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Chapter 2

The Intergovernmental Framework

The changing fiscal fortunes of the national government now stand out as the single most
important factor reshaping relations between Washington and the 50 State-1ocal systems. It
has transformed the expansive Great Society Federalism of the 1960s into the fairly austere
and competitive fend-for-yourselffederalism of the 1980s."

Financing for public works, a mgjor factor in how
States and localities manage these services, is
profoundly affected by Federal policies. For many
years, Federal funds have been an indispensable part
of the capital financing packages for ports, water-
ways, highways, and bridges, and more recently for
transit systems, airports, and wastewater treatment
and water supply plantsin every State and most
jurisdictionsin the United States. Federal tax policy
affects the cost of capital for State and local projects,
Federal regulations determine performance and
design standards for public works facilities, and
Federal grant conditions influence how the planning
and construction are carried out.

Although the Constitution provides the basis for
a Federd role in public works services, which are
fundamentally State or local in nature (see table 2-1),
it does not draw clear lines between Federal respon-
sibilities and those of States and localities. Because
of these interdependent relationships, States and
localities have had to readjust their own public
works management continuously, as nationa eco-
nomic conditions and Federal policies have changed
over the years. During the past decade, shiftsin
national priorities and severe budget constraints
have curtailed Federal spending for public works,
left large unspent balances (see table 2-2) in
user-funded transportation trust funds, and placed
more responsibility on State governments to in-
crease local spending on public works improve-
ments. As if this fiscal upheaval were not enough,
environmental concerns have also prompted more
stringent Federal mandates and standards for public
health-related facilities, and much of the transporta-
tion infrastructure has been found to need extensive
repair or renewal. (See figures 2-1 and 2-2.)

The realignment in governmental roles that has
resulted has been both wrenching and painful. State

and local governments confront huge, unexpected
funding requirements for public works services and,
athough they have increased spending, have not
been able to put funding packages together fast
enough to meet infrastructure needs. Although
Congress has acted to cut back Federal funding,
members are unwilling to relinquish totally their
right to allocate funds for local programs. Strong
Federal-local partnerships forged during the 1960s
and 1970s have been weakened somewhat, to the
distress of local officials who often feel ignored by
State administrations and prefer to maintain a direct
link to Washington.”

Thus, tensions are high among State officials over
the reduced levels of Federal program funding and
their increased responsibilities, while local govern-
ments--large cities and counties and small rural
communities, alike--fight to keep their Federal
connections in addition to developing new ties to
their State governments. How to ensure adequate
investment in public works for long-term mainte-
nance, repair, rehabilitation, as well as new con-
struction, in such a contentious climate involves
crucial and difficult intergovernmental issues.

PUBLIC SERVICES—WHO PAID
FOR WHAT AND HOW

Until about 1900, loca governments were the
dominant providers of all governmental services,
including public works-except for waterways,
which have always been constructed, operated, and
maintained by the Federal Government. Local gov-
ernments accounted for 71 percent of total genera
government expenditures, with Federal spending
representing 18 percent of the total, and States
providing the remaining 11 percent.’ Almost all
Federal revenue came from consumption taxes; in
contrast, over 50 percent of State revenue came from

1john Shannon, former executive director, Advisory COmMmission on Intergovernmental Relations, as quoted in Norman Beckman, “Development:

in Federal-State Relations,” of

States: 1988-89 Edition (Lexington, K'Y : The Council of State Governm ems, 1989), p. 438.

2John Gunyou, City finance officer, Minneapolis, MN, in U.S. Congress, Office of Technology Assessment, “Transcript of Proceedings — Stat
and Local Infrestructure Management and Financing Workshop,” July 7, 1989, p. 189.

3J. Richard Aronson and John L. Hilley, Financing State

Local Governments (Washington, DC: The Brookings Institution, 1986), pp.
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Table 2-1--Public Works Spending by Level of Government (in percent)

Federal State and local

Operations and Operations and
Year Capital maintenance Total Capital maintenance Total
i960 ....... 28 3 3i 36 a3 69
1970 ...... 23 5 28 37 35 72
1975 ...... 22 6 28 31 41 72
1980 ....... 25 7 32 23 45 68
i985 ....... 2 5 27 2i 52 73
1987 ....... 19 5 24 24 52 76

Sincludes spending for highways, airports, mass transit, water resources, wastewater, water supply, and solid waste. Data for 1988 and 1989 are not available.
SOURCE: Apogee Research, Inc., based on data from U.S. Department of Commerce, Bureau of the Census, and the Office of Management and Budget.

Table 2-2--Federa Public Works Trust Fund
Summary, 1988 (dollars in millions)

Balance

Trust Fund Revenues Outlays (end of year)
Highway Trust Fund:

Highway Account . .. $13,645 $14,036 $9.020

Transit Account .... 1,661 696 5,167
Airport and Airway Trust

Fund............. 4,081 2,896 5,841

inland Waterway Trust

Fund............. 102 59 315
Harbor Maintenance

Trust Fund ........ 161 169 8

SOURCE: Office of Management and Budget, Budget of the United States
Govemment, Fiscal Year 1990 (Washington, DC: 1988).

pro erty taxes, as did 90 percent of local revenues,

arly in this century, beginning an emphasis still
|mportant today, Federal funds were provided to
assist developing rural and agricultural areas, where
revenue sources were scarce. For example, the
Bureau of Reclamation was established in 1902 to
encourage agricultural expansion, and the Rural Post
Roads Act of 1916 funded roads across sparsely
settled Western States. Although needs have long
since changed, the influence of these policies still
lingers.

Spending by all levels of government grew
rapidly through the 1920s. Although the relative
shares provided by each governmental level re-
mained about the same, the structure and composi-
tion of taxes changed markedly. For example, in
1902, revenue from income taxation was so small
that government records did not tabulate it sepa-
rately. However, by 1920 the Federa Government
levied taxes on both personal and corporate income,

and by 1927 income taxes accounted for 64 percent
of Federal tax revenue.

