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SUMMARY AND INTRODUCTION

America’s public facilities are wearing out faster than they are being
replaced. Under the exigencies of tight budgets and inflation, the main-
tenance of public facilities essential to national economic renewal has
been deferred. Replacement of obsolescent public works has been
postponed. New construction has been cancelled.

The deteriorated condition of basic facilities that underpin the econ-
omy will prove a critical bottleneck to national economic renewal
during this decade unless we can find ways to finance public works.

It is possible so long as we are not tempted to fall back upon ineffec-
tive tinkering. Wholesale revolution is not necessary either. But it does
mean that the Executive Branch must share responsibility for creating
and managing public works policy more coherently than in the past.

Congress should require the preparation of a Special Analysis to
accompany each annual budget outlining the nation’s public works
needs as they affect national economic performance.

Congress should direct the Executive Branch to undertake aninven-
tory of national public works needs as they affect the economy.

With the inventory as a starting point, Congress should then require
preparation of a Capital Budget that proposes phased capital invest-
ments matched to both short-term cyclical and long-term national
economic needs. The budget would display preconstruction, construc-
tion, maintenance, and operating costs.

- Congress should direct the Executive Branch to report by anappro-
priate date steps by means of which delays in public facilities con-
struction can be reduced through reforms in federal, state, and local
administrative procedures. Similar efforts in reducing other regulatory
delays are already underway at the direction of the President.

Congress and the Executive Branch should consider undertaking a
series of reforms designed to minimize corruption and waste connected
with public works expenditures.

The Executive Branch should undertake an administrative evalua-
tion of the scattered public works activities of the federal government
and be prepared to consumate consolidated reforms simultaneously
with the proposed Public Works Report to Congress.

Congress or the Executive Branch should direct the Advisory
Commission on Intergovernmental Relations or a new body consti-
tuted for the purpose to review the public works responsibilities of each
level of government and propose appropriate guidelines for allocating
functions and responsibilities.

xi
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It would be all too tempting to avoid the difficulties of disentangling
the knotted threads of intergovernmental complexity and to assume
that federal public works expenditures must be drastically curtailed in
the face of current economic conditions. But such a course would con-
travene the very purposes of economic policy now being formu-
lated.

Economic renewal must be the premier focus of domestic policy in
this decade. Our public infrastructure is strategically bound-up in that
renewal. Without attention to deterioration of that infrastructure,
economic renewal will be thwarted if not impossible.

We have no recourse but to face the complex task at hand of rebuild-
ing our public facilities as an essential prerequisite to economic
renewal.

xii
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DETERIORATING FACILITIES/
DECLINING INVESTMENTS

America’s public facilities are wearing out faster than they are being
replaced. The deteriorated condition of the basic public facilities that
underpin the economy presents a major structural barrier to the
renewal of our national economy. In hundreds of communities,
deteriorated public facilities threaten the continuation of basic com-
munity services such as fire protection, public transportation, water
supplies, secure prisons and flood protection.

The United States is seriously underinvesting in public infrastruc-
ture. Because of tight budgets and inflation, the maintenance of a
growing number of national and local public facilities has been de-
ferred. Replacement and rehabilitation of obsolescent public works
have been postponed. New construction has been cancelled, delayed or
“stretched out.”

Because the Congress has tended to dominate national public works
policy, the Executive Branch of the federal government has failed to
produce a capital budget to guide federal public works expenditures.
The attention of Congress to public works is fragmented among
numerous committees. In turn, the disorder in federal policies and
administrative procedures creates major obstacles to effective state
and local public works policy-making and management.

Despite a number of recent analyses, the precise condition of the
nation’s public works inventory—and the future investments we face—
remains unknown. While comprehensive and reliable information is
still lacking, the partial information that is available paints a
disturbing picture:

B The nation’ 42,500-mile Interstate Highway System, only now
approaching completion, is deteriorating at a rate requiring recon-
struction of 2,000 miles of road per year. Because adequate funding for
rehabilitation and reconstruction was not forthcoming in the late
1970s, over 8,000 miles of this system and 13 percent of its bridges are
now beyond their designed service life and must be rebuilt.! Although
the system constitutes less than one percent of the nation’s highways, it
handles over 20 percent of all highway traffic, Its further decline will
adversely affect the national economy and the well-being of thousands
of communities and individual firms.

B The costs of rehabilitation and new construction necessary to
maintain existing levels of service on non-urban highways will exceed
$700 billion during the 1980s.? Even excluding the estimated $75

1
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billion required to complete the unconstructed final 1,500 miles of the
Interstate System, the balance required for rehabilitation and re-
construction is still greater than a// the public works investments made
by all units of government in the 1970s. Since inflation in highway
construction has averaged 12.5 percent since 1973 (doubling costs each
six years), continuation of present investment levels will permit less
than one-third of needs to be-met in this decade.?

B One of every five bridges in the United States requires eithermajor
rehabilitation or reconstruction. The Department of Transportation
has estimated the costs of this task to be as high as $33 billion. Yet in
Fiscal Year 1981 Federal Highway Authorizations, only $1.3 billion
was allocated to repair bridge deficiencies.?

W Estimates of the amounts required to rebuild the deteriorating
road beds and rolling stock of the railroads of the Northeast and
Midwest are not available. While economic necessity may compel
reductions in CONR AIL trackage by as much as half, or total reorgan-
ization of the system itself, this will not obviate the need for rail
modernization. Railroads will play a critical role in national efforts to
reduce transportation energy consumption and ship more coal to
power plants to replace imported oil. This is a national issue of major
importance. A viable eastern rail system is essential to the economic
health of the western and southern systems since these regional rail
systems can thrive only as part of a national network linking all
markets and centers of production.

B No reliable estimates exist of the investments required to modern-
ize our ports, but numerous instances exist of harbor facilities unable
to service efficiently world shipping coming to American docks.
Vessels in some ports must wait for as long as a month to pick up their
cargo.

M The nation’s municipal water supply needs will make heavy
demands upon capital markets in the 1980s. The 756 urban areas with
populations of over 50,000 will require between $75 billion and $110
billion to maintain their urban water systems over the next 20 years.
Approximately one-fifth of these communities will face investment
shortfalls, even if present water rates are doubled to produce capital
for new investment. At least an additional $10-$13 billion beyond that
generated by existing user charges will be required.’

B Over $25 billion in government funds will be required during the
next five years to meet existing water pollution control standards.®
B Over $40 billion must be invested in New Y ork City alone over the
next nine years to repair, service, and rebuild basic public works
facilities that include: 1,000 bridges, two aquaducts, one large water
tunnel, several reservoirs, 6,200 miles of paved streets, 6,000 miles of
sewers, 6,000 miles of water lines, 6,700 subway cars, 4,500 buses,
25,000 acres of parks, 17 hospitals, 19 city university campuses, 950
schools, 200 libraries, and hundreds of fire houses and police stations.

2



Because of its fiscal condition, New York City will be able to invest
only $1.4 billion per year to repair, service, and rebuild these facilities.”
B At least $]1 billion will be required to rebuild Clevecland’s basic
public works—$250 to $500 million is needed to replace and renovate
the publicly-owned water system; over $150 milliou is required for
major repairs of city bridges; and over $340 million must be spent for
flood control facilities. In addition to these expenditures, Cleveland
must find additional funds to rebuild or resurface 30 percent of its
streets, now in a state of advanced deterioration, and to reconstruct the
city’s sewer collection system, which frequently floods commercial and
residential buildings.®

W Even fiscally healthy cities face large public works investment
requirements. For example, Dallas must raise almost $700 million for
investment in water and sewerage treatment systems in the next nine
years. More than $109 million must be generated to repair deteriorat-
ing city streets.’

B Over one-half of the nation’s 3,500 jails are over 30 years old. At
least 1,300 and perhaps as many as 3,000 of these facilities must be
either totally rebuilt or substantially rehabilitated in the 1980s.10 This
construction, in most cases, is court ordered. Thus, it often takes legal
precedence over most, if not all, other public capital expenditures.
B Rural facility needs, as yet unknown, are the subject of a major
survey by the U.S. Department of Agriculture currently underway.
B Water resource development will require major investments in af/
regions of the nation in the 1980s. The agricultural base in the old
“Dustbowl” will be in jeopardy toward the end of the decade unless
new water sources can be developed. After the Second World War,
vast underground water resources close to the surface were tapped for
irrigation. Today, this area in the Texas and Oklahoma panhandles
and surrounding states has over 10 million acres under irrigation (23
percent of the nation’s total irrigated farmland). This irrigated produc-
tion produces over 40 percent of the nation’s processed beef and major
portions of wheat, sorghums, and other crops that supply much of
America’s agricultural exports. The region’s water source is being
depleted. At present rates it will be gone by the year 2000. The rever-
sion of the region’s agricultural production back to low-yield dryland
farming would have a devastating effect on the economics of six states.
It would seriously harm the nation’s balance of payments and ulti-
mately reduce the value of the dollar in international markets.!! If this
production is to be retained, major public works to bring surplus water
from adjacent regions are required. '

- Even such water “surplus” areas as New England, Pennsylvania,
New Jersey, and New York are in water crises, in part, because of the
inadequacies of their water supply, storage, treatment, and distribu-
tion systems that become apparent in times in drought.

3
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B A large number of the nation’s 43,500 dams require investment to
reduce hazardous deficiencies, The Corps of Engineers has already
inspected 9,000 of these facilities and found many of them in need of
safety improvements. The funds to inspect even the balance of these
dams have not been available. A majority of the dams that are poten-
tially hazardous are privately owned and the dam owners lack the
financial resources, willingness, or understanding to take remedial
measures. Nor do the states have the legislative authority, funds, or
trained personnel to conduct their own inspection and remedial
efforts,12

These are not isolated or extreme examples. They represent broad
trends of decline in both the quantity and quality of virtually every
type of public works facility in the nation. Unless these trends are
reversed—and soon—the number of public facilities in usable condi-
tion will fall to even more dangerous levels,

DECLINING Since the 1960s, the value of the nation’s
INVESTMENT IN stock of public works has not been grow-
PUBLIC WORKS ing, The net value (investment minus

straight-line depreciation) of federal pub-
lic works investments actually declined during eight of the nine years
between 1969 and 1977. While the value of state and local investments
in public facilities increased during the same period, it was at a declin-
ing rate (Table 1}.

Traditional investment depreciation techniques are not always an
accurate means of accounting for the value of public works. For
example, some facilities (such as cast iron water mains) can satis-
factorily perform their functions for 100 years or more—and are doing
so in many cities, Even when these investments are devalued to zero,
they still present a valuable national and community asset.

A more satisfactory means for assessing the condition of our public
works is to evaluate the actual quality of services provided by such
facilities and their actual condition. Such assessments during the past
several years strongly suggest that many public facilities are deteriorat-
ing or are inadequate to meet the needs of the coming decade, For
example, George Peterson, of the Urban Institute, has assessed the
condition of selected public works in nine cities (Baltimore, Dallas,
Des Moines, Hartford, New Orleans, Pittsburgh, St. Louis, Seattle,
and Newark). Using a 12-level rating system for evaluating the condi-
tion of water systems, sewer systems, streets, bridges and mass transit
in these cities, (Table 2), this study found some facilities in good condi-
tion in each of the cities, but widespread deterioration in most facili-
ties. For example:

1. The mass transit system in each city, with the exception of St.
Louis, was found in poor condition.

4



€0 d 0861 DU UCIBUISeAY SIBIS PIIIU] Al I JUSUISIAU] SYI0H JHIGRg fO ApRIS p 3050 Jo JuaElIeda] SRS paliur) 190Un0g

‘woneng e eivads vy aariBsny T 1a0inog

"S32INOS BIBP JUSIIYIP JO ISR 34} 01 0P '¢ MQUINF UL 3504} WO 1P SABWIST |

890°L L¥9L 696°CT | L£0°0E | 0SL°9 98tL 9L0'sl 9TR'CT | 62T P £68°¢ (4404 LLG]
05L'8 0T §TSTT | SLTIC | 66’8 16729 10681 018°LT | 631 reni 290 goL't 9461
i 4| LYY £T0°TT | T9I'PE | £89°TI 99°8¢ L66LI 089°0¢ | ¥ Feii 9z0'tr 410 §L61
£9¢'v1 peos 6TH'IT | TEO'SE | TISVI 4 53Y SELLl LYI'ZE | o¥T- $'901 P60t <pe'e ¥Lo1
EIpFPl £1°68 0S8°07 | £9T°SE | £Tv'pl 89°¢¢ TIL91 SEre | ol 2001 i 8THY £L61
098I [LLs SLTOT | SEISE [ ¥10°ST aLIs [1°g1 STITE | ¥81- 8'£01 oIy 010t (4511
BCSST 6615 $69°61 | €18CE | TLEOI €9'8¥ 01¢'s! 7881 | ¥ST- §£901 S8’y 1€6°¢ 1261
9LE'LI LETE 160°61 | LSY'9S | 6€8°LI 16°6¥ T06'%1 IPL'Te | €Lb- LTI 681t 91l 0.6l
986'61 00'3r LpP'8I | CE'8E | TLHOT 60°'1¥ LLT'H1 6ULVE | 987 Ttll 0LE'Y ¥89°¢ 6961
§09°tT l6Ty ObL°LL | SPEIY | 9EC'EL £8°9¢ 809°¢i P69t | 69T 6'Eb ey 0¥y 8961
£96°€T 6 1P 686°91 | TS6'0F | 801'TT 169t £86°T1 IP0'SE | 55871 9°8% 950y 116's L96]
981°tT YTt 9LTOL | T9F'6E | $60°0C 70°8¢ LeETl WFTIL | 160°€ 19§ 676t or0'L | 9961
6¥5° 12T oocr PO9'ST | €Si°LE | 9088l 638t SLLTT 18T°0¢ | €¥0°€ L'eg 678°¢ 89 £961
65T 0C 65Tk SI0°ST | pSTSE | £oCLl g6t 65C L1 I8§9°8T | 9¥8°C 6'9¢ 9cLE 209’9 ¥o61
0F8°LE STEF EPL'FL | E8STE | 610'0] LTO0F 08.'01 66L°9C | 181 $'89 £96°¢ LS £961
PEY'SH £6'LY LOT'H1 I¥9°67 | 8IgHi Po' Iy Tre 0l 099°pT | 911 9LL $98%'¢ 186't 961
sTr'vi £Tor LR6°ET | TIV'8T | 650°FF 6t°1¥ 626°6 886°¢T | 99¢ L'16 30°v ¥er'y 1961
6TTTi es 868°CT | LBO9T | LLLTE 0Lty £25°6 00£°TT | 85~ S Secy L8L°C 0961
LSO°TH 8LES LOBET | PIRCT | €56°TT PelF 371’6 I80°7 | 968 Letd 6L9'Y £8L°¢ 6561
9e¢el 66'CS t6L'el | LeosT | H16'Ti 0r ov [AYA £99°1T | €19~ Sl 6t0°S ¥ty 8961
$TT01 OELs 0TLEE | SPEET | 6H0T] 98°0F sTe's PLEOE | ¥T81- ["15% $6E°S 1L§'E LS61
judu JUIUIISIA ] uone pualu I TUIULISIAM | uone U Juamn FUEEEYN | GOl L mayx
-JSaAU] SSO1G) -pda( | -JseAu] | -JseAug $5015) -Padagq -Jsaau] | =)saauf $S0.17) -paidaq -)89AU]
19N Jo I3 g SY $8015) 19N JO DI SY $S0.15) N 3O WA SY SS0IT)
uoiepadag uoyenaldag uonepadaq

NBWUIAOL [BJO I

[E20] pUE 3}E}S

[B49p3 4

(s4vjjop 7/6] upIsuo fo suoijjtu)
uonenaida(y pue PPN pur ss0in) ‘I d ([2DUIPISII-HOU PUE [EIJUIPISIAL) [BI0 L,

I dlqeL




owm— sy ‘uodumyses “soruruo) jo wewredad ‘g SN panLy] Al SYI0H HGRd Jo dprug p ‘uonerodio)) pesuo)) 130IROY
"PAUWC I10JI3Y] ST FUNEI UORIPUOD S1] DIJE[IEAZUN UM WHSAS snq paumo Sareaud s sYIemaN uQ ereq ‘|
‘IERs - § PUE SN0 1§ — ‘IS WIS ~ d SULS[LO MIN - ON DITEMIN - N PIORIEH - H SSWOW 3 - WA SeRd - roumeg - g (AON

na _ Wa poof) 4137
(Juswnean) 4 poor) A13\-poon)
. (uon3eMos) § :
4 d Wa ‘(usurean) § S‘d'H'd poon
‘ON ‘H ‘W ‘d .
d a {uonoaTiod) d ‘g :mwhmu.m N poop-ITe
S 'H ‘Wa Bughosduit
g ‘neg
a s I8 (fw) N ireJ
) SutuasIom
S ) ng ‘neg
ON (wawrean) N BumISION
g ‘1e-iood
IS‘ON'd 1S'dN'd HEJ-1004
. BurIasion
H ON'H g ‘nej-ood
IS {UonROI) N 1004
4N Ajpidey Sunwio
-ua1(J pue Jood
(HSUBLY SSBIA wipug SPRING WAISAS MG wASAS INBAL Suyey vonpPuo)
f103318) [EUOyIUNg

6L61 Areniga J-Kienuep ‘A)1) Aq eary [euojunyg youy| 10§ Suiey uONIpUO;) SIPIIIE] Hqng aperedwo)
T3qEL




2. The condition of streets in each of the surveyed cities (including
fast-growing Dallas) was found to be poor,

3. The bridges in Pittsburgh and Newark were found to he deterio-
rating badly, and those of Baltimore, Hartford, New Orleans, and St.
Louis to be in need of major repair.

