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Executive Summary 

A nalysts of intergovernmental affairs have 
long suggested that states are capable of 

emerging as the primary architects of compre- 
hensive development policies to alleviate ur- 
ban and rural decline. States have begun to 
develop and implement a variety of fiscal and 
functional reforms directed to meeting the 
needs of distressed urban and rural communi- 
ties-a distinct departure from their past quies- 
cence in these fields. This report, the first of 
four annual reports,* is an effort to catalogue 
and explain state efforts to aid distressed 
communities. 

TOWARD A STATE-LOCAL 
DISTRESSED COMMUNITY 

POLICY AGENDA 

This volume reviews the progress the states 
are making in assisting distressed local govern- 
ments in five policy areas: (1) housing; (2) eco- 
nomic development; (3) community develop- 
ment; (4) fiscal reforms; and (5) local self-help 
programs. Within these five areas, 20 state 
activities have been identified by state and 
local officials as significant indicators of state 
urban performance. As such, the indicators 

*The 1979 precursor to this report, The States and Dis- 
tressed Communities: Indicators of Significant Actions 
(NAPA/ACIR, Washington, DC, 19791, established the feas- 
ibility of the indicator development process. The 1979 ef- 
fort is not comparable to the current publication. 



should be  considered priority items on the 
states' community assistance agenda. 

The 20 indicators of state urban performance 
were developed by polling state and local offi- 
cials. The survey findings uncovered a con- 
sensus as to the most important actions that 
states might take to aid distressed local units. 
Thus, the indicators represent the core of a 
state distressed community policy agenda that 
would prove acceptable to a wide variety of 
state and local officials. 

The existence of a general consensus on 
meaningful state community aid actions, how- 
ever, should not obscure significant cleavages 
in local opinion. Analysis of the indicator pref- 
erence poll data suggest considerable divisions 
in local priorities regarding state actions to 
assist distressed local governments. Where 
small town officials emphasize the importance 
of state actions enhancing local self-help cap- 
abilities, representatives of central cities favor 
development activities that would be expected 
to spur revitalization of depressed metropol- 
itan neighborhoods. By contrast, urban county 
officials support general purpose housing and 
development programs that might be used to 
good effect in either central cities or smaller 
towns. 

These interlocal divisions suggest that state 
governments are likely to be hard-pressed to 
formulate community and policy prescriptions 
that are equally acceptable to county, munic- 
ipal, and central city officials. The indicator 
preference poll findings suggest that while state 
urban policy preferences agreed fairly well 
with the preferences of all local officials, state 
priorities match those of smaller municipalities 
and distressed central cities only weakly. It 
should be  noted, however, that disparities of 
interlocal preference are ever more severe 
than are state-local differences. The portrait 
that emerges is one of the state as mediator: 
state community aid policy preferences reflect 
state efforts to meld conflicting local priorities 
as well as the state's community aid agenda into 
a single local assistance strategy. 

REGIONAL PATTERNS 

The indicator analysis confirms earlier ACIR 
and NAPA findings relative to regional patterns 
of community assistance. The states located in 

the northeast quadrant of the nation have dis- 
played the most interest in targeting functional 
aid programs to distressed communities, par- 
ticularly in the areas of home rehabilitation 
and economic development. By contrast, the 
New England and mid-Atlantic states have been 
the least likely to take action to reduce local 
fiscal burdens. Instead, the southern, western, 
and midwestern states have taken the lead to 
broaden local taxing capabilities, and to dis- 
tribute revenue sharing funds and education 
aid to assist needier jurisdictions. 

Finally, the indicators suggest that state gov- 
ernments have permitted a significant devolu- 
tion of authority to local governments to deal 
with community disttress. Forty-nine states have 
authorized local governments to establish rede- 
velopment or renewal agencies, most of which 
exercise significant bonding, planning, and em- 
inent domain powers. Similarly, 34 states have 
broadened local taxing abilities to enable the 
use of sales or income levies, while 11 states 
have expanded significantly local governing 
powers through the enactment of discretionary 
authority legislation. This expansion of local 
powers to permit distressed communities to 
more effectively address their problems is a 
highly significant trend in state-local relations. 

The Housing Indicators 
The housing indicators (see Table 1 ,  items 

1-4) suggest that the states are implementing 
programs to increase housing opportunities for 
low and moderate income individuals. Virtu- 
ally all of the housing finance and home reha- 
bilitation programs operated by state housing 
finance agencies (HFAs) are directed to house- 
holds with incomes at or below the state medi- 
an income. Forty-two states operate single- 
family programs and 31 states operate multi- 
family programs. 

While the thrust of single and multifamily 
state housing finance assistance programs is to- 
ward helping needy individuals, some states 
have introduced elements of geographic target- 
ing into home rehabilitation aid programs. 
Nineteen states have employed this approach in 
their home rehabilitation grant or loan pro- 
grams, while 16 states have adopted targeted re- 
habilitation tax incentives to encourage upgrad- 
ing in designated geographic areas. While these 
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efforts are found nationwide, they are more 
likely to be employed in the northeast and 
least likely to be found in the south. 

The Economic Development l ndicators 

The economic development indictors (Table 
1 ,  items 5-9) confirm earlier findings that the 
states have sought to improve local economies 
by attempting to provide significant financial 
inducements for private commercial and indus- 
trial expansion. While the majority of state 
economic development programs are available 
statewide, 13 states target site development aid 
to distress areas, while another 11 states target 
financial assistance. 

Relatively little targeting is found in the area 
of small business development. Of the 44 states 
with small business development programs, on- 
ly eight have tied small business assistance 
programs to the problems of community dis- 
tress and redevelopment. 

Customized job training programs, which 
train labor pools to meet the needs of incoming 
industries, have been adopted by 42 states. 
These programs are directed at individuals 
rather than geographic areas. While 47 states 
issue industrial revenue bonds to spur local de- 
velopment, such programs are targeted in only 
five states. Targeted economic development 
programs are most prevalent in the northeast 
and least common in the west. 

The Community Development 
l ndicators 

State aids for community development activ- 
ities (Table 1, items 10-11) tend to take the 
form of modest grants distributed on a statewide 
basis in fixed ratio to local development ex- 
penditures. Twenty states offer targeted com- 
munity development aid in the areas of water 
and sewer, street, road, public buildings as 
well as recreation and transit facilities improve- 
ments. The southern and western states have 
been the most active in this area. In many 
cases, the targeted effort represents a matching 
contribution on behalf of certain localities for 
additional federal aid. 

Some 1 4  states have begun neighborhood im- 
provement programs. The northeast and north 

central/midwest regions have the largest 
number of these programs. 

The Fiscal Reform l ndicators 

The fiscal reform indicators (see Table I ,  
items 12-16] suggest that state efforts to equal- 
ize interlocal fiscal disparities have been mild- 
ly successful. State-local revenue sharing and/ 
or tax sharing programs have been adopted in 
49 states; in 23 states, these funds have been 
disbursed to reduce the gap between poorer 
and wealthier communities. Generally, the 
moderately equalizing effects of state-local 
revenue or tax sharing programs have been 
achieved through the enactment of aid formu- 
las which distribute revenues on tthe basis of 
local population. Similarly, state education fi- 
nance reforms in 18 states have produced lim- 
ited reductions within state disparities in per- 
pupil expenditures. 

The state record has been positive in the area 
of local social service cost reduction. Some 27 
states have assumed 90% or more of local wel- 
fare costs. In a reform of a more recent vintage, 
1 2  states reimburse local governments for cer- 
tain costs associated with state-mandated pro- 
grams. Additionally, 16 states improve local 
access to credit markets, principally through 
debt financing and bond banks. 

As the fiscal indicators show, the northeast 
states, as a group, have done less to alleviate 
interlocal fiscal disparities than have states 
in other regions. 

The Local Self-Help Program l ndicators 

The local self-help program indicators (Table 
1, items 17-20) suggest that the states are enact- 
ing reforms which have enhanced local abili- 
ties to address decline problems. Twenty states 
authorize local use of tax increment financing, 
and 49 states have authorized the creation of 
redevelopment or renewal agencies. Local 
governments are permitted to levy either sales 
or income taxes in 34 states. Eleven states have 
provided significant functional and fiscal dis- 
cretionary authority to their local governments. 

The north central/midwest states have been 
most active in enhancing local self-help capa- 
bilities. They are followed closely by the 
southern and western states. 



I ntroduction 

F ederal assistance to distressed communities 
has been well chronicled. The policymaker 

or urban affairs analyst can check off federal 
programs to aid local communities without hes- 
itation: UDAG, CETA, CDBG and so on. How- 
ever, community development, economic as- 
sistance, housing aid and other programs can- 
not be undertaken by the federal government 
alone. Instead, these are intergovernmental en- 
terprises which, because of their legal, fiscal, 
administrative, and programmatic powers vis- 
a-vis local goverments, depend heavily on the 
states in order to be successful. Curiously, 
though, despite the states' long-standing role in 
this area, their actions have not been compre- 
hensively catalogued, analyzed or assessed. 

States have an important role to play in as- 
sisting their local jurisdictions, particularly 
those experiencing economic hardship, physi- 
cal decay, and fiscal stress: 

.They are the sole source of authority en- 
abling local governments to tackle their 
structural, functional, and fiscal problems. 
They alone possess legal power to inter- 
vene and to direct localities to act in cer- 
tain ways or to end interlocal impasses. 

.They serve as mediators between local 
units and the federal government and be- 
tween their local jurisdiction and other 
states. 

.They have the opportunity to play a neg- 
ative role through using their powers to 
obstruct, undermine, and even veto various 
intergovernmental programs. 



Still, state-local aid efforts targeted to dis- 
tressed areas remain in their formative stages. 
For example, an ACIR report written nearly 
two years ago remains pertinent today: 

State governments, for the most part, 
only now are entering the implementa- 
tion phases relative to local (commun- 
ity) aid programs. To date, the states' 
achievements have been modest at best 
in terms of effecting quantifiable im- 
provements in community conditions, 
but a framework for future endeavors 
has been established. The true test will 
come over the next several years, as 
more and more states attempt to carry 
out . . . newly established local aid 
programs.. . . 

Given this fact, an  examination of the states' 
community aid role and an assessment of local 
aid programs appears desirable. 

In 1979, the U.S. Advisory Commission on 
Intergovernmental Relations (ACIR) and the 

National Academy of Public Administration 
(NAPA) at the request of the Office of Com- 
munity Planning and Development of the U.S. 
Department of Housing and Urban Develop- 
ment (HUD) determined that it was feasible 
and useful to develop a state-by-state matrix 
of indicators of state aid to distressed com- 
munities.2 

While methodological differences prevent 
direct comparison between the 1979 and 1980 
efforts, this report, the first of four annual vol- 
umes, revises and expands upon the 1979 feasi- 
bility study. The report tries to identify the key 
activities states can initiate to help distressed 
areas and the extent to which they have been 
undertaken. Before any final judgement can be 
made regarding the impact of these state pol- 
icies on distressed communities, additional ma- 
terial from the states and more feedback from 
state and local officials is needed. Future vol- 
umes will attempt to evaluate how well state 
policies to aid distressed areas have actually 
worked. 

FOOTNOTES Printing Office, May 1979, p. 8. 
2For purposes of the 1979 and 1980 studies, distressed com- 
munities are defined as any areas (various types of gen- 

'U.S. Advisory Commission on Intergovernmental Rela- era1 units of local government including rural, urban, and 
tions, State Community Assistance Initiatives: Innovations suburban places) which are declining or in need in rela- 
of the late 70's, M-116, Washington, DC, U.S. Government tion to other areas of the state. 



Methodology 

AN OVERVIEW 

T o determine what kinds of programs states 
have made available to their distressed com- 

munities, it was first necessary to establish the 
significant areas of activity. This report repre- 
sents a combination of three discrete tasks: 

I) developing program area indicators that 
would most accurately reflect the most im- 
portant areas of state aid to distressed 
communities, 

2) establishing criteria to distinguish pro- 
grams specifically targeted to distressed 
communities from those available state- 
wide, and 

3) collecting individual program area infor- 
mation state by state. 

The information for each of these three areas 
was obtained from consultation with experts, 
survey research, and review of secondary 
source data during 1979 and 1980. 

The general state program areas in which dis- 
tressed communities were being aided are: (1) 
housing, (2) economic development, (3) com- 
munity development, (4) fiscal and financial 
management assistance, (5) local self-help cap- 
ability. Within these areas 20 individual in- 
dicators were chosen, such as single-family 
home construction or mortgage loan program 
(housing) or state issuance of industrial rev- 
enue bonds (economic development). 

A criterion for targeted programs was given 
for each of the five major program areas. (See 



Exhibit 1.) The matrix in Table 1 shows those 
state programs targeted to distressed communi- 
ties that fall within each of the 20 indicator 
areas. The steps involved in the choice of indi- 
cators are detailed in the following. 

Developing the Indicators of State Aid 
to Distressed Communities 

The 1980 indicators of state distressed com- 
munity performance represent the culmination 
of a two-year process of consultation with state 
and local officials, academics, and other urban 
policy specialists. As such, the indicators are 
representative of the most significant actions 
that states might undertake to aid distressed 
areas, and should be viewed as activities 
deserving high priority on the states' agenda. 

The initial list of indicators was developed 
pursuant to the 1979 feasibility study which pro- 
vided the model for the current report. The 
1979 indicator development process consisted 
of a three-stage effort encompassing a thinkers' 
session, a modified Delphi questionnaire pro- 
cedure,l and a follow-up workshop. Some 
30 practitioners and experts were consulted in 
the development of the 1979 indicators. 

The 1980 NAPA l ndicators Survey 
The 1980 report reflects an attempt to refine 

and broaden the indicator selection procedure. 
In order to ensure that the listing reflected a 
range of state and local practitioner prefer- 
ences, NAPA mailed questionnaires to some 
300 state, county, and municipal officials. Par- 
ticular care was taken to ensure that the sam- 

Exhibit 1 

TARGET CRITERIA 

I. HOUSING 

State program must be directed primarily to persons with low or moderate incomes, or 
to communities or neighborhoods with substantial concentration of low income families 
or substandard dwellings. 

II. ECONOMIC DEVELOPMENT 

State program must be directed primarily to communities with (a) substantial out- 
migration of population or industry, (b) above-average unemployment or underem- 
ployment, or (c) an insufficiently diverse economic base. 

I l l .  COMMUNITY DEVELOPMENT 

State program must give priority (a) to communities or neighborhoods where public 
facilities are obsolete, lacking, declining or under-developed, (b) to areas which are 
experiencing rapid industrial and population growth, and (c) to areas where capital or 
community development needs exceed financing and maintenance capabilities. 

