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. Chapter 3

States: Caught in the Middle

It is not the voters who failed [to approve a tax increase for transportation]; it is we, the
political leaders, who failed the voters. l

Notwithstanding wide differences in size, eco-
nomic conditions, and governmental structure, each
State confronts the same problem: how to finance
transportation and environmental infrastructure  im-
provements as well as schools, hospitals, and
prisons. A State’s ability to finance public works is
a product of its economic base and political compo-
sition; these determine the mix of taxes, charges,
fees, and private investment a State may use to pay
for infrastructure.

Marked increases in targeted taxes, benefit
charges, and user fees have been necessary in most
States over the past 5 to 6 years to support public
works priorities, after more than a decade of flat
investment. States have combined these special
charges and broad-based taxes to boost funding for
infrastructure improvements, principally for trans-
portation-highways, airports, and mass transit—
with some States supporting railroads and ports as
well. Funding environmental public works has
historically been a local responsibility, although
some States have long assisted with wastewater
treatment plant construction. Every State will be
playing a larger role in the future, since new Federal
requirements include environmental mandates that
are straining local fiscal capabilities and sending
local officials to their States for help. This chapter
outlines the economic and political frameworks for
State public works programs as well as fiscal and
management strategies that States have developed
over the past decade or more.

THE POLITICAL AND
ECONOMIC MIX

Politics and economics interact in shaping a
State’s public spending portfolio. Political delibera-
tions and decisions determine State debt limits, tax
rate ceilings, spending caps, and whether to levy a
sales or an income tax; all of these reflect a State’s
willingness-to-pay. However, its ability-to-pay—
the actual capability to raise revenue—is grounded

in economic factors, such as per capita income,
industrial production, and retail sales.

State governmental expenditure and revenue pat-
terns are good indicators of a State’s economic
vitality and fiscal condition. In the aggregate, States
appear to be in relatively good fiscal health-for
1989, State government expenditures are expected

estimated expenditures in 1988. 
of 1982-83, State expenditures have grown steadily,
if moderately (the average rate has been 6 percent for
the last 3 fiscal years), although this general picture
masks wide regional variations.

State constitutional or statutory requirements for
a balanced budget require that expenditures stay
very close to or slightly lower than revenues. Almost
every State adopted some sort of tax initiative to
meet spending demands in 1988, producing $6
billion in new revenue (see table 3-1 for examples);
nonetheless, 18 States also had to reduce expendi-
tures or deal with shortfalls by other means.3

Moreover, data indicate the rate of growth in
revenues may be falling behind expenditures; the
trend for 1989 shows a 5.4 percent growth in State
revenue, compared to an anticipated 6.8 percent rise
in expenditures.

Economically strong, diversified States are better
able to pay for public works than States with low per
capita incomes and weak economies. A State’s
economic base and ability to raise revenue measure

itself reflects its fiscal effort. These measures are a
useful guide to which States are in the greatest need
(have a low fiscal capacity) and which States are
doing the most to help themselves (have a high fiscal
effort). A more complete description of fiscal
capacity and fiscal effort indices can be found in
appendix B. The variety in State fiscal capacity and
fiscal effort is illustrated in figure 3-1. Regardless of

I IJob SqfIIKRK,  c~f~ia State Senator, at ‘“l%chnology  for lbmonw’s  ~: A Policy C(mfcrcmx,” Costa M- CA, unpublished
remarks, Nov. 9, 1989. .

2N@~ G~~’ Associiuion  and National Association of Smtc Budgu  Gffkcrs, f%cuffhrvey  o~rhc Skates  (Washington, DC: 1988), p. 3.
31bid.,  p. 6.
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Table 3-1--Sample State Revenue lncreases, 1988

state Revenue increase Tax change

SOURCE: Advi80ry Commission on Intorgovemmamtal  Rola!ions,  S@nill-
cmt  Foatwo,  at Fbod  Fockmbm, 19S0 d., vol. 1 (Washing-
ton, Oc: 1969), pp. 2S-29.

the strength of its economic base, a State must have
the political will to raise revenue (exercise fiscal
effort) to attack infrastructure deficits.

Regional Difference

Fiscal capacity and revenue effort vary widely
among States even within regions (see figures 3-2
and 3-3). New England and the Mideastern States
have stronger economies than much of the South and
the Northern Plains. However, a look at fiscal effort
shows that some States with strong economic bases
have a below-average tax burden, while others with
weak economies ask taxpayers to pay at a relatively
high level. Combining information about fiscal
capacity and effort with other economic data pro-
vides an overview of State and regional economic
characteristics.

New England boasts the Nation’s highest personal
income growth and the lowest unemployment rates.
The tax bases of Connecticut and Massachusetts are
well above the national average, whereas Maine,
Rhode Island, and Vermont have below-average
capacity.

The Mideastern States are in good shape econom-
ically, with personal income growth above the
national average and low unemployment. New
Jersey has a particularly strong economic base and
high fiscal capacity; only Pennsylvania has below-
average revenue capacity, and the State budget
office projects expenditure growth well below the
national average.

The Great Lakes region has not fully recovered
from the recession of 1982-83, and States in the
region are slightly below the national average in
fiscal capacity, with unemployment above the na-
tional average. State expenditures in 1989 are
expected to increase by only 3.9 percent, the lowest
annual regional rate in the Nation.

The Plains region has made an impressive recov-
ery from the early 1980s. The unemployment rate
has dropped from 5.5 percent to 4.2 percent, and all
States except Minnesota and North Dakota antici-
pate spending increases of at least 5 percent.
However, the region remains slightly under the
national average in fiscal capacity, primarily be-
cause South Dakota, Iowa, and Nebraska have weak
economies heavily dependent on agriculture.

While a few of the Southeastern States are
prospering, many are struggling. Florida has been
the dominant growth area, maintaining a spending
growth rate over 10 percent for the last 3 years;
Virginia and Georgia also enjoy strong economies.
Nonetheless, the fiscal capacity of the Southeast
region ranks the lowest in the country-Mississippi
ranks last, and Alabama, Arkansas, Kentucky, South
Carolina, and West Virginia are among the Nation’s
weakest 10 States.

In the Southwest, the Texas economy dominates
the regional statistics. Because of the State’s reces-
sion, caused by the drop in oil prices, the region has
had the Nation’s highest unemployment rate, and the
second lowest rate of increase in personal income.
Among the other Southwest States, expenditure
increases are expected to range from 2 percent in
New Mexico to 10.6 percent in Oklahoma.

The Roe@ Mountain region continues to have
economic and fiscal problems because of its eco-
nomic dependence on the energy industry. State
fiscal capacity is uneven; Idaho, Utah, and Montana
are well below the national average, while Wyoming
and Colorado have high capacity ratings because of
their rich natural resources. State governments in
this region have increased spending only moder-
ately.

The Far West States’ economic record is strong;
personal income has increased by 6.7 percent (led by

Nevada at 8.9 percent and Oregon at 7.2 percent),
and the unemployment rate is at the national. .

t~d, pp. 21-23;  and Advisory Council m Imcrgov crnmcntal R&i- 1986 State  (lWhingmm DC: 1989), pp. 5-7.
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Figure 3-1--State Fiscal Capacity and Effort
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average. Alaska has the only soft economy in the
region, due to the drop in energy production.

The variability of economic strength among the
50 States is a product of factors that are difficult to
control and that change over time. The impact of
falling energy prices during the mid-1980s high-
lights the vulnerability of States like Alaska, Texas,
Oklahoma, and Louisiana, which depend for income
on one primary source. However, recent employ-
ment figures compiled by the U.S. Department of
Labor show that the economies of several States
(e.g., Texas and Louisiana) hard hit during the early
and mid-1980s may be rebounding, while growth
has slowed in States like Massachusetts and New

already taxing residents more heavily than the
national average. States like California and Connect-
icut, with strong resource and industrial bases, have
the option of choosing whether to enact new taxes or
fees to raise additional funds.

In most States constitutional provisions or stat-
utes limit revenue, spending, and debt and bond
financing for public works. Some States have strict
statutes that make increasing levies for public
services a lengthy and difficult process.

Revenue and Spending Limits

Hampshire, which had, until recently, enjoyed Many States restrict the financing authority of
vigorous economic healths Resource-poor States,their local governments and require them to balance
like Alabama, Mississippi, West Virginia, and budgets. However, over the past decade, 20 States
Montana, remain economically weak and have have limited their own fiscal authority as well, by
difficulty generating additional revenue; many are statute or constitutional amendment, in response to

      27, 1989, p. 