Despite unmistakable evidence of such deterioration, the nation’s
public works investments, measured in constant dollars, fell from
$38.6 billion in 1965 to less than $31 billion in 1977—a 21 percent
decline. On a per capita basis, public works investments in constant
dollars dropped from $198 per person in 1965 to $140 in 1977—a 29
percent decline. When measured against the value of the nation’s Gross
National Product, public works investments declined from 4.1 percent
in 1965 to 2.3 percent in 1977—a 44 percent decline (Table 3). Each of
these measures reflects that, although government expenditures have
significantly increased during this same period, federal investments in
public facilities have been declining both relatively and absolutely.

Part of the decline can be explained by reduced investment in the
nation’s highway system as the Interstate network nears completion
and in education facilities, as the period of increased enroliment ends.
Nonetheless, there has been a marked long-term decline in public
works investments, even when highways and education are excluded.
Moreover, even when investments associated with the assumption of
responsibility for some public works by the private sector areincluded,
there still has been an absolute decline in the percentage of GNP
committed to capital investment in the nation’s public facilities.’?

The decline in public works investments has touched virtually every
public works activity. As measured in non-inflationary 1972 purchas-
ing power, during the period 1965-1978 there was more than a 50
percent drop in highway and street construction (Table 4). Conserva-
tion and development investments declined over 12 percent. Invest-
ments for improved water supply facilities also declined—even though
the population substantially increased and water quality standards
have become more rigid. The few areas of real growth in public works
investments were in hospital construction, industrial facilities, and
sewer systems. In each of these categorics actual growth has been

modest. . _
There are several reasons for these declines—a decrease in the

nation’s birth rate and the maturation of the “baby boom™have helped
reduce the need for some kinds of investments. But the greater part of
the dectine reflects the growing habit of government at all levels to cut
back on construction, rehabilitation, and maintenance in order to
balance budgets, hold down the rate of tax growth, and finance a
growing menu of social services. While such approaches keep budgets
in balance and meet near-term needs, they impose serious long-term
costs. Public facilities wear out and become obsolete.
Well-conceived public works are not a “pork barrel.” This is a
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Table 4

Value of New Construction Put into Place

1965-1978
{Constanr 1972 Dollars, millions)
Item 1965 1970 1975 1978
Total new construction 109,678 107,009 97,229 117,358
Private sector construction 75,948 75,113 68,628 91,189
Percent of total 69 70 71 78
Public sector construction 33,730 31,896 28,601 26,169
Percent of total 31 30 29 22
Buildings 12,245 12,008 11,207 9,151
Educational 6,693 6,336 5,607 3,779
Hospital 813 947 1,216 1,106
Industrial 576 561 663 718
Housing, redevelopment 856 1,239 572 578
Other public buildings 3,307 2,925 3,104 2,970
Highways and streets 11,651 11,282 7,269 5,685
Conservation, development 2,956 2,160 2,286 2,589
Military facilities 1,272 817 992 862
Other 5,606 5,629 6,847 7.883
Sewer systems 1,871 1,872 3,369 3.849
Water supply facilities 1,767 1,270 1,187 1,508
Miscellaneous 1,968 2,487 2,292 2,526

Source: U.S. Burcau of the Census, Statistical Absiracr of the United Stares: 1979, (100 edition},

Washington, D.C., 1979, page 774.

too-glib label attached to many investments that are essential. Dete-
riorating public facilities reduce the quality of life of virtually.every
American by diminishing essential community services. Investment in
public works is as essential for national and local economic renewal as
investment in our industrial plant itself. Indeed, economic develop-
ment is dependent upon a sound public infrastructure,
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PUBLIC WORKS AND
THE ECONOMY

Public works play a crucial role in the creation of national wealth and
productivity growth. Education, research and development, and
public works are the only real supply side investments the public sector
makes in our economy.

Together with an aging industrial plant, deterioration of our public
infrastructure has contributed to the decline in American productivity.
Our rate of productivity improvement has fallen for almost 15 years
and absolute levels of productivity have declined since 1979.1 As
national productivity weakens, so, too, does the nation’s ability to
finance private consumption, additional private capital investment
and a diverse array of necessary governmental expenditures.

A number of recent studies suggests that these productivity reversals
are the cumulative effect of: (1) a slowing rate of technological inno-
vation and utilization; {2) inadequate rates of improvement in labor
productivity; and (3) inadequate capital investment by both the public
and private sectors in new and existing plants.2 Attention has focused
on technological decline, the quality of labor, and inadeqguate private
capital investment. The role of public works in nationat development
recently has been virtually ignored and dangerously regarded as the

“pork barrel.” While some public works have been misguided and can
be labeled as “pork,” it is both unwise and dangerous to castlgate ali
public works as falling into that category.

A prlmary objective of public works investment is to provide basic
public services, such as water supplies, waste water treatment, and
transportatlon that underpin the operation of the national and local
economies. Simultaneously, $80 billion in annual public works invest-
ments can also be used to:

B assist in national economic stabilization (achieving a desired level
of employment, output, income, and prices);

B assist in stabilizing state and local budgets; and

B assist specific geographic areas, economic sectors or population
groups, in eliminating the problems of economic obsolescence.

PUBLIC WORKS The construction industry is a major
AND JOBS sector in the U.S. economy. In 1977, over

477,000 firms were directly engaged in
construction actmty They employed over 4.2 million persons in a
variety of activities and trades, of which some 3.5 million were con-

1
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struction workers (Table 5). These workers earned in excess of $43
billion.

Public works investments account for a substantial share of con-
struction activity. Of the $223 billion in new construction put in place
in 1980, over $56.7 billion was public works—more than 24 percent
of the total investment (Table 6). Furthermore, the public sector in-
vested an additional $30 billion in the purchase of right-of-ways,
existing buildings, and equipment.’

Table 5
Firms and Employment in the Construction Industry
1977
Contract Construction 472.5 4,212 3,542
General Building Contractors 133.1 1,150 938
Heavy Construction Contractors 28.0 827 709
Special Trade Contractors 28R.6 2,158 1,846
Plumbing, Heating, and 56.5 458 368
Air Conditioning
Painting, Paperhanging, 27.3 133 121
and Decorating
Electrical Work 36.8 366 305
Masonry and Stonework 24.8 152 143
Plastering, Drywall and 16.8 186 164
Insulation .
Terrazzo, Tile, Marble, and 39 22 19
Mosaic Work
Carpentering 243 124 114
Floor Laying and Floor Work 5.0 4] 34
Roofing and Sheet Metal 20.6 172 146
Concrete Work 18.4 139 125
Water Well Drilling 4.3 22 19
Structural Steel Erection 2.6 48 41
Glass and Glazing Work 3.2 24 18
Excavating and Foundation Work 16.2 103 g1
Wrecking and Demolition Work 1.0 9 7
Subdividers and Developers 5.3 43 19
TOTAL 477.8 4,254 3,561

Source: U.S. Bureau of the Census, Statistical Abstract of the United States: 1979, (100 édilion).
Washington, D.C., 1970, page 776. i
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The construction industry and the public works component of that
industry extends far beyond the 4.25 million persons employed in
direct construction activities. It is closely linked with a set of industry
and service institutions, each of which feels the effects when the
construction industry declines (Table 7). The Rand Corporation and
U.S. Department of Labor traced these industrial linkages for 22 types
of public works projects. For each type of project, the distribution of
funds was followed to final destination (either direct on-site construc-
tion labor or the acquisition of specific materials and equipment)
(Tables 8 and 9). The conclusions drawn from this analysis are:

B The most significant short-term impacts of public works projects
are found in equipment, material and other industries rather than in
on-site construction. For every direct on-site construction job created
by public works projects, three additional jobs are created in the
overall economy.

B There are substantial variations in the number of on-site construc-
tion jobs created by various types of public works projects. Public
school construction requires almost 25 percent less on-site labor than
college housing construction. Highway construction uses less than
one-half as much on-site labor as that of dam, levee and local flood
control projects.

B Substantial variations exist in the quantities and types of materials
and equipment used in public works projects.

Such variations are important because we can take advantage of
them to tailor public works investments to meet a number of objectives
including stabilization of the economy, alleviation of structural
unemployment, and helping places suffering from economic obsoles-
cence to adapt to new economic development possibilities.

PUBLIC WORKS A large and growing number of commu-
AND PLACES nities are now hamstrung in their eco-

nomic revitalization efforts because their
basic public facilities—their streets, roads, water systems, and
sewerage treatment plants—are either too limited, obsolete, or worn
out to sustain a modernized industrial economy. As a rule of thumb,
when a community wastewater treatment system is operating at 80
percent of capacity, that community will not be able to add additional
industrial load. This is particularty true for smaller communities where
the 20 percent of excess capacity will, in actual quantitative terms,
represent limited treatment abilities. The operating ratio for water
treatment that indicates effective full capacity utilization is 70 percent.
A Department of Commerce survey of 6,870 communities’ wastewater
treatment capacity reports that 3,133 (469%) of these systems are
operating at 80 percent of capacity or higher. The same survey indi-
cates that 1,844 of 5,622 places have water treatment systems operating
at 70 percent or greater capacity. When deficient transportation,

15
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Table 7
Distribution of Inputs and Oufputs:
New Construction Industries
(SIC CODES: PARTS 1112, 1212, 148, 15-17)

INPUTS TO NEW CONSTRUCTION USES OF INDUSTRY OUTPUT
] — [ o
PURCHASES OF
QOODS & SERVICES
FGR PAGCESSING/
RESALE
57.0%
SALES TO
FINAL USERS
106.0%
785% G,
A,
e,
o
5
VALUR i,
ADDED K
42.4%
EQUALS 100% OF INDUSTRY QUTPUT EQUALS 100% of INDUSTRY INPUT

The new construction industry requires a high proportion of manufactured goods and
services supplied by other industrles {intermediate products) as inputs. As thesse flow
through the construction process, value is added by the capital and labor employed to
produce the industry output—bulldings, highways, dams, etc.

Vaiue added by construction labor and capital in the processing and resale of these
inputs accounts for the remaining industry costs, with compensation of employees the
largest component, as is the case for most industries.

The output of this industry is classified as fixed investment and all of it goes to final
users such as purchasers of new housing, Industrial plant and other business structures.
The private sector takes three-fourths, and Governments—Federal, state and local—
take about one-fourth of the total output.

Note: Percent distributions are based on the 1972 Input-Output table; shipments are
valued at producer prices.

Source: U.8, Department of Commerce, U.S. Industrial Outlook, 1980, Washington, D.C,
1980.
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publicly operated solid waste and toxic waste disposal sites, and other
public facilities essential to private sector investment are also con-
sidered, at least one half (and more likely two-thirds) of the nation’
communities are unable to support modernized development wntil
major new investments are made in their basic facilities that undergird
the economy.

A number of studies have attempted to measure the influence of
public works on the location and investment decisions of individual
firms. The most comprehensive was conducted in the mid-1970s by the
Bureau of Census.5 Over 2,000 firms operating in 254 distinct product
classes were examined. Each firm was asked whether the availability of
certain public works facilities were either: (1) critical; (2) significant; or
(3) of minimal value in their location decisions. The survey indicated
that for virtually all of the 254 categories studied, the availability of
public works facilities was of either critical or significant importance to
location decisions. The availability of public facilities was almost
always a more important locational consideration than the existence of
local tax incentives or local industrial revenue bond financing. Indeed,
while public works in themselves are never a sufficient condition for
economic development, they are almost always a necessary condition.

PUBLIC WORKS It has long been a standing assumption
AND ECONOMIC that public works investments can be
STABILIZATION modulated to help stabilize the ups and

downs of the economy. However, in prac-
tice, the U.S. has given little attention to such uses of annual public
works expenditures.

The present recession is the sixth such decline in the economy since
the end of World War II. As with previous recessions, the 1980-81
economic decline has created substantial unemployment and under-
utilization of production capacities in the construction, materials, and
equipment industries. The national unemployment rate in the con-
struction industry averaged 17 percent in 1980; it rose as high as 40
percent in some regions. The steel industry, heavily related to construc-
tion, operated at approximately 50 percent of its capacity throughout
1980, creating 80,000 unemployed steel workers.

Economic policy might reduce the impact of such a severe recession
by using the nation’s annual $80 billion public works investments as a
counter-cyclical economic tool for providing employment in the con-
struction, materials and equipment industries. However, public works
investments in the United States have long been made in a perverse
pro-cyclical pattern, increasing during the expansionary phase of
economic cycle and decreasing during its contractionary phase. This
pro-cyclical management of public works investments creates many
adverse consequences:

17
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B By increasing public works investments during the expansionary
phase of the economic cycle, costs (materials, equipment, and labor)
become artificially high and contribute to inflation; and

® By decreasing public works investments during the contractionary
phases, under-utilization of labor and industrial facilities increase in
the construction, materials and equipment industries—worsening the
recession.

Since 1960 Congress has enacted three public works counter-cyclical
programs—the $1.9 billion Accelerated Public Works Program,
(APW) in 1961-1962; the $130 million Public Works Impact Program
(PWIP) in 1972-1973; and the $6 billion Local Public Works Impact
Program (LPW) in 1976-1977, A number of studies have concluded that
the three temporary programs fell far short of meeting their stated
objectives, i.e., stimulating employment for the structurally-unem-
ployed in distressed areas during an economic downturn. Evidence
suggests that these shortcomings lay in the timing and administration
of these expenditures and in the narrowness of the goals of the program.®

The temporary counter-cyclical Local Public Works program of
1976-1977 did nothing to relieve the 1974-1977 recession until late
1976. Over 80 percent of the direct employment generated by the LPW
projects did not occur until the recovery phase of the cycle had begun.
These time lags reflect less on the efficacy of public works as a counter-
eyclical device than they do on the sclerosis of the executive and legis-
lative process. Lags occurred because of delays in securing passage of
legislation, Presidential approval, appropriation of funds, selection of
projects, and construction. Two years after the onset of the 1974
recession, the Ford Administration continued to resist adding to the
budget deficit by refusing to use counter-cyclical public works for
economic stabilization, relying instead on traditional fiscal and
monetary measures until the summer of 1976.

Occasional recessions are inevitable, The annual $35 billion federal
public works expenditures can exert major economic stabilizing
influences. Thus, it is both timely and prudent to devise policies and
administrative techniques for managing public works investments in
anticipation of the economic cycle.

A Permanent Counter-Cyclical Use of Public Works—If public
works investments are to be used as a flywheel on the economy, we
must make a choice between the relatively small-scale temporary programs

of the past and a more permanent policy that governs the timing of in-
vestments of all federal public works programs. The federal government
has a large array of permanent public works programs which could be
used as a counter-cyclical tool. Several are directly federal, such as the
public works construction of the Corps of Engineers, However, approxi-
mately 80 percent of the funds that the federa! government invests in
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public works are in grants-in-aid to state and local governments.” Some of
these federal funds are in the form of revenue sharing or by block
grants such as the Community Development Block Grant Program
(CDBG). Most are made available through categorical programs such
as those of the Environmental Protection Agency, the Federal
Highway Administration, the Farmers Home Administration, and the
programs of the Economic Development Administration, among
many others. Federal transfers of funds and direct investments
constitute 50 percent of all financing of public works construction in
the U.S. Much of the remaining 50 percent of construction financing
represents matching grants by state and local governments to meet
federal requirements or mandated federal investments.

There are many possible advantages to the use of these public works
funds as a counter-cyclical tool. The first, and perhaps most important,
is to reduce the adverse consequences created by the present pro-
cyclical pattern of these investments. In many ways present pro-
cyclical investment patterns for public works are akin to loose cargoin
a ship in turbulent waters. As the ship sways side-to-side the cargo
shifts and accentuates the sways. The counter-cyclical management
would directly address this issue, something temporary programs
cannot, by their very nature, accomplish,

A large portion of the benefits of counter-cyclical public works
projects can be generated during the contractionary phase of the
economy cycle if political and ideologically generated delays are
eliminated. Also, economic recovery in the initial phases of the expan-
sionary phases of the cycle can be accelerated. After all, there is little
merit in having massive unemployment and unused production
capacity in a slow recovery period. A number of reforms are worth
discussion including (1) stand-by authorities; (2) the identification of a
backlog of projects which would serve both counter-cyclical purposes
and long-term national and local development; and (3) the creation of
purchasing technigues which would permit stockpiling of materials
and equipment for use in future projects.