IV. FISCAL AND FINANCIAL MANAGEMENT ASSISTANCE 

State programs must seek to alleviate revenue and expenditure burdens of fiscally 
pressed communities where the tax base is inadequate and the per capita income is 
below the state average. 

V. ENHANCING LOCAL SELF-HELP CAPABILITIES 

State legislation/authorization must assure that substate general purpose governments 
are legally equipped to address the fiscal and development problems of distressed 
communities. 



Table 2 

INDIVIDUALS PARTICIPATING IN THE 1980 
ACADEMY INDICATORS SURVEY1 

Affiliation 
State Official 
Local Official 

Urban County/County League 
Municipal/Municipal League 
Hardship City 

Total Local Official 
N=119 

Number Percent2 
52 44% 

SOURCE: Academy staff compilation 
'Includes only those persons responding to the indicators questionnaire by July 7, 1980. 
2Rounded to the nearest percent. 

ple reflected a diversity of urban views. The 
local portion of the sample included: 

the chief executives of the 55 jurisdictions 
identified as "hardship cities" by Richard 
Nathan and Charles Adams,* 
the executive directors of all state munic- 
ipal leagues, 
the executive directors of all state county 
associations, and 
the community development directors of 
those urban counties in which the Nathan- 
Adams hardship cities are located. 

Similarly, the state sample was structured to 
reflect the views of both legislative and execu- 
tive branch staff. Thus, NAPA surveyed the 
directors of all state departments of community 
affairs (DCAs), as well as the principal staff 
member of the legislative research agency of 
each state. The distribution of survey respon- 
dents by state, county, or municipal affiliation 
is displayed in Table 2. 

The NAPA questionnaire (reproduced in Ap- 
pendix A) asked respondents to select 20 activi- 
ties from a list of 35 that represented "the most 
important indicators of state commitment to 
aiding distressed areas." The list included the 
20 indicators selected for the 1979 study, as well 
as 15 activities identified during the 1979 selec- 
tion process as significant state-local aid ef- 
forts. The 20 indicators receiving the most votes 
were included in the 1980 listing. 

Survey Findings 
The survey findings suggest the existence of 

an overall consensus as to the most salient in- 
dicators of state urban performance; each of 
the 20 top-ranking indicators received a major- 
ity of the votes cast. Similarly, the %-indicator 
preference ranking calculated for the entire 
respondent group correlates highly with the 
preference ranking calculated for all local re- 
spondents (Kendall's tau beta = .85)3 as well 
as with that calculated for all state respondents 
(Kendall's tau betta = .77). In addition, the 1980 
survey results appear to validate the 1979 pro- 
cess. Of the 20 indicators selected for the 1979 
report, 16 merited inclusion in the present 
study. 

With regard to content, the 1980 preference 
rankings (reproduced in Appendix C) suggest 
that state and local officials are most favor- 
ably disposed toward the adoption of state aid 
mechanisms that will bring tangible, short-term 
improvements to local infrastructures. Thus, 
state grants or loans for local capital improve- 
ments, housing rehabilitation, and industrial 
development scored well across all respon- 
dent subgroups. A second category of preferred 
programs included state efforts to reduce local 
fiscal distress, as evidenced by the strong sup- 
port for state-local mandates reimbursement 
and revenue sharing programs. A final theme 
is the endorsement of state actions which 
strengthen local self-help capabilities. Both 



state and local officials endorsed state enact- 
ment of statutes giving local units significant 
discretionary powers and authorizing the crea- 
tion of local redevelopment agencies. 

DIVISION OF LOCAL OPINION 

The consensus detailed above, however, 
should not obscure significant cleavages in 
local opinion. Rank order correlations com- 
puted for the indicator preference rankings of 
the county, muicipal, and hardship city sub- 
groups suggest considerable divisions in local 
priorities regarding the states' distressed com- 
munity policy agenda. The most pronounced 
division is found between the preference 
rankings of municipal and hardship city offi- 
cials (tau beta = .25). While both groups react- 
ed favorably to certain indicators of state 
urban performance (notably state-local rev- 
enue sharing, home rehabilitation, and capital 
improvement programs) municipal officials fa- 
vored enactment of state actions strengthening 
local powers. By contrast, hardship city officials 
emphasized development activities that would 
be expected to spur central city revitalization 
(neighborhood aid, small business develop- 
ment and preferential siting efforts). 

Similarly, the preferences of county officials 
correlated only modestly with those of munic- 
ipal officials (tau beta = 39) and hardship 
city respondents (tau beta= .48). A comparison 
of preference rankings for all three groups sug- 
gests that urban county officials favor enact- 
ment of state aid activities that might be uti- 
lized both in large cities and small towns. 
Hence, county officials support general pur- 
pose housing and development programs, 
rather than state aid efforts that might be con- 
strued as favoring either central cities or less 
urbanized jurisdictions. 

STATE-LOCAL CONSENSUS AND DISSENT 

The cleavages discussed above suggest that 
state governments are likely to be hard-press- 
ed to formulate urban policy prescriptions that 
are equally acceptable to county, municipal, 
and central city officials. Previous NAPA and 
ACIR studies have suggested that the states 
have confronted this difficulty by attempting 
to enact broad-based programs that appeal to a 
variety of local interests. Rank order correl- 
ations calculated from the 1980 preference 

rankings confirm this view. While state policy 
preferences correlated fairly well with those of 
all local officials (tau beta= .60), the correla- 
tions were more modest when state preferences 
were compared with those of each of the local 
subgroups. The rank order correlation between 
state and municipal preferences was approx- 
imately .48, while that between state and 
hardship city preferences was approximately 
.39. The correlation between urban county and 
state preferences was slightly stronger 
(tau beta= .52). 

The data indicate, then, that state urban pro- 
gram priorities match those of smaller munic- 
ipalities and distressed central cities only 
weakly. Still, it should be noted that disparities 
of interlocal preference are even more severe 
than are state-local differences. The portrait 
that emerges is one of the state as mediator: 
state distressed community policy preferences 
reflect state efforts to meld conflicting local 
priorities as well as the state's urban agenda 
into a single local assistance strategy. 

Developing the Target Need Criteria 
Exhibit 1 lists the target criteria employed to 

determine whether the state urban assistance 
activities are directed toward distressed com- 
munities. A separate criterion has been devel- 
oped for each of the five categories of urban 
aid discussed in the report: housing, economic 
development, community development, fiscal 
reform, and enhancement of local self-help 
capabilities. The criteria were developed by 
NAPA and ACIR staff on the basis of comments 
supplied by respondents to the NAPA indica- 
tors survey. 

It should be noted that the need criteria have 
been drafted to conform with recent national 
policy objectives in the area of urban affairs. 
Thus, the criteria endorse the view that dis- 
tress is best alleviated by aid programs tar- 
geted explicitly to communities in need. Com- 
ments received on draft target criteria, how- 
ever, indicate that this belief is challenged by 
a substantial minority of state and local offi- 
cials. These officials subscribe to the alterna- 
tive view that aid programs are best directed to 
regions and individuals that will put the assis- 
tance to the most productive use, thereby pro- 
ducing a "spillover" or "trickle-down" effect 
that will ultimately benefit needy communities 



and population groups. Officials endorsing 
this approach, then, favor home ownership 
programs benefiting middle to moderate in- 
come families, or community and economic 
development efforts directed to regions be- 
lieved to have high growth potential. 

A comparison of the merits of targeted and 
trickle-down assistance approaches, however, 
is beyond the scope of the current report. 
Rather, the study is premised on the acceptance 
of targeting as an effective response to com- 
munity distress. The criteria adopted for the 
study represent an effort to recognize the valid- 
ity of a variety of targeting approaches: to dis- 
tressed communities, neighborhoods, or, in 
some cases, individuals, although the primary 
emphasis is on distressed communities. 

Obtaining State Program Information 

Questionnaires requesting information con- 
cerning state aid to distressed communities for 
each of the 20 indicators were mailed to com- 
munity affairs and legislative research agen- 
cies in all of the 50 states. (The survey form is 
reproduced in Appendix D).  Returns were ob- 
tained from a total of 42 states during 1979 and 
1980. Survey information was supplemented 
by secondary materials (see Bibliography). Ad- 
ditionally, ACIR has begun to compile legislat- 
tion and information from the states describing 
relevant programs. This information can be pro- 
vided upon request. 

Scope of Analysis 

Except in the areas of housing and customized 
job training, the list of indicators focuses pri- 

marily on those activities directed towards 
helping distressed communities. The report 
does not address activities directed at individ- 
uals such as income maintenance, health and 
social services, and other human service pro- 
grams initiated by states or funded by the 
federal government and passed through state 
agencies.4 Such research is beyond thescope of 
this volume. The state policies listed in this 
analysis will, of course, in the long run help 
people in distress through improvements in the 
capacity and resources of local governments. 

Also excluded from the list were state admin- 
istrative and discretionary actions which gov- 
ernors, other state officials, and courts can 
take to help target programs. While these ac- 
tions could conceivably have a major impact 
on distressed areas, time constraints and the 
limited availability of reliable information 
required that the list be focused on direct, con- 
scious policy actions on the part of state legis- 
latures. 

CONCLUSION 

The authors have tried to err on the side of 
caution in their analyses of the data and hope 
their readers will do likewise, The area cov- 
ered in this report is vast and varied. Although 
at this point the research should be regarded 
as exploratory rather than definitive, it is our 
hope that investigations over the next three 
years, and feedback from readers of this re- 
port, will yield a clearer picture of the nature 
and the results of state actions in behalf of dis- 
tressed communities. 

FOOTNOTES 

'The Delphi technique is a method whereby individuals 
considered expert in a field can debate issues anonymous- 
ly. The study is conducted by mail through several rounds 
of questionnaires; generally, the Delphi promotes con- 
vergence of opinions, although it may highlight the basis 
for disagreement. 

*See Richard P. Nathan and Charles Adams, "Understand- 
ing Central City Hardship," Political Science Quarterly, 
Vol. 91, No. 1, Spring 1976, pp. 47-62. The variables used 
in constructing the Nathan-Adams hardship index are: (1) 
unemployment (percent of the civilian labor force unem- 
ployed); (2) dependency (persons less than 18 or over 64 
years of age as a percent of total population); (3) educa- 

tion (percent of persons 25 years of age or more with less 
than a twelfth-grade education; (4) income level (per cap- 
ita income); (5) crowded housing (percent of occupied 
housing units with more than one person per room); and 
(6) poverty (percent of all families below 125% of low- 
income level). 

3All tau beta coefficients cited in the text have been round- 
ed to the nearest percent. See Appendix B for precise co- 
efficient values. 

4While the emphasis of this report is primarily on state pro- 
grams, it should be recognized that it is often impossible to 
distinguish whether federal funding might be a part of a 
state program. For a discussion of the pass-through issue 
see ACIR, Recent Trends in Federal and State Aid to Local 
Governments, M-118, Washington, DC, U.S. Government 
Printing Office, July 1980. 





State Actions 

F ive of the most important policy areas in 
which states can aid their distressed com- 

munities are housing, economic development, 
community development, fiscal assistance, and 
the enhancement of local self-help capabilities. 
This section examines 20 specific program indi- 
cators within these categories ranging from sin- 
gle-family home construction to local govern- 
ment discretionary authority. The matrix in 
Table 1 should be consulted for a state-by-state 
overview for all program indicators. 

I. HOUSING INDICATORS 

Housing production and improvement are a 
vital part of distressed community develop- 
ment. According to the majority of state and 
local officials surveyed, targeted housing pro- 
grams should be directed at persons with low 
or moderate incomes, or at communities or 
neighborhoods with substantial concentrations 
of low income families or substandard dwell- 
ings. 

While few housing programs are geograph- 
ically targeted, a majority of the states offer 
assistance to low or moderate income famil- 
ies.' All 38 members of the Council of State 
Housing Agencies (CSHA) provide some form 
of aid to this group. According to ACIR esti- 
mates, an additional six states can be said to 
target housing assistance to needy persons.2 

State housing programs have grown, and fi- 



nancing increased, despite declining federal 
support. 1977 and 1978 figures show an im- 
provement in state production records. Be- 
tween September 30, 1977, and December 31, 
1978, CSHA members financed over 160,000 
units. During the same period, the median num- 
ber of units financed by a state HFA increased 
from 5,750 to 8,075.3 

In addition to the CSHA figures, a 1979 ACIR 
staff compilation shows 42 states to have estab- 

lished state housing finance agencies with two 
more (Washington and Florida) permitting 
their departments of community affairs to ad- 
minister federal Section 8 Rental Assistance 
efforts to low and moderate income families. 
Both Alabama and Louisiana passed legislation 
in 1980 authorizing a state housing finance 
agencye4 

Ohio and Oklahoma have been omitted from 
the targeted housing programs listed in Table 6 

Table 3 

STATE HOUSl NG Fl NANCE AGENCIES 

Council of State 1979 ACIR Staff 1980 Legislation 
Housing Agencies Compilation of Authorizing State 

Membership State Housing Housing Finance 
1978/1979 Finance Agencies Agencies 
(38 States) (44 States) (2 States) 

Northeast 
Connecticut X X 
Maine X X 
Massachusetts X X 
New Hampshire X X 
Rhode Island X X 
Vermont X X 

Delaware X X 
District of Columbia 
Maryland X X 
New Jersey X X 
New York X X 
Pennsylvania X X 

North CentraVMidwest 
Illinois 
l ndiana 
Michigan 
Ohio 
Wisconsin 
Iowa 
Kansas 
Minnesota 
Missouri 
Nebraska 
North Dakota 
South Dakota 

I SOURCE: ACl R staff compilation. 



as have Alabama, Arizona, Kansas, Louisiana, 
and North Dakota. Oklahoma has authorized 
a number of home finance programs, but has 
not implemented any of them. The Ohio Hous- 
ing Development Board has been enjoined 
from undertaking direct home construction and 
rehabilitation finance activities, pursuant to a 
1976 ruling of the Ohio Supreme Court. A pro- 
posed state constitutional amendment to permit 

finance activities was subsequently defeated in 
a 1977 referendum, thus restricting the housing 
development board to issuing seed money 
loans to nonprofit developers. The Alabama 
and Louisiana programs have yet to be imple- 
mented while Arizona, Kansas, and North Da- 
kota do not have housing finance agencies or 
programs comparable to those in other states. 
Most of the housing finance programs can be 

the use of state bonding authority for home found in the northeastern and western states. 

Table 3 (cont.) 

