the effort,
where significant results are anticipated, where acti-
vities are most susceptible to measurement, and within
the limitations of available staff. *

Epilogue: Congressman Reuss's reform program
and what happened to the Big Apple

Congressman Henry Reuss, a long-term advocate of government
modernization, wanted to use federal grants as incentives to improve
state-local government machinery. The list of criteria included in the
Reuss-Humphrey bill, for example, included personnel reform, overhauling
state and local fiscal systems according to long-accepted principles,
liberalizing municipal annexation powers, authorizing city-county con-
solidation, intergovernmental contracts, metropolitan councils of
government, metropolitan study commissions and planning agencies, and
making local governments more responsible and democratic by decentralizing
power and functions back to the neighborhoods.

Recent experience has emphasized that these are essential but
not sufficient conditions. New York City long ago adopted most of them.
It was the country's first and largest metropolitan government; it has -

most of the formal apparatus of good government, including well-staffed
planning, budgeting, and personnel administration; has put through
three charter reforms in the last forty years (the last in 1975), and
has launched productivity drives which attracted national attention.
But it managed to get into a horrendous financial pickle from which it

* Edgar J. Crane, Bernard F. Lentz, J.M. Shafritz. State Government
Productivity: the environment for improvement. Praeger Publishers,
1976.
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has not yet extricated itself. Underlying the city's problems were

its economic decline, the arteriosclerosis of its elephantine 
bureau-

cracy, the number and range of services it tried to maintain, 
and

low productivity. The immediate cause, however, was simply bad

management and a refusal to recognize that city expenditures could

not indefinitely continue rising at an annual rate twice 
that of

revenue increases. In the period 1971-76, debt service and pension

costs alone absorbed three-fourths of the increases in city-financed

expenditures. By 1976 these two categories amounted to some*56 per-

cent of the city's total revenues from its own sources.

The city's fiscal streamlining included the familiar moves

previously mentioned, including laying off employees, paring 
services

and reducing maintenance. And like a football club owner changing

coaches it mounted new productivity drives. Productivity gains offer

the only hope of containing the cost of government, and we are

always driven back to it, even though it is often difficult to measure

or even define, lacks political sex appeal, and requires the patience

of Job.

But we have to keep hammering away.
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Chairman REUSs. Thank you very much, Mr. Fitch.
Now the very patient Representative Cavanaugh.
Representative CAVANAUGH. Thank you, Mr. Chairman. I want to

commend the chairman of this subcommittee for the excellent panel
you have convened. It has been a remarkable education for me and I
think we run the gamut of opinion on tax revolt and reform and ex-
pressions.

Mr. Fitch, you are an appropriate anchor, I think, to this panel.
You have quite articulately drawn together many of the conflicts which
this issue presents us. I think that the dichotomy between Mr. Jacoby
and Mr. Cooper is the most dramatic that we are presented with.

Mr. Cooper, you seem to indicate that you saw in the vote for propo-
sition 13 no demand from the public for less government and less serv-
ices; and in fact seem to indicate the contrary, that here is an ever-in-
creasing demand and a more sophisticated demand for government
services, in an ever widening array of human activities. But what you
see is an erosion of local control and an increased demand for Federal
spending to provide those services.

I would have to say that there have been strong indications to suggest
your contention. We received a resolution from the Los Angeles City
Council urging a continuation of Federal funding and matching grants
and a change in the criteria. Immediately after the vote, the Governor
made that same expression to the President. I would presume that af-
ter the State surplus is dissipated after the first year, that the Cali-
fornia congressional delegation is going to be under increasing pressure
to approach the Congress on the basis of replacing those local funds
with Federal revenues in order to continue the services.

Mr. Jacoby, on the other hand, you seem to express that it was a
demand not for reduced taxes, but an educated demand for less services.
I think that brings me to a point. What are those services, because it
does get back to some extent to Senator McGovern's problem. Were
the people of California-and I know they have cut back some library
services-did they feel that their library services were excessive?
Did they feel that they had too many parks, or that expenditures on
parks and recreation have been extravagant and beyond what they
desired for their recreational purposes?

I notice that in education, the summer school and extracurricular
athletic programs have been reduced. Were those intelligently under-
stood and anticipated consequences by the people of California, did
they determine that summer school or extracurricular recreational
athletic programs were excessive and unwanted uses of their tax
money?

In those particular categories, which are some of the implications
of proposition 13, were those valid and intelligent judgments and
anticipations made by the people of California? Is that what they
wanted?

Mr. JACOBY. I think you misinterpreted my earlier remarks. In my
view-and I think I was a rather close observer of the whole proposi-
tion 13 episode-the overwhelming vote of the public for proposition
13 may be attributed not to a rejection of governmental services that
were being performed, but to a belief that, as Mr. Fitch has pointed out,
they were being inefficiently performed.
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Every study that I am aware of has shown that productivity in the
public sector-that is, the actual output of service-is low compared
with the private sector.

Representative CAVANAUGH. Well, I would like to examine that, be-
cause you seem extremely supportive of the consequences of proposi-
tion 13 in education. It is my understanding that summer school activi-
ties have been curtailed in most school districts.

Mr. JACOBY. I believe that is true.
Representative CAVANAUGH. Now, my question is: Was that an un-

intended consequence'? Did the people expect they could get the same
level and quality of education for their children, including summer
school, with this reduction in taxes? If that is true, it would be my
interpretation that the implementation of proposition 13 is not going
as intended. Is that a correct interpretation?

Mr. JACOBY. No; I think not. I can't, of course, tell you what all of
the people of California believed about the great coterie of services.
I can say this: That the people of California-have seen the cost of edu-
cation soar upward in terms of amount per pupil-year, while the
quality of education has gone down. I think they are asking themselves
a question: Is more money the answer?

As far as summer school is concerned, a number of school districts
have eliminated it and voluntary efforts have been made by parent
groups to get together to form summer school groups.

But there has been no general cutback in the educational outlay in
California. The Los Angeles School District, which initially termi-
nated 30,000 teachers, has rehired them all and is now advertising in
the adjoining States of Arizona and New Mexico for 1,800 additional
teachers. So there has been no general cutback in education.

Mr. COOPER. I would like to comment. The people did not vote for
proposition 13 in a mass or a block. There are about five different
groups that voted for proposition 13, for five different reasons. Some
people were upset with the schools, feeling that they do not get their
money's worth out of the schools. On the other hand, many of those
same people will object when the law goes into effect that says: Your
kid does not leave the sixth grade until he passes certain tests. The
same people that will object that the schools are not adequate -will also
want their kid promoted every year, regardless of how well he does.

And these services that are being cut, however, are those that are not
mandated by law. We are mandated in the county, for example, by law
to provide the courts, the jails, welfare, hospitals and clinics, public
health, police, and fire services. So that means when you have to cut,
the cuts come in things that aren't mandated by law-mental health,
service to the aging, social services.

That may change. The legislature added some mandates this year,
and then next year they may add some more. But if you have to cut
10 percent out and you can't cut certain programs because they are
mandated by law, then you are stuck with cutting the others.

Now, when you run public opinion polls in California, there is only
one service that people, that about 50 percent of the people want cut,
and that is welfare. Yet, Congress and the State legislature set the eli-
gibility requirements and the benefit levels. The legislature says: If
we cut the staffing too much and make too many mistakes, they will
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charge us for 100 percent of the extra mistakes. So it is one of the
programs that can't be cut at all. But 48 percent of the people in Cali-
fornia want you to cut that.

The next most popular program for cutting is support of chambers
of commerce, which only 20 percent of the people in California
want cut. So it is not a conscious thing. Some people voted for propo-
sition 13. There was a woman who said: I am going to use the money
I save to go to Europe. That was her idea. And others said: I want to
send a message to Sacramento, and this is the only game in town.

Representative CAVANAUGH. Of course, I understand that and we
all understand that, that there was no referendum on services. But
the problem it presents to those of us in the decisionmaking process
is how to make those judgments, and we're going to have to make them
in the public interest. The problem with Mr. Jacoby is he doesn't seem
to address that.

Mr. CooPER. Many people wanted everything cut. I presented mes-
sages from some of my constituents to the chairman that some of the
people said that, and others said other things.

Chairman R.Euss. Mr. McKinney?
Representative McKINNEY. Gentlemen, this is a little bit like trying

to cover the globe on a bicycle in one day. But I must say, I enjoyed
your testimony and will read it again.

I would just like to add to this discussion that has been going on:
I find people don't want less services. I find that people want more.
I am continually being besieged, particularly by senior citizens who
are saying: We can't afford the inflation today, but increase our pen-
sions, for instance. I find people mad at government, and that this
was the only ball game in town. All you have to do is ask anyone about
the simple little trivia of government: licensing their dog, getting
their car registered. All of those things irritate people. They don't see
government being delivered to them, and yet they see their taxes going
up and up and up.

I think that the real message here is that government has got to
be run, which it is not being done now in many cases, and the govern-
ment has got to be run for the people that pay for it. Often this type
of thing happened when I have walked into the Federal building
where I have my office. I have found an old lady crying in the hall-
way. And I asked why are you crying? She said, that girl was rude to
me in there, and she has given me all of these forms, and I can't under-
stand them, I don't read English very well. So I took the little old
lady into the social security clerk, and I said, what is the problem?
And she said, well, she has to fill out these forms. I said, well, who do
you work for? She said, I work for the Social Security Administra-
tion. I said, you do not; you work for this lady. So fill out the forms
for her. But that was absolutely untoward. The supervisor came over
and asked me why I was interfering. I said, because you people in this
place work for the taxpayer. You don't work to abuse the taxpayers.

I could go on on this subject forever. I want to ask a couple of
technical questions. Mr. Peterson or somebody down at this end of
the panel, there is one thing that really bothers me about the surplus
figures I see in the State government scene and the local government
scene-do you have any idea of how much of that, quote, unquote,
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"surplus" is really depreciation, what we would call a depreciation
loss in business, or what is deferred maintenance, things that just
aren't being done just because the pressure is on to show a surplus
so that the State or local governments are ignoring the truth that
bridges have to be painted every 2 years?

Mr. PETERSON. We don't know the answer to that question. Pres-
ently we in the Urban Institute are in fact engaged in a study which
we hope will produce the answer to that question, but we do know
that the number in some cities is substantial. A sizable part of the
apparent surplus is being taken out of assets through depreciation.

I might add that locally reported surpluses are in any event highly
inexact figures. If you look at almost any city which is laboring under
hard fiscal circumstances and start to scrutinize its accounts, you will
find some ingenuity in moving cash back and forth to affect the
reported budget balance.

Let me cite two alarming trends. One is that almost all of the
large cities under fiscal strain are transferring large sums from
enterprise accounts which have been used in the past to provide water,
sewer services, and so forth, and which provide a principal source
of funding for capital investment for those functions, to cover op-
erating deficits under their general funds. This has accelerated greatly.

Second, several of the cities, Cleveland is the most conspicuous ex-
ample, are not just undermaintaining, but selling off their physical
assets and using the proceeds to close their current account deficits.
Cleveland sold its sewer system and covered its operating deficits for
3 years. It now has suburban land up for sale that the city had the
foresight to buy in the 19th century. They have been negotiating the
sale of their electricity-generating system for the last couple of years.

This is an extreme example, but on a lesser scale is found in several
of the cities; they are unloading their assets to get cash to cover op-
erating deficits.

Representative McKINNEY. I just wanted to say, I sit on the audit
commission for the District of Columbia, and they have a tendency
to move money around, too.

Mr. COOPER. I would like to point out, our year-end balance in my
county is $16 million. That is 4 percent of our annual budget, and
because we can't go into debt, that is a contingency fund. But what
seems to be overlooked is that if 13 hadn't passed, this coming fiscal
year we would prepare a budget, we would say, all right, we need
$180 million. We will carry over $16 million from last year. So that
means we only have to raise the property tax to the tune of $164
million. So it isn't like the surplus is passed out as a dividend. It goes
into the next year's budget and it is taken into account. The bigger
the surplus you have, the fewer property tax dollars you levy.

Now, that is the standard way we operate, and I would assume that
most jurisdictions operate that way. It is, of course, true you do have
special funds for capital improvements or various things that in an
emergency you can raid. And a lot of jurisdictions in California

Representative McKINNEY. One of the problems you find, though,
in a Cleveland or Boston or New York or Washington is that their
auditing system is so poor that they can't operate in the neat, cool way
you suggested, which is one of the underlying things, that again
bothers me.
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You read today that we have a $112 billion bill facing us on fixing
the highway system, and we haven't even finished building it. I wonder
what's going on on the local level with this sort of time bomb.

Representative FENWICK. Could I make an observation, Mr.
Chairman ?

Chairman Ruuss. The time is Mr. McKinney's.
Representative McKINNEY. I am through.
Representative FENWICK. What is driving people crazy, I think, are

the questions Mr. Fitch and Professor Jacoby have addressed them-
selves to. People know, because it is in the papers daily, that business
can make a profit by picking up the garbage at a 29-percent drop per
house in the pickup costs. Why don't we do it? Because we are frozen
into arrangements that are more expensive. Nine people are employed
by the municipality in place of the five employed by the business, and
the business is not only making a profit but paying taxes, also.

This is just one example. We haven't the courage, those of us in
politics. Let's face it. I was on my borough council, in my State
legislature, too. We haven't the courage to come out and do what needs
to be done. This is what I think proposition 13 is trying to tell us to
do: For heaven's sake, face up to the real issues.

Mr. COOPER. I have an opponent on the ballot in November who
was recruited by the county union after a 7-week strike 2 years
ago to run against me, because they weren't happy that I refused to
give them what they want. I know exactly what Professor Jacoby
is saying. And a lot of jurisdictions don't have the guts. I was not
disagreeing with him 100 percent or even 30 percent, as far as
that goes. There are things that need to be done. There is no
question.

We just hired a private firm to administer our county hospital, to
try and get it operating more efficiently.

Chairman REuss. Representative Moorhead?
Repesentative MOORHEAD. Thank you, Mr. Chairman.
First, Professor Jacoby, you propose Federal spending limits, and

when we can't make that, to reduce spending. One of the things the
committee is looking into is the intergovernmental relationships.

Wouldn't you include in the reduced spending the item which has
grown so much in recent years, which is transfer payments from the
Federal Government to the State and local governments through
revenue sharing, CETA, and similar programs?

Mr. JACOBY. Yes. I don't think any item of the Federal budget should
be exempt from an effort to find opportunities for saving. And I think
there is a lot of water in these Federal grants..

In fact, I saw a study recently by an academic economist. I haven't
looked at it, but I merely cite it. I am not sure how solidly it is based.
But his contention is that nearly half of the people holding CETA jobs
are not qualified for them under the Federal standards; that it is being
misused and abused by many local governments, and hasn't been
adequately audited by the Federal Government; and apparently a
great deal of waste is occurring in that one program, just which you
mentioned.

You can go down the whole list of Federal grants, and I am sure you
will find equal opportunities for either doing them more efficiently or,
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perhaps, where the output doesn't justify the input, eliminating them.
Representative MOORHEAD. So take general revenue-sharing where

there is no auditing. That would be a prime candidate for a reduction
in Federal expenditures.

Mr. JACOBY. Yes, I would think so, sir.
Representative MOORHEAD. Just to get the Panel working here, Mr.

Bryce, in your testimony you said the small cities have become more
dependent on the Federal Government in recent years.

Do you share Professor Jacoby's feeling that we can cut back on
Federal transfers to smaller cities?

Mr. BRYCE. I think we can cut back almost anything we choose to
cut back. And having said that, I really do intend to emphasize what I
think is a far easier statement to make than to implement. As I listen
to individual comment upon the inefficiency of government, and com-
pare that with business, a number of things go through my mind.

First of all, I do agree that there is an inefficiency in government,
but there is also inefficiency in business. Businesses also have losses, so
I don't know why we must malign governments in particular for
having that problem. Most of the businesses which are in some of
these cities are reasonably small in comparison with the local govern-
ment. Many of them do not produce products which are as complex
or as difficult to assess or as difficult to provide to their consumers. So
whereas I might conclude that there is a similar amount of inefficiency,
I think it is an oversimplification to assume that simply because some
businesses work well, many of them, I want to reiterate, simply do not
work all that well, that we ought to expect the same thing of local
governments.

I would like to use your question to make one other statement, and
that is, I would like a little bit to go back to an earlier question to me
about capital spending, and I would like to make two other points.

As I listened to Mr. Peterson make his reply, two things went
through my mind. One is that it is true that, as he pointed out, there
has been a general trend in the aggregate spending of State and local
governments with respect to capital programs. I was not referring to
the aggregeate spending. I was referring particularly to small cities.
The second thing, as he does suggest, there has been a question of diffi-
culty of acquiring capital in the capital markets for some of these
localities.

I would like to underscore one point, and that is that one of the
significant differences between financing capital programs in large
cities and financing capital programs in small cities is that many small
cities do not rely as much on the capital markets as the larger cities
do. It is a very common thing to find in many smaller cities, that al-
though they do have the authority to borrow, they finance capital
programs either through reserves, as was implied earlier by one of the
panelists, or they do it through grants or through other means.

Representative MOORHEAD. Mr. Peterson, can large cities get along
with reduced Federal transfer payments?

Mr. PETERSON. I would like to answer that question in two steps.
First, I think that in the design of Federal programs we are beyond
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the stage where we need the temporary programs of urban assistance
designed to relieve financial strain. Both the CETA legislation and the
antirecession fiscal assistance legislation are scheduled for expiration
on September 30. The local public works part of the package has
already expired. I think this is a good opportunity to turn one's atten-
tion from short-term fiscal sustenance to the design of more permanent
programs, as we begin to phase out some of those temporary ones.

Second, I believe that in any discussion of the cost implications ofthe Federal grant programs, more attention has to be given to thestructure of aid programs and their implications for local public sectorprices. In a sense it is quite deceptive to speak of inflation at the Stateand local level as if prices were beyond Government control.
A good deal of the increase in State and local costs has been increasesin relative prices-public sector wages, for example, and capital coststhat have increased beyond the national inflation rate. Federal grant-in-aid programs have contributed to that price inflation by loweringthe cost to local governments of acquiring certain kinds of services. I

think there has been a direct linkage between State and local wagelevels and the prices paid for goods and services, and the design of aidprograms. Until very recently Federal aid program were designed tostimulate spending and often had the effect of raising prices, as well.
The original purpose of general revenue sharing in fact, was to stimu-late State and local spending to make sure that State and local spend-ing increased as a portion of gross national product.

We have come a long way in the last decade in our perception of thatissue. We now want to restrain State-local spending, where possible.
It is therefore important to design Federal grant programs not todeliberately stimulate spending, first; and, second, to be sure theexpenditure impacts are not captured simply in price increases.

Representative MOORHEAD. I wonder if Mr. Gramlich would liketo comment. I think a very significant statement has been made;
namely, that we should be changing our emphasis from fiscal reliefmeasures to more targeted economic development measures if we areto stay in the business of assisting localities at all.

Mr. GRAMLICH. Well, I agree with that. I don't have too much toadd except for one other point. That is that a lot of the temporary
measures that Mr. Peterson was referring to were things that were
part of the economic stimulus package of 1976; measures explicitly
designed to stimulate the economy by changing the spending of localgovernments, and I think that the people who have looked at thesuccess of that effort-including myself, but there have been others-
have found that in general there really wasn't that much spending thatwas stimulated.

I think that one can conclude that if you are interested in stimulating
the economy, which you have to be from time to time, that the best way
to do that is by direct income tax cuts and increases and not by grantsthrough local governments, that that is not a particularly effective
way to alter the national economy.

Representative MOORHEAD. Thank you, Mr. Chairman.
Chairman REUSs. Thank you, Representative Moorhead.
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The one overriding conclusion I draw from this enormously interest-
ing discussion is that while the immediate bolt of lightning from prop-
osition 13 fell on the heads of local government, there is enough sin
to go around at the State and Federal level, too, and that the problems
we are talking about are really the problems of our Federal struc-
ture, and thus an approach like that taken by the Joint Economic
Committee and the Subcommittee on the City, which doesn't try to
distinguish too much between levels of government but tries to look
at the total of what is done, seems to me the direction in which we have
to go, and I congratulate each one of you for pursuing the problems
before us in that light.

It has been an extremely helpful session. We could go on for a long
time, but we have been working hard for more than 3 hours, and I
now thank you and thank Representative Moorhead for his generosity
in agreeing to this joint session. The Subcommittee on the City will
convene here at 9:30 tomorrow morning for a continuation of these
hearings.

[Whereupon, at 12:45 p.m., the hearing adjourned, to reconvene at
9:30 a.m. on Wednesday, July 26,1978.]
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HousE OF REPRESENTATIVES,
SUBCOMMITTEE ON THE CITY OF THE

COMMrUrEE ON BANKING, FINANCE AND URBAN AFFAIRS
Washinyton, D.C.

The committee met at 9:35 a.m. in room 2128 of the Rayburn
House Office Building, Hon. Henry S. Reuss (chairman of the sub-
committee), presiding.

Present: Representatives Reuss, Pattison, Oakar, Hanley, Cav-
anaugh, Kelly, and Fenwick.

Chairman REuss. Good morning. Yesterday our Subcommittee on
the City in cooperation with the Joint Economic Committee, surveyed
many of the economic, political, and social impacts likely to stem from
proposition 13. We also considered some alternative approaches.

What is readily apparent is that local governments need all the in-
telligence they can muster to economize without letting essential serv-
ices deteriorate. Today's witnesses promise to give some guidance in
this direction. If the experiences they describe on how to better manage
limited resources are found to have widespread application, what they
have to say should be like money in the bank to beleaguered local
officials.

While we are sensitive to the depth of citizen agitation for tax relief,
I would like to hope that Americans generally are not prepared to give
up the struggle to revitalize our neighborhoods and cities, or to neglect
our commitment to increase opportunities for the least well-off. To
persist in these goals in the face of restricted funding poses severe chal-
lenges. The imagination and administrative capacities of the public
sector will be put to the test.

The private sector, too, should prepare to carry its full share of
responsibility in meeting the Nation's social and economic needs.

One of our scheduled witnesses, Edward H. Belanger, will be unable
to be with us today, and' his statement will be placed in the record.

[The statement of Edward H. Belanger, task force leader, city man-
agement advisory board, Niagara Falls, N.Y., follows:]

(233)
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In 1976 the problems of American cities generally were all present in

Niagara Falls, New York, specifically: too much outgo, too little income;

too many people on the payroll; poor organization; no fail-safe lid on spending;

no accurate way to predict receipts and expenditures; no warning system to

prevent a cash crisis; no planning. Niagara Falls had a seven year history

of increasing budget deficits; the $1.6 million accumulated surplus of 1968

had become a $5.8 million accumulated deficit at the end of 1975.

When local industries proposed that the public sector accept help from

the private sector, the consultants assigned by their firms to investigate

city government found a very bleak situation. City personnel did not forecast

short or long term cash needs, or control or invest the cash they had when

they had any. Financial statements were usually months late and seldom

accurate. Organization was unstructured and unwieldy. There were no Job

descriptions and no attempts to measure performance. Decentralized purchasing

left to chance the ability to pool purchases and buy at lowest cost. Non-essential

services consumed too much police and fire department time. None of the computer

systems were documented. No one was concerned with energy use, energy costs or

energy conservation. On-going urban renewal activities were not examined

for their future impact on the budget.

In the remaining months of 1976 the consultants of the City Management

Advisory Board, first proposed by William H. Wendel, then President of the

Carborundum Company, the only Fortune 500 firm headquartered in Niagara Falls,

and their counterparts in city hall, examined, probed, analyzed and dissected

every area of city operation. For example, they installed a cash forecasting
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system, reduced head count by nearly twenty percent, reduced insurance costs by

thirty percent, created a manageable organization, wrote job descriptions,

examined budgets, centralized purchasing, leased instead of bought, increased

police street patrol time, cracked down on overdue parking tickets, reduced

one hundred ninety computer reports to forty, lowered the heat in municipal

buildings, and reduced street lighting. The consultants even cost their firms

money by suggesting that the city replace an antiquated system with new utility

meters for industry.

Such efforts will work only if the public sector recognizes the need

for and welcomes help so that cooperation is total, the city's chief executive

is competent, the commitment to assist is made by the top level of the private

sector, and qualified executives are assigned to help. All of these factors

were true in Niagara Falls.

Niagara Falls could not have paid for the expertise of industry. It

was given over three quarters of a million dollars in man hours alone. It

could not pay for CMAB's on-going help in installing sophisticated management

techniques in city hall. But then, industry in Niagara Falls could not afford

to have the city go bankrupt.

There is a great deal of comment today regarding "Corporate Social

Responsibility." By participating in the City Management Advisory Board,

industries and businesses in the Niagara Falls area are responding to that

aspect of social responsibility which deals with maintaining the financial

integrity of the community. There is a desperate need for effective management

in the business of running a government. Public officials are apt to be chosen

because of their expertise in specific areas such as mental health, education,

personnel, etc., rather than for their expertise in management. The main

objectives of business and industry are not as easily applied in government.
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It is advantageous for businesses to have an effective local government and

businessmen have a unique capability of contributing the major ingredient which

government lacks--managerial experience and expertise.

The City Management Advisory Board is a voluntary organization made up

of businessmen, with varied functional expertise. Its main purpose is to

restore financial and operational integrity and effectiveness to government

in Niagara Falls. To this end, CMAB has the concurrence and active cooperation

of the Mayor, City Council and City Manager. There are approximately twenty

consultants available to CMAB from key area businesses. Each consultant

gives anywhere from four to ten hours weekly to assist the City Administration

in specific areas.

The substantial effort on the part of CMAB has engendered truly impressive

results. I will attempt to illustrate our major accomplishments by functional

area.

I. REORGANIZATION

A city wide management reorganization was effected. A cost effective

organization structure was developed, reducing the number of people reporting

to the city manager and creating a more manageable organization. Similar functions

and administrative duties were consolidated. Productivity was increased by

implementation of new management and measurement techniques, job descriptions,

work guidelines and close monitoring of all functions. Performance measure-

ments were adopted to measure the success of the above procedures. Professional

help was brought in where needed. Management by objectives (1.20) was adopted

by all departments to assure that employees accomplish the most important

objectives based on essential community services. Training of department heads

is now in progress to assist them in learning this new skill. A long range

management development program has been begun, to further improve the management

skills of department heads.
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II. FINANCING

Major accomplishments were achieved in the finance area. A twenty

million dollar financing was ultimately accomplished after the financial

community in New York City snubbed the city's offer. Not a single bid was

received. With the help of four local banks $7.5 million of the notes was

bought. The people of Niagara asserted their support of the city by purchasing

$1.2 million of the notes. Community response to the issue led two Manhattan

brokerage firms to buy the remaining $11.4 million of the note issue at 9.3

percent interest twenty four hours before the city would default.

During 1976 the city verged on the brink of default at several times,

and the CMAB assisted in developing contingency plans in case the city actually

defaulated.

Other financings were successfully arranged, evidencing regained confidence

in the city's control capabilities. The city sold $5.87 million in revenue

anticipation notes at 4.2% in June 1977 down from a rate of 9 percent the

previous year. In July 1977 the city sold $20.5 million of permanent financing

at 6.2 percent. In March 1977 the city sold $3.45 million dollars of parking

garage bond anticipation notes at an interest rate of 4.88 percent. The same

notes were sold at 8.5 percent one year earlier.

A New York City public relations firm was engaged in order to disseminate

information on the city's ever improving financial status to further assist

the city in obtaining future financings.

III. BUDGETING & FINANCIAL PLANNING

CMAB assisted in reviewing accounting and budgeting procedures. Controls

were established to better monitor receivables and disbursements to avoid a

cash crisis. A cash forecasting and control systems was instituted and monitored

weekly, and city personnel were trained to use the system, in order to avoid

the city's cash flow problems of the past. Short term financing of $2.7 million

was arranged with local banks at one point in order to also assist the city in
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its cash flow problem. Area banks were also educated regarding city finances

to provide a more knowledgeable atmosphere for future financings.

The CMAB assisted in reviewing and modifying the 1977 budget to produce

a realistic budget which could generate a surplus of $1.6 to $3.3 million in

1977 for reduction of the city's deficit of $5.8 million at the end of 1975.

The forecasting and financial planning areas were significantly restructured.

This function played a major part in large cost reductions. The city switched

to a private refuse collector with an annual savings of $300,000 to $400,000.

A review of group and liability insurance premium yielded $160,000 three years

savings. This insurance revision was accomplished by combining county and city

insurance needs. Surplus city property was sold in order to raise cash.

A review of the city's financial reporting system and evaluation of outputs

disclosed that financial formats were totally useless for effective management

decisions; sound accounting discipline was lacking; budgets were not prepared

on a calendar basis and no effective monitoring of plan performance was in

operations. Outside consultants were engaged to review systems including

accounting operations in depth.

In conjunction with 1977 bond financing, a realistic five year financial

plan was developed which should assure stability and make tax reductions likely

by 1980.

IV. HUMAN RESOURCES

In the personnel regorganization area, a trimmer staff was formed.

A ten percent personnel cut was instituted immediately; other personnel were

reassigned for greater efficiency. Related activities were combined to create

a more manageable organization. Thirteen reporting relationships will eventually

be reduced to 8 with attendant improved communications, reporting ease, and

faster response times. Job specifications were developed for new positions.

An Assistant City Manager, Director of Public Services and EDP Manager were

recruited.
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Personnel policies were changed to eliminate full pay for temporary military

leave. Where weekend duty is frequent, as in the police and fire departments,

military obligations were rearranged on days off.

The CMAB provided assistance and recommendations on contract negotiations

considering cost versus ability to operate within a budget. Considerable

cost reductions were achieved.

V. PROCUREMENT

In the procurement and contract services area, a complete review of

all procedures was instituted. An analysis of the city's spending practices

revealed many inefficiencies. An updated procedures manual incorporating

more stringent policies was produced; improved inventory management resulted

in savings of approximately $20,000 annually. Purchasing was centralized,

budgeted and analyzed. Cost reduction targets were prioritized. $80,000

was saved on an annual basis by leasing, rather than purchasing, public works

equipment. The CMAB recommended that common items used by multiple departments

be identified, combined, and negotiated to reduce inventories and costs. It

was also found that the city was paying higher prices for specific items than

private industry was, and a recommendation to place greater emphasis on

competitive bidding was made.

The city's entire paper-work flow was analyzed and changed to prevent

bottlenecks which delayed processing and payment of invoices, without

increasing control.

VI. PUBLIC PROTECTION

In the public protection area, effective working relationships were

established. An atmosphere of mutual trust and cooperation was created

among the Fire Department, Police Department, consultants, and City Management;

Fire and Police personnel now actively solicit and accept advice from the

consultants.

B
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Through analysis, definition, internal training, and public relations,

the public protection area implemented a program to eliminate non-essential

police services, in particular, the filing of insurance forms at the station

house, and the elimination of sixty school crossing guards. Police were

instead assigned to the busiest school crossings on an "as needed" basis.

The elimination of non-essential police services added more than 200 street

patrol hours per month.

Substantial savings were made by upgrading firehouses instead of building

new ones. A policy was implemented to reduce absenteeism from twelve to

fifteen percent to approximately six percent. Initial results on this program

are positive.

VII. ENERGY MANAGEMENT

At the end of 1975, no adequate budgeting procedures for variance reporting

and forecasting in the energy area existed. No professional expertise in street

lighting, power contracts, equipment purchasing, traffic patterns and vehicle

usage resulted in increased costs. To implement cost reduction in the energy

conservation area, CMAB recommended that the city install new utility meters for

industries to generate additional annual revenues of $75,000. In addition,

thermostats in municipal buildings were set at 65", saving $15,000 annually.

Street lighting costs were analyzed, with an objective of $100,000 reduction.

It was determined that immediate savings of $20,000 annually could be achieved

by reducing lighting in a specific area. Recommendations were also made by

CMAB on equipment purchases, vehicle usage, traffic movement patterns, office

lighting standards, and office heating and cooling standards.

VIII. PUBLIC WORKS

In the public works area, new procedures for street repairs, resulted in

an annual savings of $80,000 in materials and labor. Fifteen to twenty employees

involved in garbage "roll-out" were laid off. Instead, citizens were asked

to roll out their own trash to the curb. Snow plow runs were revised, resulting
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in better utilization of labor and equipment savings of $45,000 annually.

Increased productivity of parks and public roadway crews by reducing manpower

without reducing work load brought about an annual savings of $36,000.

Sewer treatment plant costs were analyzed and resulted in a reduction of utility

usage, at an annual savings of $30,000.

IX. DATA PROCESSING-MANAGEMEIT INFORMATION SYSTEMS

The CMAB discovered that one hundred fifty data processing systems reports

were being produced, and succeeded in reducing the number of reports to less than

forty. The MIS/EDP area was instrumental in instituting new procedures and

producing $65,000 in overdue parking tickets, and incremental revenues of $90,000

by faster processing of water and sewer billing. The payroll system was

determined to be unsound and technical support was given for normal maintenance.

A basic financial control system was established to monitor non-personnel

expenses, and a voucher control system was established to avoid duplicate

systems.

In conclusion, the CMAB program has been extremely successful in the

accomplishment of specific goals and objectives. The success can easily be

measured in real terms. Niagara Falls had a seven year history of increasing

budget deficits; at the end of 1975 there was a $5.8 million deficit. With the

help of CMAB, the City, in 1976, turned a projected deficit of $1 million

into a $748,000 surplus. In 1977 the surplus was $6.7 million. This completely

extinguished the remaining accumulated deficit of $5.1 million and created

a cumulative fund balance of $1.6 million as of December 31, 1977. The deficit

of $5.8 million was eliminated in two years. The "proof of the pudding" as to

the merit of this program can clearly be seen in the cited accomplishments.

These results certainly indicate that the endeavors of CMAB have been more than

worthwhile. Together, a lot of good men have turned an imminent disaster

area into a viable and financially stable community. This experience is also
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proof that citizens of a community can be called upon in times co :'risis to assist

in the rescue of a city. Without the citizens of liagara Falls, arc their willing

sacrifices, patience and understanding, the accomplish;xrents of the CVa could

never have been achieved.
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Chairman REuSS. I am pleased that Scott Fosler will be able to
cover some of the private sector experience on which Mr. Belanger
was going to testify.

I would like to personally thank Phyllis Lamphere for her fore-
thought in suggesting that these hearings be held many, many months
ago. I would also like to thank the staff of the National Center for
Productivity and Quality of Working Life for their valuable assist-
ance in organizing today's agenda.

The panel will be led off by the inspiring official, Phyllis Lamphere,
who has been president of the Seattle city council and a member of
the council since 1968. She served as president of the National League
of Cities in 1977, and has been active in numerous national, State,
and regional organizations dealing with urban problems, including
the National Center for Productivity, Neighborhood Housing Serv-
ices, and the Puget Sound Council of Governments.

So, Ms. Lamphere, we are grateful to you, not only for your
presence and testimony here this morning, but for your inspiration
for today's hearings. Would you lead off ?

Under the rule and without objection, the excellent and compen-
dious prepared statements and annexes of all witnesses will be re-
ceived in full into the record. We are going to ask you to proceed
in whatever form you like. Try to hold your presentation to around
10 minutes so that the panel and those who join us will have plenty
of opportunity to exchange dialog.

STATEMENT OF PHYLLIS LAMPHERE, PRESIDENT, SEATTLE CITY
COUNCIL

Ms. LAMPHrEMM. Mr. Chairman, Mr. Hanley, and interested persons
present:

I want to extend my appreciation to you, Chairman Reuss, for your
leadership in focusing on the problems of cities, the impact of propo-
sition 13, the opportunities that lie ahead, sand to do something
constructive about such happenings.

At yesterday's hearing, there was discussion of why the taxpayers
are in revolt and the consequences of that revolt for local government.
You also heard proposals for curbing Government spending through
structural and tax reform.

Today I am happy to introduce to you a more positive picture of
how local governments can help themselves in a time of inflation and
citizen unrest. Though sufficient and well-designed Federal and State
programs are necessary to assure healthy cities, local governments can
improve their efficiency by better management of existing technical,
capital, and human resources.

Local governments are faced with a choice-bringing revenues and
expenditures into balance by raising taxes, cutting services, or stretch-
ing service dollars through innovation, technology transfer 'and man-
agement improvement.

At this point, in the interest of time, I shall depart from my pre-
pared text and just give you a few comments.

For a number of reasons, many of which were described to you
yesterday, we now find ourselves at a place and time where citizens
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are more and more critical of Government, and there tends to be a
widespread feeling that Government is doing too many things too
poorly for too many people, and at too high a price. We are criticized
for waste, mismanagement, bureaucratic empire-building, and deter
riorating services. Soaring costs are eclipsing revenues, fanning infla-
tion, 'and straining taxpayers to the point of rebellion.

But this perception as it applies to local government does not have
to continue. Many cities are overcoming the problems through pro-
ductivity improvements. In the 1977 report of the International City
Management Association, it lists 285 examples of service improve-
ments local governments have achieved through innovation.

The challenge before cities is how to respond more effectively to
legitimate public needs for goods and services, without adding un-
necessarily to the tax burden.

Productivity improvements are part of the answer to minimizing
the costs of governmental services. Unfortunately, the term produc-
tivity is relatively new in the public sector and needs to be better
understood. For local government, increased productivity implies
changes in management, procedures, structure, and technology that
either reduce costs or improve the quality of existing service delivery.

The tools for improving service delivery are available. Examples
include: management-employee cooperation strategies, business tech-
niques such as work measurement; management systems and man-
'power allocation programs; and structural and procedural
alternatives.

Technological innovations are also extremely helpful to local gov-
ernments, but in and of themselves cannot solve problems.

My colleagues on the panel this morning will describe many of the
types of improvements that are being tried in cities today. We see
several actions that must be undertaken simultaneously. We have to
undergo an institutional introspection, to examine how local govern-
ments can bring about changes in service delivery and improve public
accountability.

First, we must analyze how well we are functioning as institutions.
Do we have the right audit techniques, budget procedures, and paper
processing as streamlined as they can be.

Second, we must identify community needs and the level of satis-
faction that exists with current services.

Third, governments must solicit employee attitudes, suggestions,
and responses.

And finally, there must be an exchange of information and an
analysis of effective practices in the private sector and in other
jurisdictions.

The second thing we have to do is look at our relationship with
citizens to see if we have the most effective partnership. We can apply
marketing techniques. They can be used to change behavior and to
alter the demand for public services. For example, if a citizen learns
to conserve energy or avoid littering, the cost of those services will
be reduced. The fact is, there are many activities that would be
extremely difficult or costly to regulate. So the obvious alternative is
to develop a sense of citizen responsibility to deal with the problem
in another way.



246

By marketing transit, we realize an alternative to private transpor-
tation, and the end result is reduced congestion and pollution and a
more desirable place to live in the city context.

The third area of emphasis should be in the field of employee rela-
tions. You heard yesterday many discussions about employee demands
and about the inability of management to resist those demands. One
way that we have found to make some real progress is through co-
operative labor-management efforts within the public sector, where
managers can emphasize job fulfillment and satisfactory working con-
ditions, and employees can get a fuller appreciation of what the real
constraints are within the system.

The notion of labor-management committees, particularly in union-
ized cities, is gaining more and more favor and a more favorable track
record.

The fourth area of concentration is in the field of public-private co-
operation, where communication and interaction with the private'
sector is becoming a reality. Local government can take the initiative
to mobilize a community to solve its problems.

Just one example is a revitalization of Jamestown, N.Y., where the
mayor got the unions and management from the town's many indus-
tries together to discuss how to improve labor-management relations to
prevent continuing strikes, and to prevent industries from moving
out of the city. The results were: growth of existing industry, attrac-
tion of new industries, 50 percent reduction in unemployment, widened
worker participation, and improved quality of working life.

There is much we can learn from the private sector in its technical
expertise and in availing ourselves of public services which can
be provided through the private sector. Further, the private sector
is in a position to hold public officials accountable, as are citizens at
large. The stability of business and industry depends upon how re-
sponsive local governments can be.

I am concerned about some of what I heard yesterday. I am a
politician and I can't subscribe to the Government is bad school,
although I concur we have got to clean up our act. But let's not close
our eyes and apply the Jarvis-Gann meatax indiscriminately. Let's
use critical and selective judgment. As a spokesperson for local govern-
ment, I am delighted to see signs, such as your committee, Chairman
Reuss, that the Federal Government is becoming more aware of its
people constituency and less protective of its bureaucratic turf.

Mr. McKinney's tale yesterday about the little old lady and the IRS
was typical and we all know it. As president of the National League of
Cities, I testified frequently in front of congressional committees, and
I frequently use the phrase: No one lives at the Federal level. We. share
the same constituency, and the more we are able to concentrate on that
constituency, collectively and cooperatively, the better job will we
perform and the better service we will provide for our citizens.

But to suggest, as I heard yesterday by some, that we respond to
Jarvis-Gann by cutting such programs as general revenue sharing, is
in my judgment absolutely ridiculous. Setting criteria, demanding
good planning and performance and decentralized decisionmaking
is cost effective. Local government can make tough decisions and
tough choices, and it is in the best position to do so. We don't need the
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State and/or Federal Government constantly looking over our shoul-
ders and compounding our costs by overregulation, monitoring, eval-
uation, and duplication. The citizens will do that through initiative
or referendum when reason fails.

And let me cite one other example. One program, that shall remain
nameless, aimed at hitting targets of unemployment in cities, as it
played out in my State of Washington, resulted in the city's largest,
or the State's largest city, in the center of its poverty problems, getting
not 1 cent of funds and a city of 327 getting $1.6 million.

We also heard about deferred maintenance, and I think there areways of dealing with that, by encouraging productivity improvement
in State and local government, by setting up a revolving fund where
cities could take out a loan for technological or system or communi-
cation improvemient, and repay it out of savings realized.

In summary, there are things we can do. We can group them under
the rubric of productivity improvements. We can address responsibili-
ties, and we can do it with greater effectiveness. So today you will
hear from some of those individuals who have personal experiences
with successful productivity in their cities.

I want to thank you for allowing us to come before you today. We
think we can find the answer to the urban fiscal dilemma in proposi-
tion 13. Thank you, Mr. Chairman.

[Ms. Lamphere's prepared statement follows:]
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PRODUCTIVITY WORKS FOR
LOCAL GOVERNMENT

AT YESTERDAY'S HEARING YOU HEARD DISCUSSION OF WHY THE TAXPAYERS

ARE IN REVOLT AND THE CONSEQUENCES OF THAT REVOLT FOR LOCAL GOVERN-

MENT. YOU ALSO HEARD PROPOSALS FOR CURBING GOVERNMENT SPENDING

THROUGH STRUCTURAL AND TAX REFORM.

TODAY I AM INTRODUCING TO YOU A MORE POSITIVE PICTURE OF HOW LOCAL

GOVERNMENTS CAN HELP THEMSELVES IN A TIME OF INFLATION AND CITIZEN

UNREST. THOUGH SUFFICIENT AND WELL DESIGNED FEDERAL AND STATE PRO-

GRAMS ARE NECESSARY TO ASSURE HEALTHY CITIES, LOCAL GOVERNMENTS

CAN IMPROVE THEIR EFFICIENCY BY BETTER MANAGEMENT OF EXISTING TECH-

NICAL, CAPITAL, AND HUMAN RESOURCES.

LOCAL GOVERNMENTS ARE FACED WITH A CHOICE -- BRINGING REVENUES AND

EXPENDITURES INTO BALANCE BY RAISING TAXES, CUTTING SERVICES, OR STRETCH-

ING SERVICE DOLLARS THROUGH INNOVATION, TECHNOLOGY TRANSFER AND

MANAGEMENT IMPROVEMENT.

BEFORE EXAMINING SOME OF THE INNOVATIONS THAT HAVE PROVEN SUCCESS-

FUL, IT IS IMPORTANT TO UNDERSTAND THE IMPACT OF THE PUBLIC SECTOR

ON THE ECONOMY AS A WHOLE AND WHY PRODUCTIVITY MEASURES ARE SO

NECESSARY.

THE ROLE OF THE PUBLIC SECTOR IN THE ECONOMY IS SUBSTANTIAL, WITH STATE

AND LOCAL GOVERNMENT ALONE ACCOUNTING FOR ALMOST 15% OF THE GROSS

NATIONAL PRODUCT. STATE AND LOCAL GOVERNMENTS EMPLOY 15.4 MILLION

PERSONS OR 17% OF ALL EMPLOYEES IN THE NATION.

-I-
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MANY OF THE SERVICES PROVIDED BY THE PUBLIC SECTOR ALSO CONTRIBUTE

DIRECTLY TO THE PRODUCTIVITY AND QUALITY OF WORKING LIFE OF OTHER

SECTORS OF THE ECONOMY. FOR EXAMPLE, LOCAL GOVERNMENTS PROVIDE

THE BASIC INFRASTRUCTURE FOR CITIES -- THE ROADS WHICH TRANSPORT GOODS

AND MATERIALS AND THE UTILITIES UPON WHICH RESIDENTIAL AND INDUSTRIAL

DEVELOPMENT DEPENDS. MOREOVER, MANY IMPROVEMENTS IN THE STANDARD

OF LIVING -- BETTER HOUSING, INCREASED RECREATION OPPORTUNITIES, HEALTH

AND DAY CARE AVAILABILITY -- DEPEND UPON GOVERNMENT SUPPORT AND

LEADERSHIP.

SINCE 1954 LOCAL GOVERNMENT EXPENDITURES HAVE INCREASED ALMOST NINE-

FOLD,BECAUSE OF EXPANDED ACTIVITIES, AN EXPANDED WORK FORCE, HIGHER

WAGES, AND HIGHER COSTS OF GOODS AND SERVICES PURCHASED. FACTORS

CONTRIBUTING TO THIS CONDITION ARE MANY. SPECIFICALLY, THERE HAS BEEN

AN INCREASE IN THE NUMBER OF PEOPLE SERVED BY LOCAL GOVERNMENT.

THE WORKLOAD HAS INCREASED WITH URBAN GROWTH AND THE NEED TO DEAL

WITH SUCH PROBLEMS AS TRAFFIC CONGESTION, SOLID WASTE DISPOSAL, CRIME,

AND PARK AND STREET MAINTENANCE. CITIZENS HAVE DEMANDED HIGHER

LEVELS OF SERVICE FOR EXISTING FUNCTIONS. TRANSFER PAYMENTS AND OTHER

BENEFITS TO LOWER INCOME GROUPS HAVE EXPANDED. LOCAL GOVERNMENTS

HAVE BEEN DIRECTED BY FEDERAL LEGISLATION INTO NEW FIELDS SUCH AS

MANPOWER DEVELOPMENT, ENVIRONMENTAL PROTECTION, AND SPECIAL OC-

CUPATIONAL TRAINING FOR THE YOUNG. THESE FACTORS ARE EXACERBATED

BY RAMPANT INFLATION. SINCE 1970 ALONE PRICES HAVE INCREASED ALMOST

36%.

TO COMPLICATE THIS DILEMMA, CITIZENS ARE MORE AND MORE CRITICAL OF

GOVERNMENT AND THERE TENDS TO BE A WIDESPREAD FEELING THAT GOVERN-

-2-
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MENT IS DOING TOO MANY THINGS TOO POORLY FOR TOO MANY PEOPLE AND

AT TOO HIGH A PRICE.

GOVERNMENT IS CRITICIZED FOR WASTE, MISMANGEMENT, BUREAUCRATIC EM-

PIRE BUILDING, AND DETERIORATING SERVICES. SOARING GOVERNMENT COSTS

ARE ECLIPSING REVENUES, FANNING INFLATION, AND STRAINING TAXPAYERS

TO THE POINT OF REBELLION.

BUT THIS PERCEPTION OF LOCAL GOVERNMENT DOES NOT HAVE TO CONTINUE.

MANY CITIES ARE OVERCOMING THE PROBLEMS THROUGH PRODUCTIVITY IM-

PROVEMENTS. MANY MORE CITIES CAN LEARN FROM THEIR EXPERIENCE. A

1977 REPORT OF THE INTERNATIONAL CITY MANAGEMENT ASSOCIATION LISTS

285 EXAMPLES OF SERVICE IMPROVEMENTS LOCAL GOVERNMENTS HAVE ACHIEVED

THROUGH INNOVATION. TRUE, NO TWO CITIES ARE ALIKE, BUT TECHNOLOGIES

AND SYSTEMS CAN BE ADAPTED TO FIT THE NEEDS OF CITIES OF VARYING AGE,

SIZE AND GOVERNMENTAL STRUCTURE.

THE CHALLENGE BEFORE CITIES IS HOW TO ENABLE GOVERNMENT TO RESPOND

MORE EFFECTIVELY TO LEGITIMATE PUBLIC NEEDS FOR GOODS AND SERVICES

WITHOUT ADDING UNNECESSARILY TO THE TAX BURDEN.

PRODUCTIVITY IMPROVEMENTS ARE PART OF THE ANSWER TO MINIMIZING THE

COSTS OF GOVERNMENTAL SERVICES. UNFORTUNATELY, THE TERM PRODUC-

TIVITY IS RELATIVELY NEW IN THE PUBLIC SECTOR AND NEEDS TO BE BETTER

UNDERSTOOD. FOR LOCAL GOVERNMENT, INCREASED PRODUCTIVITY IMPLIES

CHANGES IN MANAGEMENT, PROCEDURES, STRUCTURE, AND TECHNOLOGY THAT

EITHER REDUCE COSTS OR IMPROVE THE QUALITY OF EXISTING SERVICE DELIVERY.

IT SHOULD BE MADE CLEAR THAT ECONOMIES ARE MEANINGLESS UNLESS THE

QUALITY OF SERVICE IS MAINTAINED OR IMPROVED.

-3-
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THE TOOLS FOR IMPROVING SERVICE DELIVERY ARE AVAILABLE. EXAMPLES

INCLUDE, MANAGEMENT/EMPLOYEE COOPERATION STRATEGIES, BUSINESS TECH-

NIQUES SUCH AS WORK MEASUREMENT, MANAGEMENT SYSTEMS AND MANPOWER

ALLOCATION PROGRAMS, AND STRUCTURAL AND PROCEDURAL ALTERNATIVES.

TECHNOLOGICAL INNOVATIONS ARE ALSO EXTREMELY HELPFUL TO LOCAL GO-

VERNMENTS, BUT IN AND OF THEMSELVES CANNOT SOLVE PROBLEMS. FRONT

END COSTS ARE OFTEN HORRENDOUS AND UNLESS A GOVERNMENT HAS SKILLED

MANAGEMENT, TRAINED EMPLOYEES, AND PROCEDURES DESIGNED TO MAKE

THE BEST USE OF THE TECHNOLOGY, THE POTENTIAL BENEFITS OF NEW TECH-

NIQUES AND EQUIPMENT WILL NOT BE REALIZED.

LET US EXAMINE THE POTENTIAL OF PRODUCTIVITY IMPROVEMENTS AS THEY

ARE SURFACING IN VARIOUS CITIES ACROSS THE NATION.

MANY OF THE BASIC DAILY NEEDS OF CITIZENS - GARBAGE COLLECTION, STREET

MAINTENANCE, ANIMAL CONTROL, PUBLIC SAFETY, AND FIRE PREVENTION,

ARE TOTALLY THE RESPONSIBILITY OF LOCAL GOVERNMENTS TO ADMINISTER.

IN ORDER TO PROVIDE ESSENTIAL SERVICES WITH EXISTING RESOURCES, LOCAL

GOVERNMENTS HAVE FOUND WAYS TO IMPROVE EXISTING INTERNAL OPERA-

TIONS AND EXTERNAL DELIVERY SYSTEMS. IN KANSAS CITY, THE LOCAL GOVERN-

MENT TOOK ON THE FIRE DEPARTMENT AND CAME UP WITH BETTER ALLOCA-

TION OF FIREMEN AND LOCATION OF TRUCKS FOR DETACHMENT. IN DETROIT

GARBAGE COLLECTION WAS IMPROVED BY OFFERING GARBAGEMEN A SHARE IN

THE SAVINGS ACCRUED THROUGH BETTER PICK UP PRACTICES.

SAVANNAH SURVEYED THE PHYSICAL CONDITION OF THEIR NEIGHBOR-

HOODS TO FIND OUT WHAT IMPROVEMENTS WOULD HELP EACH DIVERSIFIED

- 4 -
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AREA. RATHER THAN RESPONDING TO SPECIAL INTERESTS, SAVANNAH REDE-

SIGNED THEIR SERVICE DELIVERY BASED ON ACTUAL NEED. THE RESULTS WERE

TREMENDOUS WITH A READJUSTMENT IN HOW FUNDS WERE BEING SPENT IN DIF-

FERENT AREAS OF THE CITY.

LONG BEACH, CALIFORNIA WAS SUCCESSFUL IN SURVEYING THEIR CITIZENS

AND EMPLOYEES TO DETERMINE HOW SERVICES SHOULD BE READJUSTED AND

FOR WHAT PURPOSES.

BUT LOCAL GOVERNMENTS CANNOT BE CONCERNED WITH JUST DAILY SERVICES.

THEY MUST BE CONCERNED WITH FACTORS AFFECTING THE QUALITY OF LIFE

SUCH AS TRAFFIC CONGESTION, SCARCE RESOURCES, AND DETERIORATING

HOUSING STOCK.

GOVERNMENTS ARE APPROACH!NG THIS CHALLENGE IN MANY INNOVATIVE WAYS.

ALEXANDRIA, VIRGINIA HAS ESTABLISHED A FLEXITIME PROGRAM TO REDUCE

TRAFFIC CONGESTION CAUSED BY HAVING ALL EMPLOYEES REPORT FOR WORK

AT THE SAME TIME. THIS ALSO IMPROVED EMPLOYEE ATTITUDES AND JOB SATIS-

FACTION WHICH LED TO GREATER OUTPUT. CINCINNATI HAS BEGUN A COM-

PREHENSIVE PROGRAM TO ENCOURAGE PEOPLE TO MOVE BACK INTO EXISTING

CITY NEIGHBORHOODS.

AS ENERGY RESOURCES BECOME MORE AND MORE SCARCE, AND THE ENVIRON-

MENTAL COSTS OF PRODUCING BECOME MORE APPARENT,LOCAL GOVERNMENTS

ARE SEEKING WAYS TO REDUCE CONSUMPTION. DALLAS HAS DEVELOPED ENERGY

CONSERVATION STANDARDS FOR NEW BUILDINGS AND THEREBY REDUCED ENERGY

LOSS AND HEATING COST SUBSTANTIALLY. MEREDITH, NEW HAMPSHIRE WITH

A POPULATION OF ONLY 3,000 HAS DEVELOPED EFFECTIVE SOLID WASTE RESOURCE

RECOVERY METHODS.

At
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THIS IS JUST A SMALL SAMPLING OF THE MANY CITY INNOVATIONS UNDERWAY

BUT AS YOU CAN SEE, A LOT OF CITIES ARE DOING A LOT OF EXCITING THINGS

ON THEIR OWN.

LET US NOW EXAMINE HOW LOCAL GOVERNMENTS CAN BRING ABOUT CHANGES

IN SERVICE DELIVERY AND IMPROVE PUBLIC ACCOUNTABILITY.

LOCAL GOVERNMENTS MUST FIND OUT WHERE THEY ARE AND DECIDE WHERE

THEY ARE GOING IN ORDER TO MAKE USE OF PRODUCTIVITY TOOLS. THE STRA-

TEGY FOR CHANGE INCLUDES FOUR STEPS. FIRST, LOCAL GOVERNMENTS MUST

ANALYZE HOW WELL THEY ARE FUNCTIONING AS AN INSTITUTION -- ARE AUDIT

TECHNIQUES, BUDGET PROCEDURES, AND PAPER PROCESSING AS STREAMLINED

AS THEY CAN BE? SECOND, GOVERNMENTS MUST IDENTIFY COMMUNITY NEEDS

AND SATISFACTION WITH CURRENT SERVICES. THIRDLY, GOVERNMENTS MUST

SOLICIT EMPLOYEE ATTITUDES, SUGGESTIONS, AND CAPABILITIES. AND FINALLY,

THERE MUST BE EXCHANGE OF INFORMATION AND ANALYSES OF EFFECTIVE

PRACTICES IN THE PRIVATE SECTOR AND IN OTHER JURISDICTIONS.

TO DETERMINE HOW WELL A GOVERNMENT IS DOING ITS JOB TAKES A STRONG

COMMITMENT TO MANAGE AND A CAPABLE ANALYTIC STAFF. SPECIFIC ANALYTICAL

SKILLS ARE NECESSARY TO DEVELOP POLICY OPTIONS AND DETERMINE FINAN-

CIAL AND SOCIAL IMPACTS OF PARTICULAR PROGRAMS. SOUND DATA IS ES-

SENTIAL FOR SETTING CLEAR PRIORITIES AMONG COMPETING PROGRAMS AND

IDENTIFYING BETTER WAYS OF OPERATING THOSE PROGRAMS. IF POLICY DE-

CISIONS ARE BASED ON REASONABLE CRITERIA AND PROGRAMS OPERATE EF-

FICIENTLY, THE CREDIBILITY OF ELECTED OFFICIALS WILL IMPROVE.

ONCE A CITY HAS ASSESSED ITS INTERNAL OPERATIONS IT MUST IDENTIFY LE-

GITIMATE COMMUNITY NEEDS AND SATISFACTION WITH SERVICES.

4-
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THE TOOL OF CITIZEN AND DEMOGRAPHIC SURVEYS HAVE BEEN MOST HELPFUL

TO DETERMINE WHAT SERVICES SHOULD BE PROVIDED AND WHETHER RESOURCES

SHOULD BE REALLOCATED. UNLESS YOU ARE KEEPING SCORE, IT IS DIFFICULT

TO KNOW WHETHER YOU ARE WINNING OR LOSING. THIS APPLIES TO BALL GAMES,

CARD GAMES AND NO LESS SERVICE DELIVERY.

AT THE SAME TIME CITIZENS MUST BE AWARE WHAT GOVERNMENT CAN AND

CANNOT DO. CITIZENS WANT POLICY DECISIONS THAT WILL IMPROVE THEIR

QUALITY OF LIVING - WORK, HOUSING, AND RECREATIONAL OPPORTUNITIES

AT REASONABLE COSTS.

IT IS UP TO LOCAL GOVERNMENT TO IMPROVE THE INTERACTION AND COMMUNI-

CATION WITH ITS CITIZENRY SO THEY HAVE A BETTER UNDERSTANDING AND

APPRECIATION OF THE PROBLEMS FACING THEIR CITY AND THE CAPACITY FOR

SOLVING THEM. MARKETING OF PUBLIC SERVICES IS A TOOL TO BETTER INFORM

THE PUBLIC. AGGRESSIVE INFORMATION CAMPAIGNS HAVE MADE PEOPLE FEEL

THAT A SYSTEM OR SERVICE IS GOOD AND THAT IT IS THEIRS. BY EDUCATING

AND WORKING WITH THE PUBLIC, GOVERNMENTS CAN STIMULATE THE USE OF

UNDERUTILIZED SERVICES SUCH AS HOUSING STOCK.

CITIZENS CAN ALSO BE ENCOURAGED TO BECOME A PART OF THEIR CITY AND

HELP REDUCE GOVERNMENT COSTS. FOR EXAMPLE, IF A CITIZEN LEARNS TO

CONSERVE ENERGY OR NOT TO LITTER, THE COST OF GOVERNMENT SERVICE

DELIVERY WILL BE REDUCED. THE FACT IS, THERE ARE MANY ACTIVITIES THAT

WOULD BE EXTREMELY DIFFICULT OR COSTLY TO REGULATE SO THE OBVIOUS

ALTERNATIVE IS TO DEVELOP A SENSE OF CITIZEN RESPONSIBILIITY. GOVERN-

MENT CANNOT REGULATE WHICH ROUTE COMMUTERS WILL TAKE OR MAKE CITI-

ZENS GET OUT OF THEIR CARS ON TO BUSES, BUT IT CAN PROVIDE INFORMA-

TION ABOUT ALTERNATIVE ROUTES AND PROVIDE INFORMATION ABOUT THE

-7-
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CONVENIENCE OF TRANSIT SERVICE. SUCH EFFORTS ALSO SERVE A GREATER

PUBLIC GOOD BY REDUCING CONGESTION AND POLLUTION WHILE MAKING THE

CITY A MORE DESIRABLE PLACE TO LIVE.

BUT KNOWING WHAT NEEDS TO BE DONE AND HAVING THE COMMITMENT OF

MANAGEMENT IS NOT SUFFICIENT TO IMPROVE SERVICE DELIVERY. GOVERN-

MENT EMPLOYEES MUST BE INVOLVED TO MAKE PRACTICAL SUGGESTIONS THROUGH

THEIR ON-THE-JOB EXPERIENCE. EMPLOYEES MUST BE INVOLVED IN PROGRAM

PLANNING. AFTER ALL, THE PERSON ON THE SHOP FLOOR KNOWS BETTER THAN

ANYONE ELSE HOW TO IMPROVE HIS OR HER JOB. THERE MUST BE AN EMPHASIS

ON JOB SATISFACTION AND EMPLOYEES MUST BE ALLOWED TO SHARE IN THE

BENEFITS OF WORK IMPROVEMENT, INCLUDING WAGES, WORKING CONDITIONS

AND JOB SECURITY. DUE TO HIGH RATES OF UNEMPLOYMENT AND RISING LABOR

COSTS THERE IS MORE AND MORE NEED FOR COOPERATIVE LABOR/MANAGE-

MENT EFFORTS TO RAISE THE LEVEL OF PRODUCTION IN ORDER TO DECREASE

LABOR COSTS AND INCREASE JOB SECURITY. INSTEAD OF DEMANDING GREATER

OUTPUT OF EMPLOYEES MANAGERS MUST EMPHASIZE JOB FULFILLMENT AND

SATISFACTORY WORKING CONDITIONS.

IN A TIME OF INFLATION WHICH ERODES WORKERS REAL EARNINGS AND ENDAN-

GERS THEIR STANDARD OF LIVING, LABOR/MANAGEMENT COOPERATIVE EFFORTS

ARE NEEDED FOR A NUMBER OF REASONS: (1) TO MAKE NEW ENERGY SUPPLIES

GO FURTHER, (2) ELIMINATE WASTE OF MATERIALS AND SUPPLIES, (3) REDUCE

BREAKAGE OF EQUIPMENT AND TOOLS, AND (4) REDUCE WASTE OF LABOR DUE TO

ACCIDENTS, ABSENTEEISM, LACK OF TRAINING, LOW MORALE AND JOB DISSATIS-

FACTION.

- 8 -
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THE NOTION OF LABOR/MANAGEMENT COMMITTEES, PARTICULARLY IN UNIONIZED

CITIES, IS GAINING MORE AND MORE FAVOR. WHILE NEGOTIATION AT THE BAR-

GAINING TABLE IS ESSENTIAL TO PROTECT EMPLOYEES' RIGHTS, COMPLEX

PROBLEMS ASSOCIATED WITH PRODUCTIVITY AND QUALITY OF WORK PLACE CAN

MORE EASILY BE HANDLED THROUGH CONTINUOUS EXCHANGE OF INFORMATION.

INSTITUTIONAL REFORM IS ESSENTIAL TO REDUCING COSTS AND GIVING

OFFICIALS THE FISCAL ABILITY TO ABSORB NEW PROGRAM, HOWEVER THE

COMMUNICATION AND INTERACTION WITH THE PRIVATE SECTOR IS IMPERATIVE

FOR THE SURVIVAL OF A CITY AS A WHOLE. GOVERNMENTS MUST OPEN THE

DOOR FOR MORE CONTACT POINTS WITH PRIVATE BUSINESS--A TREMENDOUS

FORCE THAT SHOULD BE HARNESSED. MOST PEOPLE TAKE IT FOR GRANTED THAT

CERTAIN OPPOSITIONS EXIST BETWEEN THE PRIVATE SECTOR AND THE PUBLIC

SECTOR. BUT THIS DOES NOT HAVE TO BE THE CASE. WE MUST OVERCOME

AVOIDANCE AND UNDERTAKE NEW FORMS OF INTERACTION AND COOPERATION.

LOCAL GOVERNMENT CAN TAKE THE INITIATIVE TO MOBILIZE A COMMUNITY

TO SOLVE ITS PROBLEMS OR CREATE THE CLIMATE NECESSARY FOR BUSINESS

TO INITIATE INNOVATIVE PROGRAMS INDEPENDENTLY. AN EXAMPLE OF THIS

IS THE REVITALIZATION OF JAMESTOWN, NEW YORK WHERE THE MAYOR GOT

THE UNIONS AND MANAGEMENT FROM THE TOWN'S MANY INDUSTRIES TOGETHER

TO DISCUSS HOW TO IMPROVE LABOR-MANAGEMENT RELATIONS AND PREVENT

CONTINUING STRIKES AND INDUSTRIES FROM MOVING OUT OF THE CITY. THE

RESULTS WERE GROWTH OF EXISTING INDUSTRY, ATTRACTION OF NEW INDUSTRIES,

50% REDUCTION IN UNEMPLOYMENT, WIDENED WORKER PARTICIPATION AND IMPROVED

QUALITY OF WORKING LIFE.

THE PRIVATE SECTOR CAN FURTHER HELP BY CONTRIBUTING DIRECTLY TO THE

SUPPORT OF COMMUNITY ORGANIZATIONS AND ACTIVITIES AND BY LENDING

- 9 -
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ITS TECHNICAL EXPERTISE TO IMPROVE GOVERNMENT OPERATIONS AND SOLVE

LOCAL PROBLEMS. THE PRIVATE SECTOR CAN PROVIDE SOME PUBLIC SERVICE

PROGRAMS DIRECTLY. IN TACOMA, FOR EXAMPLE, THE PRIVATE SECTOR PRO-

VIDED A FIRE PREVENTION SMOKE DETECTION PROGRAM. ANOTHER AREA FOR

COOPERATION IS NEW DEVELOPMENT. SEATTLE IS WORKING WITH DOWNTOWN

BUSINESSMEN TO BUILD A COMPLEX OF OFFICE BUILDINGS COMPLEMENTED BY

PUBLIC AMENITIES. OTHER CITIES ARE BRINGING IN SPECIALISTS FROM INDUSTRY

ON EXCHANGE PROGRAMS TO HELP THEM DEVELOP NEW BUDGETING PROCESSES.

THE PRIVATE SECTOR IS IN A POSITION TO HOLD PUBLIC OFFICIALS ACCOUNT-

ABLE AS ARE CITIZENS AT LARGE. THE STABILITY OF BUSINESS AND INDUSTRY

DEPENDS UPON HOW RESPONSIVE LOCAL GOVERNMENTS CAN BE.

IN SUMMARY PRODUCTIVITY PROGRAMS WHICH IMPROVE THE MANAGEMENT

AND OPERATION OF LOCAL GOVERNMENT AND INCREASE THE INTERACTION

AND COOPERATION BETWEEN THE PUBLIC AND PRIVATE SECTORS CAN HELP

REDUCE COSTS. SUCH EFFORTS CAN GIVE LOCAL OFFICIALS THE FISCAL ABILITY

TO ABSORB NEW PROGRAMS AND DEAL WITH NEW CHALLENGES.

MANY GOVERNMENTS HAVE SUCCESSFULLY REDUCED COSTS AND IMPROVED

THE EFFECTIVENESS OF SERVICE DELIVERY AND OTHERS CAN LEARN FROM THEIR

EFFORTS. ONLY RESPONSIVE, RESPONSIBLE GOVERNMENT WILL QUELL THE TIDE

OF THE TAXPAYERS REVOLT.

TODAY WE WILL HEAR FROM SOME OF THOSE INDIVIDUALS WHO HAVE HAD PER-

SONAL EXPERIENCES WITH SUCCESSFUL PRODUCTIVITY IN THEIR CITIES.

I THANK YOU FOR THE OPPORTUNITY TO PUT BEFORE YOU EXAMPLES OF LOCAL

GOVERNMENT PRODUCTIVITY WHICH PROVIDE PART OF THE ANSWER TO URBAN

PROBLEMS TODAY.

la
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Chairman REuSS. Thank you, Ms. Lamphere.
We will now hear from our first panel, which consists of four pro-

fessionals: Camille Cates, assistant city manager of Dallas, Tex.;
William Donaldson, city manager of Cincinnati, Ohio; Arthur Men-
donsa, city manager of Savannah, Ga.; and Donald Wasserman, re-
search director of the American Federation of State, County &
Municipal Eniployees (AFSCME). They will focus on how can local
governments make more efficient use of their limited resources, and
following them will be a shorter panel on how can the public and
private sectors cooperate in improving local government service
delivery?

Ms. Cates, would you start off ?

STATEMENT OF CAMILLE CATES, ASSISTANT CITY MANAGER,
DALLAS, TEX.

Ms. CATES. It is a strange time for cities. Just as we got out of the
social turbulence of the sixties, we found ourselves in the financial
crisis of the seventies. Now as we begin to get our financial houses in
order, we are faced with talk of tax revolt and limited revenues. This
affects not just cities in trouble, but cities in relatively positive cir-
cumstances.

Dallas, for example, has the good fortune of a strong economy.
In fact, Dallas has decreased its property tax rate for the last 2 years.
We have established reserves. We are implementing the financial strat-
egies that supposedly make for sound cities. And yet, this is the
year when we hear from our own citizens in the city of Dallas and in
the State of Texas that taxes are too high and that they must come
down.

The responses to this type of tax revolt and tax inititiative are as
varied and as complicated as its causes. There is no magic. Produc-
tivity is not a panacea. It is a hard, long-range process that depends
on sound management. There are many obstacles.

I would like to identify some of the obstacles that we see to im-
proving productivity and to increasing efficient use of resources.

The first one is complexity. Issues are complex. Information sys-
tems are complex. Organizations, government organizations, are now
complex. We are operating big businesses and the tasks are not simple.

A second obstacle is conflicting and increasing demands. These de-
mands come not just from our citizens, but from State and Federal
mandates.

A third obstacle is the inertia of bureaucratic organizations, which
is manifested in things like civil service systems and independent units
functioning in one government organization.

A fourth obstacle is limited resources. Resources are not just reve-
nue, but what inflation is doing to that revenue. There are other lim-
ited resources, such as energy.

In addition, another obstacle is the separation of spending discre-
tion from responsibility for spending. 'We see this most prominently
in our retirement systems. The benefits, the funding levels, are set by
the State, and yet it is the city's responsibility to carry them out. We
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are now faced with an actuarial situation which puts our cities' finan-
cial condition in jeopardy. But these are not the only types of separa-
tions of spending discretions from responsibility. Federal mandates,
in such things as water quality, impact the cost of doing business for us
on a day-to-day basis.

Another obstacle that cities face is the lengthening time requirements
to implement city policies. It now takes us 10 to 15 years to build a
road, and 15 to 20 years to build a water reservoir. That plays havoc
with those who insist on short-range plans, and makes it very difficult
to continue to fly by the seat of our pants.

Another major obstacle is a lack of very many things: accountabil-
ity, controls, skills, standards, and incentives.

On top of all of this, if we surmounted all these obstacles, the final
one would make us start all over. The environment and the conditions
are constantly changing.

This is not an unbeatable circumstance. In the light of these obstacles,
the challenge is still acceptable, and success is still possible in cities.
Here are some of the strategies that are used in the city of Dallas to
face some of these obstacles.

To look at the issues of accountability and control and complexity,
we have developed management systems and tie new programs into
these systems. Particularly important are resource allocation systems,
the target budgeting procedure that is explained in the written testi-
mony, resource and performance monitoring, which is our automated
FIRMS accounting system-financial integrated resource manage-
ment system-and, performance evaluation. Evaluation not just of
budget goals, but of individual managers' responsibility for their
programs.

Besides developing systems, it is important to automate them. As I
mentioned, the FIRMS system is an automated system. The more
things that can be automated, the more things you can use technology,
the more the manager's time can be spent on exceptions. This is a way
to make efficient use of a very important resource: the manager's time.

Another very important strategy is to develop long-range plans. We
have a 5-year financial plan as well as some specific multiyear per-
formance criteria that have been accepted and adopted by the city
council. Both give us guidelines into the future for such things as
selling bonds and developing new capital programs.

It is also important to look at the role of government and to leverage
the resources that we do have to produce programs without having to
pay for them all.

One very important area is public-private cooperation. Dallas has
just passed bonds to build a new central library, $15 million of which
has been donated by the private sector. In addition, Dallas considers the
use of volunteers in the city organization a valuable resource, not only
to provide extra work for the citizens, but to give them an under-
standing of the workings of their own local government.

We participate with banks in a loan consortium program to provide
loans for low-income housing. That enables us to use money as seed
money and guarantee money, and encourage inner city housing.

We are also developing, with the private sector, major projects
downtown. The most significant one, which has just been completed,
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is the Reunion project, which is a restaurant-hotel complex, with a
revitalization of a historic transportation terminal.

Public-private sector cooperation is one way to leverage resources
and to define the role of government. Another major way is in inter-
governmental cooperation. The local level has many single-member dis-
tricts, it has a county government-it has a city government-all of
these things serving the same constituency and frequently with over-
lapping services. Working with these governmental units to decide
whose job it is to do what is a very important task ahead of us.

Recently, the city of Dallas has cooperated with the county of
Dallas to build a new criminal justice facility. The city of Dallas
is now out of the jail business and we can retire the bonds from the
savings in operating costs from the first 10 years alone.

Another major strategy is to conserve resources. Dallas has in-stituted a program for energy conservation in its buildings which
ranges fom setting the thermostats at 68 and 78 degrees, to retrofit-
ting old buildings, to developing design standards for all new con-
struction of city facilities in Dallas.

Another major strategy which Dallas is using sounds very simple.
It is to link the service with the cost of providing the service. What
this translates into is a shift from the reliance on property tax in
our municipal financial structure. It also disciplines the demand for
service. When various levels of garbage collection are offered at vari-
ous fees, only those who want backdoor pickup will pay for it.

In addition, we have established various enterprises in our opera-
tions, so that departments operate as subsidiaries of the municipal
corporation and pay their own way. Our water utilities department,
our aviation department, and various other enterprises in the city are
operated on this private sector model.

We have also instituted nonresident fees, so that the citizens who
are paying for the services can use them and those who are not pay-
ing taxes discipline their demand.

We have also established reserves, so that we can prepare forany unforeseen financial change.
We also make it a policy to continuously allocate a portion of our

income to the capital facilities, so that we have a program of keeping
up while we are catching up, so we don't have massive capital ex-
penditures facing us 15 or 20 years down the road.

The last thing that we have tried to do is to develop incentives for
productivity improvement and performance. We initiated a program
to return a portion of the productivity savings to employees this
year. In addition, we have a program called Dallas innovations, which
highlights productivity programs in the various city departments,
and recognizes managers. In addition, the managers-the depart-
ment directors'-salary raises each year are tied, at least in part, to
their performance on the budget and improving productivity.

What does this all mean? It means that tax revolt did not make
cities start thinking about their financial condition. Cities have been
worrying about this and taking positive steps about this for many
years. We now have some good examples of how large cities can be
run-and run effectively.
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What we are after now, really, is not efficient use of resources, but
wise uses of resources.

Chairman REUSS. That is very impressive. Tell us about yourself.
Where did you learn all this?

Ms. CATES. Well, I have been to school a lot. And I've also worked
in a couple of cities. I have a Ph. D. in public administration from
the University of Southern California. I have also worked in the
city of Washington, D.C., Grand Rapids, Mich., Sunnyvale, Calif.,
and now Dallas, Tex.

Chairman REUSS. What sort of jobs or work did you do 2 Were you
a financial analyst? -

Ms. CATES. No; I am in city management. The city management
profession has taken me to those places.

Chairman REUSS. But many of the places in which you worked
aren't city manager cities.

Ms. CArEs. Washington, D.C., is not, Grand Rapids, Sunnyvale and
Dallas are.

Chairman REUSS. What did you do in Washington?
Ms. CATES. I worked for the International City Management As-

sociation doing research, and also did some work in the center for
governmental studies, looking at various Federal programs and the
impact of them at the local level.

Chairman REUSS. Thank you very much. Mr. Donaldson?
*rText resumes on p. 345.]
[The following documents were submitted by Ms. Cates for inclu-

sion in the record: "How Local Governments Can Make More Effi-
cient Use of Their Limited Resources-'The Dallas Experience"', and
"City of Dallas 1977 Performance Report":]
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T H E D A L L A S E X P E R I E N C E

/

U.S. HOUSE OF REPRESENTATIVES

SUBCOSIITTEE ON THE CITY

COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS
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T H E D A L L A S E X P E R I E N C E

"Revolt" is a stong word. "Tax revolt" is a powerful force

that two hundred years ago helped start this nation; now it

is emerging to reshape local government, with reverberations in

state and national government as well.

The task of government officials is not to lament the turn of

events, but to use them to create, rather than destroy, good govern-

ment.

Local government managers and politicians will have to make

difficult decisions, adopt long-range planning horizons, report

results regularly, undergo outside audits and inter-city comparisons

and improve performance and productivity. The response to tax revolt

is no less complicated than its cause.

Dallas, Texas is one city whose management practices incoroorate

these and other methods of making more efficient use of limited

resources.

This report describes many of those methods. The first section

describes the management philosophy and systems in the City of Dallas

that have produced more efficient use of resources. The second

section presents two case examples, detailing the process used in

implementing productivity and performance improvements.
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M A N A G E M E N T P H I L O S O P H Y A N D S.Y S T E M S

As the eighth largest city in the United States, Dallas faces

many of the problems of most large urban centers: confinement by suburban

jurisdictions, a maturing central city, increasing costs of operation,

and an increasing demand for city services in the face of limited

resources. Yet, in this environment, the city's financial condition

for the past two years has permitted a decrease in the ad valorem

tax rate. Not only is Dallas' annual budget balanced, but revenues

were higher and costs were lower, resulting in general fund perfor-

mance at $8.2 million better than budgeted, for the fiscal year

ended September 30, 1977.

In addition:

* Productivity savings surpassed $2 million

* $5 million was added to the Cash Emergency Reserve

enabling it to reach its target level five years ahead of

schedule

* Interest earned on temporarily idle funds increased $1.3

million up 9%

* The year's lowest bank cash level was $265 million, which

was $50 million above the lowest point last year.

* Capital plant expansion continued at the $40 million level.

* General Obligation bond ratings were AAA from both Moody

and Standard and Poors rating services.

These results are possible because of a sound economy and sound

city management. Dallas management philosoDhy is similar to those

2
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exemplified by highly successful private corporations. Indeed, the

corporate model plays an important role in Dallas management strategy.

The truth is, we are a municipal enterprise, and like the
private sector, we are unavoidably required to survive in

the set of circumstances we share. (GEORGE SCHRADER, city
manager of Dallas)

In a business sense, the city council serves as both a legislature

and a Board of Directors. The city manager, appointed by and res-

ponsible to the ciuncil, is the chief executive officer charged

with policy implementation and service delivery. As is true within

the private sector, the executive officer becomes accountable for

the financial management of the municipal corporation. Dallas re-

mains the largest city in the world with a council-manaqer form of

local government.

Using this corporate model, Dallas management has developed

strategies for making effective use of limited resources. These

strategies are:

* Upgrading and developing of financial systems
* Restructuring the organization
* Developing long-range, financial olans.and resorting mechanism
* Increasing the responsibilities, opportunities and incentives

for innovation.

Each of these successful management strategies and the specific

programs or projects developed with their implementation are des-

cribed below.

3
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RESTRUCTURING THE ORGANIZATION

There have been several organization changes in the east few

years that have enabled the City of Dallas to make more efficient

use of resources.

In 1975, a national accounting firm was commissioned to analyze

the financial management system of the City of Dallas. Their report

documented the need for onerational changes within the city's

accounting system to facilitate both external and internal fiscal

responsibility. Based on the recommendations of this study and sub-

sequent departmental analysis, the city manager recommended organiza-

tional changes.

In Auril, 1976, at the recommendation of the city mananger and

with the approval of the voters, the city council amended the city

charter to establish the city controller's office as a separate

entity from the city auditor. This action placed the fiscal respon-

sibility of the city under the direct control of the city manager,

leaving a separate auditor's office accountable to the city council.

The auditor's office functions to evaluate both the accountability

and the performance of the various city departments, reporting the

results of its evaluations directly to the council.

Reorganization has also been undertaken to orovide smaller, more

homocenous departmental units with single or interrelated missions

which provide better opportunities for managerial change and allow

closer attention to previously neglected areas. Several large

departments have been divided into several smaller departments to
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provide greater managerial accountability and to make the tasks more

managable. The public Works department, for example, has been s'lit

into three departments: Public 'forks (engineering) Building Services

(maintenance) and Streets and Sanitation. Each of the new depart-

ments are still among the largest departments in the city. There

are now forty city departments, as shown on the organizational chart

in Exhibit 1. Each department director is part of the executive

mangement team of the city and responsible for a group of similar pro-

grams. The mangement team meets at least monthly to discuss city

policy.

In addition to these organizational changes, the concept of an

"enterprise" organization has been implemented. The "enterprise"

is a subsidiary of the municipal corporation and organized to pay

its own way. Examples of enterprise departments are water utilities,

aviation and the municipal radio. These departments are operated

much like a private business: they produce their own revenue and

are responsible for insuring expenses do not exceed that revenue.

In addition, the enternrise departments must pay for services (direct

and indirect) provided ban the general fund departments. This means,

for example, the water utilities department oays for the legal

services procided by the city attorney. Changes in organization,

while vitally imprtant, was but the first step of the plan for achie-

ving sound fiscal management. The quality of fiscal management can

rarely exceed the quality of the accounting and information systems

which support it. Indeed, these support systems can be said

to form the heart of a good government system.

5
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UPGRADING AND DEVELOPMENT OF FINANCIAL SYSTEMS

Two systems form the mainstay of the technical support systems:

The Financial Integrated Resource Management System (FIRMS), an

integrated, computer based accounting system, and the target budget-

ing system. The FIRMS system is administered by the Controller's

Office; the target budgeting system by the office of management

Services, a subgroup of the city manager's office. Both systems

were developed and implemented in the last five years.

Target Budgeting

In 1973, the City of Dallas began using a "target budgeting"

system, which is a blend of the better aspects of traditional line-

item budgeting, performance budgeting and zero-based budgeting.

Target budgeting is unique to Dallas. It consists of the following

components:

* Establishment of budget targets - Target amounts are

determined by the city manager's office for each budgeted

activity. The total of all target amounts can not exceed

the revenue anticipated for the following year. This Dro-

cedure produces a "pre-balanced" budget.

* Development of departmental requests - Denartments are

instructed to prepare the following items:

- A detailed (line-item) request which totals no more than

the target amount.

- "Reduction packages" of budgeted items which can be

removed, in priority order.

7
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- "Improvement Packages" of needed items, again in priority

order, which could not be included in the target amount.

- "Program indicators" which indicate the target level of

performance at the target budget amount.

- Number of worker years needed to attain that performance

level.

- "Service impact statements" in which the effect on ser-

vices of adopting (or removing) any particular service is

described.

* Development of overall budget - Final budget allocations are

accomplished by adding and/or subtracting the packages pre-

pared by the department based on relative service impact

compared among departments.

Sample budget pages are reproduced in Exhibit 2.

Work continues to refine performance indicators and program

objectives to make them (a) reflective of the actual work or Pro-

duct of the program and (b) measurable. Pronram objectives set

targets of performance for the coming fiscal year. Examples of

program objectives from the Health Department are:

1. To establish a health status index or other measure of the
level of health of the community and collect data required
by the index.

2. To consolidate Programs at the Martin Luther,King, Jr.
Health Center under the direction of a full-time Dhysician.

8
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ANNUAL BUDGET

242

EXHIBIT 2
PURCHASING

PROGRAM DESCRIPTION

Purchasing is responsible for the procurement and sale of supplies and capital
equipment for all City activities. This includes development of specifications

.-and Request for Bids materials, receipt and evaluation of bids, issuance of

purchase orders and contracts, verifications of merchandise receipts and the

conduct of surplus property sales and auctions.

In addition, the Office of Minority Business Opportunity and the Contract

Compliance function are operated by Purchasing. These functions involve
informing minority business of purchasing procedures and bidding requirements

and insuring compliance of contractors to City standards for equal opportunity.

ACTUAL ESTIMATED ESTIMATED
PROGRAM INDICATORS 1975-76 1976-77 1977-78

Purchase Orders Issued 39,658 40,000 41,000

Automobile Auctions 47 46 47
Number of Junk Cars Sold 2,793 2,598 2,720

Bicycle Auctions 5 5 5

Miscellaneous Auctions 5 4 5

Number of Minority Businesses Contacted 0 90 110

Vendors Cataloged by Supply Division 0 40 100
Printed Forms Cataloged 0 300 700

ACTUAL ESTIMATED ESTIMATED
RESOURCE SUMMARY 1975-76 1976-77 1977-78

Automobile Auctions 370,433 312,000 337,000
Bicycle Auctions 14,735 20,000 20,000
Miscellaneous Auctions 75,934 83,000 88,000
Sale of Surplus Property 75,434 60,000 63,000

Other General Fund Revenue 194,099) (5,225) (23,495)

- General Fund Allocation 442,437 469,775 484,505

33 595 375

CITY OF DALLAS
9.-
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ANNUAL BUDGET
243

EXHIBIT 2 (continued)
PURCHASING

ACTUAL ESTIMATED PROPOSED
, EXPENDITURE SUMMARY - 1975-76 1976-77 1977-78

Administration 152,368 172,029 178,269
Sales and Auctions 50,929- 52,111 47,029
Procurement 249,598 253,778 267,796

- Total Expenditures 452,895 477,918 493,094

Less: Charges to Grants 10,458 8,143 8,589

General Fund Allocation 442,437 469,775 484,505

POSITION SUMMARY CURRENT PROPOSED

FULL TIME

Total Worker-years 28.3 28.3
Less: Grant Worker-years 1.0 1.0
General Fund Worker-years 27.3 27.3

Number of Authorized Positions 32.0 32.0
Less: Grant Positions 1.0 1.0
General Fund Positions ITT W1

PROGRAM COMMENTARY

Funds for FY 1977-78 are proposed to continue current Purchasing services. Funds
are provided for additional transportation and supplies to support the Office of
Minority Business Opportunity.. CETA assistance will continue to be used to
supplement minority business assistance and sales and auctions activities.

33 595 376

CITY OF DALLAS

10
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3. To complete renovation of the laboratory.

4. To begin the transfer of oublic health Programs to the County.

Program indicators are measures of Progress in reaching program ob-

jectives and accomplishing the work of the department. Examples of

program indicators for the Health Department are:

ACTUAL ESTIMATED
1976-77 1977-78

ESTIMATED
1978-79

Child Health
No. Clinic Visits 33,094 34,000 35,000
Cost Per Visit ($) 6.28 6.39 6.40

Tuberculosis Control
No. Clinic Visits 13.,182 13,300 13,500
Cost Per Visit ($) 15.91 16.00 16.00

Venereal Disease
No. Clinic Visits 51,827 52,333 55,000
Cost Per Visit ($) 5.09 4.98 5.00-

Laboratory
Total Samples Examined 302,622 338,937 372,830
Avg. Cost/Sample k$) 1 .09 1 .10 1 .00

Vital Statistics
No. Certificates Issued 92,612 95,200 97,500
Cost Per Copy ($) 1.80 1.64 1.85

Performance indicators are monitored by department managers

and reported quarterly to the city manager's office.

Financial Integrated Resource Management System (FIRMS)

The second major financial system is FIRMS, a comprehensive

financial management system designed for the City of Dallas. It

encompasses all aspects of financial management at each departmental

level, integrating the functions of budgeting, accounting, and
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reporting with the measuring of performance against standards as

established by city management. FIRMS provides the city controller

a means of satisfying fiscal responsibilities through appropriation

and fund control. It also supports operating management through

effective cost accounting, work hour utilization analysis, and unit

cost calculations.

FIRMS was originally designed in 1971 by the County of Sacramen-

to. Subsequently, other government agencies have obtained the system

and modified it substantially: The City obtained the FIRMS system

from Pima County, Arizona and has refined the Pima version to meet

the requirements of the City of Dallas.

On October 1, 1976, the City of Dallas began operating FIRMS.

Dallas' accounting system is probably one of the most sophisticated

of any large local governmental unit in the country.

Like many of the sophisticated corporate accounting systems now

in use, FIRMS has a fully integrated payroll, receint, disbursement,

purchasing and budget capability. Automated equipment "reads" each

transaction and an "explosion" routine posts all transactions to the

proper accounts. An editing system screens invalid or im-

properly documented transactions for resubmission by the system

operators. An on-line video system allows users instant uodate on

current expenditures and remaining balances.

In addition to the usual line-item and organizational resorting

capability, FIRM's also records transactions at the program, activity,

and even task level; such caoability allows for the identification

of costs according to "cost centers" and "accountabilities centers".

12



276

A sample FIRMS report, "Exoenditure Detail by Sub-Account",

is reproduced in Exhibit 3.

This report represents a FIRMS detail expenditure reoort. This

report is produced at mid-month and at the end of each month. The

detail expenditure report is one of the more important reports

produced by the system in that it provides department managers a

detail of expenditures and encumbrance transactions against anpro-

priations.

FIRMS is designed to produce a series of daily reports which

serve primarily as balancing reports. The expenditure detail renort

is the only FIRMS report produced and distributed at mid-month. The

system also produces a series of monthly reports, most of which, are

sent to department managers for their review and use.

The series of monthly reports include the following reports:

1. Trial Balance (by fund)

2. Expenditure Detail (by organization)

3. Outstanding Encumbrances (by organization)

4. Revenue Detail (by organization)

5. Cash Deposits (by organization)

6. General Ledger Activity (by fund)

7. Book Cash Ledger

13
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Prior to the implementation of this system, Dallas maintained

manual general ledgers. At the close of the first year under FIRMS

the annual financial report was Dublished earlier than it had been

in over 12 years.

Even with the best of information and budgeting systems, Dallas

is becoming more dependent on forecasts of economic cycles. Absolute

limits on property tax will accelerate the trend of cities being

tied to economically sensitive sources of revenue and the necessity

for timely, accurate and understandable financial reporting.

DEVELOPING LONG RANGE FINANCIAL PLANS AND REPORTING MECHANISMS

The major techniques used in Dallas for long-range planning

are the Five Year Plan and the Financial Management Performance

Criteria. Comparisons of actual performance to olans and performance

criteria are reported to the city council, citizens and outside

agencies through a variety of financial reports.

Five Year Plan

The long range financial planning program in Dallas is designed

to expand the time frame in which fiscally related management deci-

sions are made. The program is centered around an annual publication

of the Five Year Plan. The plan projects all known costs and

revenues five years into the future and analyzes the implications

of the projections. With this technique, the fiscal impact of

current operating decisions is directly visible to both management

and council; problem areas and opportunities are identifiable with

sufficient time to plan and implement an appropriate response. From

15
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these projections trends can be evaluated and adjustments made to

avoid conditions which could lead to future fiscal problems. Pro-

jections also provide a foundation for assessing the long-term

implications of current budgetary decisions.

This long range financial plan begins with a brief financial

outlook . Future developments affecting the City of Dallas are

examined and a summary and analysis of revenue and expenditure

projections through five fiscal years is presented. The next two

sections display revenue and expenditure projections in detail and

highlight those major revenue sources or expenditure items which

are expected to have a significant impact uoon the city's fiscal

future. Expenditure projections are based upon standarized assump-

tions. Revenue projections are derived using standard statistical

methods and other technical considerations are discussed in detail

in a concluding section of the report.

The revenue and expenditure estimates in the renort are pro-

jections based upon the best available historical information as

well as a series of assumptions about the future. Financial fore-

casting, however, is a dynamic process. As economic indicators

change and more reliable information becomes available, projections

must continually be revised to reflect this new information. The

projections in the Long Range Financial Plan do not portray the

future; they do, however, provide a foundation for viewing, dis-

cussing and preoaring for the fiscal future of the City of Dallas.

16
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Financial Management Performance Criteria

The five year projections are analyzed with respect to the

specific policies and limits adopted by the city council. This

analysis constitutes a continuous monitoring device and allows

management to adjust performance to remain consistent with policy.

The "City of Dallas Financial Performance Criteria" is a composite

list of criteria adopted by the City Council on March 15, 1978.

Each of these criteria is based on widely accepted investment

measures and standards. No one measure should be singled out as

embodying the full wisdom of municipal finance; rather, compliance

with the full range of criteria will ensure continued financial

health and serve to protect our investment for future generations to

enjoy. The criteria are reproduced fully in exhibit 4. These

established criteria are compared regularly to actual performance.

Financial Reporting

Dallas has taken positive steps in the direction of more mean-

ingful financial reporting. While most other local governmental

entities continue to publish 300 to 400 oage annual financial re-

ports, Dallas' annual financial report runs approximately 80 pages,

yet contains all the pertinent accounting, management and investment

information that the larger, more cumbersome reports do. Not only

has Dallas established the consolidated financial statement as an

efficient reporting tool for local governmental units, Dallas was

the first city in the country to publish a quarterly financial

report.

17
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EXHIBIT 4

CITY OF DALLAS FINANCIAL MANAGEMENT PERFORMANCE CRITERIA

Operating Programs

1. Current revenues will be sufficient to SUDport current

expenditures.

2. Debt will not be used for current expenses.

3. All retirement systems will be financed in a manner to system-

atically fund liabilities. The City will assure that sufficient

funds are provided to pay current service plus interest on un-

funded liabilities Plus amortization of the unfunded liabilities

over a Progranmed period.

4. Actuarial analysis will be oerformed on all retirement systems.

Adjustments in benefits will be authorized only after meeting the

test of actuarial soundness.

5. Each Utility of the City, including Water, Air',ort, Public Market

and others that may be designated, will maintain revenues wnich

support the full (direct and indirect) cost of the utility.

6. An Emergency Reserve shall be maintained in the General Fund at

a level sufficient to orovide for temporary financing of un-

forseen needs of an emergency nature, and to permit orderly

adjustment to changes resulting from termination of revenue

sources through actions of other governmental bodies.

7. Contingency Reserves shall be maintained at a level sufficient

to Provide for unanticipated expenditures of a non-recurring

nature.

33-595 0 - 78 - 19
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EXHIBIT 4 (continued)

Capital and Debt Management

S. Any capital oroject financed through the issuance of bonds shall

be financed for a Deriod not to exceed the expected useful life

of the project.

9. The Net (non self-supporting) General Obligation debt of Dallas

will not exceed 6% of the true market valuation (or 8% of the

assessed valuation) of the taxable property of Dallas.

10. Total direct plus overlapping deht shall be managed so as to not

exceed 10% of market valuation of taxable oronerty of Dallas.

All debt which causes total direct plus overlapoino debt to

exceed 8% of market valuation shall be carefully planned and

co-ordinated with all overlapping jurisdictions.

11. Interest, ooerating, and/or maintenance expenses will be capi-

talized only for facilities of enterprise activities and will be

strictly limited to those expenses incurred orior to actual

operation of the facilities.

12. Average (weighted) General Obligation bond maturities shall be

kept at or below 10 years.

13. Total General Obligation debt will be managed to remain below

three times the total annual locally generated, non-enterorise,

ooerating revenues.

14. Annual General Obligation debt service shall not exceed 20% of the

total locally generated, non-enterprise, operating revenue.

15. Per Capita General Obligation debt will be managed to not exceed

10% of the latest authoriative comoutation of Dallas' Dercanita

annual oersonal income.
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EXHIBIT 4 (continued)
Accounting, Auditing and Financial Planning

16. The City will establish and maintain a high degree of accounting

practice. Accounting systems will conform to accepted princi-

ples and standards of the Municipal Finance Officers Association

and the National Committee on Governmental Accounting.

17. An annual audit will be Performed by an independent public ac-

counting firm with the subsequent issue of an official Annual

Financial Statement.

18. Full disclosure will be provided in the annual financial state-

ments and bond representations.

19. Revenues and exDenditures will be projected annually for at

least five years beyond the current budget orojections.

20. Financial systems will be maintained to monitor exnenditures,

revenues, and performance of all municipal Programs on an

ongoing basis.

21. Operating expenditures will be programmed to include the cost

of implementing service of the capital imorovements, and future

revenues necessary for these expenditures will be estimated and

provided for orior to undertaking the capital improvement.
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Dallas has also initiated an annual Performance Report modeled after

the corporate annual report. The first Performance Report, published

in January, 1978, is attached as exhibit 5. The report begins with

a page of financial and performance highlights and continues with

the Manager's Message, which describes the major accomolishments of

the previous year. The "Operations Review" section reoorts signifi-

cant financial, performance and Droductivity improvements in various

city services during the preceding year.

The report then displays economic data developed by outside

sources (eg: unemployment and cost of living statistics developed

by the U. S. Department of Commerce and total value of construction

data developed by Dun and Bradstreet building permit records). This

information provides intercity economic comparisons. A statistical

profile of Dallas is also included.

Financial information includes balance sheets for governmental

funds and proprietary funds statement, a summary of changes in

unappropriated fund balances, a summary statement of operations and

changes in retained earnings, accompanying notes to financial in-

formation and a "Financial Review" section which posts financial

highlights.

The Performance Report presents audited figures. The statement

of the certified public accountants is included in the report.

This audited Performance Report represents the most advanced

municipal financial reporting. It has already won two national

awards and been praised by bond rating agencies and professional

financial organizations.



285

Developing and adopting a sound financial management Policy

and reporting financial information in timely, accurate and under-

standable forms are critical components of fiscal responsibility.

Efficient use of resources, however, requires people to use the

systems. Insuring that qualified people take advantage of innovative

opportunities means that responsibilities, opportunities and incen--

tives for improvements must be increased.

INCREASING THE RESPONSIBILITIESOPPORTUNITIES
AND INCENTIVES FOR INNOVATION

Dallas has initiated several programs to strengthen employee

skills, assess employee attitudes that affect performance, evaluate

and reward performance and recognize and encourage productivity and

performance improvements. These programs include the Dallas Per-

formance Improvement Program, the employee opinion survey, the

executive performance evaluation sYstem, and Dallas Innovations.

Performance Improvement Program

Managers are encouraged to strengthen managerial skills through

the 5-year Performance Improvement Program. Now in its second year,

this training program involves managers from the executive to super-

visory levels, and encompasses work simplification, job enrichment,

management by objectives, participative work groups, team building

and organizational development.

The city manager's office and all department heads serve as an

executive committee to evaluate the program for scope and modifica-

tions which will improve or clarify its operation. A group of
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department heads assists in setting policies and objectives for the

program, provide the means to measure effectiveness of the program

and determine techniques to publicize accomplishments. Program

coordination is achieved in each department. Assigned coordinators,

from the departments' management ranks, are responsible for the over-

all aspects of their department's Performance Imorovement Program.

They collect, analyze, document, and report on achievements within

their own organizations.

Personnel department plans the necessary resources to conduct

training in-house through its Training Division and uses outside

training assistance.

Each year a topic, such as work simplication, is Presented by

outside consultants to three levels.

Each presentation is designed for the specific interests and

needs of the executive, division and supervisory levels of manage-

ment.

Strengthening specific management skills is one way to supple-

ment on-going training activities in the city and increase the

professionalism of the work force. Another way to strengthen the

work force is to monitor employees attitudes that affect performance.

Employee Survey

The purpose of the employee survey in Dallas is to assess

employee job satisfaction, identify ways to improve it and thereby

improve job performance.

During 1974 and early 1975 the city manager asked the city

oersonnel department to develop a program to determine how city
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employees felt about their jobs.

Research on ways to determine these feelings resulted in the

conclusion that WHY employees felt as they did was equally as

important as WHAT they felt.

Further, one theory postulated that the values held by employees

was a major factor influencing reasons why employees felt as they

did.

Consequently a survey instrument was chosen which secured both

responses to a set of questions and value profiles of the respondents.

The value profiles are based on concepts developed by Clare W. Graves

and extended to the work environment by Vincent A. Flowers. The

employee survey is reproduced as exhibit 6.

Data from the 1975 survey permitted comparison between depart-

ments and to the private sector, where similar studies had been made.

The survey was repeated in 1977 permitting trends over the two-

year period to be developed. The values profile was omitted from

the 1977 survey since it is expected to change more slowly than the

employee opinions.

Since results did differ from department to department, few

generalizations can be safely made as to conclusions. The city

gmnager has charged each department head to develop responses based

on the survey results. These responses are part of the performance

evaluation of each department head. For example, the building

services department experimented in 1973 and 1974 with the use of

ad hoc committees as a means of increasing productivity and job

satisfaction. During this two year period substantial performance
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EXHIBIT 6

IKEY PUNCH ONLY I
EMPLOYEE OPINION SURVEY

CITY OF DALLAS X A

2. _ _ _ _ _ _

______ C"lY OF DALLAS

Tns.T hevalues,atitudesandgeneraI rienttionotindiyidualsdetermie an
organization's success. This Values for Working" questionnaire has as its purpose the assessment of how City of Dallas employees see their
work. It has been adapted tfrm a nationwide survey conducted by Dr. Vincent S. Flowers, Dr. Charles L. Hughes. Dr. M Scott Myers, and Susan S.
Myers.

Theme are no right or wrong answers. What is important is the way in which you feel about your work. Because of his interest in your opinion, the
City Manager is conducting this survey with the assistance of Dr. Vincent Flowers.

The survey replies wilt be held in the strictest confidence on an individual basis. The survey is completely anonymous. A general reportotthe
findings will be forthcoming in the July issue of city/scene.

4. Sex s Male a2Female 5. Race a White 02Minority 6. Job Status CoExempt 0 2Nonexempt

7 Age 0116-24 0225-30 0 331-40 441-50 0 over 50

8. Length of c Less than one 0 1.5 yrs. a 5-10 yrs. a Over 10 yrs.
City Employment I year 2 3 4

9. Education 0 Less than High 0 H.S. Degree/ 0 Some College
I School 2 G.E.D. 3

0 College Degree 0 Some Post-Graduate C Post Graduate
4 5 work 6 Degree

RETURN BY
INTERDEPARTMENTAL MAIL

TO: MR. GEORGE R. SCHRADER
CITY MANAGER

ROOM 210

CITY HALL
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EXHIBIT 6

HOW TO ANSWER: After reading each statement, mark an X in one of the four agree or disagree boxes, corresponding toeach statement, that bestcdescnbes how you feel aboutthe statement. Circle the ?only if you have no opinion, or the state-ment does not apply to you, or the statement is not clear, or you don't know.

10. My work is satisfying to me.

11. There is not enough cooperation between my work group
and others we work with.

12. There are opportunities in the City forthose whowanttoget
ahead.

13. For the jobs in my area, working conditions are o.k.

14. We don't get enough information about how well our work
group is doing.

15. l have confidence in the fairness of management.

16. The City's retirement plan is o.k.

17. i can be sureofa jobwith the Cityaslongas I dogoodwork.

18. There are too many rules and procedures to follow.

19. l have as much freedom as I need to do my job well.

20. l feel free to tell my supervisor what I think.

21. l am proud to work for the City.

22. l am paid fairly for the kind of work I do.

23. During the past six months I have looked for a job outside
the City.

24. Favoritism is a problem in my area.

25. Most City employees I know are in jobs that make good use
of their abilities.

26. My job seemsto be leading to the kind of future I want.

27. The City is a better place to work than last year.

28. 1 understand what is expected of me in my work.

29. Compared with private industries, the City's fringe benefits
are good.

5ISCASU~ O1$s~faEe *CREE *ACEE ?

IO 17 317 O 7

TO 2E El El ?

1O 20 30 30 5 ?
. 1 .

IO J7 O2 .37

ID 1El El E ?

,F] El El Els

ID El D l5

[El El l?

r2- siZ ,W

l El El: El5:?
Ol El El El5 fi?
El El El Es j?

,0 El El, El,
E, El El El, '

,0 El
,0 El
a El
1E El

El
El
El
El

*0,, ?

*0 , ?

10 El El
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EXHIBIT 6

Each of the followingquestions, numbered 30 through 37, has six possible responses. Indicate to what extent you

agree with some or all of the six responses by giving them a numerical value, the total of whichwill add up to a total

of twelve points for each question. The more you agree with a particular response, the higher the number you should

assign it. For example:

If you agree equally with all six responses, you should assign orgive two points toeach response. fora total

of 12.