A permanent, more systematic counter-cyclical policy for public
works programs would also reduce the “crisis” management atmo-
sphere which has existed in temporary programs, such as LPW, funded
on a “crash” basis. Temporary funding created very strong political
pressures when applicants realized the existence of a “now or never,”
one-time-only project funding opportunity. For example, in LPW
there were over $22 billion of applications for $6 billion of funds. The
crisis management approach of “get out the money,” with quality often
a secondary consideration, would also be obviated. In a permanent
program, administrators would be able to better meet their responsi-
bility to choose worthy projects. By advancing projects or adding
projects to permanent programs, many of the political pressures
created in temporary programs can be substantially reduced—
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particularly the very intense pressure generated around marginal
projects.

A third advantage to permanent programs would be a reduction in
lags between the beginning of a recession and the time when benefits
would begin to flow. Since the end of the Second World War the nation
has gained substantial experience in economic policy. The tools of
economic analysis have bcen substantially improved. The use of
permanent programs would permit the acceleration of projects at a
very early stage in the economic decline and would permit a timely
reduction of effort as the economy moved to advanced recovery. The
use of permanent programs would facilitate advance purchase pro-
grams for a wide array of equipment materials.

A fourth advantage to the adoption of a permanent, counter-
cyclically administered public works policy would be to help ensure
that federal funds are not used to replace state and local funds. In
permanent programs, the source of local matching funds is generally
mandated as a federal funding requisite. By advancing the pipeline,
this fiscal integrity can be maintained. However, whenitis desirable to
waive matching requirements in order to aid state and local fiscal
stability, such actions could be taken explicitly.

A fifth advantage would be to facilitate better targeted investments
in order to address regional and sectoral variations in the economic
cycle, Roger Vaughan has documented how regionally disparate these
cycles often are. By the use of advance purchases in specific industries
located in specific places, economic stimulus can be achieved. Con-
versely, in the expansionary phase of the cycle, purchases can be
deferred or placed in specific sectors or places needing stimulus,
Vaughan has also described how state stabilization funds could be
created to finance such projects.?

A sixth advantage of a permanent counter-cyclical program would
be the improved fiscal stability it could help bring to state and local
public ‘works expenditures. Public works constitute a significant
component of most state and local budgets, averaging about 15
percent,? Public works funds are often cut back during a contrac-
tionary period, especially in major urban areas the fiscal base of which
is already deteriorating. Forestalling state and local cutbacks in
essential maintenance and rehabilitation through a counter-cyclical
fedecal spending pattern would help state and local governments avoid
even larger capital replacement investments in the future. And sucha
program could be more effectively targeted to help the unemployed as
weli. a ‘

Targeting—In the past, federal public works programs adopted to
put the structurally unemployed back to work in economically dis-
tressed places yielded disappointing results.

Past experiences of the LPW and PWIP programs indicate that
‘relatively little of the employment they created went to the long-term
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unemployed, the unskilled, or even to those persons living in places
where individual projects were constructed. Indeed, construction
wages constitute only a minor share (22 percent) of total public works
expenditures. Vaughan and the Office of Management and Budget have
analyzed the targeting of counter-cyclical public works to distressed
areas and to structurally unemployed persons.’® They conclude:

B The majority of the expended funds for PWIP and LWP projects
did not go to direct employment for on-site construction but rather to
the related materials, equipment and associated industries;

B Employment directly created by these projects did not greatly
affect the unemployed. In the PWIP program, the unemployed ac-
counted for only 27 percent of the total jobs generated and accounted
for less than seven percent of the program budget. The LPW program
employed even fewer. Only 12 percent of the jobs went to the un-
employed, a total of two percent of the overall budget;

B The duration of employment created for workers was short, Under
the PWIP program, the average project employment period for un-
skilled workers was 3.7 weeks; for skilled workers it-was only 4.2
weeks. Under the LPW program the average project period of employ-
ment for unskilled workers was 3.9 weeks; and for skilled workers 3.6
weeks. Since their experience tenure was brief, most unskilled workers
did not receive adequate on-the-job training to prepare them for other
employment,

Evaluations of the LPW and PWIP programs by the Economic
Development Administration and the Office of Management and
Budget also concluded that much of the on-site construction employ-

“ment went Lo persons not residing in the area, many of them employees
of construction firms located outside the area where the public works
project was constructed.

However, by careful planning, government can target benehts to
help both people and specific industries. Studies by the Rand Corpora-
tion concluded that in the recessions since the end of the Second World
War, there has been excess capacity in the materials and equipment
industries in the contractionary phases of the economic cycle. In this
present cycle, the steel, aluminum, fabricated metals, concrete, equip-
ment and related industries find themselves operating at substantially
less than full capacity. To address this economic sluggishness, the
present $100 billion backlog of funded, but unspent, public works
funds could be used to purchase needed materials and equipment in
advance of actual construction. This would produce many benefits.
For example, purchasing steelat a time when that industry is operating
at 54 percent of capacity would avoid ensuing price rises; permit the
industry to operate closer to normal levels of production; improve
conditions of certainty in that sector; create jobs for laid-off workers,
many of whom reside in distressed areas; and eliminate almost $10

/
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million per week in unemployment payments. Tables 8 and 9 identify
the range of industries that could be similarly assisted.

Targeting specific sectors can be an effective means for addressing
major regional variations that exist in the economic cycle. Pre-
purchasing would also provide a stimulus to basic industries operating
at low capacity with high unemployment in distressed places.

ECONOMIC In a decade of severe fiscal constraint,
STABILITY OUT OF when we face the major necessities of
PROGRAM CHAOS  economic revitalization, we cannot pur-
sue the open-ended, excessively frag-
mented approaches to policy so typical of the past. Fiscal and
economic austerity is the order of the day. The benefits of each dollar
must be stretched as far as we can take them, We now face the need to
shift from a purely legislatively-dominated approach to public works
at the national level to one in which the Executive Branch provides a
disciplined base of analysis and priorities designed to ensure public
works expenditures that meet the long-term needs of national eco-
nomic renewal in phase with the shorter-term needs of economic policy
dictated by the rise and fall of the economic cycle. Such reforms are
possible, will save money, and make the capital we have go further.
But how can we find the capital we need to meet all of the competing
demands in the 1980s?
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FINANCING PUBLIC WORKS
IN THE '80s: THE COMPETITION
FOR CAPITAL

In the '1980s, the competition for financial capital will be intense. The
private sector will require substantial investment in order to regain its
competitive edge in both domestic and international markets. The re-
tooling and modernization of many of our basic industries is impera-
tive. General Motors alone is now engaged in a five-year re-tooling
effort that will cost over $40 billion, The capital requirements of high
technology firms that will create a large portion of the jobs of the future
will be still greater. But at the same time, our public infrastructure must
be renovated and upgraded. Otherwise many of our efforts in eco-
nomic renewal will be thwarted and community services will deterio-
rate even further.

At present it is difficult to even estimate the range of potential
investments that will be required for public facilities. This reflects:(a)
the absence of national capital budgeting; (b) the absence of common
standards for public works facilities and the services they provide; (¢)
inadequate information on the inventory and condition of existing
facilities and the costs of repair; and (d) the lack of a political consensus
on what types of projects should receive priorities.

Even though the magnitude of the problem cannot be specified, it is
obvious the public works investment requirements for the 1980s will
far exceed the investment levels of the 1970s. Clearly not all needed
projects can be funded. Too many other compelling public and private
uses of capital exist. A number of difficult strategic choices must be
made. The first is to determine how much of the Gross National Prod-
uct (GNP) is to be allocated to consumption and how much encour-
aged into savings for new capital investment. The second is to determine
how much of that capital investment will be used by the public sector
and how much by the private sector. The third set of choices involves
the allocation of what will inevitably be limited public works funds
among specific places and classes of projects.

INVESTMENT For at least two decades, in both the
VERSUS. public and private sectors, we have
CONSUMPTION favored consumption over investment.

Relative levels of the GNP devoted to real
30



private sector investment in production have declined. So too have real
levels of investment in public works. While the nation has been able to
live off its past accomplishments for a brief period of time by deferring
capital investment to subsidize current consumption, we have come to
the point when maintaining even the status quo will require substantial
increases in both the real levels of investment, public anid private, and
the share of GNP devoted to it.

Since the end of the Second World War, private sector fixed capital
investment has been approximately 10 percent of the annual GNP.!
But this figure masks a decline in real productive investment as the
private sector has been forced by regulation to divert some of its capital
into non-productive activities. For example, environmental invest-
ments made by private firms in the United States in 1979 exceeded $23
billion—10 percent of the total capital investment made that year by
the private sector. Occupational safety and other regulations similarly
diverted capital.

The diversion of this capital away from production-related activities
would be of secondary consequence if there had been corresponding
increases in the relative levels of the GNP devoted to capital invest-
ment. Unfortunately, there have not been. The share of GNP devoted to
private sector fixed capital investment has not appreciably changed in
recent years. As discussed in Chapter 2, the rate and levels of capital
investment in public facilities has continuously dropped since the mid-
1960s. Investment in public facilities accounted for 44 percent less of
the GNP in 1977 than in 1965,

Increasing the shares of the GNP used for investment will strike hard
at both public and private consumption. Many individuals will experi-
ence deferred growth in wages, dividends and other income and thus
postponed personal consumption, while those resources flow into new
facilities. Progress in environmental protection might also have to be
stowed in order to increase the allocation of capital to productive
investment. As distasteful as such sacrifices might be, they are certain
to be much less painful than the long-term consequences that will result
from the continued deterioration of the economy and the public facilities
that undergird it.

CAPITAL The allocation of investment capital
ALLOCATIONS between public and private uses raises a
BETWEEN THE nettlesome challenge for the decade. Tra-
PRIVATE AND ditionally, government has been able to

PUBLIC SECTORS  determine its share of capital through the

preemptive use of its taxing and borrow-
ing powers. Over the past five decades, government has also increased
its role in promoting and enforcing a hierarchy of uses of capital within
the private sector. Mandated safety and environmental investments
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are only a few of the many examples of government-encouraged or
directed uses of private capital.

Rationalizing capital allocations among and between the private
and public sectors will be difficult because: (1) public and private
capital investments are intertwined; and (2) the present government
interventions that influence capital allocations are random. In the
1980s, the federal government must reduce many of its influences over
private investment decisions, let the “market” better work its will, and
simultaneously define and adopt more coherent policies and manage-
ment practices to guide those interventions affecting capital alloca-
tions that it must, of necessity, continue.

In a decade of intense competition for capital, governments at all
levels will have to carefully assess the consequences of their interven-
tions for economic productivity in general. They will also find it essen-
tial to carefully plan and budget the claims they must make in the
capital market to finance the renovation and construction of public
infrastructure essential to bolster that private productivity and provide
essential community services.

Several actions will be necessary to meet these objectives:

B Better uses of existing financing mechanisms and new approaches
to the long-term financing of capital improvements will have to be
explored.

B To help establish true priorities for public works improvements,
financing and use of facilities may have to be more clearly related to
each other. Too often under the pluralism of our federal system, those
who benefit from an improvement and those who pay are not the same.
In some cases, that is defensible public policy. But often it'is not.

B Inefficiencies and fraud that waste a substantial share of each
public works dollar must be substantially reduced or eliminated.

® Rigorously drawn long-term capital budgets that can accommo-
date shorter-term counter-cyclical policies are essential if public
facilities investments are to be disciplined so that they do not subvert
private investment requirements in capital markets.

8 A clear definition of who is responsible for what will be essential to
ensure full accountability and effectiveness. (What public facilities
might be provided more effectively and efficiently through private
firms? What are the public works responsibilities of the federal govern-~
ment that are distinct from those of state and local governments?)

CAPITAL The final and perhaps most sensitive—
ALLOCATION even volatile—sets of allocation choices
AMONG PLACES concern the division of public works

funds among places. In allocating public
works funds among places two issues appear relevant. First, public
works investments in themselves can do little to reverse structural
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economic change or induce individuals back to places they have left.
Too many other forces are involved.

For example, even with decades of investment in rural areas, little
was accomplished by attempts to alter the flow of persons and eco-
nomic activity back into those arcas. When such change finally did
occur, it was largely the consequence of other more powerful demo-
graphic and economic forces such as people desiring retirement homes
in warm climates and structural shifts in economic production due to
alterations in factors of production such as costs of labor. These
structural forces must be carefully identified and analyzed to
determine their implications on public works policies. For example,
rebuilding or even rehabilitating much of the infrastructure in many
cities will not in itself offset such broader structural forces as the
availability of energy, the costs of labor, or the transportation differ-
entials created by shifting markets. In such circumstances strategies arc
required to help accommodate to smaller populations and different
forms of economic growth. Such strategies should guide market forces
by smoothing out their rough edges, rather than by attempting to
reverse them. Public works investments should support new realities.
This will not only ease the pains of transition and speed it along, it will
also reduce the backlog of public works investments.

Setting priorities in the use of public works funds will be a neccesity
in an era of increasingly scarce public resources. For example, should
the nation complete the remaining 1,500 miles of the Interstate High-
way System at approximately $75 billion of cost or use part of those
funds to do all or some of the $33 billion of bridge repairs now needed,
accelerate industrial water and waste water treatment facility construc-
tion, or some combination of these and other alternatives? Or should
new construction with federal funds be de-emphasized to provide more
balance with needs for rehabilitation, maintenance, and operations?
While some parts of the nation, such as the South and West, require
new facilities, other regions need funds for rehabilitation and main-
tenance.

FINANCING Many states and localities have fallen
OUR PUBLIC ~ back on the “soft* option—deferring
WORKS NEEDS maintenance in order to meet current

operating costs and to balance their
budgets. Now we are compelled to deal with the inevitable result of
delayed upkeep: replacement, reconstruction, or abandonment,

As cities and states became dependent onintergovernmental grants-
in-aid for capital investment (federal grants provided ten percent of state-
local capital expenditures in 1957, but now exceed 40 percent), they
grew highly susceptible to the biases reflected in federal programs.?
The most pronounced of these biases has been towards new construc-
tion. Many federal programs do not permit the use of funds for main-

33



B PO 0 ¥ ol ik

I N

B L L S

o DAl

U L0 L i Y

tenance. Substantial under-maintenance has resulted in many fiscally
stressed cities. Pagano and Moore found that those public works
activities financed by user charges are far less susceptible to inadequate
maintenance than those financed from general funds, particularly in
fiscally distressed cities.> Boston and New Orleans, with dedicated
revenue sources, were better able to maintain water services and facili-
ties than other cities using general revenues.

The choice of mixes in the use of limited funds among types of public
works pmjects and among the various public works functions is made
difficult in the absence of: (1) a framework for decisions; (2) basic
information on the existence of facilities, the quality of services they
provide, and construction/service standards; and (3) cost estimates.
Such limitations seriously cripple efforts to assess the consequences of
these decisions on both the private sector and other government functions.

The potential sources of public works financing such as privatiza-
tion, user charges, debt financing, and tax-based federal, state, and
local financing require a careful re-examination. For example, sub-
stantial increases in certain forms of local taxes to finance public works
may deter private sector investment. Converse]y, anincreasein federal
public works expenditures may require reductions in other federal
state and local expenditures unless better modes of financing are
developed.

The federal government finances many of the public works for which
it is directly responsible through direct appropriations, such as those for
the Corps of Engineers. Others it finances out of capital markets such as
those of the Tennessee Valley Authority. Many cities are being forced
out of the bond market because of high interest rates, a “tightness”
caused by the sale of pollution control bonds, and the expanded and
often promiscuous use of industrial revenue bonds. Many smaller
communities are also finding that small bond issues present such high
transaction costs (law fees, underwriting expenses, printing, etc.) that
they are effectively excluded from the market. A number of ways exist
to facilitate access to private bond markets by smaller communities.
One is the creation of consolidated bond sales (several communities
going together in order to reduce transaction costs). A number of
states, such as Florida, have supported such efforts and have estab-
lished the necessary financing mechanisms to achieve this goal.

National, regional or state “development banks™ have been pro-
posed from time to time to improve access to capital markets and lower
transaction costs. The National Public Advisory Committee on
Regional Development reviewed the diverse array of options for
creating a National Development Bank and a potential Reconstruc-
tion Finance Corporation. After public hearings and analysis, that
body of public officials, bankers, and public administrators concluded
that such a mechanism is needed and if created should operate much

34



like the Federal Land Bank. It should provide access to capital markets
for communities and states (particularly smaller places), should only
be used for ‘capital construction or rehabilitation, and should chargc
interest rates which reflect marker prices. The advantage of such a
mechanism would be guaranteed access to monies for needed facilities,
reduced transaction costs, a long-term pay back schedule, and the
longer-term capitalization of some interest inorder to provide “pa-
tient” capital in the early years of a project’s life.¢

- Since about half of all federal funds for public works are disbursed
to state and local governments for improvements, administrative
requirements under these programs must be evaluated to determine
their influences on the renovation of vital infrastructure. Require-
ments that investments be targeted on needy neighborhoods under the
Community Development Block Grant Program have prevented the
use of these funds for renovation of urban infrastructure on any scale
significant to economic renewal.’

