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For State and local governments, complying wi h reguiations canbe ad lgrmima the solution to one problem such as waste disposal
<an create another problem air pol ution n this case
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Chapter 1
| ssues and Conclusions

“We've got all these people moving in from a
neighboring State because our taxes are lower. We
need roads and sewers for this new development, but
we can't pay for them. And no politician wants to
raise taxes-that’s just too hard!” groaned an official
from a fast-growing suburban jurisdiction in an
industrial Midwestern State.

“We don’'t need another special purpose tax; we
need statewide tax reform,” proclaimed the Gover-
nor of a Western State that does not have an income
tax and relies heavily on sales and property taxes.
The legidlature did not agree and adjourned without
acting on a carefully prepared specia tax package
for transportation improvements, leaving local offi-
cials, who badly needed the revenue, fuming.”

Roads, bridges, mass transportation, airports,
ports and waterways, water supply, wastewater
treatment, and solid waste disposal make up the
essential infrastructure for public works services.
These services underpin the public health and
economic vigor of the Nation and are utilized by
every citizen and every industry. But as the quota-
tions above make clear, how to pay the bills for our
Nation’s public works (and other government serv-
ices) remains a thorny and contentious issue. As one
informed observer put it: “ The impasse is deep:
Americans appetite for government services ex-
ceeds their willingness to be taxed.”*

The Nation’s 83,000 local governments arein an
unenviable position; they take the direct political
heat generated by public works issues. They are
responsible for managing and maintaining over 70
percent of the Nation’s public works facilities and
services. They must also comply with Federal and
State standards and regul ations over which they
have little control. In addition, they are caught in a
bind consisting of the need to provide services on the
one hand, and laws limiting how much money they
can raise and how they can raise it and constituents
who resent paying higher taxes on the other.

Federal and State governments, recognizing the
importance of keeping the economy running

smoothly, have long provided financial assistance
for local public works. However, policy changes
have reduced Federal contributions over the past
decade, and infrastructure needs continue to outrun
available dollars. Coping with the fiscal shortfall,
meeting higher costs for maintaining transportation
services, and ensuring that environmental facilities
comply with new national standards create dilem-
mas for every State and local decisionmaker. None-
theless, agreement is widespread that public works
infrastructure needs upgrading and that additional
investment would benefit individuals and the na-
tional economy alike. Indeed, one economist pro-
jected recently that: “If we increased spending on
core infrastructure by $50 billion (1 percent of
GNP), productivity would rise by an estimated $62.5
billion in the first year."*However, disagreements
over how much additional support is needed and the
most politically feasible method of providing it dog
officials at every level of government.

But money problems are not the entire story.
Solutions to urban problems such as air pollution
and traffic congestion will require new technologies
and ‘approaches to transportation and difficult
changes in longstanding management practices. For
example, the view that”. . . unconstrained personal
mobility and control of congestion are incompatible
in the America of today and tomorrow,”*is now
widely shared by officialsin major cities, but is
anathema to many of their constituents. For a
number of small, remote communities, compliance
with new Federal environmental standards will
require financial resources. beyond their fiscal capa-
bilities. The management and technology changes
necessary to resolve these problems involve stagger-
ing sums of money and require developing consen-
sus among disparate, vocal, and tenacious industry
and private citizen interest groups.

Considering all these conflicting pressures, it is
small wonder that despairing descriptions of huge
needs have not successfully mobilized agreement or
a national approach to funding infrastructure. Efforts
to date have been piecemeal. Most State govern-

'Unidemtified official at Dingeli/Ford Municipal Officials Conference. washington, DC, unpublished remarks, June 23, 1989,
2John Horsley, commissioner, Kitsap County, WA, personal COMmunication, July 7, 1989.

3Robert J, Samuclson, “A Frivolous tecade Washington Post, Jan. 3, 1990, . A1S.

4David Alan Aschauer, economist, Federal Reserve Bank oOf Chicago, personal communication, oct. 30, 1989.

SAlan S. BOyd, “Transportation Systems of the 21t
Construction Industry

Breaking Gridlock,” Building
Academy Press, 1988), p. 19.

Tomorrow: Global Enterprise and the
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intrude on every debate about preserving environ-
mental quality and renewing our infrastructure.

To assess the progress of State and local govern-
ments in coping with infrastructure problems and to
outline the framework for congressional decision-
making, the Office of Technology Assessment
(OTA) has prepared this special report documenting

TR recent trends in public works financing and manage-
Raiaall L ment. The report presents snapshots of current
- SRR A approaches and identifies successful programs and
issues that have yet to be resolved. It provides
background information and the State and local
context for OTA’s forthcoming reporRebuilding

the Foundation: Public Works Technologies, Man-
agement, and Financingcheduled to be completed
Phots credit: American Society of Civil Engineers in the sumnar of 1990.

State and locajovernments must replace and dispose of
obsolete transportation equipment and meet competing PAYING THE BILLS
revenue demands as well. Why have public works reached what many call

a crisis point?--primarily because the costs of
services that local governments must or wish to

ments have increased their support for public works,

and local governments have made often heroic : . " "
i provide have outstripped the political acceptability
efforts. Yet even jurisdictions that have successfully of raising property taxes-their most important

raised taxes or fees for public works have been able
to meet only their mostppressing needs. Making gsource of revenue. In 1987, property taxes generated

difficult situation worse, even when new technolo- over 70 percent of the tax revenue collected by all

gies or management tools are available (o malkdlocal goyernmenteSO percentforcites, which
services more productive and efficient, officials are y

- ; ties and towns. User fees, sales, income, and
hard pressed to find funds to implement them. The coun ’ ' L
current impasse over public works incorporates dedicated taxes, Federal and State monies, and

" ; : : ) private sector investment, when it is available,
three critical and controversial national issues: provide the remainder. Required by State laws to
» the shortage of money available for competing balance their budgets and limited by law (in over

government services, such as health and socialone-half the States) and by voter resistance in the tax
needs, defense, education, and public works; increases they can impose, local governments count
¢ the inadequate state of much of the Nation’s on every dollar from each of these sources. Declin-
transportation and environmental infrastructure ing Federal monies and State governments that have
at a time of rapid technical, industrial, and contributed substantial funding support only for
economic change; and highways and bridges are other contributing factors.
¢ the importance of preserving the environ-
ment—Ilarge, urban areas must address air and
noise pollution and land use problems that
diminish the quality of life and may limit
growth and development, and every jurisdic-

constitutional basis for a Federal role in

public works lies in the responsibility of the Federal
tion must upgrade its public works to comply VC\B/gl\]{germaenné %o;tig\:l%rlséaét%r?génrgt\a/recrefhtge general
with new environmental standards. o : years our
national government has addressed these goals by

These three issues are interrelated in numerousfunding construction of a broad range of public

complex ways, but in their simplest forms, they have works infrastructure, particularly for transportation
been on a collision course in recent years. As theand water resources. Historically, transportation
1990s begin, political and financial considerations facilities that promote interstate commerce-ports

6(.S. Depanment Of Commerce, Bureadf theCensus, Goverament in (Washington, DC: November 198§),
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As theimpacts of rising national debt service an
payments to individuals for health, welfare, ar
retirement made themselves felt (see figure |-
Federal support for infrastructure, which had stea
ily expanded after World War Il, began to shrink i
the late 1970s. Indeed, between 1979 and 19
Federal grants to States and local governments
all purposes, excluding payments to individuals, fe
from 11 percent of the Federal budget to 5 percer
Equally striking is the expansion in the share of the
Federal grant monies that States and localiti
provided to individuals for health. These burgeone
w» from 3 percent of their Federal aid in 1960 to 3
percent in 1989, while the portion of aid used fi

Photo credit: American Society of Civil Engineers pgblic works dro;zped frglm roughly 46 per(‘}ent t
about 18 percent (see table 1-1, categories of natt
m;mmfgﬁm?mﬁﬂﬁﬁﬂpﬁnw resources and environment and transportation).
ports and waterways.

and waterways, rights-of-way for railroads, airports

and airways, and highways-have been supported and local officials accept the need fa
with Federal monies. Local governments, with some Fegeral standards and regulations to protect
help from their States, have maintained and operatedypjic health and welfare. They contend, howeve
most of these facilities, except for waterways (which that many grant requirements raise their costs
are the responsibility of the Army Corps of Engi- requiring expenditures for procedures that sec
neers) and freight railroads (which are privately extraneous and by adding substantially to the tir
owned and managed). needed to complete the project. For examp

. . . . Federal aid for bridge repair requires that a perce
Federal involvement in environmental public 346 of Federal monies be used for repairs

works began early in the 20th century with massive «off.system” bridges (bridges on highways that ar
investments in reclamation projects to provide water ot ejigible for Federal aid); often these bridges a
for agricultural and urban development. Over the on ynderutilized or unimportant roads, and the Ste
past several decades, the emphasis has shifted tgoy|d prefer to use the money for bridges on maj
protecting the public health and natural resources, highways’Concerns about Federal programs cent
and the Federal Government has dramatically en-on’ynfunded mandates, grant requirements, such
larged its regulatory role by setting standards for air, 5 focus on new construction rather than maintenar

water supply, and water quality. Greater understand- or management improvements, and on the regu
ing of health dangers from contaminated drinking tory processincluding:

water, hazardous waste, improper wastewater treat- ~ _ o _

ment, and the health costs of air pollution prompted - inflexible administration of standards (stanc
formation of the Environmental Protection Agency ards aim at uniform performance and do n
(EPA) in 1970 and tighter Federal regulation. Some ~ accommodate local variations in need ar
Federal finding has been made available through  conditions);

EPA and the Farmers Home Administration of the  lack of coordination among Federal agencit

Department of Agriculture to assist State and local engaged in related activities;
governments in constructing facilities to control . frequent changes in Federal regulations, whit
health threats. may require major local program adjustment:

7Office Of Management anBudget, Historical Tables: Budger of the U.S. GovernmenE¥ 1990 (Washington, DC: 1989), pp. 128130.

