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SUPPLEMENTAL FISCAL ASSISTANCE PROPOSALS CON-
TAINED IN THE PRESIDENT'S NATIONAL URBAN
POLICY RECOMMENDATIONS

WEDNESDAY, MAY 3, 1978

U.S. SENATE,
SuBcoMMITTEE ON UNEMPLOYMENT COMPENSATION,
REVENUE SHARING, AND EcoNoMic PROBLEMS
oF THE COMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:05 a.m. in room
2221, Dirksen Senate Office Building, Hon. William D. Hathaway
(chairman of the subcommittee) l;A)oresidin .

Present: Senators Hathaway, Long, Moynihan, Roth, Jr., and

Dole.
[The committee press release announcing this hearing and the

bill, S. 2975 follow:

SUBCOMMITTEE 0K UNEMPLOYMENT COMPENSATION, REVENUE SHARING, AND Eco-
NOMIC PROBLEMS ANNOUNCES HEARING ON THE SUPPLEMENTAL FISCAL ASSIST-
ANCE PROPOSALS CONTAINED IN THE PRESIDENT'S NATIONAL URBAN PoLIOY
RECOMMENDATIONS

Subcommittee Chairman Willlam D. Hathaway (D.-Maine) today announced
that a hearing will be held on May 3. 1978, on the President’s national urban
policy recommendations regarding supplemental fiscal assistance for State and
local governments. These proposals would replace the Antirecession Iiscal
Assistance Act which expires on September 30, 1978,

The hearing will de held on Wednesday, May 3, 1978, at 10:00 A.M. in Room
2221 Dirksen Senate Ofice Building.

Senator Hathaway noted that, “The Countercyclical Assistance Program
which will expire later this year, has provided critical assistance to State and
local governments suffering from high unemployment and inadequate revenues.”
He pointed out that, “Termination of this program could prove disastrous for
many of these governments which continue to lack a sufficlient tax base to pro-
vide adequate revenues to maintain government services at even the most
minimal levels. The President’s proposal to provide $1 billion of additional
fiscal assistance annually for the next two fiscal years is an important step in
the right direction. The purpose of this hearing is to determine whether the
proposed modification of this program constitute constructive changes.” Hath-
away added that it is his hope that the extension of this important program
can be authorized as soon as possible.

Requests to Testify.—Persons who desire to testify at the hearing should
submit a written request to Michael Stern, Staff Director, Committee on Fi-
nance, Room 2227 Dirksen Senate Office Building, Washington, D. C. 20510 by
no later than close of business on ¥Frilay, April 28, 1978,

Legislative Reorganization Act.—Senator Hathaway stated that the Legisla-
tive Reorganization Act of 1846, as amended, requires all witnesses appearing
before the Committees of Congress “to file in advance written statements of
their proposed testimony, and to limit their oral presentations to brief sum-

maries of their argument.” "
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Witnesses scheduled to testify must comply with the following rules:

(1) A copy of the statement must be filed by the close of business two days
before the day the witness is scheduled to testify.

(2) All witnesses must include with their written statement o summary of
the principal points included in the statement.

(3) The written statements must be typed on letter-size paper (not legal
size) and at least 75 copfes must be submitted by the close of business the day
before the witness is scheduled to testify.

(4) Witnesses are not to read their written statemenis to the Committee, but
ars: to confine their ten-minute oral presentations to a summary of the points
#.cluded in the statement.

(5) Not more than ten minutes will be allowed for oral presentation.

Written Testimony.—Senator Hathaway stated that the Subcommittee would
be pleased to receive written testimony from those persons or organizations
who wish to submit statements for the record. Statements submitted for in-
clusion in the record should be typewritten, not more than 25 double-spaced
pages in length and mailed with tive (5) copies by May 26, 1978 to Michael
Stern, Staff Director, Committee on Finance, Room 2227, Dirksen Senate Office
Building, Washington, D. C. 20510.



95t CONGRESS
S S, 2975

IN THE SENATE OF THE UNITED STATES

Avrgu. ‘M4, 1078
Mr. Haritaway (by request) introduced the following bill; which was read
twice and referred to the Committee on Finance

A BILL

To authorize a supplementary fiscal assistance program of pay-
ments to local governments, and for other purposes.

Be it enacted by the Senate and House of Representa-
tives of the Unitod States of America in Congress assembled,
That this ict may be cited as the “Supplementary Fiscal
Assistance Act of 1978”,

FINDINGS OF FACT AND DECLARATION OF POLICY

Sec. 102. FiNDINGS.—The Congress finds and de-
clares—

{a) that local governments represent a significant
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segment of the national economy whose sound fiscal and
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economic condition is essential to national economic
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prosperity;
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{b) that secular economic decline and national
economic problems have imposed considerable hardships
on many local government budgets;

(c) that general purpose assistance has been espe-
cially helpful to those governments experiencing secular
cconomic prohlems which are aggravated hy severe
cyclical fluctuations; and

(d) that a general assistance program which aids
local communities requiring fiscal relief is an essential
component of a comprehensive urban policy.

AUTHORIZATION OF PAYMENTS

Skc. 103. (a) IN GeENERAL.—The Secretary of the
Treasury (hereinafter referred to as the “Secretary’’) shall
in accordance with the provisions of this Act make payments
to local governments, territories, Indian tribes, and Alaskan
Native villages to provide fiscal assistance to areas experi-
encing substantial unemployment or a high degree of fiscal
strain or secular economic decline as reflected in dispropor-
tionately slow growth in employment, per capita income,
and population.

{b) PAYMENTS TO RECIPIENT GOVERNMENTS.—The
Secretary shall pay, not later than five days after the begin-
ning of each calendar quarter, to each eligible local govern-

ment, territory, Indian tribe, and Alaskan Native village,
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which has filed a statement of assurances under section 106,
an amount equal to one-fourth of the annual amount allo-
cated to such government under section 104. The first quar-
terly payment shall he made within the first five days of
October 1978. Payments under this Act may be made with
necessary adjuséments on account of overpayments or under-
payments.

(¢) AUTHORIZATION FOR APPROPRIATIONS.—There
is herehy authorized to be appopriated for payments to eligi-
hle local governments, territeries, Indian tribes, and Alaskan
Native villages for the fiscal year 1979 the sum of $1,040,-
000,000, and for the fiscal year 1980 the sum of $1,000,-
000,000, and such additional sums in each fiseal year as may,
be necessary for the administration of this Act.

LOCAL GOVERNMENT ALLOCATION

SEC. 104. (a) IN GENERAL.—The Secretary shall allo-
cate to each eligible local government from the amount ap-
propriated for payments for each fiscal year pursuant to sec-
tion 103, an amount for each such fiscal year equal to such
government’s local government percentage multiplied by an.
amount equal to the difference between the amount appro-
priated pursuant to section 103 and the amounts allocable
pursuant to sections 113 and 114. Such allocation shall be

made hy the Secretary during the September preceding the
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appropriate fiscal year for which such allocation is made,
based on the most current available data, pursuant to rules
issued under section 111 of this Act.

(b) LocAL GoOVEBNMENT PRROENTAGE.—For pur-
poses of this Act the local government percentage for an
cligible locai government is equal to the quotient resulting
from—

(1) the product of the local distribution index for
such eligible local government multiplied by the local
revenue-sharing amount for such eligible local govern-
ment, divided\by

(2) the sum of such products for all eligible local
governments.

(c¢) DEFINITIONS.—For purposes of this Act—

(1) “local government” means a county, munici-
pality, township, or other political subdivision of a State
which is a unit of general government (determined on
the same principles as are used by the Bureau of the
Census for general statistical purposes), and performs
substantial governmental functions. Such term includes
the District of Columbia.

(2) “eligible local government” means a local gov-
ernment which satisfies the following conditions:

(A) For a local government with boundaries

in whole or in part within a standard metropolitan
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statistical area (SMSA), as defined by the De-
partment of Commerce and reported to the Secre-
tary (hereinafter “SMSA governments”), an “eli-
gible local” government” is a local government
which, in the area under its jurisdiction, either—
(i) has a local unemployment rate as de-
termined pursuant to subparagraph (3) (A) in
excess of 4.5 percentage points; or
(ii) satisfies at least two of the following:

(I) the local rate of growth in em-
ployment, as determined pursuant to sub-
paragraph (3) (B), is less than the rate
of growth in employment in all SMSA's;

(II) the local rate of gowth in per
capita income, as determinéd pursuant to
subparagraph (3) (C), is less than the rate
of growth in per capita income for all
SMSA’s; '

(III) the local rate of growth in pop-
ulation, as determined pursuant to sub-
paragraph (3) (D), is less than the rate of

- growth in population for all SMSA's.
(B) For a local government with boundaries
entirely outside an .SMSA ~ (hereinafter ‘“‘non-

SMSA governments”), an “eligible local govern-
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ment” is a local government which meets the un-
employment or growth criteria set forth in subpara-
graphs (2) (A) (i) or (ii), above, except that
the term “non-SMSA” is inserted in lieu of
“SMSA”.