Increased Application  While user charges are an accustomed
of User Charges method of financing many public serv-

ices, there are many instances in which
their expanded and creative use could result in more effective financing
and more efficient management.

" The General Accounting Office’s (GAO) analysis of the need for
additional federal aid for urban water distribution systems concluded
that, where fee-for-service financing existed, as in Boston and New
Orleans, management was better. Actions were taken to improve
conservation, reduce leakage, and control other non-revenue produc-
ing water uses, such as illegal hydrant openings and meter under-
registration. Conversely, cities such as Washington, D.C., whose water
programs are financed from general revenues, give little attention to
leakage or even such issues as more consistent collection of existing
water fees. For example, the GAO found that in 1972, 35 percent of
Washington, D.C.’s water distribution mains needed replacement,
cleaning, or lining. By 1980, over 50 percent of these mains required
reconstruction.

In the southwestern United States, the sale of municipal water is
often a principal source of community revenues—particularly in
smaller communities.

The use of fee-for-service charges improves access to capital markets
because of a dedicated, guaranteed flow of revenues. They also have
the virtue of more directly relating prices to consumption and real
costs. Many cities, such as New York City, do not meter sales of water.
Metering would eliminate much waste and could obviate some of the
demand for construction of expensive, supplemental supply systems.
Where the cost of providing meters is prohibitive, other alternatives
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can be devised, User charges can adversely affect low income citizens,
but in those circumstances, special income adjustments for the poor
can be created.

Privatizing Public Still another alternative worthy of consid-
Facilities eration is private operation of some

facilities that in recent decades have been
the responsibility of the public sector. Earlier in this century, the
private construction and operation of water supply systems was
common. More recently, we have seen private contractors as alterna-
tives in the delivery of many services to public agencies. Competitionin
garbage collection, fire protection, street cleaning, and parcel delivery
are examples. This model can apply to the construction and operation
of many kinds of public facilities as well.

The Advisory Commission on Intergovernmental Relations (ACIR)
and the International City Managers Association (ICMA) have both
conducted surveys to measure cities’ reliance on and preference for the
use of private sector firms to provide select public services.” Of 2,650
cities surveyed by ACIR, over 36 percent of the respondents indicated
a preference for contracting with a private firm for the provision of
services rather than shifting or giving the responsibilities to government
agencies. The ICMA survey of 379 cities determined that 225 respondents
were already using private firms in their productivity programs—particu-
larly in solid waste collection and disposal; street maintenance and
construction; hospital construction and operation; and public transit.

The use of private firms is influenced by a number of historical,
political, and economic considerations. Many cities are using private
firms for waste collection and disposal because private firms cansecure
necessary capital funds irrespective of local expenditure limits. In the
past many hospitals were established by or purchased by communities
because of the inability of the private sector to raise necessary capital,
Today, with revenue generating abilities of government increasingly
constrained, such facilities are starting to revert back to private owner-
ship and operation. .

Private firms provide a means to escape the excessive rigidities of
overly-bureaucratized public agencies and public labor-management
problems. Private firms can sometimes be more efficient and operate at
less cost than public agencies because of their ability to swiftly intro-
duce new technology; their greater flexibility in the use of worker
incentives; their ability to eliminate or reduce an unneeded service by
simply not continuing a contract; and their often superior understand-
ing of economies of scale and specialization. The ability of private
firms to provide better, less costly services will vary between specific
functions and areas.

The potential for privatizing public services must be gauged realis-
tically. It is wise to remember that many facilities and services once
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privately and now publicly provided were converted because of abuse
and corruption in the private sector and many private sector opera-
tions are inching slowly toward the public sector today. The conver-
sion of many of the bankrupt railroads into quasi-public entities such as
CONRAIL and AMTR AK are but two of the more glaring reminders.
Federal loan guarantees to major corporations in economic trouble pro-
vide more evidence of this drift in the other direction.

_Privatization is not an option in all circumstances. There will always
be situations in which the private sector is unable to provide profitably
many basic services such as water, electricity, or waste disposal. The argu-
ments most often advanced against the use of privatization include:

B Poorer service and greater consumer expense because of the need
for profits.

B Problems of controlling, monitoring and evaluating the perform-
ance of contractors. :

® Private sector graft—collusion among bidders and bribery of
public officials.

W  Problems of preparing enforceable contracts.

B The often fierce opposition from government workers and unions,

The U.S. Chamber of Commerce suggests five basic steps for explor-
ing the potential of privatization:

W Identify to what extent federal, state and local laws restrict or
promote the use of private firms for the provision of select services.
B Determine if there are a sufficient number of firms qualified to
provide the service under reasonable terms.

B Ascertain whether bidding and procurement procedures are so
formidable that private firms will be deterred.

@ Determine whether public authorities are given preference over
private firms.

B Determine if adequate and reasonable performance measures have
been identified. If performance or incentive contracts are to be used,
such standards are absolutely necessary. However, without such
standards, any firm providing such services would either be at risk or
the public sector would risk not getting their money’s worth.#

There is limited information on the effectiveness of privatization and
the specific circumstances in which it is most appropriate. Thereisalso
limited agreement on which types of facilities and services should be
provided by the private sector. Yet privatization offers a potentially
important means for government to move toward a system in which
public facilities and services receive priorities reflected in the realities
of what the market will support. It also has the virtue of relating more
directly those who pay with those who benefit. '
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Interim Privatization  There are other alternatives. One is to

grant licenses and rights of eminent
domain to an authority or private company to permit them to finance
and construct a facility, operate it with user charges until the invest-
ment is returned and a profit is secured, and then turn ownership over
to the public. The major highway between Dallas and Fort Worth,
Texas was financed, built, and operated in this manner.

A more extensive privatization scheme has been suggested by The
Economist for use in Great Britain.? It is applicable in the United
States as well. The private sector would construct, rehabilitate,
maintain, and operate a city’s sewers or streets or municipal buildings
with debt which is privately raised and held. The city would repay the
cost of the debt over a fixed period of time, such as 10 or 20 years, at the
end of which the government would own the facility.

This arrangement could be attractive to the private sector—and not
only for its likely tax advantages by collateralizing select facilities and
income flows. By earmarking user fees and being willing to guarantee
where necessary limited annual supplemental payments, the private
firms would be assured of securing excellent financial ratings and
lowered borrowing costs. For cities with poor bond ratings, these
savings could be substantial.

Such an approach would be attractive to communities for several
reasons. First, necessary capital expenditures could be made more
quickly than otherwise possible, particularly in hard-pressed places.
Second, assigning a private firm the responsibilities to collect user
charges and maintain the facility would likely result in both a higher
collection rate and better maintained facilities, Third, such financing
could reduce the financing burdens placed on city budgets.

But it is unlikely that the public sector will be willing to accept
departures in present policies unless it can be assured of more effective
uses of public works dollars than the present policies and practices have
yielded.
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GETTING MORE FOR THE
PUBLIC WORKS DOLLAR:
REDUCING THE COST OF DELAY

The nation can get much more from the public works dollars it is
spending. To do so, we must attack:

B The losses resulting from delay (about one-fifth of the $80 billion
in annual public works appropriations),

B The losses resulting from the misuse of funds; and

B The losses resulting from wasteful management and bad planning.

THE COSTS In the 1960s, an electric power plant could
OF DELAY be constructed in less than five years. To-

day, more than 12 years are required. The
Tennessee Valley Authority (TVA) is currently experiencing an aver-
age eight-year delay in seven major power plants—a delay which has
almost trebled construction costs by raising costs an additional $11 bil-
lion.! This isa good example of what happens when we neglect the con-
sequences of mismanaging time. Time is, indeed, money.

The time consumed in building major projects is increasingly de-
termined by government regulations and requirements. Yet, public
administrators have tended to be ignorant of or insensitive to the costs
and consequences of delays in their administrative, financial, regula-
tory and legal decisions. Unnecessary delays are decreasing real capital
investment as funds are diverted to the nonproductive task of financ-
ing increased interest charges generated when projects take longer to
put into operation. Additional funds are required to keep pace with
inflation-devalued public works purchasing power as delays put off
construction. Financing delay has become a major levy on available
monies for public works. About 20 percent ($16 billion) of the nation’s
annual public works appropriations are now used for such financing—
a major and unnecessary waste of shrinking public capital.?

Yet, in the past, government and business have often successfully
met tight schedules, An American was placed on the Moon inless than
a decade. The new Smithsonian Air and Space Museum was construct-
ed on time and under budget. But to ensure that such performance be-
comes the norm rather than the exception, major reforms are needed.

There are no reliable statistics on the time allocated to the many
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CHART 1
Starts and Carryovers of
Plant and Equipment
Projects, Manufacturing
and Public Utilities,
1969-78*
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L June, 1969-78.

*Starts represent new construction. Carryovers represent
expendiures to be incurred for plant and equipment at the
end of the first quarter of each year.

Bureau of Economic
annually reported t

phases of public works projects, i.e., research, design financing, and
approval. However, there is reliable information on the construction
phase in both the public and private sectors. Since the mid-1960s, the
Analysis of the Department of Commerce has
he aggregate value of public and private
construction starts, as well as the cumulative value of uncompleted
construction carried over into each new year (Chart 1).
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In the period 1969-1978, the Bureau reported substantial increases in
the value of annual construction carry-overs, which reflect (1)
increases in the cost of starts; (2) increases in the costs of projects; and
(3) the additional time required to complete projects.

The most spectacular increase of carry-overs compared to the value
of starts has been in public utility construction. In 1969, there were
about $19 billion in carry-overs from 1968 and about $15 billion in new
public utility starts. This represented a ratio of carry-overs to starts of
1.2 to 1. By 1978, there were approximately $122 billion in carry-overs

from 1977, and $35 billion in new starts. Thus, within a decade, the

carry-over-to-starts ratio in this industry has almost tripled, rising to
3.5 to 1. In large measure these delays were due to the dramatic
expansion of time required to complete new electric generating
plants—five years in the late 1960s as compared with 12 years a decade
later,

Another measure of delay can be obtained by analyzing the time lags
in the disbursements of funds for public construction programs.
Presently, many agencies require six or more years to disburse a single
fiscal year’s appropriations—even after the funds have been
committed to specific projects (Table 11). For example, although the
Economic Development Administration has one of the federal
government’s better construction management programs, projects
now require one year between approval and construction bids. By
contrast the GAO found that of the 77 projects for which the Corps of
Engineers completed survey investigation or design phases during
fiscal years 1975, 1976, and 1977, an average of 26 years was required
after initial authorization before construction began, Over 12 years
were used for planning and 14 years for reviews and appropriations.?
HUD’s Community Development Block Grant Program has a
construction backlog equal to three years of that program’s annual
budget for construction,* The Environmental Protection Agency hasa
backlog of construction projects exceeding $8 billion—a backlog equal
to two full years of appropriations.5 Many public works projects
funded at least a decade ago are still unfinished.

Similar delays are found in virtually all federal, state, and local
public works construction programs. In aggregate, the value of
projects in the public works pipeline now exceeds over $100 billion
(Table 12).

CAUSES OF DELAY In a complex world, some delay is justi-

fied to allow the consequences of an ac-
tion to be adequately considered, But managerial indifference is too
often the cause. This indifference is often equated with “prudence,” or
with being a “part of the system.” Consequently, little is done to bring
delay under control. Instead, poor planning, unbounded time
consumed in decisionmaking, changing regulations, increased
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Table 11
Disbursement Rates for the Community Development Block Grant

Program, Local Public Works, and the Economic Development
Administration’s Title I Public Works Programs

Year CDBG? LPpwh EDA - Title I¢

Rate at Which One Year of Funding is Disbursed

1 2.6 9.75 4.2
2 0.2 50.95 29.9
3 48.3 29.00 399
4 154 5.97 4.4
5 5.5 3.33 7.7
6 0 L0 5.7

a. The Department of Housing and Urban Development’s Community Development Block
Grant Program. These data include both construction ard non-construction activities, At
present, this program has a backlog of approximately $6 billion—about one-third of the total
funds appropriated since FY 1974. Of this backlog approximately 55 percent are earmarked for
construction. Since this program invests only 25-30 percent of its annual appropriations in capital
items, the backlog represents almost three years of capital funding.

b. LPW disbursement rates are calcuiated from the budgetary data presented in the Budger of the
United States for the years 1977-81, Since the LPW program was initiated in the middle of two
different fiscal years, these data are an aggregate of the speed with which funds were expended.

¢. EDA Public Works drawndown rates are calculated on the basis of EDA disbursements as of
January 15, 1980. Since these calculations are based upon the first quarter of FY 1980, these
estimates slightly overstate the disbursement rates of the program, The EDA totals do notadd to
100 since there are funds as yet undisbursed for fiscal years prior to FY 1974.

litigation, and chaotic administration are the reai culprits in expanding
the time required to plan and construct necessary public works
projects.

Pre-Construction The primary source of construction de-
Delays lays is found in the pre-construction stage
of projects. Essentially the sources of
these construction delays are: '
W Lack of Specific Time Limits—Many regulatory functions are
conducted with virtually no time limits. For example, licensing or
zoning applications may pend for years before decisions are rendered.
Government actually encourages delay, since there are high penalties
for government officials if mistakes are made in accelerating projects.
®  [nstitutional Fragmentation—Often, more than one government
agency is involved in a specific project or activity. For example, most
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Table 12
The Value of the Public Works Pipeline
(Billions of Dollars)

Value of Present Value
Fiscal Year Public Works of Backlog

1980 $ 45.0 $ 437

1979 45.0 30.2

1978 45.0 10.4

1977 43.4 5.6
1976-70 249.1 14.9
TOTAL $487.5 $101.8

SOURCE: These are estimated valugs. The base value of the public works pipeline is the actual
amount of capital construction expenditures as reported by the U.S. Bureau of the Census in the
Statistical Abstract of the United States, 1979 for all governments (federal, state, and local}—
Table 478, This value does not include land costs or most equipment included in these projects.
The value of public works construction for 1978 is unpublished data supplied by the Census.
Values for 1979 and 1980 are estimates.

The present value of the national public works backlog is calculated on the basis of the following
disbursement rates: Year 1—3 percent; Year 2—30 percent; Year 3—44 percent; Year 4—10
percent; Year 5—7 percent; and Years 6-10-—a residual rate of 6 percent, These disbursements
rates are the average of those found in public works programs of the Department of Commerce's
Economic Development Administration and the Department of Housing and Urban
Development'’s Community Development Block Grant Program.

These estimates are based on the value of the backlog as of I October 1980.

public works projects require at least 16 federal certifications—many
from a variety of agencies and many of which have different
procedures and criteria for decisionmaking.

Also decisions are often made at different managerial levels and in
different geographic locations. The conflicts created by this
fragmentation are almost always left to the state and local
governments to resolve. .

B Documentation Delay—All levels of government require
documentation for public works projects. Often state and local
requirements are more time consuming than their federal
counterparts.

® Judicial Delays—A wide array of legislation gives citizens and
public interest groups easy access to court action. Often suits are filed
by opponents of projects to delay construction and to shift costs so as
to assure that a project never leaves the drawing board.
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Although responsibility for pre-construction delays is shared by all
levels of governments, an increasing body of evidence suggests that
much of it is at the local level. An analysis of delays in the construction
grants program of the Environmental Protection Agency has
identified four fundamental sources of pre-construction delays: (1) real
property acquisitions (including easements); (2) lack of local funding;
(3) difficulty in negotiating service agreements; and (4) slow historical
resource investigations.®

The Department of Housing and Urban Development’s Community
Development Block Grant (CDBG) has experienced similar delays
with local governments, and has concluded that the primary causes for
delays were (I} inadequate local project planning; and (2) local
bureaucratic red tape (Table 13).

The delays caused by inadequate planning reflect the fact that at the
local level many federal grants for specific local public works projects
are made on the basis of “concepts™ rather than actual projects. More
specifically, funds are provided for a project idea; the community then
produces a detailed plan, secures architectural and engineering
designs, gets clearances and approvals, secures local funds, buys land,
lets bids, and awards contracts. During this preparatory period, the
project funds remain warchoused, and lose purchasing power as
inflation erodes their value. _

Implementation of the CDBG program at the local level has been
hindered by numerous interagency procedures, local approval
requirements, and local political conflicts, HUD also found most local
governments to be well-versed in the requirements of the federal
government, such as Bacon-Davis standards and environmental
protection rules, but often ignorant of their own local and state laws and
regulations.

Delays in the Actual delays in constructing a project are
Construction Process a minor source of the overall delay. There

are exceptions, of course, such as the con-
struction of the new Hart Senate Office Building, which will require
seven to ten years to complete. However, the majority of the public
works projects require only 6 to 2! months to complete once construction
begins. (Table 14).