STATE HOUSING FINANCE AGENCIES 

Council of State 1979 AClR Staff 
Housing Agencies Compilation of 1980 legislation 

Membership State Housing Authorizing State 
1978/1979 Finance Agencies Housing Finance 
(38 States) (44 States) Agencies 

South 
Alabama X 
Arkansas X X 
Florida X 
Georgia X X 
Kentucky X X 
Louisiana 
Mississippi 
North Carolina X X 
South Carolina X X 
Tennessee X X 
Virginia X X 
West Virginia X X 
Oklahoma X 
Texas X 

West 
Arizona 
New Mexico 
Colorado 
Idaho 
Montana 
Utah 
Wyoming 
California 
Nevada 
Oregon 
Washington 
Alaska 
Hawaii 



- - 

Table 4 

UNITS FINANCED BY STATE HOUSING FINANCE AGENCIES, 
CUMULATIVE DATA BY STATE, 1978 and 1977' 

Units Financed Units Financed 
State As of 12/31 /78 As of 9/30/77 

New York 
New Jersey 
Massachusetts 
Minnesota 
Michigan 
Virginia 
Illinois 
Rhode Island 
Kentucky 
Missouri 
West Virginia 
Connecticut 
California 
Pennsylvania 
Wisconsin 
Tennessee 
Vermont 
South Dakota 
Maryland 
Colorado 
Maine 
Oregon 
Utah 
Alaska 
Georgia 
Hawaii 
Iowa 
New Hampshire 
Delaware 
Idaho 
Wyoming 
Nevada 
North Carolina 
Montana 
New Mexico 
South Carolina 
Ohio 

Total Units Financed 
Median Number of Units Financed 

llncludes only those units financed by members of the Council of State Housing Agencies. Forty-one states had created state HFAs by the 
close of 1978; the HFAs of 37 states were council members. 

21ncludes units financed by the New York State Housing Finance Agency under the supervision of the New York State Division of Housing 
and Community Renewal, the New York State Urban Development Corporation, and the New York City Housing Development Corporation. 

31ncludes units financed by the New Jersey Housing Finance Agency and the New Jersey Mortgage Finance Agency. The 1977 CSHA 
data has been amended to include an estimated 800 units financed under the Mortgage Finance Agency's Neighborhood Loan Program. 

'The data include units insured under the state mortgage insurance program for single-family housing. Five thousand units were insured 
as of September 30. 1977; 6,500 units were insured as of December 31, 1978. 
V977 data have been amended in accordance with a 1,356 unit reduction in a subsequent estimate of multifamily units financed by the 
Maryland HFA. 

6Agency operations curtailed because HFA enabling statute ruled invalid by the courts. 
SOURCE: AClR staff compilation based on data provided by Council of State Housing Agencies, 1977 Annual Report, Washington, DC, 1978 
and 1978 Annual Report. All CSHA figures are approximate; the above figures should be read with this knowledge. 



Table 5 

SINGLE-FAMILY HOUSING FINANCE ACTIVITY BY STATE HFAs 
BETWEEN SEPTEMBER 30,1977 AND DECEMBER 31,1978' 

State 

Single- Family Units Percent 
Units Financed between Financed Between Single Family 
9/30/77 and 12/31 /78 9/30/77 and 12/31 /78 Units 

New York 23,126 0 0% 

New Jersey 20,769 17,800 85.70 

Massachusetts 2,645 0 0 

Minnesota 2,616 2,616 100.00 
Michigan 1,400 1,400 100.00 

Virginia 5,988 3,876 77.38 

Illinois 869 0 0 

Rhode Island 10,600 8,500 80.19 

Kentucky 6,371 5,100 80.05 

Missouri N /A N /A  N / A  

West Virginia 4,281 3,390 79.19 

Connecticut 932 434 46.57 

Pennsylvania 2,335 0 0 
Wisconsin 2,830 0 0 

Tennessee 2,104 1,461 69.44 

Vermont 2,6562 2,482* 93.45 
South Dakota 3,995 3,430 85.86 

Maryland 701 3 3623 51.64 

Colorado 1,629 91 8 56.35 

Maine 4,300 2,900 67.44 

Oregon 4,200 4,000 95.24 

Utah N/A  N / A  N / A  

Alaska 2,000 2,000 100.00 

Georgia 4,730 2,200 46.31 
Hawaii N /A N / A  N / A  
Iowa 3,500 3,500 100.00 
New Hampshire 2,682 2,500 93.21 
Delaware 3,040 1,767 58.13 
Idaho 1,405 1,162 82.70 
Wyoming 2,500 2,500 100.00 
Nevada 695 485 69.78 
North Carolina 0 0 0 
Montana 40 1 267 66.58 
New Mexico 0 0 0 
South Carolina 645 0 0 
Ohio 0 0 0 

Total 133,658 76,835 57.49 
N=34 

llncludes only those units financed by members of the Council of State Housing Agencies. Forty-one states had created state HFAs by the 
close of 1978; the HFAs of 37 states were council members. 

21ncludes 6,500 units insured under Vermont's mortgage insurance program for single-family housing. 
31ncludes single-family units rehabilitated under the state's home rehabilitation finance program. 
SOURCE: ACl R staff compilation, based on data provided by Council of State Housing Agencies, 1977 Annual Report, Washington, DC, 
1978 and 1978 Annual Report. All CSHA figures are approximate; the above figures should be read with this knowledge. 



Table 6 

TARGETED HOUSING PROGRAMS 

State and 
Region 

United States 

Northeast 
Connecticut 
Maine 
Massachusetts 
New Hampshire 
Rhode Island 
Vermont 
Delaware 
Dist. of Columbia 
Maryland 
New Jersey 
New York 
Pennsylvania 

North CentraVMidwest 

Illinois 
Indiana 
Michigan 
Ohio 
Wisconsin 
Iowa 
Kansas 
Minnesota 
Missouri 
Nebraska 
North Dakota 
South Dakota 

Single Family 
Housing 

4 1 

Multifamily Rehabilitation Rehabilitation 

Housing Finance Tax l ncentive 

3 1 19 16 





Single Family Home Construction 
or Mortgage Loan Program: 41 States 

The state and local officials surveyed indicat- 
ed a distinction should be made between the 
provision of single and multifamily home con- 
struction or mortgage loan programs. Single 
family programs are more prevalent. In fact, 
the improvement of the HFA finance record 
can be largely attributed to an increased em- 
hasis on the financing of limited-risk, single 
family units, a trend which has enabled these 
agencies to more effectively tap the tax exempt 
bond market for housing capital. According to 
the Urban Institute, almost two-thirds of all 
HFA financing was used for single-family hous- 
ing during 1978.5 

.Twenty-three states have a single-family 
mortgage purchase program (Alaska, Ar- 
kansas, California, Connecticut, Georgia, 
Idaho, Iowa, Kentucky, Maine, Minnesota, 
Montana, Nevada, New Hampshire, New 
Jersey, New Mexico, North Carolina, Ore- 
gon, Rhode Island, South Dakota, Utah, 
Vermont, Virginia and Wisconsin). 

Colorado, Delaware, Kentucky, Nevada, 
Oregon, Vermont, Virginia and West Vir- 
ginia have single-family loans-to-lenders 
programs. 

Direct single-family construction and loan 
programs are available in Hawaii, Mary- 
land, Missouri, South Dakota, Virginia, 
West Virginia, and Wisconsin. 

Other types of loans and financing are 
provided by Florida, Massachusetts, Mich- 
igan, Minnesota, South Carolina, Tennes- 
see, Texas, and Wyoming6 Illinois, In- 
diana, and Mississippi also offer mort- 
gage financing. New issues for single 
family mortgages were made available 
by Delaware and Iowa. Vermont has a 
mortgage insurance program. 

Multifamily Home Construction or 
Mortage Loan Program: 31 States 

To date, state governments have been less 
likely to subsidize multifamily units than sin- 
gle family homes for low and moderate income 

families. The rapid escalation in rental housing 
costs has proved the primary obstacle to sub- 
sidizing multifamily development projects. 
Successful efforts often require additional sub- 
sidies to ensure that rent levels remain within 
the means of target households.7 To date: 

Twenty-three states have established loan 
programs for multifamily rental develop- 
ment (California, Colorado, Connecticut, 
Hawaii, Idaho, Illinois, Kentucky, Mary- 
land, Massachusetts, Michigan, Missouri, 
Montana, Nevada, New Jersey, New York, 
Oregon, Rhode Island, Tennessee, Utah, 
Vermont, Virginia, West Virginia, and Wis- 
consin). 

.Many of the same states assist in multi- 
family housing construction and develop- 
ment (California, Colorado, Connecticut, 
Hawaii, Maryland, Massachusetts, Nevada, 
New Hampshire, New York, and South Da- 
kota. 

Multifamily mortgage purchase programs 
are administered by Kentucky, Maine, 
Utah, and Wisconsin. 

Florida, South Dakota, and Utah have 
multifamily housing bonds; Delaware al- 
lows low interest mortgages; New Hamp- 
shire and Pennsylvania provide loans and 
grants; and South Carolina offers subsi- 
dized rentals. 

Housing Rehabilitation Grants or 
Loans: 19 States 

Housing rehabilitation activities are more 
prevalent in the northeast and midwest than in 
the south or west. Targeted and nontargeted 
alike, these programs are of recent vintage, 
and have achieved only modest production 
records. An exception has been the Minnesota 
Housing Finance Agency rehabilitation finance 
program which operates on a statewide basis. 
By the end of 1978 the program funded the re- 
habilitation of over 20,000 units. The Minnesota 
rehabilitation finance effort, like those of Ver- 
mont, Virginia, and North Carolina, is a state- 
wide effort, designed primarily to improve the 
energy efficiency of dwellings upgraded under 
the program. 

Of the targeted programs, the 19 state efforts 



tend to be  limited in scope. A number of them 
involve some federal funding. 

The targeted home rehabilitation initiatives 
mounted by Colorado, Illinois, and Maine 
represent federally funded pilot programs 
for rural areas. 

F lo r ida ' s  use of state funding for home re- 
habilitation is limited to small grants for 
localities participating in the neighborhood 
housing services program launched by the 
Neighborhood Reinvestment Corporation, 
a nonprofit organization. 

Some state programs are primarily directed at 
major urban areas. 

New Mexico's home rehabilitation pro- 
gram is restricted to Albuquerque, while 
Oregon's effort is limited to Portland. New 
York State's program is largely directed at 
New York City although the state also has 
small grants used to defray the expenses 
of community groups which provide hous- 
ing rehabilitation services in depressed 
neighborhoods. Similarly, New Jersey 
provides rehabilitation funding both for 
inner city areas and other localities. 

In other rehabilitation efforts: 

Pennsylvania  and Massachusetts offer 
state-executed home rehabilitation pro- 
grams; Pennsylvania's initiative is restrict- 
ed  to f ive communities,  while Massa- 
chusetts '  Neighborhood Improvement 
Program has been limited to six target 
neighborhoods. 

Iowa, Nebraska and Wisconsin provide 
housing rehabilitation loans. West Virgin- 
ia's loan program is directed at coal mining 
and energy short areas. 

Connecticut gives grants to municipalities 
for the financing and acquisition of blight- 
ed structures. The Maryland Housing Fund 
provides for single and multifamily 
housing rehabilitation. Oregon constructs 
and rehabilitates homes for low income 
elderly. South Dakota established a new 
housing improvement program during 1980. 
Hawaii and Michigan have active rehabil- 
itation programs. 

Housing Rehabilitation Tax I ncentive: 
16 States 

Sixteen states have enacted tax incentives to 
spur statewide home rehabilitation. These mea- 
sures include tax credits, abatements, exemp- 
tions and deferrals.8 

Florida, Rhode Island, and Wisconsin of- 
fer rehabilitation tax credits. 

California has enacted tax deferrals for 
rehabilitated properties in urban conserva- 
tion areas. Connecticut offers tax defer- 
ments and reimbursement incentives. Min- 
nesota has a deferment program. 

.Indiana, Missouri, Montana, Ohio, and 
Pennsylvania provide tax abatements. 

Tax exemptions for residential improve- 
ments in blighted areas are available in 
Iowa, Massachussetts, New Jersey, New 
York (primarily New York City), and Ore- 
gon. 

In Connecticut, Indiana, Mssissippi, New 
Jersey, Ohio, Oregon, Pennsylvania, Rhode 
Island, and Wisconsin eligibility for home re- 
habilitation tax relief is contingent upon adop- 
tion by the local governing body. 

II. ECONOMIC DEVELOPMENT 
INDICATORS 

State efforts to attract industry and com- 
merce are numerous and varied. Inducements 
include financial assistance and tax incentives 
or services like job training and technical assis- 
tance. State policies range from targeted and 
controlled growth to indiscriminate "smoke- 
stack chasing." 

Opinions vary concerning the utility or op- 
timal content of state economic development 
measures. Some economists have questioned 
the value of publicly provided financial incen- 
tives, targeted and nontargeted alike. In their 
view, these programs have very little impact on 
the locational decisions of firms, particularly 
on an interstate basis. On the other hand, intra- 
state development patterns are thought to be 
affected by targeted inducements.9 

States, nonetheless, perceive economic de- 
velopment incentives to be quite beneficial, 



TARGETED ECONOMIC DEVELOPMENT PROGRAMS 

Industrial 

State and Site Financial Job Small Revenue 
Region development Aid training Business Bonds 

United States 13 12 42 8 5 

Northeast 
Connecticut 
Maine 
Massachusetts 
New Hampshire 
Rhode Island 
Vermont 
Delaware 
District of Columbia 
Maryland 
New Jersey 
New York 
Pennsylvania 

North Central/Midwest 
l llinois 
Indiana 
Michigan 
Ohio 
Wisconsin 
Iowa 
Kansas 
Minnesota 
Missouri 
Nebraska 
North Dakota 
South Dakota 





with 32 states having established a state-spon- 
sored industrial development authority.10 
While relatively few state programs are tar- 
geted to distressed communities, the current 
recession and worsened local plight has result- 
ed in states becoming more conscious of the 
concept of targeting.ll 

To ease the worsening plight of communities 
suffering from outmigration of population and 
industry, unemployment and a narrow eco- 
nomic base, states have instituted different 
kinds of targeted programs. In response to the 
NAPA indicators survey, state and local offi- 
cials identified the following economic de- 
velopment program areas to be the most ef- 
fective: site development and state financial 
aid for industry and commerce, customized job 
training, small business development, as well 
as state issuance of industrial revenue bonds. 
Tax incentives were considered less helpful. 