(3) Local rate of unemployment, and local rate of

growth in employment, per capita income and popula-

tion are determined as follows:

(A) “Local unemployment rate” is the rate
of unemployment in the area under the jurisdiction
of the local government during the most recent four
calendar quarters for which data are available, as
determined or assigned by the Secretary of Labor
and reported to the Becretary. In the case of a
local government for which the Secretary of Labor
cannot determine a local government unemploy-
ment rate, the Secretary of Labor shall assign such
local government the local uniemployment rate of the
smallest unit of local government or appropriate
geographic area for which a local unemployment
rate has been determined and within the jurisdictior
or area in which such local government is located,
unless an unemployment rate has been provided for

the local government to the Secretary of Labor by

. the Governor of the State in which the local gov-
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ernment is located and such rate has been deter-
mined by the Secretary of Labor to have been de-
veloped in a manner consistent with procedures used
by the Becretary of Labor and then assigned to the
local government.

(B) “Local rate of growth in employment” is
the rate of employlﬁent growth determined by sub-
tracting from the employment in the area under the
jurisdiction of a local government f.r the most re-
cent four calendar quarters for which data are avail-
able, the employment within such area for a four
calendar quarter period which preceded such recent
four calendar quarters by either five or six years
(depending on which prior year data are most use-
ful), as determined by the Bureau of labor Sta-
tisties for the Secretary of Labor, and dividing this
difference by the employment within such area for
the earlier four calendar quarter period. In the event
that data are not available for such earlier period for
determining an allocation under this section, the
Secretary of Labor shall determine the rate of
growth in employment on the basis of data for the
most appropriate period of time less than five years
preceding the most recent year for which data are

available. In the case of a local government for
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which the Secretary of Labor cannot determine em-
ployment for a local government, the Secretary of
Labor shall assign to such local government the
local rate of growth in employment of the smallest
unit of local govermment or appropriate geographic
area for whick such rate has been determined and
within the jurisdiction or area in which such local
government is located, unless a local rate of growth
in employment has been provided for the local gov-
ermment to the Secretary of Labor by the Governor
of the State in which the local government is lo-
cated and such rate has been determined by the See-
retary of Labor to have heen determined in a man-
ner consistent with procedures used by the Sceretary
of Labor and then assigned to the local government.
The local rate of growth in employment shall be de-
termined or assigned by the Secretary of Labor and
reported to the Secretary.

(C) “Local rate of growth in per capita in-
come” is determined by subtracting from the per
capita income in the area under the jurisdiction of
a local government for the most recent year for
which data are available, the per capita income
within such area for a year which pre;edcd shch

recent year by either five or six years (depending
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on which prior year data are most useful), as deter-
mined by the Bureau of the Census for the Secre-
tary of Commerce for general statistical purposes,
and dividing this difference by the per capita in-
come within such area for the earlier year. In the
event that data are not available for such carlier
period for determining an allocation under this séc-
tion, the Secretary of Commerce shall determine
the local rate of growth in per capita incomne on the
basis of data for the most appropriate period of time
less than five years preceding the most recent year
for which data are available. The local rate of
growth in per capita income shall be determined by
the Secretary of Commerce, and reported to the
Secretary.

(D) “Local rate of growth in population” is
determined by subtracting from the population in
the area under the jurisdiction of the local govern-
ment for the most recent year for which population
data are available, the population in such area as of
a date which preceded the date of the most recently
available population data by either five or six years
(depending on which prior year data are most use-

ful), as determined by the Bureau of Census for the

Secretary of Commerce for general statistical pur-
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poses, and dividing this difference by the population
within such aree; for the earlier year. In the event
that data are not available for such earlier period
for determining an allocation under this section,
the Secretary of Commerce shall determine the
local rate of growth in population on the basis of
data for the most appropriate year less than five
years preceding the most recent year for which data
are available. The local rate of growth in popula-
tion shall be determined by the Secretary of Com-
merce and reported to the Secretary.

(4) “Local revenue sharing amount” for a local

government is the amount' determined under section
108 of the State and Local Fiscal Assistance Act of
1972, as amended (31 U.S.C. 1221 et seq.), for such

local government for the most recently completed en-,

titlement period.; as defined under section 141 (b) of
such Act.
(5) “Local distribution index” means:
(A) For each SMSA government, ‘the largest
of the quotients resulting from—

(i) subtracting 4.5 percentage points from
the local unemployment rate for such govern-
ment and dividing the difference by the stand-
ard deviation weighted by population of all
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SMSA governments’ unemployment rate, using
4.5 percentage points as the mid-point in cal-
culating the weighted standard deviation;

(ii) subtracting the local rate of growth
in employment for such government from the
rate of growth in employment for all SMSA’s
(as calculated from data collected by the Bu-
reau of Labor Statistics for the Secretary of
Labor and reported to the Secretary for the
same time period) and dividing the difference
by the standard deviation weighted by popula-
tion of all SMSA governments’ rates of growth
in employment for the same time period;

(iii) subtracting the local rate of growth
in per capita income for such government from
the rate of growth in per capita income for all
SMSA’s (as calculated from data collected by
the Bureau of the Census for the Secretary of
Labor and reported to the Secretary for the
same time period) and dividing the difference
by the standard deviation weighted by popula-
tion of all SMSA governments’ rates of growth
in per capita income;

(iv) subtracting the local rate of growth

in population for such government from the
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rate of growth in population for all SMSA’s (as
calculated from data collected by the Bureau
of the Census for the Secretary of Labor and
reported to the Secretary for the same time
period) and dividing the difference by the
standard deviation weighted by population of
all SMSA governments’ rates of growth in
population.

(B) For each non-SMSA government, the
same as it docs for a SMSA government undex sub-
paragraph (5) (A) above, except that the term
“non-SMSA” is to be inserted in lieu of “SMSA”.

(d) ALLOCATION LIMITATIONS.—

(1) If the amount which would be aliocated for
any fiscal year to any eligible local government, terri-
tory, Indian tribe, and Alaskan Native village under this
Act is less than $200, then no amount shall be paid to
such government hereunder.

(2) The maximum amount payable annually to a
local government under this Act shall be the lesser of
the annual allocation determined under this section or
the amount allocated during the period beginning July
1, 1977 and ending June 30, 1978 under title IT of the
Public Works Employment Act of 1976, as amended
(42 UB.C, 6721 et seq.), exé;,i)t for those govern-
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ments which received no allocation under such Act dur-
ing the period beginning July 1, 1977 and ending June
30, 1978.

(3) Amounts allocated under this section in excess
of the maximum allowed under paragraph (d) (2) shall
be reallocated to those remaining eligible local govern-
ments that have not exceeded the maximum allocation
under paragraph (d) (2). Governments with no alloca-
tions under title IT of the Public Works Employment
Act of 1976, as amended (42 U.8.C. 6721 et seq.), for
the period beginning July 1, 1977 and ending June 30,
1978 shall not be eligible for such reallocations under
this paragraph.

(e) LocAl GOVERNMENT LOCATED IN A LARGER EN-

TITY; BOUNDARY CHANGES AND (GOVERNMENTAL REOR-

GANIZATION, ETCc.—

(1) ONLY PART OF UNIT LOCATED IN LARGER EN-
TITY.—If only part of a local government is located in
a larger governmental entity, such part shall be treated
for allocation purposes as a separate unit of local govern-
ment, and all computations except as otherwise pro-
vided in section 104 (c) (2) (A) and appropriate rules,
shall be made on the basis of the ratio which the esti-
mated population of such part bears to the population of

the larger governmental entity.
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(2) BOUNDARY CHANGES, GOVERNMENTAL REOR-
GANIZATION, ETC.—If by reason of boundary line
changes, State statutory or constitutional changes, an-
nexations or other governmental reorganizations, or other
circumstances, the application of any provision of this
section to a local government does not carry out the
purposes of this Act, the application of such provision
shall be made, under rules prescribed by the Secretary,
in & manner which is consistent with such purposes.

USES OF PAYMENTS

Sec. 105. Each local government, territory, Indian
tribe, and Alaskan Native village shall use payments made
under this Act for basic services customarily provided to
persons in the area under the jurisdiction of such govern-
ment, inclu}i{ng expenditures for capital outlay and basic
governmental operations.