Recovering from diminished prestige and author-
ity after the Civil War and Reconstruction, State
governments slowly began to expand their support
for public works in the first three decades of the 20th
century. Although still not major players, States
increased their revenues durlng the 1920s by intro-
ducing personal income taxes.'By 1930, 16 States
taxed |nd|V|duaI incomes; 17 taxed corporate in-
comes.”Relinquishing property taxes as a revenue
source to local governments, States gradually intro-
duced excise taxes on motor fuels and cigarettes.
Local governments continued to rely solely on the
property tax, their primary source of income to this

day.

The Depression

The Depression dramatically altered the Federal-
State-local relationship, ultimately expanding the
Federa role. Property values and tax revenue
plummeted, depriving local governments, the steady
providers of public services, of their major source of
income. They could not borrow, because banks had
gone out of business, and eventually simply ran out
of money.’ Because State governments did not have
the resources or the programs to help, the Federal
Government stepped in, beginning with emergenc
programs. Eventually, an extensive system of F
era public assistance grants and other support
programs developed. Although some of these were
entirely federally funded, many required a State
match.

“Ibid., p. 17.

S Advisory commission oa !nwmm Relations, Significant
19%9), p. 114,

SAronson and Hilley, op. cit, footnote 3, p. 18.

Federalism, 1989 cd., vol. 1 (Washington, DC: January
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Figure 2-1--Deficient Bridges and Interstate Miles on the Federal Aid System, 1988
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2 Deficient is the Federal Highway Administration term for substandard structural or pavement condition.

SOURCE: Office of Technalogy Assessment, 1990, basad on U.S. Depariment of Transportation, The Status of the Nation's Highways and Bridges: Condilions
and Performance—Report of the Secretary of Transportation to the United States Congress (Washington, DC; 1989}, pp. 63,73, 155.

To muster additional revenue during the Depres- spending grew rapidly; expenditures increased fron
sion years, States expanded their use of general sale$30.7 billion in 1954 to $108.8 billion by 1975.
and other selected taxes. Between 1931 and 1938,24uring 2 years (1965-67) of the Johnson administra
States introduced general sales taxes, and 29 Statetson, Congress increased the number of Federal gra
put excise taxes on liquéRuring this period, some  programs from 221 to 379, expanding social an
political scientists criticized State governments as health programs to address major societal prol
obsolete and called for scrapping them, except aslems.
administrative centers for the Federal Government.
They cited the inability of the States to deal with the
broad economic problems of the Depression and the,
inefficiency of providing programs and services on
a State by State basis.

The enlarged Federal presence reignited deba
ver the role and structure of State governments. |
1955, a Federal study by the Kestnbaum Commis
sion recommended major reforms in State govern
. . ment, including revising State constitutions anc
Public Sector Expansion After World War 11 reorganizing Ieg?islaturesgand procedures. The Con
State and local spending declined during World mission found that State Governors’ authority was
War Il but rebounded during the immediate postwar undermined by numerous independent agencies al
era, as governments turned to addressing deferredboards, the election of many administrative officers
public works needs. For a while, the fiscal climate and weak executive influence over budgets. Ii
was good; revenues were adequate because propertgddition, State legislatures had restricted their ow
values increased, and interest rates hit new fows. powers by enacting limits on their ability to tax and
From 1950 to the mid-1970s, State and local borrow and by earmarking revenue.

?Advisory Commission C Lntergovernmental Relations, 0. Cit., footnote 5, pp. 114-115.
*Aronson and Hilley, Op. cit., footnote 3, p. 18.

“Tbid., p. 19.

1othid., p. 21.

Nbid.,, p. 72.
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Figure 2-2--WastewateTreatment Facility Needs, 1988
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SOURCE: Office of Technology Assessment, 1990, based on LS. Environmenial Protection Agency calculations for consiruction costs of publicly owned
wastewsier treaiment facilities necsssary under the Clean Wader Act

During_the next two decades, most States revised Federal Grant Structure—Shifting Sands
their constitutions and modernized their structures

and legislative procedures to strengthen the execu- Traditionally, most Federal grants and aid have
tive authority. In 1981, the Advisory Commission on  heen for specific categories of projects as defined by

. Intergovernmental Relations, a permanent agencyFederal legislation, such as the construction of
'i established as a successor to the Kestnbaum Comairports, transit systems, dams, locks, or highways.

mission, reported that as a result of the reforms, mostStates and localities serve as conduits for Federal
States had improved their government systéms.  funds targeted at these categories, and projects mus

Irbid.. p. 28.
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Photo credit: Federal Works Agency

By funding projects such as construction of local roads, the Federal Government provided both employment and transportation
improvements during the Depression.

comply with many conditions and regulations, -« pay construction workers the “prevailing
including matching funds, to be eligible for grants. wages” in the area,
- provide opportunities for citizen participation,
Congress finds categorical grants attractive be- -« provide relocation assistance for people an
cause they permit channeling Federal funds to home businesses displaced by projects, and
district projects, allow close control over the use of -« initiate intergovernmental consultation con-
Federal funds, and minimiz&tate government cerning project planning.

interference’In contrast, State and local govern-
ments view categorical grant requirements as nar- N the 1960s and 1970s, however, the structure

row, restrictive, and hard to adapt to specific needs. (s:ﬁ;r;]e gdederal grants to State and local governmer
While some grant requirements are specific to a ged.
particular program, most are general and apply to all Block Grants
Federal construction grants. Among those that have
the greatest impact on State and local government In response to criticisms of categorical grants
public works projects are requirements to: during the 1960s, Congress consolidated some
them into block grants, dedicating these to broac
. conduct an environmental impact study prior to public purposes, such as the revitalization of cities
project construction, which included public works projects. Some block

Bjames Q. Wilson, American Government —{institutions and Policies (Lexingwon, MA: D.C. Heath & Co., 1986). p. 62.
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programs--Urban Development Action Grants, for
example-were established specifically to enhance
the autonomy of local governments, bypassing the
States and providing funds directly to local projects.
Block grants generaly did not require matching
funds and, instead, were alocated by formulas based
on measures of need. They gave project selection
and administrative responsibility to the local district
or the State, although they retained many of the
restrictions of categorical grants.”