     

Figure 3-2--State Fiscal Capacity, 1986 Figure 3-3--State Fiscal Effort, 1986

-1

taxpayer
example,

revolts against government spending. For
Massachusetts’s Ballot Question 3, passed

in 1986, restricts growth in State revenues ‘to the
average growth in Massachusetts wages and salaries
over the preceding 3 years.6

California’s  Gann Initiative, approved by voters

appropriations to a percentage increase no greater
than the State’s population growth plus the increase
in the U.S. Consumer Price Index or per capita
income in California, whichever is lower. Local
officials soon found they could not fund legally
required improvements and sought legislative relief,
leading to passage of the Mello-Roos Community
Facilities Act in 1984. The new law enabled local
governments to create special assessment districts to
finance construction and operation of public facili-
ties if two-thirds of the local voters approve.7 In July
1989, the California General Assembly approved an
initiative for the 1990 ballot, which would again
expand spending flexibility.

Debt Limits

For the majority of States, constitutional and
statutory limits on borrowing also bound spending.
State borrowing limits take widely varying forms,
with nine States prohibiting the use of general debt
altogether, and four States (Maryland, New Hamp-
shire, Tennessee, and Vermont) setting no borrow-
ing limits and requiring merely a simple majority
vote of the legislature. For instance, in Alabama, the
Governor authorizes borrowing up to $300,000, but
specific bond issues must be authorized by constitu-
tional amendment.8 In Pennsylvania, bonds for
capital projects that are itemized in a capital budget
do not require a referendum if such debt will not
cause the net outstanding debt to exceed 1.75 times
the average annual tax revenues deposited in the
previous 5 years. Minnesota requires approval of a
bond issue by two-thirds of each house and a
majority of the voters at any general election, except
for short-term borrowing, qualified school bond
loans, and transportation bonds pledging fuel taxes.

   
 Council on Public Works   DC: October 19S7), p. 26.

 c.  al, Changing Stare  for  National Council on  Works  (Washington, DC:
 19s7), p. 38.

  VOL 1 (Washington, DC: 19S9), p. 120.
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Most States currently employ a broad range of
taxes, although they rely most heavily on income
and sales taxes. Sales taxes bring in the most revenue
(48.5 percent of total State tax revenues in 1987), but
income tax revenues (39.2 percent of the total) are
growing faster.9 Strapped by spending requirements,
States have recently turned more frequently to
benefit or user charges and fees for specific purposes
and are gradually allowing local governments more
flexibility to tax.

Income Taxes

Personal income taxes are levied in 43 States with
wide variations in tax rates and the value of
exemptions (see figure 3-4). In 1987, income tax
revenue ranged from a high of 43 percent of total tax
revenue in Delaware to below 15 percent in several
Southern States.10  In addition, 46 States collect
corporate income taxes, although their average per
capita yield of $83 is far less than the average yield
of $309 from personal income taxes. Income taxes
are more sensitive to economic swings than sales
taxes, making them a less reliable revenue source.

Sales Taxes

Currently 45 States impose general sales and
gross receipts taxes; these yielded almost one-half of
State tax revenue in 1987. Tax rates range from a low
of 3 percent in Colorado, Georgia, North Carolina,
and Wyoming to a high of 6.5 percent in Washington
and 7.5 percent in Connecticutll (see figure 3-5).

STATE TRANSPORTATION
PROGRAMS

Most State Departments of Transportation (DOT)
were formed to administer highway programs and
became increasingly important as the Federal Inter-
state highway program got under way in the 1950s.
Over the past two decades, most have broadened
their responsibilities to include other modes of
transport as well. However, many aspects of State
transportation programs are shaped by Federal
policies and their modal orientation.

Figure 3-4--State Income Tax Revenue, 1$87

SOURCE:  of Technology nt, 1990,  on U.S. Bureau
of   

State highway and transportation departments
administer a wide variety of State-funded programs
and, with the Federal Highway Administration, the
Federal-Aid Highway Program. States allocate 60
percent of all highway outlays and are responsible
for about 22 percent of the Nation’s highway
mileage and 43 percent of the bridges.12 State
legislatures establish allocation formulas and priori-
ties for State aid as well as for specific highway and
bridge projects.

Revenue sources include user fees, sales taxes,
tolls, and lotteries, and State policies range from
sharing revenue with local governments and allow-
ing them considerable autonomy on projects to
maintaining tight fiscal control and requiring adher-
ence to strict State guidelines. A few States, notably
Alaska, Delaware, North Carolina, Virginia, and
West Virginia, bypass local governments and as-
sume responsibility for practically all highway and
bridge construction and maintenance.

Issues—State highway departments operate
under Federal- and State-aid program guidelines.
Many State DOT officials are frustrated by delays in

 Bureauof the Census, p. xv.
 p. 21.

 on Intergovernmental Relations, op. cit., footnote p. 
 of   DC: PP. 
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 6% and above

   to   number.
SOURCE:    1990,  on 
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Federal project approval and by grant requirements,
which they feel prevent them from directing aid to
their most critical needs. States also decry the
slowness of spending from the Highway Trust Fund,
contending that it is outrageous for the Federal
Government to collect gasoline taxes and not use
them for their intended purpose.

The challenges facing each State are shaped by its
geographic and economic characteristics. Large
rural Western States must divide limited funds
between maintaining their many Interstate miles and
improving other important highways and bridges.
States with large urban centers must provide funds
to rehabilitate urban highways and bridges and to
relieve congestion in suburbs, as well as for highway
and bridge improvements in rural districts.

States confront numerous legislative and planning
issues. A few States are trying to strengthen State
and regional land use and capital improvement
programs by linking highway financing programs to
land development and by requiring private sector
contributions for road improvements. Some have
encouraged private construction of toll roads or
bridges. A handful of States with major urban areas
are looking at ways to link highways with other
transportation modes to improve metropolitan mo-

bility and reduce air pollution caused by congestion.
Methods of addressing these issues are discussed
later in this chapter.

Although airports are largely a local enterprise, 13
States own or operate commercial airports, includ-
ing Maryland, Alaska, and Hawaii. Almost all States
have aid programs, usually small, for purposes of
airport development and/or improvement. Funds
come from State aviation fuel taxes or general
appropriations.13 Many States target aid to smaller,
nonmetropolitan airports, which are less likely than
urban airports to be economically self-sufficient.
Since 1946, Minnesota’s State Airport Fund, sup-
ported by taxes on fuel and airline property and
aircraft registration fees, has offered capital match-
ing grants to local airports.

responsible for annual inspec-
tions of all (4,300) general aviation airports to
collect safety information required by the Federal
Aviation Administration (FAA), and many maintain
statewide airport development plans. Although
States play a key role in airport regulation, financ-
ing, and planning, Federal aid goes directly to
airports, bypassing State agencies. State aviation

 and Judith    KY:  Council of   19S7), p. 10.
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This terminal in Cook, MN, was constructed using a
combination of local money and aid from a State Airport
Fund. The facility has aground-level public area and a
residence for the airport manager on the second floor.

officials maintain statewide capital improvement
planning and coordination would be more effective
if Federal grants were allocated at the State level. To
test this proposition, a 2-year demonstration project
has recently begun in three States (Illinois, Missouri,
and North Carolina) in which State agencies will
administer Federal block grants for reliever and
general aviation airports.14

Compared to the private sector and the Federal
Government, States play a relatively minor role in
financing, operating, or regulating railroads. None-
theless, at least 20 States provide assistance to local
rail service from earmarked excise taxes and general
appropriations, and 45 States have a recent State Rail
Plan that includes an inventory of facilities and
ranking of proposed projects .15 The bulk of State aid
takes the form of grants or loans to small short-line
height carriers that provide essential service to
localities. Mississippi has a Railroad Revitalization
Program that makes interest-free loans to local
governments or railroad companies to rehabilitate

track and upgrade other equipment. States that own
tracks (usually because they have been abandoned)
either operate the railroad, as in West Virginia, or,
more commonly, contract with an operating railroad.

A few large, urbanized States, such as California,
Illinois, New York, Maryland, and Pennsylvania,
subsidize or provide intercity passenger train service
to relieve highway congestion and air pollution.
Such arrangements are likely to increase. Since
1985, California’s DOT has operated a successful
service between downtown San Francisco and San
Jose. Connecticut DOT, in cooperation with Am-
trak, will begin commuter service soon over a
33-mile route from New Haven to Old Saybrook.