In general, state-targeted economic develop- 
ment programs appear more prevalent in the 
northeast, south, and north central/midwest 
states than in the west. 

l ndustrial and Commercial Site 
Development Efforts: 13 States 

Technical assistance, direct state develop- 
ment and state designation of industrial sites 
are considered to be some of the more impor- 
tant features of targeted state industrial and 
commerical development programs by state 
and local officials. In the 13 states which have 
established site development assistance for 
distressed communities, most of the programs 
are limited and directed to particular urban 
areas or for technical assistance. 

Alabama, Arkansas, Georgia, Kansas, New 
York, and Tennessee provide limited tech- 
nical assistance to eligible communities. 
These state programs are relatively limited 
in finance and duration. 

.The programs offered by Minnesota, Mis- 
sissippi, and Nebraska offer small grants 
for certain urban site development projects. 
Alabama, Indiana, New Jersey, and Penn- 
sylvania have limited site development 
programs. In the case of New Jersey, small 
matching grants are given to local develop- 
ment groups in distressed areas. 

In 1978, Connecticut began to target grants 
for mini-industrial parks to distressed com- 
mumities. In 1979, the New York-New Jer- 
sey, Port Authority chose six possible in- 
dustrial park sites in blighted urban areas 
in the two states in a ten-year $1 billion 
program. Eight other states are listed as 
having state-owned industrial park sites: 
Alabama, Hawaii, Mississippi, New Hamp- 
shire, New Jersey, Oklahoma, Rhode Is- 
land, and Tennessee.12 Maryland has also 
indicated activity in industrial park de- 
velopment. 
Conway Publications lists 17 states as hav- 
ing an incentive program to establish in- 
dustrial plants in areas of high unemploy- 
ment. These are California, Connecticut, 
Maryland, Massachusetts, Minnesota, Mis- 
souri, Nevada, New Jersey, New York, 
North Dakota, Ohio, Oregon, Pennsyl- 
vania, Tennessee, Vermont, Washington, 
and West Virginia.13 

Targeted industrial and commercial site de- 
velopment programs are distributed among the 
northeast, midwest and southern states. The 
western states have not been as involved in 
such efforts. 

State Financial Aid for Industrial or 
Commercial Development: 12 States 

Twelve states provide targeted financial aid 
for industrial or commercial development in 
the form of state loans, loan guarantees, in- 
terest subsidies, and grants. The northeastern 
states predominate in this area: 

The Illinois Industrial Development Au- 
thority, created by the legislature in 1961, 
is empowered to make development loans 
to industrial firms relocating to, or expand- 
ing within Illinois. The loans are targeted 
primarily to high unemployment areas. 
Massachusetts has concentrated its facil- 
ities development funding programs in 
areas experiencing economic stagnation 
and underemployment. The Community 
Development Finance Corporation pro- 
vides venture and equity capital to local 
development corporations (LDC) ; a state 
network was recently established to rend- 



er further technical assistance to LDC staff. 
The Massachusetts Industrial Mortgage 
Insurance Agency provides loan guaran- 
tees to expanding industries, targeting its 
activities to high unemployment areas. 

l Minnesota, like Massachusetts, provides 
venture capital to community development 
corporations active in poverty areas. The 
Minnesota effort, the first such program 
in the nation, extended its operations to 17 
communities during 1978. 

l Ohio, Pennsylvania, and Texas provide in- 
dustrial facilities loans to local develop- 
ment agencies active in distressed commu- 
nities. The Pennsylvania program is tar- 
geted to high unemployment areas, while 
the Texas effort is directed to rural areas 
experiencing population stagnation or out- 
migration. 

l Similarly, Tennessee provides loan guar- 
antees on industrial machinery and equip- 
ment for firms located in areas of the state 
suffering from inadequate economic 
growth, generally small towns and rural 
areas. 

In three states, general industrial develop- 
ment assistance programs are accompanied by 
targeted facilities development: 

The Kentucky effort is a relatively modest 
grant-in-aid venture which returns coal sev- 
erance tax revenues to certain coal mining 
communities in the form of funds for in- 
dustrial development. 
New York and New Jersey jointly autho- 
rized a $400 million industrial facilities tar- 
get effort during 1978. Administered by the 
Port Authority of New York and New Jer- 
sey, it is intended to generate some $600 
million in additional private investment 
over a ten-year period for central city 
areas. 

Two other states provide assistance for indus- 
trial and commercial facilities development: 

l Connecticut offers matching grants for in- 
dustrial improvement in business areas re- 
ceiving federal renewal assistance. 

@Nevada has instituted a $5 million loan 
fund to promote industrial and commercial 
expansion in economically depressed 
areas. 

Customized Job Training: 42 States 

An ideal situation for a distressed community 
would be one where industrial development 
proceeds in tandem with customized job train- 
ing. The supply of a trained labor pool to meet 
the particular needs of incoming industry 
would encourage industrial relocation as well 
as ensure placement for participating individ- 
uals. 

This approach has its drawbacks, unfortu- 
nately. As a recent Council of State Planning 
Agencies' study points out, 

. . . one reason enterprises which are 
operating in depressed areas often do 
not hire solely from the local labor 
pool, or from those most in need of 
work, is that these applicants have less 
education, fewer skills, and insuffi- 
cient work experience. Hiring them 
may mean higher unit labor costs. In 
that case, requiring local residents to 
be hired can impose such added costs 
on an enterprise that it will no longer 
be sufficently profitable. Thus a pro- 
gram designed to make capital avail- 
able to underfinanced but competitive 
ventures may find itself with no invest- 
ment opportunities if it requires these 
hiring practices.14 

For this reason, although many states provide 
training programs to attract industry, they are 
generally focused on the needs of employers 
rather than on the requirements of distressed 
communities. Targeted state job training pro- 
grams are directed at individuals rather than 
geographic locations in the 42 states which have 
enacted programs to encourage training of the 
hard-core unemployed.15 

In addition to the lack of targeting to dis- 
tressed communities, other problems connected 
with job training programs are the absence of 
state program planning and limited private in- 
dustry involvement.16 Suggested remedies in- 
clude better coordination, and offering firms 
financial incentives for hiring employees with 
particular employment or income characteris- 
tics. The Massachusetts Occupational Informa- 
tion Coordinating Committee and the South 
Carolina Technical and Comprehensive Educa- 



tion program are two of the few efforts aimed 
at better coordination.17 

Small Business Development: 8 States 

It is generally recognized that small busi- 
nesses can be helpful to the economy of an 
area in that they create the most new jobs and 
bring the profits back into the community. 
Also, according to the Council of State Plan- 
ning Agencies, it has made political sense to 
support small business. To quote a Council of 
State Planning Agencies' publication, 

Indeed almost all elected officials and 
candidates for office routinely extol the 
virtues of the small entrepreneur who 
turns an innovative idea into a thriving 
business. Politicians also criticize gov- 
ernment for making it too difficult to 
start a new business today.18 

Unfortunately, it is difficult to provide effec- 
tive assistance to small businesses because of 
their diverse character and location as well as 
high failure rate. These may be some of the 
reasons why only eight states have been able 
to develop policies actually fostering small busi- 
ness development in distressed communities 
even though all states but Delaware, Idaho, 
Nevada, South Carolina, South Dakota, and 
Wyoming offer some general assistance to small 
businesses.19 Of the targeting states: 

California encourages loans to firms creat- 
ing employment opportunities in distressed 
areas. 
Connecticut's Urban Jobs Program provides 
working capital loans to small businesses 
in distressed municipalities. 
Florida provides interest free loans for 
businesses in designated blighted areas. 
Illinois has targeted its preferential pro- 
curement program for small businesses 
primarily to firms located in high unem- 
ployment areas. 
The Louisiana Small Business Develop- 
ment Fund is directed to alleviate econom- 
ic hardship in blighted areas. 
Maryland's Small Business Financing De- 
velopment Authority assists firms in areas 
needing economic stimulus. 

8 New Jersey offers loan credit to firms lo- 

cated in economically underdeveloped 
areas. 

8 Washington's effort lies in the area of re- 
search: the state's Small Business Office 
is conducting studies on the utilization of 
small businesses in revitalizing econom- 
ically depressed areas. 

l ndustrial Revenue Bonds: 5 States 

Most states issue some kinds of tax exempt 
bonds on behalf of private industry to stim- 
ulate economic growth. The sites or facilities 
purchased by means of state bonds are sold or 
leased to the private party at lower cost than 
offered commercially. The returns from the 
sale or lease are used to pay for the amortiza- 
tion and interest of the bonds. Certain financial 
and time limits apply to these bonds. 

Both industrial revenue and development 
bonds are  financed by the revenues from the 
private industry in question. Industrial de- 
velopment bonds, unlike revenue bonds, are 
guaranteed by the issuing governmental entity, 
however. Although the terms "development 
bond" and "revenue bond" are often used inter- 
changeably, clearly the latter kind pose more 
risks unless the borrowing firm is quite stable.20 

Forty-six states are active in offering indus- 
trial revenue bonds. They are not made avail- 
able in California, Idaho, or Washington. Ha- 
waii permits their issuance but has not used 
them. Presently, the only states actually target- 
ing the use of industrial revenue bonds to their 
distressed areas are Connecticut, Iowa, Massa- 
chusetts, New Jersey, and Rhode Island. The 
uses of these targeted bonds tend to be rather 
restricted in that they might only be permitted 
for nonmanufacturing uses or the distress cri- 
teria might be quite stringent.2' 

Ill. COMMUNITY DEVELOPMENT 

Community development is a complex, inter- 
related process. Housing improvement may 
result from increased employment brought 
about by industrial development. In order to 
attract industry, however, a community must 
provide an adequate infrastructure -repaired 
streets, working water and sewer facilities - 
as well as decent and safe neighborhoods with 
adequate housing. 



To date, state aids for community develop- 
ment activities tend to take the form of modest 
grants distributed on a statewide basis in fixed 
ratio to local development expenditures. Na- 
tionwide, state-local community development 
assistance represents a small percentage of 
state intergovernmental aids. According to ACIR 
calculations, state community development 
grants and loans exceed 3% of total state-local 
expenditures in this area in only eight states. 
The data tend to support the inference that the 
provision of intergovernmental community de- 
velopment assistance remains largely a federal 
responsibility, principally through the HUD 
Community Development Block Grant pro- 
gram. 

The southern states have the least number of 
programs in the area of community develop- 
ment while those in the northeast, north cen- 
tral, midwestern, and western states are evenly 
distributed. The programs reported here are 
those where states give priority to communities 
or neighborhoods where public facilities are 
obsolete, lacking, declining, or underdevel- 
oped; to areas experiencing rapid industrial 
and population growth; as well as to areas 
where capital or community development 
needs exceed financing and maintenance capa- 
bili ties. 

Capital Improvements: 
20 States 

Included in this targeted state activity are 
grants, loans, and interest subsidies to build or 
maintain water and sewer facilities, streets, 
roads, transit and recreation facilities, and pub- 
lic buildings. In most of the 20 states which 
target community development aid, efforts ad- 
dressed to distressed communities are frag- 
mentary, often representing a matching con- 
tribution on behalf of certain localities for 
additional federal assistance. 

Water and sewer facilities construction 
seems to predominate in the area of capi- 
tal improvements. Such programs are 
found in Alaska, Arkansas, Florida, Colo- 
rado, Georgia, Massachusetts, New Mexico, 
Tennessee, Virginia, Washington, and West 
Virginia. 
Mineral severance tax revenue and other 
funds are made available in Colorado, 

Montana, Utah, Wyoming, North and South 
Dakota to communities experiencing un- 
precedented infrastructure development 
needs as a result of too-rapid economic 
expansion. 
Transportation related assistance such as 
mass transit facilities improvement or 
street construction is provided in Connecti- 
cut, Massachusetts, Montana, New Jersey, 
Ohio, and Washington. 
Arizona, Connecticut, Massachusetts, and 
Washington offer development programs 
for recerational areas such as parks. 

Local Neighborhood Improvement: 
14 States 

State involvement in neighborhood improve- 
ment has evolved over the last decade. A HUD- 
financed report for the Pennsylvania Depart- 
ment of Community Affairs and the Council of 
State Community Affairs Agencies (COSCAA) 
traces neighborhood policy to the Office of 
Economic Opportunity's (OEO) community ac- 
tion programs during the 1960s. With the ter- 
mination of OEO, neighborhood organizations 
readjusted to a new political climate and began 
to request state assistance. The report explains 
that: 

[as] a result [of the changing political 
climate] neighborhoods have [become 
a state policy concern] even though the 
states [have had] little time for strate- 
gy, direction, and overall preparation. 
To say the least, many state govern- 
ment agencies are not prepared to 
work in neighborhood settings, nor are 
they certain about the actual role 
state institutions and their staffs will 
be able to play.22 

Presently, 1 4  states have neighborhood im- 
provement policies. The programs range from 
aid and assistance to neighborhood community 
development corporations (CDCs) in Massa- 
chusetts and Minnesota to tax credit incentive 
programs for neighborhood development in 
Missouri, Indiana, and Delaware. To date, state 
neighborhood improvement programs have 
been concentrated within the northeast and 
north central/midwest region. 



Table 8 

TARGETED COMMUNITY DEVELOPMENT PROGRAMS 

State and Capital Neighborhood 
Region l mprovements l mprovement 

United States 20 14 

Northeast 
Connecticut 
Maine 
Massachusetts 
New Hampshire 
Rhode Island 
Vermont 
Delaware 
District of Columbia 
Maryland 
New Jersey 
New York 
Pennsylvania 

North CentraVMidwest 
l llinois 
l ndiana 
Michigan 
Ohio 
Wisconsin 
Iowa 
Kansas 
Minnesota 
Missouri 
Nebraska 
North Dakota 
South Dakota 

SOURCE: AClR staff compilation. 

State and Capital Neighborhood 
Region l mprovements l mprovement 

South 
Alabama 
Arkansas X 
Florida X 
Georgia X 
Kentucky 
Louisiana 
Mississippi 
North Carolina 
South Carolina 
Tennessee 
Virginia 
West Virginia 
Oklahoma 
Texas 

West 
Arizona 
New Mexico 
Colorado 
Idaho 
Montana 
Utah 
Wyoming 
California 
Nevada 
Oregon 
Washington 
Alaska 
Hawaii 



IV. FISCAL AND FINANCIAL 
MANAGEMENT ASSISTANCE 

State fiscal reform measures equalize inter- 
local fiscal disparities thus benefiting dis- 
tressed communities. By enacting equalizing 
measures in revenue sharing, education finance, 
and public welfare expenditures, states can 
relieve local governments' financial burden. 
Energy prices, housing costs, an uncertain na- 
tional economy, and high inflation and unem- 
ployment together have reduced municipal 
spending power and increased local govern- 
ments' programmatic and fiscal load. The task 
of financial reform is an essential one. And 
yet, as Table 9 indicates, less than half of the 
states have reformed their fiscal systems in aid 
of distressed communities. 