Block grants continued during the 1970s, but
Federal review and oversight increased, as Congress
sought to ensure that all State and loca projects meet
a variety of policy objectives, such as transportation
and environmental planning, environmental impact
assessment, equal employment opportunity, or re-
_quirements to “Buy America.”

Revenue Sharing

In another attempt to support loca needs with less
Federal interference, the Nixon administration intro-
duced revenue sharing in 1972. The program allo-
cated unrestricted Federal funds to States and
localities without a match requirement. The funds
could be used for any type of government program
or project and were distributed by formulas designed
to reflect population, local tax effort, and State
wealth, and were intended to funnel more Federal
funds to poor, heavily taxed States than to richer
States. (For a comparison of the Federal dollars per
capita received by each State and the amount
returned through taxes, see appendix A.)

Although block grants and revenue sharing
played an important role in Federal policy from 1960
to the 1980s and funded many loca infrastructure
projects, they did not have strong congressional
support and did not grow as rapidly as categorical
grants. Moreover, broad-based grant programs lack
the influential industry support groups, such as the
railroad, highway, and aviation lobbies, that categor-
ical grants and trust fund programs enjoy. These
factors took their toll; block grants and revenue
sharing, which amounted to 27 percent of all Federa
grantsin 1979, declined to 21 percent in 1983.”
Revenue sharing with the States was cut off in 1980

and ended for cities in 1986, as part of the Reagan
administration’s policies of shifting local program
costs to the States and establishing the concept of
user-supported trust funds as the basic Federal
revenue supply for infrastructure.

The Reagan administrationbriefly revitalized the
block grant concept during the early 1980s by
consolidating additional categorical grants, and
severa of the block grants persist. However, most
Federal grants are once again categorica, continuing
to focus p-ly on new construction, despite
major rehabilitation and maintenance deficits, and
retaining elements of their initial underlying Federal
godls, regardless of the relevance to current needs
and conditions.

Pursuing its goal of reduced Federal domestic
spending, the Reagan administration successfully
reversed the growth trend in Federal grants to State
and local governments (see table 2-3). Between
1980 and 1989, Federal grants to State and local
governments for all programs, excluding payments
to individuals, dropped from $68 hillion to $42
billion, when adjusted for inflation.”

PUBLIC WORKS FUNDING
AS THE 1990s BEGIN

The share of Federal, State, and local government
budgets devoted to public works dropped from 12
percent to below 7 percent between 1960 and 1987,”
and capital investment decreased markedly, relative
to the gross national product (GNP) (see figure 2-3).
During the 1980s, annual capital expenditures in
adjusted dollars stayed relatively flat, fluctuating
between $40 billion and $50 billion annually-well
below the pace of national economic growth.” State
and local governments substantially increased reve-
nue-raising efforts, permitting outlays for main-
tenance and operations to keep pace with GNP.
However, when adjusted for inflation, total Federal
spending for public works, capital, maintenance, and
operations dropped from $37 billion to $29 billion
between 1980 and 1988. (See table 2-4, part B.)

The decreased share of public spending allocated
to infrastructure reflects a shift in national priorities

41bid.
131bid., p. 65.

160ffice Of Management and Budget, Budget of the Fiscal

1990 historical tables, pp. 128 and 130.

17Apogee Research, InC., database derived from US. Department 0f Commerce, Bureau of the Census, and Office of Management and Budget.

187bid.
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Table 2-3--Federal Grants to State and Local
Governments (adjusted 1982 dollars, in billions)

Year Amount
1960 ... ... i $25
1965 ... ... e as
1970 ..o e 61
1975 .. 87
1980 ... vt 106
1985 . ... i o4
198%estimate . ............... a2

SOURCE: Office of Technology Assessment, 1890, based on data from
Advisory Commisaion on Intergovernmental Relations, Signifi-
cant Features of Fiscal Federalism, 1988 ed., vol. 2 (Washing-
ton, DC: July 1988).

that has brought significantly higher governmental

expenditures for social programs. Currently, State

Figure 2-3-Public Works Spending as Percent of

Gross National Product

, Percent

80 63 65 87 69

and local governments spend 29 percent of their ey capia Years
Federal grant monies on health care, a dramatic rise 1 Operations and maintenance

from 3 percent in 1960. In comparison, 15 percent of

current Federal grant funds are directed to tranSpOr-soURCE: Office of Technology Assessment, 1980, based on information

tation compared to 43 percent in 1950.

Even though Federal public works expenditures,
when adjusted for inflation, have decreased during

provided by Apogee Research, Inc.

Figure 2-4—State and Local Capital Spending
Financed With Federal Grants

the 1980s, Federal grants are crucial to State and percent

local governments, financing 40 to 50 percent of
their annual capital spending (see figure 2-4). The

share of Federal funds spent on transportation has’

grown significantly compared to water supply and

wastewater treatment programs, thanks primarily to
constant replenishment of the highway, aviation,
and inland waterway user-supported trust funds. In
1980, 80 percent of Federal infrastructure outlays
were directed to transportation programs, and 20
percent to water and water treatment projects. In
1988, transportation’s share was 90 percent with 10

percent going to water projects (see table 2-4). The "s & s

60

40}
30
20
10
i

67 73 75 77

69 71

60 percent reduction in adjusted Federal spending Fiscal years

for wastewater treatment from $6 billion in 1980 to

$2.4 billion in 1988, reflects Federal policy, estab-
lished with the Clean Water Act of 1972, to provide
construction grants for wastewater treatment plants

provided by Apogee Research, Inc.

