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Preface and 
Acknowledgements 

The Advisory Commission on Intergovern- 
mental Relations (ACIR) celebrated its 25th An- 
niversary in 1984. During the past quarter cen- 
tury, the Commission has continually sought to 
assess the condition of American federalism. The 
silver anniversary year provided a timely oppor- 
tunity to emphasize this monitoring role. Several 
special undertakings were part of this effort, in- 
cluding the hearings reported in this publication. 

In September 1983, the Commission con- 
cluded that developments in the field of state- 
local relations during the remainder of this de- 
cade would constitute the best measure of the 
future strength, viability and direction of our 
federal system. At a time of real and important 
changes within the federal system, the ACIR an- 
niversary hearings around the country gathered 
experiences and opinions from persons repre- 
senting informed but diverse views. The five ses- 
sions were held in Phoenix, AZ; Denver, CO; 
Seattle, WA; Boston, MA; and Indianapolis, IN. 
In all, over 50 individuals participated, drawing 
on an array of backgrounds to provide a useful 
sampling of judgments on the problems and the 
practical issues confronting the American federal 
system today. These individuals included: 

State-elected oficials: two governors, one 
lieutenant governor, and three legislators. 

State-appointed oficials: two agency heads, 
and one legislative staff representative. 

State AClRs or similar groups: eight members 
or staff persons. 

Counties: three executives, six board 
members, and one staff person. 

Cities: five mayors, two councilmen, and 
three staff persons. 

Public interest groups: three national, four 
state, and one regional. 

Academics: four faculty members. 
For-profit groups: three representatives. 
Non-profit groups: three representatives. 

The first hearing was held in conjunction 
with an ACIR quarterly meeting in Phoenix. That 
hearing's topic-"Public Finance and Tax Issues 
for the 80s"-was chosen to fit a study on 
strengthening the federal revenue system that 
was on the Commission's formal agenda. 

The second session, a roundtable held dur- 
ing the annual conference of the American Soci- 
ety for Public Administration in Denver, focused 
on the topic "Government Reform: Are the Old 
Nostrums Still Valid?", a reflection of ACIR's role 
in urging changes over the last 25 years. The 
theme also suggested that perhaps the traditional 
reform agenda and concepts had run their 
course. 

The remaining three hearings were held in 
conjunction with the annual meetings of national 
public interest groups: the National Association 
of Counties (Seattle), the National Conference of 



State Legislatures (Boston), and the National 
League of Cities (Indianapolis). Each of these 
sessions focused on the perspectives of these offi- 
cials about the "state" of state-local relations and 
the condition of the intergovernmental system. 

The dates, locales, topics, and speakers are 
shown in each hearing's summary. These sum- 
maries follow an opening overview chapter that 
draws together the major themes emerging from 
the five sessions. 

Jane F. Roberts was responsible for the 
hearings. Donald W. Lief expertly and painstak- 
ingly summarized the material presented at the 
hearings and prepared the written capsules pub- 
lished here. The overview chapter was written 
by ACIR's former executive director S. Kenneth 
Howard. Bruce McDowell and Jane Roberts pro- 
vided editorial assistance. Esther Fried prepared 
the manuscript. 

Our thanks to all of the participants for 

hearings. A special note of appreciation also is 
extended to those individuals and organizations 
whose invaluable assistance played a key role in 
the success of the five sessions: Lin Hallickson 
Wurbs and the City of Phoenix; Keith 
Mulrooney, the American Society for Public Ad- 
ministration, and the Denver Partnership; 
Matthew Coffey, Linda Church-Ciocci, and the 
National Association of Counties; Earl Mackey, 
Robert Goss, Susanne Hiegel, and the National 
Conference of State Legislatures; and Alan Beak, 
William Davis, and the National League of Cities. 

Robert B. Hawkins, Jr. 
Chairman 

JohnShannon 
their observations and ideas dffered i t  each of the Executive Director 
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Fedevakm Themes In 1984: 
An Ovmiew Of Five Heavings 

The balance of power among the three 
levels of government in America has 
shifted with the times and is still doing 
so. The current struggle to reach a new 
balance revealed both philosophical 
issues and operational challenges in five 
hearings on federalism held in 1984 by 
the Advisory Commission on Intergov- 
ernmental Relations (ACIR). These hear- 

Serious fiscal stringencies a t  the 
national level are rippling 
throughout the intergovernmental 
system, driving the emergence of 
new relationships throughout the 
American federal system and 
bringing economic development 
strategies to the forefront. 

ings were part of AClR's special activities 
to celebrate its 25th Anniversary. 

Serious fiscal stringencies at the na- 
tional level are rippling throughout the 
intergovernmental system, driving the 
emergence of new relationships 
throughout the American federal system 
and bringing economic development 
strategies to the forefront. This overview 
of the five anniversary hearings focuses 
upon those fiscal forces, economic de- 
velopment strategies, and shifts in inter- 
governmental relationships identified by 
the participants which likely will be the 

Almost unanimously, the witnesses 
believed that mounting federal 
deficits spelled an end to the 
politics of intergovernmental fiscal 
expansion a t  the nationa 1 level. 

key factors for the remainder of this de- 
cade, and perhaps beyond. 

Fiscal Revolution 

Almost unanimously, the witnesses be- 
lieved that mounting federal deficits 
spelled an end to the politics of inter- 
governmental fiscal expansion at the na- 
tional level. Despite concern about na- 
tional policies dampening federal actions 
on many fronts, there were virtually no 
calls for larger federal spending pro- 
grams or for the national government to 
assume greater responsibilities for any 
domestic function. Some speakers also 
emphasized the need to adopt major 
procedural reforms to mitigate mounting 
federal deficits, such as requiring a bal- 
anced budget, giving the President line- 
item veto authority comparable to that 
enjoyed by many governors, and estab- 
lishing a separate federal capital budget. 
Pennsylvania Governor Richard Thorn- 
burgh suggested there have been valu- 
able discipline lessons learned and expe- 
riences gained at the state level which 
could be applied to the national level. 

The current situation marks a major 
reversal in the relative fiscal health of the 
partners in the American federal system. 
The number of federal grant programs 
available to state and local governments 
has dropped by over 140 since 1980, 
and seems likely to continue declining. 
In addition, as Figure 1 shows, the rela- 
tive financial significance of federal aid 
also has declined over the last several 
years. But the new element in these 
hearings is that this fiscal shift has now 
been recognized as a long-term reality. 

State and local officials displayed an 



State and local oficials displayed 
an eagerness and a willingness to 
'get  on with governing" in this new 
fiscal context and to ty to move 
fonuard-a "fend for yourself" 
fiscal federalism . . . 

lgerness and a willingness to "get on 
i th governing" in this new fiscal context 
nd to try to move forward-a "fend for 
~urself '  fiscal federalism, so to speak. 
nportantly, this fiscal reality seemed to 
e causing long-term changes; state and 
)cal officials acknowledged it without 
mcor and seemed to exhibit a renewed 
~ergy  that comes from encountering se- 
ous challenges. 

There also was a widespread will- 
gness to explore new ideas, and specif- 

ically those which seemed more suited 
to the revolutionary new consensus 
about fiscal realities. Time and again 
there were calls for new strategies and 
relationships, and the use of terms and 
phrases such as privatization, co-pro- 
duction, referenda, constitutional 
amendments, new forms of citizen par- 
ticipation, and separating the "provision" 
of services from their delivery. Although 
none of these ideas garnered a con- 
sensus, the number and range of possi- 
bilities were impressive, reflecting a will- 
ingness to experiment and a positive 
attitude toward the challenges and 
changes ahead. 

Given this context, state and local 
officials expressed concern about several 
national issues: inadequate or unsettling 
transition provisions accompanymg de- 

FlGURE 1 
The Rise and Decline of Federal Aid 

1950 1960 1970 1980 1990 
Years 

*From Budget of the U.S. Government, FY '86, Historical Tables, Table 12.1, Feb. 
1985. 
**Federal aid figures from Budget, FY '86, Historical Tables, Table 12.1. s-1 General 
Expenditure figures from Census, Government Finance series. Estimates for s-1 ex- 
penditures for 1985-90 based on 2% real growth rate. 



:lining federal grants; mandates without 
noney; and preemption of state and 
ocal revenue sources. Local officials ex- 
xessed particular vulnerability as they 
mticipated more mandates without 
unding from both the state and national 
.evels; state sales tax increases making 
local collections from the same source 
more difficult; broadened flexibility in 
federal grants being negated by tight- 
med state restrictions; and proposed 
federal tax reforms that would make it 
harder for state and local governments to 
benefit from the federal deductibility of 
their taxes and to utilize revenue bonds. 

Economic Development 

Economic development-focusing on 
job retention and creation-clearly has 
been a major public policy issue for all 
three levels of government. These hear- 
ings returned repeatedly to this topic. 
Local officials were especially concerned 
because of the growing reliance on their 
own local revenue sources. However, 
their concern went well beyond this rev- 
enue generating consideration. Mayors, 
governors, county officials, and state leg- 
islators alike recognized that the elector- 
ate is judging them increasingly by their 
success in securing a broad range of eco- 
nomic benefits for their communities. 

However, state and local "booster- 
ism" was tempered by a recession- 
induced appreciation for the limited effi- 
cacy of these efforts when the economy 
is national in scope, if not global. There 

The elements of equity receiving 
attention included revamping 
public finances to make needed 
revenues available a t  the levels of 
government having public service 
responsibilities . . . 

also was an appreciation for the limited 
desirability of having each government 
make its own way: eagerness and will- 
ingness are one thing, but resources are 
another, especially when federal dollars 
are being withdrawn. Yet, despite ac- 

knowledging how interdependent the 
economy has become, and the implica- 
tions of shifts to a service economy and 
the increasing importance of interna- 
tional markets, little attention was given 
to national strategies for encouraging 
economic development. 