State programs were considered targeted to 
distressed communities when the programs 
sought to alleviate revenue and expenditure 
burdens of fiscally pressed communities, spe- 
cifically those communities with an inadequate 
tax base and a below average per capita in- 
come. The criterion recognizes that most fiscal 
and financial management assistance programs 
are statewide. For that reason, criteria were de- 
veloped for each indicator to reflect specific 
equalizing reforms. For example, state revenue 
sharing programs must distribute 50% or more 
of the total revenue according to equalizing 
factors consisting of population, per capita 
rates, and funds distributed in inverse propor- 
tion to tax capacity effort. Education finance 
reforms must reduce interlocal disparities in 
per pupil expenditures. For the public welfare 
category, the state must assume 90% or more 
of the local government's costs. Additionally, 
any state with a functioning mandates reim- 
bursement program or local credit market poli- 
cy is recognized. Both programs improve the 
local municipalities' ability to manage and allo- 
cate their money more efficiently. 

Most fiscal reform actions have taken place 
in the western and the north central/midwest 
states. The northeast states, as a group, have 
done less to alleviate interlocal fiscal dispari- 
ties than have the other regions. 

Revenue Sharing: 23 States 

State-local revenue sharing can be defined 

as money given to localities, primarily coun- 
ties, townships, cities, and villages, to be spent 
on purposes determined by the localities them- 
selves with few strings.23 Using this broad defi- 
nition, the Census Bureau reports that in 1978, 
49 states shared over $6.8 billion with localities. 
This amount represents over 10% of total state 
aid and is the third largest type of state aid af- 
ter assistance for education and public welfare. 
When the federal pass-through is not counted, 
state-local revenue sharing is the second in size 
next to education aids. 

Of the 49 states that have revenue sharing 
policies, 23 states have enacted equalizing pro- 
grams (see Table 10). The northeast and north 
central/midwest have the least number of 
states with equalizing revenue sharing pro- 
grams and the western region has the greatest 
number.24 

Each state's distribution of revenue sharing 
funds per capita of equalizing aid is listed in 
Table 11. It should be noted that states like 
Oklahoma, Utah, Virginia, and Georgia dis- 
tribute 50% or more according to equalizing 
criteria but have low per capita equalizing 
distribution. 

The degree to which states "target" their 
revenue sharing program to distressed com- 
munities varies. Some states, most notably, 
Wisconsin, Minnesota, and Michigan provide 
support to all local governments but also target 
relatively more aid to communities with the 
greatest need, as evidenced by high expendi- 
tures and/or low property valuations. High 
taxes and low valuations are thought not only 
to be indicators of financial need but also as 
being symptomatic of the socioeconomic prob- 
lems and disadvantages some localities face. 

A second approach to sharing can be found 
in some of the western and Great Plains states. 
These states, which are less urbanized and 
more governmentally and socially homogene- 
ous, do not attempt both sharing and targeting 
due to the limited number of communities 
which need targeting. In these states, emphasis 
is placed on sharing. 

Finally, states like New Jersey and Connecti- 
cut represent the reverse of the situation exist- 
ing in the Great Plains and the west. Both states 
are highly urbanized and socially heterogenous 
with a high statewide level of personal income. 
However, in several cases the central cities of 



Table 9 

STATE ACTIONS TO PROVIDE FISCAL RELIEF TO DISTRESSED COMMUNITIES 

State-Local Education Welfare Credit 

State and Revenue Finance Cost Mandates Market 
Region Sharing Reform Assumption Reimbursement Access 

United States 23 18 27 12 16 

Northeast 
Connecticut 
Maine 
Massachusetts 
New Hampshire 
Rhode Island 
Vermont 
Delaware 
Dist. of Columbia 
Maryland 
New Jersey 
New York 
Pennsylvania 

North CentraVMidwest 
Illinois 
Indiana 
Michigan 
Ohio 
Wisconsin 
Iowa 
Kansas 
Minnesota 
Missouri 
Nebraska 
North Dakota 
South Dakota 





Table 10 

STATE-LOCAL TAX REVENUE SHARING PROGRAM CHARACTERIZED BY ABILITY TO 
EQUALIZE l NTERLOCAL FISCAL DISPARITIES, BY STATE1 

State 
Alabama 
Alaska 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Florida 
Georgia 
Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 
Kansas 
Kentucky 
Louisiana 

Maine 
Maryland 

Massachusetts 
Michigan 

Minnesota 
Mississippi 
Missouri 

Percent Program 
Revenues Distributed 

According to 
Equalizing Factor(s) 

31 .OO 
50.50 
52.26 
67.74 

33.90 
0 

28.1 7 
.09 

83.86 
100.00 
18.08 

100.00 
11.14 

13.18 
39.59 

0 

71.41 

Major Distribution Factor(s) 
Local origin 
Per capita tax rates 
Population 
Population 
Property tax reimbursement 
Not specified 
Local origin; property tax reimbursement 
Local origin; other 
Various need measures 
Tax capacity: inverse distribution 
Property tax reimbursement 
Population 
Property tax reimbursement 
Property tax reimbursement 
Property tax reimbursement 
Property tax reimbursement 
Tax capacity: inverse distribution, other 

need measures 
Tax capacity: inverse distribution 
Local origin: property tax reimburse- 

ment; other 
Tax capacity: inverse distribution 
Population; tax capacity: inverse 

distribution 
Tax capacity: inverse distribution 
Local origin 
Local origin 



Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 

Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 
Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 

Wyoming 

Local origin 
Property tax reimbursement 
Population 
Property tax reimbursement 
Property tax reimbursement 
Local origin 
Various need measures 
Local origin 
Local origin; property tax reimburse- 

ment; other 
Local origin; property tax reimburse- 

ment; other 
Population 
Population 
Local origin 
Property tax reimbursement 
Population 
Other nonequalizing factors 
Population 
Local origin 
Population 
Local origin 
Population 
Population 
Local origin 
Population; tax capacity: inverse dis- 

tribution; local origin 
Population 

'Some states do not have a formally titled revenue sharing plan. However, several states are included as having state revenue sharing 
plans if state revenues are collected and distributed to local governments. For example, Nevada and Washington are included because 
both collect selected sales taxes and distribute the revenues to municipalities. 

1979, New Hampshire changed its state-local revenue sharing formula from property tax reimbursement to a tax effort and population 
formula making the distribution more equalizing. Specific percentages are not available. 

SOURCE: AClR staff compilation based on state legislative data derived from U.S. Bureau of the Census. 1977 Census of Governments: 
State Payments to Local Governments, Vol. 6, No. 3, Washington, DC, U.S. Government Printing Office, 1978. 



Table 1 1 

STATE REVENUE SHARING PROGRAMS: 
DOLLARS PER CAPITA EQUALIZING 

State 

Alabama 
Alaska 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
District of Columbia 
Florida 
Georgia 
Hawaii 
Idaho 
Illinois 
l ndiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 

Dollars 
Per Capita 
Equalizing 

1.7 
41.1 
33.7 

7.9 
16.7 

Not Specified 
6.9 

No Program 
- 

2.4 
2.7 

24.3 
5.5 

13.3 
6.5 
9.1 
4.4 
N I 

8.0 
9.1 
4.8 
7.2 

35.0 
42.7 

0.3 

State 

Missouri 
Nebraska 
Nevada 
New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 
Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

Dollars 
Per Capita 
Equalizing 

NI 
7.4 

19.9 
6.4 
3.4 
N I 

40.5 
2.2 
4.3 
N I 

2.2 
9 .O 
N I 
.2 

14.6 
3.3 
9.4 
N I 

0.1 
NI 

4.0 
7.2 
N I 

102.0 
59.4 

NI = No information available on equalizing factors. 
SOURCE: AClR compilation derived from: U.S. Bureau of the Census, Census of Government, 1977, Vol. 6, 
No. 3, State Payments to Local Governments, Washington, DC, U.S. Government Printing Office. 1979; and 
Wisconsin Department of Revenue (for Wisconsin data). 

these two states do not share the relative afflu- 
ence of their respective states. It is generally 
agreed that Newark, Jersey City, Paterson, 
Trenton, and Camden face more severe finan- 
cial, economic and social problems than do the 
suburban and rural areas in New Jersey. Simi- 
larly, Hartford, New Haven, Bridgeport, and 
Waterbury are acknowledged to have a dispro- 
portionate share of the problems facing local 
government in Connecticut. 

In response to the special conditions in New 
Jersey and Connecticut, the state governments 
have, in the last ten years, experimented with 

various aid programs and formulas to target 
general aid only to the more hard-pressed lo- 
calities. In Connecticut the principal local 
government aid program is targeted but it has 
been supplemented in some years with prop- 
erty tax relief aid distributed on a per capita 
basis. New Jersey has a per capita aid program 
which has been supplemented with one or 
more highly targeted programs. Neither New 
Jersey nor Connecticut is listed among the 22 
states with equalizing revenue sharing pro- 
grams because they do not meet the 50% or 
more criterion. 



Education Finance: 
18 States 

State and local governments have a signifi- 
cant impact on education finance policy. The 
National Center for Education Statistics (NCES) 
reports that "more than 91% of total [school fi- 
nance] revenue is provided by state and local 
governments. In one half of the states, the larg- 
est proportion of total revenue came from state 
governments, while in the remaining half, the 
largest share was provided by local sources."25 
As a result of court challenges to the constitu- 
tionality of school finance plans, the distribu- 
tion of education funds has become a major 
state policy issue. 

Between the period 1970-77, 25 states enacted 
school equalization finance plans. In 18 of the 
reform states within-state disparities in per 
pupil expenditures declined. In six of the re- 
form states interlocal disparities actually in- 
creased (Maine, Minnesota, Ohio, South Dako- 
ta, Utah, and Washington), while the New 
Mexico reform plan had virtually no effect on 
disparities in per pupil expenditures.26 The 
northeast has the fewest states with education 
finance reform plans which reduce expenditure 
disparities; reforms in this area are most likely 
to be found in the north central/midwest 
region. 

The school finance listing in Table 9 includes 
those states which have enacted school finance 
education plans and experienced a reduction in 
within-state disparities in per pupil expendi- 
tures during the period 1970-77. As Table 9 sug- 
gests, these reforms are least commonly found 
in the northeast. Table 12 offers a broader 
perspective on state and local activity in school 
finance policy by listing education receipts and 
percentage distribution of receipts delineated 
by states and regions. 

In their analysis of state education finance 
policy, NCES reports that generally, "expendi- 
ture per pupil was highly correlated with per- 
sonal income per capita. . . . " 

Those states with higher personal in- 
come per capita generally spent more 
per pupil than states with lower per 
capita personal income. But even with- 
in this general rule, a substantial 
amount of diversity existed. For ex- 

ample, Illinois, Connecticut, and New 
Jersey had almost identical per capita 
personal incomes, yet they exhibited a 
great deal of variation in their . . . ex- 
penditure per pupil [for expenses ex- 
cluding food service and transporta- 
tion cost]. Conversely, Alabama, South 
Carolina, and Idaho had unequal per- 
sonal income per capita but nearly 
identical expenditures per pupi1.27 

Other notable features of state school fi- 
nance reforms are not contained in the sum- 
mary Tables 9 and 12. For example, 22 states 
utilize criteria relating to student economic or 
educational disadvantage in determining fund- 
ing for local school districts. These states are 
listed in Table 13. Several states provide addi- 
tional funding to school districts with concen- 
trations of poverty students, including Minne- 
so ta, Illinois, Ohio, and Pennsylvania.28 

Sparsity and density factors represent an- 
other means by which state education finance 
programs can assist needy communities. At 
present, states distribute a portion of local edu- 
cation finance aid in accordance with either 
sparsity or density criteria. Generally, these 
factors are used to channel aid to sparsely 
settled school districts which typically incur 
relatively high per pupil outlays. In Maryland, 
Nevada, and Pennsylvania, however, density 
factors are used to channel additional aid to 
urban school districts. A complete listing of the 
states which provide local school money on 
the basis of sparsity or density factors is pro- 
vided in Table 13. 

Public Welfare: 
27 States 

State governments are beginning to under- 
take increasing responsibility for funding the 
nonfederal costs of public welfare programs. 
The major reason for heightened state involve- 
ment in this field is the surge in local welfare 
costs. According to ACIR, total state-local wel- 
fare expenditures increased by $31.4 billion or 
$142 per capita between 1942 and 1976. This 
increase can be largely attributed to four fac- 
tors: the liberalization of eligibility standards, 
higher participation rates, increased benefit 
levels, and inflation.29 As local governments 



Table 12 
ESTIMATED REVENUE RECEIPTS FOR ELEMENTARY AND SECONDARY SCHOOLS, 

BY GOVERNMENTAL SOURCE, BY STATE: 1979-80 

Percentage Distribution of Receipts- 
Revenue Receipts by Source Excluding 

(in millions) Total Federal 

Local Local Local 
and and and 

State and Region Total Federal1 State Other2 Federal State Other State Other 

United States 

New England 
Connecticut 
Maine 
Massachusetts 
New Hampshire 
Rhode Island 
Vermont 

Mideast 
Delaware 
District of Columbia 
Maryland 
New Jersey 
New York 
Pennsylvania 

Great Lakes 
Illinois 
Indiana 
Michigan 
Ohio 
Wisconsin 

Plains 
Iowa 
Kansas 
Minnesota 
Missouri 
Nebraska 
North Dakota 
South Dakota 



Southeast 
Alabama 
Arkansas 
Florida 
Georgia 
Kentucky 
Louisiana 
Mississippi 
North Carolina 
South Carolina 
Tennessee 
Virginia 
West Virginia 

Southwest 
Arizona 
New Mexico 
Oklahoma 
Texas3 

Rocky Mountain 
Colorado 
Idaho 
Montana 
Utah 
Wyoming 

Far West4 
Alaska 
California 
Hawaii 
Nevada 
Oregon 
Washington 

lIncludes federal grant programs to state and local school systems, including the Elementary and Secondary Education Act, Economic 
Opportunity Act, National Defense Education Act, Manpower Development and Training Act, Educational Professional Development Act, 
aid to federally impacted area, vocational education, etc. Funds received from the School Lunch and Milk Program are included, but re- 
porting on the money value of commodities received is incomplete. Funds from the states' share of federal general revenue sharing are 
included. 