SOURCE: Office of Technology Assessment, 1990, based on information

temporarily as abridge to local self-sufficiency. The and local public works projects. Congress, with it
phasing out of Federal investment in water supply, legislative and oversight responsibilities, and th
while never large, conforms with the traditional executive branch, primarily the Department ©
convention of local responsibility for water supply. Transportation (DOT) and the Environmental Pro

FEDERAL REGULATORY

POLICIES

tection Agency (EPA), Meet virtually every aspeci
of State and local transportation and environment:
public works activities. State and local officials
consulted by OTA for this study did not question the

Through its regulatory standard-setting powers, necessity for Federal regulations governing environ
the Federal Government has a major impact on Statemental quality and protecting public health ant

190ffice Of Management and Budget, opciL, footnoteis, pp. 244 and 248.
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safety. However, they criticized the unfunded regu- = -
latory mandates written into recent legislation and # .
the requirements attached to categorical grants,, -

which, they maintain, create planning, administra-
tive, and financing problems. (For further discus-
sion, see chapters 3 and 4.) Moreover, while they
welcome Federal financial aid and reject sugges-
tions to eliminate the transportation trust funds, |

many chafe at grant requirements, which they view ..,
as encroachments on their governmental sover-Ssg
eignty, and at large, unexpended trust fund balances. i
These intergovernmental issues have their roots in g e
the compromises hammered out between Congress? ﬁ .
and the executive branch as they established, and-§idk®

continue to change, the responsibilities of the B .
Federal agencies over the years. Photo credit: 5.C. Delaney, 5. Environme ta/ Protection Agency

A EPA echnician ests water q al ty for compl ance wi
eg ations Many ocal gove menis ack e nds and
of the National Environmental Protection expertisooensu e hat e  em mee ederal
Act of 1%9 marked the start of a tempering of the oqu ements
Federal commitment to developing natural re-

sources for economic purposes-a process that hagyyggled, with little success, since its inception with

been evolving over the past three decades. In a recenihe need to make its programs reflect the interrelate
example, the Clean Water Act Amendments of 1987 a1 re of environmental problems. Federal environ

strengthened the commitment to environmental mental policies continue to target individual envi-

protection, expanding Federal jurisdiction to include ygnmental media—air, water, and land-ever
any body of water in or affecting the commerce {noygh pollution control in one medium may have ar
chain, with the intent of extending regulation of aqyerse effect on another. This”. single medium

tion reinforces the tensions between the goals of gay.today administrative operations of EPA.Z "

economic development and environmental qual- a4 s further reflected in congressional committe
ity. These laws form a major intersecting point gt cture.

for Federal, State, and local transportation and

environmental public works programs. State environmental departments tend to mirro

EPA is the Federal agency that has the largest this media-related approach, leaving local govern
impact on public works services related to the ments, which must resolve and pay for pollution
environment and public health. The Agency was problems-including those resulting from cross-
created in 1970 by an executive reorganization media pollution-without adequate planning anc
order’that brought together functional branches of technical support. As just one example, require
the Departments of Agriculture; Interior; and ments to control air pollutants at wastewater treat
Health, Education and Welfare; the Atomic Energy ment facilities could create acidic conditions tha
Commission; and the Council on Environmental would turn the concrete facilities to gypstifihe
Quality. However, the order did not include an history of Federal legislation highlights the frag-
official mandate. Caught between industry advo- mented framework in which local public works
cates and environmental activists, the Agency hasdirectors operate.

PReorganization Plan NO, 3 of 1970.
HLee M. Thomas, “A Systems Approach: Challenge for EPA,” Scpieraber p. 2w

BBlake P, Anderson, director of technicalservices, Fountain \Valley, CA, personal communication, June7, 1989,
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Water Supply”

In the late 1960s and early 1970s, growing
concern over the purity of the Nation’s drinking
water prompted Congress to pass the Safe Drinking
Water Act of 1974” as an amendment to the Public
Health Service Act. The Act and its amendments
require EPA to set standards for drinking water
quality; the States are to enforce them. All public
water supply systems--whether publicly or pri-
vately owned—are subject to the mandate.

Dissatisfied with EPA’s implementation of the
1974 Act and faced with the threat of suits by
environmental advocates, Congress enacted the Safe
Drinking Water Act Amendments of 1986”to
simplify the EPA regulatory process, stiffen the
requirements, and accelerate the pace for EPA to
establish and implement new National Primary
Drinking Water Regulations. Congress specified 83
contaminants for which EPA was required to prom-
ulgate regulations by June 1989, and required that 25
contaminants be added to the list every 3 years. The
1986 Amendments also authorized continued, but
relatively small, grants to States and localities, as
well as new Federal assistance intended to help
small systems monitor for unregulated contaminants
and install disinfection equipment.

Wastewater Treatment”

With the Federa Water Pollution Control Act
(Clean Water Act) of 1972,”the Federal Govern-
ment shouldered some of the responsibility for
controlling water pollution for the first time. The Act
required EPA to promulgate nationwide minimum
standards for municipal and industrial wastewater
treatment and authorized a marked increase in

Federal funding. The Federal matching rate for local.
wastewater treatment construction costs grew from
50 to 75 percent, and annual construction grant
appropriations rose five-fold between 1972 and
1977. From 1973 to 1988 Congress granted over $50
billion to municipalities.”

The grants were not intended to be permanent, but
rather as a bridge to help the localities toward
self-sufficiency. Amendments in 1977, 1978, and
1981 created more stringent rules for governing
toxic pollutants in wastewater, and Congress simul-
taneously began returning to States and localities the
responsibility for water quality costs. The most
dramatic shift was signaed by the 1987 Clean Water
Act Amendments,”which required that the munici-
pal construction grants program be phased out by
1991 and replaced by capitalization grants for State
Revolving Funds. In 1994, al Federa aid to States
and localities for wastewater treatment facility
construction will end.

Clean Air®

By the 1950s, Congress had recognized that the
itinerant nature of air pollution rendered efforts at
State control insufficient, and in 1963 Congress
passed the first Clean Air Act.” Amendments
passed in 1967*enabled the Federal Government to
set emission control standards in areas especialy
troubled by pollution and exercise limited enforce-
ment powers. Amendments in 1970% authorized the
newly founded EPA to establish minimum air
quality standards, specified deadlines for action, and
empowered the Agency to take over if a State failed
to meet the deadline.

BMaterial on

SafeDrinkin  water Act and the 1986 Amendments isbased 0N Apogee Research, Inc. andWade Miller Associates, InC., “ Problems

in Financing and Managing Smaller Public Works,” Report to the National Council on Public Works Improvement, Sept. 10, 1987, pp. $9-61; Sidney

M. Pollution Law Handbook: ~ Guide to Federal Environmental

ninth ed.
et &., Environmental Law Handbook (Rockville, MD: Government Institutes, Inc., 1987).