Emerging Intergovernmental 
Relations hips 

The participants in these hearings, al- 
most by definition, were not "centralists" 
in their orientation toward government. 
It is not surprising, therefore, that they 
almost unanimously agreed that dividing 
powers among the levels of government 
-as a federal system does-is important 
to maintaining freedom and making 
government effective across a nation as 
large and diverse as the United States. 
There was less agreement, however, 
about the best criteria for dividing func- 
tions among the levels of government, 
and determining which activities should 
be left to the private sector. 

Given the emphasis many partici- 
pants placed on economic development, 
economic values received great atten- 
tion, and both economic efficiency and 
equity were discussed. Greater efficiency, 
of course, would ease the budget pinch 
by "doing more with less," using such 
approaches as devolution, tax limits, 
user charges, and co-production. But t l ~  
countervailing concern, expressed by 
Arizona Governor Bruce Babbitt and 
others, was that single-minded focus on 
efficiency might overlook the need to 
maintain fiscal equity. The elements of 
equity receiving attention included re- 
vamping public finances to make needed 
revenues available at the levels of gov- 
ernment having public service responsi- 
bilities, reducing fiscal disparities among 
local governments and school districts, 
devising intergovernmental aid formulas 
sensitive to the needs of both distressed 
communities and growth areas, and 
maintaining an adequate system for in- 
tergovernmental cost-sharing for health 
care and meeting the needs of indigents. 



In addition, there were warnings 
that too much emphasis on economic 
values might drive out or diminish the 
recognition of municipalities as socio- 
logical and political entities. According 
to this view, economic criteria should be 

. . . local officials specifically 
expressed great concern about 
recent court decisions making them 
liable-individually and oflcially 
-under national antitrust 
legis la tion. 

tempered with values for citizen partici- 
pation and political accountability. Al- 
though the difficulties in weighing one 
value against another were acknowl- 
edged, it was noted that the language 
and values of the marketplace economy 
do not stress "community" or "nation- 
hood." Individual achievement was 
lauded, but concerns for one's neighbors 
also were raised, and the current ascen- 
dency of economic values was readily 
acknowledged, but not uniformly ap- 
plauded. The hearings raised a challenge 
to reconcile marketplace rationales with 
long-term social values as the relation- 
ships among federal, state, and local 
governments continue to shift. 

Federal-State Relations: 
Adjusting to Devolution 

As the federal government has reduced 
its role in many domestic functions, 
many of the relinquished responsibilities 
have passed to the states. The states' 
growing responsibilities were reflected 
most notably in comments about tax 
matters. Most such comments were 
given in the context of concerns about 
state autonomy: opposition to a national 
value added tax because it might reduce 
the states' ability to generate sales tax 
revenues; opposition to national restric- 
tions on how the states may tax the in- 
come of multinational corporations; and 
support for continuing the deductibility 
of state and local taxes, as well as ex- 

emptions for interest on state and local 
bonds in calculating federal personal in- 
come tax liabilities. 

Federal-Local Relations: 
Less Money, More Rules 

Throughout the hearings, city and 
county representatives expressed fairly 
similar views when pointing out the de- 
clining role of federal financial support, 
when commenting upon the local costli- 
ness of implementing certain national 
policies such as pollution control, and 
when expressing concern over the in- 
creasing costs of federal court decisions, 
regulatory standards, and potential na- 
tional tax reforms. 

These local officials specifically ex- 
pressed great concern about recent court 
decisions making them liable-individ- 
ually and officially-under national anti- 
trust legislation. Most felt that, since this 
serious liability had been created by the 
federal government, it should be reme- 
died by that level. 

Although city officials generally 
seemed less anxious about the fiscal fu- 
ture of their jurisdictions than did 
county officials, they also seemed less 
enthusiastic than their county counter- 
parts about the Administration's New 
Federalism policies. Although welcom- 
ing the opportunity to chart their own 
course, especially in economic develop- 
ment, many local officials objected to the 
devolution of responsibilities unless ac- 
companied by a commensurate increase 
in financial and legal authority. 

State-Local Relations: 
Growing Importance, 
Continuing Tensions 

It was widely recognized that rapidly 
changing economic conditions were 
combining with stabilized or declining 
federal grants to place the states at center 
stage in the continuing drama of Ameri- 
can federalism. In 1983, ACIR con- 
cluded that the states were becoming in- 



creasingly pivotal actors in our federal 
system, and that how they act (individu- 
ally and collectively) will determine the 
future "resilience, effectiveness, and po- 
litical balance in our federal system."' 
That assessment was generally corrobor- 
ated by witnesses in all the hearings, but 
whether the states will actually adopt 
such a positive leadership role was a 
contested issue. Although most partici- 
pants acknowledged that states had gen- 
erally made the changes in their internal 
structures and operations that the re- 
formers (including ACIR) have advo- 
cated over the years, it was emphasized 
that structural and operational change 
alone do not necessarily foster le~dership 
or assure a willingness to act. 

The Local View. Local officials, in 
particular, bemoaned the traditional 
state indifference toward urban areas and 
foresaw old practices and attitudes re- 
emerging, especially if the prods of fed- 
eral grants became less influential. The 
testimony of local officials gave poignant 
witness to ACIR's 1983 statement that 
states will have to provide firmer foun- 
dations and leadership for the kinds of 
"productive state-local-private sector 
partnerships that American federalism 
will require in the years ahead."2 These 
officials concurred that the nature and 
strength of state-local relations will dem- 
onstrate whether or not states will play 
such a role. 

Local officials saw power shifting to 
state capitals as certain policies were im- 

The extent of state supervision over 
such areas as local tax rates and 
health services, for example, was  
identified as a perennial source of 
friction between states and cities. 

plemented, such as state-administered 
block grants and nationally imposed 
volume caps on the amount of industrial 
development bonds that each state may 
issue, and they feared the results. They 
did not forsee states replacing from their 

own resources the financial support for 
communities that the national govern- 
ment was withdrawing. Rather, they did 
see states replacing with their own rules, 
regulations, and red tape the nationally 
imposed rules, regulations, and red tape 
that block grants were designed to re- 
duce. 

Local officials also heard their state 
counterparts talk about the need for 
local units to have sufficient capacity to 
deal with their own problems, but they 
pointed out, for example, that several 
states were then contemplating changes 
in state tax policies that might effectively 
preclude local governments from using 
the proffered additional capacity, partic- 
ularly the local option sales tax. Local 
officials heard about tax "elbow room" 
from both the state and national levels, 
but they were less certain they saw it for 
their own citizens and jurisdictions. For 
example, former county commissioner, 
now political science professor, Conrad 
Joyner emphasized that New Federalism 
policies are based: 

. . .on some invalid assumptions 
about the intergovernmental sys- 
tem. One of the more glaring false 
assumptions is that the states will 
deal fairly with their local govern- 
ments. Further, there are implicit 
assumptions that states will expand 
local governments' powers, and as- 
sist counties in garnering additional 
and necessary revenues. These lat- 
ter assumptions simply cannot be 
validated by experience. 

The extent of state supervision over 
such areas as local tax rates and health 
services, for example, was identified as a 
perennial source of friction between 
states and cities. The concept that local 
governments are "creatures" of the states 
increased this friction; a heavy state 
hand in such matters undermines local 
responsibility and accountability, weak- 
ening the federal system, in the view of 
local officials. 

Throughout the hearings, city and 
county representatives objected to state 
(as well as federal) mandates. They also 



expressed deep feelings that the emerg- 
ing mood of helpfulness among state of- 
ficials still was largely untested, and had 
not improved sufficiently to meet local 
needs in many instances. 

Some differences between counties 

. . . special districts, the most 
rapidly growing form of 
government in the nation, drew 
both praise (for seming vital needs 
effectively and responsively) and 
criticism (for complicating the 
interlocal coordination task and 
often adding another layer of local 
taxation). 

and cities emerged in the hearings, in 
part because these types of governments 
frequently are assigned different respon- 
sibilities. For example, county officials 
felt that their governments often were 
the neglected part of the governmental 
structure nationally, receiving insuffi- 
cient respect and recognition. Major 
urban counties render just as full a range 
of public services as major cities, they 
noted, sometimes even more so as serv- 
ices are transferred from cities to such 
counties. Counties today, they said, are 
expected to play a major role in two of 
the increasingly expensive and expansive 
parts of the nation's domestic agenda: 
health care and public physical infra- 
structure renewal. 

Interlocal economic and service 
disparities and the problems encoun- 
tered in trylng to ameliorate their unde- 
sirable consequences were the focus of 
several participants comments. For ex- 
ample, special districts, the most rapidly 
growing form of government in the na- 
tion, drew both praise (for serving vital 
needs effectively and responsively) and 
criticism (for complicating the interlocal 
coordination task and often adding an- 
other layer of local taxation). 

State Views and Areas of Agree- 
ment. As always, however, the case is 
not one-sided. State legislators noted 

that local governments have been given 
powers in many instances that they have 
not chosen to use, especially in home 
rule states. Under such circumstances, 
these officials asked: Why should states 
yleld to these local cries for help? 

Whether or not states focus more 
coherently on the problems of local gov- 
ernments, there were signs of some gen- 
eral loosening of the regulatory reins 
and of greater state-local negotiation and 
accommodation occurring on such 
issues as state financial aid and economic 
development strategies. The usefullness 
of state ACIRs in the state-local dialogue 
was cited, and one legislator predicted 
that a unified front by local officials 
would win fair treatment from state leg- 
islatures. 

The hearings also produced wide- 
spread agreement that the effects of 
changes now underway will affect differ- 
ent local governments in different ways, 
depending largely upon how a state has 
allocated functional responsibilities 
among the local units within its borders. 
Those allocations themselves reflect a 
state's political ethos. Moreover, the ef- 
fects also will vary from one geographi- 
cally identifiable area to another, both 
between states and between areas within 
a state. Even within the same state and 
within its substate regions, effects will 
vary depending on whether a commu- 
nity is growing, stagnant, or declining. 

Conclusion: 
A System in Transition 

The American federal system is cur- 
rently passing through an exciting, albeit 
frustrating, period of change and uncer- 
tainty. Tight national fiscal realities are 
compelling much of this transition. The 
changes which are taking place are fo- 
cusing leadership responsibilities upon 
the states, whose responses are still 
evolving and have not as yet assumed a 
definite pattern. 