#lan MacGillivray, director | Planning Research Division, lowa DepartmenTeansportation, in U.S Congress, Office 0f TechnologyAssessmeat,
“Transcriptof Proceedings —State and Local Infrastructure Financing and Management Workshop,” unpulwranseript, July 7,1989, pp. 118-119,

90ffice Of Technology Assessmenfdvisory Panel meeting, unpublished remarMarch 1989; and participants ioffice of Technology
Asseszment, Op. Cit.,footnote 8.
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Figure 1-1—Federal Expenditures, 1960 and 1989*

Grants to State and Payments to
local governments individuals
4% 45%

Payments to

individuals

24%

Grants to State

and local
governments 5%

Nationai intereat
defense 7% Interest
52% 14%
National
Afl other defense
13% 268%
Atl ather
10%
$92,191 (1960 dollars in millions) $1,137,030 (1989 dollars in millions)

1969 figures are estinated.
SOURCE: Office of Technology Asssssment, 1990, based on Ctffice of Management and Budgel data

. length of time required for Federal review and The decrease in tax-exempt private activity bonds
approvals; and for facilities, such as convention centers and sports
. i i . complexes, contributed to the significant drop in
requwe.ments for megtlngs and paperwork municipal borrowing between 1986 and 1987. How-
The complicated application process for approval of ever, the municipal bond market returned to its
a major harbor improvement (shown in chapter 2, pre-1985 level in 1988, signaling that jurisdictions
figure 2-5) gives ample evidence that these concernswere taking on new debt for their traditional public
are justified. works need&.(For further details see chapter 2.)

The need to conserve and stretch Federal revenue State and local governments contribute about 75
has also created conflicts between Federal taxpercent of total public spending for public works,
policies and State and local financing for public with most of their share supporting operations and
works. Tax reforms enacted in 1984, 1986, and 1988 maintenance. Federal grants financed between 40
raised the costs of some forms of infrastructureand 50 percent of capital spending for public works
financing by limiting the types of projects eligible construction during the 1980snd Federal support
for tax-exempt bonds. Arbitrage arrangements, sale/plays an important role in finding new projects and
leaseback, and other forms of public-private funding major reconstruction. Over the past decade, only
that local governments had used to leverage invest-highway and air transportation received increasing
ment for infrastructure improvements, weskarply portions of total Federal funds spent on infrastruc-
curtailed. Congress relaxed some of the most severdure, thanks to trust funds supported by dedicated
restrictions orarbitrage in legislation passed inlate user fees (see table 1-2). (Although mass transit and
1989, and whilet is too early to be certain, OTA  waterways also have trust funds, the annual revenues
analysis indicates that thempact of tax reform on  are much smaller.) The fact that no similar dedicated
traditional public-use projects (sewers and roads, for Federal revenue sources have been enacted for
example) may not be significant in the long term. environmental programs has had a significant im-

10Government Finunce Rescarch Center, “Federal TaPolicy andinfrastructure Financing,”OTA contractor report, Sept. 13, 1989, p. I1-4.
N Apogee Rescarch, Inc., database derived from U.S. Department 0f Commerce, Bureau of ttCensus andoffice of Management and Budget.
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Tabis 1-1—Distribution of Federal Ald to State and Local Governments

by Major Categories (in percent)
1989
Categories 1960 1975 {estimated)
infrastructure:
Natural resources and environment® ., .......... 1.5 4.9 29
Trangportation ...............coiiiiiaiaina.. 427 11.8 15.0
Community and regional development® ......... 1.6 5.7 a7
Humen services:
Education, training, employment, and
Soclai 88rvices .. ..............c.iiiiiian.. 75 244 18.2
Healthe ......... ... .. ... i, 3.0 17.7 29.5
Income securttyd ............... ... ... 375 18.8 27.2
6.2 16.7 3.5
Total ... . e 100.0 100.0 100.0

“Primartly Environmental Protection Agency construction

grants.
Housing and Urban Development grants; small portions were used for infrastructurs improvemants.

“Primarily grants for medicaid.

grants for child nutrition, family support, and housing assistance.

SOURCE: Office of Technology Assesament, 1990; Office of

nt and Budget, Historical Tabies: Budget of

the United States Government, Fiscal Year 1989 (\Waahington, DC: 1988).

Photo credit: American Society of Civil Engineers

Federal support for constructiasi wastewatefeatment
plants is diminishing; at the same time, Federal
requirements  are becoming stricter.

each State has assumed some gree
financial responsibility for public services, increas
ing expenditures an average of 6 percent over the |
3 years, the fiscal strain has begun to tell. T
average rate of State revenue growth (estimated to
5.4 percent in 1989) has fallen behind the growth
expenditures; in fact, 18 States had to cut be
budgeted spending in 1988 because of rever
shortfalls.”Moreover, no State has entirely fillec
the chasm created by cost increases for its infrastr
ture needs and reductions in Federal support
public works—and funding infrastructure is a lowel
priority in every State than Medicaid, education, ar
law enforcement.

Each State has a unique fiscal and econor
framework, and several factors bound its capabili
to plan and pay for public services. For example, t
strength and balance of a State’s economic b
determine its ability to raise both public and priva
funds. Some tax their residents almost as heavily
the economic base will allow, while others al

pact. In 1980,20 percent of Federal grants for public wealthier than the tax burden suggests. (See fig

works infrastructure was budgeted for water quality

1-2 and table 1-3 for information on State fisc

programs, while 80 percent supported transporta-standing.) Most New England and Mideastern Stat

tion. By 1988, funding for water quality had dropped

have had strong economies in recent years, enab

to 10 percent. Concurrent with the drop in Federal them to raise State and local revenues and to o

appropriations, local costs for complying with Fed- attractive opportunities for private investmen
eral environmental standards began to increase astates without a strong economic base, like W;

new standards began to take effect.

Virginia, or dependent on one resource, lik

12Ngtional Governors” Associatic and National Association Of Stae Budges Officers, Fiscal

ofhe  (Washingion, DC: 1988),p. 3.
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Louisiana have difficulty raising both public and
private investment funds, because their low per-
capitaincome limits their taxing ability.

While a rapid rate of population growth heightens
demand for services, it can also provide a broader tax
base. Fast-growing States and communities can
make significant demands on private devel opers for
infrastructure investment, a practical impossibility
in nongrowth areas; private investors see little
opportunity to recoup an investment in infrastruc-
ture where real estate markets are weak. Low-
population, low-density States also have great diffi-
culty financing infrastructure programs. Their tax
base is limited compared to the scale of needed
investments, and costs are relatively higher than
those of more populous districts, which can benefit
from economies of scale.

Finally, political factors can override physica and
economic variables and have amajor influence on a
jurisdiction’s ability to raise revenues. Taxpayer
revolts against local property tax increases have
made State legislatures reluctant to raise sales or
income taxes. Political pressure has pushed many
States to limit the amount of bonds local jurisdic-
tions can issue, creating barriers to traditional
avenues for public works funding. To finance
services needed in specific regions, many States
have begun to permit local jurisdictions to impose
specid levies or taxes for infrastructure projects.
California' s efforts to overcome the effects of its
well-known Proposition 13 illustrate this point (see
chapter 3 for details), and a number of local
financing districts have been created to finance
construction, operations, and maintenance for public
works. California’s experience has been replicated
in a number of States.

Y et while special districts ease States' fiscal
burdens, they make State comprehensive planning
and budgeting for capital improvements extremely
difficult. At the local level, too, having a number of
independent, separate districts complicates regional

planning and management, makes political coordi-
nation a formidable task, and places a heavy burden
of debt payments on district residents. Easing
restrictions on local find-raising capabilities and
consolidating small districts are actions States
could take to coordinate and rationalize the
financing of public works.

States coping most effectively with infrastructure
financing issues and Federal requirements are those
with the capacity and political will to raise capital
from a variety of public and private sources, and
with an available pool of technical and financial
know-how. For example, two States, Washington
and New Jersey, have funded special State assis-
tance programs to make low-cost loans to local
jurisdictions for infrastructure improvements. The
Washington State program was carefully structured
to ensure that local jurisdictions tap their own
resources fully and plan carefully. (For further
information, see boxes 3-B and 3-F in chapter 3.)

States that would be most affected by additional
reductions in Federal grants are large, rural States
with small populations; those with poor economic
bases; and those heavily dependent on extractive
industry (see figure 1-3). Although these States are
home to less than 11 percent of the Nation's
population, their problems are pressing, and OTA
finds that some categorical Federal programs de-
signed to help them are based on criteria that work
at cross purposes (see box 1-A). In another example,
a Federal-aid program that targets bridge repair
funds to States with large numbers of substandard
bridges penalizes States that have developed bridge
mai ntenance management programs and keep their
bridges in good repair.”

Benefit Charges or User Fees

When there were fewer demands on State and
local financial resources, broad-based sales and
income taxes could carry most of the public works
funding burden. However, funding programs, such
as health care, education, and criminal justice, have
depleted general revenues and reached debt ceilings
in many States. Accordingly, most States and
localities have turned to benefit charges (such as
user fees and specia assessments) and to State [oan
programs that promote self-supporting projects for
financing public works capital. Benefit charges are
attractive and effective strategies because of their
revenue potential, voter acceptability, and serv-
ice management opportunities. A few local
jurisdictions, such as Phoenix, for example (see
chapter 4, box 4-C for details), target service
beneficiaries to pay full cost for many public
services because of their relative ability to pay
compared to social service users. States with low

BRepresentatives of the Departments Of Transportation Of Georgia, Florida, and Minnesota, at a National T ransportation Saf ety Board Bridge Safety

Workshop, unpublished remarks, Sept. 2S, 1959,
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Box 1-A—Rocksprings, Texas’

Rocksprings, Texas (pop. 1,350) lies 80 miles north of the Mexican border. It is the only incorporated city in
a county twice the size of Rhode Island; the nearest neighboring jurisdictions of comparable or larger size are at
least 50 miles away.

