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Westand at the beginning of a new’
presidency, éxcited by the prospects of
change. Before us is a new administra-
tion that will soon begin turning the
wheels of federalism in a new diree-

tion. The road that lies ahead should -
be driven carefully, and our new Presi- -
dent needs to consider the advice of -

© navigators who have traveled a 51m11ar_'-
road:

10 join hands with their federal coun--

terparts 1o begm a renewed commit--

ment to partnershlp Asmayor of a c1ty.':
ronoh timeg - T
.rough

: thnt_ hm: seen times,.

proudly rcport that Indianapolis is on -
the rebound. Thanks largely to the:

ple of Indianapolis now enjoy a re--
newal of economic health and prosper-
ity and pride.

I think we should move ahead na-
tionally by borrowing from the concept
of a public-private partnership to cre-
ate a “federal-local partnership” that

¢ will result in a credible relationship be-
. ©iween the two levels of government.
"7 The time is long past when we could af-
o ford to ‘work against each other. The
. federal “piggy bank” is now watched
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more-.closely ‘than -ever: before, _and__'-} -_mental problems
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rnust contmually do with

“more”

“lege” :
President Bush sh’ouid pull to-
gether immediately a Council of Ur-
ban Advisors to make policy recom-
mendations that will affect the 80

' percent of the nation’s c1tlzens who
live in cities and towns. The time ap- .
pears ripe for such an organization. "
Wrmng to the Nationat L. eague of Cit- b

b _ then. candidate :

George Bush said that he supports the’

- concept of a “Presidential Task Force -

- 6n Urban Affairs” that would allow the

President to hear first hand of our:

in. July, .

problems and concerns,. _
This is one campaign promise that

needs immediate attention:. ‘The first:
100. days. of any administration are
fxl!ed with critical construction workon -

the admm;stratlon 'S foundatxon ‘And

_those of us who lxve in “Urban Amer—'-
lca” warit to be part of the bricks and RTINS

' 'mnn‘ar of fhat ﬂ’deml fmmdnhnn
Ibe!aeve ttis tlme for Iocal ofhmals'_;

“There was much’ dlSClISSlOII about" S
-this:Council of Urban Advisors at the .
. National League of Cities conference
~in: Boston this month. My colleagues
‘and I believe that such an effort would

produce the sort of strong federal-

public-private partnership philosophy. local partnership that will be needed to

that has guided our progress, the peo-: -
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combat the Very issues that make head-

Homelessness, education, afford-
able howsing, economic development,
and drug abuse all can be found on any
big city’s agenda. We face mounting
pressure to induce change, despite a 60
percent cut in key federal programs for

cities over the past few years.

Of particular importance to the
economic well being of our cities is the
quality of the environment. Congress
has left us with a long list of environ-
from wastewater
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Shlp

Office of the President to assure that
- our viewpoint will be considered when

' necessary to make the critical decisions: -
;. that affect our own and our ch:ldren g
' _future, E

he solid delC Ul&—

posal Crisis. Cmes and towns have beE:n- R

left to find their own Ee‘.unons and .

their own fundmg :
From the towering skyscrapers of' e
the coastal metropolis to the prairie .-
towns of the Midwest, our quality of -
life is at stake. Big cities and small ¢it-
ies share the need for a better partner—___: '

“The Counc:l “of Urban Advtsots':
should be established in the Executive

decisions are made on the many poli- .
cies that affect America'’s cities and

~ towns. We local officials want to work .~

together with our counterparts in . ..
Washington, DC; and we need toplan - - "
a strategy that allows the local mput_-_-_ s inis
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On the ACIR Agenda

ACIR will hold its 99th meeting in
Washington, DC, on December 16,
1988. Following are highlights of the

meeting agenda.

State Constitutional Law in the
Federal System

The report was prepared by a team
of 11 fegal scholars, summarizing a
broad range of legal developments in
the newly emerging field of state con-
stitutional law. The renewed interest

LI Aiial 4 4 a2 sniVT Rl LLIiCITSL

in state constitutional law is a signifi-
cant development in American feder-
alism. It comes at a time when the
Commission has been promoting ef-
forts to rebalance responsibilities
among federal, state, and local govern-
menis. The topics covered in the re-
port include federal doctrines allowing
substantial scope for state constitu-
tional jurisdiction, as well as the devel-
opment of state constitutional law in
the fields of governmental structures
and functions, civil liberties, criminal
procedures, economic rights, workers’
compensation and education policy.
The report contains a set of findings
and four recommendations.

Federal and State Compliance
with Disability Rights Mandates

MThr rnmeoct o mmooao 4k “--‘ On

T'he report addresses the g
of whether the federal government
“practices what it preaches” with re-
spect to national mandates placed on
state and local governments. The re-
port looks at employment opportuni-
ties and architectural barrier removal
for persons with disabilities, a policy
arca with mandates that apply to the
federal government as well as state and
local governments. There is a scarcity
of information availablc on the topic,
but what there is suggests that the level
of compliance with the mandates by
the federal and state governments
is roughly equivalent. Furthermore,

compliance across federal agencies ap-

pears to vary about as much as compli-
ance across states and state agencies. It
was also found that federal and state
agencies face similar compliance prob-
lems. The report contains a set of find-
ings and recommendations.

Residential Community
Associations: Phase 2

In accordance with Commission
action at the September meeting,
ACIR will publish a report on residen-
tial community associations (RCAs),
with a recommendation, and the pro-
ceedings of the conference on which
the report is based. The staff proposes
to prepare a supplemental report to

help guide state and local officials in
developing policies regarding RCAs
and in interacting effectively with
those organizations. The report would
outline major public issues raised by
RCAs and an array of public re-
sponses. The Commission will decide
whether to proceed with this study.

ACIR to Design
Clearinghouse System

The U.S. Department of Com-
merce has requested that ACIR assist
it in establishing a Clearinghouse for
State and Local Initiatives on Produc-
tivity, Technology, and Innovation.
ACIR will design an information sys-
tem for the clearinghouse in coopera-
tion with state and local governments
and businesses. In addition to develop-
ing the design specifications, ACIR
will help the department choose the
appropriate computer hardware and
software as well as conventional infor-
mation media. ACIR also will provide
the initial information to make the
clearinghouse operational by Septem~
her 21 100 Rarhara T T ismman

L1l U 1707, LGluvala Jg. Lll.llllall lb lllC
project manager for ACIR.

The Omnibus Trade and Competi-
tiveness Act of 1988 assigned responsi-
bility to the Department of Commerce

Susannah E. Calkins Retires

Susannah E. Calkins, an
ACIR senior analyst in public fi-
nance and public opinion for
many years, retired on December
. Her cheerfulness, counsel, and
good humor will be greatly
missed, and ACIR extends to her
every and wish for the future.

ACIR News

to establish the clearinghouse to
“serve as a central repository on initia-
tives by state and local government
to enhance the competitiveness of
American business through the stimu-
lation of productivity, technology, and
innovation, and federal efforts to assist
state and loca! governments to en-
hance competitiveness.”

State ACIRs
Meet in Annapoiis

On November 11-12, the Commis-
sion sponsored the sixth annual meet-
ing of the state ACIR counterpart or-
ganizations in Annapolis. The two-day
session was held in conjunction with
the Assembly on the Legislature of the
National Conference of State Legisla-
tures (NCSL), and included the first
joint meeting of the state ACIRs and
the NCSL State-Local Task Force.

The conference was attended by
representatives from 14 state organi-
zations and from two states that are
studying the feasibility of creating a
state ACIR, Twenty-eight states now
have a state ACIR counterpart agency.

Attendees reviewed the status of
the Commission’s research agenda, re-
lated activities, and possible new areas
of study, and discussed ways in which
state organizations could be involved,
such as participation in thinkers’ and
critics’ sessions, review of report
drafts, and data coltection or study as-
signments. The state representatives
aiso provided updates on their work
programs and considered areas for
possible joint projects between the
states and the U.S. ACIR. A small task
force was formed to develop a proposal
and strategy to solicit foundaiions
and other funding sources to help
strengthen and expand the state ACIR
network.

Chief among the topics addressed
at the inint ACTR_NCKCT State-1 ocal
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Task Force meeting were the develop-

ment of an annual survey of the state of
state-local relations, areas of possible
joint activities, including the identifica-

(continued on page 8)
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Intergovernmental
Focus

Spotlight on Minnesota’s Advisory Council
on State-Local Relations

19&7
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fore Minnesota was to become the
32nd state of the United States. The
Saint Peter Company, a private enter-
prise located in the Minnesota Terri-
tory town of Saint Peter, had offered o
donate fand and erect buildings for
housing the government there if the
Territorial Government of Minnesota
agreed to move the capital from Saint
Paul.

Both houses of the territorial leg-
islature passed a bill to move the capi-
tal to Saint Peter, and Governor Gor-
man was sure to sign it into law. The
bill was then forwarded to the Com-
mittee on Enrolled Bills to be pre-
pared for the sipnatures of the speaker
of the House and the president of the
Council. Joe Rolette, chairman of the
Committee on Enrotled Bills and a
great friend of Saint Paul, took the en-
grossed version of the bill, deposited it
in a bank vault, and disappeared to an
upper room of a nearby hotel, where
his friends made sure he was kept very
comfortable. Identical copies of the
bill could not be produced, and parlia-
mentary proceedings prevented the
Council from passing a second version.
While the sergeant-at- arrns searched
a number of unsuc-
cessful resolutions were introduced to
move the capital from Saint Paul to
Belle Plaine, Monticello, Mankato,
Shakopee, Saint Cloud, and Nicollet
Island. One week later, as the 1857
session of the territorial legislature
ended, Mr. Rolette returned with the
bill—too fate for it to be forwarded to
the governor for his signature.

for Mr. Rolette,

Minnesota's State-Local
Partnership

While state-local relations in Min-
nesota have not always been this color-
ful, they have often been the focal
point of the state’s efforts to deliver
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high quality public services to its citi-
zens. The delivery of these services in-
volves an extensive network of 23 ma-
jor state agencies and more than 3,500
units of local government.

The lnral onvarnmante insludes R7
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counties, 855 cities, 1,802 townships,
435 school districts, and approximately
350 special purpose districts. Thus,
while Minnesota ranks 21st among the
50 states in total population and 14th
in total land area, it ranks 6th in the to-
tal number of local units of govern-
ment.

Administering high quality public
services through such an elaborate
network, and especially with the fiscal
relationships between the state and 1o-
cal governments, requires extensive
state-local planning and cooperation.

The state and local governments
spend $12.8 billion annually, or
$3,049 per citizen, on the provision
of public services. Only three other
states spend more on a per capita

basis.

Federal funds account for $2.2 bil-
lion of Minnesota’s $12.8 billion of
state and local government spend-
ing.

Nearly 65 percent of the state’s gen-
eral revenues are transferred to lo-
cal governments to finance the pro-
vision of locally delivered services.

Using statewide averages, state aid
to local governments accounts for
27.1 percent of city and township
revenues, 30.5 percent of county
revenues, and 54.3 percent of school
district revenues.

Governor Creates
Advisory Council

Recognizing the importance of ef-
fective service delivery systems, Gov-
ernor Rudy Perpich sought opportuni-

Jim Gelbmann
Special Assistant

ties to foster improved state-local
relationships. In October 1984, a Min-
nesota Inter-agency Issues Team rec-
ommended the creation of a perma-
nent state-local commission to advise

tha overnor A tha lagiclatitrs A in
ing EU ernor and the legislature on in

tergovernmental  affairs. Governor
Perpich responded to the recommen-
dation by issuing an executive order
creating the Minnesota Advisory
Council on State-lLocal Relations
(ACSLR).

While the ACSLR was created by
an executive order, its structure and
responsibilities are very similar to
those of the U.S. ACIR. The executive
order creating the ACSLR directed
the Council to:

Use informal hearings and surveys
to solicit local government attitudes
on state-local issues;

Review and comment on proposals
by the state that will affect local gov-
ernments;

Review state agency issue papers on
issues affecting local governments;
and

Develop policy recommendations
on issues of critical importance to
state-local relations.

Governor Perpich sought to en-
hance the independence of the
ACSLR by requesting that local gov-
ernment associations appoint their
own representatives 1o serve on the
Council. The Association of Counties,
the League of Cities, thre Association
of Townships, and the School Board
Association appoint two representa-
tives each to the Council; the Asso-
ciation of Regional Commissions
appoints one representative. The
ACSLR’s local government represen-
tation aiso inctudes the chairperson of
the Metropolitan Council, a regional
pianning council for the seven-county
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Minneapolis-Saint Paul metropolitan
area.

The commissioners of Education,
Finance, Human Services, Revenue,
State Planning and Trade, and Eco-

nomic Development represent the ex-

ecutive branch of government on the
ACSLR. Representatives of the Min-
nesota legislature are appointed to the
ACSLR by the speaker of the House,
the Senate majority leader and the mi-
nority leaders of the Senate and the
House.

A local government representa-
tive must always chair the ACSLR.
ILani Kawamura, commissioner of the
State Planning Agency, serves as the
Council’s executive director.

Support for the Council
While the ACSIR is still a

Al Woal I 15 STl A

tively young entity, it has a broad base
of support among state and local offi-
cials. Mary Anderson, mayor of
Golden Valley and current chairper-
son of the ACSLR, believes the Coun-
cil provides an opportunity for state
and local officials to share ideas and in-
formation. “Prior to my tenure on the
ACSLR, I had little opportunity to
learn about the issues affecting Min-
nesota’s counties, townships, and
schools,” Anderson commented. “I be-
lieve there is much to be gained by sit-
ting down with other state and local of-
ficials on a rcgular basis and sharing
ideas and concerns.”

Lani Kawamura believes the fiscal
realities of the 1980s have heightened
the need for all states to create effec-
tive vehicles for state-local coopera-
tion. Kawamura noted that “state and
local governments have been placed in
a very difficult position. The need to
compete with other states and nations
for business development and job crea-

firan hac nraconred manvgtata and lnacal
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governments o reduce laxes. At the
same time, Washington has reduced its
commitment to financing many domes-
tic programs, and citizens have begun
to look toward their state and local

AUR VUNGL iRl Sudlt ol GGl

governments to {ill the void.”
Kawamura emphasized further
that “a state-local council or commis-
sion will be effective only when its
members are able to relinguish their
provincial hats and work together to
meet the challenges of the next dec-
ade. All state and local officials must
be willing to put aside their turf issucs
and agree to compromises that will
benefit the general public. If state and

rela-

i34

local officials arc only interested in
preserving their self-interest, the ef-
fectiveness of the state-local council or
commission will be greatly dimin-
ished.”

o] Arala Cannt
ANOKE L oUney

commissioner and the ACSLR’s first
chairperson, recognizes the value of
the ACSLR as “the one place where

state and local officials from all levels
and branches of sovernment can meet

................ FoAE R R L e 2]

to discuss common concerns away from
the heat of the legislative arena.”
McCarron is in a unigue position to
comment on the value of a state-local
relations council or commission, While
he is currently a county commissioner,
he has also served three years as a
member of the Spring Lake Park city
council and ten years as a member of
the state legislature.

Accomplishments

During its first three years of exis-
tence, with no full-time staff and a
minimal amount of state financial sup-
port, the Minnesota ACSLR has man-
aged to compile an impressive list of
accomplishments in state mandate re-
forms, tort liability of local govern-
ments, and land use planning and zon-
ing laws. These accomplishments were
made possible by the dedication of the
ACSLR members, the cooperation
and staff assistance from Minnesota’s
five major local government associa-
iions, and ihe staff and financial sup-
port of the State Planning Agency.

State Mandate Reforms. During
its first year of operation, the ACSLR
adopted a Statement of Principles for
State Mandates of Local Govern-
ments. The statement suggested that
the legislature and state agencies con-
sider carefully the ramifications of laws
and rules mandating local government
action. Several of the key questions
that should be asked before a mandate
is adopted are:

Is a formal mandate nccessary to
achieve the intended goal?

Have equally effective or more ef-
fective alternatives been consid-
ered?

Can the cost of performing the man-
date be collected from those who
will benefit?

Have both short-term and long-
term effects and costs been consid-
ered (are unintended consequences
likely)?

Have the affected local govern-
ments been consulted and do their
associations support both the ends
and the means of the mandate?

Does the mandate provide adequate
time for the local government to
plan for its implementation?

At the ACSLR’s request, Gover-
nor Perpich sent a memorandum to all
state agency heads urging them to
adopt the Council’s principles for
mandating. The memorandum further
advised the apency hcads to refrain
from imposing significant costs on lo-
cal governments unless reasonable
means exist for local cost recovery.

The ACSLR’s mandates study
also prompted the Metropolitan Inter-
County Association (MICA), repre-
senting eight urban counties, to de-
velop legislation to  address the
concerns of local officials. Many of
ACSLR’s mandatc principles are re-
flected in MICA's legislation. The leg-
islation received its first hearings dur-

1ng the 1088 ]Pgrc]ntlun cecoinn and will
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likely be reintroduced next session.

Tort Liability Reform. During the
mid-1980s, local governments in Min-
nesota and around the nation faced a
1ua]0i' tort llabuu)" crisis. In Many Cases,
increases in liability insurance premi-
ums were threatening governments’
fiscal stability. Several local govern-

ments were unable to identify an in-
surer wﬂ]mu to nr(\\ndP anPrnI liabil-

ity policies.

The ACSLR proposed state legis-
lation that would limit the liabilitics of
local governments, thus increasing the
availability of affordable general liabil-
ity insurance policies. The ACSLR re-
quested that the legislature:

Eliminate or restrict punitive dam-
age awards in civil lawsuits;

e Pty Tnrnrnl mmeimaun

luucumily 10Cat guv‘unm(‘,i‘lial uiiits
against liability claims when theyare
acting as an administrative agent for
the state (i.e., performing actions
required by state law); and

Limit local government exposure in
cascs of joint liability.

The 1986 legislature responded to
the ACSLR’s recommendation by
placing additional restrictions on puni-
tive damage awards and limiting the
joint liability of local governments in
certain cases.

Dialogue on State-Local Fiscal Is-
sues. As noted earlier, the fiscal rela-
tionships between Minnesota’s state
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and local governments involve a com-
plex array of state aids, state-financed
property taxrelief, state guidelines and
caps for local property tax levies, and
state restrictions on other local reve-
nue options.