Issues—Enabling legislation to permit public-
private partnerships or other forms of private sector
participation may be needed in many States, espe-
cially if efforts to develop high-speed rail transporta-
tion between major population centers to ease
highway and airport congestion are to succeed.

Although 7 urban States contribute 80 percent of
total State aid, at least 40 States provide local mass
transit with some funds from general revenues, a
dedicated portion of the general sales tax, or motor
fuels and vehicle taxes. In 1988, State grants totaled
$3.9 billion16 and, for the first time, surpassed
Federal aid, which was $3.3 billion.

Intercity bus service is subsidized in 9 States, 13
support ridesharing, and several target aid to specific
users such as elderly or handicapped persons or to
rural and small urban areas. While all States have
technical assistance programs funded by Urban
Mass Transit Administration grants, at least seven
supplement Federal funds to expand this service. 17

issues—Keen competition for Federal revenue
and the extreme difficulty of resolving urban air
quality problems are indicators that States are likely
to be pressed to increase their roles in financing
transit, in supporting transportation planning, and in
technical assistance.



          

Because of the importance of portsfor economic
development, 28 of the 40 States located on naviga-
ble waterways have provided grants for construction
of landside  port facilities and water cargo terminals
during the last 12 years.18 Three States, Georgia
Maryland, and Louisiana, accounted for over 40
percent of the $1.7 billion total in State aid.
Although the East and Gulf Coast States provided
the most funds, the Mississippi Valley and West
Coast States have also invested in port development
In addition to general obligation bonds, State
support has come from appropriations, transporta-
tion trust funds, and user fees. Louisiana dedicates
partial proceeds from State motor fuel taxes, and
Alaska dedicates watercraft fuel taxes and bond
proceeds for port improvements.19 Maryland and
Hawaii tap their State Transportation Trust Funds.
State program responsibility is in the departments of
transportation, economic development, or State port
authorities. In addition to financial support, the State
agency frequently coordinates the public works
components of major port improvement projects.

The Water Resources Development Act of 1986
established local cost-sharing provisions for channel

At the Port of Long Beach, CA, containers are removed
from the ship to a dockside transfer area. From there,

trucks pick up the containers and take them to the federally
funded railroad transfer facility  pictured here.

widening or deepening projects, which had previ-
ously been financed solely from Federal funds.
Currently, the deeper the channel, the larger the
required local match. The Act stipulated that the
local share of the costs should be recovered from
increased user fees, but so far States have paid the
local share from other sources, on the premise that
increased fees would hurt their ports’ competitive
positions.20

States have no specific responsibility for the
Nation’s 12,000 miles of commercially significant
inland waterways. The Army Corps of Engineers
builds and maintains the locks and dams, and most
inland waterway terminals are privately owned.

Issues—Federal technical expertise and funding
has supported many State port and industry opera-
tions that now need to develop their own independ-
ent resources. Public-private partnerships and
innovative user-fee arrangements are likely to be
sought. Intermodal connections need improvement
in many states.

n   on Water 
 1989).

and Hackett, op. cit., footnote
 of State Highway and   op. cit.,  18, p. 30.
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In addition to Federal grants, State revenues for
construction and improvements to transportation
infrastructure come from two principal sources: user
fees, including fuel taxes, registration fees, ticket
taxes, and tolls; and broad-based taxes. Financing is
by annual appropriations (pay-as-you-go) or debt
(general obligation or revenue bonds). Although ,
most States rely primarily on traditional revenue

‘sources and financing mechanisms, many have
developed new sources and financing strategies,
including collaboration with the private sector.

Benefit Charges-Motor Fuel Taxes
and Other Vehicle Charges

User fees or broader benefit charges, principally
motor fuel or gas taxes, form the financial base for
most State transportation programs, especially for
highways. In 1988, Federal, State, and local gas
taxes provided $29 billion of the $52 billion State
and local governments spent on highway capital,
maintenance, and traffic services.21 The remaining
revenues came from a variety of other sources22 (see
table 3-2). Nonetheless, current gas taxes expressed
in adjusted dollars are below their 1965 levels;
increases of 2 to 4 cents per gallon are needed to
bring their purchasing power up to that of 1965
levels. 23

During the 1980s, 47 States (all except Alaska,
Georgia, and New York) raised the per-gallon gas
tax-some substantially and more than once—to
keep pace with rising construction and maintenance
costs. The yield from a penny of gas tax varies
widely among States, depending on the amount of
gasoline consumed, which is the product of State
population, road mileage, and number of vehicles
per capita California’s 9-cent per-gallon tax, which
is low by national standards, yields $1.1 billion,
while Connecticut’s 20-cent per-gallon tax produces
only $320 million (see table 3-3 for State by State
information).

Most States levy a flat per gallon tax on gasoline
and diesel fuel. However, some States established

variable rates, based on fuel prices, in the early
1980s, hoping revenues would track gas prices and
provide a rising revenue stream; but as gasoline
prices fell in the mid-1980s, so did revenue from
variable rates. To compensate, some States tie the
tax rate to an index based on changes in motor fuel
use and construction costs. For example, Michigan,
Ohio, and Wisconsin have enacted taxes that adjust
automatically to fuel consumption levels and the
Federal Operations and Maintenance Cost Index.
The revenue raised reflects highway use and mainte-
nance costs relatively well.

earmark all gas tax revenue for highway use, both to
guarantee a reliable revenue source and to ensure
that motorists can see the benefits of the taxes.
Frequently, State highway improvement programs
are tied to increases in the gas tax. (See box 3-A for
a description of Iowa’s program.) Eight States
dedicate gas tax revenue to a transportation trust
fund, which may include transit.24 At least nine
States, mainly in the south, west, and midwest,
return fuel tax and other benefit charges associated
with flying to localities for airport development.25

A few States fold all gas tax revenue into the
general fund from which all governmental programs
are financed. Florida, Massachusetts, New Jersey,
New York, South Carolina, Oklahoma, Arkansas,
Texas, and California use a share of the gas tax
revenue to fund other programs. In 1987, the Texas
State highway fund loaned $280 million to the State
general fund for education, and transferred $32.4
million to prisons and the State workers’ compensa-
tion fund.26 In recent years, fiscal pressures have
generated an increase in State legislation to use gas
tax and other vehicle-related charges for nonhigh-
way purposes. OTA concludes that these efforts
are likely to continue, despite the opposition of
transportation advocates, because gas taxes are
broad-based and reliable revenue sources.

Fees—Although most States
exempt motor fuels from State sales taxes, eight
collect substantial revenue by applying the sales tax

21M=  cOOpX,  Fdd  Highway ~“ “ oation,  personal communication. Jan. 4, 1990.
2%c W@ In&nation  Program, 1989 Stute  Highway  (Washington DC: 1989), p. 18.
=otnaa  W. Cooper, Federal Highway Administmiom  and Judith A. Dcpaqmlc,  Florida Department  of Transpomtim  “Imcal  Option Motor Fuel

ma;’ (iraR documuttl  May 1989,  p. 3.
u~~ca ~~m of sw I-Ii@way  and Transportation Of&ials,  op. cit., footnote 16, p. 2.
2s&~ ~w, Fe&r~~~S~ R~/es in /@mrW~e  (W~~~n,  ~: Ntiio~  ~~il on Rblic WOfi IrnpKWCIXIUNS, 1987), p. 72.

* Rod  Infofmation Rogram, op. cit., foomotc 22, p. 48.
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Table 3-3--State Gas Tax Rates and Yields, 1989

SOURCE:_ofTdnoloov Anaosmont,  IWO, ba8adondatafrom  theHiahwayU8arsFodoratlon; and Tho Roixllnformation Proaram  19S9,Stafe
-FW~~(W~MgtomDC: 1989).

to gasoline. In 1988, such taxes yielded $l.2 billion
in California.27

Fees for driven’ licenses, vehicle registration,
inspections, truck weights, record checks, and vanity
license plates are other revenue sources for State
transportation needs.Tbgetherthesefeescontribute
approximately 20 percent of all State highway
revenues.28 Most fees are assessed on a flat rate, and
they do not reflect aspects of highway use, such as
the weight of the vehicle and mileage driven.
However, several court rulings have found that some
State flat-rate fees are unconstitutional. For exam-
ple, in 1987, the U.S. Supreme Court ruled that
Pennsylvanians truck fees were illegal, and that the
State must refund the $500 million collected. The
court held that the  flat-rate fee was not related to road
use and that the State discriminated against out-of-
State trucks by reducing fees for trucks registered in
Pennsylvania. 29

Tolls--The Pennsylvania Turnpike  between Har-
risburg and Pittsburgh was the first modern highway
financed with tolls. Currently, tolls are charged on
numerous bridges and tunnels, and 28 States operate
36 toll roads. In most cases, tolls pay the debt service
on State or local revenue bonds used to finance
construction of a specific road, and some also fund
maintenance and operations.