Upublic Law 93-523,88 Stat. 1660.
Spublic Law 99339, 100 Stat. 642.

26Material on wastewater treatment | egislation is based on ClaudiaCopeland, Congressional

Books, 1988); and J. Gordon Arbuckie

R- Service, “Federal Assistancc for Water and

Sewer Systems,” background bricfing paper prepared fOr Senate Agriculture Committee, Feb. 22, 198% Asbuckle et &l ., 0. cit., footnote 23; and Wolf,

op. cit., footnote 23.
ZPublic Law 92-500, 86 Stat. 816.
Copeland, op. cit,, footnote 26, p. 2.
Bpublic Law 1004,101 stat. 7.

30Material ON clean ail legistation is based 0n Arbuckle et al., Op. cit., foomote 23, and Wolf, op. cir, footnote 23.

3tPublic Law 88-206, 77 Stat. 392.
32public Law 90148,81 Stat. 485.
Bpublic Law 91-604,84 Stat. 1676.
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Photo credit: Virginia Department of Transportation

Special lanes for high occupancy vehicles (HOV), such as the centeines picturedabove, are one way States can demonstrate a
commitment to enforcing the Clean Air Act.

Despite these legislative efforts, the control of responsible for major changes in their urban trans-
some major pollutants, most notably ozone, hasportation patterns as a result.
failed. With the Clean Air Act Amendments of .
1977 Congress strengthened EPA’s enforcement Solid
powers, limited its discretion to authorize waivers to ~ Congress enacted the Solid Waste Disposal Act in
nonattainment regions, and imposed new and tighter 1965,"the first Federal legislation to deal directly
State planning requirements. Should a State fail toWith solid waste disposal. The goal was to create a
submit an acceptable clean air implementation plan, National research and development program to
EPA may cut off Federal funds for highway and determine better solid waste disposal methbds.
sewage treatment facility construction and air qual- | 092y, the main piece of Federal legislation govern-

- ; : ing State management of solid waste is Subtitle D of
ity control programs. EPA can waive sanctions and the Resource Conservation and Recovery Act

penalties if it determines that a State is making a RcRra) of 19767RCRA was intended to improve
good faith compliance effort, lessening the burden y picipal and industrial waste management by
on States and localities. Congress is expected tQjiscouraging landfill disposal and encouraging re-
reauthorize the Clean Air Act in 1990 and is ||k6|y source recovery techn0|ogi8§he Act confers

to include provisions calling for additional controls most of the planning and regulatory responsibility
on mobile pollution sources, such as automobiles, for the disposal of solid waste on the States and
trucks, and buses. Most States and localities may beprovides some financial assistance to rural commu-

34pyblic Law
35Public Law 89-272, 79 Stat. 992,
35Public Law Stat.

37Public Law 94-580, 90 Stat. 2795, )
38.S. Congress, Office Of Technology Assessment, FaCingAmerica’s Trash: What Nexs for Municipal Solid Waste? OTA-()-424(Washington, DC:
U.S. Government Printing Office, October 1989),  p. 348,
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nities. The Hazardous and Solid Waste Amendments
of 1984 target hazardous waste management,
encourage compliance of State solid waste plans
with Federal guidelines, and give EPA the authority
to takeover the management of a State’s solid waste
management 4E)Ian if implementation efforts are
unacceptable.

Transportation and Mobility

Transportation laws developed historically to
address specific defense and economic devel opment
needs as each succeeding mode of transportation—
water, rail, highway, and air--emerged. Federal
programs and congressional committee structure
retain much of this special purpose and modal
orientation, despite creation of the Department of
Transportation. DOT was formed to". . . coordinate
the executive functions of our transportation agen-
ciesin asingle, coherent instrument of government
. . . [to] strengthen the national economy as a
whole.”** DOT ultimately came to house organiza-
tions that had been independent (e.g., the Federal
Aviation Agency) as well as those previously a part
of other departments (e.g., the Urban Mass
Transportation Administration).

From DOT's inception, Congress has favored the
modal emphasis inherent in the Agency’s original
structure, an approach supported by strong industry
interest groups. These powerful forces have so far
stymied development of policies that would permit
implementation of a national transportation system
in which the modes work in a complementary
manner. This problem has not gone unrecognized by
the Federal Government. A congressional report in
1977 pointed out that”. . . the fragmentation of the
laws which define national transportation goals. . .
have dramatic impacts in conflicts between the
major promotional agencies within DOT. . . each

program proceeds more or less independently-with

predictable inefficient and counter-productive re-
suits."“The Secretary of Transportation, Samuel
Skinner, is expected to unvell a strategic plan for
transportation early in 1990 that will attempt once
again to address these issues.

State DOTs by and large reflect the Federa modal
organization and place a particular emphasis on
highways. The lack of Federal and State support for
a systems approach to transportation creates special
difficulties for local officials, who need technical
and funding assistance to facilitate the intermodal
transfers for people and goods that are an integral
part of any healthy economy. An airport executive,
for example, asserted that he could find no where to
go in DOT to seek help for the ground access
problems his facility has.”Legislative history
shows the grip of the different modes on even
present-day programs.

Highways*

The Rural Post Roads Act of 1916 marked the
Federal Government’s first foray into Federal high-
way aid. The Federal commitment to the Nation’s
highways deepened and broadened with the creation
in 1941 of the Interstate and Defense Highway
System, and in 1956 of the Highway Trust Fund,”
which provided a dedicated source of funding.
Through the 1960s, the Federal Government contin-
ued to bear alarge portion of highway capital costs,
but left operations and maintenance costs to the
States and localities.

In 1976, Congress enacted legidation making
some maintenance costs, as well as construction
costs for highways, roads, and bridges, eligible for
Federa funding. The new funds carried conditions,
and new conditions have been added during severa
annual appropriations processes. These include Fed-
eral constraints on States' rights to define road rules,

¥Public Law 98-616,98 Stat. 3221.
400ffice Of Technology Assessment, 0. Cit., footnote 38, p. 350.