There is a general acceptance about 
the need to change methods of financing 
and delivering public services, but there 



is widespread doubt that procedural and underlying values. 
structural reforms alone will accomplish Indeed, the ACIR anniversary year 
them. That doubt heightens the inten- hearings reflected the jumbled richness 
sity and significance of the debate about which is American federalism today. 

'ACIR, The Question of State Government Capability, A-98 (Washington, DC: US. Gov- 
ernment Printing Office, January 1985), p. 401. 

21bid., p. 402. 
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The second hearing in the ACIR an- 
niversary series was held in conjunction 
with the annual conference of the Amer- 
ican Society for Public Administration. 
Speakers and participants at this gather- 
ing differed from those at the other hear- 

A clear consensus . . . Traditional 
1960s structural reform is not now 
viable. 

ings because they were not primarily 
elected public officials. Their insights 
and conclusions were based less on daily 
responsibilities than on their opportu- 
nity to observe trends. Aware of changes 
in national policies, program shifts, and 
the impacts of mandates, speakers 
sought to place these changes within the 
context of governmental structures and 
functions as well as public expectations. 
As a result, the discussion extended into 
the arenas of political economies and 
principles of management as well. 

The hearing's format also differed 
from the other sessions because it em- 
phasized interaction among participants, 
which allowed distinctions to be made 
more precisely - an important feature 
when discussions are unbounded by fo- 
cusing on such concrete subjects as reg- 
ulations, appropriation figures, and stat- 
utory powers. 

A clear consensus emerged among 
the three major speakers on present and 
near-term conditions: 

e Traditional 1960s structural reform 
is not now viable. Extensive consol- 
idation of general purpose govem- 
ments, for example, will not be the 
route chosen to achieve govern- 
mental coordination. 

Innovation is widely accepted, even 
strenuously urged, in new mecha- 
nisms for service delivery. At its 
furthest reaches, innovation is 
viewed in terms of privatization of 
government functions and "co-pro- 
duction" of services. 

0 State and local governments must 

continue to face a fiscal landscape of 
limited resources; reduced fiscal de- 
pendence on the national govern- 
ment must be acknowledged. 

The direct role of the public in gov- 
ernment decisions will continue to 
grow as faith in representative de- 
mocracy continues. 

Behind this consensus, however, lay 
strong differences in emphasis on eco- 
nomic growth, governmental efficiency, 
and governmental reflections of diverse 
social and cultural values. Robert B. 
Hawkins, Jr., and Astrid Merget each 
spoke, for example, of the pronounced 
trend toward private provision of public 
services, but offered contrasting views 
about how far this should be encouraged. 

Charles Levine, while accepting the 
consensus as a backdrop for policy, sug- 
gested reconciling the "efficiency vs. 
values" distinctions by reintroducing a 
normative theory of government that 
seeks to answer such basic questions as: 
What is desirable about the goals and 
operations of government? What is gov- 
ernment's purpose? 

Hawkins challenged most directly 
the route to structural reform advanced 
in the 1960s. A self-described champion 
of special districts, he stated that large 
cities do not actually attain economies of 
scale. Consolidation of government does 
not necessarily result in better planning 
or greater efficiency. It is therefore ap- 
propriate, in his view, that the public 
devise special districts to solve problems, 
empowering those districts to raise funds 
and to distribute services in accordance 
with the choices of those being served. 

Hawkins also stated that citizens 
play a vital role as "constitution makers" 
in the process of government. They are 
the source of the rules under which gov- 
ernments may operate. The federal 
structure, he said, is not immutable. 
Thus, as Alexander Hamilton contended, 
if people are empowered to choose their 
form of government, public policy anal- 
ysis should focus less on establishing ar- 
ticles of faith and more on providing po- 



licyrnakers and citizens with information 
that will allow them to select among al- 
ternative ways of conducting the public 
business. He felt that much of what was 
produced out of the reform tradition did 
not hold up under critical analysis. 

Managers should be able to be 
innovative in their strategies. 

Because New Federalism appears 
~ess significant than "de facto" federal- 
Ism, the critical intergovernmental issues 
seen by Hawkins are less federal-state in 
zharacter than state-local. In looking at 
Future concerns, he identified three key 
issues: 

A return to politics. Citizens should 
decide what they seek from local 
government. Hierarchical structures 
are, to some extent, antithetical to 
generating that increasingly impor- 
tant sense of community. Organiza- 
tional questions are subordinate to 
determining a community's "opti- 
mal size." 

De-emphasis of monopolies. Manage- 
ment should adopt a flexible stance, 
emphasizing cooperation in some 
instances (e.g., interjurisdictional 
contracts) and competition in 
others (e.g., public education and 
health services). Managers should 
be able to be innovative in their 
strategies. 

Enhanced role of citizens. Far more 
resources should be devoted to pro- 
viding roles for the public in pro- 
ducing and delivering services. 
These new roles do not require 
consolidating government struc- 
tures. 

Merget urged perspective on our 
contemporary federalism in which 
changes in the political economy have 
produced messy, complex problems for 
which there are no simple or single best 
solutions. Today's problems in the fed- 
eral system arise from several factors, she 
noted: 

Systemic change in the economy based 
on the emergence of a global econ- 
omy, the rise in the service sector, 
high technology - which is com- 
paratively less bound by locational 
requirements - and bipolarization 
of income distribution. 

DiJering political cultures as commu- 
nities, states, and regions vary 
greatly in their attitude toward the 
necessity and legitimacy of govern- 
ment actions. 

The quest for privatization of tradi- 
tional governmental roles through 
such devices as housing and educa- 
tion vouchers, contracting with pri- 
vate firms, and similar activities. 

Merget saw these factors having 
profound consequences for state and 
local policymakers: growth in the state 
and local sector will be constrained; 
priorities will be reappraised; citizens 
will insist on more direct involvement in 
decisions; and traditional political sup- 
port for deliberate redistributions of re- 
sources may suffer as fewer resources 
become available. 

As for federal-state relations, Merget 
foresaw changes being driven by federal 
aid cutbacks. Both tax policy and grant- 
in-aid changes have created disarray 
among state and local governments. One 
can look ahead to a realignment of roles, 
she said. Federal policies premised on 
the conditions of the 1950s and 1960s 
may not be germane to the 1980s. Rec- 
ognizing this incongruity could cause 
access to revenue bases to be reconfig- 
ured and foster new institutional designs. 

Given these long-term trends, Mer- 
get urged undertaking research that 
would undergird the inevitable revamp- 
ing of policies. Such research should 
highlight the juncture of politics, eco- 
nomics and institutions. Emerging 
theory would serve to elevate values' vis- 
ibility and would put forth principles. 
Efficiency could then be weighed against 
responsiveness and equity. Finally, re- 
search should build on the capacity of 
pluralism to provide many "natural ex- 



periments." Relying solely on aggregated 
data, she warned, conceals many reali- 
ties that might emerge with case studies 
and detailed analyses. 

Merget offered specific research 
topics: 

the viability of existing revenue in- 
struments, 
institutional arrangements, 
political and managerial leadership, 
and 
opportunities for citizens as collab- 
orators. 

For ACIR, Merget proposed contin- 
ued aggregate studies on public finance 
and institutional arrangements, as well 
as greater emphasis on case studies. 

Levine asserted that many city gov- 
ernments "are rudderless in a sea of tur- 
bulence" brought on by uncertainty 
about the basic purpose of government. 
Like Hawkins and Merget, Levine pre- 
sented the assumptions underlying his 
statements. 

U S .  cities are part of a world econ- 
omy. 

Government can do little to influ- 
ence locational decisions of capital, 
business, jobs, and housing. 

The geographic size of a locality or 
of regional delivery systems has lit- 
tle to do with efficiency or citizen 
participation. 

We are seeing the rise and single- 
minded dominance o f  the economic 
rationale in city 
decisionmaking- irrespective of 
the broader social and political 
considerations that might be 
addressed by these governments. 

Local revenue and service systems 
are not inflexible or inexorable. 

I 
0 The relationship of residents to 

their local economy and govern- 
ment are not fixed; they vary from 
service to service and place to place. 

As a result, Levine argued, a 
"mostly closed and fixed" system has be- 
come "open and variable." The search 
for a new equilibrium of relationships 
occupies the people and institutions that 
constitute the intergovernmental system. 
In this search, several schools of thought 
are contending for dominance, with that 
of public choice currently the most 
prominent. Public choice analysis com- 
ports well with many cities' strategies for 
economlc development and increased 
privatization of services. Levine said, 
"We are seeing the rise and single- 
minded dominance of the economic ra- 
tionale in city government decisionmak- 
ing - irrespective of the broader social 
and political considerations that might 
be addressed by these governments." 
The sorting-out process inspired by 
public choice economists makes a cer- 
tain amount of sense, he said, but it also 
raises the following serious problems: 

The assumption of a "footloose" 
population, sensitive to tax bur- 
dens, must be qualified. People 
want to live near amenities, rela- 
tives, churches, social clubs, and 
ethnic groups. Businesses want a 
productive workforce. Persons in 
older high-tax neighborhoods, for 
example, are often willing to pay 
substantial property taxes to main- 
tain public schools even as their 
own children attend private or pa- 
rochial schools. 

The assumption that economic 
growth benefits all persons can be 
questioned. Growth helps the 
"growth coalition" of realtors, de- 
velopers, builders, and retailers. 
The landless and jobless may find 
I~ttle benefit in growth. 

Increased expenditures may not im- 
prove services. Higher salaries, for 
example, do not necessarily result 
in a better workforce. To improve 
services, imagination is as important 
as money, so that innovative deliv- 
ery arrangements, such as co-pro- 
duction, can be undertaken. 