Although legislation prohibits tolls on federally
financed highways, the 1987 Surface Transportation
and Uniform Relocation Assistance Act and amend-
ments permitted test projects in nine States to use
Federal funds for up to 35 percent of costs and toll
financing for the balance. The projects, in Califor-
nia, Colorado, Delaware, Florida,  Georgia, Pennsyl-
vania, South Carolina, Texas, and West Virginia,
reflect the Federal interest in encouraging financing
based on benefit charges.30

States have many uses for toll revenues. New
Jersey has formed a fund from excess toll revenues

 30.
%d, p. 
-d
q- m-y, chief, R)ky Evduatitm  Branch, U.S. Department of T nuqxmmion, pcnxxlai cotxlnlunicatioxl,  ScpL 25, 19s9,

— --- ..— - . --



       

Chapter 3--States: Caught in the Middle ● 69

Material   IUSE 
 

is    “  1989-1993
1988).

   
 pp. 46-s1.



        

A rural airport in Washington, financed by the local
government in cooperation with the State

development program.

to finance other needed State highways.31 In 1986,
Florida instituted a Toll Facilities Revolving Loan
Fund that provides venture capital to localities to
plan and construct toll roads and is repaid from tolls.
The State appropriated $2.7 million in 1986 and $20
million in 1987. (See chapter 4 for further details of
private toil-financed highway projects.)

Arizona, Colorado, Florida, Georgia, Illinois, Mis-
souri, Nevada, New York, Ohio, Texas, and Wash-
ington) permit local jurisdictions to levy a general
sales tax dedicated for transportation improvement.
In most cases, the localities can further target the
funds for mass transit improvement. For example, in
California up to 0.5 cents of sales tax revenue is
returned to eligible counties for transit use.32

consin are among the States that earmark revenue
collected from taxes on aviation fuel and airline
property, and fees from aircraft registration to
finance State airport development and capital im-
provement programs. Washington State finances an
airport development program, focused on rural

areas, with dedicated State aviation fuel tax reve-
nue.33

Appropriations From the State General Fund

Most States use general fund appropriations for
transportation capital improvements only for sup-
plemental or emergency financing, although a few
States support transit capital investments with gen-
eral fired revenues. New York State appropriated
$170 million in 1987 to transit projects, and Georgia
appropriated $600,000 from general funds. States
providing aid to local airports tend to use general
fund appropriations in addition to benefit charges.
For instance, California set up a revolving loan fund
in 1979 with general appropriation seed money of $1
million a year for 5 years.34 In 1988, about 6 percent
of State transportation capital expenditures came
from general funds35 (see table 3-2 again). Because
general appropriations require legislative action and
are subject to changing State priorities, they are not
a reliable source of financing for long-term capital
projects.

Financing With State Bonds

Currently, States use general obligation bond
financing less for transportation than they once did.
In 1973,29 percent of State long-term debt was for
highway improvements compared to 8 percent in
1984.36 Bonds financed less than 10 percent of State
capital expenditures for transportation projects in
1988.37 Several factors have contributed to the
downward trend in general obligation bond financ-
ing. First, many States have strict debt limitations
restricting the use of general obligation bonds.
Furthermore, States tend to give first priority for
bond financing to school, prison, and hospital
construction because gas taxes and other user fees
provide a ready source of support for transportation.
Finally, relatively high interest rates in the 1980s
increased the costs of borrowing. Since bond issues
must have voter approval in most States, they
became more sensitive political issues.

 Inc.,  in Council on Public Works  1986). p. 49.
        8, vol.  p. 

     13, p, C-18.
 p. 

 of State      DC: 1988), p. 85,
 “    L.   Institution 1986), p. 167.

  of  Budget  op. cit., footnote 35, pp. 85-87.
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Use of revenue bonds for transportation purposes
will probably increase, both because of constraints
on general obligation bonds and because tolls and
other types of benefit charges provide reliable
revenue streams for debt service. Michigan relies
solely on revenue bonds backed by proceeds from
gas taxes, driver’s license fees, and motor vehicle
registration to support long-term highway needs. In
the fall of 1988, Florida voters passed a constitu-
tional amendment allowing the State DOT to use gas
tax revenues to repay revenue bonds to purchase
rights-of-way and to build and rehabilitate bridges.38

Trust Funds

Most States earmark specific revenue, usually gas
tax and registration fees, for a trust fund-a perma-
nent account to be used solely for transportation or
highway expenditures. In 1984, New Jersey estab-
lished a comprehensive transportation trust fund to
finance long-term improvements (see box 3-B). The
Maryland Consolidated Transportation Fund, fed by
the gas tax, a motor vehicle titling tax, license and
registration fees, and a portion of the State corporate
income tax, finances highways and public transpor-
tation. In 1986, Alabama established a Municipal
Government Capital Improvement Fund to make
grants to local governments for construction of
public buildings and streets. The improvement
program was to be funded from the State Oil and Gas
Trust Fund when it reached $60 million. Currently,
the fund stands at $45 million; the State anticipates
it will be several years before it reaches $60
million. 39

Public-Private Partnerships

Most existing public-private partnerships are
between local governments and developers, and
State governments are just beginning to develop
such arrangements for financing capital investments
in transportation. Before States or localities enter
into public-private partnerships, they must have the
legal power to take certain actions, and many have
enacted or are considering legislation to provide the
necessary authorizations. Some of the most impor-
tant include:

● power of contract-the ability to enter into a
service contract,

● power to convey—the ability to sell or lease
existing facilities to a private company,

. power to purchase-the ability to purchase
facilities from the private vendor at some point
in the future, and

. bond authority to finance the facility.

In 1986, 19 States had statutes specifically
authorizing privatization of one or more types of
infrastructure. Arizona adopted a policy of joint
sponsorship of certain highway projects as part of its
1984 transportation program and will assume only
50 percent of the cost of construction of freeway
interchanges and grade separations not on the State
plan. 40 Texas has authorized the formation of
transportation corporations in which private prop-
erty owners form nonprofit corporations to accept
property and money to support highway develop-
ments. A landowner interested in having a road built
must apply to the Right of Way Division of the
Department of Highways. If the Division approves
the need for the road, the applicant submits a plan
and articles of incorporation for approval by the
Highway Commission. Four corporations have been
approved, two in Austin and two in Houston.41

Caltrans, the California DOT, has recently been
authorized by the State legislature to develop
partnerships with private firms to design, build, and
operate four demonstration projects for State-owned
rights-of-way. Caltrans is soliciting proposals from
private developers who are guaranteed leases for up
to 35 years to operate the facility and the option to
recoup their investment through toll revenue or
through the value added by the transportation
facility to associated private development.42

Lotteries

The State of New Hampshire established the first
modem State lottery in 1964, and by 1989,28 States
and the District of Columbia used lotteries to raise
revenue. Gross receipts range widely; in 1986
Vermont lottery receipts were just $12 million,
while California’s lottery brought. in $1.6 billion.

J- ~~ ~orm~on e, op. cit., fmmotc  22, p. 38.
39(-J- stabler, assistant truwrcr,  of Alabam&  personal communication, Sept. 28, 1989.
-bus Assocti  Inc.,  on Advisory Rcpat to the !knaw Budget

tittcc @%hin@oIL  ~: my 1987), p. [V-7.

qlIbid., p. W-21.

%ldifomia  Dcpartmcat  of Transpatation,  Office of Privatization,  (Sacramento, CA: October 1989), p. 1.
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Prize money and administrative costs can claim up
to three-quarters of the receipts. Though lottery
revenue has in the past proven a very unpredictable
source of funding, it can fill important gaps. Most
States direct lottery revenues into general funds, but
several States earmark at least a portion of lottery
revenue for public works infrastructure (see table
34).