THE Unnecessary delays have many direct and
CONSEQUENCES and indirect effects on the national econ-
OF DELAYED omy, including diminished purchasing
PUBLIC WORKS power and productivity growth; postpon-

CONSTRUCTION ed benefits; uncertainty and a loss of
confidence in the pyblic sector.
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Diminished Delay diminishes purchasing power dur-
Purchasing Power ing a period of inflation. For at least the

the past decade the rate of inflation in the
constructioh industry has been higher than general price increases.
Thus delayed projects become more costly to build—diverting funds
from other potential uses. At present the backlog of public works in the
United States that have been funded, but are not yet completed or
under construction, represent a $100 billion pool of funds that is
diminishing in value every day. In such a circumstance delay is very
expensive in terms of lost purchasing power.

Postponed Benefits When delay postpones the benefits of pro-

jects, economic and social side effects can
be serious. For example, as the TVA has had to postpone its
construction of new power plants, it has both substantially increased
capital costs and deferred the operation of a major source of
nonpetroleum electric generation.

San Bernadino’s experience in delaying construction of a series of
community and service centers for the elderly is another example of .
postponed benefits and the loss of purchasing power. In 1975, that
county government decided to build the centers for the eiderly, but
elected to accumulate construction funds for them at the rate of one-
third of total project costs per year. By the time the funds were
accumulated, the county found the monies it had set aside were
inadequate to finance the program—inflation had done its magic.
Thus, the county was obliged to decide whether to reduce the size of the
centers, to cancel some of them, or to divert funds from other prOJects
to complete the project.

Uncertainty and Major public works projects are increas-
Loss of Confidence ingly affected by litigation, by changing

social and political conditions, by chang-
ing technology, by changing public regulatory actions, and by
inflation. As the time required to complete a project is extended, the
project is exposed to increasing uncertainties and risks.

The construction of any major waterway, flood control project,
mass transit system, reservoir, or highway provides examples of
projects initiated and constructed under conditions of growing
uncertainty. As time needed for pre-construction activities continues
to expand, construction cost containment is virtually impossible.
Construction firms cannot negotiate long-term, fixed-fee contracts
because of inflation. Also regulatory requirements change and there is
little assurance that today’s requirements will be the same tomorrow,

Moreover, major projects require political, social and economic
accord which is difficult to maintain when conditions of uncertainty
exist.
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The private sector is affected by uncertainty as well. Firms are
reluctant to invest in ventures dependent on public infrastructure that
is either nonexistent or in poor repair. Ultimately, uncertainty causesa
loss of public confidence in government and in government leaders.

REFORMS Unnecessary delays can be eliminated.

Several basic reforms are necessary to
control time management—some of them can be accomplished
quickly; others will take time. All are important.

Short-Term Actions The first and most needed short-term ac-

tion is to reduce the $100 billion backlog
in the public works pipeline. Since the majority of the funds in this
backlog represents appropriated, but unused federal funds, the
principal responsibility for identifying and initiating reforms resides
with the Office of Management and Budget and the respective federal
agencies. State and local agencies should be involved when appropriate.
The following actions might be taken:

1. Identify the backlog of public works obligations by fiscal year, by
specific project, and by specific funding agency.

2. Divide these obligated, but undisbursed, funds into five
categories:

A. Projects which are permanently stalled.

B. Projects which are salvageable, but are stalled due toa variety of

factors (lack of local matching funds; inability to meet regulatory

requirements; rising construction costs; etc.).

C. Projects under construction but which could be accelerated in

order to reduce or eliminate further delay.

D. Projects that are on schedule but which require no action.

E. Projects on schedule but which could be accelerated.

‘Those projects already funded which appear to be terminally stalled

should be closely assessed by the individual funding agencies. If thereis
no, or only a remote, possibility that these individual projects will enter
the construction stage within a specific time, such as nine months, the
funds allocated to these projects should be de-obligated and re-
programmed so that other projects can make use of these funds.

In order that communities with stalled projects are not unduly
penalized, the funding agency could create procedures for re-funding
the project within a specified period of time, such as two years. During
that period, the community would have the right to re-assess the
project. If it is determined to be still feasible and all requirements for
construction are met, the de-obligated project would be given priority
status for re-funding consideration.

Funds freed under such a de-obligation process could then be
channeled to other projects ready for construction, could be used to
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fund new projects, or could be used to supplement existing programs
which have been halted by inflation.

The backlogs under block grant programs, such as the CDBG of
HUD and facilities grants from EPA, could be reduced through the use
of a forward-funding concept. Using such an approach, communities
able to use construction funds expeditiously could request and receive
advance funding based on their future entitlements. Advance funds
would come from the agency’s existing backlog.

The expenditure of funded block grant programs, such as HUD’
CDBG program and the construction programs of EPA, would
produce substantial benefits including:

8 Increased purchasing power.

B Improved services to the public.

® Counter-cyclical employment in construction and construction-
related industries,

A sound management action that can be taken is to identify system-
atically impediments to the construction of funded projects. These
impediments should be analyzed to determine:
® Their nature and source.

B Organizations responsible for the delays.

@ Actions necessary to reduce or eliminate delays.

B A timetable for project completion.

B Actions necessary to change legislation, policies and operating
procedures to eliminate future delays,

Such analysis could be rapidly completed given the expertise that
does exist in the public works agencies,

Long-Term Actions A number of long-term policy and admin-

istrative reforms to improve time man-
agement are both possible and appropriate. This can (1) reduce delay,
and (2) minimize the cost of those delays which do occur.

Improved time management will involve many actions, some of
which may seem unimportant but which in aggregate will reduce delay.
For example, HUD has prepared a guide for local officials on
streamlining land use regulations.” This guide identifies many. small
but important steps local officials can take to simplify land
development reviews at the pre-application stage, at the staff review
stage, and at the public official review stage. Many of these actions are
simple, commonsense approaches—such as arranging an early pre-
application conference between the applicant and staff persons from
the reviewing departments of local government. The identification and
resolution of dozens of small impediments can substantially reduce
delay.

The following basic measures, coupled with dozens, even hundreds,
of other ingenious implementing actions, can make substantial
contributions to reducing government-induced delay.
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B Creation of Public Works Time Management Standards and
Monitoring Procedures. Time management standards and procedures
are nceded throughout government. Reliable and consistent indicators
for decisionmaking and government action can be established
relatively inexpensively. When such information is available to
administrators, to the Congress, and to the public, it will be possible to
identify policy and administrative changes which can enhance
program effectiveness and efficiency. A number of basic indicators are
required for the creation of effective standards:

a. Chronological data are needed on time requirements for
construction of various types of public works projects. These data will
help in finding the causes for delay.

b. Time limitations for all applications for government funds
should be established.

¢. Deadlines should be established and monitored for the time
consumed between project funding and actual expenditure.

d. Unexpended balances of funds in each program for present and
past fiscal years must also be monitored. Using this information,
accurate norms for expenditure rates could be created. Deviations
would indicate the need for policy or administrative changes. These
data are already available in each public works agency, but a standard
format and reporting system are lacking.

B Create Personal and Institutional Incentive. Among other
considerations, public managers and employees must be rewarded or
penalized according to how well they manage time.

Beneficiaries of federal and state grant-in-aid programs also need
incentives for expeditious use of grants and other funds. Several such
incentives are possible, and could include “use it or lose it” provisions
linked to specific time frames and qualitative considerations. The
impediment to such “either/ or” incentives is legislation which does not
permit reallocation of funds. For example, if EDA makes a public
works grant commitment and the fiscal year ends before the funds are
expended, those funds cannot be reallocated. If reprogramming were
permitted, communities with inordinately slow expenditure rates
could lose their grants and the unused monies transferred to areas
where funds could be put to immediate use. The very existence of
reprogramming possibilities could serve as an incentive to action. The
effectiveness of this approach has been demonstrated in the
Appalachian Regional Development Program.

Another possible means for creating incentives and simultaneously
ensuring the efficient expenditures of funds is the use of previously
described “forward-funding.” Forward-funding would permit well
managed communities to complete projects more rapidly, thus
avoiding cost overruns caused by inflation. Slow draw-down
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communities would not be penalized more than they already are by
their delays since they would retain the right to their entitlements.
Thetr penalty would be the receipt of inflation-ravaged funds. At
present levels of inflation, EPA would secure at least §I billion of
increased purchasing power annually from its $8 billion backlog by
such an improved money management plan. This approach can be
adapted by virtually every federal grant agency.

Agencies should also limit the amount of their funds that can be used

for overruns. In most federal public works programs, over ten percent
of all new public works funds are used to finance overruns on prior
commitments., If the financing of overruns is shifted to state
government and local communities, inceutives for the expeditious use
of funds are created. However, where delay is caused by the federal
government, it should bear overrun costs.
W [mproved Planning of Government Actions. Government
activities are often poorly planned. Short time horizons are the norm
rather than the exception. Often little attention is given to indirect
consequences of policies oractions. A major reform in HU D programs
has been to require communities receiving CDBG funds to prepare a
threeyear plan for projected use of these monies. This improved
planning permits better citizen participation, beiter project
consideration, and the more expeditious use of funds when they do
become available. This form of planning is one of several reasons why
HUD in the past two years has been able to accelerate the use of its
funds.

The creation of two-step funding is another major innovation that

would expedite the use of actual project funds. Small amounts of
funds—as little as two percent of project costs-—can be set aside very
carly for engineering, preliminary regulatory requirements and
securing local matching funds. Major project funds would not be
extended until these requisites had been met. Thus, when major funds
are made available, they can be immediately used rather than being
stored for one to three years. This pre-planning can significantly
reduce delay and assist government to keep its money at work in
projects—thus getting more for each dollar committed.
B Creation of Mediation Processes. The federal government has
long sponsored the Federal Mediation Service in the Department of
Labor. This service uses both staff and consultants to ast st in neutral
mediation between management and labor. Using a variety of
techniques they have assisted in resolving conflicts in hundreds of
situations which otherwise would have been long delayed.

The mediation service is needed for public works and other projects
which are stalled because of conflict. Examples of the range of disputes
which can be settled through mediation are found in the experiences of
the Institute for Environmental Mediation located in Seattle,
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generally decided by the courts. Generally, these actions begin at the
lower court level in the federal or state judicial system and work their
way upward. Present appeals processes are time consuming. since
fixed time schedules are rarely used. The process is made even more
difficult and time consuming since appeals can be initiated in one of the
many courts (scattered in several locations) with judges having little or
no technical background on the questions at issue. There are a number
of working models that could be adopted to expedite the appellate
review process without sacrificing any quality of decisions—perhaps
even improving the quality and consistency of decisions. Forexample,
a streamlined appellate review process could be established. Insuchan
approach, all appeals from permit or regulatory decisions in
connection with a single development activity, such as land use
regulation, could be combined in a single appellate review process.
This would permit not only more expeditious decisions, but also the
use of specialized staff and thus better decisions. Streamlined appellate
processes can be structured while assuring access to all interested
parties and therefore significantly reducing unnecessary and costly
delay.

FOOTNOTES TO CHAPTER 4

1. Choate, Pat, As Time Goes By: The Costs and Consequences of Delay, The Academy for
Contemporary Problems, Washington, .C., 1980,

2. This is a calculated value based on a backlog of construetion of $100 billion, an average delay
per project of one year, construction and related inflation at 12 percent per year and interest rates
for interim construction at 12 percent,

3. General Accounting Office, Ways 1o Resolve Critical Water Resources Issues Facing the
Nation, Washington, D.C., p. 7.

4. United States Department of Housing and Urban Development, C28G Program Status by
Government Unir, Working Report, Washington, D.C., January, 1980,

5. United States Environmental Protection Agency, Construction Grant Projects Not Under
Construction, Washington, D.C., June, 1980.

6. United States Environmental Protection Agency, An Internal Analysis of the Causes of
Construction Delays in the Construction Grant Projects, {unpublished), Washington, D.C.,
1980,

7. United States Department of Housing and Urban Development, Local Capital Improvements
and Development Management, Washington, D.C., June, 1980.
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GETTING MORE FOR THE
PUBLIC WORKS DOLLAR:
REDUCING FRAUD AND
ADMINISTRATIVE WASTE

The precise magnitude of the funds lost through fraudulent practices
or poor construction is impossible to estimate. The number of
indictments and convictions for public works related fraud suggests
that such fraud is widespread. Its reduction would be a major means of
increasing the usable funds for public works projects. Any fraud or
substandard construction is too much.

The problems include: (1) pay-offs, price-fixing, and influence
peddling in the pre-construction stage; and (2) defective work,
exhorbitant costs and extortion in the construction stage.

PRE-CONSTRUCTION There are many kinds of illegal practices
FRAUD involved in zoning, land purchases,

architectural/ engineering awards, and
construction contracts. In 1980 the Justice Department obtained
indictments against 34 companjes and 41 individuals in four states
for conspiring to raise prices and allocate highway construction con-
tracts. That investigation is continuing in other states.

Awards of architectural/engineering contracts on the basis of
“contributions” to political parties is virtually institutionalized in
many states and communities. The Tennessee Journal reports that
architects and engineers seeking state business have known for decades
that professional competence is not enough: political acceptability—as
gauged by money contributions for gubernatorial and legislative
races—is also required.!

In Massachusetts, the corruption commission found several
instances of architectural firms generating substantial “political” funds
from corporate monies—even though such corporate contributions
have been illegal since 1946.

When firms “buy the job” through political contribution, the public
can have little expectation that either the best firm has been chosen or
that the public interest will be paramount in the subsequent
construction. Such practices néed not exist. Upon becoming Governor
of Tennessee in 1979, Lamar Alexander reformed the process selection
for architects and engineers used in state projects. By adapting
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selection guidelines prepared by the American Institute of Architects, a
board chosen from professional organizations makes recommenda-
tions for the selection of architects and engineere. The state has also
begun providing a public notification of proposed state construction
projects. Previously, firms learned of potential projects from
individuals and the relevant agencies on an ad hoc basis. The Com-
monwealth of Massachusetts is adopting major reforms in manage-
ment of its public works expenditures, including creation of an
independent inspector general.

CONSTRUCTION Fraudulent construction practices inflate
FRAUD AND POOR project costs or result in deficient
CONSTRUCTION construction or both. A blue ribbon panel

investigating bribery and corruption in
award of public construction contracts in Massachusetts recently
reported that over $6.4 billion of state and county building
construction in the period 1968-1980 is defective, requiring repairs
costing more than $2.1 billion (over $857 per Massachusetts resident).?
The panel cited a variety of examples of defective work: At the
University of Massachusetts, a toilet fell through a new, poorly-
constructed floor when a student sat on it; an incompleted parking
garage in Haverhill is already falling down, prompting local residents
to demand its demolition; in Worcester, the county jail was built with
cells that don’t lock.? Although more than 60 percent of the state and
county building work in Massachusetts in the period 1968-1980 was
defective, such a high rate is probably not the norm for the nation asa
whole. Corruption exists because of the lack of oversight by public
agencies or collusion by responsible public officials.

Although the nation badly needs additional funding for public
works projects, it will be difficult to secure voter approval for such
funds if fraudulent activities are widespread and reform efforts are few,
Thus, a prerequisite to national, state, and local efforts to build or
rehabilitate essential public infrastructure is the elimination of fraud.

It will not be easy. The continued identification and prosecution of
firms and individuals that engage infraudulent activities are a minimal
step. Indeed, a comprehensive review of the adequacy of present
federal and state justice activitics as to level and focus of effort is clearly
needed. Resources put into such investigations will undoubtedly be cost
effective in terms of reducing fraud.

Other measures should be taken to preclude the opportunity for
many corrupt practices. The following actions would be a good
beginning:

1. Standards for construction of various types of public works
projects are required. Since the federal government supplies almost
one-half of the funds for the nation’s public works projects, and thus
has the largest vested interest in preventing fraud, it should take the
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lead in involving state and local government units, professional
associations, and the construction industry in designing and applying
such a set of standards. (In some public works areas, such standards
already exist.) Such standards are necessary to provide an analytical
framework for architectural/ engineering design competition, funding
decisions, and conastruction contract awards.

2. Public notification should become a standard procedure for all
public works design, engineering, and construction contracts, Ad hoc
notification approaches create the climate for fraud and favoritism.

3. Multiple oversight of public works activities is required. Such
oversight should include funding agencies, independent inspector
generals and local, state, and national legislative bodies. Perhaps the
best and most easily replicable example of effective agency oversight of
public works projects is found in the Economic Development
Administration’s public works program. Since its inception in 1965,
that agency has had no scandal due to fraudulent public works design,
engineering, or construction practices with its regular programs. At
the same time EDA is a very small federal agency with total staffing of
less than 1,000 persons. Its success is due to the following procedures:

a. The agency permits the recipients of its funds to use up to six
percent of project funds to employ private architects and engineers.
EDA engincers perform expert.reviews of all projects at all stages.

b. ‘At the pre-funding state, EDA engineers review proposed plans
and cost estimates. If costs or designs are unreasonable, the project
is rejected.

c. After a project is funded, the EDA Construction Review Division
gives the community and architects/ engineers a specific procedure to
follow that includes competitive bidding for construction and ongo-
ong detailing of expenses. EDA delegates to the private architects/
engineers construction oversight responsibility. However, at regular
intervals, EDA engineers do full and partial review inspections of
work on-site, and EDA staff commonly attend sessions when the
principal competitive bids are opened. ,

The EDA procedures are both effective and efficient. Moreover,
they are popular with project recipients and with architects and
engineers because they are clear and equitably enforced.