For Levine, there is no need to good creative sociological thinking with 
abandon economic logic, but we should economic theory to create a more effec- 
"free our civil leaders and managers from tive level of city performance." 
its all-encompassing grip and blend the 
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From the evidence presented by 
speakers at this hearing, including those 
representing local government, the com- 
petence and maturity of state legislatures 
continues to grow. Senator Miles Ferry 
stressed "the revolution in state capitals." 
Representative Roy Hausauer asserted 
that - despite "consternation among 
members of Congress" and others - the 
legislatures are far more institutionally 
capable of governing effectively. "The re- 
formers' checklists have been achieved 
in most states." 

. . . the competence and maturity of 
state legislatures continues to 
grow. 

Longer sessions, better educated 
legislators, more capable staff, modern 
facilities, and computerized management 
have prepared the states "to take their 
rightful place in the federal system," 
concluded Ferry. Furthermore, proxim- 
ity to communities will make legislators 
more responsive than Washington can 
be. Hausauer suggested that "we don't 
yet know if this greater institutional ca- 
pacity will be translated into commit- 
ment to take action." However, he noted 
that the states already have taken some 
painful austerity measures and have "bit- 
ten the financial bullet" to raise sufficient 
revenues to maintain service levels and 
to meet newer needs. 

Speakers agreed that the new state- 
local relationship will reflect a better bal- 
ance than yesterday's; they also agreed 
that there was much long-term local 

. . . there was much long-term local 
suspicion of states to overcome. 

suspicion of states to overcome. Further- 
more, the nature of the emerging shifts 
in power and attitude are not yet fully 
understood. Although the mood seems 
to be changing, problems of attitude are 
still important. 

William Stafford asked, how does a 
legislature deal with a "media mayor?" 

Or how does a mayor deal with "hick 
legislators?" These traditional problems, 
he and Ferry agreed, have made the road 
to Washington more attractive to local 
officials. Stafford suggested that the at- 
mosphere of state-local relationships has 
generally been better between mayors 
and governors than between large city 
mayors and the legislature. He con- 
cluded that the next five years will be 
critical in shaping the new relationship if 
it is to succeed. Long-standing differ- 
ences must be resolved, in terms of ge- 
ography, philosophy, and partisanship. 

State actions on block grants are 
providing an early test of the new rela- 
tionship. Said Ferry: "One of our biggest 
challenges is not to become the big 
brother, and that we don't prevent funds 
from getting to localities" under New 
Federalism policies. 

Many speakers reflected their expe- 
rience with block grants, but there was 
virtually no specific reference to reduc- 
tions in federal aid. Shelia Cheimets 
noted that ignorance of block grants has 
been a problem in Massachusetts' han- 
dling of the Community Development 
Block Grant. One ACIR member, Mayor 
Ferd Harrison, expressed concern that 
legislatures would seek to convert block 
grants into broader state revenue sharing 
programs, thus diminishing their impact 
and value. Stafford questioned the pass- 
through prospects of block grants at the 
hands of Washington's state legislature, 
but he and ACIR member Senator David 
Nething focused specifically on the op- 
portunity offered by block grants. Each 
urged that the distribution process for 
block grants be designed, perhaps under 
federal guidelines and criteria, to estab- 
lish a working dialogue between state 
and local officials. 

State assistance still overshadows 
block grants in fiscal importance. Not 
surprisingly, the purpose, scale, regula- 
tions, and distribution of state assistance 
are perennial issues. 

Senator Anne Lindemann focused 
on the intergovernmental dimensions of 
state aid to local school districts and 
state-inspired efforts at education re- 



form. Financing schools and improving 
education are inseparable, she said, be- 
cause public pressure for reform is ex- 
pressed through funding. "But states 
don't like to give out money without 
strings," she observed. In education, 
particularly, the legislature can set the 
tone for new directions; it can provide 
incentives for reorganization, including 
changing the role of teachers. 

A brighter fiscal picture for the 
state does not translate 
automatically into the same 
picture for localities heavily 
dependent on property taxes. 

Hausauer noted that state aid to lo- 
calities had risen significantly but that 
much of the increase went to school dis- 
tricts. The fiscal analysis of Louisiana 
presented by George Silbernagel also 
demonstrated this trend. Total state aid 
in Louisiana more than doubled in the 
1973-85 period but three-fourths of di- 
rect state aid went to school districts, not 
to general governments. 

Home rule-the ability of local 
governments to operate with flexibility 
and authority-was viewed from several 
vantage points, both fiscal and nonfiscal. 
For example, Hausauer saw the linkage 
between legal and fiscal constraints as a 
serious obstacle to greater grassroots 
government. A brighter fiscal picture for 
the state does not translate automatically 
into the same picture for localities heav- 
ily dependent on property taxes. An im- 
portant nonfiscal test of state commit- 
ment to improved relationships will be 
whether states give more authority and 
resources to local governments, espe- 
cially to those that are hardest pressed. 

As described by Amy Anthony, the 
nature of Massachusetts' local govern- 
ments strongly determines the relation- 
ship between communities and the state. 
Counties have no direct service role; 
each town and city provides for its basic 
functions, many of which are headed by 
separately elected officials. Many towns 

lack full-time administrators or man- 
agers. Boards and commissions are 
highly involved in both developmental 
and environmental decisions. This struc- 
ture makes coherent planning and deci- 
sionmaking difficult. 

The state-local relationship is fur- 
ther clouded by the direct involvement 
of Massachusetts state agencies in many 
functions. For example, the state public 
health department oversees local boards 
of health, and the state department of 
revenue approves local tax rates. By con- 
trast, local officials conduct such activi- 
ties as land use under state policies and 
standards: e g ,  a state building code and 
wetlands restrictions. 

Stafford, Anthony, and Cheimets 
agreed that state technical assistance 
programs for localities are essential to 
improving local capacity, and that they 
are useful, ultimately, in inspiring 
greater state confidence in local govern- 
ments. Anthony suggested that the state 
"circuit-rider" program that serves con- 
sortia of boards of selectmen in small 
towns does more than ease state-local 
barriers in Massachusetts; it introduces 
more cooperation into the traditionally 
autonomous operations of neighboring 
towns. The state also has a long-term 
program of incentive aid to professional- 
ize the management of cities, towns, and 
school districts. 

Hausauer also cited other obstacles 
to fuller exercise of home rule: 

Courts, especially federal courts, 
have reduced local autonomy and 
discouraged exercise of discretion- 
ary powers. (Stafford indicated that 
Seattle might be required to rewrite 
its entire municipal code as a result 
of U.S. Supreme Court decisions on 
the antitrust liability of local gov- 
ernments.) 

Functions below the state level have 
been "intergovernmentalized" and 
"privatized" as austerity measures. 
Local government contracts for 
service delivery with neighbors or 
private firms--even if money is 



saved-mean a loss of control and 
independence for the individual 
government. 

Representative Gary Thompson 
cited the rapid growth in single-purpose 
special districts as another obstacle to 
general governments. There are, he said, 
"some disturbing trends which counter- 
act and prevent government from realiz- 
ing efficiency in services delivery." He 
noted the 57% increase in special dis- 
tricts between 1962 and 1982 and com- 
pared it to a 6% increase in incorporated 
municipalities nationwide. 

Texas' four largest metropolitan 
areas-Houston, Dallas, San Antonio, 
and El Paso-contain about 1,000 inde- 
pendent local governments. This pattern 
'virtually guarantees haphazard devel- 
opment, duplication, waste, disecono- 
mies of scale, confusion, and conflict." 
What is needed is "consolidation, not 
more fragmentation," he said, pointing 
to counties as having considerable po- 
tential to streamline local service deliv- 
:ry. Their expanded role would be a 
'creative first step" to slow the growth of 
special districts, a use for which their 
wider geographic jurisdiction makes 
them especially well suited. But first, 
zounties themselves must have stronger 
powers and greater fiscal capacity. 

Cheimets offered a contrasting 
view, that the issue is not always how to 
achieve the greatest efficiency. People feel 
very close to their local governments; 
thus, the smallest government may be 
iustified, not because it is cheapest or the 
best, but because it is the most appro- 
priate. 

. . . f ew speakers could claim that 
state- local relations issues had 
been resolved. 

Seattle's problems with the legisla- 
ture, Stafford said, were illustrative of the 
"home rule" issue. The city's legislative 
agenda contains 44 issues, each involved 
specifically with state law, including 
such minutiae as regulating the city's 

taxis. Since Washington is basically not a 
home rule state, an issue can linger for 
years. His hope was not to keep the state 
out of the city's business, but rather to 
encourage a more principled and signifi- 
cant dialogue involving both parties on 
broader issues such as economic devel- 
opment. He cited the legislature's ap- 
proval of a convention center to be lo- 
cated in Seattle as "an achievement." 

Throughout the hearing, evidence 
accumulated that clearly suggested a 
positive trend-active negotiations on 
state aid, cooperative economic develop- 
ment strategies, and loosening statutory 
reins on localities. As clear as the trend 
seemed, however, few speakers could 
claim that state-local relations issues had 
been resolved. There was agreement that 
the coming years would provide strenu- 
ous tests and opportunities to institu- 
tionalize the trend. Stafford, for example, 
saw patterning block grants after the 
programs merged into them, building in 
discussion of federal requirements be- 
tween states and their larger cities. Ferry 
urged local officials-urban and rural- 
to reach agreement among themselves 
before seeking state actions. He pre- 
dicted success for a "united front" of 
local officials. 

Cheimets and Anthony cited several 
formal steps in Massachusetts, particu- 
larly the Local Government Advisory 
Commission (LGAC), established in 
1975, and chaired personally each 
month by Governor Michael Dukakis. 
Also cited was the 1978 State Executive 
Order 145 requiring state agencies con- 
sidering changes in regulations to inform 
local governments, using such channels 
as LGAC, of the financial, legal, opera- 
tional, and political impacts of possible 
changes. In addition, the Massachusetts 
Municipal Association sponsored an 
amendment in 1980 to prevent the leg- 
islature from changing local salaries or 
working hours, and the 1981 legislature 
turned the budget appropriations power 
for counties over to advisory groups 
composed of county officials. 