During the past few years, the
state has attempted to improve state-
local fiscal relationships. The goal of
these improvements has been to re-
form the property tax and local aid
structures, increase the fiscal account-
ability of all levels of government for
their spending decisions, and reduce
property tax burdens, especially those
placed on commercial-industrial prop-
erty.

The Perpich administration has
used the ACSLR as a sounding board
during the development of property
tax reform proposals. By consulting lo-
cal government representatives during
the development of its property tax re-
form proposals, the administration was
able to better address the needs and
concerns of local governments. As
ACSLR Chairperson Mary Anderson
has often noted, “When dealing with
issues as sensitive as property tax re-
form, it is much better if state and local
officials can approach the legislature
united behind a single proposal. While
the political compromises necessary to
achieve this ideal are difficult, the
ACSIR provides a forum where a
meaningful state-local dialogue can
take place.”

Local Land Use Policies, Over the
years, Minnesota has attempted to ad-
dress the need for managed local
growth by enacting laws governing lo-
cal planning and zoning policies. Un-
fortunately, most changes in planning
and zoning legistation have taken place
in an incremental fashion, resulting in
significant inconsistencies and lack of
clarity within the statutes governing
the land use policies of various levels
of government.

The Minnesota ACSLR is at-
tempting to foster cooperation among
all levels of local government in an ef-
fort to revise the local planning and
zoning statutes. The goal of the pro-
posed revision is to clarify several of
the ambiguous provisions in current
law and, wherever possible, apply the
same planning and zoning policies to
all levels of government.

Over the past two years, the
ACSLR has completed an cxtensive
review of the existing planning and
zoning legislation and drafted a bill

that addresses many of the problems.
The bill was first introduced during the
1988 legislaturc. Several concerns
were raised in a joint House-Senate
committee hearing, resulting in the bill
being held over for {urther study dur-
ing the interim.

The ACSLR hasredrafted the bill,
responding to many of the concerns
raised in the House-Senate committee
hearing. The Council plans to have the
bill reintroduced during the 1989 legis-
lative sesston, and hopes to have the
legislation enacted.

Survey of Local Officials. Earlier
this year, the ACSLR mailed a survey
to a representative sample of elected
and appointed public officials from all
levels of local government. The survey
was designed to obtain their opinions
on the appropriate delineation of
state-local responsibilities for the pro-
vision of public services. Over 68 per-
cent of the 1,156 public officials receiv-
ing the survey responded to it.

While the final results of the sur-
vey have not yet been fully tabulated,
some interesting preliminary results
have been noted. Sixty-two percent of
all local officials indicated a need to
change state guidelines establishing
state-local responsibilities in one or
more areas of public service, Thirty-
four percent of those respondents indi-
cated that state human service guide-
lines need immediate change; 21
percent cited state education guide-
lines; and 14 percent indicated state
criminal-civil justice guidelines.

All surveys were coded, so it is pos-
sible to compare the responses of offi-
cials from a single type of government.
It is also possible to note differences
between the responses of elected offi-
cials and those of appointed officials.

The ACSLR will use the results of
the survey to help guide its future ac-
tivities.

Current Activities

In December 1987, the Minnesota
ACSLR began its most ambitious pro-
ject thus far. It recognized that much of
its earlier activity resulted from the
identification of a crisis or the desire to
resolve specific issues that had been an
irritant for state-local relations. It fur-
ther recognized that many of the issues
adversely affecting state-local rela-
tionships were merely symptoms of a
larger issue—an inability to define
clearly the appropriate roles of the
state and local governments for

authorizing, financing, and delivering
many of our public services. Rather
than continuing to treat the symptoms,
the ACSLR decided to address the
larger issue head on.

The ACSLR outlined a two-phase
approach for its State and Local Serv-
ice-Fiscal Responsibilities Study. The
first phase of the study involved a sys-
tematic identification of all public
services that are provided jointly by the
state and one or more levels of local
government. The resulting inventory
of state-local services would clearly de-
fine the decisionmaking, funding, and
service delivery responsibilities of each
level of government for existing public
services. The inventory would also
identify those services where the de-
lineation of state-local responsibilities
may be inappropriate or interfering
with the effective delivery of the serv-
ice.

Using this comprehensive inven-
tory, the ACSLR planned to identify
opportunities for improving the provi-
sion of a service by recommending that
the legislature modify inappropriate
delineations of state-local responsibili-
ties.

In July 1988, the ACSLR reviewed
a draft report on the first phase of the
study. Using the report as its base, the
ACSLR identified three priority areas
where there appeared to be a signifi-
cant need for further study.

The state-local responsibilities for
authorizing, financing, and deliver-
ing social services in Minnesota
must be further analyzed. If the
need to alter the delineation of state
and local responsibilities appears
necessary, recommendations should
be developed and forwarded to the
governor and the legislature.

The state-local responsibilities for
the provision of day care and child
development services must be clari-
fied. The provision of these services
involves numerous state agencies
and nearly all levels of local govern-
ment. An effort must be made tode-
termine if the needs of the client are
effectively being met with what ap-
pears to be a very fragmented state-
local system for the provision of
these services.

The appropriate responsibilities of
the state and local governments for
financing Minnesota’s trial courts
and public defense system must be
analyzed. Over the past 15 years, the
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state hasimplemcented a structurally
unificd trial court system and has
created a state agency for the provi-
sion of felony-gross misdemeanor
public defense services.

While the decisionmaking authority
for these services has largely been
removed from the countics, the
counties continue to shoulder the
primary responsibility for financing
the services.

In addition to addressing these
three issues, the ACSLR will use the
second phase of the study to develop
principles regarding the appropriate
roles and responsibilities of the state
and local governments for the provi-

sion of public scrviccs.

The ACSLR study has the poten-
tial to improve dramatically the ¢ffec-
tive provision of key public services in
Minnesota. Paul McAlpine president
of the Minnesota Association of Cotin-
ties; notes that “this is the first time of-
ficials from all branches and levels of
government have joined together to
forge more effective state-local struc-
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public services. The ACSLR deserves
credit for fostering the proper environ-
ment for state-local cooperation.”

The Future

Over the past four years the Min-
nesota ACSLR has matured into an or-

ganization that is prepared to meet the
state-local challenges of the 1990s. It
has gained the respect of many state
and local officials. While state agencies
and local government associations will
continue to pursue their own agendas,
the ACSLR will serve as a forum for
coordinating those agendas in a way
that will benefit all Minnesotans.
State and local governments
throughout the nation can anticipate
even greater fiscal struggles during the
1990s. While those strupgles will un-
doubtedly take their toll, the coopera-
tive efforts being forged by the
ACSLR will help Minnesota’s state
and local officials rise to the challenge.
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tion and recognition of model pro-
grams and success stories, and the
need for and timeliness of a national

convocation on intergovernmental re-

lations next year.

ACIR and NCSL Sponsor
Telecommunications
Conference

On November 30, 1988, the ACIR
joired the National Conference of
State Legislatures (NCSL) in sponsor-
ing a conference relating to emerging
issues of state taxation of the telecom-
munications industry. The conference,

which wacg held in Wnchmgfnn nc

AT Sy

was attended by 150 legislators, legisla-
tive staff, industry representatives, and
scholars from across the nation. The
conference was supported by contribu-
tions from AT&T, Ameritech, Bell At-
lantic, and MCI Communications.
The conference topics included
changes in the structure of the industry
and the implications for economic de-
velopment and tax policies of local op-
erating and interexchange (long dis-
tance) companies, recent trends in
state tax policies and the relationship
of those policies to regulatory reform,
alternative approaches for apportion-
ing interexchange company receipts

amo th

ing the
service.

The conference proceedings will
be reflected in a forthcoming ACIR re-
port on state taxation of telecommuni-
cations, which will be published in the
spring.
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Roger B. Parks
Ronald J. Oakerson

¥/ nderstanding local government in metro-
politan areas means seeking to understand the
implications of what is commonly called juris-
dictional fragmentation, that is, a multiplicity
of governments. Jurisdictional fragmentation is
only one of many attributes of local government
organization in metropolitan areas, however,
and certainly not an attribute that, in and of it-
self, is either desirable or undesirable.

The ACIR examined various aspects of local govern-
ment in the 5¢. Louis area, primarily in St. Louis County, to
learn how a system with substantial jurisdictional fragmen-
tation works. Here, we summarize the findings of the
study— Metropolitan Organization: The St. Louts Case—and
what we learned from it.

Jurisdictional fragmentation need not lead to fine-
tional fragmentation. In St. Louis County, the numerous
municipalities and school districts have created a variety of
organizational ties and overlays that link the separate ju-
risdictions together in various functional arrangements.
For example, in police and fire services:

An areawide major case squad pools investigative re-
sources from a large number of separate police de-
partments to respond to serious crimes.

The St. Louis County Police and Fire Training Acad-
emy supplies recruit training for all police and fire de-
partments in the county.

Mutual aid agreements, frequently containing first re-
sponse provisions, link all fire departments in the
county and St. Louis City.

Mutual aid among police departments, often informal
but sometimes formalized, is common throughout the
counnty.

Joint dispatching arrangements, including both joint
dispatch centers that serve mulitiple jurisdictions and
intergovernmental contracts that allow one jurisdic-
tion to produce services for others are common among
both police and fire departments.

The Regional Justice Information System (REJIS)
links all police dispatchers in the city and county to a
common data base for information related to crime
and criminals.

The countywide “Code 1000” plan can mobilize and
deploy police personnel from multiple jurisdictions in
the event of a disaster.

The Greater St. Louis Fire Chiefs’ Association facili-

tates the sharing of specialized equipment among fire

departments.

Similar cooperative arrangements can be found in
public education, such as:

The Cooperating School Districts of the St. Louis
Suburban Area supplies members with a large audio-
visual collection and with joint purchasing of supplies
and equipment.

The Regional Consortium for Education and Tech-
nology supplies members with computer technology,
software, training, and maintenance.

The Special Schoot District of St. Louis County main-

tains a program that is highly coordinated with the
regular school districts in the county.

The Voluntary Inter-District Coordinating Council
helps to implement a voluntary desegregation plan
that links city and county schools.

Intergovernmental Perspective/Winter 1989 9



An accurate picture of local government organization
i St. Louis County would include, in addition to a map of
jurisdictions, a description of the large number of organ-
izational ties and overlays.

Functional ties and over! lays aﬁiﬁﬁgjui‘lsulcil{'}ﬁs tend
to be developed for precisely those functional components
of service production and delivery where one would expect
benefits from coordination and from limited economies of
scale. There are obvious COMpONEnts of service delivery
that cannot be organized efficientiy on a smali scaie. These
components, requiring substantial capital investment or
the creation of a pool of skilled specialists, are beyond the
capacity of small jurisdictions. The ACIR research locked
for scale economies to determine whether there were any
among the municipalities in the county that had not been
captured. The approach was to do an econometric analysis
of police services and fire services separately, and across
the aggrepate of services provided by the different munici-
palities. In each instance, we controlled for the variations
in service conditions found across the municipalities. We
found limited evidence of uncaptured scale economies in
policing, suggesting that some of the smallest police ser-
vice producers could reduce costs slightly by combining
with their neighbors. We found mixed evidence with re-
spect to fire services: On a cost per capita basis it appears
that smaller fire producers are more costly; on a cost per
dollar value of property protected basis, there was no such
indication. We remain unsure as to whether population or
property protected is the more appropriate basis for this
analysis and, therefore, make no conclusion with respect
to fire services.

With respect to overall costs of service production, we
found no evidence that larger municipalities had, on aver-
age, either higher or lower costs than did smaller munici-
palitics after ad]ustment for service condition differences.
The obvious explanation for the lack of demonstrable
economies of scale remaining to be captured is that such
economies have already been captured by the numerous
organizational ties and gverlays noted above,

Jurisdictional fragmentation has some positive, bene-
ficial attributes, including high levels of local representa-
tion. Efficiency in the production and delivery of services

makec hittle differance if cerviee nendnirere are nat recrnn_
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sive to citizen preferences. Responsiveness depends on
representation, the opportunity for citizens to be heard,
and citizens’ ability to hold local officials accountable.
There is a high level of investment in local representation
in the incorporated areas of St. Louis County. In many mu-
nicipalitics, the ratio of citizens to elected officials is less
than 1,000 to 1, and in virtually all of the municipalities,
the ratio is less than 5,000 to 1. Citizens in the un-
incorporated county have less access to local representa-
tion. Each member of the county council represents
roughly 140,000 residents. In some parts of the un-
incorporated county area, citizens report relying more on
state senators and representatives to articulate local inter-
ests. There also has been a recent resurgence of interest in
municipal incorporation.

Fragmentation has another positive attribute—
multiple opportinities for what we call “public entre-
preneurship.” Public entrepreneurs are individuals who
take initiative, and willingly incur the costs of time and ef-
fort, to seck out more efficient ways of producing and de-
livering services. All of the organizational ties and overiays
previously noted are products of public entrepreneurship
on the part of mayors, police chiefs, fire chiefs, school su-
perintendents, county officials, and so on, individuals (or
small groups of individuals) who got an idea, made a pro-
posal, sought discussion, negotiated compromises, and in
many cases, obtained appropriate state legislation. While
multiple and overlapping jurisdictions give public officials
the necessary independence to take initiative, voluntary
associations of local governments and associations of local
officials provide institutional facilities for working out io-
cal agreements. In St. Louis County, these associations in-
clude the County Municipal League, the Board of Gover-
nors of the Law Enforcement Officials of the Greater St.
Louis Area, the Greater St. Louis Fire Chiefs’ Associa-
tion, the Cooperating School Districts of the Suburban St.
Louis Area, and the county chapter of the American Pub-
lic Works Association. In some parts of the county, more
limited formal and informal associations exist, the most
notable being the Normandy Municipal Council in the
Normandy area.

It is possible to have a form of metropolitan govern-
ance in the absence of a metropolitan government. Metro-
politan governance requires an ability to make rules that
apply on an areawide basis. How can this be done without a
metropolitan government? In St. Louis County, we found
four components of metropolitan governance:

1. Areliance on state rules (constitutional and statu-
tory) that can, when necessary and appropriate, be
shaped specifically to St. Louis County;

2. Asizable county delegation to the state legisiature
elected from districts;

3. Voluntary associations of local governments and
local officials that can be used to resolve issues and
build local agreement; and

4. A basic allocation of authority to citizens in their
particular local communities as they choose to de-
fine them. This basic authority includes the power
to decide issues of municipal incorporation, the
formation of special purpose districts, annexation,
and consolidation. Except for a 20-year period
when county government exercised a de facto veto
over municipal annexations, these have been the
rules-in-use in St. Louis County.

Together, these four institutional components have
for many years {unctioned as an arcawide mechanism

thranoh which lneal citizeng and afficiale maintain laecal
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autonomy and adjust interlocal relationships.

City-county separation can inhibit problem solving
across that city-county boundary. Jurisdictional separa-
tion is fragmentation without overlap (ualike municipal
fragmentation within St. Louis County). Although there
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are significant organizational tics and overlays that cross
the border between St. Louis City and St. Louis County,
some of which we have already mentioncd, one arca in
which there has been a decided lack of cooperation be-
tween city and county is economic development. The City
of St. Louis has experienced some downtown development
but, considered by itself, has lost 30 percent of its em ploy-
ment base since 1970. On the other hand, St. Louis County
has doubled its employment base in the same peried, add-
ing 234,000 jobs. T'wo important factors have contributed
to the disparity between the City of St. Louis and St. Louis
County. First, the city has an earnings tax and the county
does not. Simple economics predicts movement of em-
ployers from the city to the county, and this has happened,
accounting for as much as half of the county’s growth. Sec-
ond, the constitutional separation of the city from the
county means that a decline in the city’s economic health
has no direct effect on that of the county, and may even be
beneficial to the county as firms relocate there from the
city.

Fragmentation with overlap, such as found in St.
Louis County, does not appear to inhibit economic devel-
opment. Fragmentation without overlap does. Unless
some way is found for the city and county to make common
cause in economic development, the likely prospect is that
the city will continue to lag well behind the county.

A complex metropolitan area that has performed well
in terms of service responsiveness and in finding efficient
ways to deliver services may not perform equally well in as.
sisting distressed communities. Some communities in St.
Louis County are relatively well off. Their residents have
incomes well above the county average, and they bear rela-
tively low tax burdens for the services they receive. There
are other communities, whose residents have incomes well
below average, that tax themselves at relatively high rates,
but are still unable to raise revenues at or near the level of
their neighbors. The residents of the most disadvantaged
communities tend to be racial minorities. The number of
these communities is small, and the proportion of the
county’s population that is either extraordinarily advan-
taged or disadvantaged is not large. The problem is one
that is recognized in St. Louis County, but is not yet re-
solved. A proposal to incrcase the county sales tax and tar-
get the increased revenues on disadvantaged communities
was considered but defeated earlicr this year.

Summary

The ACIR research on St. Louis County suggests that
a set of relatively small local governments, when embed-
ded in a structure of overlapping jurisdictions and coordi-
nated service delivery arrangements, is a viable alternative
for organizing large metropolitan communities. It is an al-
ternative that does some things very well. It can engender
responsiveness to citizens’ preferences and can deliver
public services with substantial efficiency. It is also an al-
ternative, however, that does not eliminate the need to
give special attention to the needs of distressed communi-
ties. In a system such as that of St. Louis County, distressed

communities may be able to receive the special attention
they need while also maintaining their autonomy and self-
EOVCITANCE.

Fragmentation with overlap is not the same thing as
fragmentation without overlap. This is seen very clearlyin
the disparity in economic development between St. Louis
City and County.

Overall, St. Louis County, even as it struggles to re-
spond to current challenges, has much of a positive nature
to teach the rest of metropolitan America.

Roger B. Parks is an associate professor of pub-
lic and environmental affairs at Indiana Univer-
sity. Ronald J. Oakerson is a senior scientist at the
Workshop in Political Theory and Policy Analysis,

Indiana University, and a former senior analyst at
ACIR

AR

Parks and Oakerson were the principal investi-
gators in the St. Louis research. This article is
based on remarks prepared for delivery to a sympo-

| 5.9 +
sium on Restructuring Local Government in St.

