


Dear Reader: 

Just weeks following the passage 
of California’s controversial 
Proposition 13, Intergouern- 
mental Perspective provides ii 

welcomed opportunity to exam- 
ine the recent wave of “taxpayer 
revolts” and discuss the future 
of property taxation, limitations 
on government spending. and d- 
rect impacts to local jiovernment. 

While California’s experience 
of property tax reform via Prop- 
osition 13 is perhaps the most 
dramatic and most visible, it is 
importanl to recoxnize it as part 
of a growinr national trend 
demanding tax relief. fixed ceil- 
ings on government spending. 
and reduction in the size and 
pervasiveness of government. 
Such restrictions on taxing and 
spending powers being imple- 
mented or advocated around the 
country result in significant 
polilical and policy ramifica- 
tions. For example, potential 
erosion of local government 
autonomy must he addressed as 
local tax revenues are limited. 
and cities or counties hecome in- 
creasingly dependent upon state 
and federal assistance. Social 
equity considerations in reduc- 

ing public services must also be 
addressed, since lower income 
citizens are most severely af- 
fected by loss of eve” “non- 
essential” services such as rec- 
reational, cultural, or transpor- 
tation services. Affirmative 
action programs are severely 
jeopardized as recently hired 
women and minorities are 
among the first to be terminated. 

By their actions, the electorate 
has forced a rethinking of the 
appropriate roles of government 
and the scope of services pro- 
vided. They have, in effect. cre- 
ated a” era of cautious reassess- 
ment. Thus, while we continue 
to analyze and understand the 
more subtle meanings of the 
electorate’s choice, government 
officials both in California and 
in other cities, states. and eve” 
the federal government, must 
act quickly, responsively, and 
responsibly hy making difficult 
decisions related to priorities, 
needs, services. expenditures, 
and economic stability for the 
entire community. 

Elected officials must look 
carefully at the consequences of 
current taxation patterns. Re- 
duction in local property tax 
reYe”ues accentuates an already 
increasing dependence of local 
budgets on federal funds. A 
recent ACIIt study indicated 
that large cities have experi- 
enced the most dramatic in- 
creases in the relationship of 
federal aid to municipal. own 
source revenue. The fact that 
federal revenues generally in- 
crease at a rate faster than the 
economy as a whole (while local 
revenues increase more slowly) 
coupled with additional losses 
of local revenue sources will 
further intensify the federal- 

local interdependence. While 
assistance is needed to comply 
with federal mandates and ade- 
quately protect and preserve 
urban centers, public officials 
must cautiously assess impacts 
on local autonomy and decision- 
making responsibilities. 

California and the Nation will 
continue to learn about the 
effect of Proposition 13. Our 
local experience and understand- 
ing must he shared and dis- 
cussed. We have learned, for 
example, that of the $7 billion in 
property tax reYe”“es lost an- 
nually statewide in California, 
only $2 billion will remain in the 
st,ate’s economy. Approximately 
$2 billion is returned to the fed- 
eral government as increased in- 
come tax payments and $3 hil- 
lion is returned to commercial, 
industrial. and residential prop- 
erty owners residing outside of 
the state. We must continue to 
assess the impact of these deci- 
sions on the overall economy of 
California and the Nation. 

In order to face the “tax re- 
volts” and spending limitations, 
and to provide effective govern- 

ment service and leadership, a 
strong, cooperative interpovern- 
mental partnership becomes es- 
sential. Organizations such as 
ACIR can play a” important 
role in evaluating many of the 
issues associated with tax reform 
and changing patterns of inter- 
governmental relations. ACIR 
can assist the country through 
this difficult reassessment and 
uncertain transition period. 

Thomas Bradley 4 

Mayor of Los Angxles, CA 
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Recent puhtic dissatislactiorr with 
gwernmentat pertormance has 
focused attention on the waste and 
inefficiency created by red tape and 
unnecessary guvernmcnta1 l~lucesscs 
and procedures. As a rcsutt. strate- 
gies designed to improve administra- 
tion of one frequent source of 
government red tape--the interwv- 
errmEntal grant system~are rem 
ceivinr increased attention from the 
Congress and lhe Administration 

This summer, the Senate Sub- 
committee on Intermwrnmental 
Relations will currsider legislation to 
help reduce the cumptex and burden- 
some prucedures c”nfrontrd br ferlm 
eral grant applicants. This lcpisla~ 
tion. to he reviewed in conjunction 
with the state incrntive grant pro- 
posal, was developed by ACltt and 
the Senate tntcrr”“errmlental Ilel;G 
tions Subcommittee staff, workinr 
with OMH and White Hrrusc staffs 
and representatives OS public inter- 
est firoups. 

The teristatiorr. entitled the “F‘od~ 

year in procruss. 
In March. President Carter issued 

an executive order direcling all 
executive agencies to reform the 
regulation process. The order mane 
dates that new rwutations be 
written clearly and simply, the rxo~ 
ccss by which rcgulaliorw are devel- 
aped he reformed to reduce paper- 
work burdens, the economic impact 
of certain rewtaliuns he assessed. 
and existing regulations he reviewed 
periodically to determine whether 
they might he refined. simplified. or 
eliminated. Agencies issuina regular 
tions have published new promulfz- 

isfur. with lists of regulatiuns tu he 
reviewed using “sunset” procedures. 
Puhtic comment on these lists and 
new procedures will he wllerted 
thrwgb .July. The regulation re- 
forms wilt brcomc &xtive this fall. 

White this arcrrcywirle renulation 
reform effort proceeds through its 
initial stages. the Federal Hichway 
Administration (FHWA\) is imple- 
menting its own reeulation reform. 
Tbc FHWA reform effort began in 
Novrmhrr 1976 with the establish- 
ment of the Rerulati<,ns Reduction 
Task Force which studied federal 
highway regulations and the maw 
ncr in which they arc promulgated 
and eatahtished peals of reducing 
federal hi&way rcrulatiuns. cow 
troltinr issuance nf new rcwtatiorrs. 
and improving drlivcry of ledcral 
aid bichway prwrams. 

In .lune 1977, fottowinp extensive 
consultation with state and local 
officials. tbc task Sorcc made 38 
reform recommendations. Twerrty- 
three of these recommendations 
were accepted; the remaining were 
deferred penrlinr additional agency 
consideration. Tba FHWA recomb 
mendations cstahtished a set of II 
criteria for the Sormulaliun of new 
regulations. The new procedures 
prevent the tbrmutation of regula- 
tions which expand upon current 
laws. and require a review of pro- 
pused regulations to determine the 
programmatic impact if they are 
not implemented. The FHWA rec- 
ommendaliuns also call for the for- 
mal review uf existing directives lu 
determine their effectiveness. 
applicability. and nrccssity. 

One t.ask force recommendation 
states tt,at “the department should 
be enconrared to continue efforts to 
consulidals federal aid highway 
program categories to attuw state 
and local llexihility.” This state- 
ment is in Cult accord with ACIR 
policy which calls for want consoti~ 
dation as a means of rrducinr: 
administrative costs for state and 
local units. 

lneome Tax lndexation 
GrDws in Popularity 

At a time when inllation remains 
stubbornly high and voters are exm 

pressing more and more discontent 
with their taxes. measures to reduce 
inflation’s impact an taxes are 
becoming increasingly popular. 

Indexation of the personal income 
tax is one such measure that has 
passed in two states-Culurado and 
Arizona--and is under consideration 
in other states and the Consress. 

Inflation interacts with a prwres- 
sive individual income tax to dis- 
tort tax burdens in three ways: 

As income increases to keep pace 
with inflation, individuals are 
moved into higher lax brackets. 
Thus their percentwe of taxable 
income irrcroases, even though 
their lwrchasine power may rE- 
main constant or even diminish. 

Regardless uf chanws in income 
level. intlation acts to erode the 
value of tax deductions and ex~ 
emptiuns which. like tax 
brackets. are described in nom- 
inal (dollar) terms. Thus, infla- 
tion acts to increase individuals’ 
taxable income by devaluing the 
various tax credits. 

lndexation would help control 
this distortion by requiring annual 
adjustment of the personal exemp- 
tions, the tow~income allowance, the 
maximum limit of the standard 
deduction, any per capita credits. 
and the tax rate brackets of the 
income tax by the rate of increase in 
the general price level. 

The Colorado law. passed in 
April. provides that the General As- 
semhty, utilizing the consumer price 
index, will set an annual inflation 
factor. This factor wilt he multiplied 
by the rates of income tax. per- 
centage standard deduction or low- 
income allowance. and personal ex- 
emption to offset the increase in 
income tax revenues caused hy in- 
flation. 



In June, Arizona enacted a one- 
year income tax indexing measure 
which uses the c”nsum~r price index 
as the annual inflation factor 
applied t” credits. deductions. and 
exemptions. For future sears. the 
state plans tu improve its irrdlexation 
by devrlopinr a metropolitan Thou- 
nix and statewide index t” better 
localize inflationary impacts across 
the state. 

In 1977 the lllinuis General As 
semhly considered but failed to pass 
a proposal to pruvide an autumntic 
adjustment “1’ the standard exemp- 
tion to reflect inflation. The Wisp 
consin legislature currently has an 
indexation measure before it. but 
has n”t yet acted. 