If you agree with only one response, you should assign all 12 points to it.

If you agree with several responses in differingdegrees. you should assign a proportionate amount of points

to each response with which you agree, for a total of 12.

30. The City of Dallas has often rewarded employees for their loyalty. To me, being loyal means:

(1) supporting the goaisol my supervisor and the City of Dallasas long as they are notin conflictwith my pnnciples. - 1
(2) sticking with my supervisor and the City of Oallasthmough good himes and bad, and sometimes making personal 2

sacrifices to keep my department strong.
(3) giving up my freedom and doing as littte as possible. 3
(4) being at wore every day and doing what I am told by my supervisor. 4
(5) supporting my supervisor as long as he is concerned more with the needsof his people than with gettingthe job

done.
(6) supporting any supervisor or departmentas long as I have the noportunity to getahead in the City organization. - 6

TOTAL 12

31. Every supervisor working for the City has both formal and informal mles. I think most rules are:

(1) necessary to keep employees from doingthe wrongthings and protect us fom people who alwayswantto break
the rules.

(2) made by the supervisor for the supervisor and often do not give the employee a chance. - 2
(3) necessary to preserve order in the department and employees who violate the rules should be old how impor

tant It IS to follow the rules.
(4) O.K. as guidelines. but sometimes you have to beat the system in ordertogettheiobdoneand togetahead. 4
15) useful only if they get all the people working together in friendship and harmony. 5
(6) best when they are few. andeffective if theysucceedin puttingthe burdenolresponsibilityontheemployees. 6

TOTAL 12

32. The kind of supervisors I think the City of Dallas should hire aie ones who'

(1) get us working together as a team and who are more friendly people than bosses. - 2
(2) give me access to the information I need and let me do the job in my own way. 2
(3) are tougher than nails but let me be tough, too. = 3
(4) know what they are supposed to do and are not always changing their mind, and see to itthat everyone follows

the roles. - 54
(5) tell us exactly what to do and how to do it. and encourages us by doing the job with us sometimes. - 5
j6) do not ask questions as long as I get the job done so we can both look good. - 6

TOTAL 12

33. All employees who work for the City of Dallas belongtoone departmentor another. I thinka good departmentisone
where:

(11 employees are allowed to get ahead and achieve their career goals without anyone holding them back. - 2
(2 nobody can tell you what to do and where I am not forced to do somebody else's lob. 2
(3) the rules are well defined and members are rewarded for their loyal service and hard work. - 3
(4) the employees stick together and help each other when the going gets tough. - 4
15) the needs of the employees are a little more important than the needs of the department - 5
(6) the supervisor provides a framework for the employees to meet their personal needswhilemeetingthegoalsof 6

the department.

TOTAL 12
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EXHIBIT 6
34. Having job freedom while working for the City of Dallas is important to many employees. Job freedom, for me,means:

(I) the oppartonyi to do challenging work, to be able to express myself openly, and the freedom to change jobs if Ichose.
(2) being in a position where my supervisor or the higher-ups in the City cannot push me around. - 2(3) not having to worry about my lob, sickness. paying bills, and other problems. 3(4) the opportunity to work where I want and have a steady secure job. 4(5) standing on my awn two feet and having theaopportonity to plan my own career withouttoo much interference.- 5(6) being friends with anyone without worrying about where they ht into the City organization. - 6

TOTAL 12
35. The information that I would like to hear from my supervisor is:

(t that our department is doing well, my job is secure, and my work is appreciated. - I(that beis going to provide more freedom to achieve personal goals and is goingto place lens emphasis on hoursof work or following the system. 2(3) that he is going to keep ofl my back for a while.
(4 that he is going to place mure emphasisonthepeopleinourdepar-mentandlessonjustgetingtheiobdone. 4( letting me know what is expected of me and that he cares about me. 5(6) that I have been promoted to a job that gives me more authonty and responsibility. 6

TOTAL t2
36. The money we receive from the City of Dallas is important to all of us. Money is important to me because it:

(1) is a measure af my success in my department and in my community. -(2) helps me to save for a rainy day, to aid the less fortunate, and to have a decent standard of living. - 2(3) lets me huh the things I want, like a sharp car and clothes, and makes me feel important. - 3(4) provides me freedom and the opportunity to be myself. having money is not as important aswhatl lowith it 4(5) pays for groceries, house or rent payments, and other things I need to keep going- 5(6) enables me to enjoy many friendships and support worthwhile causes that help other people. 6

TOTAL 12
37 The work that a person does tor his living is important to him in many ways. In my own case:

(I) I believe in doing whatlI like to do, such as working wdth people toward a common goal, to more tmportaotthangetting caught up in a materialistic rat race. - I(2 the ktnd of work I usually do is o.k. as long as it's a steady job and I have a good supervisor - 2(3) I prefer work of my own choosing that offers continuingchallengeand requiresimaginationand initiative, evenif the pay is low.
(4 1don't like any kind of work that ties me down. but I'll do it i I have to in orderto get some money, then I'll quitand do what I want until f have to get another lab.(5) 1 am responstble for my own success, and I am always an the lookout for new opportunittes which will lead foaamore responsible position and greater financial reward .t- 5(6) rhave worked hard for what I have, and think I deserve some good breaks. I believe others should realize it tstheir duty to he loyal to the City tf they want to get ahead._

TOTAL 12

Please complete this sentence:

If I were City Manager. I would
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improvements were made accompanied by a significant 
improvement in

employee attitudes.

An employee survey is also planned for 1979.

In addition to the Performance Improvement Program and the

employee survey, the City of Dallas has instituted an executive

performance evaluation program to provide incentives and rewards

for performance improvements.

Gauges of Performance

In 1973, the city manager first set soecific "gauges of 
per-

formance". These standards are developed, discussed and modified

with department heads in January of each year. At the end of the

year, department heads report progress on each area 
of emphasis and

goal set. This year, for example, denartment heads will report on

responses to the employee survey and budget performance. The 1977-

78 Gauges of Performance is reproduced in Exhibit 7.

The performance evaluation system is the basis for salary

increases for department directors. As such, it provides a valuable

incentive and reward system for productivity improvements.

Productivity improvements in the City of Dallas have been

encouraged and created with a variety of other methods 
as well:

* review and evaluation methods for measuring executive

performance have been specifically oriented toward empha-

sizing accomplishments in improving productivity;

* interdepartmental task forces have been used to identify

opportunities for improvements which transcend organiza-

tional boundaries;
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EXHIBIT 7

EMPHASES

1977-78 GAUGES OF PERFORMANCE

1. Basic Emphases

1. Programmatic response to Citizen Profile Results

2. Programmatic response to Employee Opinion Results

3. Effective Budget Management/Administrative Accuracy
and Consistency in Financial Projections

a. Effective Management of Service Charges

b. Development of Enterprise Operating - Activity
Financial Statements: Quarterly Frequency

c. Better than Budget Operating Performance

4. Progress in Personnel Management

a. Affirmative Action: Upward Mobility
b. Improvement in Safety Performance
c. Reduction in Absenteeism/Overtime
d. Training in Personnel Disciplinary Action

S. Long Range Program Plans

11. Special Emphases

1. a. Research Effort
b. New Entrepreneural Efforts
c. Marketing Effort
d. Use of Volunteers
e. Elimination of Duplication
f. Elimination of Unproductive Endeavors
g. Contribution to Professional Journals
h. Entry in Awards Competition

2. Development of Recurring Economies: Reduction
in Personnel/Vehicle/Space Units

3. Development of Non-Recurring Economies

4. Programmatic Affirmative Response to Results of
Women's Survey

S. Management Talent Assessment A Development Program

6. Programmatic Effort at Achieving Uniformity of
Service Impact

7. Job Holders Meetings

B. Conflict Management

Written Statement of Proqram

Written Statement of Program

Complete Review & Appropriate
Revision

2%

Establishment of Targets

Establishment of Ouantity Targets

Establishment of fuantity Tarqets

Written Statment

Program

Statement of Strategies

Proqram - Schedule
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* funds have been made available for use of outside assistance

by program managers for implementing improved management

systems;

* technical assistance has been provided from central, in-

house staff with both industrial engineering and organiza-

tion development skills;

* reorganization has provided smaller, more homogenous depart-

mental units with single or interrelated missions which

provide better opportunities for managerial change and allow

closer attention to previously neglected areas; and

* support services have been Provided throughr centralized

departments (i.e. building services, equipment services,

data services) with experienced professional management.

With these tools, opportunities for substantial productivity

gains have been exploited, with a central staff of minimum size,

and a high ratio of productivity savings to investment.

Dallas Innovations is a program involving city Dersonnel in

identifying areas in which economies can be made without lessening

the quality of performance. Even seemingly insignificant cost

reductions, when multiplied by the scale of city operations, mean

substantial savings. The elimination of waxing for resilient-type

floors--as recommended by the industry trade association--began

saving more than $45,000 annually. A plan to disassemble and

rebuild landfill heavy equipment rather than to replace it after

five years of service initiated annual cost reductions of $96,000 to

$160,000. The productivity savings for the entire city for the
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fiscal year ending September 30, 1977, surpassed $2 million.

Dallas Innovations

In 1977-78, the Dallas Innovations program began to recognize

these types of gains, and encourage departments to use methods found

useful in other departments. Three types of innovations were iden-

tified: "productivity improvements", "performance improvements" and

"long term projects".

Productivity improvements must 1) maintain the same or higher

level of service, 2) begin during the current fiscal year, 3)

produce savings (in equipment, space, personnel, or other resource)

that can be expressed in dollar amounts, and 4) produce recurring

savings. Recurring savings are those that will be realized in the

current and future years. Recurring savings are contrasted with

one-time cost savings.

Performance improvements are also projects or changes begun by

department managers in the current fiscal year. These improvements

either 1) produce a beneficial result that cannot be expressed in

dollar amounts, or 2) produce one-time cost savings. Long term

projects are improvements begun in a previous fiscal year that

continue to have new beneficial impact in subsequent years. Long

term projects may be either productivity or performance improve-

ments.

In the first year of Dallas Innovations, 132 innovations were

identified and over $2 in productivity (annualized cost) savings were

documented for that current fiscal year alone. A sample page from the

Dallas Innovations book is reproduced in Exhibit 8.
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EXHIBIT 8

CITY OF DALLAS

DALLAS INNOVATIONS

CUSTODIAL PERFORMANCE STANDARDS AND ORGANIZATION

:Ii nTec lrOSTrVIE

IMPROVEMENT SUMMARY

Case study of City Hall to apply
custodial performance standards
and realign organization.

PERSONNEL
nTuWR QFCnhisrrS

-29

PROBLEM ADDRESSED:

WHEN INITIATED:

WHO INVOLVED:

INNOVATIONS PROPOSED:

IMPACT:

DESCRIPTION

To reduce custodial costs at City Hall by application of
performance standards and realigning the organization.

1971

Custodial management supervisor, Building Service Department
was primarily involved.

Municipal Building and Police/Courts Building were systematically
surveyed/inventoried in detail. Standard work measurement
units were applied to determine optimum work force. Individual
tasks/work areas were reassigned and job duties written.
Organization was adjusted to conform, shifts rearranged.

Immediate reduction of 29 employees at an annual savings of
$154,452.

PROJECT NAME:

DEPARTMENT(S):

ANNUALIZED
SAVINGS

$154,452

---------
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One of the other uses of Dallas Innovations in its first year

was to document productivity savings for the City Council for use

during budget sessions. The city manager proposed to "return" the

two million dollars in savings to the citizens and employees. The man-

ager proposed a proDerty tax rate reduction for citizens and a higher

city contribution foremployee health insurance for employees.

As a reward to personnel for performance improvements this
year, and as an incentive for further improvements next
year, it is recommended that the first $1 million in
productivity savings be shared with employees through a
reduction in the employee's health insurance premium.

Manager's Message
1977-78 Budget

The city council increased the amount of property tax rate

reduction from 2.5¢ proposed by the manager to a 4.Ot reduction:

The council disagreed with the health insurance premium prooosal,

because it represented the first contribution to support employee

dependent coverage. Although the council agreed with rewarding

employees for productivity, they did not agree with the specific

proDosal. Instead, the council set aside $375,000 to be used for

an alternate reward to be determined during the next fiscal year.

The next section of this report describes two of the productivity

programs in the City of Dallas. These case examples highlight the

process used in beginning a productivity.program andthe results of

the improvement programs.

33-595 0 - 78 -20



298

C A S E E X A M P L E S

Two case examples illustrate how Dallas makes more efficient

use of its resources: the Management Improvement Program in the

Water Utilities department and the City Profile Survey. Both

examples involve long-term implementation, are tied to on-going

mangement systems of the city, and use outside consultants and

in-house staff. The details of the examples highlight other

similarities and some differences.
MANGEMENT IMPROVEMENT PROGRAM:

DALLAS WATER UTILITIES DEPARTMENT*

Faced with rising costs and the need to increase productivity,

the Dallas Water Utilities Department (DWUD) began in late 1972 an

extensive analysis of its management structure and its operational

methods with a view of enhancing cost effectiveness and improving

the delivery of water and sewer services. The Denartment orovides

water services to the 844,000 citizens of Dallas, and to the citizens

of 21 neighboring cities, as well as sanitary sewer services to

Dallas and three other cities. In recent years DWUD has made con-

siderable progress in automating selected activites and in using

automated data processing equipment. The Denartment has also up-

graded and expanded its water and sewer treatment facilities to

keep pace with accelerating demands for water and sewer services.

This stimulus of increasing demand, coupled with more stringent

standards for water quality imposed by state and federal agencies,

and the ever increasing need for recognition of environmental concerns

*This case example is an edited and uodated version of "Management
Improvements Cut Costs",I.M.Rice,1Water and Wastes Engineering,May,1975
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prompted the DWUD to take a new look at management methods to deter-

mine what opportunities existed for improvement.

Accordingly a decision was made in the fall of 1972 by

the lirector, Dallas Water Utilities to undertake an indepth

management analysis of the department. The objective was to deter-

mine if the DWUD organization and operations could be improved to

provide equal or better service to customers at less cost. Cost

reduction was not considered as the sole measure of success. Of at

least equal importance were customer satisfaction and employee

acceptance of the program.

Because of the size and complexity of the DWUD organization,

it was the consensus of the department head and the city manager

that an outside consultant--one thoroughly experienced in management

studies--should be employed. It was the City's concept that the

task should be completed in three phases: Phase I--Development of

a study design: Phase II--Research and documentation of the present

structure and methods of operation; and Phase III--Problem identifi-

cation and solution development. Some general questions of interest

were also suggested for inclusion in the study. For example: Con-

sidering the program objectives, are there tasks that may be elimi-

nated or realigned? Is data processing being used in a cost

effective manner? Can work be scheduled more effectively? Is the

management structure effective and efficient? Would a system of work

standards be cost effective? *

After extensive evaluation and interview process, a local man-

agement consultant firm was selected. The city council aoproved an
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award of a contract to this firm at a cost not to exceed $66,000

for the study. One of the features in choosing the consultant

firm was its proposed use of a combination of industrial and system

engineers together with behavioral scientists on its study team. The

industrial and systems engineers were to examine procedures, in-

formation flow, and computer systems in the field of maintenance

operations of DWUD. The behavioral scientists were to examine

mangement methods and to assist in implementation of any changes

which were developed. Another key feature of the study methodology

was active participation by personnel from DWUD and from the city

manager's staff in making the study. It was planned that these

personnel would continue to function in the management improvement

area after the consultant's role was completed. The initial thrust

after development of the study design (Phase I) was to conduct in-

depth interview of division heads and other key personnel within

the department that the survey teams could make an overview of

the OWUD structure and operations (Phase 11). Of particular concern

was the determination of skills, capabilities, and viewpoints that

existed within the management echelon of DWUD down to the level of

second line supervisors. Interviews were also conducted with city

personnel outside DWUD whose activities were interrelated with the

department: for example, members of the personnel and purchasing

departments. The engineering group made onsite observations of

activities in all major areas of field operations of DWUD. These

observations provided information on current levels of productivity

as well as the effectiveness of methods then in use for scheduling

and directing DWUD personnel and equipment. Records were also
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examined to determine the historical productivity which DNUD had

been experiencing.

Analyzing the. data, the study team orepared a list of the

opportunities which they thought were available and indicated their

opinion concerning the priority of these items. They were then

discussed in detail with department management and agreement was

reached concerning the action which should be taken (Phase III).

The study team concluded at the end of Phase I that DWUD had

made state of the art advances in the development of its physical

facilities, its technical capabilities, and its research activities

and no significant changes were to be suggested in these areas. The

team identified several management methods and systems, such as

career development and training, to which more effort should be

applied. The greatest opportunity in terms of economic benefits were

revealed to be opportunities for improved Productivity in the two

labor intensive areas--the commercial division which included acc-

ounting, meter reading, and customer service, and field operations

of the wastewater collection and water distribution divisions. Also

recommended was a detailed study of the facilities maintenance

activities of DWUD to determine the requirements for any modification

to the degree of centralization of maintenance effort then in effect.

The basic skills needed to solve most of the problem areas

already existed within the DWUD organization. There were two

possible ways to implement the study's recommendations: addressing

the problem as a normal staff function, or creating an ad hoc or-

ganization. There were two principal objections to the first
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alternative--the limited staff capability, meaning that the study

process would have to be a long,drawn-out affair and that DWUD

could not bring its full capability to bear because it would fail

to use the considerable know-how inherent among the line supervisors.

Therefore, it was decided to use the normal staff organization to

examine the management improvements in the commercial division but

to implement the recommended changes on a department-wide basis

through the medium of a task force comprised of senior managers.

This group was designated the Implementation Task Force (ITF).

It is made up of two members each from the engineering, field

operations, and business areas. The ITF is chaired by an assistant

director and administrative support is provided from the Drogram

planning and management services division to which the industrial

engineers are assigned. The ITF was given the responsibility for

planning and supervising the work of implementing the various

recommendations developed by the study. To assist the ITF, subordi-

nate task forces were set up to provide detailed direction and

guidance for implementing recommendations.

To date four subordinate task forces have been established and

two have completed their missions. Two more task forces are being

established and DWUD expects to set up five more. The task forces

and their areas of interest are:

* Metering Activities Task Force--to develop ways and means

of integrating departmental metering activities and

responsibilities and design an optimum organization to

handle these tasks.
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* District Pilot Study Task Force--using a selected district

operation as a test area, develoo and implement improved work

methods and standards, an activity costing system, an effective

district organization, and imDroved means in scheduling work

for subsequent use in the department.

* Maintenance Task Force--to define, develop and implement the

most cost effective approach for performing the plant mainte-

nance function that will satisfy operating division requirements.

* Project Management Task Force--to develoD and implement a

system to provide budget information by project element, measure

performance versus budget by responsible managers, accumulate

data to forecast financial needs, and establish a means of

measuring productivity in engineering and construction. Use

of a computer-based system was to be considered.

* Activity Costing and Performance Evaluation Task Force--to

develop and implement an activity costing system throughout

the department, productivity standards and a structure for

reporting periodic performances, and determine productivity

targets for each activity, using as a guide the findings and

recommendations of the District Pilot Study Task Force.

* Data Processing Task Force--to identify potential data

processing applications and benefits to be derived therefrom

and the resources required, define systems information

requirements, objectives and goals, and develop ways and

means of determining cost effectiveness of departmental

information handling methods.
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Each subordinate task force prepares a detailed work plan listing

the various implementation steps and the time for accomplishment.

The ITF meets regularly on a monthly basis to monitor progress of

the implementation plan by the subordinate task forces.

The Metering Activites Task Force was one of the first to get

underway and to complete its mission. It was chaired by the manager

of the departmental commercial division and had seven other members

three of whom were supervisors having long experience in the Water

Department and three others were newer employees who had showed

aptitude for this type of work or needed an introduction to manage-

ment in their career development. In addition, an industrial

engineeer from the city manager's office also served on this task

force. The findings and recommendations of this task force led the

department to streamline a widely dispersed metering function into

an effective, integrated metering division, which controls and

directs all metering activities to include meter reading, repairs

and inspections.

Service technicians and inspectors previously two different

functional categories in different sections of the department, were

cross trained so one person would be able to inspect the meter and

make necessary repairs on site. Through the use of this one person,

one-triP concept the total number of miles driven to perform the

functions of meter inspection and repair was reduced by two hundred

and fifty thousand miles per year.
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The new streamlined organization will cost an estimated

$165,000 per year less to perform the same functions and response

and control will be improved.

A detailed six-month examination of the commercial division

was conducted as a staff function. Flow charts were constructed to

represent the steps taken to perform each activity and to show the

interrelationship of individual activities in the overall process.

Procedures were standardized and all processes were examined in

search of methods improvements, work simplication, work duplication

and possible automation. Historical work volume levels were

compiled and a detailed log kept of the volume of work being done

currently. A forecast of predicted work loads was then prepared.

A reasonable performance level was established for each activity by

time studies and by self-timing of the individuals who were actually

doing the work. No predetermined time standards were used. The

projected work hours required by each section were determined using

projected daily volume requirements and job standards for each

activity. A staff scheduling model was constructed to determine

when and how the work should be completed to maximize the performance

of the division and meet the requirements of related divisions in

order to enhance the efficiency of the entire organization. In

sections where it was found that there were excess personnel ,actual

staffing levels were allowed to decrease gradually by attrition to the

level determined by the staffing model. No employee's job security

was endangered by this program. Employees flexibility charts were

constructed to determine the number of employees who were trained
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to handle each activity. A program of cross-training was then

undertaken to secure adequate coverage on each activity during periods

of unusual absence. Complete documentation of the tasks required to

accomplish each activity was prepared and updated as procedural

changes coccurred. A reporting system was set up to monitor the

performance in each area and to evaluate labor cost on an ongoing

basis. Using these reports, all levels of management are immediately

aware of the effects of changes in work load, staffing, or procedures

and are in a position to correct problems before they become severe.

This gives the supervisor a yardstick to measure the performance of

his employees and gives upper management insight into the effectiveness

of individual supervisors. Innovations in information flow, account-

ing and recording procedures, and processing accounts receivable

have resulted in this sytem identifying an annual savings of $90,000

within this one division. It is interesting to note that the staff

report estimated a potential savings of $86,000.

Following the organization of the Metering Activities Task

Force, the ITF activated the District Pilot Study Task Force.

This group, working under the direction of the manager of the water

purification division, is comprised of two young but experienced

supervisors, a supervisor experienced in commercial operations, and

a combination of industrial. engineers coming from the departmental

staff and the supporting private consultanting firm. The detailed

study began with interviews between industrial engineers and the

first line foremen in a pilot district, working under policy

guidelines established by the task force. Job tickets were reviewed.
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job categories were discussed, problem areas indicated and an

initial plan of attack was thereby established. After this familiar-

ization period, the industrial engineers went throughout the district

with the foremen, visiting almost all of the crews to view examoles

of the job types and to discuss the jobs in detail with the

workers onsite. From these discussions and comoilations of the

historical information available from the job tickets, the areas

with the greatest potential impact in terms of resource savings

(material,workhours and equipment utilization) were identified.

Three of the areas of major potential impact were: fire

hydrant maintenance; repair of street cuts by concrete patching;

and backhoe use. Investigation of methods improvements in these

areas was greatly aided through the use of a time-lapse ohotometry

data system. With this camera system, the industrial engineers

were able to review methods then being employed by the fire hydrant

maintenance crews and the concrete patching crews. Crew organiza-

tions were restructured.

The concrete patching operation, for example, employed one

crew to remove excess dirt and material from a jobsite, an

additional crew to saw the cut, and a third crew to break out the

concrete and prepare the cut for paving. This approach necessitated

three separate trips to the location with inherent scheduling

problems, time delays in completing the repair, and excessive

vehicle mileage.

The study demonstrated that one crew could handle all functions

with one trip if the proper equioment adjustments were made.
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Each crew is now equipped with a dump truck, skid steer loader,

pavement saw, and hydraulic pavement breaking equipment. The

result is a savings of over $1GO,uO0 annually, improved response

time, and minimization of citizen inconvenience.

The management improvement study produced three general changes:

* The structural organization of supervisors

and management of field resources were changed

to combine functions and to assign crews with

their work areas to geographic areas in a

more effective relationship.

* The structure of second line supervisors was

redesigned to provide more anpropriate concentration

of the mangement effort and to emphasize more effective

utilization in scheduling work crews

* Imoroved methods of scheduling crews were developed

and installed. Total estimated savings effected by

the District Pilot Study Task Force exceeded an annual

$186,000

Beneficial results of-the changes indluded reduction of travel

time, decrease in number of supervisors, better access by suoer-

visors to their crews, better balancing of work load among crews

and an increased capability to provide specialized functional skills

and equioment where appropriate.
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CITY PROFILE SURVEY*

Since 1974, Dallas has conducted an annual citizen attitude

survey. Dallas calls this project its City Profile. Three features

of the City Profile set it apart from more traditional citizen

attitude surveys:

* The survey is conducted annually. This allows the city to
measure public assessment of city services regularly and to
look for recurring trends or chancing attitudes.

* The survey is completed before adoption of the nroposed city
budget so that the data can be used by the city council in
discussing budget recommendations.

* The city uses the same set of core questions every year. This
reduces the risk of artificial changes in citizen attitudes
which might result from different questions or differently
worded questions.

Dallas' purpose in surveying its residents is simple and straight

forward--city officials want to expand their citizen particination

program by learning on a regular basis how satisfied the public is

with basic public services. Specifically, the city wants a system

for building citizen evaluation of public services into the annual

budget process. That way, decisions to increase or decrease spending

for basic public services are based in part on citizen assessment

of those services. The City Profile plays two other roles in Dallas.

City department heads use the City Profile to determine whether

operational changes have produced their intended results and to

gather statistical information about the city and its residents.

* This case example is an edited version of "701" Planning and
Management, Dallas, Texas: City Profile Survey, By Charles
Schwabe, International City Management Association, Washington,
D.C. 1978.
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Dallas began measuring citizen satisfaction with public ser-

vices in 1973. Funds to develop the City Profile came from a grant

from the U. S. Department of Housing and Urban Development, "701"

Comprehensive Planning Assistance Program. Dallas' city manager

first suggested that the City Profile could be used in both develoo-

ing and adopting the annual budget. The city council approved the

program and directed the city manager to begin implementation.

Dallas completed four steps in developing the City Profile.

They were:

- determing WHY the city wanted to survey its residents;

- writing the survey questions;

- developing a statistically sound samDle;

- field testing the questionnaire

In the first step, Dallas city officials felt it was very

imoortant to determine WHY the city wanted to conduct a citizen

survey before beginning any actual survey work. During its initial

research, Dallas discovered that cities have conducted surveys for

a number of reasons--some useful and some not. Some cities have

wanted to determine whether the climate was right for a soecific bond

issue. (Not a very oood reason for an attitude survey, according

to both Dallas city officials and professional market research

firms). Other cities have used surveys to find out if citizens were

aware of specific city services. Still other cities have used

surveys to find out if citizens wanted a proposed new public service.

Dallas decided to survey citizens to determine how satisfied citi-

zens were with basic public services.
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These services included:

* Police Protection

* Park and Recreation Facilities

* Fire Protection

* Garbage Collection

* Sidewalks

* Street Cleaning

* Neighborhood Traffic Signs and Sianals

* Street Maintenance and Repairs

* Beautification with Trees, Flowers, Shrubs on Public Land

* Library Services

* Consumer Protection and Education

* Control of Stray Animals

* Control and Elimination of Run Down Buildings

* Water Services

* Control of Air Pollution

* Regulation of Utility Companies

Beyond assessing citizen attitudes, the city also was interested

in collecting physical and socio-economic information. For example,

interviewers complete an evaluation of housing and neighborhood

aDoearance as part of the survey.

Once the decision to do the survey was made, the second steD

was to write the questions. City officials reviewed other city

attitude surveys. At the same time, Dallas' Department of Manaqe-

ment Services asked each deoartment and elected official to oreoare

oossible questions. From these two sources, more than 700 potential

questions, about seven times the number needed, were comoiled.
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Then the city contracted with the University of Texas at Arlington

for help in oreparing a usable questionnaire. The University worked

with the city in three ways:

* developing unbiased questions

* wording the questions so that the information they asked for

was what the city was looking for

* organizing the questions into a usable'survey instrument.

The next step was to develoo a samole--the number of households

that the city wanted to interview. For the 1974 survey, Dallas

included 3,781 households in the sample. This figure was chosen

after the city determined the types of analvsis and evaluation it

wanted to complete.

City staff wanted to use the data to compare one neighborhood's

assessment of city services with other nieghborhood's assessments.In

order for such detailed comoarisons to be statistically sound, it

was determined that one percent of the city's households would

have to be included in the survey. However, the city does not

consistently use a one Per cent sample. During odd number years,

such as 1977, only 800 households were included in the sample. The

sample size was reduced because city staff used the data only for

city wide assessment of public services, rather than inter-neighbor-

hood comparisons.

As a final steo in develoning the City Profile, Dallas con-

tracted with a local market research firm to both field test the

questionnaire and actually administer the survey. The market

research firm field tested the survey by administering the
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questionnaire to 100 randomly selected households.

Dallas used this private market research firm to actually

conduct the field interviews for a number of reasons.

* Residents were more inclined to discuss city services with

an independent contractor than a city emnloyee.

* The private firm had individuals snecially trained in askino

questions and recording responses.

* Dallas found the survey's credibility is directly related to

the time it takes to complete the total process--the longer it

takes, the less credible the results. The private firm could

administer the survey, verify the responses, and prepare the

key punched computer cards in far less time than the city could

using its own personnel.

The market research firm used 40 interviewers to administer the

questionnaire to 3,134 households during May and June 1974. All

interviews were conducted in person. Each interview involved three

steps:

* completing the Exterior Housing Evaluation section

* completing a defined follow-up procedure if no one was at

home at the selected household.

* recording the individual's responses to the 43 questions

contained in the questionnaire

Interviewers began each interview by completing the Exterior

Housino Evaluation. In this section, the interviewer rated the

overall anpearance of the housing unit and the neighborhood. Roofs,

privately maintained lawns and shrubs, porches and front entryways,

33-595 0 - 78 - 21
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the condition of doors and windows, and the existence of olumbing

facilities and electricity were evaluated by the interviewer. Next,

the interviewer administered the survey. Soecial care was taken to

include the opinions of residents not home during the traditional

working hours.

The market research firm performed quality control checks on

the data before it was delivered to the city. After all question-

naires were comoleted and translated into key-punched computer cards,

the firm's job was largely finished. Dallas' Department of Data

Services used these key punched cards to prepare computer reports.

These renorts recorded the total response for each question and

broke the response into demographic categories. The Management

Services Department used this information to analyze question res-

Donses, and year to year changes in attitude.

Writing the final renort was the last sten in implementing the

City Profile. In this report, city staff listed the overall res-

ponses to all 43 questions. In addition, the renort contained a

summary of major findings and brief narrative analyses of key survey

questions. The City Manager reviewed the renort, and sent it to the

city council for acceptance. Once accepted, the renort was distribu-

ted to department heads.

Probably the highlight of each year's final report is the city-

wide answers to three key questions:

1. How satisfied are residents with each of the 16 public

services included in the City Profile?

2. Would city residents be in favor of the city soending more
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or less on these city services?

3. Would city residents favor Paying more or less taxes for

these services?

Dallas has completed the City Profile Process every year since

1974. During that time some changes have taken Place in the survey

process. These changes have been made based on Dallas' exoerience

with the City Profile.

Although the same questions are used every year to evaluate

basic public services, additional blocks of questions can be inserted

in the questionnaire to focus on a specific service.

Another variable in the annual survey is samnle size. Large

samples are used only in even numbered years. Sample size varies

for two reasons. First the city uses data collected during small

samnle years for city-wide analysis, rather than neighborhood-to-

neighborhood comparisons. Second, small samnles cost less. Dallas

soent about $50,000 during 1974 to develop the City Profile. A large

portion of these funds were used to initially develoo the City Pro-

file. A large portion of these funds were used to initially develoo

the questionnaire, statistical sample and an operating orocedure.

Additional costs were staff time, computer usage, consultant fees,

and the contract with the market research firm. During large

sample years, the City Profile costs S30,000 to ooerate. This figure

drops to $12,000 in small sample years. As a general rule of thumb,

city staff estimate that each completed interview costs 510-$12.

This figure reoresents the city's direct costs in administering the
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survey, key ounching the survey's raw data and verifying the raw

data. Other costs to be considered are the staff time required to

analyze the data and prepare the final renort, and data processing

costs.

City officials anticipate additional changes for future surveys.

Presently, the City Profile addresses and oathers information nri-

marily from the residential community. Therefore, it is imnossible

to determine accurately how other community segments, such as the

business, industrial and institutional communities, evaluate city

services. Additional surveys may be directed toward these segments

of the city.

Elected and appointed Dallas officials are involved at different

levels with the City Profile nrocess. Generally:

* Elected officials use the City Profile's results in shaping

public policy.

* The city manager uses the survey to support budget recommenda-

tions

* Other city departments use the survey to collect statistical,

demographic, and housing assessment information.

Elected officials, of course, are not directly involved in the

day-to-day operation of the City Profile. Their involvement at the

ooerational level is limited to submitting potential questions for

the questionnaire. But their most imoortant job is to use the

information produced by the City Profile to make decisions and set

city policies. For example, the survey showed a higher citizen

demand for street lighting in neighborhoods than on major thorough-
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fares. Elected officials decided to reduce lighting along major

thoroughfares and increase lighting in neighborhoods. Every other

thoroughfare street light was turned off. In addition, some addi-

tional street lighting construction was deferred. The city was able

to save $100,000 in oDerating costs, and the next year's survey

showed a marked increase in citizen satisfaction with neighborhood

street lighting.

The city manager's primary goal in developino the survey is

to build a citizen evaluation component into the annual budget pro-

cess. The city manager regularly uses survev results to determine

what service increases or decreases should be included in the pro-

posed budget. For example, in his 1976 budget message the city

manager wrote:

"Responses are provided in the orososed 1976-1977 service pro-
gram to the three most critical service concerns identified by
the City Profile Survey:

- Increased street maintenance as well as a sionificantly

expanded street resurfacing effort

- Imoroved and more humane animal care program.

- Analysis of utility rate actions and reoresentation of the

interest of Dallas citizens before the new Texas Public

Utilities Commission..."

The city manager also uses the City Profile to find out whether

changes in operations produced the intended results. For example,

the 1974 City Profile showed that 39 Percent of the people calling

city hall did not receive a satisfactory response to their question

or complaint. To address this problem, the city manager met with
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key department heads during a staff retreat to mar out a strategy.

The 1975 survey demonstrated that the strategy had failed--

unsatisfactory responses jumped to 42 percent. So in 1976, the city

manager tried a different anproach. In those departments with direct

citizen contact, any increase in the department head's annual salary

would be based in part on a decrease in unsatisfactory question and

complaint handling. In 1976, the percentage of unsatisfied resnonses

drooped to 35 oercent.

For examole, The Department of Housing and Urban Rehabilitation

has used survey results to assist in preparing annual apolications

for community development block grant funding. Data collected

through the questionnaire's Exterior Housing Evaluation was used to

identify target neighborhoods for neighborhood oreservation and low

cost home improvement loan programs. The department also used survey

data to meet the citizen oarticipation reouirements of the community

develooment program.

The Management Services Department used the survey to compare

citizen satisfaction with city services over an extended geriod of

time. For example, public satisfaction with street lighting was

compared over a four-year period and street lighting policies were

changed in response to these attitudes.

The department also measured the changes from one year to the

next for specified public service areas. In the 1977 City Profile,

the department found that satisfaction with police protection, con-

sumer protection and education, control of stray animals, and air

pollution control all decreased more than three percent since 1976.
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ANALYSIS OF CASE EXAMPLES

There are several lessons to be learned from these case

examples. Perhaps the most important lesson is that improvements

are possible--and they take many forms. The second major lesson is

that there is no magic in Productivity and oerformance improvement.

Both are hard work; both cost money, take time and require oeople.

Both examples illustrate the long-tern nature of imorovements.

Both orograms were begun several years ago and are still going on.

The need for a multi-year outlook and commitment is evident in

these examples. Long-term olanning horizons are necessary because

of the comolex and dvnamic environment. Complexity means it takes

time to analyze, implement and oroduce the beneficial results.. In

addition, the environment is dynamic, so conditions change and the

orocess must begin again. There is a need to re-study, re-measure

re-think and re-do.

Process

There are also similarities in the change process. Both

examoles began with an intensive "project", the introduction of new

methods. The "project ohase" is a time of intensive study and

analysis. Outside consultants are used--in careful cooperation

with city staff--to develop a Plan for change.

The management imorovement program hired a consulting firm;

the city profile used both university consultants and a oollino

firm.

Since city staff had worked with the consultants throughout

the project phase, the staff could continue the im'rovements after
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consultants had left. It is important that citv staff feel--and

indeed, are--resDonsible-for the improvement Programs. Consultant

proposals that are never implemented are wasted. Consultants in

these examples helped design a new Process with city staff, collect-

ed data and provided different perspectives to analyze the data.

In both cases, city staff either participated in the recommendation

(management improvement program), or were totally responsible for

the recommendation (City Profile Survey).

After the initial "project" phase, the "long-term implementa-

tion"phase begins. Long-term implementation is the responsibility

of city staff, eventhough consultants may be called in from time to

time. For example, a polling firm is hired each year to actually

conduct the city profile survey, but the city staff has the year-

to-year responsibility for the project. In the management imorove-

ment program, the Implementation Task Force, is responsible for

identifying new areas of improvement and overseeing their imple-

mentation.

Many people approach productivity or performance improvements

as a one-time cost savings. Many people view improvements as a

one-time project, or a series of unconnected one-time projects. The

Dallas experience is that the "project" ohase is only the beginning.

It is a necessary time of intensive effort and analysis and often

is improved with outside consultants. Its main function, however,

is to give city staff new ideas,tools and incentives to begin a

long-term improvement strategy.
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Resource

The improvement process renuires time--and many other resources.

Both case examples illustrate the use of technology: the time-

lapse photometry used in the improvement orogram and the data

processina technology used in the city profile oroject. Both

examples also showed the use of research tools: statistical analy-

sis in the city profile survey and scheduling models and flow

charts in the management improvement program.

The use of various technologies implies the use of another

resource: skilled people. Consultants >were hired to add special

skills; city staff used their professional and on-the-job skills.

Both examoles involve training. In the management imorovement

program, cross-training of employees enabled groups of employees

to learn each others skills. In both examples, city staff learned

from the initial project phase how to improve thier own analyses

and implement further imorovements.

The Dallas experience is that resources must be committed to

improvement programs. Time, skilled personnel, money and techno-

logy are critical factors for the success of any improvrneent pro-

gram.

Incentives

To keeo skilled people committed to imorovement, there must be

incentives.

The incentives for the use of the City Profile Survey are:

1) the relationshin to the budget process, 2) the relationship to

nerformance evaluation 3) the usefulness of the information and
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4) the ability to measure orogress. The city manager uses the

information gathered from the profile survey to justify budget

recommendations to the city council. This use gives the profile

survey added visability and importance. It also links the survey

to resource allocation, which provides the money, people and other

resources to act on the survey results.

In addition, department directors are held responsible for

responding to results. Their salary increase is based in part on

their improving services citizens identify as needing improvement.

Accountability is a powerful incentive.

The third major incentive for the use of the survey results

is that the information collected is helpful to managers. The

Exterior Housing Evaluation, for example, provides information on

the condition of housing that cannot be obtained in any other way.

City-wide evaluation of city services is also unavailable from any

other sources.

The final incentive for using the city profile is that progress

can be measured over time. There is a sense of satisfaction in

seeing ratings for city services improve over the years.

The incentives for the management improvement program in the

Water Utilities Department are similiar. Managers and employees

alike derive a sense of satisfaction from seeing work methods and

performance improve. The department head's salary increase is

linked to budget Performance. The deoartment is recognized for

improvements through Dallas Innovations and discussions with the

management team.
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Another important incentive described in the management

improvement program is job security. At the beginning of the

project phase, employees were assured that the" would not lose

their jobs. Reductions in the number of people needed to do a job

were accomplished through attrition and reassignment, not lay offs.

Incentives are important, and they are almost imoossible with-

out top level management support. Implied in this discussion of

incentives is the ability to grant them. That ability begins with

authority from the city council, suonort of the city manager, and

cormittment of the department director. In both examples, the

city council authorized the improvement Programs and were shown

beneficial results. In both Projects the city manager suPoorted

the projects and used available systems (eg: budget, performance

evaluation) to highlight, encourage, monitor and reward imorovements.

In both projects, department directors are resoonsible for improve-

ments and recognized for beneficial results. The lesson of the

Dallas experience is that incentives are varied and critical to the

success of any improvement.

Another major lesson of the case examoles is that change in

one area of the organization oroduces change in others. Productivity

and performance improvements will result in changes in the way

decisions are made and in the structure of the organization. -

In the management improvement program in the water department

for example, improvements depended on ParticiDation of various

employees in describing and analyzing tasks, as sell as recommnending

improvements. Ad hoc committees and task forces that cross
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traditional hierarchical boundaries here and are being used to

continue improvements. These are examples of "partici'atory

management", "temporary organizations" and "flattened organizations"

discussed in literature on management of the future.

In the City Profile Survey, citizens assessments and opinions

are involved in the decision-making process in a way they had not

been before.

Changes in methods oroduce changes in decision-making processes

and in organization. The lesson from this experience is to prepare

for spin-off effects. It is difficult to isolate change in an

environment of interrelationships. Managers must anticipate and

respond to changes in decision-making and organization if imnrove-

ments are to continue.

Summary

The two case examples Presented are very different types of

imorovements. One is focused on a deoartment-wide change involving

management practices; the other is essentially a research tool with

various publications in various parts of the total city organization.

Yet these two improvements rely on very similar ingredients for

their success: Long-term olanninq horizon, adequate resources,

incentives and the ability to absorb and manage change.
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C 0 N C L U S I O N

W H E R E D 0 W E G 0 F R 0 M H E R E ?

It is an unusual time for cities. Just as cities emerged

from the social turbulence of the 1960's, they were faced with the

financial crises of the early 1970's. Now that cities are getting

their financial houses in order and talk of renaissance begins, tax

revenues are being frozen or reduced. The conflicting demands on

cities create an unusual and challenging environment for cities.

Dallas, for example, is experiencing economic orosperitv on

the one hand and economic austerity on the other. The local economy

is strong. Industry and commerce are thriving here. During fiscal

1976-77, economic indicators for the area surpassed those of the

preceding year in every instance.

The Standard Metronolitan Statistical Area (SMSA) gained more

than 40,000 jobs and forty-eight newv firms. Manufacturing activity

increased by almost 10,000 jobs.

Unemployment statistics for Dallas indicate a rate of 3.9%

compared to a national average of 7.0%.

Housing starts in the Dast year were the third highest in

the city's history. Single and multi-family permits were uo more

than 60%; the value of contract awards was up 23%. The market for

these new dwellings was apoarent in the housing occupancy figfure:

a remarkably high 95%.

The city qovernment's performance matches that of the Drivate

sector. The budget is balanced, reserves are orovided, caoital

plant expansion continues, services levels are constant or increas-
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ing, and ad valorem tax rate is decreasing. The total tax burden

in Dallas compares very favorably with other parts of the country.

Even in these fortunate circumstances, Dallas is pressed to

reduce snending,increase productivity and reduce taxing.

These pressures are countered by employee demands for higher

wages and more and better benefits. Citizen demand for ouality city

services continues, as does the necessity for steady capital invest-

ment. Balancing these demands is a serious and difficult job.

The obstacles to success are many. Public officials can no

longer be satisfied with the efficient use of resources; what is

needed is the wise use of resources. Among the obstacles to over-

come are:

* The complexity of issues

* rc1flir.-,a And4 in4 eain ~ ~demands

In

is

* Fear of change

* Temptation to substitute short-range "solutions"
for long term strategies

* Inertia of bureaucratic organizations

* Industry standards and traditions

* Limited resources

* Lack of accountability, skills, control, incentives and

standards.

* Changing environment and conditions

the face of these Dowerful forces, the challenge of government

still acceptable and success is still possible.

Today's challenges are:

1. Re-think and re-define the scone of government.
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Cities now provide a wide range of services, including many that

are mandated by state and federal Governments. Cities must review

the necessity of services, the aporooriate levels of services and

the appropriate providers of the services. Many of the services

cities perform could and should be Performed by the private sector

or other levels of government.

2. Clarify the roles of local governments.

Cities, countries and special districts tax many of the same

resources and serve many of the same peonle. Duplication of ser-

vices wastes resources. Incentives must be provided to clarify

intergovernmental relationships.

3. Develop skills for financial management

Cities councils need to understand municipal finance to make better

decisions. Citizens need to know the financial implications of

their demands.

4. Manage from the future

Long-term planning, ability to measure and assess impact and anti-

cipating and managing change are critical management skills.

Tax revolt is a powerful force that can be used to reshane

government. The obstacles and challenges are many. The Dallas

experience suggests, however, that much is already being done to

make better use of resources.
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Finandal Data

General Fund Operating Results (Cash Basis) -Year Ending 9/30/77
0 of dtdba)

Revenues
Budgeted 185.2

Actual 190.9

Expenditures
Budgeted 1905.

Actual 188.0

Emergency Reserve
(mi1rni ddas)

9/30/77 9.0
9/30/76 4.0

Earned Interest
(m.5 tnof dban

9130/77
9/30/76

Total Equil
(,rimlntforbj

9/30/77
9/30/76

160
14.7

641 .7
581.0

Total Bonded Debt-Prinopal only
(milensof ddeas)

9/30/77
9/30/76

General
Obliganon

Bonds

Bond Ratings -Moody's (GO) AAA; Standard & Poor's (GO) Aa

Dallas Offers ...

* Emergency police service that reaches the
scene of a reported cr/me in an average of
sx minutes from the time of the call.

* A reduction in the serious cnme index of 8.9%.
* Emergency fire service that reaches the scene

of a fire in less than six minutes from the time
of the call.

* Average response time of less than five
minutes for paramedic teams; emergency
medical care by paramedic teams working
with twenty-six of the dty's forty hospitals.

* Adequate water supplies for home and
industry beyond year 2000.

* Advanced wastewater treatment fad/lies
assure effluent quality exceeding existng and
antiopated national standards to the year
1984, and with planned treatment capacity to
the year 1985.

485.7
465.3

Revenue No
Bonds Short-term

Debt

* Low-cost, in-oty solid waste disposal capacity
to meet long-term planning needs beyond the
year 2085.

* Adequate natural gas reserves for more than
ten years at current rate of consumption, no
residential curtailment in service.

* A reserve of 49% in electrical energy capacity:
increases in capacity planned to accommodate
needs through 1985.

* Diversification of energy sources so that by
1983 more than 75% of electecal energy may
be generated by low-cost, near-by lignite coal
and nudear fuel.

* A rating of third in the nation for dean air by
the American Medical Assodation.

* Fourteen institutions of higher leaming;
degree-granong capabilities indude PhD and
MD; postgraduate research opportunities also
available.

33-595 0 - 78 - 22
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Manager'ts Message

The challenge of city government in the
seventies is to combine fiscal responsibility.
quality services, and the ability to merge the
creative energies of the public and private
sectors. Dallas is meeting the challenge.

For the second consecutive year, the
dry's financial condition permitted a decrease in
the ad valorem tax rate. Not only is Dallas'
annual budget balanced, but revenues were
higher and costs were lower, resulting in
general fund perforiance at $8.2 million better
than budgeted, for the fiscal year ended
September 30, 1977 In addition:

* Productivity savings surpassed $2 million
dollars.

* $5 million dollars was added to the cash
Emergency Reseve, enabling it to reach its
target level five years ahead of schedule.

* Interest earned on temporanly idle funds
increased $1.3 million, up 9%.

* The year's lowest bank cash level was $265
million, which was $50 million above the low
point last year

* Capital plant expanson continued at the $40
million level.

The fiscal soundness of the municipal
corporation also characterizes the povate
sector Industry and commerce are thriving
here. Duaing fiscal 1976-77, economic
indicators for the area surpassed those of the
preceding year in every instance.
The Standard Metropolitan Statistical Area
(SMSA) gained more than 40,000 jobs and
forty-eight new firms. Manufacturing activity
increased by almost I OOOO jobs.

Unemployment statistics for Dallas
indicate a rate of 3.9%, compared to a national
average of 7.0%.

Housing starts in the past year were the
third highest in the city's history. Single and
multi-family permits were up more than 60%.
the value of contract awards was up 23%. The
market for these new dwellings was apparent
in the housing occupancy figure: a remarkably
high 95%.

Another kind of business activity saw
more than 400,000 buyers come to the Dallas
Market Center The growing numbers of these
buyers caused the Apparel Mart to add two
additional floors, its third expansion in recent
years.

The economy is but one evidence of
Dallas' positive circumstance. Dallas is in a
ptenod which most aptly can be described as a
renaissance -a coming together of spiit,
effort, and ideas that promise to bnng
far-reaching achievements.

The symbol of this burgeoning spint is
the new City Hall, a striking and functional
structure whose beauty and presence adds vigor
to downtown Dallas and exemplifies a
commitment to excellence in public architecture.

The spint of the new building is mirrored
in the professionalism and energy of the work
force. The 5-year Performance Improvement
Program, now in its second year, is a training
plan to strengthen management skills and to
infuse an entrepreneurial onentaton
throughout the organization.

A related program, Dallas Innovatons,
involves city personnel in identifying areas in
which economies can be made without
lessening the quality of performance. Even
seemingly insignificant cost reductions, when
multiplied by the scale of city operations, mean
substantial savings. The elimination of waxing
for resilient-type floors-as recommended by
the industry trade association -began saving
more than $45,000 annually. A plan to
disassemble and rebuild landfill heavy
equipment rather than to replace it after fine
years of service initiated annual cost reductions
of S96,000 to $t60,000.

Performance means more than cost
savings; it means meeting needs. For the fourth
consecutive year the city conducted a market
analysis among its residents to determine their
sense of needs and assessments of current
operations. Once again respondents gave
improved performance ratings for most city
semvices. Singled out especially were the areas
of fire, library, and water seamces, all gaining
better than 90% approval.

The city's challenge, however, goes
beyond fiscal responsibility and service delivery.
Our challenge is to participate fully in the spint
of renaissance present in the city.
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Publidprivate ventures evidence a spint International impact is apparent in many
of common interest. Thanks- ining Square ways. Cultural exchanges with Japan add a new
illustrates the benefits of such participation. The dimension to the long tradition of trade
multi-level facility combines a surface park with missions. Direct flights to London have been
subsurface pedestrian walkways and a truck authorized, and soon the Concorde may be
terminal. Completed in the past year, the arriving regulrly. Thirty consulates are already
project calls special attentnon to our hentage. Its located here, more than in any other inland ity.
pleasant expanse of grass, gardens, and Increased activity at the WVorld Trade Center
fountains is enhanced by a chapel, bell tower, prompted by such ties has resulted in plans to
and Hall of Thanksgiving. The Square double the building's height to fourteen floors.
encourages meditation as well as celebration. Efforts are now focused on the creation of a

Another example of merging public and Foreign Trade Zone for the tax-free movement
private energies is an inspired plan to revive the of goods and establishing this area as an official
colorful buildings of the downtown warehouse U.S. customs distnct.
district, while refurbishing streets and other The year ahead holds plans for a
public improvements. downtown special events center. This

The spark of merging energies is seen rectangular building, scheduled for completion
most spectacularfy in a co-development called by 1980, will house an oval-shaped arena for a
ReUnion at the western edge of the central variety of performances and for indoor sports
business district. The $75 million first stage, events.
already nean ng completion, will include an Also underway are plans for a center to
ultra-modern, 1,000 room hotel; a 50-stoty enrich the lives of handicapped ctzens through
tower with observation deck and revolving recreation and other sevices.
restaurant; restoration of the old Union All these projects and developments
Terminal railroad station to a transportation make this d time of celebration for Dallas. t is
center and site of unique shops; offices, not a celebration of final achievement, for there
restaurants; and ten acres of green space. are still many problems. These problems require

These public/pnvate commitments are forceful responses if present momentum is to
not confined to bock and mortar projects. They be maintained. What is needed is a continued
are evident in a loan consortium program in investment of energy, money, and heart- an
which the city guarantees loans of investment of ourselves. The cause for
participating banks for funding home repairs; celebration in Dallas is that spint of dedication.
they are seen in the efforts of city employees Such a spint gives added belief in renaissance.
and citizen volunteers who work side by side in Very truly yours,
such places as the Public Library and Action
Center

A renaissance also implies a cultural
awakening, and indeed the enthusiasm of the
public and prvate sectors has already resulted
in groundbreaking for a new central research
libraty and planning for new arts facilities. Even Gterge R. Schtaier
though the province for the arts lies largely oWr Managei
outside the authority of local government, the
city and a number of arts organizations have
combined efforts in planning a long-range,
fresh approach for maximizing cultural impact.
One important result may be the creation of a
comprehensive arts district just north of the
central business district in which stx major art
and cultural enties will be located.

The newest and perhaps most
significant vista for Dallas is its emergence as an
international city. If the railroad and Love Field
projected us into the regional and then national
picture, the regional airport places us directly in
the international scene. It may be surprising to
learn that Dallas has had for some time more
international bank deposits than all other Texas Doams.M eeuesi R n anRoev*iee Reseoide
banks combined.
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Operations Review Police Services Modernized
One of the first concerns of any citizen is

Providing semvices for the nation's eighth to have a safe environment for wing. In Dallas

largest city is a complex job. Last year's the index come rate -that is, serious come-

operating budget of $307 million reflects that has declined each month for fifteen months. A

complexity. It includes police, fire, water, parks, crime prevention activity begun this past year

street and sanitation semvices, as well as over 40 was an automated analysis to detect patterns in

less conventional programs such as consumer criminal activity called Real Time Pattern

affairs, human development, and Detection. Among other things, the program

environmental health permits the accumulation and summary of

Dallas' council-manager form of residential burglary data within an hour and a

government is modeled after the povate sector, half Under the manual system, several days of

with the city council providing policy leadership work were required to obtain the same

and the city manager providing professional information.
administration. A program called Automatic Vehicle

GOVERNMENT1orERATONS Monitoring, expanded last year, electronically

The emphasis in this aspect of municipal tracks each police vehicle at all times. This

activity is delivering quality services in the monitoring permits further reductions in

efficient, responsive, and equitable manner response times and improved officer safety.

desired by the public Police and fire protection, Firefighting Improvements

street and sanitation services, parks, libraries, Fire protection was significantly

traffic control, emergency medical services, and improved this past year by installing a

street lighting are some of these operations. computer-assisted dispatch system The
dispatch time for calls was cut in half, down to
less than two minutes. The time taken from

ji G od Hi- dispatch until the equipment and personnel
arrive on the scene of the fire averaged
4.20 minutes last year

Redistricting of fire stations and
-L _ ' r 7 _ reallocation of fire apparatus during the past

fiscal year further improved service and
response time. Modernization of radio fire
alarm boxes saved $t20,000 in maintenance
costs and technically skilled personnel. The city's
newest fire station cuts costs through reduced
utility bills. The station uses solar energy for year
round heasng and cooling.
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Emergency Medical Services at High Level CulturalActivities Broadened
The amublances, operated by The Dallas Public Library System serves

paramedic teams, are equipped with as a major resource in North Texas and has the
biomedical telemetry equipment which sends most recent technological devices for gatheeng
data on a patient's vital signs to monitoneg informaton on practically any subject. Dueng
devices in the hospital emergency room. This the past year the development of a long range
equipment enables remote diagnosis and plan for public library services marked the city's
supervision by a physician, while a paramedic most organized effort to date for planned
provides emergency treatment en route to the expansion. The city opened one new branch
hospital. In the past year this service was library this past year, and two more are being
enhanced through the addition of "Thumper" designed. These facilities brought the system
units which utilize the latest medical technology close to its goal of positioning a library within
for resuscitation. Dallas' Emergency Medical two and a half miles of every home.
Services have attracted internatnonal interest The cultural opportunities offered in
Medical and city officials from England, many of the city's 262 parks continued to
Germany, Afoca, Egypt, Canada, Brazil, and expand this past year One of the most popular
numerous other locations have come here to events was the city's sponsorship of free
see it in operation concerts by the Dallas Symphony Orchestra.
Street Preventive Maintenance Improved Eleven park concerts and four downtown noon
with ComputerSystem concertsattracted a combined audience last

A computerized inventory of the season of more than 50,000, an increase of
condition of every block in the city is maintained 10,000 from the previous year
and updated annually. These precise ENTERPRMSE OPERATIONS
descriptions permit optimum use of street Enterprise operations put the cityin an
repair funds by scheduling preventive entrepreneu nal position, all revenues
maintenance for streets, sidewalks, and curbs in generated bnng relief for the taxpayer
the areas of greatest need. Convention Center Strengthened
Severe Weather Response System Improved Dallas' Convention Center is one of the

Another unique feature of Dallas' streets primary reasons that the city is second only to
program is an emergency response system in Chicago in the number of conventions to be
which radar facsimile equipment tracks held between July 1977 and December 1978,
approaching storms and automatically initiates and that it ranks third in that period for
emergency procedures when indicators reach estimated attendance. Convention activity
specified levels. The notice facilitates prompt
and efficient responses for locations prone to
high water inconvenience or difficulty under
conditions of sleet or snow. Dunng this past
f iscal year the program was improved through
the installaton of a high water sensor system
which monitors levels at specif ied locations and H i X_
frees the workers normally stationed at these
points for more crtical tasks.
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generated over $286 million in economic
actnMty in the city dunng the past fiscal year,
and for the forthcoming year that amount
should reach $325.5 million The Convention
Center itself, in addition to its attractiveness to
large national and international conventions,
provides a centrally located facility for the
recreational, entertainment, and cultural
activities in Dallas.
Leadership in Aviation

Dallas Love Field continues to expand
and improve its facilities, and it now ranks
eighth in the nation as a corporate and business
aviation center Its in-city location is especially
advantageous for business air service. In 1977
more than $3 million in prmate capital was
invested for refurbishing fadlities at the site.
Steady growth continued, with aircraft
movements increasing 10% over the previous
year and passenger enplanements increasing
35% over the previous year

The area's facility for commercial
flights, Dallas/Fort Worth Regional Airport,
illustrates what can be achieved in partnership
by two cities. The airport is already one of the
busiest anywhere, standing ffth in the world in
air passenger boardings and fourth in the
United States.
Water Resources -Ampfe Supply,
High Quality

Current system capacity for treating and
delivenug potable water is 500 million gallons
per day -a satisfactory margin above the peak
day demand of 384 million gallons expenenced
in 1977. To assure that water quality continues
to meet or exceed applicable state and federal
standards, the city has completed and has in
operation a St million pilot plant for conducting
research on improved water treatment
techniques

Dallas is also a leader in efforts to
enhance the quality of wastewater being
returned to lakes and streams. The new $38
million Central Wastewater Treatment Plant is
the first large advanced wastewater treatment
plant in the southwest, and its design reflects
the results of research conducted at the city's
Water Reclamation Research Center The
Research Center has been operated in
association with Texas A & M University.

Technological changes, crew
scheduling, and other productivity
improvements achieved an annual savings of
$1.45 milliondunog the past year

Farmer's Market Highly Active '
Some 1,000 families regularly

bring vegetables and fruits to sell at the Farmer's
Market, which is one of the city's most
fascinating enterpese operations. Last year
more than four million shoppers purchased
S 19 million in farm products The Market is a
hub of activity -one may also find flowers,
crafts, or entertainment attractions there.

Its populanty has brought an increase in
market revenues of 138% in the past five years,
an increase of 14% duting the past fiscal year
As a consequence, a master plan for expansion
is underway.

The Market, too, has attracted
international attention. Delegations from
Saigon, Hong Kong, and other foreign cites
have flown to Dallas to inspect it.
In Conclusion

These activities constitute hardly more
than a sketch of the progress in the multitude
of large and small operations involved in sewving
the people of Dallas. Whatever thejob, though,
the overriding objective is the same: to enhance
the quality of life in Dallas.
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Unemployment Rate Lowest In Nation
Ranking Of 10 Most Populous SMNAIS (percent)

SMSA RANK 1976 1975

Dallas-Fort Worth 1 4.6 5.3
Washington D. C. 2 5.2 5.5
Chicago 3 6.7 7.2
Philadelphia 4 8.8 8.5
Los Angeles-Long Beach 5 8.8 9.7
Boston 6 9.0 10.6
Detroit 7 9.1 13.1
Nassau-Suffolk 8 9.8 7.4
San Francisco-Oakland 9 10.3 11.0
NewYork 10 10.4 10.2

Sounrce u.s De-.- innf commerce

Cost Of Living Comparison Lowest In Nation
Family Of Four With Intermediate Income
Ranking of t0 Most Populous SMSA's(Annual Budget in Dollars)

SMSA RANK 976 1975

Dallas-Fort Worth 1 14,699 13,924
LosAngeles-Long Beach 2 16,016 15,186
Detroit 3 16,514 15,701
Chicago 4 16,516 15,712
Philadelphia 5 16,836 15,689
Washington, D. C. 6 16,950 15,890
San Francisco-Oakland 7 17,200 16,415
New York 8 18,866 17,493
Boston 9 19,384 18,090
Nassau-Suffolk 10 N.A. N.A.

Stwce U. S. DOnniment of commew
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Statistical Profile Of Steady Growth
City of Dallas

1976 1970 1960

Population 872,000 844,401 679,684
Per Capita Income $ 5,626 $ 3,697 $ 2,782
Housing Units 348,174 303,233 231,270
Land Area- square miles 365 296 277
ParkAcreage '43,313 15,800 7,988
Park Sites 250 168 118
Number of Lakes 5 5 2
Miles of Streets 2,982 2,632 2,383
Number of Public Branch Libraries 17 12 5
Total Electric Connections 251,980 246,606 216,774
Airline Passengers Enplaned 7,986,094 5,225,083 1,387,517
Convention Attendance 1,250,000 695,000 595,000
Civilian Labor Force 421,995 386,139 297,162

Employment 400,995 374,209 287,440
Unemployment 21,000 11,930 9,722

Number of Manufacturing Businesses 1,946 1,768 1,488
Number of Service Businesses 10,168 8,277 4,982
Number of Retail Businesses 9,576 8,575 6,438
Number of Wholesale Businnuess 3,690 3,261 2,620
Number of Banks 59 42 26
Retail Sales (in thousands) S3,544,645 $2,541,628 $1,244,176
'Induds Lake Ray Hubbad -22560 acrs

Upward Trend In Total Value Of Construction
Valuation of newv residential, nonyresidential, repairs, alterations and additions (in millions)

soo I I I 00 0 I

amO

3m0

200

100

oille"' 1�PI -- "Iq

0000411111111 111

'N

II 1,,-: D,�,rl 1,1W,1 I'd1n, 1-il R-

I 1

1970 1971 1972 1973 1974 1975 1976

DAULAS

CHICAGO

NEW9 YORK

PPHOENIX

ATLANTA



338

Summary Combined Financial Information
Governmental Funds and Account Groups
Summary Balance Sheet
September 30, 1977 and 1976
in thousns of adore

1977 1976

Assets and other debits
Current assets

Cash and certificates of deposit .......................... . S 41,030 $ 33,969
Cash and investments restricted for debt service 18,014 t6,366
Cash and certificates of deposit held for capital projects .. 68,012 54,869
Other current assets ......... ........ . . ........ 47,621 24,379

Total current assets . .. ..... 174,677 129,583

Non-current assets
Unrestricted.. . 3,073 2,877
Restricted (principally tmust fund investments) 5.735 5,889

8,808 8,766

Fixed assets (net of depreciation) 457,963 429,648

Amounts required for debt retirement .... 303,494 293,923

5944,942 $861.920

Liabilities, invested capital and equity
Current liabilities

General obligation bonds ..................
Other current liabilities .....................

Total current liabilities ..............

Non-current liabilities
General obligation bonds ..................
Other non-current liabilities .................

Total liabilities ......................

Investment in general fined assets ............

Equity
Fund balance

Appropnated ........
Unappropriated (restricted and unrestncted) ..

Total equity .......................

............... $ 23,293 $ 22,028

.................. 21,408 7.300

44,701 , 29,328

.................. 280,201 27t,895
1,569 t.998

281,770 273,893

.................. 326,471 303,221

................. 457,963 429,648

.... .... ,.. . 112,548 94,128

.. ........ ,.. 47,960 34,923

.... ............ 160,508 129,051

$944,942 $861,920

See Accompanying Notes
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Summary Combined Finandal Information
Governmental Funds And Account Groups
Summary Statement Of Changes In Unappropriated Fund Balances
Yearnededpsetesnber30 1977and 1976
on mansards ofd11)

1977 1976

Balance beginning of year as previously reported $................... 34,923 $ 54591
Restatem ents ............ .................................. - 4,241
Balance beginning of year as restated ............................. 34.923 58,832

Revenue and transfers
Taxes ................................................ 182.769 t65,789
Federal and state grants ...................................... 49,326 36,133
Bond sales ................................................. 32,000 21,950
Other . ............................................. 40,059 40,197
Transfers from other funds ...................... 43.054 21,872

347,208 285,941

Expenditures and transfers
Personal semries ............................................ 139A13 131,659
Other ............................. 129,325 119,430
Transfers to other funds . ..................................... 47,013 25,912

315.751 277,001
Excess of revenue and transfers over expenditures and transfers ....... 31A57 8,940
Increase in appropriated fund balance .8............. ............... (1A20) (32.849)

Balance end of year ........................................... S 47,940 $ 34,923

See Accompanying Notes



340

Summary Combined Finandal Information
Proprietary Funds
Summary Balance Sheet
September 30,1977 ard 1976
(r thousandsolf dda-ll

1977 1976

Asset
Current assets

Cash and certificates of deposit ...............................
Cash and investments restricted for debt service ..................
Other current assets ...............................

Total current assets .... ....... .......

Non-current assets
Restncted (principally for constnuction and debt setrvce) ............
Fixed assets (net of depreciabon) ............................
Other assets .............................................

$ 16,569
6,033

21,047

43,649

99,953
580,767

415

$724,784

Liabilities and equity
Current liabilibes

Other current liabilties ......... .. ........... ... .... S 18,611

Payable from restricted assets
Current maturibes -revenue bonds .................... ... 12,965
Other .... .. 3,141

Total current liabilities ................ ... .... 34,717

Non-current liabilities
Revenue bonds ............ . ....... 169,285

Other non-current liabilities ........ 21,009
190,294

Total liabilites ....... ......... .. . 225,011

Equity - contributed ...... ........ .............. .... . 197,445
Retained earnings

Appropriated ............ .......... ..... .. 67,374

Unappropriated ................. ............... 234,954

Total equity ..................... ................. 499,773
* 724,784

See Accompanying Notes

$ 11,018
6,243

16,607

33,868

72,159
568,620

628

$675,275

$ 11,525

14,080
3,016

28,621

1 57,350
20,289

177,639

206,260

187,183

39,887
241 ,945

469,01 5

$675,275
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Summary Combined Financial Information
FProprietary Funds

. Summary Statement Of Operations And Changes In Unappropriated
Retained Earnings
Yean.drd SePnber 30 1977 ard 1976
(.n Ornusandii Maam)

Balance beginning of year as previously reported ...................
Restatem ents .................................................
Balance beginning of year as restated .............................

Revenue
Operating revenues. ......................................
Taxes ..................................................
Federal and state grants ................................
Operating subsidy ...........................................
O ther .... .. .. .. ... .. ... ..... .... ... ... .. .. ... ... ...

Expenditures
Personal services .......................................
Other .............................................

Income before cumulatnve effect of change in
accounting method .............................. .....

Cumulative effect on prior years of change in method of accounting
for operating subsidies .................................

Net Income .... ... . . . .
Increase in appropriated retained earnings and other adjustments ......

Balance end of year . . .

See Accompanying Notes

19'77

$ 241,945

241,945

101 ,101

2,365
3,197
4,535

11,591

122,789

42,991
60,300

103,291

19,498

19,498
I 26,489)

S 234,954

1976

S 244,648
( 35)

S 244,613

83,350
2,009
2,222
4,481

11,958
104,020

37,629
54,885
92,514

11,506

5,972
17,478

( 20,146)

S 241,945
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Notes To Summary Combined Financial Information
YearsEnded Saptrnrner 30, 1977 a-d 1976

Note 1- Summary Financial Reporting

Interest in the development of summary financial reports for local governmental units has
become widespread In endeavoring to be responsive to the needs of the users of its financial statements,
the City of Dallas supports this growing interest through the accompanying presentation of
summary financial information.

Traditional governmental financial reports present the financial statements of each fund within the
governmental unit, While we concur that the investment community and certain others continue to require
this level of information, we believe that the traditional statements should be supplemented by a more
readable and condensed financial presentation similar to the consolidated statements of a private
corporation.

The City of Dallas complies with the traditional reporting concept and includes financial statements
prepared in accordance with generally accepted accounting principles in its Annual Financial Report.

Note 2- Governmental and Proprietary Funds

Crty of Dallas funds and account groups classified as Governmental are:

General Fund General Obligation Debt Capital Project Funds
Park Fund Semvice Fund General Fixed Assets
Community Development Revenue Sharing Funds Account Group

Fund Trust & Agency Funds General Long Term Debt
Account Group

ityofDallas funds dassifiedas Propnetary Funds are:
Surtran Water Unlities Airport Revenue
Transportation Terminals Convention Center Internal Sem ice Funds
Public Transit Municipal Radio

The amounts presented in the accompanying summary combined financial information represent
the totals of the governmental funds and account groups and of the proprietary funds financial statements.
Certain financial statement captions have been combined and interfund transactions and balances have not
been eliminated.

The financial statements and notes to financial statements contained in the City of Dallas Annual
Financial Reportsfor the fiscal years ended September 30. 1977 and 1976 should be referred to for a
description of the City's significant accounting policies and other disclosures required by generally accepted
accounting principles Summary financial information is also presented in the Annual Financial Reports as a
supplement to the traditional statements

Report of Certified Public Accountants

The City Council
City of Dallas, Texas

We have examined the separate financial statements of the funds and account groups of the City of
Dallas, Texas at September 30, 1977 and for the year then ended listed in the Table of Contents on page 13
of the City's 1977 Annual Financial Report, and have issued our report thereon dated January 10, 1978 We
previously made a similar examination of the financial statements for the prior year. Our reports on the
financial statements of certain funds contained qualifications for the effects of insufficient provisions
for pension expense and for consistency as a result of changes, with which we concurred, in
methods of accounting.

We have also reviewed, as to compilation only, the accompanying summary combined financial
information of the governmental funds and account groups and of the proprietary funds of the City of
Dallas, Texas at September 30, 1977 and 1976 and for the years then ended. This information, which has
been compiled and summarized on the basis described in Note 2, from the statements referred to in the
preceding paragraph, does not present financial position and results of operations in conformity with
generally accepted accounting principles. In our opinion, the summary financial information referred to
above has been compiled on the basis described in Note 2.

L-xtA- t-~~ -ianuury 10, 1978

Oaia T-man
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Financial Review

The City of Dallas improved its already
strong financial position by stressing quality
financial management of city services.
Expenditures were contained and revenues
increased, making general government
performance $8.2 million better than
budgeted.

The property tax rate of S1.39 per StOO
valuation in effect for fiscal year 1976-77
represented a decrease from the previous year's
rate of S 1.395. Late in the year, the rate was
further reduced to 51.35for 1977-78.

Financial highlights include:

* Emergency Reserve -This cash reserve was
established in 1975 to provide an added
margin of safety for emergencies. At the
time of its inception, plans specified a
contribution of $1 million annually, until
achieving a balance of $10 million. Strong
budget performance made it possible to
increase the Reserve by $5 million to a total
of $9 million at September 30, 1977.

* Treasury Management -The Oty Treasurer
is selected for a two year term, based on
competitive bids, to invest the city's cash
reserves. A new treasurer contract was
completed durng 1976-77 which provides
an incentive for effident cash management
by providing increased interest rates for
longer term cash deposits.

* Eamed Interest -Interest earned for all
temporanly idle funds duaing 1977 is
$1.3 million (9%) greaterthan 1976.

* Total Equity Balances - Total equity balances
at September 30, 1977 increased over
September 30, 1976 by $60.7 million (10%).

* Sales Tax Receipts - Sales tax receipts for
1977 increased $8.1 million (23%)
over 1976.

* Short-temn Debt- Current revenues
support current operations; there is no
short-term debt.

* Net General Long Term Debt -Net general
long term debt declined as a percentage of
the tax roll assessed value from 1974
through 1978, to a current 3.4%.

* Annual Debt Serunce Expenditures -Annual
debt service expenditures for general
obligation bonded debt at September
30, 1977 is 13.4% of total govemmental
funds expenditures This percentage is 1 6%
less than the year ended September 30,
1976 and represents the smallest percentage
for several years.

* Actuarial analysis- Actuarial analysis is
underway to permit systematic funding of
retirement program liabilities.

I* Generalaccounting systems - General
accounting systems conform to accepted
prInciples and standards of Municipal
Finance Officers Assocaton and National
Committee on Governmental Accounting;
a fried assets accounting system is being
developed.

Those sevies not supported by means
of tax revenues which posted exceptional
eamings indude:
* Aviation -Dallas' two wholly owned

aviation fadlities, Love Field and Redbird
Airport, exhibited strong financial
performance for thq year ended September
30, t977 Net income increased 9.5% over
the previous year

* Water Utilities - Due primanly to a rate
adjustment in Januasy of 1977, operabng
revenues increased by $13.2 million to $60.4
million. This increase resulted in net income
of $18.5 million and a coverage of maximum
debt requirements of 2. 1, adequately
above the required level of t .5.

* Convention Center -OperaUng revenues
from Convention Center events increased
17.8% to a total of $1 8 million. This result,
together with an increase in hotel-motel tax
proceeds, made possible a reduction in the
general fund support by $2 t 9,000 to
$8t4,000.



344

Dallas Cty Coundl

Fc9

Rice2 d F. S9i,
Pfb.4Able 2



345

STATEMENT OF WILLIAM V. DONALDSON, CITY MANAGER,
CINCINNATI, OEIO

Mr. DONALDSON. Mr. Chairman, members of the subcommittee,
thank you for having me. I was, however, a little surprised to find out
that you did not have a holiday in Washington today, considering
Pete Rose's performance last night. In Cincinnati we take that very
seriously.

I think, you know that we have really overestimated and overtalked
the idea of taxpayers' revolt. And the truth of the matter is that the
taxpayers are really just smarter than we are and that they have
figured out that our cities are getting smaller and that probably as
they get smaller, we need less resources and we need to really plan
to start dealing with smaller cities.

It is interesting to note that the Academy for the Study of Con-
temporary Problems in Columbus has found that the kind of char-
acteristics of the cities of the Midwest and the Northeast-cities like
my city-declining populations, or a rise in the number of citizens
who for one reason or another are dependent on Government, on job
loss, industrial job base moving away or going out of business, that
those characteristics are now starting to spread to other parts of the
country, the Southwest and the West, and that the sort of thing
that we did in Cincinnati 2 years ago-applies to other cities.

We began a program to reduce the number of full-time city employ-
ees in our city. We have reduced that number from about 9,200 now
to about 7,200. It seems to me that the first thing we really need to
do in our cities, if we are going to make any sense of the decline and
make any sense of getting smaller and having limited resources is de-
velop some sort of a long-range plan that really says we are going
to limit the growth of city revenues to maybe half or a third of the
rate of inflation.

And once that kind of plan has been developed, to stick with it.
There are all kinds of things we can do to make that plan work. For
instance, we can reduce the level of some services.

In our city, a good example was that we cut off carrying out
garbage. We just now pick it up at the curb. And it was really sur-
prising how few people cared whether we carried out their garbage
or not. We thought it was terribly important and that the citizens
demanded that of us.

It turns out most of them really don't give a damn whether we did
or not.

The second thing you can do is you can stop doing some things;
for instance, we find our city is a city that is very strong on neighbor-
hoods; we have some 44 organized neighborhoods, and we found that
almost all of them wanted us to come clean up their neighborhoods, to
pick up the trash in the street.

It wasn't people from Mars that throw all that stuff on the street.
It is people that live in the neighborhoods, and we found that when
we stopped picking up and when we said that we expected the people
who live in the neighborhoods to take some part in keeping the neigh-
borhoods clean, that they did that very nicely.

33-595 0 - 78 - 23
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We found in areas such as recreation that it was very easy to find
all kinds of citizens who would volunteer to run recreation programs
and probably do it more effectively and more satisfactorily than our
people did it.

We have also found that the encouragement of self-help-involved
real citizens involvement. I think somehow we have managed at least
in our city to give people the idea that what citizen participation is
not about is coming in and yelling at the Federal Government or the
city government to do something for them.
- The truth of the matter is that when you start to judge people's de-
sires to have something done by how much they're willing to do about
it themselves, you start to get some real changes.

I thought I would just mention a number of things that seem to me
to work very well and tie into that idea of some kind of a long-range
plan for reduction. And again, I would really emphasize that, we have
a great way in government of thinking, well, the taxpayers don't like
us this year, but they will forget about economy. You know, something
grand will happen, and in a couple of years from now, why somebody
will lay some more money on us.

Our city government is a good example of a government that felt
that way. We have lost almost 100,000 people in our population in the
last 20 years. We have lost some 3,500 manufacturing jobs. We have
had a general reduction in our -economic level, and each few years-
why, our city government came to a crisis in being able to finance itself.

And instead of developing a long-range plan for cost reduction, we
would just stop that year paving streets or we would stop buying fire-
hose, with the idea that maybe another year from now things would
change, and we could get all of that money back.

It seems to me that it is really important that we realize that the
decline and the getting smaller and the limitation of resources that
our governments have is something that is going to be with us for a
very, very long time, and unless we are really willing to plan to deal
with that, that we are going to find ouselves just constantly in the
kinds of troubles we are now.

There is no magic and there is no way somebody is going to lay on
the gold that gets us out of this.

Some of the suggestions that we have found that work very well
is one, make your employees a partner in starting to deal with reduc-
tions. I think it is very interesting that Mr. Wurf has pointed out on
a number of occasions that it is really not the employee unions that
have fouled up the cities. It is the rotten management that has made
poor use of these employees.

What we have done-there is a group in our highway maintenance
division that plows snow and patches streets. Planning to do all these
kinds of things with the union and with the management-they have
managed to increase their productivity by a measurable 10 percent.

What is interesting, however, is that when asked, one employee said,
we think we are working hard, but we think we could work harder if
you did a better job of managing, if you did a better job of getting
equipment onto the jobs and planning your work.

The second thing is a very difficult thing for local government to do
and that is really the substitution of capital for labor. It is a lot easier
in government to pay somebody's salary forever and a day than it is
to get $100,000 to buy a new machine.
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And we have had real attempts in this last year by changing our
specifications and spending a great deal of money on the type of refuse
equipment that we use. We have managed to reduce overtime by almost
$200,000 this year.

A third thing it seems to me is important is to start to get some kind
of measurement about how citizens perceive the services cities deliver.
One of our difficulties is that we are the only garbage company and fire
department and police department in town, and the result of that is
that nobody can choose anyone else. We found that it has been very
helpful to do citizen attitude surveys so that they start to talk about
what they perceive the quality of the services and what they perceive
to be the changes.

It is interesting that despite the fact that we reduced our work force
by 2,500 people that our last attitude survey count, 15 percent of the
people thought we were doing more than we were a year ago. Fifteen
percent thought we were doing less, and the rest thought we were
doing the same, which makes me wonder about some of the things we
were doing.

It seems to me the next thing is to ask for help from the business
community. The business community is not particularly helpful in
helping you set long range policies. That is really the job of the poli-
tician, the job of the people I work for.

But what they are superhelpful in doing is helping you with tech-
niques and helping you with ways of doing things. We have used thebusiness community in our city for things ranging from writing per-
formance specifications for garbage trucks to developing an internal
auditing system so we have some idea what we're doing with our
money.

We in Ohio were saddled with probably the most archaic and stupid
State financial laws that you can imagine that put us on a cash basis,
and it is pretty hard to plan, and they have helped us to do that.

The next thing is to provide some kind of incentives. You know, itis no wonder we get in trouble when we pay the fire chief that has
the most firemen the most money.

Basically in our city governments the people that can get the biggest
budget for their division or department get the highest salaries. And
that is sort of inclined to get you into trouble. What we have really
found is that a system that allows us to vary salaries-and we have an
awful lot of trouble doing this-we have a very difficult civil service
system, which has become sort of a triumph of technique over purpose.
And we have had trouble making a performance pay system. But we
found that that is really quite useful.

The last point again I would emphasize is: Make use of citizen vol-
unteers. We find that our professional people sometimes resent that
and that it is difficult to get them to understand that not only will citi-
zen volunteers reduce municipal costs, but it will do a great deal to
make people partners in what you are doing in city council and to
reduce the kind of adversary relationship that we sometimes get into
with our citizens.

Thank you, Mr. Chairman.
Chairman REUSs. Thank you, Mr. Donaldson.
Now, from Savannah, Ga., Mr. Mendonsa.
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STATEMENT OF ARTHUR A. MENDONSA, CITY MANAGER,
SAVANNAH, GA.

Mr. MENDONSA. We have been asked to address the question of how
local governments can make more efficient use of limited resources.
And before I turn to this question, I would like to respond to several
comments which were made at the hearing on Tuesday.

A suggestion was made that the wages of local government em-
ployees be cut as a means of achieving or reducing governmental costs.
This certainly would be a reasonable proposal, if it was done in the
private industry, if it was done in the Federal Government, if it was
done in the State government, and in all other sectors of our economy.

But until it is, local government employees, like other employees,
still must buy food, pay for housing, pay the same high taxes as other
workers, suffer the cost of inflation and otherwise survive.

Perhaps there is something that some of you do not know. There are
still many local government employees who are paid less than the
minimum wage. There are still local government employees who are
neither under social security or under pension programs. It is condi-
tions such as these that have brought about public employee unions,
and it is the continuation of these conditions that is helping to make
public employee unions the fastest growing unions in the Nation.

A suggestion was made that the private sector was more efficient
than the public sector. In some localities for some services, this may be
true, but this is not universally true. In my city, for example, it costs
the city $42 per household per year to collect garbage from the back-
yard twice a week.

In the unincorporated part of our community just outside our city,
the private collectors are charging $96 per household per year. Now,
if they are more efficient, then they are certainly gouging the consumer.

It was suggested that revenue sharing should be abolished, ap-
parently on the assumption that local governments are not able to use
these funds efficiently. I would respond that local governments, par-
ticularly municipal governments, are the most responsible and respon-
sive of the three levels of governments. Dollar for dollar they make
more efficient use of their tax dollars than either the States or the Fed-
eral Government. The reason is simple:

It is at the local level that government really meets the people. There
is an immediate and effective feedback from the taxpayers when things
go wrong. The response is equally-prompt.

I might also add that many of the costs that we are burdened with
at the local level are not self-imposed. They are imposed by Federal
and State mandates and environmental protection, on prevailing wages,
on minimum wages, on unemployment taxes, to mention just a few.

They are imposed by inflation, particularly in the energy field. Rev-
enue sharing was sought to help offset these costs. Dollar for dollar,
the local citizens have received more benefits from this program than
perhaps any other grant-in-aid program.

It has helped to hold down local tax increases. It has paid for needed
capital improvements. It has helped to offset rising costs. A significant
factor in the benefits obtained is that much of the revenue-sharing
money is not wasted, complying with Federal redtape in using these
funds, a situation that does not exist for other Federal grant programs.
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Returning to the question of this session, the municipal governments
of this Nation are very much concerned about the question how they
can make efficient use of limited resources.

Because of this concern, many have instituted productivity improve-
ment programs, which are increasing efficiency and improving the ef-
fectiveness of their service operations. In the efficiency area, they are
using industrial engineering and analytical techniques to restructure
operating procedures and redistribute work loads to improve efficiency.
These efforts have cut employees from the payroll and have reduced
costs. In my city, for example, we have a full-time prodctivity im-
provement staff that has in the past 12 months produced operating sav-
ings of more than $400,000 annually. Many other municipalities can
report similar results.

Municipalities are also directing attention to the matter of effective-
ness. This is an issue that has received too little attention at all levels
of government. One result has been that we now have programs op-
erating for which there is no clear definition of the results they are
expected to produce, and without this definition, there is no way to
evaluate performance.

Moreover, because the objectives are not clearly stated, the problems
they are intended to address are poorly understood; it is virtually im-
possible to design effective programs. Some of our Federal urban pro-
grams fall into this category. One at times has a disconcerting feeling
that some of the programs can best be described as solutions in search
of a problem.

They appear to be designed on the shotgun principle that if birdshot
is fired into a large enough flock of ducks often enough, one is bound
to kill a duck. This may be an appropriate way to shoot ducks, but it
is a costly and inefficient way to design programs to meet urban prob-
lems. One does not have to search too diligently to find examples.

Federal housing programs directed to low and moderate income
housing consumers, manpower programs directed to the hardcore un-
employed and to the youth unemployment, LEAA grants directed to
crime reduction: Each is directed to a particular problem. Unfortu-
nately they are not effective in correcting the problems to which they
are directed. The housing needs of low and moderate income housing
consumers are not being met. The problems of the hardcore unemployed
are not being solved. The crime problem has not been reduced through
LEAA programs.

The effectiveness issue is a concern of local government. We have
operated service programs without giving much thought to the effec-
tiveness of these programs in different parts of our community. We are
now beginning to do this.

We are finding that there are significant differences between neigh-
borhoods in terms of the services they need and in terms of the impacts
of our service programs. We find that they usually work well in the
economically advantaged neighborhood, first, because the people of
these neighborhoods can afford to supplement these efforts through the
private sector; and second. because they have a much lower level of
exposure to conditions which are detrimental to their health, safety,
and well-being than the citizens of the economically disadvantaged
neighborhoods.



350

We found this to be true in Savannah. The economically disadvan-
taged neighborhoods when compared to the advantaged neighborhoods
had more litter in the streets and on vacant lots and had a very high
incidence of substandard houses, mostly tenant occupied.

They had a greater exposure to crime and a greater exposure to fire
incidents, had fewer recreational opportunities and had more unpaved
streets and more substandard paving on the paved streets and on down
through the list of conditions which have a direct effect on the quality
of living environment.

On the basis of this information we have revised our service pro-
grams to these neighborhoods to attack more effectively these condi-
tions which are detrimental to the well-being of these citizens. In ad-
dition, we have targeted all of our community development block grant
moneys to these neighborhoods.

We call our program the responsive public services program. It is
well named, for what it is doing is tailor-making programs to address
the particular needs of each neighborhood, and more to the point, is
placing priorities where they belong, not only for capital expenditures
and operating expenses, but also to insure that the programs which
we are operating in these neighborhoods are at levels that will produce
the intended results. Other local governments are pursuing similar
programs. The goal is to make their services responsive to the public
needs. More to the point, their goal is to insure that the tax dollars we
do have are used not only efficiently, but are used effectively in serving
the needs of our citizens.

Thank you.
[Mr. Mendonsa's prepared statement follows:]
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LIMITED RESOURCES AND EQUITY IN PUBLIC SERVICES
Arthur A. Mendonsa

City Manager

Savannah, Georgia

Municipal governments exist to provide those services deemed

necessary to protect and promote the public health, safety,

convenience and social and economic welfare. Decisions

concerning the kinds, quantity and distribution of services that

will be provided are made on the basis of local political considerations

and by federal and state mandates.

Until the early 19
6

0's, the range of services provided by municipal

governments was usually limited to such functions as police and

fire protection and public works activities. However, beginning

in the sixties and continuing to the present, the kinds of services being

provided have been expanding. Today, in addition to the traditional

functions, municipalities are operating environmental protection

programs, health and social services programs, economic

development programs, housing programs and a variety of man-

power programs. Some of these new programs have started

as a result of local initiatives. Others have resulted from various

state and federal mandates.

As the types and levels of services have expanded, the cost

of operating municipal governments has increased. The increase

has been accelerated by inflation, federal mandates on minimum

wages, social security, unemployment insurance, various

environmental protection programs, and by union demands for
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higher wages and expanded fringe benefits.

To meet these increased costs, municipalities have had to increase

tax rates and develop new sources of revenue. For a time, local

taxpayers accepted these tax increases. In recent years, however,

this has changed. Today, taxpayers no longer quietly acquiesce

when taxes are increased: they are vocal and aggressive in their

opposition.

Increasingly, municipal governments are being placed in an untenable

position. On the one hand, the public continues to demand and

receive more and better services. On the other hand, the public

is becoming less and less tolerant of tax increases needed to finance

the expanding services.

This dilemma has forced municipal governments to seek ways to

control costs without curtailing services. One of the most

successful approaches has been to use industrial engineering techniques

to re-design public service operating procedures in order to improve

the productivity of these services. This has produced dramatic

results. In Savannah, for example, we have a full-time productivity

improvement staff. During the last twelve months, through the

efforts of this staff, we have carried out changes in our operating

methods which are producing savings of more than $450, 000
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annually.

But there is another side to the equation. It is one thing to make

services more efficient. It is another thing entirely to ensure that

these services adequately serve all parts of the community.

This can be a difficult assignment. Within municipalities, there

are great differences between neighborhoods in terms of needs and

problems. Unless this fact is recognized, there can be great

inequities in the benefits obtained in the different neighborhoods

from services provided, and in the priorities established for service

changes and public facility improvements to these neighborhoods.

The issue boils down to one of equity. This issue becomes

critical when placed in the context of limited resources. When

resources are limited, as they are in most municipalities,

measures must be taken to ensure that these resources are allocated

to service programs in a manner that will secure equitable distribution

of services throughout the community.

To achieve this objective, each community must carefully analyse

the service and facility needs of each neighborhood. It must rank

each neighborhood in terms of the kinds and quantity of services

and facilities needed and then design programs, within the limits

of available resources, to ensure that neighborhoods having the

greatest needs will receive the highest priority in making service

and capital improvement allocations. This approach may present
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political problems, although to do otherwise may present even

more difficult political problems. In the past, the people of

neglected and deprived neighborhoods lacked political clout, and,

therefore, received little or no attention from city government.

Moreover, they did not have the culture of complaining to City Hall.

If their housing was poor, their streets dirty, their neighborhoods

deficient in recreational facilities, their drainage and water and

sewer facilities inadequate, then "that was the way it was supposed

to be. " Now, however, the people of these neighborhoods, in

many Cities, are developing political sophistication and are learning

to call City Hall for assistance. Failure of City Hall to respond

effectively can produce a voter response at election time.

How can opposition to such an approach be minimized from those

neighborhoods that have always enjoyed good service? The

neighborhood analysis suggested earlier can help. If an objective

system is developed to measure the conditions in each neighborhood

and if the findings of these measurements are made known to the

public, it will help quiet the opposition. Further, if benefit

standards for each service are established and followed so that

people of all neighborhoods know what to expect from services,

opposition will be muted.

Savannah has undertaken a program to analyse the service needs

of each neighborhood. As a first step, the City was divided into

neighborhoods. In each neighborhood, the following conditions
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were measured:

1. Crime, by specific types.

2. Fire incidents.

3. Proportion of housing units that are substandard.

4. Extent to which streets and property were littered

with trash and debris.

5. Proportion of street block segments, properties and

structures subject to recurring flooding.

6. Proportion of structures with water and sewer service

deficiencies.

7. Proportion of streets that are unpaved or have deficient

pavement.

8. Adequacy of recreational facilities.

As expected, there were marked differences between neighborhoods

for each of the conditions studied. We found that neighborhoods

differed in terms of crime and fire hazards. They differed in

how clean they were. They differed in the condition of their

housing and in the adequacy of their water and sewer facilities,

and they differed in the condition of their streets and the adequacy

of their drainage facilities.

The neighborhoods were classified as problem or non-problem

neighborhoods by comparing them with the city averages for each
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of the conditions studied.

Neighborhoods that were in better condition than the City as a

whole were classified as non-problem neighborhoods, those in

worse condition as problem neighborhoods.

Once the problem neighborhoods were identified, the next step was

to determine what levels and kinds of services would be needed

to bring the neighborhoods up to an acceptable condition, and then

to calculate the cost of providing these services. This was done.

The information obtained from the analysis has been used in two

ways: First, it has been used in planning the City's annual program

of work. For example, as a result of thisprogram, the City has

instituted an intensified fire-prevention inspection program in the

neighborhoods with above average fire occurances, it has instituted a

litter-control program in the high-litter neighborhoods and it has

instituted a concentrated crime prevention program in high-crime

neighborhoods. Second, the City used the findings of this program

to develop its multi-year community development program.

With block-grant funds, the City has paved streets, made water

and sewer improvements, provided housing assistance, made

drainage improvements and recreational facility improvements in

the problem neighborhoods. It should be noted that none of
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Savannah's block grant funds have been applied to those

neighborhoods which the study program classified as non-problem

neighborhoods.

The significance of Savannah's Responsive Public Services Program,

when viewed in the context of scarce resources, is three-fold:

First, this program, for the first time in Savannah's history, under-

took to identify those conditions in each neighborhood that are

affected by the City's public services program and to determine

the level of services needed for the particular neighborhood to

address these conditions. This is a significant change in terms

of service management because it puts the emphasis on designing

services to meet the specific needs of a particular neighborhood

rather than on the basis of generalized community-wide need.

Second, the program has demonstrated that care must be used in

designing public services to ensure they are designed to meet the

particular needs of each neighborhood; otherwise, there can be

great differences in the benefits each neighborhood will receive

from these services. This means that municipal policymakers

must carefully consider what level of benefit will be acceptable

and then assign resources in a way to ensure that such benefits

are obtained for all neighborhoods. This is not always done.

The tendency, in times of scarce resources, is to maintain
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service levels in those neighborhoods without serious problems

at much higher levels than actually needed because it has always

been done this way, even though such practices clearly penalize

the problem neighborhoods.

Third, this program has provided the City with an objective system

for establishing priorities for capital expenditures to pave streets,

improve drainage, improve housing, improve recreational facilities

and up-grade water and sewer facilities. Controversy over these

issues has virtually disappeared since the program was instituted.

Further, it has provided a basis for establishing priorities to

up-grade public services.

As the financial resources of municipalities continue to grow more

scarce, it will become essential that ways be found to use these

resources in a manner that will effectively and equitably serve

all the citizens of the community. A program such as Savannah's

Responsive Public Services program can provide a means of

accomplishing this. Such a program can help make the management

of public service production and delivery more responsible, and

it can enable municipalities to make more effective use of their

limited resources for capital improvements and operations by

providing an objective mechanism for establishing priorities.

Presentation before the Snih-Committce on the City, Committee on

Banking, P-,inaiwe and trLral Affairs of the Ninety-Fifth Congress
Washington, D. C., July 26, 1978
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Mr. PATTIsoN [presiding]. Thank you, Mr. Mendonsa. We will next
hear from Donald Wasserman.

STATEMENT OF DONALD S. WASSERMAN, DIRECTOR OF RESEARCH,
AMERICAN FEDERATION OF STATE, COUNTY, AND MUNICIPAL
EMPLOYEES (AFSCME) -

Mr. WASSERMAN. Thank you, Mr. Chairman.
Summarizing the initial section of our statement, we think it is

proper that the subcommittee looks at the broad aspects of financial
problems in the cities. Certainly it is not a one-dimensional problem.

For example, productivity, in the full sense of the word, must exist
in a healthy economy. Instead we have had a. recession in the mid-
seventies and currently an unyielding inflation.

We also address the necessity of reasonable and equitable revenue
raising mechanisms by State and local government. Most State and
local governments fall far short here.

Most importantly, we address the Federal role in State and local
government financing. Here we are particularly interested in the man-
ner in which this money is directed.

For example, Mr. Chairman, as early as 1972, when President Wurf
testified on general revenue sharing, he said about State governments
that-general revenue sharing for State governments ought to be
conditioned on the degree of progressivity in State taxing programs.
His statement maintained that States without a progressive income
tax, relying instead on regressive property and sales taxes, should not
receive grants under revenue sharing. This, of course, would affect the
local governments within those States.

AFSCME holds now, as it did then, that while revenue sharing is
extremely important and, indeed, a very essential program, the Federal
Government should not be in the business of supplementing the
revenues of States which continue to raise taxes from those citizens
least able to pay and, thus, adding further to the distress of those
areas within a State which are most in need of adequate public serv-
ices and economic growth strategies.

We are aware of the chairman's concern over the plight of American
cities and the desperate need for a rational national urban program. I
think a part of such a program must include answers to some of the
questions raised during these 2 days.

We think the Federal Government has other roles to play. And,
frankly, we are a little puzzled as to how the administration is inter-
preting the role. It seems to us that one single Federal agency, the
National Center for Productivity and Quality of Working Life, has
been serving as the lead agency in convincing local governments to
examine their entire scope of operations and to determine what func-
tions may be done better or less expensively. It has pleaded and cajoled,
it has flattered and embarassed both cities and employee organizations
into self-examination.

The Center was beginning to make progress, at least in its working
with the public sector. People were beginning to listen. Productivity
projects were being initiated. The concept of productivity was begin-
ning to take on specific meanings in many cities. The word produc-
tivity, in fact, was losing some of its mystique in local government.



360

Now we learn that the center is being dismantled and that several of
its functions may be parceled out to a variety of Federal agencies.
We are not clear as to what activities will be assigned to the Office
of Budget and Management, the Department of Labor, the Depart-
ment of Commerce, the Civil Service Commission, and perhaps even
the Federal Mediation and Conciliation Service.

Frankly, we fear that an assignment of bits and pieces of the center
into a host of ongoing offices and bureaus in existing agencies has two
very distinct disadvantages.

One, accountability will be lost. The buck will not stop since the
finger always can be pointed somewhere else. Perhaps even more im-
portantly, this decision will result in blurring an important focal point.
Acting as the point agency in Government productivity concerns is
perhaps the most useful function of the Center.

If indeed productivity is the combination of effective and efficient
delivery of services, it seems to us that it must be a way of thinking.
It simply does not lend itself to the kind of fragmentation that I
sense is about to take place.

Our union, too, has a substantial stake in the survival and viability
of local government. As a matter of fact, more than 50 percent of
our 1 million members work for municipal government alone, and
perhaps two-thirds work for all of local government.

We have a substantial stake in the public's perception of public
employees. And, let's face it, that perception is not always positive.
In part, however, public perception is forged on a number of mis-
conceptions. One misconception is that State and local government
employees earn more than their counterparts in private industry. Di-
rect comparisons between wages in the public and private sectors are
not always easy to achieve.

For many years we have requested the Department of Labor's
Bureau of Labor Statistics to collect and publish the same kinds of
earnings data for State and local governments that it collects for vir-
tually all major and minor private industries. While BLS has ex-
panded its program slightly, there are still huge gaps that make direct
comparison difficult. This, too, is an area where the Federal Govern-
ment can assist State and local governments to make decisions on a
more factual basis by collecting the necessary data that is not now
collected-but that is collected for virtually every private industry.

Nevertheless, on an annual basis, the Bureau of Economic Analysis
of the U.S. Department of Commerce does publish earnings data for
the U.S. work force by major industry group. Recently released in-
formation showed that 1977 average wages for all State and local
government employees, including managerial, administrative, profes-
sional, and so forth, was $12,230 per year. The average wage for non-
educational State and local governmental employees was $11,721 per
year. The average employee in all U.S. industries earned $12,320 per
year, or about $10 per week more than noneducational State and local
governmental employees.

Comparable average earnings for other unionized industries were:
Mining, over $17,350; construction, over $14,650; manufacturing,

almost $14,000; durable goods manufacturing, almost $15,000; auto-
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mobile manufacturing, almost $20,000; transportation, $16,000; com-
munications, over $16,500.

Earnings in State and local government are even less than in non-
durable manufacturing.

Another misconception is that fringe benefits in the public sector
far outstrip those paid by private industry. According to the U.S.
Conference of Mayor's Labor Management Relations Service, fringe
benefits as a percentage of pay for hours worked in 1975 amounted to
41 percent for general employees in U.S. cities. A comparable U.S.
Chamber of Commerce employee benefits study showed, in the same
year, 1975, that on the same basis of comparison, that is, percentage of
pay for straight time hours worked, average- fringe benefits in the
private sector of the Nation came to 52 percent.

Translating this into dollars, cities paid $3,392 or 41 percent. Private
industry paid $4,672 or 52 percent of pay for hours worked.

There is only one conclusion. Private sector employees earn more
than city employees and have a more lucrative fringe benefit package,
both in absolute dollar amounts and proportionally to earnings.

Employment in city government has suffered. As a matter of fact,
there was an absolute decline between 1975 and 1976. And if it were not
for the Comprehensive Employment and Training Act, many large
cities would have undergone a decimation of their work force.

Our union has supported CETA from its inception, and has long
supported federally funded public service employment programs. But
let's be candid. Let's admit that when the Government acts as the
employer of last resort, jobs-not productivity-is the major concern.
Let's be honest enough to say right up front that there may be a con-
flict between the Government as the employer of last resort and in-
creased productivity of the public work force.

And let's acknowledge that national public policy correctly opts for
jobs at this time.

I am not suggesting that we throw up our hands. I am suggesting
that the question of productivity in city government is a multidimen-
sional problem. Within this framework we have encouraged the forma-
tion of local labor management committees where we can. And some of
these committees have dealt exclusively with productivity and the
quality of working life. We have attempted to improve the art of labor
management relations in the public sector so that critical decisions
can be based more on fact than emotion.

We have joined with public interest groups -and public management
in demanding that Federal agencies be more responsive to the data
and information needs of local governments that now employ almost
9 million American workers.

Thank you, Mr. Chairman.
[Mr. Wasserman's prepared statement on behalf of the American

Federation of State, County, and Municipal Employees (AFSCME)
follows:]

33-595 0 - 78 - 24
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TESTIMONY OF DONALD S. WASSERMAN

DIRECTOR OF RESEARCH AND COLLECTIVE BARGAINING SERVICES

AMERICAN FEDERATION OF STATE, COUNTY AND MUNICIPAL EMPLOYEES

BEFORE THE

SUBCOMMITTEE ON THE CITY

COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS

UNITED STATES HOUSE OF REPRESENTATIVES

JULY 26, 1978

The American Federation of State, County and Municipal Employees is pleased

to have this opportunity to participate in this panel on "How Can Local Govern-

ments Make More Efficient Use of Their Limited Resources?" This question is

posed within the framework of the Subcormmittee's Hearings "Proposition 13:

Prelude to Fiscal Crisis or New Opportunities." These issues are of particular

concern to our union: more than one-half of our one million members work for

municipal governments. Over two-thirds work for local governments.

The broad nature of the Subcommittee's Hearings these two days indicate

an appreciation of the broad scope of the problems facing local government,

their tax payers and employees. AFSCKE, too, has grappled with these problems

for some time. For more than six years we have been emphasizing the need for

substantial and meaningful tax reform at both the state and local government

level. We have warned that tax payers were getting fed up with unfair, un-

reasonable and regressive tax systems.

Now Proposition 13 is a fact of life and state and local governments

around the nation are faced with similar propositions or other tax or spending

limitations. For the information of the Subcommittee I have attached to my

testimony a copy of AFSCME's 1978 policy statement on State and Local Govern-

ment Tax Reform. It is substantially similar to other policy statements we
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have issued since 1972. Unfortunately tax reform seems to be as far off now as

it did then.

It should be stated for the record though, that while tax payers are

rebelling against unfair local taxes they are not rebelling against local

services. Several surveys, even in this post Proposition 13 era, reveal that

tax payers want and in fact demand services from their local governments.

It is also important to note that we believe the Federal Government

should play a key role in encouraging state and local government to be more

effective and efficient -- in short more productive -- in the way services are

delivered. When we -- AFSCME -- talk about productivity we mean both people

and systems -- and we also mean climate. People: the men and women who

raise the revenue and those who spend it; those who set the policies and

those who carry them out; the people who design the sanitation routes and

the people who collect the trash. All are responsible and each must be held

accountable. Elected leaders set policy. Managers design and administer.