Agriculture is Rocksprings’ economic base, and the average per-capita income is under $6,000—1less than that
in Mississippi, the poorest State in the country. The city’s annual budget is $221,000, and annual property tax
revenues are only $30,000, with the remaining revenues coming from the municipally owned water system and
franchise sales taxes. How to provide wastewater treatment and solid waste disposal facilities that meet new Federal
standards are pressing dilemmas for Rocksprings. The city’s budget is already strained, and State and Federal
regulations present the city with seemingly insupportable burdens. In the case of wastewater treatment, compliance
will exact a heavy price—perhaps greater than the city can bear. In the case of solid waste disposal, there is no
workabie or affordable alternative to simple noncompliance.

Wastarsrataw T noenbusansd
VVEIUC VW SUCE A 5 CELIAIGAS

Rocksprings has no community wastewater collection and treatment system, and residents have taken care of
their own sewage treatment needs as they see fit. Some families have installed legal double septic systems with drain
fields, while others use sewage injection systems? (now illegal) on their properties or resort to cesspools. State
environmental and health officials have declared the city’s approach unacceptable, and Rocksprings faces the
prospect of constructing a $3.5 million wastewater treatment plant.

Though Rocksprings’ mayor praises the efforts of the Texas Water Development Board (see chapter 3, box
3-D) to offer advice, the compiex Federal grant and Ioan application process has proven troublesome. The city has
applied for a $2 million wastewater treatment plant construction grant (representing 55 percent of the project’s costs)
from the U.S. Environmental Protection Agency (EPA), and local officials are optimistic about receiving the grant.
The rest of the £3 § million nlnnt wonld be financed with a Farmere Home Adminigtration meHA\ grant for 20

percent of theremanungcosts and an FmHA loan for the balance. However, FmHA will not announce grant and
loan recipients until long after the EPA decision is made. If Rocksprings does not receive the FmHA funds, it will
not be able to proceed with the project and will have to return the EPA grant money. Worse, the city will have spent
$43,000 on preliminary engineering work and will have no source of funds to pay the biil.

. The alternative to constructing a major wastewater treatment facility would be to continue to permit individual
treatment systems, but insist that they be legal, double septic systems or some other type of approved system. These
potentiai soiutions seem unworkabie for two reasons. First, a legai system cannot be buiit on iess than one-haif acre,
and most of Rocksprings’ residential lots are scarcely one-sixth of an acre. Second, each new legal system would
cost the homeowner $12,000 to $15,000—more than the value of the average Rocksprings house. As of September

1 Material in this box is from Mary Simone, mayor, Rocksprings, Texas, in Office of Technology Assessment “Transcript of
Proceeding—Workshop on State and Local Infrastructure Financing and Management,” unpublished transcript, July 7, 1989.

2 A sewage injection well consists of a septic tank that channels sewage through sand and imo an injection well which filters the effluent
into the caverns under the city. Though these caverns lie over a major aquifer, Rocksprings residents have always theorized that by the time the
effluent gets into the aquifer, it has been sufficiently filtered through the limestone.

economic bases and/or small populations cannot
assemble sufficient capital from these sources.

Recognizing the advantages of user charges,
especially for transportation, a few States are ex-
panding paid highways by authorizing privately
funded toll roads, while 47 States have raised
gasoline taxes and other motor vehicle user charges
over the last 10 years. Sixteen States permit local
governments to levy local gasoline taxes (see table
1-3, again). The gas tax is a substantial revenue
producer and often more acceptable to voters than

broad-based taxes for supporting transportation
improvements. Gas taxes and other vehicle user
charges are also used in many jurisdictions to
finance public transit; a few use such revenues to
support a variety of other services. A number of
States use aviation-related taxes and fees to support
arport development Currently, about 60 percent of
road and highway improvements are funded by user
charges. 14

Environmental capital improvement programs are
increasingly paid for by debt, in the form of revenue

14Federal Highway Administration, Our Nation’s Highways: Selected Facts and Figures (Washington,

p. 20.

U.S. Departmentof Transportation, 1987),
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1989, the city refused water access rights to any buildarho did not installa legal septic systemThough denyin
water rights allows the city to comply with State regulations, it also thwarts chances of attracting much-peed
economic development.

Solid Waste Disposal

Since 1931, Rocksprings has maintained a landfili just inside the city limits. The region’s geology—solid rock
1,500 to 2,500 feet above sea level—leaves Rocksprings with virtually no soil, so the city has always maintained
the landfill by burning weekly and covering remaining garbage with dirt whenever possible. These procedures
became illegal in September 1989, when Texas terminated all burning permits. The region simply does not

be litle more than an open dump—equally illegal.

In seeking an alternative to noncompliance,locatl —— — — T~
officials face the irony that while most areas suffer
from an overabundance of garbage, Rocksprings does
not have enough. To incinerate efficienty, a city must
generate 15 tons of solid waste daily; Rocksprings
generates that in a week—an amount also insufficient
to make recycling a viable alternative. Private compa-
nies will not contract to provide service to Rocksprings
because of its remoteness and the small amounts of
waste generated. Though the region’s Council of
Governments is irying to develop a regional plan, the
great distance between cities, the unwillingness of one
jurisdiction to take another’s garbage, and differing
standards between communities make a solution
through regional planning a doubtful proposition.

A final alternative for Rocksprings would be to R a
unincorporate. State law mandates that all counties crodit Mary Simone, Mayor of Rocksprings, Texas

with a population of 30,000 or more and all cities, no
matter how small, must provide for the disposal of The Rocksprings landfil

enlid wacte within thair inrledintiane Rasauca Daskenwringe’ sty hae fawser than 20 Y recnia the toum sanld
Fnka oo Waals wutll Jul oL BlAaLl. SROCASPRAIgS COUDLY &5 ICWel amall Juvyiruns POURES, Wit Wvn L0MG

unincorporate, close its landfill, and thereby meet State regulations. But this kind of formal compliance would do
nothing to end trash burning; on the contrary, it would encourage it. Faced with the prospect of 579 individual barrels
of trash burning within Rocksprings’ 1.2 square miles, Rocksprings’ mayor wonders why individual burning is
considered better than burning 15 tons a week in a supervised landfill. The costs of closing the landfill—$400,000,
almost double the city’s annual budget—make the prospect of unincorporating even less attractive. Rocksprings wiil
remain incorporated, and a stunning example of the dilemmas associated with establishing appropriate national
environmental standards.

bonds backed by user fees. No State has a broad taghargesare proven revenue sources, OTA con-
or revenue bas®r environmental services, and no eludes that States and local governments are
dedicated Federal trust fund exists. A significamurrently better able to finance transportation
share of environmental capital currently comes from improvements than environmental programs.
Federal grants, which face the perils of annual -

appropriations and have already fallen significantly Revolving Loan Funds
from previous levels. Grants for wastewater treat- Most States have established revolving loan
ment are scheduled to be eliminated entirely in 1994. programs for wastewater facilities in anticipation of
The capacity of low-income users to pay signifi- the phasing out of Federal construction grants
cantly higher fees for environmental services is an Several have created similar programs for transpor
unresolved issue, and Federal tax code changes haveation infrastructure as well. Many States remodeled
made private capital for environmental programs existing loan and grant programs to create these
harder to attract. Becausé Federal trust fund others started entirely new programs. It is too early
support and because transportation benefit  to tell how the new revolving loan funds will work,
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although some States have already found that local
districts accept multiple, complicated Federal regu-
lations much more reluctantly for a loan than for the
accustomed grants. Many States are in the process
of working out the technical, administrative, and
institutional difficulties inherent in such a com-
plex financial activity. Cuts in Federal appro-
priations to support State administration of
environmental programs hamper their efforts.

States face two additional challenges. accommo-
dating the needs of those districts too poor to afford
aloan and expanding the supply of capital needed
both now and when Federal grants end in 1994. At
that time, funds for environmental programs must
come from higher user charges, State or local genera
revenues, from new, earmarked State taxes, or a new
Federal program.

Earmarked or Dedicated Taxes

From a public policy perspective, earmarking or
dedicating revenues for special purposes has the
disadvantage of restricting policymakers’ fiscal
options in responding to changes in priorities.
Nonetheless, States have found that earmarking is
the best way to ensure a reliable revenue stream.
Pressure is heavy in some States without strong
genera tax bases to use gas tax revenues to pay for
social or education programs. Transportation advo-
cates are adamant that States reserve these funds for
transportation capital or replacement accounts,
which can otherwise be vulnerable to budget cuts.

Despite budget difficulties and objections to
new taxes, votersin a number of States and
localities have supported new spending initiatives
for transportation or environmental improve-
ment programsthat meet well-defined priorities.
(See chapter 3 for examplesin New Y ork, lowa and
Washington State.) One measure of the willingness
of a State's voters to pay for public servicesis the tax
burden its voters have accepted relative to the State’s
economic base and per-capita income (or ability to
pay—see table 1-3). Federal grant programs do not
take into account the needs of States that have low
fiscal capacities, but are already taxing their resi-
dents relatively heavily, nor the possibility that
States in good financial condition, but which tax
relatively lightly, could make a greater fiscal effort.

State and local officials consulted by OTA indi-
cated that they would support a larger matching
requirement for State and local contributionsin
return for Federal funds, if the formula recog-
nized State and local level of effort.”

States also provide local governments with nonfi-
nancial support for both transportation and environ-
mental public works funding. Such aid may take the
form of enabling legidlation to permit local option
sales, fuel, or income taxes, public-private ventures,
and other types of innovative strategies. Some States
have established bond banks to help local districts
cut the costs of acquiring capital; many are offering
technical assistance and help with capital budgeting,
and several have established infrastructure research
programs. See chapter 3 for more complete descrip-
tions of State programs.