Bills t” index the federal personal 
income tax are currently pendinfi in 
both houses of C”,,prrss. One mea- 
sure. H.R. 11413. the “Anti-Infla- 
tion Tax Reduction and Reform 
Act.” wauld amend the Intrrnal 
Rcuenue Code oil954 tu permit an- 
nual adjustments “f incame tax and 
withholding rates to “ffset inlla~ 
tiunary impact. The bill is awaiting 
action in the House Ways and 
Means Committee. 

In the Senate. S. 2738 would PO 
beyond ad.justment “f the tax 
bracketu to index exemptions. credits 
and deductions, as well. This bill 
was the subject of hearings bcforc 
the Senate Subcommittee on Taxa- 
tiun and Drht Management on 
April 24. but the hill has not been 
reported t” the full committee. 

In ,976 ACIR recommrndcd that 
federal and state governments index 
their income tax as a means of etim 
inating what it called an “inflation 
tax.” In addition. the C”mmis&n 
called for federal and state ~“vcrn~ 
men& to estimate the amount “f tax 
increase due to inllatiun and t” 
publicize this inf”rmation for each 
tax year. Made1 state lecislation to 
implement these ruc”mmendati”ns 
at the state level is available frum 
ACIR up”” request. 

Regional Government Plan 
Adopted by Portland voter* 

Voters of the Portland IOR) metro- 
politan area have approved the 
establishment of the Nation‘s first 
directly elect,ed regional government. 

The newly cwxtitutrd Portland 
Metr”p”litan Service Uistrict 
(MSD) will be responsible f”r bnth 
the planning and delivery of services 
and will have the u”wer t” tax. sub- 
ject t” voter approval. 

The new MSD. t” begin operation 
on January 1, 1979. will serwi pri- 
marily the urban areas in three 
counties (Clackamus. Multnomah. 
and Wasbinxton). In November. its 
12.member nowpartisan board of 
dirert”rs will hc elected frum sinclu~ 
member district> for f”ur-year terms. 
An executive director wilt als” be 
elected to a f”“r~yi?ar term at that 
time. 

IJndrr the measure a,,,xoved by 
the vuters. the existing Metropolitan 
Service LXstrict (hlSD) and the 
Columbia Regional Association of 
Governments (CRAG) will be 
merged and tt,c hfsr) name will cur- 
vive. The new MSD will assume the 
functions of the tw” former h”dies 
including solid waste manawment. 
surface water control. public trans~ 
purtation. and zoo management. 
Up”n ayproval of a tax base by the 
voters “I the district. the new MSD 
can take “ver and prrtrrm other re- 
gional functiuns. inrludinc water 
supply. human s~wices. regional 
parks. cultural and swats facilities. 
wrrectiunnl facilities. ;md librariw 

The measure passed by tt,r V”trrs 
does n”t authorize any new taxes f”r 
the MSD but does include authuri~ 
zatiun for an income tax ln”t to 
exceed I’,, 1 ,,,x,n H,,,XOYBI US t,t,e 
vnters. The MS11 rlect,cd council may 
impose and a,lle<:t srrvicr and 
user ctiarrrs in ~aymcnt f”r svrviws 
rendrrrd and ix authorized t” seek 
and sxept zrants. or borrow maney 
from the state “r any county or tit) 
with territury in the district. Exist- 
ing revenue s”urcw of the current 
MSLI will continue unimpaiwd. 
until June 30. I9XI. wllrn tbi> MSD 
council can no longer acsecs cities. 
counties an? “tbrr municipal car- 
poratilrns within the district f”r 
land USC planninr services and 
other activities. 

Two additional existing regi”nal 
bodies could bu merged with the nrw 
MSD according ta provisiuns in the 
measure. The duties. powrw. and 
functions of the Tri-County Mrt.rw 



The Congress and swel.al states 
have stepped up effurts recently to 
prevent cigarette h”“tlrsgine. “I 
tax evasion resulting frum the 
transportation “f cinarrttei rrorn 
low-tax states fur sale in hirbtax 
states. 

Federal lerislation prndinx in 
both the House and the Senate <:aIIs 
for a cooperative federal-state en- 
f”rcrmrnt approach to the problem, 
a solution recommerrdcrl by ACIK. 
The Senate hill, S. 1487, was unani- 
m”usly reported out “f the Senate 
Judiciary Committee “11 .June 21. 
and is awaitinK action “n the Sen- 
ate floor. A similar proposal. H.R. 
8853 was marked up and rewrtrd 
t” the House Judiciary Committee 
hy the Suhcommittrr on (:rimr “11 
June 28. 

At the state IPVCI, action has heen 
taken primarily on two fronts: tare 
tion and enforcement. The Culorad” 
General Assrmhly recrntly used lhe 
sunset pr”crdure t” reduce the 
state’s ciwrette tax from 1513 to 
100 per pack. In late June. a hill 
passed the New York State i\ssem~ 
hly which would alter cigarette 
taxes by reducing the state tax frum 
150 to 146 per pack and eliminat- 
ing the New Y”rk City tax. Legisle 
tiun awaiting action in Massachu- 
setts General Court would IOWCI. 
the state ciwrette tax fr”m 210 to 
176 per pack. Recent propwals to 
reduce c:iparrtte taxes in Tennessee 
,136 to 8~ per pack). and Florida 
,210 t” 170 per pack) were dereated 

As states cuntinue t” seek S”UICCC 
of marginal revenue. however. wei- 
sure is exerted t” increase state CLC- 
arette taxes. Since the preparation 
in 1975 of the C”mmissi”n‘i lep”rt 
Cigarette B”oflrrtiinw: 1% Sfufr unfl 
~edr~rnl Kesporzsibilily, several 
states have acted t” increase cigars 
ette taxes. ‘l‘hesr states include 
Delaware (130 to 140 PCI pack). 
Florida I170 to 210 per pack), India 
ana (60 to 10.50 per pack). and 
Suuth Carolina (60 to 70 wr pack). 

With increased awareness of the 
tax dullar loss due t” hootlegxinz. 
and the growing invulvement of or- 
ganized crime operatives. some 

states are attempting t” stiffen pen- 
alties f”r cigarette h”“tlrKgini: and 
to holster their enforcement efforts. 
For example. the Pennsylvarria 
State Senate recently passed a hill 
to inct.ease the penalty [“or sale with 
intent t” evade the tax thruuqh 
stamp rurgery from a fine of nut 
m”re than $5,000 or imprisunment 
of not m”re than li\,c years. t” a fine 
of not m”rr than $15.OOO plus ,II”JC- 
tutorial costs a,rd imprisonment of 
not m”re than five wars. The Icgis- 
laliun would alin increase the pen- 
alties kbr cigarette sales without a 
license. and for sale of unstamped 
cigarettes. This measure is awaitinc 
action by the Prtlnsylvnnia House 01 
Representativrs. 

Though financially hard-pressed 
several ““rtheaslrln states arc die- 
votirrx substantial sums “f mcinry to 
their cigarette ho”tlcrgingenr”rce- 
ment erforts. Connecticut has placed 
a special investiwtions se&on in 
the state tax department and given 
it the principal assignment of com- 
hating cigarette h”“tlenxinp. 

The New Jersey Di\,ision of Taxa~ 
tiun’s special investigative unit. re 
sponsihle fin controllinc cigarette 
smuepling, since 1972 has increased 
its stall size hy 50% by adding 
20 special agents. 

In New York the approximate 
“utlay fur cifiarette tax wasion in- 
vestipatiun wse to .$I.l~29,000 in 
fiscal 1917. Tax investigators de- 
voted appruximatrly 1X.000 man- 
hours attempting t” control hoot- 
luficinr during that year. 

The Pennsylvania Department of 
Revenue. between fiscal 1913 and 
fiscal 1977. increased its exprndi- 
tures for contraband cirarettr en- 
forcement laws from $6i2.000 to 
$1.191.000 and raised to over 50 thr 
number of special agents assirned 
specifically to contraband cirarette 
enforcement. The Pennsylvania De- 
partment of Revenue is als” “ffering 
a bounty to those individuals wh” 
aid in the apprehension or cigarette 
hootleceers. 

The State of Illinais has begun to 
alter the stamps applied to cirar- 
ettes “n a periodic and unannounced 
basis in order to combat stamp 
c”unterreitiw. 

In Frhruary. North Carolina‘s 

Gov. Hunt announced that his 
state wuuld expand its cuntrahand 
cigarette enr”rcement effurts. These 
pro&ions include increased c”“per~ 
atian between Nurth Carulinn en- 
f”rcement “rri&ls and investigative 
aeents “f “ther states, and the apt 
puintment d a special. hi~h~lrvrl 
agent in the North Carolina Depart- 
ment “r Crime Control and Public 
Safety t” work solely on the dlevel~ 
“pment “f this intrrstate coupera- 
tion. 

ACIR has rcromm~nded that 
states strengthen law enforcement 
efforts. incwase penalties fm illicit 
sale or posscssi”” “f huotlegrrd tie 
srettes. and rntcr int” conperativr 
augments ror detrctinr and wp”rt~ 
irrr unusually large cigarette pur- 
chasw 

A legislative propusal callinc for the 
restructuring and c”ntirruati”n of 
federal assistance t” state and local 
criminal justice activities has been 
unveiled hy thP (‘arter Administra~ 
tion. The prnposal marks the end of 
an extensive review of the Law Ew 
frrrrrmrnt Assiit;rncc i\dministra- 
iion program hy the Administration. 
and more recently hy the staff “f 
Sen. Edward M. Kennedy IMA). 