Gary Thompson's deep concern 
about coordination of programs between 



local governments included a strong en- 
dorsement of regional planning commis- 
sions. These commissions "are ideally 
suited to identify more efficient and ef- 
fective means of serving people and con- 
tributing to a stronger regional identifi- 
cation and sense of community 
purpose." More capable, better funded 
regional bodies, with legislators as 
members of some regional councils, 
should be considered, he said. Ulti- 
mately, he foresaw the issuance of bonds 
by combinations of governments and 
overall enhancement of public-private 
partnerships. In national terms, he urged 
ACIR to support this trend toward re- 
gionalization. 

As to ACIR, Stafford complimented 
it for good comparative research, and 
urged it to convene further meetings that 
would bring together representatives of 
states and localities. 

Cheimet's updating on the effects of 
Proposition 2- 112-by which Massachu- 
setts voters placed a limit on property 
taxes-provided a valuable case study 

that captured both the public's mood 
and the positive consequences of the "tax 
revolt." "The voters changed everyone's 
thinking" about taxes and spending, she 
said, because "if one puts a lid on prop- 
erty taxes, one must deal with outside 
influences and forces that spend local 
funds." The proponents of Proposition 
2-112 accepted this rationale and agreed 
to a process that would assess the poten- 
tial impact of proposed legislation on 
local governments. It is now understood 
by all participants that the state must 
balance its priorities, particularly when it 
considers actions that would be financed 
with the amount of aid discussed as part 
of the budget process rather than being 
treated as an optional add-on only when 
there is a surplus. 

Cheimets concluded: "The 2-112 
campaign allowed local governments to 
tell their story about rising costs and the 
overload on the property tax." In short, 
Prop 2-112 has brought about a "central- 
ization of anxiety: the state worries more 
coherently about local government." 
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The Commsission's Seattle hearing 
on July 8 sought county views on cur- 
rent and prospective relationships be- 
tween local and state governments. De- 
spite divergent experiences shaped by 
their own state-local traditions, the 

. . . counties are too little 
considered in policies aimed at 
local government. 

speakers reflected an important and al- 
most universal theme: counties are too 
little considered in policies aimed at 
local government. Speakers repeatedly 
noted two observations about counties: 
(1) their responsibility for some of the 
costliest and fastest growing functions of 
government, particularly health care and 
infrastructure, and (2) their lack of rec- 
ognition in discussions of federalism, 
whether by policymakers or students of 
government. County commissioners 
John Horsley, John Stroger, and James 
Leventis, joined by an ex-commissioner, 
Professor Conrad Joyner, strongly 
voiced concerns about broad public ig- 
norance of the emergence of counties as 
providers of a virtually complete range of 
urban services. 

Horsley pointed out that counties 
by necessity are deeply involved in pro- 
grams of economic development, hous- 
ing and environmental quality. Counties 
also are the mainstay of America's crimi- 
nal justice system. "We administer aging 
programs, job training programs . . . the 
wheels of American industry would 
grind to a halt tomorrow if it were not 
for the county facilities the economy de- 
pends on to keep moving." 

As another example, in health care 
services, Stroger noted, counties play a 
major role. There are 2,000 county 
health departments, which are major 
providers of child and maternal health 
care services. Counties's health care costs 
in 1981-82 were more than $20 billion. 

The hearing produced many com- 
ments about the financial, structural, 
legal, and administrative conditions with 
which counties confront their problems. 

There was extensive agreement that the 
relationship with state government is vi- 
tally important but frequently uncertain. 

County officials expressed a strong 
feeling of satisfaction with state-county 
linkages on economic development and, 
to a degree, on public infrastructure fa- 
cilities, but they also pointedly criticized 
the states' actions in dealing with health 
care and social services. These criticisms 
dealt with both the level of financial as- 
sistance and the stringency of regula- 
tions. 

County Executive Peter Shapiro 
stated that county government is sever- 
ely and negatively affected by the emerg- 
ing philosophy and shifting signals that 
mark current intergovernmental rela- 
tions in economic development and so- 
cial services. For economic development, 
counties find that states are more 
dependable than the national govern- 
ment. Tax-exempt bonds are most im- 
portant for public facilities-they have 
become the primary financing mecha- 
nism. But many federal actions have 
served to restructure and distort the 
bond market, adding to both the cost 
and difficulty of obtaining capital. Sha- 
piro mentioned tax code changes and 
the expanded use of tax-exempt bonds 
by new governmental units; federally 
created tax shelters and corporations 
that compete for investment funds; 
changes in the treatment of capital gains 
which caused commercial banks to di- 
vest themselves of large holdings in tax 
exempts; and the Social Security Act 
Amendments of 1983 which partially re- 
moved the tax-exempt status of bonds. 
He asserted that ending the federal de- 
ductibility of state and local taxes would 
cause a one-third increase in debt serv- 
ice costs and would result in canceling 
or curtailing important regional and 
local projects. 

By capping the issuance of indus- 
trial development bonds, Shapiro said, 
the national government will put coun- 
ties "at the mercy" of state governments 
when they seek to have their local 
projects approved for such financing 
within the new ceilings. 



Besides calling attention to the im- 
portance of counties' access to IDB fi- 
nancing, Supervisor Margaret Tinsman 
suggested that economic development 
rests on many functions of government 
-zoning, tax abatement, development 

. . . the Boulder decision "is the 
antithesis of home rule" and a 
deterrent to innovative approaches 
by local government. 

mcentives, and regulation-which are 
distributed throughout the state, county, 
md municipal jurisdictions. These gov- 
ernments have different, often conflict- 
mg, policies and roles. Both she and 
Chairman Leventis warned that, in tak- 
ing on more entrepreneurial initiatives, 
county officials also were confronted 
with the risk of antitrust suits by devel- 
opers, for example, who--even ~f they 
lose in court-may jeopardize the viabil- 
ity of a project because the very exis- 
tence of the suit stymies the decision- 
making process. 

Leventis described the Boulder deci- 
sion of the Supreme Court as opening a 
"Pandora's box" for thousands of local 
governments : 

The unequivocal message is 
that, under the civil rights and anti- 
trust laws of this nation, local gov- 
ernments are to say "yes" to the de- 
mands of those we have been 
traditionally called upon to regu- 
late, and "no" to efforts to plan and 
to cooperate with our neighboring 
governments. 

In short, the Boulder decision "is the an- 
tithesis of home rule" and a deterrent to 
innovative approaches by local govern- 
ment. 

Leventis, like other speakers, spoke 
of "doing more with less," and reflected 
obvious consensus: "We see the demise 
of the 'politics of fiscal expansion' and 
recognize the stress and strain of our 
federal system. . . . "  As public officials 
and providers of services, county officials 
must adjust to the era of limits-and 

provide a disciplined, logical response to 
getting along and operating govern- 
ments with fewer resources than had 
been anticipated, particularly reduced 
federal assistance. Tinsman said that the 
major problem is "how to deal with the 
challenge of county government having 
to do more . . . while facing dwindling 
resources and lacking the autonomy to 
make the necessary structural and tax- 
related changes to meet this challenge." 

Speakers discussed in some detail 
how counties are dealing with states, in 
light of slowed federal aid growth and 
the extensive administrative changes 
brought about by the series of block 
grant programs enacted during the past 
four years. 

Joyner-who served previously as a 
county commissioner for 12 years-was 
critical of New Federalism, saying it 
does little for the counties, noting: 

. . .(it is based) on some invalid as- 
sumptions about the intergovern- 
mental system. One of the more 
glaring false assumptions is that the 
states will deal fairly with their 
local governments. Further, there 
are implicit assumptions that states 
will expand local governments' 
powers, and assist counties in gar- 
nering additional and necessary 
revenues. These latter assumptions 
simply cannot be validated by ex- 
perience. 

Despite this problem, counties 
must perform their growing tasks, 
Joyner noted, often serving as conve- 
nient entities to which state legislatures 
can pass their problems. 

Speakers acknowledged the poten- 
tial of block grants to permit greater op- 
portunities for local decisionmaking, 
creativity, and innovation. For these 
county officials, however, the experience 
in the social services area failed to justify 
their early optimism. Shapiro felt that in 
order to attain the policy goals of block 
grants for social services, it would be es- 
sential that the states provide local serv- 
ice agencies with the strongest incentives 
and the broadest latitude. He implied, 



however, that state dictates can be as on- 
erous as federal regulations. In the Social 
Services Block Grant, "counties found 
that the states simply assumed the fed- 
eral government's former role as over- 
regulator and issued state guidelines, 

. . . state dictates can be as onerous 
as federal regulations. 

which they required as part of the con- 
dition for receipt by county governments 
of the block grant money." 

Guarantees of public participation 
and coordination could have been 
achieved, he said, by general guidelines 
-with the counties obliged to reach out 
to consumers and other logical partners 
including the United Way and other pri- 
vate service providers. New Jersey, in- 
stead, issued detailed, precise instruc- 
tions to local governments on public 
participation and coordination. Stroger 
cited a nationwide survey by NACo that 
found only two county health directors 
stating that there was less paperwork as 
a result of block grants. 

Stroger acknowledged the new phi- 
losophy behind the relationship between 
states and the national government-as 
expressed in block grants-but asserted 
that he and other county officials needed 
flexibility to deal with their own local 
situations. He emphasized that home 
rule counties in particular should have a 
greater role in carrying out block grant 
programs, but he felt that counties had 
little voice in the process. 

Distribution of the funds also was 
troublesome, according to Shapiro. Al- 
though the counties, as noted, are the 
traditional sources of these services, only 
25% of the $90 million from the block 
grant for social services in New Jersey 
passed through the states to counties. 
Stroger expressed similar concern about 
the distribution of health care funds to 
counties in Illinois. 

For block grants to attain their 
stated objectives, local voices must be 
heard more clearly by the states, accord- 
ing to Mayor Tom Trulove. He reiterated 

the concern of local officials that, under 
block grants, state concerns may be 
given a higher priority than local ones, 
resulting in reduced flows of federal 
funds to the localities-whether county 
or municipal. 