STATEMENT OF ASSURANCES

SEo. 106. Each eligible local government, territory, In-
dian tribe, or Alaskan Native village may receive payments
under this Act only upon filing with the Secretary a state-
ment of assurances, at such time and in such manner as the
Secretary prescribes by rule. The Secretary may not require
any such government to file more than one such statement

during each fiscal year. Each such statement shall contain—



© O 3 O S e W N -

I - O S W S Y
<< A W N = O

18

17

~

(a) an assurance that the requirements of section
105 will e complied with;

(b) an assurance that such government will—

(1) use fiscal, accounting, and audit procedures
which conforin to guidelines established therefor by
the Secretary ({after consultation with the Comp-
troller Geneml of the United States), and

(2) provide to the Secretary (and to the
Comptroller General of the United States), on rea-
sonable notice, access to, and the right to examine,
such books, documents, papers, or records as the
Becretary may reasonably requirc for purposes of
reviewing compliance with this Act;

(c) an assurance that reasonable reports will be
furnished to the Secretary in such form and containing
such information as the Sccretary may reasonably re-
quire to carry out the purposes of this Act;

(d) an assurance that the requirements of section
107 will be complied with;

{e) an assurance that the requirements of section
108 will be complied with;

(f) an assurance that such government will spend
amounts received under this Act only in accordance
with the laws and procedures applicable to the expendi-

ture of its own revenues.
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NONDISCRIMINATION
Sec. 107. (a) (1) IN GeENERAL—No person in the
United States shall, on the ground of race, color, national
origin, or sex, be excluded from participation in, be denied
the benefits of, or be subjected to discrimination under any
program or activity of a local government, territory, Indian
tribe, or Alaskan Native village which receives funds made
available under this Act, or any program or activity of any
State, local, or territorial government funded in whole or in
part with funds received under title IT of the Public Works
Employment Act of 1976, as amended (42 U.8.C. 6721 et
seq.) . Any prohibition against discrimination on the basis
of age under the Age Discrimination Act of 1975 (42 U.8.C.
6101 et seq.) or with respect to an otherwise qualified
handicapped individual as provided in section 504 of the
Rehabilitation Act of 1973 (29 U.S.C. 794 et seq.) shall
also_apply to such programs or activities. Any prohibition
against discrimination on the basis of religion; or any exemp-
tion, from such prohibition, as provided in the Civil Rights
Act of 1964 (42 U.S.C. 2000e(2)) or title VIII of the
Act of April 11, 1968 (42 U.S.C. 3601 et seq.), shall also
apply to such programs or activities.
(2) ExCEPTIONS.—
(A) FuNpiNg.—The provisions of paragraph (1)
of this subsection shall not apply where any State, local,
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or territorial government or Indian tribe or Alaskan

Native village demonstrates, by clear and convincing

evidence, that the program or activity with respect to

which the allegation of discrimination has been made is
not funded in whole or in part with funds made avail-
able under this Act or title II of the Public Works

Employment Act. of 1976, as amended (42 U.S.C.

6721 et seq.).

(B) CONSTRUCTION PROJECTS IN PROGRESS.—

The provision of paragraph (1), relating to discrimi-

nation on the basis of handicapped status, shall not

apply with respect to construction projects commenced

prior to January 1, 1977.

(b) ENFORCEMENT AND REMEDIES.—The provision
of subsection (a) of this section shall be enforced by the
Secretary in the same manner and in accordance with the
same procedures -as are required by sections 122, 124, and
125 of the State and Local Fiscal Assistance Act of i972,
as amended (31 U.8.C. 1221 et seq.), to enforce com-
pliance with section 122(a) of such Act. The Attorney
General shall have the same authority, functions, and dutigs
with respect to funds made available under this Act and
under title I of the Public Works Employment Act of
1976, as amended (42 U.S.C. 6721 et seq.) as the Attor-
ney General has under sections 122 (g) and (h) and 124



1,

2

e

wl

© O a9 o o

20

(c) of such first cited Act with respect to funds made avail-

- able under that Act. Any person aggrieved by a violation of

subsection (a) of this section shall have the same rights and
remedies as a person aggrieved by a violation of subsection
(a) of section 122 of such first cited Act, including the
rights provided under section 124 (o) of such ‘Act.
LABOR STANDARDS

Sec. 108. Al laborers and mechanics employed by con-
tractors on all construction projects funded in whole or in
part by payments under this Act or title II of the Public
Works Employmert Act of 1976, as amended {42 U.8.C.
6721 et seq.) shall be paid wages at rates not less than
those prevailing on similar projects in the locality as deter-
mined by the Becretary of Labor in accorfance with the
Davis-Bacon Act (40 U.B.C. 276a—276a-5). The Secre-
tary of Labor shall have, with respect to the labor standards
specified in this section, the authority and functions set forth
in- Reorganization Plan Numbered 14 of 1950 (15 CFR
3176) and section 2 of the Act of June 13, 1934, as amend-
ed (40 U.8.C. 276¢). )

' WITHHOLDING

8Ec. 109. Except as otherwise provided by section 107
(b), whenever the SBeocretary, after affording reasonable ro-
tice and an opportunity for & hearing, finds that & State, lo-

cal, or territorial government or any Indian tribe or Alaskan
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Native village has failed to comply substantially with any
assurance filed pursuant to section 1086 of this Act or title IT
of the Public Works Employfnent Act of 1976, as amended
(42 U.B.C. 6721 et seq.), the Secretary shall notify that
government, tribe, or village that further payments will not
be made under this Act until he is satisfied that there is no
longer any sucl; failure to comply. Until he is satisfied, no
further payments shall be made to such government, tribe,
or village under this Act.
DATA PROVISION RESPONSIBILITIES

SEcC. 110. The Secretary of Labor and the Secretary of
Commerce shall provide information and data necessary to
the administration of this Act. Such information and data
shall be provided for each local government, and shall be
made available when necessary to the Secretary to assist him
in carrying out the provisions of this Act. The Secretaries of
Labor and Commerce shall also advise the Secretary as to
the availability and reliability of relevant information and
data.

RULEMAKING

SEc. 111, The Secretary is authorized to prescribe, after
consultation with the Becretary of Labor and the Secretary
of Commerce, such rules as may be necessary for the purpose

of carrying out his functions under this Act. Such rules

—



W W =23 & O B W N

N BN D b ek et ed fed e

22

shall be prescrihed Dy the Secretary not later than ninety
days after the effective date of this Act.
REPORTS

SEc. 112. The Secretary shall report to Congress as
soon as practical after the end of each calendar year during
which payments nrg_made under the provisions of this Act.
Such reports shall include detailed information on the
amounts paid to each local or territorial government, Indian
tribe and Alaskan Native village’ under the provisions of
this Act and any amounts withheld by the Secretary pur-
suant to sections 107 and 109.
ALLOCATION TO PUERTO RICO, GUAM, AMERICAN SAMOA,

AND THE UNITED STATES VIRGIN ISLANDS

Sec. 113. (a) IN GENERAL.—There shall be allocated
for each of the fiscal years 1979 and 1980 for the purpose
of making payments under the Act to the Commonwé;fth
of Puerto Rico, Guam, Amerir;an Samoa, and the Virgin
Islands, an amount equal to 1 per centum of the amount
appropriated pursuant to section 103, multiplied by the
applicable territorial percentage.

(b) ALLOCATIONS.—

(1) TERRITORIAL PERCENTAGE.—For purposes of
this section, the territorial percentage is equal to the

quotient resulting from the division of the territorial
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population of a territory by the sum of the territorial
populations for all territories.
(2) Tor purposes of this section—

(A) “territory” means the government of the
Commonwealth of Puerto Rico, Guam, American
Samoa, or the Virgin Islands;

(B) ““territorial population” means the most
recent population for each territory as determined
by the Bureau of the Census for the Secretary of
Commerce and reported touthe Secretary.

(3) The provisions of sections 103, 104 (d) (1),

105, 106, 107, 108, 109, 110, 111, and 112 shall

apply to payments to the territories under this Act.

(¢) PaAYMENTS TO TERRITORIAL LocAL GoOVERN-

MENTS.—The governments of the territories are authorized

to make payments to local governments within their juris-

diction from sums authorized by and received pursuant to
this Act as they deem appropriate.

ALLOCATIONS TO INDIAN TRIBES AND ALASKAN NATIVE
VILLAGES

Sec. 114. (a) IN GENERAL.—There shall be allocated

for each of the fiscal years 1979 and 1980 for the purpose -

of making payments under the Act to Indian tribes and

Alaskan Native villages, an amount equal to three-tenths of 1
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1 per centum of the amount appropriated pursuant to section
9 103, multipﬁed by the applicable Indian tribe or Alaskan
3 Native village percentage.
4 (b) ALLOCATIONS.—

(1) INDIAN TRIBE OR ALASKAN NATIVE VILLAGE
PERCENTAGE.—For purpcses of this section, the Indian
tribe or Alaskan Native village percentage is equal to

the quotient resulting from the division of the Indian

©w O =N o &,

tribe or Alaskan Native village population by the sum
10 of the populations for all Indien tribes and Alaskan

11 Native villages.

12 (2) For purposes of this section—

13 {A) “Indian trihe or Alaskan Native village”
14 means an Indian tribe or Alaskan Native village
15 which has a recognized governing body and per-
16 forms substantial governmental functions.

17 (B) “Population” means the most recent popu-
18 lation for each Indian tribe or Alaskan Native vil-
19 lage as provided by the Bureau of Indian Affairs for

20 the purposes of the State and Local Fiscal Assist-
21 ance Act of 1972, as amended (31 U.S.C. 1221 et
22 seq.) .