To help assure continued support for transporta-
tion improvements, several States have taken the
lead and established long-range capital financing
programs, based on bonds, increased gas tax reve-
nues, or a package combining revenue sources.
Successful financing programs are typically sold to
voters and decisionmakers by a structured effort that
includes establishing needs and priorities, evaluat-
ing alternatives, and developing political support.
(See box 3-C for an example.) Six basic steps
characterize successful efforts:

identifying specific needs, the purpose of the
program, and those benefited or otherwise.affected;
structuring the program and ranking projects;
evaluating and establishing the financing pro-
gram;
setting up collection and accounting procedures
for revenues and managing the program;
coordinating with other public agencies and
private sector leaders; and
developing political support in advance.

STATE ENVIRONMENTAL
PUBLIC WORKS PROGRAMS

Because local jurisdictions have historically been
responsible for environmental infrastructure, the
State role has been small, consisting primarily of
setting public health standards and providing some
financing and technical assistance to local districts.
Supplying drinking water and managing solid waste
have been almost entirely local tasks, However, for
most of the past 20 years, States have acted to pass
through and administer Federal grants to localities or
special districts for wastewater programs. Since the
passage of the Water Pollution Control Act in 1972,
the Federal Government has provided construction
grants for wastewater facilities, to help localities
meet the standards mandated by the Act as rapidly as

Table 3-4—Net Revenue From State Lotteries
Used for Infrastructure

Net revenue
State (millions) Dedicated use
Arizona . . . . . . . $42.2 Transportation
Colorado .. ..0. $26.1 Parks, recreation, capital

construction
Iowa . . . . . . . . . . $26.3 Economic development
Oregon . . . . . . . $21.3 Economic development
SOURCE: Advisory Commmslon  orI Intergovernmental Relations, Sgnti-

cant Features of Fiscal  Federahsm,  19SS ad., vol. 2 (Washin-
gton,  DC: July 19SS), pp. SS-90.

possible. The legislative intent was always that
eventually State and local governments would
assume full funding responsibility. The Farmers
Home Administration of the Department of Agricul-
ture has also played a significant role in water and
wastewater treatment plant financing for rural areas
and has supported State technical assistance pro-
grams as well,

charged with administering and enforc-
ing Federal water purity regulations, and almost
three-quarters of the States also support local
improvement programs through grants, loans, and
bond banks. Such assistance includes aid to local
governments for purchasing land to protect under-
ground water supply sites (Massachusetts), bond
funds to support water supply contamination abate-
ment (Maryland), and low-cost loans for controlling
water supply and wastewater pollution (Kentucky).
State management and technical assistance is pro-
vided by circuit riders who advise communities
without engineering expertise and try to encourage
inefficient small-scale systems to consolidate.

issues—Drinking water problems are increas-
ingly moving from local jurisdictions to the State.
Many problems demand regional solutions, because
water-quality issues extend beyond political bound-
aries (much of Florida is facing drinking water
problems, for example). Moreover, the costs and
technical requirements necessary to meet Federal
Clean Water regulations exceed the financial and
engineering capabilities of many local jurisdic-
tions.

States establish design, operations, and treatment
standards and assist local governments with plan-
ning and engineering advice; some provide special



 



       

Large municipal wastewater treatment plants, such as this
one in Washington, DC, have played m important role in

cleansing water resources of pollutants.

technical assistance to small districts. Financially,
States play a key role. They allocate Federal
construction grants based on an annual State needs
study, with over one-half of the States providing a
share of the local match. States may use Environ-
mental Protection Agency (EPA) funds for author-
ized wastewater treatment construction grants until
1990. However, between 1991 and 1994, all Federal
funds must be used as seed money for self-sufficient
State revolving funds (SRFs), from which local
districts can borrow to build wastewater treatment
facilities. After 1994, States will have full responsi-
bility for administering and funding wastewater
treatment construction loan programs and for pro-
viding financial and technical assistance to local
districts. EPA estimates that a $68 billion additional
investment is required to meet current national
treatment needs .43

Issues—After Federal support for SRFs ends in
1994, States will be responsible for expanding the
loan fund base as well as for enforcing all Federal
wastewater regulations. EPA is expected to extend
current water-quality regulations to cover combined
sewer overflows and bypasses, significantly increas-
ing State regulatory responsibilities and local invest-
ment needs. In this rapidly changing framework,
States play a vital role in providing local districts

with financial advice and technical support. How-
ever, State technical expertise is often limited,
because salaries for engineering and financing
experts are lower than in the private sector,44 and
funding resources are thin. Federal aid for State
environmental planning and program administration
has been severely curtailed, and most States have not
replaced it. Costs are likely to exceed the capabili-
ties of many local jurisdictions. Furthermore, few
resources are available to encourage new technol-
ogy or operating improvements.

Currently, the States’ primary role is in enforcing
EPA standards. A few States, including New Jersey,
Wisconsin and Michigan, have programs to aid local
districts in landfill siting and acquisition or resource
recovery. Because of the regional and statewide
implications of solid waste disposal issues, the
State role in providing technical assistance and
political support will probably expand.

Federal policies require States to assume a much
larger role in administering and financing wastewa-
ter programs, and between 1982 and 1986, Federal
funds as a portion of State budgets for water
programs fell from 49 to 33 percent.45 Some State
governments-Texas, Ohio, Oklahoma, and West
Virginia, for example-have a history of providing
grants and loans to localities to supplement Federal
programs. By 1981, 41 States had established
programs (usually modest) of grants and/or loans to
help meet the 25-percent local share of Federal
matching grants.46 More recently, many States have
expanded loan and grant programs or established
State-run bond banks. The programs have varied
forms of capitalization (bonds or appropriations),
eligibility requirements (need or fret-come, first-
serve), loan terms,and interest rate subsidies.
Almost all offer grants or large subsidies for
hardship cases. Local self-sufficiency is the goal of
several States, but most provide periodic infusions
of capital from the general fund, bond issues, or

   of Municipal Pollution Control, 1988 Needs    (Washington, DC:
February 1989),  1.

        Department of      
          

 Budget   1980’s (Washington, DC: 1983),
p. 58.



I

I

I

I

i

earmarked taxes .47 (Box 3-D describes the Texas grant and enforce current EPA project regulations.
Loan Program.) The SRF can make loans to communities at or below

State Revolving Loan Funds
market interest rates for 10 to 20 years. Loans can be
used to finance new projects, refinance ongoing

EPA modeled the SRF program after existing projects, or to “leverage” or guarantee other bonds.
State programs, and under EPA guidelines, States In effect, local districts borrow from a State agency
must add a matching 20 percent share to the Federal that is responsible for managing the SRF, and the

4~.s. &.ummaxal  Protection Agency, State p. 
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EPA grants the money to a State, w h i c h LOAN 
m u s t  a s s u r e  c o m p l i a n c e  w i t h  F e d e r a l

r e g u l a t i o n s . The State provides a 20% A
match, and the total amount makes up a

State Revolving Fund. Communities borrow
from the Fund and repay the amount with

interest.

SOURCE:  of Technology  1990.

loan repayment stream feeds a self-sustaining loan
fund (see figure 3-6).

In early 1990, 42 States and Puerto Rico had
EPA-funded  SRF projects under way.48 The Federal
grants total $1.4 billion, and individual State grants
range from $188 million in Texas to $4.6 million in
Vermont and South Dakota.49 Utah was the first
State to begin construction of an SRF-financed
project; administrators credit the fast start to experi-
ence gained managing the State-based program,
begun in 1984. In 1988, Tennessee awarded $8.3
million, including a $2 million State match, to six
community water pollution control projects on the
State’s project priority list. Interest rates vary
according to an ability-to-pay index developed by

the University of Tennessee. Several States plan to
leverage the capital grants to multiply the effective-
ness of the Federal funds—New York, for example,
plans to use its capital grant to secure bonds up to
five times the amount of the capitalization.

The success of the SRF program from the State
and local perspective depends on several factors.
Chief among them are: Federal funding levels
through 1994, successful financial management of
the program by the State, and State support of local
projects. Currently, Federal funds are authorized to
provide $1.2 billion for capitalization grants in each
of 1989 and 1990, and $2.4 billion for 1991,50 with
amounts beginning to decrease in 1992, and falling
to zero after 1994. Actual 1989 appropriations were

   Agency,  of Municipal Pollution Control, p. 
 pp. 

of Cities reports that billion would provide less than 25 percent of State and local costs of  the   Act



$941 million,51 however; and States worry that in
future years appropriated funds will also be lower
than authorized levels.

States face three important financial/institutional
issues related to SRFs. The first, is the required 20
percent match. In most cases, these funds are raised
from general obligation bonds and/or general appro-
priations, depending on the State fiscal philosophy.