Loca

jurisdictions, too, have taken on additional

fiscal responsibilities, although many find their
financing problems overwhelming. These govern-
ments have historically relied on the broad-based
P_roperty tax to finance public services from educa-
ion to water supply and streets, largely because no

major alternatives were needed. Moreover, the
progerty tax was an approximation--albeit crude—
f both ability to pay and benefits received. How-

ever, the property tax is no longer adequate. Costs
have climbed significantly, and elimination of .
Federa block grants and revenue sharing, the need
to support Medicare and social programs, reductions
in Federa categorical grants, and higher Federal
standards for environmental services have exacer-
bated local fiscal woes. Repeated property tax hikes
to support public services needed to serve popula-
tion growth or economic development have met with
local resistance, often leading to initiatives that
result in State limits on local taxes. Finaly, just as
for State governments, competition for local genera
tax revenue is intensifying from education, law
enforcement, housing, and social welfare programs,
which have no other revenue source. Forty-four
percent of localities surveyed by the National
League of Cities cut capital spending in 1988 and
deferred maintenance spending because of budget
constraints. Local governments have been particu-
larly hard hit by Federal policy changes and plead for

130ffice Of Technology Assessment, Op. Cit., footnote 8.
”l|6ooug|u D. Peterson, City Fiscal
p I,

Research Reports on Amerit{ s Citics (Washington, DC: National Leagucof Cities, July 1988),
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State caps on local taxing (in 32 States) o
bonding (in 46 States) fall especially heavily on
small jurisdictions, because their limited tax base:
make them reliant on the property tax. Yet only some
States-New Jersey, New Mexico, and Washingtor
for example-have special programs to aid thei
small communities. Thenit cost of public works
facilities for small systems is high, since the
facilities are small in scale and must be customize
to meet local conditions.

Tapping Private Investment

At present, jurisdictions seeking new revenue ar
likely to target specific areas or beneficiaries a:
funding sources. Approximately one-quarter of local
districts have successful programs using privat
capital. In some growth regions, costs for infrastruc
ture expansion to serve new development are pass

RN : directly to the private sector through developel

Photo credit: American Soclety of Givil Engineers charges, such as facility construction requirement

New York Gty typifies older urban areas with aging and impact fees. Chapter 4 gives numerous exan

tacilities that need major rehabilitation. ples of such programs. The private sector is initiating
for-profit ventures in some districts, primarily solid

waste projects, with major efforts under way to

a consistent Federal tax policy that does not changedevelop privately financed toll roads in Virginia and

annually. Recently implemented Federal environ- gl""“f‘émia’ aé‘db htigh-speEd ra\u lines nﬁar Oélando,
: ; orida, and between Las Vegas,. Nevada, an
g]r?enr;tlﬁlgrsvglslerre vr\r/]iﬁnrtesq[fi)rresggsv Vg?itsg];ggggeiif?; d Anaheim, California. Other transportation services

structure facilities but orovide no seed arant mone that have potential for operating revenues and lan
o ”t uf it o u E[h }[’r'] ; g ds will by' development profits may successfully attract direct

OSts for complying with the new standards will D& iy ate investment. See chapter 4 for further details
substantial and will fall most heavily on small :

communities and large cities where major improve- Paying Local Bills

ments are needed (see table 1-4). Current trends indicate that new infrastructure,
. - particularly in growth areas, will be financed in-
Most local governments have diversified and creasingly with funds from benefit charges. This is
expanded local revenue sources, raising nonpropertythe resuit of several factors, includigateand
taxes, including user fees. Local income and salesvoter limits on broad-based taxes, the steady an
taxes have proven to be successful revenue raisergrowing demands of social programs on genera
for communities constrained by State-imposed prop- fund revenues, and the relative ability and willing-
erty taxing caps. Earmarking portions of revenues ness of beneficiaries to pay.
from these taxes for specific improvements, SUCh s yiji/ing penefit charges, such as targeted use
public transit or streets and bridges, helps win public fees, developer charges, and special district reve
approval for the increases. Although these taxesy o5 has some compelling advantages over raisi
have become an important source of revenue, fewyroad-based taxesirst, citizens seem willing to
communities raised them during 1988, indicating accept the principle that “you pay for what you
that these sources, too, may have temporarilyget," under which they pay directly for services
exhausted their voter acceptability. (See table 1-5 for or developers pay for the facilities needed by
a summary of local options for meeting environ- their projects. Second, higher user fees raise
mental standards. Further information may be found revenues closer to full service costs, and may cut
in chapter 4.) demand, hold steady or even reduce capital
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Table 1-4—increase* in Housshold User Charges In Municlipalities Attributable to Environmental Regulations®

Distribution of municipalities (in percent)

(up to 50 percent (50-100 percent (over 100 percent

Size of municipality Number of municipalities increase in charges) increase in charges) increase in charges)
Upto2500 ............ 26,315 45 35 20
2,500-10,000 ........... 6,279 90 10 0
10,000-50,000 .......... 2,694 80 20 0
50,000-250,000 ......... 463 100 0 0
Over 250,000 ........... 59 80 20 0
Percent of all municipalities . ..................... 56 29 15
Percent of total population

living in incorporated areas® . .................. 83 15 2

&No jurisdictions will have lower costs.

of many simplifying assumptions, the potential increase in user charges may be underestimated.
CAccording to the 1982 Census of Governments, approximately 15 percent of the U.S. population live in unincorporated areas.

SOURCE: Offies of Technology A vent, 1990; b
Municipaites,

d on data in U.S. Environmental Protection Agency, Office of Policy Planning and Evaluation,

, Small Business and Agriculture (Washington, DC: 198S), p. 2-14.

requirements, and permit local governments to
design projects that are relatively self-support-
ing. Third, the community often can collect capital
funds up front, avoiding the necessity for bond
issues, thereby eliminating interest costs and reserv-
ing debt for other public facilities. Last, benefit-
based financing gives local governments more
autonomy, making them less dependent on State and
Federa programs and the strings attached. In many
communities, developers support these strategies,
finding them systematic and predictable time and
money savers.

INADEQUATE PUBLIC WORKS
INFRASTRUCTURE

The need to replace and improve public works has
been well-documented in more than a dozen national
studies since 1980. The National Council on Public
Works Improvement estimated in 1988 that annual
future infrastructure investment needs could require
double the $45 hillion invested in 1985." Nation-
aly, county governments project their infrastructure
needs to be at least $18 hillion a year through 1990,"
and a single State, Washington, calculates its
Iong—range capital needsto be ailmost $1 hillion
annually.”

governments aided by States have always
been the principal providers of funding for infra-
structure (see table 1-6). When Federal funds were
more plentiful, State and local governments used
such funds for capital to support construction of
public works facilities--completion of the Interstate
highway system, mgjor improvements to ports such
as Long Beach and airports, and transit improve-
ments in Washington, 1X, and Boston are examples.
State and local governments focused their own
revenues on meeting needs in education and other
specia program areas. Thus, critical as State and
local capital isin providing infrastructure, their
combined total investment peaked at $34 billion
(1984 dollars) in 1972, and recently has languished
between $20 hillion and $28 billion annually.

Shortfalls in infrastructure funding coincide with
major maintenance and capital needs for public
works structures that have reached the end of their
design lives or have been used much more heavily or
deteriorated much more rapidly than anticipated.
While the exact magnitude of essential public works
improvements may be open to discussion, recent
policy statements by major transportation and envi-
ronmental interest groups” demonstrate that a
strong consensus has solidified about the inade-

1"National on Works Improvement,
18National Association of Countics, America’s

Fo undations:
Public Works Leaders (Washington,

Report on America's Public (Washington, DC: February 1988).
July 1987), p. 6.

19Analytic Services, “Staiz Finance fOr Local Public Works: Four Case Studies,” 0TA CONtractor paper, December 19ss, p. 30.

2National Council on

Works Improvement, op. cit, footnote 17, p. 7.
21Selected examples include: Transportation Alternatives Group, Basic Directions

National Transportation (Washington, DC:

winter 1989); American Associaion Of State Highway and Transportation Officials, “New Transportation Concepts for a New Century,” unpub W
iati Environmental Programs: ~ Examination of Alternatives (Washington, DC.:

Association,
Infrastructure

document, February 1989; the National Governors’
1989); and Victoria Price Kennedy, New Directions

(Washington,  Council Of Infrastructure Finance Authorities 1988).
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Table 1-5--Local Optionsfor Addressing the Costs
of Federal Environmental Standards

Option 1: Seerch for Funds From State and Federsl
Governments and Private Sector
Prognosis: Limited additional public funding except as loans;
private investment aitracted only in growth areas

Option 2: Reise Additionsi Funds Locsily by increesing:
¢+ User fess .
Prognosis: Potential for tax-payer acceptance where need is
clear and fiscal capacity exists; regrassive aspects and
equity issues must be addressed; good potential for
reducing service demand
' Developer charges
Prognosis: Good potential as a source of capital, but timited
to growth areas and where State laws permit
+ Generul taxes
Prognosis: Tax-payer resistance, perhaps leading to
State legal restrictions on increases -
+ Dedicated taxes (s.g., portions of sales, incoms, Photo credit: Massachuselts Port Authority

Pr;n;:"s: Ig:’tl::l)ialfortax-payer acceptance if need estab- Facing mounting airport access problems, the
lished and fiscal capacity exists Massachusetts Port  Authority established a water taxi
« Revenue-backed debt between Logan Airport and  downtown Boston.
s Cons el tarts o on oo mion . niess deot considered rail or mass transit alternatives, or th
Option 3: Resllocate Funds From Other Local Programs access needs of airports, ports, and waterway:
Prognosis: Political batties between conflicting goals; like- Water supply, wastewater treatment, and solid wastt
lihood of smaller allocations all around disposal requirements have been set by separe
Option 4: Fal To Comply With Federal Standards divisions of EPA with inadequate consideration of
Prognosis: Federal enforcement action, fines and litigation; the interactions of pollutants in different environ-

- - mental media. (See chapter 2 for a more complet
SOURCE: Office of Technology Assessment, 1950. discussion.) State agencies often mirror the Feder
structure. The diverse, long-established manage
ment patterns virtually ensure that Federal and Stat
subsidies for transportation modes will conflict with
each other and that coordination of environmental
programs will be minimal.