23 (3) The provisions of section 103, 104(d) (1),
24 105, 106, 107, 108, 109, 111, and 112 shall apply to
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payments to the Indian tribes and Alaskan Native vil-
lages under thig Act.
APPLICABILITY TO ANTIRECESSION FISCAL ASSISTANCE
SEc. 115. Except for section 213 of title II of the Public
Works Employment Act of 1976, as amended (42 U.8.C.
6721 et seq.), and except as otherwise provided herein, such
title IT is repealed and the provisions of this Act shall govern
the expenditure by State, local, and territorial governments
(as defined in title II) of funds made available under title

II.
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Senator Harraway. The subcommittee will come to order.

Today, the Senate Finance Subcommittee on Unemployment
Compensation, Revenue Sharing, and Economic Problems, begins
hearings on the renewal of the countercyclical revenue sharing
program and the administration’s recommendations for a supple-
mental assistance program.

By request, I introduced the administration’s legislative initiative
on April 24 and it is numbered S. 2975.

In 1976, the Congress passed the Public Works Employment Act
which provides for fiscal assistance to State and local governments
who have experienced severe budgetary constraints during the eco-
nomic downturn. State and local governments must use these funds
to maintain basic services and levels of employment which have
been provided during its current or previous fiscal year.

Payments may be used for normal supplies and repairs if they
are necessary to maintain basic services, can help to defray operat-
Ing or maintenance expenses, and any or all of the following gov-
ernmental expenditure categories: Financial administration, li-
braries, health, hospitals, transportation, public welfare, general
‘administration, sewage and sanitation, highways, natural resources,
police and corrections, general public buildings, education, fire pro-
tection, housing and urban renewal, parks and recreation, interest
and principal on general debt, and utilities.

Now, the administration proposes a modification of the counter-
cyclical program for a 2-year period. The bill would set an ap-
propriations level of $1.04 billion for fiscal year 1979; $1 billion for
fiscal year 1980.

The program would provide a slightly different targeting for-
mula than the original proposal enacted in 1976. Many local govern-
ments are financially hardpressed. Fiscal assistance 1s necessary in
many areas, but it should be targeted relief.

I hope the testimony will address the issues of State and local
fiscal needs, targeting formulas, the role of State and local govern-
ments.

I look forward to the hearing as developing a renewal program of
fiscal relief to our non-Federal Government units, and I would ask
unanimous consent that the balance of my opening statement be
put into the record.

[The opening statement of Senator William D. Hathaway fol-

lows:]
OPENING STATEMENT OF SENATOR WILLIAM D. HATHAWAY

Today the Senate Finance Subcommittee on Unemployment Compensation,
Revenue Sharing, and Economic Problems begins hearings on the renewal of the
Countercyclical Revenue Sharing Program and the Administration’s recom-
mendations for a Supplemental Fiscal Assistance Program. By request I intro-
duced the Administration’s legislative initiative on April 24, 1978. 1t is 8. 2975.

In- 1976, the Congress passed the Public Works Employment Act, which pro-
vided for fiscal assistance to state and local governments which experienced
severe budgetary strains during the economic downturn.

The original Act provided for fiscal assistance totaling $1.25 billion for five
quarterly payments beginning July 1, 1976 through September 30, 1977. Congress
extended the program last year through September 30, 1978, with a maximum
of $2.25 billion authorized to be used for the five calendar quarters beginning
July 1, 1977. The new ARFA legislation provided for payments of $125 mfillion
when national unemployment exceeds 6 percent, and $30 million for every full
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1/10 of one percent over G%. One third of this money was reserved for state
governments, while the other 2/3 is allocated to local governments.

Counter-cyclical funds are allocated to eligible state and local governments
using a formula which takes into account a jurisdiction's excess unemployment
rate over 4.5 percent, and its final general revenug sharing allocation for the
most recently completed entitlement period. The program is triggered when
the average national unemployment rate exceeds 6 percent.

State and local governments must use the funds to maintain basic services
and levels of employment which have been provided during its current or
previous fiscal year. Payments may be used for normal supplies and repairs
which are necessary to maintain basic services, and can help defray operating
and maintenance expenses in any or all of the following governmental expendi-
ture categories: Financial Administration, Libraries, Health and Hospitals,
Transportation, I’ublic Welfare, General Admini-tration, Sewage and Sanitation,
Highways, Natural Resources, Police and Corrections, General Public Buildings,
Education, Fire Protection, Housing and Urban Renewal, Parks and Recreation,
Interest and Principal on General Debt, and Utilities.

The Administration proposes a modiflcation of the countercyclical program
and & two year authorization. The bill would set an appropriation level of
$1.040 billion for fiscal year 1979 and $1 billion for fiscal year 1980,

The program would provide a slightly different targeting formula than the
original proposal enacted in 1976.

Payments are authorized only to local and territorial governments, Indian
tribes and Alaskan native villages. State governments are excluded.

The existing program contains several variable factors which control the
level of funding nationally, and to individual governments each quarter. These
fluctuations in funding cause a considerable degree of uncertainty on the part
of recipient governments in knowing the amount of funds they will receive.

The Administration’s proposal also modifies the formula by which funds are
allocated to government units.

Under the current legislation, the allocation is geared exclusively to unem-
ployment, and multiplies a government’s unemployment rate in excess of 4.5%
by it8 socal revenue sharing amount. The local government index used for the
program in the new legislation utilizes several additional data factors in meas-
uring fiscal need. The local revenue sharing amount data factor under the
current legislation is retained because of its factor of tax effort, population and
per capita income. Also, it was apparently incorporated so as to produce a re-
sult consistent with the distribution pattern of the current program.

A government will be eligible if it has an unemployment rate in excess of
4.5%, or if it satisfled two of the following three conditions: (1) its local rate
of growth in employment is slow; (2) its local rate of growth in per capita
income is low or; (3) its local rate of growth in population is low. Therefore,
a government can qualify on the basis of its unemployment rate, or its slow
growth in two of the three data factors: Employment, population or per capita
income.

The Administration bill also provides that payments under the Act shall be
used for basic services customarily provided to persons under the jurisdiction
of the recipient local or territorial government, Indlan tribe or Alaskan native
village. The governments may use payments for the same governmental pur-
poses for which as they use their own revenues, including capital expenditures
for equipment and construction projects. This provision eliminates the restric-
tion on capital expenditures applicable to payments under current law.

Many local governments are financlally hardpressed. Fiscal assistance is
necessary in many areas—but it should be targeted relief.

I hope this testimony will address the issues of:

State and local fiscal needs,

Targeting formulas,

Role of state and local governments.

I Yook forward to this hearing and developing a renewal program of fiscal
relief to our non-Federal government units.

Senator Haruaway. Mr. Chairman, do you have anything that
you would like to say at this time?

Senator Lona. I support your statement.

Senator HatHaway. Thank you. Thank you very much.
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Well, the subcommittee is very pleased to have as our first witness
my distinguished colleague and friend, Senator Muskie, who has
been a leader with respect to general revenue sharing and the
countercyclical program as well.

Senator, we are happy to have you with us.

STATEMENT OF HON. EDMUND 8. MUSKIE, A U.S. SENATOR FROM
THE STATE OF MAINE

Senator MuskIe. Thank you, Mr. Chairman. It is a pleasure to be
here and to share my thoughts about what is becoming the most re-
current of issues.

When I first introduced the countercyclical aid bill 3 years ago,
I had no idea it would become an annual congressional event.
Three years ago, most people could not even pronounce the name of
the program. Today, it has become a household word to those who
follow the intergovernmental scene. '

The program has not been enacted and re-enacted without con-
troversy and yet, in spite of the continuing debate which has sur-
rounded it, I believe its justification remains fundamentally sound.

We first enacted countercyclical assistance at a time of very high
unemployment. Qur purpose was to provide emergency short-term
aid to State and local governments wEose budgets were squeezed by
the costs of recession. With this Federal help, we hoped to enable
these governments to avoid tax increases and job layoffs which could
only make recession worse.

The countercyclical assistance program has been successful in
meeting its general goal, far more than any other antirecession pro-
gram. It has targeted aid where it was needed most. .

Study after study has shown how well the targeting mechanism
of this program works. Even today, with unemployment far below
what it was, 93 percent of the money is going to jurisdictions with
unemployment over 6 percent and over half of that money goes to
juriedictions with unemployment over 8 percent. o

The targeting mechanisin works well, whether a jurisdiction is
large or small. Alaska, a small State in population, had the highest
unemployment for any State for the last data quarter. It also re-
ceived the highest per capita amount of any State under the pro-

m. —
Of course, it is not so easy to measure what would have happened
had the program not been in effect. Nevertheless, witness after wit-
ness will testify that many jobs have been saved and that basic
services have been continued which might otherwise have been cut
back.

Today, the pre~ram is winding down, as we intended it to do.
Only two-thir(i)s as many governments now participate in the pro-

m as when it hit its peak. As we approach the termination point
writtendinto the law, there are two points I believe we should keep
in mind.

