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ADVISGRY COMMISSION ON INTERGOVERNMENTAL RELATIONS



Dear Reader:

In 1976, when I was first
elected Governor of Utah, few
could have foreseen the critical
changes that were to occur in
American federalism. In the eight
years I have served as my state’s
chief executive, a dramatic turn-
around has occurred.

First, the long past World War
II bull market for state and local
spending, still going strong in the
early 1970s, turned bearish by the
mid-1970s. Between 1978 and
1983, state and local spending
{when adjusted for inflation) ac-
tually decreased 1 percent. By
contrast, before Proposition 13
and following the Korean War,
state and local expenditures rose
at an average annual rate of 4.5
percent in adjusted per capita
terms.

For 30 years (1949-78), federal
financial assistance was the fast-
est growing component of state-
local revenue systems. Since 1978,
federal assistance to state and
local governments has declined in
“real” terms. Expressed as a per-
centage of state-local budgets,
federal aid fell from a high of 26
percent in 1978 to 20 percent in
1983.

Changes in intergovernmental
financial arrangements were

matched by a swing in attitude.
In the early 1970s, people still
logked to Washington for solu-
tions to domestic ills. By the late
1970s, on the other hand, many
came to realize that national pro-
grams do not necessarily yield
national cures. Criticism came

from across the political spectrum.

Confusion reigned over what are,
and what should be, the respon-
sibilities of the federal govern-
ment as opposed to what is prop-
erly the role of state or local gov-
ernments.

At the same time that federal
government activities were being
increasingly questioned, the
states were showing their leader-
ship abilities. States had been
struggling with a host of negative
legacies from the past. These
legacies stemmed from the 1950s
when the states were soundly
criticized as poorly apportioned
“horse and buggy” governments,
and were saddled with a largely
deserved poor reputation because
of racial discrimination and seg-
regation in the South and other
parts of the country. In the 1960s,
the states again were chastized
for their insensitivity to urban
needs. As a result of these
charges, most states have spent
the past two decades intent upon
reform. While all have not pro-
gressed equally, and while room
for improvement exists in all 50
states, as a group they were ready
to face the challenges of the early
1980s.

Over the past few years, states
have faced the challenge of severe
federal aid cuts. Most have raised
taxes and maintained state ser-
vices. They stretched their inter-
governmental dollars and made
up for shortfalls in federal as-
sistance in critical areas.

States were key participants in
the natienal debate over the Rea-
gan Administration’s “New Fed-
eralism” proposals and, although
agreement was not reached, the
states are now leading the way
toward a “de facto New Federal-
ism” in which more and more of
our important domestic decision-
making is taking place in state
capitals rather than in Washing-
ton.

During my eight years as gov-
ernor, I have been part of the be-
ginning of a new era in inter-
governmental relations. The
states should receive high marks
for their records in the early '80s,
both for keeping their own houses
in order during times of economic
hardships, and also for assuming
leadership roles in the national
debate over federal fiscal prob-
lems. In my tenure as chairman
of the National Governors’ Asso-
ciation, state leaders widened
their scope of interest to include
federal budgetary priorities and,
although these priorities are still
being established, I am confident
that at least they are being set
within the context of a stronger
federal system.

The Advisory Commission on
Intergovernmental Relations, on
which I serve, marks its 25th year
this September of chronicling
intergovernmental events and
pointing the way to change. I
commend the Commission for so
ably fulfilling its original man-
date.

S

ot wirtlastra

Scott Matheson
Governor
State of Utah
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Congress Limits Municipal
Antitrust Exposure

The last few months have wit-
nessed a flurry of activity at the
national level concerning municipal
fiability under federal antitrust laws.
Under similar legislation adopted by
both the Senate and the House, local
governments, their officials, and pri-
vate parties directed by localities will
be exempted from paymg damagee
unuer Let“l,dln LUllUlLlUllb but not uuul
injunctions requiring the offending
actions to cease.

Municipal liability under antitrust
laws was first enunciated in the Su-
preme Court’s Lafayette decision
(1978) and was then underscored and
broadened by the Boulder ruling four
years later. Prior to these decisions it
was widely assumed that local gov-
ernments, like the states, were im-
mune frﬁm any | }ou! ulnfc f"lnrl nndnr
Sherman Antltrust Act. The new
standard provides that local govern-
ments and their officials can be sued
in federal courts under the Sherman
Act for conduct alleged to have anti-
competitive effects; that their actions
can be temporarily or, if they lose the
lawsuit, permanently halted; and that
they are liable for three-times the
monetary damages proven plus the
harmed-party’s attorney’s fees.

Numerous groups have decried this
broad exposure—arguing that it seri-
ously and unnecessrily hampers
governance by localities—and have
urged that solutions be implemented
at both the state and national levels.
Bills providing immunities or exemp-
tions from damages under the Sher-
man Act were introduced in both the
House and Senate, and hearings had
been held by the respective Judiciary
Committees. But these hearings at-
tracted the attention of few members.

Interest picked up in January 1984
following a jury ruling in the Grays-
lake case that the actions of two local

g‘n"vremmbnts nnr‘ f}'u‘ﬂu m“ “hﬂp‘ n'ﬁ"-

cials had violated federal antitrust
laws in a fairly routine land use and
sewerage permit case. Damages of
$9.5 million were claimed and, as ex-

In

isting laws require, were auto-
matically trebled to $27.5 million.
Then in May, the Federal Trade
Commission (FTC) filed lawsuits un-
der the Sherman Act against the
cities of New Orleans and Min-
neapolis asserting that their taxicab
regulatory practices were unreason-
ably anticompetitive. These two
events gave the issue an immediacy
and a focus. Congress responded
quickly, moving simultanecusly along
two tracks.

One track, the more recent of the
twe, included efforts to restrain the
FTC from suing municipalities, First,
Representatives Sabo (MN) and Boggs
(LA), respectively, attached an
amendment to the 1985 appropri-
ations bill for the FTC, Justice, and
Commerce Departments (H.R. 5712}
blocking the agency from using fed-
eral funds for these lawsuits. This

amendment narrowly survived the

House Appropriations Committee and
the full House.

On the Senate side, Senator Hol-
lings (3C) offered an amendment to
the appropriation bill that would
have also restricted FTC action, but
the amendment was soundly defeated
in that chamber. The two appropri-
ations bills—one restricting the use of
FTC funds, the other not—went to
conference. Conferees from both
houses retained the FTC-limiting
amendment. On August 8, the House
overwhelmingly approved the Confer-
ence Report on HR. 5712, the 1985
Appropriations Bill for the FTC,
dusube, and Commierce ucpku [
ments. The Senate approved the Re-
port the following day and it was
submitted to the White House where
it awaits final action.

Still to be reckoned with, however,
is the broader concern of protecting
local governments, their officials, and
private parties acting with them from
liability under federal antitrust laws.
The FTC had only sued two govern-

nte and in th m
ments and in these cases no da.uageﬂ

could be assessed; but more than 200
cases have been filed against local
governments and their officials by
private parties since Boulder. In

nmental
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these cases, treble damages and at-
torney’s fees were at stake.

Grayslake and the FTC uproar
also served to mobilize forces along
this second broader track. In June,
the Senate Judiciary Committee ap-
proved S. 1578, introduced by Senator
Thurmond (SC), which would relieve
local governments, their officials, and
private parties acting under appro-
priate governmental authorization
from damage payments in suits filed
under federal antitrust laws. 8. 1578
was subsequently attached to H.R.
5712, the appropriations bill dis-
cussed above. Congress subsequently
dropped this amendment from their
repert so that it could follow standard
legislative processes.

On the House side, the full Ju-
diciary Committee had been con-
sidering three bills authored by com-
mittee members and unanimously
adopted H.R. 6027 sponsored by Rep-
resentatives Rodino and Fish exemp-
ting municipalities, their officials,
and properly authorized private par-
ties from damage payments under the
Sherman Act. This bill is very simi-
lar to the one Sponsor ed uy Senator
Thurmond. On August 8, the same
day it approved blocking FTC suits
against local governments, the House
gverwhelmingly adopted H.R. 6027 by
a margin of 414—5.

ACIR has been monitoring activity
in this area by other concerned par-
ties (see article in Perspective, Fall
1983, Vol. 9, No. 4). Two public inter-
est groupb recently adopted policy on
m‘LiﬁiCipa: antitrust ud.uuu._y On uuly
30 the National Governors’' Associa-
tion stated: “Congress should amend
the federal antitrust laws to grant
immunity te all its units of local gov-
ernment equal to the immunity held
by states.” This position mirrors ones
held by numerous groups repre-
senting local governments and offi-
cials. A few weeks earlier, the Ameri-
can Society for Public Administration

adonted policy ureing Co nd
Pleq poilcy urging Longress and

state legislatures to enact “legislation
that would afford the same immunity
status and exemptions from liabilities
under the antitrust laws for local



government officials and local general

nurnnes onvarnmental nnite ag 1 now
PUlpUst gUyCliidiciival Units as 15 now

enjoyed by the states . . .” |and] pro-
hibit the recovery of money damages

.” from those governments or their
officials.

Single Audit Bilis Advance

“Uniform Single Financial Audit
Act” legislation to simplify and stan-

Aardize thae finanrial auditing va_
GarciZe une nnancla: avaiting re

quirements for federal grants and
other assistance passed the Senate
last November and the House in May.

Both measures, S. 1510 and H.R.
4821, would require an organiza-
tional-wide audit of federal funds be
done by state and local governments
receiving federal assistance. The
measures would improve the financial
management of federal assistance
programs and would strive to relieve
state and local governments and non-
profit organizations of costly paper-
work burdens due to conflicting, re-
dundant, and sometimes unreason-
able audit requirements under certain
intergovernmental programs. These
measures also require that the
national government pay its share of
auditing expenses.

The three major distinctions be-
tween the Senate and House bills—
the amount that triggers an audit,
the frequency with which an audit
will be conducted and the amount
that triggers the specific compliance
test—still need to be resolved.

The Advizory Commission on Inter-
governmental Relations supports the
single audit concept. In 1981, the
Commission’s study, Fiscal Man-
agement of Federal Pass-Through
Grants: The Need for More Uni-
form Requirements and Pro-
cedures, recommended that Congress
pass legislation to (1) provide for im-
proved cpordination of audits and pre-
scribed appropriate means for reim-
bursement, (2) standardize and
streamline administrative require-
ments, and (3) consolidate federal
programs which create unnecessary
requirements for recipients.

Treasury Study Underway,

Particinatac
Caricipaies

When Congress reauthorized the
General Revenue Sharing program
last year, it also ordered the Secre-
tary of the Treasury to study a num-

har af iconac in Inferonvarnmantal
CeT 01 I55Ues 1 Inlergovernimenias

fiscal relationships and to report his
findings to Congress by June 30,
1985. The Treasury Department is
required to consult with certain orga-
nizations, including ACIR, in plan-
ning the studies and may include
them in the actual research. An Ad-
visory Group on the Studies of
Federal-State-Local Fiscal Relations,
which includes officials representing
22 organizations of state and local
governments, has been formed and
had its first meeting in July.

Commission staff members are
working on two parts of the Treasury
study. The first will examine the con-
cept of returning revenue sources to
state and local governments along
with responsibility for programs now
funded by the national government.
Once realistic revenue turnback and
program trade-off proposals are de-
veloped, the impact on each state will
be estimated. The study will also
evaluate options for dealing with the
fiscal mismatch that occurs when the
costs of the programs being re-
dbmgneu are far greater or smaller for
certain states than the proceeds gen-
erated by the revenue sources being
returned.

ACIR staff will also report on the
intergovernmental impact of deduct-
ing state and local government taxes
from the federal individual income
tax. As required by the legislation,
the study will also examine state-by-
state effects of exchanging revenue

charine inrreaves for same chanoes in
D1l illy LI TASLS il SULLC Liialigts il

the deductibility provisions.

Crossover Sanction Adopted
ise Drinking Age

New
to Raise Ag

On July 17, 1984 President Reagan
sighed legislation designed to compel
all states to adopt a minimum drink-

ing age of 21 or have their federal
hichwav aid radnead hy un ta 10% hy

EUpiiyTay Gl ITUULTO Uy up W auv A oy

1987. Initially, the Preqldent had
been reluctant to support such a
heavy-handed approach to changing
state drinking age laws, preferring
instead to continue an existing pro-
gram of incentives for state actions
against drunk driving. In the view of
many, stronger federal action on this
issue appeared unnecessary because
20 states had already raised their
drinking ages since 1980, and only
eight contmued to permit alcohal con-
sumption at age 18. Nevertheless, the
drinking age issue proved to be as
popular with Congress as with the
state legislatures and, on the advice
of Secretary of Transportation Eliza-
beth Dole, the President reversed his
opposition on June 13, 1984 and came
out strongly for federal sanctions to
enforce a national drinking age. With
the President’s backing, the legis-
lation sailed through Congress within
a month.

Because of its fiscal penalties, P.L.
98-363 belongs to a select group of
highly coercive intergovernmental
regulations known as crossover sarnc-
tions. Crossover sanctions impose fis-
cal penalties in one federal program
area in order to influence state and
local policy in another. Thus, a fail-
ure to comply with the requirements
of one program can result in the re-
duction or termination of funds in an-
other, separately authorized program.
As detailed in ACIR’s recent report
on Regulatory Federalism: Policy,
Process, Impact, and Reform
(A-95), such crossover sanctions have
been used with particular frequency
in the transportation field, where
they were first adepted in the High-
way Beautification Act of 1965.
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Once a primarily private enterprise,
mass transportation in the U.S. has be-
come predominantly a governmental ac-
tivity over the past two decades, involving
at least $12 billion in public funds each
year. Yet, many public transit agencies
are now in deep financial trouble, and es-
tablished intergovernmental arrange-
ments for footing this bill are shifting.

This article is based on an ACIR study which exam-
ines the challenges faced by federal, state, and local
policymakers who are seeking to preserve and improve
the mobility of their constituents in the nation’s 335
metropolitan areas. The article identifies many of the
transit industry’s current problems and new
approaches, examines the key intergovernmental
issues, and suggests a range of policy options for con-
sideration.

TRANSIT IN TRANSITION

The transition from private to public transit was ac-
companied by a dramatic evolution in goals and mo-
tives: from profit-making Lo such public ends as re-
ducing traffic congestion, air pollution, and noise; con-
serving energy; and improving mobilily of special
groups like the poor, the handicapped, and the elderly.
These newer goals have required rapidly rising public
subsidies. The size of these subsidies is now being ques-
tioned as public resources at all governmental levels
have become increasingly scarce.