Louis: Assessing the Need and Examining the Op-
tions, sponsored by the Center for Metropolitan
Studies, University of Missouri, St. Louis, Novem-
ber 3, 1958.
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Donald Phares

The recent release of the report Metropolitan
Organization: the St. Louis Case by the U.S. Advi-
sory Commission on Intergovernmental Rela-
tions (ACIR) raises once again the question of
government organization in metropolitan areas.
This is a complex issue that ACIR and countless
other organizations and individuals have wres-
tled with over the decades, and they most likely
will continue to do so. Is bigger better? Is smaller
better? Do we need some hybrid system? The
ACIR report documents in great detail some of
the many creative endeavors that local officials
in St. Louis County have undertaken to respond
to the service needs of their constituents.

Using a “public choice” framework, the report praises
the creativity of *public entrepreneurs” and part-time offi-
cials in the dozens of small citics. Without question, this
praise is well deserved. An intricate web of formal con-
tracts, cooperative arrangements, informal agreements,
shared systems, and local associations provides the thread
that weaves together this complexity of local jurisdictions
(the 91 municipalities indicated in small numbers on the
map plus many other local jurisdictions not shown) for the
more than 600,000 residents of incorporated St. Louis
County.

The release of this ACIR report in September coin-
cided with the formal submission of a major plan for gov-
ernmental reorganization within the St. Louis City/County
area. The contrast between the findings of the ACIR re-
port and the provisions in the City/County Board of Free-
holders’ Plan for Governmental Reorganization in St. Louis &
St. Louis County is stark. The ACIR report praises the ex-
isting arrangement, noting in conclusion: “The experience
of the St. Louis area in metropolitan organization has
much to teach the rest of metropolitan America.” The
freeholders’ plan, in contrast, proposes major organiza-
tional and financial restructuring for the area.

Thisarticle will outline the establishment of the board
and the underlying premises that guided the formation of
the reorganization plan, and highlight major features of
the plan.

The Board and Its Options

A provision it the Missouri State Constitutton {Arti-
cle VI, Section 30} allows for the establishment of a board
of freeholders. As interpreted, this board has the constitu-
tional authority to address any and all issues pertaining to
local government structure, but is restricted to St. Louis
City and County. On September 28, 1987, the most recent
board was sworn in, comprised of 19 members, 9 of whom
were appointed by the mayor of the city, 9 by the county ex-
ecutive, and one by the governor.

The state constitution [Section 30(a)] designates five
types of reform that can be considered. The first three re-
late to reentry or merger between St. Louis City and
County. The fourth addresses the formation of an
areawide district or districts. The fifth option allows the
board “to formulate and adopt any other plan for the par-
tial or complete government of all or any part of the city
and the county.” This provision, which is a very broad grant
of authority, was added to the state constitution as aresult
of a statewide referendum passed in 1966.

It is by the terms of this fifth provision that the present
board derived its constitutional authority to delve into the
myriad issues pertaining to local government organization
and finance in St. Louis County. Prior to passage of this
provision, a board of {recholders was limited to city/county
merger or reentry options or a single-purpose areawide
district.

While this provision allows the board to propose re-
structuring of any and all local governments, including
school and special districts, the board made a deliberate
choice to focus its attention on municipal issues in the
county. Such a focus mandated an examination of fire/
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The Board of Freeholders

The Missouri constitution allows for the establish-
ment of a board of freeholders to address local
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Louis County.

On September 28, 1987, the most recent board was
sworn in with 19 members, 9 appointed by the
mayor of the city, 9 appointed by the county ex-
ecutive, and one by the governor.

Five types of reform can be considered. Three deal
with reentry or merger between St. Louis City
and County. One addresses the formation of an
areawide district or districts. One allows the
board to consider virtually “any other plan.”

The board was convened by petition of 3 percent of
the number of voters in the last gubernatorial
election in both the city and county.

The board submitted its reorganization plan in Sep-
ternber 1988,

The plan is scheduled to be on the ballot on June 20,
1989, at a special election held in the city and
county.

A simple majority is required in both areas for ap-
proval.

The vote must be “yes” or “n¢” on the entire
155-page plan.

There have been four prior boards convened:

1926—merge city and county under city govern-
ment—failed

1954 —create a Metropolitan Sewer District—
passed

1955 —create a transit district—failed
1959 —create a multipurpose district—failed

EMS services as well because 19 of the 43 providers of fire
protection and EMS services are municipal departments,

While reorganization within St. Louis County may be
considered under this constitutional option, the legal in-
terpretation of the provision is that any plan from the
board must somehow involve St. Louis City “construc-
tively.” That is, the “and” in the provision, as cited above,
has been Iegally interpreted to mean both city and county,
not one or the other.

The Major Premises of the Plan

The board’s focus on municipal government derives
directly from the adverse fiscal environment that has been
evolving in the county during at least the past two decades.
The context for this work has been provided by several
studies, the most recent of which, by the civic group Con-
fluence St. Louis, posed as the title of its report, Too Many
Governments? After careful deliberation, the board devel-
oped several premises that guided its work and helped to
form the final plan.

First, there was an overwhelming consensus that the
approximatecly 400,000 residents in unincorporated St.
Louis County were not being consistently well served by
the county government’s provision of municipal services
(e.g., police protection). Thus, complete incorporation of

: AR

all of the county was to be accomplished, with the excep-
tion of Lambert airport, which is owned by the city but lo-
cated in the county.

Second, the county was to be completely removed
from the provision of municipal-type services; this respon-
sibility was to be given to the new cities. This arrangement
would climinate the present mixed situation whereby the
county government provides both municipal and county
services, but with varying geographical output of the for-
mer. A clear delineation of functional responsibility be-
iween city and county functions was an integral part of ihis
premise.

Third, it was held strongly that all residents of the
county should have access to adequate levels of municipal
and fire/EMS services irrespective of place of residence. It
was determined that this was not being accomplished given
the present highly fragmented structure, a situation that
was likely to worsen with time.

Fourth, adequate financial resources needed to be
made available for support of municipal and fire/EMS
services. With vast differences in available resources and
service levels being documented, a plan was necessary that
realigned existing resources while allowing for the provi-
sion of new ones as necessary. It was not the existence of
disparities, per se, that defined this premise, but rather the
desire to guarantee an adequate level of service to all resi-
dents no matter where they live and to provide sufficient
resources to accomplish this objective.

Fifth, an “end state” plan was finally agreed on, rather
than some variant of a “process” approach, such as a mu-
nicipal boundary commission. The board felt that it was
important to provide as much certainty as possible that the
new governmental structure would incorporate all of the
county and at the same time provide an adequate fiscal
base to finance the revised county government, all new cit-
ies, and the new fire/EMS districts. Thus, the decision was
made to go with a complete delineation of 37 new munici-
palities and four fire/EMS districts covering all of the
county. A detailed fiscal profile for each new city and the
county was prepared by Price Waterhouse to document a
balance between projected revenues and expenditure
needs (Supplement to the Plan for Governmental Reorganiza-
tion in St. Louis & St. Louis County).

The Context for Reform

There are 91 cities in St. Louis County; part of one
(Pacific) lies in another county. These cities provide mu-
nicipal services to only 63 percent of the total county popu-
lation. Almost 400,000 people live in unincorporated areas
of the county and must rely on county government for their
basic municipal services, such as police protection or street
maintenance and repair.

Being the single major provider of municipal services
(and all county functions) requires that the county have an
appropriate tax base for this dual task. With the steady in-
crease in annexation and incorporation attempts and suc-
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cesses, the tax base available to the county has been dete-
riorating through the loss of general sales and utilities
gross receipts taxes collected in unincorporated areas that
go into the county coffcr. Two recent examples of success-
ful major incorporations, Maryland Heights (1985) and
Chesterfield (1988), represent a combined population
base of 60,000 people and about $10 million dollars in lost
revenue for the county.

Second, population size in these 91 municipalities
ranges from less than 30 to over 50,000; 34 cities have
fewer than 2,000 residents, and oniy 20 have more than
10,000,

Third, resources for the support of public servicesare
very unevenly distributed among the existing municipali-
ties. This leads to vast differences in public service levels
and a necessity in many instances to compromise on basic
services let alone those public activities that enhance the
quality of life in a community.

The resource disparity issue has been worsened by
“land grab” annexation and incorporation activity, as men-
tioned above. The most fiscally produclive areas in un-
incorporated St. Louis County are literally being “grabbed
up,” while the less resource rich (primarily residential) ar-
easremain for the county to take care of, as its diminishing
resources allow, or to fend for themselves.

The situation has been contributed to in part by differ-
ences in taxable property concentrations, ranging from a
1987 per capita assessed value of less than $2,000 to com-
munities approaching $50,000, but the property tax is not
the fiscal mainstay of citics in St. Louis County. A much
more crucial factor relates to the sales tax and how its pro-
ceeds are distributed geographically.

There are two types of cities for sales tax purposes:
point-of-sale and pool. The former get to keep all pro-
ceeds within their boundaries; the latter share on a per
capita basis what remains after point-of-sale. This system
produces differences between the pool per capita alloca-
tions of about $70 (in 1987) compared to per capita in some
point-of-sale communities of several hundred dollars and
a few in excess of $1,000. With this kind of strong fiscal in-
centive, the existing cities have attempted to annex com-
mercial and industrial areas that generate sales tax reve-
nues. This is often done in a very haphazard, economically
selfish manner,

A second major contributor to municipal coffers, and
thus to the fiscal tension, is utility gross receipts revenues.
There is a strong incentive to capture this revenue base
within incorporated areas as well. Those areas that tend to
be high sales tax producers also generate large gross re-
ceipts yield; the fiscal problem is compounded.

The Major Features of the Plan

The plan incorporates the entire county into 37 new
cities, as shown on the map. Most of these build on an ex-
isting core city or cities, but six new citics would be formed
primarily from unincorporated portions of the county. The
overall fiscal plan would realign finances so that each of
the new cities would be able to provide adequate services.
As mentioned above, Price Waterhouse did a separate de-

The Freeholders' Reorganization Plan

ST. LOUIS COUNTY ISSUES

Organizational/Structural

All of the county incorporated except airport. Cities
reduced in number from 91 to 37. Clear deline-
ation between municipal and county functions.

County no longer to provide municipal services. Cit-
ies to have jurisdiction over all municipal matters
unlcss there is a gross vielation of the municipal/
county master plan. Fire/EMS units reduced
from 42 to 4.

Countywide 1 percent earnings tax imposed on sala-
ries, wages, and business profits to fund: fire/
EMS districts, county government, a municipal
development fund.

Revenues/Funding

Sales tax revenues distributed: 25 percent point-of-
sale, 75 percent per capita (pool) distribution.

A new 6 percent gross receipts tax on nonresidential
utitities, earmarked for municipal use only.

County operating property tax eliminated, only debt
levy remains.

Fire/EMS property tax rates reduced {rom present
levels (as high as $1.00 or more) to 13 cents.

Implementation

Transition commissions (separate for fire and mu-
nicipal) will supervise two-year implementation
pericd.

Residents in each new city determine form of govern-
ment, elected officials, changes in tax rates, mu-
nicipal name, etc.

AREAWIDE CITY/COUNTY ISSUES

Set up a joint city/ county economic development dis-
trict.

“Metropolitan Commission™ has the authority to ex-
amine specilic issues that affect the entire city/
county arca.

tailed empirical analysis of all 37 proposed new cities and
prepared a fiscal profile of revenues and expenditures for
each. The same was done for the reconstituted county.
The fiscal plan has four major elements. A newly im-
plemenied 1 percent countywide earnings tax, fashioned
after that in the city, would fund county government and
the majority of {ire/EMS protection, and provide a new
revenue-sharing pool for municipal capital and operating
necds. A new 6 pereent gross receipts tax on nonresiden-
tial utilities would offer additional revenue to each of the
37 cities. All sales tax proceeds would be distributed 25
percent point-ofl-salc and 73 percent en a per capita (pool)
basis. No communitics would remain 100 percent point-of-
sale. Lastly, the entire operating portion of the county
property tax would be eliminated, along with 72 percent of
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Final Freeholders Proposal
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Existing
Municipalities
1 Balwin -
2 Bella Vila
3 Beliwlontzine
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5 Bed-Nor
g Bel-Ridge
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21 Country Life Acres
22 Crostwood
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3 Dorwln:lod
26 Dot Peres
27 Edmundeson
28 Elliaville
29 Evtela
31 Forgue
32 leotdoli-l&
33 Florissant
34 Frontenat
35 Glendsie
gowmie  SemEt
no
86 R Heights o
87 Avetview 39 Hanley Hills
68 Rock Hill Hariewood
89 Shrewsbury 41 Hilncale
pRin.  fime
728t 4 Koot
73 Sunsst Hills 45 Klhweood
74 Sycamore Hila 48 Ladue
75Town & Country 47 Lakashire
;g Tww:m O!k.c‘ g Manchester
78 Uplands uf(y 50 Maplewood
30 Vokia Vilage 52 Maryiard Hoiges
G
81 Velda Vﬂhg Hills 53 Moline Actes
82 Vinita Park 54 Normandy
83 Vinita Torraoe 55 Northwoods
84 Warson Woods 58 Norwood Court
85 Webster Groves 57 Oakland
86 Waeliston 58 Olivette
87 Westwood 59 Overland
88 Wibur Park 60 Pacific
89 Winchester 61 Pagadale
90 Woodson Terrace 62 Pasadena Hills
91 Chesterfield 53 Pasadena Park
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that [evied for fire services. Funding would come from the
new earnings tax. It should be noted that the tax would be
collected only once from any individual or business tax-
paver. No one would be taxed twice on the same income.

To address city/county issues and to fulfill the consti-
tutional mandate to link the city and county constructively
in the plan, the board formulated two new entities. The
first one is an economic development district with the for-
mal mandate to promote the entire city/county area. This
district is to be funded from an areawide 1 percent tax on
nonresidential utility usage.

The second entity is a metropolitan commission,
which, once convened, will be empowered to examine
emerging areawide problems and propose solutions to the
voters (e.g., for solid/toxic waste disposal). This commis-
sion format provides a formal structure for addressing
problems affecting the city/county independent of the re-
lationships among chief elected officials or the need to go
through the state legislature. Whatever is proposed must
be approved at the ballot box by a majority of the voters in
the city and the county at separate elections.

The board’s plan clearly is at variance with the conclu-
sions in the ACIR report that everything is working fine as

is and that the St. Louis solution is a model to be emulated
elsewhere in the nation’c metronolitan areas. The nro-

LSV IALL L LD I LQULMNL S SRL PG GILGS. L PR

posed reorganization looks forward to providing an inte-
grated governmental and financial structure that would
place the St. Louis area in a stance to enter the 21st cen-

tury.

The plan would accomplish i T
nicipal services would come from a city, not from the
county. Fiscal restructuring would better align resources
with needs. Each city would be financially able to deliver
adequate services to its residents. Adequate fire/EMS pro-
iection would be available throughout the county, An
areawide district would promote economic development.
Finally, a formal structure would be in place to propose to
votersa solution to emerging, presently unforeseen, or not
vet severe enough areawide problems. Overall, St. Louis
would be better positioned to deal with its existing array of
problems and any others that might arise in the future.

It needs to be mentioned that the legality of the board
and its plan has been considered by the federal district
court, the state circuit trial court, the United States Court
of Appeals for the Eighth Circuit, and the Missouri Su-
preme Court under the property owner interpretation of
“frecholder” status as denial of equal protection underthe
U.S. constitution.

To date, the board’s constitutional status has been up-
held by the Missouri Supreme Court, but the circuit court
hasyet to issue a formal opinion on the case. Whether any-
thing will result from this legal action remains for the
courts o determine. The board [inished its work, filed its
plan, and went out of existence as of September 16, 1988.
Voters will exercise their prerogative on June 20, 1989,

Donald Phares is administrator of the Board of
Freeholders, and professor of economics and pub-
lic policy, University of Missouri-St. Louis.

Coming Soon

Significant Features of Fiscal
a u!i m 10840 Editinn Unliima |
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Significant Features of Fiscal Federalism,
1989 Edition, Volume I, contains completely re-
vised and up-to-date information on federal,

atata amd lamal tavy ratas and natinnal trande in
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government expenditures and revenues. Sig-
nificant Features is designed for national, state
and local policymakers, their staffs, public fi-
nance analysts, and other interested individuals
who wish to have ready access to a single

source of comparative tax data on all ievels of
government in the United States.

New Tables in the 1989 Edition

m Stats-by-State Population—1967, 1977-87

m Gross State Product—1967, 1977-86

m State-by-State Personal Income—1967,
1977-87

m State-by-State Per Capita Income—1967,
Vi -G/

® Circuit Breakers

m Homestead Exemptions

m State Gross Receipts of Telecornmunications
Services

m State Sales Taxation of Telecommunications
Services

m State Corporate Income Taxation of
Telecommunications Companies
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Property

Other items included in Significant Features,
1989 Edition, Volume . tederal individual in-
come tax rates for 1986, 1987 and 1988; state
and loca! individual income tax rates updated
through November 1988; detailed information
on standard and itemized deductions, exemp-
tions and exclusions to income for federal and
state income taxes; tax rate and base informa-
tion on social security and unemployment insur-
ance; general sales tax rates and exemptions;
federal and state tax rates for cigarettes, alco-
holic beverages and gasoline; average effec-
tive property tax rates for each state; informa-
tion on estate, inheritance and gift taxes; state
and local property transfer taxes; and fees and
taxes on automohbiles.

M-163 January 1989 $15.00

16 intergovernmental Perspective/Winter 1989




Donald Elliott

The ACIR’s recent publication of Metropoli-
tan Organization: The St. Louis Case has created
quite a furor among public sector practitioners,
citizen activists, and academics in the St. Louis
area. This furoris due largely to the timing of the
ACIR report, which reaches conclusions very
different from those of two regional citizen
groups, both of which have recommended sig-
nificant reorganization of governments in the
St. Louis area. Consequently, the ACIR report
has been both decried and lauded by factions on
opposing sides of an upcoming referendum on a
proposed plan that would dramatically restruc-
ture St. Louis metropolitan government. How
and why do the perspectives of the ACIR report
and these citizen groups differ? Why have well-
informed, well-intentioned, reasonable people
reached very different conclusions about how
government should be structured in the metro-
politan area? This article reviews the objectives,
methodology, and conclusions of the ACIR study
in an attempt to explain why such diverse policy
prescriptions have arisen.