Employees deliver services.

But productivity can only exist in a healthy climate. It starts with a

strong economy and a fair, adequate and reliable system of raising revenue.

The responsibility of nationally elected leadership starts with establishing

a firm economy, hardly a description of today's economy. The responsibility

of locally elected leadership begins with decisions on which services to

provide in what quantity and quality and how to pay for them. Local government

productivity efforts run afoul in a faltering national economy with disgraceful

state and local tax systems. Recession brings dramatic declines in sales

tax projections. Inflation in some areas has driven property taxes through

the roof and taxpayer resentment has virtually traumatized many public

officials.
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When we look for breakdowns in the system, we must first look at the root

causes -- look at the top of the hierarchy. Otherwise adjustments at the

bottom are likely to be little more than cosmetic. Mistakes made at the start

cannot be undone at the finish. This is not said to absolve workers of

responsibility. In no way should they be exempt from efforts to increase

productivity or from accountability. Incompetence and malingering should not

be tolerated at any level of the work force. A fair day's work for a fair

day's pay should be the order of the day at all levels. But when elected

officials or managers drop the ball workers should not be charged with the

error.

The Federal Government should play a role in the manner in which state

and local governments are financed. For example, as early as 1972 APSCME

President Jerry Wurf testified that general revenue sharing for state govern-

ments ought to be conditioned on the degree of progressivity in state taxing

programs. At that time our statement maintained that states without a pro-

gressive income tax, relying instead on more regressive property and sales

taxes for their revenues, should not receive grants under revenue sharing.

AFSCME holds as we did in 1972, that while revenue sharing is an important, indeed

essential program, the Federal Government should not be in the business of

supplementing the revenues of states which continue to raise taxes from those

citizens least able to pay, and thus adding further to the distress of those

areas within a state which are most in need of adequate public services and

economic growth strategies.

Mr. Chairman, we are aware of your continuing concern of the plight

of urban American cities and the desperate need for a national urban program.

Part of that program must include answers to some of the questions raised in

these hearings. It seems to us that survival of the cities certainly depends
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as well on how and to what degree cities are able to improve the effectiveness

and efficiency of the delivery of services to their tax payers. But even here,

Mr. Chairman, we believe the Federal Government has an. important role to play.

And frankly, we are puzzled as to how the Administration is interpreting

that role.

A single federal agency, the National Center for Productivity and Quality

of Working Life, has been serving as the lead agency in convincing local govern-

ments to examine their entire scope of operations to determine what functions

may be done better or less expensively. It has pleaded, cajoled, flattered

and embarrassed both cities and employee organizations into self-examination.

The Center was actually making progress, at least in its working with the public

sector. People were beginning to listen. Productivity projects were being

initiated. The concept of productivity is beginning to take on specific

meaning in many cities. The word "productivity" is losing some of its

mystique. Now we learn that the Center is being dismantled and that several

of its functions may be parcelled out to a variety of federal agencies. We

are not clear as to what activities will be assigned to the Office of Budget

and Management, Department of Labor, Department of Commerce, Civil Service

Commission, and Federal Mediation and Conciliation Service. Frankly, we

fear that a submerging of bits and pieces of the Center into a host of ongoing

Offices and Bureaus in other Departments has two disadvantages. Accountability

will be lost. The buck will not stop since the finger can always be pointed

elsewhere. Perhaps even more importantly, this decision will result in

blurring the focal point. Acting as the "point" agency in government pro-

ductivity is perhaps the most useful function of the Center. If productivity

is the combination of effective and efficient delivery of services, it must
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be a way of thinking. It simple does not lend itself to the kind of fragmentation

that I sense is about to take place.

For its part AFSCME has repeatedly stated its willingness and desire to

assist in making local government more productive. Our International President

Jerry Wurf has repeatedly challenged local government to join with AFSCOE in

raising the performance level of local governments -- from the elected officials

and department heads through rank and file employees. We have said that we are

prepared to bargain, negotiate, discuss or consult with local government manage-

ment on all aspects of the effective and efficient delivery of services,

including the productivity of its employees -- our members. Unfortunately,

local governments generally respond to this challenge only when battling a

severe crisis as in the case of New York City, or when an impending crisis

looms as in the case of several other cities. There are instances, however,

where we have been able to work out productivity arrangements with a number of

local governments. These arrangements are not altruistic.

We too have a substantial stake in the survival and viability of local

government. We too have a substantial stake in the public's perception of

public employees. And, let's face it -- that perception is not always positive.

In part, however, public perception is forged on a number of misconceptions.

One misconception is that state and local government employees earn

more than their counterparts in private industry. Direct comparisons between

wages in the public and private sectors are not easy to achieve. For many

years we have requested the Department of Labor's Bureau of Labor Statistics

to collect and publish the same kind of earnings data for state and local governments

that it collects for virtually all major private industries. While BLS has
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expanded its program slightly in this direction, there are still huge gaps

that make direct comparison difficult. Nevertheless, on an annual basis

the Bureau of Economic Analysis of the U.S. Department of Commerce does publish

annual earnings data for the U.S. work force, by industry group. Recently -

released information shows that 1977 average wages for all state and local

government employees -- including managerial and professional employees --

was $12,230 per year. The average wage for non-educational state and local

government employees was $11,721 per year. The average employee in all

U.S. industries earned $12,239 per year, or about $10 per week more. 1977

comparable average earnings for other unionized industries were:

Federal Government $14,291

Mining 17,352

Construction 14,664

Manufacturing 13,892

Durable Goods Manufacturing 14,766

Automobile Manufacturing 19,811

Transportation 15,999

Communications 16,684

Electric and Gas Utilities 16,743

These figures show state and local government employees earning substantially

less than manufacturing employees and even less than non-durable manufacturing

employees who earn $12,592.

Another misconception is that fringe benefits in the public sector far

outstrip those paid by private industry. According to the Labor-Management

Relations Service of the U.S. Conference of Mayors, fringe benefits, as a

percentage of pay for hours worked in 1975, amounted to 41% for general
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employees in U.S. cities. A Chamber of Commerce Employee Benefits Study showed

that average fringe benefits for private industry employees in the United States

amounted to 35.4% of total payroll costs in 1975. The Chamber reported, however,

that when fringe benefits were calculated on the basis of a percentage of pay

for hours worked, they amounted to 44.2%. Additionally, the Chamber reported

that when fringes were calculated on the basis of percentage of straight-time

pay for hours worked they came to 51.8%. It is this 51.87 that is comparable to

the U.S. City average of 41%. Using an identical basis for measurement, fringe

benefits as a percentage of straight time pay for hours worked, the 1975 cost to

private industry employers was almost 52% compared with a cost of 41% for

public (city) employees. Said another way, the actual dollar fringe benefit

expenditure per year in U.S. cities was $3,392 (or 41% of pay for hours worked

of $8,273). In private industry this expenditure was $4,672 (or 51.87. of pay

for hours worked of $9,021). There is only one conclusion. Private sector

employees earn more than city employees and have a more lucrative fringe

benefit package, both in absolute dollar amounts and proportionally to A

earnings.

A third misconception is that rigid union seniority requirements

prohibit management from promoting good deserving employees. I suppose that

somewhere among our union's 4,000 collective bargaining agreements there may

exist one that requires promoting the senior employee regardless of ability,

but I have yet to see it. Overwhelmingly promotions in local government are

based on qualifications and ability, with a measure of concern for tenure.

What union contracts should insist on -- and generally do -- is that manage-

ment make its decision in an objective and reliable fashion. Management
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should be held accountable and be able to justify by-passing experienced

employees. Most union agreements insist on no more than this simple procedure.

Our union, in fact, has indicated a willingness to cooperate in removing

rigidities that have become part of civil service systems over a period of

years. We support independent examination to evaluate the impact of civil

service systems on productivity.

A fourth misconception is that a public job is equivalent to a lifetime

sinecure. Apparently even substantial lay offs of public employees in most

major U.S. cities have done little to bury this myth. The truth is that

municipal employment actually declined between 1975 and 1976, the latest data

available. If it were not for the Comprehensive Employment and Training

Act many large cities would have undergone a decimation of their work force.

Our union has supported CETA from its inception and has long supported

federally funded public service employment programs. But let's be candid.

Let's admit that when the government acts as the employer of last resort,

jobs -- not productivity -- is the major concern. Let's be honest enough

to say right up front that there may be a conflict between the government

as the employer of last resort and increased productivity of the public

work force. And let's acknowledge that national policy currently opts for

jobs -- and properly should do so.

Mr. Chairman, I am not suggesting that we throw up our hands because of

these problems. Rather, I am saying let's understand the real dimension of

the problem and let's see how each of us can have some input without either

demanding or expecting miracles. Given the current fiscal and revenue

raising mess, the nation's unabating inflation, the organizational and

structural mistakes of local government, the inadequate quality of some

public management, the frequently contradictory regulations, guidelines and
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signals from Washington, let us recognize that arrangements made between

employers and employee organizations can indeed improve the functioning of

local government but they will not solve some of today's most pressing

problems facing local governments.

Within this framework AFSCME has encouraged the formation of local labor-

management committees to review ongoing problems, especially those that hinder

effective delivery of service. Some of the Committees deal exclusively with

productivity and quality of working life concerns.

We have attempted to improve the art of labor-management relations in the

public service so that critical decisions can be made based more on facts than

on emotion.

We have joined with public interest groups and public management in

demanding that federal agencies be more responsive to the data and informative

needs of local governments that employ almost nine million workers.

Last year AFSCME established a Public Service Advisory Board to assist

and advise the Union in setting our national policy objectives in a host

of critical areas. This Board is independent of the union and is made up of

20 men and women from government, academia, public interest groups, and

private business. It brings together some of our society's most prominent

opinion leaders and experts on local government issues. It makes an important

contribution to the efforts of AFSCME's membership, leadership and staff to

stay informed and participate intelligently in important national and local

debates. Currently a sub-committee of this group is reviewing the feasibility

of doing a thorough study of state and local government productivity.

AFSCIE encourages such a study.
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Twenty-Third International Convention
JUNE 26 -JUNE 30, 1978

LAS VEGAS, NEVADA

RESOLUTION No. in..R

STATE AND LOCAL TAX REFORM

I. WHEREAS:

2. State and local government has been one of the most rapidly
3. growing sectors of the economy in the last twenty years. There
4 are several reasons for this growth. The post-war increase in

5. population increased demands for "people oriented" services such
6. as education, health and welfare -- services which are largely
7. provided by state and local jurisdictions. At the same time, in
8. order to assure high quality services, it was necessary to increase
9. the wages and salaries of state and local employees, who were

10. seriously underpaid relative to the rest of the economy's wage
11. earners. In addition, states and localities are inherently more
12. vulnerable to inflation than are either the federal or private

13. sectors. Because state-local services are more "people oriented"
14. (e.g., schooling, health services, welfare) they are more labor

IS. intensive than the rest of the economy's output. As a result,

state and local jurisdictions are less able to adopt technological
17. changes which dampen the inflationary impact of rising costs.
18. WHEREAS:

19. Since economic growth responsiveness of state-local tax struc-
20. tures has not been sufficient to provide all the needed revenues,
21. both state and local government are forced to raise existing tax
22. rates and bases, adopt new taxes or cut the scope and quality of
23. public services.

24. WHEREAS:

Committee Committee Convention
Aiqnmnent Recoman edation - Action
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25. As state-local jurisdictions have played a larger role in the

26. economy, it has become increasingly important to rely on tax systems

27. which are both equitable and automatically responsive to economic

2& growth. This need, in turn, argues for the necessity of an ongoing

29. program of state-local tax structure reform.

30. WHEREAS:

31. This need for reform is largely concerned with two issues.

32. First, the burden of state and local taxes tends to fall more heavily

33. on the poor. Second, most state and local tax structures are not

34. adequately responsive to economic growth.

35. WHEREAS:

36. In order to achieve more equitable and growth responsive tax

37. systems, reform is needed with respect to the three most important

3F state and local government revenue sources: the income tax, the

39. general sales tax and the property tax.

40. INCOME TAXES

41. WHEREAS:

42. The personal income tax is not only the most equitable mechan-

43. ism for raising tax dollars, it is usually the only progressive tax

44. which is used by state and local governments. As such, it is criti-

45- cal that personal income taxes be used more intensively in order to

46. offset the regressivity of the other state and local taxes.

47. WHEREAS:

48. There has been some progress on this front in recent years.

49. Since 1961, 11 states have adopted the income tax, bringing the

50. total number of broad-based income tax states to 41. But these

51. new adoptions are by no means enough. Income taxes account for only

52. a meager 10 percent of all state-local revenues. Moreover, many

53. income taxes are not progressive. Several state income taxes (e.g.,

54. Pennsylvania, Indiana, Illinois) have proportional rather than grad-

55. uated rates; and, even some states which have nominal graduated tax

56. brackets have designed those rates to "top off" at relatively low

57. incomes.
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58. WHEREAS:

59. Income tax regressivity is particularly severe at the local

60. level where these taxes usually have no exemptions or standard

6r' deductions and which are levied only on wages and salaries. As a

62. result, most local income taxes are no more than payroll taxes in

63. disguise.

64. WHEREAS:

65. The use of the progressive personal income tax is the most

66. convenient vehicle for reducing the tax burden on low income tax-

67. payers. It also has the ability to generate new tax revenues auto-

68. matically during periods of economic growth. Such automatic growth

69. responsiveness is desirable in order to help governments to meet

70. the inevitably rising costs of providing public services to a

7 growing population.

72. GENERAL SALES TAXES

73. WHEREAS:

74. General consumer sales taxes provide the major source of state

75. tax revenues -- 30.6 percent of all collections in 1977. Unfortun-

76. ately, sales taxes are also the primary source of the overall re-

77. gressivity of the state tax system. This is because low income

78. families spend a larger proportion of their total incomes than do

79. higher income families.

80. WHEREAS:

81. This regressivity can be severe, but it can be offset either

8.1 by exempting necessities from the sales tax base or by adopting a

83. tax credit for sales taxes paid.

84. WHEREAS:

85. The exemption of certain "necessities" -- such as food -- from

86. the sales tax base is the most politically popular form of sales tax

87. relief. However, the benefit of a food exemption is much less than

88. that of a system of tax credits and rebates. Although the impact of

89. a food exemption is mildly progressive, much of the benefit goes to

90. wealthy individuals, who spend large absolute sums of money on food

91. items -- and do not require such tax relief on equity grounds.
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92. WHEREAS:

93. A system of tax credits and rebates is a more efficient and

94. equitable mechanism for offsetting the impact of a general sales tax.

-J. Such credits, geared to state income tax returns, have taken a variety

96. of forms. They can range from a flat dollar amount for each family

97. member to a variable credit based on the level of family income.

98. WHEREAS:

99. The most progressive form of a sales tax credit is the "variable

100. vanishing type." Under this system the size of the tax credit is

101. related directly to family size and is inversely proportional to in-

102. come. Thus, the larger the number of dependents, the larger the

103. credit; the higher the income, the smaller the credit. Of the eight

104. states (plus the District of Columbia) which have implemented sales

1'- tax credit plans, those in Hawaii, New Mexico and Vermont best illus-

106. trate this concept.

107. PROPERTY TAXES

108. WHEREAS:

109. Reform of the current system of property taxation has aroused a

110. good deal of interest because of two interrelated circumstances: the

111. problem of financing public education among communities with different

112. levels of wealth, and thd unfair burden that the property tax imposes

113. on certain groups of citizens -- the classic case being the elderly

114. person living on a fixed income.

115. WHEREAS:

1 The property tax has come under increased criticism from a wide

117. range of public officials as well as from the general public. How-

118. ever, this criticism often fails to recognize that the property tax

119. is potentially one of the most progressive revenue-raisers in state

120. and local finance. In fact, the property tax is the only major tax

121. in the United States which is levied directly on accumulated wealth

122. and unrealized capital gains income. Because of the many special

123. tax preferences in the IRS Code, a large number of very wealthy

124. people have little taxable income. A soundly structured, fairly
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125. administered property tax, on the other hand, would be a progressive

126. loophole-free source of income.

127. WHEREAS:

12s. Since property taxes finance such a large portion of public educa-

129. tion, reform in the method of school financing deserves high priority.

130. In order to compensate for differences in property values among school

131. districts within the same state, a program of statewide funding must be

132. adopted to finance public education. A major ingredient of statewide

133. funding would be proceeds from a graduated, statewide property tax.

134. These could be distributed to each school district as a flat per capita

135. grant for each public school student. If a school district chose to

136. spend more than the amount of its grants, it could augment this figure

137. by adopting a local sales or income tax. However, the amount of revenue

13' generated for education by either of these local taxes must not be

139. dependent on the wealth of the community. To achieve fairness in the

140. yield for such supplemental taxes, the state should adopt a "power

141. equalizer" formula. This would ensure that the same tax effort in a

142. poor community would yield the same number of tax dollars as it would

143. in a wealthy community. The funds required for this "leveling up"

144. process would come out of general state revenues.

145. WHEREAS:

146. Even with statewide, graduated rates the property tax would

147. still place a heavy burden on low-income families and on elderly

148. people living on fixed incomes. One effective mechanism for dealing

14S with this problem is the "circuit-breaker" which is now used in some

150. form in 25 states. This device provides a uniform system of tax

151. credits or rebates on property tax liability for those with low in-

152. comes, especially elderly citizens. Homeowners below a certain in-

153. come level -- say $10,000 -- would be exempted from a portion of their

154. property tax liability. Property tax liability would be gradually

155. removed at lower rates of income. Thus, income level is what "breaks"

156. the property tax "circuit."

157. WHEREAS:
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158. Further, renters could be included in a "circuit-breaker" system

159. by fixing a specific percentage of rent payments as representative of

160. property tax payments -- 15 or 20 percent, for example. This is done

-o1. on the presumption that landlords are able to 'pass on" to their ten-

162. ants a major portion of property taxes. A property tax credit or re-

163. bate for renters should also be tied to income so that the benefits

164. would be targeted to the low income family.

165. THEREFORE BE IT RESOLVED:

166. (1) AFSCME urges state and local governments to achieve more

167. equitable and responsive tax systems by: £ corportd
168. a. Relying more heavily on progressive personalA in-

169. come taxes for financing the growing demand for

170. public services.

b. Adopting tax credits which are variable and in-

172. versely related to taxpayer incomes to offset the

173. regressive effects of sales taxes.

174. c. Adopting a "circuit-breaker" system to provide

175. property tax relief for low and middle income home-

176. owners and renters.

177. (2) AFSCME urges state governments to assume a greater role in

178. public school financing by:

179. a. Increasing the reliance for funding on progressive

180. taxes, including adoption of statewide property

181. taxes with graduated rates or large exemptions from

the assessed valuation of property.

183. b. Adopting a system of "piggybacked" taxes with a

184. "power equalizer" formula which would assure the

185. same yield from the same tax effort in poor and

186. wealthy communities.

187. (3) AFSCME urges the federal government to expand its use of

188. grant-in-aid programs to include incentives for state restructuring

189. of regressive tax systems.

190. (4) Local governments must transform their payroll type "income"
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taxes to conform with the federal income tax base and include a

graduated rate structure.

SUBMITTED BY: International Executive Board
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Chairman REuSS [presiding]. Thahk you very much, Mr. Wasser-
man.

If such is the consensus here, we will withhold the second panel
consisting of the private sector's specialists and start our questioning
of those who have already spoken.

If there is no objection to that, let me start out. Let's take Dallas
and Cincinnati, respectively.

The population of the city of Dallas is
Ms. CATES. It is about 950,000.
Chairman REtuss. The county's name and population is-
Ms. CATES. Dallas County, and Dallas County has about a million

and a half.
Chairman REuss. And Cincinnati?
Mr. DONALDSON. We are in a metropolitan area of about a million

and a half, and a county of about a million, and a city popultion of
about 400,000.

Chairman RE-uss. And while we are at it, Savannah?
Mr. MENDONSA. The city is 150,000. The county is about 200,000. The

metropolitan area about 235,000.
Chairman REuss. What can be said about further forms of ion-

solidation between large urban cities like yours and their surrounding
counties? It seems to me that if one arrived here from-iMars, one would
not really set it up that way. You have got county c ps patrolling the
big highways, and city cops patrolling little high Zys, and various,
and bizarre arrangements about who pays for the library and museum.

And you have certainly got an awful lot of legislators, some who
work for the county and some for the city, who would probably do
better if they were paid and worked for one. You have a problem,
of course, if you start shuffling the two together. Then minority
groups, particularly black people, who have suddenly established a
foothold, feel they are being diluted.

You have lots of problems, but what about economy and efficiency
and saving a buck?

Mr. DONALDSON. There is no doubt about it. In our county there are
46 governmental agencies. If you go to a meeting of the Hamilton
County Firemen's Association it is a cast of thousands. Unfortu-
nately, the Federal Government's policy of extending freeways at no
cost, of extending sewer and water lines, the utility's policy of using
our ratepayers to pay the cost of extension to the suburban areas-
they have really not made much incentive for the suburban areas to
become part of the central city.

We have added to that problem white flight from the city that
probably is not very keen about being part of us any more. And,
finally, we have reached the point where our minorities have some
say in our city government. That complicates that problem even
further. It is also complicated because in our city we tend to be Demo-
crats, and in our county we tend to be Republicans.

So I think the likelihood of any kind of self-developed consolida-
tion is not very high. On the other hand, there are a whole series of
services that really are countywide, and that, for one reason or an-
other, the city of Cincinnati has taken on. And probably because we
were largest first and we were there the longest time, and we have
been able to do things.
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Like, for years we ran the Hamilton County Municipal Courts, and
we have now managed to find a way of going to the legislature and
handing that turkey back to the county government.

We are now in the process of trying to stick them with running thecorrectional institutions. We have gone through the process of work-
ing with them on water and sewer and on transit.

I think that there is some real future in taking specific activities
and metropolitanizing those. I think it is very unlikely that we'll
ever have less than 100,000 fire chiefs, though.

Chairman REUSS. Incrementalism has been going on for a long time.
And it is still quite incremental, I regret to say.

If farseeing changes by some political legerdemain could be made,
would you see the opportunity for visible savings for the taxpayers?

Mr. DONALDsON. I think not only savings for the taxpayers, but
particularly some share of the cost that the central city is paying.
The fact that we are the refuge for those people who need Govern-
ment assistance does not mean that the problem of the poor, the people
that, for instance, we run some 12 health clinics-there are no health
clinics in the county. And I assume if you get sick in the county and
you re poor, you move to the city. Well, it would seem to me reason-
able to expect that the population of the county would help pay those
kinds of costs.

Unfortunately, the tax rates are relatively high in the suburban
areas because they don't have facilities. So they are in the process of
taxing themsleves to build schools and to build other parks and things
like that.

But, certainly, nobody ever felt that it was rational. And our prob-
lems are compounded by the fact that our overall metropolitan area
is in three States.

Chairman REUSS. Could I ask unanimous consent to proceed for
another minute or two? I don't think you need to go into the same
detail, but is what Mr. Donaldson has said about Cincinnati-does it
have its analog in Dallas?

Ms. CATES. Yes. I think there are possibilities for State legislation
to provide incentives for services to be either county or city, so that
we are both not in criminal justice, we are both not in transportation,
we are both not in health.

There are things that the Federal regulations can do. For example,
encouraging low-income housing in the suburban districts by certain
types of guidelines. We have certainly tried in Dallas to spread more
of that type of service into the suburban jurisdictions.

Those kinds of strategies can provide us with additional clout in the
suburban cities with incentives to do that type of activity.

Chairman REUSS. Again, without going into too great a detail-
Savannah may be different, but would you say some of these lessons
apply to your own city?

Mr. MENDONSA. A couple of comments. No. 1, that we should be able
to accomplish consolidation. It is very likely that the cost of Govern-
ment would go down. In fact, it would go up because we would have
to raise the level of services that are needed in the suburban areas. So
that I think that has to be faced. It is, however, possible that the cost
to the people who now live within the city will go down because they
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are helping to subsidize the people in the unincorporated areas and
those people will begin to pay their fair share of the cost.

Point No. 2, however, it is very unlikely we will have consolidation
because the legislation under which we attempted it called for a double
majority. The people inside the city approved it, 3 to 1. The people
outside the city turned it down, 2 to 1. And overall it passed 2 to 1. But,
unfortunately, they had the veto in the unincorporated areas.

So unless we can change State laws to recognize the realities of
these problems, we will not have many more consolidations in this
Nation.

Chairman REIuss. I think you are all three right in your politics. I
will conclude with my intrusion on the time of my colleagues by saying
that I often question the wisdom of the Federal Government paying
the States $2 billion a year plus in unrestricted general revenue sharing
to give them more time not to do anything about the condition of their
principalities and powers in the cities and counties.

Representative Pattison is recognized.
Representative PATrIsoN. The notion of self-help fee for service,

where that is appropriate, is very attractive to me and has been for a
long time. We have a city in my district that did a very unusual thing.
It may not be unusual on a nationwide basis, but it is for our part of
the country. The downtown merchants were quite interested in doing
some facade work in the downtown area. However, they recognized
that if they just got the Government to do it, there would be under-
standable complaints from the rest of the city, for even though
it would benefit the whole city, it did benefit those merchants in
particular.

So they worked out a formula whereby they created a special bene-
fit district and assessed themselves within that district and worked out
a one-third their share, one-third community development funds and
one-third city in general revenues or something of that nature. And
I think that goes along with the notion of fees for garbage service and
things of that nature.

And so I am glad to see that we are progressing along those lines
and perhaps that is one of the bright rays of proposition 13 and what
is known as the taxpayers' revolt.

I am particularly concerned about the problem of leadership and
of competence at the local level. I have been in local government and
have observed local government in a variety of settings from very
small cities to relatively large urban areas.

I do not mean competence and leadership only on the government
level, but on the private level also. I see a remarkable lack of leader-
ship, historically, at the level of the people who are in the neighbor-
hoods and at the level of the people who are merchants in the cities,
sort, of a noncaring attitude about the rest of one's neighbors. Every-
body wants more parking, but nobody is willing to give. And they all
tell their own employees not to park in front of the store, but they all
park down in front of somebody else's store, and that's OK.

And so they clog the streets with their own cars and don't work
out arrangements so that people who are coming to shop can find
convenient parking.

They sweep their stores out in the morning and leave it on the street
because that is the city's job.
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If a tree dies in front of their property, just let it go, without water-
ing it or without replacing it because that is somebody else's job. And
fill up the alleys with boxes and whatever, packing crates and the rest
of it because once it is outside the store, it is not their problem.

It seems to me that there is a real problem-that without the lead-
ership that you get from local people we are not going to get very
far no matter what we do.

What can you do about getting that leadership? Is there any magic
solution to that?

I am not sure who I should address.
Mr. MENDONSA. I think we should let the elected official address

that issue.
Ms. LAMPHERE. I spoke briefly in my comments about-
Representative PArrIsoN. Unfortunately, I was not here.
Ms. LAMPHERE [continuing]. About early efforts we 'have made to

use marketing tools and techniques in public sector decisionmaking.
And you can change public attitudes through marketing techniques,
through public service announcements that begin to get through to
people.

Don't let your dog run unchained and don't litter in the streets be-
cause in the end, it is going to cost you money. And don't leave the junk
on the sidewalk because pretty soon, you'll get a special assessment.

Believe it or not, particularly in those things you speak about, the
nuisance things that are extremely costly and people do turn their
backs on, we have really marked up some scores in changing attitudes
and changing behavior.

It is a new field, a new effort in the public sector. But I think it has
tremendous potential. We have to concentrate on that. There is no rea-
son why these techniques in this field of expertise is restricted to pri-
vate sector activities.

It works well in other ways. There are other things but that is a
subtle little turn. We have begun to market neighborhoods, market
city living through posters and what 'have you, saying the city is where
the action is, and believe it or not, people are coming back into the
cities.

So we can change a certain course of events. We need to have as many
tools in our kit bag as everyone else does, and we are beginning to
awaken to that and I think collect some of them.

Representative PArrIsoN. Mr. Donaldson, would you like to comment
on that?

Mr. DONALDSON. I might just add a little bit.
I suspect the first thing is to tell people the truth. If they think you

are going to do it and they can be unpleasant and they will yell at you
loud enough, why, they won't do it.

And the truth of the matter is if you sit down and say, look, if you
want that thing done, you have to do it. And we in the city government
are here to help you do it and we are here to show you and we are here
to give you the benefit of any knowledge that we have. But really, you
have to participate in doing the thing.

And in our city, we went through the period of time of encouraging
citizen participation, and that amounted to having 47 neighborhoods
all come and yell at the city council.
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Well, of course the city council is very, very smart and they figured
out a way to get them off their back was to play them against each other.
So they ended up going away being perturbed at the city government
and being perturbed at each other, and, you know, not getting anything.
Somehow or another the idea was if you could just be unpleasant
enough and you could just be persistent enough, and if you could just
be around long enough, the city government would come pick up your
garbage or chop your tree down or build you a parking lot.

What has happened now is that the city council and the neighbor-
hood leadership have really taken a position of saying, we are going to
judge your interests in an issue by what you're personally willing to do
about it.

I think that we constantly use the excuse, the reason we do all of
these things is somebody wants us to do them. The citizens demand it.
That has got to be one of the grander lies of all times. Like a lot of my
friends who wanted me to run for office. You know, it isn't. true.

It just seems to me they are being honest and saying, look, we have
limited resources and you live here. I think that Cincinnati has an ad-
vantage that I have never seen in any other city that I have worked for,
and that is a tremendous pride and a sense of place and a sense that
Cincinnati, I think, if you asked most people from our area where they
come from, none of them would say Ohio; they would all say Cin-
cinnati.

I think that is that kind of pri de and that kind of sense.
It is interesting to note that most of our business people fly a city flag

and even in our suburban areas, the suburban schools all claim they are
in Cincinnati, even though they are not. I think it is that sense of kind
of pride and caring about the community and it is really there if you
ask people. Citizens are really very bright and are much more likely
to face up to reality than I think we who are insulated by the public
trough are.

Representative PArrsoN. Thank you. I think that my time has
expired.

Chairman REUSs. Thank you. Representative Kelly.
Representative KELLY. Mr. Chairman, I think that I understood cor-

rectly when the Chair said that he lamented the fact that we have rev-
enue sharing because it gives them, referring to the cities, more time to
do something about their act. And that is not good because they should
have done something about their act earlier.

Mr. Chairman, I don't know whether to be pleased at your conversion
or piqued at your plagiarism because that was exactly the argument
that I used when we were dealing with the New York bailout and the
chairman did not accept that logic then. But I am glad to see that he
recognizes the logic with regard to revenue sharing.

In this whole discussion about proposition 13 and the cities, I don't
hear any discussion from the people who are dealing with the prob-
lems about what the Nation or the Congress or you intend to do about
such things as illegal strikes, where the cities have laws that say the
municipal workers cannot strike. And yet, city after city, they do strike
and they do prevail. Nobody gets fired when all the smoke clears.
The taxpayers just put another rock in their pack and the people are
not fired, nobody is prosecuted, and the city just goes on as normal.
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And even in the case of the labor unions, there is a little bit of non-
sense too, because so many of the pension funds are not properly
financed. And somewhere down the road it would seem as though there
is going to have to be a reckoning. Along with the proposition if we
don't pay the pensions, are there going to be riots in the streets?

It would seem to me logically, there are going to be riots in the streets
when there is no money to pay the pensions.

Then there is this whole question of a growing ominous cloud of
regional competition where the North Central and the Northeastern
cities have abused their taxpayers and abused their economies and
driven their industries out of their areas. Now they are calling on the
Federal Government to bail them out. They are plaguing this city like
locusts. They are just milking the Federal cow and draining money into
these regional areas. Can't we all know that sooner or later, the south
or the west and the developing and growing areas that have tried to
conduct their affairs in a responsible fashion are going to tire of the
imbalance that is going to come from the regional competition?

I don't hear you people saying anything about that. I am listening
for the conversation that I think is meaningful and I am not hearing
it. I think it is all very learned and I think I am impressed with all
of the credentials and the buzz words and all of that.

But the things that I am speaking of seem to me to be the gut issues
and the damage that local governments through taxing policies are
doing to industry and impacting on industry in the form of direct
taxes and utility costs. And this is part of why we have the regional
problem of the Northeast and North Central part of the country.

This is what those industrialists say is the reason why they are
leaving.

What I would like to do is have some comment from you people on
these subjects that I have raised. The big war, the big issue, is just in
the development stage and the irritation of proposition 13 is just an
indication-it is not really the bottom line.

Mr. DONALDSON. Mr. Chairman, I am not really sure that that was a
question.

Representative KELLY. It was a subject matter. If you would like
some help about developing a question Mr. Donaldson, I will be glad
to assist you.

Can you find a question in all of that?
Mr. DONALDSON. As I say, I have never thought of myself as a locust

before, but the truth of the matter is it was in California, which is a
part of the country that doesn't have some of the relocation problems
and doesn't have some of the problems of obsolescence where the tax-
payers really rose up.

Representative KELLY. Well, do you think that a fire has caused the
relocation problem or do you think that was a mismanagement
problem?

Mr. DONALDSON. I think it has a lot to do with the changes in our
national economy.

For instance, in our city, we found that only 23 percent of the job
loss that we have had has been because people moved somewhere else.
The rest of it is because a lot of the kinds of industries that we have, we
in the United States are really no longer competitive and that those
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industries-for instance, the machine tool industry-is a very strong
part of our local economy and that the Germans and Japanese are in
that area.

I was going to say that I have been very fortunate. This is the first
time that I have ever worked in what I perceive as the Eastern part
of the United States. I served as a manager in California and Ari-
zona and in Washington. And it seems to me that at least to some de-
gree, it was the Federal Government's subsidy of reclamation projects,
the Federal Government's subsidy of highways, and some of those
things that made some of that movement occur.

Representative KmaLLY. Well, can I ask you, do you think that it is
the tax burden, the utility cost burden, the mismanagement burden
that is imposed on our industry and has robbed that industry of the
ability to invest capital in new machinery and new technology, and
has placed the United States at the bottom of the list of industrialized
countries that invest in their own capital, that maybe this had some-
thing to do with the fact that we have an industry that is not as com-
petitive as it used to be?

And isn't there a direct relationship, isn't the management of the
city part of that scenario?

Mr. DONALDSON. There certainly may be some truth in that. But, for
instance, the State of Ohio ranks some 48th or 49th in totaL taxes im-
posed. We are very, very low. We are lower than most of the States
that are held up as grand examples.

So that I am not sure that it is really that tax policy. It may have to
do with reinvestment, things like that, that I'm really not an expert
on, sir.

But it seems to me that the real difficulty that we are dealing with
is areas that have old plants and old buildings. And, you know, un-
fortunately, in America we have sort of retained the idea, you throw
away things that are old and you go move and build something else.

We have received Federal policies that kind of encourage that. In
my earlier remarks, the thing I really tried to point out is that, that
really, the rate of growth of our country has slowed down. The popula-
tion growth has slowed down and we need to plan to deal with that.
And we need to do it.

I certainly do agree with you that pitting one section of the country
against another or pitting one kind of city, old central city or suburban
city against each other is a mistake. It is really a problem we need to
work together with.

But, certainly, a lot of the burdens that have been imposed on local
government are really national burdens. Certainly the problem that
probably is our most critical problem right now is that we have a
whole class of citizens who did all of the things that were right. They
worked all their lives, they saved money, they participated in pension
plans, they did all of the things that are really what good Americans
do, and they retired and inflation has now made them poor people. It
has now driven them on to kinds of assistance that, for instance, our
city government provides.

I think it is really unreasonable to think that the people of the declin-
ing city of Cincinnati should be paying the cost, for instance, for
health care for some of those people or paying the cost of some of the
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other things that are necessary to do for those people. And, certainly,
one of the problems is that we need to look at some of the costs that are
imposed on local government and say, look, those really aren't local
costs. They really ought to be spread on a broader basis.

I think maybe that that is one of the things that the national Con-
gress hopes to do in providing revenue sharing and other assistance.

Representative KELLY. Mr. Chairman, I would just like to suggest
that businesses don't move because their buildings are old; they move
because they can make more money some place else. And that has a
ring of more realism to me. But perhaps the witness disagrees.

Mr. DONALDSON. The point is that for instance, industries are now
organizing on a horizontal rather than on a vertical basis. And a lot of
the industries that we have, their buildings were built during the early
part of this century and they are buildings that are three and four
and five stories high and it is more efficient for them now to be orga-
nized on aone-story building.

Unfortunately, our city built up around them. It costs money to
tear down the buildings. The advantages that we should have had
because we have a water system and a sewer system and a street system
and public systems have really been kind of offset because those kinds
of systems have been provided at taxpayer's expense, where you can go
out and you can level out a cornfield and build that building.

Representative KELLY. And install your own and still make more
money.

Mr. DONALDSON. And have the Government pay for it.
Representative KELLY. Thank you, Mr. Chairman.
Chairman REUSS. Thank you, Mr. Kelly. Representative Oakar?
Representative OAKAR. Thank you, Mr. Chairman.
I want to ask a question directed at anyone who would like to

respond.
I have been very concerned and I support these programs very

specifically, but I have been very concerned about the fact that the
Federal Government has really impacted cities with multimillion
dollar kinds of grants. CETA is a good example. You mentioned that.
The community development block grant moneys, all of which have
a very viable, important purpose.

And it has been my experience while serving local government that
when it comes down to the local level, in various studies that we have
done and GAO has done, that CETA, for example, is just a national
disgrace in terms of the number of people who are hardcore unem-
ployed but who are not being served.

The administrative costs far outweigh the actual earnings of em-
ployees and then many times these people can't get jobs after all of
that great training and local government has put the police and fire-
men, et cetera, on the payroll when they should not have and so on.

So those kinds of funds are not always used for what they were in-
tended. My question is, based on my position, do I continue to vote
for these kinds of programs that I know have a good end result or
could have, ideally speaking, or do we overregulate and not make block
grant money, for example, as flexible as it is? What do we do to insure
that administrators in cities are answerable to the people? As you
know, my own city of Cleveland is being asked some hard questions by
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the people in Cleveland as to whether we want to continue with the ad-
ministration and so forth. And lots of people signed a petition to call
back the administration.

So the discontent is real, but I don't think it is the only thing that is
going on in Cleveland. It is a catalyst for what is happening, I think,
throughout the country because that money is not really impacted-
it has not really impacted cities in the manner that it should.

So how do we insure, I guess following up on Ned's question, that
local administrators really use that money creatively and well and
with the best intentions? Do we do it by more regulations or do you
just scrap these programs?

Mr. MENDONSA. I would like to comment and I am sure that there
are others that would like to comment. But No. 1, under the com-
munity development block grant program, communities have far more
flexibility to establish priorities and to define their problems and to
develop their programs to address these problems than they do under
CETA.

Now, CETA is a little confusing in terms of what it is intended to ac-
complish. If it is designed, as I mentioned earlier, to deal with the
high unemployment during the cycles of unemployment, then it does
that at least reasonably well. But if it is designed to deal with hard-
core unemployment, these people who are chonically unemployed, who
cannot really get to work and the youth, then it is not really working
very well.

I mean you can put them to work-as soon as the moneys run out,
they are unemployed again. They are not trained and the program
that we are required to operate under, however, is subject to a great
many guidelines and standards which are imposed by the Federal
Government, not by the local communities.

If you would give us a block grant and say, look, here is $1 million
or $2 million or $4 million, you design a program to deal with the hard-
core unemployment, you have the flexibility to decide what will work
and what will not work.

I am egotistical enough to think that our local communities would
do a better job of dealing with that issue than we are able to do now
because there are Federal limitations on what we can do.

Representative OAKiAR. I would really be afraid to open that CETA
program any more because I think it has been tremendously abused. It
was my experience in just researching some of these cases on my own-
and I don't think Cleveland is any different from other urban areas be-
cause the national average in terms of abuse for CETA was very
similar to what it was in Cleveland.

So we just mirrored what was happening nationally in terms of
finding jobs and having a productive program. But it is my experience
that there were some jobs out there, but that the CETA administrators
really didn't bother too much to get these people on a gainful payroll.

Mr. DONALDSON. I think that probably all of you at one time or
another time read "Wind in the Willows," and you will recall there was
a toad in there that had a new enthusiasm every week.

Well, one of the problems in dealing with programs like CETA
is that every time we turn around, the Feds have a new enthusiasm.
And you know, you are never really sure in the long run what the
funding is going to be. There is always some kind of crisis during the
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summer whether there's going to be any more money or not. And if
you look at the structure of that kind of a program, it is pretty hard
to develop any long-term strategies for dealing with the problem
that is a long-term problem-the hardcore unemployed.

You know, we're not going to wave a wand over all of those people
and suddenly make them employable. Undoubtedly, there are cities
that have abused anything. Undoubtedly, there are people in Congress
that abuse things. But there are a lot of cities that have done very well,
and it seems to me that it might be helpful to look at the cities that
have done well and, in effect, give somebody a bonus for doing well
and saying, look, you know, we will really give you some time.

Representative OAKAR. Is that your recommendation on how to
change the law? Cities that use it well get a bonus?

Mr. DONALDSON. What if you just set up some goals and said, look,
here is the goal. We want you to do that. You know, the kind of thing
that is maddening, for instance, we had a 7.2-percent unemployment
rate in our city, and somehow, over the weekend, the Department
of Labor changed the way they figured that. And miraculously, prob-
ably the greatest thing that the present administration has accom-
plished, they dropped that unemployment rate from Friday to Mon-
day to 6.2 percent.

Now, you know, that is very difficult to try to plan or do anything
with a program that operates on that kind of stupid irrationality.
I think that that is some of the difficulty we get in in trying to meet
the goals and trying to meet the general ideas that you want to
establish.

Representative OAKAR. Can I ask you a question about encouraging
capital investment that will improve productivity and reduce long-
term costs, which is one of your points, I think, Mr. Donaldson.

I really welcome the response you gave to my colleague who just
left, because, being from a northern city and knowing that our indus-
tries are old and we have been crushed a la Youngstown, and so forth,
by the import problem that the Government has not really faced head
on and which has resulted in the loss of many, many jobs with the
dumping of cheaply priced foreign goods that goes on with many of
our older industries, I wonder, what do you do to encourage capital
investment in cities?

Mr. DONALDSON. One of the interesting things is that really very
few cities know very much about how their local economy works. We
just finished a study of 1,500 industrial employers in our metropolitan
area, and we found the single reason that people either did not ex-
pand in our area or left our area was not tax policy, was not Govern-
ment regulation, was not even the hot summer weather. It turned out
that it really was that we did not have enough skilled people, and it
seems to me that imaginatively dealing with that problem of pro-
viding skilled employees-and you know, there is some reason to
think that industry may very well follow people rather than the other
way around-and that with the CETA program, that you could
really do something about that, but that demands a kind of partner-
ship and a long-term commitment.

You know, if you are really going to start to do something about
that, it is inot going to work next year. There is not going to be a
miracle next year. It is going to take 4 and 5 and 6 years to do that.
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Representative OAKAR. Just one quick question: do you think tax
abatement should be an incentive for those older industries to stay?

Mr. DONALDSON. We find that it is reasonably effective in doing
that. Unfortunately, it is often hard to judge, since everybody else
gives tax abatements or tax credits. And so that, in effect, it becomes
sort of a competitive sort of an edge.

For instance, one of the big projects that is going on in our area
now is in Clermont County, which is the new Ford plant. That is there
on a tax abatement. So, we find ourselves in our city having people
come to us and say, "Why, if they can get it, why can't we?" And we
end up doing it.

I think that is a difficult kind of an issue.
Representative OAKAR. Well, I had a lot more questions, but my

time has expired.
Chairman REuss. We will return Representative Hanley?
Representative HANLEY. Thank you, Mr. Chairman.
With regard to the subject of consolidation of political subdivi-

sions, would it be reasonable to assume that if the obstacles could be
eliminated, far greater efficiencies could be effected? Is it reasonable
to assume that all of you would subscribe to that probability?

Mr. MENDONSA. Yes.
Representative HANLEY. Well, that is encouraging. That has been

one of my pet peeves. I have seen in my own home community, where
we have a city hall and its dynasty, and a few blocks away a county
office and its dynasty, serving essentially the same set of taxpayers.
Now, some years ago, there was a good reason for that division, be-
cause you had two distinctly separate set of citizens. You had the
rural folks, and then you had the city dweller. But time has produced
some changes, and now we have really an interdependent body of
citizens who, unfortunately, have to underwrite the cost of maintain-
ing two distinct governmental operations.

And beyond the administrative part of it, we think of-well, again,
in my own community, there are 19 towns, each one of them with a
police department, and you have the county sheriff, and you have the
city police department; and beyond that, you even have the constables.
Essentially, everybody is serving the same set of taxpayers. I do not
wish to oversimplify the ability to effect this type of consolidation and
recognition of all of the kings out there with their respective dynas-
ties, who would probably fight hard to prevail. But I think with a
proper program of education that the taxpayers would rather easily
understand the merit associated with consolidation or metropolitaniza-
tion, if you can call it that.

I recall back in our first go around with revenue sharing, I suggested
to the then-chairman of the Ways and Means Committee, Wilbur
Mills, that perhaps built into revenue sharing might be a requirement
whereas States and communities who demonstrated that they were
moving in the direction of walking away from that obsolete concept.
I lam delighted with your reaction or your response to my question.
That is certainly heartening to me. I would hope that this subcom-
mittee, through the hearing process and the field hearings that are
intended, can develop a highly decent case for this type of
consolidation.
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Ms. Lamphere, you related to overregulation. I wonder if you
might expand upon that, citing several instances where you feel that
overregulation prevails.

Ms. LAMPHERE. I would be happy to.
But I would also like to add a footnote to your previous comment,

and that is that some of the consolidation also has to take place at
the Federal level, and there is, in fact, legislation that has been
introduced to deal with this.

But I would simply state that in 1975-and that is now several
years ago-grant programs were offered by 74 bureaus within 28
Federal agencies and departments of the Federal Government. There
is still entirely too many categorical grants in the Federal system.
In my city alone, at one time there were over 1,400 separate Federal
grant programs in the city with no interrelationship between any of
them. So, there is a great deal that should be done.

One example, however, that addresses itself to your question is:
Every single bit of major legislation carries with it a number of
requirements. Some of the common ones, across-the-board require-
ments, are in for components that deal with citizen participation,
access to information, equal opportunity, planning, environmental
quality, occupational standards. Those exist in almost every single
bit of legislation that you deal with.

There is a separate mechanism required to comply for local govern-
ments to comply with each and every one of those requirements. It
should be possible to certify local governments' plans of compliance
for one program and say that certification carries to 'all.

Representative HANLEY. If the lady will yield. I find myself in
agreement with what you say, and I do not believe that there is a
member sitting up here who would disagree.

We recently instituted here in the Congress the sunset provision,
as you know, which, once that program has lived for 5 years, we
take a look at it, make sure that there is not a duplicative effort on
the part of another agency or whatever.

That was a heartening and encouraging innovation in the Congress,
and I would hope that we could deal more heavily in eliminating the
type of problem or alleviating-hopefully, eliminating, but at mini-
mum alleviating-the type of problem that you alluded to.

Ms. LAMPHERE. But I think we have to develop a higher level of
trust as well, because if you are going to have a partnership, one of
the essential elements is trust. Ask us what you will in the way of
performance standards, comprehensive planning, and so on. But then
trust us, once you have signed off on it, to carry through on the
programs.

This, too, then, will mean that, once certified, a city remains cer-
tified as having an adequate EEO program 'and things of that nature,
adequate environmental checkoff system, adequate vocational guide-
lines and objectives.

But this carries with it, then, greater delegation of responsibility
closer to the scene of action, which is in the communities.

I could- mention other things that I think should be done. We
always have a problem with funding. If there were a way of provid-
ing, facilitating greater use of funding of a single plan or program
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with more than one source of Federal funds, if State and local gov-
ernments could be assured at least a year in advance of the funding
level that was going to flow from the Federal Government.

We cannot plan if our future is so uncertain, so there are a number
of things of that nature that we would all be happy to provide.

Representative HANLEY. Thank you, Ms. Lamphere. I am advised
that my time has expired.

Chairman REUSs. If it is agreeable with everyone, I would now
like to call upon the second panel, that consists of two members, and
hear them, and then resume questioning, asking the existing witnesses
to remain because we have not finished with them.

Is there any objection to that?
[No response.]
Chairman REUSS. If not, Mr. Fosler, would you proceed?

STATEMENT OF R. SCOTT FOSLER, DIRECTOR OF GOVERNMENT

STUDIES, COMMITTEE FOR ECONOMIC DEVELOPMENT

Mr. FOSLER. Thank you very much. Mr. Chairman and members of
the subcommittee.

I am with the Committee for Economic Development, which is an
organization of 200 corporate executives who over the years have
taken an interest in the question of how to improve the productivity
and efficiency, and the management of city, county, and State gov-
ernment.

I am going to be addressing the question of how businesses can
provide assistance to local governments for the purpose of improving
management. But before getting into that question, I would like to
provide a little bit of context, given all of the talk that we have had
in the last year or so about the growing interest in developing public-
private cooperation and relationships to strengthen the ability of
government to deal with problems at the local level.

There are a number of different ways in which public-private rela-
tionships can be improved in order to meet public needs. Let me just
list a few: contracting public services to private business; shifting
some responsibility from the public sector to the private sector; co-
ordinating public and private capital spending and service opera-
tions; developing hybrid organizations that include the better char-
acteristics of both government and the private sector; private research
and development to improve government performance; economic de-
velopment which is compatible with improved public service opera-
tion. And there are others.

All of these have pros and cons and each has special problems. But
I think it is important to note that there are a variety of ways in which
the public sector and the private sector can interact for the purpose of
improving public services and dealing with problems at the local level.

Let me also note that the dichotomy between government and busi-
ness, or between the public sector and the private sector, is somewhat
less than precise. There is still a tendency to assume that business is effi-
cient and government is inefficient; that business is a fairly homogenous
set and that government is a fairly homogeneous set. The facts, how-
ever, are otherwise.
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Govermnent has grown in size and diversity to the point, where there
exist all manner of government organizations. Some are well-managed
by highly skilled, highly trained, highly capable people, who would
compare in every respect with the best managers in the private sector.
On the other hand, there are private sector organizations which are not
particularly well run. There are, moreover, a wide variety of organiza-
tions called businesses, ranging from the local candy store to the multi-
national corporation. It is important to take some care in talking
about the distinction between government and business, and what one
can do for the other.

All of those things said, however, I think that it is possible to state
with some confidence that there are things that business can assist gov-
ernment with at the local level for the purpose of improving manage-
ment, in order that efficiency and productivity can be increased.

It is important to distinguish between the characteristics that are
common to both business and government, from those that are not com-
mon to the two, so that we can be more discriminating in determining
what business really can provide to government and what it can't pro-
vide to government. Certainly business organizations and government
organizations are the same in the sense that they are organizations of
people. In many cases they tend to be quite large organizations. They
are complicated organizations. And by and large, they employ the
same types of people with the same educational backgrounds, coming
from the same kind of culture and having the same kinds of desires.

All of these things would suggest that there are ways in which you
would run both a business and a government which are probably the
same.

At the same time, there are important differences. The goals of gov-
ernment are politically determined, whereas in business by and (large
they are determined by the market. In government you don't have the
same precision of measuring performance as you do in the private sec-
tor. And, as Camille Cates noted, in government it is more difficult to
tie the revenue source to the actual service production, and that is one
of the advantages of the so-called wrttom line of the profit and loss
statement that the private sector has. Government decisionmakers tend
to have a shorter time horizon, geared toward elections, whereas busi-
ness men are better able to gear problem-solving toward problems. And
even though the nature of the work force is the same in business and
government the structure of employment is different.

In government, employees are also to some extent the employers, in
the sense that they elect the local officials, who then become their em-
ployers. This relationship clearly has an impact in the public sector.

What has been the experience with business assistance to Govern-
ment to improve management over the years? It goes back a long way,
perhaps back to the last century, when Woodrow Wilson attempted to
mn ke the distinction between policy and political determinations on the
one hand, and the administration of public services on the other. It was
suggested that there was no Democratic or Republican way to admin-
ister public services, but there was only a good businesslike way to do it.
While that idea has often been simplistically presented, and while there
are not clear distinctions between "policy" and "administration" it is,
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I think, possible to identify Government activities which are, or should
be, nonpolitical. And it is here where business can be most helpful.

There are a number of examples, and successful examples, where
business has helped Government improve management in recent years.
Because Ed Belanger from Niagara Falls was not able to be here today,
I was asked to talk about what happened in Niagara Falls with the
experience that the business community had there in working with lo-
cal government.

You have a copy of Mr. Belanger's testimony, which I think is quite
good. He notes that in 1975, the city of Niagara Falls was facing a
deficit in ifts budget of some $5.8 million. The city itself, the business
community there, was clearly upset. The community had economic
problems. The city was not well managed. They had financial prob-
lems. And the business community wanted to do something.

So they approached the city government and they asked what could
be done. And with some outside assistance, which I will refer back to
in just a second, they organized local business and formed what they
call the city management advisory board. The board worked directly
with the city government, providing technical assistance from business
over a period of initially about 6 months. And during that period, they
were able to turn the fiscal situation of the city completely around. By
the end of 1976, they had turned their projected deficit of $1 million
into a surplus of $748,000.

And I might mention that in the course of that assistance, they in-
volved the entire community in the effort. People in the community
bought short-term notes in order to stave off a bankruptcy which
was imminent at the time, and they were literally able to turn the
situation around.

I won't go into the details of all of the things that were accomplished
in Niagara Falls because those are well laid out in Mr. Belanger's
testimony, and I have mentioned some in mine as well. Briefly, they ad-
dressed such areas as departmental reorganization, financial proce-
dures, budgeting and planning, procurement, energy management, and
the like. And they found that not only did they have success in terms of
the technical improvements, but they had a remarkable success in forg-
ing a greater sense of trust and cooperation between the private and
the public sectors.

Let me also mention something else that is interesting with regard
to this project, which has been noted as a success in recent articles in
the Harvard Business Review, in Public Management magazine, and
a few weeks ago, in the Washington Post. A number of years ago, the
National Center for Productivity began developing ideas on how
to improve productivity in local government. A little bit later, the
Committee for Economic Development, the organization of business-
men that I work for, took an interest in the notion of how to im-
prove State and local productivity, because they were concerned
about the rapid growth of the State and local government sector that
is depicted on the charts that you have here, and that we are all con-
cerned about here today. CED depended heavily on the information
that had been prepared by the National Center for Productivity. We
solicited the advice of a lot of the people that you have here on this
panel today. We had a business-Government cooperative effort of our
own at the national level.
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One of our CED trustees, William Wendell, at the time was the
president of the Carborundum Corp. in Niagara Falls. He was
familiar with CED's work on Government productivity, and asked
me to come to Niagara Falls and to give the business and Govern-
ment leaders there some idea of how the business community and
the public sector might work together to deal with the financial crisis
they confronted.

I think it's an interesting example, both because it shows what
business can do at the local level to help Government and also because
I think it demonstrates the positive results that came from the care
and attention that has been given to this question over the past several
years by the Federal Government through the National Center for
Productivity, by professional managers such as the people that you
have here today, by public employee unions, such as The American
Federation of State, County, and Municipal Employees which was
involved in that effort, and by business through such organizations as
the Committee for Economic Development.

What kind of generalizations can we make about what business
really can do to help improve Government management? I think
Bill Donaldson hit the nail on the head when he said that getting
the business people involved as businessmen in setting policy and
dealing with difficult political questions is not a particularly good
idea. In fact, there have been some problems where that has happened.
Where business can be most helpful is in assisting to improve Gov-
ernment operations that are most similar to business operations.

In the case of New York City, the Economic Development Council
of New York, an organization of business executives which has been
quite effective in bringing business expertise to bear on Government
problems, found that when they dealt with such things as how to im-
prove the court case backlog, they were highly successful because they
were taking business expertise and transferring it to Government
where it made sense. Where they dealt with such political questions
as establishing the criteria for top school officials, for example, they
found that they tended to be at odds with some of the community
people who did not think that professional qualifications alone were
sufficient in determining who was going to run the school system.

The same was the case with the Greater Hartford Process, a massive
business assistance program. There were problems when the business
community got into the questions of determining policy and resolving
political questions. There was greater success when they helped to
carry out projects whose goals were set through the regular political
process.

I would suggest there are four areas where business expertise can
be useful. One is in developing and improving the administrative
components of Government, such as finance, accounting, auditing,
personnel management, and the like; and here again, with sensitivity
to the distinctions I mentioned before between the public and private
sector.

Second, in the development and use of analytic techniques such as
systems analysis, cost effectiveness analysis, and some of the more
sophisticated notions which in effect develop commonsense and ra-
tional problem-solving to a high art.

33-595 0 - 78 - 26
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Third, in line operations experience, where the operations of Gov-
ernment are similar to line operations in business-such things as
food services, motor pool operations, building and maintenance, ref-
use collection, transportation, paper processing, streetlighting, clean-
ing and laundering-and the list goes on. Where there is first hand
experience in the private sector as to how those things are done, there
is no reason why that substantive expertise cannot be applied in the
public sector as well.

And fourth, management know-how. An intangible, perhaps. The
tasks of management, by and large, tend to be fairly well defined:
Setting goals, planning, identifying alternatives, allocating resources,
motivating people, coordinating, control, evaluation, and the like.
But the contexts in which they are carried out in business and Gov-

ernment are quite different. The styles, the personal styles of man-
agement that are used, are also quite different. But still, I think it is

fair to say that sensitive managers, capable managers in the private
sector, with appropriate adaptation to the differences in the public
sector, can be effective in the political context of government.

You may have seen the article in the New York Times recently by

Felix Rohatyn, an investment banker, who became the chairman. of

the Municipal Assistance Corp., the so-called Big MAC in New York

City. He noted some of the awakenings that he had when he got in-

volved in the political world of New York. He had been in a business
which is always thought of as being very hard and tough minded, and

he became involved in the politics of New York State and New York

City as a part of his public position. In the Times article he char-
acterizes politics as "probably the cruelest form of activity known
to man short of war and cannibalism. The ruthlessness of political re-

lationships, the callous disregard for a minimal level of human kind-
ness have to be seen to be believed."

Now, that was his conclusion based on his experience. And perhaps
it would be different elsewhere. But many businessmen, I think, are

not aware of the problems that public officials deal with and elected
officials deal with, in identifying the ways in which they can provide

genuine assistance to local governments, and in determining ways in

which they can transfer the experience that they have. Increasingly,
they are learning that they're going to have to be sensitive to the real

differences between business and government; that they're going to

have to work on a genuinely cooperative basis rather than on a con-

descending basis, which has so often been the case in the past, to pur-

sue what they clearly understand increasingly as their joint pur-

pose. That is to keep down the cost of government by improving
efficiency and productivity, and to increase the effectiveness of govern-

ment to be able to deal with the range of problems in a local commu-

nity which clearly affect the business climate and the future of

business.
Thank you, Mr. Chairman.
[Mr. Fosler's prepared statement follows:]
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"Business Assistance to Local Government"

Mr. Chairmen and distinguished members of the Subcommittee:

My name is R. Scott Fosler. I am Director of Government

Studies of the Committee for Economic Development (CED), an organiza-

tion of 200 business executives and educators. I appreciate the

opportunity to appear here today to testify on the concerns of your

Subcommittee for improving the effectiveness and efficiency of local

government.

Over the past year there has been growing support for

"public-private cooperation" to solve such social ills as unemployment,

inflation, and central city economic deterioration. Recognition of the

potential benefits of having government and business working together

stems from a ccmbination of factors. Government is widely perceived as

having reached a limit in its ability to solve problems. Economic
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competition among regions has caused adversary groups in cities to

recognize that they have a common interest in preserving the local

economic base. Government increasingly has recognized its need for

better management, which, it is believed, the private sector can

supply. And there is a growing recognition that the fragmentation

of institutions and individuals in American society needs to be checked

and a reintegration begun: among business, government, and community

organizations.

There are numerous ways in which the public and the private

sector interact, each of which could be improved. These include

contracting public services to private business; shifting greater

responsibility to the private sector for providing services currently

the responsibility of government; coordinating public-private capital

spending and service operations; creating hybrid organizations that

combine the best of both public and private institutions; encouraging

private research and development beneficial to government; promoting

economic development that is supportive of greater public productivity;

fostering more intelligent consumption habits; and developing-the

creative potential of politics for synthesizing conflicting goals and

coordinating means of achieving them. This paper expands on just one

of these many facets of public-private cooperation: direct business

assistance to government for the purpose of improving public management.

As government costs have increased in recent years public

officials have been admonished to be more business-like in their

operations. Some governments have sought business assistance to

strengthen management, and the help provided has been highly useful.
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In other instances, attempts by business to help improve government

have failed.

Experience has demonstrated that while there is potential

for applying the methods and know-how of business to government to

increase effectiveness and efficiency, the transfer must be selective

in its approach and sensitive in its implementation.

The Fuzzy Dichotomy: Public and Private Sectors

Definitions of and distinctions between "business" and "gov-

ernment," or "private sector" and "public sector," are increasingly

vague. A business may be anything from a small candy store to a large

multinational corporation, and may be involved in manufacturing,

services, finance, retailing, transportation, or other diverse pur-

suits. The nature of a government agency can be equally variable.

The Department of Defense is a quite different operation-from the

Social Security Administration. The sanitation department of New York

City is an altogether different operation from the sanitation depart-

ment of Inglewood, California.

Some private sector organizations that are called businesses

may be so heavily regulated or bureaucratic that they tend to behave

more like the stereotype of a government agency. Some government

institutions, on the other hand, may have an entrepreneurial spirit,

independent sources of revenue, and flexibility in administrative

structure that tend to resemble what we traditionally think of as a

business.
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A publicly operated hospital has more in common with a

privately operated profit-making hospital than with a publicly operated

land fill. The characteristic of being a hospital in this instance is more

critical than the characteristic of being a government operation. On

the other hand, the public hospital will not necessarily benefit from

the management techniques used by a neighborhood camera shop, even

though it is a business.

Nor should it be assumed that all businesses are necessarily

better managed than government agencies. There has been notable

improvement in the quality of public management over the years. For

all the criticism of government inefficiency, examples are abundant --

at the Federal, state, and local levels -- of public institutions that

are unusually well run and staffed by highly trained and proficient

managers. The city management profession clearly has-raised the level

of public management in city governments.

It should also be recognized that the scale of operations of

state and local governments would rank them among the top corporations

in the country in terms of total budget or number of employees. New

York City is, of course, in a class by itself, in size if not in other

ways. Fairfax County, Virginia, with an annual budget in excess of

one-half billion dollars, would rank in the fourth quintile of the

Fortune 500 largest industrial corporations. The Community Services

Division of the Department of Social and Health Services of the State

of Washington would rank about 175th with a budget in excess of $1

billion. Such government operations as these in recent years have

attracted top quality personnel whose management ability would compare
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favorably and perhaps superiorly to that of the nation's top corpora-

tions_

Nonetheless, while progress has been made in Improving pub-

lic sector management, it is still safe to say that, in general,

government can still learn from business. The question is what can

they learn, and under what circumstances?

Characteristics Common to Business and Government

To suggest that business possesses expertise that may be

applicable to government assumes that there are certain similarities.

between the two. The key similarities include the following:

First, both business and government are organizations, and

hence are subjeet to principles that seem to be common to all organi-

zations.

Second, both are organizations that presumably have the

purpose of producing something of value to others outside of the

organization. This distinguishes them, for example, from other organ-

izations whose principal purpose is to produce something of value

principally or exclusively to those within the organization, such as

most political and social organizations whose essential purpose is to

promote the interests of their members.

Third, many business and government organizations are large,

both in terms of the numbers of people employed, the size of their

budgets, and the amount of capital employed. Principles and techniques

for managing large-scale operations are applicable to both in general.

Fourth, many business and government organizations are com-

plex, partly due to their size alone, and partly because of the degree
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of specialization required for production, the nature of technology

employed, the multiplicity and ambiguity of goals, and the correspond-

ing complexity of the environment in which they must function.

Fifth, the nature of the work force employed by both is more

or less the same in terms of cultural and social background, education

and training, experience, skills, and values.

Distinctions Between Business and Government

While the characteristics held in common suggest that there

would be substantial opportunity for the application of techniques of

management from one to the other, there are also important distinctions

between the two which limit that applicability or require a substantial

degree of modification.

First, the principal goals of government are politically

determined. They consequently tend to be multiple and often ambiguous

or intangible goals -- even more so than in business. The political

goals of government include not only the stated intent of public pro-

grams, but also contracts, prestige, power and other such values which

are not necessarily related to the presumed "output" of public service

organizations.

A second distinction deriving from the first is that in gov-

ernment the measure of output or results is much more cumbersome and

less precise than it tends to be in business. Even in those instances

where business goals are intangible and in some cases tend to be quite

similar to government, business performance is ultimately measurable

in terms of the profit and loss statement, whereas government typically

does not have so precise a "bottom-line."
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A third distinction is in the source of funding. Business

revenue derives from sales of the good or service produced, whereas

the revenue of most government agencies derives from a budget alloca-

tion of taxes collected from the public at large. Businesses and gov-

ernment agencies both have an interest in increasing their revenues,

but whereas to do so business must increase the quantity or price of

its output (presumably requiring it to be sensitive to consumer tastes

and pocketbooks), government agencies can increase the size of their

budgets through more skillful competition in the budget process which

may require little or no attention to the quantity or quality of its

services.

Fourth, government tends to plan and manage on a shorter

time perspective than does business. Public policy making is geared

as much to the cycle of two or four year elections as to the solving

of problems, whereas business decisions have relatively greater flex-

ibility to plan activities according to the time required to meet

long-term goals.

A fifth important distinction lies in the structure of

employment. Employees in government participate actively in the

selection of their employers, i.e., elected officials, in contrast

to business where management is selected by means that do not directly

involve employees. An elected official, consequently, is in the posi-

tion of being both the employer of his workers, at the same time that

he is their employee in that they are also citizens, taxpayers, and

voters. Civil service regulations also limit government management

in assigning responsibilities, rewarding performance, and penalizing

non-performance.
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Finally, government also has fundamental responsibilities

for the protection of life and property, the maintenance of order, and

the assurance of justice. The government manager works within a com-

plex set of constraints imposed by legislatures and higher levels of

governments which presumably are designed to meet a range of public

purposes, and which complicate his immediate tasks.

Experience in the Application of Business Methods to Government

The theory of public administration has drawn heavily upon

business experience ever since the last century when government began

to reach a size where it could no longer be managed solely by the ad

hoc application of common sense. As a scholar writing about the

problems of government administration in the 1880s, Woodrow Wilson

suggested a set of basic principles which laid the groundwork for

modern public administration. He emphasized the importance and the

potential for separating politics from administration, suggesting that

once political goals were determined they should be implemented

through the use of business-like methods. He also stressed the

importance of achieving economy and efficiency in government and the

importance of centralizing administrative control.

Business leadership played a major role in the progressive

era in attempting to bring professional management to government.

Emphasis was placed on centralized administration by a single chief

executive, the use of professional city managers, the selection of

personnel on the basis of merit rather than political patronage, and

the organization of similar activities into functional departments.
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Businesses continued to provide direct expertise to govern-

ment throughout most of this century, and the tendency has, if any--

thing, increased in recent years. There have been numerous efficiency

studies initiated by businesses or undertaken at the direct request of

a governor or mayor. In North Carolina, for example, a Governor's

Efficiency Study Commission estimated that it contributed more than

34,000 hours of executive time in identifying a potential savings of

$67 million, and recommended a host of actions to boost efficiency,

85 percent of which they believed could be implemented directly by
1/

executive action. In New York City the Economic Development Council

has provided business expertise to government in recent years. Efforts

such as these are common throughout the country at the state, county

and local levels. Two recent noteworthy examples occurred in Niagara

Falls and Pittsburgh.

Niagara Falls, New York: SPUR. In Niagara Falls a business

group called the Society for the Promotion, Unification, and Redevel-

opment of Niagara, Inc. (SPUR) worked with the city government to

resolve the city's serious financial situation and improve management.

The group formed a City Management Advisory Board to provide technical

assistance to the city government. Among the accomplishments of the

program were the following:

* Saving $160,000 by pooling and renegotiating the city's
liability insurance policies with the county's.

* Reducing volume of the city's data processing system
reports from 190 to less than 40 through user analysis
and reprogramming computer routines where-serious errors
existed. The new routines yielded an additional $60,000
in overdue parking tickets.

1/ Governor's Efficiency Study Commission, State of North Carolina, 1974.
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* Saving $80,000 yearly by replacing public works equipment

purchasing with a leasing program.

* Proposing the reduction of equipment maintenance through

a preventive program, yielding a yearly savings of $30,000

in labor and materials costs.

* Improving inventory management techniques at a savings of

$20,000 annually.

* Evaluating parks and public roadways crew sizes, which

resulted in increased productivity by reducing manpower

without reducing workload. The resulting annual savings

is $36,000.

* Establishing new procedures for street repairs, leading

to material and labor savings of $80,000 yearly.

* Revising runs for snow plowing-cleaning operations to

better utilize labor and equipment at annual savings of

$45,000.

* Reducing, revising and eliminating unnecessary street

lighting after evaluating grids use. Yearly savings

amount to $60,000-$l00,000.

* Creating a conservation program for city buildings with

all thermostats set at 65 degrees at a savings of $15,000

annually.

* Analyzing sewer treatment plant costs. The result was a

reduction i/,utility usage and anticipated annual savings

of $30,000.-

Allegheny County, Pennsylvania: COMPAC. In Pittsburgh, a

business group called the Committee for Progress in Allegheny County

(COMPAC) formed to "assist the county government assess its current

operating practices in light of modern business technology." The

Allegheny County Board of Commissioners requested the assistance of

business executives in the area, and a program was jointly agreed upon.

Task Forces were assigned to examine and help improve selected areas

of the county government's operations:

2/ Lee J. Stillwell, "Niagara Falls Experiment - Public-Private Sector

Marriage Saves City from Brink of Bankruptcy--But It Ain't No Honeymoon!"

Public Management, August 1977.
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* Purchasing and Contract Administration. A new purchasing
system was developed with estimated 50 percent reduction
in the time required for processing purchases and savings
of more than $250,000.

* Personnel Administration. A unified and computer-oriented
"Personnel Action Authorization" form was designed to
consolidate and simplify personnel procedures. EEO/AA-
procedures were improved; the recruitment base was broad-
ened; position classification was improved; and numerous
other changes were made to strengthen the system of person-
nel administration and labor relations.

* Computer Services. Task Force recommendations were expected
to provide an integrated computer operation that would
more fully utilize existing equipment and personnel, iden---
tify actual data processing costs and controls, and provide
for long-range planning of computer operations for the
entire county government.

* Cash Management. Recommended changes were estimated to
provide an annual cash acceleration of $2,667,000 for
investment purposes (which at 5 percent could earn $133,000
annually). -

* Program Budgeting and Management Information. The Taxes
Receivable system was to be computerized enabling the Tax
Claims Bureau to collect delinquent taxes more effectively.
Related changes were recommended to provide more complete
information on full program costs that could be used in the
budget process, in applying fo5,Federal and state grants,
and in performance evaluation.-

In general, business efficiency studies have been most success-

ful where business advisors have confined themselves to government

operations that are most akin to business operations with which they

are familiar. These are generally characterized by having specific,

clearly identifiable, and usually quantifiable objectives. For example,

the Dallas school system was most successful in using business exper-

tise to improve such elements of the educational system as transporta-

tion, food services, and building maintenance. New York City's Economic

3/ "Task Force Report Overview," COMPAC/County of Allegheny, Pittsburgh,
Pennsylvania, 1977.
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Development Council had its greatest success in the court system where

EDC advisors helped to cut a mammoth case backlog from 59,000 to 14,000

in two years (the first reduction in case load in 18 years), reduced

the number of defendants in detention from 4,200 to 1,300, and produced

an annual savings of $6.7 million in addition to a one-time savings of

$48.5 million. The court problems for the most part involved work flow

and scheduling, areas where advisors from Metropolitan Life, Equitable,
4/

and New York Life could readily apply their expertise.

There has been less success in those activities characterized

by a higher degree of political ambiguity or sensitivity. The Economic

Development Council's experience in the New York school system is

illustrative. While substantial advances were made in improving the

auditing, payroll, and personnel systems, problems arose when EDC

advisors suggested "objective criteria" for hiring school executives.

The school board was concerned not only with management experience and

capability of the candidates, but also with the ethnic background and

acceptability to parents, teachers, and voters.

The Greater Hartford Process, a consortium of business groups

which has provided substantial financial contribution to the metropoli-

tan area of Hartford in the past few years, encountered similar prob-

lems in dealing with politically charged issues. One of the partici-

pants in that effort concluded that business can best be of assistance

in pursuing clearly established goals that are determined by government

through the political process, rather than attempting either to

4/ David Rogers, "Business and the Urban Crisis: The Case of the-

Economic Development Council of New York City" in Willis D. Hawley and

David Rogers, Improving the Quality of Urban Management, Sage Publica-

tions, Beverly Hills, California, 1974, p. 457.
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establish those goals themselves or to assume responsibility for pro-

grams which are politically sensitive.

Even where business efficiency studies have tended to focus

more on the basic administrative problems of government,- a number of--

complaints often have arisen. Criticisms include the following:- that

businessmen tend to focus on efficiency to the detriment of effective-

ness or quality of public services; business people tend to. be patron- -

izing or scornful of government officials; businesses may assign less

than top quality people to advise city government; business advisors:

fail to understand or to acquaint themselves with the special political

and administrative problems that characterize government operations.

What Can Business Contribute?

Based on all of these factors -- the characteristics that

business and government share in common, the distinctions which would

limit the possibility for applying business methods to government

operations, and the knowledge gained from practical experience -- there

appear to be four principal ways in which the expertise or experience

of business could be useful in attempting to improve government manage-

ment.

1) Administrative Components. All large organizations share

certain characteristics which require basic support systems for smooth

operation. In general, these relate to the more routine functions of

administration, including finance, accounting, auditing, personnel,

information and data processing, purchasing, inventory control, plan-

ning, budgeting, and similar organizational requirements.- While each

of these components requires tailoring to account for important _
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organizational differences, many of the more substantive examples of

administrative improvement in government through application of business

methods have occurred in these areas.

2) Analytic Technique. The Federal government in recent

years has devoted more attention to the use of analysis -- such as

systems analysis, cost-effective analysis, program budgeting, and

management by objective. And while some state and local governments

have made impressive progress, many others still do not recognize the

need for, or actually use, analytic technique in an effort to reduce

costs or improve the quality of service.

While the substance of operations of many businesses and

government agencies may be different in many respects, analytic method,

or an emphasis on the application of rational problem solving, often

using quantitative methods, as an integral part of management and

organization, is generally applicable to most productive organizations.

Many of the more successful examples of direct applica-

tion of business expertise to government have involved the use of

analysis to improve operations with relatively clear objectives. For

example, in the early 1970s, the New York City Department of Human

Resources hired 500 managers, industrial engineers, and specialists

from the private sector to improve the effectiveness and efficiency

of welfare administration. According to one report,

The team effort.. .reduced the agency's
error rate by 50%, increased staff pro-
ductivity some 16%, trimmed the case load

by 109,000 people, and generated a $p9
million savings in welfare payments.-

5/ Arthur H. Spiegel, III, "How outsiders overhauled a Public Agency,"

Harvard Business Review, January-February 1975, p. 117.
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The reported success caused the leader of the effort to

conclude that:

...the scale of the team's achievements
suggests that the application of standard
business practices and results-oriented
people can prodijce high-magnitude gains
in government.-

There is a substantial body of specific analytic tech-

nique in business that is applicable to government operations. This

includes industrial engineering, value engineering, linear programming,

operations research (although it should be noted that operations -

research was first developed in the Federal defense establishment and

has since become more broadly developed within the private sector),

financial planning and analysis, and other standard and developing

techniques of analysis.

Of special importance is the need to develop in govern-

ment a grasp and use of the concept of marginal cost and marginal

return which is either consciously recognized and used in business or

else is an implicit part of private management understanding and

decision making. When government was relatively small and its objec-

tives fairly straightforward, it was a generally accepted practice to

simply establish objectives and to allocate whatever resources were

required for their accomplishment. However, the size, cost, and com-

plexity of many government operations today require more systematic

assessment of the trade-offs between the incremental costs and benefits

of meeting progressively more complicated, difficult, and marginally

important goals. In many government programs the relaxation of

6/ Ibid., p. 117.

33-595 0 -78 - 27
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standards or objectives by a slight margin could produce substantial

cost savings. While it is not generally recognized, the zero-based

budgeting technique which was developed in the private sector and now

is being widely touted in government, essentially aims to get managers

to identify levels of service ranging from the absolutely essential to

the more luxuriant, and assess the relative or marginal costs of those

various levels of services.

Business experience could also be helpful in determining

how analytic technique can be effectively managed, and incorporated as

an integral part of government operations. It is one thing to have the

analytic capability available, and to know that it is applicable to

specific operations, but it is quite another to master the art of

building in the use of analysis to improve planning, decision-making,

and the ongoing operations of government. Some state and city govern-

ments have established analysis units, but have not successfully used

them to improve operations. They may be simply ignored by line agency

managers who either do not understand them or fear them, or the anal-

ysts themselves may not have learned the art of selecting doable pro!-

ects that will show results, and working with line managers to imple-

ment them. Without top management support, such capability is likely

to go-unused.

3) Line-Operation Experience. Many line operations of

government are similar to business operations. Examples include food

services for public institutions; motor pool operations; building

maintenance; refuse collection; small transportation systems; and

paper processing. Such government operations stand to benefit from



411

- 17 -

the substantive know-how of businesses that provide similar services.

The expertise, technology, or general know-how that tend to make busi-

ness provision of the services more efficient or of higher quality

should be equally useful to the management of similar-government

operations.

These are also the services that are most successfully

contracted directly to private businesses, i.e., those that have pre-

cise and quantifiable objectives, tend to be relatively routine, and

are generally free of political conflict. -

Governments traditionally have purchased such-goods as

vehicles, office equipment, and other materials, and contracted for

such services as street lighting, solid waste collection, consulting,

communications, equipment repair, cleaning and laundering, and-the

health care of individuals. Private firms collect commercial, insti-

tutional, and industrial refuse in roughly three times as many--cities-

as do municipal agencies, and they collect residential refuse in-twice

as many cities as public operations (although, since the-larger cities

tend to operate their own service, 60 percent of the population is ser-
7/

viced by public refuse collectors).

Less frequently contracted services include water supply,

street maintenance, snow removal, building and safety-code enforcement,

animal pounds, building maintenance, food service operation, transpes-r_!

tation, health services, data processing, welfare administration, air

7/ E. S. Saves, Evaluating the Organization of Service Delivery: Solid
Waste Collection and Disposal, preliminary report, Cent-er for Government
Studies, Graduate School of Business, Columbia University, New York,
1975, pp. iv-v. Private arrangements include direct contact with a gov-
ernment, franchise granted by a government to a private firm to service
a designated area, and private competition with no government relationship.
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pollution control, flood control, jails and detentions, work release
8/

programs, civil defense, motor pool operations and education.

Deciding whether to provide service with in-house staff

or to contract with a private business is similar to the "make or buy"

decision faced by a business firm. Simply put, the question is whether

it is cheaper or more effective for an organization to make a given pro-

duct component itself, or to purchase it from an outside firm (or to

do both as a means of fostering competition for the in-house operation).

In theory, there is no reason government- agencies cannot

use the same management techniques and technology as the private sector

in the provision of similar services. And several studies have indi-

cated that in certain instances public operations are-indeed more effi-

cient than private operations of a similar nature. Private businesses,

however, often do have a practical advantage in being free of restric-

tive administrative or civil service standards and attracting more

capable or more highly motivated management and supervisory personnel

through higher salaries or other forms of compensation.

Contracting, however, also has its drawbacks. Governments

often have difficulty in drawing up contract specifications that assure

the job is done effectively and responsively, or otherwise assuring

compliance. And corruption -- principally bribes and Rickbacks -- is a

perennial problem with government contracting.

Experience and study have demonstrated that contracting can

be beneficial for some government operations, but thesoQteatial is

8/ Purchase of Service Contracting by Local Governments:- An Initial

Examination, The Urban Institute, Washington, D.C., 1974, pp. 131-132.



413

- 19 -

9/
not boundless nor can the risks be ignored. Success is highly depen-

dent upon specific conditions relating to the nature of the service, the

government's skill in contract management (which for most jurisdictions

is limited), the availability of competent businesses to do the work,

and the size of the jurisdiction to be served. One study, for example,

found that contracting refuse collection for residential waste was

less expensive for cities above 50,000 population, but not significantly
10/

different for cities with a population of 10,000 to 50,000.

The principal advantage in contracting may be to foster

competition among organizations providing services whether they happen

to be in the public or private sector. Monopolies, whether government

or business, tend to become less efficient, charge higher prices, or

provide lower quality or less responsive service; competition -- even

for public services -- is an alternative to regulation as a means of
11/

curbing these tendencies.

4) Management Know-How. A fourth type of business experi-

ence applicable to government is personal management talent. The for-

mal tasks of management for any large organization tend to be similar

in type if not in substance. They include the establishment of goals;

the analysis and selection of alternative means of achieving them; the

assembly and allocation of resources; implementation to-achieve

9/ See Lyle C. Fitch, "Increasing the Role of the Private Sector in
Providing Public Services," in Hawley and Rogers, op. cit., pp. 501-560.

10/ Public collection in a city of 60,000 typically was 22 to 35 percent
higher than contract collection depending on the level of service.
(Savas, op. cit.)_____ __

1f/ Allen E. Pritchard, "Private Delivery of Public Services," Urban
Options 1, National Urban Policy Roundtable, Academy for Contemporary
Problems, Columbus, Ohio, 1976, p. 63.
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objectives, including the coordination, monitoring, and control of

resources; the evaluation of accomplishment; and the linking of the

knowledge gained in evaluation back into the planning and goal-setting

process. The less tangible qualities of management have been endlessly

debated -- "vision, courage, sensitivity"; ability to synthesize and

act on limited information; skill in working with people; etc. The

intangible qualities of successful management probably vary as much

among private sector organizations as they do between business and gov-

ernment. The entrepreneurial talent required to initiate or aggressively

expand a new or uncertain business enterprise may be more applicable to

the creation of a new public program -- such as the control of the

environment or reducing poverty -- than to the management of a well-

-established business corporation which may be more interested in pro- -

tecting its position than venturing into new fields.

While the tasks of management may be the same for both-

large businesses and large government agencies, the content of activ-

ities and environment will likely have important differences, as dis-

cussed above. While successful managers in both the public and private

sectors concern themselves with "purpose, organization, and people,"

those factors are generally quite different in government and

12/
business. Nonetheless, experience has shown that capable managers

in business who are also adaptable and sensitive to the differences in

government can bring the same talent for management to the public

sector.

12/ Joseph L. Bower, "Effective Public Management," Harvard Business

Review, March-April 1977, p. 140.
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The Problem of Transfer

Over the years a wealth of management and operational exper-

ience has been transferred from the private sector to the public sector

through a variety of means. Governments hire consultants who have

business experience; government managers receive training based upon

business principles; public administration schools have developed cur-

ricula which rely heavily on business experience; the-vast and ever-

growing literature of public administration draws heavily on the exper-

ience of managing organizations in general, and business operations-in

particular; and in recent years many governments at all levels have

hired an increasing number of MBA's who have been trained specifically

in the techniques of business management.

The direct transfer of business expertise to government,

however, generally involves a personal relationship between business

advisors and government employees. The likelihood of success in these-

cases depends not just on the applicability of business practices,-but

also on the circumstances and the skill with which the transfer is-

undertaken. While the factors affecting success or failure in technical

assistance efforts may seem obvious, they are all-too-often ignored.

The first is the nature of the government operation and type

of technique to be applied. The simpler and more precise the technique,

and the greater its compatibility with the government operation, the more

likely a transfer is to take place. Establishing a new payroll system

will likely be more easily accomplished than developing a more complex

management system which requires a high degree of modification and___

threatens political and bureaucratic interests.
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A second factor is the political environment. It is a truism

-- but often forgotten -- that most change in a government agency, or

in any organization for that matter, requires the support or, at the

very least, the acquiescence of top management. Identifying the sources

of power influencing a government-agency can often be a problem, since

they may be found outside the agency itself, at higher levels of govern-

ment, or among private interest groups. For example, New York's Econo-

mic Development Council found that its recommendations to improve man-

agement of the city schools received what they felt to be inadequate

attention; to push for change they had "to go 'outside' and mobilize
13/

pressure on the board to get its reform recommendations implemented."

Business advisors to government often find the most difficult

challenge adjusting to or allowing for the role of politics. Felix G.

Rohatyn, a general partner with the investment banking firm of Lazard

Freres and Company, became chairman of the New York Municipal Assistance

Corporation during the height of New York City's fiscal crisis. He

has characterized politics as "probably the cruelest form of activity

known to man, short of war and cannibalism. The ruthlessness of polit-

ical relationships, the callous disregard for a minimum level of human
14/

kindness, have to be seen to be believed."

A third factor is the skill and sensitivity of-the business

advisors. Where the task is simple, technical expertise may be all

that is required. In more complex situations, however, a host of other

qualities is also necessary. Credibility -- which usually requires,

13/ Rogers, op. cit.

14/ The New York Times, July 12, 1978.
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but cannot be assured by technical capability -- can be as important

as real technical expertise in persuading people to try something new.

Sensitivity to the needs and hidden agendas of both the agency and

-individual employees is important for building support and in estab-

lishing trust. The ability to speak the language of the people with

whom one is dealing, both figuratively and literally, is important both

in building trust and in communicating to get the job done. --

Fourth, ambitious transfer efforts require a well-planned

strategy of intervention. Goals or expectations must be -clear and

realistic. Timing must be correct; the date of entry and- maximumz

activity must be compatible with important events, such as elections,

promotions, or budget cycles. And the commitment of resources (usually

meaning a sufficient number of capable advisors) must be assured.

Accounting for Changes in Business

A final caveat: those who would transfer business methods

to government might well ask how applicable the business methods are to

business. As noted at the outset, the distinctions between government

and business are not as clear as they once were. And there are several

trends that are tending to affect the functioning of all organizations,

whether business, government, or otherwise, which require adjustments

in management.

All organizations, whether public or private, are subject to

such changes as employee attitudes and educational levels, and political

and economic uncertainty in the country as a whole. Businesses them-

selves are continually working to adjust to such changes, and business

advisors to government should be cautious about transferring techniques
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that may be outmoded for business itself. In fact, it may be that

experience gained in the public sector in learning how to-make large

complex organizations perform effectively in an environment character-

ized by tightening resource constraints, uncertainty,-and conflicting

political interests, may in the future be of some value to managing

business.

Conclusion

There clearly is potential for business to assist government

in strengthening management in order to improve effectiveness and

efficiency. That potential, however, is limited to those aspects of

government operation that clearly lend themselves to the application

of business expertise. Not only does the target of business assistance

need to be carefully chosen, but the skill and sensitivity with which

the transfer of experience is undertaken will also affect its likeli- _

hood of success.
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Chairman REUSS. Thank you, Mr. Fosler.
Now, finally, Mr. Jack Nichols of the Evansville, Ind., Area Labor-

Management Committee.

STATEMENT OF JACK G. NICHOLS, COORDINATOR OF THE EVANS-
VILLE AREA LABOR-MANAGEMENT COMMYIITTEE, EVANSVILLE,
IND.

Mr. NICHOLS. Thank you, Mr. Chairman.
I understand I am the last to give testimony this morning. In my

kind of business, operating in the sensitive area between labor and
management, it is not often that I have the chance to get the last word
on anything.

The labor-management committee concept is not an especially new
one. It dates back prior to the productivity committee of the Second
World War, but it gained a great deal of stature there because it was
critical to our Nation that we have increased productivity and ef-
ficiency in our war effort industries. Labor cooperated fully, for the
most part, in doing what was necessary at the time to crank out the
goods and services that were required for our survival.

Productivity committees are not something that we can carry over
to present-day efforts especially well, however, because they do not
reflect a balance of the needs and concerns of labor as that group sees
them. Human relations committees, in effect, are a parallel kind of
effort. They are another slice of the overall concerns that labor and
management might have and be able to work on jointly. Neither has
the impact and application that the labor-management committee con-
cept can have and that we have in Evansville.

At present, there are essentially three types of labor-management
committees operating. The first is at the national or regional advisory
level, such as the President's Labor-Management Group.

The second type is industry wide, organized according to the goods
and services produced. The Department of Labor sponsors and is in-
volved in four that I know of-in Boston, Kansas City, Chicago, and
San Francisco. The one in Chicago concentrates, for example, in the
building and construction trades and deals with those kinds of busi-
nesses and labor groups only. Wayne Horvitz, Director of the Federal
Mediation and Conciliation Service, headed one of these up in the food
industry before occupying his present post.

A third type, the one I represent, is an areawide committee. Essen-
tially, it takes an entire geographic area and promises to work with
any and all kinds of industries, especially those that have the most
immediate impact on the overall health of the local economy, but even-
tually promises to hold out some kind of help or assistance to all groups
within that area.

There are some trends we need to be aware of. I suspect that a plant-
by-plant emphasis for labor-management committees, dealing with
plant-level management and the particular labor group involved in
that site or complex, is where the greatest successes will be achieved
in the foreseeable future.

I also suspect that we will not find any formula approach to making
a labor-management committee work. There have been many sugges-
tions on how we might go about setting up large numbers of commit-
tees, perhaps having some kind of set structure, end behaviors, and so
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forth. This approach will not work in many places without so many
variations in the formula that it is not a formula at all. Our Evans-
ville committee, for example, is very distinctive in that it is structured
systematically for the kind of industry and problems found in our
area.

There is a general balance of power between labor and management
in our country. Congress and the citizens of the United States seem
to be geared for maintaining this balance. It is precisely in the areas
of overlapping interest between labor and management where the
labor-management committee concept has the most to offer.

There are some ingredients of success which can be drawn from the
experience of existing committees. First, there needs to be some kind
of local initiative and control. Evansville started with a handful of
people sitting around a table, meeting regularly for over a year, dis-
cussing what kinds of things they did have in common, what kinds of
issues they might work on together, and what kinds of pitfalls and
problems they ought to avoid. Second, the source of funding is ideally
from outside the community. With the cooperation of local politicians,
Evansville and the other groups have found this kind of help, and it
has meant independence from the ebb and flow of local politics. Third,
there should be an emphasis on slow but steady progress. Area groups
generally start with the creation of in-plant committees dealing with
working conditions and matters that are relatively neutral, not spelled
out in contractual language, and to the mutual benefit of both labor
and management to resolve. Issues relating to restrooms and lunch-
rooms can be a vehicle for getting at more complex issues of overlap-
ping interest between the two groups.

There needs to be strong input from labor for the labor-manage-
ment committee concept to work. Typically, those on the assembly
line or in production feel that the comments and suggestions are not
listened to and not made -a part of management planning. In-plant
committees, where they have been most successful in our community,
are exactly those where there has been this kind of attention paid to
labor.

We have worked in Evansville for some kind of official status for
committees in contractual form, and have often been able to achieve
that. In four of the eight groups presently functioning after 1 year's
operation, that status has been achieved.

There are some measures of success for labor-management commit-
tees that I think can and need to be applied to such efforts.

First, rather than using overall economic indicators as the measure
of success, as some of the early labor-management committees did, we
need to find others that are more precise indicators of whether some-
thing has actually been accomplished or not. Evansville has tied its
successes to -a reduction of grievances, to reduced tardiness and ab-
senteeism, to lower rates of turnover, to the committees, and to the bal-
ance achieved by our local media in 'dealing with the complex issues
between labor and management either at a given plant or in the over-
all community.

Second, research on new measures must be continued. Evansville
is working with the Institute of Labor and Industrial Relations at the
University of Illinois to develop measures of attitude change, of pub-
lic awareness, and of other kinds of impact which can be achieved.
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There are some unique problems which will govern ultimately
whether the committee concept can be moved to the public sector from
its successes in the private sector. There are legal barriers to be faced.
There is the bitterness of municipal employees over their growing
feelings of powerlessness, even as their numbers increase. And there
is the increasing trend of government to deal directly with private
business by contracting services out. There is the further difficulty of
committees becoming very much involved in local politics if they as-
sist municipal employee unions.

There are problems ahead. Labor, in our community, is quite bitter
over the congressional losses of common situs picketing and NLRB
reforms, but there is a very strong feeling by both labor and manage-
ment that we have come too far to let the committee concept down.
We will continue very much as we have begun in Evansville, and in
that sense, even without Pete Rose, we have a new ballgame.

Chairman REUSS. Thank you very much, Mr. Nichols.
I would ask just one question of the panel, 'and a question, I think,

which was raised, if I am not mistaken, by the testimony of Mr.
Donaldson, who, I believe, said that if a city should, for reasons of
the laws of dynamics, shrink its size over a period of years from
800,000 to 600,000 people, then you would assume that you could do
with three-fourths of the employees that you once had.

Without disagreeing with your principle, there need, however, to
be a couple of important glosses on that principle; do there not?
One, for a while, at least, it may actually cost more for the city of
New York to send police and fire patrols to the burned out, depopu-
lated South Bronx than was the case when it was full of people.

And second, the mere reduction of numbers in a city may not reflect
who are the reduced numbers; and, therefore, there may not be the
precise arithmetic ratio between that which you had and that which
you have got, as described.

And there may be others. Would you accept those two?
Mr. DONALDSON. Yes, Mr. Chairman. I think some of the most

interesting insights into this whole problem are really some that you
developed in some hearings that you had previously, where you talked
about the problems of limits of growth and reduction. I thought some
of that testimony and some of the ideas that came out of that were
helpful.

But I think that the point I am really trying to make is that while
there may be some immediate problems, as you suggest, on the other
hand, we maybe need to think a little bit about what is that going
to mean 5 years from now.

Does that mean we are going to have big open spaces in our city?
Does the fact that we are getting smaller really mean that we have
an opportunity to provide larger plant sites?
.I do not think that getting smaller is all that bad. But the point

I am trying to make is that we can use that by doing some long-range
thought around that issue to be able to solve some of the problems
we have had over these years and that the opportunity, for instance,
in the South Bronx now to have large open spaces, that may very
well have future for industrial parks or have future for recreational
uses and things like that, are the opportunities we need to seize on,
and we need to see what we can do with that.
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I think the point I was really trying to make was that we tend
to deal with problems like the "taxpayers revolt" as a problem that
is a 6-month problem or a year problem and it will go away. The
problem of getting smaller and getting a larger dependent popula-
tion is one that we are going to have with us for a long time, and
what we need to do is to look at the implications of that in reducing
municipal costs and increasing municipal opportunities.

Chairman REUSS. I am entirely with you. For example, Vienna,
when it was descending from its level of the imperial city to that of
a provincial capital, found that the old battlements of the city made
a magnificent ringstrasse which added greatly to its elegance and
beauty.

And in Munich today the city is surrounded by layers of the onion.
Heavy forests right in the city limits harbor sufficient deer so that
venison happily shot under license by native sportsmen is cheaper
than beef, veal or pork in the Munich butcher shops.

So while I am not suggesting this is an immediate solution in the
South Bronx, you could do worse.

Mr. WAssERMAN. Mr. Chairman, may I add a word to that? I think
one other ingredient missing from Mr. Donaldson's statement is un-
derstanding which level of government in a State provides what
services. It is quite conceivable, depending upon the city, the govern-
ment level providing the service, and the nature of the population
loss, that such a decrease in population warrants no decrease in service
or employment.

During the last few years our experience has verified this point.
The recession of the mid-1970's played an important part here. So
at least in the larger, older cities of the East and Midwest, that the
need for services in these cities increased with a drop in population.

Chairman REtrSS. Right. But if there were sensible Federal policies
regarding full employment without inflation, which there are not
now, would you be willing to see somewhat of a shrink in the mem-
bership rolls of AFSCME?

Mr. WAssERmAN. We would hope to make up the loss in any mem-
bership-in the central city by expanding our organizational base into
the suburbs.

Chairman REUSS. Splendid. Thank you. Representative Pattison?
Representative PA~risoN. I was going to follow up that question.

Let me begin by saying that I think Mr. Wasserman's union is one
of the most progressive unions in the country, and not just in the
public service area.

But there is a natural tendency among any labor organization or,
for that matter, any human organization, that when things begin to
shrink you resist it. Featherbedding is the pejorative term, anyway,
of when somebody develops a new kind of printing, and you keep
the people setting lead type, et cetera.

Similarly, in New York recently, there was that marvelous coup
that AFSCME made with the New York State union. When you
are talking about the deinstitutionalization of particularly retarded,
putting them out in the community where, I think, most of us believe
they belong, there is a resistance on the part of CSEA; using terms
like dumping, which may have some validity, but nevertheless, there
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sort of stinks a bit of job protection there too. What is the attitude
of AFSCME about that? And is it different than the public
perception?

Mr. WASSERMAN. Well, as a matter of fact, Congressman, originally
the policy of our union favored deinstitutionalization as it was orig-
inally presented to us in most States. That is, there would not be a
complete dumping; rather there would be an exodus from the so-called
warehouses which, Lord knows, are far from ideal places of residence
for anyone.

But the other side of the proposal was to be the opening up of com-
munity health centers, for example. In other words, people who could
not be completely deinstitutionalized, nor who could be completely left
on their own, would have accommodations made for them.

Our experience, however, in a majority of States, was that while the
institutions were closed and cut back, there was no corollary opening
up of community health facilities. And so you did have many people
who were deinstitutionalized and left to fend for themselves who were
neither prepared nor equipped to do so.

Representative PArrsON. Aside from the merits or demerits of any
particular deinstitutionalization program, the thing I'm really most
interested in is the attitude of public service unions, public employee
unions, toward that phenomenon. In other words, not the merits of it,
but that you are going to lose some jobs from your rolls because when
you deinstitutionalize-for instance, even if it is done well-you tend
to have smaller units scattered around which are much more difficult
to organize.

Mr. WAssERMAN. We are willing to pay those consequences. Our
arguments against deinstitutionalization are based on human needs
not membership concerns. I would further say that there's one analogy
that has to be made between the concept of redundancy in the public
sector and the private sector, when in the private sector, where there
are layoffs, or where there are plant closings because a plant is out-
moded or shifts to another area, or where a manufacturer changes
lines of products, or whatever, typically there are institutional ar-
rangements that have been built up so that the brunt of the disloca-
tion does not fall on the worker himself.

In nationwide industries, for example, there are arrangements to
move employees. There are built in encouragements to aid mobility of
employees. There are supplemental unemployment benefits. There are
severance arrangements. Typically none of these arrangements are
found in the public sector.

Representative PARVSON. So what you are saying is, you make it that
much more difficult for a union to even be responsible if they want to
because of the pressures of their members, for instance? If you don't
have those arrangements to transfer people and get them other jobs
and adjustments, then you're going to have some problems of your
own. I think that is a good point.

My time has expired.
Chairman REUSS. Representative Oakar?
Representative OAKAR. Thank you, Mr. Chairman. Just for Mr.

Fosler, very quickly. You mentioned that one of the things you thought
cities ought to do or might do is to contract city services to private
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business, et cetera. And I would assume you would probably not like
to see that happen, Mr. Wasserman. But are you assuming that the
services, then, would be cheaper and better and more efficient? Your
testimony seemed to suggest that if cities would just have businessmen
running the cities, or at least assisting them-

Mr. FOSLER. No; I tried to be careful in suggesting not only what
kind of assistance business people might provide to cities, but also, in
the case of contracting out, what kind of service may be successfully
contracted out, under what circumstances, and what some of the impli-
cations are.

There is nothing that says that if you contract a public service to a
private organization, that they are going to do it more efficiently. And
there is documentation to the effect that in some cases it is not only less
efficient, but you invariably run up against problems of corruption,
kickbacks, bribes, and the like.

You have got problems of performance compliance. How do you
draw up specifications in contract which are going to guarantee that a
private contract is really going to do the job, that he is going to be
as sensitive to some of the nuances of public service that the public
employees themselves might be able to with public management?

There are all kinds of problems, and one of the dangers in talking
about contracting out public services is that I think in the public mind
there is the sense that business is efficient, government is not; there-
fore, if you shift responsibility from government to business, you get
greater efficiency.

I think that we begin to get some more studies to provide some data
on what kinds of services, under what conditions, for what levels of
population, can be contracted out successfully. And I know some of the
information that AFSCME has developed, demonstrating that in
many cases contracting out has been detrimental-it has cost more, it
has caused problems, and there is no doubt that that is the case.

I think you have got to be selective.
Representative OAKAR. Can you give me an example of where you

think a service might be contracted out, or in your research where that
type of service was more successfully run by the private sector than
by public employees?

Mr. FOSLER. In my prepared statement I noted some examples in-
cluding-there was a study that was done recently by Columbia Uni-
versity which attempted to determine what level of refuse collection, in
what population city, under what circumstances, can be contracted out
or franchised or the like. And I do cite that. And there are some poten-
tial problems with that because you have questions of accounting, of
how much does it really cost to provide the service in the public sector,
and how much will it really cost to contract out.

But, in general, the study found that contracting refuse collection
for residential waste was less expensive for cities above 50,000 in popu-
lation, but that it really didn't make that much difference for cities
with a population of 10,000 to 50,000. There wasn't that much of a cost
advantage.

Now, in addition to the fact that you may have a cost advantage
for cities about 50,000, you have also got to consider what are the pos-
sible disadvantages in terms of the opportunities for corruption or
the effectiveness or quality of the service, and the like.
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It is not an open and shut kind of thing by any stretch of the imagi-
nation. It is one more alternative. I would say that based on the
experience that I have seen, that contracting out to business has the
advantage, not so much of having a more efficient business operation
doing it, but of encouraging competition, of having more than one
organization providing the service. And that by having that kind of
competition, there is a tendency for organizations to pay more atten-
tion to quality and to pay more attention to cost, and that goes for
public organization as well as private.

Mr. WASSERMAN. May I add a word to that? It seems to me that
rather than the automatic assumption, too frequently made, that
contracting is going to be beneficial, that is, it is either going to increase
the service or reduce the cost of the present service, one alternative is
a study of the economy of scale for that particular operation.

While there has been much discussion here about Government con-
solidation which may be somewhat far off in most cases, we do have
experience where governments have at least gotten together to es-
tablish a special district or special authority, because of economy
of scale these special districts may be established to collect or dis-
pose of trash, to provide water services, or a host of other activities.
This is an often overlooked alternative to the automatic assumption
that contracting out is going to be beneficial to the taxpayer. -

Again, I would reemphasize what Mr. Fosler said. Certainly, our
own studies have indicated that contracting out frequently creates
far more problems. Our own review of the Columbia University Grad-
uate School of Business study indicated the same thing. We disagree
with both the hypothesis upon which this study was made and the
so-called conclusions of the study. We think both are faulty.

This study, I might add, was done by the same individual who some
years ago was advocating the voucher system for public education,
and who continues to advocate the privatization of public services.

Representative OAKAR. Just one more quick question, and that is
Mr. Fosler, you mentioned that essentially businesses and cities em-
ploy the same kinds of people and so forth.

This is just a question for anybody who wants to answer it. To
what extent is the patronage system involved? Is it on the decrease in
cities or are the drones still there that you really can't get rid of?

How have we been able to cope with that problem in cities?
Maybe the council member would like to answer that.
Ms. Lamphere. I would like to respond more positively to that

question than I think is honest.
It is still a problem and I think a good deal of the problem is a

management problem, in that we have really not developed the kinds
of incentives and payoffs for public employees that we really should.

We are doing better and there, we have found, for instance, in the
water department in the city of Seattle, that the most effective manage-
ment study we put together was one that had heavy involvement of
the employees on the task force that described jobs, the flow of work,
accountability, the reorganization.

The same thing is true in transit. I think Don Wasserman can prob-
ably give you other examples. But I think it is discouraging but I don't
think it is impossible. And I think that a facile answer for too long has

33-595 0 - ,8 - 28
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been that the system itself precludes change of attitude and better
performance, and I think until management really rolls up its sleeves
and tries some of the techniques that we now know are available, they
can't get away with that excuse any longer.