Second, State SRF officials are managing com-
plex programs that require a high level of legal and
financial expertise. Loan structuring, portfolio man-
agement, and compliance with Federal and State
statutes demand sophisticated knowledge of local
and national conditions and capital markets. The
transition to a loan program will be unwelcome and
difficult for many communities, and they will need
more State help, particularly in establishing higher
rate structures to cover full project costs and ensure
loan repayment. For some poor communities, raising
rates to permit conventional loan repayments will be
impossible, and State officials will be called on to
develop alternative financing plans. EPA funds
available to States for program planning and admin-
istration are being drastically cut, handicapping
those that need the funds for management staff and
technical assistance.52

I

4

I
I

Third, States face the challenge of how and where
to raise the additional capital to finance projects and
meet Federal regulations--only some of which
pertain directly to the objectives of the program. As
one State wastewater program manager commented:

local jurisdictions to stomach for a LOAN—and the
Feds just added a new regulation on maintaining a
drug-free work environment."53 Utah SRF officials
estimate that Federal contract conditions stipulating
environmental reviews, wage rates, and access for
the handicapped will increase local project costs by
approximately 20 percent54 and are compensating
local districts by reducing interest rates 3 points.

Costs are a problem now even with Federal support;
difficulties will intensify when Federal funding ends
in 1994. In most States, the SRF programs are not
expected to meet all the financing needs, and EPA
estimates that 20 States will face a combined
financing burden of nearly $57 billion.55 Moreover,
operating costs are expected to increase rapidly as
more complex treatment processes are introduced,
requiring higher user fees and ultimately making
capital financing more difficult. Finally, State offi-
cials can buffer the Federal/local tensions arising
from unanticipated changes in Federal regulations,
which often hamper local program management and
financing.

State Bond Banks

Vermont established the first State-sponsored
bond bank in 1970, and at least 10 States have since
followed suit: Alaska, Illinois, Kentucky, Maine,
Michigan, New Hampshire, New Jersey, Nevada,
North Dakota, and Oregon. Such banks reduce
interest costs to local communities by pooling a
number of small, local issues into one large, more
easily marketable bond. State bond banks offer the
greatest local savings when the State guarantees the
consolidated bond issue with a reserve fund sup-
ported by the State general fund.56 Furthermore,
having a group of communities participate in the
bond issue spreads the risk and lessens the chance of
default, thus lowering interest costs. Underwriting
costs are lower because of the larger issue and
superior credit rating of the State bond bank,57 and
small town officials, inexperienced in finance,
benefit from the expertise of State bond bank
specialists.

Other Bond Financing

Bonds are the primary source of State matching
funds for EPA SRFs, and now finance more con-
struction of environmental facilities than Federal
grants. During the 1980s, municipal bonds raised an

sllkn C. Ni~ cm”Uuuncnld planna, Officc of Municipal Pbiht.ion  Contro4 U.S. EsIvkonmmtd~ -Y* m ~uni-
k. 11, 1989,

52NW ACidUIly  of Public AdUWU“ “stracion,  Financing Strong State Water  of a National Workshop, Mar.
20-21, 1989 (wasMgtoQ DC: Us. Envkomnead ~ &=Yt Ml= Of Wata, August 1.

%x& op. cit., fOomotc 44, Mar. 9, 1989,
W.s. En “wmnmend Protection Ageacy,  Office of Municipal Pollution Gnaol, S/W 1988), p. 2
5s- I&earch,  b., The U.S. l%vimmnaai Pmtcdon Agency, OfYicc  oft& Comptrolla,

m press).
%bambas Aasociate&  Inc., op. cit., foomotc 40, p. II-11.
% Naticmal  Ccmf~ of State Iqislaturcs, Capitaf  1987), p. 101.
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This debris deposited by storm water illustrates why new
environmental standards will require control of overflow

resulting from storms.

average $3.8 billion per year in capital for wastewa-
ter projects alone.58

However, projections of future needs are daunt-
ing. EPA estimates that if future capital require-
ments for wastewater and water supply facilities are
financed entirely with new bonds, municipalities
will have to double the environmental public works
debt they currently issue—from $4.5 to $9 billion a
year. 59 Based on data from 1977 through 1985, this
level of increase is not unusual. However, capital
requirements for environmental programs compete
with other public investment needs, and the limited
ability of some small jurisdictions to issue new debt
poses other problems. EPA estimates nearly 7,000
cities and towns, or 26 percent of all communities
with populations under 2,500, could have difficulty
meeting the fiscal standards for new bond issues.60

Despite the complexities of debt financing, nu-
merous States have established environmental pro-
grams financed by State bond issues to assist local
jurisdictions. California’s Clean Water Bond Fund is
authorized to issue up to $323 million in general
obligation bonds to finance water treatment, recla-
mation, and conservation projects. The Illinois
Anti-Pollution Bond Fund, established in 1970 with
a $750 million bond authorization, funds wastewater

facilities that would normally not be eligible for
Federal aid. Maine has a Small Projects Community
Assistance Program to finance wastewater projects
that can be constructed for under $100,000; it is
funded by a 1987$1 million bond issue. The State
also sold $198 million in industrial development
bonds in 1983 to capitalize the Finance Authority of
Maine, which supports local pollution control and
water supply system construction. Maryland sup-
ports a loan program to improve Chesapeake Bay
water quality with a $25.4 million general obligation
bond. West Virginia funds a solid waste disposal site
program with revenue bonds, while Wisconsin
provides financing for wastewater treatment facili-
ties with $100 million in bonds and annual support
from the general fund.6l

A few States have financed major environmental
programs through general appropriations, and some
have used appropriations for the State share of initial
SRF capitalization. To cite some examples: Massa-
chusetts appropriated $750 million to assume the
local share of EPA construction grants for wastewa-
ter facilities in 1985. In 1986, the Georgia Legisla-
ture appropriated $21 million for financing the State
revolving loan program. Wisconsin added $63
million from the general fund in 1987 to support
local wastewater treatment facilities, and Minnesota
supported its Solid Waste Processing Facilities
Capital Assistance Program with $20.2 million
appropriated by the legislature between 1980 and
1988.

Although many States dedicate fuel taxes to
transportation, it is unusual for a State to dedicate tax
revenues to environmental programs. In 1985, the
Washington State Legislature established the Cen-
tennial Clean Water Program and dedicated an
8-cent per-pack tax increase on cigarettes to finance
it, based on the relative popularity of “vice” taxes.
Since the first grants were made in 1987,$36 million
has been paid out of the fund to 120 recipients. The
program can accumulate funds and need not spend
all that is raised annually; an “insurance” provision

~8Am= ~~ Inc., op. cit., fOOtnOW 55”
s~d

W.s.  Env”uonmental  protection Agency, Office of Policy, Planning, and Evaluation,  (Washington,
DC: September 1988), p. 2-15.

61Bwon and Hackett, op. cit., foomote  13, pp. C-19.
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ensures that any shortfall in revenue is covered by
general fund appropriations. Minnesota’s 4-cent
per-pack tax on cigarettes brings in approximately
$16 million each year. Maryland levies a tax on boat
sales, yielding $14 million annually, which is
dedicated to the State’s Clean Water Program,62 and
Missouri dedicates 0.1 percent of its State sales tax
to water programs.

State-imposed fees raise only 8 percent of State
outlays for environmental programs, although their
use has increased as States look for politically
acceptable supplements to general revenue sources.
Because State responsibility for environmental serv-
ices is primarily administrative and regulatory, State
fees are applied to permit reviews and facility
inspections, and charges are levied for emission of
pollutants. Revenues are used for operating and
administrative costs.

Privatization of solid waste recovery facilities has
been successful in some communities, and based on
this experience, States see public-private ventures as
an option for other types of environmental projects.
However, Federal Tax Code changes have made
some private-public projects more expensive be-
cause of restrictions on the use of tax-exempt bonds,
and the repeal of tax credits and provisions allowing
rapid asset depreciation (see chapter 2).