21ncludes funds from local and intermediate sources, gifts, and tuition and fees from patrons. 
3lncludes expenditures of regular school districts but does not include expenditure data of state school and other districts without taxing 
authority. 

4Excluding Alaska and Hawaii. 
SOURCE: ACIR, Significant Features of Fiscal Federal, 1979-80 Edition, M-123, Washington, DC, U.S. Government Printing Office, 
October 1980, Table 25. 



Table 13 

STATES WHICH HAVE ENACTED EDUCATION FINANCE 
ELEMENTS WHICH CAN ASSIST DISTRESSED COMMUNITIES 

States Awarding Compensatory Funds for 
Economically or Educationally States Awarding Funds According 

Disadvantaged Students to Sparsity/Density Factors 

California Alaska 
Connecticut Arizona 

Florida Arkansas 

Georgia California 

Hawaii Colorado 

Illinois Connecticut 

I ndiana Georgia 
Maryland l daho 

Massachusetts Iowa 

Michigan Kansas 

Minnesota Kentucky 

Missouri Louisiana 

Nebraska Maine 

New Jersey Maryland 

New York Minnesota 

Ohio Montana 

Pennsylvania Nebraska 

Rhode Island Nevada 

Texas New Mexico 

Utah North Carolina 

Washington North Dakota 

Wisconsin Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode lsland 
South Dakota 
Texas 
Utah 
Washington 
Wyoming 

TOTAL: 22 TOTAL: 31 

SOURCE: AClR staff compilation derived from Education Commission of the States, School Finance at a 
Fiffh Glance, Denver, CO, 1980. 



are unable to pay their share of welfare costs, 
the state must increase its contribution. Table 
14 delineates by state and region the amount 
and percent of state-local financed public 
welfare. 

Twenty-seven states have assumed 90% or 
more of local public welfare expenditures. The 
four state regions rank fairly evenly in the 
welfare expenditure category. Two-thirds of 
the southern states assume 90% of local wel- 
fare expenditures, while a majority of the 
northeast and western states assume the 90% 
level. Two-fifths of the north central/midwest 
states contribute 90% or more of the state-local 
welfare share. 

State involvement in the provision of local 
social services can be particularly beneficial 
for fiscally pressed jurisdictions, especially 
those experiencing relatively high levels of 
socioeconomic need. In one 1978 reform, New 
York State assumed all nonfederal Supple- 
mental Security Income (SSI) expenditures for 
local social service districts. According to Janu- 
ary 1978 figures, New York City alone will save 
$75.8 million. 

As welfare costs continue to rise, however, 
the state expenditures have meant a significant 
fiscal burden. Table 15 lists those states where 
public welfare expenditure is in excess of 83% 
(median state experience) of the personal in- 
come of the state. These states, particularly 
New York, California, and Pennsylvania, are 
commonly described as exceeding the public 
welfare expenditure "overload" level. Table 16 
illustrates the percent of total welfare expendi- 
tures which the states have assumed. Not sur- 
prisingly, as welfare budgets increase, some 
states have expressed dissatisfaction with their 
costly role. For example, a recent ACIR report 
on public assistance reports that "increasingly, 
state and local spokespersons appear to be 
willing to give up this now unwanted hegemony 
over . . . welfare recipients.30 

State Mandate Reimbursement: 
12 States 

A state-initiated mandate can be defined to 
include any constitutional, statutory, or ad- 
ministra tive action that either limits or places 
requirements on governments. These mandates 

are frequently used to achieve uniform service 
levels and more professional standards for em- 
ployees. A 1978 ACIR survey of state mandates 
found they were most prevalent in four areas: 
46 states mandated solid waste disposal stan- 
dards; 45 states mandated special education 
programs; 42 states set standards for workmen's 
compensation for certain local personnel; and 
at least 35 states had imposed requirements 
relative to local retirement systems.31 

Generally, state mandates tend to impose 
state priorities on local governments. While 
they sometimes create a benefit for local gov- 
ernments, mandates more often impose addi- 
tional costs, especially when they are not 
accompanied by adequate state financial as- 
sistance. The financial stress now being felt at 
all levels of government has prompted many 
local officials to call for state reimbursement 
of local governments for expenditures man- 
dated by the state. 

Twelve states have enacted programs to re- 
imburse local governments for mandated ac- 
tivities.32 Mandate reimbursement policies are 
most commonly found in the western states, 
while the northeastern states have been least 
active in this area. 

California's statutes are the most comprehen- 
sive of the existing state laws which require the 
reimbursement of localities for state-imposed 
activities. California's commitment to reim- 
burse local jurisdictions extends to local costs 
that result from state-mandated programs, in- 
creased service levels and costs previously 
incurred at local option that have been sub- 
sequently mandated by the state. State adminis- 
trative or executive orders mandating local 
costs are also reimbursed under California law. 

Local Credit Market Access: 
16 States 

Fiscal interdependence between states and 
localities demands sophisticated credit and 
budget analysis. Often municipalities require 
the assistance of state governments to attain 
access to credit markets and to facilitate debt 
issuances at a low cost. 

The best known form of state finan- 
cial intermediation is the bond bank, 



Table 14 

STATE AND LOCAL EXPENDITURE FOR PUBLIC WELFARE, FROM OWN REVENUE 
SOURCES: AMOUNT, AND PERCENT STATE FINANCED, BY STATE: SELECTED 

YEARS 1942-78 
(States Are Assuming An Increasingly Larger Share Of 

State- Local Public Welfare Costs) 

Amount Percent State Financed 
1978 1975 1966 1957 1942 1978 1975 1966 1957 1942 

State and Reaion (millions~ 

United States $18,746.6' $1 3,792.9 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Maryland 
District of Columbia 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 



Southeast 
Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Florida 
Alabama 
Mississippi 
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far West2 
Washington 
Oregon 
Nevada 
California 
Alaska 
Hawaii 

n.a. = Data not available. 
'Public welfare expenditures for Georgia, New Mexico, and North Carolina are included with health and hospital expenditures. Data 
necessary for separation by function, by source of financing, are not readily available for FY 1978. 

2Excluding Alaska and Hawaii. 
SOURCE: ACIR, Significant Features of Fiscal Federalism, 1979-80 Edition, M-123, Washington, DC, U.S. Government Printing Office, 
October 1980, Table 31. 





State and Region 
United States 
New England 

Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Maryland 
District of Columbia 

Great Lakes 
Michigan 
Ohio 
l ndiana 
l llinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Table 15 

PUBLIC WELFARE EXPENDITURE "OVERLOAD"' 
(state public welfare expenditure from own funds, 

excluding federal aid in 1978) 

"Overload" 
$7,381.7 

608.0 
20.4 

112.1 
0.1 

474.2 
58.9 
41.6 

2,562.7 
1,398.7 

155.0 
888.2 

3.3 
- 

11 7.5 
1,218.2 

401.5 
202.9 
- 

431.3 
182.5 
256.2 
198.8 

57.4 
- 
- 

State and Region 
Southeast 

Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Florida 
Alabama 
Mississippi 
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far West2 
Washington 
Oregon 
Nevada 
California 
Alaska 
Hawaii 

'Public welfare "overload" is estimated as that portion of a state's public welfare expenditure (from state- 
local funds) that is in excess of 0.83% (median state experience) of the personal income of the state. 

*Excluding Alaska and Hawaii. 
SOURCE: ACI R, Significant Features of Fiscal Federalism, 1979-80 Edition, M-123, Washington, DC, US .  
Government Printing Office, October 1980, Table 32. 

"Overload" 
23.3 
- 
- 

23.3 
- 
- 
- 
- 
- 
- 
- 
- 
- 
- 
- 
- 
- 
- 

3.1 
- 
- 
- 

3.1 
- 

2,642.6 
52.9 
38.3 
- 

2,551.4 
17.9 
49.7 



Table 16 

STATE AND LOCAL EXPENDITURE FOR PUBLIC WELFARE,' BY GOVERNMENTAL 
SOURCE OF FINANCING, BY STATE: 1977-78 

State and Region 

United States 

New England 
Connecticut 
Maine 
Massachusetts 
New Hampshire 
Rhode Island 
Vermont 

Mideast 
Delaware 
District of Columbia 
Maryland 
New Jersey 
New York 
Pennsylvania 

Great Lakes 
Illinois 
l ndiana 
Michigan 
Ohio 
Wisconsin 

Plains 
Iowa 
Kansas 
Minnesota 
Missouri 
Nebraska 
North Dakota 
South Dakota 

Total 
(millions) 

Per 
Capita 

$1 84 

193 
166 
188 
249 
137 
248 
172 

Percent Financed From 
Federal State Local 

Aid Funds Funds 

50.6% 39.5% 9.8% 

55.1 39.5 5.4 
49.4 48.0 2.7 
64.4 31.5 4.0 
46.1 52.2 1.7 
48.1 29.1 22.8 
51.8 47.6 0.5 
70.7 28.9 0.5 



Southeast 
Alabama 
Arkansas 
Florida 
Georgia 
Kentucky 
Louisiana 
Mississippi 
North Carolina 
South Carolina 
Tennessee 
Virginia 
West Virginia 

Southwest 
Arizona 
New Mexico 
0 klahoma 
Texas 

Rocky Mountain 
Cobrado 
Idaho 
Montana 
Utah 
Wyoming 

Far West3 
California 
Nevada 
Oregon 
Washington 
Alaska 
Hawaii 

NOTE: Regional per capitas and percentages are unweighted averages. 
Includes medicaid (public assistance under medical payments). Federal Medicaid payments were $1 0.7 billion in 1978. 

2Public welfare expenditures for Georgia, New Mexico, and North Carolina are included with health and hospital expenditures (see Table 
37). Data necessary for separation by function, by source of financing, are not readily available for FY 1978. 

3Excluding Alaska and Hawaii. 
SOURCE: ACIR, Significant Features of Fiscal Federalism, 1979-80 Edition, M-123, Washington, DC, U.S. Government Printing Office, 
October 1980, Table 30. 



but there are various other forms of 
assistance in existence, including is- 
suance of mini-bonds, state guarantees, 
debt substitute programs and a second 
type of state financial intermediation 
in which the state builds local facili- 
ties and leases them to local govern- 
ments with an option to buy.33 

Sixteen states provide significant local access 
or assistance to credit markets. Municipal bond 
banks have been created in Alaska, Maine, 
North Dakota, and Vermont. Additionally, 
bond banks have been set up in Virginia for 
educational funding assistance and in Oregon 
to finance local government pollution control 
projects. Bond banks allow states to purchase 
the bonds of local governments and to issue 
their own bonds in larger amounts when a suf- 
ficient number of local government bonds have 
been aggregated. Bond banks are particularly 
helpful to local municipalities by eliminating 
duplicative efforts and providing expertise to 
local issues where needed. 

Other states with credit assistance policies 
range from North Carolina which issues all 
local debt for municipalities to Michigan, New 
Hampshire, and New Jersey which have vari- 
ous forms of state evaluation and written guar- 
antee programs. 

The northeast states are the most likely to 
provide credit and debt assistance. 

V. ENHANCING LOCAL SELF-HELP 
CAPABILITIES 

Structural reforms enhance the ability of 
local governments to address fiscal and physi- 
cal decline problems. By authorizing local re- 
development agencies; allowing local sales, 
income, or incremental taxing authority; or 
granting discretionary authority (residual pow- 
ers) to their local jurisdictions, the states can 
provide local governments with a greater op- 
portunity to improve their fiscal and social 
conditions. 

Targeted state programs must assure that 
local governments are legally equipped to ad- 
dress the fiscal and development problems of 
distressed communities. 

The north central/midwest states have been 

the most active in enhancing local self-help ca- 
pabilities, while the northeast has been the 
least active. 

Tax Increment Financing: 
20 States 

Tax increment financing (TIF) is a method 
for financing urban and redevelopment activi- 
ties. 

The basic tenet of tax increment fi- 
nancing is that major urban redevelop- 
ment activity usually creates higher 
property values in the developed area 
and, thus, increases the municipal 
property tax revenues from that area. 
Tax increment financing programs are 
designed to use the increased property 
tax revenues generated by an urban 
development (the tax increment) to 
pay for the public costs of that de- 
~e lopment .3~  

Twenty states have enacted programs au- 
thorizing tax increment financing. Cities in 
California, Minnesota, and Wisconsin have 
been particularly active in authorizing tax in- 
crement financed community development 
projects. The north central/midwest and the 
western states authorize the greatest use of tax 
increment financing. 

Significant policy issues are raised by tax 
increment financing. Costs, legal obstacles, and 
the desirable extent of citizen input are im- 
portant considerations before implementation. 
Additionally, a Council of State Governments' 
analysis reports that: 

. . . although the TIF program is essen- 
tially local, state statutes are required 
before the programs can be initiated. 
The necessity of state involvement is 
not limited to enabling localities to use 
TIF. State legislation could also limit 
TIF to applicable communities, pre- 
scribe the structural options cities will 
have, prevent possible abuses of the 
system, and enunciate any state poli- 
cies which guarantee or insure pay- 
ment of the TIF bond.35 



Authorization for Local Redevelopment 
Agencies: 49 States 

Forty-nine states have enabled their local 
jurisdictions to create local redevelopment or 
renewal agencies. Except for Alaska, each state 
authorizes the local creation of a redevelop- 
ment or urban renewal agency. 

In most jurisdictions, these local bodies are 
accorded broad bonding, planning, and emi- 
nent domain powers. The authorities are also 
permitted to accept intergovernmental grants 
and loans from the state and federal agencies. 
It is apparent that the primary responsibility 
for community redevelopment activities rests 
with such local authorities, rather than with the 
states. Accordingly, intergovernmental renewal 
and redevelopment assistance has been charac- 
terized by a pattern of direct federal-local aid 
that largely bypasses the state level. 

Local Taxing Authority: 
34 States 

Thirty-four states now permit their local 
jurisdictions to levy either sales taxes or income 
taxes, a reform which can significantly reduce 
local reliance on property tax levies (see Table 
18). The north central/midwest states have 
authorized local sales or income taxing author- 
ity most frequently. 

The sales tax is more frequently employed 
on the local level. Twenty-six states have en- 
abled their local governments to enact sales 
taxes; generally, the tax is available to all units 
of general purpose government throughout the 
state. There are two states, however, in which 
the sales tax levy is available only on a re- 
stricted basis: New Jersey's sole use of the 
local sales tax occurs in Atlantic City where a 
luxury tax has been imposed on certain goods, 
while Kentucky has permitted the sales tax to 
be levied by transit districts only. 