The pr”p”sal requests a f”ur~year 
authurizatiun for the restructured 
program and reflects a number of 
ACIR pulicy pasitions-particularly 
those related to dccatefiorizati”,,. 
simplification “fadministrative re- 
quirements. and enhancement of 
local porticipatiun in the p~“s~am 
Amonc the chanfics the measure 
pruposes are: 

0 creation within the Department 
of Justice “r the llew Office “f 
.Justice Assistance. Research. 
and Statistics that will coardi- 
nate three new “independent” 
huwaus-the LEAA (assistanceI, 
the Natinnal Institute of Justice 
(research). and the Rureau of 
Justice Statistics (statistics): 

U elimination of many annual 
planning requirements. replacirrz 
them with a streamlined thrre- 
year application cycle; 



has funded a project to study the 
“institutiunalizatiun” of criminal 
justice planning at the slate level. 
The yuar-lang effort by the Na- 
tional Academy of l’ublic Adminis- 
tration is tu address such issues as 
the structural. procedural. func- 
tional. and intercovcrnmt,nt:lI ark 
rangements necessary tcr achieve 
this goal. To date. the \‘ast majority 
uf states have resrrunded lo the 19i6 



After Jawis: 
Tough Questions 

for Fiscal 
Policymakers 

byJohnShannon 
and Carol S. Weissert 

Shock waves of increasing intensity 
have jolted the state-local finance sector 
during the last four years. If their 
severity could be measured on a scale of 
1-to-lo, then the 1975 New York City crisis 
might register a Richter-type reading of 
5, the 1974-76 recession about 8, and the 
1978 passage of Proposition 13-an 
amendment to the California constitution 
sometimes called the “California tax 
revolt” -almost 10. 

While the first two shocks-the New York City crisis 
and the recession-strengthened the hands of the 
fiscal conservatives, the California tax revolt has 
put into effect a four-point action program for 
sharply cutting back state and local government 
taxes. As of July 1, 1978, the California constitution 
provides that: 
Cl No property can be taxed at more than 1% of its 

estimated 1975-76 market value. 
0 No property tax assessment can be increased in 

any one year by more than 2% unless that prop- 
erty.is sold, at which time it can be reassessed on 
the basis of its market value. 

El No local tax can be increased or a new tax imposed 
without the approval of two-thirds of the quali- 
fied voters. 

0 No additional state taxes can be imposed unless 
approved by at least two-thirds of the total mem- 
bership of both houses of the legislature. 

Proposition 13-also called Jarvis-Gann for its 
key sponsors-has become a banner to many, a red 
flag to others. This fascination with Proposition 13 
can be attributed to extensive press coverage, dire 
predictions of doom from many officials, the especial- 
ly binding nature of the amendment, and the fact 
that California is the most populous and, in many 
cases, our most trend-setting state. Immediately fol- 
lowing the vote, “experts” and commentators wasted 
little time in evaluating, criticizing, and predicting 
the “meaning” of Jarvis-Gann. Yet it is the policy- 
makers-particularly at the state and local levels- 
who will determine the meaning and who must re- 
spond to Jarvis and Jarvis-type actions. To do this, 
they must deal with these hard questions. 

Does the Jarvis approach for controlling the 
growth of public spending represent the wave 
of the future? 

Although a wave of Jarvis-type limits is rolling 
across many states-three states now have similar 
measures on the November ballot and several states 
have called, or plan to call, special legislative sessions 
to consider post-Jarvis action-there are several miti- 
gating circumstances which render the California 
situation highly unusual, if not unique. Foremost 
among these was a $5.5 billion state surplus to 
cushion the initial shock of the local property tax 
rollback. This extraordinary surplus, together with 
a well above average property tax burden, a high and 
rising combined state-local tax burden, a strong 
populist tradition, and an unusually rapid growth in 
residential property values in Southern California 
all combined to give explosive support for Proposition 
13. California Assembly Speaker Leo McCarthy 
attributes a major part of the vote to one additional 
cause-one not unique to California-“an anti- 
government feeling-part of a tide of skepticism and 
cynicism.” 

While huge local property tax rollbacks or partial 
assessment freezes appear unlikely in most other 
states, the strong support for Proposition 13 will cer- 



In order t.0 remove these imperfcctiolls from the 
politi<:al m;+rketptacc. tbc political accountability of 
elected officials must be strengthened. Ry so doinr. 
expenditure growth rates can he stowed down with- 
out doing viotencc to ttle concepts of representative 
government. majority rule, and fiscal llexibitity. 
F:xamples of this strmrthrned accountability aI)- 
proacb can he found on both the tax and expenditure 
sides of the fiscal equation. 

A coed example of strengtheninp political ac- 
countability for expenditure decisions is the 197X 
~I’ennessec constitutional amendment that restricts 
state spending to the growth in ttrr state economy. 
‘t’be state te~istature can exceed this limit by a simple 
majority vote. provided it follows a full disclosure 
r~rocedure. ‘L‘his amendment also directed the state 
leeistature (a) to at least partially reimburse local 
governments for state expenditure mandates, and 
(h) to fully fund the first-year cost ol all new state 
programs. In effect. then. it directs the state Iefiisle- 
tore to put its money where its mouth is. 

‘l’he State of Colorado strengthened political 
accountability wtren it indexed the personal income 
tax this year so as to prevent inflation from pushing 
taxpayers into higher tax brackets. Similarly. Ari- 
zona passed a law indexing its deductions, credits. 
and exemptions. ‘l’he ACIIL has recommended this 
action on the grounds that higher income tax rates 
should result from overt state legislative action 
rather than as the silent consequence of inflation. 

Admittedly, these various means for focusing a 
sharper spotlight on tax and expenditure decisions 
wilt come under attack from the hard line fiscal 
conservatives as very “weak ten.” LJnderpinni:iy their 
objections is the firm conviction that elected reprc- 
sentatives can no longer say “no” to all the various 
pressure Azoups-that their hackbones must he stif- 
fened hy replacing a simple majority requirement 



Type of Restriction and Year 

01 Enactment 

Constitutional statutory 

,977 

1978 

1977 

1976 

1978 

1978 

Recent State Restrictions on State Tax-Spending Powers 

Slate 

Colorado 

Michigan 

New Jersey 

TlXlllesSee 

California 

Remarks 

Allows a 7’3, increase in general fund spending with an additional 

4% to reserve fund. Amounts over 11% refunded lo taxpayers. 

lndexation of the state personal income fax to prevent inflation 

from pushing taxpayers into higher tax brackets. 

Budget stabilization fund provided. Percent in excess of 2% of 

adjusted personal income multiplied by previous year general pur- 

pose revenue to determine amount to be depositedin budget stabili- 

zation fund. Withdrawals are provided if there is a decrease in 

adjusted personal incomes 

Spending increase limited lo increase in the state personal income 

(federal series). increase of between 9% and 10% for this year. 

Spending increase limited lo growth in the economy. Increase ap- 

proximately 11% this year. Provisions for full or shared costs for 

mandated programs to local governments. 

Proposition 13 (Jarvis-Ganni, by constitutional revision. provides 

that any changes in state taxes enacted for the purpose of in- 

creasing revenues must be imposed by an act passed by not less 

than two-thirds of all members elected lo each of the two houses 

of the legislature. except that no new Qd valorurn taxes on real 

property or sales or transaction taxes on the sales of real prop- 

erty may be imposed. 

A policy of strengthcninr political accountability 
will also come under fire from the left side of the 
political spectrum. I,ibernls xc apt to uppow some of 
these policies an the wounds that they represent a 
foot in the door for the fiscal conscrvativcs. Many 
liberals believe that the public scclor is still under~ 
nourished. particularly in those ~~rwram areas that 
are of most wncrm to the p00r and minority firuups. 
‘Thus. in their judxmrnt. tax and expenditure quest 
lions should be resolved in favor of meetinK these 
urgent public nerdPnot in fiwrinr out new ways to 
slow down the growttr in state and Iocnl wvcrnment. 

Confronted with Lhrse conflictinfi demands and 
philosophies, many policymakers will opt for the 
middle course-that of slowing down expenditure 
growth rates by stren~thenirrx the politic;d account- 
ability of elected officials. 

When is a state justified in imposing a tight, 
permanent, lid r,n local prcrpcrty l,ax authorities? 





AVERAGE EFFECTIVE PROPERTY TAX RATES, EXISTING SINGLE FAMILY HOMES WITH 

The danger of a California-type property tax 
blowout can be minimized if a state adopts a “five- 
ply” protection plan. While each of the “plys” or 
elements is important on its own, all must be 
combined to provide maximum protection against 
inflation-produced stresses on the property tax. These 
elements include: 

A uniform system for administering the property 
tax marked by: 
Omarket value appraisal of all taxable property: 
q professional appraisers: 
q either strong state supervision of local asses- 

sors or state administration of the tax assess- 
ment system: and 

q the preparation and disclosure of assessment 
ratio findings to enable taxpayers to judge 
the fairness of their assessments. 