Having made the leap, in the space of two decades,
from an almost wholly private to an almost wholly pub-
lic endeavor, mass transit has become even more inter-
governmental in character. In the process, local gov-
ernment expenditures for transit have become common
throughout urban America, rather than being limited
to the largest cities. In addition, federal aid for transit
expenditures has moved from almost zero to about $4
billion annually in the space of just two decades, As a
result of this federal aid, metropolitan transit planning
has been established in all of the nation’s metropolitan
areas. And, by 1982, all 50 states had established tran-
sit programs; with budgets for these mostly new pro-
grams {created since 1970) totaling $1.2 billion in 1980,
$1.9 billion in 1982, and $2.4 billion by 1983. This state
funding largely takes the form of aid to local systems.

As we approach mid-decade, mass transit appears
poised for further readjustments. Among the pressures
for change are the following:

« Due to lack of maintenance, many public transit
facilities and vehicles are falling into disrepair at
an alarming rate.

« Public transit operating subsidies are often felt to be
at unsustainable levels and to be benefiting the af-
fluent more than the poor.

« New rail systems may no longer be feasible to build
and operate.

» Transit may not be viewed as a national respon-
sibility and might be turned back to the state and
local governments. Federal budget cuts for transit
operating subsidies have been made and the Rea-
gan Administration has sought to phase out federal
funds for operating costs altogether.

Coupling these specific pressures with the over-
arching demographiec, economic, political, and tech-
nological changes that are affecting the environment in
which public and private decisions are made suggests:

« devising more flexible transit systems to meet in-



creasingly diverse and dispersed needs;

« constructing fewer larger new subway sysiems (and
extending older ones), while better maintaining
and using existing ones;

« shifting in densely populated areas to less costly al-
ternatives like light rail, busways, HOV lanes, and
ridesharing;

« increasing reliance on the fare box to pay transit
costs;

o less reliance on the national government, coupled
with larger roles for the state and local govern-
ments; and,

« greater use of private sector transit providers, and
rethinking public regulations affecting transit.

This highly fluid setting requires a flexible view of
transit. Thus, ACIR’s definition of transit is open-
ended. It includes the traditional forms of transit (con-
ventional bus and rail services) along with the many
varieties of paratransit (See Chart 1 for a list of com-
ponents).

The ACIR study foresees an unusual amount of insti-
tutional, financial, and service adaptation in the field of
transit. As a result of shifts in the forms and amounts
of Intergovernmental transit aid, local governments and
metropolitan organizations probably will acquire in-
creasing responsibilities for raising funds, redesigning
transit services, improving productivity, and coordi-
nating activities with the private sector.

EASING FINANCIAL PRESSURES:

MDD ADDIODMAANUECES
ruun ArrnuALnICY

Many changes in organizing, financing, and providing
transit services have been tried in recent years to ease
financial pressures. These innovations fit into four
categories: (1) increasing the productivity of con-
ventional services; (2) spinning-oft to paratransit—
either public or private—those demands for service not
efficiently met by conventional transit systems; (3) im-
proving coordination among urban transportation
modes; and (4) establishing more equitable and reliable
revenue sources.

CHART 1
Types of Transit
CONVENTIONAL PARATRANSIT
Bus Carpool {organized)

Rapid Transit (heavy rail} Vanpool
Street Car (light rail) Social Services Van

Troliey Bus Minibus

Ferryboat Taxi

Commuter Railroad Jitney
Dial-a-bus
Subscription Bus
Shuttie

Courtesy Car

Source: ACIR Staff.

Stretching Dollars for Conventional Transit

“Efficiency measures” like technological innovations,
operational improvements, and upgrading employee
training and morale arc the most obvious ways to in-
crease transit productivity, When ACIR surveyed a
broad cross-section of cily, county, transit authority,
metropolitan planning, and transit union officials in 56
m(,trop(}lltan areas (spanning 48 states), it found that
increasing the overall productivily or cost effectiveness
of regularly scheduled bus and rail systems was the
most often-cited need of transit systems.

Respondents to the ACIR survey may have been reac-
ting to a perceived drop in productivity that occurred in
the early 1970s. Although acknowledging negative pro-
ductivity in transit during that period, James Graebner,
President of the American Public Transit Association
{APTA), testified on the reversal of this trend:

. during the growth in federal operating support
from 1975 to 1980, basic measures of productivity and
efficiency in transit have improved markedly . ..
—passengers per employee increased 15%;
—passengers per vehicle mile inercased 18%:
—operating expenses increased only 5%, when ad-
justed for inflation;

—expense per passenger decreased 15%, when ad-
justed for inflation.'

Mr. Graebner further challenged the view that the
transit industry has not been flexible:

A close review of the industry today would reveal in-
creasingly wide-spread and successful innovations in
service development, including the use of contract
services, private providers, new fare structures, the
wide-spread adoption of performance-based manage-
ment technigques and broad-based efforts at cost con-
trol, particularly in the labor area.”

Despite progress in making transit operations more
efficient, ACIR’s survey found that officials tother than
labor representatives) most often cited labor-related
concerns—costs, rules and disputes—as impediments to
further progress. This emphasis is not surprising given
the labor intensity of transit—labor represents from
60% to over 80% of operating costs, depending upon the
system. The concentration of transit services in the
morning and evening rush-hour peaks makes it difficult
te control operating costs while treating ltabor fairly.
Split shifts, which result in eleven-hour to thirteen-
hour days for full-time drivers who may actually drive
only eight hours, raise questions about overtime pay {at
time-and-a-haltrates) and using part-time drivers. Such
issues are settled by federally-protected collective bar-
gaining negotiations and are set in long-term union
contracts.

'ACIR hearing, "Mass Transportation in the 1980s,” Washington, DC,
June 6, 1984.
2ibid.



Robert Malofsky, speaking for the Amalgamated

Transit Union, stressed that, since 1974, “transit man-
agement in cooneration with ]nhm" has achieved mean-

(=3 A8 Lo 4 AVPRR RE R MR L0) 8 s s Ajdd AGARARAL, AIGAS QUILIT YO 1

ingful cost savmgs and has 1nst1tuted a variety of mea-
sures designed to increase productivity while prowdm%
fair and reasonable compensation to transit workers.’
In labor’s defense, he also emphasized findings from
several sources mdlcatmg that (1} federal operating as-
sistance has not caused rising transit costs; (2) that
transit wage increases have not been disproportionate
to those of other public employees and the industrial
workforce; and (3) that local bargainers in recent years
have accommodated productivity gains under the ex-

isting labor- management framework.
Encouraging Ridesharing

Since the 1973 oil crisis, ridesharing (usually orga-
nized carpools or vanpools but also mcludmg shared
taxis, social services vans, and other modes) has in-
creased substantially. Before that time there were few
public programs encouraging this activity. Now, pub-
licly organized and operated ridesharing programs are
operative in 256 urbanized areas covering 48 states and
the District of Columbia. In addition, 754 private com-
panies sponsor vanpools for their employees. The total
number of public and private vanpoels is well over
14,000, and ridesharing activities are supported by
more than 1,000 fringe parking lots which were built
for commuters with state assistance. The 1980 Census
found that ridesharing accounts for three times as
many of the nation’s worktrips as conventional transit,
and nearly a third as many as the dominant single-
occupant private cars. Only 6.4 percent of such trips are
made by conventional transit (see Table 1).

Although some analysts view paratransit as a sub-
stitute for conventional transit systems,* most transit
experts see ridesharing as supplementing conventional

high-volume services in urbanized areas. Used carefully

and creatively, so as not to subtract from conventional
services, paratransit, it is argued, can help control
transit costs by: (1) providing alternative services that
may competitively exert downward pressures on costs;
(2) providing economical feeder services from low den-
sity areas to strengthen ridership on conventional sys-
tems; (3) leveling costly peak demands on conventional

systems; and, (4) allowing conventional systems to shed

costly low-volume routes and services designed to meet
special needs like those of the handicapped. If most or
all of the costs of paratransit services are picked-up by

users or private companies—as happens in a number of
cases—then public transit budgets are relieved in stilli a
fifth way. Such diverse areas as Los Angeles, San Fran-

cisco, Dallas-Fort Worth, Minneapolis-St. Paul, Knox-
ville, and Norfolk offer good examples of integrating

paratransit modes into the total transit picture. Greater

use of ridesharing to increase transit productivity was

bid.

* Gabriel Roth, et al, Free Enterprise Urban Transportation {Learning

From Abroad Series, Vol. 5) Transaction Books.

Table 1
WORKTRIPS IN THE U.S.
1980 '

Workships made by:

Auto (drive aloneg) - B44 -

Ridesharing - 19.7 -
- Transit 64
“Walk b6
Other Means 16 .
- Work at Home 23

‘Source: U.S. Bureau of the Census, 1980 Comusfof_ Popcdlﬂon

favored by 65 percent of all respondents in the ACIR
survey.

Orchestrating Services

Coordinating transit services is frequently com-
plicated by the patchwork of providers that operate in
many metropolitan areas. For example, many para-
transit programs are private, although eight percent
are administered by public transit agencies, and other
public agencies are involved in still larger numbers of
these programs. In addition, conventional transit ser-
vices are supplied by multiple operators in over one-
third of all metropolitan areas (see Table 2). By far the
largest number—nearly two-thirds—of transit operators
are municipal, but many of the large bus and subway
systems are run by special authorities which together
account for half of all public transit expenditures (see
Table 3). Counties and states operate fewer of the regu-
larly scheduled systems. Altogether, public operators
run about 95 percent of all the conventional transit
services, even though about half of all operators {(mostly
small bus companies) remain private.

The main goal, of both conventional transit and
paratransit—moving as many people as possible in high
occupancy vehicles (HOV)—can be accomplished by a
combination of policies that (1) make needed services
available, convenient, and comfortable; (2) keep fares
affordable and competitive with automobile costs; and,
(3) accommodate unimpeded HOV use via special
rights-of-way. The higher density of urban develop-
ment, the more necessary it is to coordinate all the
transit and paratransit operations with one another and
with programs that allocate roadway and parking
space. Both space and time cost money, so the best solu-
tion is one that moves the largest number of people into
and out of their destinations the quickest, using the
fewest vehicles and devoting the least space to trans-
portation facilities.

The benefits of transit, it is argued, are most fully
realized when various operators, highway and parking
programs, and land development are all harmonized.
Respondents to ACIR’s survey rated deficiencies in such
coordination “serious” or “intractable” less than half



the time. Yet, 52 percent in the Northeast found coor-
dination with parking policies ineffective, 38 percent in
the South and West found coordination with land use
inadequate, 37 percent in the Great Lake/Plains region
reported significant problems in coordinating diverse
transit agencies, and 27 percent in the Northeast found
harmony with auto toll policies seriously deficient.
Generally, such problems were less serious in small
metropolitan areas than in large ones. This substantial,
although not uniform or overwhelming, need to improve
coordination in metropolitan areas spurred ACIR sur-
vey respondents to solidly support the following actions:

« 83 percent wanted stronger strategic planning pro-
cesses to examine the nature of transit services
needed to meet future needs;

» 68 percent saw a need for greater use of informal
coordination techniques like intergovernmental
task forces, committees, meetings, and staff shar-
ing;

« 62 percent placed greater stress on shorter-range
planning concerns like maintaining transit equip-
ment and facilities as well as operational improve-
ments; and

» 53 percent sought to expand the scope of planning
to encompass current financial, regulatory, and
public-private partnership issues,

Revenue Concerns

Transit in the United States slid from profitability
before and immediatedly after World War 1l into public
subsidization. Fares, on the average, now cover only
about 40 percent of conventional transit operating costs
and none of major capital costs. Currently, about two-
thirds of transit expenses are for operations; one-third
meet capital needs.

Fares (plus other operating revenues) and local sub-
sidies together cover 70 percent of operating costs. State
and federal funds cover the rest (see Table 4). Recently,
the proportion of operating costs covered by fares has
begun to stabilize and local, as well as state, assistance
is rising to compensate for the shrinkage in federal op-
erating assistance.

Capital costs, in contrast, are met in quite a different
fashion. For most places, the national government picks
up 80% of them and one penny of the federal gasoline
tax is now dedicated to capital acquisitions for transit.

Dedicated local taxes are becoming fairly widespread,
reliable means of financing transit. Among all respon-
dents in the ACIR survey, 78% favored establishing
such taxes in more places, or increasing present rates.
Next to encouraging greater private-sector participation
in financing transit, dedicated taxes were the most
popular revenue-raising proposal among survey respon-
dents.

Nevertheless, respondents noted that it would be
quite difficult in many areas to raise transit fares fur-
ther without logsing riders (79%) and that existing legal
limitations are seriously constraining the local ability
to tax (529%). Still, 62% of all respondents supported
efforts to raise fares and 60% supported using special

Table 2

Number of Fixed Route, Scheduled
Transit Operators.1 lg’ae{ Urbanized Area:

Number of Operators Urbanized Areas

Per Area Number Percent
0 16 57
1 166 59.5
2-10 87 31.2
11-20 6 2.2
21+ 4 1.4

TOTALS 279 100.0%

Source: U.5. Depariment of Transportation, Urban Mass
Transportation Administration, A Directory of Regularly
Scheduled, Fixed Route, Local Public Transportation
Service in Urbanized Areas Over 50,000 Population
(Washington, DC: U.S. Government Printing Office,
August 1981).

Table 3
Public Transit Systems in the U.S.—1982

Total Transit

Public Systems Expenditures
Type of

Operator  Number Percent ($ million) Percént
State 7 1.2 $ 24405 162
County 85 15.3 772.6 5.2
Municipal 354 63.7 4,239.5 28.2
District or 110 19.8 7586.2 504
Authority

TOTAL 556 100.00 $15,038.8 100.00

Source: 1982 Government Finance Computer Tape, U.S. Bureau
of the Census.

Table 4
Transit Financing: 1980

Source of For Operating For Capital
Revenues Purposes’ Purposes?®
Fares 41% ——
Other Operating 2% —_
Revenue

Local Governments 27% 12.3%
State Governments 13% 9.0%
Federal Government 17% 78.7%
TOTAL 100% 100.0%

TAPTA, Transi Fact Book: 1981, p. 45

2U.S. Department of Transportation, Urban Mass Transportation
Administration, National Urban Mass Transportation Statistics
Section 15 Report, June 1982. Note: These data ignore capital
projects that are carried out without federal support.
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henefit districts to capture part of the increased loca-
tional values generated by transit services. In contrast,
only about 32% of all respondents favored greater reli-
ance on local general revenues, while nearly half op-
posed this measure. These results probably reflect pres-
sures on this source for other purposes and the fact that
most citizens do not use transit themselves and there-
fore find it hard to favor higher local subsidies from
general revenues.