The ACIR Report

Published in Scptember 1988, Metropolitan Organiza-
tion: The St. Louts Case sammarizes an ACIR research pro-
ject begun before the direction of the recent local studies
was clearly established. The premise of the ACIR study is
that the St. Louis metropolitan area isan excellent subject
for a case study examining how and how well a highly frag-
mented local public sector functions.

The stage for the study is set with the argument that
the traditional literature views fragmentation as detrimen-
tal to the performance of local government functions de-
spite the absence of empirical evidence to support this
view. The report outlines an alternative theory to explain
why and how fragmentation works and offers evidence
from St. Louis and other areas to test that theory and to ex-
plore further the functional relationships involved.

Theory and Methodology
The theory outlined in the ACIR report builds on the

theory of local public goods and finance currently accepted

in the economics literature and public finance texts. "The
general thrust of the research is not unlike efforts by
economists of the public choice school. Recent research
reinforces the view taken by the ACIR report that frag-
mentation may actually reduce the costs of providing local
government services and, through competition among lo-
cal governments, enhance the efficiency of the local public
sector.! Although perhaps viewed as radical by public ad-
ministrators or political scientists, the theory outlined in
the report would be not considered far from the main-
stream of current public sector economics.

The assumptions, theory, and criteria for the study are
clearly articulated. For example, the research questions
outlined are reasonable and importam questions bearing
upon the process Uy which local gOvernments ifi a4 metro-
politan area execute their responsibilities. The investiga-
tors adopt the case study approach as their research meth-
odology, a time-honored method for investigating such
quesiions In later ehapters regreqsion ana]ysis is appro-

pl'ld.[t.ly SLLLLILU lUr EXPIU[HIB (:.L.Ulil')l[llcb Ul delC UI blLC,
cost variations, and fiscal inequities.

The ACIR Conclusions

The ACIR’s appraisal of the existing constellation of
governments in the St. Louis area is generally positive.
The perspective is summarized as follows:

Local self-government provides a solid founda-
tion for metropolitan organization in St. Louis
..... ha avenrianca of tha € T Anic aran

LUUllly
in melropolmn organization has much to
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1Christopher Bell, “The Assignment of Fiscal Responsibility ina
Federal State: An Empirical Assessment,” National Tax Journal
XLI (June 1988): 191-2(7. Randalil Eberts and Timothy Gron-
berg, “Can Compelition among Local Governments Constrain
Government Spending?” Federal Reserve Bank of Cleveland Eco-
nomic Review 24 (Quarter 1, 1988): 2-9. Jeffrey Zax, “The Effects
of Jurisdiction Types and Numbers on Local Public Finance™
(unpublished report, City University of New York and National
Bureau of Economic Research).
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teach the rcst of mctropolitan America. Juris-
dictional fragmentation, when combined with
overlapping jurisdictions, can provide an institu-
tional framework for a dynamic of metropolitan
organization that continually offers new opportu-
nities for coordination and productivity improve-
ment. . . . Effective metropolitan governance can
emerge from local self-determination and citizen
choice. . ..

The Dispute

Why, then, is this report the subject of such contro-
versy in the St. Louis area? Opposing views have been pub-
lished by Confluence St. Louis (a regional citizens’
league), the Board of Freeholders, and several St. Louis
area academics, all of whom have studied the region care-
fully. Supporting views may be heard from mayors of small
municipalities and other area academics.

Consider the following quote from the ACIR report
(emphasis added):

The selection of St. Louis represents, therefore_,
the deliberate choice of a “hard case.” The pro-
cesses and arrangements that characterize the or-
ganization and governance of fragmented metro-
politan areas ought to be writ large in St. Louis
County. If jurisdictionally fragmented areas are
marked by confusion, discord, and a lack of coopera-
tion among independent urnits of government, St.
Louis County and the greater St. Louis area should
display these characteristics in abundance. (page 9)

The reports of the citizen groups cite such confusion,
discord, and lack of cooperation (among other reasons) as
endemic to the current constellation of St. Louig govern-

ments and as justifying proposed reforms. Yet, in the face
of this criticism, the authors of the ACIR report claim that
careful analysis yields dilferent conclusions.

Why are there such differences in perspectives? In

this anthor’s oninion, there are at least three sources of
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these strong differences among the parties to this dispute:

Disagreements over empirical evidence and its inter-
pretation;

The application of different criteria and different
weights for criteria in making judgments regarding
performance;

Differences in time horiz:
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tives on the dynamics of the areca.

It is important to understand why those who speak
with authority disagree. If the differences lie in criteria and
how to weight them, then the differences are philosophi-
cal, and, ultimately, it is the voters’ philosophy that must
prevail, not that of the researchers or study commissions.
If the differences arise over empirical evidence, objective
resolution may be possible and helpful. Similarly, discus-
sion of time horizons and dynamics may lead toward reso-
lution of disagreements and establishment of consensus.

The Empirical Evidence

The ACIR report presents some of the most sophisti-
cated empirical analysis to date of important issues con-
cerning the performance of St. Louis area government.
Two sets of questions have arisen, however, regarding the
ACIR statistical analyscs.

The first concerns the data base constructed for the
fiscal analyses. The financial data for municipalities were
obtained from reports filed with the Missouri state audi-
tor’s office. There is, however, no standardized set of defi-
nitions underpinning these reports to ensure comparabil-
ity of figures reported by municipalities. Lack of com-
parability could invalidate statistical hypothesis testing
from cross-section regression models based on these data.
Some local critics have expressed concern that anomalies
may still exist in the data vsed in the ACIR research. The
significance of this claim for the conclusions of the re-
search is difficult to assess.

A second guestion concerns the specification of the
regression models used in the ACIR research. For exam-
ple, to be specified appropriately, regression models ex-
plaining local government costs, expenditures, and reve-
nues should take into account not only service conditions

and vntar rharartarictice hnt alen the intardanandeanca nf
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costs, revenues, and expenditures through the local gov-
ernment’s budget constraint. Such models also demon-
strate the importance of marginal tax price (and tax ex-
porting) in explaining local government behavior. Inthese
models the presence of commercial and industrial prop-
erty reduces the marginal tax price of additional govern-
ment services to voters, as a substantial portion of the tax
burden is exported to nonresident owners and users. The
effects on the level of local expenditure are similar to
those of matching grants and increased local tax effort.
These effects are important to the discussion of fiscal in-
equities across municipalities.

The ACIR models ignore the interdependence of ex-
penditures and revenues, as illustrated by the use of sepa-
rate regressions for each in Chapter 8. The most grievous
transgression occurs in the regressions of Table 8.7 in
which expenditures are actually regressed against reve-
nues, inviting inconsistent estimates of coefficients due to
simultaneity, These same regressions also suffer from pos-
sible specification bias due to the omission of marginal tax
price variables, yet are simulated to underpin the ACIR’s
conclusions regarding the minimat extent of fiscal inequi-
ties in the St. Louis area.

The originators of the type of model used in this sec-
tion of the ACIR report are more careful in specifying
their revenue variables (using property tax base rather
than revenues).2 They also acknowledge that even their

specification is simplistic because it ignores much of the
tax orice literature (for which one of the orieinators, Helen
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Ladd, is largely responsible).

2Katherine Bradbury, Helen Ladd, Mark Perrault, Andrew Res-
chovsky, and John Yinger, “State Aid to Offset Fiscal Disparities
across Communities,” National Tax Joumal XXXVII (June
1984): 151-170.
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How much do such concerns bias the ACIR results
and conclusions? One cannot estimate the magnitude of
the bias without testing alternative models using the same
data. The direction of the bias is clear, however. The
greater revenue effort of point-of-sale cities {(which retain
their own local sales tax receipts) will be attributed to
either citizen preferences or costs of servicing commercial
property. The latter will cause the cost index for point-of-
sale cities to be inflated relative to pool cities. Thus, the ex-
tent of fiscal inequitics between pool cities and point-of-
sale cities will be understated.

In summary, the ACIR is to be applauded for its gen-
cral approach to the scale and equity questions. This re-
port is by far the most sophisticated and respectable effort
to date to measure the degree of fiscal inequity among cit-
iesin St. Louis County. At best, however, the estimatesare
lower bounds with respect to the amounts of revenue re-
quired to eliminate inequities.

Criteria
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groups advocating change and the ACIR research appears
to be the criteria selected to evaluate government per-
formance and the weights placed on the criteria. For exam-
ple, one fiscal criterion used in the ACIR study is
fiscal equity fnngnc 122-33). The presence of commercial-
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1ndustr1a1 property is found to be a predictor of patterned
inequalities in the county, and it is noted that point-of-sale
cities generally spend more property tax dollars per house-
hold (excluding trash) than pootl cities. This is not surpris-
ing given the effects of commercial and industrial property
on marginal tax price, as explained above. The report con-
cludes that patterned inequalities among municipalities
are relatively small and could be addressed cooperatively if
the public willed it so.

The citizen groups are much more pessimistic, and
place greater weight on the equity criterion, For example,
the frecholders’ report sees a greater need for redistribu-
tion of fiscal resources and for tax reform than is envi-
sioned by the ACIR analysis. Equity and access to public
services have been cited by the frecholders as major rea-
sons for the proposed restructuring.

In part, this difference in perspectives between the
ACIR and the frecholders results {rom differences over
the perceived magnitude of the inequities in the current
systern. In part, the difference ariscs from the weights at-
tached to equity versus other criteria. In part, the differ-
ence may arise {rom disagreements aver the fiscal dynam-
ics of the region.

Time Horizons and Dynamics

Thoe ACTR prace ctndy analuzec a enanchnt nf St T anic
LBl SR 10% LRI Dl-uuj ull‘-l‘}b‘:ﬂ [2s 3 0 1 ‘ DLV WAL AL AL

County government taken in the mid- 19805 and, on the ba-
sis of that snapshot, is optimistic about the future perform-
ance of the coustellation of governments that comprise the
region. The citizen groups are motivated more by concerns
over the long-term future performance of the system than
any specific current problerns The basis of this concern
lies in the revenue system that supports local governments
in the area.

The existing local revenue system in Missouri lacks
any significant regional or state revenue sharing, and se-
verely constrains the role of local property taxes and user

fecs in local government budgets. A “rollback require-
ment” prevents the property tax base from increasing rap-
idly during periods of inflation, and an amendment to the
state constitution requires voter approval of any increases
in property tax rates or uscr fees. These constraints 1imit
the property tax and user fees as viable sources of local {is-
cal discretion because of the significant transaction costs
associated with repeated referenda.

These constraints, the loss of federal aid, and the ab-
sence of any significant statc or local revenue sharing have

resulted in skirmishes between local an‘mrnmpnfc OverT ac-

cess to sales and utility tax revenues. Annexanons and in-
corporations are the tactics used to capture these region-
ally generated tax sources. As fiscally attractive arcas of
the county continue to incorporate or to be annexed, the
fiscal viability of remaining high-need, low-wealth pockets
will continue to deteriorate. This specter has been a prime
impetus motivating the recommendations of the citizen
groups. The recent lull in inflation has moderated fiscal
pressures somewhat; but if inflation should accelerate, 5o
will the pressures, exacerbating the instability of the exist-
ing fiscal structure. The ACIR report acknowledges the in-
tensity of the current battle over sales tax revenues be-
tween point-of-sale and pool municipalitics as well as the
county government. The entire analysis and conclusions,
however, view the issue in a static, snapshot context and
neglect the dynamics of the situation. The report mini-
mizes the extent of existing fiscal inecquities and surely un-
derstates the potential fiscal inequities to come.

Other issues addressed in the ACIR report are dis-
puted by some local observers. In contrast to the ACIR
findings, many local critics have little confidence in the
ability of existing regional forums to resolve major
arecawide problems, including eccnomic development.
The rcport appears to be somewhat skeptical as well when
city/county issues are involved. Furthermore, the St. Louis
metropolitan area encompasses counties in Missouri and
Illinois. Bistate issues are even less amenable to solution;
yet, the bistate nature of the region is hardly mentioned in
the ACIR report.

Summary

Whether fragmentation improves or diminishes the
performance of the public sector in a metropolitan area is
a very important research question. Metropolitan Organiza-
tion: The St. Louis Case is a valuable addition to the litera-
ture on this question because of its comprehensive, struc-
tured approach to the issue.

Some obscrvers may (and do) disagree with the as-
sumptions and modeling employed in the ACIR analysis.
Others may question the consistency of the data or the
specifications used in statistical hypothesis testing. Still
others may quarrel with the conclusions because they fa-
vor the use of different criteria or time horizons for analy-
sis. Neverthcless, Metropolitan Organization: The St. Louis
Cuse challenges those who would disagree to be sure of
their analysis, and its methodology raises the level of de-
bate beyond opinion, anecdote, and ad hoc empiricism 10
the current frontiers of empirical public sector research,

Donald Elliott is a professor of economics at
Southern Hiinois University, Edwardsville.
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I Ncw Publications I

Local Revenue Diversification:
Local Income Taxes

SR-10 1983 52 pages $5.00

This study is one of a series by ACIR on ways in which local govern-
ments can lessen their reliance on property taxes by diversifying their
revenue bases. Among the most potentially important nonproperty taxes
suitable for use by local governments is the local income tax. It is pres-
ently a modest source of revenue, but is important for a number of large
cities. In most cases, local income taxes must be authorized by the state
legislature, and they are most often used by general purpose local gov-
ernments. Typically, the local income tax is an alternative rather than a
complement to a local sales tax, and all states that authorize a local in-
come tax also have a broad-based state income tax.

Asnn'm- .

Devolution of Federal Aid Highway Programs:
Cases in State-Local Relations and
Issues in State Law

M-160 1988 60 pages $5.00

This report addresses questions in state law arising from a March
1987 ACIR recommendation on devolving non-Interstate federal aid
highway programs and revenue bases to the states. Presented here are
the results of a survey of state code and statute revision offices in the 50
state legislatures and of case studies in six states—California, Florida, T1-
linois, Kansas, Maryland, and Ohio. The survey and case studies assessed
state-local relations in highway policymaking and identified issues that
would have to be addressed in implementing a devolution proposal.

(see page 22 for order form)
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IR Ncw Publications I

State Regulation of Banks in an Era of Deregulation

A-110 1988 36 pages $10

This policy report examines the key intergovernmental regulatory is- State Hoguiation of
sues that arise as a result of the changing economic and institutional mﬁn‘iﬂ  :
structure of the banking and financial services industry. It reviews the
history of bank regulation and analyzes current issues, focusing on the
purpose and scope of regulation and the effects of deregulation on the
operation of the dual banking system. The report also evaluates and _ R
makes recommendations on current regulatory proposals. @:‘:::m_ L

State and Federal Regulation of Banking.
A Roundtable Discussion.

M-162 1988 32 pages $5.00

At the June 1988 Commission meeting, this roundtable discussion
was held to offer differing points of view on current legislative proposals
concerning bank regulation. The participants were James Chessen,
American Bankers Association; David T. Halvorson, New York State
Banking Department; Sandra B. McCray, ACIR; Kathleen O'Day, Fed-
eral Reserve Board; and Keith Scarborough, Independent Bankers As-
sociation of America.

- .

(see page 22 for order form)
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Recent ACIR Publications

Significant Features of Fiscal Federalism, 1989 Edition, Volume I, M-163, 1/89 £15.00
State and Federal Regulation of Banking. A Roundtable Discussion, M-162, 11/88, 32 pp. $5.00
Assisting the Homeless: State and Local Responses in an Era of Limited Resources.

Papers from a Policy Conference, M-161, 11/88, 160 pp. $10.00
Devolution of Federal Aid Highway Programs: Cases in State-Local Relations and Issues in State Law,

M-160, 10/88, 60 pp. $5.00
State Constitutional Law: Cases and Materials, M-159, 11/88, 480 pp. $25.00
State Reguiation of Banks in an Era of Deregulation, A-110, 10/88, 36 pp. $10.00
Changing Public Attitudes on Governments and Taxes, S-17, 9/88, 88 pp. $10.00
Metropolitan Organization: The St. Louis Case, M-158, 9/88, 176 pp. $10.00
Interjurisdictional Competition in the Federal System: A Roundtable Discussion,

M-157, 8/88, 32 pp. $5.00
Local Revenue Diversification: Local Income Taxes, SR-10, 8/88, 52 pp. $5.00
Significant Features of Fiscal Federalism 1988 Edition

Volume I, M-155, 12/87, 128 pp. $10.00

Volame ¥, M-155 II, 7/88, 152 pp. $10.00

Both Volumes Ordered Together $15.00
State-Local Highway Consultation and Cooperation: The Perspective of State Legislators,

SR-9, 5/88, 56 pp. $5.00
Measuring State Fiscal Capacity 1987 Edition, M-156, 12/87, 148 pp. $10.00
Organization of Local Public Economies, A-109, 12/87, 64 pp. $£5.00
The 1986 Federal Tax Reform Act: Its Effect on Both Federal and State Personal

Income Tax Liabilities, SR-8, 12/87, 28 pp. $5.00
Governments at Risk: Liability Insurance and Tort Reform, SR-7, 12/87, 36 pp. $5.00
Is Constitutional Reform Necessary to Reinvigorate Federalism? A Roundtable Discussion,

M-154, 11/87, 39 pp. $5.00
Local Revenue Diversification: User Charges, SR-6, 10/87, 70 pp. $5.00
ORDER FORM
Mark your selections on this form and return WITH CHECK OR MONEY ORDER to:

ACIR Publications, 1111-20th Street, NW, Washington, DC 20575

ALL ORDERS MUST BE PREPAID.
Report Quantity Price Amount Report Quantity Price Amount
M-163 $15 M-154 $5
M-162 85 A-110 - $10
M-161 $10 A-109 $5
M-160 35 B-9R $6
M-159 $25 SR-9 £5
M-158 $10 SR-8 $5
M-157 $5 SR-7 $5
M-156 $10 SR-6 — $5
M-15511 $10 5-17 $10
M-1551 $10
Total Enclosed

Name
(please type or print)
Organization/Company
Address
City, State, Zip
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ACIR MicrocompuTer DISKETTE SERIES

State-Local Government Finance Data —These diskettes developed by ACIR provide access to Census finance data in a conven-
ient format and are designed for ease of use. The FY86 version of this series is greatly expanded from the earlier versions. The FYBG series
contains data for 129 revenue items, 200 expenditure classifications, population and personal income. [The FY83-FY85 versions contain 66
revenue items and 70 expenditure classifications.] State-by-state data are available for state and local government combined, state govern-
ment only or all local governments only (aggregated at the state level). For FY86, there are six diskettes in ail.