States encourage private investment by loosening
existing State statutes and by not enacting additional
barriers. Some States are currently adopting compre-
hensive statutes, which include granting local gov-
ernments the right to enter into long-term service
contracts with a private entity and to sell or lease
facilities to private interests. Privatization is encour-
aged if the State acts to exempt public-private
ventures in the environmental area from being
classified and regulated as public utilities. At least
four States (Alabama, Arkansas, Kentucky, and
Minnesota) exempt public-private ventures from
some or all local taxes.63

The New Jersey Wastewater and Water Supply
Privatization Acts enacted in 1985 are among the

mdUtd  GOvernm’  AssOciatim, op. cit., footnote 45, p. S4.
%3mmbm  Associates, Inc., op. cit., footnote40, p. IV-15.
%edcbur U al, op. cit., fwtnatc 7, p. 61.
~rbid., p. 62.

most comprehensive privatization statutes. The Acts
establish procedures through which local govern-
ments may contract with private entities for up to 40
years for financing, design, construction, and opera-
tion or management of wastewater or water supply
systems.

MULTIPURPOSE STATE
LOAN PROGRAMS

Throughout the United States, capital financing
for transportation and environmental public works is
usually provided categorically, with each public
works function having its separate financing mecha-
nisms. This approach gives each sector autonomy to
finance its own improvements, but it complicates the
coordinated capital infrastructure planning and bud-
geting important for economic development and
environmental protection. Several States have estab-
lished multifunctional infrastructure financing pro-
grams to promote economic development; in gen-
eral, these are small programs oriented toward
depressed areas. For example, Kentucky has insti-
tuted a $20 million Infrastructure Revolving Loan
Fund with subsidized interest rates for local commu-
nities. Colorado set up a Local Government Impact
Assistance Fund financed by mineral severance
taxes in 1977 to help local communities cope with
rapid expansion.64 Since 1986, California has made
loans or grants to rural counties for roads and water
supply systems from the Rural Economic Develop-
ment Fund.65 Wyoming has one of the oldest
multipurpose loan funds and Washington State has
one of the newest (see boxes 3-E and 3-F).

STATE MANAGEMENT AND
PLANNING

During the last 20 years, State governments
generally have assumed more responsibilities re-
lated to public works, adopted modern management
techniques and technologies, diversified their reve-
nue bases, and upgraded their professional staffs.
States are increasingly adroit at dealing in the
international credit markets and in utilizing new
financing techniques. Of particular interest are
improvements in fiscal management and capital
budgeting and planning. Thirty-six States now

— .-. .- - - . . . . . _
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prepare long-range capital plans as a basis for annual lack of such planning and coordination. Although
or biennial budget decisions.66 land use and public works decisions are generally

I
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made at the local level, States can be important
players.

The coordination of public works functions with State policies on land use and public works
land use development policies can promote effi- planning vary widely, influenced by the political
ciency and maximize the benefits of investment. The climate, the intensity of growth and environmental
low-density sprawl and traffic congestion that typify pressures, the State economy, and available re-
so many metropolitan regions mark the widespread sources. At one extreme, Idaho takes a minimalist

-atiod Cxlnfcrmcc of state b! “~ p. 24.
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approach toward the State’s role in land use and development. Tennessee has had a State Office of
infrastructure planning. It has no State planning
office and provides no support for regional or local
comprehensive planning, reflecting a distaste for
intervention in local affairs and the State’s flagging
economy. Both State and local resources are so
limited that planning is not a major issue; what State
planning there is, is done on a departmental basis.67

On the other hand, a few States, especially those
with sustained growth, have taken steps to coordi-
nate regional land use policies and infrastructure

Planning and legislation that permits regional plan-
ning agencies since 1935. Currently, the State is
divided into nine regional development districts,
which are responsible for data collection, land use
and facility planning, air and water quality, and for
fostering regional planning among counties and
cities. However, the impact of regional planning is
limited. Although coordination has improved in the
development of regional sewer and water facilities,
the development districts are not designated by the
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Figure 3-7--Growth In Florida, 1970-87

State as the official metropolitan transportation
planning agencies, and they have only minor roles in
transportation planning. Moreover, regional plan-
ning in Tennessee, as in many other States, suffers
from competition among agencies because planning
functions and enforcement authority are scattered
among numerous State, metropolitan, and local
agencies.

For the last decade, Florida has been a national
leader in promoting regional growth management
policies to link land use and infrastructure develop-
ment. Faced with rapid population growth (see
figure 3-7) and inadequate roads and sewer and
water systems, Florida requires planning and devel-
opment reviews at the State, regional, and local
levels. While the State has established a strong
institutional framework for State and regional plan-
ning (see box 3-G), it does not play a large role in
financing local public works. In contrast, New
Jersey’s State transportation and environmental
financing programs (see box 3-B earlier in this
chapter) were designed to support its efforts to link
regional capital improvements for infrastructure
with land development.

TECHNICAL ASSISTANCE
PROGRAMS

State technical assistance programs, such as
circuit riders described earlier, can bolster local
managerial and technical knowledge at modest cost,
and are especially valuable in States with troubled
economies and in those with small, isolated jurisdic-
tions. As the mayor of a small town put it:". . . one
of our bigger problems is that we don’t know where
to turn to for expertise, for help. [And if we do hire
a private consultant] we have no one that tells us
whether this person is doing the best job for us, or if
they are doing what will make them the best fee."68

Helping local officials spend public works funds
wisely can be as important as procuring the funds.

Technical assistance services range from state-
wide databanks to financing and technology work-
shops. Three State assistance programs examined by
OTA use their land grant universities to support
local managerial and technological capabilities.
However, each program is unique, reflecting its
State’s distinctive geographic, demographic, and
financial conditions. New Mexico’s program fo-
cuses primarily on mobilizing expertise within the
University of New Mexico’s Engineering Research
Institute to develop local officials’ managerial and
technical skills (see box 3-H). Designers of the
Nebraska and Oklahoma assistance programs, on the
other hand, placed special emphasis on cultivating
private sector participation in administering the
local programs as well as using the programs to spur
private sector investment.

Nebraska’s Center for Infrastructure Research
was established in 1988 at the University of Ne-
braska’s College of Engineering and Technology,
specifically to forge an alliance between technology
producers and technology users. Consequently, the
center places a high priority on transferring aca-
demic research results to industry and local govern-
ment in the fields of solid waste management, bridge
and road maintenance, and construction materials.
Program officials describe their research efforts as
“market-driven”;69 they focus their studies on com-
munity needs by consulting with local officials and
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private sector representatives before determining the
research agenda.70

The Oklahoma Infrastructure Institute, estab-
lished in 1988, is administered jointly by the
University of Oklahoma and Oklahoma State Uni-
versity. Oklahoma was hard hit by the mid-1980s oil
price fall, and the Institute’s objectives have been
shaped largely by the State’s distressed economy.
Program officials hope that improving Oklahoma’s
infrastructure will rejuvenate depressed areas by
attracting new business. Preliminary program litera-
ture states that “. . . all aspects of infrastructure
planning, financing, construction, rehabilitation,
and management will be critical for achieving State
economic development goals.”71

FINDINGS AND CONCLUSIONS
States coping most effectively with infrastructure

financing issues and Federal requirements are those
that have both the fiscal capacity and political will
to raise capital from public and private sources and
an available pool of technical and financial know-
how. However, some States must struggle just to
provide current levels of environmental and trans-
portation services; they do not have the financial
capability to satisfy local and Federal demands for
improvements. Five factors determine a State’s
ability to plan and pay for needed infrastructure
improvements.

The first is the strength and balance of the State
economic base, of paramount importance in deter-
mining its ability to raise both public and private
funds. New England and the Mideast States have had
strong economies in recent years, enabling them to
raise State and local revenues and to offer attractive
opportunities for private investment. States that lack
a strong economic base, like West Virginia, or are
dependent on one resource, like Louisiana, have a
very hard time raising both public and private
investment funds. In addition, poor jurisdictions
within such States cannot afford to pay for engineer-
ing, planning, and financial expertise.

The second is the rate of population growth, a
double-edged sword for many States-on the one
hand, it generates heightened demand for services,
while on the other, it provides a broader tax base.

Growing States and communities are able to make
significant demands on private developers for infra-
structure investment-a practical impossibility in
nongrowth areas where the real estate market is
weak, and private investors see little opportunity to
recoup an investment in infrastructure.