Support is widespread for stabilizing the share of
costs met from the farebox. Industry analysts generally
recommend yearly fare revisions to reflect more closely
costs and the market value of services, a view shared
by a margin of almost five-to-one among respondents to
ACIR’s survey. In addition. the survey found significant
support for greater use of distance-based fares and
peak-pricing, especially for bus services, and a recent
survey by the U.S. Conference of Mayors found two-
thirds of the mayors queried supporting fares that pro-
vide between 30% and 50% of needed operating costs.
Nearly half of these mayors thought the level should be
between 40% and 50%. The responses to a 1981 survey
of state transit policy-makers and local transit oper-
ators suggest that, on the average, users should cover
about one half of transit costs. Allowing fares to reflect
market value and costs raises the questions of equity.
Even atl 50% of operating costs, fares may be too high
to allow mobility for certain needy groups.

The importance of federal and state aid was under-
scored by ACIR’s survey results. Real or expected losses
of intergovernmental aid were considered to be a seri-
ous or intractable difficulty by over 82¢% of ACIR's sur-
vey respondents. By contrast, if federal aid were con-
tinued at present levels, 77% of all respondents thought
they could improve or at least maintain existing levels
of transit mobility. If all federal aid were eliminated,
nearly 90% thought service levels would decline. In ad-
dition, 65% of all the respondents felt that the lack of
state legislative support was a serious handicap for
their programs.

Tensions and Options

The transit industry today faces a number of stresses
and strains including conflicts that arise between diverse
transit and paratransit service providers who are seeking
a competitive edge; tensions that are created by efforts to
coordinate or consolidate independent transit systems;
opposition that occurrs when transit workers strive to
maintain and improve their position; the difficulties that
emerge when groups try to meet federal requirements;
and pressures that mount when attempting to stabilize
trangit financing. Resolving these controversies might
help create a stronger transit industry.

Service Competition. Although buses, subways and
commuter railroads can compete favorably with autos
in high density urban areas, they cannot readily do so
in suburbs or other areas where travel is dispersed.
Yet, transit is needed throughout metropolitan America
because one-third of the population consists of those
who are too old, too young or too handicapped to drive,

‘ ‘ Yet, transit is needed
throughout metropolitan
America because one-third of the
population consists of those who
are too old, too young or too
handicapped to drive, and many
others cannot afford cars or
prefer not to drive. , ,

and many others cannot afford cars or prefer not to
drive. To cite one authority,

The challenge, then, is to create the equivalent of
automobile-mobility for everyone . . . . small vehicles
are likely to predominate in low-density locales. The
most promising systems will use automobiles and
auto-like vehicles as public transit vehicles, operating
in the shared-ride, taxi, and jitney modes.”

Ridesharing programs, on the increase for the past
decade, now far outstrip conventional transit, as noted
previously,

Although some public transit agencies have en-
couraged paratransit alternatives to complement their
conventional services, many feel that service alterna-
tives have received undue attention. As James Graebner
emphasized:

In the next five years over $36 billion in transit capi-
tal investment will be required to finance the rehabil-
itation of badly outworn facilities and equipment, im-
prove existing services, and provide basic levels of
service to growing communities across the country.

Over eighty percent of this $36 billion is associated
Just with maintaining current levels of service or
meeling existing demand. In the face of such stag-
gering and essential capital investment requirements,
“adaptation” seems to be a rather anemic theme. To
meet these needs we must set the euphemisms about
infrastructure and federalism aside and stop looking
at the margin for small solutions to large problems.”

APTA’s maintains thal more money is needed for con-
ventional transit and that such funding should be di-
rected to the publicly-owned transit operators who pro-
vide 95 percent of these traditional services.

Competition, coordination and policymaking. The

competition between conventional transit and para-

"Melvin M. Webber, "Viewpoint,” Planning, July 1984, p. 42.
“ACIR hearings.



transit options might be mediated by requiring both to
meet certain standards. A so-called “full service” transit
agency—one responsible for both types of services—
might be in the strongest position to calculate and di-
rectly implement the most cost-effective and satisfying
mixture of services. Some observers, however, helieve
that ridesharing options often would be short-changed
in such a setting because of conventional transit’s
overwhelming financial needs and labor’s support for
maintaining conventional transit jobs.

An impartial metropolitan-wide transit funding
agency that is composed of local elected officials and is
unfettered by operating responsibilities might make the
analyses and allocate funds among the various types of
transit. Some analysts see such organizations as having
the best chance to balance conflicting demands. On the
other hand, if this type of authoritative revenue-raising
and dispersing agency is politically impossible in any
given metropolitan area, the official *“ metropolitan
planning organization” (MPO) designated to meet fed-
eral planning requirements could be used on a volun-
tary basis to perform similar analyses and to recom-
mend nonbinding funding allocations.

In general policymaking in metropolitan areas is
fragmented, and this fragmentation generally increases
with the size of the area. The average metropolitan
area has about 100 local governments of all types, most
of which carry on activities that affect transportation
directly or indirectly. About one-third of the nation’s
metropolitan areas have multiple agencies providing
conventional transit services plus others providing
paratransit activities. In addition, the national govern-
ment offers more than half-a-dozen different types of
grants that may be used to help meet transit needs, and
another four to support urban transportation planning.

The federally-mandated mechanism for coordinating
this multitude of diverse decision points has been the
MPOs. These voluntary advisory bodies representing all
the local governments and public transportation agen-
cies (highway as well as transit) in the area, plus state
transportation officials, are officially designated for
each area by the governor (or governors, when the met-
ropolitan area crosses state lines) in consultation with
local officials. The designation makes an MPO respon-
sible for preparing a comprehensive transportation and
fand-development plan for the whole area, and for
translating this plan into a multi-year program of
scheduled transportation improvemeni projects that will
be eligible for federal funding.

Although MPOs sometimes are key agents in de-
veloping areawide transportation strategies, they
usually play a more limited mediating role. The MP(O's
job is frequently confined to checking-out potential con-
flicts between highways and land developments and
sometimes encompasses coordinating multiple transit
operators in the metropolitan areas—on a mutually
agreeable basis. The MPO role is much more cir-
cumscribed if the arca has an arcawide “full service” or
“Lransit funding” agency that prepares complete transit
plans encompassing both conventional transit and para-

transit, and has the authority to implement those
plans.

Some analysts urge a stronger MPQO role. They note
the more general scope of responsibilities these organi-
zalions possess in comparison to the single-purpose
transit agencies, and argue that overall transportation
and related land-development strategies should be
shaped by broader organizations. About 55 percent of
the nation’s MPO's are general purpose regional coun-
cils (frequently called councils of governments) and are
in a good position to bring their areas’ generalists (rep-
resenting both highway and transit agencies) under one
roof. If these organizations had budget powers over the
transportation agencies, it is reasoned, they could effec-
tuate their broad-based strategies.

Despite these arguments, local governments tend to
remain too independent to allow MPO's to expand be-
vond technical analysis and advisory roles. ACIR’s mail
survey and field interviewing both revealed continuing
sentiments for the present limited MPO role. The sup-
port cited earlier for stronger strategic planning, more
informal coordination, shorter range planning, and a
broader scope of planning is all directed at strengthen-
ing the technical planning process, not giving MPOs
greater power. In fact, the survey question that asked if
MPO’s should be given greater authority drew more op-
position {34%) than support (25%). However, slightly
over half of the respondents liked the concept of setting
up a transit funding agency that could allocate funds
among competing transit service delivery organizations
{public and private) without being encumbered with
service delivery duties of its own. Only 15 percent of re-
spondents perceived this suggestion to be disadvantage-
ous, with much of this epposition coming from MPQ,
western, and small-area officials.

The consequences of {ragmented land-development
and transportation decisionmaking in metropolitan
areas demonstrate the continuing need for an inter-
governmental mechanism to coordinate planning and to
resolve conflicts. Fragmentation is accentuated by the
separateness of the several different federal programs
that aid transit and urban transportation planning.
Most aid programs are not funneled through a single
body, thereby diffusing responsibility for coordinating
transit systems,

‘ ‘ The consequences of
fragmented land-development
and transportation
decisionmaking in metropolitan
areas demonstrate the
continuing need for an
imtergovernmental mechanism to
coordinate planning and to

resolve conflicts. , ,
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The Surface Transportation Assistance Act of 1982,
which established the new transit block grant, retains
both operating and capital subsidies as well as the
flexibility to use several federal transit and highway
grant programs in a coordinated fashion if the diverse
parties receiving them can agree to do so. This ap-
proach has the support of all the major interest groups
at present, but some are willing to consider even fur-
ther program consolidations in the future.’

Those who worry that the pendulum has swung too
far toward the public sector, however, point out that
government programs are sometimes unwieldy in com-
parison to greater efficiencies that can be achieved in
the marketplace. Transit would be improved, they ar-
gue, by further deregulation and by increased com-
petition from small operators, rather than by con-
sciously attempting to redirect public policy to take
fuller advantage of a broader range of public and pri-
vate service providers. Those who favor deregulation
and greater private competition, as well as those who
fear lost independence by individual localities and tran-
sit agencies, generally oppose stronger MPOs, fuli-
service transit authorities, and areawide transit fund-
ing agencies.

Labor Role. Because labor is the largest cost factor in
conventional transit, it receives a great deal of atten-
tion. When the first significant national transit aid
program was enacted in 1964, a provision known as
Section 13¢ was included to protect the collective bar-
gaining rights and other benefits that unions had estab-
lished with the privately owned transit companies then
being bought out with public funds. All federally as-
sisted transit systems operate within a typical labor-
management relations framework.

This framework limits what management can do out-
side negotiated contracts to cut costs, increase preduc-
tivity, or shift operations to paratransit or private ser-
vice providers. Management (rustration and labor in-
gistence on maintaining its collective bargaining posi-
tion are equally understandable. This issue is becoming
more intense because of increased fiscal pressures on
most transit systems.

Both labor’'s and management’s needs might be met
through greater involvement of union representatives
in transit pohicymaking. There is very little such in-
volvement now except within the contract negotiation
setting. There seems to be some receptivity to this idea
on hoth sides. The union representatives appearing at
the ACIR hearing favored union representation on
MPO and transit-agency governing boards as well as
other types of policy involvement. The American Asso-
ciation of State Highway and Transportation Officials
and the National Association of Regional Councils
agreed with the principle of involvement but stopped
short of endorsing the idea of governing board member-
ship. The ACIR survey found 37 percent favoring
expanded MPO representation, but 27 percent were op-

posed. About 90 percent of the union officials in the

’ACIR hearing.

survey responded favorably; the response of local gov-
ernment, MPO, and transit agency officials was tepid.

Views are also split concerning changes in Section
13c. The unions very strongly support the present re-
guirement and defend its workability under present cir-
cumstances. The National League of Cities and the
National Association of Counties have policies calling
for: (1) UMTA to share with the Department of Labor
in administering the requirement; (2) clarifying how
the requirement relates to paratransit; and (3) closely
Lying contract settlements to labor conditions in the
specific areas affected.

The ACIR survey found still other divisions of opin-
ion about issues involving labor. For example, 65 per-
cent of all respondents urged increased ridesharing
(with its likely loss of union jobs) and 71 percent
wanted rewards in labor contracts tied to productivity
increases. Understandably, there was very little support
for either technique by labor union respondents. In ad-
dition, 58 percent of all respondents said that high
labor costs are among the greatest hurdles to be over-
come in raising transit preductivily, although only 16
percent of union respondents agreed. Finally, 60 per-
cent of all respondents felt significantly restricted by
Section 13e: only 12 percent of union respondents
agreed.

Federal Conditions. “Federal money is not dirty,
but it complicates the whole process of development,”
Thomas Larwin, executive director of San Diege’s tran-
sit system, stated recently.” San Diego avoided federal
strings in building a new trolley line by simply not
seeking federal assistance.

Many local officials have objected to a host of federal
strings in addition to the previously-noted labor re-
guirements. For example, hall of the respondents in
ACIR’s survey felt the categorical nature of federal
transit funds excessively restricted their use. Smaller
proportions of the respondents felt excessively burdened
by the wide range of collateral social policies—such as
equal access for the handicapped, or set asides for mi-
nority business enterprise—that accompany federal
transit aid (42 percent), and the “buy-American” policy
that applies to purchasing transit equipment and con-
struction materials (35 percent).

Other federally-imposed conditions that are not con-
nected with grants raise serious concerns. Two of these
are municipal antitrust lability and applying the fed-
eral Fair Labor Standards Act to transit operations.

On the antitrust issue, local regulations that restrain
competition and lack explicit state authorization may
be ruled antitrust violations. Regulating bodies and in-
dividuals violating these laws may be liable for paying
triple the amount of any financial damages awarded by
the court. The Federal Trade Commission has gone to
court using the Sherman Antitrust Act to challenge taxi
regulations in New Orleans and Minneapolis. The suit
is to enjoin regulatory regimes (note, however, that fed-

"Douglas Feaver. "Some SunBelt Cities Prefer to Go I Alone.” Wash-
ington Post, Aprii 11, 1984, p. A3



ﬁ ‘ No matter what increases
occur in transit productivity, or
what changes toward
paratransit are accepted, or how
much greater a private role is
encouraged, funding for major
conventional public transit
systems will probably remain the
central challenge to transit for
the foreseeable future. 9 9

eral agencies cannot seek monetary damages against
local governments). Congress is considering legislation
that would exempt local governments from monetary
damages, but would still leave their actions open to in-
junction. {See Fall 1983 issue of Intergovernmental
Perspective for a complete discussion of this subject.)

Under the Fair Labor Standards Act, federal criteria
rather than collective bargaining, local merit systems,
or other local actions would set policies on such matters
as overtime pay if transit jobs are found to be “non-
traditional” government work. The U.S. Supreme Court
is now considering two cases on this issue. (See Fall
1983 issue of Intergovernmental Perspective for a com-
plete discussion of this case.)

Burdensome federal regulations related to transit
were part of the Reagan Administration’s deregulatory
drive. In fact, the requirement for providing access to
handicapped persons (considered by many to be the
most costly transit-related regulation! was substantially
modified. Transit operators are now allowed to provide
alternative services for the handicapped, negating the
need to retrofit conventional buses and subways.