In addition to oversight by agencies, increased Congressional
oversight of fraudulent practices is needed.

4, Warranties on work are required. In addition to prosecuting
individuals and firms that abuse the public through shoddy work, the
public needs the assurance that defective projects will be replaced at
little or no public cost. The $2.1 billion cost of repairing shoddy work
in Massachusetts indicates the need for substantial warranties on
public construction. Moreover, warranties are worthless unless
enforced. Procedures are required for explicit and public waiving of
warranty by public officials when they are not to be exercised.
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A side benefit of design, engineering, and construction warranties
will be reviews of firms and practices by insurance firms (much as they
now do in private construction activities). While warrantics may add a
small amount to project costs, in the long term they will be a major
deterrent to fraud and thus ultimately inexpensive. Certainly the
people of Massachusetts would be better off today if their many
defective projects had been covered with warranty insurance.

5. Standards are required to hold public officials personafly
accountable for their oversight of public works projects. Such
accountability should include financial responsibilities for inadequate
oversight and related derelictions of duties. Public officials can best
be expected to put their heart into meeting their oversight
responsibilities when they are personally liable for any incompetence
or corruption associated with their work.

6. In Massachusetts the creation of a state corruption commission
provided a mechanism for identifying and analyzing fraudulent
practices that required reform. A similar national effort is required.
Because of the prevalence of fraudulent public works activities and the
need to reduce such abuses, a temporary Federal Commission of
Public Works Design and Contracting should be established by the
President and the Congress to identify specific actions necessary to
reduce fraudulent public works activities.

WASTEFUL Present administrative practices for pub-
PROGRAM lic works are wasteful. There is no co-
ADMINISTRATION herent approach to public works policy

in the Executive Branch of the federal
government, Policy setting has been dominated by individual
Congressional committees, each pursuing different and sometimes
inconsistent goals.

The GAO reports that there are wide variations in the capital
budgeting procedures used by the individual agencies. No standards
now exist for federal programs. Fundamental information used to
guide the nation’s public works investments is either non-existent,
incomplete, or incomparable. For many types of service provided by
public works there are no uniform service standards. The nation has
neither an inventory of its capital stock nor assessments of its
conditions—basic information that is necessary to establish priorities
for future public works investments, rehabilitation, maintenance, and
operation—nor any basis for making such assessments. The three
agencies of the federal government which do collect information-about
public works are located in the Department of Commerce, but use
different definitions, different geographic boundaries for reports, and
different time periods. This reflects both their differing uses of the data
and the lack of focus brought to public works data collection (Table
15).
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Table 15

Summary of Public Works Data Strengths and Weaknesses by Source

Source

Strengths

Weaknesses

Bureau of the Census
Governments Division

Data are centrally compited

Comprehensive governmental
coverage

Distinction between PWI ex-
penditure types

Grouping by functional category

Spatial detail on state and local
PWI

Comparability between rev-
enues and expenditures

Absence of quality control
measures

Absence of spatial detail on
Federal PWI

Lack of functional detail for
PWI below national level

Imprecise functional definitions

Missing linkage between gov-
ernmental revenues and PWI

Measurement in current dollars
only

Measurement on fiscal year basis

Changes in functional detail
over {ime

Construction PWI is not value
put-in-place

Lack of a consistent time series
on individual small local
governments

Use of obligations to measure
Federal equipment PWI

Bureau of Economic
Analysis

Data are centrally compiled

Comprehensvie governmental
coverage

Distinction between PWI ex-
penditure types

Detailed functional breakdown
at national level for state and
local PWI

Measurement on calendar year
basis

Measurement in both current
and constant dollars

Compatibility of PWI with
national income and product
accounts

Construction measured as value
put-in-place

Absence of quality control
measures

Lack of functional detail for
Federal PWI

Absence of spatial detail

Missing linkage between gov-
ernmental revenues and PWI

Exclusion of land purchases

Use of obligations to measure
Federal equipment PWI
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Tabte 15 (Continued)
Summary of Public Works Data Strengths and Weaknesses by Source

Source Strengths W eaknesses

Federal Information Data are centrally compiled Federal obligation data only

Exchange System o . . . -
g8 5Y Consistent with OMB reporting [ PWI not separately identified

rocedures . .
P Absence of quality control
Conducive to analysis by measures
® Function Meas . rent doll
* Location easlurement 1 current dollars
e Type of Assistance only
® Agency Measurement on fiscal year basis
Reliability of data below state
level
Changes in functional classifica-
tions over time
Independent Surveys: | Precision control over data Limited spatial coverage

. . collection and management .
a. On-Site Visits & Measurement in current dollars
Linkage between revenues and

PW! expenditures Measurement on fiscal year

basis
Identification of maintenance
and renovation expenditures
b. Mail/ Phone Precision control over data Limited agency coverage
Surveys collection and management . .
Y & Incomparability between dif-
Spatial and temporal coverage ferent types of outlays

Measurement in current dollars

Measurement on fiscal year basis

SOURCE: U.S. Department of Commerce, A Study of Public Works Investment in the United
States, Washington, D.C., 1980

-Senator Robert Stafford of Vermont has declared federal policies
on the construction, leasing, alteration and repair of government
buildings that house federal workers to be in such an advanced state of
disarray that they are actually “attracting confusion and influence, if
not exorbitant waste; favoritism and scandal.™

Two examples illustrate Senator Stafford’s point: (1) Present federal
lease practices permit private entrepreneurs, often at virtually no risk,
to finance, construct, and lease to the government for up to 20 years
buildings having useful lives far in excess of these lease periods. Yet at
the end of these leases, the entrepreneur owns the building and, as
Senator Patrick Moynihan has commented, “the government is left
with a stack of rent receipts.” During the past decade, this practice has
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expanded—federal office space under lease has increased 117 percent
to over 102 million square feet, and the amount of government-owned
space under the management of the General Service Administration
(GSA) has declined.’ (2) A major portion of the GSA lease obligations
are not reported in any budget. For example, the budget submitted to
the Congress by the President in January 1980 requested $112 million
in budget authority for GSA to make or renew leases on buildings.
Upon investigation, the State Committee on Environment and Public
Works determined that approval of this request would actually
obligate the government to rental payments of approximately $1.03
billion during the fiscal year 1981 and the succeeding years of these
lease commitments. This “omission” of $925 million of future
obligations is altogether unreported anywhere—neither in the regular
budget nor elsewhere “off-budget.” Although billions of dollars of
federal funds are involved, the aggregate amount of GSA lease
obligations from commitments of prior years remains unreported in
the budget process. Reform of these practices has been a major agenda
item of this Senate Committee, but obstacles have delayed progress.

There is also an absence of policy and administrative coherence for
the annual $40 billion plus of public works assistance the federal
government provides to state and local governments as well. Single-
year funding and divergent criteria for the financing of similar types of
facilities among the many federal funding agencies imposes major
burdens on recipient state and local governments. For example, state
and local capital budgeting is made dependent on annual changes in
priorities, commitments, and funds from federal sources; excessive
administrative obstacles are created in the use of federal funds;
bureaucratic rigidity prevents the pooling of scarce public resources
from several federal agencies to finance common projects; and, often
there are duplications in some projects, while in other cases critical
national and local projects are omitted.

For example, the federal financing of public works is heavily biased
towards new construction. Many federal programs do not permit the
use of funds for maintenance and rehabilitation. This bias induced
many communities that are dependent on federal financing to forego
maintenance and rehabilitation of basic facilities. Consequently, many
existing public works facilities are allowed to deteriorate when limited
funds for rehabilitation could restore them at a substantially lower cost
than required for new construction. For example, the General
Accounting Office reports that the old cast iron water mains in many
cities could often be restored to an aimost “new” condition through in-
place scraping and relining at a cost between 30 and 50 percent of
replacement expense.” In many cases not restoring these facilities
results in wasting past investments that could be salvaged at less cost
than new expenditures.
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Attempted Many studies have documented the ad-
Management Reform ministrative confusion, excessive bur-

dens, impcdiments to private sector
investments, barriers to the use of multiple financing sources, and lack
of priority-setting procedures in a variety of public programs, includ-
ing those involving public works expenditures.

Efforts have been made to correct these deficiencies—reorganiza-
tion; introduction of planning requirements; interagency task forces
and interagency cooperation agreements (such as the Under-
Secretaries and Assistant Secretaries Working Groups); centrally
directed program simplification efforts; A-95; intergovernment review
processes; and legislative coordination. Almost all have failed.

Reorganization and Public Works—One of the most atiractive,
most often attempted, and least successful options to bring policy and
administrative coherence to the functions of government-—including
public works—have been efforts to reorganize. Since 1948, there have
been 28 major but unsuccessful attempts to restructure and consolidate
federal economic policymaking—now delegated to 33 separate
departments and agencies owiside the Executive Office of the
President.® None were successful.

Salamon suggests that reorganization is nothing more than the
continuation of politics by other means.? Reorganization for economy
or efficiency is rarely successful—the sums saved are often small in
comparison to the cost of the effort; increased efficiencies are either
miniscule or impossible to measure; and those savings which are
achieved generally come from programmatic changes that could have
been made without reorganization in the first place, rather than from
the reorganization itself. Efforts to achieve policy effectiveness
through reorganization always seem to slowly wind up concentrating
on institutional fragmentation as the primary impediment to coherent
policymaking—which it rarely is. Salamon concludes that most
reorganizations are used to:

downgrade or get rid of an unwelcome official, to secure a change in
Congressional venue, to bury a program, to change an agency’s image,
to give the appearance of action, to convey an impression of managerial
confidence, to pay off a political debt, to forestall more radical change,
to remove an agency from the budget or put it in, to shield an activity
from congressional scrutiny or gain access, representation, visibility,
and a secure institutional niche for a particular interest.

Interagency Coordination—Federal administrators have frequently
resorted to the use of working groups composed of senior officials
(career and appointed) representing various agencies involved in
common or shared responsibilities as a means of solving policy and
_operational problems and “negotiating” working arrangements. Such
groups have included the Under-Secretaries Groups, Assistant
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Secretaries Councils and other special purpose task forces. Recent
efforts include the 1978 Urban Policy; the 1979 Rural Policy; and the
1980 Economic Renewal Policy.

Such approaches consume time and often substitute form for
substance, are “fragile” because of the ascendancy of personal
influence over such substantive matters as budgeting or policy
objectives; and are operationally ineffective, for they generally fail to
include regional, state, and local federal offices in policy, planning or
budgetary decisions. Even when effective such relevance is generally
short-lived because personalities that make such approaches work
often change,

Program Simplification—There have been many attempts to
simplify the administration of federal programs, including the block
grant approach. Yet, considerable divisiveness and duplication exist
even in those programs which have been “simplified.” The Joint
Funding Simplification Act of 1974 (Public Law 93-510) provided
means for several federal agencies, state and local governments, and
private (or even non-profit) organizations to negotiate and operate
programs under a single formal and binding agreement that
simultaneously committed several agencies to a common program of
work.

However, during the period 1974-1978 the Act was used only 10
times. OMB, in an analysis of the Act, concluded that the Joint
Simplification Act was not successful because: (1) federal agencies
were not committed to using joint fundings and often refused to relate
their own programs to common objectives; (2) there was a widespread
ignorance of the Act and few persons knew how to use it at either
federal, state, or local levels of government; (3) since the Act was
permissive, many federal agencies ignored it; and (4) OMB itself had
not provided adequate or timely leadership, support or oversight to
assure implementation of the Act by federal agencies,?

Another attempt at simplification of federal requirements, the Rural
Facilities Simplification Process, adopted in 1978, attempted to
consolidate many of the federal administrative and application
procedures that small, non-metropolitan communities must follow to
secure funds from various federal programs. This effort, unlike many
others, has successfully reduced and simplified many of the application
requisites for joint projects and for determining which of several
agencies will accept responsibility for a particular project. To date,
however, concentration has been in pre-funding phases of proiects and
little attention has been given to simplifying and accelerating
construction of projects once funding has been made,

The Intergovernmental Review and Comment Process—More than
200 federal programs now require that individual projects be reviewed
by the concerned State and areawide planning institutions before
sponsoring federal agencies will fund them, While this regulation has
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been beneficial as an information exchange, it has done nothing either
to reduce duplication among federal and state programs or to
standardize multiple planning and administrative requirements. Also.
the federal government is frequently unresponsive to negative reviews
of projects, effectively discouraging substantive comments. If this
program is to be effective, even as an information exchange, a number
of improvements are needed, including: full compliance by federal
agencies; improved cooperation among areawide planning bodies;
clearer and more timely information about projects and their impacts;
more funding for the A-95 clearinghouses; better training for A-95
staff; and a substantial reduction in paperwork involved in the A-95
process.

Convening Authorities—Another attempt to bring policy and
program focus has been the use of convening and coordination
authorities; the Congress and a succession of Presidents have passed
legislation and issued Executive Orders giving Presidential appointees
the “right” to call meetings with their peers to coordinate their mutual
actions. Specifically, the Department of Housing and Urban
Development has been given the authority to call meetings of the
federal agencies engaged in urban development; the Department of
Commerce has such authority for multi-state or regional development;
and the Department of Agriculture has such authority for rural
development. Upon closer examination, however, these authoritics are
meaningless. They only authorize the agency officials to call
meetings—a prerogative they had without Ilegislation. More
importantly, these agencies are not empowered to enforce decisions.

Planning and Public Works—During the past two decades, there
has been an increasing reliance on planning programs financed by the
federal government but conducted by state or local institutions. In
1978, the Advisory Commission on Intergovernmental Relations
(ACIR) inventoried federally sponsored planning programs.!! The
ACIR found:

B There are 40 federal planning assistance programs in the fields of
economic and community development; environmental protection;
transportation; energy development; social services; public safety; and
general policy development and management,

M Federal planning requirements are now attached to approximately
150 federal aid programs.

The net effect of most federal planning programs is to impose on
state, regional and local agencies duplication, disorder, and discord.
As a result, most public planning is done chiefly to meet federal
regulatory requirements or to secure federal funds. Planning
requirements per se have proven to be neither an effective means of
coordinating various federal programs, nor an effective link between
federal, state and local management because: (1} The federal and state
grants-in-aid programs operate separately without overall specific
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goals or objectlves Accordingly, agencies define their goals and
objectives in terms of parochial, political, bureaucratic, and
ideological considerations which often reflect agency wishes rather
than the need of the public. (2) Virtually no attempts are made in
planning to focus the many functional programs that may exist in a
particular public works arena, such as water treatment, where there are
seven district federal programs operating independently of each other.
(3) Planning d oes not take into account the often disruptive, significant
side effects and unintended consequences which result in the long term.

All of these efforts by Congress and the Executive Branch were
attempts to achieve rationality and coordination among federal
programs that do similar or related things in the same places. They
were not sufficient to overcome the core problem that federal public
works policy is made in a disjointed way by many individuals in many
agencies and many legislative committees.

All of the tools were “band aids.” The time has come for a more
sweeping and difficult approach but one that has some chance of
success—a capital budget.
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A CAPITAL BUDGET FOR
THE UNITED STATES

The federal, state and local governments have long used budgets as a
device for bringing policy and administrative coherence to their
operations. Virtually all major corporations, all state governments,
and most local governments use capital budgets as basic policy and
administration tools. Some states such as Pennsylvania and some cities
such as Cincinatti, Ohio now include life-cycle costing in their capital
budgets.

A major flaw in federal public works policymaking and program
administration is the absence of national public works investment
policies and a supporting capital budget.

This omission is no accident. It is the consequence of explicit
decisions not to have a capital budget. It is explained in the Special
Analysis: Budget of the United States Governmeni—1981 as follows:

The Federal Government has never produced a capital budget in the
sense of one in which capital or investment-type programs are financed
separately from current expenditures. One major reason is that acapital
budget could be misleading as a measure of the government’s effect on
the demand for economic resources. Another is that such a budget might
favor programs with intensive expenditures for physical assets, such as
construction, relative to other programs for which future benefits
cannot be accurately capitalized, such as education or research.
Likewise, physical assets might be favored relative to current operations
in any given program, since deficit financing for capital would be easier
to justify. A capital budget would also pose formidable accounting
problems involving the measurement of depreciation on government
property—[and] there are also inevitable classification difficulties.’

The annual Federal Budget of the United States submitted to the
Congress each year presently contains three fundamental components:
(1) the basic budget in overview; (2) a detailed budget appendix; (3) the
special analyses. The special analyses are designed to highlight
specified program areas or provide other significant presentations of
federal budget data. These special analyses help bring policy and
administrative overviews to 12 areas of major federal concern.