Clifford Tuck, a veteran of 18 years 
as Shelby County's (TN) intergovern- 
mental coordinator, spoke to the issues 
of coordination and block grants from a 
somewhat different perspective. Imple- 
mentation of the new process to replace 
OMB's long-standing A-95 review 
worked well in Tennessee, partly due to 
the long prior relationship between his 
county and the U.S. Office of Manage- 
ment and Budget. As a result, state offi- 
cials were clearly informed that the local 
role should be important in the new 
process. 

As to block grants, however, he said 
that recipient governments had to deal 
with numerous problems. He cited more 
regulations, unfair grant distribution cri- 
teria, short application deadlines, and 
excessive auditing. Nationally, these 
shortcomings seem to be widespread. In 
his opinion, this result was abetted by 
the states' unwillingness to allow serious, 
extensive local government participation. 

Tuck sharply questioned the entit- 
lement criteria of the Community Devel- 
opment Block Grant program, contend- 
ing that they discriminate against major 
urban counties. He regarded these cri- 
teria as an example of "disenfranchise- 
ment" by statutory or regulatory restric- 
tions. 

Tuck also noted that only with a se- 
rious partnership would block grants 
work to the fullest extent. So far, he said, 
only eight states had a system of block 
grants that allowed more decisionmak- 
ing at the local level with locally set 
priorities. 

Joyner testified that, while serving 
as a commissioner, he found that many 
county officials would rather deal with 
the national government than with their 
state. National leaders, he said, are too 
unaware of why this attitude persists. He 
attributed it to the reluctance of both 
national and state politicians to provide 



counties with "the powers and resources 
for the jobs for which governments clos- 
est to the people are supposed to be best 
suited." Equally frustrating, he added, is 
"the unwillingness of local voters to de- 
cide how they want to structure their 
counties and what services they should 
provide." Trulove included the need for 
greater home rule authority as a contin- 
uing issue throughout the 1980s. 

Donna Smith spoke to several fac- 
tors that inhibit counties in New Mexico: 
(1) all county officials serve two-year 
terms, despite many efforts to lengthen 
some of their terms; (2) only five coun- 
ties have ordinance-setting authority; (3) 
taxes are reduced or raised by county of- 
ficials only after the state legislature sets 
the parameters; and (4) counties cannot 
initiate tax relief or reimburse tax relief 
without state approval. Counties must 
look to the legislature for broader taxing 
authority and for support of local initia- 
tives in private jails, landfills, and eco- 
nomic development. Traditionally, how- 
ever, New Mexico's legislators, if well 
informed on an issue, will cooperate 
with the counties. Smith noted that New 
Mexico's voters would vote in No- 
vember on a constitutional amendment 
that would prohibit the state from man- 
dating local government programs un- 
less funds were provided or local gov- 
ernments were empowered to raise the 
necessary funds. (The amendment sub- 
sequently passed.) 

Speaking generally, Joyner recom- 

State . . . (ACIRs) were seen by 
several witnesses as providing 
important links between local and 
state officials, even to the extent of 
making home rule prospects more 
promising. 

mended that counties be given broad 
home rule authority. Without such 
power, counties cannot do what legisla- 
tures tell them to do. Ultimately, he said, 
the political issue of home rule is impor- 
tant because without it the electorate 

loses control of its affairs and is served by 
unresponsive or irresponsible govern- 
ment. 

In Iowa, Tinsman commented, the 
basic county commission structure 
throughout the state was established in 
1870 but "one size does not fit all." Al- 
though structural change and increased 
taxing authority are options for counties, 
she asserted that the commission system 
itself may need to be changed "to reflect 
the tremendous changes in governmen- 
tal business and relationships between 
the public and private sectors." 

Leventis praised South Carolina's 
Local Government Act of 1975 that pro- 
vided home rule authority. Already, he 
noted, 29 of the state's 43 counties have 
adopted the council-administrator form 
of government "which emphasizes pro- 
fessional management. " However, he still 
feared that the lack of home rule author- 
ity among counties would continue to 
make it less easy for counties to be 
adaptable at a time when innovation was 
necessary in the public sector. 

State advisory commissions on in- 
tergovernmental relations (ACIRs) were 
seen by several witnesses as providing 
important links between local and state 
officials, even to the extent of making 
home rule prospects more promising. 
For example, Iowa's ACIR is studying the 
future of county government, and will 
recommend administrative and legisla- 
tive steps to help counties resolve their 
problems. 

Although questioning its optimistic 
assessment of block grants, Tuck spoke 
favorably of the relationships encour- 
aged by Tennessee's ACIR. In the State of 
Washington, Trulove said, the 21- 
member commission has been an im- 
portant means of information exchange 
between state and local officials. He de- 
scribed it as action-oriented, with "re- 
markable success" in solving problems 
within the state's intergovernmental sys- 
tem. He attributed this success to Gover- 
nor John Spellman who chairs each 
meeting. 

Trulove, a member of the Washmg- 
ton ACIR, listed several issues that 



would likely be of major continuing im- Altogether, he said, these pressing, 
portance to state and local government complex issues-despite their differ- 
relationships: infrastructure, pension ences in focus, clientele, and visibility- 
funding, disposing of hazardous mate- could well be distilled into the single 
rials and solid waste, the legal and judi- issue of the 1980s: intergovernmental 
cia1 system, home rule and local control, fiscal relations and matching responsibil- 
and comparable pay for comparable ities with financing capacity in each unit 
worth. of government. 
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Although this regional hearing took 
place after the 1984 elections, partici- 
pants gave no indication that they ex- 
pected the election results to alter the 
trends of recent years-lessened federal 
assistance, pressures from costly man- 
dates imposed upon local governments 
by the state and the courts, and greater 
visibility for tax policy in economic de- 
velopmen t . 

On balance, the policy thrusts of 
New Federalism-consolidating categor- 
ical programs and devolving power to 
states-received only modest attention. 
Because speakers were chiefly city offi- 
cials (or their spokesmen) they perhaps 
reflected the fact that the new working 
relationships engendered by grant re- 
forms rest more heavily on states and 
counties than on cities. 

City representatives expressed 
greater interest than counties in eco- 
nomic development, particularly oppor- 
tunities for public-private partnerships. 
Professor David Caputo asked: What are 
the essential factors to produce mean- 
ingful economic development through 
such partnerships? Mayor William 
Althaus noted that his city has one of the 
seven enterprise zones created in Penn- 
sylvania. Lieutenant Governor John 
Mutz described Indiana's successful eco- 
nomic development program that pro- 
vides grants to smaller communities to 
organize their efforts. Councilwoman 
Rose Besserman, Althaus, and Donald 
Slater each commented that recent 
changes in the tax treatment of industrial 
development bonds posed a serious ob- 
stacle to some communities' economic 
development strategies. 

. . . public-private cooperation and 
formal joint involvement is 
essential for successful projects . . . 

Councilman Luis Zapata recounted 
an important example of public-private 
sector cooperation in solving one of Fort 
Worth's (TX) most pressing infrastruc- 
ture problems. Developers agreed to do- 
nate land along the right-of-way of a 

new airport-to-downtown freeway, and 
to build six lanes of frontage road during 
development. The value of the donated 
land alone was estimated at $50 million. 

The range of the private sector's in- 
volvement was illustrated by Larry 
Conrad and Michael Carroll. Conrad, in- 
volved in major projects in many cities, 
insisted that public-private cooperation 
and formal joint involvement is essential 
for successful projects due to their phys- 
ical scale and financial complexity, par- 
ticularly in older downtowns. He said 
that rejuvenated cities must have func- 
tional downtowns, good transportation, 
housing, economic opportunities, and 
urban amenities. Municipal officials and 
private businesses can pool their re- 
sources "to find the right formula to 
make it work," he said, pointing to Indi- 
anapolis as a prime example. 

Carroll explored another element of 
the private sector, the nonprofit founda- 
tion. He summarized the essential niche 
filled by the Lilly Foundation in India- 
napolis. The scope of its support, which 
even extended to helping the city obtain 
the matching share required by federal 
aid programs, flows out of its philan- 
thropic interests: religion, education, 
and community development. As the 
country's sixth largest foundation, Lilly 
has committed more than $80 million 
over the last decade to Indianapolis. Ac- 
cording to Carroll, the lessons learned 
from the partnership include: 

local foundations can play a signifi- 
cant role in influencing corporate, 
financial, and other philanthropic 
entities to adopt a community ori- 
entation; 

the more partners in a strategy, the 
stronger the chance for success; 

foundations-within the scope of 
their missions-use resources to 
forge effective partnerships, to take 
risks in the community interest, to 
leverage other opportunities, and to 
be catalysts for overall community 
decisionmaking; and 



0 organized private-sector participa- 
tion in the community interest re- 
quires collaborative institution 
building and innovation in attack- 
ing problems. 

Caputo spoke to a different dimen- 
sion of public-private cooperation: pri- 
vate responsibility for public services. 
'The basic question is whether the pri- 
vate provision of city services is as effi- 
cient, effective, and equitable as the pub- 
lic provision of such services," he said. 
More research and analysis must be 
given to the subject before firm conclu- 
sions are possible. 

A cluster of issues also emerged 
from other speakers: 

Tax policy. Besides less flexible 
treatment of industrial development 
bonds, the prospect of ending de- 
ductibility for state and local taxes 
drew the concern of Althaus. Mayor 
Max Chiddister warned of further 
assaults on state and local funding 
sources. Stanley York extended this 
concern by questioning the propri- 
ety of uncritically expanding tax ex- 
penditures while appropriations for 
state and local assistance were vul- 
nerable to cuts each year. 

0 Courts and mandates. Caputo 
found it reasonable "to expect the 
judicial branch to increase its activi- 

. . . home rule is substantially 
threatened because local oficia 1s 
"become more willing to appeal to 
the state legislature to accomplish 
local policy objectives (through 
local bills) than to  use home rule 
authority." 

ties." Without question, he said, 
"the courts will have a definite say in 
the nature of federalism." Chiddis- 
ter cited the court decision on mu- 
nicipal antitrust immunity and the 

I likelihood of a similar decision ap- 

plying the Fair Labor Standards Act 
to state and local governments as 
serious obstacles to officials' ability 
to manage. 