Finances: Still the Central Concern. No matter what
increases occur in transit productivily, or what changes
toward paratransit are accepted, or how much greater a
private role is encouraged, funding for major con-
ventional public transit systems will probably remain
the central challenge to transit for the foreseeable fu-
ture. Buses, subways, trolleys and commuter railroads
will require considerable maintenance (including much
that has been deferred in recent years), and will need to
expand in growing geographic areas (especially in the
South and the West). APTA’s estimate that $36 billion
is needed for new capital investment in these systems
over the next five years is well beyond today’s annual
funding level. It 1s difficult to identify the sources for
additional funds. Pressures to cut the federal deficit
seem certain to slow the growth in federal transit aid
(if not reduce it in actual dollars). Recent growth in
state funding for transit is encouraging, but the states
are still junior partners in total contributions. The re-
cent stabilizing of the share of costs covered by fares

also helps, but pushing fares too hard can badly hurt
ridership.

In intergovernmental terms, this issue boils down to
dividing-up financial responsibilities among the riders
and the levels of government. Complex issues arise
such as (1) devolving federal transit responsibilities
along with some form of compensating revenue meas-
ures; +2) determining federal criteria for major capital
investments; (3) designing fairer but more productive
local fare policies; and (4} creating formulas to help
localities within the same metropolitan area share their
transit subsidy responsibilities more equitably.

The ACIR survey results cited earlier about the per-
ceived need to continue state or federal aid at current
levels, and the risks of losing substantial ridership if
fares rise greatly above current levels, imply the need
to maintain and improve local tax support for transit.
Many innovative financing techniques—both state and
local—are being tried. However, there is no theory that
suggests what share should come from each source.
Clearly, though, a stable equilibrium enhances the abil-
ity to plan and operate reliable services.

SUMMARY AND CONCLUSION

In the 1960s and 1970s, transit made the transition
from private to predominantly public ownership. In the
1970s, a great infusion of federal assistance, spurred
largely by the 1973 oil crisis, kept many transit sys-
tems in business and encouraged them to expand. By
the late 1970s and early 1980s, transit had become
heavily dependent on intergovernmental capital and
operating funds but also had to accommodate the re-
quirements that accompanied the money. Some systems
tried to do without federal funds and some private
operators found they could compete with public transit
on certain routes. Ridesharing increased in dispersed
urban settings. The near future is likely to feature even
wider diversity. San Diego, which financed new trolley
lines without federal assistance, is now seeking funds
from Washington for expansion. Dallas voters agreed to
tax themselves for transit rather than rely on federal
grants for a new light rail system.

Mass transit and paratransit services are both essen-
tial elements in the nation’s urban fabric. They need to
be better adapted to current development patterns, life
styles, vehicle technologies, labor conditions, fiscal re-
alities, and administrative arrangements. The Commis-
sion is exploring options for renewing the inter-
governmental cooperation that will be required to keep
the transit industry healthy in the years ahead. Future
transit, according to C. Kenneth Orski, a former UMTA
official and now a private transit consultant, is likely to
involve “a burst of service innovation that will usher in
a great variety of new transit services and service pro-
viders.” That burst will alse bring stress, much of
which will continue to be intergovernmental in nature.

Bruce D. McDowell is a Senior Analyst with
ACIR’s Government Structure and Functions
Section.
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THE TAX

N A WY |

REVOLT—
ROUND II?

by Karen Benker and
Daphne Kenyon

1984 may prove to be the most impor-
tant year for government tax and ‘-;pend-
ing limitations since 1978, the year of the
heralded “Tax Revolt” when citizen initia-
tives were used vigorously to curb gov-

ernment growth. Come this November

thora will ho aioght ctatoc with citizon Ini-
VARN AL Lo ¥ AAA RFL. \/l ALL JJUVLE VLD Y ALLL “AWAL V- ER AAEXL

tiatives or leglslatlve referendums on the
ballot aimed at adopting new tax and ex-
penditure limitations (TELs) or modifying
{generally strengthening) existing limits.
These measures run the full gamut from
rolling back property taxes, to capping
state welfare payments at the national
average, to mandating a popular vote be-
fore any state and local taxes can be in-
creased.! In addition, the citizens’ grass-
roots movement for fiscal responsibility is
now setting its sights on the federal gov-

ernment ana ulre nave oeen renewea

efforts urging states to join the call for a
Constitutional Convention for a federal
balanced budget. (See Table 1 for a de-
scription of the balanced budget initia-
tives and a listing of all state TEL mea-
sures on the November 1984 ballots.)

'Strictly speaking, a tax and expenditure limitation or TEL simply limits
the annual nrr\udh of nnunrnmnm rayenuaes or pYnﬂndlherQ hu a pre-

scribed formula——generally tying permitted annual increases to 1he
growth of the private economy. Other measures, such as those men-
tioned above, may have the same effect even though they are targeted
to a specific tax source, program area, or legislative process.

The resurgent interest in the taxpayers revolt has
caucht crnwprnmppf watchers off cuard. After all, state

LA iy Yy adoln states

can hdrdly be accused of runaway spending behavior
over the past few years—indeed, the opposite picture
emerges from recent state fiscal practices. This article
will provide reasons for this seeming paradox—the most
important of which may be the evolution of the tax-

pavers’ revolt from a radlca.l concept into an insti-
tutionalized process.

A LOOK BACK AT THE TAX REVOLT ERA

1978 remains a turning point in public finance. It
was the year that California’s Proposition 13 focused
national attention on the growing “Tax Revolt” which
was to dramatically alter government spending prac-
tices. Following California’s action, between 1978 and
1982, 14 states adopted tax and spending lhimitations,
eight states passed legislation indexing their income
taxes for inflation, and numerous states enacted sales
tax exemptions for food, prescription drugs, and con-
sumer utility bills. In fact during this time, 44 states
decreased their tax burden as a percentage of personal
income.

A new c¢itizen activism demanding more responsive
and accountable government apparently caught the
imagination of taxpayers across the country. Law-
makers were eager to please, especially when large
state budget surpluses were then beginning to accumu-
Jate and they could be used to fund some of these inno-
vative and costly tax relief programs.

The introduction of tax and expenditure limitations
attempted to enforce a new interpretation of govern-
ment “fiscal discipline” which includes not only a bal-
anced budget (long mandated by virtually all states:,
but also Himiting growth in government spending 1o the
rate of growth in the private economy. Following the
wave of TEL adoptions, both TEL and non-TEL states
changed spending habits—aceelerating the end of a
25-year trend of real increases in the state public sec-
tor. since 1978, little real growth 1n state spending has
occurred. T'wo other important elements contributing to
a reduction in the growth of state spending were the
1980 und 1981-82 recessions and the cutback in federal
ald programs,

In fiscal year 1983, 38 states cut budgets and the
same number of states ralsed taxes as recession-induced
revenue shortfalls sharply reversed the earlier trend of
granting tax relief.” Nevertheless, the “Tax Revolt” and
its message have made a lasting impression on states
evidenced by fiscal year 1985 general fund budgets. De-
spite having just weathered a severe recession which
forced numerous budget cuts and postponement of Ldpl
{al pY (}Jruuﬂ and ClupuJth' ‘1(11(1[_)! incredases, the lelL up
demand increased state FY 1985 spending by an aver-
age of only 7.9% . It was common during the 1970s for
annual spending growth to range from 10% to 20%.

“National Conference of State Legislatures, State Budget Actions in
1983, Denver. CO, Segtember 1983.

*National Governors' Association and National Association of State
Budget Officers, Fiscal Survey of the States, 1984, Washington, DC,
June 1984,



With this kind of fiscal discipline being exercised by
the states, why does the tax rebellion appear to be re-
emerging for a second round in 19847 A look at the
types of pending limitations may provide some insight
into why they are gaining popularity.

1984 ACTION

Briefly summarized, three states have already revised
or reauthorized portions of their limitations (Alaska,
Hawaii, Rhode Island) six states have limit revisions
pending, (Arizona, California, Hawaii, Louisiana, New
Jersey, South Carolina), while three states will be de-
bating the merits of new tax and spending limitations
(Michigan, Nevada, Oregon!. The proposals that will
appear on the November ballot are evenly split between
those initiated by state legislatures and those initiated
by citizens. The legislative referendums deal primarily
with existing constitutional amendments and the citi-
zen initiatives generally propose enacting new limits.”

“A citizen initiative is a procedure whereby volters initiate a statute,
constitutiona! amendment, or ordinance and compel a popular vote on its
adoption. A referendum, on the other hand, is a procedure whereby a
legislative body refers an issue fo the volers and compels a popular vote
on its adeption.

New Citizen TEL Initiatives

In four states—California, Michigan, Nevada, and
Oregon—citizen spending initiatives are now being con-
sidered.

Briefly summarized, the substance and status of these
pending initiatives are:

« California’s “Save Prop 13” would limit all state
and loeal fee increases to the annual increase in
the cost-of-living. This measure is receiving con-
siderable public support and has qualified for the
November ballot.

» Michigan's “Voters’ Choice” would repeal the in-
crease in personal income tax rates passed in 1983
and all other tax and fee increases imposed by state
and local government units since December 31,
1981. (See below.) The petition has 16% more sig-
natures than required to qualify for the November
ballot, but as of this writing, the signatures have
not yet been certified by the Secretary of State’s of-
fice since some may not be legal.

STATE TAX AND SPENDING LIMITATIONS—
PAST AND PENDING

NEBH

=

7] STATES WITH LIMITATIONS ADOPTED PRIOR TQ 1984
[} STATES MODIFYING MEASURE DURING 1984 LEGISLATIVE SESSIONS
1 STATES WITH LIMITATION MEASURES PENDING
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TABLE 1

ACIR SCORECARD OF RECENT TAX AND

Legislative New TEL
or Citizen or Revision Constitutional Status of

State {nitiated of TEL or Statutory TEL Proposal Description of Limit

Alaska Legislative Revision 5 Agreement between Selected inflation & population indices to be used in calculation

governor and legislature of expenditure limit.

Arizona Legislative Revision G Passed by legislature; will ~ Proposal would (1} change base of the expenditure limit from

be on Nevember baliot 7% of total state personal income to 6.5%; and {2) establish an
Emergency Appropriations Account,
California Citizen-— Revision C Qualified for baliot “*Save Prop 13" would {1) restrict state & local fee increases to
Praposition 36, gover annial change in the CPi & require iarger increases to be
“Save Prop 13" Fassed by %45 vote of the legislature or %s of those voting in a
or “Jarvis 4" ocal election; (2) employee pension contributions won't be
atlowed 1o be funded from collected fees; & (3) clarify 1978
property tax rollback & provide for retroactive rebates that will
cost state & local govts. $1.3 billion. (Prop 13 rolled back
property taxes 10 1975 levels and allowed 2% annual increase
beginning in 1978, but courts interpreted this increase to begin
in 1975.)

Citizen— New S Qualifigd for ballot This measure would limit state spending on welfare programs to

Proposition 40, the national average per capita expenditure, plus 10%. If it

Welfare Public passes, welfare expenditures would be cut by $1.5 biilion.

Assistance

Pronram

Program

Citizen— New S Removed from ballot by Proposal would have required the California legislature to pass a

Proposition 35, State Supreme Court measure calling for a federal constitutional amendment or

Balanced Federal constitutional canvention to balance the federal budget.

Budget Otherwise, payment of legislative salaries would be suspended.

Florida Citizen— New c State Supreme Court This revenue limitation would have limited state and local

Amendment One removed from baliot revenues fo the FY81 selected base year pius annual
adjustments equating two-thirds of the change in the Consumer
Price index not to exceed 5%. Limit could be exceeded only
with voter approval,

Hawail Legislative Reauthorization S Passed by legislature Hawaii’s constitutional expenditure limitation provides for an
annual growth factor which is statutorily determined. This
statute has been reauthorized until 1986,

Legislative Revision G Passed by legislature; will  This will repeal the surplus reguirement from the constitution
be on November ballot which mandates that if more than a 5% surplus accrues in two
consecutive fiscal years, a tax refund is automatically provided,

tBulsiana Legislative Replacement C Passed Bw gislature; will  Measure will replace current statutory revenue limit with a

e o be on Noversber ballot constitutional expenditure limit whictt will: (1} limit growth in
v general fund expenditures to 85% of the growth in personal
tnceme over 3 preceding years; (2} create a Stabilization Fund
equaling 15% of prior year's revenues; & (3) create a
Permanent Fund for long-term economic development.

Michigan Citizen—""Voters' New c Signatures submitted; This amendment would (1) void all state or (ocal tax or fee
Cheice” certification pending increases approved since December 31, 1981; (2) require a

poputar vote to adopt a new tax or make any changes in an
existing tax that is revenue-increasing; (3) require a popular vote
or %58 approval by the legislature to adopt a new fee or license
of make revenuge-increasing changes in existing fees or licenses;
(a}ngu/(4) prohibit a local nonresident income tax rate exceeding

. 0.

Montana Citizen—Initiative New 5 Qualified for ballot Would direct the legislature 1o call for a constitutional
convention to adopt a federal balanced budget amendment, If
the resolution is not adopted in 90 legislative days, the
legislature wilt remain in session without compensation and no
power to recess.

Nebraska Citizen—Petition 1 New C Both failed; insufficient Would have limited annual increases in state aglpropriattons 10

signatures one-half of the rate of increase in state persenal per capita
income, not to exceed 5%.
Citizen—Petition 2 New ¢ Would have limited property taxes to 1.5% of actual value of the

property.




EXPENDITURE LIMITATION (TEL) PROPOSALS

State

Legislative
or Citizen
Initiated

New TEL
or Revision
of TEL

Constitutional
or Statutory

Status of
TEL Proposal

Description of Limit

Nevada

Citizen—
"‘Property Tax
Stabilization”’

New

c

Qualified for ballot

Would: (1) imit annuaffropeny tax revenue increases to 5%:
{2) require a %43 vote of the legislature or governing body and
popular vote of the people to pass an increase or adopt a new
state or local tax or fee; and (3) require a 24s vote of the
legislature or a poputar vote to approve debt authority.

New
Jersey

Legislative

Reautharization

Pending in legislature

New Jersey adopted a TEL in 1976 but the autharizing
legistation expired in 1983. The legislature passed a similar limit
three times and each time it was vetoed by the governor. The
governor's bill would: (1) use a three-year moving average of
the change in state personal income (legislative measure used
prior year's change in state personal income); {2) exclude from
the base federal funds, appropriations for capital construction,
lease agreements, fringe benefits for state employees and bond
obljgations; and {3) allow adjustments for changes in federal
policy.

Dhio

Citizen

Citizen

New

New

Defeated by popular vote
Nov. 83

Defeated by popufar vote
Nov. 83

Proposal would have repealed all state tax increases effective
from January "83 including the 90% increase in personal income
fax rates.

Proposal would have required all future tax increases to be
passed by 60% of the legislative vote.