Format: Letus I-2-3 or Symphony
Price: $175 (four-year set), $90—FY86, $50—FY85, $25—FY84; $25—FY83.

Government Finance Data for Individual Cities and Counties—The data are available for nearly all cities over 25,000
population, all counties over 50,000, and selected counties between 25,000 and 50,000. Data are for fiscal 1985 and fiscal 1984. Each two-
diskette set for each region contains data for population, 62 types of general revenue, 30 types of general expenditures, four categories of
debt, 14 revenue and expenditure categories of locally operated government utilities, and seven categories of local retirement system fi-
nances. The diskettes may be purchased by region or as a 12-region set as follows:

New England (Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island, Vermont—117 cities, 37
counties)

Mideast (Delaware, District of Columbia, Maryland, New Jersey, Pennsylvania—103 cities, 95 counties)

New York State (76 cities, 4% counties)

Great Lakes I (Michigan, Ohio—122 cities, 101 counties)

Great Lakes II (Illincis, Indiana, Wisconsin—157 cities, 133 counties)

Southeast I (Kentucky, Tennessee, Virginia, West Virginia—41 cities, 137 counties)

Southeast I (Georgia, North Carolina, South Carolina—98 cities, 153 counties)

Southeast ITI (Alabama, Arkansas, Florida, Louisiana, Mississippi—40 cities, 138 counties)

Plains (Iowa, Kansas, Minnesota, Missouri, Nebraska, North Dakota, South Dakota—78 cities, 114 counties)

Southwest (Arizona, New Mexico, Oklahoma, Texas—94 cities, 117 counties)

Rocky Mountain/Far West (Colorado, Idaho, Montana, Utah, Wyoming, Nevada, Oregon, Washington,
Alaska, Hawaii—79 cities, 91 counties)

California (168 cities, 43 counties)

Format: Lotus 1-2-3 or Symphony
Price: FY85 $850—(complete set) or $90— (per region); FY 84 $475—(complete set) or $50—(per region).

State Government Tax Revenue, FY83-87 — Toaconsiderable extent, the State Government Tax Revenue Diskette contains the same
revenue fields as the State-Local Government Finance Diskettes deseribed above. However, the State Tax Diskette is distinct from the
state-local series in the following ways: (1) Tax data on state governments are released by the U.S. Bureau of the Census approximately six
months prior to the entire government finance series (which includes various categories of federal aid, user charges, miscellaneous general
revenue as well as tax revenue and expenditure data). The State Government Tax Diskette makes the state tax portion of the government
finance series available to the public a half of a year earlier than entire state-local government finance series. (2) Because the data base on
the State Government Tax Diskette is smaller than on the entire state-local government finance series, four years of data (FYB3-87) are
included in a single diskette. 3) Unlike the state-local finance series or the city-counties series, the State Government Tax Diskette does not
contain any information en local governments nor does it contain any expenditure data.

Format: Lotus 1-2-3 or Symphony

Price: $60 (for FY83-87, inclusive).

State Tax Resources and Utilization —This series is based on the data used to produce ACIR’s annual publication Tax Capacity
of the States (also called the Representative Tax System, or “RTS” for short). The disks, which contain data not published in the annual
report, permit users to monitor changes in tax bases and revenues, compare and contrast states’ rates, and project future revenues. The data
base includes the doliar amount of the state-local tax base, state-local tax collections, statutory state tax rates, and effective tax rates. Data
for selected years are presented for five other indices. Most data cover 1981-85.

Format: Lotus 1-2-3 and Symphony

Price: $200

Federal Grants by State —This series of diskettes contains state-by-state expenditures for every federat grant program—approxi-
mately 500 grants to state and local governments as well as several hundred grants awarded to nongovernmental entities. This series is

based solely on the Consolidated Federal Funds Report data eollected by the U.S. Bureau of the Census. Data are available for FY 1986 and FY
1983 and are organized on a fiscal year basis; four diskettes for each fiscal year.

Format: Lotus 1-2-3 or Symphony
Price: $250— (Complete two-year set), $180—FY 1986, $100—FY 1983.

For ordering information, please write or call:
ACIR Publications,
1111-20th Street, NW,
Washington, DC 20575
Betty Smith (202) 653-5640
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Reorganizing
St. Louis
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The Debate
Goes On

James M. Brasfield

Mre than 20 years ago, Matthew Holden
suggested that it might be useful to consider
“The Governance of the Metropolis as a Problem
in Diplomacy.”' As a political scientist and an
elected local official, I have pondered his idea
often over the past decade, while watching the
complexity of local government in St. Louis
County.

Now, I tip both of my hats to the U.S. Advi-
sory Commission on Iniergovernmental Reia-
tions for Metropolitan Organization: The St. Louis
Case, a systematic and enlightening case study of
the complex St. Louis public economy. As an
elected municipal official, Iwas pleased toread a
sound research study that confirmed many of
the judgments about government reform that I
have developed over the years. As a political sci-
entist with a 20-year fascination with the sub-
ject, I found the study a stimulating contribu-
tion to the literature,

*Matthew Holden, “The Governance of the Metropolis as a Prob-
lem in Diplomacy,” Journal of Politics 26 (August 1964). 627-47.

Foracentury, the reform impulse has been embedded
in the American political landscape. Institutions of local
government are a frequent target. Reformers sought com-
prehensive structural change in order to weaken the urban
political machines, and deep within the reform impulse
there appears to be a rejection of the untidiness character-
istic of American local governments. Because the prevail-
ing local institutions grew with the region, they are usually
uneven in size and seemingly disjointed in functional dis-
tribution. Reformers yeamn to scrap the existing structure
and start from scratch. Citizens who find some merit in the
current system are often treated with the same disdain for-
merly accorded the bosses.

Years ago, Charles Lindblom reminded us that

nolicvmakers ucna“u ‘muddle thron nh” hecanse comnre-
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hensive problem solvmg ‘assumes mtellectual capacities
and sources of information that men simply do not pos-
sess.” Since academics tend to have the same penchant
for tidiness as reformers, it is refreshing to find in two
ACIR reports on metropolitan organization an assessment
of local government that does not begin with an uncritical
acceptance of the reform premise.?

The ACIR reports develop a conceptual model based
largely on the public choice perspective. The reports do
not start with the assumption that local government struc-
tures that have developed over a century are pathological
because they lack tidiness. Especially commendable is the
attempt to bring empirical research to bear on some of the
fundamental reform issues. Unfortunately, reformers are
often so certain of their cause that they leap to propose a
cure before verifying the diagnosis. Since I have never
been wholly convinced that the public choice model offers
the best perspective for studying these issues, I also hope
that this ACIR research on St. Louis will stimulate a new
articulation of a neo-reform conceptual framework com-
plete with the type of sound empirical analysis found in the
study.

St. Louis County makes a perfect case study because it
has long been cited in textbooks as a notorious example of
fragmented government and as a place where major re-
form efforts have been consistently rejected by the elec-
torate. The metropolitan area is also in the midst of a new
reorganization battle. What follows is my perspective on
how the ACIR study informs us on the major issues that
have been raised in the government reorganization debate
of the last few years.

The four central issues in the debate are: the negative
effects of fragmentation, the significance of economy of
scalein the dehvery of services, the extent of fiscal inequity
in the existing distribution of revenue, and the impact of
existing government structure on economi¢ development.

2Charles Lindblom, “The Science of Muddling Through,” Public
Administration Review 19 (1959} 79-99.

3U.8. Advisory Commission on Intergovernmental Relations,
Metropolitan Organization: The St, Louis Case, M-158, 1988 and
The Organization of Local Public Economies, A-109, 1987 (Wash-
ington, DC: U.S. Advisory Commission on Intergovernmental
Relations).
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Fragmentation

The reform perspective has been that fragmentation,
as defined by a large number of governmental units per
1,000 population, must be reduced. From the beginning,
the Board of Freeholders of St. Louis City and County was
intent on reducing the number of local governments. Is
fragmentation bad because the result is too many govern-
ments, or is it bad because governments exist without suffi-
cient capacity to handle the functions they are to perform?
Both arouments have heen made in the current dehate, If
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this is a capacity issue, then the burden of proof ought to
rest with reformers to demonstrate a lack of service capac-
ity. It has also been argued that fragmentation results in
unnecessary expense, a premise that should be subject to

varfiratinm
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The ACIR studies are laudable because they bring
empirical research to bear on the question of fragmenta-
tion. Reform efforts have assumed the premise of an ad-
verse effect of muitiple jurisdictions but there has been
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Iocal government system with multiple units. The ACIR
study of the St. Louis area focuses on the real functional
arrangements for the provision of scrvices rather than sim-
ply on jurisdictional boundarics. For ACIR, the rclevant
question is “the extent to which Jd.ri.)uf:’,'hai‘ia't iragmenta-
tion leads to functional {fragmentation, that is, a lack of nec-
essary and useful coordination among jurisdictions with re-
spect to specilic functions.” (page 2)

Public opinion polis typically confirm that citizens
support and identify with the existing units of local govern-
ment. The freeholders held public hearings before and af-
ter the formulation of their reorganization plan. The hear-
ings were dominated not by those condemning their
municipalities for poor service but by citizens opposing
change or eliminaiion of their existing governments. The
freeholder plan vote in June 1989 will offer a test of the
observation that small local governments are fiercely de-
fended by their citizens.

Police service is the most identifiable and vniversal
municipal service, and the ACIR examination of this topic
offers a sample of the study’s approach to fragmentation.
Doesthe existence of multiple jurisdictions produce police
service problems in St. Louis County that require major
adjustments? Police services in St. Louis County are pro-
vided by the county and 62 municipal departments. Seven
cities contract with the county and 17 contract with neigh-
boring municipalities. Departments with more than 25 of-
ficers serve 70 percent of the municipal population. Only 6
percent of the county population is served by departments
with ten or fewer police officers. The ratio of officers to
population is from a low of 1.29 to a high of 7.98, with a
municipal average of 2.35. The county department ratio is
1.32 per 1,000 population.

The ACIR study on St. Louis shows that the officer
per 1,000 population ratio rises with additional business
activity, as measured by commercial assessed valuation.
Greater expenditures for police per 1,000 population also
rise with commercial activity. Many auxiliary services are
much less fragmented. Centralized and contract auxiliary
services are more commeoen. These include the 911 emer-

gency telephone system, use of the county crime lab, the
major case squad, shared dispatching, and the regional
criminal justice information systemn (REJIS). The basic pa-
trol function is provided by multiple jurisdictions, but aux-
iliary services are frequently coordinated. One of the con-
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Metropolitan areas that, like St. Louis, exhibited
substantial diversification of patrol function com-
bined with substantial concentration of the auxil-
iary services were found to more efficient com-
pared to other patterns. (page 61)

The study concludes that police services appear to be
“reasonably well coordinated,” and that “local police have
captured economies of scale” in auxiliary services through
cooperative measures. Most importantly, “local control of
police is highly valued by citizens.” Crime rate statistics are
not necessarily a good measure of police elfectiveness, but
the crime rate per 1,000 population was lower in the small
municipalities and the unincorporatcd areas.

My quick calculation using 1984 data is that even if the
21 smallest departments were eliminated, the savings
would represent only about 7 percent of total municipal
police expenditures. It is unlikely that all of these costs
would be eliminated; thus, the potential savings from con-
solidation of the smallest departments are small. 1t is not
possible from the study to characterize whether or not the
quality of service delivered by small police departments is
equivalent to that of larger departments.

Economy of Scale

The second major issue in the debate is the related
question of whether essential economies of scale can be
obtained by the creation of fewer and larger units of local
governments. There are conceptual problems with apply-
ing this idea to local government services:

Economy of scale means decreasing per unit costs
as output levels increase, but most of the litera-
ture measures scale by size of population served
rather than units of output produced. It is perhaps
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{page 139)

Will the consolidation of some units of government
yield economies of scale? Probably not, because most pub-
lic services are labor not capital intensive. The ACIR
analysis found slight economies of scale in police and fire,
and none for streets. If local sewer systems had been exam-
ined, this capital intensive service might have yielded sig-
nificant economies, but scwer services were consolidated
three years ago with the creation of the regional sewer dis-
trict.

We can use fire service to illustrate the point. The
board of frecholders is sceking to achieve economy of scale
benefits in fire service by proposing that the existing 24 fire
districts and 19 municipal departments be replaced by four
large fire districts. It is unfortunate that the ACIR study
excludes EMS services, which are tightly integrated with
fire services in St. Louis County. The exclusion of EMS
data from the fire expenditures in the study makes a com-
parison between the ACIR report and the frecholder plan
more difficult.
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The ACIR rescarch conciuded that on a per capita ex-
penditurc basis somc cconomies of scale might be cap-
tured with selected consolidation, but when analyzed on
the basis of expenditures per $100 assessed valuation,
“there isno evidence of size economies” (page 72) Also, if
we can use the \,u_y of St. Louisas an example ofa large de-
partment, the city spends about 50 percent more per resi-
dent than county departments, and more than twice the
amount of county departments per $100 assessed valu-
ation. Any economy of scale measure should also take into
account the presence of a much larger dayiime population
that rnust be provided with emergency services in the cen-
tral city and many municipalities.

To an even greater extent than with police services,
there is a set of complex cooperative agreements that al-
low five officials to share and coordinate dispatching and
provide effective backup arrangements for major fires.
The ACIR study found a pattern of petvasive cooperation
among the multiple jurisdictions producing fire services.

Fiscal Inequality

Historic accounts indicate that the primary reason for
the 1876 St. Louis city-county split was a sense of taxineq-
uity on the part of city residents. Over a century later, tax
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government reform in St. Louis County. A 1983 Missouri
Supreme Court decision eliminating what had been county
government’s virtual veto over annexations and/or incor-
porations caused county officials to fear that the county’s
{iscal capacily to provide services in the unincorporated ar-
eas would be seriously threatened by an expansion of in-
corporated territory. The reorganization plans proposed
by the county planning department and the freeholders
both featured a county earnings tax (St. Louis City has an
earnings tax) with a major share earmarked for county gov-
ernment. More than any other single factor, this threat to
county service delivery in the unincorporated areas stimu-
lated the freeholder process.

For better than a decade, there has been controversy
overt I.ll(:: lll(.l.ll.UU Ul. UlblHUULl.!lg llib LUU[I.I._‘{WI.UC l pefcel—li
sales tax. Cities have been allowed either to keep the 1
percent collected within the city or to participate with the
county in a per capita distribution pool. Thirty-nine cities
are point-of-sale, that is, they keep their 1 percent, and the
remaining 52 cities are in ihe pool. For the most part, the
largest and smallest cities are pool cities; point-of-sale
cities are predominantly medium sized. When the annexa-
tion fever began in 1983, the legislature quickly passed a
statute freezing the pool areas. Thus, newly incorporated
or annexed areas remain in the pool.

For both cities and the county government, the sales
tax is the single most important revenue source. With the
exception of a few wealthy enclaves, most cities receive
less than 10 percent of their revenue from the property
tax. On the other hand, the county derives nearly 20 per-
cent of its revenue from the property tax. A gross receipts
tax on utilities is another major source of revenue for the
county and the cities.

Sales tax equalization has been the major strategy ad-
vocated by those concerned about revenue distribution.

The point-of-sale cities argue that they have assumed the
service burdens of development and a large daytime popu-
lation, and therefore need additional tax revenue to fi-
nance those services. Many of the pool cities counter that
they are not receiving a fair share of the countywide tax.
Some of the poorest and some of most affluent residents
live in pool cities. The ACIR study concluded that, “Based
on the predicted costs refated to employment within mu-
nicipal borders, the per capita service costs of point-of-sale
cities are estimated to be $49 higher than those in the pool
cities” (page 132).

When all revenues are considered, point-of-sale cities
receive additional revenue greater than additional costs.
The ACIR research also examined residential tax burden
and found it to be somewhat lower in point-of-sale cities.
The study found some revenue inequities:

Older citizens and minority citizens tend to reside
in communities with relatively higher burdenz on
households. The economic geography of the
county is such that merging these relatively disad-
vantaged communities with equally disadvan-
taged neighboring communities would do little to
reduce these inequalities. Some revenue aug-
mentation for disadvantaged communities would
be necessary to accomplish this. The amount re-
quired would be relatively small (page 138).

The ACIR study concluded that the amount of money
required to reduce the fiscal disparities represented about
what could be raised by a .22-cent to .32-cent addition to
the current sales tax if appropriately targeted, A proposal
to increase the sales tax by .275 cents was placed on the
ballot in June 1988, but was defeated.

Even before the local sales tax was iInitiated in the
early 1970s, there were significant differences in patterns
of spending among cities. Expenditure differences among
cities are only partly a product of available revenue. There
also are differences in citizens’ service expectations. Even
among pool and point-of-sale cities, there are historic dif-
ferences in service levels.
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ues to be a divisive issue, even among municipalities that
are unils in opposition to general reorganization. Many
observers believe that if the freeholder plan is not ap-
proved, additional effort will be made to resolve this issue
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mula. The ACIR study provides the best analysis to date of
the dimensions of the problem.