The preparation of one of these analyses, the special budget analysis
of federal credit programs, demonstrates how useful a comprehensive
annual accounting of fragmented federal activities can be. The federal
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government is engaged in numerous credit activities, including
financing housing, rural electrification, support of rail programs, and
the Export-Import Bank among others. These credit activities have
major effects in both national and world credit markets. However, the
assessment of these impacts was not possible until a standardized
classification and accounting system was created to provide an
overview of: (1) direct loans from the federal government; (2) federal
guarantees of private lending; and (3) lending by privately-owned
government sponsored enterprises. Once this analysis was created, the
magnitude of these credit activities became clear. For example, the
aggregate value of the federal government’s loan guarantees now
exceeds $239 billion. In fiscal year 1980, the on-budget and off-budget
direct loan activities of the federal government exceeded $50 hillion.2
With accurate data, OMB is now able to better manage federal credit
activities.

A thirteenth special analysis is now needed. The creation of a
national capital budget analysis would permit a similar overview of the
federal government’s capital expenditures and commitments. As with
the annual Federal Credit Analysis, it would permit consideration of
public works activities in light of other national needs such as funding
for social programs or for defense. It would also permit construction,
rehabilitation, maintenance, and operational requisites to be explicitly
considered.
~ The technical success of OMB in annually creating 12 special and
complex budget analyses demonstrates that OMB can surmount the
accounting and classification problems which might arise in creatinga
national public works capital analysis and a national public capital
budget.

The Congress has demonstrated concern about the need to bring
structure and focus to the federal public works investments, For
example, the House of Representatives’ Public Works Committee in
1974 sponsored research and hearings resulting in a call for the
creation of a National Public Works Investment Strategy.? [n 1976, the
Congress directed the Department of Commerce to prepare what
eventually became the 1980 report, 4 Srudy of Public Works
Investment in the United States. The Congress held hearings and
ordered that the studies be conducted on the use of public works asa
counter-cyclical device in both 1978 and 1980. In 1980 the Committee
on Environment and Public Works introduced legislation to create a
systematic Federal Public Buildings Policy.* Numerous other
committees of the House and Senate have conducted hearings and
have sponsored studies on the deterioration of the nation’s public
infrastructure.

The time has come to annually prepare a special capital analysisin
the President’s Annual Budget and to create a national public works
capital budget.
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ELEMENTS OF A A national capital budget would consist
CAPITAL BUDGET  of three essential components: (1) current

and projected capital needs and expend-
itures; (2) current and projected operation and maintenance needs and
expenditures; and (3) sources of financing.

Capital Expenditures  The budget would identify capital in-
vestment needs and (1) proposed federal
investment in facilities to be used by federal government; and (2)
proposed federal grant-in-aid financing of public works for state and
local governments, Priorities would be identified. Both current and
future (perhaps up to ten years) investments would be identified. To be
useful for policymaking and program management, this information
would ideally be disaggregated in a variety of ways, including:

(1) A division of investments by types of facilities such as
aggregate investment in transportation, water treatment
facilities, flood control facilities; airports, etc. This would be
further divided by region or state. These two types of
classifications could be used to prepare priority lists for
investment both by types of facilities and areas. Among other
information required to make such decisions would be analysis of
the condition of existing facilities, quality of services provided,
projections of future demand and estimates of alternative future
investment costs. :

(2) The identification of proposed public works investments
by individual federal agencies. This would permit analysis of the
roles of agencies when more than one makes the same type of
investment. (For example, seven federal agencies now invest in
water treatment facilities, each using differing policy and
administrative criteria).

(3) The breakdown of capital expenditures between new
construction, rehabilitation, land purchases, purchase of existing
buildings, etc. (Such a breakdown would permit an assessment of
where existing programs favor new construction over rehabilita-|
tion, and would facilitate life-cycle costing). !

(4) A distinction between economic development investments
‘and_those public works related to basic community services (for
example, industrial parks versus creation of recreation facilities).

Operation and A national capital budget would include
Maintenance projections of the funds needed for
Expenditures operation and maintenance of federally-

financed public works—by program, by
type of project, and by area. Capital stock create demands for
operation and maintenance funds. To avoid deferring maintenance
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and to insure funds to operate essential facilities, a number of cities,
such as Cincinatti, Ohio, and Waco, Texas, will not consider making
new capital construction unless there is a long-term assurance of long-
term operation and maintenance funds. Similar standards are
necessary for facilities whose construction and rehabilitation are
wholly or partially funded by the federal government. '

Sources of A national capital budget would classify
Financing public works investments (i.e., con-
struction, rehabilitation, maintenance,
and operation) and identify the responsible level of government for
financing both specific categories of public works projects (roads,
water supply, etc.) and the specific activities associated with those
projects (construction, rehabilitation, maintenance, and operation).

POLICY AND A national capital budget could bring new
MANAGEMENT coherence to public works policy-making
USES OF A and program management by providing
NATIONAL CAPITAL a framework for legislative and admin-
BUDGET istrative decisions.

A capital budget would permit public
works policymaking and program administration to be considered
within a consistent framework of topics and subtopics. It would permit
a greater degree of simplicity, and would lend validity and significance
to decisions. Among other issues a national capital budget would
provide a framework for analyzing in a systematic manner:

1. The aggregate requirement for domestic non-defense public
works investments in the face of such other pressing claims such as
national defense and social programs.

2. The relationship of public works investments to national defense,
social, and economic development objectives.

3. The impacts of government regulatory actions on public works
investments and operations. For example, mandated investments to
assist the handicapped on public transportation threaten to bankrupt -
some public transportation systems such as those in New York City.

4, The consequences of allocations of limited public works funds as
between new construction, rehabilitation of existing facilities, and
operation maintenance.

5. The social and equity issucs associated with the distribution of
public works funds among and between various regions.

6. The sources, consequences, and alternative financing sources of
public works projects and their operation.

Capital budgeting is ultimately a political process through which
resources are allocated to meet a variety of objectives. The creation of
such a budget would provide a framework in which: (a) the advocates
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for federal investments in public works would negotiate these
potential expenditures against other uses of federal funds such as
national defense and education; (b) funds would be allocated among
such programs as transportation, water treatment, and navigation,
etc.; and (c) funds would be allocated among construction, operation,
maintenance, and rehabilitation activities.

A capital budget would ultimately serve as a device by which the
President and the Congress could bring necessary control to the
present “free form” investment and management practices of the
various federal public works agencies and permit effective
Congressional management, especially of Congress’s own committee
actions which have been a major contribution to duplication and
inconsistency.

Public works investments reflect a history of choices, decisions,
bargains, compromises, and allocations which provide a foundation
for present and future actions. A capital budget could chronicle this
important set of information. It could also articulate a statement of
the future, specifying goals and resources needed to attain those goals.
States and communities, now dependent on federal public works
funding, operate on a year-to-year basis with the ever present
possibility that federal “commitments”™ will be altered or regulations
changed. State and local governments need more certainty thana one-
year federal budget. The private sector similiarly would also profit
from improved certainty. For example, the private sector could have
adjusted more efficiently to ever-changing air and water control
standards if in the early 1970s, the federal government had more clearly
specified their intentions in this field.

The creation of any public facility places a variety of demands on
other public programs and services. A national capital budget could
provide a mechanism for identifying and quantifying these
relationships.

Choosing Basic Goals  Clearly stated goals and objectives for
and Objectives federal public works investments are

required to give a common direction to
policymaking and program investment,

These goals will necessarily be influenced by the availability of
resources and must accord with other social, area development (urban,
rural, and regional), sectoral, industrial, and macro-economic
policies. Among goals which require specification are: (1) the basic
levels of public works services to be provided for specific populations
and specific geographic areas; and (2) the extent the public sector will
finance infrastructure to support economic development.

Once these and other goals have been articulated, they can serve as
the basis for motivating the bureaucracy (thus creating a sound
management control system), providing a realistic framework within
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which programs can be evaluated and, a solid foundation for creating a
public works management philosophy relevant to the needs and
political/ financial realities of the 1980(s.

Research, Analytical Although all levels of government have
Evaluation, and long made substantial annual investments
Data Requirements in public works, there has been an
amazingly small amount of research and
analysis on the topic. Thus, many significant information gaps exist,
including:
B Data. Data on public works are fragmented and often
incomparable among the various data series. There is no inventory of
the nation’s capital stock, virtually no estimate of the condition of
individual facilities or the quality of service they provide, no estimate
of future capital needs, and no estimate of the funds that will be
required to maintain and operate existing and proposed facilities.
Limited data exist on the fiscal capacities of governments to finance
these expenditures.
W Replacement/ Repair. There are no standardized replacement/
repair analytical techniques—technigues which systematically deter-
mine when it is economically feasible to replace or repair facilities.
B Demographics. There are virtually no analyses of the role of public
works in stimulating shifts in population and economic activity among
and between regions of the nation.
B  Counter-cyclical Spending. The studies on the use of counter-
cyclical public works have been limited to temporary programs.
Virtually no attention has been given to the use of the nation’ $80
billion of annual public works investments as a major tool for
economic stabilization.
B New Technology. There are only limited analyses of how new
techniques can be implemented to extend the life of existing facilities or
how to provide the same service in a better, less expensive way.
W Financing. The alternative financing of future public works
investments has received little attention, and has focused only on the
introduction of limited purpose tools such as national urban banks or
selected application of user charges. There has been no overall analysis
of the impact of future financing requirements on capital markets in
general or on available alternatives.
B Operational Darg. Operational data necessary for managing
programs, such as temporary public works, either do not exist or are
inadequate.
®  Funded Projects. Information on the status of projects already
funded but not yet constructed is not collected in a systematic manner.
This oversight has contributed to the creation of the $100 billion
backlog of funded but uncompleted public works projects.
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® Evgluation. No systematic system for evaluating the nation’s
public works policies or programs exists.

Financing A basic function of a national public

works capital budget is the identification
of sources and uses of financing. The creation of such a new policy tool
will necessarily involve a complete review of present and future
financing options, inctuding, federal, state and local fiscal capabilities.

Personnel Policies The recent studies on public works in-

vestments have consistently excluded
personnel considerations. Yet, a major cause of the rapid deterioration
of many public works facilities is inadequately trained personnel.
Thus, a major element in the creation of a national public works
investment strategy or a national budget is the identification of
personnel needs and an assessment of the efficacy of present
recruitment and training procedures. For example, the federal
government must seriously consider. whether or not it should make
capital investments when communities cannot demonstrate that they
will have well-trained personnel to operate these facilities.

A second personne! consideration involves federal managers.
Presently, the federal agencies rarely school even senior managers in
the logic and techniques of strategic management. If a national capital
budget is to be created, training programs in these techniques of
strategic management are essential for participants. (Private firms
such as IBM, General Electric, and Control Data regularly invest
substantial funds in training even the most senior management in
strategic management techniques, The federal government should do
no less).

A third personnel improvement that is required is training of federal,
state and local officials in the techniques and economics of real estate
and public works development and management. Given the quantities
of public funds involved, and the impact of these funds on the quality
of life of the nation and its cities, their physical structure and economic
development, such training should be a basic requisite for individual
employment and advancement, Given the large numbers of officials
now in position of responsibility who have not had such training,
remedial courses should be made mandatory—starting with the most
senior officials first,

REQUISITES FOR Many attempts have been made to bring

SUCCESSFUL policy and program coherence to the

CREATION OF A operations of government through bud-

NATIONAL CAPITAL geting, such as Zero-Based Budgeting

BUDGET (ZBB) and Planning, Programming, and
Budgeting Systems (PPBS). However,
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such approaches to improved decisionmaking have most often failed
because of: {1) the complexity of the systems themselves; (2) internal
resistances to change; and (3) the manner in which thece systems were
introduced. Perhaps most importantly, these systems failed because
the budget instrument itself was seen as the mechanism for change
rather than the result of a larger, overall process of policy and
administrative reform.

If a national capital budget is to be created and successfully used asa
policy and management tool, a number of conditions are necessary.
Steiner identifies a number of those needed elements for successful
budgeting in the private sector.’ Slightly modified they are equally, if
not more, applicable to capital budgeting in the public sector:

B The leadership of the President and Congressional support are
essential, particularly in the early stages.

B The budget process must cover all the federally financed public
works activities—construction, rehabilitation, operation, mainte-
nance, and financing.

B The budget process must be directly tied to the planning process
overall and for specific programs. Although the budget is not the only
planning process, it is the major device for formalizing plans and
translating them into operations. This linkage must be recognized and
accommodated.

B The responsibility for creating and operating the national capltal
budget must be clearly assigned. This assignment will define who is
expected to do what, by when, and what standards are to be met. In the
Executive Branch there is only one logical choice for administering the
national capital budget—the Office of Management and Budget. The
Office of Management and Budget has overall budgeting responsibil-
ities; the expertise necessary to prepare a national capital budget; and
the power necessary to integrate this budget with other claims on
resources.

W As with the Executive Branch, the responsibility for capltal
budgeting should be assigned to a specific committee of the Congress.
Among other logical choices are the public works committees and the
" budget committees. Irrespective of which committee is given such a
responsibility, the Congressional Budget Office should prepare a
special annual analysis of the federal government’s long- and short-
term capital investments.

B The capital budget should contain a degree of flexibility.
Circumstances change and fixed budgets will at times require
modification to accommodate these changes. The knowledge that
unusual circumstances ¢an be accommodated will permit the creation
of a capital budgeting process responsive to both anticipated and
unanticipated needs—a basic requisite for effective management and
on-going support from those involved in the budgeting process.

B The language of capital budgeting must be kept as free of complex
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accounting terms as possible. One of the present difficulties with the
various public budgets is the use of “jargon.” What may be “state-of-
the-art” terminology to budgeteers confuses policymakers and others
who are essential to creating and carrying out an effective budgetary
process. Thus, a common terminology should be uniformly applied;
this will permit communication not now possible,

8 The budgeting system itself should be kept as simple as possible,
As Steiner points out, “Budgets are tools for management, not
management itself . . . too much complexity and restriction will create
frustration, then resentment and finally inertia.”

B Capital budgets must have clear standards upon which
performance will be based and evaluated. Such standards must be fair,
clear, and firmly applied.

B The final and most important requisite is the initial and on-going
participation of principals—at both policy and operational levels—in
the budget process. Although there are limits to such participation, the
degree of support for the capital budget process will generally rise
proportionately to the degree of participation. Such participation will
permit the identification of problems that often go unnoticed until
remedial action is required. A capital budget can be a basic tool for
creating an overall design for policies and actions. It is nota punitive
device for frustrating the functions of an organization. Nor can it in
itself serve as a means to good performance. Other management tools
are available for purposes of incentive.

This budget could serve as an initial guide for coordinating federal
actions with those of state and local governments. It would
necessarily represent the culmination of an intensive and close
interaction between the Executive Branch and the Congress, with state
and local governments, and with the private sector.

The nation needs clearer definitions about which level of
government is accountable for what. Present confusion within the
system accounts for much of the existing waste and the deteriorationin
our public works,

FOOTNOTES TO CHAPTER 6
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ALLOCATING PUBLIC WORKS
RESPONSIBILITIES WITHIN
THE FEDERAL SYSTEM

Since every dollar must count in the 1980s, it does behoove us to re-
examine and reallocate public works responsibilities and authorities
among the various levels of government. Over the past 20 years, with
the enthusiastic support of most state and local governments, the role
of the federal government in financing local public works has steadily
increased. In 1957, the federal government funded ten percent of state
and local public works investments; by the late 1970s, over 40 percent
of these expenditures were federally financed.! Today, funding from
federal appropriations has eclipsed state and local debt financing as the
primary source of investment in state and local public facilities.

DILUTED An assessment of what level of govern-
ACCOUNTABILITY  ment should be responsible for financing

each type of public facility would go to the
heart of the complex and frequently duplicative network of inter-

~ governmental relationships that has evolved since the Second World

War. In the decade of economic and fiscal constraints that liesahead, it
may prove necessary to simplify these relationships in order to ensure
that accountability at each level of government for the responsibilities
allocated to it are consistent with its fiscal, territorial, and statutory
capacities.

There are at least 100 separate federal agencies, 350 state
governments, (each with their separate agencies), the District of
Columbia, Puerto Rico, the protectorates, 3,042 counties, 35,000
general purpose local governments, 15,000 school districts, 2,000
areawide units of government, over 200 interstate compacts, and nine
multi-state regional development organizations all engaged in public
works planning and construction.? Although responsibilities and
authorities within these governments are intertwined, neither their
public works policy-making nor their administration reflect a coherent
focus. Indeed, they are often engaged in fierce competition for
resources and bureaucratic turf—a competition which too often results
in an actual reduction of effort and increased waste.

- Equally significant, their relationships are vertical. Highway
agencies at each level are closely linked. So, too, are water and

78



sewerage agencies, community development organizations, etc. These
vertical alliances of functional agencies are the heart of the new
“Administration State.” But there are no politically-accountable
horizontal decisionmaking and planning institutions that cross-cut
these vertical kingdoms in the Administrative State to ensure that their
separate actions add up to coherent results over-all. It is too much to
expect that the President, a Governor, a Mayor, or a County
Commissioner can surmount the vertical fragmentation that has been
generalized over the last three decades.