Dklahoma

Citizen—State
Question 577

New

Failed; insufficient
signatures

Would have (1) limited property taxes to %4 of 1% of fair cash
value based on 1982 appraisal and exempt individual personal
prop.; {2) allowed 2% annual prop. tax increase; & (3) required
%s legislative vote to approve any state tax or fee inc. & Z4s
popular vote to approve any local tax or fee inc.

Oregon

Citizen—Batlot
Measure 2

Gitizen

New

New

Qualified for baflot

Failed; insufficient
signatures

Woutd (1) limit real property taxes to the tesser of 1.5% of
1981 assessed value or the amount tevied for 1983-84,
whichever is fess; (2) limit annual property tax increases to 2%:
{3) prohibit state and (ocal governments from levying any new
tax/assessment or increase existing tax/assessment unless
approved by popular vote; (4) limit rate of fee or ficense to the
actual cost of service provided: and (5) require state property
tax relief for renters.

Would have changec Oregon’s current statutory TEL into a
constitutional requirement with these changes: (1) require a
popular vote to increase limit; (2) surplus révenue may be
transferred to a reserve fund not in excess of 10% of
expenditures; (3) earmark 45 of a new 5% sales tax ta this
fund or use the sales tax for tax relief; and {4) cap the rate of
income taxes.

Rhade
Island

Legislative

Revision

Passed

This statute raised allowable annual increase of governor's
budget request from 5.5% to 6% over prior year's budget.

South
Carolina

Legislative

Revision

Passed legislature; will be
on November ballot

.

Would submit a constitutional amendment to the voters that
would: (1) establish an expenditure limit not exceeding the
growth in personal income over 3 pravious years or 9.5% of
personat income, whichever is greater; (2) limit the growth of
slate employment to ?rowth in state population; (3) limit debt
service an general obligation bonds to 5% of general revenue;
and (4) reduce the reserve fund from 5% ta 4% of the previous
year's revenues.

Virginia

Legislative

New

Bill died in 1984 session

General Assembly passed amendment in 1983 that tied growth
in state expenditures to growth in the state econemy. Before it
is sent to the voters, the General Assembly must vote on the
measure in two sessions. It did not pass this year.

Washington

Citizen—Iinitiative
465

New

Failed; insufticient
signatures

Would have (1) phased down sales tax from 6.5% 10 5.5%;
{2} reduced the tax rate on the business and occupation tax,
state property tax, and excise taxes; (3) prohibited increasing
these taxes within 2 years of passage unless averridden by #5s
legistative vote; and &d) replaced revenue limit with an

expendilure limit based on inflation and population changes.

SOURCE: ACIR 1984 fiscal survey of legislative and executive budget officiais. Information as of August 1984
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« Nevada’s property tax limitation would cap annual
revenue increases at 5% . Passage of new state and
local tax increases would also be restricted. The
initiative has been certified for the November bal-
lol.

« Oregon's property tax limitation would reduce
taxes to 1.5% ot 1981 assessed value and restrict
adoption of new state and local tax and fee in-
creases. The authors of this initiative succeeded in
collecting 48% more than the signatures necessary
to qualify for the ballot.

Three other TEL measures in Nebraska, Oklahoma,
and Washington were contenders for the November bal-
lot, but insufficient signatures were collected to qualify,
despite, 1n the case of Washington, the Governor's en-
dorsement of the proposal.

The pending initiatives bear watching. Discussions
with state officials indicate that they are serious pro-
posals and are receiving a substantial amount of public
visibility and media attention. If any of these four
measures are approved in November, the cffects will he
immediate and significant for the involved state and
loca] governments, These proposed TELs are generally
more stringent than limits enacted previously and are
directed toward closing loopholes found in earlier initia-
tives.

One other initiative merits mention. A Florida mea-
sure received the voter signatures necessary to quabify
but was denied ballot status by the courts. This pro-
posal wouid have adopled a state and focal TEL using
FY 1981 as a base year and capping annual increases
in revenue at two-thirds of the change in the Consumer
Price Index, not to exceed 5% . The immediate effect
would have been 1o cut $2.4 billion—or nearly one-
quarter of the total—from Florida’s current state
budget. TEL proponents apparently ignored the effects
of Florida’s being one of the fastest growing slates In
the country. Initiative authors recognized that the Limit
wotld be exceedingly restrictive, but purposely chose
this route to regulariy force a vote on government
budget priorities by using the escape clause that allows
the limit to be overriden by popular vote, Therefore,
rather than calling for a popular vote on tax increases,
this measure would have called for a vote on ex-
penditure increases. In March, the State Supreme Court
struck down the initiative because it violated Florida's
constitutional “single-subject” requirement. There arc
now efforts to place a limitation on the 1986 ballot.

Raacsone for New TE!L Anfiuity
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It is difficult to generalize why these particular mi-
tintive drives have taken root in these states, but sev-
eral factors seem Lo be contributing.”

First, 1983 was a landmark vear for state tax in-
creases. Over $7 billion in additional tax revenue was
raised—the largest increase tin constant dollars! since

“It 15 important to note that only 26 states allow citizens to initiate a
legislative or constitutional ballot-issue. Most of these are western or mid-

woetarn cltatng
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the 1971 legisiative sessions. Despite the profusion of
tax hikes in 1983, FY 1984 state spending was kept in
check. The recession caused large revenue shortlalls so
new revenues were needed just to maintain current
service levels; generally they were not used to expand
programs. Most of the states with major mitiatives now
pending raised taxes significantly during the recession,
hut the FY 1984 spending levels in these states in-
creased marginally—rising only to offset inflationary
effects. (In Nevada and Oregon nominal FY 1984 gen-
eral fund spending actually decreased from the prior
year) Consequently, new limitations may be gaining
popular support because the recession increased tax
burdens on citizens who were employed and paying
taxes. These same taxpayers received no additional
government services; their extra tax dollars simply re-
placed revenue lost due to the cconomic slowdown.

Second, the ery of “Tax Revolt” continues to have al-
lure and the populist tax groups that created the Prop
13 movement are still alive, well-organized, and well-
funded. These tax groups have appointed themselves
public watchdogs to prevent a strong cconomic recovery
from interacting with 1983's tax increases to generate a
state spending spree.

Third, whether these initiatives pass or fail may
prove somewhat irrelevant. Just by being serious con-
tenders for adoption they send a clear message to state
lawmakers. Initiative petition circulators have learned
that even if their drives for government spending re-
strictions fail at the hallot box, the “go-slow™ on gov-
ernment spending message nonetheless reaches state
legislators. Lawmakers often take action in hopes of dif-
fusing future citizen-initiated, government-binding
limitations. These citizen tax and spending protestors
have little to lose and much to gain by starting a TEL
campaign.

Fourth, taxpayers may simply be venting their gen-
eral frustration with government at the nearest target.
Historically high federal deficits are receiving daily
media coverage and are considered a culprit behind
high interest rates. Taxpayers may be taking oul their
frustrations with Congress on the more easily accessible
state and local level.

Differences Between the New Proposals
and Existing TELs

The most striking change between the TELs approved
in the late 1970s and those now pending is the move
toward requiring tax or fee increases or hoth to be ap-
proved by popular vote or legislative super-majorities.
Adopting these requirements will make pagsing a tax
or fee increase much more difficult. The pending pro-
posals and the new voting requirements would bes

California: State fee increases would require two-
thirds legislative vote and local fee increases would
nced two-thirds of the popular vote. (Note: Prop 13
already imposed these voting requirements for
nonpropertyv-tax increases.)



Table 2
State Tax and Expenditure Limits

Initiated by
Voters (V)
Legislature (L) Growth of
or Constitutional Expenditure
Constitutional Approved by (C) Limit on or Revenue
Year of Convention  Voters (V) or or Statutory (S) Expenditure (E) Cannot
Adoption State {CC) Legislature (L) Limit or Revenue {R) Exceed**
1976 New Jersey* L L S E growth of state
per capita
personal income
1977 Colorado L L ) E 7%
Rhode L L S E 6%
Island*
1978 Arizona L vV C E growth of state
personal income
Hawaii CC v C E growth of state
personal income
Michigan A Vv C R growth of state
personal income
Tennessee cC v C E growth of state
personal income
Texas L \'% C E growth of state
personal income
1979 California Vv v C E growth of
inflation &
. population
Louisiana L L S growth of state
personal income
Nevada* L L S E growth of
inflation &
population
Utah* L L S E 85% of growth in
state personal
income
Washington v v 5 R growth of state
personal income
1980 Idaho L L S E growth of state
' personal income
Missouri \' A C R growth of state
personal income
Oregon L L S E growth of state
personal income
South L L S E growth of state
Carolina personal income
1981 Montana L L S E growth of state
personal income
1982 Alaska L v C E growth of
inflation &
population

"Rhode Isiand's initial limit was 8%, which was changed to 5.5% in 1983 and then 6% in 1984. Nevada and Rhode Island have
nonbinding limits; Utah's limit was never implemented and New Jersey's expired in 1983.

**The summary of each state's growth limit is approximate. For example, Arizona’s limit restricts appropriations of state tax revenues to
7% of state personal income. If in one year appropriations are less than 7% of personal income, growth in appropriations for the next
fiscal year may exceed growth of state personal income.

Source: ACIR staff compilation,
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Michigan: State or local tax increases would reqguire
a popular vote to pass and state or local fee increases
would require a popular vote or four-fifths majority
legislative vote,

Nevada: State and local tax or fee increases would
require a two-thirds governing body vote and a popu-
lar vote.

Oregon: All state and local tax or fee increases
would require approval by popular vote.

The Oklahoma and Washington initiatives which
failed to qualify for the ballot also contained these un-
usual voting requirements to raise taxes or fees.

Currently, there are five states—California, Dela-
ware, Louisiana, Mississippi. and South Dakota—which
mandate a super-majority legislative vote (usually two-
thirds) for all state tax increases, including rate or base
changes. In addition, all of these states except South
Dakota must meet the same requirement to adopt new
taxes.

Louisiana and Mississippi have relied on this fiscal
management tool for many years; California and South
Dakota adopted it in 1978. Delaware joined the group
in 1980, applying the voting requirement to all tax and
license fee increases, and in 1981 extending it to in-
clude new taxes or license fees. Each of the three states
adopting this change most recently used a constitution-
al amendment process.

Requiring a super-majority vote in the legislature to
pass tax increases usually enhances the minority
party’s bargaining power with the majority party be-
cause passage will need votes from both sides of the
aisle. But gaining this kind of coalition support to pass
a tax increase usually requires extensive political
“horse-trading”™ or compromise.

Requiring a super-majority vote of a governing body
may be workable, but requiring a popular vote on all
tax or fee increases or both curbs the powers of elected
representatives and presents other problems. Govern-
ments must pay for special elections and must en-
courage media coverage to educate the voters on a par-
ticular issue. These are time-consuming and expensive
processes. Requiring a popular vote precludes quick re-
medial revenue action on the part of the legislating
bodies if unexpected revenue shortfalls occur. Tax-
payers are capable of judging the merits of major
changes in the sales or personal income taxes, but some
analysts question whether they have the expertise and
patience to decide on the merits of increases in less-
important taxes and fees such as insurance taxes, death
and gift taxes, or hunting and fishing licenses. Some
experience with this requirement exists among local
governments in California and Missouri which have
lived with such standards since enacting their TELs in
1978 and 1980,

Another important distinction between the newly
proposed TELs and former measures is the limitations
placed on fees, licenses, and permits. The initiatives in

California, Michigan, Nevada, and Oregon all have spe-
cific provisions concerning fee increases; each seek to
limit fees to the actual costs of providing the associated
services. Requiring super-majority votes to increase fees
is also a common theme among the new generation of
limitations. These provisions prevent governing bodies
from substituting user-charge revenues for taxes, an
approach commonly used in California to escape the tax
restrictions.

These new fee restrictions can have significant re-
percussions. Recently a number of California state and
local agencies that have authority to issue municipal
revenue bonds have been placed on a “credit watch” by
Standard and Poor’s because of the pending “Save Prop
13" proposal. This credit watch arose because many
bonded public works are guaranteed with specific user
fees whose increases could be curtailed by the measure.
Furthermore, the “Save Prop 13” proposal has de-
pressed the price of California municipal bonds and
may cause some new issues to be suspended because
bond buyers fear the added risk this initiative poses.

Modifications of Existing TELs

Significant activities surrounding tax and expenditure
limitations this year are legislative efforts to adjust and
refine existing TELs to better pattern them to indi-
vidual state conditions. Existing TELs are now entering
the second phase of their development as lawmakers
evaluate and decide their practical usefulness. No
longer are TELs considered a novelty used to placate
irate taxpayers; they are now viewed as an important
element in government finance.

There are four reasons why states with TELs are in-
terested in modifying them. First, and most obviously,
some state limitations or portions of them are due to
expire. For example, the New Jersey lid expired in
1983, The legislature promptly passed three separate
bills similar to the original version, but Governor Kean
vetoed each, insisting on changes that would provide
more maneuvering room within the Jimit. The Gover-
nor's changes are especially important since the FY
1985 budget would have exceeded the limit as initially
designed. In Alaska and Hawali, the expenditure limi-
tation is constitutional, but the limitations’ indices
which determine the annual adjustment are set legis-
latively and need to be reauthorized periodically.

Two other reasons why operating TELs are receiving
renewed attention have opposite rationales: to loosen or
to tighten the restrictions.

Only two states this year have taken steps to loosen
their existing limits. Hawaii has proposed changes in
its constitutional amendment that automatically re-
bates taxes if the ending balance in two previous years
exceeds 6% of general fund revenues. State officials dis-
covered that flush budget conditions in prior years dic-
tated tax rebates during current fiscally-lean years. In
Rhode Island, the expenditure limit which applies only
to the Governor’s recommended budget was adjusted
upward, allowing for annual increases of 6% rather
than 5.5%.



A number of states are attempting to fine-tune their
TELs to increase their effectiveness or to correct mis-
interpretations. In Arizona, for example, legislators
want to restrict state %pendmg constitutionally to 6.5%
of total state personal income rather than the current
7%. During the first several years after the expenditure
limit’s adoption, spendmg approximated 6.9% of state
de-

per buual income. vuring the 1301:::51\“1, cl_u_,udu.s ae
creased to 6.3% of state personal income. If this mea-
sure passes, the TEL will probably slow state spending
in coming years because the lower spending figure in-
cludes state-imposed cutbacks forced by the recent re-
cession.