I think, however, having said that, that there is a need for reform
within the system from the Federal level on down.

Representative OAR-AR. Some sort of civil service reformn?
Ms. LAMPHERE. Yes; to introduce a greater element of merit and

reward for performance.
Mr. MENDONSA. You said patronage. Is that what you asked?
Representative OAKAR. Yes.
Mr. MENDONSA. Because in many of our communities, patronage

has long since disappeared. We hire people on the basis of their com-
petencies and training and we have people heading our departments
who have masters degrees and Ph. D.'s and bachelors degrees, and
they come from outside of our city and have had nothing at all to do
with the election of any of the officials.

Representative OAKAR. Can't you find any within your city?
Mr. MENDONSA. We certainly look for people within our city but it

doesn't necessarily follow that because someone grew up there, that
he is better qualified to deal with the problem than someone from out
of town.

As a matter of fact, he may know so many people in the commu-
nity, that each time he comes up with making a decision he is going to
offend some elder that he used to know as a child and, therefore, he
will not react quite as objectively.

So I think there are two sides to that issue. But patronage is not an
issue, at least in our city, and I suspect in most other cities.

Mr. WASSERMAN. May I add just one word of frustration and at the
same time a touch of irony. Some of the chief executives in State and
local government who yell the loudest about the productivity of em-
ployees working for them, administer patronage ridden governments.
There is a contradiction here, on the one hand, yelling for productivity,
and on the other hand, loading up the payroll with political hacks and
favorites.

Representative OAKAR. Thank you, Mr. Chairman.
Chairman REUSS. Thank you, Representative Oakar. I thank each

one of the members of the panel for a remarkable presentation, and par-
ticularly, Phyllis Lamphere for acting as coordinator.

Ms. LAMPHERE. Mr. Chairman, I would just like to add one thing. We
had hoped to have a film ready to show to you today. And the sched-
ule on that slipped a little. It will be available shortly and we will in-
vite members of the two committees to a viewing at your convenience.

Chairman REUSS. We understand these lapses in productivity from
time to time and we are looking forward to seeing it. It is my hope
that some of the materials in it may be useful for the report. In fact,
the series of reports and the subsequent series of hearings which are
planned on a subject that will not go away.

Thank you all very much.
[Whereupon, at 12:05 p.m., the hearing was adjourned, to reconvene

subject to the call of the Chair.]
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APPENDIX

THE FOLLOWING ADDITIONAL MATERIAL WAS SUB-
MITTED FOR INCLUSION IN THE RECORD

I. BACKGROUND MATERIALS ON THE GROWTH OF THE PUBLIC SECTOR,
TAX AND SPENDING LIMITATIONS, AND MATCHING REQUIREMENTS
IN FEDERAL GRANT PROGRAMS

1. Chart I'& Table I: Growth in Nunber of Public Employees.

2. Chart II & Table II: Own Source Revenue as a Percent of GNP, by Level
of Goverinment.

3. Chart III & Table III: Expenditures as a Percent of GNP by Level of
Goverrment.

4. Chart IV & Table IV: Tax Burden as a Percent of Income for an Average
Family, 1953 & 1975.

5. Table V: Recently Enacted or Proposed Restrictions on State and/or
Local Taxing and Spending Powers.

6. Table VI: States Which have Petitioned to Convene a Constitutional
Convention to Consider an Amendment Requiring a Balanced Federal Budget.

7. Matching and Maintenance of Effort Requirements for Selected Large
Federal Grant Programs.
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TABLE I: GROCWTH IN NUMBER OF PUBLIC FPL(JYEES-I'
(Amounts in Thousands)

FederalY State Local

1960 2,421 1,527 4,860
1961 2,484 1,625 4,992
1962 2,539 1,680 5,169
1963 2,548 1,775 5,413
1964 2,528 1,873 5,663
1965 2,588 2,028 5,973
1966 2,861 2,211 6,316
1967 2,993 2,335 6,539
1968 2,984 2,495 6,864
1969 2,975 2,614 7,102
1970 2,881 2,755 7,392
1971 2,872 2,832 7,612
1972 2,795 2,957 8,007
1973 2,786 3,013 8,339
1974 2,874 3,155 8,639
1975 2,890 3,268 8,828
1976 2,843 3,343 8,826

!/ Full and part-time employees, in thousands.

2/ Federal civilian employees.

SOURCE: U.S. Deparnment of Commerce. Bureau of the Census, Public Employ-
ment Series.
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TABLE II: IAL CM N SOURCE REVENUE AT EACH LEVEL OF GOVERNMENT,
SELECTED FISCAL YEARS

FISCAL
YEAR 1/ TOTAL 2/ FEDERAL 3/ STATE 4/ LOCAL 4/

Amount (millions of dollars)

61,532
66,680

107,602
153,102
202,585
333,810
381,849
484,650
572,615

As a percent of G.N.P.

29.2
24.5
28.1
30.9
30.6
34.8
34.2
35.6
35.4

46,405
43,527
73,113
99,800

125,837
205,562
223,378
288,565
323,527

22.0
16.0
19.1
20.1
19.0
21.4
20.0
21.2
20.0

7,712
11,480
16,678
26,094
38,507
68,691
84,327

107,645
140,926

7,416
11,673
17,811
27,209
38,242
59,557
74,144
88,440

108,592

3.7
4.2
4.4
5.3
5.8
7.2
7.5
7.9
8.7

3.5
4.3
4.7
5.5
5.8
6.2
6.6
6.5
6.7

1946
1950
1955
1960
1965
1970
1972
1974
1976

1946
1950
1955
1960
1965
1970
1972
1974
1976
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These data relate to governmental fiscal years which ended June 30th
or at some date within the 12 previous mnnths except that State
governments of Alabama and Texas (as well as their school districts)
with fiscal years ending September 30th and August 31 are treated as
though they were part of the June 30th group. Although Michigan
extended its June 30, 1976 fiscal year through September 30th, the
data in the report are for the period July 1, 1975 through June 30, 1976.

2 Consists of the actual receipts--net of refunds or recoveries---for all
activities undertaken by the individual governments or their agencies
including governmentally operated enterprises and public trust funds.
Excludes the proceeds from borrowing and intergovernmental transactions.

Includes tax revenue, charges for specific services or sales of
commodities, interest earnings, as well as receipts for the Federal Old
Age, Survivors, Disability, and Health Insurance Systems. (The major
Federal source of "current charges revenue" are postal receipts, payments
for equipment, services, and supplies related to national defense and
international relations, and proceeds frci agricultural product sales.)

State and local Government revenues from "current charges" are largely
derived from tuition, fees, and other income of higher educational
institutions, hospital charges, school lunch sales, and sewerage charges.
In addition includes: sales of commndities, interest earnings, and
miscellaneous sources of revenue for general governmental purposes.

SOURCE: U.S. Bureau of the Census: Historical Statistics an Governmental
Finances and Employment, 1972 Census of Goverhment, Volume 6,
Number 4 and Annual Series, Governmental Finances in 1975-76.
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I/
TABLE III: ¶TAL )GOVERNMENT EDPBDITURES- AT EACH LEVEL OF GOVERNMENT,

SELECFED FISCAL YEARS

Fiscal
Year 2/ Total Federal State Local

Amount (millions of dollars)

1946
1950
1955
1960
1965
1970
1972
1974
1976

79,707
70,334

109,685
151,288
205,682
332,985
399,098
478,325
626,116

65,640
42,429
69,310
90,289

118,996
184,933
208,602
252,634
322,028

4,974
10,864
14,371
22,152
31,465
56,163
72,496
86,193

124,108

9,093
17,041
26,004
38,847
55,221
91,889

118,001
139,495
179,980

As a percent of G.N.P.

1946
1950
1955
1960
1965
1970
1972
1974
1976

37.8
25.8
28.7
30.5
31.1
34.7
35.7
35.2
38.7

31.1
15.6
18.1
18.2
18.0
19.3
18.7
18.6
19.9

2.4
4Z 0
3.8
4.5
4.7
5.9
6.5
6.3
7.7

4.3
6.3
6.8
7.8
8.3
9.6

10.6
10.3
11.1

/ Payments to employees, suppliers, contractors and other final recipients
of governmental payments other than Inter overnmenta1 Ependitures. Inter-
governmental transfers are treated as expenditures of the recipient
governments so that Federal aid to state and local governments is reflected
in the total expenditures for those governments receiving the Federal aid.

See Footnote 1 to Table II.

SOURCE: U.S. Bureau of the Census: Historical Statistics on Governmental
Finances and Employment, 1972 Census of Governments, Volume 6, Number
4 and Annual Series, Governmental Finances in 1975-76.
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TABLE IV: TAX BURDEN AS A PERCENT OF INCOME FOR AN AVERAGE FAMILY, 1953 and 1975

1 Twice the 2 Four Times the3
Type of Tax Average Family Average Family Average Family

Tax as Percent Percent Tax as Percent Percent Tax as Percent Percent
of Family Income Increase of Family Incmne Increase of Family Income Increase

1953 1975 1953-1975 1953 1975 1953-1975 1953 1975 1953-1975

Total 11.8 22.7 92.4 16.5 24.6 ' 49.1 20.2 29.5 46.0

Federal Personal .
Income Tax 7.6 9.6 26.3 12.8 14.7 14.8 16.6 21.1 27.1

Social Security
Tax (CASDHI) 1.1 5.9 436.4 0.5 2.9 480.0 0.3 1.5 400.0

Local Residential
Property 2.2 4.0 81.8 1.8 3.2 77.8 1.7 2.5 47.1

State-Local
Personal Incmne 0.3 1.9 533.3 0.9 2.9 222.2 1.2 3.7 208.3

State-Local
General Sales 0.6 1.3 116.7 0.5 0.9 80.0 0.4 0.7 75.0

1 Estimates for average family earning $5,000
and earned by one spouse.

in 1953 and $14,000 in 1975 assuming all income from wages and salaries

2 Estimates for twice the average family. Family earning $10,000 in 1953 and $28,000 in 1975 and assumes that earnings
include $105 (interest on state and local debt, and excludable dividends) in 1975 and $25 in 1953 also assumes the
inclusion of net long-term capital gains of $1,040 in 1975 and $350 in 1953.



Table IV: Tax Burden as a Percent of Income for an Average Family, 1953 and 1975
Page 2

Estimates for four times the average family. Family earning $20,000 in 1953 and $56,000 in 1975 and assumes that
earnings include $965 (interest on state and local debt, and excludable dividends) in 1975 and $265 in 1953; also
assumes the inclusion of net long-term capital gains of $6,400 in 1975 and $1,730 in 1953.

(For additional assumptions used in these computations, see "Note" on next page).

SOURCE: Significant Features of Fiscal Federalism, 1976 Edition, Volume 1, Advisory Ccmmission on Intergovernmental
Relations, June 1976, Table XVI.
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NOTE: In computing Federal personal income tax liabilities, deductions
were estimated to be 14 percent of family income for the $5,000 family and 12
percent of income for the $10,000 family. Estimated itemized deductions were
assumed for the $14,000, $20,000, $28,000 and $56,000 families. Interest on
state and local debt, dividends, and one-half of capital gains (estimated,
based on I.R.S., Statistics of Income) were exluded from family income for
these computations.

Residential property tax estimates assume average housing values of
approximately 1.8 times family income for the average family in both 1953
($5,000) and 1975 ($14,000), 1.5 for $10,000 income (1953), 1.4 for $28,000
income (1975), 1.4 for $20,000 income (1953), and 1.1 for $56,000 income
(1975), with average effective property tax rates of 2.15 percent in 1975 and
1.20 percent in 1953. Based on U.S. Bureau of the Census, U.S. Census of
Housing; Commerce Clearing House, State-Tax Report&r; Internal Revenue Service,
Statistics of Income, Individual Income Tax Returns; and ACIR staff estimates.

In computing state personal income tax liabilities, the optional standard
deduction was used for the $5,000 and $10,000 families, the average of standard
and estimated itemized deductions for the $14,000 family and estimated itemized
deductions for the $20,000, $28,000 and $56,000 families.

Estimated state-local general sales tax liabilities are based on the
amounts allowed by the Internal Revenue Service as deductions in computing
Federal personal income taxes.

The percentages shown for state-local personal income and general sales
taxes are weighted averages (population) for all states including those without
a sales or income tax.
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TABIE V: REIEMTLY EMACT OR PROPOSED RENICTIONS ON STATE AND/OR LOCAL TAXING
AND SPEDING PcM.ES

STATE TYPE OF RESTRICrION AND REMARKS
I YEAR OF ENACIM_

_______ nNsrrI U 4ltIAL I STAIFIORY

Arizona Pending Amendment limiting tax revenue to
7 percent of personal income will
be on the November ballot. ¶N'o
proposed amendsents similar to
Proposition 13 are pending before
the legislature.

California 1978 Limits property taxes to 1 percent
of assessed value, increases in
assessed values limited to 2
percent per year; any new taxes
require a two-thirds vote by the
legislature.

Colorado 1977 Allows a 77 increase in general
fund spending with an additional
47 to reserve fund. Amounts over
117. refunded to taxpayers.

1978 Indexation of the state personal
income tax to prevent inflation
from pushing taxpayers into higher
tax brackets.

Pending Amendment limiting state and local
spending increases to statewide
cost-of-living increases.

Massachusetts Pending An amendment limiting state
expenditures passed by this year's
legislature mist be passed by next
year's legislature before being
put on the ballot in 1979.

Michigan Pending An amendment limiting state
revenues to 9.1-9.4 percent of personal
inccx will be on Novemnber ballot.
It also limits growth in assessed
value to cost of living index
increases.
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Table V - Page 2

StALE'YE OF RESTEICT1I1N AND RE2~1AEKS
YEAR OF ENACR-ENT

CX)NSTITUIXA STA'flIO Y

Nebraska 1978 Legislature passed two bills in
special session limiting local
property tax increases and
allowing local voters to impose
spending lids.

New Jersey 1976 Spending increase limited to
increase in the state personal
inccIe (federal series). Increase
of between 9 and 107o for this year.

Oregon Pending Initiative will be an November
ballot which is identical to that
passed in California except
property taxes will be limited to
1.5 percent of assessed value.

Tennessee 1978 Spending increase limited to
growth in the econcmy. Increase
approximately 11% this year. Pro-
visions for full or shared costs
for mandated program to local
governments.
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TABLE VI: SLATES WHICai HAVE PETlTIONED C(1GRESS TO CONVENE A WONSTI'UICONAL
CINVENION TO CONSIDER AN AMk0IENT REtIRLG A BAIANCED FEDERAL

ALABAMA NEVADA

ARIZONA NEW MEXIOW

NH DAM

DELAWARE OKLAHOtMA

FLORIDA OREGON

GEORGIA PENNSYLVANIA

KANSAS SOUMl CAROLINA

LCUISIANA TENNESSEE

MARYLAND TEXAS

MISSISSIPPI VIRGINIA

NEBRASKA WYOMING

NIOE: Tnf-THIRDS OF THE STATES bJST PASS A RESOUJLrION CALLING FOR
A CONSTITlUTIOINAL CONVENTION BEFORE SUCH A CONVENTION CAN BE CALLED.

33-595 o - *a -29



MATCHING AND MAINTENANCE OF EFFORT REQUIREMENTS FOR SELECTED LARGE FEDERAL GRANT PROGRAMS a/

California's
Share of 1977

CFDA Agency Program (in

Reference and thousands Requirement for State Maintenance of Effort

Number b/ Program of dollars) and Local Match Requirement

Department of Aericulture

10.418 Water & Waste
Disposal Grants
for Rural
Communities

10.500 Cooperative
Extension
Service

10.561 Administration
of Food Stamps

10.555 National School
Lunch

26, 387 None

None55 percent6, 261

33, 629 50 percent

32,739 75 percent for paid-lunch program

except less in states with per

capita incomes below the national

average. Ten percent of matching
funds must come from state and

local revenues other than those

raised from student charges.

None

State spending for admini-

stration must exceed fis-
cal year 1977 levels to
qualify for federal funding

of administrative costs.

10.557 WIC--Special 17,340
Supplemental
Feeding for
Women, Infants
and Children

… - _ - - - - - - - - - - - - - - - - - -

No; but state and local agencies None

bear administrative costs in

excess of 20 percent of the total

grant.
… 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

(Continued)

*Source: Congressional Budget Office: Proposition 13: Its Impact on the Nation's Economy,

Federal Revenues and Federal Expenditures, July 1978

None



APPENDIX TABLE (Continued)

California 's
Share of 1977

CFDA Agency Program (in
Reference and thousands Requirement for State Maintenance of Effort
Number b/ Program of dollars) and Local Match Requirement

Department of Health. Education, and Welfare

13.224 Community
Health
Centers

13.232 Maternal &
Child Health

13.428 Title I
Compensatory
Education

13.449 Education fer
the Handicapped

13.478 School .Assis-
tance in
Federally
Affected Areas
(Impact Aid)

20,101 Yes; determined on a case-by-case
basis

11,493 Part A formula grants have a 50
percent match

13?, 880

18, 609

None

None

98, 546 None

None

None

Fixed Base: Combined fis-
cal effort per student or
aggregate expenditures for
preceding year must equal
95 percent of second pre-
ceding year. (Waivers
are allowed.)

Fixed Base: Level of ex-
penditures for handicapped
from state and local
sources for application
year must equal preceding
year. (No waiver
allowed.)

None

(Continued)

l



APPENDIX TABLE (Continued)

California's
Share of 1977

CFDA Agency Program (in
Reference and thousands Requirement for State Maintenance of Effort

Number b/ Program of dollars) and Local Match Requirement

(NEW. continued)

13.493 Vocational
Education

13.600 Headatart

13.624 Rehabilitation
Services and
Facilities--
Basic Support

13.635 Nutrition Pro-
grams for the
Elderly

13.642 Title XX
Social
Services

13.714 Medicaid

38, 803 50 percent

32,042 20 percent; can be waived for low-
income communities and those hit
by natural disaster.

55, 996

17, 725

262,060

20 percent

: 10 percent

25 percent

1,217,425 Varies by state between 27 and 50
percent

Fixed Base: Per pupil or
aggregate spending for
preceding year must equal
second preceding year.

General non-supplantation
requirement.

Fixed Base: State spending
ust equal fiscal year 1972
level.

Fixed Base: Regulations
require continued support
at prior year levels.

Fixed Base: state and local
spending must equal fiscal
year 1973 or 1974 levels.

None

13.808 Aid to 1,005,944 Varies by state between 27 and 50 None

Families percent
With Depen-
dent Children

(Continued)



APPENDIX TABLE (Continued)

California's
Share of 1977

CFDA Agency Program (in
Reference and thousands Requirement for State' Maintenance of Effort

Number b/ .Program of dollars) and Local Match Requirement

Department of Housine and Urban Development

14.146 Low-Income 30,659
Housing
Assistance

14.218 Community 308,898
-and Development
14.219 Block Grants

Department of Justice

16.502 Law Enforce- 34,951
ment Assis-
tance Block
Grants

./ None

None

50 percent for construction;
10 percent all other activity

None

General non-supplantation
requirement.

General non-supplantation
requirement.

Department bf Labor

17.207 Grants for Em-
ployment Service

17.226 Work Incentives
Program (WIN)

67, 210

36,922

None None

10 percent Public service employment
funded through WIN cannot
be used to displace regular
employees.

…__ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

(Continued)



APPENDIX TABLE (Continued)

California's
Share of 1977

CFDA Agency Program (in
Reference and thousands Requirement for State Maintenance of Effort
Number bI Program of dollars) and Local Match Requirement

(Labor, continued)

17.232 Comprehensive
Employment and
Training Grants

Department of Transportation

20.102 Airport Devel-
opment Aid

20. 205 Highway Aid

899, 147 None Statute includes general
non-supplantation require-
ment. Regulations prohibit
public service employees
from remaining in jobs that
are substantially similar
to those from which regular
employees are laid off.

30,118 Varies between 10 percent and
25 percent depending on project.

638,888 Varies between 10 percent and
30 percent depending on project.

None

None

20.500 Urban Mass 165,320 20 percent on capital projects;
and Transportation ' 50 percent if used for operating
20.507 Assistance expenses.

Operating subsidies must
equal the average of the
prior two years to qualify
for formula grant
component.

Community Services Administration

49.002 Community Action 30,945 30 to 40 percent depending on size
of program; can be waived.

General non-supplantation
requirement

(Continued)



APPENDIX TABLE (Continued)

California's
Share of 1977

Agency Program (in
and housands
Program of dollars)

Requirement for State
and Local Match

Maintenance of Effort
Requirement

Environmental Protection Administration

66.418 Construction of 791,171 25 percent None
Wastewater Treat-
ment Facilities

Department of the Treasury

No number General Revenue 709,018 None If state government reduces
assigned Sharing aid to local governments

below average of preceding
two years, part of state
government entitlement is
redistributed to local
governments.

SOURCE: Information on matching requirements from Office of Management and Budget, 1977 Catalogue of Federal
Domestic Assistance; information on obligations in California from Community Services Administration,
Geographic Distribution of Federal Funds in California, Fiscal Year 1977; information on maintenance of
effort requirements from unpublished General Accounting Office materials and other telephone contacts.

a/ Programs were selected if total obligations nationally reported in the Catalogue of Federal Domestic
Assistance were greater than $200 million in fiscal year 1977.

b/ Catalogue of Federal Domestic Assistance.

CFDA
Reference
Number b/
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II. PROPOSITION 13 AND ITS AFrERMATH

, .1ARVIS-GANN INITIATIVE
A *his proposed constitutional amendment would establish

a limit on local property taxation and change the voting
HIJ requirements for increases in other sources of government

revenue.

BACKGROUND
Local government in Ctifornia now receives its reve.

nun from property taxes, sates taxes. user scrvice charges.
a variety of other levies. and from subventions from tho
state and federal government. The state government re-
ceives the bulk of its resenses from the personal income,
sates, transportation and bank and corporation taxes.s D-
ing the current year. local governmental units in Califor-
nia will collect about $10.3 billion in property taxes. An
additional contribution of $1.2 billion comes from the
state, to replace property-tas revenues lost through certain
esemptions. This raises total property-sas revenues to
Si .5 billion.

The property lax represents a different percentage of the
total income of differing units of government ahout 27
percent for cities. 40 percent for coun.ties. 47 prrcent for

school districts and about 90 percent for fire districts. The
property tao represents about 2.7 percent cf the market
vatue of ott taatble property in the state.

Previous tax initiatives

In 1968,.a proposa to limit property taxes tot I prcnt of
vatue was placed no the ballot under the spo-sorship of
Phillip Watson. then assessor of Lan Angeles County. It
was defeated by a margin of obhot 2-1. Watson tried again
sith a somewhat different proposal four years later. It too
s.as defeated by a vote of almost 2 -1. Howard Jervis and
Paul Can., the sponsors ofthistune.' Proposiion 13, have
tried before to qualify tax measures for the ballot but have
not been successful. They pooled their resources last year
and managed to obtain a recnrd 1.2 million signatures for
this proposal.

jarvis-Gann prosvisions'
Here are the mot. pvin- nos nf the finiitive:
a Th.e .mosimm property too shaft be t percent of

market value. This does not apply to bunded debt ep'
proved by the voters prior to luly lst.

. The revenues from property tosen shall be appor-
tioned according to law to the districts within the coun-
ties."

. Property values will be based on the assessments of
March tat. 1975. Thereaftr. the maximum increase i as-
sesoments shall be 2 percent a year. except for new con-
struction or parcels in which there has been a change of
ownership.

* Any nerw toxes voted by the Legislature must be
panned by a two-thirds vote (not the current simple motor-
ityt. No oew real-estate taxes of any kind may be imposed.

a Locol osrernmeelal units may impose 'special
laoes" - but only by a tso-thirds vote of the 'qualified
electors.- Honvoer, no toxie on real property may be im.
posed.

a The entire meoare will take effect on lly lst, escept
for the two-thirds vote requirement In the Legislature.
which would go into effect immediately.

. If any neclion of the aiotiative mere to be declared
onconstltutional by the Supreme Court. al.lthe remaining
sectionss would remain in effect_

Link to Proposition 8

The California voter faces mom than a simple yes-or-n

choice on this measure. That is because the Legistatore
passed an alternative property las measure, SB 1 by

SenatorPeterBeh. The BghIbill. whichoffers51.4 billion
in tax relief from state surplus funds. would go Into effect
only if Proposition 8 is passed and Proposition 13 is de-

feated. Therefore, there are several possible ways the 1978
battle over tox relief can come out. Here .ee five basic
alternatives:

. Both Proposition 8 and 13 are defeated. There Is no
tax relief until the Legislature acts again.

* Proposition 8 is passed and Proposition 13 is de

feated. The $1.4 billion Behe plan would go into effect
immediately.

5 Proposition 13 is passed, is upheld by the courts and
no substitute taxes aee levied. Owners of all Califoreia
property .ould get 57 percent reductions in their property
tac bills, aend local governments would be forced to reduce

services. (tIf Proposition 13 passes and is upheld by the
c.urts, the outcome of the vote on Proposition 8 is irrelev-
ont.t

a Proposition 13 posses and is declared onconstito-
tio.at by the Supreme Court. There would be no Im-
mediate property tax relief. However, if Prepositin 8 is
adopted, the state coold implement the Behr bill after the
court acts. Bat there sould be legal complications. and the
Legislature might have to start ott over again.

a Proposition 13 posses is upheld by the courts and

replacement taxes are levied. Owners of alt California
property would gets7 percent reductions in their property
tax bills. But they would have to pay unknown amountn of

unknown new taxes.

Impact on government

There era differences of opinion as to the total loss to
tocal government if Proposition 13 is put into %ffect. The
estimates range from a low of $5 billion to a high of $8
billion. Most fiscal analysts in Sacramento place the loss
at $7 billione The in-pact mould be greatest an those. units.
of government depending most on the property tox, with

some special districts being hit the hardest. Stgnlficant
cutbacks would be required in some local services. The
cutbacks would very from cammun ty to community.

If replacement revenues ore to be provided. they would
have to come primarily from the state government which

already glves about two-thirds of its general-fund Income
toloca

1
government. The entire budget for state operations

is toss than the amount local government would lose from
the effects of this initiative. In short, there is no way that
state and IocaI government could provide anything re

sembling the current level of services wvithout leying al-

ternative taxen.

The federal factor
Although tareis-Csnn would reduce property taxes by

about S7 billion, the net toa savings to Califoriaans would
be in the vicinity of $5 billion. That's because the loss of
property-tas deductions would raise state and federal
income-tax collections by about S2 billion.

The passage of Proposition 13 would also reduce the

amount of federal revenue-nharlng funds available tn gov-
ernmental entities in Catiforeia. This is because the fed-

May 1978 CAUFORNiA JOURNAL
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.1ral formula 1i based, In part asn local taxing effort. It
could also ast Ithe state federal funding formany cl:-r Jobs
becausa the layoff of regular lcal-guve-menl employees
In some cases would trigger a mechanism making a com-
munity ineligible for some cCrA funds. The reason for this
is that cerA employees mould then be deemed tobe replac-
ing regular employees, and that's illegal.

New state tax options

What laces mouldthe slate raise if any. to keep local
governmenl operations running at near their current
lenels? That, of course. ould be a tricky question for the
Legislature to decide. But the only major sources of reve-
our are the sales, income and bank-corporatioo tas.e The
tales and income tunes this year will produce about $5
billion each, nd the bank and corporation lax collections
will approach $2 billion. Thus, it would take major In-
creases In these levies to match the lusses from Jaris-
Goon

Legal problems

a the past, it has not been unusual for the slate Supreme
Court to declare an initiative unconstitutional, no
though it ha. behn approved by a large margi. This could
well be the fate of Proposition 13, despite the clease say-
log that only those sections found uncostitutional will
not become operative aod that the remainder of the mea-

sum will remin In effect. However, the court could thrw
out the entire package if 11 finds that an unconstitutional
prvision is centrl lo the entire csbeme

Here are name of the legal issaes that have been mI ed by
Profesbar Sho Sawo of the University of California's Boalt
School of Lam:

. How are the property-tao revenues to be divided?
The initiative say "ccording to lam.. and there is no lam
What would happen if the Legislature refused to pass such
a law? And do cities and coutties quality as districts'
under the distribution provision of the initiative?

- How are cities supposed to retire tan-inceement
bonds frequently used to fund redevelopment projects?
These bonds are retired from the grsoth In properly lax
nevenue from the revitalized land. Would they became
genecal-obligation bonds, or would cities default?

. How are assessors to place a value on properties that
decrease in value after the base date of March 1s1, 1975?
Would the 1975 value be preserved? Sate laimts there in
no apparent mechanism for reducing ossessmotas an such
parcels.

* 1s it legal to place a 2 percent limit an a-nual in-
co-os., in value for those properties that do not change
haads, -bile altawing full reassessment Of those that are
sold? Is this a violation of the equal-protectioo clause of
the constitution?

Dfoes this proposal freeze charitable e-pmphions and

SPECIAL REPORT

Behr and Jarvis comparison
Here is whol would happen if either of the Iwo rival tax-relief plans were to go into effect:

Jarvis Behr
HOMEOWNER RELIEF

Statewide property asres vould be reduced about 57 State-ide, the average prpertytrxeliefvoldbe.32pee-
percent. The ta.rate wo6ld bebased vn about 1.25 pr.ce.t cent in the first year and about 35 percent in foar year.
of value (I percent plus funds for retirement of bonds)

OTHER PROPERTY OWNERS
The 57 percent cut would apply to factories, apartment Na direct relief.
houses, farms end other classes of property.

RENTERS-

No direct relief. f lords ou'l...Id, h.wever, pass on their The icome.-tax credil orenten ould bcincreased from
savngsin roprtytaxs to tenantIs through lowerrents I $37 to $75 a yea..

SENIOR CITIZENS

Nothing beyond general homeowner relief. Homeowners over 62 with incomes eloss $13.000 a year
would be eligible for additional properly-tao e-emptions.
Renters over 62 also wnuld get improved benefit.. Thme
.e.ior-citicen benefits mark on a sliding scale based on
Income.

ASSESSMENT FEATURES
Rates .ould remain the same for all classes of property. For the first time, rates could be aducd for owev r-

occupied homes, while rates remaine.d at a higher level foe
other classes of property (Se. Prposition a description.)

GOVERNMENT SPENDING

Establishes two-thirds vote requirement for Increases in Places limits on increases In state and local govermental
stoae taxes and for voter approval of new local laces spending The maximum annual increases under this p-

vision lave been estimated at 8 percent for local govem-
menl and 12 percenl for the state. But these figures could
vary sigoifirantly with an overall change in economic
conditions.

OTHER TAXES

Califoroinsv sould pay aboutS2 bilion of thrir ta-relief The finie prrm old be finasced frnm current tate.
mo.-c in hiqher incrme t.ocs. Thev a.ight hbvr to pan aurplus f -un !s. ven vosld br a $400 nuittuen i- crcaa- in

a !tato nud inra; u ers' snak,- Iup f -r the ir-so 5tale au frdfrat soa -tax ruo!cct:One thrsu tide o
pisosSr topyp i -lu tis". yr;..!v-tc t dvsddctis'dus.
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gi 'iii 1 (i.11ie.' ii'll~w r.-lhd oft.nxil ei,;i.,st.rlaid

whl.t dai' thi 5.i qI. iiri.d.I:il lcrs" mean in tht

local two thlirds-rot sctrion? flues it mcii thlose oting.
those rgitered to vote. orthose ofvoing age?ls this item

so central that the entire initiative could be thrown out

because of ihe vagueness of qualified etector?"

ARGUMENTS

Pro: Covernmeet spending at alt levels has gotten out of

hand, and drastic steps ore needed to bring matters under

control.
Public officials are under the thumbs of militant em-

ployee organizations, which have obtoined encessive

benefits at the enpense of the tonpayer. This initiative. in

effect, is a tonpayer's bill of eights.
By voting for this initiaive. Californions can once and

for all pot an end so big government and high tones.

Passage of this measure means a $5 billion. not a $7

billion, toss to local government. And this nsount con be

absorbed by the state and lol government without any

curtailment of vital services. As Assembly Republican

leader Paul Priels declared. --It means public officialo will

have to go to work."
The property tunes provided under furvis-Cuon will be

more than enough to poy for police, fire and ilier-services

directly related to property.
State Controller Ken Cory has reported that even afier

this proposal goes into effect, the state aiid local gov-

ernments will still collect some $33 billioi a yeai from the

taxpayers. That's plenty to eon government ii California.

Without a measure of this sort, rents would keep rising.

Bgt this mill prevent an increase sod even make reduc-

Ions certain bncause landlords will pass their savings on

to tenants.
The state now has a huge surplus that can be used to

make sore that the most vital of services are not curtailed.

Business and agriculture in Colifornia need help to keep

the California economy booming. This measure will wake

it possible for homeo-ners and businesses to make im-

provements at tower cost, thus putting a charge into the

economy. By helping to stimulote business activity. this

initiative will create thousands of new jobs in the private

sector.
The rapid increase In property taces In recent years.

especially on residential property. has put on onreoson-

ahle burden o many citizens. This initiativ- oll bring

the property tas v ithia the ability of most Californians to

Mortgage payments will be reduced by this initiatIve io

virtually all cases shere property taxes are collected via

the impound -account method.
About I5 percent of all governmental activity is waste.

This measore will cut much of thus waste.
Aboae all, this measure provides an outlet for public

frustration wnith spendthelft politicians and pressure

groups which keep boosting the expenditure of tan dollars

snithout regard for the general citizenry. This is the ordi-

nary citi"en's may to go on strike and tell the politicians

thut, even if Proposition 13 does creole chaos. the years of

profligate spending hove came to an end.

Cnt: This measure, if approved, mill lead to economic

and governmental chaos in California. Unless new tones

are imposed, there is no way tholocal government can

maintain police, fire and school operations at near their

current levels.
If this initiative is approved, it mill eventually end

California's tradition of home rate. If cities, counties and

special districts become more dependent on state and fed-

eral funds, they will also be contreoled by a mans of state

and federal lass and regulations. Big-Brother ceatralized

government will be the product of Proposition 13.

NSch.l-i ti..is:.. what tiec prasi a: ' si'i m nit'!s.'t.....i......... l

w~ilt i.e hcrauev it iv so lside anid :r.:.vmy.:tr 'm...

lie:: anentis mill evTil siudlir laIsses fenci li::n~siitli t 13

sher alernate nisihodil of tacatios ore itpos-d.
Passage of this m .asote will be a bo.azz for lie feileral

government. because Califoreia will lose suboentions

from Washington and will contribute more in income

This proposal hurls most that level of government

which can afford the losses the least - locl government

If there is a great dm1 of waste in government it is proba-

bly at the federal level. And this measure sends even nore

California cash to Washington.
In the past fes years. the homeowner has been the prime

victim of escalating home values and property tones But

this measure gives relief to all el.sses of property, regard-

less of need.
There is no direct aid in this plan for renters and it

might melt be called the landlord's enrichment act of

s978, because owners of apartments wil get massive
amounts of property ton relief. it may be necessary to es-

tablish a rent-control system to guarantee that the benefits

are passed on to tenants. RBeters are doubly jeopardieed

because they mill have to bear the full burden of any new

income and sales tones imposed to compensate for

property-Ian losses.
If police and fire services ore cut back. Californians will

have to pay much higher rates for fire insurance and some

other types of liability isurance

This measure would reduce the ability of Iocal govern-

ment to construct the kind of facilities needed to provide

economic expansion in our coiniities.
This measure has serious consitutional problems. If it

is thrown out by the courts, citizens will feel even more

frustrated than before, and they may get no immediate

property-ton relief. Some provisions of this measure

mould jeopardize bond issues establish different assess-
ments on identical pieces of property and make it impos

sible for voters to Opprove increases in localtues if the

term "qualified electors" means al those citizens of vot-

og age.
While concerns aver government spending and high

taxes may be valid, this measure is irresponsible.

Supportern and opponents

This initiative Is sponsored by Hoowrd )aevis of Los

Angeles and Paul Cana of Sacramento. fevis is the head of

the United Organinaslon of Taopayers and an official of tha

Apartment House Associatfion of Los Angeles County. lie

has been active in Republican politics for many years. and

has ran for office unsuccessfully several times. Can. is a

retired realtor who eons an orgonicatin called People's

AdvocatWioc. He gathered signatures north of Santa Bar-

bara. while )o-Its handled she more populous southland.

Relatively few organizations have announced their sup-

port for Proposition 13. Among the supporters are the

FPrm Bureau, the Santa Barbara County Taspayers Asso-

ciatin. Republican gubernatorIal candidates Ed Davis

and John Briggs. end Assembly Republican leader Paul

Prinlo.
The campaign against Propositian 13 is being managed

by a Los Angeles and Sacramento campaign maeagemeat
firm. WinneriWagner. FPnds for the compaign are being
provided by numerous organiaatioos. many of them rep-

resenting public employeen. Among the opponents:

California Tapayers Association., California Tan Reform

Association. California Fire Services Coalition. State
Beard of Education. California Labor Federation AFL-CIO.

League of Women Voters of California. California
Techers Association Camman Cose. League of Califor-

nia Cities. California Superisors Asciaion, Califoenia

Slate Employees Association, Sierra Club; Governor Ed-

mand G. Brown Jr. Saperintendent of Public Instruction

Wilson Riles. Assembly Speaker Leo T. klcCarthy.
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FOR JUNE 38 1 M
FOR RELEASE: JUNE 16. 197 JU2 W For more information, call

corn C09- Merv in Field or Robert Heyer

As California voters went to the polls last Tuesday to vote in over-

whelming proportions for the Jarvis-Gann property tax limitation, they clearly

had very strong convictions that there are major excesses in present levels

of government spending.

A statewide survey of 1,317 cross-section voters was conducted by The
Field Institute a few days before the June 6 election. This opinion sampling

revealed a strong belief that government is inefficient in its use of taxes

that was apparently as strong as the personal desire to reduce their property
taxes. Many voters expressed the view that if there were more efficient use

of tax dollars, the necessity of cutting back on existing programs and

services would be minimized.

Large majorities of the California primary election voting public believe
that government at all levels is inefficient. Proportions as high as 84% and

734 rated federal and state government as "very" or "somewhat" inefficient.

Sixty-four percent rated county government inefficient, and 53% to 55% rated

city governments and school boards as inefficient in some degree.

In addition to approving the Jarvis-Gann initiative which drastically

cut property taxes, a majority of voters now endorse the idea of setting a

constitutional top limit on state spending. As recently as one year ago

only a minority of the public was ready to do this.

A substantial number of California voters (38%) believe that even a 40%

reduction in revenue need not result in any significant reduction in the

levels of services provided by state and local government.

Th. rps Ix etaD .,l.. e .,.I.,arms nh fU .. .m .Id t tfer l. -e 1.1 - '"m's111k, .... eW alk. Stat~l .d 111M .
d S a l. k - A d . m ., l . A 4 i l S ,, t k l k Pl~ e l l t * A ~ n e .S~ GrgAe" ea _ g ,, mM l 4 Mtl
- a , u , we .. .e l l , 5 a d n_ t e C .Ii a . P. SI Q Ad f l d. k * L .. wd. . ku s _ - I . ,. C d .
CC l~l .o n.s. Weston a.,iSa . a 1, ..a .a .d am DeC amlo -d

MAJORITY OF CALIFI LIRS THINK THAT GOVERNMENT

AT ALL LEVELS IS INEFFICIENT IN USING TAX DOLLARS.

EVEN WITH BUDGET REDUCTIONS AS HIGH AS 4OZ, LARGE
NUMBERS OF VOTERS THINK THAT THERE WOULD NOT HAVE

TO BE SERIOUS CUTS IN PROGRAMS OR SERVICES IF ONLY
GOVERNMENT AGENCIES AND SCHOOLS WERE MORE EFFICIENT.
PUBLIC HAS DEFINITE VIEWS AS TO WHAT PROGRAMS SHOULD
BE REDUCED FIRST IF CUTBACKS HAVE TO BE MADE. BIG
INCREASE IN PROPORTION OF PUBLIC WHO EMBRACE THE IDEA
OF SETTING A TOP LIMIT ON STATE SPENDING.
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If there are to be cutbacks in government services as a result of tax

reductions voters have an overwhelming preference (62%) for cutting back on

welfare budgets. Many (41%) also point to governmnt backed public housing

projects as prime candidates for cutbacks.

Next in priority for reduction if neded are budgets for 'environmental

protection regulations' (340), followed by 'state funded _ndical programs'

(26%), followed by 'courts and judgesn (26%). Lowest priority areas for

budget cuts were expressed for fire and police departmests, nnd for mental

health programs. Lees than one in ten voteru say that any of these budgets

should be cut back.

The table below shows the percentage of people endorsing the idea of

budget cuts for each of the various governmental services that were presented

to them by the survey interviewers.

PUI'M OPINION ON Trz ILSM or sPEDI oF VARIOUS Govr 6saVICHS
WITH WUR TAX RIVENUsS

6pending for this category shweld
be cut back...

welfare and public aesistauca
programs 62%

Govermseot backed public hou ing
projects 41

Environmental protection reguiations 34

IMdical care progra such as Whdi-Cal 26

Courts nd judges 26

Higher aducation such as University,
state and local onity colleges 24

Puolic trnaportation 23

Street snd highusy building and repair 23

Public schn-ls, kindqrgarten through
12th gr 22

Parka snd rmcreational facilities 22

Jails, prison. and other correctional
facilities 16

thntal health progreca 9

Police departnts and Ia enforoent a

Fire departnts 6

When asked to rate government efficiency, majorities of the voting

public feels that at every level of government there is inefficient use of

the public's money. The federal government is seen as doing a particularly

inefficient job in the use of the public's tax dollars. More than four out

of five voters (84%) say that the federal government's use of tax dollars is

either very inefficient (59%) or somewhat inefficient (25%).



453

The Field Institute
June 16, 1978 page 3

Appraisal of state government's use of tax dollars is only slightly

less negative. Almost two out of three people (630) say they believe state

government's use of tax dollars is inefficient to some degree. As many

people (64%) also have a negative appraisal of the efficiency of county

government's use of tax dollars.

City governments and public schools fare only a little better in voter

esteem with a majority (53%) saying city government and 554 saying local

public school districts are inefficient in using tax dollars.

PUBLIC OPINIlN ON TSE EFFICImCY OF VARIOuS LEVES OF GoVer3Ui

Federal state Couty City Public School
Government nevecmest Govecrnent Governmant District

on the shole, feel...
is using My tax dollars...

Very Efficiently 2% 4% 5% at 9%

Sehat Efficiently 9 17 20 24 21

Soneshat Inefficiently 25 31 30 26 22

Very Inefficiently 59 42 34 27 33

No opinion 5 6 11 Is is

There is considerable feeling by California voters that state and local

governments could provide pretty much the same services they now provide

even if their budgets were substantially reduced.

The Field Institute sample of voters was divided into four matched

segments. Each one was asked to consider the effects of a budget cut of a

different magnitude. Four budget cut levels were described: 10%, 20%, 30%,

and 404.

These various possible percentage budget cuts did not produce wide

differences in the public's belief that government programs and services

could still be maintained. For example, 54% of the public thought that state

and local governments could provide the same level of services with a 10%

cut back. At the other extreme, 38% thought that the same level of govern-

ment services could still be provided even with a 40% reduction in budgets.

CCMPARISSN OF STATE AND LCAL GOVERPNMENT SERVICES NOW, AND WITH A ... CUTBACK
IN FUNDS.

10% 20% 30% 40%
Cutback Cutback Cutback Cutback

Can provide the sass level
of services 54% 49% 43% 38%

will have to cut back 39 43 47 50

Will hve to do both 4 4 5 7

Don't know/se opinion 3 4 5 5
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Finally, the survey revealed that a majority of the voters were ready

to embrace the idea of setting a constitutional top limit on state spending

rather than regulating spending by the lagislatur. as it is now done.

Sentiment for taking spending limits out of the hands of the legislature has

increased dramatically during the past twelve months.

PUsuIC OVIIa CosS1onC sT5I1 IN5DMW TO SAT TM UIT CM STATE
SPENDING OR REUIATD AS IS SaO.

June 1978 June 1977

C-stitutioal a- st 55% 39

H.9ulat. n ow 31 49

Qualifisd/no Opinion 11 12

The data on which this report is based comes from a telephone interview

survey made by The Field Institute between May 29-31, 1978 in which a

representative cross-section of 1,317 registered California voters who

indicated a strong likelihood of voting on June 6 was interviewed.
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JUNE, 1978 -- PART I

THE ECONO~MY--The proportion that think the economy is getting worse has
increased 24 percentage points this year to a new high for
Carter's tenure in office.

REACTION TO
PROPOSITION 13--Three weeks after the election people in California would

still vote for Proposition 13. Most other Americans would
also support a property tax reduction measure, although
many believe it would mean reduced services.

TAX REFORM--The property tax is seen as the most unfair tax, even by renters.
The fairest tax is Social Security, followed by the sales tax.
As for tax breaks, most Americans would prefer that they go to
both business and residences.

CUTTING SERVICES--If necessary, Americans prefer reduced government services
to increased taxes. If services have to be cut, the prime
candidates are welfare, parks, and libraries. Most Americans
mistakenly believe that welfare is a large share of their
community's budget.

This poll was conducted by telephone June 19-23, 1978, among a nation-wide
random sample of 1,527 adults. California was oversampled so that 434
adults were included. The error due to sampling could be plus or minus
three percentage points for results based on the entire sample, and six
percentage points for California results.

For more information, contact Warren J. Mitofsky, Kathleen Frankovic, or
Martin Plissner.
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OVERVIEW

Three weeks after passing Proposition 13, and three weeks after government

officials announced major cutbacks in services, there is no regret among

the California supporters of Proposition 13. Hardly any supporters now

say they would vote against Proposition 13.

Vote If Election
Held Now VOTE ON PROPOSITION 13

YES NO DIDN'T VOTE

YES 95% 5% 39%

NO 3 92 29

WOULDN'T VOTE 1 3 24

- DON'T KINOW 1 - 8

The California vote is mirrored in the opinion of the rest of the country

about taxes. More people believe it is the property tax that is the most

unfair. Like Californians, other Americans would support a Proposition 13-

like measure at a rate of about 2 to 1. And, like the California supporters

of Proposition 13 on Primary Day, a sizeable proportion of Americans believe

that taxes can be cut without eliminating services.

When services must be cut, welfare is easily the most likely candidate.

Most Americans, like most Californians, are convinced that welfare makes up

a large part of their community 's budget, even though most welfare expenditures

don't come from local budgets.
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There is also evidence in the CBS Nevs/New York Times Poll that a great

number of Americans feel that the government (particularly the federal

government) needs to be controlled. One way or another, an extremely

large proportion favor requiring the federal government to balance the

budget. A majority favor a balanced budget even at the risk of losing

programs in health and education.

Finally, although a so-called taxpayers' revolt may be the outgrowth of

many things, it is not simply a reaction to a belief that times are bad.

Although more people now than before -- 58% - believe the economy is

getting worse, that belief does not make them more likely to support

Proposition 13. Supporters of Proposition 13 were not as likely to think

the economy was getting worse.

TAX REFORM

Which taxes do Americans perceive to be the most unfair--and how should

those taxes be reformed? The CBS Nevs/New York Times Poll reveals several

paradoxes. First of all, perhaps because of the Proposition 13 campaign,

Americans believe that the property tax is the most unfair to them. 27%

of all Americans believe this; 41% of Californians name the property tax

as the most unfair tax. The federal income tax ranks second among both

groups. One surprising finding was that, nation-vide, renters were almost

as ' kely as homeowners to choose the property tax as the most unfair. In

n"..-ral, all groups are about equally likely to think the economy is getting worse.

33-595 0 - 78 - 30



458

-4-

The fairest tax to Americans appears to be the Social Security tax,

followed by the sales tax (although in California, the order is reversed).

The Social Security tax is also perceived as the one for which Americans

get the most value for their money.

The poll reveals two clear suggestions about changes in the tax system.

First of all, if taxes must be increased, about twice as many people

prefer to see sales taxes raised rather than income taxes. Secondly,

Americans favor tax relief across the board-both for businesses and

homeowners. Well over half of all Americans think both businesses and

homeowners should benefit from large tax reductions. In California, just

about half felt that way. Only the opponents of Proposition 13 support

tax cuts solely for residences.

TAXES AID SERVICES

The relationship between how much people pay in taxes and what they can

and should get for their money is fuzzy, and uncertain. One thing is clear,

however. Support for massive local tax cuts is related to whether or not

people believe that services would have to be cut. Opponents of a property

tax reduction measure believe that services would have to be cut; supporters

of such a measure are more evenly divided. On Primary Day in California,

supporters of Proposition 13 'were sure that services would not have to be

cut, opponents thought they would.. Today, about half of those who voted for

the measure believe that services in their communities are not now being cut,

Ftii. 'n ccntrast to opponents.
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Those people who do support tax cuts are more willing than opponents to see

services cut, even though they don't believe it's necessary. Given the al-

ternatives of decreasing services, or raising other taxes, supporters choose

cutting back services more often than opponents, both within and without

California.

VIEW ON PROPOSITION 13
California Non-California

If Necessary, Prefer... Supporters Opponents Supporters Opponents

Reduced Services 72% 38% 73% 52%

Other Taxes Increased 18 41 12 33

Even though many people believe reduced taxes don't have to result in reduced

services, Americans are more willing now than before to accept fewer government

services if it means less taxes and reduction in "big" government. In early

1976, the population was fairly evenly split between opting for smaller govern-

ment with fewer services and bigger government with more services. Now the

feeling is clearly on the side of small government - by 3 to 2 Californians,

perhaps because of the Proposition 13 campaign are even more in favor (4 to 2)

of smaller government. Those who voted for Proposition i3 are overrhe>mSly

in support.
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WHICH SERVICES TO CUT?

About three quarters of Americans say that welfare services can be cut - and

Californians who voted for Proposition 13 feel even more strongly about this -

91% of them were willing to have welfare cut. Reducing park maintainance was

second, followed by libraries. In most cases, Californians, who now have to

live with Proposition 13, are slightly more willing to see specific service

cuts than non-Californians. Supporters of major property tax cuts are more

willing to see service cuts than opponents; although the ordering of prefer-

red tax cuts is about the same. However, supporters and opponents of Prop-

osition 13 differ a great deal on their willingness to see school cuts. Over

twice as many supporters as opponents were willing to accept school cuts.

SERVICES WILLING TO SEE CUT

Service Californians Non-Californians

Welfare 79% 72%

Park maintenance 70 67

Library hours 62 66

Street repair 55 42

Public transportation 43 42

Garbage collection 38 41

Schools 37 29

Police 25 33

Fire 16 16
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WELFARE

There appears to be little doubt in respondents' minds that welfare services

can be cut from local budgets to make up for tax reductions even though,

in many places, social services are paid for by federal, state and county

governments, not by property taxes. In California, only 11% of local budgets

goes for welfare, which is in the form of health services. There is a

similar trend in other states. Despite this, about two-thirds of Americans

believe that welfare payments make up a large part of their local community's

budget. An even greater proportion (86%) of Californians who voted for

Proposition 13 believe it.

There is a paradox in the welfare situation. Although people are willing to

cut welfare, and apparently think that local communities spend too much money

on it, it is not quite the case that Americans completely reject welfare

expenditures. A plurality say that welfare is the responsibility of the

federal government, and by tvo-to-one, people admit that people really need

the services that welfare provides.

CONTROLLING GOVERNMET

If the supposed taxpayers' revolt has a message besides cutting taxes, it

seems to be a message that the government, particularly the federal government,

needs to be controlled. Although property tax initiatives, like Proposition 13,

are directed at the level of government closest to the people, most respondents

view the national government as the worst offender when it comes to wasting

the taxpayers' money. State government runs a very poor second. Over three-

quarters of respondents thought that people in government waste a lot of money.
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One suggestion that has been made to control big government, and the

wasting of tax money is forcing the federal government to balance its

budget by means of a constitutional amendment. Over 20 state legislatures

have approved such a measure, and it is possible that the 34 necessary

states will do so by the end of the year. Three-quarters of Americans

agree that the government should be required to have a balanced budget.

Slightly fewer--just about half--agree with the idea that the budget should

be more balanced even at the risk of cutting back on programs for health

and education. However, that is an increase over the proportion who agreed

with that idea in early 1976. Two-thirds of Proposition 13 supporters

agreed; only two-fifths of opponents did.
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ALAN K. BROWNE

Z.OI OAV*S ORIVt

S URLINGAM C N . CA Ll OR Nl g .O.O

iuly 27, 1978

The Honor,-le Henrv . Reuse
inus2 of Recres~ntetives

-Sninrton, D.C. 20515

3eEr Henry:

';eorino thet your com.mittee is to conduct heerinos on California's

Froposition 13 I thounht your steff might find some points of interest

in the tuo enclosed communicetions.

1. L letter dated .;±y 10, 1972 (ore-election) asdressed to

Leo T. .:cCsrthx!, Speaker of the Celifornia Stote

e.sse,.ibly. (Fort of this is rsferrao to in Tne 5ond

9uyer - June i2, 157?)

2. ; recort deted June 22, 1578 )ocst-election) prepur-d

on the eve of Clifornie's lecisletivo decision to

divide up the surolus of the state.

As you till unrerstcnd, I voted asEonst proposition 13 because of the

cotentiel inequities inherent in the initirtive and because it is

rore of F tax shift then tax relief or tex reduction.

The SeverEl recomnendations stErtinn on pece 3 of the June 22nd

nero ni-ht sur est sore of the elternetives facing stete and local

rovernrent cs Lyell Es the feieral role. I uas interested to note

JuolitE t:. r.rers co.mnents in the July 31, 1978 9usine-s mleek concerninc

the coEt-benefits of federal rrorrams, which I mentioned in my Ferer.

If I can be helpful to you end your coMMittee, please let me know.

-errm -er-rds.

Sincerely,

7Th

3L :eh

enclosures
l / '3



464

ALAN K. BROWNE

RU OLINoAM N CALIPORNIAO 40'0

May I0, 1978

The Honorable Leo T. l'cCarthy
California State assembly
Room 3164
Stats Capitol
Sacramento, Ca. 95814

Dear Leo:

In the debates over the two measures appearing on the June State ballot,
PROPOSITION B "Taxation of owner occupied dwellings at a lower rate than

other property" and PRUfPL1SITION 13 "The Jarvis-Gann Initiative', there
does not seem to be enough emphasis on the impact of proposed tax reform
legislation on the credit markets of the State of California and its
numerous counties, cities, school districts, special districts and
authorities.

The desire to lower property taxes seems to blind proponents to a very
real problem --- what hapoens to outstanding bond issues that have been
approved by the voters and/or applicable statutory authority? also -
what about future bond issues which would finance necessary public im-
provement nrograms and to meet emergencies?

Speaking as an individual with almost 50 years experience in government-
al finance, particularly California municipal finance, I would like to
point out some of the dangers and pitfalls that lie ahead. I have been
through bond markets that were impacted by the $30 Every Thursday and the

EPIC (End Poverty in California) plans, the Banking Holiday of 1933 and
ensuing defaults on municipal bonds and subsequent debt re-structuring as

well as periods when the State of California was hard pressed to balance
its budgets and on occasion resorted to registering its warrants.

These events probably mean very little to the average voter yet they did

occur and taxpayers had to bear the brunt of loss of investor confidence,
lowered or suspended credit ratings and hioher borrowing costs. California's
economy was hurt and ca'Vital investment was deferred or diminished. Could
this happen again? Yes it could - and here are some of the reasons:

1. Under proposition 13 outstanding voter approved municipal bond
issues will continue to be supported by the unlimited taxing power of the
political entity incurring the debt. So in effect - bondholders will have

their bonds and interest couoons paid when due. This means that portions
of the tax rate levied to pay municipal debt will be increased to pro-

duce the needed revenue so thera is no tax reduction for bonds until the
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debt is lowered and/or the assessed valuation increases.

2. Municipal tax collectors and treasurers will be required to seg-
reeate property tax funds collected and received into accounts allocated
to paying debt and accounts for other municipal purposes. In the budget-
ing process, other than bond funds, reduction in property taxes not com-
pensated for from other revenue sources will require a pro-rating of
available funds to all other accounts unless individual budget items have
been arbitrarily reduced or eliminated. Thus public officials will be
caught between the horns of a dilemma - with both horns turning in.
Voters will demand and expect continuation or essential public health and
safety services and let their representatives use the axe on other costs
of government.

3. Another oroblem arises when local Government has been using other
sources of revenue, not specifically pledged under a bond indenture to pay
off its general obligation bonds. A typical example is the use of sales
tax revenue. In this situation local government will probably shift the
sales tax revenue to its general fund and add to its oroperty tax an
amount necessary to pay debt. Again the property taxpayer will be hit with
a higher tax bill.

4. In recent years it has been popular to local oovernment to enter
into sale and leaseback arrangements to acquire property and provide
capital improvements. If the property and/or facility acquired produces
revenue sufficient to retire debt there is no immediate problem - however,
if there is insufficient revenue generated, the sale and leaseback arrange-
ment means dipping into the general fund to make up the deficiency. How
will local government treat this claim? On an equal pro-rated basis or
pay in full as in the case of general obligation bonds?

5. One of the great selling points used in attracting investor
interest in New York City bonds (as well as obligations of New York State
end its political subdivisions) was that debt service (principal and
interest) came ahead of all other municipal obligations. This is an
implied safeguard so long as the municipality is healthy - but what happens
if it is in financial difficulty - cannot pay its employees, cannot pur-
chase supplies, its water, sanitation, hospital, schools and fire pro-
tection to name a few public services, are unable to function adequate-
ly7 This is where the priority claim of a bondholder will find the courts
unsympathetic if the municipality is to survive.

6. The financial press has commented on the suspension of Moody's
Investor Service ratings on tax allocation bonds issued by California
Redevelopment Agencies. While each issue must be reviewed individually
the purpose of the redevelopment law was to provide financing for blighted
areas by using the incremental tax increase generated by improving raw
land. ip to 5 years of capitalized interest could be included in the
financing package if needed. While this financing method denies the in-
crease in assessed values and related tax revenue to other political en-
tities underlying or overlapping the redevelopment project area until debt
is retired, the theory is that the improvements benefit such entities tax-
payers. Now, however, bondholders who purchased tax allocation bonds in
good faith on the basis of projected flow of funds arising from increased
assessed valuation may be faced with a much reduced growth and related
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tax revenues, thus jeopardizing their investments.

B. Most general obligation municipal bond issues in California re-

quire a 2/3ds approving majority of voters although some can be approv-

ed by a simple majority. Under California BtatuteS the amount of bonds

outstanding is limited to a percentage of the assessed valuation of the

issuer (5% for counties, 5% for school districts, 1b% for cities, etc.)

These have been considered adequate safeguards for taxpayers even though

bonds are secured by unlimited property taxation. While bond issues can

be approved in excess of debt limits, they cannot be sold until out-

standing debt is paid off and/or assessed valuation increased. Unfortu-

nately in recent years it has been popular for local government to find

other ways to finance public improvement programs, thus circumventing

statutory protection accorded voters and taxpayers. Under Proposition

13, new general obligation bond issues would be subject to the tax and

assessed valuation limitations of the initiative which would effectively

put a stop to the growth of new debt.

The initiative also prohibits the issuance of bonds relying upon

property taxes without voter approval. While it is a desirable object-

ive to curb excessive debt, particularly debt which impacts the property

tax rate without voter approval, the proposed limitations do not provide

for normal and expected obsolesence, growth and environmental needs. Nor

do they provide for war, acts of God and catastrophies as well as debt

re-structuring. Moast municipalities have 5 year capital improvement

programs projecting their needs for both new facilities and the replace-

ment of others. Inability to go to the voters with adequate bond prop-

osals will invite on the one hand new forms of debt to circumvent the

limitations and on the other hand a losing battie to properly maintain

existing facilities which means ultimately a capital replacement or a

shutdown.

9. The State of California is not immune from the impact of the

ballot proposals. The State's general obligation bonds carry the highest

rating (Aaa) and its general fund has a comfortable surplus. While the

State has the authority to levy a property tax it has not done so since

1910, though it has been suggested as a means of providing school funds.

In effect the State is financed by business-cycle taxes. If tax rates

remain constant, revenues increase during periods of economic growth and

decline during recessions. If budget authority increases expenditures,

the general fund surplus declines. Once expended it cannot be replaced

unless expenditures decline and/or revenue sources increase. There have

been periods in California history when the State has provided financial

aid to its political subdivisions and there have been times when the

State was hard pressed to pay its bills. It is easy to say it can't

happen again --- but the State of California is not the Federal Govern-

ment. It must balance its budget - no deficit financing and no authority

to print money. Its ability to borrow is strictly limited by its constit-

ution. So to think that the State of California has unlimited resources

to meet the needs of local government is a fallacy. When the demands are

too great the State cannot afford to risk its solvency by helping beyond

prudent judgement. Witness what happened to New York State when New York

City and Yonkers pleaded for help. The State was already having problems

with several of its "moral obligation" authority bond issues. It could
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only go so far and hoped the Federal Government would save the city.
The potential additional revenue accruing to the State of California -
as supporters of Proposition 13 indicate - could be illusory. The
financial problems of loual government would fester and soon would infect
the financial well being of the State. No one could win under such cir-
cumstances.

TO SUMMARIZE: Voters and taxpayers face a no-win decision if
Proposition 13 is approved. Despite the desirable objectives of tax re-
form and property tax reduction, the ultimate effect would be to reduce
local government to a state of financial and managerial impotency. Vot-rs
and taxpayers would find that the sensitive credit markets for the munici-
pal bands of the State, and its counties, cities, school districts, etc.,
which have been carefully nurtured over the years at favorable rates of
interest, would react. Institutional investors, Particularly those dom-
iciled outside of California, would accelerate their credit reviews. They
would ret only look at the property tax but all other sources of revenue.
They would seek legal advice on the priority of payment as well as en-
forcement of payment of their holdings and they would tak a long hard
look at the potential burden of unfunded public pension plans. All of
which could mean a very disturbing and potentially explosive period for
California, its voters and taxpayers. Should Proposition 13 be aporoved
and its impact felt in the financial centers of the U.S., economic growth,
so essential to California's economy and the employment of its growing
work force, would be slowed. What is proposed is not really property
tax reduction, but a tax shift. Proposition 13 implies that today's tax
dilemma is the fault of government when it is really the apathy and self-
interest of voters. To attempt to unglue what has been developing over
the years by a drastic constitutional change is to invite ill-considered
and badly conceived remedies in an emotionally charged atmosphere. This
is not good government and it is not prudent judgement. Voters and tax-
payers will be the losers.

Sincerel

Alan K. Browne

AKP:eh



468

June 22, 1978

iRff'SITI IN 13 - THE AFTERMATH

By

Alanr K. Browne

Campaien rhetoric that preceded ralifornia's primary election an

June 8, 1978 has subsided. The results are in and leave no doubt as to the mood

of the California voter. The almost 2 to 1 vote in favor of Proposition 13 is

indicative of tnxnayer's concern that has been building up in recent years, par-

ticularly in the last tro years.

Replacino the campaign arguments is the almost unprecedented media cover-

age of the election results, its implications and the proposed implementation
of Proposition 13.

Ps Proposition 13 takes effect July 1, 1978, the remaining days will see

a flurry of action. First has been the filing of suits with the Suoreme Cnurt

to contest all or Part of the initiative, followed by the filing of briefs by the

State Attorney General's office in defense of Proposition 13. Early action by

the court can be expected.

Meanwhile California's Board of Equalization his been determining how

county assessors as idell as the State will assess property for the 1978-79
fiscel year.

In addition - local units of qnvernment, some 5f00, are facing the

difficult task of settinr their 197A-79 btidnets ?nd determining the source of

funds nowi drastically cut by Proposition 13.

In keeping with the emergency created fly the passage of rroposition 13,

the Governor h's called a concurrent joint special session of the legislature to

be held along with the reoular session. The legislature is tacklino the problem

of allocating the State's surplus to assist lora] government, including the

school system, rroviding ereroancy funds for local oovernment and addressing

themselves to the State's oudget.

In the coming works and month much more will be heard on the subject of

California's pronerty tax revolt and what it means. It will require a continuing

review and assessment of each governmental decision. For those who are concerned

with municipal finance there are a number of facts emerging which should be con-

sidered as future guidelines in dealinn with State and local government.

1. Analysis of the California election uill rovide statistics to prove

almost any conceptual approach as "o why voters responded as they did. It is

known that California nsa had high property taxes. During the last two years the

sale of single family homes has reflected an unusual degree of inflation, some

the result of normal housing patterns, but much from speculation. under exist-

ing law oroperty was re-assessed to reflect the changing market level. However,

instead of a reduction in tax rates to equalize budget needs, local government

budgets expanded and tax rates ware s ldnm if ever reduced.

2. Tyoically, California's voters when civen the opportunity to express

themselves in the voting booth, usually responded intelligently to the issues
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and candidates. Hon!ever, apathy and self-interest were often the motivating
factors. Attendance at public hearings on legislative matters were minimal.
They had voted their candidates into office and they expected them to perform.
In effect, the average voter did not understand what were the causes behind
higher taxes - but they could feel the effect as a personal matter.

3. Proposition 13 provided the voters with an opportunity to express
their frustrations and lack of confidence in government. They were sending a
message that thev wanted less (expensive) government and lower taxes. They were
not too concerned with details as many did not understand the initiative and its
overwhelmino impact on State and local government finances. In the past voters
have usually listened to warnings when ballot neasuras were interpreted as being
potentially hartful tn toe credit of State and local government. They understood
what higher bnrrowino costs meant and also the possibility that some units of
government mioht be excluded from the marketplace. But - on June 6, 1978 it was
a whole new baligame. earnings were disregarded. It was a game of "Truth or
Consequences".

4. Vcters were also telling their public officials that they disapproved
of the never ending transfer of their tax dollars to non-productive programs
conceived in Sacramento and Washington.

In addition - there are some interesting aspects of Proposition 13
which should be kept in mind:

1. The property tax reduction applies across the board so that business
property benefits as well as the singl 4 family home owner. This can improve
the financial statement of many business'.

2. Desoite the fact that California has a high percentage of renters,
there is no relief for them under Proposition 13. only the hope that landlords
might oass on some of their tax savings.

3. If end when the State subvents any or all of its surplus to aid the
school system and local government, it is expected this will Provide an economic
stimulus, possibly for one year.

4. The State's surplus invested in money market instruments, presents a
possible market factor to be considered whel being ]iquiuated.

5. An unexoected beneficiary of Froposition 13 will he the U.S. Treasury
due to the reduction at income tax deductions for property taxes. Those who will
be hurt the most will he public employes, senior ciiizens, minority disadvantaged
and the handicapped.

6. Proposition 13 appears to be in conflict with the Serrano decision
school finance reforms that are still subject to review by the State's Supreme
Court. It will take time to determine the imract on the reforms and it may be
necessary to return to square cne.

Predictably the early moves on the r art of oublic officials to deal with
the impact of Proposition 13 seam to be retaliatory. However, colamon sense and
reason now arpear to be the movino forces behind the decisions being made. Some
of the areas that need careful scrutiny are:
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1 The State of California and many local units of government have built

up reserves and surplus' over the years. Where not specifically pledged by a

trust indenture behind a bond issue, the trend is tu channel these funds into

general fund expenditures. A one time shot-in-the-arm is hardly an answer to a

cash flow rrohlem. Public officials must carefully weight the temptation to ex-

pend such surolus funds to continue a way of life which the voters disapproved.

Once the funds are qnne and the interest earned is no loon accruing - how will

government make up the difference?

2. Cash management at the State and local level will undergo changes.

The ability to larn interest on investments and/or deposits will be reduced by

tax reduction of investable funds. In addition - the borrowing in anticipation

of tax and revenue receipts will be somewhat less flexible.

3. oanded debt limits prescribed by the State's constitution and statutes

will require re-computation as the assessed valuations are returned to the 1975-

76 fiscal year and adjusted upward under the new limitations. This may mean some

units of government will be over their debt limits while others will be unable to

incur much new debt, if any, (voters Billings), Computation of overlapping debt

may reveal a few situations where the burden might be considered excessive.

4. Proposition 13's limitation on the imposition of new taxes will

probably produce numerous concepts of how to raise additional funds. Ingenuity

and imagination will play a prominent role in the quest for revenues, but public

officials must be careful that levies are not counter-productive, chilling
economic growth and employment.

5. In recent years all levels of government have been soving toward pay-

ing fees for services rendered by the rrivate sector rather than using compensat-

ing balances. This is more businesslika and can show positive savings. Now

California's State and local government have a golden opportunity to follow this

trend in establishing fees end charges for various municipal services previously

supported entirely or partially out of the general fund. It is a practical way

of having the user uay for benefits received - and when appropriate, if the entire

community is the beneficiary, subsidizing to the extent necessary or desirable.

Self-lieuidatinn orojects will be financed by revenue bonds rather than reliance
on general obligation funding.

6. Government has a way of acquiring and squirreling away property

presumably used or to he used for a public purpose. Plans change, buildings and

facilities become obsolescent, and growth patterns are altered. Proposition 13

will orovide a stimulus for public officials to check their public property in-
ventory and develop plans for liquidation of that property no longer needed.

7. Another opportunity provided by Proposition 13 is to review munici-
pally owned utilities, transportation systems and recreational and convention

facilities. Those th-t are fully self-suoporting would obviously be retained.

However, those that are not being supported 100% by the user and must be sub-
sidized by other sources of revenue, including the Federal and State government,
should be subjected to critical analysis to determine cost-benefits and the
desirability of continuing operations, sale or shutdown.

B. When in financial difficulties, each layer of governments tends to

seek help from the next higher level of government all the way up to the Federal

government. New York City has been a "rime example. Much nr the opposition to



471

-4-

a Federal guaranty of !pow' York City paner has been the precedent it would
establish. Unfrirtunately those seeking help cannot see the forest. However,
aside from rNew, Vork's croblems, peculiar to its own lifestyle, some of its
trauma can be traced to State and Federal legislation which ensnares New York
City through its financial oarticipation. Proposition 13 should be a warning
to State legislatures and The Congress of the United States that passing legis-
lation which imposes a financial burden on lesser levels of government without
determining their ability to raise such funds at the local level is invitation to
financial insnlvency. What is needed is a cost-benefits analysis before enact-
ment. In addition -- the intrusion of "big brother" into local affairs is con-
trary to the concept of "home rule".

9. fint much was Said during the Proposition 13 campaign concerning the
non-prnductive cost of governanunt regulation and its impact on taxpayers.
Whether it is -assed-in-cost to the consumer by business and industry or a
governmental cost to support the bureaucracy needed to regulate. The well mean-
ing enthusiasm of govornment types to protect us from ourselves and to protect
the environment has resulted in many decision that add to our tax burden without
commensurate benefits. V reposition 13 is a timely warning that taxpayers are fed
up with government costs that tend to be non-productive. Considering the far
reaching effects of ['roposition 13 it is a wonder that an environmental impact
report twas not required or requested.

10. Proposition 13 effectively insures that California's outstanding
voted oeneral obligation bonds are secure and will continue to be met from unlim-
ited ad valorem taxes or assessments. Fully self-supporting revenue bonds will
continue to look, to the user to oay debt service. However, there are many other
non-voted municical bonds that do not have the same protection. These are paid
from scecial taxes and general fund trnsfers. All have been legally issued and
purchased bh investors who have provided the funds for many public facilities.
I do not think it was the intent of Preposition 13's proponents to jeopardize
the creditworthiness of the State of C:lifornia or any of its units of government
by reducing or im eding the cash flow to service outstanding non-voted debt.
They are fully aware that debt incurred snd purchased in good faith if allowed to
default would do more than harm the investor. It would impact the issuers credit
fnr years to come and would only. add to rhe tax burden. Therefr-re, it is imperi-
tive th.t such issuers take imrns'diate stars to Insure that they continue to meet
their oblinations in the same manner as voted bonds.

11. The California State Legislature "can qiveth and can take away".
The statutes of the State are crowded with enabling legislation which authorizes
the creation under prescribed procedures of innumerable political entities, each
unit with it revenue raising and debt incurring authority to meet every conceiv-
able public need. The legislation has been drafted by individual lsoislators,
legislative counsel or s-Lcial interast orricur, includino local novernment, the
securities indurtry and Vin ncoal fraternity. Pith the passage uf time and the
sophistication if the securities industry, there has been a tendency to create
statutory vehicles which tend to circumvent voter approval end debt and tax
limits. Some of the debt created under certain statutes, directly or indirectly,
impact the taxpayer either bhi a special tax, access to the property tax, or
access to the general fund. While such debt has probably not substantially
raised taxes, there are situation where the imuact has been noticeable. Prop-
osition 13 pinpoints the need for voter aerrovel of tax supported debt. Recog-
nizing the perspicacity of the financial community in designing and marketing
a variety of debt instruments, the securities indu.try must share resuonsibility
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with public officials in making certain that taxpayers-voters know the cost-

benefits of proposed financing and in turn cast their ballot 
either for or

against the issue. Resnrtinq to "back door" financing should be a no-no for

public orficiols.

12. Despite emphasis placed on financial renorting by State and 
local

onvarnment, it is doubtful that the averane voter-taxpayer is aware of the issue.

They msay see an annupl financial statement, a copy of the budget and a statement

of taxes, but probably not all. Host would not understand or even attempt to

seek an explanation - vet to all intents and purposes such publications do dis-

close the finAncial well being of the political entity, its revenues and the

sources and howi they are spent. tiany levels of government have tried to communi-

cate with their constituelts and have produced exeritrilary reports - but not all.

Proposition 13 in effect asks government to be much more frank in explaining their

actions and thaeir coasts. R porting to the voter-taxpayer should be worded as

simply as possihle and there should be no doubt as to what governmental services

are costing and how they are being paid for. It is one thing to use acceptable

accnuntino and statutory terms understood by professionals - but it is another

matter Lihen iresenting a financial statement to those who are not familiur with

such terminology or phraseologe.

13. Special interest groups h-wa usually opposed the State's involvement

in local government affairs as a matter of self-interest rather than public

interest. What is often overlooked is that all levels of government below the

State level have been created by acts of the Legislature either through constitu-

tional provisions approved by the electorat e or by statutory authority. This

is why Faderal-]ocal efforts to bypass a State is contrary to sound public

finance. It is timely for State governrent to collate all assistance programs

for local government to be either administered, reviewed and iparoved by a State

official, Preferably a constitutional officer such 35 the State Treasurer. In

keeping with the times, State novarnment should be geared to assist its local

governmental units when thoy need help. Legislation should be enacted to prov-

ide a variete of viable methods, including insurance, to protect their financial

well being. Fortunately some progress h s been made in this direction, but more

can and should be done if Proposition 13 is to be carried 
out without any serious

financial flaws.

The full ionuct oi Proposition 13 on Crlifornia's way of life will not

be known for some time. 7ecause of the early effective date of the initiative

(Culy 1, 1979) there will not be enough lead time to nroduce legislative action

which dill reflect a high degree of thoughtful and prudent consideration.

The State Leoislature and the governing bodies of local governmental units

are all faced with the necessity or dealing with a voter decision, frequently

referred to as a "meat axe" aprroach to reduce property taxes. It is not enough

for taxpayers to "pass the buck" on to their duly elected public officials without

participating in the decision process. As Senator Robert Byrd said recently to

reporters - "Bio Government is the result of rig demand". "It is one thing to

demand lower taxes but anothur to oinpoint the services that should be cut".

It is no time for hyperbole. Proeosition 13's passage provides a unique

opportunity for government at all l.vels to address themselves to governing the

people within the constraints mandated by tha electurate. It means less govern-

ment and more citizen participotion. No matter how well conceived, programs
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which cnld in, rr ;e thE tax burden Must be carefully scrutinized and explained

to the voters on a cost-bonmfit basis allowing them to record their views. The

temrtatior to shift the tox burden from prooerty to other taxable sources or to

expect that srae hiphor level of novernment will assume all or 3 portion of the

tax load is unreslisti. as it irplies "business as usual" rather than a reduct-

ion in the cost of Government - which is what Proposition 13 is all about.

33-595 0 - '8 - 31
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'Meat-Axe Radicalism' in California --
By WAren HELLER , Istirg surpluses. but perranently. State

The property tax result ts eacbog sales and income taxes would hare to be
white-heat intersity. Hoer else woold a cad- boosted-

icat teawure ttte the topsto1 Gano ttida- , Apart.tom t1his emsion at local sell-reli,
noni-oponiion131 base a good chanceat' oance. sinc. when is it good democratc
passing in CalifornIa tomorrow eren practdce to thed in the Consitution mea-
Lhoo~ti a s:tperor and more moderate *d- soresth.at peent etected reprofeniahoes
temriire IProposition 8) appeas on the irom responding to the changicg needs at
same .ntlut? ', :- -Lthe electorate? Indeed. under Jarvis-Gann.

The npporeet determination of Calitor- the Fsscu. noose wonld grow tighter ard
ria coters "to send them a message' bghter. Rollirg back assessed alues to
trnougb Proposimion t3-at a tax loss to 7 t19:-ifi7,-otd cuot theinittial tecte rate

bdlLion a year, perhaps the most -costly no today's roto, to perhaps three-quorter
message In hIsLtory-has cfilently cught - at 1%. And wvith market oatues ot real es-
the rountiy s L-nagttallon: t - - a-..tte goro-inog at eoen a 'tnodest" 10% a -

rem: This Is the second article on Jar- . peat-, the 2 t litmit on growh In assessed
s-isG-G.0 L two weevs in this space. See -1c aluroweuld cut the property taix ceinog to
Jmde 'harnrisi's article of htay 24. plus the liess than one-half of 1% oa market talues
suirtuert letters on June 2 I ' - wthin a tew years. By putting legislators

trem Just last week. 50- of the roon - i such Brscal iros, the new corstiutional
d'nts In a tinrnesoti.PoB meurey voiced tan lInt wuld enfeeble gooernment and
ayro-al oa the Jaris-Gaoo amendment seaken democracy.
le~e, tetioh sihnifcant property t&X reliet EPon aprt hrom bmader questions oa
his aireaey behn noted in t'onnE0sota). . stcal Tmnaigem-et and pdilnsophy. the el-

Item: Whoether one appears bolore audi - _ .
e:ies in Norto'it. or bray Orlearst or Newv
Yon. one at the brst qoestions Irom the , Board of Contributors
lim concerns Jbeeis-Gan.l sat in -

The Essential Elements -. By f7!ttng leg ulatorc tn
Ye! at the peak of this inoerted pymamid S"iC h fiSCal irons, the blut

one binds a sevioisly ard rcrhaps fatatlly
Poaod proyial. The essentiol ele ene tso f at ot S i~~ d ~ tl t - i i

PicrjaSttua 13 area E foitus would erafeeble govenrnc-nt
-it stashes toe munmues property tan a w

roLe to 1t ot the full cash ralue (1971 -71 - rrancrag . t- .
assussed saluea oa real property. -

-MAssesed values may not be increased- fecto a Jaris-Gano woul range trom ca-
more than 27. pee year except on property pricious to deplorable. - . -: -
that c~hagoes hoods. -- -,. The pmvision treamng assessed yaltes

. ' t e 19 750 Ireve (except for the token
-At Lhe state leter, the majrity aOie Is 2no annl rise) for properties that do not

replaced by a taco-tUerds rote requirement -c' r Icesd taxes- N-ew ta e crhngo nasership, while peot-urting prop.
lor new or Incresed erdes toat change hands to be appraised at
hosed on the salue or sale oa real property the tull marketl alue at the nme of trans-
are banced. e - -fer, is anomalous. not to say viwrd. Tav-
-No new sobsttitte taxes can be teted -properties of identical macket alre could

at the local level unress approved by two- hove sharply different assessed nalues it
eirde of the "qualdied electors." . one on them wore told alter itanch 1. 19th.

Far fron. heir.g a coestrocte "en- This unequal treotment oa equals flies di-
peri.n.-t in democracy," Proposition 13 ecty in the face ot constitutional tax pTia-
,onid he}? dig the grace o loCal selt-goo- ciples. And Lhe lock-in etlect, the restnc-
eninrent. It wrold rip the heart oat or loc.l s boo of mobiibty, the i.'equines betveen

r'ic-s ha choppeng away nearly 607. of V-.se -nh- car stay and tun'se sho bare to
tie _1t2 bii~io of local property taxes. And go. make this pmrinion a rughttar.e
hr, teeming asessirents aexcept tor the Nothing in Preposinon t3 requires a
gliriial tao- oi 2% a year) and requinng a pss-through of benefits Irom landlords to
to-wthIrds majourty at all electors for any renters And the slow and viscous process
rt.e taxes, It wrbld bar any lide-giang 10- of compehdtion In housing ot:ers ltte pcin-
cat tax ir;,asrant. IBe oa relie to renters. Thase who are too

Clr-tnc cuas it local school. hospital. poor to own their o-n homes tabse it on the
tn-ce n-d tIre se-rices mould be the order chrn r nie-onc. as renters and agin as

1 Ithe day. L-deed, to nteet adra..ce-noice recipients of curtailed local seroices. -
' irevrnts. whoiesre idsmi-sa- letters To the surprise oa many. the bigest bo-

hi:-e eir-rudy gore out to a large numther ot renra tinder Jaris-G an:. goes to Uncle
! Ichin San. Diego, tos Angeles arnd Sam. A UCLA stody shows that S¢.. hblirn
I ree co.-.nuaiues. The strangled local of the s7 bilhioi deniid local goorrnments
rr er-t e:::s wuld be torced to trun to the would end upn the U.S. Trensury s a re-
sta:e -or .acal handouts, not just fIrOm ex- sult oa shrore.a tncoee tax deductors.

nT-ullUtA ecionorerirle -model- also;
shows a less or 3Sct-. public jobs. plus

-I9.t(0 priLse jobs, wuder Propositon l3-
ha-diy tle ecoorraic Ionic that proponents
pror.use-

A Construrtise Alternative
FcrwnrLt!y. Caitinriars will have a

cors3:cfi-e aliernative when they enter
the aolcrg tfoobs tomoror,. namely, Pm-
mrs-n S. w-hich wou!d actsate Senate Bill
0. Cder the trod oa Jaris Gaino, the legis-
lanure passed zrd Goo. Brown sigoed SB ]
pro.adlng: 11l a 3e05 immediate property
tx cut ior hoe-eoiners, to be financed pn
artenet frot the stat'es 53 billion budget-

surpls, 121 a curb or local property Iax
revnueos by linting their growth to the -
rate ct tttlatao Lspecircalty the rlse In the
GNP deflarrl p!o Lites on new construc-
tire. a coro'itnaon that wvould su-e taxo
payer about SI bziion a year by 1933. 131
added reiit aboar Dl; millien a year
tCo rooters. tageit-er rth liberalized relief
tor re-loe cameers: and (t) an implicit
rirb en e. -.ate sanding by dedirattn
ol the- ex,,g state surplus to propery tax
retie". p'nn an xpclicit curb by a complex
tor-.l! rytg ore rate ol growth in state
tax remnoes to te rote or growth in state

'rscrtal iccolr~a
Ta-s Por-sitort B ni-ers sioble relie

tor hosd-prsetd hornennees without cnp
plieo eit Cci Inca ll-govemmen, en
sser..:al sernices. and on the Catilornia

eerrei'y.
Brt there Is an elec-aral booby-tryp. Lt

both S ard 13 pars. S in preempted and 13
pe.-di!s. A.nd sirce 13 is selH-contoin'rd
while 8 is a ban-bones aathorimion SthaI
reojunre a hocatledtga ot SB 1, the balance
may he swung by ignoracce.

And speanaltg of ignorance. or risun-
deestading. cute einds that a blirond oa
rarer ns essewt noroces has generated a
Instl irioe sr-,e oa sentiment tor 13 eorn
thcugh mach of tLe imortc ot higher ratna-
tions will be ortsez by lower tax rates.

Cleerly. gon-emrnent the coanlry oner
need to be brought to book, they need to
deucen more -alue per dollar oa tax, and
thee -ed to' eii e excess've tax dollars
ha,>' tO te tc.y'r u %at all ot tat can be
reaciiy gried aithout cotmmnittoig tiscal
htara-Ain.

One hab tr hope the Calitornins till
send taeir nensage taogovernmet sia the
mncderaicu' ot Proacsiton S raLther thnn the
mneet -ae rotriclism el Prepositon 13.

Mre Petter a RegentL' Professr of Pro-
omaros at the U-itimoire ofe/ in Of otn fo-

nice ch:ns-mooof toe Conacil of Ecos"otnic
Adisa-rs nof1c Pe-aideot aecoo'dn ain
Jretnon a-i a -roohbe, of the Jo!ironis
Bo'd of Coftoii'htos- An editonl o-. thia
-shbicr cc;icas inlaCy.



475

THE WALL STREET JOURNAL. WLDNLSDAY, JUNE 2S. 157e

The Meaning i
By aiVItN KRinSTOL

Ha ing Jnst 5pent a couplrn! eeks In a
Cahiornia t-burb. I bad a rngside seat
tram which to oberoLe the fAl created

by the p? a nge o' Pro;;ninhr 13. ft was a
taidnating ecxerience Foir the frst btme
one could wiir.ess a direct cr-fronth:3n be-
tain middlae c!ss -Arta'ia and the ran-
niki:aos vaho p7rsase over the ecrert-oEnd-
ing public sector. The po!iticiAn utterly
confident they had blen nding the irate
of the future." IOst badly and gracelessly
They stil cannot understand why or how It
happened.

I also find, on reurning to New Yolk.
that many of our profesional inte-preters
of the social scene don't quite uSer.ad It
either. They see little more than a sell-
serving rebellion of the affluent' against
goernment spending which favors the
tor and oniotrunale. Bult that is not wat
Proposition 13 was abhat at anl.

To behin with, it is ridiculots to talk as
if a0l goe-nmeni sermices were Of pratary
benefit to tihe pci- Siirer schanls. for In
stance, now closed in Califolnin. may be
useful to same por kids. buh they are no
less usefll Io chiidren of the midile clams
aid they arc beyend all doubt proS hre to
middle class lenchers. Tihere are pt-claus
few social programs that do no0 .owsively
benefit middie-class profefsionats of alt
kinds-which is hardly surprising, since If
Is these profemionals who denrsted thrse
programs in the first place.

W ho Is Poor'?
Moreover. there ar far fewer troly

poor people in this countey. than the conr
ventionai statishcs suggest. The greatest
distortion results from neglectng the fac-
for of age. A couple of maiaried graduate
students who are "makdng do" on an tn-
come. say, of 1-t.000 a year may frequenoty
be broke. but they am In no sense "poor"
-or do they ro regard themselves. Pov-
erty in a saciety such as ours is not merely
a function of money Income. P-spects arn
at least equally importanL

of Proposition 13
And s0 are wuat migtht be .a :ed "`et-

rispects." An elderly coupye on Srocai Se-
! car ry is not aecessarty year. Thev ray

have modes: savings which they Cai dray
I0n to szpyiemeot Sqca Shc-Ur..y. T'ey

may own a house. mortgnetr're. on w'ch
tLey ca. hama Or. and above ail. tvey
m.may.ha-e ch; den who cowtnbute to their
sayport. 7t:s last is a pohibily tha: uber
a's regard as dis:as:e'. r.ace tney see it
an a Prir:.e usurafion of a pubic respoen
s.bih:y. 3a: r.o atl chiidren or pa-eats are
of this opinrons

Scilaray. a rousehold ,ith an Incomr-e
of t f- 3G a. a year. as a res,,t of rus
hard and te botlh warking,' Is noat teces
sari~y '6al 'ent There ar taxes to be
paid. marlgaz~ payments to mrak. two
cars to Sanyo::. and yerhaps a cluid (or
wa or :r.:e' Oto :5 gong or -id ston;

to cci:ere. Suct: a hoasenoid has to s:-agyte
to make ends Meet. That is not anai at.
tience' s snnased to mean.

Haing sa~a that, nne must quickly add
that there are .ndisp=alavy ye-ye In tLis
ccm-; w C-.r !a'a 1v be clied 't.,hen or
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small Is beauttul'' or lair shares for the
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Most Califorians (litke moot Amei-i
cansl Own their own homes or asopie Lo do

so ns coon as possIble. Buot batln conm-
bined with a series of ongrowth" mea-
sures by the state and various Ixaildtes,
hare sent real estate values sowang. The
ironic, indeed absurd result was that Calt
foritans found themslves so hoonerich
that they could no longer afford to Uve In
their own homes!

Board of Contributors
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COPING WITH TAX CUTS

By Robert W. Poole, Jr.

By a two to one margin California voters have approved Proposition

13, the Jarvis-Gann initiative. As of July 1 California property taxes

will be slashed by about 60%. Similar property tax limit measures are

pending in seven other rtates, and state tax limitation petition drives

are under way in 27 others.

The era of free spending by cities and counties is ending. Tax-

payers have made it clear that what they want is not more and more ser-

vices, but a reduction in the size and cost of government. So today's

number one local issue is: How can cities and counties cope with reduced

budgets?

To begin with, it's important to understand the size of the cuts.

In California, like most states, property taxes make up far less than

half of most local governments' revenues. The actual cuts resulting

from Jarvis-Gann will average about 12% for cities, 15% for counties,

and 30% for school districts.

As readers of this column know, savings of this size can be pro-

duced by a variety of innovative methods. It is not necessary to take a

meat-axe to local services. What's needed is an intelligent application

of business-like methods, and some rethinking of what services taxpayers

should be asked to pay for. Below is the briefest overview of the types

of changes that can do the job.

* Fire. The use of paid reservists instead of full-time firefighters

for up to half the force can save 20 to 40% of a fire department's budget.

Using modified tract houses for suburban fire stations can reduce station

costs by 60%. Computerized fire station location planning can often

redu&e the number of stations needed--and thereby the number of men and

trucks. Contracting with a private firm can save up to 50% of the total

cost of a fire department. In suburban and rural areas, private sub-

scription fire departments cost 50 to 75% less than municipal departments--

and only the subscribers pay. (Subscribers get a break on their insurance

rates.) Some small cities and towns have abolished paid departments

and returned to volunteer departments--cutting tax costs to zero.

a Pararedics. There is no reason for local governments to operate or
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subsidize paramedic service. Already, 50% of California's paramedic

programs are run by private companies. Direct comparisons of public and

private paramedic operations show over 70% less cost for the private

firms. More important, since nearly all private hospitalization insur-

ance and Medicaid programs pay for paramedic services, there is little

reason for local government to subsidize paramedics, even where a pri-

vate firm provides the service. In Santa Barbara County, the private

paramedic firm bills all users, and the county government pays only for

service to true indigents. The cost to taxpayers is less than 20 per

person per year.

e Police. Large cities can save nearly 50% on police patrol costs by

switching from two-man to one-man patrol cars. A Police Foundation

study showed that one-man cars performed virtually the same as two-man

cars. The use of compacts instead of full-size sedans can cut vehicle

operating-costs by one-third. Many routine public service duties can

be transferred to civilian police aides--up to one-third of the force--

at about one-half the salary of sworn officers. Costly support services

like dispatching and crime labs can be consolidated and shared among

several cities. Smaller cities can often contract with a larger, adjacent

department at up to 40% savings over operating their own force. Switching

to ten-hour shifts with two of them overlapping in the (high-crime) even-

ing hours can put more officers on the street when most needed--at no

increase in cost.

* Parks and Recreation. City recreational facilities like beaches,

tennis courts, and museums are really no different from bowling alleys,

movie theaters, and amusement parks. People expect to pay for the latter

when they use them--and should learn to pay for the former as well. There

is no reason why all taxpayers should pay for the tennis courts used only

by a few, any more than they should be taxed to provide "free" bowling

alleys. All such programs can be made self-supporting by user charges,

and removed from the tax burden. Public parks can be maintained by

private contractors at savings of 10 to 30% compared with municipal

crews. Or neighborhood groups and local businesses can be organized

to take responsibility for local park maintenance at their own expense--

saving taxpayers 100%.

o Garbage. A Columbia University study found that it costs 68% more

for a city department to collect garbage than for private firms to do
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so. Across the country more cities switch to private firms every year.

Other cost-cutting changes include modern one-man trucks (30 to 40%

savings) and computer-designed pick-up routes (10 to 20% savings).

. Public Works. A management technique called "work measurement" re-

designs jobs for greater efficiency. It has saved many cities 20 to

30% of their public works operating budgets. Using private contractors

can also save money in areas like street maintenance, traffic signal

maintenance, and pavement striping. This way the city can avoid tying

up millions of dollars in specialized but little-used equipment, and

need not worry about keeping a large work force occupied. It pays only

for work that's actually needed. Major city systems--water, sewers,

harbors, airports--can be put on a fully self-supporting basis by ap-

propriate user charges, removing them completely from the tax burden.

v Welfare. Errors and fraud plague most welfare programs. Yet Los

Angeles County cut the error/fraud rate from 14% to 2.67% in just four

years, using new management methods and a computer system. Estimated

four-year savings: $60 million.

* Data Processinq. A number of cities and counties have turned over

their entire data processing departments to a private firm--at a guar-

anteed saving of 30%. In Orange County, California, 98% of the employees

accepted jobs with the company, but after two years only 72% remained

in the data processing operation. The others had either left via normal

attrition or had been promoted to other jobs within the company.

These are only a few examples of the many innovations we at the

Local Government Center have identified over the last few years. (More

are described in my handbook, Cut Local Taxes--Without Reducine Essential

Services.) Though most are in use in only a few cities or counties, all

are fully proven, workable techniques. And all produce impressive sav-

ings--of 20%, 30%, 50%, or more.

The important point for taxpayers is that sharp cutbacks in prop-

erty taxes need not cause chaos or disruption of vital services. Officials

who claim otherwise are either sadly ill-in;formed or unwilling to be

responsible.
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T h e U n t es' t e M e d c n - -; _ -!, se x

The" Unet~ edicin-e. I
By Marsha K. Strong .

OJAI, Calif.-Just like any other
town in the state of California, the
small resort community of Ojai is un-
dergoing numerous changes due to the
passage of the Jarvis-Gann initiative
(Proposition 13). Many services are
being cut back. Parks will have no
caretakers. Schools are cutting curric-
ulum. Summer school has been called
off. Libraries are closing down or close
to it. Firefighters are being laid off.
Jails are being closed.

To the casual observer the sky is
falling. But the rest of the nation is
watching California, and they are not
casual observers. The guinea pig has
been fed the experimental formula
and the nation sits back to see if it
thrives or dies.

Opinions are still varied only one
month after Jarvis-Gann became law.
Doomsday preachers still claim that
the end is near. Jarvis-Gann backers
still wave their fists in protest that
government is thumbing its nose at the
taxpayers, cutting back on necessities
and keeping the extras.

This is without a doubt positive
proof that we, the people, are in the
same type of situation our founding fa-
thers were in when they rallied against
"taxation without representation."
The people have made their wishes
clear. But the politicians in their posi-
tions of power act in opposition to the
wishes of the people. In short, taxation
without representation.

Yes, California is still in upheaval.
And it probably will be for some time
to come. But the people in Ojai, as in
other California towns, are taking this
rare opportunity to make the first
steps toward doing away with big gov-
ernment. Jarvis-Gann may not be per-
fect, but it has opened up some doors
that were never open before.

When Ojai learned that its library
would be shut down due to lack of
funds for staffing and supplies, a com-
mittee was quickly formed to save the
people's library. Volunteers came
forth to man it, donations pledged to
supply it, and the library will remain
- now, more than ever - the people's
library. The community, which al-
ways took pride in its little library,
will now have a greater pride because
it will now feel directly responsible for
its existence and maintenance.

Teachers and taxpayers have joined
in this small town to demand that the
school board cut back in the area of ad-
ministration rather than curriculum.
An alliance of this kind would never
have come about without Jarvis-Gann.
And, though it is still too early to tell
who will win the battle, the point is
that the people have been drawn to-
gether in this common bond.

So, for the nation who watches Cali-
fornia with the interest of a scientist
observing a guinea pig, please take
careful notes. The patient is still sick
and is suffering from monstrous blows
to its life-giving sources. It is, how-
ever, at the same time beginning to
discover that it has more control over
its own life-giving sources than it had
previously realized. And it is thusly
slowly gaining an almost super-
strength. There will probably always
be internal scarring left from the
mightly battles this test animal has
undergone. But I believe, that the test
animal will not only live, but be better
off in the long run. And it is my opinion
that one day a good, stiff dose of Jarv-
is-Gann-type medicine will be pre-
scribed for the rest of the nation in
order to keep the political nasties from
getting total control of our country.

Marsha K. Strong is a writer who con-
'tributes editorials to the Ojai Valley
News, in Ojai, Calif. - -, -

July 19, 1978, New York Times, Page A21
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Some Observations on the Taxpayers Revolt

Norman R. King

City Manager
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CALIFORNIA DREAMING: Some Observations on the Taxpayers Revolt

On June 6 California voters overwhelmingly (65 percent) approved

proposition 13, labeled by some as the taxpayers' initiative.

Proposition 13 will restrict property taxation to one percent of

market value; roll back property assessments to 1975 levels until /

the property is sold; require a two-thirds vote of the legislature

to increase state taxes and put real property virtually off limits

to new taxation. It provides no methods of offsetting the loss of

approximately $7.5 billion in local revenues in the fiscal period

beginning July 1, 1978. The only sure thing is that the effects of

proposition 13 will be pervasive and largely unpredictable.

There is much discussion of a nation-wide tax revolt. There are many

ways to limit government spending, right ways and wrong ways. The

following observations are written for those who will be facing

similar attempts to reduce government expenditures, by choice or

by chance, and who would like to avoid some of the pitfalls which,

unfortunately, the author believes that California has not avoided

when adopting proposition 13.
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I. THE TIME WAS RIGHT

The time was right. No one disagrees with that. In no particular

order consider the following:

1. The State Surplus

The state government was reporting an unprecedented surplus

totaling $3 to $4 billion accumulation at a rate of $1.5

billion per year. California's economic recovery from the

1974 recession was one of the most impressive in the country,

and fueled by a progressive state income tax the surplus kept

growing. Of importance was that much (some say most) of the

surplus came from the individual income tax, not because of

increased rates but because inflation-pushed higher earnings

were taxed at progressive rates. Also, as sharply increased

reassessments occurred in the past three years--due largely

to increased assessment of single family homes--state funding

for many school districts decreased under a formula which

decreased state school support as local assessed value increased.

This state surplus was well advertised and became a major factor

in the campaign with many proponents of proposition 13 pointing

that the surplus should be "returned" to the people and that

proposition 13 was a vehicle that would do this. A final

irony: The state surplus will grow more quickly by one billion

dollars per year under proposition 13 because the state will

receive higher income taxes caused by less deductible property

tax payments and because the state funded "homeowners exemption"

transfer will be reduced.

-2-
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2. Housing Inflation

The value of single-family homes has been increasing phenomenally

in California, particularly Southern California. One study

showed that whereas in October 1973 the average price on an

existing home in Southern California was $35,800 ($1,100 less

than the national average) in April 1978 the average existing

home in Southern California was priced at $83,200 ($26,200

more than the national average). These values pushed assess-

ments up rapidly and although the overall tax declined some-

what over the past three years, most homeowners experienced

increased property taxes in excess of the rate of inflation.

On the other hand commercial and industrial property did not

experience nearly the same rate of value increase as did

single-family homes.

These rapid increases in the value of single-family homes,

when combined with the federal and state income tax deduct-

ability of property tax payments, caused low and moderate

income homeowners to receive tax increases disproportionate

to the more affluent homeowners. (The reason for this is that

a homeowner in the 50 percent combined federal and state

income tax bracket will effectively pay only $500 more if

his property taxes are increased by $1,000. The homeowner

who is in a low tas bracket--such as 20 percent--pays.an

effective increase of between $800 and $1,000.) This

situation especially angered retired homeowners who formed

the initial but by no means exclusive strong support base

for proposition 13.

-3-
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In spite of rapid increases in assessments of single-family

homes, both the state income tax and sales tax increased

more rapidly in the past ten years than property taxes.

The homeowner's share of total local and state revenues

remained virtually the same (13.5 percent) for ten years.

However, these facts meant little to those who felt that all

taxes were too high and that proposition 13 was an appropriate

vehicle to express that belief.

3. Failure of Legislature to Deal with Property Tax Relief

For several years the public has been used to hearing about

the "tax reform" and "property tax relief" attempts of the

state legislature. After a much-heralded session in 1977,

a bill supported by Governor Edmund G. Brown, Jr. died in

the senate after being approved by the assembly. The public

was well aware that the state legislature had failed to do

anything, and this was a major reason why many voters refused

to believe that the passage of the "Behr bill", which led

to proposition 8 appearing on the ballot as the alternative

to proposition 13 (more later on this) and which was adopted

in February after proposition 13 qualified for the ballot,

was anything more than a last-minute sop offering no substance

and no relief.

One voter wrote that "I find it interesting that our legislators

in Sacramento waited until more than 1,000,000 Californians

signed a state-wide people's petition to control taxation

before they frantically came up with a piecemeal legislation

in hopes of deterring and confusing the California voters from
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taking destiny into their own hands by voting for. proposition 13."

4. The Los Angeles County Board of Supervisors

Another factor which contributed to the average taxpayer's

belief that nothing less than a "revolution" was necessary

and that the taxpayer must take charge were the antics of the

Los Angeles County Board of Supervisors. This board of five

members represents 7,000,000 people. Los Angeles County voters

representing one-third of the state population often swing

the balance in state elections. Unlike many other California

counties in which property is evaluated and reassessed each

year usually only one-third or one-fourth of Los Angeles

county is reassessed in a given year (in fact, in the city

of Claremont the assessor had not reassessed over half of the

property within the city for at least ten years prior to 1975).

In a time of rapid escalation of housing prices this cyclical

reassessment procedure caused increases which frequently

were in excess of 50 percent for some homeowners. (Though

for the next two or three years the property would remain

unreassessed.) In May, just in the heat of the proposition 13

campaign, the Los Angeles County assessor announced that the

overall assessment role for Los Angeles County would increase

by over 18 percent in 1978-79 with most of this increase

coming from only approximately one-third of the county, and

more importantly that three-fourths of the increase would be

borne by homeowners although homeowners represent only

approximately 35 percent of the overall value of property

of the county. The five members of the board of supervisors

-5-
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had previously voted by a 3-2 vote to oppose proposition 13.

In non-agendized action in early May, the board (with two of

the supervisors who were in favor of proposition 13 voting)

voted 3-0 to request the assessor to notify property owners

of the increase of assessed value before the June 6 election.

Normally, such notices of reassessment were sent out in July

although prior to this the assessor had made available the

tentative reassessments to owners who took the time to make

a direct inquiry to his office. Then two weeks later, also

in non-agendized action, the board voted 5-0 to request a

rollback of the assessed value to the 1977 levels. Immediately

members of the state board of equalization and others questioned

the legality of such a rollback, but three days later the

county assessor announced that the previously announced

reassessments would not be implemented. The combined effects

of these contradictory actions which were well publicized

throughout the state and which to the public were contrived,

inconsistent, and representative of their belief that

"politicians" could not be trusted was to cause a sudden

turnaround in the polls. Support for proposition 13 began

to pick up again, after previous surveys showed the

proposition beginning to lose support. In my opinion,

these actions of the county board of supervisors were the

death knell of those opposing proposition 13.

-6-
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11. THlE CAMPAIGN

1. "Shift the Property Tax Burden" or Cut Government Spending"?

The tax revolution in California was built fundamentally on

two not necessarily consistent premises. Many people

supported proposition 13 out of a genuine personal concern

that the property tax, as a source of government funding was

inequitable and that funding must be shifted to other taxes

such as the state income tax or sales 
tax. Probably a greater

number of voters felt that they were voting for proposition 
13

in order to tell the "politicians" that government 
spending

must be reduced; that compensating revenue should 
not be

raised; and that the only way to curb government spending

was to reduce revenues so that the "bureaucrat" could not keep

spending. The shifting back and forth between 
these two

fundamental premises kept the proposition 13 opponents on

the defensive. One moment a supporter of proposition 
13 would

state that no "essential services" would be curtailed because

the idea was to shift funding to 
the state; the next moment

a proponent, perhaps a different one, would argue that there

should be no increased state funding 
to make up for the

proposition 13 reduced revenues because the purpose 
of

proposition 13 was to limit government spending.