Rapid shifts by industry, such as the move ta
just-in-time delivery, to adjust to global economic
Local governments include major cities, tiny changes have radically altered infrastructure use

townships, and sparsely populated rural counties, aSLocaI governments have tried to respond, bu
well as g multitudpe of s)i/nglep-purpose districts, such categorical Federal programs give them little flexi-

as the Nation's 600 highway districts, 356 airport bility to do so. For example, Federal aid for highway

o o funds may not be used for modernizing traffic
authorities, 163 port authorities, and numerous -
water supply districtéThey are the level of management systems to speed traffic ffdunder

government that has day-to-day responsibility for these circumstances, State and local officials find the

- : large unspent balances in Federal transportatio
most public works services. For many years separate . .
branches of Federal and State governments havdUst funds especially galling (see table 1-7).
funded and managed the individual public works for ~ Federal program management has created som
which they have responsibility as separate programs.major obstacles for local governments trying to

For example, Federal highway programs have notmaximizethe productivity and efficiency of their

quacy of our infrastructure and the need for more
investment. We have fallen behind in repairing
potholes, easing traffic congestion to help curb air
pollution, providing wastewater treatment, and dis-
posal of municipal solid waste.

”Ezuslu R. Porteret al., Special Districts—A Usefid Technique for Financing Infrastructure (Washingion, DC:  The Urban Land Institute,
pp.

DFor further details, see UCongress. OffiCe of Techmology Assessment, “AdvancedVehicle/Highway Systems and UrbanTraffic Problems,”
Science, Education, and Transportation Program staff paper, September 1989,
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Table 1-6--Public Works Spending by Level of Government (In percent)

Federal State and local

Operations and Operations and
Year Capital maintenance Total Capital maintenance Total
1960 ...... 28 3 31 36 33 69
1970 ....... 23 5 28 37 35 72
1975 ....... 2 6 28 31 41 72
1980....... 25 7 32 23 45 68
1985 ...... 22 5 27 21 52 73
1987 ...... 19 5 24 24 52 76

finciudes spending for highways, airports, mass transit, water resources, wastewater, water supply, and solid waste. Data for 1888 and 1989 are not available.
SOURCE: Apogee Hesearch, inc., based on data from the U.S. Department of Commerce, Bureau of the Census, and the Office of Management and Budget

Table 1-7--Federal Public Works Trust Fund
Summary, 1988 (current 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

TrustFund........ 161 169 8

SOURCE: Office of Management and Budget, Budget of the United States
Government, Fiscal Year 1990 (Washington, DC: 1989).

public works and make them into mutually support-
ive systems. The following summary provides a
snapshot of each transportation and environmental
public work infrastructure segment and identifies
possible short-term relief options. For a more
complete picture, see the analogous sections of
chapters 2, 3, and 4. Long-term improvements to
public works management and financing will
require major changesin Federal transportation
and environmental program management and
congressional oversight and will be discussed in
OTA's forthcoming report on public works technol-
ogies, management, and financing.

Highways

The Federal Government provides about one-
quarter of the financing for highways and bridges,
sharing the responsibilities with States, which fund
about one-half, and local jurisdictions, which pro-
vide the remainder. Federal finding is administered
through State highway departments, usually long-
established and experienced organizations. The
Federal-Aid Highway Program supports about 22

percent of the Nation’s road mileage; these streets
and highways carry 79 percent of the total vehicle-
miles traveled.” Federal funds to State highway
agencies primarily target the Interstate Program. In
addition, the Federal-Aid Primary Program aids
major arterial highways; the Federal-Aid Urban
System targets aid to urban areas; the Federal-Aid
Secondary Program supports farm-to-market roads;
and the Highway Bridge Replacement and Rehabili-
tation Program funds bridge improvements.

The Federal Interstate highway program encour-
aged suburban development, although this was not
its mgjor purpose. The development occurred under
weak State requirements and inadequate local land-
use planning and zoning laws and has badly
overloaded many local roads. State and local offi-
cials clam that Federal grant requirements and
construction standards have contributed signifi-
cantly to raising capital and maintenance costs.
Recent changes in Federal policies on permissible
truck lengths and weights brought productivity gains
to industry, but increased government costs for
highway and bridge maintenance and repair.

. Problemureas: Central cities where roadways
are decaying faster than they can be rebuilt, the
tax base is burdened with specia programs, and
the capacity to pay higher taxes is limited.
(Taxes on the commercial sector may be
increased at the risk of business moving out.)
Sprawling suburbs; inadequate investment in
technologies and management tools to increase
road capacity without building more roads;
weak land-use planning and development con-
trols. The need for small towns and rural
counties to maintain many miles of lightly
traveled roads and numerous bridges at service
standards necessary for heavy trucks carrying

UFederal Highway Administration, op. cit, footote 14, . 5.
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seasond agricultural products only a few weeks
a year. Low-income States with heavy tax
burdens.

. Possihilities: Increasing Federal and State fuel
taxes; enacting State legislation to permit local
levies. Private investment-not a redlistic op-
tion for the neediest areas. Toll roads and
bridges; dedicated State and local revenues
from taxes and benefit charges. Revising Fed-
eral grant requirements to alow funds to be
used for relieving traffic congestion and
alternative mass transportation projects, and to
permit tolls on highways constructed with
Federal aid. Eliminating tax subsidies for
dternate fuels.

Mass Transit

L ocal governments or public transit authorities
operate most systems, athough State and Federal
sources provide substantial assistance. After reach-
ing a peak in the mid-1980s, Federal support for
transit declined to $2.7 billion in 1988 (see table 1-2,
again). State and local governments finance most
operating and maintenance costs, and State contribu-
tions outstripped Federal funds for the first time in
1988. Across the country, transit user charges (fares)
account for just under 40 percent of operating
expenditures, athough this varies according to
region.” The transit users’ willingness and ability to
pay are both sensitive to individua incomes and
local economic conditions. In addition to fares, mass
transit revenues come from agency-issued revenue
bonds, subsidies from local and State general funds,
Federa grants from a dedicated 1 cent share of the
9-cent per-gallon Federal gas tax, State gasoline
taxes and vehicle registration fees, tolls, and in some
metropolitan areas, a dedicated sales tax.

Federal tax and regulatory policy has had a small
but important impact on mass transit financing,
usually raising costs. The Tax Reform Acts of the
1980s eliminated many private investment opportu-
nities, particularly for purchase of equipment, while
Federa equipment requirements, air quality regula-
tions, and fuel taxes all affect costs. Federal grant
categories do not always fit well with ajurisdiction’s
critical needs; small cities may receive more capital
funds than they can use, while large citiesremainin
desperate need of new equipment and facilities.

e Problem areas: Suburb-to-suburb commutes
where conventional mass transit is not appro-
priate, but aternatives have not been devel-
oped. Growth areas where planning and devel-
opment controls are weak. Old central cities
and older suburbs where capital facilities are
wearing out and the percentage of users below
the poverty line is increasing. Jurisdictions in
which the population is aging and the tax base
iseroding. Diffuse mass transit benefits, which
affect many only indirectly through easier
access to downtown and reduced traffic con-
gestion and air pollution. These make it diffi-
cult to establish an adequate, reliable, and
equitable local revenue base.

¢ Possibilities: Political leadership and focus on
transit needs and benefits. Requiring nonusers
who are indirect beneficiaries to share the costs
through dedicated taxes. (See the French pro-
gram discussed in chapter 4, as an example.)
Increased support from State and local govern-
ment general revenues. Additional Federal
support from fuel taxes for the largest urban
areas. Public-private partnerships.

Aviation

Most major, commercia airports support them-
selves (with the exception of air traffic control
activities) with user charges. Federa investment in
aviation increased from $4.3 billion in 1980 to $4.9
billion in 1988 (see table 1-2), with most of the
increase used to modernize air traffic control and to
expand and renovate airports, especidly reliever and
general aviation airports. User fees (ticket, cargo,
and fuel taxes) provide the mgjority of these funds.
State and local capital funding grew from $960
million in 1980 to $1.3 hillion in 1987.”

Large commercia airports, usually structured as
independent public authorities, rely primarily on
debt financing for capital investment. Bonds are
backed by revenues from airlines, parking, and
concessions. Smaller airports (especialy those for
general aviation) depend much more heavily on
Federal and State assistance, and special Federal
subsidies go to a few small airports (at very high unit
costs) in remote areas. Some States support airports
with general fired appropriations and through dedi-
cated revenues from user fees;, some States include
arport improvement in State-funded economic de-

2Thomas D. Hopkins, “Benefit Charges for Financing Infrastructure,” OTA contractor report, August 1989, p. 15.

%Apogee Research INC., Op. cit, footnote 11.
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velopment programs. Many local communities re-
gard airports as key to economic development

Federal tax and regulatory policy does not signifi-
cantly increase airport costs, but does limit revenue
raising capacity. Federal air traffic control improve-
ments will increase airport capacity and thus in-
crease airport revenues in the long term.

« Problemareas: Noise and vehicular traffic and
unplanned, uncontrolled development near
metropolitan airports; these all restrict airport
expansion potential. Large urban hub airports,
which need improved ground access and air
traffic control equipment to increase capacity.
Small- and medium-size airports important to
local travelers and economic activity and as
relief airports, but which do not generate
enough revenue to support bonds. Equipping,
maintaining, and operating airports in remote
areas where demand is low. Growing metropol-
itan areas where land used by small airportsis
attractive to developers for commercial or
residential use.

. Possibilities: Continued Federa trust fund
support for medium and smaller airports; in-
creased State support where fiscal capability
exists; and stronger land-use regulations to
protect essential airports from development
pressures. Authority to levy an airport head tax
to support airport expansion and improvement.
Air traffic control and runway improvements,
larger aircraft, industry scheduling changes,
and minihub development to relieve crowded
hubs. Public-private partnerships to provide for
ground-side needs. Development of high-speed
rail as alternative transport for crowded air
corridors.

Railroads

Although rates and service are regulated by the
Federal Interstate Commerce Commission, the vast
magjority of railroads in the United States are
privately owned and operated. The major exception
is Amtrak, a Federal corporation, which since 1971

assistance to local rail service, mostly as grants or
loans to small short-line freight carriers. A few
States with major urbanized areas, such as Califor-
nia, Illinois, and Pennsylvania, subsidize intercity
passenger train service to relieve traffic congestion
and air pollution.