A “truth in property taxation” process along 
the lines of the Florida plan that will enable 
taxpayers to fix political responsibility for 
higher property taxes. 
A state-financed circuit-breaker system to 
shield home owners and renters with low and 
fixed income from property tax overload 
situations. 
An intergovernmental “fair play” policy. When 
the state mandates additional expenditure 
responsibilities on local government, it should 
be prepared to help finance the added expendi- 
ture burden. When a state mandates a partial or 
complete exemption from the local property 
tax (such as a homestead exemption), it should 
reimburse the localities for the revenue loss. 
A tax utilization philosophy that rests on the 
premise that a good property tax is a moderate 

property tax. As with any other tax, the heavier 
it becomes, the less obvious are its virtues and 
the more glaring are its defects. A moderate 
property tax should fall in the 1% to 1.5% of 
market value range. Beyond 1.5% of the market 
value. the amber warning light turns on. beyond 
2% the red danger light flashes. If a state as- 
sumes the full cost of welfare and Medicaid 
and at least 65% of the cost of local schools, it 
will probably be able to hold local property tax 
levels below 2% of market value (see map).2 

There is room for guarded optimism about the 
prospects for this five-noint aromam for remedial 
&o&y tax action. L&islaiur& in many states 
may find it far more acceptable than the radical 
surgery alternative prescribed by Doctors Jarvis and 
Gann. If this turns out to be the case. then Proposi- 
tion 13 Day-June 6, 1978-will also become a red 
letter day in the long and troubled history of the 
property tax. 

These recommendations and background supporting them 
are contained in these ACIR publications: The Role of 
the States in Strengthening the Property Tax (A-17), re- 
issued in 1976; State Limitations on Local Tares and ExFx- 
penditures (A-64). 1977: Property Tax Circuit-Breakers: 
Current Status and Policy Issues (M-87). 1975; State 
Mandating of Local Expenditures, forthcoming ACIR re- 
Dart; and The States and Intergouernmental Aid (A-59). 
1977. In addition. ACIR had drafted model state legisla- 
tion in each of the first four areas. 

John Shannon is Assistant Director for Tara- 
tion and Finance and Carol S. Weissert is Informa- 
tion Officer for the Advisory Commission on Inter- 
governmental Relations. 



Proposition 13 and 
California’s System 

of Governance 

by David B. Walker 

Jarvis-Gann means many things to 
many people- a rambunctious populist 
revolt against soaring taxes, uncontrol- 
lable governmental spending, and bur- 
geoning bureaucracies; a racist-inspired 
push to curb programs for the poor; a 
real rejection of big government and its 
spokesmen; a positive affirmation of free 
enterprise precepts; a powerful punishing 
of unresponsive politicians palavering 
endlessly over what to do with mounting 
surpluses; (and) or a major indicator that 
inflation and its governmental revenue 
and spending effects are uppermost in 
the minds of the voting citizenry. 

These various interpretations of Proposition 13 have 
one thing in common: they entail fiscal issues and 
varying attitudes about them. Much less frequently 
have the effects on governmental structures and func- 
tions been raised in the rash of instant analyses that 
has innundated the public since the June 8 tidal 
wave vote for the Proposition. And, probably with 
good reason: the governance of California-that is, 
the complex jurisdictional system wherein the state, 
counties, cities, school districts, and special districts 
render a range of services-was not a prominent topic 
of referendum debate. 

In the immediate wake of Jarvis-Gann’s passage, 
only passing references were made to its possible 
institutional and nonfiscal intergovernmental 
effects. Instead, local officials advanced dire predic- 
tions of drastic service cuts-of reduced fire and 
police protection, of closed schools and libraries, 
of abandoning the old, the defenseless, and the poor. 
Some local jurisdictions made good on some of the 
forecasts. Summer school programs were scrapped 
and thousands of school personnel were given unpaid 
“summer vacations.” Various cities and counties 
instituted “hiring freezes,” and some sent out 
termination notices. Some cut or scrapped their con- 
tributions to their regional councils of governments 
(COGS). Ironically, in some cases, central man- 
agement people (in budgeting, administrative, and 
planning units) faced the brunt of the layoffs, thus 
making it more difficult for local elected officials to 
“engineer” the necessary long-range adaptations to 
Jarvis-Gann. In short, much of the initial reaction 
was to seek out ways to reduce local services in order 
to live within the straitjacket imposed by Proposition 13. 

Talk of “reprivatization,” user charges, and new 
business and nonproperty taxes was also heard, how- 
ever, and it came from those who felt that a more 
balanced mix of new and old revenues as well as 
curtailed services had to be devised if local govern- 
ments were to survive. A few jurisdictions actually 
moved to a system of “fees” for certain services and 
considered new business levies. 

But, most of those who sought a nondrastic ad- 
justment to Jarvis-Gann either waited the word 
from, or descended upon, Sacramento. School district 
spokesmen wanted a major share of the property 
taxes and $2.2 billion of the state surplus. The coun- 
ties sought state takeover of $1.6 billion in welfare 
and health costs, while city representatives asked for 
a second penny of the state’s 6~ sales tax and 
a prorated share of the property taxes. In short, the 
petitions pretty much boiled down to “m-o-n-e-y,” as 
Los Angeles Mayor Tom Bradley described it. 

For somewhat different reasons, the eyes of the 
rest of the nation, including Washington’s, focused 
on the California capitol and the deliberations of 
Gov. Brown and a select six-member legislative 
committee. The latter group, after all, had the tough 
assignment of divvying up the $5 billion state sur- 
plus, the surviving $4.4 billion in property taxes, 



and the $2 billion shortfall from pre-Jarvis-Gann 
property levies. Although the result of these delibera- 
tions would be a stop-gap measure-designed only for 
one year-the decisions reached by the committee 
could well set a precedent or “test the waters” 
for later, more long-term actions. They would be of 
particular interest to a blue-ribbon commission 
headed by former legislative analyst A. Alan Post 
which will investigate long-term questions raised by 
Proposition 13 and make appropriate recommenda- 
tions. 

Many observers felt that the legislative committee 
would simply divide the bulk of the funds on the basis 
of each type of local jurisdiction’s proportion of 
overall local expenditures. Most observers then be- 
lieved a purely public finance response would 
emerge from the “council of elders.” But, they were 
wrong. 

The State Response 

On June 23rd, the legislature approved a sweeping 
package of relief and reform proposals, containing 
fiscal and functional reassignment, and jurisdic- 
tional reform measures. In grappling with the finan- 
cial issue, the select committee and the Governor 
addressed some of the institutional and programmat- 
ic questions that were subsumed under it. 

Fiscally, more than $5 billion in state surplus funds 
was allocated to California’s localities, thus restoring 
all but $2 billion of the revenue lost to these jurisdic- 
tions as a result of Proposition 13. Of nearly equal 
significance, however, was the state takeover of $1 
billion in county outlays for welfare, food stamps, 
and health and the allocation of $125 million in aid 
to the 58 counties for allocation in turn to Cali- 
fornia’s 4,700 special districts and authorities. The 
practical effect of the latter action seemingly is to 
make the districts and authorities dependent on 
local elected governments-a move long sought by 
various governmental reformers (including ACIR). 
The state takeover of the expensive welfare function 
is another significant move in redefining functional 
roles for California’s governments. 

The net effect of this package of moves is to change 
the mix of state and local functional responsibilities 
in a way that some reformers have endorsed for 
years. The impact on special districts will upset 
“public choice” advocates and special district spokes- 
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men, but few others. And, a few have forecast the 
merger by counties of special districts into multi- 
purpose servicing authorities as a way of reducing 
overhead costs and of curbing programmatic “tunne 
vision.” Cities are authorized to levy (or raise) 
charges and to institute certain new revenue raising 
resources. In personnel terms, all local jurisdictions 
are required to freeze salaries for fiscal year 1978-79 
and fire and police services are not to be reduced. 
These mandates could place a heavy burden on 
upcoming local public sector employer-employee ne- 

gotiations, which in turn might trigger changes in 
California’s “meet-and-confer” labor relations statute. 

The immediate legislative-gubernatorial response 
to Proposition 13, then, was more than a purely fiscal 
one. Its authors dealt with complex functional, insti- 
tutional, and personnel questions-all under a dead- 
line and in the shadow of a “fiscal gun.” 

What Now? 

The consensus in Sacramento following the legis- 
lature’s actions was that these were only a begin- 
ning. “Having rescued the state from chaos,” de- 
clared Sen. Albert Rodda, chairman of the select 
committee, “the legislature can now proceed to 
address the problem of total confusion.” 

The extent of the ultimate confusion depends in 
part on what set of revenue forecasts proves accurate. 
There are roughly three broad schools of thought 
among public finance experts and economists. The 
first group, the pessimists, argue that future state 
surpluses will not match the $5 billion that was al- 
located by the legislature. Some estimate the surplus 
at $3 billion next year; only $2 billion the following 
year. Yet the state will be confronted with higher 
welfare and Medicaid outlays, thanks to the fiscal 
responsibility shifts engineered by the select com- 
mittee. All this, plus an expected reduction in the rate 
of California’s participation in federal aid programs 
(by $5.2 billion, according to one study), adds up to 
confusion, real service curtailment, and intensified 
intergovernmental conflict, according to this school 
of not-so-sanguine thought. 

Another group, led somewhat charismatically by 
University of Southern California Prof. Arthur 
Laffer, believes that the tax cut (three-fifths of which 
favors businesses and landlords) will spur business 
investment and private spending, thus leading to an 
increase in public revenues. Laffer predicts an addi- 
tional $3 billion in state revenues (from sales, income, 
and profits taxes) in the first year of Jarvis-Gann. 