At present ten states permit local governments 
to levy income taxes (see Exhibit 2) .  Generally, 
the use of such authority has been restricted 
to cities and counties with populations of 
50,000 or more. A notable exception is Pennsyl- 
vania, where some 3,850 local units levy in- 
come taxes, including over 1,000 school dis- 
tricts. similarly, at least 397 Ohio cities and 

villages with populations of less than 50,000 
have imposed local income tax levies. 

It should be noted that virtually all local in- 
come taxes could serve as commuter taxes. 
Washington, DC, a handful of Pennsylvania 
municipalities and school districts are the only 
local jurisdictions unable to tax incomes 
earned within their boundaries by nonresi- 
dents. Accordingly, the local income tax would 
appear to be a significant mechanism by which 
central cities might expand their revenue bases. 
Table 19 displays the portion of local revenues 
generated by the income tax for selected cities 
with populations over 50,000. 

Local Discretionary Authority 
(Residual  power^):^^ 

11 States 

Through constitutional or statutory action, 
each state has accorded its subdivisions with 
discretionary authority to govern themselves.37 
The type of discretionary authority granted by 
the state to local governments may be placed 
within four distinctive categories -structural, 
functional, personnel, and fiscal. Typically, the 
broadest discretionary powers are applicable 
to local government structures and the narrow- 
est are applicable to finance. Within the third 
category, the amount of discretionary authority 
varies considerably from function to function. 

Despite the formal existence of local discre- 
tionary authority, the degree of governing ca- 
pability varies from state to state. Georgia's 
constitutional provision grants powers only to 
counties, while the cities and counties in New 
Mexico, although granted certain discretionary 
powers by the state constitution, must submit 
their budgets for approval to the state-local 
government division. 

To determine those states which do authorize 
significant local discretionary authority, per- 
ceptual surveys conducted for a forthcoming 
ACIR report on local discretionary authority 
are used (supplemented by legal research on 
constitutional and statutory provisions and 
court decisions). The survey was sent to offi- 
cials in towns, cities, counties, boroughs, vil- 
lages, and townships to determine the percep- 
tions of respondents relative to the freedom of 
action possessed by each type of local unit. 



Table 1 7 

ENHANCING LOCAL SELF-HELP CAPABILITIES 

State and 

Tax Local 
Increment Redevelopment Taxing Discretionary 

Region Financing Agencies Authority Authority 

United States 20 49 34 11 

Northeast 
Connecticut 
Maine 
Massachusetts 
New Hampshire 
Rhode Island 
Vermont 
Delaware 
District of Columbia 
Maryland 
New Jersey 
New York 
Pennsylvania 

North CentralMidwest 
Illinois 
I ndiana 
Michigan 
Ohio 
Wisconsin 
Iowa 
Kansas 
Minnesota 
Missouri 
Nebraska 
North Dakota 
South Dakota 









Table 20 lists only those cities, counties, and 
towns where freedom of state control is great- 
est in the fiscal and functional areas. Addition- 
ally, Table 17 lists only those states where at 
least one of the three main types of local gov- 
ernments has discretionary authority in both 
the functional and fiscal areas. 

Eleven states have at least a county, town, or 
city with both significant fiscal and functional 
authority. More states offer their counties, 
towns, and cities discretionary authority in 
either fiscal or functional areas. For example, 
36 states provide their cities with discretionary 

authority in functional areas, while 13 states 
provide their cities with fiscal authority . Eight 
states provide their counties with discretionary 
authority in functional areas, while five states 
provide their counties with fiscal authority. Ad- 
ditionally, 20 states provide their towns with 
discretionary authority in functional areas, 
while seven states provide their towns with fis- 
cal authority. In general, the southern states 
offer the most discretionary authority to their 
local governments (five states). The other three 
regions have two states each that provide sig- 
nificant local discretionary authority. 

FOOTNOTES 

'Lawrence Litvak and Belden Daniels, Innovations in De- 
velopment Finance, Washington, DC, Council of State 
Planning Agencies, 1979, pp. 136, 138,149. 

21978/1979 Annual Report, Washington, DC, Council of 
State Housing Agencies, see  also Table 3. 

Slbid., p. 9. See also Tables 4 and 5 .  
'See Table 3. 
SGeorge S. Peterson with Brian Cooper, Tax Exempt 
Financing of Housing Investment, Washington, DC, The 
Urban Institute, 1979, pp. xii-xiii. 

6This information was obtained from the Council of State 
Housing Agencies and ACIR 1979 and 1980 survey data. 

7Litvak and Daniels, op. cit., p. 127,151. 
aData for this indicator were taken largely from Interna- 
tional Association of Assessing Officers, Urban Property 
Tax Incentives: State Laws, Chicago, IL, August 1978. Pro- 
gram information is based on survey material and second- 
ary sources. 

9Roger J .  Vaughan, State Taxation and Economic Develop- 
ment, Council of State Planning Agencies, Washington, 
DC, 1979, p. 28. For an  extensive discussion of state devel- 
opment strategies see  the entire Council of State Planning 

Exhibit 2 

STATES WHOSE LOCAL GOVERNMENTS 
HAVE ENACTED INCOME TAX LEVIES1 

1978-79 

Alabama 
Delaware 
I ndiana 
lowa 
Kentucky 
Maryland 
Michigan 
Missouri 
New York 
Ohio 
Pennsylvania 

'Excludes Washington, DC, which has a graduated net income tax that is more closely akin to a state tax 
than to the municipal income taxes. Also excludes the Denver Employee Occupational Privilege Tax of $2 
per employee per month, which applies only to employees earning at least $250 per month; the Newark 
1/2 of 1% payroll tax imposed on employers, profit and nonprofit, having a payroll over $2,500 per calen- 
dar quarter; the San Francisco 1.1% payroll expense tax; the 6/10 of 1% quarterly payroll tax on employers 
imposed in the Tri-County Metropolitan Transit District (encompassing all of Washington, Clackamus and 
Multnomah Counties, OR); the 0.54% payroll tax imposed on employers in the Lane County Oregon Mass 
Transit District; and the Portland business tax of 2.2% of net income. Additionally, lowa has 21 school dis- 
tricts who can levy local income surtaxes at a specified rate. 
SOURCE: ACIR staff compilation drawn from ACIR, Significant Features of Fiscal Federalism, 1979-80 Edi- 
tion, M-123, Washington, DC, U.S. Government Printing Office, October 1980, Table 80. 



Table 19 

LOCAL RELIANCE ON THE INCOME TAX: SELECTED LOCALITIES 
WITH POPULATIONS OF 50,000 OR OVER, BY STATE: 

1976-77 

State and Local Government 

Income Tax Revenues 
As a Percent of Total 

Municipal Tax 
Collections-1 976-77 

Alabama 
Birmingham 

Delaware 
Wilmington 

Kentucky 
Lexington-Fayette Urban County 
Louisville 

Maryland 
Baltimore City 

Michigan 
Detroit 
Flint 
Saginaw 

Missouri 
Kansas City 
St. Louis 

New York 
New York City 

Ohio 
Akron 
Cincinnati 
Cleveland 
Youngstown 

Pennsylvania 
Harrisburg 
Philadelphia 
Pittsburgh 

SOURCE: ACIR, Significant Features of Fiscal Federalism, 1979-80 Edition, M-123, Washington, DC, U.S. 
Government Printing Office, 1980 Table 88. 



Table 20 

DISCRETIONARY AUTHORITY BY STATES: 1979 

Index of Cities l ndex of Counties Index of Towns 
Functional Functional Functional 

Areas Finance Areas Finance Areas Finance 
'states (36) (1 3) (8) (5) (20) (7) 

Alabama 
Alaska 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
Florida 
Georgia 
Hawaii 
Idaho 
Illinois 
l ndiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 





Agencies series Studies in State Development Policy, 
Michael Barker, ed., 1979. 

 the Fifty Legislative Climates, 14th Annual Report," 
Industrial Development, January/February 1980, Conway 
Publications, p. 4. 

llrbid., p. 2. 
12Ibid., p. 6. 
13Ibid., p. 4. While the unemployment factor suggests some 

targeting, these states are not included in Table 7 since 
they do not all fit the criteria established in the ACIR/ 
NAPA study. 

14Litvak and Daniels, op. cit., p. 154. 
Wonway Publications, op. cit., p. 6 supplemented with 

1979 and 1980 ACIR Survey data and National Association 
of State Development Agencies unpublished 1979 Man- 
power Development Study, Washington, DC, 1979. 

16Neal R. Peirce, et. al., Economic Development, Washing- 
ton, DC, Council of State Planning Agencies, 1979, pp. 
44-50. 

17Litvak and Daniels, ibid., p. 154. 
18Peirce, ibid., p. 43. 
lglbid., p. 37; U.S. Small Business Administration, Direc- 

tory of State Small Business Programs, 1980 edition, Wash- 
ington, DC, U S .  Government Printing Office, 1980, pp. 3-4. 

20Lawrence P. Malone of the Council of Urban Economic 
Development was helpful in explaining this vehicle for 
state economic development. See also Peirce, op. cit., 
p. 39. 

21The Tax Analysis Division of the Congressional Budget 
Office was very helpful in providing information on In- 
dustrial Revenue Bonds. 

22Rick Cohen and Associates, "Issues in Neighborhood 
Preservation: Opportunities for the States," prepared for 
Pennsylvania Department of Community Affairs under a 
cooperative agreement from HUD's Office of Neighbor- 
hood Development, 1979, p. 2. 

23F0r readers interested in state-local revenue sharing, see 
the excellent discussion in the ACIR publication: The 
State of State-Local Revenue Sharing, M-121, Washington, 
DC, U.S. Government Printing Office, 1980. 

24Because of data limitations, state-local revenue sharing 

programs that return funds to the localities have been 
classified as "nonequalizing." Programs that return funds 
on the basis of population, tax base or effort, or other 
indicators of need have been classified as "equalizing." In 
reality an equalizing program is one that reduces differ- 
ences in revenue raising ability relative to the expendi- 
ture need. Therefore, an origin-based revenue sharing 
program may still be equalizing if it reduces the dispari- 
ties between rich and poor communities. 

25Nancy Dearman and Valena Plisko: The Condition of 
Education, 1980 edition, Washington, DC, U.S. Depart- 
ment of Health, Education and Welfare, Chapter 7, p. 278. 

26There was no data on disparity from Montana. Hawaii 
has only one school district and is included as a state 
with low per-pupil expenditure disparity. 

z7Dearman, Plisko, op. cit., p. 279. 
28School Finance at a Fifth Glance, Denver, CO, Education 

Commission of the States, 1980. 
ZgACIR, Intergovernmental Perspective: "A Fiscal Note," 

Washington, DC, U.S. Government Printing Office, Fall 
1977, p. 20. 

SOACIR, Public Assistance: The Growth of a Federal Func- 
tion, A-79, Washington, DC, U.S. Government Printing 
Office, July 1980, p. 114. 

s1ACIR, State Mandating of Local Expenditures, A-67, 
Washington, DC, U.S. Government Printing Office, 1978, 
pp. 89, 90, 97,101. 

32Staff compilation from ACIR state survey data. 
33The information in this section is principally from The 

Oregon Bond Advisor, Salem, OR, Municipal Debt Ad- 
visory Commission, July and August, 1980. 

34Report of the Council of State Governments, Tax Incre- 
ment Financing of Community Redevelopment, Lexing- 
ton, KY, March 1977, p. 1. 

35Ibid., pp. 1, 2. 
36Residual powers (the term used in the 1979 and 1980 

ACIR state surveys) refers to a specific type of discre- 
tionary authority statute. As such, the more general term 
of discretionary authority is being used for this report. 

37The material of this section is from a forthcoming 1980 
ACIR report on Local Discretionary Authority. 



Conclusion 

T his report has surveyed state-local assistance 
in five policy areas: housing, community de- 

velopment, economic development, fiscal re- 
form, and enhancing local self-help capabili- 
ties. The 20 state-local programs identified as 
significant aids for distressed communities by 
no means exhaust the variety of ways that 
state governments can assist their local jurisdic- 
tions. In addition, there are significant regional 
differences in the adoption and application of 
the 20 programs. Such differences are to be ex- 
pected; in fact, one of the primary virtues of 
our federal system is the capacity of states to 
respond to local needs in diverse ways. 

In our judgment, however, the programs 
identified in this report address the most sig- 
nificant needs of communities. Overall, their 
presence or absence in a particular state con- 
stitutes a reliable indicator of that state's per- 
formance in aid of distressed local units. Few 
states have made extensive use of the full range 
of powers and tools at their disposal. Thirty- 
four of the states provide nine or fewer of 
these programs on a targeted basis. Twelve 
states have enacted ten to 12 of the programs. 
Only four states have initiated more than 13 of 
the 20 activities in a targeted fashion. 

More extensive and varied involvement of 
the states in local assistance is critical if we are 
to achieve national urban and rural policy ob- 
jectives and attain better balance among our 
communities. Some actions needed to relieve 
distress can only be taken by state government. 



Only the states, for example, can reform local 
fiscal systems or grant broader local authority. 
The federal government is limited in its capa- 
city to respond to local need and to adequately 
tailor its programs. 

This report demonstrates that while the po- 
tential role of the states is great, it remains 
largely unfulfilled. The problems facing most 
communities are systemic. They are not limited 
solely to inadequate housing or a declining 
economy or a low tax base, but are more often 
a combination of these factors. State strategies 
which span the five policy areas identified 
above are needed nationwide. Yet, only a 
handful of states have ventured to develop 
broad and comprehensive strategies which can 
bring state assistance to bear on community 
problems in a coordinated fashion. Massachu- 
setts, Michigan, and Connecticut are the most 
notable examples of states which have imple- 
mented community strategies that seek to alle- 
viate local distress.' 

By contrast, many states find it politically 
inexpedient to set aside funding targeted ex- 
plicitly to distressed communities. Instead, 
these states concentrate on balanced growth 
strategies, on the premise that statewide de- 
velopment will also benefit less prosperous 

areas. This may not necessarily be the case. 
Capital improvement programs available on a 
statewide basis, for example, could assist al- 
ready wealthy suburbs at the expense of dis- 
stressed urban and rural areas. 

Currently, there is considerable debate as to 
the effectiveness of state targeting efforts rela- 
tive to those of the federal government.* While 
recent publications have been useful in deter- 
mining the parameters of the topic, it seems too 
early to make any definitive statements about 
the relative strength of federal or state efforts 
on behalf of distressed localities. This report 
suggests that both levels of governments have 
an important role to play. 