The existing fragmentation creates a number of bureaucratic
perversions, including: the loss of accountability for the elected
officials of general government; limited pooling of public resources;
duplication of some facilities and services and the omission of others;
contradictory and redundant activities and conflicting program
procedures; divergent delivery systems and eligibility criteria; and a
lack of clarity as to the assignment of specific authorities and
responsibilities for financing construction, rehabilitation, maintenance
and operation.3 The policy and program disorders which have resulted
greatly exceed the planning and administrative capacities of the
federal, state and local governments to correct without fundament-
al changes.

Fragmentation is not solely the product of special interests or
bureaucratic expansionism; it also mirrors the fragmentation which
inevitably results when Congress is heavily dependent upon the work
of its Committees to produce legislation. Recent budget reforms in
Congress have provided the basis for horizontal, cross-cutting
procedures by means of which Congressional leadership can judge
proposed legislative initiatives against the back-drop of statutes
already on the books and proposals emerging from other standing
committees. But the potential of the new budget process to promote
legislative coherence is yet to be fully realized. As a consequence,
executive agencies are all too often blamed for duplication and conflict
* that is not really their own doing, but is the result of fragmentation on
the legislative process itself. At present, national capital budgeting,
coupled with the Congressional Budget reforms, offers a practical and
effective means to confront much of the present fragmentation.

ALLOCATION OF No clear allocation of responsibilities and
POWERS AND functions exists among and between the
FUNCTIONS various levels of government. Prior to the
_ 1960s, the division of powers and
functions between national and state governments for provision of
public works activities was relatively definable.
The federal government funded and operated projects that were in
the national interest and were beyond the fiscal capacities of the states
and private sector—projects such as flood control and navigation on
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the Mississippi River. Such federal aid to state and local governments
as did exist, as in aid for highway construction, was based on the prem-
ise of partnership in which each partner put up approximately half of
the funds. The assumption was that the facilities being built served
both national and local needs.

However, as James Sundquist, of the Brookings Institution has
noted, the early 1960s brought a distinct change in the evolution of
American federalism.# The national pgovernment aggressively
embarked on a course of using state and local governments as vehicles
to achieve federally-defined national objectives. The categorical grant
assistance programs became the most influential tools the federal
government could use to pursue this new activist role. To induce state
and local participation, matching requirements were lowered or even
eliminated. Close federal administrative control was introduced and
numerous projects were funded on an individual basis with decisions
centralized in Washington. The fundamentals of American federalism
were altered. Recipients of aid often dealt directly with federal
agencies. State and local policymakers were designed out of the
system. Indeed, in some programs, federal funds were provided to
recipients to enable them to face city hall and the state house as
adversaries. Non-profit organizations of many kinds were created to
be recipients of federal funds in order to bypass local and state
governments.

Continuing this trend toward centralism, regulation became an
increasingly powerful tool used by the federal government to mandate
state and local actions in the 1970s, While in 1969 there were fewer than
30 federal regulatory agencies, there were approximately 100 such
agencies in 1980.5 And during the 1970s, another departure was taken
from the presumed principles of American federalism when the federal
government began to impose general mandates upon state and local
governments that were not tied to specific federal programs, but were
imposed as general requirements that state and local governments were
expected to meet without federal financial recompense. These included
requirements such as providing full access to buildings and services for
the handicapped, requirements that wages paid to workers on public
projects be consistent with the Davis-Bacon Act, and requirements
levied on all projects under a variety of environmental protection acts.
Such general mandates effectively bypassed the legislative responsibil-
ities of local and state governments. They “appropriated” state and
local funds outside their legislative processes at either level.

There have been efforts over the past decade to address some of the
problems resulting from this drift toward a more unitary or centralized
system. Attempts have been made to consolidate many categorical
programs into block grants to provide more state and local flexibility.
Revenue-sharing went still further by untying grant requirements from
the state and local use of federally-raised funds. These reforms have
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been partially effective. By 1980, 22 percent of the federal grants were
either block grants or revenue sharing ($18.4 billion out of $82.9
billion). Nonetheless, over 78 percent of federal assistance still remaing
categorical.b

As useful as the creation of block grant and revenue sharing
programs have been, they do not answer the question of who should be
responsible for what within our federal system. Which types of public
works should be the responsibility of the federal government? Which
should be the responsibility of the state and local governments? Which
should be a shared responsibility? Which types of financing,
(construction, rehabilitation, maintenance and operation) should be
the responsibilities of which levels of government? For example, if the
federal government finances construction of sewerage treatment
facilities, which level(s) of government should assume responsibility
for maintenance and operational expenses and under what conditions?
We cannot afford the redundancy and diluted accountability of our
present system under the special financial constraints we will face in the
1980s.

The point was articulated by then Governor Ronald Reaganin 1972:

Do we have the wili and the courage to look at our government structure;
to evolve a practical plan whereby tasks and services performed by the
government will be assigned to those levels of government best qualificd
to handle them regardless of what has been the pattern of the past; to
construct a revenue system that matches with sufficient tax resources the
tasks assigned to each level of government??

During the past two decades, as responsibilities for various
governmental functions or components of functions have been shifted
from one governmental unit to another, there have been a growing
number of attempts to redefine appropriate functional responsibilities.
The Advisory Commission on Intergovernmental Relations reports
that most of these shifts have been vertical—between levels of
government. The trend of these shifts has been to elevate
responsibilities to higher levels of government reflecting: (1) the
conclusion of many local leaders that many services can best be
performed by larger units of government where economies of scale are
possible; (2) the need to shift fiscal responsibilities to levels of
government with a more productive fiscal base; and (3) the political
attractiveness of using sources of financing for which local leaders are
not responsible.

In the past two decades there has been an increase in the number of
special interest groups (many of which are federally financed) that are
skilled in bringing political pressure to bear on all levels of
government. They have been successful in shifting emphasis to social
and other programs at the sacrifice of public works activities. Even
within the sphere of public works expenditures, special interest groups
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have been able to convince political leaders to allocate funds to specific
types of projects and activities irrespective of their implications for the
long-run viability of the national and regional economies.

The use of public works funding as a tool of power politics has been
as American as cherry pie. Atalllevels, the extension or withholding of
specific public works projects has always been used to entice or force
decisions on other, often unrelated, issues. Public works policy has
been almost entirely a Congressional prerogative since the founding of
the Republic and federal public works projects have been the progeny
of legislative “rough and tumble.”

In an era of tight economic and financial constraints, when public
works must be viewed as fundamental to the long-term health of the
national economy and the provision of services essential to social
stability, we can no longer afford the luxury of pork or special interest
politics. We must construct at each level of government both executive
and legislative procedures that imbue public works investment with the
long-term perspectives required for a sound, long-range, carefully
timed capital investment program,

IMPROVING In this bicentennial decade of our
ACCOUNTABILITY: Constitution, it is singularly appropriate
REALLOCATING that we undertake a major assessment of
FUNCTIONS the drift that has been occuring in our

federal system and to redefine, in the context
of the coming decades, the roles and responsibilities of each level of
government. To the extent that some functions, such as welfare, can be
nationalized, resources may be freed up at the state level to renovate
and modernize infrastructure.

Such an assessment is beyond the scope of this book. It can be
undertaken best by the Advisory Commission on Intergovernmental
Relations or a new national commission created for the purpose.

But in the field of public works, several principles are worth setting
forth:

L. The level of government mandating a requirement must be
prepared to pay for it.

Mandated public works investments are a major source of the fiscal
stress on state and local governments. The federal government has
mandated a broad array of investments for state and local
governments (at least 1,500), and state governments have imposed an
equal or larger number on local governments. The fiscal and economic
strains placed on state and local governments can be highly disruptive,
forcing postponement of investment that may be vital in the long-run.
To reduce the fiscal and economic strains on local governments, a
reassessment of mandating by the federal and state governments is
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essential. The ACIR has identified a number of steps for such an
evalution:®

M [nventory existing mandates:

B A review procedure is needed to identify, eliminate, postpone, or
alter unnecessary or overly restrictive mandates;

B Create federal and policy statements and review procedures for all
proposed mandates;

B Full federal and state reimbursement for mandates that intrude
into issues that are essentially state and local concerns, such as working
hours and working conditions;

B A procedural safeguard to insure an equitable and efficient
reimbursement process.

2. Functions that are in the national interest should not be imposed
on inappropriate levels of jurisdiction lacking the capacity to deliver.
To the extent that state and local jurisdictions are used as vessels of
administrative convenience to meet a national need, the federal
government must finance the cost from national tax revenues.

3. On the other hand, federal financing of public works should not
supplant local or state responsibilities or capacities. It should be used
to finance those necessary works clearly beyond the financial
responsibilities and capacities of the jurisdictions involved.

Existing grants-in-aid should be evaluated from a number of points
of view.

a) Does a particular grant-in-aid promote capital substitution or is
it too stimulative? The 50/50 matching ratio used in the federal
highway programs of the past permitted states to construct roads then
desired by the states and also met national needs. Given the political
pressures that always exist with road construction, the states were
almost without exception anxious to raise their 50 percent matching
funds. Thus, a stimulative effect was created. When these ratios were
increased to 70-90 percent, the relative stimulative impact was
diminished and funding responsibilities and control increasingly
passed to the federal government.

b) Isitintended to equalize capacity or simply underwrite operations?
The choice of intentions or mix is important to any reform of the system.
For example, revenue sharing is less unlikely to result in public works
construction than either block grant programs or categorical assistance
given these latter programs’ restrictions. For example, GAO reports that
in Fiscal Year 1977, only 1.2 percent of total General Revenue Sharing
funds went to municipal water projects ($79 million of $6.55 billion),
while 23 percent of EDA’s $300 million were so allocated. Conversely,
revenue sharing would more likely result in operation and maintenance
expenditures than construction oriented categorical programs.

4, Public works financing must promote the maintenance of the
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nation’s infrastructure once built rather than focus solely on
construction.

The prepondernance of federal programs fund new construction
without concern for long-run maintenance and replacement. Future
assistance should also focus on life-cycle costing and maintenance.

5. Federal public works policy must accommodate the diversity of
regional needs and problems and not impose rigidly standardized
approaches irrelevant to the realities of national development.

Sectionalism has long been a divisive force in American politics. the
allocation of public works funds is politically sensitive. At present,
when all public works funds are considered, there is a fairly even per
capita allocation between regions."® The West and South receive more
funds through the Corps of Engineers and the Bureau of Reclamation
than the Northeast and Midwest, but industrial Midwest and
Northeast receive more funds from other categorical public works
programs.

Each region of the country faces quite different problems in meeting
national economic objectives. Many Northeastern cities require funds
for rehabilitation of obsolescent facilities. Many Southern and Western
cities require funds for new construction. Rural regions such as the
Great Plains and large areas of the Southwest face acute water
problems that will affect the nation’s agricultural and energy output.

The nation has a stake in resolving these development problems in
all of its regions, for they serve as major impediments to national
economic renewal.

6. State and local governments must lessen their growing
dependence on federal aid by reassuming responsibility for the
financing and delivery of those functions which are clearly assigned to
them in terms of their capacity, responsibility, and jurisdiction.

The states are given a crucial role under the Constitution. Theyalone
have the power to form the boundaries and define the functions of local
units of government. They possess all the powers which were not
explicitly extended to the national government through the
Constitution. And, of course, they have the ability to revise their own
constitutions at will. All of these powers have been used erratically.
Through legislation and a series of constitutional amendments, the
states have constrained their own ability to provide necessary public
works through tax, borrowing and expenditure limitations. As a
result, they have been forced to reduce essential services, abandon
certain functions altogether, and to rely even more heavily on federal
financing. Indeed, the increasing role played by the federal government
in the construction of basic public works is as much the result of these
self-inflicted federalist wounds as the aggressiveness of an ambitious
national government.

Just as the national government must re-examine its own functions
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and responsibilities in light of the economic realities of the 1980s, so,
too, must the state governments and thereby the local governments
they have created.

Basic systems of local government functions, organization, and
finance require fundamental assessment. To match the evaluation of
appropriate federal functions, a reallocation of functions between the
state and local governments will prove just as necessary. States may
have to assume financial and operating responsibilities for certain
facilities and services hitherto provided by municipalities. Counties
may have to be granted legislative charters and some municipal
responsibilities in order to encompass the patterns of economic and
social life that have expanded beyond the reach of municipal
boundaries.

Dependence upon the local property tax may have to be replaced by
increased use of other, progressive taxes. While states ease fiscal
restrictions on their local jurisdictions, they may have to assume
increased responsibility for auditing and overseeing the fmanmal
integrity of their own jurisidictions.

But most important, states working closely with their local
jurisdictions will find it essential to shift more of their resources
toward investment in capital infrastructure, And in many states, that
will require new approaches to state capital financing.

State governments and most municipal governments use capital
budgeting, but in the overwhelming number of cases such budgeting
represents the compilation of project listings from individual agencies
rather than within an overall framework. Project management
techniques in the public sector significantly lag behind those in the
private sector construction.

Reform is needed in public works activities at all levels of government.
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3
RECOMMENDATIONS

At this critical juncture, when much of the nation’s attention must be
focused on economic renewal, can we find the resources needed to
renovate, replace, or construct the public facilities needed to underpin
the industrial economy? Can we institute the practices and procedures
required to make the most effective use of whatever resources we have?

It is possible so long as we are not tempted to fall back upon
ineffective tinkering. Wholesale revolution is not necessary either. But
it does mean that the Executive Branch must share responsibility for
creating and managing public works policy more coherently than in
the past.

A NATIONAL A systematic and orderly approach to
.CAPITAL BUDGET  public capital investment must replace the

loose, give-and-take procedures of the
legislative process we have known in the past.

(1} Congress should require the preparation of a Special Analysisto
accompany each annual budget outlining the nation’s public works
needs as they affect national economic performance.

{2) Congress should direct the Executive Branch to undertake an
inventory of national public works needs as they affect the economy.

(3) With the inventory as a starting point, Congress should then
require preparation of a Capital Budget that proposes phased capital
investments matched to both short-term cyclical and long-term
national economic needs. The budget would display preconstruction,
construction, maintenance, and operating costs.

(4) Congress should direct the Executive Branch to begin
preparation of the required data bases required to make national
capital budgeting feasible. The data systems should be designed to
enable Congress and the Executive Branch to manage federal public
works investments so that they are counter-cyclical rather than pro-
cyclical. The systems should identify back-logged projects in the
inventory, the construction of which can be accelerated when
economic circumstances indicate.

The systems should also display:

B Economic linkages—The linkages between specific types of public
works construction and the purchase of related materials and
employment. Such data are essential for targeting public works
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investments to specific economic sectors and work forces outside of
on-site construction activities.

® 1Improved Industrial Capacity Data—If public works purchases
are to be made on a cyclical basis, better data must be prepared on
utilization rates of key industries involved with public works
construction and more detailed monthly capacity utilization data than
are now available.

m Data for Triggering Devices—The major weakness found by
virtually every analysis of the LPW program was the inadequacy of
unemployment and other data used in triggering decisions. Rather
than patch together disparate and unsatisfactory data sources which
result in an inadequate counter-cyclical public works triggering device,
a more productive and less expensive course of action would be to create
specific data series which meet specific triggering objectives.

MAKING THE (5) Congress should direct the Executive
PUBLIC WORKS Branch to report by an appropriate date
DOLLAR GO steps by means of which delays in public
FARTHER facilities construction can be reduced

through reforms in federal, state, and local
administrative procedures. Similar efforts in reducing other regulatory
delays are already underway at the direction of the President.

(6) Congress and the Executive Branch should consider undertaking
a series of reforms designed to minimize corruption and waste
connected with public works expenditures.

(7) The Executive Branch should undertake an administrative
evaluation of the scattered public works activities of the federal
government and be prepared to consummate consolidated reforms
simultaneously with the proposed Public Works Report to Congress.

CLARIFYING (8) Congress or the Executive Branch
RESPONSIBILITIES should direct the Advisory Commission

on Intergovernment Relations or a new
body constituted for the purpose to review the public works
responsibilities of each level of government and propose appropriate
guidelines for allocating functions and responsibilities.

CONCLUSION It would be all too tempting to avoid the
— difficulties of disentangling the knotted
threads of intergovernmental complexity and to assume that federal
public works expenditures must be drastically curtailed in the face of
current economic conditions. But such a course would contravene the
very purposes of economic policy now being formulated.. -
Economic renewal must be the premier focus of domestic policy in
this decade. Our public infrastructure is strategically bound-up in that
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renewal. Without attention to deterioration of that infrasiructure,
economic renewal will be thwarted if not impossible.

We have no recourse but to face the complex task at hand of
rebuilding our public facilities as an essential prerequisite to economic
renewal and maintenance of our quality-of-life.
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