A middling group rejects the prophets of gloom, but 
finds the Laffer curve too optimistic; his optimum 
point thesis, an untested opinion; and his forecast of 
revenue gains far too fanciful. Instead, they see 
reduced state-local revenues, but not by the margin 
anticipated by the pessimists; a continuing need to 
make government more effective; and the prospect of 
some service curtailments. 

If this last forecast is accurate, what other efforts 
might be anticipated in the functional and institu- 
tional areas? 
0 One fairly safe guess is that interlocal contracting 

and agreements will increase. These have gener- 
ally been the most popular ways of making 
servicing shifts on a multijurisdictional basis 
because they are voluntary, and an ACIR survey 
in 1972 found that reduced service costs was the 
chief reason cited for entering into such agree- 
ments. At the same time, it can be expected that 



municipal participants in “Lakewood” contract- 
ing arrangements will be even more cost conscious 
than they have been in recent years. 
Another possible result will be an increase in the 
transfer of certain functions from cities to coun- 
ties, given the new posture and program role of 
California’s counties. 
With the state takeover of the bulk of welfare and 
health costs, a different state aid picture emerges 
-one where education is even more ascendant 
than it is now and where other functional areas 
may assume greater importance. In general, it 
seems certain, that local program support, not 
added stimulation, would be the basic purpose of 
these state endeavors and that intergovernmental 
fiscal transfers would assume a larger proportion 
of the budgets of counties, cities, and school 
districts than they do now. 
At first glance, it would seem that California’s 
regional councils and regionalism in general, 
would be in for a very circumscribed future; local 
contributions to COGS are being curbed, dues as- 
signments are being shaved, and the staffs of some 
already are being cut. At the multicounty level, 
the situation is somewhat different, since lack of 
local funds will not be a problem. The big regional 
special districts (chiefly state-mandated), the 
many federally encouraged multicounty districts, 
as well as the COGS, still have either state or 
federal support and the roles they play are 
not insignificant. In this situation, then, perhaps 
the formula that the legislature applied to 
the special districts below the county level will 
be applied to the various units at the multicounty 
tier. But, on what authoritative instrumentality 
would these regional units be dependent‘? Here, 
some novel institution building clearly would 
have to occur. But, a bias in favor of general 
purpose governments has pretty much dominated 
Sacramento’s deliberations thus far, and this 
augurs well for the future. 
With federal assistance, a series of complex issues 
arise. General revenue sharing will become more 
popular, but its tax effort allocational factor will 
cause more pain than ever before. With the large 
federal-local block grants, like CETA and commu- 
nity development, the no-match requirements 
will be viewed in an even more favorable light 
than they have to date. On the other hand, their 
“maintenance of effort” provisions, and the at- 
tempts by federal administrators to reduce local 
attempts at “substitution” will be resented far 
more than they are currently. 
Local policymakers may well begin to grapple 
with the long-term implications of assuming a 
series of new functions in the manpower and 
community development areas, especially if they 
find that there are spin-off local fiscal and 
personnel implications associated with these fed- 
erally encouraged undertakings. 

0 Finally, basic questions of centralization vs. 
decentralization and of “home rule” vs. needed 
state (and federal) action are bound to be debated 
as the shifts in funding and servicing roles 
(mostly upward, but some downward) become 
more clearly understood. 

Conclusion 

The complexity of California’s functional assign- 
ment puzzle, currently under careful examination 
by state and local policymakers as a result of Propo- 
sition 13, is far from unique. In 1974, ACIR found 
that across the country “present functional assign- 
ment patterns are often haphazardly determined on 
the basis of fiscal pressures on state or local govern- 
ments, and numerous federal and state program init- 
iatives, all of which often result in inappropriate and 
conflicting patterns of functional assignment among 
states, regions, and local governments.“’ 

In order to provide a more consistent and logical 
assignment of responsibility, the Commission recom- 
mends that states enact legislation establishing an 
on-going assignment of functions policy and process. 
Such legislation, at the minimum, should authorize 
the state advisory commission on intergovernmental 
relations, or similar entity, to: 

formulate general criteria for assigning new public 
services and reassigning established or expanded 
ones; 
develop on a case-by-case basis specific functional 
classification standards; 
seek the assistance of affected local and state 
government representatives in developing the 
functional classification standards; 
prepare an intergovernmental impact statement 
concerning any assignment or reassignment pro- 
posal affecting state-local delivery systems; 
recommend state constitutional, legislative, or 
where appropriate, local referendum action for the 
assignment of new and reassignment of estab- 
lished or extended functions according to the 
classification standards. 

During the month of June 1978, California moved 
far toward achieving many of ACIR’s proposals for 
improved functional assignment. In the confusing, 
yet clearly not chaotic, period ahead, it is hoped that 
the more analytical, institutional, and long-range 
elements in this proposed ACIR strategy could be 
addressed. If the recent past is prologue, then the 
future of California’s system for delivering and fi- 
nancing of services need not be bleak. 

‘Advisory Commission on Intergovernmental Relations, 
Governmental Functions and Processes: Local and Area- 
wide (Report A-45), Washington, DC, U.S. Government 
Printing Office, February 1974. 

David B. Walker is ACIR Assistant Director for 
Governmental Structure and Functions. 
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The State-Local 
Role in 

Federal 
Economic 

Stab ilization 
by John P. Ross and 
Susannah E. Calkins 

During 1974 the United States economy 
slipped into the worst recession it had 
experienced since the major depression 
of the 1930s. From the fourth quarter of 
1973 until it hit bottom during the first 
quarter of 1975, real gross national 
product (GNP) declined by 6%, from 
$1.24 trillion to $1.17 trillion. The unem- 
ployment rate rose sharply, from 4.8% to 
8.7% in the second quarter of 1975. Infla- 
tion, already high during the previous 
periods, increased from 8.6% to 12.6% by 
the fourth quarter of 1974. Although the 
economy began a modest recovery during 
1975, the improvement was not immedi- 
ately reflected in the unemployment rate: 
it remained at 7.7% for 1976. 

The recessionary impact on state and local govern- 
ments was severe. Cities which had been experiencing 
financial problems before the onset of the recession 
found their fiscal situation growing more hazardous 
every month. Mayors and Governors asked Washing- 
ton for assistance. 

In Washington there was concern about another 
issue-the effect of state and local government ac- 
tions on the national economy. Before the recent 
growth in the size of the state-local sector of the 
economy, state and local actions to cope with reces- 
sion had relatively minor impact on the national 
economy. But now, with the state-local sector ac- 
counting for about 13% of the GNP, actions taken 
by the states and localities could have adverse 
or neutralizing effects upon federal efforts to stimu- 
late the economy. With aggregate state and local sur- 
pluses amounting at times to more than 1% of the 
GNP, the overall position of the state-local sector 
has important ramifications for economic stabiliza- 
tion. Cuts in state-local spending could substantially 
reduce aggregate demand and-increases in state and 
local taxes could withdraw needed purchasing power. 

Congress took action to deal with both state- 
local requests and federal economic stimulation by 
creating in 1976, and expanding in 1977, an economic 
stimulus package of aid to state and local govern- 
ments with three basic components: a Local Public 
Works Program to provide funds for state and local 
public works projects which could be started quickly, 
an Antirecession Fiscal Assistance Program 
(ARFA) to provide unrestricted funds to state and 
local governments with high unemployment rates, 
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and programs under two sections of the Comprehen- 
sive Employment and Training Act (CETA) to be 
used to fund public jobs. 

These three programs had two related, but not 
necessarily identical, purposes. The first purpose 
was economic stimulation. The additional aid dis- 
tributed would allow state and local governments to 
spend more, maintain or improve service levels, hire 
additional employees, and in the process spur aggre- 
gate demand and thus aid the recovery process. The 
second purpose was to provide fiscal support to those 
state and local governments whose finances were 
most severely disrupted by the recession, and at the 
same time prevent those governments from under- 
taking actions which would slow down the recovery 
process. Channeling aid to these particularly dis- 
tressed governments was appealing because it en- 
abled more precise targeting of assistance than the 
more traditional methods of tax cuts or national 
expenditure programs which distribute across-the- 
board stimulus aid. 

Under this package, state and local governments 
assumed the new role of fiscal agents in federal eco- 
nomic stabilization. Recognizing the significance of 
their role, Congress, in the enabling legislation, 
asked ACIR and the Congressional Budget Office to 
examine the relationships between federal fiscal 
policy and state and local governments. The ACIR 
assignment was to determine the advisability of us- 
ing state and local governments as agents of national 
economic stabilization policy and of using federal 
grants-in-aids to stabilize state and local finances 
in periods of severe economic fluctuation. 
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1.0 The Economic Stimulus Package 

The Recession and State-Local Governments 

The first step of the ACIR study was to examine 
the impact of the recession on state and local finan- 
cial behavior. Three maior trends were evident: 
q 

q 

q 

While state and locai governments are still a 
major industry, during the 1970s the rate of their 
expenditure from their own funds slowed down. 
What growth there has been is primarily due to 
federal aid. 
Historically, the flow of federal aid funds to state 
and local governments has grown with no appar- 
ent consistent relationship between the rate of 
that growth and the health of the national econo- 
my. Until 1976, federal aid had not been used for 
antirecession purposes. 
For two decades federal aid has grown at a faster 
clip than state and local revenues raised from their 
own sources. This is particularly true for local 
government. State and local governments are be- 
coming increasingly dependent on federal assis- 
tance. 