Sagging railroad profits and investment re-
bounded in the 1980s after Federal deregulation,
athough profit margins for railroads till average 5
percent, making it difficult for most to attract new
investment capital.” Nonetheless, during the 1980s
over 200 new, small, short-line railroads have
formed, generally using track abandoned by the
long-haul companies. Many are undercapitalized,
and much of their track was purchased from main
lines that had neglected maintenance in preparation
for abandonment Thus government support will be
important if service is to continue. For railroads to
play a much larger role in local transportation,
however, rail service must be better integrated with
other transportation modes, public officials and
private executives must work in concert, and legal
and ingtitutional issues (liability is one example)
must, be resolved.

« Problem areas. States, regions, and especially
ricultural areas and small communities
where rail service is inadequate, under-
capitalized, or has been abandoned. Locations
where potentia profit margins are too low to
warrant” private investment, and public re-
sources are not available for expanded service.
Areas that have excess capacity and tracks that
remain underutilized. Adequate funding for
passenger service.

« Possihilities: Increased flexibility in Federa
transportation grant programs to permit States
to opt for rail aternatives to highway. State aid
to underserved regions; flexibility in Federa
regulations unrelated to safety, for low-profit
lines. State, Federal, and industry policies that
encourage public-private partnerships.

Portsand Waterways

Ports and waterways can be as important as
airports to local economic development. Generally
port facilities are owned and managed by a public
authority, while inland waterway terminals are
privately owned. The Federal Government funds the

Infrastructure (Washington, DC: 1988), p. 6.

has provided subsidized passenger service. In 1987,
Federal outlays included $595 million for Amtrak
and $23 million for Local Rail Service Assistance,
aprogram aimed at helping local districts rehabili-
tate worn-out track.” At least 20 States provide

21Congressional Research Service, The FY 1989 Federal Budget for Public
2*Making Rail Competitive,” COngressional Quarterly, Aug. 11, 1989, p. 455.
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majority of navigation infrastructure costs and has .
thus played a large role in economic development il
and competition between ports. Federal policy has
changed, and costs for channel dredging must no
be shared by local sources. Federal capital outlays
for ports and waterways declined from $4.9 billion
in 1980 to $3.3 billion in 1988 (see table 1-2). ==
Although more than one-half of the States have §

funded port and terminal facilities and their outlays [N
for maintenance and operations increased, State an@g¥®
local capital investment dropped from $1.1 billion to §
about $750 million between 1980 and 1987.

Federal grants and government bonds provide the,
bulk of capital investment. Most large port authori-
ties can support operating and capital costs with user
charges. Small, privately owned terminals may have
a difficult time generating adequate revenue if their
customer base is limited.

+ Problem areasOlder portshat need to mod-
ernize and expand facilities to remain competi- .
tive, but cannot support the investment without =

raising fees so high as to threaten their competi- Photo crectt: Amencan Society of Givi Engineers
tive position. Port and terminal owners’ and  Although clean water is considered a right, supplying urban
waterway users’ heavy dependence on Federal areas with potable water often involves extensive,
financing. Overcapacity-more competing costly systerns.
ports and terminals than large modem freight
vessels need. Identifying priorities for Federal
funds among main system waterway and com-
peting ports-political support may keep
small, marginal projects alive, slowing comple-
tion of major projects. Ports where disposal of
dredged material is a major environmental and
cost issue. Absence of well-integrated land
transportation systems to support port activity.
¢ Possibilities: Statend local public-private
partnerships to finance improvements. Higher
user charges and stable State funding. Indus-
trial partnerships; industry modernization and
development of diverse markets. Reducing the
number of ports and shrinkinthe size of the
waterway system to ensure maintenance of

percent of costs through user fées.

tion’s 60,000 water supply systems, although abot
one-quarter are privately owned. Federal outlays t
support water supply in 1988 were small--$44¢
million-targeted at central cities and poor, rura
areas. In comparison, State and local capital expel
ditures were $5.6 billion in 1987, with operations
and maintenance outlays an additional $11.1 bil
lion.” State assistance also includes establishin
bond banks, revolving loan funds, and interes
subsidy programs, and providing technical advice
Local governments finance capital expenditure
primarily through bonds backed by user fees an
government funds, generally recovering 75 to 8l

The impact of Federal tax and regulatory policy is
significant. New water quality standards will require
oL regular monitoring of drinking water sources anc
Drinking Water Supply filtration to remove specific contaminants. Tax
The benefits of a pure water supply extend beyond reforms have increased capital costs, particularly fo
individual users to commerce and industry. Local public-private ventures. Many communities will
governments are fesponsible for most of the Na- need to increase rates substantially, both to fun

essential commercial service.

#apogee Research, INC., op. Cit., foonote 11,
30Thid,
31 Hopkins, op. ciL, footnote 2s, p.4.
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rehabilitation of obsolete facilities and to conserve
and regulate water use, possibly reducing the need
for new facilities.

e Problem areas. Small systems with water
supplies that do not meet current standards.
Older cities where pipes and facilities are
obsolete and decaying, causing significant
leakage. Regions with serious contamination of
ground and surface water sources. The custom
of low pricing for water, which impedes cost
recovery and encourages consumption.

¢ Possibilities: Dedicated Sate or local revenue
funds to allow renovation and regular preven-
tive maintenance. Raising rates to recover full
service costs. Policies and pricing to manage
supply and demand. Separating residential
drinking water and outside water supplies.
Treatment technology development.

Wastewater Treatment

Federal grants for wastewater facilities have
declined from $6 billion in 1980 to $2.4 billion in
1988 (see table 1-2) and will continue to drop as
capital grant programs are eliminated. To help fill
the revenue gap, State and loca capital spending for
wastewater treatment rose from $2.3 billion in 1980
to $4.1 billion in 1987. However, a major shortfall
in capita investment continues; at least two large
cities, Boston and New Y ork, deferred construction
of major sewage treatment facilities for most of the
1980s.

More impressive have been increasesin expendi-
tures at State and local level for operation and
maintenance, which climbed from $4.6 billion in
1980 to $6.8 hillion in 1987.%For many years, some
States have provided general fund appropriations or
bond funds for local wastewater improvements, but
local governments have paid the major share of costs
for sewage treatment facilities with Federal grants,
user fees, and general taxes. In 1987, user fees
accounted for between 40 and 70 percent of public
expenditures for wastewater treatment, depending
on the region.”

The potential to raise user fees to cover needed
capital investment (in addition to operating ex-
penses) is problematic depending on economic
conditions of the community and State. Growing,

affluent districts will be able to increase fees, but
small towns and older cities with stable or declining
populations will find it hard to raise rates the
necessary 100 percent or more (see table 1-4). These
jurisdictions may not be able to support full capital
costs, even though wastewater charges are low
compared to those for other utilities.

Federal tax and regulatory policy has a major
impact on wastewater treatment. The tax reformsin
the 1980s discouraged private investment capital,
and new Federal regulations will require many
communities to upgrade their facilities. The benefits
of wastewater treatment improvements include the
health of the general public, the convenience and
well-being of individual users, and commercia and
industrial establishments, and protection of the
Nation's water resources.

o Problemareas: Small communities that cannot
benefit from economies of size and have low
per-capita incomes. Communities where Fed-
eral standards disallow natural water (water
sources in some regions contain more radon
than allowed by EPA, for example). Older
cities with obsolete pipes and facilities and
insufficient revenues to rebuild or begin pre-
ventive maintenance. Low level of technical
expertise of many operating personnel. Inade-
quate research into new technologies and lim-
ited access to existing advanced technologies.

e Possibilities: Higher user fees. Regional plan-
ning and consolidation or sharing of facilities.
Federa or State funds targeted at specific
problem areas in the form of grants or low-
Interest loans and technical support. Dedicated
Federal or State revenue support for capital
needs.

Municipal Solid Waste

Traditionally, the management of solid waste has
been the responsibility of local government, but the
private sector plays a major role in collection,
disposal, and operation of the Nation’s 6,000 munic-
ipal landfills, in operating incinerators, and in
processing recyclable materials. About two-thirds of
al solid waste management expenditures are made
by private firms, which recover costs through
charges.*However, during the 1980s State and

32Apogee Research, inc., op. cit., foomote 11.
BHopkins, op. cit.. foomote 25, 14,

34National Council on Public Works Improvement, Op. cit., footnote 17, p. 78.
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local capital expenditures for solid waste more than
doubled, reaching almost $1 billion in 1987.” Local
service is financed by local taxes and by disposal
fees, which have increased dramatically during the
last decade.” Capital expenditures are usually
financed by bonds or through commercial loans.

The Federal Government does not finance solid
waste facilities with the exception of limited outlays
to rural areas. States have enforcement authority
over landfill compliance with Federa criteria, which
have become increasingly stringent since passage of
the Resource Conservation and Recovery Act in
1976 and its 1984 amendments. The requirements
have caused hitter struggles over siting and opening
new landfills and have forced existing ones to
close.”

« Problemareas: Urban areas without accessible
landfill sites and small, rural communities that
cannot physically or financially meet Federa
criteria. Metropolitan areas where citizen oppo-
sition prevents siting of incinerators or
landfills. Lack of manufacturing capacity for
certain recycled materials, such as newsprint
and plastics, and small market demand for
some recycled products.

. Possibilities: Federal, State, and local policies
to encourage waste reduction and recycling;
State support of regional cooperation to pro-
mote joint use of existing and new facilities;
adoption of known improvements in incinera-
tion and landfill technology; public education.

PRESERVING THE
ENVIRONMENT

Environmental problems represent an excruciat-
ing modern dilemma the need for better stewardship
of our air, water, and land resources has become
critical due to many of the very practices that have
helped our Nation grow and flourish. Land use and
transportation patterns that fostered economic de-
velopment and personal mobility in the past now
embody environmental issues that will require
changes beyond our current ability to conceive in
industry operations and persona living and travel
habits. State and local officials in major urban and
high-growth areas understand that congested high-

ways and airports, substandard air quality, and
inadequate solid waste and wastewater facilities
make them less attractive to business. However, the
changes needed to resolve the issues are so difficult
and far reaching that they cannot be understood,
developed, or implemented quickly, easily, or inex-
pensively.