The combination of population size and density is
a third and pivotal factor in determining how well
States can raise additional revenues. Low-
population, low-density States have greater diffi-
culty financing public programs. The tax base is
limited compared to the scale of needed invest-
ments; their menu of revenue sources is usually
small; and they lack staff with specialized expertise,
forcing them to rely, if they can afford it, on outside
consultants. OTA finds that those States most
vulnerable to cuts in Federal transportation and
environmental grants and in need of access to
technical and financial expertise are large, rural
Western States, such as North Dakota, South
Dakota, and Montana; States with poor economic
bases such as Alabama, Mississippi, and
Louisiana; and States like New Mexico and
Alaska, with large areas of federally owned land
or dependent on the volatile extractive industry
(see chapter 2, figure 2-7). Although these States
contain less than 11 percent of the Nation’s popula-
tion, their problems are pressing, and many Federal
programs provide little effective special assistance.
For example, current Federal programs do not
give special recognition to the needs of States with
low fiscal capacities who are willing to tax
themselves, nor take cognizance of States with
substantial fiscal capabilities but low tax effort
(see figure 3-3 earlier in this chapter).

The land area or special topographic characteris-
tics of a State or county-which determine the need
for bridges, viaducts, or tunnels, for example—
comprise the fourth important variable, especially
when considering funding for roads and bridge
improvements. Although this factor is taken into
consideration in allocating Federal highway aid, the
formula does not compensate for it.

Finally, the State political environment includes
factors that can override physical and economic
variables; spending and debt limits imposed by
voters can hobble the ability of an economically

7WnivCrS@ of Nebraska-Lincdn, SWWUY (Lincoln, NE: January
1989).

71Mark Mm,  Drc@ OK: Univcmity of OkIahom& May 1988),
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identified the absence of strong State and regional planning as a major reason the local plans were ineffective and
recommended overhauling the 1975 legislation.1

Convinced of the need for strong State and local controls, the legislature adopted the Local Government
Comprehensive Planning and Land Development Regulation Act of 1985. The provision is the
requirement that each of the State’s 67 counties, in conjunction with their respective cities, submit a comprehensive
5-year development plan to the State Department of Community Affairs (DCA) for approval. The plans must
conform to State comprehensive and regional plans and must spell out in detail what types of development are
allowed and where, and where public works systems will go and how they will be financed. Each district must adopt
a multi-year capital improvement program and an annual capital improvement budget. The teeth in the legislation
is the “concurrency” requirement stipulating that a specified service level for highways, sewers, and other public
facilities must be available at the time of the impact accompanying any new development. Within a year after plan
adoption, a local government may not issue a development permit that will result in a reduction in the level of service
for any facility identified in the plan.2 In effect, the State is requiring local governments to provide services
according to a comprehensive plan that is tied to a capital improvement budget. Twice a year, local districts may
consider comprehensive plan amendments. The penalty for noncompliance is a cut off of State funds, primarily
revenue sharing.

DCA began reviewing the mandated local plans in July 1988. Of the 201 plans received, 56 have been approved
and another 18 are close to approval.3 It is too soon to tell what will occur when local governments begin to carry
out the plans. Some builders, particularly upset with the concurrency regulations, claim all development will be
stymied unless local standards are lowered or the State substantially increases funding for public works.

Although local and State officials agree on the need for comprehensive planning, local governments want the
State to take a bigger and more responsible role in financing needed public works, estimated to cost as much as $1.6
billion annually through the year 2000. The State has resisted local pleas for an increase in the State gas tax rate.
Local governments frequently have not included transportation projects, funded by the State Department of
Transportation (DOT), in their local comprehensive plans because the funding schedule for the projects has been
unpredictable. 4 To remedy this, 1989 legislation enables local governments to count on State funding for the first
3 years of DOT’s 5-year plan. The legislature has also given local governments authority to levy a l-cent local sales
tax dedicated to 1 infrastructure and a l-cent local gas tax for roads, although both levies are subject to local referenda,
which makes them unpopular with elected officials. Nine counties have passed the sales tax and 13 have defeated
it; prospects for passage are improving in some large urban counties. The State is encouraging local governments
to make greater use of impact fees on developers..

1~~  W. OpCmII,  %xd timmt COUI-VC  Planning and Land Devdopmcmt  Regulation A@”  Fibri&z
 Urhnlswes,  vol. 13, No. 1, October 19S5, p. 4.

2s~ of Florid&  “suJatc staff Analysis and ~‘ Impact Statuncn&” aczom
3 “

tx@u8  _  Bill 2A, June  3, 1989, p. 1.
Mlckl  Richardaom  legislative dimctar , Florida state Depmmcm  of Community /UTa& pcmonal cornmuticakm, Ox. 6, 1989.

%atEl of FkxiCl& op. cit., footMu 2, p. 4.

strong State to finance infrastructure improvements. general revenues and debt financing are forcing most
States with laws that permit districts to pursue a
variety of financial strategies tend to manage better.
OTA finds that despite strict spending limits in
some States, voters in many States have sup-
ported the use of general or dedicated revenues
for well-defined transportation or environmental
programs to address specific priorities. Success-
ful efforts to raise fuel taxes or establish State
bond banks are products of strong political
leadership and commitment and the willingness
of a State's voters to pay for public services.

The expanding needs of social programs, such as
education, health care, and criminal justice, for

States to finance public works capital from benefit
charges (e.g., user fees and special assessments) and
to make local projects self-sufficient through loan
program rather than grants. Currently, transporta-
tion is funded substantially from user charges, and
environmental programs increasingly from debt
backed by user fees. Greater use of benefit charges
reflects a shift in attitude toward who should pay for
public services; when there were fewer demands on
government, broad-based taxes were able to carry
most of the burden. The current trend is for State
governments to rely more heavily on benefit charges
for pay-as-you-go spending and to back revenue
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bonds for long-term improvements. (See table 3-5 pay for transportation improvements. The gas tax is
for advantages and disadvantages of financing
strategies.) OTA concludes that benefit charges
are attractive and effective strategies, because of
their revenue potential, voter acceptability, and
service management opportunities. However,
these charges have major socioeconomic trade-
offs that need further consideration, including
administrative issues, equity, and revenue relia-
bility in the case of a political backlash, an
economic downturn, or real hardship. For exam-
ple, States with low economic bases and/or small
populations have major difficulties developing suf-
ficient capital solely from user fees.

Reflecting the swing toward benefit charges, all
but three States have raised gas taxes and other
motor vehicle user charges over the last 10 years to

a relatively large revenue producer, and increases are
more acceptable to voters for supporting transporta-
tion improvements than raising general taxes. Al-
though earmarking revenues for special purposes
restricts their fiscal options if priorities change,
States find earmarking a good way to ensure a stable
revenue stream. Gas taxes and other vehicle user
charges are frequently used to finance public transit;
and a number of States use aviation-related taxes and
fees to support airport development. Some States use
gas tax revenues for nontransportation programs,
although transportation advocates feel strongly that
these funds should be reserved for transportation.

OTA concludes that because gas taxes and
other transportation charges are politically ac-
ceptable and proven reliable revenue sources,

----- . - - -- -
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Table 3-5-Major Infrastructure Financing Mechanisms: Advantages and Disadvantages

Advantages Disadvantages
fund appropriation . .

General obligation bonds . . . .

Revenue bonds . . . . . . . . . . . .

State gas tax. . . . . . . . . . . . . .

Other dedicated taxes

State revolving funds .

. . . . . .

. . . . . .

SOURCE: Office  of Technology Asso8srnent,  1890.

States are currently better able to finance trans-
portation improvements than environmental
programs. Highways, aviation, and (to some extent)
transit have dedicated revenue sources, while State
revenues earmarked for environmental programs are
unusual. Because a large share of environmental
capital currently comes from Federal grants, future
funds for environmental needs will have to come
from State general revenues, user fees, or new,
earmarked taxes, unless a new Federal program is
enacted.

States are providing local governments with
nonfinancial support, such as enabling legislation to
permit local option taxes or to facilitate public-
private ventures and other types of innovative
strategies. Some States have established comprehen-
sive planning requirements, and others have created
bond banks to assist local districts to reduce the costs
of acquiring capital. Several States are offering
technical assistance and help with capital budgeting,

and others have established infrastructure research
programs.

No State has a broad-based tax or revenue base for
environmental services. However, most States have
established EPA-capitalized revolving loan pro-
grams for construction of wastewater facilities and
are working out the technical, administrative, and
institutional difficulties inherent in such a complex
financial activity. States will be hampered by
coming cuts in Federal funds to support their
administrative costs and must also accommodate the
needs of those districts too poor to afford a loan and
expand the supply of capital, both now and when
Federal grants end in 1994.

Despite the success of several small, multipur-
pose, State infrastructure programs-Wyoming
(box 3-E) and Washington (box 3-F), for example—
it seems unlikely that States will fund and administer
transportation and environmental programs jointly
to any significant extent.. Traditional differences in
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