‘ILMBJM @ - From the President of the United States,” in U.S. Congress, House Committee on Gov ernment Operations, Creating

a Transportation,
Government Printing Office, pp. 38-39.

42y.S. Congress, Senate COmmittee on Governmental Affairs, Study on Federal Regulation,

Office, 1977), p. 156.

Before  Subcommitiec

Committe on Government (Washington, U.S.

S (ashington, DC: US. Government Printing

“Richard Marchi, director of aviation planning and development, Massport, personal communication, July 2S, 1989.

“Material at highway legislation is based ON National Council ON Public Works Improvement, FM@  oundations:
February 1988); and American Transportation Advisory Council, New Directions iN Transportation (Washington,

Works (Washington,
October

Stat. 355.
470 sm. 374.

on America's
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Fund:*New and non-urban systems, in addition to
existing systems, became eligible for Federal aid,
and States were allowed to substitute transit projects
for interstate highway projects they judged non-
essential. Perhaps most important, the Federal Gov
ernment began to contribute to operating costs a:
well; indeed, during the late 1970s, over 80 percent
of Federal formula grants were used for operating
assistancé’Though amendments to the STAA
(Public Law 97-424) in 1983 gave mass transit its
first dedicated revenue source (a I-cent per gallor
portion of the newly increased Federal gas tax), the
Federal Government has generally retreated from its
support for mass transit during the 1980s.

Photo credit: Massport Airports

Despite badly deteriorating bridges, such as the one ; ; ;
pictured here, Highway Trust Fund monies could Slncepassmg the Air Commerce ACt of 1926’
not be used for rehabilitation until 1982. the Federal Government has steadily invested in the

Nation’s airports and airways. Between 1947 and
speed limits, drinking age, truck access to both 1969 the Federal Government covered nearly one-
federally and nonfederally funded roads, and other half of airport construction coststhe 1970 Airport
policy issues. The Surface Transportation Assis- and Airway Development A€marked a major
tance Act of 1982 (STAA) boosted the Federal gas expansion of Federal support for aviation infrastruc-
tax, authorized increased appropriations for resur-ture; Congress approved new fuel and passenge
facing, and authorized appropriations out of the ticket taxes, and other charges, and established th
Highway Trust Fund for highway bridge replace- Airport and Airway Trust Fund. The Act lapsed in
ment and rehabilitation. The STAA was reauthor- 1980, in the wake of conflicts over suitable uses for
ized in 1987, and most previous conditions were Trust Fund money, but in 1982 Congress reauthor-

continued?’ ized the Trust Fund with the Airport and Airway
_ Improvement Act. Legislation in 1987 reauthorized
Mass Transit funding for airport development and directed the

Until the late 1960s, the private sector owned and S€cretary of Transportation to develop a long-term

o%ergted mlost of Americésl’ﬁ mhass transit systeéns. By comprehensive airport system plan.
1970, newly constructed highways, increased auto-

mobile use, and sprawling suburbs had put manyF>0rtS and Waterways
public transportation companies out of business. Federal dominance of water resources develop-
Local governments, knowing the importance of the ment was established in 1787, when Congress, in the
service, assumed an active role in supporting massNorthwest Ordinance, interpreted the Commerce
transit. Initially Federal aid was limited to discre- Clause of the Constitution as a mandate for Federa
tionary project financing for States and localities. regulation and maintenance of navigable water-
After 1970, the Federal Government expanded itsways. The U.S. Army Corpsof Engineers was
support for transit, as mass transit systems weremade responsible for waterways and harbors. The
declared eligible for aid from the Highway Trust 1824 General Survey Act authorized surveys for a

“pyblic Law 100-17, 101 Stat. 132.

“Congressional Budgeioffice, New Directions Nation’s Works (Washington, DCseptember P
#Tbid., p. 29,

g4

SiCougressional Budget Office,  Cit., footnotess, p-56.

2Pyblic Law 91-258,84Stat. 219.

SSpaul Walker, of Independence (Washington, DC: U.S. ArmCorps of Engineers, 1981), p. 3€rhe NorthwesOrdinance pertained to
mapping ancexploring Of waterways andland resources.
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national network of internal improvements, expli-
citly including waterways. In 1824, the Rivers and
Harbors Act established Federa river and harbor
construction and maintenance programs. The Corps
had and continues to have the tasks of planning,
developing, operating, and maintaining waterways.

Water programs became increasingly multipur-
pose in the 20th century. Flood control was incorpo-
rated into many projects in the 19th and early
centuries, culminating in the 1936 Flood Control
Act, which formally designated the Corps as respon-
sible for flood control. The Bureau of Reclamation
was established in 1902 to encourage westward
expansion by providing inexpensive irrigation water
for agriculture; hydropower was added to project
purposes in legislation enacted in 1912 and 1917.

The backbone of the Corps’ support for water
transport lies in the 11 division and 38 district
offices. These form a cadre of technical expertise
and arc responsible for operations, maintenance,
construction, preparation of preliminary and design
studies, and acquisition of real estate for projects
throughout the country. The waterways industry and
regional and local port officials rely heavily on the
Corps for advice and maintenance, and even operat-
ing assistance. As one put it: “Without them, we
wouldn’'t be in business.”

over the past decade, the Federal Government has
continued to retrench its role as water resources
developer. The 1986 Water Resources Development
Act ingtituted waterway user fees and cost-sharing
requirements for most water projects, with non-
Federal sponsors responsible for a minimum of 25
percent of the costs of most construction projects.
The focus of water resources development at the
Federal level has now shifted to operations, mainte-
nance, environmental accountability, and decreased
financial and administrative responsibility.

Funding for waterway improvements comes from
Federal appropriations and the Inland Waterways
Trust Fund, supported by marine fuel tax revenue.
The Inland Waterways Users Board makes recom-
mendations on project priorities based on considera-
tion of national system needs.”