A great deal of newsprint was blackened 
with letters urging

that government be "disciplined". .One lady 
stated, "The

opposition does not discuss cost reduction in government services

which is one of the main reasons for the proposal to cut down

the revenues available to government 
spenders." Neil Jacoby,

-7-
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UCLA professor and widely quoted by proposition 13 supporters

stated that "if the initiative should fail, California

politicians will be free to pursue their present course

of wanton spending which encumbers our economy and threatens

the material security of our homes".

2. "Show the Politicians Who's Boss"

In some respects it is fair to say that the effects of the

proposition are so overwhelming, diverse, and complicated

that the average voter could only deal with the issue

simplisticly. The proposition seemed to be an opportunity

for the voter to cut government spending without being

responsible for even offering advice as to what programs

should be cut. The litany that "essential services would not

need to be cut" from the proponents of proposition 13 was

stated so many times that it seemed to become a truth unto

itself even though "essential services" was never defined

and certainly meant different things to different people.

The shedding of the responsibility of the electorate to

indicate to local elected officials what programs should be

cut may be viewed as the ultimate "dropout" from the democratic

process in which, under the guise of "showing the politicians

who's boss", the people reduced funds available and turned

over the decisions as to what should be cut to the same

"politicians" who they claim don't represent them.

The average voter could truly not fathom for what lie was

voting. Not only are there many taxing agencies to whom

property tax is paid (in the City of Claremont there are

ten agencies which r'~cit. e a property tax), but there is
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tremendous variation around the state in the degree 
of

dependence on the property tax even among the same type of

government agencies. For instance, though the budget of the

average city is 27 percent dependent on property tax, the

range is 0 to 60 percent. Schools are 47 percent dependent

on the average, but the range is 20 to 90 percent. In this

environment some cities, schools, and special districts

were tremendously affected while others not at all. 
With

this smorgasbord from which to choose, both the proponents

and opponents could find any number of specific examples

which would either be greatly affected or not be 
affected

at all by proposition 13. The conflicting:testimony as to

what would happen was, of course, confusing to the average

voter. Quite a number of agencies prepared "contingency

budgets" before the election. However, because of the

number of taxing agencies involved, it was difficult for

the media to begin to either comprehend or convey 
the

diversity of the impacts. Furthermore, the proponents were

very successful in branding any possible major service

reductions as being "scare tactics", and with the possibility

of state reimbursement (however remote) the public 
agencies

had to qualify their contingency budgets. This was often

intentionally misread as being a "threat" or an attempt 
to

"coerce votes".

In summary, the average voter had very little idea about what

services would be affected, or the implications of 
proposition

13, nor did he care. The idea was to cut government spending,

and a great many proposition 13 supporters sincerely 
believed

-9-
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that by forcing the politicians to cut the "bureaucratic

fat" that there would be no noticeable impacts.

3. "Send a Message to Sacramento"

One of the most frequently played-upon emotions of the

campaign was the idea that because the state legislature

had refused to grant tax relief or tax reform the people

should "get" the legislature. It was widely held by many

voters that proposition 13, in fact, would impact state

government although the $7.5 billion property tax revenue

reduction will be extracted exclusively from local govern-

ments. Even on the last day of the campaign, Paul Gann,

one of the initiators, stated that "the voters are telling

Sacramento they are sore as hell". There was nothing more

frustrating to a city council member, who having suffered

from state-imposed mandates or state court decisions

which increased the cost of local government in regard to

everything from insurance to retirement systems, than being told

by a constituent that he was voting for proposition 13 in

order to "send a message to Sacramento".

4. "Vote for Jarvis"

One of the unique aspects of the campaign was the strong

identity of Howard Jarvis with the ballot proposition.

Aside from his colorful, if not rude and argumentative,

personality,theinttitiative took on a personality of its

own. The opposition had no particular personal identity

other than being "anti-Jarvis". Thus proposition 13 had

the advantage of a personality to make the abstract idea

concrete with no person running against him.

-/0 -
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5. "One Percent is Enough for Property nlAated Services"

The basic feature of proposition 13 is the rollback of property

taxes from the present average of three percent to one per-

cent of market value (based upon the 1975 values). According

to proposition 13 proponents the one percent is the amount

necessary to fund "property related services". By providing

a maximum annual increase of 2 percent (unless the property

is sold) it is obvious that in real dollars even the magic

one percent figure will not be achieved.

In any case, without being specific the proponents success-

fully conveyed to the public that one percent was enough

and a great many opponents conceded that the present 
heavy

reliance on property tax to fund many non-property related

services such as health, welfare, and education was

inappropriate. It remains to be seen how the one percent

works out; I am not optimistic. For instance, in Claremont

the total property tax revenue which the city can hope to

receive under proposition 13 is $250,000, and the budget

of our police department (a service which most 
consider to

be property related) will be in excess of $1.2 million per

year. The rhetoric of the one percent has significant holes.

6. Distortions an _ isrepresentations

The proponents consistently downplayed that local govern-

ments would miss the $7.5 billion. Two approaches were taken, both

deliberate distortions. First, without qualification proponents
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stated boldly and frequently that proposition 13 would not

lead to curtailment of "essential services" (essential

services was never defined). For instance, economist

Milton Friedman stated, "I strongly support Jarvis-Gann...

the big government's coalition has been threatening dire

consequences.. .police and fire departments crippled, bond

issues in default, bankrupt schools.. .Jarvin-Gann won't

have any of these 'dire consequences'." Randy Go6dwin,

campaign coordinator for proposition 13, said that state-

ments made by union leaders and government officials about

probable layoffs were "part of the scare tactics, and we

believe that the budget cutbacks will not result in the loss

of any jobs and will just make government more efficient."

Secondly, the proponents played upon the notion that by

trimming bureaucratic fat the loss of $7.5 billion would

not be noticed. Several pro-proposition 13 advertisements

lumped all local and state funding ($40 billion); assumed

that the total existing state surplus of $3 billion built

up over several years would be reimbursed to local governments;

and that the remaining deficit of approximately $4 to $5 billion

would equal only "ten percent of spending" which can'easily

be made up by trimming some bureaucratic fat". This slight

of hand obscures the following:

State government expenditures are not required to

be decreased by proposition 13; in 1978-79 all local

and state government raised a little over $30 billion

(not $40 billion) with federal grants increasing

the total to approximately $37 billion; and the $30

btllion figy-r Incult:deo those funds and fee_ .amrm ked
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by law for specific purposes and trust funds--

water, sewer, road construction, etc.

Most local government budgets provide programs funded by non-

property tax related revenues (grants, trust funds, fee-sponsored

activities, earmarked revenues, etc.) and eliminating such /

programs entirely would not reduce the extent of the cutbacks

necessary because of property tax revenue loss of proposition 13.

For instance, in the City of Claremont "only" 25 percent of the

total city budget is funded by the property tax. However, by

the time all expenditures, directly or indirectly funded by the

property tax were identified, we found-that our total $1.2 million

tax loss must be extracted from only $2.8 million of expenditures,

well over 40 percent. This $2.8 million contains the entire

$1.2 million police department budget. Thus, the "ten percent

myth" sounds reasonable (who can knock a ten percent reduction?).

It was in reality a gross distortion of the fiscal situation

confronting most local agencies, especially once the state

surplus is exhausted.

In addition to the above misrepresentations, the net tax loss

of $7.5 billion is probably substantially understated to the

extent that in all probability the local match for a number

of grant and aid funded programs (both state and federal) will

likely be withdrawn as a result of proposition 13 cutbacks;

thus, substantially increasing the total revenue loss to local

government in California. A study done by the Office of Manage-

ment and Budget indicated that about $6.9 billion dollars of

federal grant programs may be affected with a probable range of

loss from 2 to 3 billion (of the $6.9 billion, $4.1 billion are

dependent on lacal match).

-13-
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All in all, the average voter put down the possibility of

service level cutbacks. One poll taken on election day

indicated that less than 25 percent of those voting for

proposition 13 believed that local services would be reduced

if proposition 13 passed; 71 percent of the yes voters believed

that they could obtain drastic property tax reductions without

any significant reduction in government services.

7. Venting Frustration-

The campaign afforded a number of citizens a sense of power -

at the expense of the government employee and the predominantly

part-time local elected official. Letters to the editor were

filled with vindictive advice from those venting their

frustration by lashing out at the "politician", and the

"bureaucrat". Howard Jarvis provided many examples of this

disdain. Jarvis stated that of the public employees who might

lose their jobs that those that are competent "can get a job

in 20 minutes" in private business. "If he can't write his

name and address, and wastes time on the job, he may have to

work somewhere else and that's fine with me."

Government was clearly the enemy and though few of those

making such insinuations had ever made the attempt to contact

a local council member or. city manager to discuss his/her

concerns that a particular program or programs should be

reduced, there was widespread opinion that the "politicians"

were obviously motivated against the public interest.
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8. "Proposition 8 is a Cruel Hoax"

As mentioned above, the inaction of the state legislature

was a major impetus to the initiative campaign. When the

legislature did act in February, it was several weeks after

the initiative had qualified for the ballot, and at that point,

the voter would not believe that the legislature could come

up with anything worthwhile; that the last minute action was

obviously a sham (in fact the state legislature acted too

late for a description of proposition 8, which was the legis-

lative alternative to proposition 13, to appear on the same

ballot). The irony is that proposition 8 (which was also

referred to as legislative bill SB 1, or the "Behr" bill)

did in fact provide substantial tax relief which, if enacted

prior to October 1977, probably would have been well received

by the public. The important elements of proposition 8 were

as follows:

1. Provided a minimum 30 percent decrease in homeowner

property taxes (from what the rates would have been in

1978-79) for all homeowners by allocating $1.5 billion

of the state surplus exclusively to homeowner tax relief.

This was different from proposition 13 which allocated

its tax relief provisions to all property including

income producing property.

2. Limited the increase in property tax revenue received

by local taxing agencies to no more than the rate of

inflation, exclusive of property taxes from new

construction. This was to be done by forcing the local

taxing agency to lower the tax rate when reassessment
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caused the assessed evaluation within that jurisdiction

to increase at a rate greater than inflation.

3. Provided a small increase of direct assistance to renters.

4. Transferred a significant portion of county health and

welfare costs to the state government.

The net effect of "1" and "2" above was to provide immediate

relief to homeowners not receiving a reassessment and to

greatly reduce the financial impact of reassessments on homes.

For instance, in Claremont it was anticipated that a home would

have to be reassessed by 65 percent or more before the owners

of that property would pay more taxes in 1976-79 than 1977-78.

Regardless of the above, proposition 8 was branded as a "cruel

hoax". Few voters understood proposition 8 and it was complex.

Proposition 13 proponents exploited the fact that proposition 8

would not force government cutbacks. This was true although

the revenue limit would certainly impose a major new limitation

on the ability of local governments to grow any faster than

the rate of inflation. The fact that proposition 8 targeted

its direct relief to homeowners only and not to income producing

property did not seem important to most voters. In the end

proposition 8 received only 47 percent of the vote even though

it was well advertised that if both proposition 8 and 13 received

more than 50 percent of the vote, 13 would take precedence.

In the last week of the campaign some proponents of proposition

13 were also urging those voting for 13 to vote for proposition

8 as "insurance" should anything happen to proposition 13 in

the court. Even so relatively few voters voted for both
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proposition 13 and proposition 8. If proposition 13 is

struck down by the courts, proposition 8 will not take affect.

The fact that this was not understood by the voters was another

example of the highly emotional content of the campaign in

which true self-interest was often not recognized.

9. "It Will All Work Out"

Throughout the campaign there was the unshakable belief that

though it was fun to "shake up the system" and put a scare into

a major institution of American life that nothing was being

done by proposition 13 that would cause major disruptions.

People believed that it would all work out. And it may. But

quite likely at the expense of certain segments of the population

and with the risk that the California body politic may have

been irreparably ruptured.

-17-
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III. THE IMPLEMENTATION

On June 7 local government throughout California began to deal

even more seriously with the impacts of proposition 13. Some of

the implications of proposition 13 are discussed below. Not

addressed is the possible unconstitutionality of proposition 13.

This issue has already been raised in the state courts. Although

it is possible that proposition 13 will prove vulnerable from a

Constitutional viewpoint, the following discussion assumes that

proposition 13 will go into effect as presently written.

1. The Opportunity

I am not overly optimistic. However, there is no question

that the public is now officially on record of desiring a

more streamlined and efficient government. (Did anyone

doubt that in the first place?) If used creatively, local

elected officials and urban administrators may be able to

implement cost reducing measures and reforms which have not

been previously possible because of special interest group

opposition or restrictions imposed by the state legislature

and federal government. Don Benninghoven, executive director

of the California League of Cities states that local elected

officials are probably more frustrated than many of the people

who voted for proposition 13. They are, he says, "frustrated

with endless red tape and regulations imposed by the county,

the region, Sacramento, and Washington". With public opinion

apparently on the side of more efficient management there may

be a great opportunity to reduce the amount of regulation and

red tape presently impacting local governments.

-iR_
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In addition, those of us who are professionally involved in

local government administration have been presented with a

unique, if not exciting challenge, perhaps even an opportunity.

Although government administrators seem to be now viewed as

the "enemy" we are entrusted with the responsibility of assist.

ing local elected officials of doing the best we can to make

proposition 13 work. I personally believe that a more moderate

and less emotional approach to the problem of rising taxes would

be far preferable and would have inflicted far less damage to

the good things than government services can provide. However,

perhaps it is true that major changes only take place in times

of crisis, and now that we have inflicted a crisis on ourselves,

I hope that we can make the most of the opportunity to make

other needed and beneficial changes.

2. Distribution of the State Surplus

Upon passage of proposition 13 the state legislature began to

define the role of the state government in regard to the

approximately $7 billion deficit facing local governments in

California. There were two immediate issues to address:

First, it was necessary to develop guidelines in regard to the

distribution of the remaining "one percent" property tax.

The state legislature adopted a formula, for one year only,

which will distribute the remaining property tax based upon the

average percent of the previous total tax rate. That is, if a

'city had previously received 10 percent of the total property

taxes paid by its residents, that city would receive 10 percent

of the remaining property taxes.

For sake of quick agreement the proportional formula was adopted.

-19-
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However, the formula does have potential equity problems.

For instance, the county (which has a uniform rate throughout

the county) will receive a different portion of taxes from

various parts of the county. For instance, a resident in an

area which had a disproportionately high total tax rate might

end up paying only 35 percent of the tax dollar to the county,

whereas a resident in a jurisdiction which had a low total tax

rate might pay as much as 50 percent of each dollar to the

county, ostensibly for the same services.

Secondly, the state has decided to distribute $5 billion of

the state surplus to local agencies. Although prior to June 6

Governor Brown repeatedly stated that there were no guarantees

thestate would help, the state legislature and governor decided

to distribute the entire existing state surplus even dipping

into a portion of surplus revenues anticipated to be received

in 1978-79. As described below, the surplus comes with

significant new restrictions on local government.

The legislature chose to distribute the entire surplus in one

year in spite of testimony given by some officials that the

surplus should be distributed over more than one year's period,

thus giving the state greater flexibility to deal with potential

proposition 13 related effects2. Instead, the state has

temporarily postponed the effects of proposition 13 for one

year. With considerably less surplus fund available in 1979-80,

this virtually assures that either taxes will increase or major

service reductions will occur after June 30, 1979.

It is important for residents in other states and California
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to understand that the distribution of the state surplus will

only postpone the real effects of proposition 13. It is reason-

able to assume, state-wide, that at least $1 billion will be

raised by local governments in increased non-property tax fees

(water rates, recreation, street sweeping fees, etc.). This

amount added to the $5 billion state surplus, will mean that

local governments will actually have to make cutbacks of only

$1.0 to $1.5 billion in 1978-79. But beginning in July 1979

it would appear that from $3 to $5 billion further cutbacks

will be necessary or new fees must be imposed. In my opinion,

the state has made it certain that 12 months from now California

will have a real crisis (unless state taxes are raised).

Local officials have again been placed in an impossible no-win

situation in which prior to the action of the state to allocate

the state surplus, it was only prudent and wise to plan for a

rediction of services to a sustainable level. In spite of

charges of scare tactics, by and large, this planning was

based on accurate projections of secure revenue; and not upon

some possible future action of the state legislature. By

allocating the entire state surplus to be spent in one year,

Governor Brown and the state legislature have now confirmed

in people's minds that predictions of large cutbacks were in

fact scare tactics. And citizens can live with the fantasy

that major cutbacks will not be necessary--for one year.

-21-
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Indicative of the somewhat cavalier attitude of certain state

officials, State Finance Director Roy Bell stated that, "a lot

of these sort of scare tactics were on the basis that local

government didn't trust the state to put any money in at all.

Nobody had promised them the state would put in $3 or $4

billion. Jarvis said that scare tactics were there because the

state had the surplus to bail out local government, and Jarvis

wasn't that far off in that statement, you know." It is

statements like these; the inaction of the state legislature

before June 6; and the action of the Ltate legislature since

June 6 which are in some senses penalizing those local govern-

ments which are trying to be prudent by not counting on money

that isn't there or won't be there in the long run. A series

of disincentives to conservative fiscal management practices

is now being spawned by the state government to the point that

conservative fiscal planning (to the extent that meantdeferring,

or postponing today's consumption to ensure future economic

health) is suspect. Furthermore, those who are trying to look

ahead and plan accordingly are being ridiculed for having

talked realistically about the long range effects of proposition

13.

3. User Fees

In spite of propositions 13's severe restrictions on the

imposition of new local taxes (two-thirds of the qualified

voters must approve) and the fact that most special districts

and school districts cannot impose any additional taxes or fees,

many jurisdictions have the opportunity to impose new or increased

user fees to cover the cost of services which were previously

_.24
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funded by the-property tax. As a principle of municipal

finance, user fees are generally regarded as desired method

of financing those programs for which the benefit is received

by an identified user. This principle will likely be reinforced

by proposition 13. The Metropolitan Water District has indicated

that they will increase water fees (to wholesale operators) as'

a means to recoup lost property taxes. In my opinion, there

is little justification for property tax support of water prices

and this proposition 13 induced change should be helpful in this

regard.

However, there are limitations on user fees. For instance,

fees cannot be deducted from the income tax whereas property

taxes can. Thus, depending on one's tax bracket, the imposition

of a fee equal to the amount of lost property tax revenue will

result in increased net tax burden of anywhere from 0 to 70

percent. Furthermore, cities do not get credit for user fees

under the "local tax effort" portion of the general revenue

sharing formula. This ultimately means less general revenue

sharing for cities which are more dependent on user fees.

Proposition 13 will also likely force a court determination of

what actually is a fee versus an excise tax. Some attorneys

argue that unless the fee is based on benefit (which should

vary according to use) that it is an excise tax. This perhaps

could invalidate a uniform refuse collection fee charged to

all residences.

4. Tax Relief for the Federal Government and Non-Residents

One of the greatest ironies of proposition 13 is that the

-a-.
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federal government will be the single greatest beneficiary

of the tax relief effort. It is estimated that of the total

$7.5 billion property tax reduction that $2.0 to $2.5 billion

will flow to the federal government coffers because of the

loss of deductability of property taxes from the income tax.

(In other words, a person or corporation paying taxes in a

50 percent bracket may pay $2000 less property taxes under

proposition 13 but because of the federal deductability his

net decrease will only be $1,000, with the remaining $1,000

staying with the federal government. Thus, unless deductible

state taxes are increased the federal government will end

up with $1,000 more money.) It is also likely that not only

will the federal government receive more income taxes from

Californians as a result of proposition 13 but that the federal

government may end up spending less in California as a result

of proposition 13. A study by the office of management and

budget indicated that a total of $6.9 billion in federal grants

is presently allocated to California. Some authorities believe

that from $1 to $3 billion of these grants will be ultimately

curtailed because of the reduced level of local tax effort and

reduced local matching funds. One of the most urgent issues

is the Department of Labor's requirement that for the CETA

program if a regular city employee is laid off that a CETA

employee in a similar classification must also be terminated.

Efforts to persuade congress and the Department of Labor

officials to modify this policy have so far been unsuccessful.

Furthermore, it is common to believe that the federal political

and bureaucratic establishment while not being vindictive, can

- at-~
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be counted upon to be rather inflexible in regard to making

changes which would ease or modify the proposition 13 effects

in California.

5. Economic Impact

The economic impact of proposition 13 is of course largely

unknown. There are many different estimates. The UCLA

School of Management Study projected that unless the state

allocated more than $1.5 billion of the state surplus to

local governments that the state's unemployment rate would

increase from 6.0 to 10.1 percent and that total income in

California would drop by $4.8 billion. In the longer term

many of these jobs would be transferred to private industry

with severe transition problems. The study indicated that

50,000 of the state's 75,000 CETA positions would be termin-

ated and that 450,000 in the public and private sector would

be involved.

Now that the state has allocated a $5 billion surplus, the

result of this study will be impossible to validate at least

until 1979-80 when the real effects of proposition 13 will

occur. After the June 6 election the study was revised to

assume a $5.5 billion state surplus allocation. The study

indicated that there would be a short-lived economic upturn,

but by the end of 1980 unemployment would climb to exceed

10 percent (or 3.7 perce\t above the rate the UCLA model

would have foreseen without proposition 13).

The revised study also unveiled a new assumption corroborated

by a state legislative analyst report. This was that it

-25-
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appears that only $2 billion of the total $7 billion in property

tax savings is assured of staying in the California economy.

The net loss of $5 billion was stated to be caused by the $2

billion windfall to the federal government for reduced

deductability of property taxes and $3 billion windfall to

out-of-state corporations and individuals from which it is

either unlikely or not assured that the savings would be

reinvested in the California economy. The Los Angeles Times

reported this conversation between assemblymen when being

told of this information (June 12, 1978): Assemblyman X

(referring to the legislative analyst's report that $5

billion would be drained from the state), "I just cannot

accept that. I find that prediction to be excellently absurd

and disasterous". Assemblyman Y, "Please do not become upset

every time you hear 'a piece of bad news'."

6. The Sale of a Birthright

In my opinion, one of the most sacred of American freedoms

is the privilege of citizens in a community to come together

and decide to do something (such as build a park, a street,

a police station, etc) for themselves. And to raise the money

locally without having to go hat-in-hand to Uncle Sam or to the

state government to build their project. Proposition 13 has,

for all practical purposes, eliminated the possibility that

local citizens can do something for themselves. In this sense,

proposition 13 must be viewed as a powerfully centralizing

influence which will reinforce our society's general tendency

toward uniformity and less diversity. To the extent that the

state funds will be rebated to local government, the authority
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of the state and local government will be increased. Most

of the local government Revenues mill not be raised through

local tax efforts. Instead, the local government finance

system in California will resemble that existing in the

socialized countries of Western Europe in which the state 
or

central government commonly provides 80 to 90 percent 
of local

government funding. The traditional conservative suspicion

of intergovernmental transfers (such as Federal grants) 
because

local accountability for raising the funds will be lost because

the funding agency could more easily impose conditions 
has been

bought-off by visions of tax savings and a reduction 
in the size

of government. The polls indicate that conservatives were the

strongest supporters of proposition 13 with 82% of self-labeled

conservatives voting for proposition 13 and 45% of self-labeled

liberals. It would appear that the proposition 13 vote clearly

indicates that voters do not perceive it as important 
that local

government shall have the authority to raise funds for local

programs, but rather shall be dependent for funds on other

levels of government.

It did not take long for the state to begin exercising its

new found power to place restrictions on local government.

Within 20 days of the election, the legislature had imposed

three important strings on the surplus funds distributed 
to

local government:

1. Restricted local governments from giving any salary

increased in excess of that given to state employees. (At

this time it would seem likely that no increase in salaries

will be allowed for localor state employees in California.)
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This requirement has the effect of overriding previously

authorized state legislation mandating a"meet and confer

process" wich provides for the signing of multi-year

memorandums of understanding. The legal authority of the

state to override a memorandum of understanding is unclear.

Many city councils around the state are in an impossible

catch-22 situation which places them in the position of

either refusing state funds and honoring an existing memo-

randum of understanding; or accepting state funds and

invalidating a contractual agreement, and facing possible

legal action. Furthermore, if it is found that salary

increases may go only to those employees represented by

bargaining groups which have multi-year agreements, the

state will have encouraged further union organization of

state and local employees.

2. Required cities to ensure that police and fire

programs are maintained at 1977-78 levels. Although

not prohibiting economy and efficiency measures this

provision makes these two departments, which together

represent more than 50% of most city budgets, immune from

major economy moves. It further limits the ability of a

city to implement or retain non-police or fire expenditures

which may actually prevent fire or crime more effectively

(such as improving water pressure, funding a juvenile

diversion counselling program for youth, etc).

3. Restricted the amount of state surplus distribution

that a city could receive if the city's surplus exceeds

50% of the 1977-78 hcdget. Although information L:; to
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how a surplus is defined is unclear at this time, this

restriction will potentially penalize those agencies

which froze or reduced expenditures in 1977-78 in

anticipation of proposition 13. Furthermore, this

restriction will reward those agencies which were not

cautious and managed to spend every dime. Thus, the

state has given incentives to local governments in California

not to plan ahead, a lesson which may not be lost on

cities one year from now when the real crunch comes and

when there will be the pressure on the state to come to

the rescue again.

In summary, another irony of proposition 13 is that though

the people thought they were voting against big government,

they may well wind up giving more power to big brother.

7. Shifting the Tax Burden: From Income Producing Property

to the Single-Family Homeowner

The greatest irony of proposition 13 is that without question

proposition 13 will increase the relative burden of total

taxation (especially preoperty taxes) on the homeowner.

In other words, proposition 13 disproportionately benefits

income-producing property vis-a-vis owner-occupied property.

In response to the hue and cry coming from homeowners who

have suffered increasing property taxes at a much greater

rate than income-producing property the citizens of the

state have voted a tax relief mechanism which will provide

the greatest share of property tax relief to income-producing

property.

-n-
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There are several aspects of this situation. First, as stated

above, reassessment rates of single-family homes have been in

excess of income-producing property over the past few years.

The primary cause of the tax revolution were single-family

homeowners who were paying an increasing share of the total

property tax burden. In 1977-78 homeowners paid approximately

35 percent of the total property taxes in the state with income-

producing property paying the remaining 65 percent. The irony

is, of course, that proposition 13 allocates the same percentage

of property tax relief to all property and thus income-producing

property will receive 65 percent of the tax relief and the

homeowners only 35 percent.'

A second irony is that, as stated above, the state's surplus can

be attributed primarily to taxes paid by homeowners and

individuals rather than business and commercial taxpayers. The

state surplus will be redistributed on a one-time basis to

local governments to fund a portion of the total tax loss. Thus,

surplus taxes coming primarily from individuals will be used

to offset property tax losses resulting in a great part (65 per-

cent) from less taxes paid by income-producing property.

Thirdly, if new state taxes are imposed to make up any portion

of the property tax loss (and this seems unlikely in the

immediate future but possibly inevitable in the long run)

there is strong likelihood that individuals, and especially

homeowners, will be assessed a greater proportion of the new

taxes than individuals and homeowners received in property tax

decreased from proposition 13. This is because the homeowner
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and individuals pay more than one-half of all sales and income

taxes.

Finally, the reassessment process established under propositon 13

will work to the advantage of income-producing property rather

than homowner property. This is because reassessments cannotX

be greater than two percent per year on any property except

when a sales transaction has taken place that property will be

reassessed at the present market value. Thus, property which

is sold more frequently will tend to have higher assessments

than property which is sold less frequently. Individual homes

are sold much more frequently than commercial and industrial

property. For instance, Standard Oil will likely never "sell"

a refinery. Presently homeowners are paying 35 percent of the

total property taxes. Because of the proposition 13 reassessment

process estimates have indicated that within five years home-

owners will be paying more than 50 percent of the total property

taxes with this percentage continuing to increase in the future.

In San Mateo County it was found by 1983 under proposition 13,

the homeowners share of property taxes would shift from 50 per-

cent to 60 percent.

In summary, the inevitability of a major shift of the tax burden

away from income-producing property to the homeowner and the

individual taxpayer is truly the "cruel hoax" of the California

dream. Someday, its citizens may wake up to this fact.

-31-
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8. Inequities and Differential Effects

Proposition 13's alleged 60 percent reduction of property taxes

is in reality a variable reduction of 57 to 80% depending

upon several factors. First property owners in areas with a

higher than average tax rate (more than $12 assessed valuation

per $100) will realize a greater percentage reduction in taxes

and the local agencies correspondingly will incur a greater

percentage decrease in property tax funds available. The

reverse will be true in those areas presently having less

than average tax rate. Secondly, as pointed out above, there

is a great diversity among various types of units of local

governments (county, district, school district, cities, etc.)

in the dependence on the property tax as a portion of total

revenue. For instance, the average school district is 47 per-

cent dependent on property tax funds, whereas the average city

is 27 percent dependent on property tax funds. And, thirdly,

there is great variation among the same type of local agencies

in their relative reliance on the property tax. For instance,

cities vary from zero to 60 percent dependence on the-property

tax.

As a general rule it is fair to say that cities in California

which are considered relatively "rich" will be far less affected

by proposition 13 than other cities. This will be true because

the richer cities tend to have much higher sales tax revenue

(which is distributed on a point-of-origin basis). "Poor" cities

have tended to have low sales tax receipts and higher property

tax rates (often applied against a less than average assessment

base) in order to compensate for the lower sales tax. Those

-3La--
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cities with high tax rates will be especially hard hit

under proposition 13. I believe it highly likely that

proposition 13 will inevitably lead to a Serrano-type

equalization ruling applied to cities. The gross inequities

caused by the present sales tax distribution are perhaps

tolerable when a city can increase local property taxes in

order to compensate for the less sales tax. However, once

the option of raising local revenues is eliminated, as is

done by proposition 13, the stage will be set for court

challenges of the equity of the distribution of the sales

tax and other revenues. In anycase, the revenue reduction

forced under proposition 13 will likely substantially increase

the discrepancy among the service levels provided by the various

cities throughout the state. Some cities will have to make

severe cutbacks; others very little. How tolerable such

variable service levels will be remains to be seen. The

issue might be summarized by the following question: If

proposition 13 was adopted in order to reduce government

spending why should some cities have to cut more than other

cities just because some cities had to rely more on property

taxes than other cities?

Finally, distribution of the state surplus to local governments

raises important equity issues. Should the state distribute

funds under a uniform state formula, if so, what should the

formula be based upon--last year's budget, per capita distri-

bution, or need? Or should the allocation authority be given

to the county board of supervisors or a newly appointed

allocation board. It is certain that there will be dozens

-33-



517

of controversies about what constitutes an equitable distri-

bution of the state surplus. The formula adopted by the

state legislature is based primarily on relative loss from

proposition 13. However, if used in the long term, the

formula will most certainly lead to severe equity criticisms.

As equity concerns become more intense--and hence the need

to accurately quantify the costs and benefits of local

government services--there will likely be renewed pressures

on comparative productivity and performance accounting in

government services. Ideally a formula for distribution of

state funds would include components of both relative "need"

and a criteria of performance and productivity. Perhaps

proposition 13 will renew efforts to develop an objective and

quantifiable standard.

9. Diminished Economic Benefit of New Development

Another impact of proposition 13 is that local

government will receive substantially less tax benefit from

new development. Redevelopment "tax increment" financing has

been virtually destroyed. The economic return for any new

development (except development with a high sales tax potential)

has been substantially reduced. It is likely that some cities

will impose moratoriums on certain types of development on the

basis that the local agency will have no certainty that the

new development will in fact "pay" for the services rendered.

In Claremont we have calculated that prior to proposition 13

a new single-family home must be worth at least $50,000 in

order for the city to "break even" betwedn the revenue

generated and the services provided. With property tax

-~~~~~~ Sy-
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revenues cut back by more than two-thirds, the city will have

to reduce services substantially in order for the $50,000

house to pay its own way--yet, as stated above, it is by no

means certain that after July 1, 1979 Claremont will receive

any property tax from this home because of the unresolved

questions concerning the allocation of the one-percent property

tax to taxing agencies within the county.

10. Majority Politics and Special Interests

Proposition 13 raises a number of- important issues concerning

how local government decisions about programs and services

are made or should be made. The primary dynamic of the

initiative was the strong majority statement that property

taxes are too high and that government is "spending too much".

Within that majority there %were numerous and conflicting

factions who believe that certain local government programs

should not be cut, such as library, fire, police, health, parks,

etc. Some of these services are used disproportionately by

a minority of the population. In the past various coalitions

have successfully generated support for these services. The

initiative process, however, is basically anti-coalition,

anti-special interest and anti-compromise. It is sheer

populism--all or nothing. And, in this case, the frustration

was so great as to overwhelm what had been the "normal" inter-

play of special interests coalescing to support specific prograsm.

Another factor is that many property tax-related services are

not visible to the user even though a majority of property

owners are benefit by them--flood control districts, Metropolitan

Water District (water), sanitation district, etc. The first
- 3%- , -
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proposition-13 layoffs in Southern California were 579

termination slips sent to engineers and personnel of the

Los Angeles County Flood Control District. Most people

were not even aware that this operation was funded by the

property tax or even what it was. (The basic function of

the district is to design, construct, and maintain flood

improvements including debris clearance from existing channels.)

Another dynamic was that a great many people felt that they

were voicing policy disagreements with a particular agency

by voting for proposition 13--as a form of punishment.

Implicit in this approach (such as those who voted for

proposition 13 to keep Los Angeles City schools from being

"integrated") was the desire to completely disrupt the game.

One local citizen told me that he would vote for proposition

13 to "get" the city for a zoning decision with which he

disagreed. His desire, shared by many on other issues, was

simply an expression that he would rather disrupt the system

than work within it.

Finally proposition 13 raises questions about who should make

decisions. There was great emotional fervor during the campaign

that local elected officials and "bureaucrats" didn't really

represent the people. Political advertisements and letters

to the editor were filled with general references to government

services that "no one wants". One advertisement stated: "If

proposition 13 fails, the politicians will feel that the tax-

payers do not care and that they have a mandate to spend your

tax dollars as they see fit'. The irony is that local elected
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officials often complain that during the budget development

process too few citizens come to meetings or express opinions

on how local funds should be spent. And invariably those who

do take the time to participate are usually those requesting

additional services and programs. As a city manager I have

been criticized by various portions of the public far more

for what I have not included in the budget than for what I have

recommended. Admittedly, attending a council meeting or calling

a council member takes time, and a vote is a lot simpler and

requires less thought and frees the voter from any account-

ability for stating what should be cut. Predictably in the

post proposition 13 environment there is much advice from

citizens about what programs should not be cut and very little

advice about what programs should be cut. The local elected

official is thus placed in the difficult position of implementing

the general will of the people (reduce spending) while at the

same time hearing primarily from very vocal constituents who

do not want specific programs cut.

ri. "Cutting the Fat"

This paper is not the place in which to discuss the extent of

the various cutbacks that will be necessary under proposition 13.

As stated previously, the distribution of the state surplus

will delay the greatest impact for one year.

The City of Claremont, which is more affected than most cities,

expects a revenue loss equal to about 25 percent of the total

budget. However, more significantly once all grants and ear-

marked programs were identified it was found that the revenue

loss represents over 40 percent of the property tax-related
-39_
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programs of the city--which include the entire police department

budget, all facility maintenance, planning, engineering, social

service, recreation, administration, etc. Some examples of

our tentative cutbacks include 50 percent reduction in street

lighting, 50 percent reduction in park maintenance, 75 percent

reduction in street landscaping maintenance, 25 percent

reduction in tree maintenance, 10 percent reduction in the

police department, etc. Our focus has been to specify service

level reductions and quantify "savings" of such reductions.

With the distribution of state surplus, the city anticipates

phasing these reductions over the next 12 months so that by

July 1, 1979 the city budget will be sustainable.

The city anticipates raising approximately one-fourth of the

total tax loss by increasing fees and non-property taxes and

increasing the allocation of overhead costs to grant-funded

and certain fee-funded programs. The first official action

of the city council was to immediately raise all recreation

and day care fees to cover all direct costs of providing the

service including a facility maintenance charge and departmental

overhead. Within hours the first protests began to arrive

including the gentleman who was furious that the senior citizen

club yearly dues were increased from $3 to $10. He stated

in all sincerity that the purpose of the Jarvis initiative

was not to reduce programs or increase, fees but to get rid of

all that bureaucratic fat and cut property taxes.

-38-
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I have grave concerns that the extent of Claremont's

cutbacks will ultimately result in severe disruption to

our local economy and the social fabric of our community.

There is no question that many of the cutbacks reducing the

maintenance of city facilities (streets, parks, trees,

buildings, etc.) will lead to deterioration of these

facilities though it may take two or three years before such

deterioration is visible. There is also no question that

it will be more expensive to repair the damage (should

funding be available) at a later date than it would have cost

to prevent deterioration in the first place. Furthermore,

proposition 13 will greatly reduce the scope of our human

services activities and in my opinion, the city's investment

in human services issues over the past eight years has been

among the city's most important and beneficial investments.

12. The Catch-22's

Local officials around the state are just beginning to feel

the effects of becoming even more subservient to the whims of

the state legislature. The uncertainties and contradictions

of the state legislature and the governor in regard to

proposition 13 has created a number of "no-win" situations

which in the short and long term could be extremely damaging

to the morale of local officials. At some point the frustration

of being continually caught in a series of catch-22 situations

will be viewed as intolerable, thus discouraging participation

as an elected or appointed official in local government. The

most frustrating dilemma facing local officials is as follows:

Many local officials voiced grave concerns about proposition 13
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and responsibly outlined some of the potential negative impacts.

These warnings were obviously discounted by the voters. Now

that proposition 13 is law, it is the primary concern of local

government officials, both elected and otherwise, to make

the law work. And as noted elsewhere in this dissertation,

that will likely be extremely difficult, if not impossible.

Thus, local government officials are placed in an impossible

double bind: if proposition 13 doesn't work, it's the politician's

fault; if it does work, the politicians were wrong in stating

that it would not work.

In addition the past four weeks have produced a series of other

catch-22 situations. The state's massive "bail-out" which

postpones the severe effects of proposition 13 for 12 months

makes the responsible local government officials, w.ho stated

that either major cutbacks or increased non-property taxes

would be necessary if proposition 13 passed, look silly--at

least temporarily. The state's action to invalidate labor

contracts which were entered into in good faith by local

agencies places the local city council in the impossible "no-win"

situation of either breaking a legal agreement or losing a

sizable amount of state surplus funding. The state legislature's

grant of 12 months immunity from cutbacks to police and fire

departments precludes consideration of possible appropriate

service level reductions and cost saving items in those

departments and sets the stage work for a major crisis at the

beginning of next fiscal year. The state's limitation on

local agencies ending balances penalizes those cities which

did not spend as much as budgeted in 1977-78 in order to have

-Va-
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funds available to provide more flexibility for 1978-79

once proposition 13 was approved. Though a great many layoffs

can be postponed until later in the year, those agencies

forced by financial circumstances to make layoffs at this time

must do so immediately in order to escape the substantially

increased financial liability to fund the federally mandated '

unemployment insurance program which requires the local govern-

ment to begin financing a portion of the program by August 1, 1978.

The layoff of the employees with the least seniority will

undoubtedly cause the retirement system costs to increase to

the extent that the average local government employee will

be older and thus more likely to retire from the system.

These dilemmas will likely only compound in the future, each

one bringing a new frustration and feeling of impotence and

helplessness to local governments throughout the state.

13. We are the Enemy

Finally, I must express a sense of personal loss which I,

the city council, and the professional staff feel.: We believe

that we have been responsible to the will of the public as it

has been expressed in our city. We believe that tough-minded

decisions had been made; that the city is operated rather

efficiently; that the city is actively looking for ways to

improve. Because Claremont is affected more than most cities,

we have the added frustration of knowing that most cities will

not have to make as severe reductions. In many respects the

proposed 1978-79 budget, which offered a substantial tax

decrease, was a culmination of much individual and city council

effort of the past few years because the budget, if inmplomented,

-1: -
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would have realized a number of objectives which were

only hones and plans a fen years ago. From a professional

and taxpayer's point of view, it hurts to know that unless

new taxes are imposed we will see a gradual deterioration of

our community's facilaties and that needed personnel will be

terminated. But, what hurts most is that local government is

now perceived as the enemy, and we just don't believe that we

are.
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ASSESSMENT OFFICIALS ADOPT POLICY

ON PROPOSITION 13 AND "TAX REVOLT"

The Executive Board of the International Association of Assessing Officers (IAAO) has

adopted the following policy statement concerning the recently passed property tax-cutting

initiative in California, Proposition 13, and similar tax limitation measures being proposed

in other parts of the country:

The objective of the assessing function is to arrive at the market value of property

for tax purposes. This market value standard enables assessors and taxpayers alike to judge

the equity of the assessment process. Control of government spending can and should be

achieved through other available means without impairing the market value standard and the

equitable administration of the property tax. The International Association of Assessing

Officers therefore opposes provisions of property tax limitation measures that destroy the

market value standard and are detrimental to uniform and equitable assessment. Specifically,

IlAA opposes freezes, arbitrary limits on assessment increases, and measures that forbid

reassessments unless a property changes ownership or is newly constructed while ignoring

the economic facts of the market.

Willis L. Holland, CAE, President of IAAO and Assessor for Fort Madison, Iowa, announced

that Proposition 13-type legislation would be on the agenda at the association's Annual

Conference in Toronto, September 17-20, 1978.
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PROPERTY TAX INFORMATION
"For Concerned Legislators"

International Association of Assessing Officers
1313 East 60th St., Chicago, Ii. 60637

June, 1978

* ** ** * * * ** * * * * * * * * * ** * ** * * * * * ** * * * ** *

INFORMATION FOR CONCERNED LEGISLATORS
Periodically, information on Property Tam matters that concern
legislative leaders will be sent to you. We welcome any
comments or suggestions. If you have a topic we can cover
for you, please contact Paul Corusy or Marion Moorich at the
above address or call 312/947-2064.

* * ** * ** * ** ** * * * * * ** * * ** * * * * * * * * *** * * *.

PROPOSITION 13: EFFECTS ON PROPERTY TAX ADMINISTRATION
Dramatic changes in property tax administration may occur in California and else-
where as a result of the passage of Proposition 13 by the voters of California
on 6 June 1978. The ultimate effect of Proposition 13 (also known as the "Jarvis-
Gann init'ative") on assessing in California will depend on (1) the constitution-
ality of the measure, (2) how certain key phrases are interpreted, and (3) how
real estate market participants react. Elsewhere, Proposition 13 seems likely
to have a strong symbolic effect, but its specific provisions are unlikely to be
copied.

Proposition 13 attacks "excessive, wasteful" local government spending by amending
the Constitution of the State of California to: (1) limit total ad valorem taxes
on real property to 1 percent of the full cash value of such property and (2)
change the definition of "full cash value."

Full cash value, according to Proposition 13, is:

"The county assessor's valuation of real property
as shown on the 1975-76 tax bill under 'full cash
value,' or thereafter, the appraised value of real
property when purchased, newly constructed, or a
change in ownership has occurred after the 1975
assessment."

Proposition 13 further provides:

"The fair market value base may reflect from year to year
the inflationary rate not to exceed two percent (2%) for
any given year or reduction as shown in the consumer price

index or comparable data for the area under taxing jurisdiction."
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The first task confronting California assessors, therefore, is to roll back
assessed values to their 1975-76 levels. Properties underassessed in 1975-76
may be raised to 1975-76 levels. Properties that have been purchased, been newly
constructed, or have changed in ownership since 1 March 1975 may be reappraised.
The basis of such reappraisals presumably is the market value of the property
in question on the date the transaction or ownership change took place or the
construction was completed. In 1977-78, 1.4 million properties were transferred.
No data are available on new construction. However, in 1977-78 California
assessors reviewed the valuation of 36 percent of the 7.8 million real property
parcels in the state.

The method of assessing zcal property under Proposition 13 seems subject to a
challenge of being unconstitutional under the due process and equal protection
clauses of the Fourteenth Amendment to the U.S. Constitution, the parallel
clauses of the California Constitution , or both. In any given year, there will
be no uniform or predictable relationship between the current market value
of a property and the property taxes levied against that property. In other words,
properties of equal market value will have dramatically unequal assessed values.

Whether or not Proposition 13's assessment procedures are found unconstitutional,
they do not conform to generally accepted assessment practices. For example, the
forthcoming IAAO book, Improving Real Property Assessment: A Reference Manual,
characterizes as "plainly unacceptable" reappraisals that are "triggered only by
an external activity affecting comparatively few properties." Among the events
so classified are (1) the sale of a property ("welcome stranger" assessing) and
(2) physical changes in a property. Improving Real Property Assessment also
condemns general limits on assessment increases, such as Proposition 13's 2 percent
limit on general increases, as a detriment to equitable assessments.

Paradoxically, Proposition 13 will make assessment administration relatively more
expensive. Existing computerized mass appraisal methods will of little use
because each property that may be reappraised will have to be xalued on the basis
of events peculiar to each. Therefore, labor-intensive appraisal methods will
have to be used.

One key question with respect to the language of Proposition 13 is what does "newly
constructed" mean? Does it apply to improvements to existing property? If it
does not, it will be possible to make substantial improvements (multi-million
dollar improvements in some cases) that will never be reflected on assessment rolls.

Another key question is what does "change in ownership" mean? Are name changes,
corporate reorganizations, joint tenancies, inheritances, dissolutions of marriages,
and foreclosures changes in ownership?
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Proposition 13 raises additional questions by the things it omits. How are
demolitions and the destruction of property due to disasters to be treated?
What about properties that have declined in value since 1975? What about increases
and decreases in property value due to changes in land use controls? Will
assessors be permitted to reflect such changes as these?

Proposition 13 may have several other effects on real property. In order to
avoid reappraisals, sales may become rare and long-term leases common. New
construction may similarly be discouraged, or property owners may try to conceal
the extent of new construction.

Proposition 13 has attracted widespread attention to property taxation and has
generated substantial interest in "doing something" about high property taxes
and wasteful government spending. Because the situation in California is not
typical, it is difficult to predict what the effect of Proposition 13 will be
elsewhere.

California is among the "high" property tax states. In 1975-76 it ranked
fourth in property tax revenues per capita and sixth in property tax revenues
per $1,000 of personal income according data compiled by the U.S. Bureau of
the Census (see table below).

TABLE

Comparative Statistics on Property Taxes

Property Taxes per
State Capita $1,000 personal income

Highest state (Alaska) $1048 $120
California 415 64
United States Average 266 45
Median State 236 39
Lowest state (Alabama) 57 13

Source: U.S. Bureau of The Census, GovernimentaZ Finances in Z976-76

When property taxes are expressed as a percentage of market value (the effective
tax rate), California is also somewhat above average. The average effective tax
rate in California is about 2.8 percent, while the median effective tax rate for
the areas surveyed during the 1972 Census of Governments was 2.1 percent in 1971.
Nationally, effective tax rates ranged between 0.1 percent to 5.7 percent.
Proposition 13 would reduce effective tax rates in California to 1 percent or
less, a level of property taxation that was exceeded in 92 percent of the areas
surveyed in the 1972 Census of Governments,
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Proposition 13 pinpoints a growing concern about increasing spending by local

governments. Between 1971 and 1976 local government revenues in the United States

increased 77 percent to $178 billion. During the same period, local property

tax revenues increased 49 percent to $55 billion (property tax revenues now

exceed $60 billion annually). Thus, while the relative importance of property

taxes has decreased from 36 percent of local government revenue in 1971 to 31

percent in 1976, the property tax remains the single most important source of

local government tax revenue (81 percent in 1976). It is also the most visible

source of government revenue.

This visibility tends to make assessors the scapegoat for the increased local

government spending. In most circumstances, increased property value is good

news, but this is not so when the assessor is the bearer of the news. Many

taxpayers believe that an increase in appraised value causes an increase in

property taxes. While this is technically not true, many local governments

rely on increases in assessed valuation to raise additional revenue. It is

therefore not surprising that increases in assessed values are viewed with

alarmi by taxpayers concerned about the total tax bill.

An increasing number of states have enacted "truth in taxation" laws that require

local governments to publicize plans to increase property tax levies and to vote

on such increases. Increasingly, statutory limits are being placed on the amounts

by which property tax levies may be increased without a vote of the people.

New Jersey has enacted expenditure controls. Measures such as these focus

responsibility for spending on local elected representatives. These are therefore

a more direct approach to spending problems and do not raise the kinds of

assessment equity issues that are raised by Proposition 13. Similarly, they

do not have the disasterous consequences in the municipal bond market that

Proposition 13 will inevitably cause for California's local governments.

Property tax relief is also better faced directly, through programs that reduce

the property taxes of the poor, the elderly, and others especially hrrd hit.

Paul V. Corusy, Executive Director
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III. PROPOSITION 13, TAX REFORM, AND EFFICIENCY IN
GOVERNMENT

S N'- COMPTROLLER GENERAL OF THE UNITED STATES

WASHINGON. D.C. 2054

B-163762 AuoEast 10, 1978
GG8-314

The Honorable Henry S. Reuss
Chairman, Subcommittee on the City
Committee on Banking, Finance and

Urban Affairs
House of Representatives

Dear Mr. Chairman:

I am pleased to provide you with the enclosed statement
on State and local productivity as you requested in your
letter of July 14. The GAO report on State and local pro-
ductivity that you referred to should be issued shortly.

Please let me know if I can be of any further assistance.

Sinc ely yours,

Comptroller General
of the United States

Enclosure
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I appreciate the opportunity to express our views on the

issue of local government productivity. GAO has long been in-

volved in State and local productivity improvement. We have

provided technical assistance to many State and local govern-

ments on productivity projects.

Most recently, the GAO staff has completed a review to

assess how the Federal Government can best advance State and

local governmental productivity. Much of the review work was

performed in conjunction with our overall evaluation of the

National Center for Productivity and the Quality of Working

Life (The Federal Role In Improving Productivity - Is The

National Center For Productivity AndThe Quality Of Working

Life The Proper Mechanism?, FGMSD-78-26, May 23, 1978). In

our review of State and local productivity, our staff visited

46 State and local governments; a questionnaire was also sent

to a sample of 851 State and local governments; interviews

with Federal officials, public interest groups, and noted

experts in the productivity area were also conducted.

The State and Local Productivity Problem

California's passage of Proposition 13 has sparked in-

creased national concern for local government productivity.

Low levels of government productivity may have been a source

of taxpayer revolt, as expressed by the growing public dis-

affection with the efficiency and quality of public services.

A recent survey by the Institute for Social Research at the

1
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University of Michigan shows that 78 percent of the public

feel that the Government wastes much of their tax dollars,

an increase of 36 percent from a similar 1958 survey. Con-

versely, productivity improvement represents an important

strategy for public managers to use in dealing with the fiscal

consequences of taxpayers' revolts.

Our review of State and local government productivity

throughout the nation indicates that the productivity of

State and local governments is lower than it could be.

Therefore, higher costs and/or lower levels of public services

may result. Studies indicate substantial inefficiencies in

State and local delivery of services in comparison with

similar private sector operations. Furthermore, there are

marked differences among jurisdictions in performance for

the same services, e.g., differences of as much as 500 per-

cent have been identified in refuse collection productivity

among comparable cities.

These performance differences indicate that productivity

in many State and local government services could be in-

creased to at least the levels of more efficient State and

localities. Productivity improvement programs have enabled

many innovative State and local governments to increase ser-

vice performance levels without commensurate cost increases.

* Productivity improvement has been used as a strategy to

relieve growing fiscal pressures faced by State and local
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governments. While the short-term dollar savings resulting

from productivity improvement may not be enough to close large

budget gaps or rescue cities from the brink of financial

bankruptcy, the long-term savings accruing from productivity

improvements may be sufficient to forestall prospective fis-

cal distress and slow the inflationary expenditure spiral.

Our visits to State and local governments confirmed the

fiscal potential offered by productivity programs. For

example:

--Los Angeles County's work measurement and methods

improvement program has saved $35 million per year

since 1965 by deleting budgeted positions.

--Niagara Falls, New York, credits its productivity

improvement program for helping to save the city

from threatened bankruptcy. Annual savings of

$780,000 were realized and additional revenue was

generated.

In spite of these potential benefits, most State and

local governments do not have significant, comprehensive

productivity improvement programs. Although many govern-

ments have programs to improve the productivity of selected

services, comparatively few jurisdictions have systems to

measure the efficiency of most services on a regular basis

and to utilize these performance measures in key management

decision areas, e.g., budget preparation, personnel evalu-

ations. While 60 percent of State and local governments

responding to our questionnaire indicated that they had a

formal productivity program, less than half of these programs

3
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were used to manage personnel or budget for services.

More importantly, those local governments with the

greatest need for productivity improvement, i.e., govern-

ments in fiscal distress, utilize this strategy least. In

our survey, only 6 percent of local governments with fiscal

problems reported using productivity improvement as their

primary approach to deal with increasing costs, compared to 24

percent of local governments without fiscal problems. By

contrast, 74 percent of those local governments with fiscal

problems relied primarily on "budgetary belt tightening."

There may be several reasons for this relative lack of interest

in productivity improvement reported for fiscally troubled

localities.

--Productivity improvement programs typically do not
yield the immediate short-term dollar savings
required.

--The initial expenses required to start productivity
programs, e.g. hiring or training analytic staff,
contracting with consultants, may be too prohibitive
for local governments forced to economize on basic
services.

Process of State and Local
Productivity Improvements

In our study, we identified the process involved in

initiating productivity improvement programs at the State

and local level in order to explain the relatively limited

use of this strategy by State or local governments. Pro-

ductivity improvement does not come easily to State or local

governments. State and local governments do not have the

natural incentives to improve their productivity, e.g.,

4
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profit motive and competition, that are available in the

private sector. Because benefits derived are frequently

long-range and diffuse, they are not adequately appreciated

by the public while the associated fiscal-and organizational

costs receive inordinate recognition.

Productivity improvement is a major undertaking which

shakes the basic management processes of the organization.

As a result, productivity improvement is part of a broader

management improvement process. Management systems and the

capacity of State and local managers themselves must be

improved in order to assure that productivity analysis is

integrated into the ongoing management and budget process.

Major barriers preventing or limiting State and local

productivity improvement programs include:

--limited rewards accruing to top managers;

--internal employee and bureaucratic resistance;

--large initial financial investment needed to start
a program;

--limited capacity of State and local organizational
systems, e.g., information systems, budget pro-
cesses, excessive organizational fragmentation;

--lack of trained analytic expertise; and

--inadequate measures available to analyze service
output.

To overcome these strong barriers, top management must

become committed to productivity improvement to provide the

sufficient impetus needed to surmount these barriers and

5
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sustain an effective ongoing program.

External assistance is not primarily responsible for

initiation of State and local productivity improvement pro-

grams, but for the most part, plays a secondary or suppor-

tive role.

The secondary role played by both Federal technical and

financial assistance is important, however, because the

assistance accelerates or supports existing State and local

management desires to start or broaden productivity programs.

Most State and local governments, because of the limited

availability of in-house expertise and information, need

some form of external assistance to support program develop-

ment.

THE FEDERAL ROLE IN STATE
AND LOCAL PRODUCTIVITY

The Federal Government should have an increased role in

State and local productivity improvement for two basic

reasons:

--The national economy is strengthened by improvements
in the productivity and fiscal prospects of the State-
local sector, which accounted for 14.4 percent of
the GNP in 1976.

--The costs of Federal grant and regulatory programs
implemented by State and local governments, over
$85 billion in FY 1979, are directly affected by the
efficiency and effectiveness of those governments.

The main focus of our review was to assess how the Fed-

eral Government can best advance State and local productivity.

Through our analysis of the impetus and barriers surrounding

6
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State and local decisions to embark on productivity improve-

ment programs, we sought to identify the most promising

Federal strategies available to help State and local govern-

ments improve their productivity. The two major roles iden-

tified were the Federal grants system itself and limited

management improvement assistance.

FEDERAL GRANTS SYSTEM--THE
MAJOR FEDERAL IMPACT

The Federal Government impacts most heavily on State and

local government productivity through the Federal grants

system which is expected to fund over 26 percent of State and

local budgets in fiscal year 1979. Compared with the small

direct Federal investment in State and local management im-

provement (estimated by a recent Civil Service Commission

study at .1 percent of Federal grant outlays), the producti-

vity implications of the Federal grants system are far-

reaching.

The Federal grants system has a major negative effect on

State and local productivity because of the various program

structures and strictures imposed. This heavy Federal fiscal

influence, however, can be harnessed and restructured to offer

positive incentives to State and local governments for pro-

ductivity improvement.

Negative Impacts Of The Grants _Sstem

Many Federal grants system components are a fiscal and

administrative burden for participating State and local

7
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governments. Such factors as the paperwork burden, compliance

with costly Federal standards, excessive delays involved in

launching programs, requirements for grantees to maintain

fixed levels of nonfederal spending, and the excessively

narrow categorical nature of Federal assistance impose exces-

sive costs and managerial problems on State and local govern-

ments. For example, the categorical nature of the Federal

grants system fosters excessive organizational fragmenta-

tion, service inefficiencies, and burdensome administrative

requirements at the State and local level. As such, the

grants system retards State and local productivity levels

and poses additional barriers to public managers intent on

launching productivity improvement efforts. Indeed, it is

ironic that many Federal grant requirements, e.g., merit

standards, originally enacted to modernize and improve State

and local administration of programs, have come to be viewed

as obstacles to effective and efficient State and local

management.

While some efforts have been made over the last decade

to simplify grant administrative requirements, and consoli-

date some categorical grants into block grant programs,

much remains to be done.

Positive Productivity Incentives in
the Grant System Are Lacking

Although some Federal requirements, e.g., planning and

merit standards, are ostensibly designed to improve State

8
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and local managerial competence, the Federal grant system

seldom rewards grantees for efficient and effective perfor-

mance in the aided functions.

When it comes to distributing money among grantees,

most Federal funding formulae do not take grantee, producti-

vity levels into account. As a result, grantees receive

no Federal recognition or benefit for achieving high com-

parative levels of efficiency. In fact, grantees achieving

cost savings with Federal funds have been required to

return all savings to the Federal Government.

In some cases, insufficient Federal program concern for

performance and inadequate grantee incentives may cause

overall grant program performance to suffer in comparison

with other State-funded operations. In some instances,

Federal grant programs-operations are not subjected to the

State or local productivity or management improvement pro-

grams. In Wisconsin, for example, the State's productivity

program has generally excluded Federal funds from its purview.

To encourage more effective grantee management of Fed-

eral funds, the Federal Government requires matching as a

condition for participation in over 60 percent of Federal

grant programs.

A current GAO review of Federal matching requirements

has found that, in most cases, match does not elicit greater

grantee fiscal or management concern or control over the

9
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grant project because most nonfederal match is low and can

be provided from existing in-kind resources. Low nonfederal

match does not call forth the kind of fiscal effort needed to

give grantees a natural stake in the operations of Federal

grant programs. On the other hand, when nonfederal match

required is high (approximately 50 percent) or is hard cash,

serious distortion of State and local priorities and nonparti-

cipation by fiscally troubled grantees can occur. Additionally,

if the nonfederal match is high, the burden for grants perfor-

mance is shifted away from the Federal Government onto the

grantees. This may be inappropriate in programs where the

grantee is helping the Federal Government to implement national

policy.

Although most programs we examined had no explicit re-

wards for improved grantee productivity, we looked at several

programs which included positive incentives. By offering

financial rewards to grantees who improve their productivity,

these programs seek to encourage more efficient management

of Federal funds. For example, the Labor Department's Work

Incentives Program (WIN) allocates 20 percent of new funds

among the States based on their comparative performance in

achieving program goals most efficiently, as measured by

cost-benefit ratios for welfare reductions and recipient

wages earned. Another 10 percent of the funds are allocated

based on the extent to which each State achieves its own

10
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unique potential performance. In another case, HEW's Child

Support Enforcement program (Title IV-D, Social Security Act)

allows grantees to retain a certain percentage of Federal wel-

fare savings from increased child support collections as an

incentive for improved performance.

The inclusion of positive incentives attests to the

feasibility of introducing productivity measures into the

Federal grants system. But the widespread adoption of posi-

tive incentives may have been hampered by (1) the methodolo-

gical problems encountered in establishing credible measures

of grantee productivity, and (2) the lack of central manage-

ment evaluation and direction over the grants system.

FEDERAL MANAGEMENT ASSISTANCE
FOR PRODUCTIVITY IMPROVEMENT

In our review, we have identified some important ways

in which Federal financial and technical assistance for

management improvement can help State and local government

productivity efforts. The Federal Government can help by

providing:

--General management and capacity improvement
assistance to support productivity efforts.

--Funds to defer start-up costs.

--Information on programs and techniques used by

other jurisdictions.

--Training to develop State and local government
analytic expertise.

--Information on comparative performance.

11
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--Information on well-developed and tested mea-
surement systems.

--Third-party forums for resolving labor-manage-
ment conflicts.

State and local governments indicated that they rely

primarily on their own informal and formal networks for tech-

nical assistance and information rather than on the Federal

Government. The Federal Government should therefore provide

technical assistance and information through these established

networks and associations rather than directly to State and

local governments.

Federal seed money grant funds for productivity improve-

ment in some cases did serve as a catalyst for program initi-

ation in those governments where top management was unsuccess-

ful in committing local funds because of internal conflicts

over the value of productivity improvement programs. In

these cases, the Federal grants provided funds for startup

costs thereby enabling State and local governments to initiate

management innovations with long-term benefits but short-term

costs.

Federal funds were especially important to fiscally

troubled local governments where management analysis often

loses in the competition for shrinking local dollars. Accor-

ding to our survey, these local governments, who are most in

need of productivity improvement, are least able to afford

the start-up costs and most dependent on Federal funding for

financing.

12
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Many individual Federal agencies and programs provide

technical and financial assistance for management improve-

ment at the State and local level. However, the management

assistance that is available is oriented primarily to the

needs of functional specialists, not to State and local cen-

tral managers who are key to implementing productivity

programs in the management process. In dollar terms, a

recent Civil Service Commission study estimated that Federal

assistance available for State and local central management

is only a little over $80 million per year.

Need For a Stronger Federal Leadership

A Federal focal point is needed to assure a greater posi-

tive impact on State and local productivity improvement working

through the two roles discussed above--the grants system and

limited management assistance.

Recent Federal attempts to more effectively coordinate

existing Federal financial and technical assistance programs

for State and local productivity improvement have met with only

limited success. In our earlier report, we concluded that

the National Center for Productivity and the Quality of Work-

ing Life had insufficient resources and leverage needed to

effectively lead or coordinate other Federal agency activites.

Now that the Center is in the process of being terminated,

the emergence of a stronger focal point for State and local

productivity is even more critical.

13
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Our review indicates that greater potential exists for

more interagency cooperation and coordination so that:

-- Information on Federal assistance available to
State and local governments for management
improvement and productivity can be centrally
available and disseminated to potential State
and local users.

--Duplication among the Federal agencies can be
minimized and contact among relevant Federal
program officials can be increased.

--Missed opportunities or gaps in program coverage
to meet State and local needs can be reduced.

--Evaluation of incorporating performance incen-
tives in the grants system can be performed
at a central management level.

A stronger focal point could address these needs. Its

mission would be to set policy and provide leadership for

existing Federal research, demonstration, and capacity

building efforts aimed at improving State and local general

management and productivity. The focal point would also serve

as a broker, reflecting the needs of State and local managers

and attempting to change Federal programs and policies accord-

ingly. Most importantly, a focal point could study and deal

with critical Government-wide issues affecting State and local

productivity, especially the impact of the Federal grant system.

As such, the primary emphasis would be to institutionalize

within the Federal Government a concern for productivity in

the Federal Government's relationships with State and local

governments.

.14
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CONCLUSIONS AND RECOMMENDATIONS

The Federal Government should be concerned about State

and local productivity because of its interest in strengthen-

ing the national economy as well as its increasing role in

providing funds to State and local governments for service

delivery. Thus, the Federal Government should encourage and

support State and local government efforts to improve their

productivity.

Federal Assistance For General
Management Improvement Is Needed

The development of a more effective Federal role in

helping interested States and localities improve their pro-

ductivity must be part of a broader program to improve the

general managerial capacity of these governments. As part of

a State and local management improvement program, the Federal

Government should pursue the following strategies:

--Fund a limited seed money grant program for general
management improvement. Since management innovation
projects are often too risky or politically unre-
warding to gain full initial local support, Federal
grant funds can help initiate these projects, espe-

cially in jurisdictions with fiscal problems.

--Increase funding for national research and demon-

stration programs in public management. This would
help satisfy the continuing need for development
of better measurement systems, comparative perfor-
mance statistics, and alternate approaches to the

delivery and management of public services.

--Improve information available to State and local
governments on management improvement and producti-
vity through a clearinghouse as recommended in our
prior report. Working through networks of State
and local officials, the Federal Government can

15
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foster more effective dissemination of information
on measurement systems, new management approaches,
comparative performance data, and the productivity
programs and problems of other jurisdictions.

Changes Needed in the Federal Grants System

Congressional and administrative officials responsible

for formulating and implementing Federal grant programs

should be more concerned over the impact of grant policies

and procedures on State and local management and productivity.

In spite of administrative efforts made over the last decade

to simplify and streamline Federal grant procedures, funda-

mental changes in the structure of the Federal assistance

system are still needed to remove the substantial disincentives

to grantee productivity. Major grant system changes which

should be considered to remove some of the negative impacts

on State and local productivity include:

--Reduction of Federal reporting and paperwork requests
and requirements.

--Standardization of Federal employment, nondiscrimina-
tion, environmental review, planning, and other
"cross-cutting" requirements among all Federal pro-
grams, with designation of an appropriate Federal
cognizant agency for certification of grantee compli-
ance with each requirement.

--Consolidation of categorical grant programs into
broader purpose block grants whenever feasible.

--Elimination of many detailed procedural requirements
and controls over grants administration--e.g., per-
sonnel qualifications, structure of grantee operating
agency, citizens participation--if accountability for
program results based on quantitative performance stan-
dards is established.

16
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There is a need to more widely incorporate performance

measures and criteria in Federal allocation formulas and stan-

dards used to evaluate grantee performance. The concept of

incentives and performance standards needs to be considered

when grant programs are either created or reauthorized. The

sorting out of Federal assistance programs along the lines con-

templated by the recently enacted Federal Grant and Coopera-

tive Agreement Act (P.L. 95-224) may identify the circumstances

as to which programs should appropriately include performance

incentives in addition to other factors for distributing funds.

Applying performance incentives may be most appropriate, for

example, in those Federal programs whose main purpose is to

enlist State and local participation in achieving certain

national priorities and objectives, e.g., provision of drug

abuse services and water pollution control. In these cases,

the intergovernmental relationship is somewhat contractual

in nature. Conversely, performance incentives may not be

appropriate for those Federal programs whose primary purpose

is to financially help State and local governments meet their

own priorities, e.g., fiscal relief and crime reduction. In

these cases, the grant becomes more of a gift than a contract.

Federal Focal Point

A separate Federal focal point for State and local manage-

ment improvement and productivity is needed to provide stronger

leadership for existing Federal efforts and to promote increased

17
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concern for State and local productivity throughout the Federal

Government.

In our prior report on productivity, we suggested that

the Civil Service Commission would be the most appropriate

location for the State and local productivity focal point.

The Commission offers the advantages of organizational

stability, familiarity and experience with State and local

management improvement through the Intergovernmental Personnel

Program, and an overview perspective that would enable it

to better handle State and local government productivity

problems that cut across existing line agency boundaries.

To enhance its role in this regard, the Commission

should be given clear authority to serve as the lead Federal

agency for State and local management and productivity improve-

ment. Furthermore, it is important that the Commission be

provided with adequate funding to enable it to assume this

new responsibility.

Other Actions Needed

To ensure a stronger Federal role in improving State and

local productivity, these additional actions are necessary:

-- The Commission's Intergovernmental Personnel Program
should be broadened to fund general management
improvement projects for State and local governments.

--Funding should be provided to the Department of
Labor's Bureau of Labor Statistics to measure
State and local productivity trends. The Bureau
measures private and public sector productivity,
but there is no work being done specifically on
measuring productivity of the State-local sector.
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,-* g DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

a* md it WASHINGTON, D.C. 20410

A11ISTANT 11CR I ARY FOR
POLICY OEAELOPMENT A-REREARCO

August 17, 1978 IN REPLY REFER TO

TPC

Honorable Henry S. Reuss
U.S. House of Representatives
Washington, D.C. 20515

Dear Mr..Reuss:

Thank you for your invitation to submit a statement on
HUD's recent work in support of local government productivity
efforts for your July 25 and 26 "Proposition 13" hearings
record.

The enclosed statement summarizes HUD's current program
direction and describes products developed over the past few
years which have been, or are anticipated to be, particularly
useful to local governments.

_ Sincerely,

Donna E. Shalala

Enclosure



551

HUD's Recent Work in Support of
Local Government Productivity Efforts

The Department of Housing and Urban Development (HUD) recognizes
the priority of productivity improvement with community officials as
they attempt to respond to citizen demands for more and better services
while cost increases outpace revenue growth.

HUD's earliest productivity efforts demonstrated that analytical
tools and techniques could be applied successfully by local governments
to improve productivity. These efforts were directed toward specific
services, and many cities are now using the tools and techniques
developed. Since those pioneering efforts, there has been a wealth
of research and development--to which HUD has contributed--to support
productivity improvement in specific service areas.

HUD's own productivity efforts have evolved from primarily support-
ing department managers to supporting policy and management personnel
responsible for resource allocation among functional areas. Currently
HUD's focus is on improving local government financial management. HUD
identified priority financial management problems through a series of
workshops and a national conference involving nine public interest and
professional groups including about 100 elected and over 750 appointed
local officials from almost 800 jurisdictions in 47 states.

Almost all of the priority problems identified fall into three
broad categories: budgeting and financial management; accounting,
auditing and reporting; and intergovernmental relations. The specific
priority problems clearly underscore the importance of productivity
improvement in financial management, and this will be a major component
of HUD's program.

As stated, the program will be to help improve local government
financial management. However, because state governments set the legal
framework and requirements within which local financial management must
operate, and because of the impact of federal grant and other program
regulations, HUD plans a three-fold approach. In particular, HUD plans
to:

o Expand opportunities for information sharing, training and
technical assistance through state and regional organizations
that provide such services to local governments; facilitate
nationwide information sharing and training for problems
requiring this perspective, and; provide a national focus
for inquiries and information requests on local financial
management problems. In addition, publications and training
materials may be developed to fill existing gaps.
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o Encourage and assist state governments to revise and update
legislation on local government financial management, and;
encourage states to develop and expand their training and
technical assistance services to local government in
financial management.

o Encourage federal agencies to reduce the burden and obstacles
to improving local government financial management imposed
through their regulations and requirements, and; encourage
federal agencies to undertake research projects which may
be useful to local officials.

This program will be built on the solid foundation of earlier H1UD
work, in support of service management and operation, resource management

and allocation, and policy management.

Service Management and Operation

This category includes HUD's work in fire service productivity
improvement. Specific products are:

o Uniform Fire Incident Reporting System to collect, classify,
and report fire incident data for immediate access by decision-
makers. Approximately 35 jurisdictions are using UFIRS data
to better analyze fire problems, budget expenditures, allocate
manpower and equipment effectively, plan fire prevention
activities, and provide better community protection. Manuals
enable managers to install and use the system without enlist-
ing outside expert assistance.

o Fire Station Location Package of management level reports,
organizational and training procedures, worksheets and computer
programs to enable officials and fire service administrators
to assess the feasibility, cost, and consequences of alter-
native fire station site locations and numbers (both current
and planned). Over 110 jurisdictions use the step-by-step
procedure to plan, select sites, and implement new policies
to provide better protection at the same or lower cost.

o Emergency Service Deployment Methods, a set of analytical
techniques to help managers, planners and analysts assess
alternative actions in providing improved emergency service
protection--fire, police, and ambulance--and in reducing
response time of manpower and equipment so as to increase
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the probability that they will be available at the times and
places needed most. Case studies of how seven jurisdictions
plan and implement new ways to more effectively use resources
at lower costs, analytical tools, and training materials are
available.

o Public Facility Location Package to provide officials and
managers with a systematic approach in assessing the practical
effects of alternative ambulance service and leisure service
locations. Currently, 11 jurisdictions have used or are using
the package to help in selecting the best locations to meet
community objectives.

In addition, a fire service textbook is being developed which will
integrate the results of HUD and other fire research.

Resource Management

This category includes:

o Streamlined Permit Application System. The State and three
Oregon cities are developing and testing new techniques
to coordinate and simplify existing separate State and local
permit systems. The State is working with Eugene, Portland
and Salem to transfer and implement streamlined permit systems
in Oregon communities.

o Improved Work Scheduling of Urban Services. Six California
Innovation Group cities--with Santa Clara as the lead-tested
a new "proportional work scheduling" method to better match
staffing levels to workload. The project covered those
municipal services provided more than "eight hours a day,
five days a week," such as ambulance, libraries, utilities,
recreation, transportation and sanitation. Case studies and
a handbook on work scheduling design are available.

o Improving Productivity in Neighborhoods. Washington, D.C. is
demonstrating integrated use of neighborhood condition rating,
performance measurement, work scheduling and citizen participa-
tion methods to improve productivity in several services that
affect neighborhood physical conditions.

Policy Management

This category includes:

o Program Analysis and Evaluation techniques to help officials
who are looking for better ways to improve the decisionmaking

33-595 0 - 78 - 36
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process in the allocation of scarce resources. These techniques
are currently being used by about 20 cities.

o Productivity Improvement Handbook, presenting in one volume the
fundamentals of various aspects of government productivity
improvement, to help local government managers, department
administrators and trained analysts find useful information
on problems outside their immediate specialized field. Coverage
will include characteristics of local government services, local
government managerial environment, operational analysis tech-
niques, modern management and administrative techniques, and
representative data. The book was written and edited by
nationally recognized experts. John Wiley and Sons, publishers,
independently assessed the market for this handbook, found it
highly favorable, and plan to publish and market the handbook
with no HUD funds.

o Performance Measurement and Cost Accounting for Small Local
Governments. The State of Rhode Island, working with five
local governments, is producing a manual and forms to make
performance measurement and cost accounting accessible to
small local governments. A training course in cost accounting
will also be developed and tested.

o Community Development Block Grant Budgetary and Financial
Management. This guide developed by the Municipal Finance
Officers Association consists of practical approaches to
financial management of the Community Development Block Grant
Program. Five key management functions are described in the
guide. These are: program planning, budgeting, accounting,
monitoring, and performance evaluation. Each of these manage-
ment functions is presented at basic and advanced levels.
The basic level is designed for small to medium local governments
while the advanced description is drawn from successful manage-
ment methodologies employed by larger units of government. The
guide presents an overall process for the integration of the
Community Development Block Grant Program into general local
government management systems and contains a considerable number
of sample charts and forms which a local government may choose
to adopt. It is presented in a modular fashion which will
make it easier for local governments to implement any or all
of the management elements described.
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National Center for Productivity and Quality of Working Life

STATEMENT BY

THE HONORABLE GEORGE H. KUPER
EXECUTIVE DIRECTOR

NATIONAL CENTER FOR PRODUCTIVITY
AND QUALITY OF WORKING LIFE

FOR THE

SUBCOMMITTEE ON THE CITY
COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS

U. S. HOUSE OF REPRESENTATIVES

15 August 1978

Mr. Chairman and Members of the Subcommittee:

I would like to respond to the generous invitation to sub-

mit testimony by departing somewhat from general custom and

take advantage of the opportunity to convey not just my ideas

but those of a very distinguished group of State and local

government leaders. A committee listed in Exhibit I was con-

vened three years ago by the National Center for the express

purpose of exploring ways of responding to the underlying con-

cerns of the citizenry for more and better services at lower

cost as specified in the Center's enabling legislation, P.L.

94-136.

2000 M Street, N.W., Washington D.C. 20036 (202) 254-9890
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Exhibit I

PUBLIC SECTOR COMMITTEE*

Daniel J. Evans, Chairman
Governor of the State of Washington

Wayne Anderson, Executive Director
Advisory Commission on Intergovernmental Relations

Thomas Bradley
Mayor of Los Angeles (California)

Ruth Clusen, President
League of Women Voters

John D. R. Cole, Director
Bureau of Personnel Management Evaluation
U. S. Civil Service Commission

James E. Holshouser
Governor of the State of North Carolina

Mark Keane, Executive Director
International City Management Association

Winfield M. Kelly, Jr., County Executive
Prince Georges County, Maryland

James E. Kunde, Director of Urban Affairs
Kettering Foundation

Phyllis Lamphere
Seattle City Councilwoman (Washington)

Patrick J. Lucey
Governor of the State of Wisconsin

Marjorie Lynch, Undersecretary **
U.S. Department of Health, Education, and Welfare

James F. Marshall, Executive Director
Assembly of Governmental Employees

William H. McClennan, President
Public Employees Department, AFL-CIO
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(Exhibit I, cont'd.)

Thomas Moody
Mayor of Columbus (Ohio)

Thomas Morris, Assistant Secretary, Administrative Services
Florida Department of Health and Rehabilitative Services

Chester Newland, Director
Federal Executive Institute

Jean Packard, Community Development Center
National Association of Counties

John B. Rhinelander, Undersecretary
Department of Housing and Urban Development

Bernard Rosen, Professor, American University
Former Executive Director, U. S. Civil Service Commission

Elmer Staats
Comptroller General of the United States

Wayne Thompson, Senior Vice President
Dayton-Hudson Corporation

Reuben Valdez, Speaker
Colorado State House of Representatives

John G. Veneman
Counselor to the Vice President of the United States

Jerry Wurf, President
American Federation of State, County, and Municipal Employees

Sam Zagoria, Director I
Labor-Management Relations Service of the U.S. Conference

of Mayors

Nancy Hayward, Assistant Director
National Center for Productivity and Quality of Working Life

* Organizational affiliations as of January 20, 1977

** Deceased
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The frustrations of taxpayers at the difficulty public

manager's seemed to be having in responding to this desire for

increased effectiveness and efficiency erupted into a movement

exemplified by the passage of Proposition 13 in California.

Unfortunately, the 'meat axe" approach to the concern that

Proposition 13 represents only takes care of the input part of

the problem because the public is also unrelenting in its

demand for many of the services government provides. And well

they should be because government services are - like it or not

- a critical ingredient in maintaining the quality of life that

we have come to insist upon.

Our Committee discussed these issues in terms of

productivity improvement because, as you know, productivity

growth is one means by which we as a nation can improve our

standard of living. By improving productivity the real income

of all individuals can be increased. Greater productivity

enables us to produce affordable and competitive goods and

services, while simnultaneoualy increasing our leisure time and

the resources with which to enjoy it. A mere 3 percent annual

productivity growth rate will double our standard of living in

only 24 years.
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You have heard testimony of the experiences of a few local

governments in their efforts to improve productivity. A

growing number of jurisdictions are making coordinated, fo-

cused attempts to improve their productivity. These efforts

are fragile and are in need of both substantive and political

reinforcement. At the Federal level, recognition of the impor-

tance of improved State and local government productivity

evolved slowly, and I fear, has now lost its momentum, despite

increasingly clear indicators of need. I obviously am con-

cerned that the Center's fledgling efforts will be abandoned

along with the National Center. Full realization of the bene-

fits that could be derived from these initial steps cannot be

achieved until the individual initiatives are integrated into

the ongoing processes of public service delivery by all levels

of government.

The purpose of the following agenda for productivity im-

provement in State and local government was to guide the

committee's work. More importantly, the participants hoped it

would:

. establish a framework for integrating productivity

improvements into government processes;

. stimulate efforts by all those involved in, concerned

with, and affected by the productivity of our State and local

governments;

. provide counsel to those charged with legislative and
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policy decisions which affect State and local government; and,

. help to focus debate on issues for which solutions are

still being sought.

I hope you will note that this consensus, established long

before Proposition 13 was proposed, is not a plea for

additional Federal assistance but rather provides some

specifics on how current Federal assistance can be better

utilized. It. also specifies actions to be taken by local

governments themselves.

Part I places a context on our interest in the productivity

improvement of State and local government; Part II outlines

intergovernmental issues that could contribute to improved

productivity in government; and Part III addresses local

government's responsibilities.

At the end of Parts II and III I will offer my own obser-

vations as to how well we progressed along this agenda over the

last few years.

The process from which this statement emerged was critical

because it represents an important consensus amongst represen-

tatives of organizations often perceived to hold adversary

positions on some of the issues raised. Although not all mem-

bers endorse each and every point of the agenda, all have con-

curred with the central thrust and general approach I have the

privilege of relaying to you here.
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STATE AND LOCAL GOVERNMENT

PRODUCTIVITY IN A NATIONAL CONTEXT

Government's productivity is its efficiency and effective-

ness in delivering services which are responsive to the needs

of the society it serves. This is a central concern in our

society today;

In this country nearly 80,000 general and specific purpose

State and local governments play a basic role in determining

the quality of our lives and our ability to maintain a healthy

and productive economy. The schools our children attend, the

water we drink, the roads on which we drive and transport our

food and material needs, a major part of our health and social

services, and our public safety services - all of these are

services of State and local governments.

The primary responsibility for administering tax dollars

and delivering public services lies with States and local-

ities. Public demand for basic services from State and local

governments is increasing at the same time that governments are

assuming expanded responsibilities such as consumer and envi-

ronmental protection services. Federally legislated programs

are increasingly designed for delivery and partial funding at

the State and local level. Currently, over 80 percent of non-

defense public expenditures for goods and services are made at
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the State and local levels.

State and local government expenditures have risen 2 1/2

times in the last 20 years as a result of the aforementioned

service increases, inflationary pressures, expanded overall

employment levels, higher wages and fringe benefits necessary

to achieve comparability with the private sector, and increased

proportions of professional and technical positions commanding

higher salary-levels. This rise in public costs is almost 15

percent greater than any other sector of the economy, and

almost double the concurrent increase in consumer prices.

As a result, State and local governments represent a major

sector of the economy - 15 percent of the Gross National Pro-

duct. Only 20 years ago they represented 8.2 percent of the

GNP. Surveys of public perceptions, although difficult to

assess precisely, suggest that the quality and efficiency of

governmental services have not risen as fast as their costs. To

maintain our current standard of living, we must insure that

public sector productivity keeps pace with increased costs.

In our democracy we have endeavored to keep government

functions close to the electorate to assure that they reflect

local priorities. One result is 80,000 governmental units with

varying structures and often overlapping responsibilities.

This complex, interrelated system of government units may

operate less efficiently than might be the case under a more

centralized government at a greater distance from the elec-

torate. Further, in our form of government we seek to assure

I
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civil liberties and representative democracy through a sharing

of responsibilities between executive, legislative, and judi-

cial branches. While this principle may also lead to inef-

ficient administrative processes, the basic tenents of separ-

ation of powers must be inviolate. Thus, our system creates

certain inefficiencies which we accept in order to obtain

certain overriding social goals. Our need is to learn how to

operate as efficiently and effectively as possible in that

context.

The authority and responsibility for improving government

productivity rests primarily with officials of those govern-

ments, and with the citizens, institutions, and businesses they

serve. These individuals and institutions must therefore de-

mand and support systematic improvements in productivity. The

linkages of authority and responsibility among our governments

are extensive and their effects often unclear. State and local

governments affect national productivity through their primary

role in delivering services, and as the implementing arm for a

wide variety of national programs. The Federal government, in

turn, affects the productivity of State and local governments

through legislation and regulations which affect State and

local administrative processes both directly and indirectly.

Similarly, State governments affect productivity in local

governments through legislation and through State functions

which interrelate to local functions.



564

- 10 -

The functions and services of State and local governments

prescribed by all three levels of government are financed

through a patchwork of taxes, user charges, intergovernmental

transfers, grants, debt and other mechanisms, generated at all

three levels. In terms of governmental productivity, this

system of public finance permits the assignment and assumption

of functions and services without full or adequate knowledge

and consideration of service levels, costs, relative or ab-

solute abilities to pay, or the sources of revenues. Thus, our

current approaches to intergovernmental financing and assign-

ment of responsibilities frequently distort our understanding

of the relationships between needs and means - between what we

spend and what we expect - and so impede our ability to hold

elected and appointed officials specifically accountable for

efficient and effective allocation of resources and delivery of

services.

The intertwining of responsibilities and resources to

deliver domestic services in the increasingly complex American

intergovernmental system renders participation by the national

government essential.
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- ~~~~~~~II

PRODUCTIVITY IMPROVEMENT OPPORTUNITIES WITHIN

THE INTERGOVERNMENTAL SYSTEM

By virtue of the importance of both State and local ser-

vices to our nation's well-being, improving their productivity

is an effort of national significance and should be facilitated

and supported by the Federal government, foundations, citizen

organizations, and academic establishments. To improve produc-

tivity in the context of this intergovernmental system, atten-

tion and changes are needed in five areas.

First, the general direction represented by revenue sharing

programs increases the accountability of local governments to

their constituents. Revenue sharing has enabled some

governments to achieve significant improvements in management

and productivity. The revenue sharing approach brings decisions

about service levels and the financing of those services to-

gJ her into bodies that can be beld accountable for their per-

formance through our democratic processes.
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Second, The Federal government and State governments can

make a substantial contribution to improving management and

productivity in local governments by establishing a coordinated

policy and organizational framework for the activities of those

many agencies involved in supporting and regulating local

government functions. The vast majority of the support

provided to local governments comes, not as General Revenue

Sharing, but in the form of transfer payments, block grants,

categorical programs, research and development programs, loan

guarantee and loan programs, training, and technical assis-

tance. There is a continuing need and role for many of these

programs, both as vehicles for implementation of national and

state policies and because immediate conversion to revenue

sharing is not feasible. The Federal government and States in

administering these programs, must calculate and address the

full current and future costs of such programs to all levels of

government involved; recognize the effects of such programs on

the productivity and revenue generating capacities of local

governments; and recognize-in financial terms the secondary

effects upon the means and expectations of local governments.

For example, current Federal efforts to stimulate the economy

and reduce unemployment add to the overhead and managerial

workload of both State and local governments. At the same

time, jurisdictions are tightening their belts by reducing
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employment and services while unemployment is increasing the

demand for locally distributed services. Further, these

circumstances, together with inflation, resulted in local tax

increases which conflict with the national effort to increase

personal disposable income.

Third, administrative and substantive rules, regulations,

and procedures between governments - as mandated both by legis-

lation and by. executive branches - must be simplified, stream-

lined, and exchanged, where possible, for alternatives less

costly to both Federal and local administration. The adminis-

trative costs of intergovernmental programs are excessive and

uncontrolled. Alternatives such as increased audit activities

and performance-related goals and measurement systems offer

potential for significant savings and productivity improvement,

for accelerated service delivery, better manpower adminis-

tration, and a higher proportion of existing resources provided

directly to actual services.

Further, the regulations now used to implement national and

State objectives and goals regarding work safety, the environ-

ment, energy, and so forth, may add substantially to the cost

of both public and private production and service delivery,

without adding proportionately to the quality of products or

life.
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There are reasons - and usually good ones - for the exis-

tence of most of the rules and regulations imposed by govern-

ment. The problem, and the source of potential productivity

improvement stems from an environment in which : (1) the

original need or reason for a regulation may no longer exist;

(2) regulation is often an inefficient and ineffective means of

assuring we meet the real underlying need; and (3) alternatives

exist which are more efficient and effective.

Fourth, since effective general management is critical to

productivity improvement there is a great need to reallocate

Federal resources in ways which support the improvement of

general management in both State and local governments. Past

and current Federal efforts generally pursue objectives based

on functional needs (i.e., housing, law enforcement, health,

education), usually without fully recognizing the role of local

general governments as the source of authority and responsi-

bility for local priorities and interfunctional relationships

and linkages. Such general management concerns as finance and

manpower are also frequently fragmented into functional ef-

forts. As a result, past Federal efforts have often fallen far

short of optimal impact. With the exception of the U. S. Civil

Service Commission's Intergovernmental Personnel Act Program,

Federal support for general management improvement is non-

existent, reflecting a significant lack of understanding of the

importance of management in improving service delivery.
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Past efforts to comprehend the fundamental role of local

general government in federally supported efforts (including

activities of the Federal Regional Councils, the Integrated

Grant Administration Program, and others) have been mildly

successful, but generally they have not been supported to the

requisite degree by the responsible Federal departments. Many

observers, including the Advisory Commission on Intergovern-

mental Relations, the Ash Commission, the major Public Interest

Groups, OMB through various studies it has conducted, and the

Federal Regional Councils, have at various times concluded that

the designation of a focal point within the executive branch

for the development of a strategic approach to general manage-

ment improvement in State and local governments is an essential

element of a more effective federalism.

Finally, Federal assistance to local management improvement

efforts should seek supportive rather than directive roles in

the improvement of general management. Recent evaluations by

the National Science Foundation of innovations in local govern-

ments suggest that current approaches to Federal support and

assistance are not compatible with conditions require3d for in-

novation in local government. Additional research and great

care are needed in defining specific roles taken by the Federal

government in efforts to improve general management capa-

bilities in local governments.

33-595 0 - 78 - 37
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Fifth, State and local governments must take steps to

reform their own tax, revenue, and service structures.

Improved understanding of the specific relationships between

needs and means, sources of funds and ability to pay will allow

more rational and straightforward public management. Further,

service revenues and property taxes, the main sources of State

and local government revenues, lag behind inflation (in spite

of annual reassessment now being used in many jurisdictions).

In the short term, substantial improvements can frequently be

obtained within existing structures and laws by modernization

of property tax assessment processes, annual revisions of

assessed values (which usually require prior modernization of

assessment processes), and appropriate changes in property tax

bases. In particular cases, local governments should explore

ways to improve their financial health through such techniques

as taxing land more heavily than improvements, taxing capital

gains on land at moderate rates, and arranging special assess-

ments to cover windfalls. The principal alternatives to

property taxes - progressive income and sales taxes and user

charges - need careful exploration. In many cases these al-

ternatives promise to follow inflation more closely; in other

cases, these revenue sources, and certain changes in property

tax assessments (e.g., shifting taxes from business to residen-

tial properties) may contribute to damaging changes in the

population of central cities.
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The referendum process which is traditionally used to

approve capital offerings in the public sector needs review,

both because of counterproductive constraints which the process

may currently place on some parts of the public sector, and

because, in separating capital from operating decisions, the

referendum process in many cases obscures the full cost of

public functions.

The most important role in regards to reforming and modern-

izing State and local revenue sources rests with the State

governments. There are relatively few approaches that the

Federal government can take to deal with the problems invol-

ved. Also few actions can be taken by local governments,

governed as most are by State laws with respect to their

sources and quantities of general revenue. Legally and polit-

ically, States in most cases have direct access to local

government structures, as well as to their own. A wide range

of appropriate State level actions exist that can reduce cycli-

cal effects, help revenues better keep up with inflation, and

make taxation less regressive.

In addition, relatively little is known about the ways in

which capital investments can or do affect productivity in the

public sector. Productivity-related uses of public capital

typically represent low priorities. Examination of these

relationships may serve to raise their priority.
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Finally, State and local governments must be fully

incorporated into national discussions of the availability of

capital resources. Without open and informed discussion, the

Federal and private sectors may tend to "crowd out" State and

local governments' long term financial needs, as future lenders

perceive increasingly higher risks in these offerings than has

been traditionally the case.

* * * *

Unfortunately, I cannot report significant progress in most

of these areas over the course of the past three years. In

fact, we are on the verge of moving backward with regard to

support of general management assistance. Neither OMB nor the

Congress have been willing during the Civil Service Reform

deliberations to broaden the Intergovernmental Personnel Act

mandate to encourage general management support despite

repeated evaluations endorsing such action. Every year the IPA

appropriation is in jeopardy despite strong local support and

demonstrated success.

Within the past year and a half HUD has launched a program

to strengthen local budget and accounting capacities. This

beginning is definitely needed, but the Federal effort should

be expanded in scope and support to include tax and capital

questions which I have attempted here to relate to the overall

problem.
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The desire for an urban policy similarly reflects recog-

nition of the need to coordinate Federal programs in this case

contributory to improving the economic vitaltiy of cities. The

Federal government addresses many other urban issues not

covered by the proposed urban policy but carried out by the

same Mayors, City Managers, and Department Officials. Concep-

tually it represents progress in the right direction, but we

can't afford to stop here. However, most disturbing about the

proposed Urban Policy is the total lack of concern for

strengthening the capacity to improve the efficiency and effec-

tiveness with which existing or new programs will be

delivered. We must remember that what we can afford to deliver

in the long run depends on how well we deliver it.

The White House Memorandum of September 1977 outlining im-

provements in the Federal administration of loans and grants

and the Departments' ensuing actions begin to deal with some of

the administrative opportunities to which the agenda refers.

While the aggregate administrative costs incurred by State and

local governments in delivering $72 billion of grant-in-aid are

unknown, I expect you will co*mur, they exceed by many times

the Federal costs for administration. These state and local

administrative costs have been further increased, in part,

because efforts to streamline Federal administration have

passed on additional administrative requirements to lower
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levels of government. As current research in New York State

and by the GAO indicates, the slack in this system which can be

applied to the end purpose of the programs can best be iso-

lated by incorporating incentives for improved productivity

into the grant guidelines. The current disincentives to

improved performance not only deadens the ingenuity of many

talented local government managers but also wastes precious

public resources.

The purpose of these hearings, as I understand it, is to

unearth ways of making a finite pie of resources feed more

demands. The grant-in-aid system is the single most direct

method of positively influencing, without directing, public

resource efficiency and effectiveness. It can save the Federal

government money while it can expand the levels of local ser-

vice delivery. At the same time management improvements ap-

plied to Federal programs would become integrated by local

officials into the management processes of all local services -

including those funded locally. Without tapping this

opportunity, the Federal government is hard pressed to reflect

to the citizens of America that they are really trying to both

save money and improve the quality of service delivery.
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III

LOCAL GOVERNMENT MANAGEMENT

For local government officials, the single most important

opportunity to enhance productivity is to improve the manage-

ment of public service delivery. By management we mean the

process of allocating and directing resources - human, techno-

logical, and financial - to the needs and demands of consumers.

Improved technology, more skilled employees and more approp-

riate financing can positively affect local government produc-

tivity only to the degree that their introduction, development

and utilization are well managed.

As a nation and a people we must more directly hold public

managers, elected officials, and public employees accountable

for efficient and effective delivery of services. To begin

with we must insist upon improved management in our local

governments. We can thereby create a demand for better

management as well as a social and political climate which is

conducive to continued improvement.

The necessary first step toward creating the means for

improving management in local governments is for responsible

public officials to develop and distribute better information

with which interested parties can hold their governments

accountable. To begin improving management and productivity,
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each community needs usable information about the nature, cost,

and effectiveness of current services; about effective

practices and techniques used in other jurisdictions; about the

relationship of current services to community needs; and about

the needs, attitudes, and capabilities of public employees in

the jurisdiction. Properly gathered, disseminated and applied,

such information can serve many purposes. It can serve to

focus constituent concern about government performance on

priority problems, thereby increasing the likelihood of

effective problem resolution and sustained commitment by public

managers to improved management. Provided to elected

officials, taxpayer and community associations, professional

and employee organizations, and other groups who are in

positions to hold government managers accountable for results,

such information can promote accountability and attention to

the inputs and outputs of government operations. In complex

areas where answers, if they exist at all, are not clear-cut,

such information can improve the factual basis of public

debate, with the promise of more satisfactory results. In an

era when citizens are demanding greater efficiency and

effectiveness, these demands, coupled with information, can

generate in public managers a commitment to improve

productivity.
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An assessment of current public services is also a neces-

sary input to the development of practical objectives which

delineate not simply "where we want to go", but from where we

are moving, toward what we are heading, and the distance be-

tween the two. Capital investments, new program ideas, and

changes in procedures and methods cannot be evaluated, nor can

their implementation be designed without relevant information

about current activities. Managers need to know the actual

activities and costs involved in functions to be replaced,

supplemented or changed. Thus, the process of assessing the

present position is not only a first step which can affect the

demand for improved management and productivity in local juris-

dictions, but is also a valuable - even indispensible - input

to a whole range of management decisions.

Information on the Nature, Cost, and Effectiveness

of Current Services

Little information which reflects the nature and effec-

tiveness of service delivery in local governments is regularly

collected. Traditional approaches, showing broad functional

categories and line items (e.g., police salaries), and more

recent program-oriented approaches, showing goals and ob-

jectives (build 143 miles of class two streets), often fail to

indicate the effectiveness or efficiency with which services
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are delivered. (Information gathered for more or less purely

financial perspectives is discussed in the section immediately

following.) While some work that has been done in a small num-

ber of jurisdictions can be studied and transferred to other

jurisdictions, local governments, in general need to apply per-

formance measurement techniques more extensively and more

precisely. Each jurisdiction must tailor the techniques to

their specific circumstances. From experiences to date, much

has been learned about processes for developing and implemen-

ting methods for monitoring performance and measuring actual

results. Some jurisdictions have set up elaborate systems;

others use analysis for periodic and/or spot-checking

approaches of measurement. Both of these approaches, and

others, can be fruitful pursuits.

Managers and elected officials must develop straightforward

methods of assessing public service performance. Appropriate

Federal and State agencies, public interest groups, and profes-

sional associations need to help provide specific materials

suggesting measures, and identifying questions for con-

sideration by local governments which are concerned with and-

interested in measuring their efficiency and effectiveness and

improving service delivery productivity.
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Finance and Financial Information

Far more is known about how to develop useful information

on local government costs - primarily through traditional bud-

geting, accounting, cash, debt, and other financial processes

than is known about the measures of the nature and effective-

ness of governmental services. Because of the results already

achieved in a few jurisdictions and the relevance of existing

private sector expertise, it is clear that substantial oppor-

tunities in the areas of finance and financial information

exist whereby local governments can improve their produc-

tivity. To reap these benefits, which can be achieved in the

short term, requires identification, documentation and effec-

tive dissemination of available ideas and techniques.

Budgeting: The fundamental process through which governments

set service priorities is the budget. Budgeting should 1-

luminate the real priorities and allocations among jurisdic-

tional resources and thereby allow citizens, officials, and

other interested parties to hold managers accountable for their

actions.

There are several ways in which most local governments can

substantially improve their ability to find and capitalize upon

productivity opportunities as they go about deciding how much

money to spend on what functions. Many governments find it

useful to examine not only past and future expenditures but
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also unit costs and other efficiency and effectiveness measures

in budget processes and documents. Such information can sug-

gest areas where improvement is immediately needed, and can

also suggest areas where further work - for example, analysis

and exploration of what other jurisdictions are doing - might

improve service delivery methods or service patterns.

Local governments should explore alternative budgeting pro-

cesses which either force or allow complete annual programmatic

assessment of service effectiveness and efficiency. Many

governments are attempting to achieve this objective through a

variety of mechanisms, including "zero-based budgeting", ad-

vanced program planning and budgeting approaches, "performance

budgeting", and others.

Local governments should also explore alternative ways to

integrate operating and capital budgeting activities to allow

exploration of capital investments which may reduce near and

long term operating costs, and permit public officials and

others to comprehend the full current and potential operating

costs of public programs. Capital expenditures in local

government are not simply for construction and fixed assets.

Vehicle and other equipment replacements are sometimes included

as operating expenses while at other times they are shown as

capital expenditures. For most governments, the current pro-

cess is haphazard. It does not allow rational replacement and

investment policies, and it obscures future implications of

current commitments.
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Accounting and Auditing: Accounting and auditing functions are

equally important as budgeting to improved management and pro-

ductivity. These functions provide real information to govern-

ments about how much money they have spent for what ends.

Local accounting and auditing standards and functions need

revision to assure that they account for the full costs of ser-

vices provided. Public pension programs, operating and main-

tenance costs related to capital expenditures, and overhead

costs are examples of areas in which there are frequently

severe problems. Further, paralleling the need to integrate

capital and operating budgets, depreciation and amortization

schedules must be developed to reflect the real costs of

replacing and improving capital investments in the public sec-

tor.

Uniform State-wide accounting standards are needed as a

first step toward providing regular and meaningful comparisons

of performance from jurisdiction to jurisdiction. Such com-

parisons are potentially very valuable, having the capacity to

increase public demand for better management and also to pro-

vide insights into those areas in which local governments migh:t

usefully strive to improve costs and methods.

In accounting and auditing functions, as in budgeting,

there is an opportunity to identify potential productivity im-

provements by relating costs to results achieved. This oppor-

tunity should be explored, building upon methods developed by
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the General Accounting Office and a number of States and

localities. Performance-oriented accounting and auditing func-

tions can at least partially offset the need to impose exten-

sive administrative regulations. For example, where a govern-

ment is able to show complete, current information on what it

has spent, for what functions, within the last month, the last

quarter, the last year, other organizations and governments

with supervisory and/or oversight responsibilities may feel

less need to impose cumbersome rules and regulations. The con-

verse - the imposition of regulations when faced with little or

no information about what money is being spent for - has been

the experience of most local governments. Administrative regu-

ltions, installed to insure appropriate activities and expen-

ditures, are frequently damaging to the productivity of local

governments. Attempts to achieve accountability through regu-

lations are frequently stifling to local creativity and result

in slow and delayed implementation processes, as well as being

expensive.

The Relationship of Current Services to Community Needs

A better understanding of the many interrelations between

citizens and their government directly result in improvements

to service performance and productivity. These interrelations

include, but go considerably beyond voting, tax collection and

responsiveness to citizen requests, inquiries and complaints.



583

- 29 -

Public problems are almost always a combined responsibility of

government and citizens. For example, dirty streets may result

from inefficient sweeping, streets so rutted they cannot be

swept clean, littering, or some combination of the three.

The classical boundaries of citizen involvement are voting,

paying taxes, making suggestions or complaints to public of-

ficials, working through political parties, and perhaps

standing for office. More recently, as demands for service

have increased in complexity and scope, participation has

expanded to far more activist, organized and institutional

strategies for involvement. Many governments have moved from

reliance on the classical feedback mechanisms to a greater

scope and intensity of interaction through advisory panels,

citizen surveys, and efforts at administrative decentralization

and neighborhood collaboration. A few governments have experi-

mented with citizen-based planning outside of the direct con-

trol of the government itself.

In government, managers must pay attention not only to

efficiency, but also to issues of equitable distribution and

the maintenance of political support. The desired objectives

of public programs are complex and judgmental. This complexity,

in an extremely political and bureaucratized environment, makes

it particularly important to gather better information on the

behavior and needs of citizens, and citizens' satisfaction with

existing services.

-'7
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Further, in this time of constrained revenues and increas-

ing costs, local governments can ill afford to spend money

delivering inappropriate or unneeded services. Better

"consumer" information can be used to design and deliver more

carefully tailored services.

Information on citizen behavior, needs, and satisfaction

can be obtained through wider use of a variety of tools now

used extensively in the private sector and in a few govern-

ments. Consumer and market survey research, distribution

planning, and price and demand analysis are all techniques

which have been well developed and successfully applied over

many years to private sector service delivery. These tools

will need refinement and further development for public appli-

cation but their use can provide important productivity gains.

Further, there is a need to develop a consumer orientation

throughout public organizations. Management must be more sen-

sitive to consumer issues and must take responsibility for

gathering better information. Employees must be trained and

provided with incentives which underscore the relationship of

their organization to citizen needs.

The Needs, Attitudes, and Capabilities of Public Employees

The people who work for government are the single most

valuable resource. People constitute the largest and fastest

growing part of government costs. They are the single most

important direct source of ideas for governmental productivity

improvement.
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The most significant opportunity for improvement in produc-

tivity in local government in the human resources area lies in

improved employee-employer relations. Both employees and man-

agement can and must benefit from improved productivity. To

achieve these benefits managers and non-managers must work

jointly to achieve higher productivity. Managers have a

responsibility to efficiently allocate all public resources -

including labor - for effective service delivery. Public em-

ployees must contribute to the development and support the im-

plementation of productivity enhancing practices and proces-

ses. Cooperatiorr between employees and their managers is built

on the understanding that the participation of each is essen-

tial to continued successful improvement in productivity. It

requires better methods of communication to insure that both

management and employees participate in a variety of decisions

which affect their working conditions. Government must develop

and use new mechanisms, such as labor-management committees, as

vehicles to achieve joint assumption of responsibility for pro-

ductivity improvement.