First, countercyclical assistance is. and has always been intended,
as an antirecession tool. As the recession becomes a thing of the
past, it is appropriate and fair that fewer governments receive
countercyclical funds. )
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Second, even when national unemployment has bottomed out there
will be some communities which are left behind, communities where
economic problems remain because of long-term structural ills, Were
countercyclical aid to these governments to terminate abruptly, the
budget consequences could be severe,

Bearing these two facts in mind, I have several suggestions for
this committee to consider as you debate the future of the counter-
cyclical assistance program.

First, the current program ought to be extended as it is and al-
lowed to terminate when national unemployment drops below 6
percent. Certain minor changes might be made to insure that the
program does not shut on and off repeatedly as unemployment
hovers around the 6-percent mark, but, in general, the idea of a
program which terminates when no longer needed is very important
and I believe it should be retained.

Second, the countercyclical mechanism ought to be enacted with
long-terma standby authority. Future recessions are, unfortunately,
not out of the question, nor anticipatable, and when they come, we
ought to be able to respond immediately, not after the worst has

past.

Third, and finally, we should consider a separate programmatic
response for those communities where the sudden termination of
countercyclical assitance could cause serious budgetary distress.
What form such a program ought to take is obviously open to de-
bate. At the very least, it should be highly targeted, providing aid
only to those communities which lag far behind the rest of the
Nation in general economic recovery.

To sum up, Mr. Chairman, I believe that the self-termination
provision of this program is one of its most important points. What-
ever this committee decides to do, I hope that you retain this idea.

_ I also hope that we can resist the ever-present temptation to
spread the Federal dollars around. In this program, we have a
formula which targets aid according to need as well as any now on
the books. That formula is tried and true, Mr. Chairman; we know
what it will do. And while I respect the efforts of the administra-
tion,d the same cannot be said of the formula that they have pro-
posed. )

As you know, a majority of the Congress has voted three times
to enact and re-enact this program. Each time we have authorized
the program to continue until unemployment dropped below 6 per-
cent. Unemployment has not yet reached that point. Indeed, it is
likely to remain above 6 percent for all the next fiscal year.

I see no compelling reason to change programs so near the end of
the cycle, particularly when the alternatives are, as yet, untried.

I would like to make some observations here, Mr. Chairman,
about the administration’s proposal, because I think I have some
responsibility to the committee to comment on 1t. )

Now, as T understand it, in place of the coun_ten:cychcal program,
the administration has recommended that $1 billion be authorized
for each of the next 2 years to provide supplemental budget as-
sistance to local governments. That proposal will chanﬁe the nature
of the current program in several ways, and I would like to list
them.

19-4180-78 -3 - -
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First: The national trigger would be eliminated, destroying the
countercyclical nature of the program. One billion dollars would be
authorized for each of the next 2 years, whatever the national unem-
ployment rate m%v be.

Second: The State’s share would be eliminated. All of the money
would go to local governments. Now, in fairness to the administra-
tion, a good substantive case can be made for the proposal to elimi-
nate the States given the large surpluses in several States. That case
would be even stronger if eliminating the State share would result
in more money going to the most hard-pressed cities, but that is
not the case, under the administration proposal.

In a number of high unemployment States, New York and Con-
necticut, for examgle, the State’s share of countercyclical was passed
on to the cities. The administration bill freezes the amount any city
gets to the amount it received in quarters four through seven of
countercyclical. h -

Third: Under the administration proposal, the allocation formula
would be changed, making it possible for low unemployment cover-
age to qualitg'e for payments. Three indicators other than unemploy-
ment would be added to the formula. That, in itself, makes the ad-
ministration bill much more complex than the current program.

Fourth: A set.amount would be allocated to eligible governments
each year rather than adjustin% the amounts from quarter to quar-
ter, depending on their unemmyment rates.

Fifth: The program would become an entitlement.

Sixth: Two-thirds of the local governments in the country would
get aid, anywhere from 4,000 to 10,000 more governments than under
the current programs, including low unemployment, wealth areas.
No longer can the program be defended as countercyclical, with the
trigger eliminated and the proposed authorization for local gov-
ernments higher than in either of the 2 fiscal years when unemploy-
ment was higher. ) .

Neither can the program be defended as a highly targeted dis-
tressed cities bill when thousands of additional governments will
receive funds, including those in such distress as Houston and
Darien and Greenwich, Conn. )

Mr. Chairman, that concludes my testimony and I appreciate the
opportunity to come here to share my thoughts with you. .

nator HatHaway. Thank you very much, Senator Muskie, for
a very good statement, partciularly your evaluation of the ad-
ministration’s proposal. . .

I understand that you have a bill in of your own, in regard to
countercyclical. . L.

Senator Muskie. We do not have it in, but we are developing it.
It is still in the drafting stage and the concept is two titles: One,
to continue countercyclical, and two, to implement one of the
thoughts I expressed in my prepared statement of a program to
assist those cities and those communities that would be left behind
after national unemployment dropped below 6 percent.

Senator HaTHAWAY. In other words, if the national unemploy-
ment rate dropped under 6 percent, then if the unemployment rate
in a particular State was above it, they would still continue to get
aid. That is the gist of what you are going to introducef
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Senator Muskie. Exactly.

Senator Hataaway. That is a good suggestion.

Senator Muskre. I might say that we shared this suggestion with
the administration. We thought it was being rec,eivecfe itively,
but that is not the way it turned out—which is not unusual, I should
say.

Senator HatHaway. I take it from your testimony, though, that
you would like to have enacted either your bill or just continue with
the present countercyclical program for at least another yearf
_ Senator Musxkie. That is right. What I would really like to see
is the continuance, or the establishment of countercyclical as a per-
manent part of our national policy so that it is not lost. If my
suggestion for title II, for examlple, of my bill is not followed, then,
you know, you might just as well add more money, I suppose, to the
general revenue sharing as to pass something in the name of
countercyclical that is not countercyclical.

I think both ideas are valid parts of national policy, general
revenue sharing and countercyclical, and I do not think that we
ought to confuse the two.

enator HarHaway. You mentioned, in the course of your objec-
tions to the administration’s bill, the allocation formula, which has
three indicators. I take it, from what you say, that you do not think
that they are really related to the countercyclical problem#

Senator Muskie. I do not believe they are, Mr. Chairman, and we
do not have—we have not yet gotten the com{)uter printout of how
the allocation formula would work. We will follow that, and as
soon as we get one, we would be glad to work with your staff in
analyzing it to see whether or not that criticism is a valid one, and
to what extent it is.

But that is my question, that it would add 4,000 to 10,000 com-
munities that were not eligible under the test of distress that we
etablished in the countercyclical program.

Senator Hatnaway. I tend to agree. The administration witness
is next and we will have an opportunity to have them justify those
factors or indicators, but it does not seem to me that they tie in. As
you mention, some cities that we know are pretty well off are going
to be able to receive money under this new formula.

Senator Muskie. I understand that one of the oldest political
rationales for that kind of approach may be working; that is, you
have to get enough votes to pass the bill. But I would not not want
to see that dominate over the need, really, to get scarce national re-
sources into places where they are really needed.

Senator HaTmaway. Well, do you not run the risk, as we have
seen in rd to impact aid, that once that aid is disturbed, you
have a locked-in constituency and it is very difficult to change the
formula latert

Senator Muskie. Yes.

As a further answer to your question, Mr. Chairman, my staff
has given me this additional analysis which may be helpful. The
administration bill includes population giowth and Yer capita in-
come increases relative to the national average, as well as indicators
of distress. And yet, preliminary samplings, put together by the
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Congressional Budget Office indicate that many of the Nation’s
wealthiest older suburbs have population and per capita income
increases that are lower than the national average. And 25 such
communities checked by CBO, only 2 had a population growth
faster than the national average and 2 others had faster increases
in per capita income than the national average.

ere you have mature communities that have already established
their growth and their wealth patterns and further increases above
that ought not to be taken as indications of distress. I doubt that
they would want to grow any more, in most cases, and so on.

So I think those tvwo indicators do not make sense in terms of
what is the ostensible purpose of these programs.

Senator Hataaway. Can you suggest any indicators, other than
unemployment, that we might use, or that might be helpful in de-
terminnig what the actual %iistress is in these areast

Senator Muskre. We would be glad to look at it, but I must say,
in all candor, Mr. Chairman, that when we first developed counter-
cyclical, unemployment was the only test that seemed to meet the
requirements. Amonﬁ other things, the unemployment statistics are_
the only statistics that we have with broad enough application in™
communities across the country and that give us a good measure of
distress.

When we tried to figure out other indicators, we were not able
to find any, but we would be glad to work on it.

Senator Haraway. Fine. Thank you very much.

Senator Long. -

Senator Long. I have no questions.

Senator Muskie. Thank you very much.

Senator HarHawAY. Thank you very much for your testimony.

We have Robert Carswell, Deputy Secretary of the Treasury, as
our next witness.

Mr. Secretary, it is a pleasure to have you with us. As you can
see, from the line of questioning that the first witness and his testi-
mony received, you may be in for some trouble, but I am sure you
can stand up to it. -

Mr. CarsweLL. Well, I am delighted to be here.