INDUSTRY PERSPECTIVE

Every industry uses or provides services depend-
ent on public works, and most take for granted
governmenta decisions that create the infrastructure
necessary for their business, except when a tax
increase or regulation that directly affects them is
proposed. Then, industry associations swing into
action and lobby Federal, State, and local officias to
ensure that their interests are thoroughly considered.
Their lobbying activities often reinforce the status
guo, because they do not want the way they do
business disturbed.

However, when an infrastructure issue has been
widely recognized as a problem, and legislation or
regulation seems a certainty, industry is likely to
acknowledge a need to change and to engage in the
policymaking process. As the 1990s begin, air
quality problems, the need for greater investment in
transportation infrastructure, and urban traffic con-
gestion are three such potent issues. Each industry
segment is trying to shape government action
according to its concerns. For example, southern
Cadlifornia government agencies and industries are
trying to craft a solution to the area’ s severe air
pollution and traffic congestion problems. With
current technologies, the poor air quality precludes
construction of more roads to relieve traffic conges-
tion, so new approaches must be tried. The Califor-
nia Trucking Association’s members are willing to
operate at night as much as possible to relieve
daytime congestion.” However, many industries
that depend on truck transport find the noise
problems and costs of keeping their loading facilities
open to accommodate deliveries at night unaccepta-
ble. Finding a reasonable balance among the diverse
interests will be a lengthy and difficult process.”

In one area-intermodal transportation--industry
has moved rapidly to capitalize on burgeoning
international trade and changes in manufacturers
shipping patterns. Federa oversight, programs, and
organization have not kept pace, and a host of
difficult transportation system issues are emerging,
ranging from how to provide sufficient ground
access for busy airports to congestion that prevents
efficient local truck transfer of freight containers

$Donald C. McCrory, director, Memphis and Shelby County Pot Commission, Memphis, TN, personal communication, Dec. 5, 1989.

35U.S. Army Corps of Engineers, The

Waterways Transportation System: A

April 1989), p. 42.

6K aren E. Rasmussen, director, Governmental and Industry Affairs, California Trucking Association personal communication, Nov. 10, 1989.
57Sarah Siwek, manager of transportati“ 0N, South Coast Air Quality Management District, personal communication, Nov. 10, 1989.
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from ship to rail. Local governments must deal with
such problems on a piecemeal basis when Federa
monies are involved, because of categorical grant
requirements and the absence of a coherent Federa
transportation policy that incorporates environ-
ment?l concerns. (For further information, see chap-
ter 4.

INTERGOVERNMENTAL [|SSUES

Generally, State and local officials accept the
need for Federal standards to protect public health
and welfare, especialy if they are tied to a grant.
However, officials contend that federally mandated
standards and grant requirements raise their costs,
through expenditures for projects or procedures that
may be extraneous to State priorities and that add
time to the project. As one example, Federal aid for
highways requires that a percentage of Federal
monies be used for repairs to “off-system” bridges
(bridges on highways that are not eligible for Federal
aid), and these bridges are on underutilized or
unimportant routes in many States.” Concerns
about Federal programs center on unfunded man-
dates, such as those described in chapter 1, box I-A;
grant requirements, such as a focus on new construc-
tion rather than maintenance or management im-
provements; and on the regulatory process,”includ-
ing:

« inflexibility in the administration of standards
(standards aim at uniform performance and do
not accommodate local variation in need and
conditions);

¢ lack of coordination among Federal agencies
engaged in related activities,

« frequent changes in Federal regulations, which
require major local program adjustments,

« excessive time required for Federal review and
approvals; and

« requirements for meetings and paperwork.

The complicated application process for approval
of amajor harbor improvement shown in figure 2-5
gives ample evidence that these concerns are justi-
fied.

In 1987,60 percent of State and local infrastruc-
ture capital came from bonds.” Traditionally, tax-
exempt municipa or governmental bonds have been
the fiscal workhorses for State and local govern-
ments, which use them to acquire the large amounts
of capital needed for roads, schools, and environ-
mental projects. In addition, tax-exempt “private
activity” bonds are issued to finance many types of
public-private ventures, which create facilities for
public use.

To the concern of State and local governments,
Federal tax reform legislation aimed at closing
loopholes and minimizing revenue loss—primarily
the Tax Acts of 1986 and 1988—made tax-exempt
bonds much more difficult to issue. At least partialy
asaresult of the changes, the value of new issues of
municipal debt has decreased by one-half since
1985, with even more dramatic reductions in the
issuance of private activity bonds.”

However, while it istoo early to be certain, OTA
anaysis indicates that the impact of tax reform on
traditional public-use infrastructure projects may
not be significant in the long term. Debt financing of
traditional public works, such as publicly owned and
operated wastewater and water supply plants and
roads, appears to be at a higher rea level now than
before the passage of the 1986 Act.” The decrease
in tax-exempt private activity bonds for” public
facilities, such as convention centers and sports
complexes, may have boosted the use of tax-exempt
government bonds to finance traditional infrastruc-
ture projects. A significant drop in borrowing did
occur between 1986 and 1987, but the market
returned to its pre-1985 level in 1988 and increased
more than three-fold between 1980 and 1988~ (see
figure 2-6).

However, the reforms have had a significant effect
on a wide range of activities financed by State and
local governments, especially those undertaken in
cooperation with the private sector. Four provisions
have raised the greatest concern:

$81an MacGillivray, director. P arming Research Division, |0wa Department Of T ranspontation, in Office of Technology Assessment, op. cit., footnote

2, pp. 118-119,

$9Remarks from OTA Advisory Panel meting, March 1989; and participants in Office 0f Technology Assessm ¢m, op. cit., footnote 2.
80Government Finance Rescarch Ceater, “Federal Tax Policy and Infrastructure Financing,” OTA contractor report, Sept. 13, 1989, p. 1X-4.