Also, state lawmakers can use tightening up TEL re-

quirements as a tradeoff for higher taxes. Louisiana
provides an example. Budget problems have plagued
that state since a weak oil market depressed severance
tax collections. Governor Edwards proposed a $700 mil-
lion tax package and coupled it with major revisions in
the state’s TEL, the current TEL having proved ineffec-

tive. The tax package passed in April; the TEL proposal
'Iﬂ p‘,l‘d‘l‘g ‘J{\fﬂ]" Jpprn\rn] "I"\ anpm]’\ﬂ‘r‘ rl-‘he Stricter
TEL measure would switch the current statutory rev-
enue limit to a constitutional expenditure, one based on
85% of the growth in personal income. By coupling the
TEL with tax increases, the package was made more
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To further sweeten the proposal, the legislature de-

Seventeen states have limitations on state-level

taxing or spending. Most of the state TELs were
passed at the peak of the 1978-1980 “Tax Revolt,”
during which period four or five state TELs were
passed each year. Since 1980, such action has died
down considerably. One state TEL was adopted in
1981, one in 1982, and none since that time. (See
Table 2 for a brief description of all state TELs.)
Limits are most often placed on state ex-

penditures (13 of the existing TELs), but can also

Lo nd o gtat
be placed on state revenues (four of the existing

TELs.) The most common type of state TEL effec-
tively limits state expenditure or revenue growth
to the rate of growth in state personal income. A
second type of TEL, adopted in California, Nevada,

and AAxlaS]’“, vrogtriets the rate of grnurﬂ'\ n cpﬂnﬂ-

ing to the rate of growth in inflation and popu-
lation. The final type of TEL restricts the annual
growth in spending to a set percentage. Both Colo-
rado and Rhode Island, which adopted TELs early
in the tax limitation movement, have limits of this
type.

Ranking Restrictiveness of TELs

The degree of a TEL’s stringency cannot be
measured along a single dimension. For example,
a TEL may be quite restrictive in its allowable
growth rate, but lenient in terms of the percentage
of total expenditures subject to the limit. One im-
portant question regarding restrictiveness is: Does
the limit require tax rates to be rolled back? Prop-
osition 13 did cut local tax rates by rolling back
property tax rates, but no adopted state-level TEL
has cut current tax levels. Instead, existing state
TELs attempt to restrict future growth in taxes or
expenditures. Their relative restrictiveness can be
evaluated on the basis of the growth rates allowed.
The least restrictive ones limit growth in revenues
or expenditures to the rate of growth in personal
income. TELs based on the rate of growth in in-
flation and population are the next most restric-
tive, followed by those limiting growth to an an-
nual increase of 6% or 7%.

Existing State-Level Tax and Expenditure Limits

v ehavogetaric
Another characteristic affr_:x,mug the leve

stringency is th breadth of spending or revenues
covered. In no case do TELs cover all state ex-
penditures or revenues. Generally, TELs do not
limit spending outside the general fund and in

S0Me Cases even some general -fund Qpﬂndlng 18 "g‘

nored. On average 40% of state spending or rev-
enue is exempt from state TELs. The state with
the highest proportion of its budget reported to be
exempt was Oregon with 75%, compared to 30% in
Navada

The difficulty encountered in changing or waiv-
ing a TEL is another important consideration in
evaluating its relative stringency. Statutory TELs
are easier to modify than constitutional ones.
Those requiring only simple majorities to approve
expenditures above the limit have the most le-
nient waiver provisions.

1 Af
1 OL

Evidence Regarding Effectiveness
of State TELs

Recent ACIR research examined the effec-
tiveness of state tax and expenditure limitations
using two data sources: the results of a 1984 ACIR
survey of state legislative and executive budget of-
ficers and some citizen tax groups, and data on
growth in the states’ total and general fund ex-
penditures from 1977 to 1983. That study con-
cluded that for most states, tax or expenditure
limits have not constrained growth in taxing or
spending. However, all states, even those without
TELs, moderated their spending growth in the
1970s reflecting mounting public pressure to curb
government spending. However, the study did not
conclude that state TELs are inherently ineffec-
tive, Survey data on projected taxing and spending
for the 1985 fiscal year show that the caps im-
posed by the TELs are yielding less “headroom”
compared to the previous year. State tax and ex-
penditure limits may effectively limit state spend-
ing and taxing in 1985 and future years.
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A citizen initiative that has qualified for the
November ballot in Montana by a wide margin—
collecting 169% of the necessary signatures—may
provide the final push for constitutionally requir-
ing a balanced federal budget. It would require the
state legislature to pass a resolution within 90
days calling for a balanced budget amendment, or
after that time remain in session without pay un-
til the resolution is passed. This pending initiative
takes on special importance given that only two
more states are needed to reach the 34 required to
set in motion the call for a Constitutional Con-
vention,

As of August, a similar initiative in California
was removed from the November ballot by the
State Supreme Court after having gathered 154%
of the necessary signatures. The court ruled that
only the state legislature, and not the voters,
could direct Congress to call a Constitutional Con-
vention on the balanced budget Constitutional
Convention. The same resolution, awaiting action
in the House, may receive more favorable atten-
tion when the House reconvenes given the strong
anti-tax mood in the state.

ne to the National Level

At the same time, Congress is considering a
combined balanced budget-tax limitation amend-
ment. This amendment (S.J. Res. 5) is near the top
of the agenda of the U.S. Senate Judiciary Com-
mittee and may be reported out for full Senate
consideration shortly. In order for the con-
stitutional amendment to be proposed through this
avenue, a two-thirds vote in both the House and
the Senate is required before it can be submitted
to the states for ratification. Legislatures or con-
ventions in three-fourths of the states must adopt
the measure before the Constitution is amended.

The U.S. Constitution has never been amended
by Constitutional Convention. In 1912, 31 of the
then-required 32 states called for a Convention on
directly electing U.S. Senators, rather than having
them appointed by state legislatures. However, be-
fore the final state could act, Congress passed the
proposed 17th Amendment. If history is our guide,
and if either Michigan’s or Montana’s drive pro-
vides the 33rd state calling for a Constitutional
Convention, Congress is likely to pass a balanced
budget amendment to prevent a possible “run-
away” Constitutional Convention.

signed the package to establish a “rainy day” fund as a
hedge against unforeseen revenue changes, and an eco-
nomic development Permanent Fund that will finance
research in science, technology, and renewable resource
projects. The Permanent Fund is an unconventional,
long-term approach to solve the problem of the state’s
dependency on revenues derived from non-renewable o1l
and gas resources. It is meant to spur development to
replace a vanishing economic base.

OUTLOOK FOR PASSAGE
Information collected thus far indicates that the pub-
lic is still receptive to government spending restric-
tions, but of course the voters will have until November
to decide. However, many factors can influence the out-
come, some of which are discussed below.

Reasons Why Initiatives May Not Pass. Before
November it is very likely that opposition to the initia-
tives will crystallize and campaigns will be organized to
defeat these measures. In Ohio last year for example,
after the legislature permanently raised the personal
income tax by 90%, the resulting backlash produced a
citizen initiative to repeal the increase. The Governor
and the legislature mobilized a strong grassroots cam-
paign to defeat the initiative and won—despite the pre-
diction of many observers that approval was inevitable,

Furthermore, similar tax reduction measures in the
recent past have been spurned by voters in many of the

same states where initiatives are now pending. For ex-
ample, anti-tax measures were defeated in:

California: In 1980, Howard Jarvis spearheaded an
effort to cut the income tax in half.

Michigan: A measure was defeated in 1978 and 1980
to reduce property taxes to 25% of assessed value

which would have cut property tax collections almost
in half.

Oregon: A property tax reduction initiative similar
to the one now pending has been defeated four previ-
ous times. Several times passage came very close but
the legislature attempted to diffuse it by offering
property tax relief.

These examples show that citizen campaigns to limit
government taxing and spending powers tend to be de-
feated at the polis if voters perceive the proposals as too
“radical ” “Radical” measures appear to be ones that
effect immediate changes in the status quo fe.g., make
significant cuts in tax burdens) rather than limits that
aim to moderate future government growth. In addi-
tion, these examples show that tax-cutting measures
can enjoy initial popular support but that support can
wane by election time.

Finally, the economic recovery is still underway and
it appears that high inflation rates will not be immedi-




Unrelentingly since 1980, Michigan has had
double-digit unemployment rates, peaking at over
16% during the high point of the last recession.
The state budget was decimated, forcing four
executive-order budget cuts totalling $778 million
in FY 1982—constituting 15% of total general
fund spending—and a temporary increase in the
income tax. Despite these efforts, the general fund
for FY 1983 had a $900 million deficit. In April
1983, the Governor and the legislature sought to
salvage state solvency by cutting $225 million
from the budget and by temporarily raising the
state flat-rate personal income tax from 4.6% to
6.35%—a 38% increase. Because the fiscal year
was already half completed and the revenue short-
fall had to be erased by October, the withholding
rate for the last six months jumped to 6.92%. (The
rate automatically dropped to 6.1% in January of
this year.)

Shortly thereafter a citizen’s tax rebellion
started brewing, including an initiative to roll
back this tax increase and a drive to recall the
Governor and Democratic legislators who voted for
it. (The tax measure had passed the State Senate
on an almost strictly partisan vote with only one
Republican opting for the increase.) Even before
the new tax increases Michigan had ranked as a
high-tax state.

Several hundred thousand signatures were col-
lected to recall the Governor, but they fell short of
the number necessary to begin the proceedings.
Nevertheless, angry taxpayers did recall two state

The Michigan Tax Story

senators in November 1983—the first recall in the
state’s history. This action dramatically changed
the political complexion of the Senate, switching a
20-18 Democratic majority to a 20-18 Republican
one.

Fueled by this success, the initiative petition to
rollback tax rates gathered momentum and more
signatures. To insure that any future tax increase
would be publicly supported, initiative authors in-
cluded a section requiring voter approval of all tax
increases. By July, more than 300,000 signatures
were collected, enough to place the issue on the
November ballet as a constitutional amendment if
the Secretary of State’s office certifies these sig-
natures as valid.

In addition to voiding all state and local tax and
fee increases enacted since December 31, 1981, the
initiative would:

® Require a popular vote to increase any state
or local tax;

® Require a popular vote or four-fifths con-
currence of a governing body to increase any
state or local fee; and,

e Cap local income tax rates at 0.5%.

In the meantime, the legislature recently passed
a tax bill that will eliminate the temporary in-
come tax increase sooner than now scheduled,
dropping the rate to 5.35% in September. Perhaps
this action may diffuse the appeal of this proposed
constitutional amendment.

ately rekindled. As a result, personal incomes are grow-
ing in real terms, automatically making more dollars
available for public spending. During good economic
times, taxpayers generally do not object to funding
more government programs. For example, taxpayers in
Tennessee, Arkansas, Texas, Mississippi, and South
Carolina appear willing to pay for elementary and sec-
ondary educalional improvements that require higher
taxes. F'urthermore, in West Virginia the November
ballot will include a proposal to raise the sales tax 1%
with revenues carmarked for education.

Reasons Why Initiatives May Pass. In June, Cali-
fornia voters passed an initiative that cut the state
legislature’s budget by 30% and reduced the power of
the Assembly Speaker. This issue was immediately sub-
jected to judicial challenge, but it could be a barometer
of current California public sentiment toward govern-
ment. Further omens include the ease with which ballot
certification for Jarvis' “Save Prop 13”7 and the initia-
tives urging a federal balanced budget amendment
were obtained. (See box on page 00.)

An indication of voter mood can also he gleaned from

the June Rhode Island vote on the Greenhouse Com-
pact, an ambitious government-sponsored economic de-
velopment program. The Compact would have amassed
$950 million in grants and loans to help create 60,000
new jobs in the state. It was promoted by Governor
Garrahy, legislative leaders, unions, and the Chamber
of Commerce. Eighty percent of those voting decided
against the measure. The result suggests that voters
perceived the higher taxes as sustaining only an “ab-
stract and tenuous” economic development program
that would primarily benefit established persons and
institutions, including government.”

In the past, voters have tended to view favorably tax
and expenditure limitations that linked allowable gov-
ernment growth to private-sector growth. Taxpayers
generally enjoy the current level of government services
but do not want government programs to expand if it
means reducing their disposable income. This line of
reasoning suggests that moderate TEL proposals may
have a good chance of passing.

“The Washington Post, "A New Idea Fizzles on Launch.” July 15,
1984, p. B-5.

23



24

Balanced Budget Drive Set Back

As this issue of Perspective went to press, the
drive to amend the U.S. Constitution suffered two
setbacks. These occurred on September 13 when
the Michigan House and the U.S. House of Repre-
sentatives defeated or delayed action. In Michigan,
a House committee defeated by a 5 to 4 vote a res-
olution that would have added Michigan to the
ranks of states demanding a constitutional con-
vention if Congressional action is not forthcoming.
If the measure had passed in Michigan, only one
more state would have been needed to set the
state-initiated process for a constitutional con-
vention in motion.

Congressional action also looked less likely as
this issue went to press. On September 13, House
supporters of the balanced budget amendment
failed to garner the 218 member signatures
needed to force the measure out of the House Ju-
diciary Committee. Also on September 13, how-
ever, the Senate Judiciary Committee approved a
balanced budget amendment to the U.S. Con-
stitution and sent it to the Senate floor for a vote.

A final factor is the current $200 billion federal
deficit—a deficit that is larger than the tax collections
of all 50 states. Most taxpayers are aware of the sever-
ity of the federal problem, but there is little that they
can do to apply fiscal discipline to the national govern-
ment. Nevertheless, they can alter the shape of state
finances and many cheose to do so in November. Fi-
nally, for the first time in 13 years, the national gov-
ernment suddenly dropped to last position behind state
and local ones when taxpayers were asked in ACIR’s
annual public opinion poll to indicate from which level
they get the most for their money.” Highly visible fed-
eral deficits probably contributed substantially to this
digsatisfaction.

CONCLUSION

In November 1978, shortly after the passage of Cali-
fornia’s Proposition 13, there were new tax or spending
limitation measures on the ballot in 13 states. Ten of
those limitations were adopted. New tax and spending
limits nearly ceased being adopted during the two re-
cent back-to-back recessions, but 1984 may be the vear
the “Tax Revolt” stages a comeback.

New tax and spending limits are on the ballot in four
states. These proposed limitations are more stringent
than existing ones. They generally require super-
majority legislative votes sometimes in addition to
mandating popular votes for tax increases. In many
cases, they extend limitations to fee increases.