STATEMENT OF HON. ROBERT CARSWELL, DEPUTY SECRETARY
OF THE TREASURY

Mr. Carsweryn. I value the chance to present the administration’s
bill for the supplementary fiscal assistance program that you intro-
duced at my request, S. 2975. .

This program is an essential element of the President’s recently
announced policy for distressed areas, and is aimed at alleviating
fiscal distress of local governments throughout the Nation. The
program is the product of careful study by the administration over
the course of the past year and it is intended to succeed the anti-
recession fical assistance program—often called countercyclical
revenue sharing—which expires on September 30. .

The administration recommends that the supplementary fiscal assist-
ance—SFA—program be authorized for 2 years with approximately
$1 billion of outlays in both fiscal 1979 and fiscal 1980. The $1.04
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billion already included in the President’s fiscal 1979 budget for
countercyclical revenue sharing would be applied to this program.

The supplementary fiscal assistance program preserves the basic con-
cept of targeting the distribution of funds which underlies counter-
cyclical revenue sharing. Targeting means, of course, that a relative-
ly higher ﬁmportion of total funds will be provided to those gov-
ernments that suffer the greatest fiscal distress.

In addition, the eligibility test for SFA allocations would be
based on broader measures of economic need than were employed in
the countercyclical targeting formula.

We believe these measures will permit fairer treatment for a
number of urban and rural governments for which unemploymen
is not an adequate measure of distress. -

The program would also be funded at higher levels than would
con~tercyclical revenue sharing, were that gurogram continued under
its present formula. It provides that no funds can be distributed
following a quarter in which the national unemployment rate is at
a 6-percent level or below.

Unemployment is already near 6 percent and we estimate that
the national economic recovery will have proceeded to the point,
during the first half of fiscal 1979, where the rate will fall to 6 per-
cent or below. As a resuit, substantially less than $1.04 billion would
be available under the countercyclical revenue sharing program dur-
ing fiscal 1979 were it simply extended in its present form.

n addition, local governments would be uncertain of the amounts
of funds they would receive were the countercyclical program so
extended. ‘

The supplementary fiscal assistance program—that is, the new

rogram we are recommending—reflects months of intensive study

the administration, primarily at the Treasulg's,c:f the fiscal con-
dition of State and local governments and the 1 impact of cer-
tain Federal programs on those governments. .

Treasury analyzed the effects of President Carter’s 1977 economic
stimulus program, including countercyclical, on various local fiscal
conditions. That study was made available to the Congress in Janu-

ary.

l.'vl‘ha Treasury study devised a fiscal strain index which_ deter-
mined which of the 48 largest municipal governments in the United
States, those-governmments for which the Bureau of Census main-
tains the most complete statistical information, should be considered
high, moderate, or low strain cities. )

A number of these governments were found to be in a serious
state of fiscal distress. Their local tax rates were at legal or eco-
nomic limits, and thus, tax revenues could not be meaningfully in-
creased in the immediate future. Moreover, despite efforts to cut
their budgets, these governments experienced inflationary pressures
which were driving Fo.;al expenditures higher. L

Subsequent research has demonstrated that the same combination
of stagnant revenues and inflation driven expenditures is also pres-
suring many rural governments. The study showed that the more
seriously strained local governments received a proportlonato‘lj;
greater share of countercyclical payments and concluded that su
governments could not easily offset the loss of such payments.
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_For example, the 10 most severely strained of our largest mu-
nicipalities were obtaining countercyclical funds representing be-
tween approximately 2 percent and 7.5 percent of their so-called
own source revenues. Loss of these funds would mean that these
localities would have to find alternative revenue sources or cut back
essential services.

Theoretically, if countercyclical funds were discontinued, govern-
ments could raise taxes or cut expenses to replace them. Unfortunately,
neither of those alternatives is readily available to distressed local
governments.

Accordingly, the administration decided to recommend continued
fiscal assistance to distressed local governments which have not en-
joyed the benefits of the Nation’s improved economic conditions.

he proportionately greater distribution of countercyclical funds
to the most severely strained large urban governments indicated
that countercyclical revenue sharing was well-targeted for relief of
fiscal strain in urban areas.

Further examination of available data led us to conclude, how-
ever, that the allocation formula used in the countercyclical pro-
gram did not fully measure economic distress in all areas. Hence,
we modified the formula for the supplementary fiscal assistance pro-
gm to include three additional measures of economic distress:

lative growth of employment, .of per capita income, and of popu-
lation. Let me briefly discuss these measures of distress,

Countercyclical revenue sharing distributed funds based on local
unemployment rates exceeding 4.5 percent. A Treasury study indi-
cated that this was a good measure of urban secular economic dis-
tress; reflecting declines in employment, lower accessible base growth
and higher tax burdens.

Moreover, it was determined that the unemployment rate served
as a proxy of the local government’s social welfare burden. Unem-
ployment rates are also readily available on a current basis. .

For these reasons, the supplementary assistance program retains
the use of local unemployment rates and measures them against a
4.5-percent rate to provide a link with the existing distribution pat-
tern under the countercyclical program. The local rate of growth
and employment has been included in the SFA formula because it
is a good indicator, on the whole, of long term trends of a local
economy.

As local economies expand, employment opportunities increase.
Employment growth may give a better indication of economic con-
ditions in certain urban and rural areas than unemployment rates,
since these areas generally suffer more from underemployment than
unemployment.

Also, employment growth appears to be a better indicator of po-
tential growth of local eﬁovemment revenues. ) Lo

We have also included the local rate of growth in per capita in-
come in the SFA formula because it is a good measure of the growth
and taxable wealth and the level of economic activity in a com-
munity. The local rate of growth in population is also considered a

indicator of & community’s future economic health by measur-
Ing its ability to attract new taxpayers.
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The Congressional Budget Office used similar criteria—that is,
growth in population, per capita income and earnings, as a proxy
or employment, to measure local economic distress in its report on
troubled local economies. Similar indicators were also used in the
Brookings Institution Hardship Index, which in now part of HUD’s
community block grant formula. The Urban Institute’s Economic
and Fiscal Indicators project addressed the question of how shifts
in the city’s economic base affect revenue expenditure balance by
analyzing components of the base as measured through its popu-
lation, employment and income.

We checked the results of our new targeting formula and found
that the formula targets assistance to those governments which, in
our view, are the most fiscally distressed.

Let me now describe briefly how the supplementary fiscal assist-
ance program would work. The program would authorize the dis-
tribution of $1.04 billion in_fiscal year 1979 and $1 billion in fiscsi
year 1980. Eligible local governments would receive 98.7 percent of
the total funds. The share of each local governraent would be de-
termined by a formula designed to reflect the level of its distress
relative to other eligible local governments. The remainder of the
funds would be distributed to the Commonwealth of Puerto Rico,
Guam, American Samoa, the Virgin Islands, in aggregate they
would receive 1 percent of the total SFA distributions, and the In-
dian tribes and Alaskan native villages would receive 0.3 percent.

State governments would not be eligible to receive SFA funds
under the administration’s proposal, because our studies indicate
that, as a group, State governments are not fiscally strained at
present. Most State governments are currently in good fiscal con-
dition with many States planning tax decreases during the next
fiscal year.

Moreover, the major State revenue sources, sales and income taxes,
are more responsive to improvements in the national economy than
the predominate local revenue source, property taxes, Accordingly, as
the economy has improved, State revenues have increased at a faster
rate than local revenues.

For the purpose of test determinations under SFA, local gov-
ernments are divided into two categories: those wholly or partly
within a Standard Metropolitan Statistical Area, SMSA, and those
entirely outside an SMSA. Because of techniques used to gather
and categorize general employment and unemployment data, separa-
tion into SMSA and non-SMSA groups minimizes measurement dis- . .
crepancies among members of each group and permits governments
within each Eroup to be treated more fairly. ‘

Only eligible local governments would receive SFA funds. The
eligibility test is a statistical test based on the most recent data
available to the Departments of Commerce and Labor prior to the
beginning of each Kederal fiscal year. For a local government to be
eligible, it must have an unemployment rate in excess of 4.5 percent
or exhibit slower than average growth in two of the following three
categories: employment, per capita income, and population. B

The local unemployment rate is to be determined on & four-
calendar quarter basis while local growth rates for employment,
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per capita income and population are to be determined by com-
aring data for the present year with a base period of 5 or 6 years.
owever, shorter geriods for the latter three measurements may
be used if required data is available only for such shorter periods.

Let me skip part of my statement and come to a conclusion, The
balance of the statement really goes through in more detail the way
the program would work. -

I would jl_tlzlst like to say in conclusion that our general purpose in
designing this program wasto provide a bridge from what we see
as an explrini countercyclical program to a situation where local
gg;v_emments that are not responding to the improved economic con-

itions of the country so that those local governments will get some
assistance and avoid the structures that would come if the counter-
cyclical program simply terminated.