Economic Development

Apprnprmtp economic dpvPlnnmPnt isa nParlv uni-

versal goal. It has been asserted frequently by reform ad-
vocates that fragmentation contributes to development
failures. The ACIR study does not find evidence to sup-
port this claim. Employment growth in St. Louis since 1970
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burgh. The study concluded the following about employ-
ment growth from 1970 to 1985:

No other large, core city-county region in the
Northeast and Midwest outperformed St. Louis,
although most have significantly fewer local gov-
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ernments. . . . Decline has been stronger in the
unfragmented City of St. Louis than it has becn in
all buta small portion of the fragmented, incorpo-
rated part of the county. (page 136)

Employment growth was threc times higher than in the
Kansas City area, which shares the state environment but
has very few units of local government. It is possible tofind
some anecdotes about fragmentation hurting a particular
growth opportunity, but the general case for a causal rela-
tionship has not been demonstrated by advocates of con-
solidation.

Conclusion

In conclusion, we return to Charles Lindblom’s con-
cept of disjointed incrementalism as a strategy for policy de-
velopment. He argues that bargaining, negotiation, and
small steps are the best approaches to policy development,
Many area residents believe that the freeholder plan will
fail next June. The status quo is not ideal, and many mu-
nicipal leaders perceive the need for modest reform. The
problem with the freeholder plan is that it assumes uncriti-
cally a set of reform premises that do not appear self-
evident in the light of sound research. Perhaps the freehol-
ders should have reflected on the following comment
written by George Wendel of St. Louis University and his
colleagues after the failure of the last freeholder proposal
30 years ago:

It is frequently assumed that the impetus for gov-
ernmental change in metropolitan areas is gener-
ated by widespread dissatisfaction with services.
But this groundswell of popular dissatisfaction is
more mythical than real. . . . In St. Louis, and
more recently in Dayton, attitude surveys clearly
demonstrated that most people are relatively well
satisfied with their local governments and have
few service complaints. St. Louisresidents had no
strong criticism of any of their governments.*

Without widespread disaffection, major structural
change is unlikely. The ACIR analysis demonstrates why
citizens still appear to be relatively well satisfied with their
local governments. For most people most of the time, local
governments in St. Louis County works. Local elected offi-
cials are close at hand and responsive to citizens. This ac-
cessibility of local officials may be valued more highly by
citizens than the marginal benefits to be derived from a
major consolidation.

There is an agenda for change and an important set of
goals that can be achicved by incremental steps. A consen-
sus is emerging that county government ought to get out of
the local service business and concentrate its leadership on
countywide issues. Now, the county is a rival provider of
municipal services, and this impeded cooperation and
county leadership on regional issues. If the entire county
were incrementally incorporated, then the county govern-
ment could focus on broad-impact issues and leave basic
service provision to the municipalities. The ACIR study

4George Wendel, Henry I. Schmandt, and Paul Steinbicker, Met-
ropolitan Reform in 5t Louis (New York: Holt, Rinehart and
Winston, 1961).

has identified some of the many existing cooperative ef-
forts that mitigate problems that can arise from jurisdic-
tional fragmentation. It is not a blueprint for change, and
the ACIR does not try to suggest a reform package, but the
study does provide a good analysis of the strengths and
weaknesses in the existing local government structure.

The St. Louis County Municipal League has proposed
a plan to achieve universal incorporation of county areas
by 2000. This plan envisions the creation of a Commission
2000. When authorized by state law, this body would de-
velop a plan that suggests areas of opportunity for existing
cities to expand or for new cities to be created. The com-
mission would also have a boundary review function and
provide advisory judgments on proposed new annexations
and incorporations. Technical advice to small municipali-
ties weighing consolidation could also be provided by the
commission. With more time and opportunities for local
involvement than was possible under the freeholder pro-
cess, detailed studies of alternative service delivery combi-
nations could be explored in some areas of the county.

The fiscal issue is the most vexing. The ACIR study
has tried to measure the extent of real disparity, rather
than opt for a simplistic solution, such as per capita distri-
bution of the sales tax. For the first time in this long con-
troversy, there is a basis for discussing the actual revenue
and service disparities working from an impartial analysis.
Bargaining and mutual adjustment are still needed to find
an acceptable solution, but Metropolitan Organization: The
St. Louis Case has helped to define the nature of the prob-
lem, providing an alternative conceptualization and point-
ing to areas of opportunity for significant but incremental
reform in St. Louis County.

James M. Brasfield is a professor of manage-
ment at Webster University and a alderman in the
City of Crestwood.
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Competition:
Federalism’s
“Invisible
Regulator”

John Shannon

The continuing debate about the efficacy of
intergovernmental competition has long empha-
sized the fiscal “braking” effect of fax competi-
tion, but has not focused sharply on the “accel-
erator” effect of expenditure (public service)
competition, It is the interaction of these two
countervailing forces that serves as the “unseen
hand” that prevents a state from either pushing
too far ahead of its neighbors on the tax front or
lagging too far behind them in the public service
area.

Tax Competition—The Fiscal Brake

Interstate tax competition stands out as a highly con-
troversial issue guaranteed to trigger sharply differing re-
sponses from liberals and conservatives.

The Liberal Position

Intergovernmental tax competition for jobs and eco-
nomic development cuts against the liberal grain because
it most often calls for tax and spending policies specifically
designed to retain and attract upper income taxpayers and
business payrolls. Liberals have long argued that intergov-
ernmental tax differentials do not figure importantly in
business decisions, and point to the findings of many aca-
demic studies to buttress their case.

They also claim that intergovernmental tax competi-
tion creates a “beggar thy neighbor” environment that
leaves in its wake unwarranted tax concessions, anemic
revenue systems, regressive tax policies, and underfunded
programs. In short, they contend that intergovernmental
tax competition is unnecessary and harmful.

The Conservative Position

Most conservatives view tax competition as twice
blessed. First, it places powerful constraints on the “soak
the rich” and “stick big business” tendencies of liberal
populists. Second, tax competition concerns strengthen
the hands of those using a conservative spending policy ap-
proach.

Conservatives have long argued that “a good business
tax climate” stands out as a strong plus factor in the inter-
state competition for jobs and economic development.
They then define a good tax climate as the absence of those
tax policies they deem especially harmful to economic de-
velopment in general and to business firms in particular.
The six tax “sore thumbs” most often cited are:

®  An overall state-local tax burden that is well above
the national and regional averages.

® Astate individual income tax that isboth heavyand
quite progressive.

®  Any major state business tax that is definitely “out
of line” with those of neighboring states (state cor-
poration tax, workmen’s compensation tax, and
the unemployment compensation tax are all sub-
jected to this test).

= A property tax on business realty that is quite
heavy and/or discriminatory in character.

m A property tax on business perscnalty—machin-
ery, inventories, and goods in process.

B A state general sales tax that imposes a levyon a
significant number of business purchases (particu-
larly on equipment and building materials).

Most conservatives concede that the absence of all or
most of these sore thumbs will not automatically ensure
strong economic development. They do contend, however,
that their presence can and does work against job creation.

1t should be noted that the more sore thumbs a juris-
diction exhibits the greater becomes the likelihood that its
policymakers will resort to a wide variety of temporary and
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often ineffective and inefficient pain killers—business tax
concessions—as the most expedient way to deal with these
competitive problems.

While liberals and conservatives differ sharply on both
the need for and the efficacy of interjurisdictional tax com-
petition, they do agree on its effects. The sharpness of the
debate underscores one area of consensus—both sides be-
lieve that competitive taxation can put a real damper on
the growth of the state and local sector in general and on
the adoption of progressive tax policies in particular.

While keenly concerned about the fiscal braking
power of competitive taxation, public policy students have
paid considerably less attention to the fiscal accelerator ef-
fect of competitive emulation on the public service front.
Much of this acceleration effect can be traced to two fac-
tors—the pacesetier phenomenon and the “catch up” im-
perative.

The Pacesetter Phenomenon

State and local innovation is an oft-cited vatue of fed-
eralism. Thus, if a jurisdiction pioneers successfully in one
new public service area, it becomes only a question of time
before detailed information about this new public service
filters through the state-local sector.

As this filtering process takes place, the forces of com-
petition emulation convert yesterday’s expensive novelty
(or public service “rill”) into today’s standard budgetary
fare. For example, it was not too long ago that kindergar-
ten services were nonexistent in many parts of the country;
now, this tax-supported service is virtually universal. Also,
until quite recently, the heavily subsidized community col-
lege was something of a rarity. Now, it has become a stan-
dard educational fixture in most states,

These expensive innovations usually originate in the
“liberal” pacesetter states noted for their high tastes for
public goods and services-—Massachusetts, New York,
Michigan, Wisconsin, Minnesota, and California. Once
the beachhead is secured in these liberal states, the propo-
nents of this new public service carry their message into
the more conservative bastions and to the less affluent ju-
risdictions.

The “globalization” of our economy has added new
pacesetters—foreign jurisdictions. A recent Washington
FPost article highlighted both the dramatic shift of decision-
making from Washington to the state capitals and the lib-
eral pacesetter role of Sweden:

Because legislatures often act fast, business
interests have often found themselves playing
catch-up on some legislation, said the Conference
Board’s McGuire. “We have this kind of ‘Stock-
holm Syndrome,’ ” where a piece of radical legis-
lation gets passed by the Swedes, then it's flown
directly to the U.S. and is passed into law in Cali-
fornia. Then it’s flown to Wisconsin. Then to New
York. By the time it geis to Mississippi, which is
about four years later, it’s a national birthright.”
(Washington Post, August 30, 1988)

Our American federal system is now confronting the
fact that our states and localities have another and more
significant foreign pacesetter—Japan. Instead of Califor-

nia or Wisconsin setting the education pace, it is Japan, our
increasingly powerful economic competitor. To become
more “competitive,” states and their local school boards
will come under increasing pressure to spend more tax doi-
lars for longer school terms and more substantive educa-
tional offerings.

The fiscal accelerator of pacesetting governments is
also apparent in a very costly area—the negotiation of
public employee pay schedules and fringe benefit pack-
ages. If, for example, rich Fairfax County, Virginia, raises
the minimum annual salary of junior high school principals
from $49,000 to $54,000, the other schooti districts in the
Washington, IDC, metropolitan area will soon come under
competitive pressure to meet that higher salary standard.
In.fact, the representatives of state and local employees
are constantly citing higher salary levels of the pacesetters
to buttress their case for pay comparability.

The “Catch-Up"” Imperative

The accelerating fiscal effect of intergovernmental
competition is only partially explained by the pacesetter
phenomenon. In the critical and costly economic develop-
ment areas—education and public infrastructure—the
more conservative and the poorer jurisdictions confront a
harsh reality. They dare not allow themselves to fall too far
behind their more iiberal and afffuent neighbors—to be-
come written off as poor and backward “banana repub-
lics.” In short, they are forced by the catch-up imperative
to keep their service levels fairly close to their pacesetting
neighbors.

This catch-up imperative is dramatically iliustrated by
the economic development strategies of many of the poor-
est states in the federation—Mississippi, South Carolina,
Arkansas, and Tennessee. In virtually every recent ac-
count highlighting the resurgence of the states, these
southern jurisdictions are cited for their willingness to
raise taxes—the price they have to pay to keep their educa-
tional systems competitive. Their leaders are convinced
that both their short-and long-range economic develop-
ment interests leave them no alternative.

Just as many northern states are trying to shake free
from their bad tax climate reputation by flattening their
persenal income tax rates, many southern states are trying
to overcome a poor public school image by raising taxes for
education. In a recent Washington Post article by William
Raspberry, Mississippi Governor Ray Mabus emphasized
the pacesetter role of North Carolina, the competitive
character of teachers’ pay, and the catch-up determination
of Mississippi:

The governor in an intervicw picked up the
theme: “Look at a state like North Carolina,
which in the late "50s and *60s was pretty much
neck and neck with Mississippi. Then they elected

Terry Sanford governor. He plowed a lot of
money into education, and now it’s a tradition
there. A succession of governors have made edu-
cation a priority, and now, 30 years later they're in

great shape.

Mabus, in office only since January, has suc-
ceeded in selling his program of improved teach-
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ers’ pay (to avoid the drain of Mississippi-trained
teachers to other states) and major new invest-
ments in education from preschool to community
college to university. . . . (Washington Post, May 30,
1988)

Many less affluent local governments are also willing
to pay the competitive tax price to keep their schools and
public services within at least hailing distance of their
wealthier, paccsetting ncighbors. In the Washington,
D.C., metropolitan area, Prince George's County raised
taxes recently to finance the creation of “magnet” schools,
and it justified this action in no small part on competitive
concerns. The relatively high quality of the school systems
of Montgomery County, Maryland, and Fairfax County,
Virginia, are widely believed to be the magnets that help
attract upper income taxpayers and high-tech employers
to those jurisdictions.

Indeed, the draw of the magnets can be dramatic. In
Prince George’s County, parents camped out all night
waiting for the opportunity to register their children in
these new “super” schools.

Admittedly anecdotal, these examples underscore the
intergovernmental fiscal reality that state and local offi-
cials are under unremitting competitive pressure to ap-
proximate the public service standards of the pacesetters.

The Countervailing Competitive Forces—
Their Fiscal Effects

Has the accelerating fiscal effect of intergovernmen-
tal expenditure competition proved stronger than the re-
straining or braking eflect of intergovernmental tax com-
petition? While it is not possible to answer this specific
question directly, an examination of historical trends can
provide helpful insights into the relative power of the pro-
growth and anti-growth forces.

Since the end of World War II, state and local own-
source revenue has grown steadily, and at a faster clip than
the economy. According to Bureau of the Census statis-
tics, total state and local own-source revenue (general and
trust fund) rose from 6.1 percent of GNP in 1946 to 15.9
percent in 1986. During this same 40-odd year period,
state and local own-source general revenue also more than
doubled, rising from 5.4 percent of GNP to 12.5 percent.

This remarkable real growth in state-local own-source
revenue supports two general conclusions about the coun-
tervailing power of intergovernmental tax and expenditure
competition.

The accelerating fiscal power of intergovernmental
public service competition and that of its pro-growth allies
(i.e., post-World War I1 baby boom, the stimulating effect
of federal matching grants, the partial write off of state and
local tax payments against the federal income tax) have
proved stronger than the restraining power of intergovern-
mental tax competition and that of its principal ally—the
taxpayers’ revolt of the late 1970s and early 1980s.

This steady growth in state-local own-source revenue
since the end of World War II has also knocked into a
cocked hat the old conventional wisdom—that states and
localities were destined to have anemic revenue systems
because they were crippled by fears of intergovernmental
tax competition.

The Countervailing Competitive Forces—
Federalism’s Regulator

While the braking power of intergovernmental com-
petition may not have proved as effective as some conser-
vatives would have liked, intersovernmental comnetition
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has provided a valuable regulating service for our fcderal
system. Interstate tax and expenditure competition serve
jointly as the two “unseen hands” that set the outer limits
on how far any state can push ahead of other states on the

tay frant ar lao hehind them in the nuhlic cervice arpa
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The Convoy Analogy

The behavior of our states resembles 50 ships sailing
in a great naval convoy during wartime. The farther any
state moves ahead of the convoy on the tax side the greater
become the risks of tax evasion, taxpayer revolts, and the
loss of economic development to states pursuing more
conservative tax and spending policies. By the a same to-
ken, the farther any state falls behind the convoy in the
public service area the greater becomes the risk that it will
lose economic development to states providing a higher
level of public facilities and services, especially in the pub-
lic education field.

Our 50 ships of state differ from the wartime naval
convoy in at least three important respects:

8 The passengers and crew members elect the cap-
tain and officers, and can toss them overboard
every two to four years and select in their stead a
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®w The passengers and crew members are free both to
move to any other state that is more to their liking
and to take with them their possessions, invest-
ments, and payrolls. In fact, a primary responsibil-
ity of the convoy’s protecting super carrier (the
federal government} is to make sure that there isa
free flow of persons and commerce between the
states.

m  Most significant, there is no visible control system
that sets the fiscal speed and the public service
course for each state in the convoy. This situation
permits each state considerable room for fiscal ma-
nenver within the confines of this wrd?lv dmnerqed

convoy.

A close examination of the 50-state convoy also re-
veals that there are regional clusterings within the national
economy. The smaller states are concerned lest they get
too far out of line—in taxes or public service--with the
other states in their own region.,

The officers of the larger states have a more difficult
navigational assignment. Although often pacesetters,
these states must keep a close competitive eye on both
their regional neighbors and on the other major states in
the convoy. For example, New York competes for certain
types of business with the distant megastates—Florida,
Texas, Illinois, and California—as well as with the other

{continued on puge 39)
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A Special Report

Assisting the Homeless

The problem of homelessnessin the United States has
burst upon the public scene so forcefully in the last few
years that the issue has been seen by many citizens as al-
most overwhelming. In some communities, the private or-
ganizations that have traditionally responded to homeless
people have been overloaded with requests for assistance.
Consequently, the public sector, especially state and local
governments, has become deeply involved in the quest for
solutions. Although local governments experience the
problem of homelessness most directly, both the causes of
and the solutions to the problem involve the state and fed-
eral governments. As a result, ACIR undertook a study of
homelessness, primarily to identify intergovernmental is-
sues so as to help improve public responses to the prob-
lem.

As a major part of this effort, the Commission hosted
a national conference on “Assisting the Homeless: State
and Local Responses in an Era of Limited Resources.”
The conference, held March 10-11, 1988, was intended to
develop a broad understanding of the problem, highlight
innovative state and local responses, and uncover key in-
tergovernmental issucs that must be addressed in order to
improve public and private action. The conference was at-
tended by more than 100 federal, state, and local officials,
as well as by academic experts, advocates, and service
providers.

What complicates policymaking in this area is that
homelessness is not a single, uniform problem; rather, it is
a series of separate and often interrelated problems re-
flecting the differcnt needs and circumstances of diverse
groups of homeless people. These problems stem from
equally diverse causes. We are no longer talking about just
a so-called “skid row™ problem.

In general, the homeless population consists of about
one-third families with children, one-third persons suffer-
ing from some form of mental illness, and one-third who
are addicted to alcohol and/or drugs. Within these broad
categories there are individuals who are employed, unem-
ployed or underemployed, heads of families who need day
care services, veterans, parolees, migrant workers, victims
of domestic violence, and runaway children, to name afew.