If this report demonstrates that the states 
have far to go in implementing activities on 
behalf of distressed localities, it also shows that 
there is substantial opportunity for aggressive 
state action. It is hoped that this compilation of 
data on notable state actions will encourage 
Governors and legislators to review their array 
of local aid programs and adopt further assis- 
tance efforts. Future annual reports on state 
assistance to distressed communities will at- 
tempt to judge the impact of these programs 
and to chart the progress that states are making 
in aiding their localities. 

FOOTNOTES States-Wrong Turn for Urban Aid," Research Note 4, Cen- 
ter for Policy Research, National Governors' Association, 
Washington, DC, November 1979, and Robert M. Stein, 

Char l e s  R. Warren, The States and Urban Strategies, "The Allocation of State-Local Aid: An Examination of 
Washington, DC, National Academy of Public Administra- Between State Variance," Paper at Conference on State 
tion, 1980. Resource Targeting for Urban Areas, University of Mary- 

2F0r a discussion of state targeting see: "Bypassing the land, College Park, MD, May 15,1980. 



Organizations 

n order to complete the matrix of 20 items for 50 states, the following 
organizations were contacted: 

U.S. Bureau of the Census 
Congressional Budget Office 
Council of State Community Affairs Agencies 
Council of State Governments 
Council of State Planning Agencies 
Education Commission of the States 
International Association of Assessing Officers 
International City Management Association 
Municipal Finance Officers Association 
National Association of Housing and Redevelopment Officials 
National Association of State Development Agencies 
National Center for Education Studies 
National Conference of State Legislatures 
National Council for Urban Economic Development 
National Governors' Association 
National League of Cities 
Office of Neighborhoods, U.S. Department of Housing and Urban 

Development 





Appendix A 

Name Code 

SURVEY OF STATE/LOCAL OFFICIALS' VIEWS OF INDICATORS 
OF STATE AID TO DISTRESSED AREAS 

We are interested in determining those state activities, which if provided at an adequately targeted level would 
serve as an indication of state action to aid distressed areas. Please read the need criterion for each of the five 
function areas listed below; i f  you do not agree with the criterion, explain how it should be changed. 

I .  Housing 
Criterion: State program must be directed primarily to persons with incomes below the state median 

income. 
Suggested Changes 

-- - 

I I .  Economic Development 
Criterion: State program must be directed primarily to assist communities with concentrations of low 

income persons, with chronically underemployed persons, or to designated labor surpluslhigh 
unemployment areas. 

Suggested Changes 

I I I .  Community Development 
Criterion: State program must give priority to communities in which infrastructures are obsolete, lacking, 

declining, underdeveloped, or where the tax base is inadequate andlor tax effort is high. 
Suggested Changes 

IV. Fiscal and Financial Management Activities 
Criterion: State program must seek to alleviate revenue and expenditure burdens of communities where 

tax effort is above the state's mean. 
Suggested Changes 

V .  Structure 
Criterion: State legislation/authorization must assure that areas in need benefit from annexation, regional 

decision making, or use of residual powers. 
Suggested Changes 

Of the following 35 activities, listed in five areas, please check the 20 which you believe are the most important 
indicators of state commitment to aiding distressed areas. 

I .  Housing 
Single family home construction or mortgage loan program. 
Multifamily home construction or mortgage loan program. 
Housing rehabilitation grant or loan program. 
Housing rehabilitation tax incentive (including abatements, deferrals, exemptions, credits). 
State action to eliminate discrimination in metropolitan housing markets (fair housing statute, fair share 
housing plan andlor antiredlining regulations or legislation). 
State-financed homesteading program. 
State-assisted public housing. 



I I. Economic Development 
1. Industrial and commercial site development program (e.g., provision of technical assistance to local 

governments in site development; direct state development of industrial sites; state designation of 
sites suitable for industrial development). 

2. State loans, loan guarantees, interest subsidies, and grants for industrial and commercial development 
and redevelopment. 

3. Job training, retraining, and placement program with particular attention to needed skills in short sup- 
ply (customized job training). 

4. Small business development program (e.g.. venture capital grants; loans and grants for operating 
expenses or for the acquisition of equipment). 

5. Tax credit, abatement, deferral or reduction for industrial or commercial real estate, plants, or equip- 
ment. 

6. Tax credits for job creation for unemployed persons. 
7. State guarantee of local industrial revenue bonds, or state floating of industrial revenue bonds. 
8. Preferential procurement (state procurement of goods and services from suppliers located in com- 

munities experiencing high unemploymentllabor surpluslhigh concentration of low income persons). 
9. State provides secondary market for Economic Development Corporation debt. 

l l I. Community Development 
1. State authorization for tax increment financing of urban redevelopment. 
2. State authorization for local governments to create redevelopment agencies and carry our renewal 

programs. 
3. Capital improvements: State grants or loans for water and sewer facilities, for roads, harbors, airports, 

or for street lights, street repairs, park and recreation facilities. 
4. Preferential siting and leasing (siting and leasing of state facilities in communities according to desig- 

nated need criteria). 
5. State programs to provide technical assistance, or tax credit for business or individual contributions 

to neighborhood improvement efforts. 
6. State zoning ordinances and building codes for communities or unincorporated areas in which local 

ordinances have not been acted. 

IV.  Fiscal and Financial Management Activities 
1. State revenue sharing program with formula emphasizing local fiscal and socio-economic need. 
2. State has revised educational finance formula and reduced disparities in per pupil expenditures. 
3. Enacted state authorization for tax base sharing among localities. 
4. State assumption of local public welfare costs (90% or more). 
5. State reimbursement for local costs of state-mandated programs. 
6. State authorization of local sales or income taxing authority. 
7. Standardized budgeting, accounting, and auditing requirements for local governments. 
8. Improving local governments' access to credit markets (e.g., state operated municipal bond bank, 

state guarantee of local bonds). 

V .  Structure 
1. State authorization for creation within designated regions of single or multipurpose regional authori- 

ties with regionwide financing. 
2. Constitutional or statutory provisions granting local governments the authority to exercixe all powers 

not specifically denied them. 
0 3. State statute enabling local governments of a certain size to annex surrounding unincorporated lands. 

4. State statute facilitating citylcounty or local government consolidation. 
5. State boundary commission or other state control over the formation of new governments. 



Appendix B 

THE STATE URBAN POLICY AGENDA: 
DO STATE AND LOCAL OFFICIALS SHARE THE SAME PRIORITIES? 

Correlations Among State and Local Preference Rankings of 
35 l ndicators of State Urban Performance1 

All State All Local County Municipal Hardship 
Respondents Officials Officials Officials Officials City Officials 

All 
Respondents 1 .OOOO 
State 

Officials .7689 1 .OOOO 
All Local 

Officials .8447 .6017 1 .OOOO 
County 

Officials .665 1 .5162 .6714 1 .OOOO 
Municipal 

Officials .5830 .4786 .5800 .3901 1 .OOOO 
Hardship City 

Officials .5728 .3881 .655 1 .4 792 .2569 1 .OOOO 

'Preference correlations are represented by the Kendall tau beta coefficient, calculated on the basis of indicator preference rankings for 
each respondent subgroup. Preference rankings were constructed on the basis of indicator vote totals within the state, county, 
municipal, and hardship city respondent subgroups. The local officials' preference ranking represents a summation of indicator vote 
totals for the latter three subgroups. State and local vote totals were summed to construct the preference ranking for all respondents. 
All preference rankings have been reproduced in Appendix C. 
SOURCE: Academy staff compilation, based on responses to the 1980 academy indicators survey. 





Appendix C 

PREFERENCE RANKINGS OF STATE AID TO DISTRESSED COMMUNITIES 

Rank Assigned By: 
Hardship 

l ndicator Sample State County Municipal City 

'Capital Improvement Grants, Loans 
Housing Rehabilitation Grants, Loans 
Local Redevelopment Agency Authorization 

'Mandates Reimbursements to Local Units 
Financial Aid for Industrial/Commercial 
Redevelopment 

Housing Rehabilitation Tax Incentive 
'Revenue Sharing Program Emphasizing Need 
Multifamily Home Finance 

'Authorization of Local Residual Powers 
'Small Business Development Program 
'Customized Job Training Program 
Education Finance Reform 
Neighborhood l mprovement Program 
Industrial/Commercial Site Development 

'Authorization for Tax Increment Financing 
'Single Family Home Finance 
'Program to Improve Local Credit Market Access 
* Industrial Revenue Bond Program 
'Assumption of 90%+ Local Welfare Costs 
'Authorization of Local Sales/l ncome Taxes 
Tax Credits for Job Creation for Unemployed 
Authorization for Regional Authorities 
Authorization for City/County, Local Consolidation 
Authorization of Local Annexation 
Standardized Local Finance Requirements 
State-Assisted Public Housing 
Tax l ncentives for l ndustrial Development 
Preferential Siting, Leasing of Facilities 
Fair HousingIFair Share Housing/Antiredlining 
Authorization of Local Tax Base Sharing 
Preferential procurement program 
State Commission on Local Boundaries 
State-Financed Homesteading Program 
State Secondary Market for Economic 

Development Corporation Debt 
State Zoning Ordinance, Building Code for 
Areas Without Such Statutes 

'1980 indicator of state performance in aiding distressed communities. 



Appendix D 

ACIR/NAPA SURVEY ON STATE AID TO DISTRESSED COMMUNITIES 

STATE OF: 
Questionnaire completed by: 
Position: 
Agency: 
Address: Telephone: 
Date: 
PLEASE RETURN THE COMPLETED QUESTIONNAIRE BY July 31,1980 

To: Advisory Commission on Intergovernmental Relations 
11 11 20th Street, NW 
Washington, DC 20575 

Attention: Taru Jones (202) 653-5538 
Return envelope enclosed. 

State and local officials have identified the following program areas as the most im- 
portant in state activity aimed at assisting distressed communities. 

We would like to know what state programs exist in these 20 areas. We have already 
partially filled out the charts based on information from previous questionnaire and 
secondary sources. Please let us know: 

a) whether any new programs have been developed since our last check in 1979, 
b) if our information is adequate and accurate. 

THE FOCUS OF THE STUDY IS ON EFFORTS DELIBERATELY TARGETED TO DIS- 
TRESSED AREAS AS WELL AS ON NONTARGETED OR STATEWIDE PROGRAMS 

THAT ASSIST BOTH DISTRESSED AREAS AND OTHER COMMUNITIES. 

SPECIFIC CRITERIA FOR TARGETED PROGRAMS ARE GIVEN BELOW. 

Please fill out the following five charts. Use the enclosed blank form or the back of the 
page for additional comments. 

Thank you. 



I. HOUSING 
Criterion for targeted programs: State program must be directed primarily to persons with low or moderate incomes, or to communities or neigh- 

hoods with substantial concentrations of low income families or substandard dwellings. 

PROGRAM l NFORMATION 

Program 
Program Area Program Funded and Program Description: Purpose, Funding Level, 

Targeted Program Title and Citation Implemented Administering Agency, Types of Persons and 
YES NO YES NO 

Single family home construction or 
mortgage loan program 

Multifamily home construction or 
mortgage loan program 

Housing rehabilitation grant or 
loan program 

Housing rehabilitation tax incentive 
(including abatements, deferrals, 
exemptions, credits) 

I t .  ECONOMIC DEVELOPMENT 
Criterion for targeted programs: State program must be directed primarily to communities with (a) substantial out-migration of population or in- 

dustry, (b) above-average unemployment or underemployment, or (c) an insufficiently diverse economic base. 

PROGRAM INFORMATION 

Program Program Description: Purpose, Funding Level, 
Program Funded and Administering Agency, Types of Persons and 

Program Area Targeted Program r i l e  and Citation Implemented Jurisdictions Served, Etc. 
YES NO YES NO 

Industrial or commercial site 
development program (technical 
assistance, direct state development, 
state designation of sites) 

State financial aid for industrial or 
commercial development (state loans, 
loan guarantees, interest subsidies 
and grants) 

Customized job training program 
(job training, retraining and 
placement in new or existing jobs) 

Small business development program 
(venture capital grants, loans and 
grants for operating expenses or for 
the acquisition of equipment) 

State issuance of industrial revenue 
bonds, or guarantee of local 
industrial revenue bonds 



I l l .  COMMUNITY DEVELOPMENT 
Criterion for targeted programs: State program must give priority (a) to communities or neighborhoods where public facilities are obsolete, 

lacking, declining or underdeveloped, (b) to areas which are experiencing rapid industrial and population 
growth, and (c) to areas where capital or community development needs exceed financing and maintenance 
capabilities. 

PROGRAM INFORMATION 

Program Program Description: Purpose, Funding Level, 
Program Funded and Administering Agency, Types of Persons and 

Program Area Targeted Program Title and Citation Implemented Jurisdictions Served, Etc. 
YES NO YES NO 

Capital improvements program (state 
grants, loans or interest subsidies 
to build or maintain water and 
sewer facilities, streets, transit 
facilities, public buildings, 
parks, etc.) 

State program to assist local 
neighborhood improvement efforts 
(technical assistance, tax credit) 

IV. FISCAL AND FINANCIAL MANAGEMENT ASSISTANCE 
Criterion for targeted programs: State program must seek to alleviate revenue and expenditure burdens of fiscally pressed communities where 

the tax base is inadequate and the per capita income is below the state average. 

PROGRAM INFORMATION 

Program Area 

Program Program Description: Purpose, Funding Level, 
Program Funded and Administering Agency, Types of Persons and 
Targeted Program Title and Citation Implemented Jurisdictions Served, Etc. 

YES NO YES NO 
pp - - -- 

State revenue sharing program 
emphasizing local fiscal and 
socio-economic need 

Education finance reform 
to reduce interlocal disparities in 
per pupil expenditures 

Assumption of 90% or more of local 
public welfare costs 

State reimbursement of local costs 
for state-mandated programs 

Improving local governments' access 
to credit markets (e.g. state operated 
municipal bond bank, state guarantee 
of local bonds) 



V. ENHANCl NG LOCAL SELF-HELP CAPABlLlTl ES 
Criterion for targeted programs: State legislation/authorization must assure that substate general purpose governments are legally equipped to 

address the fiscal and development problems of distressed communities. 

PROGRAM INFORMATION 

Program Program Description: Purpose, Funding Level, 
Program Funded and Administering Agency, Types of Persons and 

Program Area Targeted Program Title and Citation Implemented Jurisdictions Served, Etc. 
YES NO YES NO 

State authorization for local use of 
tax increment financing 

State authorization for local creation 
of redevelopment agencies 

State authorization of local sales or 
income taxing authority 

Residual powers statute or 
constitutional amendment 

STATE HAS FORMAL DESIGNATED GROWTH AND DEVELOPMENT STRATEGY: YES NO - 

COMMENTS: 
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