I might say one other matter about the targeting that I think
Senator Muskie rightly raised. I think it is fair to say that any
tar¥eting formula will produce aberrations. The present counter-
cyclical targeting formula has produced aberrations. Even today
there are high income cities which, under countercyclical, do receive
significant amounts of money.

A list of those cities has been supplied by the staff to the committee.
Under the administration’s proposal, all of those cities would be
capped—that is, they would not get any more under the new program
than they got under the last one.

By adding three new possible indicators to the formula our program
will introduce a few more aberrants, and I might just go through them
wg(t;h you now because 1 know everyone will want to ask a question
about it.

We ran a computer run on how many cities or localities would come
into the administration’s program that did not receive countercyclical
funds and that had more than twice the average per capita income
in the United States. That produced a list of 61 localities that would
be added to the program. Those cities would get an aggregate of $1
million. Two-thirds of that amount would go to Greenwich, Conn.

I think it is fair to say that we would be more than prepared to
work with the staff of the committee to produce an amendment that
would eliminate those 61 from the program if the committee thought
that that were desirable. We could do that a number of different ways.
The one that occurs most readily is that one could simply not allow
the use of the population test for communities that have more than
some multiple of the national per capita income. We would have to
see what that did to others but I would suspect that it would not have
anybxlnaterial impact and I am sure that we could get at that kind of
problem.

But, as I say, the problem exists today in the countercyclical

rogram and I think it is fair to say that the diversity of localities
in the United States is so great that we will never develop a formula
that will not have some aberrance in it.

Senator Hataway. Well, I agree with you.

Let me ask you some questions with regard to the formula that
are not quite clear to me. You have these three factors and they are—
the amount of money that is going to go to any locality would depend
upon its growth rate over national average, is that right? -
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Mr. Carswerr. That is right, sir.
Senator HatrawaY. Regardless of——
Mr. CarsweLL. Well, no. It eligibility will be determined in that

way.
genator Hatraway. Eligibility, right,

Yes, then you would multiply it out to get the amount of money
that would go. But if you had an area where they had everybody
in the area employed, they would have a zero growth rate and
they would be under the national average in growth rate and there-
fore they would be eligible for some assistance. It does not seem to

Mr. Carswerr. Well, they would have to meet one of the other two
tests as well.

Senator Hatraway. They have to meet two out of the three.

Mr. CarsweLL. Two out of the three.

Senator HatawaY. If they had a zero population increase and a
zero increase in employment, even though everybody was employed
who could be employed, they would be eligible.

lOl::(rliously, that area would not be distressed if everybody was em-
ployed.

Mr. CarswerL. Yes, but when you did, the measurement of what
their level of distress was, the likelihcod 1s that they would get very
little, nothing. They would be under the $200——

Senator Haraaway. Well, what would be the measurement of
their distress?

Mr. CarsweLL. Well, they would be eligible, but then, when the
formula was applied to them, the likelihood is that they would not
get snythixi% or they would get a nominal amount.

Senator HaTHawAY. How would that work out?

Mr. CarsweLL, Well, that is just the way the formula works. The
formula is weighted so that the level of the distress for allocation
purpose is fixed by the statistic which indicates the most distress. It
gets somewhat complicated, but each one of these formulas, each one
of these indexes after one goes through the initial run, then has to be
adjusted. Some of the aberrant cases will arise because of the adjust-
ment for standard deviations.

But I think what will really happen is that that kind of example
occurs primarily in very small towns and so when you multiply it
against the amount of money that is available, it will fall out be-
cause it will not get up to the $200 level.

As 1 say, we ran the test that I just described and found that there
were 61 tﬁ'at fell into the kind of aberrant case that you described. I
think it is fair to say that probably what happens in Greenwich is
something like what you are saying, that is a city which has had no
population growth and has had no growth in per capita income, prob-
ably, and so it fell in because of that, and then what do you do about it ¢
The answer is we probably ought to knock it out, based on the level
of per capita income.

n the other hand, if that situation existed in a town where the
level of per capita income were low, I suppose you and I would
agree that that is a place that probably, justifiably, could ask for
some assistance. _
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Senator Harraway. Well, it seems that we are departing from the
countercyclical approach. Would you not agreef Countersyclical
was originally enacted to help States and communities because they
had suffered from an economic downswing and their tax base had
been, eroded. Now it seems to me that we ave getting into giving
assistance for other reasons where there are governmental pro-
grams existing, such as EDA and CETA to help out with what we
used to call_structural unemployment.

So you really cannot call this countercyclical any more, can yout .

Mr. CarsweLL. No. We are frank to say that it is really an extrap-
olation from countercyclical. It is a successor. It is intended to
recognize the fact that the other governmental programs have not
in some areas picked up the slack for distressed areas, and hence,
that distress will continue. _ )

I do not think there is much doubt that if this program is allowed
to expire or a program similar to the program proposed by the
administration does not come in, that there will be significant prob-
lems in areas that have not responded to the more favorable economic
activity that we now have. :

Senator Hatmaway. But can they not take into consideration
these other Federal programs that are geared to help out these par-
ticular situations?

Mr. CarsweLL. Well, we have tried to look at that and, insofar
as we can tell, this targeting will get to the places that we ought
to get to. Obviously, the President has also proposed a number of
other urban initiatives that will, hopefully in the long run, make
this sort of program unnecessary because those programs will address
the root cause.

This program” obviously does not address any of the structural
problems. What it does is provide moneys to those cities, localities,
that are in distress. What tIl;ey do with the moneys may address the
structural cause, but the program itself does not.

Now, the other programs that the President has recommended
will get at the structural causes of the problems in the distressed
cities and, over time, it should be possible to do away with this
kind of a program. That is why we are not recommending that it
be a permanent program, that it simply be a 2-year program and
we will see where we are then.

Senator HatHaway. My time is about up. Let ma ask you one
last question.

It seems to me that with all three of these factors—employment
growth, capital income growth and popuvlation growth—a com-
munity could have no growth whatsoever, yet not have its tax base
erode&i be able to provide these services, and yet we are going to
give them additional money just because they have not grown.

Mr. CarsweLL. It is possible that it can work that way. On the
other hand, we have had numerous complaints from various people
around the country and various organizations around the country
that there do exist, particularly in the rural or semirural areas, lo-
calities that are stagnant and that are as fiscally distressed as any
central city except that the problem shows up in underemployment
and in people moving out of the areas and with lingering decay.
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That is the sort of situation that this program is designed, to get at,
because the unemployment test does not get at it. Now, how do you
find those communities?

Well, we tried to look among the various indicators. I tried to list
some of the people who helped us in looking for those indicators,
and these are the three that we came up with. We think it does
serve to identify those towns which do have this sort of stagnant
distress, and which I think the people who live in them rightly feel
is & condition that should not be allowed to persist in this country.
lagenator HatHAwAY., Well, my time is up. I will come back to that

r.

Senator Long.

Senator Long. When we passed the general revenue sharing bill,
we did what I regard as a credible job. We adopted a formula, as
far as all of the local communities were concerned, that had so
much merit to recommend it that when we went to conference be-
tween the two Houses, the House, without any argument, bought
the Senator’s formula with regard to the distribution of funds in
the State.

They wanted a choice between the House and Senate formulas
for the States, so whichever one favors them the most could be
used. We were able to show how each State and community would
make out under that formula.

Do you have information available to show us how the money
would be distributed, how communities would make out under your
proposa},? compared to how they would make out under the existing
proposa

Mr. CarsweLL. We have it as to how it would come out under our
proposal. I think that information went up to the staff last night. As
to how it would be distributed under the existing program, that is
more difficult because you cannot tell whether countercyclical is going
to be in or out, for each quarter next fiscal year, so it is a hard com-
parison to make,.

You can make the comparison against what hap}éened in counter-
cyclical for some annual figure previously. Those figures are avail-
able. But that is not a proper comparison because, again, counter-
cyillical would not be merely extended. It is likely to be triggered in
and out.

Senator Lona. It seems to me that frankly, Mr. Carswell, most
Senators will vote for or against a formula by just looking at how
their State makes out, how much money they do get or do not get.
We had a lot of votes on countercyclical revenue sharing and on
general revenue sharing, but all you have to do is show a Senator
a sheet of paper; here is how your State makes out under this
formula, here is how your State makes out under this formula. That
is what tended to determine the Senator’s vote.

Now, does this bill that you are suggesting here shift money from
one State to another Statef

Mr. CarsweLL. If we assume that the alternative that we were
discussing——

Senator Lone. I am saying, if you start out by assuming that we
just extend the existing law, the second assumption, what happens
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if you do what you are recommending here, would you have the
effect of shifting money from one State to another Statef

Mr. CarsweLL. If you extend the existin%)law and take the 6-percent
triﬁgering formula off so that you put $1 billion in countercyclical—

Ithough you would not call it countercyclical—you extend it for a
year and you take the 6-percent cap off, if you did that and compared
it to where you are now there would be some slight shifts, but they
would be relatively small in amount.

Senator Lonc. You need to show us that between the States it
does not shift much around. The Senators might vote for some-
thing like that. If they go much beyond that, it 1s asking a little bit
too much,

Mr. CarsweLL. It is that kind of a shift; it is really not material.
I have it for a few States.