0 Women's issues. Nancy Smith 
listed four areas of concern to the 
Indiana League of Women Voters: 
pay equity, day care programs, the 
effectiveness of job training pro- 
grams, and cutbacks in family plan- 
ning services. 

The question of cuts in federal as- 
sistance also was raised by Chiddister, 
Besserman, Althaus, and Slater. Al- 
though individual programs such as 
General Revenue Sharing were men- 
tioned, the greater problem clearly was 
seen to be the cumulative effect of re- 
duced federal and state assistance; na- 
tional leadership suggesting that the 
public wants less government; and man- 
dates imposed on localities by other 
levels of government. 

Slater asked, "What does one con- 
clude from the observance of this trend 
of the shucking off of responsibilities on 
local government without providing re- 
sources to cities to pay for them, and the 
increased complexity of newer man- 
dates?" 

Noting a general distrust of respon- 
sible local government, Slater concluded 
that home rule is substantially threat- 
ened because local officials "become 
more willing to appeal to the state legis- 
lature to accomplish local policy objec- 
tives (through local bills) than to use 
home rule authority." 

Besserman, Smith, and Chiddister 
also addressed mandates. Besserman 
noted, in some cases, financial support 
has been reduced by federal and state 
governments but the programs' statutory 
requirements and regulations remain the 
same or "have been enhanced." Smith 
and Chiddister called attention to In- 
diana's legislative actions which mandate 
local programs but provide little or no 
state funding. Smith expressed particular 
concern about the mandates requiring 
counties and townships "to foot the bill" 



for indigent health care and assistance to 
the poor. Indiana localities are still re- 
stricted in both their revenue sources 
and management latitude, according to 
Chiddister. 

The current condition of state-local 

Mandates and the impact of 
policies initiated by other levels of 
government mean greater 
confusion, frustration, and lack of 
confidence in government a t  every 
level, . . . 

relations, as seen by the cities, has some 
bright spots but is not necessarily im- 
proving, according to several speakers. 
The gloomiest assessment came from 
Slater who paraphrased journalist Neal 
Peirce: 

Conditions under which cities 
are required to operate in relation 
to state and federal levels have be- 
come so difficult and complex and 
present so many contradictions to 
local accountability that it is ques- 
tionable whether cities will long 
have the means, the "liberties," or 
opportunity to work on behalf of 
local needs and interest.. Mandates 
and the impact of policies initiated 
by other levels of govemment mean 
greater confusion, frustration, and 
lack of confidence in govemment at 
every level, and a growing disre- 
gard for the ability of public insti- 
tutions to serve individuals or com- 
munity interests. 

Chiddister captured the essence of 
this view by citing some Indiana com- 
munities which face having penalties for 
inadequate water sanitation levied 
against them by the same agencies that 
assign them low priorities to receive state 
or federal assistance. "Passing the buck," 
he said, only increases citizen frustration 
with government. 

Besserman recited comparable situ- 
ations in the State of Washington, where 
state mandates are extensive. Cities, for 
example, must adopt a local criminal 

code that "essentially duplicates the state 
code. The main reason behind this is to 
force cities, and not the state or counties, 
to absorb the cost of prosecution and in- 
carceration." The state drunk driving 
law is enforced by localities which bear 
these costs without state help. Other ex- 
amples, she continued, are secondary 
and tertiary sewage treatment standards, 
laws to control domestic violence, and 
higher standards for jails. 

Besserman, however, offered some 
good news. Washington's legislators and 
administrators are sympathetic to city 
economic development efforts, and have 
allowed sales tax expansion. Chiddister, 
although critical of the state government, 
spoke favorably of recent Indiana legis- 
lation that provides substantial adminis- 
trative latitude, and gives local govern- 
ments an alternative revenue source if 
property tax revenues are insufficient. 

The most positive picture of state- 
city relations was offered by Zapata who 
said that Texas is the leading state in re- 
spect to the authority of its cities to con- 
duct their own affairs without interfer- 
ence. Cities have broad financing 
discretionary authority, and are largely 
unsubjected to state collective bargain- 
ing laws, civil service requirements, and 
other personnel strictures. Texas cities, 
however, are less favored in their latitude 
to decide the number and extent of mu- 
nicipal services without state supervi- 
sion. Because Texas is a low tax state, 
Zapata saw the lack of state assistance as 
the most important problem in city-state 
relations; the local discretionary power 
was the most positive element in the re- 
lationship. 

In Washington, Besserman said, re- 
strictive and largely unworkable state 
annexation laws have led to a situation 
where cities provide many urban serv- 
ices to unincorporated areas which, by 
their subsequent population growth, re- 
quire additional services such as streets 
and public safety. Thus, "cities are faced 
with an increasing divergence of their ef- 
fective service area and actual tax base." 
She pointed to federal policies and pro- 
grams, often with local acquiesence, as 



the cause of sprawl and growing infra- 
structure problems. 

Caputo called for more attention to 
structural reform-consolidation, an- 
nexation or other forms of change-to 
alleviate such problems. The issue, how- 

. . . cities are experiencing anxiety 
but not panic about their fiscal 
future,. . . 

ever, drew little attention from ochers. 
Three speakers offered recommen- 

dations to ACIR for follow-up action: 

Smith urged a study of the federal 
budget process and its effect upon 
state and local governments. She 
called attention to how the annual 
federal budget process created un- 
certainty for long-range financial 
planning. 

Caputo urged that ACIR fund re- 
search in the dynamics of economic 
development under changing tech- 
nological conditions; assess strate- 
gies for structural changes and how 
these changes may affect federal, 
state and local relationships; de- 
velop a research agenda that con- 
tains longitudinal as well as case 
study perspectives; and emphasize 
research that treats the city in a ho- 
listic way, considering the relation- 
ship between economic develop- 
ment, structural change, and 
increased citizens participation. 

Chiddister spoke more about 
ACIR's role than its research. He 
believed ACIR should continue to 
compile, collect, analyze, and dis- 
seminate information about what 
has occurred on the pertinent 
issues. He noted that ACIR would 
be an excellent medium to expand 
a needed constructive dialogue be- 
tween all levels of government 
about their appropriate roles. Fi- 
nally, given the growing importance 
of state-local relationships, he felt 
that ACIR should assist these gov- 
ernments in finding mechanisms for 
increased cooperation and mutual 
assistance. 

On balance, the hearing gave evi- 
dence that cities are experiencing anxiety 
but not panic about their fiscal future, 
and are less than enthusiastic about the 
inpact of New Federalism policies at 
both the federal and state levels. Cities 
clearly welcome greater opportunities to 
chart their own course, especially in 
economic development, but the devolu- 
tion of responsibility is seen as a mixed 
blessing if fuller financial and legal au- 
thority are not forthcoming. The conse- 
quences of national policy, tax laws, 
court decisions, regulatory standards, 
and state mandates are all felt in city 
halls. Local officials object to the way 
things seem to have "trickled down" in 
the past, but they have forebodings 
about a future flood that would be even 
worse. 
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Taxanon ha5 long been at the cut- 
ting edge of Ame~rcans' views of govern- 
ment 7 he Hostcn Tea Party helped ~ g -  
nlre the Arnerlcdn Re\ olutlon Shay's 
Rebellion tipped hssdchusetts into ac- 
ceptmg the C_o!~,tirui~m, the "Whisky 

Participants emphasized how 
fundamentalby important federal 
tax policies are to  stutc and local 
finance. 

Insurrect~cn" forceiully establ~shed fed- 
eral authivity over statcs These plvotal 
events all stcrnrned from resentment to- 
ward taxes 

Toplcs ralsed n t  the Phoenix hear- 
mg, the first of the nririlversary serles, fo- 
cused on publlc finance and taxatlon, 
ranglng from funtlarrieritdl prmciples of 
tax polir) to the ~iilpact of that polley on 
the operat~ons anrl purposes of states 
and lncal~ties Thy plcture that emerged 
was one of state mcl !\v dl nfficlals at- 
tc5mpt1ng to c,tm :)lit r hclr responsrbill- 
tles wlth a degrce of sinbil~ty lr7 the face 
of rapldl\ thirly r$t:  u ~ l d  uncertam t2x 
pohc~es 

. . . three means of alleviating the 
federal deficit dilemma: a balanced 
budget amewdrnent to the 
Constitution; liaze-item veto 
nuthority for the Presidmt; and a 
sepamteLcapitnl brrdg~t. 

E'art~cipants t.ml)hasized how fun 
dameritdlly lni]lort,int federal tax pohcies 
are to state and Iccal firlance Those poll- 
e m  allocate the rt,velrue hase among 
levels of government Thcy affect the ca- 
pactty ot  the nation;.l go\ ernrncnt to 
pro\xk asslGtarlcc t o  ktates and loc-alities 
They shapc the nuchorlty and capaaty of 
stxes and I~calrtlei to dev~se mecha- 
nistlic, such 45 rnclustl~ai development 
bonds arid sale I r a 4 a i k  nrr,rna:ements, 
to acik ancc c.corlc.:nli nbjectives Finan- 
(:la1 act:ons ot stnte dnd lo( ai govern- 
ments rest c;n tlw ioun(lat~on of national 
tax p o l ~ v ,  accortilng to many wmesses 

Despite this broadly held view, tes- 
timony differed as to the appropriate ob- 
jectives of national policy in regard to 
state and local governments. Me1 Morris 
of the Arizona Tax Research Association 
said that tax policy should stimulate 
nonfederal governments to raise greater 
resources from their own jurisdictions. 
Mayors Terry Goddard and George Ren- 
ner urged that state-local taxing author- 
ity not be preempted by a national sales 
tax. 

Governors Bruce Babbitt and Rich- 
ard Thornburgh set forth their principles 
to deal with contemporary public finance 
policy. For Babbitt, tax policy should 
take into account equity considerations, 
the effects of various types of taxes on 
enhancing economic activity, and the in- 
tergovernmental implications of tax pol- 
icies. In the rush to raise revenue, he 
said, these issues are generally ignored in 
Washington. 