The Commission then looked at state and local 
actions during economic downswings and recoveries. 
It concluded that in the past, aggregate state and 
local government actions have not countered federal 
economic stabilization efforts. Specifically, ACIR 
found that: 
0 

q 

q 

q 

State and local governments in the aggregate 
have not contributed to recession. In the aggre- 
gate, their financial actions helped the recovery. 
State and local fiscal behavior has not been a 
major driving force in increasing the present rate 
of inflation. 
While state and local governments are contribut- 
ing to the present recovery, that contribution is at 
a slower rate than in previous recoveries. 
The combination of inflation and recession has 
led to an erosion of the financial position of state 
and local governments in the aggregate. While the 
net effect has not been devastating, some places 
(particularly central cities) with high unemploy- 
ment have suffered real financial distress. 

The study also examined the three components 
of the 1976-77 stimulus package-particularly high- 
lighting the intergovernmental fiscal dimensions. 

The Local Public Works Program. Under this 
program, the Economic Development Administra- 
tion has granted $6 billion to state and local govern- 
ments for capital projects which could be started 
quickly; $2 billion of this amount was authorized 
under the 1976 legislation. Under the May 1977 ex- 
tension of the program, known as “Round II,” 
about $4 billion has been allocated to governments 
by a formula distributing 65% of the funds to 
state and local governments on the basis of the total 
number of unemployed in the state area and 35% 
to jurisdictions with an average unemployment rate I’ 



(over the 12-month period ending in February 
1977) in excess of 6.5% on the basis of the state’s 
share of national excess unemployment. Total 
allocations to governments in a state could not be 
less than $40 million under the two rounds. Ap- 
proval by the Economic Development Administration 
of projects submitted by states and localities was 
considered final at the end of September 1977; ex- 
penditures are made as work on the projects pro- 
gresses. 

The Antirecession Fiscal Assistance Program. 
The program was established under Title II of the 
1976 Public Works Employment Act, and expanded 
and extended in May 1977. It selectively distributes 
emergency assistance in the form of quarterly un- 
restricted grants to state and local governments in 
areas with high rates of unemployment. Under the 
two acts a total of $3.5 billion has been authorized 
through the quarter ending September 30, 1978. 
Through June 30, 1978, $2.8 billion has been paid 
to recipient governments. 

The total amount available for allocation each 
quarter depends upon the national unemployment 
rate for the quarter ending three months earlier. For 
each quarter with a national unemployment rate 
exceeding 6%. a base allocation of $125 million 
is made, plus $30 million additional for each one- 
tenth percentage point by which the rate exceeds 6%. 
No payments are to be made for a quarter if the na- 
tional unemployment rate for the quarter ending 
three months previous, or the rate for the last 
month of that quarter is below 6%. (During the 
first quarter of 1978 the unemployment rate re- 
mained only slightly above 6%.) 

Two-thirds of the national fund goes to local 
governments; one-third to states. The funds are 
allocated under a formula using “excess” (over 4.5%) 
unemployment and the general revenue sharing 
allocation for the recipients. No payments are made 
to any government with an unemployment 
rate of 4.5% or less. The number of governments 
which have received quarterly grants has declined 
from 60% of the total eligible governments for the 
first quarter (ending in September 1976) to 43% 
at present. 

P.ublic Service Employment under CETA. State 
and local governments are provided with funds for 
public service employment under Titles II and VI of 
the Comprehensive Employment and Training Act, 
which was originally enacted in 1973. In response to 
the President’s proposal for a substantial expansion 
of federally funded public service jobs for those who 
find it hard to obtain private jobs, Congress extended 
and expanded the program and provided funds 
amounting to $6.6 billion until the end of September 
1978. 

CETA funds are allocated according to formulas 
spelled out in the basic legislation to “prime spon- 
sors” (governments or consortia of governments) in 
areas with above average unemployment. Funds may 

be used only for public service needs that have not 
been met with local funds and to implement new 
services. The legislation contains provisions designed 
to limit holders of public service jobs to the long-term 
unemployed, or former welfare recipients, or others 
who have difficulty finding private jobs. Programs 
under this title differ from the other economic 
stimulus programs because their primary focus is 
providing jobs for persons residing in specific areas, 
rather than providing funds to state and local 
governments. 

An Evaluation of the Current Program 

The three-pronged Economic Stimulus Program 
represents a decision to use a shotgun approach for 
combating recession and stabilizing state and local 
financial positions. State and local budgets are 
supplemented with a capital component, a personnel 
component, and a general fiscal support component. 
An assessment of each program using six criteria 
illustrates its strengths and weaknesses as a counter- 
cyclical tool. The six characteristics are: timing, 
triggering, reversibility, simplicity, targeting, and 
overall effectiveness. 

Timing. While none of the three programs was 
ideally timed to counter the 1973-75 recession, the 
Antirecession Fiscal Assistance Program distrib- 
uted aid to state and local governments more rapidly 
than the other two programs. Because its allocations 
are computed and made quarterly, the program has 
the potential for the closest coordination with future 
swings in the national economy. 

Because both the CETA programs and the Local 
Public Works Program operate through one-time 
allocations, rather than making allocations at speci- 
fied intervals, they cannot respond quickly to 
changes in the economic situation. 

Despite strenuous efforts made to get the Local 
Public Works Program started as rapidly as possible, 
estimates indicated less than $600 million of the $6 
billion authorized was actually spent before the end 
of fiscal year 1977. More than half of the local public 
works funds will remain to be spent during fiscal 
1979 and 1980, well after the recession has passed. 

The CETA programs were also slow to go into 
operation, primarily due to difficulties in fiiling the 
public job slots with workers who met the legal 
qualifications. In fiscal 1977, CETA spending was 
estimated at less than $500 million. 

Triggering. The method by which a program is 
put into action is called its trigger. It can be either 
a discretionary action such as Congressional enact- 
ment of a grant program, or formula flexibility which 
involves activating the program as an automatic 
response to a prearranged economic signal (such as 
a specified unemployment rate). All three of the 
economic stimulus programs were begun by Congres- 
sional enactments; such enactments tend to lag long 
after the onset of a recession. Only the Fiscal Assist- 
ance Program contains an automatic trigger to 



^ 
,s 

‘.: ‘. , One of the major strengths of 
all three programs is the ability to 
provide funds to areas of high 
unemployment. a*pS’rAT 

authorize funds when the national unemployment 
rate reaches 6% of higher. 

Reversibility. None of the three programs can 
be reversed (cut-off) quickly without adverse effects, 
since each has encouraged state and local govern- 
ments to rely upon the additional amounts of federal 
assistance provided. 

Simplicity of Operation. None of the three is 
simple in its operation or predictable in the amounts 
of money which it makes available to individual 
jurisdictions. The unemployment data by which 
funds are allocated are generally conceded to be 
unreliable for smaller units of government; the 
formulas by which funds are allocated are compli- 
cated and frequently produce unpredictable indi- 
dual allocations. 

Targeting. One of the major strengths of all three 
programs is the ability to provide funds to areas of 
high unemployment. A high proportion of the funds 
go to cities (about 60% of the public works funds, 
40% of the fiscal assistance funds, and a substantial 
percentage of CETA funds). Those large 
cities which are suffering from the greatest fiscal 
stress are receiving high proportions of the funds. Of 
the three programs, the Antirecession Fiscal Assist- 
ance Program is the most highly targeted. 

Targeting to states is greatly influenced by the size 
of the state population. When allocations under the 
total package are examined, California and New 
York have received the largest total allocations 
(about $1.9 billion each through March 1978). 
Wyoming and South Dakota received the smallest 
(about $45 million each). On a per capita basis, 
however, governments in states with the smallest 
populations tended to receive the highest per capita 
amounts (Alaska got $205 and Vermont, $140) due 
chiefly to the $40 million floor for individual states 
under the Local Public Works Program. States with 
the lowest per capita payments (Iowa-$25 and 
Kansas-$28) tend to be those with relatively low 
unemployment rates. 

Effectiveness. The overall effectiveness of the 
economic stimulus package as a countercyclical tool 
is yet to be determined, largely because the majority 
of the money authorized is yet to be spent. It is too 
early to determine the impact of the funds upon the 
economy. 

The ACIR Blueprint for an Ideal 
Antirecession Program 

In April 1978, the Commission discussed the staff 
findings concerning the workings of the present 

economic stimulus package and considered under 
what conditions, or with what modifications, the 
present programs of aid to state and local govern- 
ments should be continued. In more general terms, 
they also examined under what conditions the 
federal government should attempt to accelerate 
state and local government spending as part of its 
antirecession policies. 

The Commission recommended’ a permanent and 
flexible aid policy, or an “accordion-type” aid 
program, that automatically expands to provide aid 
to an increasing number of jurisdictions as unem- 
ployment rises, and automatically contracts to 
provide aid to a decreasing number of jurisdictions 
as unemployment falls. 

The ACIR recommended that Congress initiate 
this policy by making permanent the present fiscal 
assistance program (ARFA) and removing its present 
6% national unemployment rate cut-off provision. 
The program would authorize a permanent quarterly 
national appropriation which would increase as the 
national unemployment rate rises and decrease as it 
falls. Funds for individual jurisdictions would auto- 
matically increase as their unemployment rates rise 
and decrease as they decline. 