Moreover, Federa policies and programs provide
few tools for State and local governments to use in
managing the interactions between transportation
modes and environmental media Both Congress and
the executive branch oversee individua environ-
mental and transportation modes (e.g., air and water
quality, mass transit, highways, railroads) through
dozens of committees, separate Cabinet depart-
ments, and a score of separate agencies. (See chapter
2 for further discussion.) Competition for policy
support and revenue among these Federal agencies
and State and local governments is characteristic of
our governmental system; each industry interest
understands this competition well and pursues its
goals accordingly. Often the result is Federa pro-
grams that are ad hoc and haphazard.

Fragmented responsibility, strong opposing fac-
tions, and a focus on individual programs have led
to failure by the Federal Government to modernize
obsolete management of transportation and environ-
mental programs. For example, an airport officia in
acity with air pollution problems, who is seeking
Federal assistance with multimodal ground access,
would need to contact five separate Federal agen-
cies. Local officials needing funding aid for waste-
water treatment plants (like the mayor described in
box |-A) are frustrated by Federal agencies that
work at cross purposes. Air quality standards are
currently such potent forces in public policy and
transportation discussions in large cities from south-
ern California to New England that regional curbs on
individual transportation choices long taken for
granted are under serious consideration. Protection
of ground water and transportation needs dominate
the public agenda for land-use planning and real
estate development in Florida. The scale of the
environmental agenda is daunting-just to maintain
current levels of compliance with environmental
standards will require additional local spending

35Apogee Research, Inc., op. cit., foonote 11.

3National Council on Public Works Improvement, op. cit., footnote 17, p. 55.
37U.S. Congress, Office of Technology Assessment, Facing America’s Trash: What Next for Municipal Solid Waste? OTA-O-424 (Washington, DC:

U.S. Government Printing Office, October 1989), p. 3.
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estimated at $15.8 billion annually by the year
2000.” These local and regional issues areinter-

related and so difficult that more comprehensive,
systems-oriented, Federal program management

and support will be needed if the problems are to

be resolved.

Federal Policies

Since the turn of the century, Federal public works
funding has been directed through categorical grants
to spur economic development as a way of meeting
specia needs, but not much consideration was given
to the environmental consequences of the develop-
ment. Specific groups, such as the unemployed or

virtually ensures that some districts, especialy
small, rura communities, island territories,” and
large, urban areas, will not have the necessary
resources to upgrade environmental services. More-
over, they have much more difficulty undertaking
economic development programs, because many
cannot afford to offer tax breaks or infrastructure
upgrades to attract a new business or industry.
Inflexible Federal grant conditions and standards are
amaor frustration to State and local managers. A
requirement to remove from a water supply sub-
stances added to purify it in the first place is baffling
to local officias, and finding an acceptable aterna-
tive can be difficult.” The Federal challenge is to

develop standardsthat consider local conditions
and health risks, that implement national public
health and safety goals, and that maintain ac-

farmers; or resource-poor regions, such as Appa-
lachia, decayed urban cores, or the arid Southwest,

were targeted for Federal assistance. Beginning in
the 1960s, the Federal Government varied the
packaging for Federal funding, moving from tightly
structured categorical grants, through loosely bound
block grants, to lump-sum revenue sharing. Each
grant structure has its political and public-policy
trade-offs. State and local governments particularly
appreciated revenue sharing, as it gave them the
independence to use funds to meet their own
priorities.

Congress, however, appears to believe that politi-
cal and policy goals are better served by categorica
grants. These grants permit the Federal Government
to target special goals such as highway construction,
or to require fair labor and safety practices and
environmental assessments, to cite only a few
examples, as a condition for receiving Federal
dollars. Categorical grant requirements can be im-
portant national policy tools, although they do add
costs to projects. Preserving them also enables
senior congressional members to continue to pro-
vide funds directly for specific, home district pro-
jects. These projects may or may not match the
priorities for funding set by groups established to
analyze system needs.” For further discussion, see
chapter 2.

The wide variation in economic capabilities and
tax effort among States and local governments

countability.

Public Works Management

Government officials at every level find the lure
of economic development compelling, and local
growth has been the major driving force for most
public works infrastructure construction. Rural com-
munities and economically distressed cities often
focus on attracting industry, overlooking the costs of
providing transportation infrastructure and environ-
mental services to support new growth. Once these
costs are calculated, areas experiencing rapid growth
can levy impact fees on development to fund
infrastructure; officials in small communities and
large, older cities that are losing population do not
have that option.

However, even when funding is available, mgjor
urban jurisdictions find that transportation decisions
have environmental impacts or constraints that limit
their options. Examples include the lack of available
land for constructing new highways or disposing of
solid waste in congested urban areas, noise problems
that hinder airport expansion and construction, and
traffic-related air quality problems.

Southern California’s preliminary air quality con-
trol plan, which proposes banning outdoor barbecu-
ing and curtailing truck operations during rush hour

wyS. * -1l Protection

DC: July 1989), p. 2.

WNeil H. Diehl, president and chief executive officer, Ingram Barge Lines, and member, Waerway Users Board, personal cOMmunication Oct. 18,

1989.

4Carolyn Imamura, “ Building Foundati‘ens; A Pacific |slandPerspective,” draft background paper prepared for the Pacific Basin Development

Council, September 1989, p. 1.

41Peter Rogers, professor of environmental engineering, Harvard University, personal communication, Sept. 13, 1989. The substance in question is

chiorine.
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or requiring them to operate at night, indicates the}’I
steps local governments are contemplating to com-y ;o8
bat air pollution. Traffic congestion In the area is y;
acute almost around the clock; a one-way commutel ;
on the freeways can take 2 hours on a bad day. Yet ls,
many businesses in southern California, a rapidly | I,

developing transportation hub, depend on truck Mg
transport. A number of such companies find unac- | ,
ceptable the noise problems and costs of keeping: Xl ¢ QF
their loading facilities open at night to accommodate ' N -
deliveries:’

In every jurisdiction facing air quality or equally
difficult and interrelated environmental and infra-
structure issues, alternatives must be examined
closely and decisions reached through consultation!
where possible and negotiation where necessary =
The process will inevitably be lengthy and excruci-
atingly difficult; one participant in the California
discussions compared the experience to being” ...  Downtown Los Angeles continues to grow, attracting new

strung up in wet clothes on a cold, Windy défy_" businesses and revenue, compounding traffic congestion
and air quality problems, and highlighting the urban

difficulties that accompany weak regional planning.

[

Photo credit: Thomas Burke

Regional Planning
Although planning agencies are able to generat

Transportation and environmental issues are in-. . .
terrelated in complex ways, and managing them Ncome by charging for some services, the revenu

budgeting, evaluating and monitoring impacts, and @nd support their technical and service capabilities
the flexibility to devise alternative solutions as However, many of the Federal programs that to
unforeseen events unfold. Transportation, environ- gether funded the necessary overhead for region
mental, and land-use problems are all multifaceted, planning agencies have been eliminated, and only
and changes in one have major and complicatedfew States provide any substantial support. Cuts i
impacts on the others. Yet few government pro- planning funds from Federal housing and environ-
grams, Federal, State, or local, support or lead tomental programs have left transportation monies a
systematic solutions that utilize the multimodal the primary Federal underpinning for regional plan-
transportation resources available and that are suffi-ning. Lack of Federal finding support for envi-
ciently sensitive to environmental impacts. ronmental planning is a major concern, and new
Traffic congestion, air quality, and water supply Federal regulations have escalated the need for
problems do not respect local boundaries; they are900d planning. Regional agencies have demon-
regional issuesRegional planning organizations Strated some aptitude and success in this area. f
are the most logical institutions to address these€xample, in 1988, Maricopa County, Arizona,
issues, but OTA found that such groups areadopted a new air pollution control plan, and since
almost universally underfunded and lacking in then the State legislature has adopted four of the fiv
authority to prepare and implement plans tied topriority recommendations of the Maricopa Associa-
capital budgets. Because of their institutional tion of Governments’ plafiBecause of local
weaknesses, regional planning agencies are highlygovernment revenue shortages and their reluc-
dependent on the talents of individual personnel andtance to share planning, decisionmaking, and
have little political clout. (See chapters 3 and 4 for budgetary powers with neighboring jurisdic-
further details.) tions, Federal and State government leadership

“5arsh Siwek, manager of transporation, South Coast Air Quality Management District, personal communication, Nov. 10, 1989,
43K aren E. Rasmussen, director, Governmental and Indusiry Affairs, California Trucking Association, personal communication, Jan. 9, 1990.
“Campbell Associates, “Regional Planning,” OTA contracwor report, June 1989, app. A-4, p. 4,
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not sufficiently lucrative to be attractive to private
investors. Accordingly, Federa, State, and local
governments are likely to continue to subsidize most
roads, ports, airports, public transit, and environ-
In most areas of environmental infrastructure and mental services, such as wastewater treatment

many in transportation, the Federal role is primarily Plants, with public tax dollars. All levels of govern-
that of regulator. Federal enforcement powers and ment will _mewtably have to raise taxes_ or feesto
shrinking Federal program funds place strong con- cover their costs, however--or they will have to
flicting pressures on State and local public works €liminate or reduce programs and services.
providers. While these officials understand the need
to meet Federal health and safety standards, many
lack the technical expertise and management tools
for collecting data to assess needs, develop plans,
and choose appropriate technologies to meet Federal
requirements. These problems exacerbate the diffi-

and perhaps funding will be necessary if regional
planning activities are to be effective.

Management Tools

OTA found widespread agreement on the need
to maintain and upgrade public works and to
increase support for infrastructure. Yet for the
foreseeable future, Federal spending will probably
focus on social programs, such as Medicare; on

culties of making cost-effective decisions.

Advanced technologies can provide some relief
for a variety of environmental problems, including
air pollution caused by traffic congestion in urban
areas.” Technological and management alternatives
to new construction can increase the capacity of
existing highways. However, all the new technolo-
gies now under development will not eliminate
the need for more effective land-use planning and
personnel trained to use, operate, and maintain
available equipment and facilities. Investment in
better management tools could enable local govern-
ments to link comprehensive land-use plans to
capital improvement programs and to affect demand
by pricing services according to costs. More flexibil-
ity in Federal grants will be necessary for jurisdic-
tions to use such monies to support investment in
upgraded management tools and personnel trained
to use them.