The needs of some of these individuals and families
can be met solely by providing low-income housing. In a
few cases, only a minimum level of assistance is needed to
resolve a problem. For others, housing alone is not suffi-
cient, and for still others, maintaining their own household
is impossible. Combinations of temporary shelter, social
services, physical and mental health programs, long-term
housing, community development, and institutionalization
are needed to make adequate responses to the many di-
mensions of homelessness. By virtue of this diversity,
therefore, it is all the more important that we have good

public-private interaction, interagency coordination, and
intergovernmental cooperation.

The Stewart B. McKinney Homeless Assistance Act of
1987 (McKinney Act) has begun to focus the attention of
the national government on this issue, in part through the
Interagency Council for the Homeless, which coordinates
existing federal programs and resources. The McKinney
Act has been reauthorized for two years with added re-
sources to assist state and local governments in coping with
the homeless population. In the main, it hasbeen state and
local governments that have provided leadership and in-
itiative in responding to homelessness.

The papers presented at the ACIR conference are
available in a separate report, Assisting the Homeless: State
and Local Responses in an Era of Limited Resources (M-161,
November 1988, $10). The papers attempt to define the
diverse dimensions of homelessness and its causes, exam-
ine the problem of estimating the size of the homeless
population, discuss innovative private and public re-
sponses, identify intergovernmental issues (such as state
and local problems in coordinating the use of existing fed-
eral resources to help the homeless), and suggest addi-
tional local, state, and federal actions that might be initi-
ated.

The conference papers provided a basis for Commis-
sion consideration of a policy position on homelessness. At
its meeting on September 16, 1988, the Commission
adopted the following set of findings and recommenda-
tions.

Findings

1. Homelessness: Multifaceted Problems
Requiring Multiple Policies for
Different Groups

Homelessness is not one uniform problem; it is a se-
ries of separate problems reflecting the different needs
and circumstances of different groups of homeless per-
sons. Basic demographic groups among the homeless in-
clude:

Single individuals, with and without family support
connections.

Families, including single-parent, two-parent, and
multiparent families.

Employed individuals and heads of families.

Unemployed individuals and heads of familics.

Each of the above groups consists of persons who have dif-
ferent attributes or combinations of attributes requiring
different policy responses for which housing alone may not
be sulficient:
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Employed individuals and heads of Tamilies whose
principal needs are low-income housing and opportu-
nities for income advancement.

Unemployed individuals and heads of families who
need job training and placement services as well as
housing.

Individuals and heads of families who are unskilled or
have low skills and who need education and job train-
ing and placement assistance so as to be able to main-

tain an indenendent hancehnld
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Heads of families who need child care services in or-
der to participate in the labor force.

Mentally ill and developmentally disabled individuals

and heade nf familiec whn need mental haalth corg.
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ices, some of whom may benefit from institutionaliza-
tion, others from community and group homes with
treatment and support services, and still others from
traditional housing placements accompanieq by short-
term or long-term support services, including job
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training and placement services,

Substance abusers who need treatment and rchabili-
tation services and who may also need job training and
placemem assistance as well as _post-treatment sup-

pUIl chlLt‘b or a sheliered EI]VII’O]’UTIEHI in order to
become able to maintain an independent household.

Deinstitutionalized individuals and heads of families,
including parolees and mental health patients, who
need transition services.

Individuals and heads of families with chronic physical
illnesses who need inpatient or out-patient treatment.

Victims of domestic violence who need family assis-
tance and shelter.

Runaway children who need shelter, counseling, and
family reconciliation assistance.

Veterans who need medical and mental health serv-
ices and job training and placement services in addi-
tion to housing assistance.

Stranded travelers who need food, shelter, and assis-
tance poing on their way.

Migrant workers who need shelter and social services.

2. Size of the Homeless Population

Estimates of the number of homeless persons in the
United States range from 350,000 to 3 million. Estimates

vary because (1} there is no reliable, systematic, nation-

wide count of homeless persons; (2) there is high turnover
in the homeless population; (3) it is logistically difficult to
locate and count homeless persons; (4} different agencies,
researchers, and interest groups arrive at different popula-
tion estimates; (5) delinitions of homelessness vary; and
(6) counts of the homeless are very sensitive to variations
in definitions and methodology.

There have been a few systematic counts of personson
streets and in shelters in specific cities; these studies have
generally found the number of homeless persons to be
lower than prevailing estimates.

3. Growth of the Homeless Population

Existing research clearly indicates that the number of
homeless people has been increasing during the 1980s.
Because of the absence of reliable data, however, it is diffi-
cult to determine the magnitude of the increase, the rates
of increase, variations in the rates of increase, and the du-
ration of the increase. Although the total number of
homeless persons probably exceeds 350,000, site-specific
counts showing numbers smaller than prevailing estimates
suggest that the estimate of 3 million homeless persons is
too high. Such widely varying estimates indicate, however,
that more accurate data are needed in order to improve
policy and target responses more effectively.

4. Defining Homelessness

Definitions of homelessness vary considerably. A nar-
row definition would include only those persons who can
be found actually living cut of doors and/or in shelters. The
Alcohol, Drug Abuse and Mental Health Administration
defines homelessness more broadly as “anyone who lacks
adequate shelter, resources, and community ties.” Other
definitions include within the homeless population adults
(and their children) who live in another person’s home
(e.g., with friends or relatives) rather than in their own
home. Another factor that makes definition difficult is that
persons are homeless for different periods of time. Some
persons may be homeless for a few days; other persons may
be homeless for several years or more. Too narrow a defi-
nition of homelessness can lead to public policy responses
that ignore those persons and families who are at risk of
becoming homeless, Too broad a definition of homeless-
ness can lead to public policy responses that are too diffuse
to cope adequately with the problem of homelessness.

5. Where the Homeless Are Located

AIthough homeless persons appear to be concen-
trated in large urban areas, homeless persons can be found
in virtvally every kind of locale: in urban suburban, and
rural areas; in big cites and small cities; and in poor and af-
fluent areas. In generally affluent counties and communi-
ties, homelessness appears to be related to rising housing
prices and rents that drive low-income persons out of the
housing market. Research also suggests that most home-
less persons ordinarily remain within the community in
which they were born or in which they previously had a
residence.

A Comnaocition of tha Homelage P
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Given that there is noreliable census of homeless per-
sons, it is impossible to present a definitive profile of the
characteristics of the nation’s homeless population. A
large body of research in specific localities, however, indi-

ratoc that the traditinnal view of the bamelsce nerenn ac
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being a single, white, male alcoholic (e.g., “wino™ or “skid
row derelict”) or demented “bag lady” is not accurate.
Families with children, particularly single women with
children, account for a growing proportion of the home-
less. The results of various studies suggest that, overall,

approximately one-third of the homeless populat:on con-
sists of families with children, one-third of persons who
have a mental disability, and one-third of persons who
have a substance abuse problem. Some homeless persons
fall into more than one of these categories; some fall into
none of these categories. The precise mix of types of
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homeless persons also varies among locales. Some studies
suggest that nearly a third of the homeless may be em-
ployed, at least part-time, and that 50 percent may have a
high school education. Some studies suggest that the aver-
age age of the homeless population is about 34, and that

15_8N + 1 " i3 t
35-50 percent may have significant health problems cre-

ated or exacerbated by homelessness.
7. lLack of Affordable Low-Income Housing

Although homelessness may be caused by many fac-
tors, including job loss, poverty, aging, unemployment, ill-
ness, divorce, family breakup, and drug or alcohol abuse, a
major factor in homelessness is a shortage of affordable
housing for low-income persons. The supply of low-
income housing has not kept pace with demand. A number
of studies indicate that the supply of low-income housing
has actually declined during the past 10-15 years while the
need for low-income housing has increased. Many factors
have contributed to the decrease in the supply of low-in-
come housing, including reductions in federal funding for
subsidized low-income housing, increasing rents relative
10 housenold income, rising housing ¢osts, eviciions be-
cause of code violations or non-payment of rents, foreclo-
sures for arrearages in mortgage payments (exacerbated
by escalations in variable rate mortgages), lack of mainte-
nance of older subsidized housing, destruction of SROs,

slum clearance and urban-suburban redevelopment, rent

control, and insufficient incentives for profit-making or-
ganizations to develop new low-income housing,.

8. Deinstitutionalization of the Mentally Il

In 1955, there were approximately 550,000 patients in
state hospitals in the United States; today, at any given
time, there are approximately 116,000 patients in state
hospitals. Deinstitutionalization of persons defined as
mentally ill has contributed to homelessness, but dein-
stitutionalization does not appear to be the single most
important factor. Deinstitutionalization has Ied to home-
lessness to the degree that community facilities for hous-
ing and services for treatment are not available for those
who cannot live independently or live with families or
friends, and those who are not mentally able to make con-
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9. Need for Social Services for
Specific Homeless Populations

Providing affordable housing for those homeless per-
sons who are also mentally ifl, or substance abusers or dis-
abled is not likely to be sufficient. There is a need for tai-
lored social services to meet the specific needs of these
subgroups of the homeless population, including, in some
cases, institutionalization. For example, mental health sys-
tems in most states are not well integrated with shelters
and other homeless service providers, thus making it diffi-
cult for homeless individuals to access services. Case man-
agement—which includes rapid response, system integra-
tion, service access, and sustaining support—has proven to
be effective in several areas. There is also a need for com-
miunities to establish a system of agency responsibikity for
these homeless sub-populations.

10. Need for Long-Term and
Preventive Responses

Although emergency responses are needed (o assist
homeless persons, there is virtually unanimous agreement

that emergency responses—such as shelters, hotel and
motel housing, and hospital emergency-room treatment—
are, in the long run, costly and inadequate, Furthermore,
emergency responses have limited preventive and restora-
tive capabilities. There is a need to shift policy to perma-

mant hanesing arrangamanitc and nraventive nnd ractarative
llblll. llUuDLllB Ollallsblllblllﬂ aliva Plbv\,llll“b QLI ECOLUTI GLLY

services as soon as possible so as to reduce public costs and
increase policy effectiveness.

11. State and Local Leadership

State and Iocal leadership, with federal assistance, is
necessary to develop coordinated intergovernmental re-
sponses o assist the homeless. The positive results of ag-
gressive political leadership have already been demon-
strated in several states and many localities. Cities, in
particular have been at the forefront of the problem.
State and local governmentis can exercise leadership by in-
creasing public awareness of the problems of the homeless
as well as by emphasizing the complex, multiproblem na-
ture of homelessness. Because the homeless population is
so diverse and its needs cut across so many policy sectors,

thara ic a nead far intarasency nlanning evalnatinon, and
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coordination. The roles of state and local governments in-
clude planning, evaluation and coordination, even if they
do not fund or operate shelters, as well as the development
of long-term policy responses. States and localities that
have developed successful policies to assist the homeless

have generally

a. Encouraged the portrayal of the problem of home-
lessness using the most accurate and complete
data.

b. Established a formal mechanism for coordinating
the activities of relevant agencies, encouraged the
creation of parallel mechanisms within state and
local governments, and set expectations for agen-
cies.

¢. Encouraged relevant state and local agencies to
develop and evaluale demonstration programs for
homeless people, and to coordinate programs
through an interagency group.

d. Designed Job Training Demonstration Programs
to include outreach to homeless persons, provided
employment and training services in collaboration
with organizations giving health and housing serv-
ices, encouraged networking with other agencies,
and provided sufficient services to help homeless

people complete job training programs and enter
employment.

e. Experimented with a variety of public and private
mechanisms and somces of funding to increase the

bupply of low-income uuumng

12. Inflexibility of Federal Regulations

Local and state governments are best equipped to tai-
lor assistance programs to meet the needs of homeless
persons. However, states and localities are constrained by
regulatory inflexibility in many federa! programs. Many of
the existing programs that could be used to assist the
homeless are not reaching that population for several rea-
sons: (1) federal resources are not being directed to the ar-
eas of greatest need due to a reliance on standards that are
not applicable to the homeless population and fail to take
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into account the differing divisions of responsibility and
authority in each state; (2) some restrictions on residency
requirements make it difficult for homeless individuals to
receive benefits and services; (3) there are inflexibie rules
as to the method by which Fair Market Rents are calcu-
lated in order to obtain Scction 8 uuLiSiﬁg :uuua, and \q)
rules governing existing programs make them ineffective

or incfficient when applied to homeless persons.

13. Improving State Responses
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ness in a concerted and coordinated fashion, many states
have not yet fully recognized or responded to the problems
of homelessness faced by some of their local communities.

Furthermore, some state policies, such as those associated
with deinstitptionalization, have contributed to homeless-
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ness. States can improve their policy responses by stimu-
lating action on the part of relevant state agencies, coordi-
nating agency responses, providing financial assistance to
distressed localities, promoting and distributing economic
development arcund the state, encouraging private sector
involvement, developing new mechanisms to maintain and
increase the supply of low-income housing, improving
mental health and substance abuse programs, and extend-
ing greater discretionary authority to local governments
where state regulations prevent or complicate local re-
sponses to homelessness.

14. Improving Local Responses

Although many local governments have responded to
homelessness in a concerted and coordinated fashion, cer-
tain local policies, such as building codes, zoning rules,
property tax valuations, and rent control contribute to
homelessness by making it more difficult to increase the
supply of low-income housing, or for low-income people to
remain in housing. Some other policies, such as school
residency requirements, aggravate the problems of the
homeless. For example, in some areas school-age children
are placed in motels as far as 75 miles from their home
school district. School district residency requirements,
however, may compel governments to expend consider-
able resources to transport these children, sometimes by
taxi, back to their home districts. Local social service agen-
cies cannot effectively re-house persons who are evicted
from homes, in part because of a lack of coordination be-
tween the courts and the local service agencies Some
uuuumg codes make it 1mposslble 1o prOVlUC uGGSxﬁg that
is affordable to low-income groups. Many zoning policies
make it difficult torelocate displaced individuals in low-
income housing or temporary shelters. More interagency
and intergovernmental coordination and a reexamination
of local nolicies could alleviate some of these nroblems
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15. The NIMBY Phenomenon and
Involuntary [nstitutionalization

Two especially difficult problems need to be ad-
dressed, nrimarilv bv state and local governments; the not-
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in-my- backyard (NIMBY) phenomenon and involuntary
institutionalization. The NIMBY phenomenon makes it
difficult to locate low-income housing and public facilities,
such as shelters, halfway houses, and group homes, in par-
ticular neighborhoods. There is widespread agreement
that involuntary institutionalization of mentally ill home-

less persons unable to care for themselves is a necessary
and humane policy. There is widespread disagreement,
however, about the criteria, rutes, and conditions for invol-
untary institutionalization. Resolution of the problems as-
sociated with the NIMBY phenomenon and involuntary
institutionalization will require the paruClpauuu of staie
courts. In addition, NIMBY problems will require a com-
bination of public education, adroit negotiation, and zon-
ing code changes.

Recommendations

Recommendation 1: Recognizing Homelessness as
a Series of Separate Problems

The Commission finds that homelessness is not a sin-
gle uniform problem, but a series of separate and distinct
problems arising from the different circumstances and at-
tributes of different groups of homeless individuals and
families. There is a need to distinguish the social service
and housing requirements of different homeless groups,
especially the mentally ill and developmernually disabled,
substance abusers, recently deinstitutionalized persons,
victims of domestic violence, runaway children, veterans,
stranded travelers, single individuals, single-parent and
two-parent familics,uncmployed individuals and heads of
families, and employed individuals and heads of familics
who cannot afford decent housing.

The Commission recommends, therefore, that public
responses to homelessness, both governmental and
nongovernmental, be developed along distinct but coordi-
nated lines that recognize and deal with the different
underlying causes of homelessness. In many cases, non-
housing public and private services need to be provided to
individuals and families in order to make it possible for
them to be placed successfully in an institutional or shel-
tered community-based environment or in an independent
household.

Recommendation 2: Need for Reliable Data on
Homelessness Problems

The Commission finds that there is a lack of suffi-
ciently reliable data on the problems of homelessness
guide effective policymaking. In the absence of better data
and a reliable process for examining data, information can
be subject to political uses that do not serve the best inter-
ests of homeless persons or of publicand private agencies
that nrovide services to different homeless geroups.
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The Commission recommends, therefore, that fed-
eral, state, and local officials and private organizations co-
operate to develop systematic and reliable methods for
collecting data in ways that neither undercount nor over-
count the uGﬂ"lElESS, and that allow l.ll.iuul. and ;'}ri'v'a{i;' re-
sponses to be developed along distinct but coordinated
lines that serve the best interests of different groups of

homeless individuals and families.

Recommendation 3: Focusing Federal Resources
for the Homeless

The Commission {inds that homelessness, as a grow-
ing and complex social problem, requires immediate inter-
governmental responses that can stimulate local-state
innovations and private participation. The Commission
also recognizes that homelessness is a problem of nation-
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wide scope that may require additional federal resources
for state and local governments, particularly for the provi-
ston of low-income housing and support services. There is,
in addition, a need to improve intcragency and intergov-
ernmental coordination, and to make betier use of avail-

3
able resources. Although there has been an erosion in

funding for a number of federal programs, a varicty of pro-
gram resources exist within the federal government, but
the ability of state and local governments and private agen-
cies to focus those resources on different problems of
homelessness insensible and cost-effective ways is some-

times thwarted by federal laws and program regulauons

The Commission recommends, therefore, that the
federal government reexamine its policies, especially low-
income housing policies, and consult closely with state and

local officials to identify programs and regulations that

potentially inhibit state and local flexibility in assisting the
homeless. Obstacles to effective state and local policy-
making should be removed wherever possible, and provi-
sions should be made available to staies and localities to
apply for waivers of regulations, in a manner consistent
with the Commission’s recommendation of December
1987 on waivers of federal law in public assistance pro-
grams. The Interagency Council on the Homeless, created
under the McKinney Acf, may be the appropriate vehicle
for initiating and coordinating this process.

Recormmendation 4: A Reexamination of
Local Development Policies

The Commission {inds that the loss of low-income
housing, including single-room occupancy hotels, is due,
in part, to urban and suburban development and redevel-
opment processes that are not always sufficiently sensitive
to low-income housing needs. The costs of protecting
low-income persons from homelessness during develop-
ment processes arc lower than the social and financial
costs of coping with homelessnessafter the fact. The Com-
mission recommends, therefore, that federal, state, and
local governments carefully examine their urban and sub-
urban development and redevelopment policies to ensure
that they do not inadvertently result in a net loss of decent,
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to expand that sector of the housing markel are not
missed.