In addition, the ACIR recommended placing the 
present public service jobs program and the Local 
Public Works Program on a permanent standby basis 
by providing an authorization for these programs to 
go into effect if the national unemployment rate 
reaches a designated level. The basic appropriation 
for the programs would be increased by a stated 
amount for each 0.5% by which the national unem- 
ployment rate exceeds the trigger. Funds for the 
program and for the governments receiving them 
would thus automatically increase as unemployment 
rates rise and decrease as they fall. 

The recommendations of the Commission were 
based on several considerations. First, it is unrealistic 
to argue that the federal government should not 
involve state and local governments in antirecession 
activities because of the growing importance of this 
sector in the national economy. 

Second, with the programs already in place and 
available for use if another recession comes, they 
would respond automatically to the changing 
economic environment, thus eliminating the lengthy 
period to enact new legislation. A permanent and 
flexible standby program with its automatic response 
to changes in economic conditions at both the 
national and local levels insures that antirecession 
actions will be taken on a timely basis and without 
the delays and political pressures inherent in Con- 
gressional enactment of new programs. 

The current antirecession package of continuing 
general support, with public service jobs and local 
public works on a standby basis, provides more 

lCongressmen Fountain and Brown, Secretary Blumen- 
thal, Gov. Snelling and Mr. Merriam dissented. 



precise geographic targeting than the traditional 
tools of antirecession economic policy, such as tax 
cuts or national spending programs. 

The package can be targeted to those jurisdictions 
suffering the most severe unemployment problems. 
Places with low rates of unemployment will auto- 
matically be dropped from the list of recipient juris- 
dictions, and aid will be concentrated on those places 
with the greatest unemployment problems. The 
actual cutoff rate for individual jurisdictions can 
balance the desire for more precise targeting 
resulting from selection of a higher unemployment 
rate with the need to spread the aid across a larger 
number of jurisdictions. This balance may be 
achieved by choosing a relatively low unemployment 
rate for general support given by ARFA with a 
relatively higher level for CETA and local public 
works. 

A permanent accordion-type program is the best 
way of providing equitable treatment for those 
jurisdictions suffering from long-term secular decline 
as well as those suffering short-term cyclical unem- 
ployment. It is a way to preserve and strengthen an 
aid program that provides needed funds to large, 
financially hard-pressed central cities which fre- 
quently suffer the most severe setbacks from a 
recession. 

The three-part program with general assistance as 
the centerpiece and CETA and local public works as 
standby programs balances the goals of an integrated 
stabilization program directly involving state and 
local governments with the desire to maintain fiscal 
balance within the intergovernmental fiscal system. 
It provides a balanced aid program to state and local 
governments by giving them the additional resources 
necessary for their operations and to become major 
partners in the national antirecession program. 

The State and Local Government Role in 

Fighting inflation 

Congress also asked the Commission to consider 
the “most effective means by which the federal 
government can stabilize the national economy 
during periods of rapid economic growth and high 
inflation through programs directed toward state 
and local government.” 

Until recently the possibility of enlisting state and 
local governments in the fight against inflation was 
almost totally ignored; for example, the mandatory 
price and wage control programs during both World 
War II and the Korean War exempted state and local 
government prices and wages. However, in the past 
decade as the state-local sector began its climb to its 
present share of 13% of the GNP, it became 
apparent that the state-local role could not be 
overlooked. State and local purchases as well as 
their wage decisions can influence or exert pressure 
on prices and wages in the rest of the economy. 

As a result, during the past decade the federal 
government has made sporadic attempts at involving 

state and local governments in anti-inflation efforts. 
Officials of state and localities have been asked to 
consult with federal officials on economic policy; at 
times, they have been asked to exercise voluntary 
restraint, such as the deferral nf new construction 
projects during periods of rising prices. Federal 
grants to state and local governments have been sub- 
ject to federal executive impoundment for reasons of 
economic policy. In 1972, for the first time, state and 
local government prices and wages were made subject 
to mandatory controls during the 1972-74 national 
stabilization program. 

A study of the history of these efforts shows that 
they have received mixed to poor reviews. Mandatory 
involvement, such as controls or executive impound- 
ment of grant funds, has been subject to so many 
objections in the past that it has been ruled out for 
most purposes for the future. 

The ACIR recommended that the federal govern- 
ment establish a voluntary cooperative approach 
involving the state and local governments in national 
anti-inflation policy. This position is a reaffirmation 
of ACIR’s 1970 recommendation that “policymakers 
at all levels of government support effective anti- 
inflation action.” 

The Commission also recommended that when 
inflationary pressures may make it necessary for the 
federal government to inaugurate a program of 
voluntary private wage and spending restraints, the 
President should urge state and local officials and 
public employee union leaders to accept a commen- 
surate slowdown in holding down employee wages in 
their jurisdictions. 

The State-Local Role in Federal 

Economic Stabilization 

Recommendations of the Advisory Commission in 
the area of national economic stabilization clearly 
indicate its position that state and local government 
has a role to play in economic stabilization efforts. 
State and local governments are now an important 
part of the national economic scene. Given their 
increased share of national economic activities, it is 
essential that their cooperation be enlisted so that all 
three levels of government can work together toward 
economic growth within a balanced federal fiscal 
system. 

John P. Ross, former ACIR senior academic resi- 
dent, served as project director and Susannah E. 
Calkins as consultant on ACIR’s study of counter- 
cyclical grants. The Commission’s full report, 
en titled Federal Stabilization Policy: The Role of 
State and Local Government, will be out later this 
year. 



In its meeting April 13, the ACIR 
recommended ttmt Cangres enact 
a yermanent “accordion” type 
federal countercyclical prurrxm. 
collection of unemployment data 
“l2G365EXY for the pro~:ram be 
improved. and the President and 
state and local officials work mow 
closely in developing anti~irlllati~in 
polio.. 

It unanimously attirmed its cow 
traband cigarette enlorcemcnt leris- 
lation recommendation made in 
lY76 and approved the undertaking 
of a stalf research pr,,.ject looking 
at the interpuverrlmerrtal dimen- 
sions in the field OS energy. 

A committee tu examine the 
priorities 01 the Commission was 
established to review varkload. 
staffing. and emerging l~roblems and 
to make recommendati<,ns Sor mect- 
inypresent and Suture priorities. 
The committee, chaired by ACI ti 
Vice Chairman Lynn Cutler. will 
meet in early August and will report 
to the (:ommissiun at its next meet- 
ing, September 14-15, in Washin!zton 

The Commission also considorrd a 
resolution currently beirx reviewed 
in the House calling: for a study of 
the proper rules UC the Scderal. state. 
and local governments in domestic 
programs. It concluded that such a 
study is within the scope oSrespon~ 
sibilities already charged to ACID 
and that iS the Congress and the 
President believe greater emphasis 
should be placed on these issues. tbe 
Cummission’s staff should be used 
in the research eflort and aux- 
mented as necessary. 

LJuring the second day OS the 
meeting. the Commission met with 
President Carter and his key domes- 
tic stalf to discuss the Administra- 
tion’s urban policy proposals and 
the possible roles for the ACIR 
during the implementation phases. 

survey Shows hwitary Withholding 
improved Administration and Compliance 

In 15’5. ACtR made a series of 
recommendations urging federal 
laws be amended to allow state and 
local taxation of military pay in the 
same manner as nonmilitary pay. 

One OS these recommcndatiutls was 
that withholding of state and local 
income taxes from military pay be 
instituted. In urging withholdinr. 
the Commission argued ttrat tax 
compliance would be made easier 
and thr costs OS administration 
would be reduced. 

In IY77, withholdinK of stat,e ins 
come t~xe5 Srom military pw was 
initiated. According to a recent sur- 
vey conducted by ACIR and .John 
Bowmnn. Associate Prolessor in the 
School OC I’ublic and Environmental 
Affairs at Indiana University. the 
Cummission‘s urodictiuns have 
proved to be true. 

A majority of the 33 state tax 
officials responding to the survey 
indicated that the adminictratiun of 
taxes applying to military personnel 
has imvrovrd. Such imurovemenl 

mjxhhl be expected due lo the fact 
that states no longer have to track 
down those who claim their state as 
their legal residence. Under the 
new system the military employee 
declares his home state and the 
appropriate state income taxes are 
withheld by the service and 
remitted to the state. 

Likewise, most of the respondents 
felt that withholding improved mili- 
tary compliance with state income 
taxes by removiw the ambiguity 
regarding a military member’s tax 
obligation that existed in the 
absence ofwithholdin~, thus mak- 
ing payment of taxes easier and 
nonpayment more difficult. 

One additional problem remains. 
however, and that involves the 
selection of the serviceman’s legal 
state OS residence or “dumicilF.” 
Many servicemen apparently choose 
states Sor legal residence which do 
not have an income tax or which 
exempt military personnel from 
their income tax. 