CONCLUSIONS

If owners of highways, transit, and water treat-
ment systems could charge tolls and fees high
enough to cover full capital and operating costs and
make a profit besides, transit systems would be as
sought after as are airlines, and investors would find
toll highways and water treatment facilities as good
an investment as the gas company. But this is not the
case; to make a profit and meet Federal standards,
owners would have to set charges and fees so high
as to be politically unpaatable and a hardship for
many. Although their economic, socia, and health
benefits are indisputable, most public works services
that are the responsibilities of local governments are

defense (although this is likely to decline slowly);
and on servicing the national debt. Consequently,
State and local governments must continue to
finance a larger share of their public works needs
with their own revenues-general and dedicated
taxes, fees, and benefit charges-and where feasible,
with private sector partners. Each of the revenue
sources has political, fiscal, and policy trade-offs
(summarized in table 1-8).

Because property taxes have reached levels that
burden low- or fixed-income homeowners in many
areas, State and local governments need to give
serious consideration to other broad-based income
possibilities. OTA finds that benefit charges and
ear mar ked taxes have proven to berelatively
reliable and politically acceptable revenue
sources. Many State and local governments have
successfully increased the levels of these charges
and taxes for specified, top-priority public works
projects. However, approva at the ballot box does
not come easily, and funding programs often must be
submitted to the voters more than once. Strong and
committed political and community leader ship,
persistence, and a good public information pro-
gram are key ingredientsfor successin effortsto
increase State and local revenues (see chapters 3
and 4 for examples).

When the State or locality has made a clear
connection between the benefits and the tax or user
charge, asis easy to do with fuel taxes and surface
transportation improvements, voters are much more
likely to approve a finding package. Because the
Federal Government provides approximately 24

45U.S. Congress, Office Of Technology Assessment, Op. Cit., footnote 23.
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Table 1-8--Major Infrastructure Financing Mechanisms: Advantages and Disadvantages

Advant ages

Disadvantages

General fund appropriation . .

General obligation bonds . . ..

Revenuebonds............

Stategastax..............

Other dedicated taxes . . ....

State revolving funds .......

Administrative: appropriations reflect current
legislative priorities

Equity: all taxpayers contribute to capital pro-
jects

Fiscal: no debt incurred, so projects cost less
during periods of inflation

Equity: capital costs shared by current and
future users

Fiscal: bonds can raise large amounts of capital;
general obligation bonds usually carry lowest
available interest rates

Administrative: do not require voter approval
and are not subject to legislative limits

Equity: debt service paid by user fees, rather
than from general revenues

Administrative: established structure allows tax
increase without additional administrative ex-
pense

Equity: revenues are usually earmarked for
transportation, so users pay

Fiscal: revenues relatively high compared to
othar usar taxas

Administrative: voters prefer dedicated taxes
Fiscal: provides relatively reliable funding
source not subject to annual budgeting

Administrative: promote greater State inde-
pendence in project selection

Fiscal: debt service requirements provide incen-

tives for charging full cost for services; loans can
leverage other sources of funds; loan repay-
ments provide capital for new loans

Administrative: infrastructure must compsete with
other spending priorities each year; cannot plan
iong-term projects around uncertain funding
Equity: no direct link between beneficiary and who
pays, and current generation pays for capital pro-
jects that benefit future generations

Administrative: States often impose debt ceilings
and require voter approval

Fiscal: adds to tax burden, especially if interest
rates are high

Administrative: require increased reporting and re-
stricted by Tax Reform Act limitations

Fiscal: usually demand higher interest rates than
general obligation bonds

Administrative: revenue fluctuates with use of gas
Equity: fiscal burdens are not evenly distributed
between urban and rural areas

Fiscal: revenue does not rise with inflation or reflect
differences in infrastructure use that may determine
capital needs

Administrative: reduces districts ability to mest
changing needs
Fiscal: major economic downturns can reduce reve-
nues signiticantly

Administrative: States bear increased administra-
tive and financial responsibility

Equity: poor districts cannot afford loans

Fiscal: repaying loans will mean increases in user
charges or taxes

SOURCE: Office of Technology Assessment, 1990.

percent of total national highway expenditures,”
raising the Federal fuel taxes could provide funds for
a major boost to transportation infrastructure. In-
creases in the taxes are less likely to encounter
opposition from large and powerful transport and
construction industry interests if the revenues are
targeted for transportation improvements.

Thelong history of substantial intergovernmental
cost-sharing for transportation contrasted to the
present uncertainties over funding for environmental
infrastructure highlights the importance of consis-
tent Federal support (see table 1-9). While officials
are disenchanted with the snail’s pace of expendi-
tures from the airport and highway trust funds, none
deny that without these funds, our transportation
network would be in even worse condition.

In contrast, chances are good that finding diffi-
culties will force a number of local jurisdictions to

seek waivers or be unable to meet the costs of
compliance with Federal environmental standards
unless additional assistance is forthcoming. The
needs for environmental services in communities
across the country are huge; a stable Federa revenue
source would provide assistance to State and local
governments struggling with environmental issues
that often extend beyond jurisdictional boundaries.
OTA concludes that a strong case can be made for
a dedicated source of revenue to bolster local
environmental program funding. This is espe-
cially important for the Federal Government to
consider if it wishes localities to meet its timetable
for compliance with newly enacted standards. A
portion of the monies could be used for enhancing
EPA’s technical capabilities, but the bulk is needed
for States to use to provide financial and technical
assistance to local jurisdictions.

%Federal Highway Administration, op. cit., footnote 14, p. 4.
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Table 1-9--Current Sources of Capital for Local Public Works

Sources of revenue-relative share is indicated by one, two, or three stars (*), with three stars (***) signifying the largest.

Federal

Public works contributions@

State government
contributiongd

Private

Local government
investmentd

revenuesCt

Environmental:

Water supply ........... e,
Wastewater treatment . . . . f
Solid waste management .

Transportstion:
Highways:
Interstate
Non-interstate ........ *
Mass transit *ok*
Airports 9

...............

* % %

* % %

oris g .

*
*

* % % *
* % %

* % * *

finciudes Federal taxes and user fees.
Dinciudes State taxes and user fees.

Cincludes revenues raised locally such as taxes, user fees, and developer charges.

dinvestment generally reflects ownership of the facility.

Otinuaina and Lirhan Devalonmant (HUID) and Farmers Homa Administration (Fm
W ang v Lt Agministraton (-m

TTOUSIIg WG wiom ' wreveiOpTTren anels nome

and rural areas.

HA) ara; have haan an impcﬁ

HA) grants have baen an important sou,

fEnvironmental Protection Agency grants are scheduled to end in 1984; HUD and FmHA grants have been an important source of capital in small

communities and rural areas.
9Category does not include air traffic control.

fiSmall iniand ports and waterways are frequently financed with private capitat.

'Some States have bought abandoned track to support continuation of local rail service.
SOURCE: Office 0f Technology Assessment, 1890, based on a variety of government data summaries.

Attractive though they may be, benefit charges
and private sector strategies frequently are not
workable for low-growth districts or small, rural
communities where investment of private capital is
unlikely to pay off, credit costs are high, and
residents have limited ability to pay higher user fees.
In many of these communities, the mgjor issue is
how to maintain existing levels of services, much
less improve them to Federal standards.

Moreover, user fees and benefit charges have
socioeconomic trade-offs that pose complex practi-
cal and public policy issues. These include equity
and administrative issues, and revenue reliability in
the case of an economic slowdown, a political
backlash, or real hardship. The fairness of requiring
anew resident to pay up front for infrastructure
through higher land prices compared to long-time
residents who paid gradually through property taxes
IS one issue. Setting and administering fees so they
are not an excessive burden on the poor, determining
accurately the full costs of public services and
alocating costs among direct and indirect benefici-
aries pose other complex problems. Services like
public transportation and wastewater treatment also

benefit people who do not use them directly, making
it unfair to depend solely on user fees and requiring
hardy political Ieadership to raise taxes for them.
Removing fiscal and land-use decisions from the
political process by establishing independent special
financing districts is a further concern. OTA con-
cludesthat whileissuesrelated to benefit charges
are difficult, they are not without solutions.
Before embracing user fees as a major means of
public works financing, decisionmakers will
want to weigh and addr ess each choice car efully.

Finaly, OTA’s research for this document indi-
cates that State and local public works problems
could be eased significantly if the Federal Govern-
ment developed and implemented a national trans-
portation policy and restructured transportation and
environmental program management including
congressional oversight.

Despite the interrelated nature of public works
infrastructure, Federal-State-local relationships are
strongly tied to existing programs that limit the
potential for integration across infrastructure func-
tions. For example, Federa subsidies for each of the
transportation modes are so different, and industry
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and congressional turf battles so vigorous, that
making rational plans and decisions about the best
use of our Nation’s multimodal transportation sys-
tem is virtually impossible. State and local govern-
ments must put together infrastructure improvement
programs in a manner currently distorted by out-
dated Federal program management and conflicting
tax policies. Local governments in small towns need
technical assistance so that they can determine the
most suitable type of wastewater treatment or solid
waste disposal facility for meeting boEPA stan-
dards and their budget requirements. Current Fed-
eral regulations and management of environmental |,
programs do not allow for this flexibility. S

Given the current Federal and intergovernmental ,
framework, it is unrealistic to expect that States will .. 4
fired and administer transportation and environ- "
mental programs in a comprehensive and systematic
manner. Local governments are burdened with -+ -
difficult public works-related problems, most of ¢
which extend beyond their borders and affect the
surrounding region as well. Moreover, regional

difficulties often do not end at a State boundary. R e T o s

is time for the Federal and State Governments to B e : b
aCkn0W|edge these broader aSpeCtS of pUblIC Photo credit: U.S. D epartment of Housing and Urban Development
works and to create a coherent, supportive

: Lower income families’ abilty t t be considered i
management framework that includes adequate o T Cetting higher user fees, "

financing.