Because it is of paramount importance to employees, manage-

ment must insure job security to the extent possible through

improved work force planning, job retraining at local, region-

al, State, and national levels, and improved personnel mobil-

ity, lateral entry, and pension portability. At the same time,

unsatisfactory employees whose performance does not reach ac-

ceptable levels after reasonable training or reassignment to

more suitable positions should be separated from the service.

33-595 0 - 78 - 38
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Governments must look broadly and deeply at the quality of

working life in their organizations. The capacity and motiva-

tion of the workforce appear to be tied to the atmosphere in

which work is conducted in our local governments. Employee

training and career development programs must provide for the

development of individual employees. Management must provide

tools and resources necessary to the effective accomplishment

of each employee's job. Employees' safety and health must be

safeguarded in their employment through comprehensive safety

programs and appropriate health benefits. Simultaneously,

employees must strive to avoid erecting barriers to

implementation of changes required to improve productivity.

Local governments must establish personnel methods and

procedures which efficiently and effectively support the de-

livery of public services, including improved hiring and ad-

vancement approaches. Better data is needed on State and local

employment compensation at both regional and national levels to

facilitate the establishment of fair pay in a timely manner.

Finally, in jurisdictions where employees are organized,

managers and labor leaders need to work together to develop

agreements which positively affect working conditions and en-

ahle productivity to be improved. Both managers and labor

leaders require training and improved skills to more effec-

tively and efficiently bargain and resolve impasse situations.
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* * * * *

I am happy to be able to report to the Committee that sub-

stantially more progress toward exploiting these opportunities

is currently underway - in most part due to local initiatives

pursued in the face of the myriad of obstacles identified

earlier.

As the cities of Cincinnati, Dallas, Savannah, and Seattle

testified before you, the desire and capability of local of-

ficials to measure and improve productivity is growing rapid-

ly. In addition, experiments in Colorado, New York and North

Carolina have proven the feasibility of collecting interjuris-

dictional comparative performance data and have gained manage-

ment and labor support to do so. The availability of this data

both motivates improved performance and indicates sources of

ideas for improvement. Obviously, no single jurisdiction can

afford the time and costs of collection alone, hence State,

Federal or private support is essential.

As the competition for scarce resources has heightened -

governments have sought increasingly precise information on

citizen expectations; service delivery responsiveness and ef-

fectiveness; and service delivery outcomes. Multi-agency

funding of research into outcome monitoring is beginning to

allow jurisdictions to know what they have accomplished for
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their expenditures in mental health, social services, economic

development, transportation and prison services. Experiments

in several cities have generated interest in government's

ability to aggressively market their services and policies

including conservation; inner city housing; citizen assistance

in reducing litter, stray dogs, weeds and other factors which

diminish community attractiveness but are expensive for the

government to correct; and increased transit ridership. As a

result these cities are meeting public needs by providing

leadership so that all community resources are applied to

service delivery at the lowest public cost and are fully

utilizing investments in facilities, people and equipment to

better serve the public.

Despite increasing newspaper coverage to the contrary, in a

growing number of jurisdictions labor and management are joint-

ly attempting to improve productivity and quality of working

life. The American Federation of State, County and Municipal

Employees testimony before your Committee clearly indicates

support for these initiatives. The increasing concern over pub-

lic employee job security has stimulated joint efforts to im-

prove service quality and efficiency so that citizens will

begin to feel they are receiving their tax dollar's worth in

public services. One example of their growing consensus is a

nucleus of eight jurisdictions including New York City that

have formed a rapidly expanding network to share experiences of

labor-management committees working jointly toward productivity

improvement.
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All of these efforts, meant to be illustrative rather than

comprehensive, were started with local initiative and leader-

ship. Where Federal assistance existed it was supportive of

local desire. Outside help to soften the initial risks until a

track record of success could be established was often

required. The results clearly demonstrate that the capability

exists to significantly improve local government performance

and to, at the very least, warrant an objective of raising all

performance to the level of the currently best known. Compar-

ative studies to date suggest that such an objective would,

conservatively stated, generate an immediate 10% reduction in

cost nation-wide with the same or better service delivery.

CONCLUSION

To achieve the level of productivity growth necessary to

sustain a rising standard of living it is imperative that

nation-wide concern for enhanced governmental productivity

focuses on those areas which represent the most significant

inhibitors to and opportunities for achieving results. Despite

the progress that has been achieved to date, there is still a

significant untapped potential. In each area, the work to be

done is broader than any one organization or unit of govern-

ment. The first objective must be to gain a consensus among



590

- 36 -

agencies of the Federal government, State government, local

governments, labor, public interest groups, and the public at

large on the priority of these.productivity goals. On the

strength of such a consensus, I am confident that joint efforts

can be undertaken which will help to better meet the continuing

challenge to deliver more, high quality public services at

reasonable costs.

Thank you.
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Mr. Chairman and members of the Subcommittee:

Thirty international unions representing 2 million employees of city, state

and federal governments and the Postal Service comprise the Public Employee

Department. They have a vital concern, not only as public interest organizations,

but also as representatives of government employees, in enhancing the quality of

indispensable services they provide for the public.

In June, 1975, the Dapartment was afforded an opportunity to present our

views on the financial survival of city and state governments to the Subcommittee on

Commerce, Consumer and Monetary Affairs. Much of the testimony offered at that time

is applicable today. The concepts included in that presentation and our current

statement apply to counties, states, school and special districts as well.

Our population is concentrated in municipal and contiguous areas. Cities are

centers of manufacture, trade and financial transactions. They foster cultural life

and contribute mightily to medical and scientific research. Thus, municipalities

play a vital role in rhe life of the nation.

PROPOSITION 13

Last June, however, a political earthquake struck California, when the voters

approved Proposition 13 by an overwhelming margin. And the shock waves have expanded

throughout the country, with a significant reaction here in Washington. The tremors
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will continue to be felt in a number of states through referenda in the November

elections and in other commonwealths in future years.

The decision in California represented citizens' irate reaction to skyrocketing

property taxes, to be sure. But it reflected also their disillusionment about the

efficiency of government activities generally. The existence of a sizeable budget

surplus in Sacramento simply aggravated the situation.

Public employee services in the local jurisdictions are feeling the effects.

More than 9,000 have been laid off. Summer school cancellations removed opportunities

for almost 32,000 persons to continue employment outside the regular school year.

These figures relate to July 10, 1978. In the weeks and months ahead, we anticipate

additional personnel reductions. These additions to the ranks of the unemployed have

occurred despite the distribution of more than $4 billion to local communities from

the state surplus.

Experience at times gives bitter lessons. But we can realize now that steps

could have been taken in past years in California to avert the calamity forced by

Proposition 13.

Various proposals to limit state and local government spending or to reduce

property taxes are pending in other states, and will be decided by the electorate in

November.

SOLUTIONS

If there is any single lesson to be learned from Proposition 13 and the dis-

tress of voters in other states over property taxes and other government activities,

it is that officials at all levels -- federal, state, county and local -- must act

promptly, rather than simply react after the voters have made a decision.

Since governmental entities, just as their constituents, are the victims of

inflation and unemployment, unremitting efforts to achieve a healthy economy must be

pursued at the national level. We all recognize that inflation contributed heavily



593

-3-

to the cost of government, which, in turn, precipitated the rise in property taxes

to a large degree.

If local governments are to make their appropriate contribution to the well-

being of the nation, the economic and social climate must be conducive to devising

realistic solutions to their problems. The recent fluctuations in the national economy

have been reflected in uncertainty by local government officials in extending their

services to the communities they administer.

At the same time, the federal government must continue to afford incentives

to state and local jurisdictions to provide needed services. Aid to education,

transit, revenue-sharing, countercyclical assistance, welfare reform, CETA and a federal

urban bank must be continued and augmented in order to aid local governments in these

critical times.

Cities can survive crises. A few short years ago, New York City was tottering

on the brink of economic disaster. Assistance by the federal government and stringent

measures by elected officials, unions and the citizens generally to improve financial

management give us strong hope today that the municipality will not only survive,

but will prosper once again.

Public service generally has a substantial effect on the national economy.

Almost 15% of the gross national product is generated by state and local governments.

More than 15 million persons are employed by those jurisdictions.

From these facts alone, it is clear that the vitality of local governments is

essential to a healthy national economy.

Limitations on revenues or expenditures are not inherently bad. Based on an

index formula related to economic growth within a state, exemptions to cover emer-

__gencies and significant tax reform, the end product may be favorable to both citizens

demanding tax reductions and quality public service.

Use by state governments of their broader revenue-raising ability to help

local jurisdictions meet needs for public improvements and fairer tax structures,
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especially in those localities responsible for financing high levels of public services

from eroding tax bases, would extend sorely needed assistance to local public services.

State and local tax systems must be made equitable and productive. States

should continue to increase their reliance on income taxes, while closing loopholes

and basing their income tax systems on the principle of ability to pay.

Efforts must be undertaken to minimize the inequities of sales and property

taxes. Items such as food and medicine should not be taxed. State tax credits and

rebates should be used to ease the burden of sales and property taxes on low and

moderate income groups. Unjustifiable exemptions should be discontinued, and the

maladministration of local property taxes must be corrected.

A federal income tax credit for state income tax payments should be enacted

to replace the present method of dedpcting such taxes from taxable income. This would

encourage the states to improve their tax structures and add equity to the federal

tax system.

Effective modernization of state and local governments is essential, including

elimination of obsolete and restrictive constitutional restraints, consolidation of

inefficient local units of government and a greater commitment by states to local

government needs and problems. In all efforts to modernize state and local govern-

ments, the job rights, employment conditions and other benefits of affected workers

must be protected.

Tax abatements as an inducement to business to locate in specified areas simply

shift the tax burden from commercial sources to individual homeowners.

Careful scrutiny of current tax enforcement procedures is in order. Evidence

indicates that dollars spent strengthening tax enforcement efforts result often in

significantly increased tax revenues.

These are some of the steps which can be taken to meet the electorate's

demand for tax reform.
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PRODUCTIVITY

The past decade, marred by unemployment, recession and inflation, has seen

a significant decline in productivity nationallly. Attaining productivity gains have

become important goals in controlling inflation and reducing joblessness. High levels

of efficient performance by government jurisdictions are just as important as in

private industry.

Care must be exercised, however, to make certain that government workers'

traditional skepticism of "productivity" as a code word is not strengthened by using

reductions in service, increased workloads, or both.

In the minds of many public managers, "productivity" means simply saving

dollars. It is a catchword, which is supposed to supply a panacea for all of the

fiscal problems confronting local governments. We view it as "doing the job better."

If that is accomplished, tax funds can be saved, without personal adverse effects on

the careers of public employees.

The traditional definition of productivity involving inputs and outputs just

cannot be applied to public service. How can one measure the productivity of a teacher,

whose class has been expanded from 25 to 35 students?

Despite these difficulties, PED is convinced that unions and public managers

cooperating closely through the collective bargaining system can devise better ways

of performing public functions, with an opportunity for workers to participate in

the savings resulting from new methods of doing business. One of the key elements

to upgrading the quality of government services is involvement of workers. The

most obvious place to commence this participation is during the negotiation of agree-

ments authorized by statutes, ordinances or executive orders.

The National Center for Productivity and Quality of Working Life reported

this spring that 55 labor-management committees are functioning in public service.

Thirty-eight of the panels exist at the local government level. The remainder are

divided between state governments and federal agencies.
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We have been advised about the demise of the Center in September, 1978.

Assignment of its functions elsewhere in the Executive Branch is uncertain. A recent

report of the General Accounting Office advocates dispersion of the Center's opera-

tions among four or five existing federal agencies with a coordinating council to

integrate the work of the agencies. Our Department believes this approach is piece-

meal, and may very well represent a diminution of commitment to help stimulate improved

performance by industry and government in our economy.

One aspect of the Center's mission, which has received scant attention, is

the quality of working life. That subject warrants careful scrutiny in government

service, because it holds the hope of improving significantly the conditions under

which government employees complete their tasks.

Mr. Chairman, we commend you and your colleagues for your intense interest in

the plight of local governments. The Department is confident that solutions for their

seeming insuperable problems can and will be found.
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STATEMENT BY JAMES FARMER

Executive Director
Coalition of American Public Employees

California homeowners have informed Sacramento,

49 other state capitals, a few sundry thousand City Halls,

and Washington, D.C., that taxes are too high. The

message was delivered in the form of 2 to 1 approval of

Proposition 13, a state initiative that drastically cuts

property taxes and makes it enormously difficult to in-

crease any state tax.

Because of this, an estimated 75,000 public employees

may join the unemployed in time for Christmas, which leads

me to offer my interpretation of the affair.
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Some Political Turkeys

Come Home to Roost

The passage of Proposition 13 was more than a

protest against high taxes and government spending.

It was a harvest of the distrust against government

that has been sowed and cultivated by public leaders.

It has become high political fashion in recent years

for candidates to run against "government", to villify

public employees as public leeches.

Scapegoating is a campaign standby that never

ends on election day. Who misconceives and misdesigns

public programs? Elected leaders. Who gets the blame

when they don't work? Streetsweepers and school teachers.

So it was in California.

The same inflation that ravaged homeowners and

municipal budgets there also contributed a $5 billion

surplus to the State treasury, clear enough verification

that something was badly wrong with the state's

tax structure.

The governor and legislature had ample time to de-

vise property tax relief for hard-pressed homeowners,

but did too little, too late.

At first, California Governor Jerry Brown opposed

Proposition 13 as bad business. But Brown has elevated

changing horses in mid stream into a political art form.

Once sure it would pass he was Born Again. Like I said,

he said, it's what I've been saying all along.
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How California's Voters

Kissed a Pig in a Poke

Don't think that the pols deserve all the blame.

The voters passed Proposition 13 but flunked an ele-

mentary civics test. The tax-payers had been looking

for tax relief in vain when lo, up rolled a medicine

show peddling that popular right-wing snake oil,

"Simple Solution." And they bought it without bothering

to look behind the calliope, where several pigs were

concealed in a poke.

o According to the polls, middle-income voters were

out to gut social services. These are financed mostly by

state and federal governments, but to make a point, the

property owners crippled the means to pay for such

local benefits as police and fire protection, street

lighting and repair, water treatment, sewage disposal;

and schools. In effect, the voters demonstrated against

Sacramento and Washington by blowing up City Hall.

o Again according to the polls, these same voters

want government to be closer, more responsive, something

to snuggle up with. To accomplish.this, they made their

City Council a political paraplegic further dependent on

the will of the State and national capitals.

o In voting to cut public services, the protestors

carefully dodged deciding who gets hurt. The voters

were quite willing to leave that bit of dirty work to

the government they distrust, probably safely assuming
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that Guess Who will get it in the neck- (Affirmative

action is the big loser --- women, blacks, Chicanos

are the last hired, first fired).

o One of the fattest pigs in Proposition 13's poke

was fathered by Howard Jarvis, a Coolidge populist and

the initiative's principal architect. Jarvis has the

touching faith that businesses will pass along tax

savings to the consumer (which is akin to believing that

a giant tortoise supports the Earth). Accordingly, while

all those property owners thought they were giving

themselves a break, they were handing business a golden

windfall: 65 per cent of the estimated $7 billion in

first-year savings, and an increasing share after that ---

all on top of the local tax breaks that most businesses

already exploit.

All in all, it was a sorry run at populism: The

middle class fired at the poor, wounded themselves, and

the wealthy just sat back and laughed.

On Garbage Pickup and

Jefferson's Condition

On the same day that Proposition 13 passed, voters

in three Ohio cities elected to abandon their responsi-

bilities to public education. Each such victory is an

exercise in self-mutilation. The comfortable will not

tolerate cuts in services that benefit them, so more

regressive forms of taxation will multiply. There will



601

-5--

probably also be a trend towards cities selling off

such marketable housekeeping functions as garbage collec-

tion and street maintenance with customers tip and down

the block paying costs plus profit.

As public services dwindle, so will public jobs.

The right wing applauds this, but has neglected to figure

who will pay the cost of this additional social dislocation.

Bigger cities, struggling to revitalize core neigh-

borhoods, will lose the federal revenue sharing funds

necessary to accomplish this. Municipal bonds for financing

capital improvements are already pariahs on the security

market.

Beyond this, tax limitations further benefit the

well-off, who do not depend on public services to begin

with. The middle class can celebrate its temporary relief

with a cookout before anteing up in other forms of tax

and complaining about all those bums and potholes on

Main Street. As for all the rest --- poor, old, or

disabled --- let them take comport in that recent wisdom

from the Rose Garden: That's life.

This leads to depressing questions. Has the credo

for our time become "I've got mine, Jack...?" Do the

Me's not have it? Does "pragmatism" outpoint compassion

and idealogy outweigh ideals?

Jefferson believed that the people's judgment could

always be trusted --- but on the condition that judgment

was informed; this responsibility he assigned to public

leadership. Ten years have passed since two public leaders
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who lived this belief were shot to death. Neither man,

Kennedy nor King, believed in a philosophy-of limitations,

either in responsible and compassionate government or in

the human spirit government should express.

Given that, I think it is time that those who listened

then act together now to single out and support like-

minded public leaders. And we had better do it soon, be-

cause if not, we are all condemned to re-explore some

darker reaches of recent American history.
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DISCUSSION PAFER

State and Local Tax and Expenditure Limitations

This paper was prepared by Diane Fuchs of the Tax
Reform Research Group to provide those interested in de-
veloping a strategy to counter the growing state and local
government limitation movement with preliminary informa-
tion about tax and expenditure limitations, the tax
limitation movement, and tax reform alternatives.

The paper is composed of four parts. The first twa
sections provide an overview of the current limitation
movement and a description and analysis of the Jarvis-
Gann initiative. Part three describes some of the ele-
ments of an equitable tax reform program that should be
put forth as the alternative to the Jarvis "solution."
Part four briefly describes various types of limita-
tions, where they have been implemented, or where'they
are pending and receiving serious, immediate attention.
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DISCUSSION PAPER

State and Local Tax and Expenditure Limitations

I. Overview of Limitation Movement

The recent success of the Jarvis-Gann Initiative, Proposi-
tion 13, is closely linked with factors unique to California.
Contrary to the repetitive media refrain predicting its adoption
in every part of the country, mass duplication of such an extreme
measure as Proposition 13 is unlikely. Only 15 states have
initiative mechanisms by which voters can place constitutional
amendments on the ballot, and in all but six of these, the pro-
cedure is more difficult than in California. In addition, very
few states have property taxes as high as California, and no
other state has such a large, undedicated surplus. Nevertheless,
passage of Jarvis is an accurate indicator of a climate of anger
and frustration throughout the country. This anger focuses on
rising property taxes as well as inflation-caused increases in
other taxes such as the income tax. In addition, citizen anger
has been expressed increasingly at government itself. A general
attitude of distrust prevails as well as a lack of satisfaction
with the efficiency and quality of government programs. For
these reasons there will be a great deal of activity in the near
future among the electorate and in the legislatures to cut
spending and taxes at all levels of government.

The organizing forces behind the movement for government
limitation are well funded chambers of commerce, the National
Tax Limitation Committee, and the National Taxpayers Union.
Seizing on what they accurately believe to be the national tenor
of discontent, they have managed to link the anger at the property
tax with distrust of government, its activities, and expenditures,
and are successfully guiding this fusion in a direct assault on
government per se, government employees in oarticular and the
recipients of aid programs. Thus, the traditional platform and
goals of conservative politicians, to minimize government and
expenditures especially those for welfare and other services, is
being sold to the people of this country as the solution for
high taxes and as the vehicle for tax relief.

By tying the excessive spending issue with the issue of
high taxation, limitation proponents in California and now in
several other parts of the country have obscured the real issues:
how to achieve fair taxation and how to make government less
wasteful, more efficient, and responsive to human needs.

Cutting taxes - or slashing them with a meat ax, the

-1-



605

popular metaphor for the effect of Jarvis in California, does not
make taxation more equitable. It does nothing to redistribute
the civic obligation to pay taxes in such a way that taxpayers
pay according to their abilities and that none escape their obli-
gations. Furthermore, simply cutting taxes across the board
for all does not necessarily provide relief. Yet this is ob-
viously what most.taxpayers want and think they will obtain with
a vote for a tax or expenditure limitation measure.

Although high levels of government spending certainly
contribute to higher taxes, it is not simply the amount of money
available to government that causes inefficiency or waste.
Cutting revenues by 60%, as the Jarvis Initiative does, fails to
address the reasons for the underlying deficiencies in govern-
ment and does nothing to correct them. Drastically limiting the
amount of revenues available for public expenditure only helps to
cripple the provision of services to the public and hurts those
who are most dependent on those services, middle and low income
families. Public schools, special disability programs, libraries,
police and fire protection, public welfare and medical assistance,
and the providers of these services will be the first targets of
the cutbacks.

Pro-limitation rhetoric perverting the notion of tax reform
to mean tax cuts is carrying many well intentioned, hard working
individuals in the wrong direction because it does not ask the
right questions: why people are paying so much in taxes and
why government is often wasteful or inefficient. Certainly the
answer is not simply excessive government spending, as the pro-
ponents of limitation would have us believe.

II. Jarvis-Gann Initiative

The Jarvis Initiative, passed in California on June 6, 1978,
by a 2 to 1 popular vote places a severe lid on increases in the
state's major local revenue source, the property tax, and effec-
tively eliminates the tax as a source of revenue. It will cut
property taxes by 60% reducing revenues by an estimated $7
billion from $11.4 billion. Over half of the $7 billion is
money earmarked for public school districts.

Property taxes in California are among the highest in the
country and property values have risen astronomically in recent
years. Assessment methods are up to date and provide assess-
ments that are unusually accurate. Unlike legislatures in
several states, the one in California failed after 18 months of
deliberation to pass a comprehensive and targeted form of
property tax relief for the residential sector. Not surprisingly
taxpayers were furious with politicians who allowed a $5 billion
state surplus to develoo.

-2-
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1. What It Does:

Through the mechanism of a state constitutional amendment,
Jarvis sets a maximum property tax rate on all (business as well
as residential) real property of one percent of full cash value.
It sets the full cash value at the county assessors' 1975-76
valuations, to be adjusted upward by two percent annually. When
property is newly constructed or changes ownership, the assess-
ment freeze is lifted and the property is assessed at its new
current value. Thus, at sale, assessments are allowed to rise
to reflect current property values.

The proposition also severely limits both state and local
governments in raising other taxes or implementing new ones.
It requires a two-thirds legislative vote to raise state taxes
or two-thirds voter approval to raise local taxes rather than
the simple majorities usually required.

2. Who Are The Major Beneficiaries:

The major beneficiaries of the substantially lowered
property taxes will be businesses and property owners who aren't
homeowners. Because the measure applies not just to residential
property, but commercial-and industrial property as, well, home-
owners will receive only about one-third of the $7 billion
reduction. Pacific Telephone and Telegraph, for example, will
save 130.2 million annually, while Pacific Gas and Electric
will save $90.6 million.

In addition, business property will bear increasingly
smaller portions of the total property tax burden in future years.
This is because the initiative allows assessments to rise more
rapidly than 2 percent per year when property is sold or newly
constructed. Since residential properties are sold more fre-
quently than business properties, assessments on the latter
sector will remain lower than on the former.

3. Who Are The Major Losers:

California is in the unique position of having a large state
budgetary surplus which has accumulated over a four year period.
After the passage of Proposition 13, the legislature and the
Governor passed emergency legislation returning the surplus to
the localities to compensate for their revenue losses. As
a result, the harsh effects of Proposition 13 on schools, ser-
vices and public employees have been cushioned for the time
being and the impact delayed for another year or two until the
time when the surplus will be exhausted.

Despite the distribution of the surplus funds to the locali-
ties, many have cut back on important services. Summer schools
have been closed in most places, and county services such as
health centers, hospitals and welfare benefits are being re-
duced significantly. Furthermore, the legislature refused to
approve annual cost of living increases for state and local em-
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ployees and recipients of AFDC.

Renters will undoubtedly be the biggest losers under Jarvis.
They receive no relief under the property tax freeze provision
because there is no compulsion on a landlord to pass the tax
savings on to tenants. Landlords in San Diego County, for
example, will save about $110.6 million annually or 62.3% of
their total property tax liability.

Many experts attribute about 20% of the rental cost to the
payment of property taxes. It is unlikely that the voluntary
rent freeze programs proposed by Governor Brown will restore to
tenants anywhere near the amount that landlords will save
through reduced taxes. Furthermore, as is likely, should it be
necessary to increase other state and local taxes, license fees
or charges in the future to cover the loss of local property
tax revenues, renters will bear the burden of these increases
without sharing with property owners the reduction in the
property tax.'

The state and localities must maintain a degree of ex-
penditure sufficient to function effectively. Thus, there is
a limit on how much expenditure and revenue cutting can actually
take place. After the surplus is exhausted, revenues will have
to come from other sources, most probably increases in other
state and local taxes. The California State Assembly Revenue
and Taxation Committee estimates that to replace the lost proper-
ty tax revenue, either the sales tax will have to be raised
from 6 to 12.25 nercent, or a 109 percent surcharge will have to
be imposed on top of the present income tax, or the corporate
tax rate will have to be increased from 9 to 27 percent.

If there were substantial increases in sales and income
taxes, those in the moderate and low income brackets would be
hit the hardest. The sales tax is already the most regressive
tax taking larger percentages of family income as income de-
creases. The state income tax is not as progressive as it
could be because of its loopholes favoring the wealthy and the
fact that it is deductible from federal income tax liability.

Wealthy people who generally itemize, can reduce their
federal taxes by up to 70 percent of the amount paid to the
localities and states in property, sales, and income taxes.
This considerably diminishes the burden of these taxes for the
wealthy. Because few lower income families itemize on their
federal returns, (only 25 percent of all federal taxnayers
itemize) they receive no state taz relief from the federal
government. Those in the lower brackets who do itemize, how-
ever, still receive a much smaller benefit than those in high
brackets.

Thus, by reducing property taxes across the board, the
Jarvis initiative eventually will shift revenue raising to other,
state taxes that will continue to hit those in moderate and
low income brackets the hardest.
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In addition, because the limitation measure does not pro-
hibit the imposition of fees and user charges, it is likely
that local governments may come to rely more heavily on such
measures for a source of revenue.

Already many localities have begun to impose fees for
various services including library and recreation facilities,
and sewage and garbage disposal.

To the extent that fees are imposed for services and
facilities used primarily by the wealthy, such as for moorings
and boat storage at harbor facilities, the burden will not be
felt by moderate and low income families. However, it is more
likely that most of these fees and charges will fall on ser-
vices and facilities used by rich and poor alike. An extensive
system of fees and charges will therefore tend to impose an
additional burden on those most dependent on public facilities
and services and least able to afford the additional cost of
this pay-as-you-go revenue system.

4. Additional Problems:

Localities receiving federal revenue sharing funds will
lose large amounts of federal revenue because those funds
depend on local revenue raising capacity crippled by Proposi-
tion 13.

In addititon, it is likely that localities will have second-
ary revenue problems as well. Redevelopment agency bonds could go
into default. Redevelopment financing is based on the expected
increases in the assessment value of redevelopment land. The new
constitutional provision holds down these increases to a low 2%
per year. Furthermore, it will be difficult if not impossible
to float general obligation bonds because they will now have to
be approved by two-thirds of the electorate.

III. Components Of Tax Reform - Alternatives To The
Jarvis "Solution"

It is true that many residential property taxpayers are
reaching their breaking point and need relief. This issue
should not be confused with an excuse to drastically cut govern-
ment spending. While taxes may be too high for some, providing
relief does not require that taxes be slashed for all or that
government programs essential to the well being of many citizens
be eliminated.

The problem is that too small a piece of the pie is being
used for too much and too many are not paying their fair share.
It is not that the property tax is a bad tax but that it has been
so narrowed as to fall primarily on a necessity, housing, while
many other types of property, such as intangible wealth, are
virtually untaxed.

-5-



___ _609 _ _ ___

Non-used or underutilized revenue sources if tapped, com-
bined with better tax enforcement and collection, would pro-
vide more than adequate revenues to reduce the property tax
burden for all and provide larger relief to those with the
greatest need.

1. Intangible Property

There is a virtually untapped and untaxed source of revenue:
intangilbe wealth. One percent of the population owns 70 per-
cent of the nations' corporate stock without paying a dime's
worth of taxes. In 1968, the Securities and Exchange commis-
sion estimated intangilbe property to be worth $3.9 trillion.
If this intangible property were taxed at a modest rate of
only one-fifth to a quarter of the average rate applied to real
property, the tax could be used to reduce property taxes by
20-30 percent on the average and 45-50 percent in some states.

2. Exempt Property

About one-third of all real estate is exempt from taxation.
This exempt property is valued at about $800 billion and re-
sults in an annual revenue loss of $15 billion. The tab is
picked up by the average taxpayer who pays an extra $310 per
year in property taxes, one quarter of the typical family's
tax bill.

A growing portion of this exempt property comes as a re-
sult of granting property tax abatements to business in ex-
change for their promises to relocate or expand within the
jurisdiction. These are unjustifiable direct subsidies to
business at the expense of all other taxpayers. Traditional
and recent studies clearly demonstrate that state and local
taxes, a very small percentage of the overall cost of doing
business (only 1 to 3 percent), play little or no role in re-
location decisions. Nevertheless, state and local governing
bodies continue to grant abatements at an increasing rate.

Significant property tax losses also occur as a result of
unofficial policies which result in the underassessment of a
large percentage of commercial and industrial property. Cook
County, Illinois, for example, loses approximately $200 million
annually due to the underassessment of business personal prop-
erty.

3. Tax Enforcement

Poor tax enforcement also cost billions in lost revenue
each year. Property tax delinquency reached $570.8 million at
the end of fiscal 1976 in New York City and is about $50 mil-
lion a year in Boston.

The largest multinational firms often totally avoid their
tax liabilities by using their complex corporate structures to
hide profits or to juggle their books so that profits show up
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in low tax states or abroad. Corporate shenanigans cost mil-
lions, and some say billions each year. Getty Eastern, for
example, operates its multimillion dollar refinery in Delaware
City, Delaware without paying a penny of state tax and even
shows losses of $31 million since its incorporation there in
1972.

Many states are attempting to improve their corporate tax
enforcement. Those that have Joined the Multistate Tax Commis-
sion, an organization of 19 member states, and participate in
the Joint audit program of the Commission, are picking up 30
additional dollars for each audit dollar spent.

4. Tax Expenditure Budgets and Sunset Legislation

Billions of dollars in state and local revenues are lost
each year through loopholes that are never reviewed and tax ex-
emptions that are forgotten. Annual or bi-annual review of
all tax breaks is an ideal way to end loopholes and exemptions
that are no longer achieving the policy goals for which they
were implemented. California, for example, prepares an annual
state tax expenditure budget along with its direct approoria-
tions budget. In this way, legislators are forced to review
indirect appropriations as they make direct appropriations.

Some states are considering measures such as sunset laws
on state mandated property tax exemptions.

5. Sales Tax

Although the sales tax is clearly the most regressive tax,
it is the least hated because it is paid in small incremental
amounts. The tax, an excellent source of revenue, may be struc-
tured in such a way as to be a more progressive source of
revenue taking a smaller percentage of family income as in-
come decreases. This can be done by extending the tax to
cover services purchased primarily by business and the wealthier
sectors of society, such as those services provided by adver-
tising and consulting firms, architects and lawyers, to name
a few.

6. Targeted Tax Relief

If all these revenue sources were tapped to their fullest,
states could reduce such heavy dependence on residential real
property and could also provide relief to those in need of it.
Amply funded circuit breaker programs for both renters and home-
owners covering all families within targeted' income and wealth
categories could be implemented. Taking this a step further,
comprehensive tax credits and rebates for all state taxes could
be easily administered through an income tax and targeted to
those most in need. This would provide needed benefits while
redistributing the burden of the regressive state and local
tax system so that those in moderate and low brackets are not
compelled to continue to carry the heaviest percentage burdens.

-7-
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IV. Types of Limitations, Where Implemented Or Pending

Despite the apocalyptic language used by some in the media
to describe the coming and the spreading of the tax limitation
movement, tax and spending limitations have been around for a
long time. Many currently on the books were precipitated by
the exigencies of the Great Depression. During the past ten
years other states have quietly placed one form of fiscal
limitation or another on the books.

Depending on state requirements, some limitations are
statutory and others are constitutional. Some can be imple-
mented by popular vote through initiative activity, while most
states require the legislature to initiate the activity.

1. State Limitations

Limitations are of several varieties. There are caps on
state fiscal activity which limit state revenue raising or ex-
penditures. The most common type is a limitation on state
spending geared to increases in state personal income. In 1977,
the Colorado legislature passed a statutory 7% ceiling on the
rate at which state spending can grow. This closely approxi-
mates the rate of inflation. 'The fe-aware legislature re-
cently passed a bill which limits sttee spending to 98% of.
anticinated revenues. In New Jersey, increases
in the state budget are tied to total personal income of the
state's residents. Voters in Tennessee put a lid on that state's
fiscal activity, in March of this year, by passing a constitu-
tional amendment prohibiting the state from taxing or spending
at a rate greater than the state's actual growth rate (the
growth rate is to be defined by the legislature).

Placing some kind of limitation on state revenues or ex-
penditures is not inherently bad. Limitations must be geared
to a realistic fiscal indicator and not be so inflexible as to
tie the hands of legislators in an emergency or perpetuate
inappropriate policies when the complexion of state fiscal
activity changes. Implementing limitations through constitu-
tional amendments unfortunately fixes fiscal policy in cement.

Lastly, limitations should not be an excuse for failing
to reform state tax structures in the ways outlined above.
Reasonable and flexible limitations nan be a justifiable ad-
junct to a comprehensive tax reform program. They should not
be an excuse to avoid true tax reform which redistributes the
tax burden equitably to insure that all pay a fair share.

A number of constitutional state limitation measures will be
submitted to the electorate for popular votes in November. In
Colorado, some taxpayers were not satisfied with the 7% legisla-
tive ceiling on state spending. Enough signatures were collected
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to place a similiar constitutional limitation'on the November
ballot.

The Arizona legislature recently passed a proposed con-
stitutional amendment to limit state revenues to 7% of Der-
sonal income. The Proposal will be on the ballot in November.

A constitutional amendment limiting state spending increases
to 5% has qualified for the November ballot in Nebraska.

In Michigan, an initiative petition has been filed with the
state and is very likely to be certified in early August for
placement on the November ballot. It would constitutionally
limit increases in state spending to increases in personal in-
come.

An initiative proposal (known as the King Amendment) to
constitutionally limit state spending to 9% of all personal
income received enough signatures to compel the legislative,
sitting as a constitutional convention, to review it. The
Amendment received the required affirmative vote from 25%
of the legislators. The next session of the legislature must
also approve it in order for the measure to go on the 1980
ballot.

Legislation to limit state expenditures is already pending
or likely to be introduced in the next legislative session in:
Connecticut, Florida, Georgia, Hawaii, Maine, Maryland, Mis-
souri, Montana, Texas, and Washington.

2. Local Limitations

Limitations on local fiscal activity either limit local
revenue and spending generally or limit a specific revenue
source such as the property tax. The Jarvis-Gann Initiative
is an example of the latter type of local limitation.

Again, these limitations are not new. Forty-seven states
have some form of local limitation. Only Connecticut, Massa-
chussetts, and New Hampshire have none. The limits are of
four main kinds: limits on property tax rates, freezes on
assessment levels, limits on the amount of revenue that can be
raised by local taxes, or the amount that can be spent in any
one year.

A fifth type of limitation measure, "full tax disclosure",
does not rely on state imposed explicit tax or spending lids
and avoids tying local governments into undesirable arbitrary
spending limits. Rather it provides for an automatic reduc-
tion in property tax rates whenever assessments rise as a
result of increases in property values. The method requires
the establishment of a property tax rate which when applied to
the tax base will produce revenue equal to the prior year's
property tax levy. Thus, the method requires an automatic rate
roll back so that no more than the previous year's revenues
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will be produced. This established rate can be exceeded only
by the explicit vote of the local governing board after a
public notification and hearing procedure on any proposed in-
crease. Tax disclosure leaves control of local finances com-
pletely in the hands of the locality and is therefore pre-
ferable to other types of local limits. Florida, Hawaii,
Montana, Maryland, Virginia, and the District of Columbia
have adooted the method.

A number of states have recently imposed local limits:

Indiana There has been a state imposed prop-
erty tax freeze on local governments
and school districts since 1973.

Iowa 1976 legislation limits the growth in
certain property tax areas to 6% annually.

Maryland The 1978 legislature voted to roll back
property tax assessments by 10%.

New Jersey As part of its 1976 tax reform package,
the state infused the localities with
property tax relief funds while simil-
taneously placing spending lids on
local government. Cities and counties
are limited to 5% increases while
school district increases are covered
by a formula based mainly on the amount
of taxable real estate for pupils in
districts.

New Mexico In 1977, the legislature imposed a 10%
ceiling on the annual increase in residen-
tial property taxes.

Washington In 1972, voters approved a constitutional
amendment limiting property taxes to 1%
of market value but still allowing
special levies for school districts.

In the wake of Jarvis there was a flury of activity in a
number of states to qualify Jarvis-like petitions for the Nov-
ember ballots. The Jarvis-like measures in Arizona, Colorado,
Florida, and Washington failed to receive enough signatures to
meet the November ballot deadline.

In Idaho and Oregon, however, voters will have the opportun-
ity to approve constitutional measures similiar to Proposition
13.

In Nevada, a Jarvis-type proposition has until August 9 to
receive sufficient signatures.
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In Michigan, a section of the state limitation measure des-
cribed above also limits local property tax increases to the
comsumer price index. It is highly likely that this measure
will be certified for the November ballot. Another constitu-
tional property tax limitation measure (known as the Tish
Amendment) may also appear on the November ballot.

The Nebraska legislature has approved a consitiutional
amendment which will limit increases in local government
spending to 5%. It will appear on the November ballot and is
likely to pass.

There is significant legislative activity to limit local
taxation and spending in Alabama (limit property tax increases
to 20% annually); Maine (limit increases in local spending to
changes in the cost of living); Massachusetts, Michigan,
Texas (45 measures are pending); and Washington (similiar to
the measures that did not receive enough signatures for the
November ballot).

In Nebraska, a special summer session of the legislature
approved a bill limiting property tax increases to 7% and
allowing local governments to impose spending limits.

The legislature of South Dakota has approved for the Nov-
ember ballot a constitutional amendment indirectly limiting
state and local fiscal capacities. It requires a 2/3 vote
of the legislature or local electorate to raise taxes or
impose new ones. This is similiar to the requirement in the
Jarvis proposition.

The following states require that amendments to their con-
stitutions be made by the initiative process. They have been
targeted by the national limitation groups for initiative
efforts: Arizona, Arkansas, Colorado, Florida, Illinois, Mas-
sachusetts, Michigan, Missouri, Montana, Nebraska, Nevada,
North Dakota, Ohio, Oklahoma, Oregon, and South Dakota.

It should be noted that limitation activity will be facili-
tated in Texas, Maine, Nebraska, and Alabama where Governors
have called special summer sessions of the legislatures to
consider limitation measures. A constitutional convention
is in progress in Hawaii.
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TAX AND EXPENDITURE LIMITATIONS:

A Plea for Governmental Reformt

INTRODUCTION

Tax payer's revolt is this year's headline. Proposition 13
and its relatives have appeared in a number of states. However,
even more prolific has been the written analysis of what
each of these propositions means, why they may pass and why
we should expect many more.

However, there is irony in all these analyses, because in
fact, local governments had begun to respond to fiscal pressure.
We read endlessly that public purpluses, high taxes and
wasteful unresponsive government were the root causes. Yet
if one looks closely, during the past three years the growth
of local government expenditures as a percent of total GNP
has declined. This is after a quarter century of increase.
Operating surpluses of $18.1 billion in the 4th Quarter of 1977
are expected to be entirely expended by the 4th Quarter of 1978.
And the increase in taxes has largely been caused by inflation
and less because of wauton behavior of locally elected officials.

Stepping back from the turmoil, other patterns can be seen.
Rather than projecting the California experience, one needs
to view the variety of tax and expenditure limitation proposals.
If one uses a deductive rather than inductive approach, citizens
can be seen requesting different a'ctions from government
They also are requesting equity of taxation as much as less
taxation. And clearly and constantly they are requesting
governmental efficiency. Additionally, there is strong evidence
that public discontent is with government at all levels and
not simply local government.

-This paper was prepared principally by Francis Viscount of the
Office of Policy Analysis and Development at the National League
of Cities: Assistence in collecting information on TEL
proposals was provided by Paul Clark, ani intern at NLC for
the summer. The paper does not necessarily represent the policy
of NLC, which mare found in the National Municipal Policy.
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This paper will serve as a summary of the main characteristics of
tax and expenditure limitation proposals actively being
formulated in many states. The proposals vary significantly and
prognostications about their effects and effectiveness do not come
easily. However, as one surveys the variety of proposals, one notes
that most will not radically restructure how local governments con-
duct their affairs and many include reforms that will be beneficial
to local governments and have been promoted by some state leagues.

The basic elements of the TELs are provisions to restrict future
government growth, both state and local, to adjust the limit in
emergencies, to soften the burden of particular taxes and to adjust
service burdens between levels of government by restricting the use
of mandates without funding. A few TELs have provisions to roll
back taxes, restrict the creation of new taxes and require extra-
ordinary majorities or referenda to raise taxes. These provisions
are both severe and destructive to a sound governmental system at
the state and local levels.

This paper is in three sections. The first will describe the general
provisions found in the different active proposals. An active pro-
posal will go before the voters in either 1978 or 1979. The second
section will discuss the implications of the most common elements.
The final section will offer a discussion of some options that might
be helpful in constructing a strategy to avert the passage of a
Jarvis-Gann type proposal in your state. The strategy, not surprisingly,
is basically governmental reform to improve state and local tax
systems, reduce overlapping jurisdictions and restrict mandates.
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Description of Common Elements.

When viewed in a broad analytical context, current tax and expenditurelimitation proposals (TELS) can be divided into three basic categories:
(1) those that limit state or local government revenues; (2) thosethat limit state or local government expenditures; and (3) those thatspecifically limit property tax revenues. The manner in which each ofthese proposals limits government's fiscal resources is different; withthe exception of Oregon's carbon copy of Proposition 13, no two areinstead. The attached chart categories six important features of concernfor proposals from twelve stateu. A synopsis of the provisions isincluded in the appendix to assist with analyzing these complex fiscalreforms.

With the exception of the property tax reform proposals, such as Prop-osition 13, TELs attempt to curtail government growth by limiting itsfiscal resources to an established annual rate of increase. The mostcommon choices are either a designated rate of growth, the Consumer
Price Index, or the state's personal income growth. New Jersey, forinstance, limits local spending to a 5% increase over the previous year.In Colorado, a proposal on the November ballot would prevent state andlocal government per capita expenditures from growing faster thanincreases in the Consumer Price Index. Both Massachusetts and Michiganhave proposals pending which would tie state revenues to state personalincome. In Michigan, the proposal is to use state tax revenues as apercentage of state personal income in determining their state revenuelimitation.

Property tax modification proposals seek the same goal as proposalsaimed at limiting general government revenues, and expenditures preventgovernment growth and relieve the tax burden . Proposition 13 is really
more severe for two reasons--it prevents future growth by limitingannual assessment growth to a maximum of 2% and cuts back revenues bylowering and freezing the rate at 1% and rolling back assessments totheir 1975 level. Idaho and Oregon have followed suit by offeringsimilar proposals on the November ballot, though Idaho's measure doesnot roll back taxes and is only statutory rather than constitutional.
Massachusetts and Colorado both have measures which would freeze theproperty tax rate at 2.5%. A different approach was taken by theNebraska legislature when it recently enacted a 7% limit on increasesin portions of local budgets funded by real property taxes.

The chart also demonstrates that other than the three Jarvis-Gann typeinitiatives in Idaho, California, and Oregon, most TELs are setting
limits in a reasonable fashion. The fact that most are constitutionalamendments indicates the public is emphatic about its goals and hassome skepticism about legislators' self-restraint.

A reasonableness in the approach of most TELs is represented
by the number with variable rates of growth, by provisions for over-riding the limit, and by limiting state mandating of costs on localgovernments. A rate of growth attached to an individual's capacity to

33-595 0 - 78 -40
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RECENT TAX AND EXPENDITURE LIMITATION (TEL) PROPOSALS

Alabama R F, V L C N

Arizona E V S C Lg Y

California R F L, S C Rf, Lg N

Colorado

Initiative #1 R V L, S C N

Initiative #2 E V L, S C Rf, Lg Y

Idaho R F L, S St Rf, Lg N

Maine E V L, S C Rf '

Massachusetts

Initiative R V S C Rf, Lg

Legislation R V L, S C Rf Y

Michigan R V L, S C Rf, Lg Y

Nebraska

Initiative E F L C Rf, Lg N

Legislation R F L St Rf, Lg Y

New Jersey E F L St Rf, Lg Y

Oregon R F L, S C Rf, Lg N

Tennessee E V S C Lg Y

Key to Chart

Limit = Type of limitation placed on the unit of government.
R = Revenue E = Expenditure

Growth = Type of growth rate allowed to a unit of government.
F = Fixed percentage
V = Variable, e.g., CPI, personal income, economic growth, etc.

Level of Government = Units of government affected.
L = Local S = State

Legal = Legal impact of proposal.
C = Constitutional St = Statutory

Override - In what manner the limitation can be exceeded.
Rf = Referendum Lg - Legislative action

Mandate - Is there some form of reimbursement to local government for new
or increased services mandated by state government or the courts?

Y = Yes

N = No

STPATE T.M'I -D> rl --z;* - .' A - T D^RT -------- M n Sin ^ .1.x7
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pay, e.g., personal income growth or real economic growth, or inflation
with a one-year lag will generally assure that taxes will not increase
faster than real income. The provision for overriding a limit is a
public admission to its lack of clairvoyance, especially when it comes
to predicting future service needs, either ordinary or extraordinary.
Generally, though, overrides require more than a simple majority, and
are tied to expenditure limits as well as new taxes. Requiring extra-
ordinary majorities to enact new taxes has the practical effect of
eliminating them as an option.

The inclusion of restrictions on a state mandating costs without providing
funds is a very positive step toward protecting local governments
from onerous burdens. That so many TELs address this issue shows a
public awareness of how, with sleight of hand, government can
grow with no one accepting responsibility. Provisions restricting man-
dates will increase the effectiveness of TELs.

Now we can turn to consideration of the implications of each of these
elements;keeping in mind a major difficulty. Whereas each element
can be analyzed, the impact of the combination of elements in a particular
proposal is very difficult, because it depends upon the state involved
and its specific economic, social and political conditions and traditions.

Implications.

The implications of the Jarvis-Gann constitutional amendment can be
usefully grouped into three broad categories--governmental, fiscal,
and economic. In the governmental category. TELs will affect different
levels of government decision making as they carry out their traditional
functions of allocating public resources and providing public services.
Aiternately; the fiscal category refers not to the ability to make
decisions but to the capacity to execute them. The third dimension
is the impact these proposals will have on the local and state economies.
This final dimension is especially important because there are maDv
who argue that reducing the public sector will be painless because of
increased economic activity. The objective of this section is not
to analyze the impact of the California initiative, but rather to identify
the general implications of the most common characteristics of TF.Ls.

Goyernmental Implications. The governmental aspects of the California
initiative are Important or two reasons; first, because the rollback
in property tax revenues will require many significant decisions about
which local services are eliminated and reduced, and secondly, because
the initiative, in an indirect manner, will place a veto power over
those decisions in the hands of a minority. In many instances, the
levxl of service locally will be decided by aminority not heavily -
dependent on services that will refuse to approve tax revenues to replace
those lost in the property tax rollback.
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The most potentially troublesome aspects are those which affect the
ability of representative democracy to work. These are the requirements
for extraordinary majorities, two-thirds of the state legislature to
pass new tax bills, and a two-thirds majority of "qualified electors"
at the local level to create new, or raise existing, taxes. In effect,
these provisions put significant veto power into the hands of a small
minority. The use of plebescite to decide local issues (it will have
to be used often because either new taxes or significant reduction in
the levels of services will be necessary to avoid deficit spending)
will not only slow down local decision making, but also may thwart
the majority.

In the state legislature, the use of the extraordinary majority to pass
new tax bills is devastating to the likelihood of passing new taxes.
Although a greater-than-simple majority was required to pass appro-
priation bills in California, the pork barrel process of adding a
little something for everyone allowed the building of a constituency.
This process will not allow legislatures to build support for any tax bill

The second result of this combination of restricting decision-making
capacity at the local level and making future revenue sources unlikely
is to give greater authority over local affairs to the state. If the
state and local levels are affected differently by a TEL, then the
'power of the dollar" will shift decisions to the level restricted the
least. The California experience shows that as the state provides
large sums of money to local levels to help offset their deficits
and to maintain higher service levels than otherwise possible, it
put restrictions on how that money may be used. The current bail-out
bill has restrictions pertaining to the maintenance of school education
and public safety. This will limit a community's ability to establish
its priorities and define satisfactory levels of public service.

It is clear from the debate surrounding the California initiative that
what the public wants is only generally discernible. It is seeking
financial relief by reducing taxes or limiting their growth. In
addition to this, there are many individuals and small groups saying
antigovernment things. However, the general lack of articulation of
what is desired should alert local and state government officials
that the public is not going to help decide what services should be cut
or projects eliminated when revenues or expenditures are limited. It
would seem prudent then to encourage review of the basic functions of
each level of government and to shift funding responsibilities as
deemed appropriate. This can be accomplished most reasonably before a
limitation is in place because the initiative may alter governmental
decision-making processes.

Fiscal Implications. The main fiscal impact will be reduced revenues
and ex nditures at the local level. The following techniques will
cause this result: tax rollbacks, limits on the rate of growth of future
revenues or expenditures, and restrictions on the introduction of new
revenue sources. The impacts of these provisions will vary, depending
on whether all or just one or two of them are adopted. These effects
will vary in degree, depending on whether a specific TEL limits
revenues, expenditures or both.
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The ability of local governments to retain, gain or lose aid fromthe state or federal government will either improve or exacerbate theirfiscal situation. It is unlikely that increases in such transferswill offset a local limitation entirely. In particular, matchingrequirements, maintenance of effort and tax effort provisions will allwork to cause losses of federal or state revenue.

The rollback of the property tax is the most austere form of limitation.It will cause an immediate reduction in revenues, particularly ifcoupled with limitations on enactment of alternative sources ofrevenue or raising rates of existing taxes and fees. It will triggerthe loss of federal and state dollars, because of maintenance of effortand local matching requirements. No offsetting gain in the level ofeconomic activity will be able to occur quickly enough to pump upalternative existing revenue sources, e.g., sales taxes.

A rollback, because of the character of local-government fixedexpenses, should reduce social services and cultural, recreational,park, and capital expenses. Service cutbacks will be made relativeto their "essentialness' and amenability to conversion to servicecharges. This latter consideration isn't too bad if the servicebeneficiaries are clearly identifiable and the local government canstop performing income transfer functions.

The rollback may also cause layoffs that depress the local economyand make local government a less attractive employer, thus requiringhigher wages in the future to hire good people. Additionally, it willeither cause the postponement of many necessary projects, the costs ofwhich will be inflated when they can be done or encourage excessiveearly retirements, exacerbating both immediate cash shortages andstraining pension fund solvency.

Although the rollback creates special problems, the existence of alimit on the growth of revenue or expenditures also is fraught withnegative possibilities. Generally, TELs have two types of growthlimits, fixed or variable. The fixed is a flat percentage each yearse.g., in California, it is 2%. Variable rates, however, are those tiedto changes in the state or local economy. In Tennessee real economicgrowth is used; in Michigan growth in per capita personal income isused; and in Colorado growth in the Consumer Price Index is used.

The use of a variable growth rate will allow local and state govern-ments to have some flexibility in responding to new or different publicservice needs. A tight fixed limit on revenue growth, particularlyone significantly below the current rate of inflation, should causea real decline in the level of services in future years.

A tight revenue limit can be softened by altering how governmentsraise their funds. In many cases, this means shifting the cost ofservices to other levels of government. In California two examples ofthis are the state's assuming full responsibility for welfare and theimposition of new user fees at the local level, i.e., shifting the



622

cost of services to the sector of the public that uses them. In this
way, tax funds are reserved for the most basic and essential services.

A tight expenditure lid is a very different problem. If expenditures
are limited, then provision of new or different services can only be
accommodated by substituting them for existing services or programs.
This type of limitation can be especially troublesome if a community
is experiencing rapid or even steady population growth. The increase
of population will require one-time capital expenditures that will
overshadow the regular service demands. The community will have to
reduce service levels if the limitations only permit growth at the rate
of inflation or less.

A final problem limitations present is how to cope with uncontrollables.
Population growth is one type, but mandated costs and federal program
requirements are two others. Generally, unless legislative protection
can be established, communities have to absorb mandated costs by
reducing other programs. The tightness of the limit will determine
the significance of each substitution of mandated for voluntary services.

Federal programs have been mentioned briefly. They represent substantial
local resources, especially if one considers the "fungibility" of
federal funds. Two requirements of most federal programs, maintenance
of effort and local match, will restrict local governments from
receiving these funds if they have limitations on their future budgets.

Since a major objective of many federal grant programs is to stimulate
additional overall spending on certain activities, many programs seek
to avoid substitution of federal money for local money. These require-
ments are set out in federal legislation in terms to mean that dollars
of expenditure at the local level must be at least equal to that of
the immediate prior year. Maintaining existing levels of service
will increase in difficulty as the allowable expenditure or revenue
growth rate approaches the inflation rate.

According to an Advisory Commission on Intergovernmental Relations
report, -Nearly two-thirds of federal grant programs accounting for
nearly four-fifths of federal aid dollars include some nonfederal
matching requirements." If federal grant programs support services
on which the recipients place a low priority or if other items, such
as mandates or fixed costs, are too great, local governments will not
spend the matching dollars and the service reductions will far exceed
the local budget savings. Such decisions are most likely to occur if
the match requirement is large.

The response of local government to limits on its authority to increase
expenditures or revenues is further hampered by the many fixed costs
that have become part of each year's budget. These fixed costs, pen-
sions, debt service, leases, and fuel costs, as well as mandates, have
reduced the fiscal flexibility of local governments. Limitations will
reduce it further, and the result will be to diminish or eliminate
many social service programs, capital projects and maintenance of
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infrastructure. These programs will be affected first because each
nonmandated social service program has a small clientele, and the
cost of reducing infrastructure maintenance and capital projects is
usually externalized to some future date. Social service programs
generally benefit those least able to pay for them and thus are
least amenable to the introduction of fees. But most importantly,
social service programs are labor intensive and with personnel costs
being 70% of total costs at the local level, the only way to save
significant funds is to lay off personnel.

Economic Implications. The economic implications of TELs should be
examined with respect to the effect on aggregate economic activity
in the states, the effect on existing business and the effect on
future investment in California. Analysesof the first two effects
in the short run are straightforward: aggregate economic activity ?
will decline; many types of business will receive a windfall which
they will pass on only if compelled to do so by competition; and 1
businesses owning real property will be inclf.ned to stay in place longer
tnan under other circumstances. However, predicting t e effect or
TELs on future investment is much less certain since the quality of
public services, the stability and the solvency of the local govern-
ment weigh heavily in investment decisions. The incentive of lower
taxes is a positive factor, but its relative weight in many decisions
is unknown and varies with different types of investments.

The aggregate level of economic activity in the state of California
will decrease because of Proposition 13. In general, the reasons are
applicable to any state that significantly reduces the amount of
revenue going to the public sector. There are three reasons for this
phenomenon, and in the short run, they will not be offset by some
increased level of investment and growth in the private economy. The
first reason is that private purchases of goods by private individuals
contribute to the economic activity throughout the United States
because these goods are generally manufactured all over the United
States and not exclusively within California. Secondly, the public
sector which would be receiving the money in the form of tax revenues
will spend all its income, whereas private individuals tend to save a
proportion of their income. Although savings is important for counting
future investment, it does not increase net aggregate economic activity
in the short run. A third factor is that, of the $7 billion of property
taxes returned to property owners, only $4 to $4 1/2 billion will end
up as disposable income. The balance will, in fact, be paid to the
federal government and state government because of the increased tax
liability due to lower property tax deductions. Of this $4 to $4 1/2
billion, some will accrue to property owners who do not live in Cali-
fornia, particularly large business corporations, and they are not
necessarily inclined to invest that balance back into the state.

What will be the implications for businesses that stay in California?
In general, the main impact will be that if they receive a benefit from
reduced property taxes, their willingness to relocate will be reduced
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in some proportion to that benefit. In other words, because new plants

and changes in ownership will cause property assessments to be increased

to their current market level, over time, both residential and commercial

interests will have very high incentives to stay in place. In fact, this

may be a boon to central city locations that have experienced some relo-

cation of industry.

Two other effects will be a decrease in the mobility of capital and

in levels of maintenance of existing capital. From a theoretical
economic point of view, decreasing the mobility of capital has harmful

effects because it discourages the most efficient use of that capital

and therefore makes it less productive and reduces its net contribution

to overall economic activity in an economy. The impact of this

phenomenon will be felt only over time, and the total effect may be

hard to estimate. On the other hand, the willingness of landlords and

businesses to maintain facilities will be directly influenced by the

determination of the courts as to what level of maintenance is sufficient

to cause buildings to be reassessed at current market values.

Although property taxes have many profound effects on economic decisions

because real property is involved in almost every productive enterprise,

limitations on other taxes also will influence economic behavior in a

variety of ways. For example, sales and income taxes reduce disposable

income and reduce the level of retail demand that would otherwise be

present. The main point is not that taxes affect economic activity,

but that generally because the United States is an open economy, the

effects will be similar in every state.

The last consideration is the question of future investment. There have

been a number of economic impact studies showing both growth and decline

within the economy of California as a result of a significant reduction

of property taxes. These, however, do not tend to be convincing nor

do they give one a careful analysis of the impacts of changes in the

character of public services that are likely to result from tax and

expenditure limitation. In particular, the inability to maintain public

infrastructure, the political instability that results from radical

changes in governmental decision-making processes, and the change in the

relative importance of different taxes all affect the investment

environment.

The change in the ability of the local government to raise revenue will

in some ways affect the attitudes of local governments toward different

types of development. If sales and income taxes become more important,

e.g., a local piggyback is created, then competition for retail develop-

ment and wealthy citizens will occur. However, if the distribution of

aid to local governments is done by formula and collected through a

statewide system, then the attitudes of local government will be selec-

tive about attracting particular types of low-service demand growth.

The restriction in the amount of expenditures at the local level, either

through the reduction of local revenue-raising capacity or an expendi-

ture limit, will affect the ability to create long-term capital goods
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as well as maintain existing capital facilities. For example, the
inability to invest in new roads as well as a reduction in the quality
of existing infrastructure will influence the attitudes of potential
investors. One of the primary causes for the exodus from central
cities has been the condition of infrastructure in cities and its
inability to accommodate modern production and distribution methods.

The reduction in the other public services, particularly those
affecting the quality of life, such as education and social services,
will also influence the evaluation of a community by investors,
although it may not be as significant for existing firms which plan
to expand. Certainly, the reduced tax burden will help existing firms
in their competitiveness with other firms outside of California in
the near term, but in the longer term the possible creation of new
fees with a high incidence on business may mitigate that advantage.

The likelihood of future investment is also going to be affected by
the stability or instability of the governmental system. The restric-
tions on the decision-making capacity of local government will not
encourage new investment. Generally, investors seek to find stable
environments in which to invest, and California at this point in time
cannot be considered stable. There will probably be a number of years
of significant governmental reform that will occur as a result of
Proposition 13; in fact, the cloud that hangs over the public fiscal
sector is so dark that new bonding activity is nonexistent.

In summary, then, although tax rollbacks provide a short-term boon
for most businesses by the reduction in operating costs, in the long
run other factors--new taxes aimed at businesses, the politically and
perhaps socially unstable environment caused by significantly reduced
public expenditures--tend to make the future outlook for business
growth not quite as rosy.

Strategy. This section of the paper lists and briefly discusses a series
of options which, is encouraged, may reduce public pressure for a
restrictive TEL anui accomplish some basic reforms beneficial to cities.
These options include reform of local taxation authorities and specif-
ically property tax reform, reassignment of financial responsibilities
for some services to different levels of government, reform of the
intergovernmental system and structural reforms of local governments.
If these reforms are undertaken, an indirect, but critical, change in
public attitudes toward government may occur and some confidence may
be restored. It is ironic that the basic reforms that many have
been encouraging for so many years actually are at the roots of the
causes of heavy tax burdens.

It is important not to be distracted by economic considerations when
pursuing specific reforms. The governmental and fiscal consequences
of some TELs can assure that stimulative effects of a lowered tax burden
will occur in another state or possibly another country because they
cause an unstable local economic and social environment. Local govern-
ments, more than state or federal governments, create the environment
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for local economic activity. Therefore, it is critical that reforms
promote a strong local government as well as reduce tax burdens.

High property taxes in California is one of the most often cited reasons
for Proposition 13. One major activity that would be extremely salutary
in this situation is to institute a significant property tax reform.
This reform should incorporate managerial and governmental improvements
by using professional appraisers, create an effective state equal-
ization process, provide simple notification of value, establish
a standard procedure for annually setting rates, carefully structure
a program of exemptions and relief for certain income or age groups
so that their burden is not disproportionate and have state financing
of such relief and exemption proposals, and remove nonessential services
from property tax funding.

The institution of these reforms, well documented by many- students of
the property tax as well as the Advisory Commission of Intergovernmental
Relations, would allow that tax to be less onerous in many situations
where it has become too high a percentage of personal income. A number
of state proposals have established a limit in terms of a fixed percen-
tage of personal income so that the property tax burden cannot become
too great in the future. Such a limit addresses the question of ability
to pay, which is the main rationale for exemptions and circuit-breaker
provisions in most states.

A necessary element of property tax reform is an examination of which
functions are supported by the property tax, and the broader question
of which functions are supported by local government as opposed to
state or federal government. The absorption of welfare and education
by the state or federal government may be likely in the future. The
courts have ruled in many states that financing education with property
taxes is unconstitutional, and Carter's welfare reform proposal increases
the financial responsibility of the federal government for the program.

Mandating of programs and their associated costs is also an issue that
must be addressed. It is the friction between a limited tax base and
the uncontrollable imposition of expensive programs and services by
other levels of government that has so distended the property tax and
other local taxes. Not only must all mandates be reexamined and funded
by the appropriate level of government, even if they are carried out
by local governments, but, in addition, future mandates must not be
permitted unless full funding is provided.

The next major reform is structural. Local fragmentation, either by
the use of special districts or many forms of incorporation, has limited
the power of responsible, general-purpose local governments to achieve
better local economies of operation and efficient development. Califor-
nia has 3800 units of local government, of which 3300 perform limited
functions, but still have independent authority to tax local citizens.

The fourth option is reform to improve the credibility of public
institutions. One major problem with the California system was the
generally held belief of the public that there was no way to influence
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local government decisions and achieve an effective limitation of its
growth. The ACIR has made a number of proposals that it has labeled
"Truth in Taxation." These proposals seek to inform, in an understandable
fashion, the public that the local government is making decisions
affecting taxes. In turn, they make the holding of public hearings
mandatory and the method of advertising straightforward enough to cap-
ture the attention of a large segment of the population. Current use
of legal notices very often fulfills legal requirements, but doesn't
accomplish the intention of informing the public.

Other reforms include simplified citizen participation arrangements
so that the local government could take care of GRS, CDBG, etc., in a
fashion that increases rather than limits a citizen's ability to impact
on decisions. Currently, the multiple citizen participation require-
ments for various federal, state, and local programs minimize broad repre-
sentation because of their frequency and variety and the complexity of
issues that must be considered.
Conclusion
It nas been the attempt of this paper to discuss the characteristics
of tax and expenditure limitation proposals, the governmental, fiscal
and economic implications of those characteristics and some options
that might satisfy public reform goals without a radical restructuring
of state or local government operations. The common theme of TELs is
limiting the growth rate of future governmental revenues or expenditures.
Proposition 13's success may indicate that people are willing to accept
fewer services.

Because each proposal affects only one state, it will have varying con-
sequences. The effect on local governments will depend on the specific
type of limitation, future allowable growth rate, the provisions for
overstepping the limitation, and whether it affects state or local bud-
gets or both. The current extremes are the very tight limit in Califor-
nia to the rather loose state expenditure limit in Tennessee.

When designing a TEL proposal, the following points should be kept in
mind. Both levels of government, state and local, should have similar
limits based upon them within the proposal. Without treating both
levels of government similarly, there likely will be a shift of power
to whatever level of government is less restricted. A state with expen-
diture limitations will reduce the amount of aid to local government
and force more burdens on limited local resources. If the local govern-
ment is more limited, the states may provide additional funds, but
will impose restrictions on their use.

A third element should be restriction of mandates, unless they are
fully funded by the state. The need for this is abundantly clear.
A final recommendation is to favor expenditure limits over revenue
limits. Without expenditure limits, demands for services will continue
to expand and local governments will continually have to enter new
fields of endeavor. If frustration with government is a motivation
for a TEL, then reducing the possibility of allowing local government
to expand will assuage the frustration. Revenue limits may not address
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the problems of burdens that exist currently and may reduce future
flexibility in restructuring local revenue-raising structures.

The provision of escape clauses or exemptions in tax and expenditure
limitation proposals is desirable from a local government point of
view, but also affords opportunity for abuse. Should the provisions
be abused, future referenda may create more stringent limitations on
local government options. One major reason for exemption procedures
is that migration and new economic growth and their requirements for
new capital investments are irregular from year to year.

There are many other TELs in various stages of proposal, but the
mere threat of a popular initiative may encourage states to pursue
the same reforms the initiative proposes. For example, Proposition 8
in California was a more moderate version of a TEL. The most important
consideration is to ensure that there is governmental action now rather
than after a TEL is enacted. It is true that many TEL provisions
are reasonable and useful, but local government will lose a measure
of its authority even under the best of the proposals.
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A P P E N D I X

PROVISIONS OF RECENT TEL PROPOSALS

Alabama

* Constitutional amendment

* 20% local property tax revenue lid on each political sub-
division in the state

* Conslusive presumption that land is currently at its highest
and best use

* Was defeated in the legislature this year, but will be brought
up again

Arizona

* Constitutional amendment

*. Expenditure of state tax revenue is limited to 7% of state
personal income

* May only be exceeded by a 2/3 vote of the membership of each
house

* Tax rates of political subdivisions may be increased if a
program is transferred from state to local government

* On November ballot

California

* Constitutional amendment

* Places 1% limit on real property.tax rate

* Assessments are rolled-back to 1975 level and may not in-
crease by more than 2% per year

* The state cannot increase or create taxes without a 2/3 vote
of the legislature and no new ad valorem taxes may be placed
on property or the sale of property

* Local government can impose special taxes with the approval
of 2/3 of the qualified voters

* Enacted in June, 1978

Colorado

Initiative #1
- -1 -
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* Constitutional amendment

* Tax on non-owner occupied property cannot exceed 2.5% and
tax on owner occupied property cannot exceed 2.5% or 5% of
total family income, whichever is less

* The limitation may be exceeded to pay the principal or in-
terest on bonded indebtedness

* Did not reach November ballot

Initiative f2

* Constitutional amendment

* The per capita expenditure of state government and each unitof local government cannot exceed the per capita expen-
diture of the previous year by more than the increase in the
CPI

* May be exceeded by a majority vote of the populace in an
election held prior to the beginning of the fiscal year.
Only one election may be held per year

* The state may not impose costs of new or increased services
on local government without full reimbursement

* Aggregate funds from state to local government are guaranteed
for the year following enactment

* State and local legislative bodies, with approval of the
executive, may declare an emergency by a vote of 2/3 of
the members in order to exceed the limit

* Court ordered transfer of programs from one unit of govern-
ment to another increases per capita expenditure of trans-
feree and decreases that of transferor

* On November ballot

Idaho

* Statutory

* Maximum rate of any property tax is 1% of actual market value

* Assessment may not increase more than 2% per year.

* No increases may be made in state taxes without a 2/3 vote
of all members of both houses. Special taxes may be im-
posed by local government after a 2/3 vote of qualified elec-
tors. No new ad valorem taxes may be imposed

* On November ballot
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Maine

* Constitutional amendment

* No unit of government may increase its annual appropriations
from one year to the next by more than the increase in the
cost of living

* Each unit of government may establish an emergency fund with
excess revenue

* The state must provide full funding for any new or expanded
program mandated for local government

* The proportion of state appropriation to local government cannot
be decreased after enactment

* The limit may be exceeded by a majority vote of the electorate

* In the draft stage

Massachusetts

* Constitutional amendment

* Establishes a state revenue limit by averaging gross state
budget for the three years preceding enactment and dividing
by average personal income for three years preceding enactment.
The quotient is multiplied by the average total personal in-
come for the previous three years to achieve the state revenue
limit. /Freezes the budget as a percentage of personal income
and allows the budget to increase only as state personal in-
come increases7

* The limit may be exceeded if the legislature, by a 2/3 vote,
places a referendum on the ballot which receives approval by
a majority of the voters

* An emergency fund may be established. Use is contingent upon
2/3 vote of the legislature and approval of the Governor

* No new or increased services may be imposed by the state on
local government without compensation

* Local government's proportional share of state revenue before
enactment is guaranteed for one fiscal year following enactment

* Needs approval of 25% of the legislature once before 1980 to
reach the ballot

Legislation

* Statutory

* The tax rate on real property cannot exceed 2.5%
- 3 -
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* The State may not enact a new law imposing additional costs
on cities or towns without a vote of and appropriation by the
City Council or Town Meeting, 2/3 vote of the state legislature,
or state assumption of funding.

* Pending before the legislature

Michigan

* Constitutional amendment

* State revenue may not exceed the ratio of FY 1979 state revenues
to 1977 state personal income multiplied by personal income
of Michigan for the previous year or the average of the last
three years, whichever is greater. /Freezes revenue as a per-
centage of personal income and allows growth only by increases

in personal income.7

* Excess revenue greater than 1% must be returned on a pro rata
basis. Up to 1% may be kept in a stabilization fund

* The Governor may request a declaration of emergency for one
fiscal year. Must be approved by 2/3 of elected memebers of

the legislature

* The state may not impose new or increased services without re-
imbursing local government

* The proportion of state spending to local governments in FY
1979 cannot be reduced

* Local government revenue is frozen and may increase only com-
mensurate with increases in the CPI unless approved by a ma-
jority of the qualified electors in the jurisdiction

* On November ballot

Nebraska

Initiative

* Constitutional amendment

* Political subdivisions of the state may not increase their
budgets by more than 5% over the previous fiscal year

* Population growth in excess of 5% allows an increase in the
budget of 1% up to 10%. Thereafter every 1% of population
growth will equal .5% of budget increase

* The state legislature may suspend the limit by a 4/5 vote

* The governing body of the subdivision may call a special elec-
tion where a majority of voters can approve a limit increase

33-595 0 - 78 - 41
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* Court mandated programs are not counted in the budget limit

* On the November ballot

Legislation

* Statutory

* Political subdivisions may not increase portions of the

budget funded by ad valorem taxes by more than 7% per year
or the average increase over the previous three years, which-
ever is greater

* Local legislative bodies may call special elections to in-
crease the limit. Majority approval is sufficient

* Enacted in 1978

New Jersey

* Statutory

* Municipalities and counties may not increase their final ap-

propriations by more than 5% over the previous year's appro-
priations

* The limit may be exceeded by a 2/3 vote of the local legisla-

ture and local finance board or a local referendum

* Expenditures mandated by federal or state law after the date
of enactment are exempt

* Enacted in 1976 on a three year trial basis

Oregon

* Constitutional amendment

* Limits tax rate on real-property to 1.5% of full cash value

* Assessments are rolled-back to 1975 level

* Assessments may not increase by more than 2% per year

* State taxes may not be increase or created without a 2/3 vote

of all members of the legislature. Local government may im-

pose special taxes by a 2/3 vote of qualified electors. No
new ad valorem or sales tax may be placed on property

* On November ballot
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Tennessee

* Constitutional amendment

* Expenditures for any fiscal year cannot exceed the state's
revenues and reserves for that year

* Appropriations from state tax revenues cannot increase from
one year to the next more than the estimated rate of growth
in the state's economy

* The legislature may exceed the limit by a majority vote

* Any new program must be appropriated first year funding and
the state must share the cost of. expanding existing programs

* Enacted in 1978



636

National League of Cities

National Meeting

Discusses

Financial

Local

Management

This report oas f-ndof through a grant froo the
U.S. Department of Housing and Urban Dee-Op
ment and "-a pepaed by Todd A-eon. diedor of
te Finana] M..anagement project for the National
teag-e d Cities Thank. are gratefully e -pr-ed to
th partimpanrt in the foor NLC workshops cho
heped rhape the NLC priomtier for the National
Conferen-c.
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How Conferees Saw
Local Governments'
Finance Management

I. Financial management has been viewed as
a technique rather than a matter of policy and
management.

2. Local governments lack the ability, in-
formation, and techniques to adequately
project future revenues (particularly federal
and state) and expenditures.

3. Local governments fail to analyze and
consider the fiscal impact of their decisions,
and are generally unable to establish a local
fiscal policy.

4. There is an inability to tie performance
measurement and evaluation, budgeting, and
accounting to hold agencies accountable for
service outlays.

5. There is a need for capital improvements
programming to accurately reflect the total
priority capital needs of communities (in-
cluding housing) and the impact on the
operating budget.

6. Reliable indicators are not used or
available for evaluating the performance and
impact of local government services and ac-
tivities.

7. It is difficult to respond to public resistance
to increasing local property taxes brought on
by rapidly rising expenditures.

8. Cities are miperiencing a decline of the
central-ity tax base at the same time as they
are forced to compete against suburbs for
revenue.

9. Federal policy is needed to attack private
development practices such as redlining.
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10. L.cal goe-rments do no! ha-e the
czpacit¶ to obtain the appropriate insu-ance
ro"crage at a reasonable cost.

11 InceCase the capacity of public sector
m.anaement to better use financial
man.agement tools .availble.

12. Inipi e eiiployee relatons with both
labor unions and civil service.

13. Carefully developed, alid, and accepted
standards for evaluating municipal- financial
condition, including unrecorded and unfunded
liabilities, are needed.

34. There is a lack of understanding of how to
assess data processing needs, ho to analyze
different computer applications, and hot to
determine the costs and benefits of aaiom.atio

15. Improve methods for funding pensions.

16. State and federal oversight and control of
local governmen! financial marngement are
sometimes contrary to good f.nancial
management practices.

17. Local governments lack the abiliny to cope
with both the fiscal and adninistrati-e impacts
of federal- and state-mandated costs.

IF Some financial -naragemen! recuirements
of federal (state pass-through) grant programs
are contradictory to accepted local gover-ment
financial management practices. Non-uniform
application, reporting, and auditing
requiretments associated with federal grants
place a burden on the staff of urban govern-
ments.

19 Federal grants distort local ptorities.
Federal guidelines prevent innovative in-
tegration of programs to achieve local goals.

20. There is a lack of coherent federal policies
that recognize the particular problems of small
and middle-sized governments 10,000 to
50,0OO population).

21. There is a lack of targeting grants to black
and brown populations which is necessary if
any form of equiry is to be achieved in needed
public services and facilities in minority
communities.
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Shortly after passage june 6 of Proposition 13 in
California, the Department of Housing and Urban
Development (HUD) sponsored a to-day national
conference in Washington, D.C.. on the financial
management problems and needs of local govern-
ments.

This conference was the outgrowth of a major
winter and spring effort by nine public interest and
professional groups to have their constituents define
their financial management problems. The groups
sought to offer effective practices for use by other
jurisdictions in addressing the designated problems,
and suggested directions for HUD to assist in im-
proving local financial practices. As a result of
holding forty-nine workshops, conducting case
studies, and surveying their constituents, the groups
submitted ninety problem statements from which
forty-one problems were culled for discussion at the
national conference.

Participants at the conference clarified and en-
panded the forty-one problem statements to forty-
four, voted on their priorities, and broke into five
groups to discuss further the problems selected
(see box). In the discussions, the focus was
on defining the nature of the problems, identifying
some of their causes, and proposing possible
solutions and specific actions for HUD. Five areas
were used to subdivide the types of problems:
budgeting and financial management; accounting,
auditing and reporting; treasury, debt and pensions;
state-local relations; and federal-local relations.
However, the groups were assigned problems in
more than one functional area.

Basic Problems
Considered ---
Statements 1, 2, and 3. The first three statements
were viewed in group discussions as basic problems
in financial management. While information needed
to manage fiscal matters is available, participants
agreed there is a lack of knowledge about methods
for measuring variables, such as the cost of living,
and predicting revenue sources such as Com-
prehensive Employment and Traming Act (CETA) or
anti-recession funds.

Forecasting was seen as a problem for two reasons:
There has been no evaluation of good models, and
the uncertainty of federal and state funds and their
amounts is not convenient. Problems are also-created
as a result of matching requirements and increasing
pressure for public disclosure.
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Solutions Suggested
Participants recommended numerous suggestions.

Officials said they need to know how to determine
where to allocate analysts' skills in revenue and
expenditure forecasting (i.e., in what areas) and how
to determine the amount of precision required.
Elected officials and policymakers said they must be
educated for possible solutions and the long-range
impact of decisions, including acceptance of federal
programs. Officials said solutions must be politically
sensitive to the elected officials. Local officials said
they need techniques for making revenue and ex-
penditure forecasting understandable to the general
public. Modifications to certain specific federal
programs are necessary. officials said, because they
have imposed a heavy burden on local government.
CETA constraints and regulations, in particular, are
unreasonable. There also emerged a need for a new
definition of the role of the finance director.
Budgeting in a policy analyst sense, as opposed to
accounting, should be the primary skill The role of
other government officials and how they affect
financial management should also be defined.
Different media should be better used to inform the
public There is a further need to upgrade university
curricula to educate better public financial managers
and develop local government internships.
Actions for HUD

Local officials suggested several areas in which

HIltD could help Thes said vf/ic.a
t
s and citizen

group- nust hr wrade assa-e th.! financial
ma.agemrent is a priority tem Inf/oation on
gxide/ies. techniqurs, resources, and approaches
should be made available to local governments.
HUD, along with other federal agencies, should
provide an information exchange Training and
develpment should be provided to ftanclal officers
to develop and maintain their skit/s Part of the

community development block grant ICDBG) funds
should be mandated for financial analysis. Elected
officials should be encouraged to motivate their
financial officers to develop their skills and establish
affirmative amion programs in local, state, and
federal governments. "How to" manuals should be
developed Information provided to local govern-
ments should be on a "peer match" basis
Cooperative technical-assistance efforts between
state and local governments should be instituted for
local governments. Local universities can supply
some of this assistance Federal regulations and
legislation should be assessed to elimnate problems
caused by the different fiscal years of local govern-
ments and the federal government. - Multi-year
federal funding commitments are needed.
Summary Action for HUD

HUD should make a strong commitment to train
and develop financial managers and staff and
produce a specific program for working with in-
dis-idual states and regional areas This should be an
ongoing process, not a one-year effort
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Performance
& Accountability
Statement 4. The main problem results from the lack
of integration of the budget with the accounting and
performance functions. Other problems include lack
of knowledge of what constitutes a good system, lack
of resources, and state restzcticis.

Actions for HUD
Provide models of integrated ssstems for various-

sized jurisdictions. Develop case studies on how
managers have integrated systems and achieved
useful results. Use enistmg federal audit requirements
and other financial management tools and skills for
guidelines. Conduct or fund seminars for com-
manfites of like populations, utilizing existing
national networks, state or regional organizations.
Such seminars should help elected officials recognize
good financial management systems and programs
and hoe they can aid polic-makers. Provide a s-ef
assessmen m.anual and checklist to local govern-
ments. Provide initial funding for a 'circuit idet"
(traveling) financial expert for smaller communities,
and then phase out fnding from HUD. Encourage
technical assistance for improving financial
management methods of local government by state
departments of community affairs, professional
awociations, leagues of ties and counties, and
others. This technical assistance should lay out
principles of integration of evaluation, bhdgeting.
and accounting and show hom thee can build toward
integration,

Statement S. Capital planning is not usually in-
Jegrated with the operating budget for severa
eeasons. Capital planning is viewed as long-range, it
is difficult politically to -sD' large enpenditure to
the citizens, and most people need to e results in the
short terms.
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Solutions Suggested
Participants suggested there is a need for both

knowledge and technology transfer. Networks need
to be developed where the succesfful can share.with
others. There is a need for better public relations
programs to make citizens aware of what capital
improvements are needed, why, and how they will
be funded. Where legislative changes ace needed,
push for such changes. -

Actons for HUD

Provide funds to foster networks for the
dissemination of information, and underwrite the
cost of distributing some of the literature of the local
government associations and professional
organizations on this topic.

Statement 6. Reliable indicators are not available for
some services, while local officials have not been able
to us those which do exist for others. National
norms should be avoided except as guidelines What
is needed is the local development of performance
and program efficiency. Causes include the lack of
knowledge about whber to go for information about
indicators, as well as a lack of resources to develop
and irmplement the indicators Of counse, groups like
unions don't want indicators.

Solutions Suggested
Participants suggested establishing methodology

on how to develop indicators of both technical
perfo.mance (employe. systems efficiency) and total
service and peogram effectiveness; conducting citien
sureys of service effectveness; and funding
demonstration projects with buft-in transfer of
techniques and wide diessmination of results
(perhaps using CDBG funds). Also, establishing
skills and information banks including catalogs
manuals, information and referral by phone, and
case studies; and exchanging information on how
various measures can be used by managas and
policymakees.

Actions for HUD
Assist in information sharing. Transmit techniques

among jurisdictions. Educate policymakers and
managers about vasious uses of indicators. Assist in
establishing a national skills and information bank
where officials could trade experience and in-
formation with comparable junsdictions. Require
communities to do a self-assessment of their

capacities through CDBG (some is being done
through the public interest groups). Devlop case
studies of .successfu and unsuccessful local en-
periences in implementing measures for use in policy
and management decisions.
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Rising Taxes &
Public Resistance
tatement 7. This statement was seen as I-

corporating what, since Proposition 13. we
euphemistically refer to as the 'taxpayers' rebelbion."
Local government's taxes are easier, in fact, to strike
at and control directly than are those of the federal
and state governments. This attitude has a number of
cause. A major one is continuing inflation, coupled
with increased demand for services and an over-
d-pendencr on the property tax as the main source of
revenue A'ssoiated causes indude the existence of
ovelapping taxing jurisdictions, constitutiona and
po.itical limitabons on other sources of resenue,
public apathy, lack of public understanding of how
property taxes are allocated, fast-ising property
values, and recent legislation limiting use of property
taxes.

Solutions Suggested
Educate the public about the composition of the

property tax, in understandable language. Use public
interest groups in an educational role. Local
governments need to look for alternative ways to
raise revenues as well as ways to improve on current
rates of delinquency. There is a need for greater
coordination among taxing jurisdictions such as city,
county, school, and special districts. The
equalization of assessments' is difficult but necessary.
Actions for HUD

Find successful ways of cutting back programs.
Integrated budget systems and general fiscal
management are two ways. Develop a "how-to'
manual on refining budgets and accounting systems
to assist in the cut-back process. Develop a model to
determine the costs of state and federal mandates
which add to local government costs of local
governments. Fund a study to analyze the California
vote and upcoming votes on tax issues: who voted,
and what is their share of the property tax burden.
Do a follow-up study on California cities and their
services after the tax cut, and publicize these
operational consequences. Convene a workshop
with public officials and media to foster a better

-understanding of the property tan-system, such as'
repeat the national conference at the local level.
Develop a manual on how to analyze local revenues
and where the tax burden falls for each ervenue
service. Compile information on existing legal
limitations on the property tax to show this ex-
perience around the country. Expand training in
fiscal management.
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Facing Cities'
Declining
Tax Bases
Statements S and 9. These statements were handled
as part of a larger problem-essentially, a local
responsibility to rebuild the cities. This effort will
require changing federal policies to support urban
revitalization, rebuilding cities through both public
and private interests and funds, and stimulating
investment in the central city while also reducing
such debilitating practices as redlining.

Solutions Suggested
With the rental delinquency rate in central cities so

high that redlining results, one solution is direct
subsidized rent payment to landlords for welfare
recipients. Another solution is to use subsidies for
direct payment of the landlord's property taxes.
Code enforcement should be cautious since such
enforcement also causes relocation problems.
Alternatively, enforce the code stringently and let the
landlord abandon the units; then rehabilitate and sell
them by lottery. Local governments should
create incentives to encourage landlords to live on
the premises. Public policy must be based on civic
and motivational factors, an area's strengths rather
than weaknesses. The strategy to attack the problem
must involve all levels of government and the private
sector. Renters should be given an income tax break.
Reverse-incentives for suburbs or pro-incentives for
cities need to be developed to keep and attract
business. The changing role of cities must be
recogrizedad encouraged in a positive way. Cities.
Originally had an induitnal base, but this has
changed Each city should build upon its uniqueness,
culture, historical districts, etc.. to attract and keep
residents. Funds should be made available to en-
courage urban design studies to. help citizens make
long-range plans. Smaller communities in particular
need assistance for urban development strategies.

Actions for HUD
HUD should serve as a clearinghouse when a city

requests funds from several agencies for a com-
prehensive program. Devise a strategy to encourage
state statute changes on subjects such as annexation
restrictions and tax incentives Institute a program to
change federal regulations-and legislation in the area
of tax code and income tax deductions. Assess
technology for its applications to the problems of
local governments. Encourage city-county con-
solidation through grants.
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Statement 10. Local govsernments are not viewed as
good liability risks because they have been the
highest costs to insurance companies recently. As a
result of recent coort decisions, local government's
liabilities have broadened.

Solutions Suggested
Undertake strong loss-prevention programs.

Implement safety programs. Get legislatures to
restore immunity. Have insurance companies make
training programs available. Develop national in-
surance for local governments - pool insurance.
Educate the public about what they are paying for in
large insurance awards. Promote programs for the
self-insurance of local governments.

Actions for HUD
Establish a national municipal self-insurance

program. Offer consumer education programs. Re-
evaluate agency requirements and regulations
concerning risk management. Politically, - force
insurance to be taken from the lowest bidder.
Produce a manual on safety procedures.

Statement 11. Described as financial nearsightedness,
this oroblem arises because financial management is
often conducted in a fragmented manner. Decisions
are short-term. Long-range goals and prioritities are
rarely set, and the budget is not related to com-
munity priorittes. Most local governments do not
follow a set of financial management standards.
Some of the causes include lack of qualified people to
staff finance offices, low salanes for finance per-
sonnel, relative unimportance of financial
management to the public, and low visibility for its
function in local government

Actions for HUD
Develop short-term information materials and

training programs for the several audiences who
work in local government: Support and encourage
rewards and incentives at the state level for people in
the financial management field. Support specific
training in accounting systems, auditing, budgeting,
reporting, -and policy and standards. Encourage
states to mandate "generally accepted accounting
principles" (GAAP). Compile a "reader's digest" of
eisting publications on financial management from
the public interest groups.
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I[aL'provig
Employee
Relations

Statement 12. The main problem here is their impact
on spiraling personnel costs. Also, their presence
tends to restrict tinancial options and productivity,
the latter occurring wshen unions overemphasize the
protection of employee rights. Inflation, employee
dissatisfaction, union regulations, and rigidity in the
civil service system all contribute to the problem,
tuo. Essentially, there is a lack of good maragement
of human resources and of career development
programs in local government.

Solutions Suggested
Develop a Computerized cost-assessment system

for use in the process of labor negotiations. Dismiss
the myth that government employees are paid less
than employees in private industry. Publish in-
formation showing comparisons between public and
private jobs, salaries, benefits, and between
localities. (Some doubt was ecpressed at the
feasibility of this idea.f Establish incentives and
reward mechanisms for management efficiency
regarding labor costs. Establish information systems
which describe performance, efficiency and include
cost-conscious attitudes. Pursue "quality of work"
programs to alleviate the push for all rewards to be
quantified.

Actions for HUD
Assist in the dissemination of information about

what works from the solutions suggested above. This
could be in case studies, descriptive materials,
models, problem-solving workshops, and "how-to-
do-it" manuals.

Statement 13. The problem results from a failure to
recognize that a management concept is involved and
that such standards either-don't exist, are weak, or
are hiot used. Generally, there is a lack of un-
derstanding about exactly what is involved in
determining good or bad local financial conditions.
At the same time, there is a lack of historical data
from which to derive appropriate indicators. Having
been growth-oriented for many years, most
jurisdictions do not recognize the need for either
sound indicators of fiscal conditions or long-range
financial planning until their growth periods cease.

Actions for HUD
Through the public interest groups and univer-

rities, HUD should study ways to develop financial
indicators and standards. HUD should work with the
private investment commimity in determining the
concepts and techniques for evaluating financial

condotions of local g'vern-nents: disseminate in-
vestmen itechniquns and t.ain public officials in
techniques: look at special and general purpose
district.s which also need assistance with this
prbletn: tsabbsh standards for -lsk n-anagrme-i.
doerced .a.nterance on capital investments, and
actuarial standards: and conduct joint workshops
betwen budget analysts and local governients,
including appropriate public interest groups and
courts.
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-&king
Computers Work
for Cities
Statement 14. Data processing. computers. and
automation are just like electdrty - nobody knows
how they work. just what they Co. Employees are
afraid of them ince computers nmigh take their jobs.
Beause of the constant inremetnent of computers.
common-toes are hesitant to invest because
something bette. may come aong soon. Also. high
cost os errtn and delays fnghten or: coo.'nuutires
whic have not vet auto.ated. However. wmth all of
their attendant pro.iem- data proessrg. con-
puters. and autoratior ar-e thn toots 0: modern
will have to begin using them. Inio-.-ion o.. the

mote common accounting. budgerttg and Payroll
integrated systems is needed aiso.

Solutions Suggested
Develop and use information networks to share

failures and successes. Develop an in-house 'use.s
committee' in local government:

Actions for HUD
Fuid a training program in computer technology

and use. Support the development of training
packages Publish a systems development handloook.
Develop a model contract for rental or purchase of
data processing systems. Emphasize to commsirties
the need for long-range planning. Develop cn:ena to
assess the effectiveness of data processing systems.

Statement IS. A major problem is that information
on how to fund and manage liabilities is lacking.
Also, those who develop pension programs and
benefits are not ultimately responsible for providing
the benefits. How to hold legislative bodies ac-
countable in this regard is a problem. Some of the
causes include the assumption that pensions are the
sole source of support for individuals; the tuie gap
betieen generating pension liabilities and due 'dates
on payment, the lack of a "pay as you go" approach.

Solutions Suggested
The federal government should stop inflation and

balance the budget. Develop non-fixed, ariable
benefit plans and other innova.ive pension agr
proaches which are reviewed by a Bitnane g rotg
about full disclosure concerning pension liabilities.
Develop and promote general standards for actuaral
studies of pension costs.

Actions for HUD
Develop information (nodels, case studies,

descriptive materials, workshops. manuals) on the
solutions suggested. Support a resource center in a
professional organzation like the Municipal Finance
Officers Assodation (MFOA) for technical assistance
to practitioners.
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Statement 16. Local g-vernments believe the states
request more detail than-is necessary and are un-
willing to adjust to modern budgeting techniques
For example, many local governments have shifted
from line-item budgeting to program budgeting and
yet, frequently, states continue to require line-item
budgets. As a result, local goverments hase to keep
two budgets and two sets of records. Also, con-
sistency within a state is a bigger problem than
uniformity among the states.

Actions for HUD
En.c-age states to resiew thei' budgeting

procedures and adopt more mode.r methods (except
for zero-based budgeting, s-hich -as not looked
upon favorably). HUD should produce model state
legislation to streamline accounting and reporting
renuirements. Assist local govezomeno in getting
states to reduce the amount of infor.mation teo-ied.
Review HIUD requure-nts in pant reporting in
order to focus only on infonr.tion that is genuinely
needed.

The Problem of
Mandated Costs
Statement 17. Local governments do not have the
revenue to administer federal and state-mandated
costs. As a result, the)y "find" the money by skewing
local priorities. Administrative requirements are
excessive and are not dearly based in well ounded
objectives. Further, federal and state legislators do
not analyze thoroughly the mandated costs of
programs and, therefore, are not hilly responsible in
pssing along these unspecified costs to the state and
local levels.

Solitions Suggested
Before federal or state legislation is passed, there

should be a fiscal impact statement on the mandated
costs of the program. Congress and- the state
legislatures should allow local governments to
recover the costs of mandated programs.

A-tions for HUD
Make other federal and state agencies a-are that

mandated costs are a problem and a concern to local
governments. Establish a unit that wi estimate what
mandated costs of a program will be. Develop case

studies, manuals, models, etc., showing how to
estimate mandated costs. Develop a mechanisrn for
ouick reply to financial impact statements. Assess the
mandated costs of its existing programs and urge
other agencies to do the same. Trace the costs of
existing mandates un case studies The research
results should proside a base for model state
legislation reqiring fiscal notes and other reforms.
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Fed eral
Requirements
& Local Practices
Statement IS. Toe-c needs to be a rzatio.-a standard
o! audin a-td renor-ing pc..cedure to v-ihc' local
gC.e rmencs co r.. . Yet bofk tihm federa!
governments audi::ng reoinrments. uhich are
difrr-r,.. fro s andard account prcinOPw an-
the .aratron :r fscal -r amonag lo- go e-.-nen's
make .: d firif! to desefog thes asdi3i d s-inars.
Federal agencies have d.fferert -d-ic Q'irvi and
accounting requirem ents: even vcithn an agency
there can be differen. reau:rrnents bi difterent
offices working on the same proga..

Sc!trior. Scgcesifd
There needs to be -igoro c erforeme.: o! the

Federal Gran: and Coopr-ative Agemen' Act.
Revive the imegrated g-ant application progra- to
elimLnate conflicts so that grants car. br negotaiaed

jith cities.

Aein for H)UD
Encourage develoPment of accountrig, auditing,

and financial ma-agement sandads. Require local
goverments to meet standard accoun-ing practices
developed by the Munidpal Finance Orficees
Association, not by HUD. Apply such standards in

it, uo programs. Require local govemment
complianc concering accounting, auditing, and
financial management standards. Coordinate
auditing and reporting requirements within HUD's
own programs. Coordinate and support negotiations
similar to annual arrangements" between local
jurisdictions and HUD regional offices relatve to
various applications, beginning vith the CDBG
application.

Statement 19. Many local goverments have not set
their own pnorities using instead federal prionities of
a program where funding is available. Local
governments can't do much long-range planning
because of the two- or four-year electoral prncess
which tends to discou-rge setting long-term goals
and prionties. The on-off nature of federal grants is a
problem. When a program gets set up, citi ens get
used to the services. But when the program is cut off,
many jui-isdictions choose not to apply for federal

funding.
Finally, national piontie set by Congres' can

become distorted in two ways. Federal agencies

33-595 0 - 78 -42
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mtgnh have theii own, pcssibl- ditetent, agenda
when v-riing reg-flations, and local government
priorities vhich are not ad&desed in thc national
prion-ier can get addressed throug. the operation of
the grant.

There are at least three models o' federal funding
Firs:, there ts the General Store. This is where a
federal official finds a program in which the local
government funds a loca! prionty in an integrated
grant apnroac.. Second. there is the Supemmarket in
ishich a local official mu't sande through . maze of
categonical prograts and cr- to find a fPt wi:h loca!
priorities. rinal!v, there is the Mav'-der House
This can be a block grant ehich pnoides substantial,
flexible funds to be applied to local piorities.

Actions for HUD
Determine if and hov the grant process is being

addressed on the national lvel. Develop a body of
kno-ledge on how grant funds are used at the local
level, what costs the, involve, etc. This information
could ultnately affect legislative changes Track the
effects of its programs on local govemnoets.
Develop a better svstem to assess local govemment
needs. Piorities should be set at the local level and
used as a basis for HUD to develop its programs.
This system s-ould force communities to establish
their own piorities first. Continue to resie the
value of block grants versus categorical grants. There
are imporeant advantages and disad antages to each,
and more research is needed. Develop a pilot project
sel img out communities which can benefit from the
success of other communities in the use of federal
grants. Identify local models of successful grant use.
Share information in conferences and workshops in
peer group relationships. Reemphasize the im-
portance of federal regional councils.

Federal Policies
& Smaller
Communities
Statement 20. Essentially, the federal goveimment
shows a bias against smaller communities. The
allocation of federal funds to them is arbitrary.
Furthrmore, the criteria for awarding grants or
contracts to them are often inappropriate. The
elderly housing requirements for CDBG, for
example, become unrealistically high when applied
to smaller communities.
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SD;Ictioe.% Suggested
Spread out block rants among the various sies of

local governments, Expand the amount of general
reenue sharing, us local university expertise and
resourre..parti.uarly those o! the land-grant
itstitutions.

Actions for HUD
Set aside 2 fixed percentage of fhnds in each grant

pro&an-. for units of goxernjneents x-isi populiaiom
utider 50,000. Provide fundinE at the sb-state level
for technical assutance and grants to srnaler
jurisidiction. Formalize the relationship between
smaller governments and HUD regional staffs to
enable the foamer to utlize the expertise available in
the regional offices as technical assistance

Statement 21. Two maw probiemr were raised here.
Firs, there -as the lack of directing federal and state
grants to minorit, communities which face greater
problems of the disadvantaged than other comn-
munities. Second, however, was the problem of
ensuring that once federal funds were allocated they
w.ere, in fact, applied io the problems faced bh the
disads antaged. Some members of the group thought
the latter problem more a problem of resurce
allocaio. than of financial m.angement

Soiutions Suggested
Set aside funds for the use of mrnoriy roups.

Cordoc. analyses o! the impact of federal grants
which link performance and financial data to ensure
appropinte use, such as where and ho. mere grant
hands spent. This will recuire an improvement in the
capaady of local governments to measure per-
for.nace.

Actions for HUD
Increase the capacity and capability in area and

regional offices to monitor its programs more ef-
fectively. Provide technical assistance and support to
local governments for carrying out this contractual
function.

The Conference's's
Accomplishments

In retrospect the conference fulfilled its purpose by
selecting twenty-one statements of priorty to local
governments in financial management. Now it is
HUDs task, and a formidable one, to address these
statements and darify how it will respond to them
within the limitations of its institutional capacity.
While HUD may not be able to address each priority.
it will explain why it is no: able or has decded not to
address those it excludes from the program of
assistance planned for this fall 3
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Hlow NLC Members Contributed
to the Conference's Decisions
. . *through -
regional workshops

The four NLC workshops held during the past
spring isere fundamental to the formulation of the
problem statements submitted as NLC's priorities for
consideration at the national conference. Without
the workshops and efforts of the participants in
defining their local problems and needs in financial
management, however, the statements submitted for
the national conference could not have reflected the
concerns of local elected officials as they were in-
tended to do. Furthermore, only through the efforts
which these participants made was it possible for ten
significant priorities to evolve from the workshops as
clearly as they did.

The approaches used in the four workshops to
produce a list of problems and needs of priority to
the participants varied, depending on the workshop.
In the first two workshops, the ones for the Small
Cities and Effective Government -Sterring Coi-
mittees, the format involved smatl-group sessions in
which problems of concern were explored by topic.
Topics were: accounting and auditing, budgeting,
cash and investment management, debt
management, federal-local relations, local fiscal and
economic policy, pension management, and state-
local relations. In the May Atlanta session, the
format included presentations on two topics - the
local elected official's role in budgeting, and cash and
debt management, which stimulated a discussion of
problems faced by those in attendance in these areas.

The June Washington workshop was for the
review and modification of the ten priorities derived
from the first three workshops. Out of the series of
four workshops, then, came the priorities identified
amd agreed upon as representative of the local elected

official's concerns in financial management. The
statements of each priority are induded here for
inspection' by themselves and for comparison with
the priority statements selected and discussed at the
national conference.

Upon reviewing the ten NLC priorities and the
twenty-one priority-statements designated at the
national conference, it is apparent that nine of the ten
NLC-designated priorities have been addressed
wholly, or incorporated in part, in one or several of
the twenty-one priority statements produced at the
national conference. That is, NLC priorities 1, 3, 6,
8. and 9 are national conference priorities 2 plus 5, 6,
10, 15, and 17, respectively; NLC priorities 4, 5, 7,

and 10 are addressed in the combined National
priorities 3 and 11. 3 and 4, 4 and 1, and 16 and 18,
respectively. Only NLC priority 2, involving a
budgetary process and format which directly address
policy-related issues, is not directly addressed by one
or several of the national conference prionties. Yet,
even here. if the perspective presented in national
priority 7 were reversed (and financial management
approached from a policymaking and managerial
perspective), the budgetary process and document
would, by definition, support the -various
policymaking and managerial decisions required of
local officials.



653

... throgh
a survey
of local officials
- In early May, we sent out a survey on thefinancial
management problems of city governments to 1,200
cities across the country. The questionnaire listed

-fifty-sin potential problems and requested that the
respondents indicate the degree to which each
represented a problem for their cities, ranging from
little to major.

Over 30Q responses were received and analyzed.
Survey results represent the problems of greatest
concerns to officials, elected and appointed, in the
more than 300 cities which completed the
questionnaire. Because of the nature of the sample,
the results should not be interpreted as representing

. the financial maragement problems faced by cities in
general or by cities of the particular size and form of
government which responded to the survey.
.. With this warning in mind, then, 60 percent of the

'ities responding had less than 50,000 in population.
irwhile 40 percent had more than 50,000. As for'the
form of government, 44 percent were mayor-council
cities, _50 percent council-manager cities, and 5
percent commission-rn cities. The respondents were

165 percent nonelected officials and 35 percent elected
- essentially a two-one split:
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The data were analyred in several ways. First, the
responss to each question were ranked to show the
relative pncrito among the fifts-sim problems. The
top tsent- prionties are listed in rank order in the
box abov Second, the results for each question
were reviewed for relativ importance of the problem
when siewed by cities snm.aller or larger than 50,000
population: by form of government (m-acor-counil
versus councl manager), and by role of respondent
lelected o. nonelected officall The main conclusion
is straightfor.ard: There was no difference of
perception on the fin.ancial management problems
facing cities that could be dcsnngiishen by city size.
form of government, or role of the official
responding to the sinves These financial
management problems, then, represent the genenic
municipal financial problems that apply to cities
regardless of the three factors we used to check for
differences

The next matter worth e-aoinmg is the
relationships among the results from the surgey, the
NIC workshops, and the national conference. We
have already established that the results from the
NLC sorkshops mere almost completels accounted
for in the prorities designated at the national con-
ference. If wc can show a similarly high
correspondence between the survey results and the
NLCpnorities, then it follows that the survey results
correspond to the national conference pionties.
And, in fact, only four of the twenty survey
priorities are not addressed, ina substantial way, by
the NLC priorities-nin-obers 2. 4, IF and 19. The
other sicteen statement correspond directly to one
or several of the priorities established through the
NLC workshops.

The consequence of this correspondence among
the financial management problems identified
through the national survey, the NLC workshops
and the national conference is significant While
three different forums have been used to define the
financial management problems and. needs facing
local govemments, the problems and needs identified
have, nevertheless, been agreed upon - and with a
high degree of correspondence. It seems safe to'
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'Sc ton. *he... ::.at as P:t we -an c e'. .. ne. the
probiems seioc'd as priorines at the national con-
ference adequately and appropnately repr-sent real
municipal finandal management problems We
should, as a refult, eel comfortable that as long as
HUD is plaurtog a progr-an to addres fiancal
managtnot prc'bie'ns - a program based upon the
problems and :ssues spooned as priorities at the
nattonal conference- aties' needs shouid be well
addressed.