Modifications of existing TELs will be on the ballot in
another four states. In the case of Arizona, Louisiana
and South Carolina these measures are designed to put
“teeth” in the existing limit in an effort to increase
government fiscal discipline. But in this new drive for

fiscal discipline, the impetus is coming from the legis-
lative institution and not from outside special interest
groups.*

TACIR, 1984 Changing Publiic Attitudes on Governments and

Taxes, S-13, forthcoming. See A Fiscal Note in this issue.

"This article is largely based on two cther papers by the authors. These
are Karen M. Benker and Daphne A, Kenyon. “Fiscal Discipline: Lessons
From the State Experience,” National Tax Journal, September 1984 and
a 1984 ACIR Working Paper on the same topic.

Karen Benker is an ACIR Fellow in the
Commission’s Tax and Finance Section.

Daphne Kenyon is a Public Finance Resident
with ACIR’s Tax and Finance Section.



ACIR Holds Hearings on Transit,
Political Party Issues

On June 6, the day before its regu-
lar meeting, the Commission held
public hearings on metropolitan tran-
sit in the 1980s and on pelitical par-
ties. Urban transportation is a key
intergovernmental issue and the sub-
Ject of ongoing Commission research.
At the ACIR hearing, Ralph Stanley,
the Administrator of the Urban Mass
Transportation Administration, spoke
of his agency’s commitment to “pro-
moting increased private sector in-
volvement in transit, increased com-
petition among potential providers of
transit services, and increased state
and local financial commitment to
tranhsit.” The seven witnesses brought
widely differing reactions to ACIR’s
transit study and to transit issues in
general. All testified that mass tran-
sit in the 1980s is in a state of flux as
it moves from a predominantiy pri-
vate industry to a mostly publically-
funded and administered function.
But the pendulum may swing back
somewhat toward private suppliers, a
trend that could require adjustments
by major actors in transit. ACIR’s re-
search considers these broad trends.
Following the hearing, at which sev-
eral witnesses requested more time to
review ACIR’s proposed recommenda-
tions, the Commission postponed fur-
ther consideration of the study until

its next bhusinegs meetineg in De-

s next business meeting in De
cember 1984,

Commission members also heard
fram a panel of expert witnesses on
“Tranformations in American Politics
and Their Implications for Federal-
ism.” In the words of Professor John
F. Bibby “[t]he role of parties in
maintaining balance among national,
state and local authorities has been
too frequently ignored.”

Those testifying at the ACIR hear-
ing agreed that the role of political
parties has diminished in recent
years. Eugene Eidenberg, former Ex-
ecutive Director of the Democratic
National Committee, attributed the
weakening of his Party to “the steady
growth of federal spending (which)
led to the organizing of many single
issue groups . ... Over time, the cen-
trifugal force of these many groups

competing for primacy within the
party structure became more powerful
than the force which held them in al-
legiance.”

Howard Callaway, Chairman of the
Colorado Republican Party, agreed
that special interest groups are strong
and getting stronger but that political
parties, “precisely because they are
broadly hased, can act to counter the
innate selfishness of special interest
groups.” The most important change
to help parties would be, in Mr.
Callaway's view, to simplify federal
election laws. State and local parties
are “confused and harassed by un-
reasonable, illogical, confusing and
petty regulations and restrictions.”

ACIR will continue to examine the
institutional, judicial and social
trends that are affecting parties and,
hence, federalism. At its next busi-
ness meeting, ACIR may consider
recommendations for revitalizing par-
ties as counter-balancing forces to
more centralized government.

Commission Continues Policy
Review at June Meeting

For the past several meetings, the
Commission has been reviewing a
large block of existing policy recom-
mendations. These recommendations
were selected from the more than 200
positions the ACIR has adopted on

atate inctituitinnal and nraredural
state Inshitutional ang procequras

topics and on state-local relations. Of
these 200, the Commission chose to
take a closer look at some 34 recom-
mendations that appeared to still be
particularly relevant. At the June
meeting the Commission neared com-
pletion of this review effort and re-
affirmed support for—

» state general revenue sharing
programs;

» state review of categorical grants;

« reviewing of grant-attached con-
ditions imposed by the states;

» grant coordination as part of
state planning and budgeting
processes; and

» state intergovernmental advisory
bodies.

Also, the Commission again stated its

support for assigning functions among
state, local and areawide units of
government. Further, although many
states have moved to loosen the grip
of Dillion’s Rule, many have not.
Local governments should, in the
Commission’s view, be granted in-
creased discretionary authority to
carry out their functions as efficiently
and effectively as possible. During
this time of fiscal austerity, it has be-
come especially difficult for localities
to pay for carrying out state-
mandated functions. Therefore, the
ACIR reaffirmed that these mandates
shouid be catalogued, reviewed in a
systematic way, and the costs of im-
plementation paid by the states in
such highly intergovernmental func-
tions as education, health, highways
and welfare. The Commission reiter-
ated support for state fiscal note pro-
cedures and for minimizing state per-
sonnel mandates. Local governments
generally need both relief from man-
dated costs and access to nonproperty
tax revenues, espeaany when prop-
erty tax limitations apply. However,
the Commission recommended strict
state regulation of local retirement
programs and using statewide sys-
tems when appropriate.

ACIR’s Municipal Antitrust Policy
Transmitted to Congress

Based on policy adopted by the
Cammission last sorine. ACTR Execu-

AAULIILIMIOOIVEL 1adu ﬂl.ll JIIE A RVARAN A
tive Director S. Kenneth Howard
submitted written testimony on the
municipal antitrust issue to both
Senate and House committees. Hear-
ings were held in both houses of Con-
gress on bills addressing problems in-
herent in municipal antitrust liabil-
ity. Howard’s statement included
ACIR’s policy recommendations which
consist of two parts. The first part
recognizes the states’ pivotal role in
prov1d1ng immunity from federal
antitrust statutes. The second con-
tains eight policy statements that the
Commission believes should be em-
bodied in any legislative solution.
The hearing before the House Ju-
diciary Committee's Subcommittee on
Monopolies and Commercial Law
(March 29, 1984) elicited expert
testimony on separate bills submitted
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by three Subcommittee members,
Representatives Edwards, Fish, and
Hyde, respectively. The Senate hear-
ings, conducted on April 24, 1984, be-
fore that body's full Committee on the
Judiciary, considered only the bill au-
thored by its chairman, Senator
Strom Thurmond. (See “Inter-
governmental Focus” in this issue for
a legislative update.)

Silver Anniversary Oversight
Hearings Conducted on ACIR

On July 25, 1984, Senator Dave
Durenberger and Representative Ted
Weiss, respective Chairmen of the
Senate and House Intergovernmental
Relations Subcommittees, held joint
oversight hearings on the past ac-
complishments and future tasks of
the Advisory Commission on Inter-
governmental Relation. The hearings
coincided with the Commission’s 25th
Anniversary year and included testi-
mony from a range of witnesses:

Robert E. Merriam
former Chairman

William G. Colman
former Executive Director

Wayne F. Anderson
former Executive Director

Del Goldberg

Retired Staff Member of the

House Intergovernmental Relations
Subcommittee

Professor Elinor Ostrom
Indiana University

Professor Thomas Anton
Brown University

Robert B. Hawkins, Jr.
Chairman

S. Kenneth Howard
Executive Director

John Shannon
Assistant Director

David B. Walker
Asgistant Director

As indicated by Representative
Weiss in his intreductory remarks,
the hearings were called to seek an-

swers to a number of questions:

[1Has the Commission been able to
maintain the quality and quantity
of 1ts work during a period of inter-
governmental turmeil?

[(Has the Commission’s independent
nature and bipartisan balance, po-
litically and ideologically, been
maintained, and how can this be
fostered?

OWhat criteria have been used to
evaluate new research projects, and
to what extent have these criteria
changed the focus of ACIR's work in
recent years?

(IShould the number of members on
the Commission be expanded to ac-
commodate changing inter-
governmental relationships?

Senator Durenberger concurred
that the purpose of the hearings was
to review ACIR's past contributions
and to look ahead to the Commis-
sion’s future. He called upon wit-
nesses to address their comments spe-
cifically to how ACIR can best struc-
ture itself to meet the challenges that
are likely to arise shortly. Specif-
ically, Senator Durenberger noted
that Congress will probably look at
the tax code and entitlement pro-
grams next year, two areas where the
Commission could provide a unique
intergevernmental point of view.

For the hearing record, the Com-
mission submitted detailed written
responses to committees’ questions
concerning the structure, processes
and activities of the ACIR. In oral
testimony, Chairman Robert Hawkins
addressed the broader question of
ACIR’s future role in studying a fed-
eral system that is vastly different
than it was a quarter of a century
ago. In recent years, and especially
since 1978, fiscal changes have swept
across our intergovernmental system,
and a kind of “de facto new federal-
ism" has occurred. To meet future
challenges, Chairman Hawkina
stated, “we must re-examine the fun-
damental theory and practice of
American federalism, We will always
have a strong and active national
government. The question is whether
we will have strong and independent
state and local governments.”

ACIR’s 25th Anniversary To Include
September Retreat

A special retreat to consider the fu-
ture of federalism will take place on
September 23 and 24 in Annapolis,
MD. As part of ACIR’s 25th Anniver-
sary observance, past and current
Commission members will meet in
the State Capitol to discuss emerging
trends in intergovernmental rela-
tions. Four distinguished scholars will
present papers prepared for the occa-
sion. They will include:

Daniel J. Elazar

Director of the Center

for the Study of Federalism
Temple University

A.E. Dick Howard, White Burkett
Milter Professor of Law and Public
Affairs

University of Virginia

Paul Peterson
The Brockings Institution

Harry N. Scheiber
Professor of Law and History
University of California, Berkeley

Senator Richard Lugar of Indiana
and Alive Riclin, Director of the Eco-
nomic Studies Program at the Brook-
ings Institution, will be featured
speakers at the retreat.

The next regular ACIR business
meeting has been scheduled for De-
cember 6 and 7. It will be held in
Washington, D.C.

ACIR Sponsors Hearings on State-
Local Relations

In July, the ACIR sponscred two
hearings on the state-local partner-
ship, The hearings are part of the
Commission’s year-long effort to as-
gess its own 25-vear history and im-
pact, examine and uncover current
federalism issues, and formulate an
agenda for the near future. ACIR
held these hearings in conjunction
with the annual meetings of two
major public interest groups—the
first, on July 8, was in Seattle (WA)
with the National Association of
Counties (NACo) meetings and the
gecond hearing was on July 23 in Bos-
ton (MA) with the meeting of the



National Conference of State Legis-
latures.

Although the state and local offi-
cials testifying at the hearings spoke
to a wide variety of i issuies, a number

of themes recurred throughout the
hearings.

s A new federalism involving more
decentralized government will be
successful if and where a good
state-local partnership prevails.

¢ A good partnership depends upon
good communications—in turn,
good communications depend
upon both institutional and in-
formal arrangements but the in-
stitutional lines of com-
muniations are essential.

« The era of “doing more with less”
in government that was fore-
shadowed in the late 1970s took
root in the 1980s. Declining fed-
eral aid has prompted a number
of shifts.

President Names New Executive
Branch Members

In June, President Reagan an-
nounced the appointment of two new
Executive Branch members to the
Advisory Commission on Inter-
governmental Relations, They are

Secretary of Labor Raymond J. Don-
ovan and Secretary of the Interior
William P. Clark, Secretary Donovan
joined the President’s Cabinet in
1981. Before becoming Secretary of
Labor, he was executive vice presi-
dent of Schiavone Construction Co. in
New Jersey where he had primary re-
sponsibility for labor relations. Secre-
tary Clark has served in his pres-
ent capacity since November of 1983.

Secretary Clark, prior to his con-
firmation as Interior Secretary, was
Assistant to the President for
National Security Affairs and Deputy
Secretary of State. He served under
then-Governor neagan in California
until he was appointed Judge of the
Superior Court in San Luis Obispo
County in 1969. He was subsequently
appointed an Associate Justice of the
California Court of Appeals and an
Associate Justice of the California
Supreme Court before coming to
Washington.

The two Cabinet members join Lee
Verstandig, the White House As-

sistant for Intergovernmental Affairs,
as the three Executive Branch repre-
sentatives currently serving on ACIR.

“Pﬂl‘“‘lﬂ'ﬂ Held on New

ACIR Members

The question of whether the ACIR
should be expanded beyond its pres-
ent 26-members was the subject of
July Z7 hearings before the House
Subcommitiee on Intergovernmental
Relations and Human Resources. Two
pending House bills would add mem-
bers. H.R. 1617, sponsored by Repre-
sentative McGrath, would add four
new members including an elected
school board member, an elected town
or township official, a federal judge,
and a state chief justice. The second
measure, H.ER. 2536 sponsored by
Representative McCain, would add a
representative for the Indian tribal
nations.

ACIR Host to German Delegation

in Juiy, the Commission hosted a
delegation from West Germany that
was made up of members of the
Bundesrat’s Permanent Advisory
Council. The Bundesrat is the second
house in the country’s bicameral
legislature. Bundesrat members are
appointed by the German equivalent
of our state governors and that cham-
ber reviews all national legislation af-
fecting state interests. The members
who head each state ﬂelégamun make
up the permanent advisory couneil.

Two Commission members, James
Dwight and and County Executive
William Murphy, along with senior
staff members, exchanged views with
the German officials on trends in fed-
eralism, both here and in Germany.

State ACIR Ranks
Continue To Grow

Interest in state-level inter-
governmental advisory groups con-
tinues to grow, as three more states
have acted to create or rejuvenate
their own state ACIRs in recent
weeks, Legislation was adopted in
South Carolina to reestablish that
State’s ACIR and in Connecticut to
create a new commission. In Ohio,
Governor Richard Celeste reactivated

that State’s intergovernmental
panel—the State and Local Govern-
ment Commission.

Dr. David B. Walker Accepts
Academic Post

ACIR's Assistant Director for Gov-

ernment Structure and Functions, Dr.
David B, Walker, is ]n:fnnncr ACIR to

accept a full professorship at the Uni-
versity of Connecticut. Dr. Walker
Jjoined the Commission in 1966. Since
that time, 44 policy reports, 35 infor-
mation reports and numerous sug-
gested state bills were prepared under
his direction. In addition, he has
worked closely with lawmakers over
the years to develop at least five sep-
arate pieces of federal inter-
governmental legislation including
the Intergovernmental Cooperation
Act, the Intergovernmental Personnel
Act, and Part A of Title VII of the
Housing and Urban Development Act.
His section’s most recent work on
regulatory federalism provided the
philesophic and factual underpinning
for pending Senate legislation to re-
duce and reform federal regulatory
presence in state and local govern-
mental affairs.