Thornburgh offered three means of 
alleviating the federal deficit dilemma: a 
balanced budget amendment to the 
Constitution; line-item veto authority for 
the President; and a separate capital 
budget. The Pennsylvania Governor also 
suggested that major structural flaws un- 
derlie the national budget debate. These 
flaws "inhibit the very process of fash- 
ioning a sound federal budget even in 
the best of times. These flaws are cur- 
able. (They) can be relatively swift and 
painless. And they are time-tested by 
long use in the majority of state govern- 
ments." As to the separate capital bud- 
get, he cited the General Accounting Of- 
fice conclusion that it could reduce the 
current deficit by at least $30 billion. 

The theme of economic develop- 
ment was repeatedly stressed during the 
presentations, and widespread criticism 
was offered about the changes in the tax 
treatment of industrial development 
bonds (IDBs). The changing definition of 
those public purposes qualifying for tax- 
exempt status and the volume ceiling for 
IDB issues that was placed on each state 
drew fire from Fred Pfeiffer, Supervisor 
Maggie Tinsman, Supervisor Sandra 
Smoley, Representative Walt Miller, and 



Goddard and Renner. Mel Morris, how- 
f 

i 

1 
1 
1 

?ver, sharply challenged the practlce of 
Incurring debt without full pablrc dp- 
proval He said that Arizona's rn .~nicpd 
property assoclatlons, formed ana con 
trolled by city governments, art: a tad 
subterfuge to bypass debt l~mltatwni 
and requirements for voter apprcva; ' A: 
3 result, he said, "our a b ~ l l t ~  j u s t ~ y  
revenue bonds seems to be i~nhnl~aed ' 

Clearly, the sentiment strongly fa- 
vored more flexible feder'll tax treatmmt 
of IDBs, particularly when h e ~ i  ;)?ti 

ceeds are used to finance public cap7tLl 
hcilities-so-called infrastructure 
Mamtenance of these fac~l~tles also drex 
attention, but the financlal app-cack 
vaned Targeted federal d 1r.r msmre 
nance was only one of h e  sugges: enc  

The changmg envmnmenr of  pub 
lic finance was captured by C,oriwnis 
sioner Milles Gregory who ollrmwii 

we are in ii new pltbht f l- 
nancing era in (Norrh CdlL>lin?l a, 
well as in the entire natron-one lr 

which respons~bht~e~ for hnanc~nr, 
essential government cenflces wdi 
increas~ngly fall on srate and lucd? 
governmental shoulders, and unc l f :  

which finanaal resources are In- 
creasmgly lim~ted 

Christme G~bbs ~ntroducrJ thc 
complex ~ssue of cost shar~ng for mu! 1 1  

ple-purpose projects who will bctaehi 
and how wdl cost repayment be tarrir~: 
out? Major publlc infrastructure p r o p  r ,  
such as the Central Arizona Projecc she 
noted, operate under d~fferent cost shar- 
ing rules Thus, econom~cally just~fyng 
multipurpose projects enta~ls contend11;g 
with mtrlcate cost-shar~ng arrangemen[% 

. . . any sudden change in federal 
fiscal policies could have a 
catastrophic impact. . . 

Furthermore, the rcsultmg concepts 
might ult~mately be extended to other 
services 

Harry Green presented an ageridd 
for Tennessee in the 19805 

1 . improved education funding, 

a reform the state tax system, 

r reduce the range of fiscal disparities 
ainong local governments and 
school systems, 

9 review and modify formulas for 
state aid to local governments and 
for state-local shared taxes, and 

QI. establish a system for intergovern- 
mental cost-sharing for health care 
for the medically indigent and med- 
ically needy 

Fred Stickel suggested that tax and 
expenditure limits be addressed in the 
,:2i)text of the broader fiscal issues con- 
+:jilting the states. He favored examin- 
Irrg some structural issues which have 
i-,?en ignored in the past. These include: 
Who has the responsibility for providing 
services? What are the pros and cons of 
service consolidation or regionalization? 
How sacred and immutable are state 
inandates? What is the appropriate state- 
local fiscal planning process needed to 
deal with current fiscal conditions? Un- 
less these issues are dealt with, he con- 
tended, instituting tax or expenditure 
limits-or both-will only produce 
hardships for local officials. 

Recent reductions in federal assis- 
eance programs drew less attention at 
this hearing than at most of the others. 
Only Goddard spoke in detail of thc im- 
portance of federal aid, noting that 
about 12% of Phoenix's operating bud- 
get comes from this source. He focused 
on the program rather than on the cut- 
backs themselves. He emphasized the 
need to assess changes in terms of their 
impacts on state and local governments 
because "any sudden change in federal 
fisc~l pol~cies could have a catastrophic 
impact. . . ." The federal government 
must assure that efforts to balance the 
budget riot "unfairly shift the tax burden 
to state and local government." 

To protect the interests of states and 
Iccalitiw, Goddard offered "basic guide- 
lines". 

e Any reduction in currently funded 
programs should allow for gradual 



transition and permit alternative 
funding sources. 

Federal mandates should be accom- 
panied by federal funding. 

. . . counties [should] be given "the 
authority to levy appropriate fees, 
rents, tolls, licenses, sales taxes, 
personal income taxes, or excise 
taxes at  their discretion." 

Programs delegated to states and lo- 
calities should be accompanied by 
sufficient funding. 

Congress should not enact legisla- 
tion that preempts state-local taxing 
authority without compensation. 

0 Distribution formulas must be equi- 
table both to distressed and grow- 
ing cities; they should reflect in- 
creasing demand for services and 
not disregard growth factors. 

0 Federal aid for infrastructure main- 
tenance must continue. 

Stickel argued generally for a sub- 
stantial level of national assistance to 
"provide our local governments with the 
resources necessary for them to carry 
out their responsibilities. Experience in- 
dicates that broad-based funding is pref- 
erable to local property taxes. More state 
and federal aid can only lessen the un- 
equal tax burden inherent in our com- 
bined, local, state, and federal system." 

Smoley addressed the issue of state- 
imposed constraints on local govern- 
ments. State legislation, she said, should 
follow ACIR's recommendation that 
counties be given "the authority to levy 
appropriate fees, rents, tolls, licenses, 
sales taxes, personal income taxes, or ex- 
cise taxes at their discretion." Smoley 
added: 

"Too often, we have found the state 
reluctant to provide this flexibil- 
ity. . . . At times, states may provide 
the authority but corresponding 

state taxes may already be at far too 
high a level to permit any feasible 
additional surcharge. Conse- 
quently, counties can often be 
squeezed out even though the au- 
thority has been granted." 

Stickel presented a case study of 
state-imposed limits on municipal ex- 
penditures and county property taxes. 
New Jersey's cap laws were designed "to 
provide a balance between constraints 
on spending and the ability to provide 
essential local services." The laws, re- 
garded as experimental, included a sun- 
set provision, but in 1983 were renewed 
until 1986. The New Jersey County and 
Municipal Government Study Commis- 
sion monitored the effect of the ceilings 
for eight years, reaching several conclu- 
sions: 

Local governments shifted operat- 
ing expenditures, such as office and 
recreational equipment, and vehi- 
cles, to the noncapped capital bud- 
get. 

Local governments deferred the 
maintenance and improvement of 
physical facilities. 

0 There was an increase in the forma- 
tion of special districts. 

Local governments shifted to user 
charge financing whenever possible. 

There were reductions in personnel, 
first by attrition, then by dismissals. 

The upward trend in property tax 
rates until 1976 was reversed. 

Gregory also demonstrated the geo- 
graphic diversity of state approaches to 
local finance. Since 1978, the North 
Carolina Local Government Advocacy 
Council (LGAC) has identified issues of 
local importance and has advocated the 
views of local government directly to the 
governor and his cabinet. (The LGAC 
differs from a state ACIR in that it is 
controlled by local officials.) One recent 
example of LGAC efforts was the enact- 



ment of state legislation in 1983 author- 
izing counties to raise sales taxes. By 
early 1984,88 of the state's 100 counties 
had enacted new sales taxes. Gregory 
also indicated that the LGAC will con- 
duct a "definitive study" on state-local I relations in North carolina. 

. . . the representative tax system 
(RTS), . . . "a weapon" to promote 
regional conflicts. 

Harry Green, of the Tennessee 
ACIR, reported on its study that founr d 
that "thestructure of state and local tax- 
ation is not fair; it is unnecessarily com- 
plicated; and it does not generate ade- 
quate revenues." The principles set forth 
by the TACIR task force for taxes were: 
equity, adequacy, and simplicity. Tax 
neutrality, although important, was 
found to be less urgent. One of TACIR's 
revenue issues is to reduce disparities 
among local governments and school 
systems. 

Although it affects business-related 
activities more than public finance, the 
question of municipal antitrust liability 
was examined by Miller and Philip Hag- 
gerty. The latter presented a detailed 
analysis of the issue, and offered sugges- 

tions for ACIR policy recommendations. 
Several witnesses urged ACIR ei- 

ther to adopt specific policy positions or 
to undertake studies. Kent Conrad, 
deeply involved in the issue of unitary 
taxation of multinational corporations, 
urged ACIR to reiterate its support for 
the view that there be no federal inter- 
ference with states' Constitutional rights 
to determine their own tax policies. Fred 
Pfeiffer asked ACIR to adopt language on 
both general obligation and revenue 
bonds that supports tax exemption to 
"sustain bona fide governmental func- 
tions." 

Speaking for the Western Gover- 
nors' Conference, Jim Maddy reviewed 
ACIR's past work in developing the rep- 
resentative tax system (RTS), and con- 
cluded that it is currently being used as 
"a weapon" to promote regional con- 
flicts. Using the RTS in federal aid for- 
mulas would cause substantial shifts in 
federal assistance, he said. Because such 
applications were not anticipated in the 
research, he urged ACIR to deal with the 
flaws of the RTS so that it could serve 
better as a measure of fiscal capacity. In 
addition, he felt ACIR should examine 
the question of "need" which he deemed 
integral to any discussion of fiscal equity. 
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