This conclusion does not ignore the fact that some
cities have aleady effectwsely addressed some of the
problems vhich. for local oset-nents as a whole.
are of great conce.-n. Solutions to the financial
m-nagement probiems expressed -idl hate to be
drawn from two souces existing pacfces which
hae proven eftectise aiready and can be sanslerred
to other w;'sdictions. and the dese!oment ot ness
sot'iios. tools. and prac-ices which, we assume.
will ptove to be effective.

W here Do We
Go From Here?

A/s men;oned earlher in this articie. the next step
after the xational conference Li HUD's response to
the twenty-one pionties designaed at the con-
ference. In par.tic'laarr, -RD is preparung an analysis
of the pnunites and the general and speitic acitons
provided it at the confeence, and. based upon this
work, is prepatnng a dsai or its proposed peograrn of
asstar.ce for the fall. In .ite draft, HED has cor-

mitred itsell to "address the identified pnorirv
problems and needs in local go-ernmen: fi.ancial
management and indicate how the program s.'ill
respond to these." Further, while its program may
not be able to address all of the problems identified,
its task will be to euplain its decisions.

Once we a' NLC receive and re'e'w' a copy of this
draft, we ,ill put together a project which follows up
and capitaliz- on this initial assesment of municipal
financial management needs. We epect the project
to include such actisities as providing technical
assistance through the state leagues and other
associations, training local offiials i new
technicues i financial management, preparing
"how-to" handbooks, and helping link communities
that have a specific financial management problem to
commuities that have demonstrated an effective
solution.

For those interested in -eesie-ing HI-'D's draft of its
proposed fall progran and in d iussing NLC's
potenial role in prosidung a-ss;tance through a
follow-up project, please contact Todd Areson at
NLC. (202) 293-7635. 0
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NLC's Fiscal Management Priorities
THE FISCAL MANAGEMENT PRIORITIES IDENTIFIED IN NLC WORKSHOPS

1. There is an inability to estimate both
medium- and long-term revenue requirements
and availabilities, including capital im-
provements.

2. Many cities need a budget process and
format in which policy-related issues and
questions such as spending and service
priorities, are addressed directly.

3. Reliable indicators are not available for
evaluating the performance of municipal
programs and activities, or for comparing the
costs of programs and activities with their
outcome.

4. There is a lack of knowledge of which
policies (particularly in small cities) city of-
ficials need to assess, reassess or determine -
and how, with what "tools."

5. Them is a general inability to evaluate the
tax burden to the impact of services provided to
different areas such as neighborhoods, council
districts of the city.

6. Cities don't have the capacity to get ap-
propriate insurance coverage aLa reasonable
cost..

7. Few systems provide timely, reliable in-
formation apprtpriate to federal, state, and
local accounting requirements, and useful for
managing and for policymaking.

8. There is an inability to estimate future
costs of pension benefits in order to gain better
control over pension funding.

9. Cities lack the ability to cope with both the
fiscal and administrative impacts of federal-
and state-mandated costs.

10. Local problems resulting from federal and
state grants-in-aid indude the administrative
and reporting requirements, the common
incompatibility between federal or state
financial management standards and local
fiancial management practices, and the lack of
standardization for basic data which must be
reported to agencies at both levels.

N'LC's Survey of Financial Problems
Top 

2
0 Fin.nrii Management Problems in City Goemmen-t. l978 NLC Sarney

1. Providing insurance coverage for the city is
uncrasonahlv expensive

2. Determining whether your city is getting a
"fair share" of fedcral-state funds

3. Forecasting the amounts and timing of
federal-state assistance payments.

4. Becoming overly dependent on federal-
state funds

5. Doing mul-year forecasting

6. Evaluating program performance

7. Needing a systematic approach for
replacement of capital equipment

S. Selecting pflorities in budget planing

a, Determusing which capital expendirure
requests can be funded

IQ. Obtaining long-term cost estimates on
fringe benefits

11 Forecasting expenditures

12. Obtaining long-term cost estimates on
labor contracts

13. Making federal financial management
standads compatible with local fiancial
management systems

14. Forecasting revenues

15 Determining the number of people needed
to maintain city ervices

16 Meeting federal financial control and
reporting requirements

17 Financing pension benefits

38. Assessing departments' budget estimates

19. Coordinating legislative review and citizen
input

20 Having difficulty getting insurance
coverage for the city
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Behind the Conference
Helping Local Government
Face the Fiscal Future

Local government financial management problems
are becoming acute as local government respon-
sibilities increase while resources decrease with
inflation. Local government officials are increasingly
aware that managing their resources well is essential
to the government's stability and their own political
survival. Moreover, local governments are en-
periencing increased difficulties in creating and using
financial management infomnation to support sound
policy- and decision-making. Poor financial
management practices contributed to the fiscal crisis
in New York City. In recent years there has been
increased attention to a number of other problems
such as the inability of local governments to project
adequately future revenues (particularly federal and
state) and expenditures. There is also a lack of
reliable indicators to evaluate the performance and
impact of services and activities; a lack of adequate
means to estimate future costs of pension benefits:
and an inability to cope with both the fiscal and
administrative impacts of federal- and state-
mandated costs.

In the past year. the Office of Policy Developmeit
and Research of the U.S. Department of Housing and
Urban Development (HUD) has developed a
programmatic response lo the increasing problem
areas facing local governments An their financial
management practices.

The problem areas in local financial management
include accounting and auditing, budgeting, cash
and investment management, debt management.
federal-local relations, local fiscal and economic
policy, pension management, and state-local
relations. One factor aggravating problems is that
federal and state aid brings with it numecous
spending strings, including extensive accounting and
auditing requirements. Another factor is that in-
vestors in municipal securities and bond rating firms
are pressing for increasing disclosure. Local elected
officials further find they sometimes must make
complex policy decisions based on incomplete.
inaccurate, or short-ranged financial data.
Municipal auditing firms recommend changes in
accounting procedures while municipal auditing and
accounting standards are under revision by the
responsible professional organizations.
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H'JD s response to the firancda! management
problem~ plaguing local govermnents was fashioned
as a result of consultations with various local
government officials, public interest groups, and
other groups familiar with local financial problems.
The first phase of the program has been operating
since early spring. Phase I incorporates several
elements involving three main groups - state and
local government officials, the cognizant public
interest groups, and the appropriate professional
associations.

The three elements of Phase I are: identifying the
problems and needs. sharing current effective
practices, and addressing how HUD can assist in
omproving the practices identified as problematic.

there are three major questions which come from
these elements. First, what financial management
problems and needs do local officials consider most
important to address in a national effort? Second,
what solutions to thes management problems and
needs are already being employed effectively, or
might be employed as potentially effective? Third. in
-what specific ways can HUD and other organizations
and levels of government, including your own. assist
in improving these current, less effective financial
management practices?

Underpinning this first phase of the program is
HUD's recognition that there is no one right solution

-to the problem or need as defined by many local
governments. Many of the solutions sought by one
jurisdiction very likely cnist similarly in another local
government.

Having established what and how it wanted to
address the financial management problems and
needs of local governments, HUD sought the m-
volvement of the public interest and professional
groups which helped to design the assessment process
for the local governments-their constituents. The
organizations which carried out Phase I of the
program have been, the National League of Cities
(NLC), the United States Conference of Mayors, the
National Association of Counties, the International
City Management Assciation. the Council of State

Community Affairs Agencies, the Urban Consortium
of Public Technology Inc.,. the Joint Center for
Political Studies, the National Asociation of
Housing and Redevelopment Officials, and the
Municipal Finance Officers Association. -

The means for assessing problems and needs were
left up to the organizations through different sessions
of workshops, conferences, seminars, case studies,
and surveys. A combined total of forty-nine local
sessions were held during the spring to ferret out the
specific financial management problems and needs of
each group of local officials. Each organization was
then responsible for synthesizing its most important
problem statements and submitting them for the
National Conference on the Financial Management
Needs of Local Governments, held June 7-9 in
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Washington, D.C., and attended by representatives
from each organization that participated in one of
the earlier workshops. This conference served as a
forum for the continued discussion, modification,
and selection of the problems, effective practices.
and directions to HUD, and other agencies and levels
of government. Its proceedings will serve as the basis
for HUD's draft of the priority problems and needs in
local financial management and for HUD's deter-
mination of how it intends to respond to each of the
designated priorities. This draft of the conference
proceedings was scheduled to be completed by mid-

July. then to be submitted to the conference par-
ticipants and organizations involved in the program
for comment. The entire program of assistance to
local governments will begin with the nes fiscal
year, October 1.

NLCs role in the initial phase of this HUD-funded
program has been to assess and present to HUD the
specific problems and needs of local elected officials
in financial management. The project undertook this
responsibility by conducting four workshops, a
national survey of financial management problems
and needs, and preparing this special summary to
describe the details and results of this initial phase of
the program to NLC constituents.

Our first workshop was held April 13 in Kansas
City, Mo., with the steering committee of the Small
Cities Advisory Council. The second workshop was
held April 21 in Washington, D.C., where the
steering committee of the Effective Government
Policy Committee met. Third was May 19 at the
Atlanta Regional Conference. Finally, there was the
June 6 meeting in Washington with selected par-

titpants.
The workshops were to have the participants set

priorities among the problems and needs they face as
local policy officials. This was done by discussing
topics of concern in each of the eight functional areas
listed previously.

HUD suggested several fonms of asistance sueh as
conferences, workshops, and training sessions
conducted by local government groups and
professional associations. Local officials then would
meet to discuss issues and exchange possible
solutions to common problems. HUD also suggested
establishing a resource center to provide information
on financial management systems and other technical
issues. The department offered to fund existing.
assistance networks, and expand and improve the
level of technical assistance it provides in financial
management. It also offered to fund the development
of materials for .. training and technical
assistance efforts through existitg organizations
involved in providing in-service training and'
technical assistance to local government.
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HUD further offered improved state financial
management legislation through improved com-
munications between state legislatures and local
officials. HUD is working to determine the boun-
daries of state oversight of local finance, and the
amount and type of state aid and technical
assistance provided to localities. HUD is looking into
working with interested non-governmental groups
on using local government financial management
data. The department is interested in working to
develop an interagency effort to simplify federal
agency requirements for local government financial
reporting.

The national survey consisted of fifty-six
statements of potential problems to local government
officials. The survey required a judgment as to
whether the statement was a little or a major
problem, or somewhere in between. A total of 1,200
questionnaires were mailed out in early May; over
300 were completed and returned. The analyses of
data are presented as a major section of this sum-
mary.

AP
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THE TAXPAYER REVOLT: AN OPPORTUNITY TO MAKE POSITIVE

CHANGES IN LOCAL GOVERNMENT

Introduction

There has been an almost steady outpouring of analyses and

reports in recent months on the immediate effects and consequences

of Proposition 13 and other taxpayer rebellions. As is often the

case, the published reports on the phenomena have been almost as

fascinating as the events they purport to analyze. We have seen,

for example, dire predictions of dreaded consequences from Proposiition

13, rosy predictions of beneficial consequences, and middling

predictions of muddled consequences--some good effects and some

bad effects that may offset one another.

This paper is not another analysis of Proposition 13's

effects. Nor is it an assessment of whether the tax-cutting

movement exemplified by California's Proposition 13 is either

good or bad for the country. Rather, it starts with the recognition

that Proposition 13 already is law in California, and there very

likely will be tax cuts; tax limitations, or spending ceilings in

other States as well. Thus, this paper begins with the fait

accompli of Proposition 13 and addresses the question of how

local governments will respond to their changed circumstances.

The taxpayers'revolt, as it is frequently called, provides

the occasion to take a hard look at a number of governmental options

that have not perhaps been considered seriously enough before. It

also provides a strong impetus to make changes in the way local

governments operate. For example, it will necessitate even better

management of governments than before, particularly better

management of government workforces. Furthermore, the tax reduction
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movement is an incentive to revise the ways that government services

are financed. Certainly general taxes like the property tax are a

valuable means of producing needed government revenues. However,

in many cases there are alternatives, such as user fees and

charges, that can be fairer and provide more citizen involvement

in determining what services should be produced, in what quantities,

with what qualities, and at what cost.

We wish to present some of these alternatives, also, to

offset the kind of budgetary game-playing that can and frequently

does occur in governmental decisionmaking. When any substantial

reduction in taxes or budgets occurs, there is always likely to

be-much over-reaction as well as under-reaction. Some government

officials will want to take immediate and drastic steps to cut

costs and, in the process, have severe negative effects on

vital services. Others will want to do nothing in hopes that the

cuts will be restored, perhaps delaying action so long that many

valuable alternatives become unfeasible.

In the Federal Government, there is a well known budget

process that is sometimes called the Washington Monument Game.

The name is taken from the archetypal ploy, attributed to the

National Park Service, of outlining politically undesirable

consequences of proposed budget cuts--in this case, suggesting that

the first step the Park Service would take to accommodate a lower

budget level would be to close down the Washington Monument to

visitors. The Monument is, of course, a prime attraction to

visitors, most of whom are the constituents of Congressmen (who

must vote on the budget). Some local government officials in

the debate preceding passage of Proposition 13 in California

demonstrated their acumen for the game as well. There were plenty
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of hints and outright claims that police, fire, and education

services would be drastically curtailed. The whole idea in this

game is to suggest to the voters that their actions will result in

the curtailment or cutting out of the services they are likely to

view as most vital.

The following sections of this paper will discuss some of

the alternatives that are avilable to government managers and

elected officials in responding to citizen demands for reduced

taxes. Section One is a general discussion of economic considerations

that are at work in the political process when tax cuts are being

forged, as well as some of the economic constraints on governments'

responses to tax cuts. Section Two focuses on the concept of "public

prices for public goods," based on the premise that many government

services, like private services, can be priced and consumers can

signal their demands through purchase of the services. Section

Three deals with improving the management of local governments'

largest operating cost item--personnel--particularly ways that

personnel costs might be reduced without resorting to drastic measures

like general layoffs and ways that personnel productivity can be

enhanced without substantially increasing revenue demands.
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SECTION ONE: GENERAL ECONOMIC CONSIDERATIONS REGARDING PROPOSITION 13

It is useful to think of the taxes cut through passage of Proposition

13 and other measures in terms of three separate, but highly related con-

cepts: First, the cuts represent taxes saved to the citizens who would

have had to pay them; second, they represent reduced revenues, which

either are lost completely or must be made up from other sources; and

third, they mean reduced expenditures unless the revenues are replaced.

If citizens vote to reduce property taxes, they may be voting for

one or more different aspects of tax reduction. They may be voting to

reduce public expenditures because they believe the levels of some services

are too high given the costs of those services. This could be caused partly

by an adjustment lag in adapting services to changes in community needs.

The school system may now be larger and consist of more highly trained

staff than is required for the reduced number of students today. Any

institution, public or private, has difficulties accepting and adjusting

to adverse conditions. Part of the vote may be against certain local pro-

grams that are mandated at a higher level such as welfare programs. To

the extent that the voters prefer a lower level of services, it is neces-

sary to re-evaluate existing programs and, if warranted, adjust them to

the desired levels (if possible).

33-595 0 - 78 -43
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Another aspect of the vote for Proposition 13 could be a demand

for greater efficiency in government. It is widely believed that gov-

ernment workers are overpaid and underworked. Even if this is not true,

those who believe it will probably vote for a tax reduction in the hope

that expenditures can be reduced without a proportionate reduction in

services. Of course, any organization has some inefficiencies in it--

both management and workers become accustomed to performing services in

a particular fashion. Proposition 13 may provide the jolt that speeds

up changes toward more efficient operation. However, there are limits

to the increases in efficiency that can occur within the context of a

given technology. Increased intensity of work or smoother coordination

of efforts can move government toward efficient operation, but these

are likely to be one-time changes rather than the annual productivity

changes observed in manufacturing. Nevertheless, in addition to the

task of determining where reductions in services should be made, public

managers should accept this opportunity to improve the efficiency of

local government.

Some voters may support a tax reduction in order to shift the

incidence of taxation in a way favorable to them. Some of the voters

simply would want to avoid property taxes because they pay a relatively

larger share of property taxes than of sales or income taxes. However,

many citizens are probably of the belief that too much public service

is being provided out of general tax revenue. They do not believe that

the value they receive from such services is worth the tax share that

they pay. Howard Jarvis has stated frequently that property taxes should

be used only to finance property-related public services, although his

definition of the "property relationship" may be much narrower than others.
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Some public services can be provided through user charges. If

such charges were levied on all citizens in a fashion similar to prop-

erty taxes, then the name would have changed, but presumably citizen

desires would not be served. However, if user charges are designed to

allow for citizens to choose varying levels of service and for those re-

ceiving the service to pay for it, then a shift to user charges should

increase community welfare. The readjustments to Proposition 13 present

an opportunity to supply more of the public's desired amount of services

through user charges.

Dynamic Adjustment to Reduced Levels of Public Expenditure

Adjustments to expenditure reductions will generally be less ef-

ficient in the short run than in the long run. Efficiency means pro-

viding a given level of service with the least costly combination of

inputs (labor and capital) given the prices of those inputs (rents on

capital and wages of labor). Part of the short-run inefficiency is due

to extended contract provisions, and some of it is due to non-reversible

capital expenditures.

There is some evidence to suggest that local government services

are produced with technology that yields approximately constant returns

to scale.1 Thus, half the service can be provided at half the cost--

provided that the service level is known far enough in advance to be ef-

ficiently planned. If a city is forced to operate with half the budget

but must retain all of the capital that was previously efficient, then

less than half the previous service can be provided. A simple diagram

makes the point (see Chart 1).



668

- 7 -

Chart One. Production Under Reduced Budgets

CAPITAL
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Q2 Q3

w = the wage rate
r = the rental rate on capital

Q1 = the level of output before the budget cut

Q2 = the level of output immediately after the budget cut

Q3 = the level of output after long-run adjustments
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Eventually, Point B on the chart can be reached (after building

and equipment depreciate and are replaced as needed), and Service Level

3--which is half of Service Level 1--can be provided at one-half the cost.

However, an initial (unexpected) cut of expenditures from $200,000 to

$100,000 would result in Point C, which is less efficient and overly

capital-intensive. If the technology that is used to produce the service

does not allow substitution between capital and labor (i.e., the technology

has fixed coefficients or fixed proportions of capital and labor), then

Point D is reached. It uses the initial technique at the level determined

by the amount of the most scarce factor, in this case labor. Many

economists believe that production technology is largely of the fixed co-

efficient type once the physical plant and machinery are purchased and set
2

into operation.

Local government produces many different services, some of which

can be produced with differing capital to labor ratios and some of which

are close to the fixed coefficients model. The first type might be the

public library system. Reduced staffing may make for less productive

use of the building, equipment and books, but such non-personnel expenses

will for the most part still provide benefits to the public. The second

type might be the police department. There is little benefit to the public

of extra police cars if there are 200 cars and only 100 police officers.

Should the government dispose of the excess equipment and property?

Yes, if there is little difference between the disposal price and the

price one would have to pay to purchase additional equipment. However,

the main adjustment problem is that there usually is a wide gap between

purchase price and resale price--for example, between what the city pays
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for police cars and the price at which it can sell comparable cars.

Depending on this price differential, the rate of interest, the main-

tenance costs, the difference in effectiveness between new and older

cars, and the rate of depreciation of police cars, it may be more

cost-effective to store unneeded police cars until older ones are

retired.

Personnel Reductions

From a simple efficiency standpoint, government workers (given

their pay) who are most efficient to use in the changed circumstances

should be retained (or hired) and everyone else let go. However, for

contract and other reasons, that is seldom possible. This causes in-

efficiencies that are similar to having excess capital. The city may

have more senior-level personnel than is efficient. Also, if layoffs

are necessary, many of the people who must be retained (because of

seniority, for instance) will be paid a higher salary than those who

are laid off. These higher paid personnel may be efficient under

normal operations, but not necessarily under the new conditions. For

example, a fire marshal may be excellent at his normal job of investi-

gating the causes of fires, but he may be less efficient than a lower

paid fire fighter at normal fire station duty.

An additional problem is low morale. When people's livelihood

is threatened, they are likely to be depressed and have lower performance

on the job. This may be offset in part by the stimulus to greater effort

from the fear of losing one's job, but it probably has a negative effect.

In addition, various retaliatory measures (e.g., work slow downs and

insolence to the public) may be undertaken by employees as a group or
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as individuals. This is most likely to happen if the public employees

see the public or public leaders as the "enemy."

Such factors are likely to make the effect of a sharp reduction

in public expenditures worse than anticipated in the initial stages.

A strong argument can be made for a phased reduction in expenditures

to the new desired level, even granting that present levels of spending

are too high. In California, the state budget surplus has effectively

allowed local governments the time to reduce expenditures in a series

of steps. Assuming that next year's state surplus will be lower but

still substantial, the cities and counties have two more years before

they must have their budget in line with their reduced tax revenue.

Of course, this assumes the state will once more distribute its sur-

plus to the local governments. If measures similar to Proposition 13

are adopted in other states or cities, long-term efficiencies will be

enhanced if they reflect the lack of such large revenue surpluses and

make provision for phased reductions in expenditures.

Nevertheless, if immediate reductions are mandated, there are

some ways to minimize the adverse effects. All employees should be

consulted about the options available and asked to express their pref-

erences. Careful analysis of areas of cost reductions to maintain the

highest level of service commensurate with the new expenditures level,

rather than imposing across-the-board cuts, should help to minimize the

impact of the reductions.
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SECTION IWO: ACTION ON REVENUES--OPPORTUNITIES FOR USER CHARGES

There are three major sources of local government revenue: local

taxation, intergovernmental grants, and user charges. When the public

revolts against propeity taxes and forces a reduction in that source of

revenue, local government officials can either reduce their expenditures

proportionately, look to higher level governments for larger grants, es-

tablish or raise non-property taxes, or place public prices on public

products. Not all local government services, however, are amenable to

the pricing mechanism. Some public services have a redistributive char-

acteristic; it would be inappropriate to charge the poor for consumption

of services designed explicitly for their benefit.
3

Some public services

have characteristics that prevent exclusion of non-payers. Control of

communicable diseases and the maintenance of public safety are examples

of such services. When beneficiaries can be identified, however, user

charges provide a means of rationing government output, while allocating

the burden of payment to those desiring the service.
4

Rationale For More Reliance on User Charges

Most economists have long been in favor of giving greater emphasis

to user fees and charges. Three of the major reasons are the following:
5

- They can improve efficiency in choice and public resource
allocation.

- They can improve government structure.

- They can be more, rather than less, equitable in certain cases.
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In each community, citizens now express their demands for local

public goods through the voting mechanism. But this mechanism results

in a supply of public services that is not sensitive to variations in

demand by individual citizens. For example, there are often divergent

interests between the elderly and families with young children. Some

divergences among individual citizens do not yield efficient outcomes,

except in very special circumstances. A price for a public service, in

contrast, permits different citizens to record their preferences by pur-

chases of the quantity and quality of services desired.

Under present public resource allocation practices, the

wrong product is sometimes produced in the wrong quantity, and

with inappropriate quality differentiation. "Wrong" is used here

with the special meaning of different in type, quantity, and quality

from that which would be produced if rigorous analysis were made of

comparative effectiveness at the given budget level. It is also

being used to describe the volume and quality of production that is

lower than it would be at market prices under competitive conditions.

Analysis of a public service or activity may give new emphasis

to uncertainty about the consumer or voter's response to the public

product being produced. If the government sets a price on the product

-- thereby opening up a market through which consumers can register their

vote for or against, by either paying the price or not consuming the

product--this could help guide the city in the production of its services.

Local governments currently are structured in ways that centralize

authority for spending decisions. But there are many enterprises under
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the local government umbrella. Conceptually, it could be more efficient

to decentralize by allowing various enterprises to operate on a fee-for-

service basis. This structure would be beneficial to consumers because

it would give the government enterprises the opportunity to compete with

enterprises that privately provide similar services. Such competition

should foster greater efficiency.

Decentralization would allow public enterprises to operate as

separate entities, generate their own funds through user charges, and

place only their profits into the local government general fund. Rates

for fire protection, for example, could be based on a variety of pric-

ing rules that take into account property value and fire hazards on the

property, with lower rates for less hazardous occupancies.6 Part of

the monies paid in as fees could be set aside in a separate account to

provide low or no-interest loans to property owners for improving the

fire risk of their structures.

Greater Fairness

A fee or public price could be a fairer source of revenue than

the property tax, since it may be that poor families now pay more through

the economic effects of the property tax than under some alternative

arrangement. If prices were used instead of the tax, some of the poor

families might choose not to have the priced services, and those who did

presumably would benefit in proportion to the prices. Analysis of current

"use" of a service by income class or age may disclose a heavy concentration

among middle income individuals, rather than poor individuals. In this

case, the low income families would be partially subsidizing the middle
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income families under the present financing system. Relative income

effects are at issue, as well as the distribution of benefits among

age groups.

Prices for services may also achieve greater fairness because

payment would be made only by those who benefit. Prices can be used

to discourage some users and to encourage others (for example, by

negative prices). If uniform charges would be more regressive than

an alternative revenue system, it is possible to devise a fair pricing

method by use of eligibility tests to determine ability to pay. This

method typically has been used in financing health care service, in

financing certain welfare services, such as family counseling, and in

school meal programs. Such a technique gives the subsidy to those who

need it, while making the benefits of the service available to all those

who desire to purchase it.

Limitations to Increasing User Charges

One difficulty in extending user charges is that many fiscal offi-

cers feel the political constraints are too binding;7 another is determin-

ing the appropriate price to charge. Local policy-makers who indicate a

political reluctance to extend user charges may be doing so because they

are unaware of the potential of public prices. A recent Rand report sug-

gests that policy-makers, many of whom have been schooled in the judiciary

process. are more familiar with regulation as a tool.8 However, public

pricing can alter people's behavior, perhaps even more efficiently than

regulation. For example, charging for a public service can discourage

misuse of that service.
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A good illustration is the fees for emergency ambulance services that

some local governments, including the District of Columbia, now impose.

Part of what the fee does is to discourage requests for ambulances in

situations that are not really emergencies.

Once a decision is made to rely more on public pricing, the next

complication is in establishing the appropriate price for a given service.
9

When a price less than the appropriate price is charged, a subsidy is

given to the person purchasing the service. The Advisory Commission on

Intergovernmental Relations has suggested that states provide consultants

and technical assistance to local governments to determine the appropriate

price to charge. However, many states currently do not possess a ca-

pability to offer soundly based advice on the pricing of public services.
10

Even with this limitation, it would be possible to set a price, assess de-

mand, and then reset the price if the first price was inappropriate. This

incremental procedure could help in overcoming the difficulties in de-

termining price elasticities for public goods.

Although there are obstacles to more reliance on public pricing,

municipalities slowly are becoming aware of the revenue potential from

charges. One way to illustrate the relative growth in charges is to

look at movement in the fee intensity. The fee intensity is simply the

ratio of fees to each dollar of taxes. Both fee and tax revenue have

been growing, but if fees are growing faster than taxes, then the fee

intensity is rising. A greater reliance on tax revenue, by way of con-

trast,would show up as a decline in the fee intensity. The fee intensity

for total charges has shown a cyclical pattern over the past 20 years,

but this is largely due to fluctuations in public utility charges (Chart 2).
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Chart 2. Ratio of Current, Public
of Taxes, 1955-76.*
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When the fee intensity for current charges is considered separately,

a pattern of relatively steady growth emerges. Municipalities

gradually are placing more emphasis on public prices. If this trend

continues, what will be the impact on future revenues?

Projecting Local Government Revenue

In the last decade, a number of projections have been made on

the state and local sector of the economy.
12

A period of steady growth

in state-local expenditures has forced public officials to consider

fiscal planning for the future. There also is an increased awareness

of the key development roles played by the public sector--most notably

in the areas of highways, water supply, energy supply, education, and

airports. Through the use of projections, public officials can adapt

continuously to economic events that affect revenue sources, rather

than changing policies only after the full force of the impact is

realized.

Many researchers have examined how tax revenue changes in response

to changes in other economic variables. 1 3
But the question of what happens

to revenue if municipalities turn to stronger reliance on public prices

has received less attention. A regression model similar to models in

previous studies, except for the inclusion of a fee intensity variable,

is used here to make revenue projections to the year 2000.14 Chart 3

illustrates the close relationship between the actual and predicted

values of municipal general revenue during the 1955-76 period.

In order to make projections for the year 2000, it is necessary to

obtain some estimate of the independent variables. The MIT-PENN-SSRC

(MPS) model of the U.S. economy has produced estimates of real income
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and prices. Real income per capita is projected to rise from $3,750

in 1976 to $7,345 in 2000. Lagged prices, using 1967 as the base year,

will rise from an index number of 14.7 in 1975 to 368.5 in the year 1999.

It is more difficult to obtain projections of the other independent

variables, so various scenarios are illustrated (Table A). One scenario

assumes no change in the share of intergovernmental aid and the share of

taxes, excluding property and sales taxes, but lets the fee intensity

(for current charges) vary from the 1976 level of .265 to 1.0. The

other scenario allows for an increase in the share of grants from 40

percent to 50 percent.

Depending on the assumption of aid share, Table A illustrates that

general revenue foregone by cities in the year 2000 will be of the magni-

tude of $101.9 to $116.8 billion if the fee intensity ratio does not rise

from .264 to .50. The potential of user charges as a revenue source and

a policy-making tool has been largely untapped. If revenue from charges

equaled tax revenue, then general revenue in the year 2000 could be some-

where between $527.7 and $604.9 billion, depending on the growth in the

share of aid. Once again, it must be emphasized that forecasting is cer-

tainly an inexact science. At best, these revenue projections should be

taken as an indication of the opportunities available to local governments,

if public officials simply relied more heavily on user charges to finance

the provision of government services.

One limitation of the simple regression analysis is that the

growth in revenue bonds was not considered. This method of local gov-

ernment financing fosters greater reliance on public prices because

pure revenue bonds are secured solely through user charges. The
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Table A. Projections of City Government General Revenue for Year 2000.*

(Amounts in millions)

Assumes no change in Assumes no change in
share of tax revenue share of tax revenue
(excluding property (excluding property

and sales taxes); and and sales taxes); but
no change in share of share of aid is in-

aid creased from 40 to
50 percent

Assumes no change
in fee intensity $271,382 $311,078

Assumes fee intensity
increases from .264 to .50 373,303 427,908

Assumes fee intensity
increases from .50 to .75 457,073 523,931

Assumes fee intensity
increases from .75 to 1.0 527,679 604,864

* These projections are based on results from regression analysis,
and are reliable in so far as the regression model is correctly
specified.

33-595 0 -78 - 44
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July 31, 1978 issue of Business Week indicated that experts see op-

portunities for more revenue bond financing with the passage of Prop-

osition 13. If this expectation is correct, more reliance on user

charges will certainly occur. Banks, under a section of the Glass-

Steagall Act, are not allowed to underwrite revenue bonds. But al-

ready they have stepped up their lobbying efforts to reverse this

section of the Act because of expectations that the revenue bond

market will be booming soon.

There are several favorable aspects of a shift towards more

revenue bond financing. Revenue bonds secured by user fees should

encourage greater attention to efficiency because local government

enterprises will have to meet the demands of participants in two

separate markets--consumers and bond holders. Another favorable aspect

is that prices will be charged for use of equipment. Currently, many

user charges cover operating costs but neglect capital costs. Revenue

bond financing will facilitate setting appropriate prices that include

both operating costs and rent for capital equipment or facilities.

It should be noted, also, that this model demonstrates in a rough

sense the revenues that could be available through use of public prices

and user fees. Projecting increased revenues would mean also projecting

increased expenditures, but that is not the point that should be derived.

Rather, what we are talking about is a different mix of revenues from

different sources to finance the services that the citizens want. Many

services that presently are financed through general taxation like the

property tax could be financed more efficiently and equitably through

user fees. General taxes could be used to finance truly collective goods

and services.
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SECTION THREE: ACTION ON COSTS--THE bCCASION FOR
IMPROVED PERSONNEL MANAGEMENT

Thus far we have concentrated mainly on the tax and revenue as-

pects of the Proposition 13 movement. However, as noted earlier, re-

ductions in revenues require reductions in government costs. Cor-

respondingly, lower costs mean less revenue is required. Thus, action

on the costs of government also is a central part of governments' re-

sponse to the current demands of the citizenry. In Section One, we

briefly described some of the economic constraints on governmental

action to reduce costs. In this section, we want to focus on an as-

pect of cost for which governments do have considerable flexibility to

achieve reductions--personnel costs.

Perhaps governments could have recognized the sentiments of the

taxpayers sooner and taken more effective action earlier to reduce ex-

penditures. At this juncture, however, that issue is beside the point,

at least with respect to California governments. What they are facing

is the necessity of reducing expenditures. And the largest single item

in their expenditures is personnel costs--the salaries and benefits of

people who work for government. In some cases, personnel costs make up

as much as 85 percent of the operating budgets of local governments, al-

though the average is below that. There is no question that in any dis-

cussion of cost reductions, personnel costs deserve central consideration.
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Layoffs and Freezes

Unfortunately in most of the debates about Proposition 13 before

and immediately after its passage, the notion seemed rampant that there

are only two basic ways of cutting or holding down personnel costs--

general layoffs (cutting down the size of the workforce through direct

separation of workers) and across-the-board freezes (on pay and benefits,

on hirings). The California state legislature's plan for allocating the

more than $5 billion state surplus to localities included several im-

portant conditions, one of which is that all local jurisdictions are

required to freeze salaries for fiscal year 1978-79. That prospect is

not very appealing to public employees nor to the unions that represent

many of them.
15

Furthermore, many California jurisdictions reportedly

have instituted hiring freezes and effected some layoffs. Such actions

can be characterized most optimistically as stop-gap measures, and they

hold the seeds of problems at least as severe as those they are directed

towards, especially if they are maintained for any considerable length

of time.

Government officials must not delude themselves that, for example,

a hiring and promotion freeze is an efficient solution to any but the

briefest revenue shortfall. It is almost axiomatic to point out that a

hiring and promotion freeze, if prolonged, results in the employer's loss

of the best employees and retention of the worst. Government salaries

overall are relatively good, and the inferior worker is not likely to

better his financial lot elsewhere. However, public sector salaries

for top managers and many technical specialists frequently are only

barely competitive with those of the private sector. Faced with the
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prospect of no promotion and no opportunity to obtain a better job in

the government where they work, the best managers and specialists are

likely to look elsewhere. And there usually are good jobs available

for highly capable workers.

The same principle is operative in the case of salary freezes.

The highest performers know their own wage-earning capability and,

facing the prospect of long periods with no pay increases, will depart

the government and find better pay in another job. There is also another

problem with salary freezes that must not be overlooked. That is the po-

tential for widescale worker unrest and dissatisfaction. When an entire

class of workers (i.e., those in local government) are getting no pay

increases, and their peers in the private sector and at other levels of

government are receiving increases, the stage is set for exceedingly

harsh relationships, perhaps including militant unionism and damaging

labor actions such as strikes.
16

Personnel Management Alternatives

We do not intend to argue that layoffs and freezes are not valid

management tools to cut costs in the short run--they are. However, gov-

ernments that are considering imposition of those measures need to assess

them in relation to alternative, and perhaps more efficient, methods. In

practice, that is not always easy.

Most local governments already have on their books a specific plan

or procedure for effecting reductions in the workforce (sometimes as a

layoff provision in union contracts). Since the procedure already exists,

it is relatively easy to use it. Similarly, in the case of hiring,
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promotion, or salary freezes, usually one action by the chief adminis-

trative officer or elected council is sufficient to effect implementation.

Other alternatives generally have not been laid out in advance, and coming

up with them requires creativity, analytic capability, and receptivity to

change.

Certainly one source of new ideas is the workforce itself. In any

government, there are numerous people throughout the organization with a

wealth of ideas on ways to cut costs. For example, when they have put

the question to the employees, some jurisdictions have discovered that

there are workers who would be willing to work fewer hours a week, with

reduced total pay, to have more time to pursue other interests. For some

kinds of jobs, alternatives to the traditional 40-hour work week are

feasible, without substantially reducing services.

There frequently are lower-cost ways of doing traditional jobs.

A good example can be found in Alexandria, Virginia. In the city's

police department, there is a program to allow for the conversion of

a number of non-law enforcement jobs to civilian status. In some divisions

where uniformed police personnel used to sit, civilian employees now do

many jobs at lower cost. For instance, dispatchers are non-uniformed, as

are records clerks and some employees in planning and research. There

are two basic, long-run results of this effort: (1) there are more uni-

formed police officers engaged only in law enforcement activities than

would have been the case and (2) the essential records-keeping, dispatch,

and planning tasks can be performed at lower cost because of the salary

and pension differentials between uniformed and non-uniformed employees.

In effect, the city's total personnel cost for a civilian worker in the

police department is about one-half that for a uniformed police officer.
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Some jurisdictions have used a technique called "broad-banding"

(a job classification term) to achieve greater efficiency. In Worcester,

Massachusetts, for example, the city had separate inspection units to

handle construction inspections, building inspections for code violations,

and residential inspections. A new Code Inspections Department was es-

tablished to consolidate all inspectional activities and permit the as-

signment of inspectors to whatever inspectional jobs are required. There

are no longer building inspectors, housing inspectors, and construction

inspectors who do only those kinds of inspections. Such steps can also

produce better services. In St. Paul, Minnesota, most of the various

licensing bureaus were consolidated into one office, thereby eliminating

duplication and unnecessary functions.

Many local governments have undertaken various kinds of work-

scheduling programs to insure that the greatest numbers of needed

workers are on the job at peak demand times without having to hire ad-

ditional employees just to handle peak workload. Some such actions have

been taken to assure that peak service demands are met following neces-

sary cutbacks in the numbers of available workers. Other jurisdictions

have analyzed service operations and discovered that in some departments

staffing levels were set at the maximum number needed to meet peak work-

load demands, but that those staffing levels were much higher than neces-

sary to carry the normal workload. They then have reduced the staffing

levels to those required for average workloads (through attrition, re-

assignments and, occasionally, reductions-in-force) and made other ar-

rangements, such as temporary reassignments from other departments, to

handle heavy workload demands when they occur.
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These are but a few of the countless ways that local juris-

dictions have cut actual or expected personnel costs without resort-

ing to general layoffs and across-the-board freezes. Some of the

programs no doubt have entailed selective reductions-in-force and

hiring freezes to lower the staffing levels through attrition. How-

ever, the key word is selective. Through analysis of their operations,

local governments have zeroed in on the areas where efficient changes

can be made..

One of the most promising activities in recent years with re-

spect to government personnel management has been the establishment

of joint labor-management committees. A number of jurisdictions have

set up committees that comprise representatives of management and

employee organizations or unions as a mechanism for them to work in

a non-adversarial forum toward solving complex problems facing the

governments. The National Center for Productivity and Quality of

Working Life has been instrumental in fostering some of the labor-

management committees and in setting up a network of such committees

so that they may share some of their experiences, problems, and

solutions.17

A New Look at Personnel Management

One of the things that the tax-cutting movement can do--

with its obvious requirements to reduce costs and achieve greater

efficiency for dollars expended--is provide a powerful incentive

for government officials to take a comprehensive look at the way

their workforces are managed. Managers and elected officials may

well begin to ask straight-forward questions about whether their
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governments' personnel management programs in fact result in the

highest levels of worker performance at the lowest cost.

A guidebook that we published in early 1977 argued that the

fiscal squeeze and need for greater productivity-in government

should be forcing the assessment of personnel management policies,

programs, and practices against clearly defined objectives. We

believe that public personnel management programs have been

negatively affected by the misguided notion that their whole

purpose is to ensure merit employment practices. The purpose of

personnel management programs should be to encourage and enhance

performance, both of employees individually and of the government

as a whole. "Merit" is the means of achieving that purpose, and

there is no quarrel with the principles of merit.

Local governments need to determine for themselves what it

is that their personnel management practices are supposed to

accomplish, i.e., define their objectives--establish realistic

measures of performance, and determine whether the objectives are

being achieved. For example, assuming that compensation programs

are aimed at least partly at motivating employees to superior

performance, one might ask whether employees receive "merit"

increases only on the basis of their performance. The answer in

many jurisdictions will be no--employees receive pay increases

regardless of their performance, short of total incompetence.

There are many similar questions that need to be posed and

answered. Such an assessment can have a significant effect on

government's ability to produce services at lower cost.

The guidebook mentioned earlier was one product of a
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broad study on personnel management and productivity in city

government, which involved eight medium-sized cities across the

United States. In the final report on that project, we concluded:

Without doubt, many of the traditional systems, practices,
and procedures that have grown up around the concept of
merit pose significant barriers to improving government
productivity. They especially do not provide adequate
incentives to managers to manage well or to employees
to perform well... .That does not mean that the concepts
or principles of merit employment in government should
be challenged. Rather, it is meant to challenge the
shrouding of incompetence, inflexibility, invalidity,
inaccuracy, and unreasonableness in the cloak of merit. 19

Conclusion

In this paper we have concentrated on two kinds of govern-

mental changes that are potential components of effective govern-

ment responses to the taxpayer revolt--moving toward greater use

of charges and fees for public services and improving personnel

management. We see a strong connection between these two kinds

of positive changes--a connection based on performance.

Much of the attraction of user fees is that if governments

do not perform well in providing the priced service, consumers

have the option of not purchasing it. Similarly, performance

should be the primary basis of all actions that a government

takes with respect to its employees. Since employees have much

to do with all aspects of any given service--its quantity, quality,

cost, and timeliness of delivery--it makes good sense to argue

that, if the service were priced, then consumers' decision to

purchase or not can at least partly be an indicator of employee

performance. That does not mean that public employees should

become sales-persons, attempting to entice citizens to purchase
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the services. It does mean, however, that government workers

should become well informed about their "market." They should

strive to know more about what the citizens want and are

willing to purchase, and how they, as service providers, can best

meet those demands.
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PREFACE

This report is the product of seven months effort by the
Public Service Options Policy Review Committee. The
Committee was established by the PSO Board of Directors in
November of 1977 to review the evolution of the PSO concept
and demonstrations; to draw conclusions about the applicability
of the "options strategy;" and to develop recommendations for
future action by the government, business and private non-
profit sectors, and by Public Service Options.

The focus of the Review Committee has been the determination
of the viability and transferability of the PSO concept.
In performing this effort, the Committee made a detailed
analysis of each of the PSO demonstration projects. The
results of this analysis are found in the appendix to this
report. The Committee has not attempted in this report to
critique the success or failure of PSO management and staff
operations. For those interested in this area of PSO, an
outside evaluation study has been recently completed for the
National Science Foundation by the Midwest Research Institute
(Northstar Division).

Members of the Committee include: Lu Pearman (Chair), Judy
Healey, Jim Hetland, Chuck Neerland and Wayne Popham.
Ex Officio members include: Bob Bonine, Verne Johnson, Ted
Kolderie and George Thiss. Ted Kolderie, John Carpenter and
Carol Trusz-Masuda provided staff support to the Committee.
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INTRODUCTION

Over the past four years, Public Service Options (PSO)
has been conducting a unique and significant experiment in
the Twin Cities area. The result of this test is the develop-
ment of a substantially improved system by which public service
demands are acted upon. It is a service delivery system incora-
ting the concepts of effective "purchase-of-service contracting",
"diversification" and "supported self-help".

The PSO designed system for organizing and delivering public
services is a feasible system. It is a desirable system. It
is a change in the "policy-executing" side of government
comparable in magnitude to the changes introduced in the "policy-
making" side in Minnesota and the Twin Cities area between 1963
and 1973. It is a change that may also require at least a decade
to carry out.

The purpose of this report is to describe the development and
evolution of the PSO proposal, to show the results of PSO's test
demonstrations, and to present recommendations for adoption of
this proposal.

33-595 0 - 78 - 45



698

-2-

SUMMARY REPORT - MAJOR IDEAS

A. Traditionally, the responsibility for delivering the services
that public policy determines shbuld be provided has rested with
the public bureau.

* Being a permanent organization in a non-competitive service
area, with supporting revenues obtained largely from
governmental appropriations, the public bureau has not had
to respond in substance to community concerns over its
effectiveness, economy, responsiveness, accountability and
innovation.

* In addressing these concerns, the traditional remedy has
been to focus on "better management." Over the years there
have been repeated attempts to reform the Civil Service
System, improve training techniques, and undertake departmental
reorganizations. Recent attempts to introduce the concept of
'zero-based budgeting" is further evidence of this conviction
that government execution can be improved through internal,
better management efforts.

To date, none of these reforms have resulted in the kind of
quality improvement predicted. The principal reason is that
there have been developed no real incentives for the public
manager to adopt the reforms. Public administrators have
recognized that their positions are secure whether they choose
to adopt the reforms or not.

B. By supporting development of alternative arrangements for carrying
out a service that operate outside of the Public bureau, Public
Service Options has argued that competitive incentives would
force an improvement in the way in which public needs are filled.

* It Is not enough that these alternative arrangements exist.
They must be continually available to public policymakers so
that they can be immediately utilized if a change in supplier
is needed.

* These competing services could be purchased by the public
board for delivery to the public (purchase-of-service contracting)
or purchased directly by the public (through a voucher system).

* Despite the competitive incentives offered through the purchase-
of-service approach, the public board typically cannot operate
in a way that would permit this system to be most objectively
and effectively used.

The problem is basically the conflict between the public board
acting in response to the demands of its taxpayer and consumer
constituents, and the public board as the director of a big
service delivery corporation sensitive to the needs of its
employees.
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C. Two major trends offer the possibility that the concept of a
diversified system of service delivery can be allowed to operate
competitively.

* The first trend is a shift in the responsibility for revenue
raising to higher levels of government. In Minnesota, this
means that the State now provides-almost 50 percent of the
revenues received by local governmental unites. As a consequence
of this revenue raising responsibility, the State is now in
a position to determine what organizations or agencies will
deliver services.

* The second trend is an increased interest in the non-governmental
elements of the public service system. Public planning and
policy making bodies are thinking increasingly in "system" terms.
There is a growing recognition that most elements of any system
are privately produced and owned. Examples can be found in such
systems as: housing, police and fire protection, transportation,
and health care.

It is increasingly recognized that government will be called
upon to step in when these "non-governmental" elements fail.
As a result, greater attention is being given to keeping the
private system working well.

* State government, therefore, need not be limited to the local
public bureau. It can turn to alternative service suppliers -
directly or indirectly.7 through purchase-of-service contracting
or through a system of "supported self-help"

D. Over the pst four years, Public Service Options has tested and
refined this proposition through a series of demonstration projects.

* PSO supported implementation of innovative and more diversified
kinds of purchase-of-service contracting in both emerging and
established public service areas. This included efforts to
expand the cooperative purchase/delivery of public services
involving more than one governmental unit. PSO undertook projects
in such areas as: Dutch elm disease control, man ower training,
education, Hennepin County Food Service, St. Paul solid waste
collection, and the State Cooperative Purchasing Program.

* PSO also encouraged development of direct private systems for
delivering public services (supported self-help models) in the
following service areas: housinq maintenance, shared ride
transportation, and health care - Health Maintenance Organizations.

* In more process-related areas, PSO undertook projects aimed at
improving the effectiveness and responsiveness of current county
procedures for contracting and evaluating the delivery of human
services. An effort was also made to link the strong management
resources of the corporate community with the strong program
resources of small non-profit agencies.
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E. On the basis of this experience, PSO is convinced that a
major effort is needed, at this time, to restructure the
system by which public services are delivered. This
effort should build upon the-strategy of "choices" to
meet the community's demands for more responsiveness,
efficiency, innovation and effectiveness in public service
delivery.

* The results of PSO's efforts, in a wide range of project
areas, do demonstrate that ways can be found to expand the
alternatives available for effective delivery of public
services.

F. At this point, State government and the Metropolitan Council
are in strategic positions to provide policy support tor an
effort to restructure the public service delivery system.

* The Legislature and the Governor are in the best position
because they can exert considerable influence over how
services will be delivered through their appropriations
responsibilities. Both State government and the Metropolitan
Council benefit by being principally policy making bodies
with no direct public bureau or operating responsibilities.

G. To succeed in an effort to expand alternatives available in
the delivery of public services, there will need to be an
emergence of new, willing and competent private vendors. The
commitment of large, competent business firms is critical.

* Organized efforts-will be needed within the corporate sector
for introducing alternative public service arrangements through
the business community.

* Business firms, individually or in consortiums, should:
undertake new service ventures in public service areas.
provide administrative and management support to
non-profit service providers.
provide administrative and management support to small
private entrepreneurs in the public service field.
assist public policy bodies to effectively secure services
through purchase-of-service contracting.

H. There will need to be new attitudes in the community. with
respect to the way public and community services should be,
or can be, carrie out.

I. It would be helpful to have an ongoing, parallel mechanism,
working outside government and business, to continue advancing
the alternatives strategy.

* A PSO-type of service would be helpful in identifying and
describing opportunities, designing and developing new service
arrangements, making clear to prospective buyers and sellers the
advantages of the proposed new service arrangements, and
maintaining awareness and receptivity among all participants.
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PART I - THE EMERGENCE OF THE PUBLIC SERVICE OPTIONS PROPOSAL

THE PUBLIC SERVICE OPTIONS PROPOSAL EMERGED IN 1972 AS AN ATTEMPT

TO FIND A SOLUTION TO A GROWING PUBLIC CONCERN -- THE EFFECTIVENESS,
ECONOMY, RESPONSIVENESS, ACCOUNTABILITY AND INNOVATION OF GOVERNMENT'S

SYSTEM FOR MEETING PUBLIC SERVICE NEEDS.

A. The Twin Cities area became a clear focal point for this

effort. The area was completing a major fifteen-Year program

to restructure its arrangements for the makinq of public policy.

It became apparent that the emphasis during the next decade

would relate to the restructuring of the arrangements for the

executing of public policy.

There have always been institutions, in both public and private

sectors, for executing policy. These are the systems for

getting things done. To this point, most questions about

public policy have been translated into legislative kinds of

questions: "What do we want to do?". To this end, Minnesota

has been deeply involved, recently, in the reconstruction of

its mechanisms of social choice: the upgrading of the legis-

lature, the introduction of the policy-making Metropolitan

Council at the seven-county level, and the effort to make all

its policy making structures more representative through re-

apportionment and through changes in the arrangements by which

people are elected and appointed to policy making positions.

Beyond this effort lies another stage in which the principal

question will be: "How are we going to carry out... deliver...

the services which public policy has now determined shall be

provided?"

B. The effort to seek new arrangements for carrying out public
policies has been impelled by the continuing, and perhaps growing,

concern about the effectiveness and cost of the traditional system.

The reach of public policy has been expanding. With this

expansion, there has been a halting tendency to expand the scope

of existing public service delivery organizations into areas

previously occupied by the private sector. Public schools, for

example, have considered expansion into "early childhood" education,

traditionally served by nursery schools, day care centers,

Montessori programs, and the like.

There is not a great deal of enthusiasm for this approach. It is

not only the reluctance of the traditional non-governmental

providers (church nursery schools, or whatever) to be displaced.

It is also because elected officials are apprehensive about the

longer term implications for the cost of government of substituting

public organizations for the kinds of private organizations delivering

those services today.
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Much of this apprehension about expansion into new areas of
public policy responsibility has resulted from what elected
officials and others have seen in the established public
service areas.

A principal concern is the rising cost of public service delivery.
Increases from general inflation are often compounded by desires
to avoid an interruption in community services, reflected in
patterns of negotiation and the expanding use of arbitration.

At the same time, it is difficult to extract public resources
from areas in which there is declining demand. Enrollments, for
example, have been declining rapidly in elementary/secondary
education and are now beginning to decline in the colleges.
But with the difficulty in closing down the plant and in reducing
staff, budgets actually continue to rise, rather than fall. The
strong pressure from the profession is to find other needs:
special education, early childhood education, mid-career education,
college courses for the aged. The pattern is much the same in
health care, where with the elimination of the historic diseases
and the declining demand for hospital care, the programs expand,
new services appear and expenditures continue to rise rather
than fall.

This situation is particularly serious in Minnesota, where
traditionally, service levels are high; where government is open
and responsive to needs; yet where the full range of revenue
sources is already in use, at relatively high rates.

C. There would be less apprehension if there was a more general
perception of the distinction between government as "decider" and
government as a "do-er"... a broader recognition that the public
sector does not itself have to produce what ever it determines
shall be provided.

The fact and the importance of this is apparent from the long-
established and well-accepted practice in government of turning
to other organizations to produce virtually all of the tangible
goods it requires: desks and pencils and typewriters and trucks
and buildings for public colleges, hospitals and offices. Almost
everything, in truth, except for the army's ammunition and for the
coinage of the realm.

Unhappily, "providing" and "producing" are still linked together
in the conventional discussion about public services. So elected
officials worry about the implications of their growing range of
responsibilities, and about the process through which these are
generated.



703

-7-

The great need, from the standpoint of the elected official

especially, is for some way to respond as far as possible to

the pressures for improved services, while at the same time

being able to throw as small an additional load as possible

on the community for the financing of those services.

D. It is important to note two large changes currently underway

which are forcing a fundamental reshaping of the arrangements

for service delivery, and are, in fact, changing our basic

conceptions of what are public services".

The first is the gradual separation of function between the

levels of government. As public expenditures have risen, there

has been a trend towards non-property based sources of revenue.

With this change, the responsibilities for revenue raising have

shifted up to the larger jurisdictions. The higher levels of

government, in turn, have decided to decentralize and to pass

onto the lower levels the responsibility for operating functions

once held by the larger jurisdictions.

The State of Minnesota, for example, is moving toward a closing

of its state hospitals, and even of some of its correctional

facilities, and is planning to turn these over to community-based

programs. Increasingly, the counties and municipalities (and

school districts) are being made responsible for operating the

programs within policies and with revenues set down by the State.

The second change is. an increased 'understanding of the "systems"

concept and the community's need to involve both publicly-owned
programs and privately-owned programs in evaluating its problems

and what ought to be done about them. Health care, in other words,

involves both private doctors and public doctors, private hospitals

and public hospitals. The private element is the largest. It is

the largest, as well, in housing. Most of the vehicles in the

"transit system" are not public vehicles. Public schools are a

large part of education. Buth the "educational system" also includes

television, magazines and parents. Policemen and firemen are a key

part of the "public safety system", but so are fire extinguishers,

smoke detectors, security services and deadbolt locks. All systems

are mixed systems.

The private elements of these systems can be seen as basically

systems of "supported self-help". Essentially, they involve, the

efforts of people in their individual capacity.. .making use of

materials, designs, tools, know-how and occasionally motivation

supplied by others, primarily though not entirely from the

business sector. These systems have been expanding rapidly in

recent years, as cost have increasingly made it impossible for

people always to hire others to cook, clean, repair, drive, sew,

and generally to care for them. To date, the improvement has
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been largely in terms of individual products. The private
sector has not yet really begun to think about ways to package
together all the elements of a system of supported self-help,
including the know-how and motivation, and to deliver it to
people as a system.

E. These changes and forces offer great potential for an effort,
at this time, to restructure and to improve the arrangements for
the handling of public services in the direction of increased
effectiveness, responsiveness and economy.

Elected officials in the levels of government responsible for
policy and finance are concerned about "having to rely on a
sole supplier" for the service they increasingly finance. There
is general discouragement with the efforts to remove this concern
through additional reforms and improvements from within --
through better administration and management.

Beyond government, there is a growing constructive concern in
the private community for the successful execution of public
policies. There is much genuine sense of the public interest
behind the talk about corporate social responsibility. Non-profit
organizations remain eager to help, and anxious to maintain a role.
And there are individuals who are coming up with better ideas
about how the public business can be handled. This Twin Cities
community has been, in fact, something of a center for R & D in
public systems.., in government organization, in public finance,
in health care delivery, and in transportation.

Taken together, the commitment of the private sector, the
interest of the governmental community in solving problems, and
the innovative character of the non-profit institutions represent
the opportunity for a major initiative on the problems of service
delivery. It was this opportunity that brought about formation
of the Public Service Options project.
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PART II - THE PUBLIC SERVICE OPTIONS PROJECT

PUBLIC SERVICE OPTIONS WAS LAUNCHED IN JUNE, 1974, TO EXPLORE
ALTERNATIVE SYSTEMS FOR THE DELIVERY OF PUBLIC SERVICES. IT
WAS SET UP AS, AND REMAINS, A JOINT VENTURE OF TWO EXISTING
PRIVATE NON-PROFIT RESEARCH AND EDUCATION ORGANIZATIONS IN THE
TWIN CITIES AREA... THE CITIZENS LEAGUE AND THE UPPER MIDWEST
COUNCIL. FULL FUNDING HAS BEEN PROVIDED THROUGH GRANTS FROM
THE NATIONAL SCIENCE FOUNDATION, THE BUSH FOUNDATION, THE
NORTHWEST AREA FOUNDATION, THE MCKNIGHT FOUNDATION, THE EDNA
MCCONNELL CLARK FOUNDATION, THE LILLY ENDOWMENT, AND THE
GENERAL MILLS FOUNDATION.

A. The Public Service Options project was initially structured
with an emphasis on moving government increasingly to a
strategy of purchasing services.

PSO functioned as an outside stimulus urging consideration of
service delivery alternatives:

* PSO chose to work in major emerging purchase-of-service
areas (e.g. Dutch elm disease, manpower training, State
Chemical Dependency Program, and education - long range
planning) and in established purchase-of-service areas
where critical problems were forcing a reevaluation of
alternatives (e.g. food services and solid waste collection).

* PSO initiated involvement in these service areas and
developed credibility through extensive research and
development activities.

* PSO helped identify service delivery alternatives and served
in a liaison role offering neutral territory for discussion
of these alternatives.

* PSO facilitated the appropriation of public and/or private
resources to implement the delivery alternatives (e.g.
education and manpower ).

PSO offered assistance to individuals within the public bureau
facilitating the transfer of contracting, evaluation and service
delivery technology:

* Where there-was administrative receptivity and policy support,
PSO augmented its efforts outside the system by working
within the system to effect technology transfer (e.g. Hennepin
County manpower, Hennepin County food service, and education -
career mobility).
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PSO focused particularly on the needs in the Twin Cities
Metropolitan Area arguing that an individualized approach was
required when working towards overcoming obstacles unique to
a particular organization or jurisdiction.

PSO approached corporations with specific proposals to which
they could redpond.

* Because corporations have a set of special problems that
affect their willingness and capability to provide services
either under contract to government or directly to the
consumer, PS0 found corporations most willing to respond to
very specific proposals.

B. As the project evolved, PSO began testing the idea that non-
governmental organizations were, even then, producing what would
have to be termed "public services".

PSO explored the possibility of encouraging and strengthening
this effort with the "shared ride" project. Later efforts in the
area of housing maintenance were cast along the same model, as
were efforts in the areas of health maintenance and, in part,
refuse collection. In the end, a majority of PS0 staff time and
effort was devoted to service arrangements involvig, non-govern-
mental, rather than governmental, buyers of service.

C. What has emerged from PSO's efforts is not only the concept of a
much more diversified and much broader arrangement for the
delivery of community-services, but also some understanding of
the kind of effort and mechanism necessary to bring it about.

PS0 found it useful to work with a generalized four-part model,
applicable both to changes in which government is the buyer, and
to changes taking place in the market:

Redefining the service to be delivered:

* PS0 found that in some cases, it is not so much the invention
of a service as it is the "transplanting" into a new setting
of a service invented and developed in another setting. (e.g.
the work of PSO in transplanting shared ride systems from the
setting of a single large corporate location to a multi-employer
setting. Or, the transplanting of the wood chipping system
from the "forest products" setting to the "refuse disposal"
setting in the central cities.)

* In other cases, it is more of an invention. Much of this
follows the "supported self-help" model, visible in the market
for private goods and services. That is, the shift from
selling labor to selling the tools/materials/know-how with
which people can "do it themselves". (Thus: shared ride and
housing maintenance) Because this involves non-professional
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labor, it becomes a service more oriented to protection and
prevention; while government-produced services emphasize
professional services for recipients who need rehabilitation
rather than prevention.

Redeveloping the buyer side:

* In many service areas, it may become necessary to redefine
the buyer to permit development of a new service alternative.
(e.g. In the shared ride project, PS0 developed a new buyer
of commuter van services -- specifically, an entity comprised
of business firms located within the confines of a multi-
employer center.)

* The government, as buyer, has the choice of buying not only
from a private vendor but from another public jurisdiction
or even from within the same agency.

.PSO has urged putting all providers of service public or
private, under a competitive contract.

.PSO has provided assistance in setting up effective
contracting and evaluation procedures. (e.g. Hennepin County
contracting procedures, and Hennepin County manpower)

.PSO has urged that competitive systems be established
permitting ongoing comparisons of multiple providers
including systems combining public and private providers.

* In several instances, PSO has helped strengthen the concept
of direct consumer purchase of public services (e.g. neighborhood
group purchasing as a component of PSO's housing maintenance
project and the collection of solid waste in St. Paul).

Redeveloping the supplier side:

* Commercial suppliers are typically concerned about the red tape
involved in doing business with government. They do not see
public services as in their area of expertise. They are unable
to see that these ventures present the kind of opportunity for
return on investment they seek.

PSO found it necessary to approach corporations with specific
proposals to which they could respond. (e.g. Hennepin County
alcohol and drug detoxification, Dutch elm disease control,
State Chemical Dependency Program, and shared ride).

The areas of greatest potential appear to be in services that
offer a direct benefit to company employees. (e.g. Hennepin
County alcohol and drug detoxification, housing maintenance,
shared ride, and health care).
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.A consortium approach to new service ventures, as demon-
strated in the corporate sponsored Northside Child Develop-
ment Center in North Minneapolis, may offer corporatioos an
opportunity to reduce their risks of becoming overcommitted
in an area where they may have little direct expertise.

.Another approach for corporations is to commit a portion of
their philanthropic budget as "risk capital" in potential
breakeven service ventures, as demonstrated by General Mills
in their Stevens Court Housing Rehabilitation Program.

* Non-profit social service agencies are typically started and
operated by conscientious social service professionals. Budget
limitations, however, typically leave the smaller agencies
without effective administrative and financial management.

PS0 has urged agencies to contract for support services
(such as financial management, accounting, law, facilities
management, long-range planning, and fund raising) from a
secondary organization - another non-profit, a business, or
a consortium of businesses.

Focusing community support:.

* There is a need to develop a broader context of support for
the changes being proposed and a wider understanding of the
problems being addressed -- to provide a stimulus to which
government, or, a private agency, will respond. There needs to
be an expectation of performance... responsiveness, efficiency,
accountability... in the community to counter the expectations
of government that exist among the government's employees.

Generally, this seems to mean working with the following:
(1) the "higher" levels of government that provide financial
aids to the levels/units actually responsible for delivering
the services, (2) the recipients of services, (3) the
organizations interested in public-expenditure control, and
(4) the media of communication that interest themselves in
public affairs.
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PART III - RESULTS OF THE PUBLIC SERVICE OPTIONS DEMONSTRATIONS

A detailed description of each of the PSO demonstrations is found
in Appendix A. The purpose of this section is to describe the
kinds of eemonstrations in which PSO has been involved and to sum-
marize some of the more significant results of these activities.
Clearly, PSO played a more critical role in some demonstrations
than in others; and not all of PSO's project efforts have been
totally successful. In terms of PSO's broader objective to
determine the viability of the "options concept," PSO believes
it has learned a great deal from each of these demonstration
efforts.

A. SERVICE-BASED PROJECTS: PUBLIC SECTOR

1. Public Purchase of services in Emerging Service Areas

a. Dutch Elm Disease - Utilization/Disposal Program
b. Manpower - Minnesota Urban Comprehensive Employment

and Training Consortium, and the Hennepin County
Manpower Office

c. State Chemical Dependency Program - Early Intervention!
Prevention Services

d. Education - Long-Range Planning Services and Career
Mobility Program

(Approximately 35 percent of PSO's total project staff time
was spent developing these service-based projects.)

Public Service Options probably achieved its greatest public sector
impact in developing and refining purchase-of-service contracting
in emerging-public service areas. Without the existence of an
established service provider or delivery system, PSO found considerable
flexibility, in many service areas, for bringing in private service
providers with proven expertise, and establishing a more responsive
service delivery system based on competitive bid contracting,
performance contracting and program evaluation. The focus was on
establishing diversified systems of public service delivery that
offered public policymakers clear and reasonable alternatives for
providing public services.

The following benefits resulted from PSO's efforts in these service
projects: (a) Dutch Elm Disease - The City of St. Paul and the
Minneapolis Park Board jointly contracted with a private vendor to
operate and manage an innovative diseased wood recycling plant in
St. Paul; (b) Manpower - Competitive bid and performance contracting
procedures were incorporated successfully into the system for
delivering manpower services; (c) State Chemical Dependency - a new
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law mandatino competitive bid purchase-of-service contracting was
passed by the legislature and successfully implemented by the
State Area Mental Health Districts; (d) Education - a computer-
based, lonq-range planning system was developed by a major locally-
based corporation under a contract with the Senate Education Committee
for use by public school district long-range planning task forces,
and a three-school district pilot program was established to introduce
the concept of career mobility - a proven corporate personnel manage-
ment practice - to address the personnel problems facing public school
districts in this state.

2. Public Purchase of Services in Established Public
Service Areas

a. Hennepin County Food Service
b. St. Paul School Food Service
c. St. Paul Solid Waste Collection

(Approximately 8 percent of PSO's total project staff time
was spent developing these service-based projects.)

Established public services, whether extensive use has been made of
purchase-of-service contracting or not, have proven difficult areas
for development by Public Service Options. Perhaps the major
difficulty has been finding effective entrance points into these
services. In most cases the existing service delivery systems have
built up considerable momentum over time and the strong public
bureaus and service providers have had little motivation for advancing
the concept of diversified service delivery.

The three established service areas listed above are areas where
PSO was successful in gaining at least an entrance point. In the
case of Hennepin County Food Service and St. Paul School Food Service,
there were strong economic pressures that were forcing abandonment
of the existing service delivery system. In terms of St. Paul Solid
Waste Collection, the emergence of a proposal for a refuse incinerator,
intended to provide steam energy to the St. Paul central business
district, established a need to organize the existing "open market"
refuse collection system.

In each of these service projects, PSO was successful in forcing
consideration of service delivery options. In the case of Hennepin
County Food Service, decisions were made which resulted in a more
diversified system of service delivery. Discussion on St. Paul School
Food Service and St. Paul Solid Waste Collection is still underway at
this time.
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3. Cooperative Purchase/Delivery of Public Services

a. State Cooperative Purchabing Programn
b. Suburban Fire Protection Services
c. Dutch Elm Disease - Metro Area Coordination

(Approximately 1 percent of PSO's total project staff time
was spent developing these service-based projects.)

There are numerous examples at all levels of state and local
government where public policymaking bodies have chosen to jointly
purchase/deliver public services and in so doing have benefited
by reduced costs of administration and operation.

The three projects in this section are illustrative of the range of
approaches that can be adopted by public policymakers: (a) the
State Cooperative Purchasinq Proqram which enables local governmental
unites with relatively small scale demands for supplies and "hard"
services to tie into the State Department of Administration's high
volume purchasing program, thereby benefiting from bulk discounts
and reduced administrative paperwork; (b) Suburban Fire Protection
Services which suggests the possibility of gaining sufficient scale
through a joint powers agreement to permit the effective contracting
out of a costly public service to a private vendor; and (c) Dutch
Elm Disease - Metro Area Coordination which illustrates the concept
of gaining both public and private sector input into public service
planning to permit better.orchestrated efforts to address an escalating
public service need.
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B. SERVICE-BASED PROJECTS: PRIVATE SECTOR

1. Direct Private Delivery of Public Services

a. Housing Maintenance Services
b. Shared Ride Transportation Services
C. Health Care Services - Health Maintenance Organizations

(Approximately 45 percent of PSO's total project staff time
was spent developing these service-based projects)

As the Public Service Options project evolved, PSO came to see
the importance of encouraging development of direct private
service delivery systems, particularly in areas of expanding or
emerging pub-ic services where community pressures might other-
wise lease to large increases in government financed public services.

PSO efforts in the area of Housing Maintenance Services were designed
to support development of privately provided maintenance services
in stable, middle-income neighborhoods. By delaying the deteriora-
tion of housing in these neighborhoods, PSO argues that the need
for future public funds for neighborhood rehabilitation and renewal
in these areas would be effectively postponed.

In Shared Ride Trans ortation Services. PSO designed and developed
a demonstration project which offers a wide range of both public
and private transportation services to commuting employees in
three Hennepin County multi-employer centers. The demonstration
signals a significant departure from the traditional concept of
public transit.

PSO's efforts in Health Care Services - Health Maintenance Organ-
izations (HMOs) were directed towards gaining corporate sponsorship
of one of the area's struggling private HMOs. The Twin Cities is
acknowledged as the nations leader in development of the HMO service
delivery model. PSO's objective in thes area was to strengthen the
competitive market forces that are the basis for the development of
cost effective HMO delivered services.

C. PROCESS-RELATED PROJECTS

1. Efforts Working with Public Sector Buyers of Services

a. Hennepin County Contracting Procedures
b. Decision Making in Human Services
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(Approximately 9 percent of PSO's total project staff
time was spent developing these process-related
projects)

To improve the effectiveness and responsiveness of current public
social service programming, Public Service Options has urged that
governmental units put all service delivery -- both directly
provided and purchased from private vendors -- in contract formats
with specified terms and conditions. In addition, PSO has encouraged
instituting direct competition among both public and private vendors
with performance measured and compared through effective program
evaluation.

To this end, PSO engaged in two projects to assist governmental
units to institute the framework and procedures for deciding: (1)
what services (or parts of services) should be purchased or directly
delivered, (2) how the appropriate service providers should be
selected, (3) what contract requirements should be placed on the
services to be delivered by the selected public or private service
providers, and (4) what consequences should result from a failure
on the part of the service providers to live up to the terms of the
service contracts?

PSO's efforts in the Hennepin County Contracting Procedures project
focused on developing a manual, in cooperation with Hennepin County,
outlining the procedures and criteria for effective contracting of
social services. In terms of the Decision Making in Human Services
project, PSO was seeking to educate and train public officials to
recognize the kinds of decision making data that should result from
effective program evaluation in human service areas.

2. Efforts Working with Vendors of Public Services

a. Administration of Social Service Agencies

(Approximately 2 percent of PSO's total project staff time
was spent developing this process-related project).

Because of budget restrictions and limitations in staff resources,
most non-profit social service agencies have traditionally been

33-595 0 - 78 - 46
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weak in such non-program areas as financial management, accounting,
personnel management, facilities management, long-range planning,
and fund raising. PSO saw the opportunity for increased variety
and cost effectiveness of contracted services available to these
private agencies.

PSO's Administration of Social Service Agencies project was designed
to help agencies expand their capabilities to contract for
administrative and facilities management services. PSO also saw the
opportunity to involve major corporations in the provision of these
support services.
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PART IV - CONCLUSIONS AND RECOMMENDATIONS DRAWN FROM THE PSO
DEMONSTRATIONS

A. There is a clear need, at this time, for a major effort to
restructure the system by which public services are delivered.
This effort should build upon the strategy of "choices" to
meet the community s demands for more responsiveness,
efficiency, innovation and effectiveness in public service
delivery.

The results of PSO's efforts, in a wide range of project areas,
do demonstrate that ways can be found to expand the alternatives
available to public policy bodies in determining how public
services will be delivered.

There is a growing understanding that public services contain
elements that most appropriately belong in the public sector,
while others clearly fall within the experience and capability
of the private service sector; that the best system is one
that supports the delivery of public services from both within
and outside of the public bureau.

Within the concept of private service delivery, there is a
recognition that tangible benefits can be obtained by supporting
individual self-help efforts addressing public service issues
of "prevention" add "maintenance." Private delivery is
increasingly being seen as involving both direct services to
consumers, and tools, know-how and motivation for self-help
projects.

B. At this point, State government is in the most strategic
position to provide policy support for an effort to restructure
the system for public service delivery.

By being the primary revenue source financing public services,
the State is in a position to exert considerable influence over
how services will be delivered. In addition, the legislature
and Governor, by not being caught up in daily operating
considerations, can more easily address the changes in structure
and supporting public policy that will be needed.

While not responsible for financial appropriations, the Metropolitan
Council could also play an effective role in bringing about
changes in the traditional public service delivery system. Like
State government, the Council benefits by being principally a
policy making body with no direct public bureau or 'operating'
responsibilities.

Within government, and particularly at the local level, an effort
is needed to overcome some of the obstacles which often inhibit
efforts to fully develop the "options" concept.
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The following is a list of some of the obstacles that PSO has
observed, to a greater or lesser degree, in most local
governmental units:

* Government too often tends to -equate contracting with a loss of
control. The traditional argument has been that you really
do not have authority unless you own the delivery system (i.e.
hire the employees, manage the system etc.). This is difficult
for non-profit service providers to understand: they see
themselves highly controlled by the terms of the contract,
and highly responsive as a result of their need to satisfy the
government in order to get their business continued.

* Government is hesitant to use for-profit vendors for the
delivery of human services, despite the fact that society has
traditionally relied on for-profit organizations for the
delivery of food, shelter, clothing and medical care.

* Government too often tends to infer failure, or thinks others
will, if it contracts for service. This is reinforced by the
occasions in which contracting is, in fact, entered into as
a result of a failure on the part of administrative management
(e.g. the recent need by Hennepin County Medical Center to
contract out its billing of hospital accounts).

* Government is excruciatingly sensitive to the impact of any
change on the jobs of public employees, and highly responsive
to the concerns of the employees and their representatives.

* Government typically sees change through R & D as something
that is appropriate only during times of expanding resources.

C. It becomes clear that in order to bring about a new public service
delivery system, based upon the concept of expanded alternatives,
there will need to be an emergence of new, willing and competent
private vendors. The involvement of larger business firms, possessing
the needed commitment and competency,is critical.

How far, and how rapidly, businesses move to meet this need will
depend in part on their ability to overcome some of the following
obstacles observed by PSO:

* With only a few exceptions, business does not look in the public
sector for new venture opportunities. This is despite the large
growth being projected for the entire public service industry.

* Corporations are reluctant to become involved in "less than full
profit" service ventures for fear of upsetting stockholders.
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* Business is hesitant to invest in existing non-profit organizations
for fear of being "left holding the bag" in an area in which they
have no direct expertise.

* Business is concerned that visible activities in public service
areas could be misinterpreted by consumer groups or company
customers and result in damage to its business in general.

* Corporations are reluctant to enter service contracts with
government for fear of being caught up in "red tape" and
government bureaucracy. Often this reluctance is based on
no previous personal experience.

* Corporations see the development of new service ventures as
appropriate only during times of expanding resources.

* Corporations, when working with government, make little effort
to understand the public sector's specific needs and
perspectives.

D. Organized efforts will be needed within the corporate sector, in order
to introduce alternative public service arrangements through the
business community.

Business firms could operate individually or as a consortium. They
should:

* Undertake new service ventures in public service areas.

e.g., Control Data's Fair Break program training unemployable
inner city minority persons for work, or its Rosebud Reservation
Health Care Program serving the Rosebud Indian Reservation in
South Dakota.

* Provide administrative and management support to non-profit
service providers.

e.g., Progress Valley, Inc., a program preparing chemically
dependent persons for re-entry into the workforce and the
community, solely owned and administered by the Rauenhorst
Corporation; or H.B. Fuller Company's (and others) program
of release time for employees to serve in community service
organizations.

* Provide administrative and management support to small private
EItrepreneurs in the public service field.

e.g., General Mills' Stevens Court, Inc., set up to buy,
renovate and lease small apartment buildings in a 50 block
area around Stevens Square Park in South Minneapolis. General
Mills joined with two local businessment who had developed
strong neighborhood and community support for their smaller
scale renovation efforts over the previous six years.
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* Assist public policy bodies to effectively secure services
through purchase-of-service contracting.

e.g., an applied use of the existing "loaned executive
concept" to improve the standards and procedures of government
contracting, particularly in human service areas.

The concdpt of corporate philanthropy should be broadly and
fairly rapidly expanded. The increase in the percentage of
pre-tax profits devoted to community or social needs will continue
to be important. But this by itself will not change the system...
it will simply expand it. What is needed is the extension of
the concept of a firm putting its own competent, production-
oriented organization to work on public problems and, recognizing
the low rate of return likely in such a venture, charging the
margin of profit foregone against this expanded budget for
philanthropy.

E. There will need to be new attitudes in the community, with
respect to the way public and community services should be,
or can be, carried out.

There should be a greater tendency to judge programs by results...
and not by the amount of dollars put into them.

There will need to be an understanding that "duplication" is
not a problem, but an element of safety in the system. It is
the perception of a "back-up system." The public sector should
be shaped on the basis that sound policy would structure an
industry, not on the basis that it would structure an individual
business.

There will need to be an underlining of the basic message that
the existence of choices provide the leverage needed for responsive-
ness. This is important when managers try to make changes within
a public bureau.

Organizations not heretofore involved in questions about service-
delivery arrangements should be brought into the discussion:

* Consumer organizations.

* Organizdtions interested in public-expenditure control (e.g.,
The Minnesota Taxpayers Association and the Minnesota Council
on Economic Education).

* Organizations of suppliers (e.g., the Minnesota Association of
Voluntary Social Service Agencies, Inc.).

* Institutions in the media.
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F. The system could be helped by the presence of some party that
could orchestrate the efforts of these various government
buyers, service vendors, and service consumers.

This is the function that Public Service Options has been
performing. It is a function with the following key elements:

* The capability to help identify and describe opportunities
of new kinds of service delivery.

* The capability to design and develop new service arrangements,
responsive to these opportunities.

* The capability to help make clear to prospective buyers and
prospective sellers the advantages of the proposed new
service arrangements.

* The capability to help maintain awareness and receptivity
among all the participants in the potential of this
developing new service delivery system.
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FOOD SERVICE: A MATTER OF CHOICES
Unlike poor Perneecceti, fhri woe Pacuono
in deruil on ace area food vie. The

principal author to Peler Brawn, whose

involvement in ehd iwe hae apanned

more Whan Mucr Yeah

There are -wa ruant far tIhie Poccoed
approach en the isoo of food enyicpe

The fivot in oimpol en inform the cor
munitr about the food cornice isene The
cvpnrietcw of Hennepin ConrY and Aimi

neaholi Public Schonh point upa now
ber of critical connideracaite and cre-

aacved quentinon chat bear direchly upon

decisions being delberared in St Paul and

other pubiy jurisdictions We hope chin
newleteer will help focus thoe delibera

riono and reaisome aption- which oaher

wise may not be conideved

The second reason Por rhi newieter rtao

illnrvaee in a mare concrete waY the
philosophy behind PS0, the logic, he

barrere and some of the -traegies PSD

uses to promote aerice dehiety aItena
ceen The food voice i-see does -ot

s-nd alone pas cn where Whe aopeline-

idea ohould be aplied Many iwilar o.

portuniie evic- tP a wide range of other

pubih ovvicea--tanparraan, hoting,

Dfch elm diieaev cononil health vaee

socia wlfanre ices, and education to

name a few We sogg-et chat you read

through ehie rae of Pevspmceen with an
eye to applying the opionn concept in

other ouhbiceervice area We welcome

pour commnent

NEW BOARD OFFICERS AND DIRECTOR NAMED
For thoe of you who ore oat in reg- Bonie will be oo half time le -
for contact with PSO or its taff, we from the Northwest Area Founda
should take a moment to tbing you up ion where he ir Assistant Execotioe
to date on the pioject's stats Director Mr 8nine is a pat chair

man of the Wet Sh Paul School
Veree Joheson and Jank Costello Board and is actio on the boards of
ane heen elmcted PSO Board Chair the Council of Minnesota Fooo.da.

wan and Vine Chairman, repecriwe rions, the Com-nii Planniniig Or
y. They epla Dick PitaGerahd ganiation nd the Higher Eduna

adDae- Darberiger who erod! Inn Facilities Authority
more than two ye."o Os offices of
PSO Both will reain cie on he a On January 5, PSO moved o
PS0 Board of Directors quarters in Room 754 of the Mid

land Bank Boilding, 4ih Street and
Robert W. Bonine has been named 2nd Avenue South. Minneapolis,
EP orine Director of PublicSeruice Minnesota 55401. The office tele
Options effectie March 1 Under a phone number remains the same-
loaned e-mrioearranttment, Mr fh121 332-5757

P50 has Seen at woik neatly three years
now to deoelop more choises-lot reipi.
ants end for officials-in the provision of
public services Great dio-eity in ihe way
government financed seroices are deliort
ed will permit the communily In compare

costs and effectioenest, to cast off anton
cesslul programs, to chante smovices or
suppliers at needs change, and to de

m-nd mote responsive service from the
suppliers it chooses to finance

One such rice is the publih ftedieg
Susiness It is.a lrg and groweg indus

-ty, and some basic changes are occurri-g
in the wan food services ore Seing de
mieted

Food sersice looked like en easy
fssu Sor PSO.

The needs sae relatioely easy to quantify
There are many instanses. Pblic and pni
oute, where it is deliovred arder purchase
arrangements The Twin Cities area has a
gond variety of professional suppliers of

institutional food se-i-es Aciiisition
of food srice is not terribly different
from the purchas of hard goods which
government traditionally has opted eo

Sbuy" rather than "mke We torn spec
1lated thar sunsets by PSO in opening

options on this issue might not generate
mach commonity response. sin one
woold expect the purcha.e of fond set
tines ar test no be considered as an alter

nnave to direct dehliey by loch unirsof
gvuerrmrnt

But e ee ronag-it as harderthtan

Our inooloement stared with Hennepin

Counthys decision to inclode. in the new
medical center a sophisticated, multi
million-dollar manotantoring plant to pro
duce meals for the whole complex of
neighboring oounty insitutions as well
as meals far sale to the privatr Metio

/Choices canlined on poge 21

�, ( �'__ �T' V
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In Hennepin County,
Options Were Adopted...
We fist entered she food setvice issue in
1973. Hennepi County officials were
faced Witha recormendation to con-
struct. in the new medical center, a highly
technical plant to manutacture 35 million
meals annually lot the new canter, the
Metropolitan Medical Center, and tonetal
othet county institutios.

We thought the burdtn uf pnotf muted en
the county to show why it should get into
the food serice business if it didn't hae
so This seemed to us an excllent oppor-
tunity to e-plorealternarioes We wets
right, and the effort sacceaded

We eried ts ge wentans questions asked.
We sought out and talked with private
tood serice firms They expressed strong
mnt .... t.

We talked with county staff -esponsible
fur recommending how the coonty should
meet its food semice needs They pointed
out we were not spry knowledgeable
about the food service idustry. And true
enough, ike many of the support eties
within governwent, it is a highly sophisti-
cared business We wondered, this being
the case why the county would want to
take on such a complex task itself

County stuff also pointed to the tast pace
of change in the industry-and the l-test
technology in their proposal fnistogen
ft-eeing tunnel, integral heating noens,
etc ) We wondered boot obsolescence.
Staff .oplained the sensi-ivity of hospitel
fending. the satiety of special diets, the
logistics of acciurate meal distribution.
and so en she bspital needd to be in
strong control. Thas wade sowe sense to
us But we didn't -ee why a complicated
manutecturiag process owned add eper
ated by the coonty would be easier to
manage than one onder contract, where
alternation soppliers could be sought if
the original supplier were not wetting
cnntractseecificarions

Obviously, she county's plicy decision so
finace publicly the provision of meals
was cot e mandate to produce those
meals publicly Likewise, a decision to
co-terct and own a production plant
poblicly would not wean it had to be
poblicly ayyffed and opestred Some veny
importnt choices, and trafegim foe long
tom flesibility, wan cot being raised
Some important gowntions were not being
asked

2

At tbe request of then county board
bairman Themes Olsen awd county ad
miniseagor Stanley ComI-, we identified
the coneor status of she issue, he options
already foreclosd, options sill opn, and
strategies for ecaluasing those remaining
options We encoorage. county staff so
check their proposal against peicase delic
my altmnafioes yinally, we conoened a
meeting of county policy makes, the
county sff aed coosulas who au
tho-ed the proposel to consteso end
operate a new food plant, end seIen pi-
oat food sarcice firms who were incised
soceitiquethepropoal. Thedialoguewas
suwetimes a little sense and the elf
interests f the participants mere fairly
appaenif But efually apparent from she
discussion was the firms' eagerness for a
piece of the action The county was in a
"buyer's market" with dierse, willing
sppliers.

The county bes decided basically to
"petodac" "athe, than so "bn".
The discussion about the design of the
sernice proced oey helpful

A reassessment wee made of the county's
fond needs and delicey olf-catiom Ulti-
mately, the original saff proposa was
rejected in favor of an approach focusiog
wore no the purchase of commencially
ptepared foods aed less on on-site man.
actuinog Les equipment would be need-

ed, and wret options would ecis 0ver the
long haul for acquisition of prepared
foods in-the open marke. This new
approach was appeoced by the county
board, at a projcted saings of 35P a
meal-penhaps a million dollarsannually-
in operational cases A decision was made
to proceed with construction.

We thee pressd the question
of meanagement
The next issues mee of control, acount
ability, incentives to perform, fleoibilisy,
and responsiveness so new efficiencies
likely to emerge from the private market
place.

Remember she decision to ccnstrust a
county faciliny was based on she taff's
premise that the county could outpor
form suppliers in the priuate marketplace
The ibe ef management, therefore, was
cot so much a qgestion of sho should
run the plum, but a question of ham the
management arrangement could be mcan

toted to encore she public facility would
consince to be cot effeiwoe over time in
compariwn mnh markea alseroti-es

So we urged the cousty to put its wan
agement into a con-act format which
wouId clearly set forth performance s.c
if cafions costs, time deadlines, and con
sequences shoold the terms cot be met
AMd to rabid the management contrast
agrularly is the open market The man

age, then, whether a pricafe firm or a
food seroice director employnd by she
county bolrd, would be held accountable
foe performance,
In the sod, the county did
onsemas for menseg ment

The nucy built the facility, at a coo
close so S35. million But it contrasted
with a priuate firm, SecicE Direction,
Ic., foe management of the coo plant

A.d, in res-loMso she questons of how
to procide food seruices to the public is a
cfeteria in the county's coo Goceromern
Ceoter, the county entered a coctract
wish another firm, Sercice Systems Cc,
porartion, for opecat ion as well as for
management U

(Choices coannued row nape tJ

polinar Medical Center We got involved
when the Minntapolis schools proposed a
$3.5 million enteol production plant for
shool lunches and again when St. Paul
schools started so minc toward a new,
central hot lunch production plant

Foopd -erice is clearly remeed from rhe
main business of education, and ftom the
business of the several county institutions
involved (the hospital, jil, defoocenter,
end ss forthl So a decision to construct
and operate these new facilities represent
ed, in our oiew a substantial policy
decision.
We art non certain that priuate supplies
act neconsarily better, r cheapen But
they need to be considered

So we set oaf, in each If these three
cases to urge "the opiions concept"'
and, morn than thus so hnlp the isi-
tiocs identify and compare the atersa
ti-es they fused

H.ennepin County did adopt an opti-os
strategy and pursued their alteranaioes
The Minneapolis shools did non If St
Paul, she decisions are still open U
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In Minneapolis Public Schools,
The "Options" Strategy Was Rejected...
Time was when schools sent students
home for lunch. Gradually, the schools
provided lunch rooms where students
who carried bag lunches could eat Even-
tually, many schools began to produce
and serve cafeteria lunches The Minne-
upolis School District now produces
22,000 meals a day from a new 77,000-
squareoot 'Nutrition Center' at 812
Plymouth Avenue North. The food macu
facturing plays was op.ned at a cost of
$3.5 million

Results hane been mied.
A front page article in the Minneapolis
Star (October 11,1976) quoted students.
teachers and administrators who were
sharply critical of the meals being pro
duced and the voluminous waste from
students who wore not eating their meals

Well before the decision was finally made
to construct and operate the factory, PSO
urged shool district officials to explore
altenatives.

PSO raised some important questions
we felt weren't being addresnnd end
should be.
We learned early in 1974 of the district's
plans to construct such a facility. So we
suggested public alternatives, such as par-
chasing meals-from the new county facil
isy, as well as from private alternatives.

Through a telephone sumey, we made a
corsery review of how districts in other
cities are meeting their food service needs
We found a wide variety of direct and
purchased delivery mehods. Some impor-
tant questions emerged about the efficacy
of the Minneapolis proposal: a similar
production plant built by the Clewdland
schools was "moth-balled" because it was
uneconomical at les than 100,000 meals
per day; we found a private firm in
Chicago was trocking 50,000 meals to the
eas coast ecery other day cheaper than it
coold manufacture them in a new eastern
plant, sc we wondered whether the Min-
neapolis schools could achieve true econ

omies of scale; and it appeared that st-
dent acceptance of 'preplated" airline
type meals was low when tried elsewhere

We raised these and other questions with
Donald Beis, a-ociate director for bsi-
nes affairs, and to Gary Krimmel, district
food service director,

We alse raised the question of manage-
meet Again, it seemed only logical, if the
district was to build the facility that it
use a contract format fur management.
Whoeer would manage the facility, we
felt, should be faced with the potential

for failureh-kowing the district could
turn elsewhere in the marketplace if man-
agement were unsatisfactory We felt this
to be an essential incentive for perform-

The distriot declined to ask for
comparative proposals from outside
vendrs.
The Minneapolis school district built,
equipped, staffed, and is operating the
facility entirely itself, It now has little
market flevibility fur change, and all the
responsibility for improving performance

.

How Others Get Their Food
We have been interested, as we've been
involved in the food service issue, in
noting the wide variety of public and
private institutions that obtain their food
services under purchase arrangementswith
outside suppliers.

Nonhwes Airlines, for enample, loads
food unto plants at 32 points in its ss-
tee. To provide these meals, NWA ope-
uses five of its own production plants, but
convracts for food service in other Ica-
tions where better prices can be had from
independent suppliers

Other examples we know of, without
formally researching the question, include
the following orfanizations who either
contract out entirely or who contract for
management of an on-site facility. Blake
Schools, St. Catherine's, Brik, Carleton
College, St. Thomas College, Macaleter
College, University of Minneseta Hospi-
tale, Bishop Whipple School, the Kaiser
Hospitals in California, "meals on wheels"
for the Ramsey Action Program, Abbots
and Nothwetern Hospitals, Mt. Sinai,
Lutheran Deaconess, Unity Hospital, Ford
Motor Company, Cargill, General Mills,
Blue Cross/Blue Shield in Minnesota, Uti-

vc, NSP, Lutheran Brotherhood, St Paul
Academy, the Minnesesa sate office
buildings, Federal Reseree Bank of Mi..
neapolis, Control Data, North Central
Airlines, all of the Minnesota State Uni-
versity System, University of Hawaii,
Philadelphia Children's Hospital Univer-
sity of Alabama Hospital, Armanna State
University,. -and s n.

The public school systems, for appearance
at least, Iookout of step with comparable
public and private instiutions insofar as
the schools do, generally, produce the
meals served to students in their districts
This may or may nut be the natural pro
gression of a system which at first offered
no meals, then provided same meals to
students in same neighborhood schools
using volunteers in the kitchen, to, lti-
mutely, a costly public school feeding
business which now is undergoing sect
ganization around the nation

But there are districts that contract for
outside production, or contract tor man-
agement of in-house facilities The Phila-
delphia public schools, for exampile, i0
reorganlaing their food services, imple-
mented a dicersified system for delivery
of morn than t1O,000 meals daily. Ap-
proximately haif the dimsrit now gets its
food'from district s-orces, and the other

half is contracted to a private supplier
The delivery system is flexible and a cari
my of on-site and off-site production
methods are used to met the different
needs of the district. The private sap
plin's share of the disict's obsiness is
growing, as more of the delivery is tuaed
over to the contract arrangement.

Other publi school districts we know of
who are contracting for food services in-
cude the Buffalo-Rochester (N.Y.)
Schools at 450,000 meals per day, the
Chicago public schools, the Madison pub
in schools, the Ravine public schools, and

the Golden Valley public schools *
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In St. Paul Public Schools,
Real Options Are Available
The St Padl school district now is also
lacing the ned te reduce the coot of its
her lunch program while -eeing federal
eotrition reguirements and manimiaing
-udeet parricipetion and sristaction

St Psoi s tood seroice issue is still open.
The ditrict anpears to be headed in the
sme direstion as Minneapolis consroc
tion of a central mliii million dollar
morufeciuring plant to gain economie of
soale and take adcanlage of the latest
tood se-vice 1tnhnoingy

Depury supoinrendeet Keeech Bet and
food servire direntor Virginia Bail sy the
district is cemmitted to construetion of
each a plant Whyt Bcuse the etevimus
school bhord approed each a trategy in
concept and autheriaed avquisition of a
huilding ro house the new plant. Beuse
the district has built or remodeled several
schooI af-eterias to r-erer off site pr-
pared mas, tcharging the cpital improve

-1 budgeis of these tchools e orstrata
share 01 the central facility construction
crsts And hecauta the balance of con
strunion conts has bhen bunt into the
ditrict's long range apital improcements
budgn

We qucion whethm the district is irrevo
cbly committed, it sems to vs that the
building which has been hooght can b
old. oct site meal preparation could be

purchased from a mide array of e.niing
supplirs, and she cpital improvements

buoge will be sight even sitheut coo-
-ruciion eta central kitche.

And asof this wruing, theeniting school
bhard has ct' ratified a derision tc con
s.ucc and oper-te a central her lunch
prodct-ion plant The Board has autho
nieed employmert cI an architoo so PrO
tend with deign.

Some real options ecist and ought so
be considered.
Sr Fau is in a unigqe situation it cn
Iearn frvi she esperiesos of Minneapolis
and Hennepin Cunty, and it hat even
broadet choi-es than they did for procur-
ing shool lrche.

The ditrict is in ac unu.sal.ly ight fiscI
situation Any o saving aternaveswill
be ehpecially timeiy It seams so us that
the dwricst admioistation owe i0 sc she
new school hoard to do some comparison
shoppingti-fd out ftrom pratesjppliers
the comenratue cons of purchasing food
servic; or look refully t the merits of
buving food from the Minneapolis Nutri

0io0 Cener. giving hoth disricts mote
=conomies ot ooie, or break the disrict's

schools into gioupingn which cn procure
fond from alternotive eapplits public or
private throughout the maketplace.

Wosking with bhard chairmar Eleanor
Weber, me identified o range of alterna
tive, near and long term, for meeing she
disritts food sarVice ceds

The schools cow rteioe their mealIs frtm
a number of saiilite kitchens in schools
throoghout the disrit.t 11 would be poWti
ble to convert a number of these reipient
tchqqnls to contract arrangements with
aert-ine eappliers . the Minneapolis
Notrision Cente, e.nitig satellite kitch
ns, private management of en-site prenp

ration facilities, and anc of a varietvy o
ott ote private supplirs

The obvi-ot benefits of eaCh a diversified
dniney system are the flenibilitis, the
control that comes with a contract rela
tionship and the built-in evaluation of

-ocs and prtf--mancr when multiple
spplirs teund

The quastion -eeoins will St Peal sake
shard look at if Iong term options.
A trategy of divesificaion nould seam
prticull ri l ogici in the nar term,
bntore she distric cmmits iseit to ti
nocing ye anoqther food manutacturing
plant it the Twin Citie The upvhot could
be a decision, hated or sopo"ienne tn
sonoract with one or more o the same
tpsplitts 0cm the long had, o,! inded
to pr-ed with constucion of a new
facility.

We think that derision ca boo be made
by fully e-pioring the mnrits of the
choices facing she ditric.

Survey Of Private Food Service Suppliers
Below are some of the major notionIl end local food service firms represented in the Twin Cities are.. Other nationl end locI firm
not listed maV ffer otable contract altiereatit for i-citofionai e fedieg in the Twin Cities All those identified beicw etfer
consolting tice-.

CENTRAL MEAL PRODUCTION/ CONTRACTED OPERATION OF
FIRM DISTRIBUTION TO CLIENTS CUSTOMER'S ON-SITE KITCHEN

* 3,h5004 OOO meals/dy locIaly,
could baeo pandod no 10- tS000i
day

a serving itffight airline meals and
corporate dining -ooms/eafet-rias
in Twin Citis (Br-niff Allegheny
United, 3M, Licton R-msec Acion
Program U of M Hospitl, an.d
others.

* serving colges, public schools and
the "at-work" mark in Twin Cities
ara (including Golden Valley
schols, Lake Superior schols,
Blake, St. Kathein, a11 6 Mi.ne
soa state u ni. saisi Qc )

t ARA S-ecen I.nc.
John Sagendort
RBg'l Manager
2830 N. Faiiew
St Peau l5t13
636-4450
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CENTRAL MEAL PRODUCTION/ CONTRACTED OPERATION OF
FIRM DISTRIBUTION TO CLIENTS CUSTOMER'S ON SITE KITCHEN

2. Canteen Corporation a there roitrs providod elsewhere eserving ehut 20,000 meals/da, to-

(sbsidiary of TWAI naItodaly So' htospitals, restaurants, oally to drti-oe schools leg St Paul

Do.e Hinkley nI l park -im cte AodemY.Bre-k.e) nd toprivate

Manager of Food Seriota corotation- leg. Ford Motor Co.,

7515 Waytata Boul-1ord FMC, ftosranoe trms. harks. endi

Minneaoolts 55426

544_4866

3 Dayone No Contrart awth Dayton Hudeon Cot

Don Hats oratton 7th fItr 1DS catereria

700 Nitollet Mall sevs up to 1,500 meats/day Post

Minraa"lis 55402 dootraos oith the Minneapolis

375 2930 YMCA and the To.os Nursing
Home in St Paul.

4 Inter State United * No . Sernice provided in Mindetora to

Sob Gnhard shool diiti-s leg. Faribault, Hib

101 Pieo BRotter Rte bin,). prtoare firms leg 1# Nation

St Paul at Bank or St. Paul. Daa 100) and

4_800515 itdstroil plants leg Non-h-ar
Stel, 8osomount Enpreeringl

5. M itotn Corp., Inc * Nationally horpitalt ooleges. irms * None locally. Dot nationally seiVing

Ed HIuley L 11 7 000 Is/d i ' about 200 Sirens 1,200 renaurarts,

Reqionl Marketing DiO Loc n0 masde to trtre 50060 hotels etc

221 W. 79 S. nn, Err ar Cargill Gent' Mills,
Rtnoming-on 55420 Honerstel, 3MR BRuingron Norh

474 9314 en,,, ero, Mc he eboooded to

40-50,000 mas/day.
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Duds,
Review

STRETCHING
SCHOOL DOLLARS

State governments are introducing a new style in running schools. It uses management
methods to get improved resultsfrom teaching and greater efficiencyfrom the school dollar.

If proof were needed of the growing
failure of the American public school
system, it can be found in three sets of
distressing statistics: Since 1972, the
number of students in public elementary
and high schools has declinedby 2 million
while the amount of money spent on
public education hasjumpedSO%. But the
results of this vast increase in per-capita
spending-at least as measured by a test
of reading and mathematical skills-has
ben just short of disastrous (chart, page
55).

The nation's corporations, as well as
its parents, have a vital stake in this sorry
situation. For one thing, $15 billion of
the $37 billion corporations pay in state
and local taxes is used for education
(chat, pge 57) For another, public
schools turn out the vast bulk of workers
industry needs, and more than a few
employers have been dismayed in recent
years at the inability of high-school grad-
uates to perform even simple entry-levl
jobs.

For years, Americans did little more
than complain about the quality and cost
of education-and continued to pay the
growing bill. But that era has ended.
Prodded by business and the public, state
governments have finally started to
tackle thejob of managing the whopping
$75 billion that the nation spends on
public education in an effort to gel better
results as an acceptable cost. For exam-
ple, Florida now grades schools for their
effectiveness in teaching students 'Ind
their efficiency in spending money. Mich-
igan grants extra funds to teachers and
administrators who devise teaching tech-
niques that are both innovative and effec-
tive. Georgia now tests teachers for com-

petence. The programs differ, but the
goal is the same: more bang for the
educational buck.

These efforts have already produced
some encouraging results. For example,
schools in one Florida county ranked
34th or worse in vanoas tests three years
ago, but as a result of public pressure
generated by the state's program, the
county rose to sixth place last year.
Michigan has raised the number of
fourth- and scventh.graders reading at
acceptable levels by more than 10% since
1974. And in Polk County, Georgia, a
teacher-development program started in
1976 has increased the number of fourth-
graders reading above grade level by ten
percentage points and the number scor-
ing above grade levl in math by eight
percentage points.

Bare Beginnings

These are only the barest beginnings
in getting more out of school dollars. In
fact, most of the programs to create more
effective and efficient schools hase been
launched only in the past few years, and
many are being implemented for the first
time this year and neat. In addition, the
public education system is so large-with
43 million students taught by 2.1 million
teachers in 43,600 schools-that it takes
quite a bit of doing just to move the
Establishment a few inches.

The sprawling, decentralized nature of
public education also creates problems.
Under most state constitutions, they
have the right to regulate schools, but
they have rarely exercised that right.
Instead, schools are largely paid for and
controlled locally, and this has resulted
in a vast ignorance about what students

learn and how much money is being
spent The country's 16,200 school dis.
tricts vary widely in sophistication, man.
agement ability and financial resources,
and there is no such thing as a uniform
management-information or accounting
system that is used by even a small
fraction of those districts.

The states have finally been forced so
try to bring some order so this adminis-
trative chaos. Pressure has come from a
number of sources. Taxpayers finally
rebelled against ever-incrcasing educa-
tional budgets. In numerous instances,
they refused so approve budget requests
and forced schools to close for lack of
funds. In Ohio alone, sixteen school
districts have closed for varying periods
since 1971. Recently, the state had io
advance $30 million in next year's fund-
ing so Cleveland to pay the system's
11,000 employees and keep the schools
open to finish the year.

Civil rights groups and other activists
have sued nineteen states to force them
so assume responsibility for school fi-
naneing and performance; the plaintiffs
won major decisions in California and
New Jersey that resulted in new funding
methods and more active state involve-
ment in shaping the education process.
In New York State, a high-school gradu-
ate even filed a malpractice suit against
his local school system claiming that he
had been allowed to graduate without
learning to read well enough to finish the
simple written pars of a driver's license

A huge system: It takes more than
2 million teachers ton 43,vO
nhoonls to teach the nallnt's

43 million public sehooalstudentn
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The New Jersey Master Plan
One of the most comprehensive efforts
to get a firmer management grip on the
school dollar is taking place in New
Jersey, which has instituted a thorough-
going program patterned along the lines
of a five-year corporate plan. The new
system resulted from a court ruling that
the state was not living up to the state
constitution, which directs the legislature
to 'provide for the maintenance and
support of a thorough and efficient sys-
tee of free public schools."

To make the New Jersey system "thor-
ough and efficient," abbreviated to T&E,
the state legislature in 1975 mandated
that the 600 school districts follow a sin-
step planning process: I) devlop goals,
with the participation of the community;
2) decide on a levl of achievement for
students and how they will be evaluated
on their achievement; 3) test students to
determine their current leve of proficien-
cy. 4) write a plan to achieve the desired
level of student performance; 5) evaluate
the programs; 6) prepare an annual re-
port of 'todens progress and school
spending. In writing the educational
plan, the district must indicate what
resources are being allocated to each
program, identify who is responsible for
implementing the programs and set a
timetable for the education planning ef-
fort.

By law, the Number One priority was
to develop basic verbal and computation
skills. And by the end of the 1977 school
year, 98% of the schools had formulated
goals.

The state permits local districts to
determine goals, choose their curriculum
and their evaluation system, but it audits
the school districts on a regular basis to
see that they are complying with the law.
All plans ore submitted to the state to
determine whether they meet the
guidelines.Andauditortvisitthedistricts
and schools personally to verify that the
schools are fulfilling the plain. The state
has hired 155 former superintendents.

e"am. The case was dismissed on a legal
technicality, but Joan Baratu of the
Educational Policy Research Institute
believes that lawyers are looking for
similar cases in other states.