Slibid., p. I4.
&bid., p. |-2.
€fbid., p. 1-4.
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Figure 2-5—Marine Project Permit Process
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Figure 2-5--Ma rine Project Permit Process
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- Additional procedures and reporting require-

Stricter criteria for tax-exempt bonds. Tax figure 2&Tax-Exempt Governmental
Coderevisions have restricted the use of Purpose Bonds

tax-exempt private activity bonds to projects in - .. o

which generally no more than 10 percent of the so

facility is used for private purposes and no more m.
than 10 percent of the debt service is paid from ‘
private sources. The previous private activity *°f
maximum was 25 percent. This reduction in
ﬁermjss_ible level of private sector involvement 4o}
as limited tax-exempt borrowing and raised
costs for some forms of public works infra-
structure, such as water treatment plants thatzot
are owned or operated by private firms. The
new lower limits on private activity will require Wy RN W
developers to rely more on private capital for ° 10 11 1982 108

1984 1985 1988 1987 1988

project improvements, like new subdivision Years

streets. InVacaville, California the widening ,

of a major arterial failed the test for tax-exempt S0 R Qo e e tintar " o2 fom the
financing because the cost of required reloca-

tion of private utility lines exceeded the 10 refinance bonds frequently to take advantage
percent limit on debt service allowable from falling interest rates.

private source$. . . . .
State and Local Financing Relationships

ments. Alltax-exempt transactions must now  Although the extent varies, State governmen
be reported regularly to the Internal Revenue provide essential financial support to local jurisdic
Service. In addition, records must be kept on tions for public works, currently providing 54 cents
investment earnings in order to make rebates on (down from a high of 61 cents in 1975) in grants fo
profits, if necessary, and the costs of insurance every dollar raised by local government. Generally
for private activity bonds are restricted. These State funds go for education and public welfare, ar
new regulations mean increased effort and to support specific transportation infrastructur
costs for every jurisdiction, but hit small, and needs, such as highways, airports, and in some cas
unsophisticated issuers hardest, as they mustvastewater treatment and mass transit. The relati
seek outside financial help. decrease in the State contribution since 1975 do
Reduced arbitrage opportunitieStrict limits ~ Nnot mean that total State dollar aid to cities he
were placed on the opportunities for State and decreased; indeed it increased by 10 percent in re
local governments to earn arbitrage income by terms from 1979 through 1986. Rather, local goverr
borrowing with tax-exempt bonds and invest- ments have increased the revenues they colle
ing the proceeds, usually in higher yielding Which have grown 37 percent for cities and 5
bonds, until neededArbitrage is a lucrative ~ percent for countie$Further details are given in
income source, used in many cases to reducechapters 3 and 4.
roject costs. After strong protests spearheaded

Ey ]IQcal governments, %c?ngres_s e%sed these CONCLUSIONS

restrictions in the budget reconciliation legisla-  Through funding support, legislation, and regula
tion passed in November 1989. tion, the Federal Government has driven publi

. Limitations on refinancing. The 1986 Act works infrastructure policy since the early part of the

ermits governments to refinance tax-exempt 20th century, and its fiscal policies and fundin
ﬁ)ans only once. In the past, governments cou?d capabilities have shaped and local publit

4Virginia B. Rutledge, president, Government Fmance Officers Association, testimony before the SenatdCommittee onGovernmental Affairs,

Subcommittee on General Service’s Federatism and the District oColumbia, May 4, 1989.

14,

“Government Finance Research Center, Op. Cit., footnote 60, pp.
%Advisory Commission on Intergovernmental Relations, Sigmificant Feanuwres Of Fiscal Federalism, 1988 cd., VOL 2 (Washington, DC: 1988), p.
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works construction and service. Over the past
decade, changes in Federal policies have forced
States to play a larger role in financing and g-
administering public works programs, and local
communities to do more for themselves. Federal:
spending is likely to continue for the short term

to focus on health and social programs, defense
(although this may decline gradually), and na-
tional debt service. State and local governments
must expect to finance a larger share of public
works with their own revenues-general taxes
and fee-rid where feasible, with private sector
partners.

Competition for revenue sources-excise and” o8
income taxes, user fees, and other benefit charges— Sl et
is characteristic of our Federal system and can be _.
expected to continue at all governmental levels. ,
When Federal funds were more plentiful, State and . o
local governments used them as substitutes for theiliRP™
own resources for public works facilities, focusing
their own spending on education, health, or other
special program areas that do not generate revenue. Resources are limited artate andocal governments
They will not withdraw from funding education or often direct capital to education and health care programs
caring for the destitute as Federal funding levels rather than public works.
decline. The resulting financial squeeze on State and
local governments is a major factor in the poor
condition of public works infrastructure and height-
ened intergovernmental tension. Timepacts of
continued low levels of Federal spending on
public works will affect States with varying
degrees of severity (see figure 2-7This raises
equity questions that Federal policymakers will
want to consider.

Recent Federal tax reforms enacted to conserve
Federal revenues have increased the cost of loc

Photo credit: iowa State University

tial costs, both in money and time required for
project completion. Locahnd State officials ques-
tion the appropriateness of Federal policies re-
quiring them to conform to national priorities
and guidelines that often are not sensitive to local
conditions or needs, but increase the project price
and timeline.

Federal oversight, programs, and funding are
argeted through categorical grants at specific issue
nd problems--from wastewater treatment to air-

capital and discouraged public-private partnerships.
While they understand the fiscal forces behind these
actions, State and local governments do not wel-
come the effects and maintain that the Federal
Government is pursuing conflicting fiscal policies.

ort, highway, and harbor improvements. Strong
industry interest groups have grown up to suppor
each of these categories, and environmental activist
focus on enforcement of specific laws that target ¢
single issue.Such potent but diverse vested
interests make coordinated environmental and

Strong environmental lobbies have encouragedtransportation programs difficult, and congres-
Congress to raise standards for environmental publicsional and executive branch policies and pro-
works projects, and other concerns have promptedgrams often appear to State and local govern-
the addition of grant requirements, such as Buy ments to work at cross purposes. More systematic
America, which promote goals unrelated to the Federal policy coordination and consideration of
primary purpose of the grant. These entail substan-reorganization or restructuring are warranted.
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Figure 2-7—Projected impact on States of Reduced Federal Ald for Public Works®
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8
Simpact is defined as the relative level of effort each State would have 1o make 10 replace a hypothetical 50 percant cut in Federal aid for public works.

SOURCE: Office of Technology Assessment, 1890, derived from information provided by Apogee Research, Inc.