Dr. Walker is the author of the
widely-used text, Toward a Func-
tioning Federalism. He has pub-
lished numerous articles on inter-
governmental relations, federalism

and nalitinral grianss Ha wac raanan
and po:iifa: sCIenet, e Was I'espon-

sible for guiding perhaps the two

most ambitious studies in ACIR’s his- .

tory, The Intergovernmental Grant
System and the Federal Role in the
Federal System,

Dr. Walker will be teaching both
political science and public admin-
istration at the University of Con-
necticut Master of Public Affairs Pro-
gram.
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Do’s And Don’ts For Deficit
Cutters: Lessons From A Public
Opinion Survey

by John Shannon

Before charting a budget deficit reduction plan, fed-
eral policymakers must answer several hard
questions—should the deficit reduction strategy rely
mostly on expenditure cuts, mostly on tax hikes, or
should it be evenly balanced between program cuts and
tax increases? (Alternatively, to what extent can future
economic growth be relied upon to increase collections?)
If expenditure cuts are to be made, in which of the
broad program areas should the ax fall the hardest—
defense, social security and Medicare, or in the “all
other” category? If taxes must be raised, how should it
be done—higher income tax rates, a broader income tax
base (cutting back on deductions and tax shelters), or
some new levy such as a national sales tax?

Positive Lessons

To find out public opinions on such tough issues,
these questions were asked in May of this year by the
Gallup Organization as part of the ACIR’s 13th annual
survey of public attitudes on government and taxes.
Three major findings emerged:

« As a group, the respondents clearly favored an
overall deficit reduction strategy that placed more
emphasis on expenditure cuts than on tax hikes.
While it is true that 33% of the respondents
favored a deficit reduction policy equally balanced
by cuts in spending and by tax increases, 51% of
the respondents opted for mostly cuts in spending
as compared to only 7% who favored a plan char-
acterized mostly by increases in taxes. It is inter-
esting to note that only 9% of the respondents fell
into the “Don’t Know/No Answer” category. (Table 1)

« As for expenditure cuts, the big message appeared
clear—virtually all federal programs and especially
defense could be cut. Only social security and
Medicare programs should be considered off limits
to the budget cutters. In fact, almost 17 times as
many respondents selected defense for cuts as those
who called for cutbacks in social security and Medi-
care. (Table 2)

» As for tax increases, again the overall message
came out fairly strong—plug loopholes in the ex-
isting income tax base before considering other
ways of raising additional revenue. Public support
for broadening the income tax base appears to be
growing; in the 1984 survey, income tax base
broadening enjoyed a 15 percentage point lead over
a national sales tax compared to only a 6 per-
centage point lead in 1972—the only other year
ACIR asked this same question. (Table 3)

The public’s criticism of the federal individual income
tax was also reflected in its response to another ques-
tion—"“Which do you think is the worst tax, that is, the
least fair?” For the sixth straight year the federal indi-
vidual income tax received the most votes. In earlier
years, the local property tax usually nosed out the fed-
eral income tax for the cellar position in public esteem.
(Table 4)

Obviously, the results of public opinion surveys can
be only one of many factors that Congress and the
White House must weigh in developing a deficit reduc-
tion policy. National security considerations, for exam-
ple, collide head on with popular support for defense
cuts. Also, the enthusiasm of many respondents for
plugging income tax loopholes collides with another
reality—the skill with which Washington lobhyists can
throw sand into the gears of the tax refofm machinery.

Despite these realities there dré at least two policy
benefits that flow from these public opinion surveys.
First, the broad judgments of the general public serve
as a necessary counterbalance to the particular plead-
ings of interest groups who usually oppose any reduc-
tion in their tax breaks or any cut in their favorite fed-
eral program.

Negative Lessons

Letting public officials know in no uncertain terms
what is clearly unacceptable stands out as the second
and perhaps more important value of this type of sur-
vey. When asked to make judgments about such dis-
tasteful issues as tax increases and expenditure cuts,
the respondents in public opinion pells are apt to be
more in agreement about the policies they dislike the
most than they are about policies they dislike the least.

Using the “least public support” test, this public opin-
ion survey has etched out the three elements that de-
pict the least acceptable approach for federal deficit re-
duction. These negative lessons can be easily sum-
marized.

+ Do not draft a deficit reduction strategy that relies
mostly on tax increases.

« Do not cut social security and Medicare benefits.

« Do not raise the rates of the federal individual in-
come tax.

John Shannon is ACIR Assistant Director for Taxation
and Finance



Table 1

In the next fiscal year, the federal government is expected to spend about 180 billion dollars more

than

e L0 DD

it takes in. Which one of these basic ways of reducing the deficit would you most prefer?
Percent
. Mostly by cuts in spending. 51
. Mostly by increases in taxes which would be earmarked for reducing the deficit. 7
. About equally by cuts in spending and by tax increases. 33
. Don't know/No answer. g

Table 2

If the federal government decides to reduce spending to keep it more in line with revenues, which
one of these would you prefer?

1
2.
3

& gt

Percent
. Cut defense spending. 50
Cut social security and Medicare. 3

. Cut all federal programs other than defense and socizl security and Medicare. That 31

would include federal programs such as farm supports, veterans benefits, welfare,
education, and transportation aid.

All federal programs. 2!
No federal programs. 21
Don’t know/No answer. 12

'Responses were volunteered.

Table 3

Suppose the federal government must raise taxes substantially, which of these do you think would
be the best way to do it?

Percent
1984 1972

. Have a form of national sales tax on things other than food and similar 32 34

necessities.

Raise individual income tax rates. 7 10

Rajse money by reducing special tax treatment for capital gains and cutting 47 40

tax deduction allowances for charitable contributions, state and local taxes,

medical expenses, etc. )

Don't know/No answer. 14 16

Table 4
Which do you think is the worst tax—that Is, the least fair?
Percent
May May May Sept. May May May May May April May March
1984 1983 1982 1981 1980 1979 1978 1977 1975 1974 1973 1972

Federal Income

Tax

36 36 36 36 36 37 30 28 28 30 30 19

State Income Tax 10 11 11 9 10 8 11 11 11 10 10 13
State Sales Tax 15 13 14 14 i9 15 18 17 23 20 20 13
Local Property

Tax

29 26 30 33 26 29 32 33 29 28 31 45

Don’t Know 10 15 9 9 10 13 10 11 10 14 11 11
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Dear Reader:

We are now in one of those periods
when the actions of public officials
and the theories of academics seem to
be converging. The daily activities of
state and local officials add credence
te the growing theoretical argument
that these governments can and
should foster economic g’rowth And
this new way of 106king at economic
growth may, in turn, have profound
implications for intergovernmental
relations in our federal system.

The State of California was one of
the first to recognize the increasing
importance of trans-Pacific trade by
establishing an office in Tokyo.

Elected officials on ACIR have also
been active in the pursuit of economic

growth. Pennsylvania’s Governor
Richard 'l‘hnrnhnru‘h has spea rheaded

such initiatives as the Ben_]amm
Franklin Partnership and the MIL-
RITE Council (for “Make Industry
and Labor Right in Today’s Econ-
omy”). Among other things, these
ventures have linked officiais of busi-
ness, labor, and government in a co-
operative exploration of such ap-
proaches as employee ownership of
firms and public “seed money” for
venture capital.

In Texas, San Antonio Mayor
Henry Cisneros has taken a lead role
in attracting high technology. Simi-
larly, Governor Lamar Alexander of
Tennessee (formerly ACIR Vice
Chairman) has logged many miles of
travel to other states and nations,
promoting his state’s comparative
economic advantages. In a recent vol-
ume the International City Manage-
ment Association has outlined the
many ways that local governments
can play increasingly active (even en-
trepreneurial) roles in their commu-

nities’ economic growth and develop-
ment.

State and local officials of all politi-
cal persuasions are increasingly for-
saking passive roles in their jurisdic-
tions’ economic futures, realizing not
only that the well-being of their con-
stituents but their governments’ own
future revenues are hanging in the
balance. Such state-local activities
should not be viewed as merely redis-
tributing jobs or income but as cre-
ating wealth through new goods and
services and through more efficient
forms of production better attuned to
community economic circumstances.
Truly, this creative ferment provides
vet another example of states and
localities serving as the laboratories
of federalism.

Scholars too are beginning to em-
phasize the powerful subnational in-
fluences on the national economy. In
her most recent book, Cities and the
Wealth of Nations, Jane Jacobs
holds that the economic health of any
nation is dependent upon the health
of its cities. She argues that most
economic wealth is created in cities,
where new and branch establish-
ments are born and grow. Professor
Norton Long has }ong reasoned that a
nation of economically dependent
cities cannot be really independent.
His challenge to both elected officials
and academics is to develop ideas and
policies that will encourage cities to
act as limited political economics.

The implications for inter-
governmental relations and American
federalism are profound. ACIR's John
Shannon has suggested that forces for
change in federal-state-local relations
have already begun, operating
through what he calls “de facto” fed-
eralism, which is driven by budgetary
and social realities. ACIR has been
active in the connection between eco-
nomic growth and intergovernmental
tax policy, e.g., the debate on states’
taxation of multinational corpora-
tions. A recent example shows the
importance of this tax issue. In order
to attract a $15 million Japanese
plant, Indiana made plans to change
its tax laws to repeal the use of
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worldwide unitary taxation.

These trends and issues have sur-
faced in the nublic hpnﬂnu’q we have
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been holdmg around the country.
State and local officials, as well as
representatives from the business and
academic communities have provided
diverse testimony that has a common
ring: The constitutional, political, and
fiscal understandings that have un-
derpinned American federalism need
rethinking and rebuilding.

This task is of course an appropri-
ate activity for ACIR. It is also timely
in light of cur upcoming bicentennial
celebration of the drafting of the U.S.
Constitution, establishing the first
government ever created through re-
flection and choice

The initial umuenge will be to un-
derstand better the economic, social,
and technological forces that will be
affecting our society in the next dec-
ade. Likewise, we will be required to
assess where our past work continues
to be relevant and where it needs to
be rethought. Let me suggest areas
where our past work still holds firm
and, alternatively, where it must give
way to new thought and policies.

Thre m Lo m
Three general tenets seem to me

still valid:

e Policies, whether constitutional,
political, or administrative,
should always seek to promote
balance in the federal system—
providing the citizens and leaders
of various governments with
adequate authority for inde-
pendent action,

¢ Qur long-standing commitment
to a strong and independent local
government sector is as sound
today as it was when ACIR be-
gan.

® Fiscal equity is an important
concern in any federal policy.

All future research should stand on
these foundations of past ACIR work.
Where we must look for change is in
the following areas:

® We must move away from solu-
tions that try to imposed single,




large-scale governments on our
metropolitan areas. Instead we
should consider drafting policy
recommendations that recognize
the various scales of government
that a diverse and dynamic ur-
ban environment requires to op-
erate effectively. Recent research
suggests that the alleged virtues
of large-scale government have
been greatly overestimated.

¢ We must also take a hard new
look at state-local relationships
to see how they can be rebuilt to
meet changing times.

e Finally, we must better under-
stand a structural matter: how
the intergovernmental allocation
of powers, functions, and respon-
sibilities influences governments
and their operations. Evaluating
government performance in
terms of equity, efficiency, and
responsiveness is not a matter of
political philosophy alone. These
concerns are voiced in every elec-
tion and are rooted in the every-
day consequences of legal and po-
litical structures. No inter-
governmental system can be con-
sidered fair or effective that con-
ceals fiscal and political account-
ability or that causes a mismatch
between a government's respon-
sibilities and its resources.

Society is clearly moving faster
than many of us in the policy process
want to admit. Yet this ferment offers
the challenge of opening up policy
areas once thought to be quiet, but
now buzzing with exciting issues of
federalism. Perhaps Professor Daniel
J. Elazar’s notion of federalism as self
rule through shared rules can provide
at least a focal point for thinking
about how we govern America during
the third century of our experiment
in self governance.
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The following publications are
reports issued in 1984 by the Ad-
visory Commission on Inter-
governmental Relations.

Regulatory Federalism: Policy,
Process, Impact and Reform
{A-95).

Over the past two decades federal
policymakers have increasingly
turned to regulatory programs to en-
courage state and local governments
to perform a particular activity or
provide a particular service. This re-
port digcusses the growth and oper-
ation of these new forms of inter-
governmental regulation. It identifies
four major types of regulatory pro-
grams affecting state and local gov-
ernment, discusses their growth and
impact on state and local government,
and traces regulatory reform initia-
tives. The final chapter provides the
Commission’s conclusions and ACIR’s
own strategy for reforming federal
regulation of state and local govern-
ments.

Jails: [Intergovernmental Dimen-
sions of a Local Problem (A-94).

This report discusses major issues
and problems facing local jails and
analyzes major alternatives currently
available to using jails. The report
also discusses state-local relationships
as they effect the operation of local
jatls and the federal judicial role in
local jails. The report includes the
Commission’s proposals for local adult
correctional reform.

Staff Working Paper
“Tax Burdens for Families Residing
in the Largest City in Each State,
19827

This study examines the amount of
taxes that a typical family of four liv-
ing in the largest city in each state
would pay in selected federal, state
and local taxes.

Significant Features of Fiscal Fed-
eralism, 1982-83 Edition (M-137).
This year’s edition of Significant
Features provides updated infor-
mation on federal, state and local
revenues and expenditures, employ-
ment, earnings and tax rates. Section

I provides historical and state-by-
state information on specific public
finance topics. Section I provides in-
depth analysis of public finance topics
for individual states.

Financing Public Physical In-
frastructure (A-96).

This report studies the inter-
governmental aspects of financing
publie physical infrastructure. Tt
examines post-war trends, concerns
about the rate of new investment and
forces currently helping to solve
physical infrastruciure problems. The
report finds that public physical in-
frastructure problems differ greatly
from place to place. Efforts by each
level of government are helping to
solve some serious infrastructure
problems but these efforts can be as-
sisted by balancing capital and main-
tenance needs, by allowing flexibility
in construction standards, and by em-
phasizing infrastructure-related re-
search and development.

The following publications are
available directly from the pub-
lishers cited. They are not avail-
able from ACIR.

Pragmatic Federalism, by Paris
Glendening and Mavis Mann
Reeves, 2nd edition, Palisades
Publishers, P.O. Box 774, Pa-
cific Palisades, California
90272. $12.95

Public Policy and Politics in
America, by James E. Ander-
son, et al, 2nd edition, Brooks/
Cole Publishing Company,
Monterey, California 93940.

Small Cities and Counties: A
Guide to Managing Services,
edited by James M. Banoveltz,
International City Management
Association, 1120 G Street,
N.W., Washington, D.C. 20005.
$28.50.
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