States have also been prodded into
taking a more forceful role in managing
schools because of their increased re-
sponsibility for funding. As the states'
share of the school dollar grew, so did
the responsibility of state legislators to
supervise how the money was spent. In
addition, states distrsbute federal grants;
in all, on a national basis, the states now

principals and teachers, one for each
twenty schools, to act as auditors. They
must monitor each school at least six
times a year and report on compliance.
It is not enough for the auditor to give
an opinion that the district is complying;
he or she must include evidence.

The annual report acts as another
control. Each school district must report
results of testing pupils in basic skills, on
staff-deveopment programs and on
plans for improvement. The schoo] must
also submit a budget yearly and every
two years, the state may require the
districts to report on their use of plant
and equipment and thir capital spending
plans. These annual assessments will be
made public so that parents know how
effectively the school is performing and
at what cost.

All school districts must use a uniform
reporting system for budgets. Currently,
most of them use a traditional line format
that reports the amount spent for books,
salaries, and so forth. Beginning with the
1978 school year, the districts must iden-
tify instructional expenses with specific
programs. This means that salaries for
teachers in bilingual education are
charged to that program and tools used
in vocational education allocated to its
budget. Thus, the program costs can be
tracked from year to year and the payoff
from increased spending or program im-
provements can be measured.

Along with the new planning process,
the legislature put a cap on spending for
public education, the'amount of money
spent per student is now indexed to
increase with real-estate valuations.
Since real estate has not bean rising as
fast asinflation inthestate;theallowable.
budget increases have put a damper on
school spending. The cap has increased
confidence that school spending will be
contained. As a result, according to one
educator, since T&E was started the
number of budgets turned down by the
voters has declined.

control more than 50% of the school
dollar-although there is a wide vari-
ation among states, with Hawaii provid-
ing 100% of school funding and, at the
lower end, New Hampshire providing
only 6%.

As the states have become more active,
Minnesota and New Jersey have gone so
far as to establish not only educational
goals but timetables, similar to corporate
five-year plans. After they set goals, the
states and local school districts plan
programs to reach the targets, audit the
effectiveness of the efforts by testing

students, evuluate the rost-effectiveness
of the programs and eventually may tie
funding to results (left).
' Few states have embarked on such a

compnehensive approach to the problem,
but many have adopted major segments.
In general, they cover four areas:
. Testing students to see what they're

learning and to determine whether
they're qualified to be graduated from
high school. Amazingly enough, until
two years ago, only three states had
minimum standards for graduation from
high school.
* Using money as part of an incentive

program to establish more effective
teaching methods.
* Testing teachers for competence.
* Trying to cut down on the educa-

tional overhead.

Evaluating Students

The first major step was the estab-
lishment of testing systems to evaluate
pupil performance. Since 1965, forty
stateshaveenactedlawsprovidingforthe
statewide assessment of educational pro-
grams. And largely since 1975, morethan
sixteen states have set up minimum
standards of competency for graduation
from high school. These testing systems
are the foundation for improving educa.
tion since, ideally, they serve a number
of purposes. Among them: reporting on
student progress; diagnosing problems:
creating public pressure on schools to
reform by publishing scores; and using
the results to determine what schools and
teaching methods should be financially
rewarded for superior performance.

California, which staned testing stu-
dents in 1962, has one of the most
sophisticated systems. It gives exams in
reading, writing and moath in grades 1,
2, 3, 6 and 12 and from the results
develops a profile of each student, school
and district; it is also able to see how the
state is performing compared to the rest
of the country. In addition, the state
works out adjusted scores that factor in
a student's economic level, parents' oc-
cupation, families on welfare and so on.
The results not only chart progress, but
also reveal weaknesses in programs. For
example, one test pinpointed the ex-
isterce of poor preparation in computa-
tion skills; this led to new emphasis on
this area and a change in textbooks.

Florida takes the technique one step
further and uses test results to grade the
performance of each of its school dis-
tricts. Results are published in raw form
to show where each district ranks. Then
the score is recomputed and the districts
are ranked according to "effectiveness."
First, the state measures five background
factors in a district-the total number of
minority students, the number of
Spanish-speaking students by grade,
number of students getting lunch free or
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SCHOOL SPENDING CLIMBS ...
Since the 1971 school year, school spending has risen
from $47.6 billion to $70 billion. In the same period,
the number of students declined by almost two million.
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at reduced rates, pupils with college-
educated parents and occupation of pa-
rents. Based on this information, officials
determine what the district's test scores
should be, and these are compared with
actual scores to get the "effectiveness"
grade The districts are also ranked ac-
cording to their "efficiency" in using
educational funds This grade is obtained
by dividing the actual spending of each
district by the average cost in the state
adjusted for cost-of-living differentials.

The state counts on newspapers to
publish the results and thus create public
pressure for improvement in districts that
lag. And the approach works Manatee
County in the central part of the state
ranked a disappointing 34th out of 67 in
its raw score in 1975, 56th in "effective-
ness" and 57th in "effidency." The Brad-
enrn Heraldplayed up the performance.
"It gave us quite a club to wield," says
managing editor Michael Finney. Stung
and under voter pressure, district school
officials revamped teaching methods.
Each school received a checklist of new
subjects to be covered in addition to the
previous minimums. End result: In 1977,
the county ranked sixth in all three ways
of scoring.

The drive for minimum competency is
a natural outgrowth of the testing pro-
grams More than half the states will
soon require students to take tests to
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In Florida, 37% of the
eleventh-grade students
tested flunked either
the English or math test

demonstrate their proficiency in reading,
writing and math. Those who fail may
be denied a regular diploma, or they may
be held back a grade Is Florida last fall,
37% of the eleventh-grade students tested
for functional literacy in English and
math flunked one or both parts of the
exam. They got remedial help to prepare
them to pass the test the next year.

Each district also gives tests in each
grade that determine whether a student
may be promoted. About 15% of the
pupils fail and they must attend state-
mandated remedial programs, such as
summer school. Those that then pass are
promoted; the others are left back. And
in Chicago, almost 40% of the city's
eighth-graders will be required to attend
summer school this year to improve their
reading if they mant to go to high school.

When it comes to using the promise
of extra funds as an incentive for schools
and districts to improve, the hard fact
is that most educational dollars are still
allotted under traditional formilasbased

on school attendance. Large amounts of
the budget are also earmarked for the
poor or for poor performers, Never-
theless, there are modest amounts of
money available to reward innovation
and imagination, and several states are
seeking ways to use the funds effectively.

In California, for example, the School
Improvement Program enacted this year
will provide from $65 to Sl 10 per pupil
each kear to districts that join the effort.
Participants must come up with a plan
that includes an evaluation of program
effectiveness based on student progress,
teacher evaluation, the examination of
parent-teacher relations and reporting on
levels of violence and vandalism in
schools. If the state approves the plan,
the extra money is paid out during the
next two years, after which the process
starts anew.

In Michigan, the 530 school districts
compete for S30 million in compensatory
education money. The funds are granted
after weighing two factors-need (de-
termined by the number of students who
score poorly on basic skills tests) and
achievement (the past record in achieving
better results, meeting state criteria on
student-teacher ratios, involving parents
in planning) This year, 115 districts
received an extra $250 per student before
the kitty was exhausted.

The federal government also has a
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Three Cents
Per Pupil
Most corporations are eager to support
efforts to reduce school costs or increase
educational effectiveness, but their ef-
forts usually take the form of giving
money to good-government groups, hav-
ing secutives serve on school boards or
lending enecutives to government com-
missions to study education. Exxon
Corp. has taken a different tack: It
finances people with creative ideas for
making education more cost-effective
One of its biggest successes came from
a $ 150,000 grant of seed money in 1973
to a group that developed educational
television for classroom use. The or-
ganization, Agency for Instructional Tel-
evision, has earned many times its ori-
ginal grant, and it continues today as a
successful, nonprofit operation produc-
ing new school programs at prices of 3
cents and 4 cents per child per year.

Television-assisted teaching was slow
getting off the ground because it had to
overcome the twin barriers of high initial
programming costs and the antagonism
of teachers. The organization that Exxon
funded (along with a grant from the Ford
Foundation) succeeded by adapting the
format of network television it produced
programs and then syndicated them to
school systems here and in Canada.
Thus, the S60,000-an-hour it takes to
produce a program like "Sesame Street"
comes down to pennies per pupil. Using
creative programming that helps teachers
rather than substitutes for them over-
came resistance. Nine programs have
already been devloped in areas such as
metrics, health education, mental-health
education and career development. Start-
ing in the fall of 1979, there will be other
programs in essential skills of reading,
writing and math for fifth- and sixth-
graders.

For states or communities, belonging
to the syndicate pays off in additional
instructural material at low cost. New
Jersey, for example, paid less than
$23,000 to participate in a series called
"Inside/Out" that cost SI million to
produce. The series treats emotional
health for eight- to ten-year olds in thirty
programs of fifteen minutes each. It is
popular with teachers because it dis-
cusses delicate matters of divorce and
family problems that they are uncom-
fortable about introducing into the
classroom. Roughly 160,000 students in
the state will see the program for each
of the next fiveyears-the usual life-span
before a program becomes outdated.
Thus, the cost per student will run less
than 3 cents a year.

program, administered by the states. that
awards grants or extra compensation to
teachers or administrators who develop
ways to make teachers more effective.
About S195 million was distributed un-
der this program last year. And in at least
one case, federal spending on educational
improvement generated still more local
spending in the same cause.

A group of teachers in the Canadian-
border town of Sault Ste. Marie, Michi-
gan, developed a program for beginning
readers, and when they introduced the
new curriculum, reading scores did in-
deed improve. The state used federal
money to send the teachers to another
community, Mancelona, incentral Mich-
igan, to instruct teachers there on the
method. Again, reading results im-
proved. According to the Mancelona
elementary-school principal, the local
school board was so impressed with the
progress that it approved a budget for
additional new programs-and this after
turning down similar requests for years.
Moreover, voter confidence in the school
system increased, and residents approved
a bond issue of more than $3 million to
build two new schools.

No Way to Judge

One of the touchiest matters in the
whole effort to make better use of the
educational dollar is the issue of teacher
competence and how to evaluate it. There
is no systematic approach to the matter
at present, and teachers' unions stead-
fastly oppose developing any. They fear
that administrators would use such a
standard unfairly when they had to cut
staff Unions hew to the straight labor
line that any layoffs must be based on
seniority-and as long as there is no
agrced-on method of measuring teacher
performance, then there is en defensible
way to retain or fire teachers on merit.

In Washington, D.C., to cite a concrete
and current e-ample, public school en-
rollment is expected to decline sufficient-
ly by 1980f81 to warrant the firing of
almost 700 teachers. The teachers' union
insists that the pink slips be based on
seniority.

Almost 70% of the nation's teachers
are unionized, and the unions are among
the most powerful lobbies in state capi-
tals across the country. Thus, most
teacher-evaluation legislation is given lit-
tdechance of passage right now. Nonethe-
less, parent pressure is producing some
movement. The New Jersey state board
of education proposes to write specific
job descriptions for teachers and to use
the standards-along with the personal
obseration of supervisers and student
test scores-to measure teacher com-
petence. True to form, the union is
fighting the proposal hard. In Florida,
both houses of the legislature have rev -
ported out teacher eraluation bills. And

although the union is taking its usual
tough stand against the measures, one
state educator says: "The teachers' union
has become resigned to the fact that
there'sgoing lobeevaluation. Il'sanidea
whose time has come."

Along with judging teachers once they
are on the job is the effort to keep
unqualified people out of the ranks to
begin with. In Georgia, a mandatory
program of teacher certification will be-
gin this fall. Starting teachers will hare
to pass statewide tests and otherwise
demonstrate their competance during
their first three years or they will not be
granted permanent status.

South Carolina, North Carolina and
Mississippi are the only other states that
use tests to screen teachers. The rest of
the nation simply acceptsacollgedegree
as sufficient for certification. But now
New York, Florida and Louisiana are
considering testing or internship pro-
grams before a teacher is granted tenure.
Says Russell Vlaanderen, director of re-
search for the Education Commission of
the States, a government statistics-
gathering organization: "It's too early to
call this a trend, but I expect it to gather
momentum. It's definitely tied to the
accountability monument."

Instruction accounts for the major
share of the school dollar-but not so
large an amount as most people might
imagine. Although some districts reach
as high as 80%, nationally the average
share of the education budget spent on
classroom activity is only 56%. That
leaves a fat and eminently cuttable 44%
in overhead-the so-called "delivery"
system that includes not only adminis-
trutive costs but also student transporta-
tion, capital costs and utility bills. States
are moving in on this area, as well, to
get more bang for the educational buck.

The problems here are as complex and
stahhorn as they are with instruction. To
begin with, the states are still ignorant
of exactly how educational funds are
being spent because, with the tradition
of local control, uniform accounting and
management-information systems have
never existed. These are just being in-
stalled for the first time. In addition, the
states are reluctant to take control over
certain functions out of local hands-and
the districts are equally reluctant to give
them up. But the pressing reality of
declining enrollments means that the
districts are receiving less money from
states under the customary attendance
formulas; they areseeking additionalaid,
and to get it, they must give up some
control.

Minnesota moved decisively last year
to get a grip an overhead when it passed
a law to coordinate the use of school
facilities around the state. School boards
and superintendents must draw up
budget projections for each district for
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the years 1980-83. Each school board
must estimate its enrollment, revenuas
and expenditures and analyze how it will
use its facilities, even including the routes
its school buses will take. These
projections are combined into a district
plan, which in turn is worked into a
regional plan. And from all this, the state
expects, by 1980, to develop a master
plan for coordinating school operations
and cutting onerhead.

How to Save $30 Million

Minnesota is way ahead of most states
in this regard. As many corporate ex-
ecutives know, the most popular state
approach to cutting overhead is to call
in businessmen as non-paid consultants
to analyze problems and recommend
solutions Corporations from Citibank in
New York City to Boeing Co. in Seattle
lend esecutives to school systems to
'discover' opportunities for efficiency.
"It's a matter of squeezing all you can
out of the business side so that there will
be more money for education," says
Boeing's director ofnducational relations
Philip Swain.

A review conducted by the Association
of Washington Business for the State of
Washington in 1975 is typical. A task
force of 22 management specialists
worked full time for three months review-
ing the operations of 53 local and fine
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Washington businessmen
reviewed the operations
of the state's schools
and came up with 128
ideas to save $30 million.

regional school districts. They come up
with 128 proposals designed to save S30
million, and most of the suggestions
could be implemented without new legis-
lation. Three years later, another com-
mittee followed up on the recommenda-
tions and reported that a small but
satisfying share had been implemented.
These included putting in a standardized
system for building new schools, revising
the law for bidding on educational con-
tracts, setting up a central plan for buying
buses, reducing the number of employees
used to serve lunch and coordinating
computer processing so that a regional
office did the financial accounting and
check writing for local schools. Jack
Frisk, a deputy state superintendent of
education, estimates that there have been
savings of 10%-to-40% in the functions
involved.

Chairman Alfred Barran ofthe Gener-
al Telephone Co. of the Northwest, who

headed the task force, is generally happy
with the results. "We motivated the
school superintendents to take more in-
terest in management, and we got the
number of intermediate school districts
reduced from twelve to nine," he says.
Most of the recommendations were ig-
nored-including combining bus routes
in oaous districts, setting up a self-
insurance plan for the whole state school
system and having the state, rather than
the districts, sell bonds so that it could
reduce financing costs. But Barran is
realistic, oiid reconciled to having many
proposals ignored. "Psychologically, you
can go only so far in one step," he says.
"Like a management consultant, you can
only shove so much into a client's gullet
at one time."

And perhaps that sums up the effort
to improve public education and in-
troduce soond management into thn huge
and sprawling educational estab-
lishment. The system is so big, so com-
pies and so riven with conflicting in-
terests that it is totally unrealistic to
expect big change in a short period. But
as the Chinese proverb goes, "A journey
of a thousand miles starts with a single
step." At long last, that important first
step to more effective-and financially
more efficient-publie education has
been taken.

-ARLENE HERSHMAN
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It is ironic that the federal government has chosen this particular period

to dismantle major federal productivity improvement efforts aimed at helping

state and local governments. The National Center for Productivity and Quality

of the Working Life is scheduled to go out of business on September 30 with
its state and local programs apparently going nowhere, and both the National

Science Foundation's and Department of Housing and Urban Development's state

and local government productivity improvement efforts are being substantially
reduced. And all of this at a time when Proposition 13 erupts and taxpayer

organizations are springing up all over the country seeking to restrain

government spending and demanding greater governmental efficiency.

Lack of Knowledge of Productivity Levels

The purpose of these protests are laudible. Most people in the country

probably agree with the general principle that government spending should be

cut to the lowest levels consistent with desired service levels and that govern-

ment efficiency should be as high as possible. The trouble, however, is that

no one really knows what the productivity levels are in any city, county, or

state, or even in the federal government. Have any of your tried to obtain reliable

information on the productivity of any agency in your local or state (or federal)

government? Many suspect that there are gross inefficiencies; and with any

large-scale organization, there are bound to be. But can they be found

(especially when comparative productivity levels from agencies in other juris-

dictions are lacking); and if so, can they be altered? Can major cost reductions

be made without cutting back significantly on the quality and effectiveness

of local services?

As would likely occur elsewhere, the cuts that are occurring in California

will be based on little information as to the marginal efficiency or effective-

ness of the services. Instead, the key factors in these choices will most

likely be "gut" feelings as to relative worths of activities, and probably most

influential, the level of protest and thus the level of pain to state and local

legislators in making particular cuts. (For example, the mayor of Philadelphia
was recently quoted as saying that, given that he had to cut a policeman or a

solid waste collector, he would always cut the solid we te collector. Though one

may sympathize with the importance of crime control, it is also clear that there
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are situations where individual police activities are of marginal value as

compared to solid waste collection activities.) Those cuts are likely to be

made that involve the least resistance and least political cost. And they

will probably hit hardest those persons with the least political "clout."

Results of polls of citizens asking them to identify their most and least

preferred services will probably also be influential. But the citizens will
have next to no information as to the potential cost savings and loss of
services about which they are asked! Is this the way to run a government, or

for that matter any business? Given the level of information currently available,
this approach to cut-back choices is not surprising, nor is it even unreasonable,
but it is certainly unfortunate.

If credible information can be made available to public officials on the

costs and impacts on citizens of various options, this information could be

used by those officials to help alleviate the pressure from affected interest

groups. Unfortunately, seldom is such information available. Not only that,

but the governmental offices most likely to be involved with evaluations and

analyses of government services are also those offices that are likely to be
first "axed." (In fact, one of the few such offices of any size in local

government, the Office of Evaluation of Alameda County, California, has already

been cut as part of the Proposition 13 backwash.) Thus, attempts by local
governments to determine where cuts can best be made with the least loss of
benefit to their citizens may well find themselves without the resources for

making such assessments.

Unfortunately, citizens throughout the United States and many public
officials have little understanding of how little is known about the performance
of local services--either their efficiency or effectiveness. The presumption

that by forcing governments to make substantial cuts, inefficient and less-
productivie areas will be those cut, is ill-founded. Take personnel cuts, for
example. Even if local agencies had accurate information as to the relative

efficiencies of individual employees (which is usually not the case, though the

small proportion of employees that are obviously substantially sub-par is likely
to be well known at the first-line levels), it is unlikely that they could dismiss
those performers. Existing civil-service regulations and strong employee

organizations often mean that longevity is the key determinant of layoffs; and
though lack of experience is one relevant factor, it is by no means the only
determinant of good performance. "Merit" appears left out of "merit systems"

in most governments.

Is "Privatization" an Answer?

An approach to reducing costs and increasing efficiency that will undoubtedly

be receiving increasing attention is to shift to private contractors. A recent

Columbia University study of solid waste collection costs reported that contract
private firms (but not private firms dealing directly with the public) had lower

unit costs.
1

However, major questions remain. Our own exploration of existing
information on private as compared to public service delivery costs did not

give a clear-cut picture.
2

Instead, change itself seemed to be associated

'"The Cost of Residential Refuse Collection and the Effect of Service Arrangement,"
Barbara J. Stevens and E. S. Savas, Columbia University, September 1976.

2
"Private Provision of Public Services: An Overview," Donald Fisk, Herbert

Kiesling, and Thomas Muller, The Urban Institute, May 1978.
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with increased productivity in the few cases where meaningful data were available.

Productivity appeared to increase whether the change was from public-to-private

or private-to-public. One can hypothesize that the key factor was that conditions

have to start off by being very bad in a city for such a major delivery system
change to succeed in the face of the considerable opposition likely to be
encountered. In such instances, any change is likely to be for the better. The

available evidence also indicated that for local government services, it is not

easy to obtain and maintain real competition (one of the key theoretical advantages

of going private).
1

And there are serious problems and major costs involved in a

local government switching to contracting out for service.

Where there is evidence that unit costs are high for a particular service
in local government, we would suggest that this should be a trigger for the
government to consider alternatives, including shifting to a private firm. How-

ever, it may be better to give the public agency, say, a year or two to "increase
productivity or be contracted-out," i.e., "shape up or ship out."

In testimony I provided to the House Intergovernmental Relations and
Human Resources Subcommittee almost exactly three years ago, I estimated that

productivity improvements could at best reduce costs of a government by about

10 percent.
2

Three years later, I can see no reason to alter this. More drastic
costs improvements will require either cutting service, cutting the quality
of services, or reducing the need for a service, such as by a major breakthrough

in technology. In fact, in the long run, the greatest role for the private
sector in the area of public sector expenditures may be the development of new

"breakthrough" technology--for example, an inexpensive, low-energy consumption,
household "dispose-all" might reduce the amount of solid waste so as to permit
major reductions in both solid waste collection and disposal costs. Similarly,

breakthroughs in fire protective construction materials, pollution avoidance
devices, and the like might lead to major opportunities for government cost
reductions. On the social side, a breakthrough in employment and training
programs--especially those for the disadvantaged--could lead to substantial
reductions in the need for various types of public assistance and for special
programs for the disadvantaged.

Vital Need for Information on the Impacts
of New Approaches to Improve Efficiency

Such technological breakthroughs, however, are somewhat utopian, at least
for the near future. For the time being, a major avenue for improvement would

be to provide for careful testing and thorough evaluation of available
technology and procedures to identify those innovations that have real promise
for improving efficiency or effectiveness in a wide number of state and local

governments. It is something of a disgrace that there has been only very sporadic

systematic evaluation of local and state government innovations--both those

that have and those that have not been initially developed through federal

The Columbia University study cited earlier also qualified its funding to
indicate that the lower unit costs could involve either public agency or private
firm collectors as long as they were "freely competing for customers" (PR cit

Page 22).
2
"Fiscal Relations in the American Federal System," hearings before the House of
Representatives Subcommittee on Intergovernmental Relations and Human Resources,

Ninety-Fourth Congress, First Session, July 1975 (Pages 435-448).
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funds. In my July 19, 1975, testimony, I pointed to the vital need for systematic
experimentation and evaluation--activities that are clearly a role of the
federal government. Few state and local governments can afford such activities.
It is essential to assess both the costs of innovations and their impacts on
service effectiveness and employees. Instead, today governments depend largely
on promotional, public-relations type releases on new programs, information
that is usually presented by the innovator (who is not likely to be unbiased)
and is usually presented early in the life of an innovation so that the innovation's
actual cost-effectiveness and long-term viability are yet to be determined.
This leads to governments either trying "white elephants" or missing opportunities
that have considerable potential because adequate information on these was not
obtained from trials by other governments.

Individual local and state governments should (if they can obtain and
retain financial support) undertake regular examinations of the efficiency and
effectiveness of their major programs. And they should utilize information
provided from trials in other governments that are adequately evaluated and
reported--in order to identify inefficient activities that should be avoided
and successful ones that should be introduced, continued, or expanded.

The federal government should provide evaluative data to local governments
on major innovations, should develop productivity measurements on individual
services that can be used by individual governments to compare their own levels
of efficiency, and should sponsor research aimed at breakthroughs in service

delivery.

Summary

The likelihood that Proposition 13's alone will lead to improved local
or state productivity seems small indeed. What is needed is a substantial
effort, with federal support, to identify important productivity improvement
options. The recourse, otherwise, is to reduce the quality and level of
government services and accept the risk that what will be sacrificed may be
too great.

"Taxpayer protests" can have the benefit of putting strong pressure on
state, local, and federal governments to maximize the efficiency of their
operations. Let us hope that this pressure does not become counterproductive
leading to misinformed cutbacks that are a disservice rather than an advantage
to the public.
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STATE AND LOCAL GOVERNMENT PRODUCTIVITY

AND THE PRIVATE SECTOR

R. Scott Fosler, Committeefor Economic Development

The potential for improving state and local government
productivity through more effective relationships with the
private sector is limited by inadequate understanding of
the nature of the 'private sector." Rather than suggest a
single theory or set of definitions, this analysis works from
three different perceptions of economic activity in a state
or local jurisdiction: that of a market economy; a plural-
istic economy; and a holistic economy. None of these three
perceptions is necessarily the. correct one; each probably
describes some aspects of economic behavior in various
jurisdictions more usefully-for the purpose of improving
public productivity-than a single model that attempts to
synthesize all three. Each perception also suggests a some-
what different definition of public productivity.

The Market Economy

The perception of a market economy, generally based
upon the notions of Adam Smith, distinguishes clearly be-
iween the roles of business and government. The private
sector is viewed as a composite of homogeneous businesses
motivated by the desire for profits to produce the goods
and services demanded by consumers, in accordance with
freely fluctuating prices that efficiently allocate resources.
The role of the public sector is to protect life and property,
assure justice, and provide the infrastructure or overhead
necessities (e.g., police and fire protection, street construc-
tion and maintenance) required to support the activities of
the private sector.

Government productivity by this perception is largely
synonymous with efficiency. The goals of government are
assumed to be reasonably straightforward: dispose of
refuse, facilitate transportation, put out fires, etc. The
greatest concern is that they be achieved at the least cost.
The private sector can influence this goal indirectly in two
ways: first, businesses comprise a political force that can
pressure governments to increase their efficiency; and sec-
ond, the business model of organization tends to be copied
by public agencies in certain respects. More direct action
by the private sector to raise public productivity can take
the forms described below.

Business Assistance

Businesses commonly provide expertise to local govern-
ments to increase efficiency, a practice begun in the Pro-
gressive Era to bring "rational," "non-political," "busi-
ness-like" management to government.

Efforts by business groups to study and improve govern-
ment efficiency have been most successful where advisors
have modestly confined themselves to government opera-
tions that are most akin to the business operations with

which they are familiar-in particular those that have spe-
cific, clearly identifiable, and usually quantifiable objec-
tives,' These include certain line operations (e.g., refuse
collection, institutional food services, and motor pools),
administrative systems (e.g., financial management, sched-
uling, and inventory control), and analytic capability (e.g.,
industrial engineering and quantitative analysis). In deal-
ing with more politically sensitive or policy-related prob-
lems, the business advisor's success seems to depend not so
much on the direct application of business systems or
expertise as on his ability to analyze complex problems and
to understand and cope with the political forces affecting
government management.

Criticism of such efforts includes a lack of concern by
business advisors for effectiveness or quality as a trade-off
with efficiency; the tendency of business people to be pa-
tronizing or scornful of government officials (com-
pounded by defensiveness on the part of government man-
agers); the inclination of corporations to assign less than
top-quality people as advisors; and the failure of business
advisors to understand or to acquaint themselves with the
special political and administrative problems that charac-
terize government operations.d

Contracting Public Services to Business

Contracting public services is also most successful for
those government activities most akin to business opera-
tions. Governments traditionally have purchased such
goods as vehicles, office equipment, and other materials,
and contracted for such services as street lighting, solid-
waste collection, consulting, communications, equipment
repair, cleaning and laundering, and the health care of
individuals. These-and less frequently contracted services
such as water supply, street maintenance, snow removal,
and building maintenance-tend to have reasonbaly pre-
cise and quantifiable objectives and are characterized by a
high degree of routine in their operation.'

Deciding whether to provide a service with in-house staff
or to contract with a private business is similar to the
"make or buy" decision faced by a business firm. Simply
put, the question is whether it is cheaper or more effective
for an organization to make a given product component in-
house, or to purchase it from an outside firm (or to do
both as a means of deliberately fostering competition for
the in-house operation). Governments, however, need also

Scott Foster is Director of Government Studies for the Committee
for Economic Developmen. He has held management and staff
poesions in the public and priv- -seitors incudiing a. dssignmiet
to the National Commission on Productiity. The author of a
number of publications in the field of pruduaivitys, Mtr Fosler has
extensive international exper.-e.-
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consider the political implications of contracting, includ-
ing resistance from public unions that fear loss of jobs and
members; corruption-especially bribes and kickbacks-
tempted by contract; and the sensitivity and responsiveness
of private contractors in meeting public objectives.'

Experience and study have demonstrated that cotirit-t
ing can be beneficial for some government operations, but
the potential is not boundless nor can the risks be ignored.'
Success is highly dependent upon specific conditions relat-
ing to the nature of the service, the government's skill in
contract management (which for most jurisdictions is lim-
ited), the availability of competent businesses to do the
work, and the size of the jurisdiction to be served.' The
principal adsantage in contracting may be to foster compe-
tition among organizations providing services whether they
happen to be in the public or pris ate sectors.

Private vs. Public Responsibility

Suggestions that government simply "turn over" re-
sponsibilities to the private sector are generally more rhe-
torical than serious, since there is obviously no guarantee
that a service terminated by government will be automati-
cally picked up by an enterprising business. The reason
many government services were undertaken in the first
place is, of course, precisely because businesses found
them unprofitable, or, for whatever reason, did not rise to
meet the demand. It is a matter of debate, nonetheless,
whether governments over the years have expanded beyond
the provision of basic public needs into services that other-
wise might be provided by the private sector. Recreation
and adult education are typically cited as examples. Busi-
nesses, it is argued, do not enter certain service areas that
might otherwise interest them because they cannot compete
with government services provided free or below cost due
to public subsidy.

A variation between direct contracting and simply termi-
nating a government service (in the expectation it will be
assumed by business) is the provision of government
vouchers which supply the consumer with purchasing
power, thus assuring him the provision of a specific service
considered basic to everyone's needs. Food stamps and
rent supplements are examples. Experiments with vouchers
for education have been mixed. In San Jose, California,
parents were given vouchers that permitted them to choose
among public schools only. Rather than increase competi-
tion as the program had intended, however, the voucher
system prompted collusion among the schools to standard-
ize curricula in order to prevent any one of them from los-
ing students.'

The Pluralistic Economy

The perception of a pluralistic economy views govern-
ment not as a limited overhead operation, as in the market
perception, but as a large, intrinsically important, and
integral part of the economy.' The state/local government
sector alone produces 15 per cent of the gross national
product, and employs nearly 12 million people, or one-
seventh of the American workforce.' Many public sector

organizations, do not conform to classical characteristics
of government. Similarly, the private sector is comprised
of a variety of heterogeneous organizations, including not-
for-profit as well as for-profit operations, many of which
do not conform to classical principles of market behav-
ior.''

Public productiv ity under the pluralistic perception con-
tinues to stress government efficiency, the more so given
the substantial resources devoted to the public sector. But
greater emphasis is placed on the effectiveness and quality
dimension of productivity than is true in the market per-
ception. Public goals are recognized as more complex, and
consequently the selection of appropriate goals and cost-
effective approaches to meeting them will impact produc-
tivity as much, or more, than the efficiency of public-
agency operations. As in business, achieving higher out-
put-input ratios depends heavily upon equating marginal
costs with marginal returns (or results) rather than simply
meeting preeestablished objectives at any cost, even if effi-
ciency is high.

Coordination of Delivery Systems

Many of the public goals pursued by government require
a contribution by private-sector organizations. Theinterde-
pendence of business and government in the pursuit of
common or integrally related objectives results in the
behavior of one affecting the productivity of the other. In
the case of fire protection, for example, suppression of
fires is typically a government responsibility, while fire
insurance is provided by the private sector. For some juris-
dictions, insurance companies set premium rates according
to the level of firefighting capacity of the local govern-
ment. Consequently, rigid or obsolete insurance standards
requiring conventional equipment could inhibit a fire
department from introducing new and more cost-effective
technology which could improve firefighting productiv-
ity. "

Coordination of Capital Investment

The rate of state and local government capital invest-
ment (about 143 billion in 1975"') has declined in constant
dollars during the past five years, partly due to a decrease
in the rate of population growth and urbanization and
partly because some public capital spending has been
shifted to the private sector. Sidewalks, storm drainage
sewers, access roads, street lighting and other such facili-
ties once provided by government are now included by
many jurisdictions in subdivision standards and hence are
the responsibility of the private developer. When the costs
of these facilities are included in the price of new homes,
the marginal costs of added infrastructure are borne by the
homeowner who presumably enjoys the marginal value
they provide. At the same time, privately constructed capi-
tal facilities must be operated, maintained, and replaced by
government, and hence their design and the quality of con-
struction will affect the productivity with which they are
subsequently serviced by public agencies.

Governments also depend almost exclusively on the pri-
vate sector for the design and construction of publicly

JANUARY/FEBRUARY i978
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funded capital projects. Local governments typically con-
tract the design of new facilities independently of one
another, with resulting high costs in design preparation
and failure to incorporate available cost-saving construc-
tion techniques. Skillful design of school buildings, fire
houses, and other facilities can minimize future operating
costs in such increasingly expensive areas as physical main-
tenance and protection against vandalism, and increase
future options for multiple or alternative uses (for exam-
ple, facilitating conversion of schools with declining pupil
enrollment to other uses).

The design of private residential, commercial, and
industrial construction can also affect the productivity of
public-service operations. For example, use of fire-resist-
ant materials in residential and office construction would
reduce the need for expanded fire services. Plumbing facil-
ities in private homes that used less water, or new indus-
trial plants designed to conserve water, would relieve the
pressure for expanded public water supply and sewage-
treatment facilities.

Public-Private Hybrid Organizations

A growing volume of economic activity does not con-
form to traditional notions of either government or busi-
ness organization. In the public sector, for example, there
are numerous single-purpose agencies, public-service cor-
porations that support themselves principally through
service fees, and public land and housing corporations.
Most such organizations were established on the assump-
tion they could perform more aggressively, escape admin-
istrative or civil service restrictions, pay higher salaries to
attract more qualified employees, assemble larger amounts
of capital. or encourage innovation-all of which could
increase productivity. Their record, however, has been
mixed. Some are regarded as models of efficiency while
others have been scandalized by corruption and misman-
agement."

In the private sector, highly regulated utilities differ
from public corporations only slightly, principally in that
their boards of directors are selected by stockholders (al-
though in practice, boards are likely to be well represented
by local financial, commercial, and political interests), and
they raise capital through taxable bonds and stocks. Their
records, however, are also mixed, causing Lyle Fitch to
conclude that "good management and efficient perform-
ance depend upon factors apart from the question of
whether the corporation is public or regulated private."

Private Research and Development

Only I per cent of total industrial research and develop-
ment (estimated at $18 billion in 1970) is directed to the
state/local government market.'' The low level of effort is
generally attributed both to lack of incentive for govern-
ment agencies to innovate and hence to create a demand
for new products, and to the fragmentation of the
state/local market, which discourages companies that fear
they will not be able to sell a standardized product once it
is developed.

Part of the problem, however, lies in the fact that those
corporations that account for more than 80 per cent of

industrial R&D (including aircraft, electrical equipment,
motor vehicles, machinery, and chemicals) sell only a small
fraction of their products to state/local governments. Con-
sequently, they neither see the state/local sector as a prom-
ising market for their customary products, nor are they
familiar with or inclined to learn about public-service
needs to which they might contribute.

Economic Development and Public Productivity

Economic decline affects government generally by
undermining the tax base, but it can also hamper the pro-
ductivity of public services specifically in at least two ways.
First, lack of jobs and low income produces higher welfare
loads, family disruption, youth problems (people between
the ages of 16 and 24 represent one-quarter of the work-
force but one-half of the unemployed), and crime. The
goals of government social service and criminal justice
agencies might be met far more effectively and efficiently
by providing jobs and raising incomes than by heroic ef-
forts to increase the productivity of their internal opera-
tions.

Second, decline in economic activity and population can
result in the underutilization of municipally owned and
operated infrastructure, including water and sewer sys-
tems, transportation networks, and other utilities, so that
unit costs rise.

While most city governments sponsor public relations
campaigns to attract industry, and offer business limited
technical assistance and financial incentives such as indus-
trial bonds and tax abatement, few conceive of themselves
as having a major role in the economic vitality of their
communities.' Only recently have some city governments,
faced with severe fiscal pressures clearly related to eco-
nomic decline, recognized that they have a profound
impact on private-sector behavior through their decisions
on tax policy; the construction and operation of infrastruc-
ture required for economic development; regulation (such
as housing codes, zoning and subdivision requirements,
consumer regulation, utility rate setting, and rent con-
trols); educating and training the labor force through pri-
mary and secondary schools, colleges, and vocational
training programs; adequacy of transportation, education,
crime control, and other key services; and the attitude of
political leaders and administrators in dealing with busi-
ness .

An added complication is posed by the role of govern:
ment as "employer of last resort" Creation of jobs in the
traditional public agencies (for instance, by adding new
positions to the fire and police departments) seemingly
runs counter to efforts to increase the productivity of those
services. The creation of make-work jobs, on the other
hand, is distasteful to the public, to regular public employ-
ees, and not least of all to the unemployed who have little
choice but to accept them. Many public officials have been
baffled by the paradox of federal policy that, on the one
hand, exhorts them to trim their staffs and increase their
productivity and, on the other hand, gives them Compre-
hensive Employment and Training Act money to hire the
unemployed.

JANUARY.'FEBRUAJRY 1918
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Part of the confusion lies in the failure to recognize that
the nature of the local "economy" has changed. Govern-
ment is no longer a peripheral oserlead operation but a
principal component of the economy. The local economy is
characterized bh a complex set of relationships between the
public and private sectors: the spending, staffing, and pro-
ductton policies of each impacts the productivily of the
other.

The Holistic Economy

Both the market and pluralistic perceptions of the econ-
omy concern themselves w ith organizations that produce
goods and services that are measurable in monetary terms,
and consequently contribute to the gross national product.
The holistic perception is concerned, in addition, with the
large number of organizations and volume of productive
acrtisty whose product is not necessarily measured in
monetary terms, and hence whosesalue is not calculated as

part of GNP The latter include such purposeful pursuits
as household operations (cleaning, cooking, shopping,
child-rearing, and manufacturing"), volunteer orcaniza-
fions (shopping co-ops, health associations, hospital aides,
care for the elderly, gov crnment advisory groups, political
and cisic associations, labor unions and professional asso-
ciations), education, recreation, transportation, social-
izing, and searching for emplosment.

For those organizations whose product is measured in
GNP, the holistic perception is not concerned simply sith
whether they are public or private, but also with such dis-
tinguishing characteristics as their goals, nature and essen-
tialit) of output, source of revenue, nature and structure of
workfonce, type of technology employed, and size of opec-
ation. ' For example, a large insurance company may have
more in common with a large state welfare agency than
with a neighborhood shoe store, even though both the
insurance company and shoe store are businesses. A public
hospital iswmore similar to a private hospital than to a pub-
lic landfill operation, even though both the public hospital
and landfill are government-operated.

It is noteworthy that the GNP activities consume about
10 per cent, and the non-GNP activities about 90 per cent,
of Americans' waking hours,

Public productivity, by the holistic perception, is
broadly concerned with the ration of the satisfaction of
human needs and wants compared to the resources in-
vested to achieve that satisfaction." Goods and services,
which in conventional definitions of productivity are con-
ceived as "final outputs," thus become intermediate out-
puts, and simultaneously are inputs into the process by
which human needs and wants are satisfied. Maximizing
output-input ratios in the production of goods and services
by GNP organizations (both public and private) is no less
important than in the market or pluralistic economies. But
in the broader perspective of the holistic economy, it is not
sufficient. A further consideration is the extent to which,
and the manner in which, those goods and services com-
bine wth non-GNP activities to satisfy human needs and
wants."

The Proiductiuils of Consumplion

Economics traditionally has been concerned ith the
efficient use of resources in the production of goods and
services demanded by consumers. Less attention has been
paid to the efficient consumption of those goods and serv-
ices to satisfy human needs and wants.'' In the abstract,
the process of consumption is similar to the process of pro-
duction-in both, resources are manipulated to achieve
specific goals.' In the production of bicycles, for example,
the manufacturer consumes the product of rubber, steel,
and paint producers. The bicvcle, in turn, is ''consumed"
by the bike rider ill the production of entertainment, exer-
cise, or transportation. Part of the current energy debate
centers on the issue of whether public policy should
emphasize higher levels of energy production or greater
efficiency in the consumption of energy at the level cur-
rently produced

Consumption-the organization and use of goods and
services to satisfy human needs and wants-is increasingly
complex. Ironically, as many of the traditional functions
once performed by the individual have been assumed by
specialist-producers (public as well as private), the "con-
sumer" has been left relatively underskilled in integrating
the array of highls technical goods and services required to
serve his own purposes. For example, "the advertising
industry, the school, and the mental health and welfare
services have taken over many of the socializing functions
of the home . . (and) have propagated the view that the
famils cannot provide for its own needs wihout outside
assistance

The case of public mental health programs is illus-
trative. Conventional approaches to dealing with mental
health problems have relied heavily on the medical model
and consequently have focused on therapy of the individ-
ual as a means of relieving stress. Unsatisfactory progress
has led some mental health clinics to take a broader
approach:

If a uoman with five children is saicidally depressed because
of the inadequacy of her uetare paymenis, the dreariness of
her home, and the rats that threaten hee family, the neuter's
crisis team wuld work first of nll on those realities, help her
deal with the welfare department, assist her with child care,
and bring in an et-erminair.

Such a woman presumably does not possess the skills re-
quired to successfully "consume" or otherwise use the
services of (I) income maintenance provided by a govern-
ment agency, (2) rodent extermination provied by a busi-
ness, and (3) child care provided by friends, relatives, or
formal day-care centers (which in turn may be operated
by government, business, or community organizations).
If the clinic is to be successful in meeting its goal of re-
lieving the woman's stress in order that she can function
independently in caring for herself and her children, it
feels it cannot confine itself solely to a therapeutic re-
lationship with the woman, but must take steps to im-
prose her access to and ability to use other services basic
to her needs. The public clinic's "productivity" therefore
may depend partly upon its success in helping the woman
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utilize other services. both public and private. and upon

the effectiveness with which those services are provided

and coordinated to meet the woman's needs.

In the market economy it is assumed that businesses

pursuing their own interest will simultaneously contribute

to social well-being, since producers will only supply what

consumers demand through their purchases. In the plural-

istic economy, the price mechanism is not so reliable an

allocator of resources, since important economic func-

tions are performed by government and by private not-

for-profit organizations which are not as sensitive to the

"market" as business. In the holistic economy, where a

substantial proportion of important economic activity

(both production and consumption) operates largely out-

side the monetary economy, the price system, as tra-

ditionally structured, may be unsatisfactory in assuring

that the objectives of individual production units are

compatible with the needs of consumers or with public

goals in general.
Former HEW Secretary David Matthews observed that

public programs too often fail to understand "that

government, which can move with great force, is quite

dependent on the local, informal, community institutions
and community leadership which supports and sustains

people." The "essential question right now in the

country," he concludes, "is not what government can do

for but rather what government can do with."" He cites

several examples of apparently successful programs that

harmoniously organized the abilities and energies of

government, business, community organizations, and

individuals, such as Community Health of South Dade,

a "shopping center" of health services accessible to

40,000 low-income people at a cost of $42 per day as

compared with the $215 charged at the nearest hospital.

For some types of services it may be possible to charge

service fees or otherwise use prices as a means of en-

couraging a more efficient mix of contributions from

various "producers." For example, householders who

desire backyard as opposed to curbside collection might

be charged the 30 per cent or more higher cost of back-

yard service, or otherwise choose to supply their own

labor to take the refuse cans to the curb and pocket the

savings to spend as they please.

The Productive Role of Politics

Politics, while not generally perceived in our culture as

a productive force, is nonetheless concerned with the al-

location of values among competing social demands, just

as economics is concerned with the allocation of resources

among more narrowly conceived economic demands."
Whereas economics deals in measurable values for which

prices may be a suitable mechanism of allocation, politics

also deals in less measurable values (such as influence

and prestige) for which the less precise play of political

power is the principal allocation mechanism. A market

economy is not so much free from politics as it is wholly

supported by a political consensus which permits prices

to fluctuate according to shifts in consumer demands and

the availability of supplies.

PUBLIC ADMINISTRATION REVIEW

In the holistic economy, politics is likely to play a more

active or overt role for several reasons. As affluence in-

creases, human priorities shift from material needs, which

businesses can provide efficiently, to such desires as im-

proved health and education, for which business has not

proved to be as suitable a supplier as government."

Negative externalities of production, such as environ-

mental pollution, become more onerous. Specialization

and interdependence of economic activity reaches a de-

gree of complexity that does not automatically regulate

itself through a free play of the market. And perhaps

most important, the existence of material wealth gives

rise to a demand for it; no matter who produces wealth,

those with political power will seek it. Total government

spending in the United States is equivalent to approxi-

mately 33 per cent of GNP. Thus, the political decisions

of government determine the use of about $525 billion per

year, Who pays that bill through taxes is also politically

determined.
In such a world, the traditional tasks of politics take on

a new importance in promoting the productive use of

resources. Unnecessarily conflicting goals can be crea-
tively synthesized to avoid needless expenditure and

counterproductive effort. Inherent and inescapable differ-

ences in interest among competing groups can be resolved

with minimum conflict that would otherwise consume

time, dollars, and goodwill. New and more productive ap-

proaches to achieving goals can be developed and political

consensus built to support them.
Local government officials today find themselves in

the thick of affairs that involve all segments of the com-

munity in the expenditure of huge sums of public and pri-

vate funds. For example, the construction of a major

sewage treatment plant, costing as much as half a billion

dollars, may require complex and prolonged negotiations

among elected officials, public managers and analysts,

private consultants, local businesses, land developers,

environmental and neighborhood groups, and state and

federal funding and regulatory agencies. The skill with

which these various interests are balanced to provide a

cost-effective, economically supportive and environ-

mentally sound system will affect the productivity of a

community's waste-water management-and all the

public and private activity it impacts-far more than the

operating efficiency of a sewage treatment plant.

Conclusion

The market perception suggests a relatively simple set

of relationships by which business capability can be used

to help increase government efficiency. It is here that the

most familiar and practical possibilities are to be found

for improving public productivity.
The pluralistic perception recognizes that government

is a substantial component of the economy, and that it

interacts with business in complex ways in the pursuit

of public goals. Public productivity depends not just on

the efficiency of its internal operations, but also on its

effectiveness and its harmony of interaction with the pei-
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rale-sector, although it still defines the "economy" as
those activities (public and private) measured in gross
national product.

The holistic perception departs significantly from the
first two by recognizing the important contribution of
productive activity that is not calculated in GNP, and the
importance and intricacy of consumption as a deiermin-
ant of economic efficiency. Public productivity in such a
system requires attention not only to government
agencies' internal efficiency and effectiveness, and not
only to government's interaction with business, but also
to the scondary and tertiary consequences of public
policies as they affect business, nonprofit, civic, family
and personal activities.
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Introduction

The severity and apparent intractability of urban problems no longer

come as a surprise to anyone. The dimensions of these problems are all

too visible to the majority of Americans who live in cities, and the

voluminous analyses of, and disappointing experiences with, federal

programs to ameliorate these problems have left us better informed as

to their complex, deep-seated nature. The mid-sixties saw the symbolic

apex of man's technological achievement, the moon landing, and the

symbolic apex of the Federal Government's response to social ills, the

Great Society programs. Emerging from this fortuitous convergence of

events was the belief that science and technology might have a role in

helping to ameliorate social problems, particularly those faced by state

and local governments.

In a 1970 report, the House Science and Astronautics Committee

recommended that "the scientific method and technological research

should be increasingly utilized by regional, state, and local organi-

zations in seeking solutions to societal problems." 1 In his 1972 science

and technology message, President Nixon referred to the challenge of

applying R&D resources to public problems and declared that effective

use of these resources would require that state and local governments

play a central role. Many of the basic policy concerns were set forth

in a series of 1972 reports published by the Federal Council for Science

and Technology, the Council of State Governments, the Urban Institute,

3
and the National Science Foundation. These reports
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introduced the term "public technology" and brought a relatively new

set of issues to the attention of federal policy makers.

This flurry of interest in public technology helped stimulate

individual agency activities such as the Department of Transportation's

"technology sharing," an effort to provide state and local governments

(and private industry) with information about DOT programs and mechanisms

for obtaining information about R&D activities or results; and the Law

Enforcement Assistance Administration's "prescriptive packages," syntheses

of research findings in specific problem areas, written in practitioner

language and distributed to local law enforcement agencies. It also

brought together at the interagency level such strange bedfellows as

NASA's Technology Utilization program and the National Institute of

Mental Health's Services Development Branch, which sat with several dozen

other agencies on the Committee on Domestic Technology Transfer of the

former Federal Council for Science and Technology. A recent directory

issued by the Committee included descriptions of 43 different federal

technology transfer programs, resources, and contact points. The most

recent manifestation of federal-level concern with public technology is

the provision of the National Science and Technology Policy, Organization,

and Priorities Act of 1976 that requires the Director of the new White

House Office of Science and Technology Policy to establish an inter-

governmental advisory panel that would identify and define problems at

the state, regional, and local levels which science and technology could

assist in resolving.
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These public technology activities are part of a larger set of

federal activities that might be labelled "technology policy"

activities, but assuredly are not the product of a strategically

planned and coordinated federal effort. As Lambright points out, U. S.

technology policy and U. S. science policy are those allocations of

resources and sets of programs that result from a large number of day-

to-day decisions made in a variety of locations within the federal

establishment.5 Federal technology policy may be regarded as the sum

of federal efforts to change the rate and direction of technological

innovation in the U. S. economy, particularly efforts to stimulate or

control the development and use of new technology. Public technology

policy, from the federal perspective, is that subset of activities

directed toward influencing the development and use of new technology

by regional, state, and local governments.

The intergovernmental flavor of public technology has implications

for the context in which public technology programs are operated and

policy issues framed. Federal mechanisms employed to influence the

development and use of new products and techniques by state and local

governments largely are different varieties of intergovernmental

resource transfers: categorical grants, block grants, revenue sharing,

and research and demonstration grants. The fragmentation of

intergovernmental programs and the complexities of intergovernmental

politics--what Allen Schick has called the "intergovernmental thicket"-- 5b

are thus mirrored in the structure of public technology policy making.
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The relatively low priority of intergovernmental relations among domestic

problems, the lack of an effective federal coordinating body for either

intergovernmental affairs or technology policy, and the weakness in

Congress of city and state lobby groups relegate public technology

programs to second-class or lower status in most federal agencies,

Coincident with the flurry of interest in public technology in the

early 70's was the Nixon administration's New Federalism; a call for

administrative decentralization of federal programs and the devolution

of decision-making authority and responsibility from federal agencies

to those of state and local government. As suggested in a recent

report to the Office of Management and Budget,6 the trend toward

devolution and decentralization is fueled by factors that reach beyond

the ideology of the administration in office, They include a shift in

the nature of public problems from equality of opportunity and economic

growth to mass transit, crime, housing, pollution, and other problems

that have their focus at the subnational level; the increasing adminis-

trative burdens of federal assistance programs; and the rising demands

being made on state and local services coupled with their increasing

financial instability.7 Public technology policy issues, then, rest

at the nexus of two broad streams of public concern: the perceived need

to stimulate the use of research and new technology by regional, state,

and local governments, and the need to assist these same governments as

they assume greater responsibilities for the solution of increasingly

complex public problems. The problem for federal policymakers is how

33-595 0 -78 - 48
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to develop and implement programs that will at once increase the

availability and use of new technologies by state and local government

and ensure that doing so actually helps solve the complex problems they

face.

The purposes of this paper are to discuss how public technology

policy issues can be conceptualized and analyzed, present the results

of empirical research that bears on the resolution of these issues,

and discuss the implications of research findings for federal public

technology policy.

Conceptual Approaches to the Analysis of Public Technology Issues

It is frequently said among policy analysts that to identify the

problem brings one half way to the solution. This maxim clearly applies

in the case of public technology. Thus, one approach to the analysis

of public technology issues is to look more closely at the statement of

the problem made immediately above. That statement glibly connects two

programmatic goals--increase the use of new technology (innovation), and

help solve problems--that upon closer examination may not be compatible

in many circumstances.

There is no a priori reason to assume that federal programs intended

to stimulate the development and use of new products and techniques by state

and local governments will, in fact, contribute significantly to those

governments efforts to solve their problems as they see them; conversely,

federal programs intended to help state and local governments solve their
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problems need not involve the introduction of new products or techniques.

While this would appear to be an obvious distinction, a number of federal

programs have failed to clarify their goals along these lines. Moreover,

rarely if ever are public technology programs assessed according to

problem-solving criteria; more typical criteria include a few success.

stories, the number of persons requesting information, the number

attending seminars, or the number of agencies purchasing or using a

new technology.7a As we shall see below, innovation and problem solving

at the local level have sometimes been found to be more contradictory

than complementary.

An alternative approach breaks the 'What's the problem?" question

into three more specific questions: Is it a demand problem? (state

and local government agencies are inherently unreceptive to new ideas

and techniques.) Is it a supply problem? (Private industry, federal

agencies; and other suppliers of innovations are unresponsive to the

needs of state and local governments.) Is it an infrastructure problem?

(The system of communication among state and local governments, and

between them and the suppliers of innovations, is inadequate or

ineffective.) When stated this way, these questions suggest research

as a way to obtain answers, and at least one federal research office

has structured its public technology research problem this way.8

A third approach begins with a list of specific types of federal

involvement or intervention mechanisms, followed by an assessment of

the likely effectiveness of each mechanism. In an early effort of this
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type, the present author developed a set of criteria intended to reflect

the standard concerns of policy makers (e.g., cost, effectiveness, risk)

and some of the more immediate concerns of the then-current administra-

tion. These criteria were applied to a list of recommendations for

federal action, grouped according to type of action proposed:

1. Increase the technical capacity of state and local

government manpower.

2. Disseminate technical information to state and local

jurisdictions.

3. Increase the influence of state and local interests in

federal science and technology policy making.

4. Encourage technical support to state and local jurisdictions

by institutions having scientific and technical resources.

5. Support or conduct research and/or demonstration programs.

The results showed this to be a useful scheme, though clearly others of

this type could prove equally useful.

The conceptual issues do not end here, because attempts to implement

any of the above approaches confront a host of problems associated with

the applicability of existing research to the analysis of public technology

policy. Several recent reviews of the literature potentially applicable

to better understanding of technological innovation in state and local

government agencies--organizational behavior, economics, the diffusion

studies, public administration, management science, technology transfer,
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organizational change-reveal the inability of existing theory to

adequately explain or predict patterns of adoption, use, and

rejection of innovations by state and local governments.

What's the Problem: Innovation vs. Problem-Solving

The "innovativeness" of organizations or individuals can refer

to several different phenomena. From the perspective of diffusion

research, innovativeness usually refers to early or frequent adoption

of products, processes, or services that are perceived as new by

members of the adoption unit. 1 Alternatively, much of the literature

on research and development activities in private firms focuses on

innovation as the successful development and marketing of new products

and industrial processes. Sociologists frequently encompass innovation

within the broader framework of organizational change. Rowe and Boise 
1 2

outline major unresolved definitional issues:

1. whether to include the generation of new ideas as

well as their acceptance and implementation;

2. whether to restrict the definitions to organizations

which are the first to adopt among a set of similar

organizations;

3. whether to require that the introduction of new

ideas, etc., be followed by successful

implementation;

4. whether to require that the decision to innovate

be made within an organization.
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Additional problems arise because of the lack of a theoretically

meaningful typology of innovations. In the absence of such a typology,

one cannot say whether early adoption of a 'trivial!: innovation is more

innovative than later adoption of a "significant" one; nor can one say

whether the adoption of fifteen innovations of one kind is more

innovative than the adoption of five innovations of another. 
13

An additional complication occurs if one asks whether an organization

that adopts an innovation inappropriate to its goals is more or less

innovative than a similar organization that adopts the same innovation

for "appropriate" reasons.

These problems spotlight the sterility--from both a theoretical

and practical point of view--of the concept of "innovativeness." What

matters is not that am individual or organization adopts an innovation,

but whether the innovation is used, how it is used, and how its

adoption and use are linked to the satisfaction of a need or solution

of a problem. Existing conceptualizations in the innovation literature,

then, lead us to the conclusion that useful research must address the

link between the adoption of innovations and the consequences of

adoption for organizational or individual problem-solving.

A similar conclusion is reached if the documented experiences of

federal programs related to public technology are considered. Through
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the decade of the 60's numerous programs attempted to increase the

utilization of the results of federally supported R&D. These

programs ranged from "spinoff" efforts such as NASA's Technology

Utilization to the research utilization activities of social service

agencies such as the Office of Education, Manpower Administration,

and Social and Rehabilitation Service. 5 As experience with these

programs accumulated, emphasis shifted from passive information

dissemination to active efforts such as field offices, research

utilization specialists, demonstrations, adaptive engineering, and

other forms of technical assistance.

The Law Enforcement Assistance Administration's Pilot Cities

Program was one of these active efforts to provide technical

assistance to local governments. As originally conceived, the program

called for the establishment in eight cities of a team of researchers

and professional analysts who would facilitate the introduction and

use of law enforcement innovations in the local setting. An

evaluation of the program, conducted after more than five years

had passed since the first site was funded, came to the following

conclusions:

1. Innovation is often unnecessary to improve local

law enforcement systems. This is because what

is known about law enforcement and criminal

justice far outstrips what is generally

practiced.
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2. Innovations tend to deal with issues in the periphery

of law enforcement/criminal justice needs. Teams

characteristically had to choose between dealing with

a central law enforcement/criminal justice issue or

producing a genuine innovation.
16

The National Science Foundation has supported a number of projects

intended to demonstrate ways of introducing new technology into cities

and states. The California Four Cities Program, jointly sponsored by

NSF and NASA, placed aerospace professionals in four California cities

for several years to find out if aerospace technology could be used to

help solve municipal problems. A GAO study of the program concluded

that technically trained persons in city managers' offices could

contribute significantly to the solution of city problems, but that

aerospace hardware technology applications were practically nonexistent

in the four cities. In fact, the technology advisers' primary contribu-

tions involved management skills and problem analysis.
17

These two examples illustrate from a programmatic perspective the

potential conflict between efforts to stimulate innovation in state and

local governments and efforts to help solve their problems. This is

not to say that innovation and problem solving are invariably at odds;

there are too many examples of how innovations in cities have produced

cost savings and other evidence of increased productivity for this to

be the case. The problems arise when either innovation theory-
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builders and researchers or public technology policy makers forget that

what matters about innovation is its consequences, not innovation per se.

What's the Problem: Demand. Supply, or Infrastructure

To the extent that the public technology "problem" can be associated

with an unwillingness or inability of users--state and local government

officials--to adopt and use new products and techniques, it is a demand

problem and federal policies should be directed toward the system of

incentives that affect local officials' decisions. To the extent that

manufacturers and federal agencies produce ideas and techniques and

products that are too complex, too expensive, or unrelated to state and

local needs and priorities, then one can say there is a supply problem,

and federal policies should be directed toward increasing the responsive-

ness of innovation suppliers to state and local needs. If users are

willing to innovate and suppliers are eager to respond, but the flow of

information to suppliers about needs and the flow of new ideas, techniques

and products to users do not occur, one can say there is a communica-

tions (infrastructure) problem, and federal policies should be directed

toward building or strengthening the communications networks that link

suppliers with users. This section discusses the evidence that exists

to support each of these explanations of the public technology problem.

What evidence exists to confirm or disconfirm the argument that state

and local governments are inherently resistant to innovation (i.e., it is

19a demand problem)? William Baunol argues that the gap between wage

levels and service levels in the public sector (and in cities in particular)
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will continue to widen inexorably because of conditions endemic to what

he calls the "nonprogressive" sector of the economy. He argues that

this sector, because it is intrinsically labor-intensive, is largely

denied the usual routes to productivity increase--caoital accumulation,

economies of scale, and technological innovation-and therefore the

possibility is reduced that wage increases will be offset by increases

in productivity. Baumol is not alone in his belief that public sector

organizations are relatively immune to significant productivity increases,

especially increases that result from innovative behavior. In making

theoretical links between innovativeness and economic sector, economists

begin with theories of market efficiency, organization theorists begin

with analyses of bureaucratic behavior, and political scientists begin

with the ways citizen demands for democratic accountability are translated

into the institutional arrangements and legal constraints which form the

context of public organizations. Each approach leads from different

origins to a common expectation: public organizations are probably

less innovative than private organizations. ° Literature based on the

experiences of public officials has tended to support this theoretically

based conclusion. ° The findings described below are those of recent,

systematic research efforts to improve understanding of innovation in

state and local governments. For the most part they tend to question

the conclusions of earlier work.

There is evidence that public sector organizations operate under a

different set of incentives than their private sector counterparts, and

that these differences may lead to misleading conclusions concerning the
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innovativeness of public organizations. For example, studies of the

diffusion of technologies among industrial firms assume implicitly that

potential adopting firms have common technical problems, an assumption

that often is unwarranted in the case of city and state agencies.
21

The efficiency with which public agencies provide services (production

efficiency) can be viewed as the analog of private sector profits, but

the major incentives that affect public officials may be more numerous

and complex than in private firms. 22 The "performance" of public

agencies frequently is judged by criteria such as responsiveness,

representativeness, openness, equitable treatment of clients, and

accountability; production efficiency is only one of a large number of

frequently conflicting organizational goals. Robert Yin has postulated

the existence of two innovation processes operating in government

organizations: one driven by incentives related to improvements in

organizational efficiency or the quality of service output, the other

driven by bureaucratic self-interest.23 Yin argues that bureaucratic

interests play a far larger role in public organizations than in private

ones. Clearly, it is exceedingly difficult to disentangle the relative

influence of efficiency, performance, and bureaucratic self-interest

factors in explaining decisions to innovate in public agencies. The

point here is that observers of public sector organizations may be

prone to mistakenly label nonperformance-related decisions as

noninnovative decisions.
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In a major study of the diffusion of innovations among cities,

Irwin Feller and Donald Menzel present diffusion curves for 43 technologies

in four different local government service areas (traffic, fire, air

pollution, solid waste), based on survey data collected from agencies in

810 cities with population 25,000 and above. Comparing qualitatively

these city diffusion curves with those obtained from diffusion studies

of private firms, the authors observe that both the shape and slope of

the curves obtained are similar. They conclude that the lack of

responsiveness of city agencies to new technologies has been overstated.
25

The same authors reached a similar conclusion in an earlier, more

limited study of the diffusion of technologies among state agencies. 
2 6

Other studies by Bingham 7 and by Russell and Burke also suggest that

state and local government agencies are not as slow to adopt innovations

as hi&s frequently been suggested.

While these findings add some badly needed correction to the common

wisdom concerning the innovativeness of state and local governments,

they do not diminish the fact that major, institutional factors

constrain the ability of public officials to innovate. Many of these

constraints were documented in detail by Frohman, et al., in the case

of one type of local government service, the fire services. 9 At a more

general level, several institutional features of public organizations

are generally agreed to act as disincentives for public officials to

innovate. 30
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1. The democratic accountability of government agencies

to clients, legislative bodies, and higher levels of

government means that, relative to private firms,

public agencies are less capable of independent action

than their private counterparts. There exist multiple,

extra-agency appeal routes for displeased subordinates.

2. Top leadership changes are both more frequent and more

farreaching in public agencies than in private firms.

The short tenure of most elected public officials means

that political survival is dependent upon production of

short-run, highly visible results. Programs to produce

these kinds of results must be low-risk and quick

payoff, characteristically not the attributes of

innovative activities.

3. The client or constituent groups of public agencies

tend to be more heterogeneous than those of private

firms, particularly in the sense that demographic

characteristics such as age, race, education, and

health all have political implications. Because the

values, interests, and reward structures of public

agency constituents vary so much, and because public

decisions are so visible, significant changes are

difficult to effect.
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4. Since public agency outputs are not evaluated in

external markets, it is difficult to develop

objective performance measures and to specify goals

and functions operationally. The consequent lack of

clarity of goals and objectives makes it difficult

to develop incentives to perform and favors highly

visible but superficial change over change that

might significantly affect service effectiveness

or efficiency in the longer term.

Regardless of how receptive state and local governments are to new

technology, the rate of technological change in government-the rate at

which old or obsolete products and techniques are replaced by newer,

improved versions--could be low if the rate of supply of innovations

for the state and local government market is low, or if the innovations

offered to this market do not match the pattern of demand. There is a

some evidence that both these conditions exist, at least in a few

specific areas of state and local government services.

In their study of innovation in the fire services, Frohman, et al.,

analyzed data on 99 manufacturers and 398 distributors of fire

equipment. They found that firms selling primarily to the fire service

market are small, financially weak, and unable to obtain outside

financing for product development activities.3
1

Though large firms

capable of conducting R&D do market products to the fire services,

for these firms this market is not a major one and product development
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investment tends to be oriented toward markets more profitable than the

fragmented fire service market. Similar results were obtained by

Radnor in his study of the law enforcement R&D system,33 who concluded

that "law enforcement cannot, by itself, be a large enough market to

make anything other than very small companies profitable unless they

deal in other markets as well."
34

A careful analysis of data from a sample of nearly 200 heads of

firms in the Delaware Valley (Philadelphia, Pennsylvania area) revealed

a number of features of industrial participation in and attitudes toward

the municipal market.
3 5 The impact of the local/municipal government

market in the Delaware Valley appears to be small relative to other

markets: municipalities represent an insignificant or minor share of

business for firms in the Valley. Responding firms also indicated that

their major marketing efforts are not directed toward municipal markets;

the author suggests that this limits the exposure of municipalities to

innovative technologies. Additional interviews with sixteen of the

most active local venture capitalists revealed that "few of the venture

capitalists recognize municipalities and local governments as a

promising market for ventures based upon technological innovation."
37

This gloomy picture is mitigated somewhat by the fact that it does

not hold uniformly across all government service areas. Feller's study

of the diffusion of highway and transportation innovations among states

showed, at least with respect to impact absorption devices, a high level

of innovative behavior among the relevant firms and vigorous marketing
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to the state highway departments.38 Feller and Menzel's more recent

study of diffusion at the municipal level showed that firms do exercise

independent influences on the rate and patterns of diffusion of new

technologies among cities, and that these influences include the location

of firms in different regions, firm resources, and marketing networks.
39

The Federal Government is another potential source of innovations

intended for use by state and local governments. Some domestic agency

R&D programs were created to provide results useful to state and local

government practitioners (e.g., teachers, vocational rehabilitation

workers, water pollution control agents), and the growing number of

technology transfer and research utilization programs and activities

reflects increased efforts to get the products of this federal R&D

40
used. Unfortunately, few systematic studies of these efforts have

been done that would enable conclusions to be drawn about how responsive

they are to the needs of their state and local government clients.

Scattered case analyses and a recent Rand Corporation study of federal

demonstration projects do not offer grounds for optimism, however. 
4 1

Possible reasons for the lack of evaluations of these kinds of programs

include the difficulty in developing program effectiveness criteria, the

cost of conducting surveys of state and local government users, and agency

concern that the results might be embarrassing.

It does appear, then, that there is a "supply" problem, but it is

due more to the fragmented state and local market than to the unrespon-

siveness of the private firms to state and local needs. In other words,

if the market were more attractive, it appears that private manufacturers
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would respond with more aggressive marketing efforts, larger investments

in R&D, and a portfolio of projects more responsive to the state and

local market. Impressionistic evidence suggests that federal agency

suppliers, for whom market profitability is not an immediate concern,

have difficulty accurately identifying state and local government needs,

using those needs to plan R&D programs, and stimulating the widespread

use of federal R&D products.

Suppliers and users are necessary but not sufficient ingredients in

any system which provides innovations responsive to state and local

government needs. Needs must be communicated to suppliers; products

must be advertised; regulations and standards must be set, communicated,

and enforced; and evaluative information about new products and tech-

niques needs to be shared among users. Where "users" are state and

local government agencies, key components of the infrastructures which

perform these functions include public interest groups (e.g., the

International City Management Association), professional associations

(e.g., the American Public Works Association), trade associations (egg.,

National Association of Wholesaler-Distributors), standard-setters and

product evaluators (e.g., National Bureau of Standards, the National

Fire Protection Association) and the myriad distributors of industrial

products. Except in scattered cases, little is known about how these

kinds of organizations act to facilitate or inhibit the adoption and use

of new technologies by state and local agencies,

33-595 0 - 78 - 49



762

- 21 -

Professional associations appear to be a key component of the

communication networks that operate horizontally among similarly-placed

state and local officials in different cities and states, and vertically

among functional area counterparts at the local, state, regional, and

federal levels. Feller, Menzel, and Engel
42

observed that state highway

and transportation departments are part of a strong, tightly integrated

network that includes organizations such as the American Association

of State Highway and Transportation officials and the Transportation

Research Board of the National Academy of Sciences, but that analogous

organizations in the air pollution field either do not exist or do not

perform intermediary roles as effectively.

Similar contrasts appear to exist at the local government level.

Limited evidence suggests that an effective "grapevine" operates among

fire chiefs and other fire officials, who rapidly pass around information

about the existence of new products and techniques in the fire services.

This informal network also functions, but not as effectively, to transmit

information about how well these new products or techniques actually work.

The perceived importance of rules, regulations, and laws enacted at

different levels within the federal system varies widely across the

fire services, traffic, air pollution, and solid waste.44 Differences

also exist among the four functional areas with respect to their

perceptions of the importance of information from different sources

and its adequacy for assessing new technical innovations. 4 5
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Assessments of Federal Intervention Strategies

Federal agencies have launched dozens of programs, demonstrations,

and "quasi-experiments" as parts of efforts to develop workable arrange-

ments that will facilitate the application of new technology to state

and local government problems. The range of strategies employed is

wide; a small sampling includes: placing technically-trained persons

in city managers' offices and providing them with institutional backup

from industries, research organizations, and universities; developing

and demonstrating computerized information systems in several cities;

forming a consortium of federal laboratories; forming a consortium of

large cities and urban counties in order to aggregate public sector

markets; introducing new procurement procedures such as life cycle

costing and performance specifications into state and local practice:

and establishing "user needs" committees to communicate state and local

agency needs and concerns to federal policy makers. The sheer amount

and variation of these activities is overwhelming, reflecting in part

variations in agency mandates and clientele and in part uncertainty

about which strategies work under which conditions. Though the level

of activity is high and there is great interest among policy makers in

learning about what works and why, there has been virtually no systematic

effort to read across these various programs and activities, assess their

effectiveness, and analyze the factors associated with success and

failure. Moreover, only the most rudimentary data base for such an

assessment exists. Much has been written about these programs and

activities, but this literature contains very little that could be

described as hard, objective evaluation.
46
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Until such cross-cutting analyses are performed, public technology

policy analysts must draw upon the kinds of studies of local government

behavior that have been cited above. Few of these studies were intended

to shed light on the efficacy of one or another federal intervention

strategy or program; rather, they were intended to provide public

policy makers and analysts with better understanding of the incentives

and influences that act upon state and local government officials as

they decide whether to consider, adopt, or reject innovations. The

improved understanding that these studies have provided forms a basis

for drawing tentative conclusions about federal strategies for

facilitating the development and use of new technology state and local

governments.

While it is clear that the financial resources provided by federal

programs enable state and local governments to purchase innovations they

otherwise would not, at best a tenuous link exists between federal

support for a specific innovation and the "appropriate" adoption and

implementation of that innovation.
47

This is not to say that federal

programs are unimportant for providing a larger pool of resources that

can be drawn upon in specific cases, or that they do not help create a

more innovative local climate. When the decision processes of local

government officials are scrutinized carefully, it is apparent that

decisions to adopt or reject specific innovations are the result of a

process in which problems and potential solutions become increasingly

concrete and specific over time, and that when a new product is identified
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as an appropriate solution, resources are obtained from any one of a

number of sources and budget categories, fuzzying up any direct link

between individual federal programs and the innovative solutions chosen.
4 8

Both agency performance improvement (e.g., lower crime rates,

improved productivity) and bureaucratic self-interest (e.g., growth,

prestige, visibility) are important incentives acting on state and

local government officials, and their relative strengths as explanators

of innovation decisions depends heavily on large number of localized

conditions such as the level of slack (relatively unprogrammed) resources,

the service area involved, and the nature of the innovation itself.
4 9

Moreover, the "objective" needs or requirements of state and local

government jurisdictions for a specific innovation differ widely.

A city or state may not have the problem the innovation is designed

to address, has solved the problem by another technique, or chooses to

use its resources on the solution of other problems.50 Even when different

cities decide to adopt the same technology, they frequently do so for

quite different reasons or use the technology differently.
51

Within the

same city agency the relative significance of performance-related and

self-interest reasons for innovation decisions can vary widely across

different innovations.52
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Summary and Imolications for Public Technology Policy

A demand, supply, infrastructure approach to the analysis of public

technology policy issues suggested that there are problems, and hence

opportunities for improvement, in all three areas. State and local

government agencies evidently will respond favorably, and rapidly, when

exposed to a new technology or technique that addresses a priority

problem as they define it and is accompanied by credible information

about implementation problems, performance, and consequences. The

unique institutional context of public organizations means that problems

and priorities will vary widely across cities and states that on the

surface appear similar; the social and political demography of their

citizens differ, their laws and regulations differ, and traditions

concerning the appropriate role of government and citizen-government

interaction differ. The highly localized nature of problem definition

and priority-setting also means that there is a long incubation period

for innovations before they become widely accepted; in some cases this

is due to the lack of an effective or credible source of evaluative

information, in others because of the lack of an effective communica-

tions network among practitioners, in others because the innovation

requires a large amount of adaptation to local conditions.

The institutional context of public organizations also has implica-

tions for the rate of supply of innovations to the public market. Public

accountability requirements in purchasing decisions, coupled with the

large diversity of local needs, creates a fragmented market in many

state and local government service areas. Private firms do not regard
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this market as profitable relative to other markets, and the low profit

margins that result from limited markets and competitive bidding

requirements do not encourage investment in new product development.

The situation summarized here and detailed in the chapter suggests that

federal public technology policy should emphasize certain strategies.

Whenever a federal agency's mandate and political climate permit,

it should avoid attempting to develop and foster the utilization of

particular "solutions"--technologies. techniques, or systems--and work

toward building the analytic and evaluative capabilities of its state

or local government clientele. Given the difficulty of specifying common

needs of state and local governments, communicating these to federal

agencies, incorporating them in R&D and technical assistance programs,

and disseminating the results of R&D projects, it would appear to be

far more efficient and effective to bolster the ability of local decision

makers to define their problems in technical terms, identify alternatives

that may or may not include innovative solutions, and evaluate alterna-

tives themselves or have the expertise to buy useful evaluative

information from the outside. This type of strategy will have the

additional benefit of sharpening the nature of state and local government

demand for new products, possibly resulting in some aggregation of local

markets.

Recent research and experience concerning the innovative behavior

of state and local officials suggests that the most effective way to

improve these officials' technical capability is to utilize what Robert

Yin calls "natural" points of entry into the incentive system in which
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they live. 5 3 Natural points of entry are those groups and activities

toward which state and local officials look for rewards and cues for

action. They include professional communications networks, particularly

public interest and clientele groups such as the International City

Management Association and the National Association of State Purchasing

Officials, and colleagial networks made up of acquaintances in

neighboring jurisdictions or in jurisdictions looked to for leadership

in the technological or problem area involved. Other natural points of

entry are the tests used in government personnel systems as bases for

promotion, and the curricula used in education and training programs

for public management positions. Ensuring that the latest accepted.

analytic methods and management techniques are part of the curricula

of the schools that produce public managers, and introducing the latest

accepted ideas, practices and techniques into civil service examinations

for higher positions in fire departments, policy departments, etc., should

have salutary effects on local officials' awareness and use of the best

available techniques and information. Similarly, some professional

associations could be stimulated through federal action to upgrade their

efforts to evaluate innovations and communicate the results to their

clients, or develop and disseminate training and educational materials

that utilize current, best practice techniques. Finally, federal grants

could be used more extensively than at present to help upgrade the scientific

and technical capabilities of state legislatures through the support of

in-house analytic staffs.54 It is worth pointing out, however, that heavy
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federal involvement with professional associations and public interest

groups can lead to loss of these groups' independence, and hence their

credibility with their clients.

If a federal agency is faced with the problem of disseminating specific

technologies or techniques to state and local governments, some strategies

may be more effective than others. First, to the extent possible, agencies

should focus on the process by which they select research and development

projects. Analyses of federal demonstration and civilian R&D programs
55

revealed that project failures were frequently associated with the

absence of any prior assessment of the demand for the product or

technique at an early state in R&D planning. Market analysis evidently

needs to become a far more common practice in federal civilian R&D

agencies than is now the case. Second, and relatedly, agencies need to

be aware of the strengths, weaknesses, and operation of the innovation

system or systems in which their primary client groups exist. For

example, decisions by the Law Enforcement Assistance Administration to

support the development and demonstration of new, lightweight body armor

requires information about the roles and behavior of the International

Association of Chiefs of Police, police unions, standards agencies, body

armor manufacturers, and distributors. Any reasonably complete market

analysis of the likely demand for lightweight armor would require infor-

mation about the behavior and interaction of each of these involved

parties with respect to new products.
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These suggested strategies may not be looked upon with favor by

federal agencies. They tend to be long term in their effects (e.g.,

changing curricula in schools of public management, changing questions

on civil service examinations), and most of the benefits of building

state and local capacities are intangible relative to measures such as

the number of pieces of information requested or technologies in use.

Perhaps most problematic from the federal agency perspective is that

increased analytic capability at the state and local levels may mean

increased rejection of the technologies offered by federal agencies.

Current trends suggest that the locus of control for federal agency

decisions on what R&D projects will be done, for whom, how they shall be

packaged, and how they shall be disseminated will shift from the agency

closer to the intended client: greater influence will be manifested by

professional associations, advisory groups, and public interest groups.

The Cooperative Extension Service of the Department of Agriculture and

the Federal Highway Administration in the Department of Transportation

represent agencies whose locus of control has shifted considerably from

the federal official to the state or local client. The benefits, costs,

and peculiarities of such arrangements need to be explored carefully as

U. S. public technology policy foliows the direction of the New

Federalism's successor.



771

Footnotes

1. U. S. Congress, House Committee on Science and Astronautics, Toward

a Science Policy for the United States, Committee Print, 91st

Congress, 2nd Session, October 15, 1970.

2. President's Message to the Congress, March 16, 1972.

3. Federal Council for Science and Technology, Public Technology:

A Tool for Solving National Problems (Washington: USGPO, 1972);

Council of State Governments, Power to the States--Mobilizing Public

Technology (Lexington, Kentucky: Council of State Governments, 1972);

The Urban Institute, The Struggle to Bring Technology to Cities

(Washington: The Urban Institute 1971); Action Now, Partnerships--

Putting Technology to Work, Report of the National Action Conference

on Intergovernmental Science and Technology Policy, Harrisburg,

Pennsylvania, June 21, 22, 23, 1972, (Pennsylvania Office of Science

and Technology, August 1972).

3a. As used here, public technology refers to federal government efforts

to stimulate the development, dissemination, adoption, and implemen-

tation of new products, systems, or managerial and analytic

techniques by regional state, and local governments.

4. National Science Foundation, Directory of Federal Technology Transfer

(Washington: National Science Foundation, 1975), NSF 75-402.

5. W. H. Lambright, Governing Science and Technology (New York: Oxford

University Press, 1976), p. 187.

5a. It is worth noting-that Federal antitrust, tax, patent, and economic

policy may have as much or more impact on the rate and direction of

technological innovation as programs intended to apply direct



772

- 2 -

influences. See Technological Innovation and Federal Government

Policy, Research and Analyses of the Office of National R&D

Assessment, National Science Foundation, January 1976, NSF 76-9.

5b. A.Schick, "The Intergovernmental Thicket: The Questions Still are

Better Than the Answers," Public Administration Review, Special

issue, December 1975, pp. 717-722.

6. Executive Office of the President, Strengthening Public Management

in the Intergovernmental System, Report prepared for the Office of

Management and Budget by the Study Committee on Policy Management

Assistance, (Washington: National Science Foundation, 1975),

NSF 75-600.

7. Ibid., pp. 1-5.

7a. National Science Foundation, Federal Technology Transfer: An

Analysis of Current Program Characteristics and Practices, Report

to the Committee on Domestic Technology Transfer, Federal Council

for Science and Technology, (Washington: National Science

Foundation, 1976), NSF 76-400.

8. National Science Foundation, Office of National R&D Assessment,

Official Program Plan for Support of Extramural Research, FY 1974,

FY 1975, FY 1976.

9. J. D. Roessner, "Policy Options for Public Technology," in Serving

Social Objectives Via Technological Innovation: Possible Near-

Term Federal Policy Options, National Science Foundation, Office

of National R&D Assessment, May 1973.



773

- 3 -

10. J. D. Roessner, "Innovation in Public Organizations," presented at

the National Conference on Public Administration, Syracuse, New

York, May 1974; E. M. Rogers, "Innovation in Organizations: New

Research Approaches," Presented at the Annual Meeting of the

American Political Science Association, San Francisco, September

2-5, 1975; P. Berman and M. McLaughlin, Federal Programs

Supporting Educational Change, Volume I: A Model of Educational

Change, the Rand Corporation, R-1589/1-HEW, September 1974; E. R.

House, The Politics of Educational Innovation (Berkeley: McCutchan,

1974); K. E. Warner, "The Need for Some Innovative Concepts of

Innovation: An Examination of Research on the Diffusion of

Innovation," Policy Sciences 5 (1974), pp. 433-451; G. W. Downs, Jr.,

and L. B. Mohr, "Conceptual Issues in the Study of Innovation,

Administrative Science Quarterly, December 1976, pp. 700-714.

11. E. M. Rogers and F. F. Shoemaker, Communication of Innovations (Free

Press, 1971).

12. L. A. Rowe and W. B. Boise, "Organizational Innovation: Current

Research and Evolving Concepts," Public Administration Review,

vol 34, no. 3, (May/June 1974).

13. See Downs and Mohr, op. cit., and R. Eyestone, "Confusion, Diffusion,

and Innovation," American Political Science Review (forthcoming).

14. S. I. Doctors, The Role of Federal Agencies in Technology Transfer,

(Cambridge: MIT Press, 1969).

15. R. G. Havelock and D. S. Lingwood, R&D Utilization Strategies and

Functions: An Analytical Comparison of Four Systems, Institute for

Social Research, University of Michigan, 1973.



774

- 4 -

16. C. A. Murray and R. E. Krug, The National Evaluation of the Pilot

Cities Program, American Institutes for Research, November 1975,

National Institute of Law Enforcement and Criminal Justice, Contract

No. J-LEAA-016-74, pp. 178-179. It should be noted that the

"failure" of the Pilot Cities Program was due largely to implemen-

tation problems rather than to flaws in the basic design of the

program. The finding that innovation and problem solving were

frequently incompatible was an important finding but does not

account for the failure of the program.

17. Comptroller General of the United States, Technology Transfer and

Innovation Can Help Cities Identify Problems and Solutions, PSAD-

75-110, August 6, 1975.

18. National Commission on Productivity, Third Annual Report (Washington:

National Commission on Productivity, 1974): E. K. Hamilton,

"Productivity: The New York City Approach,' Public Administration

Review, vol 32, no. 6 (November/December 1972), pp. 784-795.

19. W. J. Baumol, "FAacroeconmics of Unbalanced Growth: The Anatomy of

Urban Crisis," American Economic Review, vol 57, no. 3, (June 1967),

pp. 415-426.

20. For an elaboration of these arguments, see J. D. Roessner,

"Incentives to Innovate in Public and Private Organizations,"

Administration and Society, May 1977 (forthcoming).

20a. For examples of this literature, see T. W. Costello, 'Change in

Municipal Government: A View from the Inside," in L. W. Rowe and

W. B. Boise, eds., Organizational and Managerial Innovation:



775

-5 -

A Reader, (Goodyear, 1973); F. O'R. Hayes, "Innovation in State and

Local Government," in F.O'R. Hayes and J. E. Rasmussen, eds.,

Centers for Innovation in the Cities and States, (San Francisco

Press, 1972); Urban Institute, The Struggle to Bring Technology

to Cities, op. cit.

21. K. E. Warner, op. cit.; H. P. Utech and I. Utech, The Communication

of Innovations Between Local Government Departments, Pilot Study for

the National Science Foundation Office of National R&D Assessment,

August 1974; Feller, Menzel, and Engel, op. cit.; Feller and Menzel,

op. cit.

22. For a full discussion, see J. D. Roessner, "Designing Public

Organizations for Innovative Behavior,"' presented at the Thirty-

Fourth Annual Meeting of the Academy of Management, Seattle,

Washington, August 20, 1974; and Roessner, "Incentives to Innovate

in Public and Private Organizations," op. cit.

23. R. K. Yin, et al., A Review of Case Studies of Technological

Innovations in State and Local Services, The Rand Corporation,

R-1870-NSF, February 1976, Final Report on National Science

Foundation grant RDA 75-04134.

24. I. Feller, and D. C. Menzel, Diffusion of Innovations in Municipal

Governments, Center for the Study of Science Policy, Pennsylvania

State University, June 1976, Final Report on National Science

Foundation grant PA-44350.

25. Ibid., p. 256.

26. I. Feller, D. C. Menzel, and A. Engel, Diffusion of Technology Among

State Mission-Oriented Agencies, Center for the Study of Science



776

-6 -

Policy, Pennsylvania State University, October 1974, Final Report

on National Science Foundation grant DA-39596.

27. R. D. Bingham, The Adoption of Innovation by Local Government

(Lexington, Massachusetts: D. C. Heath, 1976).

28. L. B. Russell and C. S. Burke, Technological Diffusion in the Hospital

Sector, National Planning Association, October 1975, Final Report

to the National Science Foundation, grant RDA 75-14274.

29. A. L. Frohman, Jr., M. Schulman, and E. B. Roberts, Factors Affecting

Innovation in the Fire Services, Report to the National Bureau of

Standards, Contract 1-35905, March 1972.

30. Taken from Roessner, "Designing Public Organizations for Innovative

Behavior," op. cit.

31. Frohman, Schulman, and Roberts, op. cit., pp. 18-24 and 121.

32. Ibid., p. 121.

33. M. Radnor, Studies and Action Programs on the Law Enforcement

Equipment R&D System: Evaluative Study of the Equipment Systems

Improvement Program, Northwestern University, January 31, 1975,

Report to National Institute for Law Enforcement and Criminal

Justice, Grant No. 74-NI-99-0004-G.

34. Ibid., vol II, p. 298.

35. J. F. Blair, Jr., Industry, Innovation and the Municipal Market,

The Franklin Institute Research Laboratories, October 15, 1973,

Final report on U. S. Department of Commerce grant F-C3431.



777

-7-

36. Ibid., p. 11-25.

37. Ibid., p. 11-86.

38. Feller, Menzel, and Engel, op. cit.

39. Feller and Menzel, op. cit., p. 277.

40. Directory of Federal Technology Transfer, op. cit.

41. W. S. Baer, et al., Analysis of Federally Funded Demonstration

Projects: Final Report, Rand Corporation, R-1926-DOC, April 1976,

Final report to the Experimental Technology Incentives Program,

Department of Commerce contract no. 4-35959; and D. S. Green,

et al., Management of Federal Civilian R&D Programs. Phase I Review

and Approach for Phase II, Stanford Research Institute, May 6, 1976.

42. Feller, Menzel, and Engel, op. cit.

43. Utech and Utech, op. cit.

44. Feller and Menzel, op. cit., p. 185.

45. Ibid., p. 177.

46. For example, see F. R. Hayes and J. R. Rasmussen, (eds.), Centers

for Innovation in the Cities and States (San Francisco: San

Francisco Press, 1972); and National Science Foundation, 1974),

NSF 74-50.

47. Yin, et al., op. cit., p. 143.

48.. See, generally, Feller and Menzel, op. cit.; the case studies in

Bingham, op. cit.; W. H. Lambright, Adoption and Utilization of

Urban Technology: A Decision Making Study, Syracuse Research

Corporation, Interim report to the National Science Foundaton

33-595 0 - 78 - 50



778

- 8 -

on NSF grant RDA 75-19704, January 1977. and J. D. Eveland, E. M.

Rogers, and C. Klepper, The Innovation Process in Public

Organizations. Department of Journalism, University of Michigan.

Final report to the National Science Foundation on NSF grant RDA

75-17952, March 1977.

49. Yin et al., op. cit.; Feller and Menzel, op. cit.

50. Feller, Menzel, and Engel, op. cit.; Bingham, op.cit.; Jtech and

Utech, op. cit.

51. Feller and Menzel, op. cit.

52. Lambright, op. cit.

53. R. K. Yin, "R&D Utilization by Local Services: Problems and Proposals

for Further Research," The Rand Corporation, R-2020-DOJ, December

1976.

54. See D. C. Menzel, R. S. Friedman, and I. Feller, Development of a

Science and Technology Capability in State Legislatures: Analysis

and Recommendations, Center for the Study of Science Policy,

Pennsylvania State University, June 1973, Final report on National

Science Foundation grant GT-34868. The National Conference of State

Legislatures has an active Office of Science and Technology that

provides scientific and technical support to state legislatures.

55. Baer, et al., op. cit.; Green,et al., op. cit.



779

.: 1T jf' l'l C FIT:l I;; N B. F.PRBE!?, DTUICTOI?, NATiNAL C.t; 't :' AStCC\TTON

Chairman Reuss, Chairman Noorhead, and members of the House Subcommittee on

the City and the Joint Economic Committee, I appreciate the opportunity to appear

before you today on behalf of the National Governors' Association, the policy

instrument of the nation's Governors.

Your hearings on efforts to limit taxes and expenditures, and their im-

plications for fiszal federalism, are timely and important. Since the passage of

Proposition 13 on June 6 by the voters of California, taxpayers and public

officials in every state have been grappling hard with the problems and the op-

portunities created by efforts to limit taxes and expenditures. The issues in-

voLved are in great need of less heat and more light. These hearings can help

develop the sound and reliable base of information required for a better informed

consideration of the issues.

In my statement today I would like to address four fundamental q.estions:

1. What is the actual fiscal condition of the states?

2. What constructive steps have states taken in the past, and are they

now taking, to provide greater financial assistance to their local governments?

3. What constructive steps have states taken in the past, and are they now

taking, to limit taxes and expenditures?

4. What effects will tax limitation efforts have on the state and national

economies and on the delivery of services?

The first question -- what is the actual fiscal condition of the states? -- is

of crucial importance. I regret to say that there is widespread error and confusion

on this point -- despite the best efforts of the National Governors' Association, the

National Conference of State Legislatures, the National Association of State Budget

Officers, and others -- and it is high time to set the record straight.

Notwithstanding the data contained in the NGA-NASBO Fiscal Survey of the States.

the prevailing myth in some quarters is that there is a massive "surplus" in the

________________y-r f-e n_
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states in the range of $30 billion. This figure has been taken out of context from the

President's Economic Report of last January and from the national income and product ac-

counts of the Commerce Department's Survey of Current Business which have preceded and

followed it.

The reality, as opposed to the myth, of the state "surplus" -- or more accurately,

the states' general fund operating balance -- is quite different.

First, the general fund operating balance of state and local governments is not $30

billion. The $30 billion figure is actually a combination of what the Commerce Department

calls "social insurance funds" and "other funds." The President's Economic Report notes

that "a large part of the aggregate surplus represents accumlations of pension funds for

the 13 million employees of state and local governments." The social insurance funds are

not available to state and local governments to pay operating costs.

The most recent figures from the Commerce Department -- for the first quarter of 1978

-- show $19.9 billion in "social insurance funds" and $11.5 billion in "other funds".

These figures are significant for at least two reasons. First, they reflect the increasing

efforts by state and local governments during the past three years to put their pension

funds in order. Second, they show that of the total state-local "surplus", nearly two-

thirds is unrelated to the current state-local fiscal condition as measured by operating

balances.

Second, even the "other funds" category is misleading because it includes a signi-

ficant amount of restricted revenues -- for highways, parks, and other purposes -- not

available for general fund expenditures. The aggregate state government general fund

operating balance, as of the first quarter of 1978, was projected at six billion dollars,

and reflects sound budgeting practices. Commerce Department figures released in May in-

dicate that the local share of "other funds" has generally been larger than the state

share since 1970. In 1976, for example, "other funds" for local governments were $2.6

billion and for state governments, $1.2 billion. During the first quarter of 1978 local

governments appeared to have an operating balance of approximately the same nice

as state governments -- that is, in the range of $6 billion.

The aggregate state operating balance represents less than 6% of the aggregate oper-

ating budgets of all states. Sound budgeting experience suggests that such a contingency
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is necessary to offset unexpected emergencies or financial difficulties. The 6%

aggregate figure represents a slimmer margin for energencies than many states

normally seek to budget. Moreover, since nearly every state is requried by its con-

stitution or statutues to have. a balanced budget, such operating balances are imperative.

Third, the bulk of the aggregate state operating balance is found in just a few

states, and in those states -- such as California, where Governor Brown and the legis-

lature have acted decisively to deal with the impact of Proposition 13 -- the balances

have already been largely committed. Most states have very modest or marginal balances.

The balances reflect strong economies in energy- and food-producing states, the effects

of more progressive revenue systems in an improving national economy, and inflation-

induced revenue growth.

Fourth, the states' fiscal 1979 budgets will further reduce current balances. A

substantial percentage of the balances which are reported by the states in our surveys

will be spert in the fiscal year which began in most states on July 1. A preliminary

survey of 29 states indicates that by the end of FY 1979, next June 30, operating

balances will decline to four to five percent of general fund expenditures. The

revenues will be used to support property tax relief programs, recession-delayed pro-

jects, inflation-caused cost increases for labor and materials, and hard-pressed local

governments. Also requiring increased state financial support will be such needs as

underfunded pension liabilities, equalization of school support, services for the

handicapped, and maintenance and upgrading of the public infrastructure.

These demands will put existing balances quickly and efficiently back into the

state economies. Moreover, far from acting as a "drain" on the economy -- as the

President's Economic Reports suggests -- these resources will enable states to sup-

plement federal efforts to further expand economic growth.

In short, the reality of state finances is significantly different from the

myth. The surplus, as Barron's Magazine concluded in its May issue, is "vanishing"
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and "phantom." The aggregate operating balance for state g-vernuents is about $6

billion, or one-fifth of the commonly cited $30 billion figure, and is projected

to be proportionately smaller -- perhaps by 30% -- by the end of FY 1979. The

balances in most states are small and represent sound financial nanagement. And

far from acting as a drain on the economy, these balances will be either returned

to citizens to reduce property taxes or re-invested in economic growth and development.

It is imperative that the current misunderstanding of state fiscal data be

clarified. We have urged Chairman Schultze of the Council of Economic Advisers to

work with us to improve reporting and data collection techniques for state government

finances and to incorporate these data into the federal budget reports and the annual

Economic Report of the President. And because many federal policy makers have seemed

to interpert the state-local "surplus" figure in the national income and product ac-

counts as the definitive measure of the fiscal condition of state and local govern-

ments, we-have urged Secretary Kreps to include in the Survey of Current Business a

short explanation of the "surplus" figure and its limitations as an indicator of

fiscal condition. A copy of our letter to Secretary Kreps is attached for the re-

cord.

The impact of this information on the tax limitation debate, and on fiscal

federalism, cannot be overstated. Misinformation on the fiscal condition of the states

could well confuse, and perhaps even inflame, the tax limitation debate. And as the

night follows the day, inaccurate data will lead to unsound public policy. It is

frankly high time to consign the myth of the massive state surplus to the oblivion it

deserves. As Covernor William C. Milliken, Chairman of the National Governors' As-

sociation, has said, "Any one who claims that there are massive state surpluses is

not familiar with the facts."
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As the Administration and Congress consider the FY 1980 federal budget and

examine longer-term issues, such as continued state participation in general re-

venue sharing, it is extremely important for options to be considered and decisions

made on the basis of the reality -- not the myth -- of the states' fiscal condition.

Let me turn briefly to the three other fundamental questions before these

hearings.

The first question is what constructive steps have states taken in the past,

and are they now taking, to provide greater financial assistance to their local

governments? Precise information about this increased state assistance, which has

helped to restrict the growth of property taxes, is essential to informed debate

over tax limitation strategies.

A report just completed by the NGA Center for Policy Research entitled Allocation

of State Funds to Local Jurisdictions indicates that state support of local governments

now totals $73 billion and has virtually doubled in the last 12 years, even after

the impact of inflationt is discounted. The report also shows that two-thirds of

all state revenues go to support local governments and that state discretionary grants

to local governments have increased twice as fast as overall state aid. As a resut

local property taxes have steadily declined both as a percentage of total state-local

revenues and as a percentage of personal income.

During the past twelve years, the report shows, state assistance to local govern-

ments in welfare has grown by 450%; in revenue sharing, by 4094; in education, where

many states have acted dramatically to overhaul their school finance systems, by 240%;

in highways, by 103%; and in health and hospitals, by 259%.
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A related and equally important question is what constructive steps have states

taken in the past, and are they now taking, to limit taxes and expenditures? On the

tax side, almost every state has acted in the past three years to limit state and/or

local taxpayer liability through increased credits, deductions, or exemptions. State

circuit breaker programs, for example, now operate in 30 states and in 1977 returned

$932 million -- an increase of 108% over 1974 -- to just over five million households

-- an increase of 68% over 1974 -- for an average rebate of 8184. On the expenditure

side, tax expenditure limits of difference kinds have been set in Tennessee, New

Jersey, Colorado, and Miqhigan and are pending in other states.

In short, the past several years have seen extensive state action to limit taxes

and expenditures. The need now, as states consider new approaches in the wake of the

passage of Proposition 13, is for proposals that are well considered and precisely

targeted. To assist in this effort the NGA Center of Policy Research, in response

to a suggestion made by Governor Ella Grasso and at the request of Governor Milliken,

will serve as a clearinghouse to advise Governors on different approaches to tax and

expenditure limitation and their impact on services.

A final question of basic importance is what effects will tax limitation efforts

have on the state and national economies and on the delivery of services. The

Congressional Budget Office has just completed a report on the impact of Proposition

13 on the national economy, federal revenues, and federal expenditures. That report

is sobering and instructive. It argues that Proposition 13 will cause an employment

loss of about 60,000 jobs by the end of 1978; a reduction in the national Cons-uer



785

Price Index of 0.2% by the end of 1978 and 0.4% by mid-1980; an increase in federal

revenues of $600 million in FY 1979 and $900 million in FY 1980; and a potential re-

duction in California's participation in federal grant programs that have matching

requirements, particularly in welfare, employment and training, education, and

transit. The report further argues that "if such actions spread to a signficiant

number of states, the impact on the nation's economy and the federal budget could

become significant. Unless the reductions in taxes are at least twice as large as

the accompanying slowdown or cut in expenditures, the net effect is likely to be a

slowdown in economic activity and employment growth."

Whether or not one fully agrees with the report's data and conclusions, the

message here is clear. We must insist on knowing the full impact of proposals to

limit taxes and expenditures on the economy of the statesand the nation, and on the

delivery of services, before, n6t after, they are adopted.

On this question, as on the others I have discussed, the stakes -- for responsible

government and for fiscal federalism -- are extremely high. The National Governors'

Association will continue to address these questions as fully and forthrightly as we

can. We look forward to a continued close working relationship with the Administration

and Congress in this effort.
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July 24, 1978

Honorable Juanita N. Rreps
Secretary of Commerce
Department of Conersee
Washington, D.C. 20230

Dear Madam Secretary:

As you may know, the National. (overnors' Ascocititoll nod National Confer-
ence of State Lcgislatllre.; have expressed colIcern n several occasions about
what appears to be a widespread mlsonderstal-ding of lhe mean:ing of the state-
local "surplus" figure reflected in the n.tional incrme and p 1roduct accoonts
prepared by the Com-erce Departmellt's Boreau of Econosic Analysis. Enclosed
ace some of the -tecrials in Idilih ,el w ave conveyed our concerns to meeber.s
of the Administration, Congress, and thie pee:-.

Regrettab]y, the mtLsndersratding dl.ha; persisted despite oer efforts, al'd
it appears to have the potential to influeoce public policy. This letter is
to ask your assistaLnce in a sIall ratter that could go a lo--g way toward cleanerI
up this 01 smnderStlI;ding.

The heart of the problem is that mnay federal dhcIsinoe iier. ha1e inter-
preted the state-local 'snrplos" figure in the natie.l 00001,1 ned irluldoet
-eccmtat. thie defiliti-e e.leasure of the fiscal colldition of state and local

gov rllaments. We are slire that yoar econonists .,oeild agree thaI the national
in'e-<ee and predll:t accollts werce not intelided to 0000u01 the ahsolllto fiscal
conditien of state and local govetlrmeets anld thit tiley should not be used for
this purpose.

Wle believm thllt it 10u1d 11 helpful if the Co-luerce DcpartmeCa woald
publishil thie S1rve1 y of (:C1rr-1t Dm5101' 5 a siort cop.i dSaCtiesn nF the proci['

c ~lniog of the sulrplus figll and of its lisitatiecs as all indicl-leIr of fiiscal
coed it ln. Dy -ay of cxmnple, the feilo.lilmg langage addresses the l'aia points
with regard to the figaro's limitations:

The sir.e of state and local goverlleent s-rpluses, no, j eflel od
in tihe lnational illco-e and prodoct accoonls, hDS attracted signi icant
pablic attention inl recent months. Thie fol il ieg techtical poilIts
shnould be kept in mind in interprcting tl fhis tatitnc:

1. The nati nala iclaLne aId proderct acce-lIlt5 ,l, e net a defillniti e
melsare of the fiscal conditloa, of state cad Jocal goevi-ment. i e1
mccoelets measure -illy asong scetl-; of thi 0c0llI5y tht ge-nerate income
or product. The ace.oonts the- provide income lIld expelise info.matio

lIoLl f CII ILt I , l .444 Fe, t0 , ,,isl c1,., . ..,. W ,,l.. W,
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bht do oat tunis state and local govcrooeert hal1occ shlets, which wool dtbe necessary to make informed jodgmerots about fiscal cooditioni. Theaccotsos do lint shir, for exaple; the debt psielfion of state nodlocal goverenenLs nor do they reflect ithe condition of assets withregard to maintenance and replacement.

2. The accounts cover more than 80,000 govermeL1ts, aod aggregatetrends can mask contrary conditions for even a majority of these
governments.

3. The accounto show the net flow of social lusuranrc fends aspart of the state-local surplus althoughi thrse fuods are not avail-able to staor and local governments to pay operating costs.

4. The vast majority of state and local governmnrts are reqiiredby conatitutional provision or stntute trr ofordie on a balanced bridgetand are prohibited from irorroring to meet ueerintig costs. In thesegoverisnentr, the ability to deal with contiagr'cics may dictate thedeliberate budgeting of a surplus.

5. A significant portion of stt.ao arid local revenues is restrictedby constitltional provision or stati:.r' to specific and narrrrw arses andis therefore not relevant to the fiscal coirdition of state and localgoverlment general operating funds.

6. The size of tihe stat c-lonal sirphls as reflected in the nationalincome and product accounts mty be irifl-seirrd ry changes in the rateat hitcit slate and local *overumleets spend for crpltil eonsLrrcLtior.hrese changes mny tie ceused by etecrnal fretrrs not s iguifiranitly relatedto the fiscal condition of the g-ernneents.

An explanatiom along these lires in the higirly respected Solree>- of CirretIttLriness rewold help ensure that the start-local suiiplIs figtre is trot molsnder-stood and would therefore contribute to better-inFoered public policy.

Sincerely,

Uilijom G. Mliliken
Covernor of itichirgn
91r-nircan- National Govermors Assucinoien

n *a so Soc
Pres ident, Or egor SIrrate
Prcside-t, latiol1 Cornference of

State legislatures

0