Recommendation 5. State Leadership and
Interagency Coordination

The Commission finds that homelessness, as a multi-
faceted problem, requires extensive coordination across
agencies (both public and private) and units of govern-
ment. Public and private programs concerned with hous-
ing, mental health, physical health, substance abuse,
emergency shelter, income support, and employment
training must all be brought to bear in some significant way
on the problems of ditferent groups of homeless individu-
als and families. Political lcadership in the states isa key to
improving interagency and interlocal coordination. In-
deed, some states have already initiated vigorous and inno-
vative cfforts to help the homeless, and many local govern-
ments have done the same with and without state
leadership.

The Commission recommends, therefore, that states
exercise political leadership in calling attention to prob-

lems of homelessness; securing better coordination of
agencies and program efforts to benefit homeless persons;
stimulating private sector participation; encouraging rele-
vant agencies to engage in more vigorous outreach efforts
so that services can be delivered effi ciently and effectively
to homeless persons; assisting localities in the coordina-
tion of federal resources; reforming state rules and regula-
tions to allow local governments greater discretion to
respond to local circumstances associated with homeless.
ness; providing financial assistance to localities with high
concentrations of homeless persons; and examining other
policies that contribute to homelessness, such as institu-
tionalization and deinstitutionalization, drug abuse pre-
vention, financial protection for divorced women with chil-
dren, and residency requirements for school children.

Recommendation 6. Local Discretion and
Community Balance

The Commission finds that while homelessness is
caused by many factors that lie beyond the effective con-
trol of local governments, local circumstances, which vary
from one Iocahty to anolher, can contribute {0 problems of
homelessness. Certain policies, such as zoning, building
codes, property tax valuations, rent control, and school
residency requirements, are relevant to homelessness.
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eral and state governments create greater discretion for
local governments to deal effectively and efficiently with
problems of homelessness, local governments should ex-
amine local policies that may unnecessarily increase the
price of low-income housing and otherwise contribute to
homelessness, directly or indirectly. These include zoning
policies that inhibit housing and income diversity within
neighborhoods, building codes that unnecessarily in-
crease the cost of decent housing that could otherwise be
made available for low-income persons, property tax valu-
ations that threaten low-income homeowners, rent control
policies that discourage low-income housing development,
and requirements that make it difficult or impossible for
children in homeless families to attend school near a shel-
ter or transitional housing site.

Recommendation 7: Problem Diversity and
Community Diversity

The Commission recognizes that, in addition to the di-
versity of problems that contribute to homelessness, there
is diversity among communities. Differences among
groups of homeless people and among local communities
make possible and also require differences in community
responses tailored to local circumstances. At the same
time, some communities have a greater willingness and/or
ability than others to help the homeless.

The Commission recommends, therefore, that where
resources are available, local communities encourage pri-
vate responses to homelessness and develop creative
mechanisms for linking private and public funding to heip
the homeless, The Commission further recommends that
each community in a local or metropolitan area contribute
its fair share to assisting the homeless so as to ensure that
no individual community or group of communities is un.
fairly burdened with the costs of assisting homeless indi-
viduals and families.
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ACIR Preview

Residential Community Associations:
Partners in Local Governance or

Headaches for Local Government?

In communities throughout the United States, grow-
ing numbers of homeowners live in two worlds of 1ocal gov-
ernance: public and private. They are being governed by

their elected municipal or county governments and by the

rules of membership—sometimes mandatory—in a resi-
dential community association (RCA). Estimates vary, but
informed observers believe that there may be as many as
120, 000 RCAs in the United States, 80 percent of which

h “t it 1% th 1 th
have a “territorial” scope that makes them resemble a lo-

cal community. Altogether, about 12 percent of the U.S.
population now lives in such communities.

Residential community associations have been called
private governments. The analogy is apt, up toa point In
many instances RCAs perform public functions, such as
community service provision and land management, and
have an elected governance structure; and they exercise
powers, including the imposition of mandatory fees, that
make them look very much like local governments. Unlike
governments, however, RCAs are private organizations,
governed by real estate contract law, and they are not
bound by some of the rules of conduct which, of necessity,
bind public organizations.

Because of the rapidly growing number and popula-
iion of RCAs, their expanding roie in focal governance and
service provision, and the paucity of research and public
information on the associations, the Advisory Commission
on Intergovernmental Relations (ACIR) decided to take a
look at this quiet revolution in local governance. The Com-
mission heid a conference in June 1988, conducted a
survey in cooperation with the Community Associations
Institute (CATI), arrived at a set of findings and recommen-
dations, and authorized publication of a report on this ex-
ploratory effort. The report, including papers from the
conference, will be published by ACIR in the spring. This
article focuses on a portion of that report, summarizing

some of the survey results,

Commission Findings and Recommendations

ACIR found that the number of residential commu-
nity associations is increasing rapidly and that many of
these associations perform functions traditionally thought
of as governmental. Furthermore, both RCAsand theirin-
dividual members interact with local government in vari-
ous ways, thus raising “intcrgovernmental” issues that re-
quire the continuing attention of state and local
governments. The Commission especially expressed con-
cern about RCA financial problems and homeowner dis-
putes that sometimes require local governments to assume

Debra L. Dean

fiscal or legal responsibility for RCA facilities, such as
streets or a swimming pool.

The Commission recommended that “state and local
governments recognize the potential problems of these as-
socmtlons, give careful attention to the governmental and
intergovernmental issues raised by their existence and ac-
tivities, and cooperate with the private sector and local
homeowners to facilitate appropriate development and
successful operation of residential community associa-

tions.”

The Survey

A nationwide survey of residential community associa-
tions and their relationships with local povernment was
sponsored jointly by ACIR and CAlL The survey was
mailed in Fune 1988 to 1,128 RCA officials who are mem-
bers of CAIL Four hundred and twenty-two surveys were
returned, for a response rate of 37 percent. The survey in-
cluded a variety of questions about RCA characteristics,
services, and relationships with local governments.

Our focus here is on those RCAs that are structured
somewhat like local governments and perform public
functions. The survey, therefore, excludes single, high-rise
condominium buildings. The data reported here refer to
RCAs with the following characteristics:

The organization is terriforial in scope. That is, it en-
compasses a plot of land, including buildings, open
spaces, and parking lots, and has defined boundaries,
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The covenants creating the RCA include mandatory
membership and mandatory fees for home or lot owners,
as well as rules governing resident behavior, particu-
larly with regard to the exterior features of residences.

The organization is responsible for the regulation and
management of common grounds, including open
spaces, recreational facilities, parking lots, streets,
and sidewalks.

Characteristics of the RCAs in the Survey

The results of the ACIR/CAI survey indicate that
RCAs are particularly commen in suburbs. Sixty-two per-
cent of the RCAs responding to the survey were in subur-
ban arcas. The survey found RCAs to be most common in
California, Florida, Virginia, Texas, New Jersey, and
Maryland, in that order. These findings partly reflect the
distribution of CAI membership, and probably understate
the number of RCAs, particularly in New York. The un-
dercount in New York is a result of relatively lower CAl

36 Intergovernmental Perspective/Winter 1989



membership in the state. The survey also probably under-
estimates the number of smaller RCAs because they are
less likely to become members of CAL

The majority of territorial RCAs responding to the
survey were condominium associations (54 percent), fol-
lowed by homeowners associations (43 percent) and coop-
eratives and others (2 percent). Table 1 displays some of
the relevant RCA characteristics.

Although RCAs can be quite large, the number of
units in the rcsponding associations ranged from less than
10 to more than 16 000, with the average size Dcmg 536
units. ‘This is significantly larger than the average size
found in a 1987 survey for the California Department of
Real Estate.!

Table 1
Characteristics of CAl-Member RCAs
{in percent)

Tuna nf Accariatinm
a ’rlv -y AP W i
Condominium 54
Homeowners 43
Cooperative 1
Other 1
Nop answer *
Location
Urban 24
Suburban 62
Rural 13
Region**

Northeast 21
South 33
Midwest 10
West 36

*—1Less than 1 percent.
**—CAIl membership may understate the number of RCAs in the
Northeast.

The ACIR/CAI survey results also indicate that RCAs
charge a wide range of fees, some of them quite modest.
The average reported annual fee was $834. But the me-
dian annual fee was considerably lower at $301 Annual

nnnnn aleh ~as
fees ranged from well under $100 to over $5,000, cuiuuu;‘,u

one RCA reported an annual fee of $14,000.

Survey Highlights
The survey brought out a number of interesting find-

1. There isconsiderable overlap between the services
provided by RCAs and the services provided by lo-
cal government.

2. RCAs and local governments have relativ ively few

contacts. To the extent that contacts exist, they ap-
pear to be initiated by the RCA.

1 Stephen Barton and Carol Silverman, Comemon Interest Home-
owners’ Associations Management Study (Sacramento: California
Department of Real Estate, 1987), p. 43.

3. RCA officials generally believe that local govern-
ments treat them fairly. Even so, one out of ten
RCAs in the survey described the cooperation be-
tween themselves and local government as “poor.”

~F
RCAscommonly provide a variety of services, many of
which are provided to other residential communities by lo-
cal government. Table 2 shows the percentage of RCAs
reporting that they provide each of the 18 services asked
about in the ACIR/CALI survey.

Overall, lawn and shrubbery care and building mainte-
nance are the most common services provided by RCAs.
But the traditionally governmental functions of streets
and narkmp trash collection, recreation, and water and
sewer services also rank high. Other common public serv-
ices, such as police (security) patrol, snow removal, and
play areas, are less common. However, snow removal is
provided by 87 percent of the associations outside the Sun-

hnlts
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Table 2

Services Provided by RCAs
{in percent)

Yes No
Frequently Government Functions
Grass cutting in common areas 94 6
Trees/shrubbery in common areas 94 6
Trash collection 72 28
Water or sewer 63 35
Street repair 65 35
Sidewalks 59 41
Street lighting 58 42
Snow removal 48 52
Play areas/tot lots 33 67
Security patrol 31 69
Other recreation facilities 27 73
Lake or beach 16 84
Typically Private Functions

Painting/outside maintenance 79 21
Parking lot repair 77 23
Swimming pool 67 33
Tennis courts 45 55
Indoor community center 38 62
Gates or fences 37 63

Association Influence on Local Government

The survey alse included questions about attempts by
associations to influence local government with regard to
13 public services (see Table 3). Almost half (48 percent)
of the responding associations reported that they had at-
tempted to influence local government with regard to po-
lice protection. Forty-one percent reported attempling to
influence local government with regard to the location of
stop lights or signs.
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Table 3

One-Way Stream of Influence
{percent reporting influence attempt)

Association Government
Attempted to Attempted to
Influence Influence
Government Assoclation

Police prolcction 48 14
Locating stop lights/signs 41 i1
Traflic patterns around

community 35 12
Development/growth 33 13
Parking in or around

community 32 9
Traffic patterns through

community 32 11
Zoning 30 13
Animal control 24 5
Water/sewer 23 14
Local government taxes 23 9
Environmental

pollution 18 9
Parks/recreation 17 9
Schools 13 6

The more common response however, was for asso-
ciations to report that they did not attempt to influence 1o-
cal government. Indeed, for 11 of the 13 services, a major-

ity of associations reported that they had not attempted to

Table 4
Evaluation of Fairness of Local Government
(in percent)

Some- Some-

\7 Y rath sl aarbe md Ll s misr

Fai: Fair Unfair Unfa}fr NA*

Potice protection 38 33 12 7 10
Schools 35 29 5 3 28
Traffic patterns

through community 33 29 8 5 25
Water/sewer 32 29 11 8 20
Locating stop signs

lights 32 2 10 8 18
Parks and recreation 30 34 7 3 26
Traffic patterns

around community 29 37 10 7 17
Animal control 28 34 10 6 22
Environmental

pollution 26 33 8 3 30
Parking in/around

community 26 32 11 6 25
Zoning 25 37 g 4 25
Development/Growth 21 35 11 8 25
Local government

taxes 20 32 17 10 21

*DK/NA-~-Don’t know/No answer

influence local government. This suggests that the typical
relationship between an RCA and local government is, as
one respondent put it, “We leave them alone and they
leave us alone.”

The survey also included questions about local gov-
ernment attempts to influence community associations
(see Table 3). Here the pattern is clear: RCAs report very
few attempts by local government to influence their asso-
ciation. Indeed, influence appears to be a one-way stream,
ﬂowmg from associations to local government, rather than

h + A * ot
vice-versa. Although many associations do not report at-

tempting to influence local government, they are even less
likely to report an attempt by local government to influ-
ence them.

Among the 13 publicservices tested, the one for which
]ﬂ(‘}ﬂ onvernmem mﬂnen(‘e iIsreported most aftenig nnhr‘P

protectlon Even here, however, only 14 percent of the as-
sociations surveyed reported an attempt by local govern-
ment to influence the association.

Fairness of
Local Government

RCA officials were also asked to rate the fairness of
local government to their organization with regard to spe-
cilic government activities. A majority of respondents
rated local government as either “very fair” or “somewhat
fair” with regard to all of the specific government activities
included in the survey (see Table 4).

The activity rated most highly was police protection,
with 71 percent rating local povernment as either “very
fair” or “somewhat fair.” The activity regarded as least fair
was local government iaxes. Tweniy-seven perceni of the
RCA officials rated local taxes as either “somewhat un-
fair,” or “very unfair.” For many of the activities, between
15 percent and 20 percent described local government as
unfair, indicating an undercurrent of concern.

Th 1A lho rasarded ac tantativa
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because RCA officials may have views about their rela-
tionships with local government somewhat different from
individual RCA members and local government officials,
neither of whom were surveyed.

Cooperation with Local Governments

A 53 percent majority of the respondents rated overall
cooperation between their RCA and local government as
“excellent” or “good.” Another 33 percent rated coopera-
tion as either “fair” or “poor,” indicating a sizable under-
current of dissatisfaction within an otherwise generally fa-
vorable environment (see Table 5).

Table 5

Evaluation of Cooperation Between
RCA and Local Government
(in percent)

Excellent
Good

Fair

Poor

No contact
Don’t know
No answer
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Conclusion

Although this survey is only an initial look at the rela-
tionships between local government and residential com-
munity associations, it is evident that many RCAs are pro-
viding services to their residents that are often provided to
other homeowners by local government. The lack of re-
search and information in this area means that it is difficult
to say now what impact RCAs are having on the intergov-
ernmental system and local service provision. However, as
the number of community associations grows, and as exist-
ing associations mature, the relationships between asso-
ciations and local government can be expected to occupy a
larger place on the agendas of both types ol organizations.

Debra L. Dean is an analyst at ACIR.
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! congratulate you most enthusiasti-
cally upon your “State Constitutional
Law.” I'd been hoping for some time
that a casebook would be published.
With the growing interest in reliance by
state courts on their own r-nnthufmne
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it's been very badly needed. | shall cer-
tainly encourage any deans | run into to
follow the lead of the other law schools
already using it.

William J. Brennan, Jr.
Supreme Court of the United States

State Constitutional Law:
Cases and Materials

This is the first major collection of court

cases, law journal articles, and other materials
aver to he made available on a broad range of
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state constitutional law affecting the 50 states.
State constitutional law is being “rediscovered”
by a growing number of scholars and practitio-
ners in the legal and political communities. This
unigue, up-to-date sourcebook {iiis a gap in
the law and political science literature and high-
lights a new development in American federal-
ism.

This volume was compiled by Professor
Robert F. Williams of the Rutgers University

School of Law, Camden, New Jersey.
M-159 1988

480 pages $25.00

Competition (continued from page 30)

states in the mid-Atlantic region. In fact, it was this con-
cern for its competitive position in general and its poor na-
tional tax image in particular that recently prompted New
York to buy fuli-page ads in the New York Tirmes and the
Wail Street Journal announcing that it was getting back in
line with a dramatic cut in its top personal income tax rate.

Diversity—Setting the Outer Limits

The preat diversity on state and local tax and public
service policies stands out as another virtue of our federal
system. This diversity permits mobile citizens to vote with
their feet as well as with their ballots, thereby forcing
elected officials to be more responsive to varying public
service concerns and more cautious about imposing taxes.

Even this virtue of diversity has its limits. Some insti-
tution in a federal system must prevent jurisdictions from
drifting too far apart, especially in the critical areas of taxa-
tion and public service provision.

In the American federal system, intergovernmental
competition has played a key role in preventing states and
localities from moving too far apart. This power to contain
intergovernmental diversity is clearly reflected in counter-
vailing competitive pressures—competitive tax concerns
were forcing New York policymakers to bring their pro-
gressive income tax policies back closer to the national
norm at the very time that competitive public service con-
cerns were prompting Mississippi officials to raise taxes
and narrow the educational distance that separates that
state from pacesetting North Carolina.

Admittedly, there are serious problems associated
with this regulation by competition approach. Hopefully,
the national government will soon provide special finan-
cial assistance to the poorcst statcs, thus cnabling them to
compete on more equal terms with the wealthier siates. By
the same token, state governments should reduce com-
petitive disparities by providing special financial aid to
those localities handicapped by anemic revenue bases or
extraordinary expenditure requirements or both. Also, in-

farminricdirtinnal samnatitinn far aranamic dovalanment
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can work against a state that provides a relatively high level
of assistance to the poor or enforcesa strict code to protect
the environment. In these “spillever” areas, a countervail-
ing federal presence is needed to smooth over the rough
edges of interstate competition.

Despite these problemq with corapctition, the inter-
ests of our federal system are well served by leaving the
delicate and critical task of setting the outer limits of inter-
governmental diversity where it now resides—primarily
with elected state and local officials operating in a4 com-
petitive environment. Why? Becausc in most areas, the
“invisible hand” of tax and public service competiticn is
still clearly preferable to the visible hand of Washington.

John Shannon, former ACIR exccutive direc-
tor, is a senior fellow at The Urban Institute. This
article is a revised version of a paper given at a con-
ference on intergovernmental competition, spon-
sored jointly by ACIR and The Urban Institute,
March 23-24, 1988.
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