Indeed. ACIR’s report. entitled 
Stale Taxation of Mililury Income 
and Slow Sales, concluded that 
“available data suggest strongly (if 
not unequivocally) that many mili- 
tary personnel~particularly higher 
paid personnelppcrceive the tax 
advantages available under current 
state income tax laws as they apply 
to the military and that sipnilicant 
numbers take advantage of the 
opportunity to avoid state income 

taxes through domicile selection.” 
The recent survey-plus additional 

work by Bowman alone-substaw 
tiates that conclusion. This work 
indicates that since 1974 there has 
been a stead\, shift away from states 
which impose taxes on military and 
toward states which do not. From 
1974 to 1977. the 21 jurisdictions 
which Sully tar military pay experi~ 
aced large relative declines in mili- 
tary personnel who claim their 
states as their domicile. States 
with lull military pay exemptions. 
gained local residents over the same 
period Bowman Sound that the 
relationship between military domi- 
cile shifts and the tax status OS 
military was hipbly sinnificant. 

While this car&d choice of domi- 
tile is not surprising in view of the 
fact that it is in the militarv wri<n,‘s 
self interest, the yuestivn of its 
appropriateness as a matter of 
public policy remains. The military 
personnel now trave preferential 
treatment not available to others. 
ACtH recommends that this prefers 
ence be eliminated and that mili- 
tary active duty pay be taxed under 
the same jurisdictional rule that 
applies to all nonmilitary income. 

Financial Management Project 
wans Bi115, Work* with states 
With recent calls Sor reduced public 
spending and rrasscssment of sov- 
ernmental priorities has come an 
increased awarerrcss of the need for 
good financial management at the 
state and local level. 

ACIH has recently stepped UP its 
eflorts trr provide assistance to 
states in ttris key area. thanks to a 
IiUDsupported project now under- 
way. The project, entitled State 
Initiatives in Local Financial 
Management Capacity-Building, 
has drafted or revised 19 model state 
bills in the area OS financial man- 
a~ement. These bills. now ready for 
distribution, include: 
0 establishment of a consolidated 

state-administered pension 
system; 
state compensation to local 
government for state-owned 
property: 
oreventine and controllinr local 
government financial emergencies: 
state regulation of local ac- 



counting, auditing. and finan~ 
cial reportinK; 

U indexatiun of state individual 
incOme taxes; 

q intergovernrnrntal cooperation 
in tax administration: 

0 pooled insurance: 
0 Duhlic deposits and investments 

of idle funds; 
I7 removal of constitutional 

restrictions on state burrowinr; 
17 state aid administration; 
0 state constitutiunal restrictions 

on local harrowing powers; 
0 state supervisiu” and assistance 

to local debt issuances: 
0 state budlaetinx and appru~ria~ 

tiu” uf federal moneys e”terinp 
the state: 

!,I authurizatio”. disclosure, and 
restriction of local I,roperty tax 
rata and Irvics; 

0 citizen partic:ipation in the 
budget pr”cuss; 

U legislative notes on the fiscal 
impact on lucnl govurmnrnt uf 
state legislative action; 

Li repeal uf constitutional restrict 
tions u” local taxing puwcrs: 

u state mandates: and 
0 state review US. and assistance 

to. local retirement systems. 
Efforts arc now underway t” 

identify implementation needs and 
opportunities. to encourage the 
states to consider various model 
bills. and tu provide assistance in 
tailoring them to meet state and 
local conditions. I” addition. ACIH 
will coordinate efforts brinr undcr- 
take” by the National Governors’ 
Association. National ConSerence 
of State Lerislatores, and the 
Municipal Finance Officers Asso- 
ciatiorl to conduct research and/or 
provide technical assistance in 
financial marraecment, usi”e ACIK 
model legislation as the point of 
departure. 

More information on this project ar 
the bills are available up”” request. 

Small Cities, state I”ce”tiYe* 

Wayne F. Andersm. ACIK &ecu- 
tive Director. testified before the 
Subcurnmittrr on the (Tity of the 
House Cummittrr on Hankinr. 
Finance, and Urban Affairs. May 

16, on ways the federal g”vrr”me”t 
can respond to the diverse needs of 
small cities. 

Anderson noted the prevelance of 
small cities by pointing out that 
48:i of all municipalities. town- 
ships. and special distric:ts have five 
or fewer employees. Overall, b<z said. 
x0:, of all I,,cal $pvernments 
(including school districts) employ 
less than 50 workers apiece. ‘l’hese 
“small local c”ver”me”ts need 
help.” he said. One OS the ways to 
provide that trrlp is through 
substate regional orwnizations. 

He encouraged the subcommittee 
to endurse a u”ifie,d federal aid 
policy toward substatr distri<:ts. 
Such a policy is contained i” the 
Inter~ouerr~menlul Coordination 
Act 011977. mo,rc powlarly 
known as the Maw,usr,“-Ashley 
bill. This hill provides t,hat there he 
a prime rcfiional courrcil in each 
substate district with the authority 
to work with other fiovernmental 
bodies arid resolve questions or 
determine the most efficient mea”5 
to meet locally deriwid regional prim 
“rities and strateries. 

ACIR Assistant IXrector, <John 
Shannon testified on June 2X helore 
tt,c senate 1”tergo”er”me”tal Ilela- 
tions Subcommittee considurinr: 
the Administration’s incentive 
rrant proposal to <,ncourage states 
to develop and implernerrt state 
community conservation and 
drvelopmerrt strategies. 

While not speaking specifically to 
elements of the i”c:e”tive trrant 
pr”p”suls. Shannon did pres?“t 
recent Commission findings that he 
Salt micht prove helptul in the 
subcommittee’s deliberations. 

Orle set of findings dealt with 
central city-suburban economic 
disparities across the 27 states con- 
taining X5 SMSAs. Thrse figures 

Id indicate that the most severe central 
city-suburban income disparities are 
found in the states located in the 
northcast quadrant OS the United 
States. New .Jrrsey was ranked 
first. meaning it had the largest 
suburban income advantage over 
central cities as a percent of ;rd- 
justed resident personal income. 
Missouri was second. fulluwed by 

Massachusetts. Ohio. and Micbirm”. 
Thus, said Shannon. if the Cow 
fires decided tu use such a” India 
tar in its formula for auardirlg 
state incentive grants. most of that 
aid would KU to thr nort,heast and 
northern midwest. 

Shannon also presented a SC”TV 
card “f the states according to 
the progressivity or rexressivity 01 
their state-local tax syst,ems. Only 
four states are prut’ressivt. (Srw 
York, Idaho. Orero”, and Califur- 
“ia): seven are what l(:IR calls pro- 
portionate; 2i are regressive. 

A third measure discussed by 
Shannon involved what is called the 
fiscal euwalizing ~)awcr of state 
rxprrrditurr projirnms. bawd “11 
“squ;rlizetiotr” outlays or state 
exwnditures o” whlic wrlfxe. 
Medicaid. schuuls. urha” aid and 
gc”cral revenue sharinrr. IJsinx this 
mcasurc. Alaska, Hawaii. Delaware. 
New Mexico. and New York show 
up as highly equalizing. 

ACIK Executive Director Wayne F. 
Anderson and Assistant Directnr 
David B. Walker presented papers 
and served as resources recently in 
Italy and Australia. 

Anderson participated in the 
secund Wurlrl Cunferenw uf the 
Association of Centres for Federalist 
Studies in Valley of Aosta. Italy, 
.lune 27-30. 

Walker prcscntr,d a ,,aper at the 
fifth national seminar held in 
Canberra. Australia. May 16 IYTX. 
His topic was “American Local 
Gnrrnment in a New System of 
Inter~overnmrntal Kelatinns: Con- 
tinuity. Change. and Challerrges.” 

Commission Member New* 

0 V,,rmer South Dakota Gov. 
Richard Knriu, member of 
ACIR since 1974. is now US. 
Ambassador to Sincapore; 

0 Maryland Speaker .lohn Hanson 
Rriscue has announced his 
retirement Srum the legislature: 

0 Richard Riley is the Democratic 
carldidato for Governor of South 
Carolina. 



ker x,rl I)aw” (‘lark Nets& 
tk~bbs~hl~~rrill t‘<,.. :i W 57th 
Strut. Nvw York. NY lOOl!f. ilO. 

Financing Stat,t* and I.wal Gov- 
ernments, :3x1 cd. by .Janw 
A .M;xw~~ll a”d .J. Richard Arctn- 
co”. Hrwkincs Institutio”. 17ii 
Massachusutts ;\venur. X\.W.. 
Washincton. I~)(‘ 20036. lf;rrd~ 
cover. $ LO.95; wper. ‘.,t.!J5. 

Federal Funds Rudgetary and 
Appropriation Practices in 
State Gwvmment, hy th<. Na- 
tional Associatiorr of State Hudget 
Officers. (:ounGl of State <:uv- 
ernments, Jrarr Works I’iku. lxx- 
ington. KY 40578. $3 

Federally Assisted Areawide 
Planning: Need tn Simplify 
Policies and Practices t(;GU- 
7&241. 11.X General Accou”t,irrp 
Office, Distrihutia” Scctiun. 
Iloom 4522, 411 C Street. N.W.. 
Washinrto”. IX 2054X. Free for 
wver”me”t officials, libraries. 
faculty. and students; $1 li,r the 
wnwnl public. 

State Employer Lehor Relations, 
Courrcil of State Gwern- 
me”&. lrorr Works J’ike. Lexine- 
ton. KY 405, I. $:l.fjO. 
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The Chairman of the Ad- 
visory Commission on Intergovern- 
mental Relations has determined 
that the publication of this periodical 
is necessary in the transaction of the 
public business required by law.of this 
Commission. Use of funds for printing 
this periodical has been approved by 
the Director of the Office of Man- 
agement and Budget through April 
30. 1979. 
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