Senator Long. Give it to us. How about those represented on this

- committee. That is a good start. Those present right now. We can
find out about the others later on.

Mr. CarsweLL. Ou the assumption that we would shift—Jlet me be
sure I have this number right. In Maine, for instance, under the
administration bill it would be $8.5 million now.

Senator Lone. Would they get a little more or a little less?

Mr. CarsweLL. We estimate Maine would receive $9.2 million if the
same amount of money were distributed under countercyclical, so it
would be about a $700,000 shift in Maine, adverse.

Senator LoNa. They would lose $700,000. How would Louisiana
make out?

Mr. CarsweLL. Louisiana is about the same, to my recollection,
about $300,000. I really ought to provide it for the record; there is no

int in guessing about this. SThe figure supplied for the record was

1.1 million decrease.) We did look at them.

: Sgnator Lona. You do not know whether Louisiana gets more or
ess

Mr. CarsweLL. No. I know what Louisiana gets against what it
got last year. I do not know that we have the right figure, because
we have not run a targeting formula on the $1.04 billion on counter-
cyclical extended with the cap off. .

Senator Lone. My imgression is that you have been around awhile.
Were you not around here before the Carter administration came
in? Did you not serve under a previous administration {

Mr. Carswerr. That is right. )

Senator Long. I would say you have had enough experience so
you would know that when you come up here to appear before a
committee you ought to know how your proposed changes would
affect each of the gtates, particularly those represented by the Sena-
tors on the committee. .

The chairman of the subcommittee would like to know how his
State would make out and the chairman of the full committee
would like to know how his State would make out, and I would
think that you would be prepared to answer those $64,000 questions.

Mr. Carswerr. It is & point well taken, Senator. I have other
go:lnparisions here that would show that, but the one you asked for,

o not.
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Senator Lona. Is that not the bottom linef Look, if I try to ex-
plain to my folks back home, it is easy enough to explain w Iv Iam
voting for it if they get more money. That 18 easy ‘enough. If your
State gets less money, you have more explaining to do.

It seems to me that ?rou ought to be in a position to start out by
saying your State would get more, but on the other hand, it would
shift funds around in the State and here is how it would work.

Here is our situation. We are confronted with a formula. that
everybody seems to be reasonably happy with and it would leave
me wondering, why would we want to junk a distribution formula
that we struggled with and resolved a year or so ago?! Why would
we want to junk that formula in order to expand rather than nar-
row the units of government that are labeled distressed at a time
when ‘obviously there is less government distress now than then?

- Why would we want to get involved in that, especially when it is
not going to give us any more money{

Mr. CarsweLL. A comparison that I can give you—it is very
simple, really. If you did what Senator Muskie suggested, extend
countercyclical and rely on that, then it is very clear that you will
come out better with this program because the amounts available under
the extended countercyclical would be on any reasonable forecast_of
what unemployment rates are going to be, would be significantly
l(lelss for all jurisdictions, Louisiana, Maine, and New York, among
them,

What else would happen would depend on what other targetin,
you added to it. Senator Muskie’s proposal has not been introduce
yet, so I do not know what his targeting would be, or whether the
shortfalls that he would try to make up on what he said would be
a highly targeted approach to supplement countercyclical would be
enough. So that alternative, we cannot compare because we do not
know what it is.

My guess is that Louisiana would probably not come out as well as
under the administration’s program, depending on how highly
targeted Senator Muskie’s supplemental agproach would be, because
the targeting would be %resumably directed at distressed urban areas,
and Louisiana does not have that many distressed urban areas in it.

Senator Lone. I hope you know, Mr. Carswell, that after that
vote on the Panama Canal some of us are not so prone to be states-
men. We have recall petitions circulating on some of us. We are very
much attuned, these days, to what our people would.like to have.

Mr. CarsweLL. I can give you what the order of magnitude is. Over
4,000 entrants would come into the program because of the Treasury’s
new formula, but the aggregate amount that they would get would be
in the range of $38 million to $35 million, so not much would be taken
from other recipients in the program.

You fet some retargeting within the program, but the shifts are
relatively small. It is a complex business and we simply have not
had time to run all of the data runs.

Senator Lona. We would like to have the comparison when you
get it, so you can get down to the bottom line, citg by city. You
say New Orleans would make out better. That would be good news
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down there. How about all the other cities in Louisiana? We would
like to have that information.

Thank you.

[The following was subsequently supplied for the record:]

Supplementary fiscal assistance program trials: Trial name key:

1. Trial X1: The proposed program; qualification on unemployment rate
greater than a 4.5 percent or on two out of the following three criteria: percent
change In per capita income less than group average, percent change in popula-
tion less than group average, percent change in employment less than group
average; states excluded ;

2. Trial X2: Trial X1 with states eligible to compete for 14 of the total fund;

8. Trial X3: Qualification on unemployment rate greater than 4.5 percent
only ; states excluded ;

4. Trial X4: Trial X8 with states eligible to compete for % of the total fund.

(Groun: SMSA vs. non-SMSA)
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TABLE 5A.—U.S. DEPARTMENT OF TREASURY—SUPPLEMENTARY FISCAL ASSISTANCE PROGRAM TRIALS—DETAILED DATA LISTING~—Continued

Governmen, ) Pct. Pct. Pet, Elig. Rou. Pch. Pch.  Pch,
code SMSA  Title X1 PCX1 PCX2 dit. PCX3 dit. PCX4 dif.  Pop.1975 PC174 factor pet. pet.  pop.  emp.
192054002 . . St. Joseph Town__. 6,108 3.47 190 —454 405 16.6 227 =345 1,759 2,502 1C4 6.7 185 56 17.0
Waterproof Town. 4017 319 379 O kN 0 2.60 -31.5 1,060 2,160 1C4 6.7 948 -26.3 17.0
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0 0 0 0 0 0 0 81,791 3,410 39 562 1.6 43.5
[ ] 0 0 0 ¢ 0 0 ,588 4,001 15 582 -1l 43.5
32,757 168 .92 —~45.4 208 235 L1727 =307 19,482 2,755 6.3 50.1 5.4 3.1
2,8% 159 .87 5.4 173 9.2 .97 -38.7 1,85 2,98 6.3 49.4 1.7 38.1
9,121 24 2.4 0 2.4 0 211  -13.8 3,732 2,651 6.3 428 9.3 38.1
834 108 .59 -45.3 91 -158 . -52.6 TI0 3,469 (*)  .oiiieeeciieceieaean.
! 0 0 0 0 0 0 0 0 172 3,733 6.3 5.8 82 5.7
0 0 ] 0 0 0 0 0 598 3,394 A23 6.3 510 4.2 3.1
2,517 35 195 -454 234 -3 L3 631 706 3,122 1C 6.3 630 -11.3 381
129 .69 .46 -33.1 .1 5.0 48 =300 186 2,592 12¢ 6.3 514 -5 3.1
150 107 1 =338 I3 =2 .49 548 140 2,460 12C 6.3 5L4 =125 3.1
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1820569010%6. ... _...... Downsville Vitlage, Union... [ 0 0 0 0 0 0 142 2,596 A2 6.3 5.4 164 381
.- Vermillion Parish... .09 49 454 111 235 .62 -3%.7 4,596 3,347 A3 54 69.5 3.5 4.9
Abbaville Town . _ 1.5 .85 —45.4 1L.72 10.9 97 =317 12,549 3,092 12C 5.4 538 1.5 40.9
302 302 O L% —50.3 4 -1 2,169 2,422 (*) i ccccizaaeaceaznas
0 0 0 0 0 0 865 2,125 4.6 5.1 1.6 38.6
0 0 0 0 0 0 0 1,304 2,222 18 5.4 386 8.7 40.9
.70 0 0 .70 0 .64 -9.4 2,112 2,931 183 5.4 46,9 4.3 0.9
.38 .38 0 .38 0 .25 —353 1,888 3,769 1C 5.4 7.5 -—A.8
N 7 0 .12 0 2 0 5,326 3,245 1C 54 59.9 =39 40.9
.68 37 ~45.5 {84 23.7 .47 -3%.9 502 3,127 A3 54 56.9 5.5 40.9
1.41 JT —45.4 167 18.1 .98 -30.7 50,781 3,633 A234 10.1 50.1 -5.6 1.8
2.24 122 —-45.5 271 23.4 155 <-30.7 474 2,538 10.1 495 -~9.7 11.8
9.86 538 -—454 10.83 9.8 684 -30.7 8,473 3,207 A234 10.1 5.7 =5.1 1.8
2,23 L2 -454 2.53 136 1.5 --30.7 2,076 3,545 A4 1.1 59,5 153 1.8
284 1.55 —45.4 347 2.1 197 =30. 682 3,509 A24 10.1 5L3 162 1.8
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Senator HaTaawAY. Senator Moynihan.

Senator MoYNIHAN. A question to the Secretary. We are very
grateful to {ou to come up here with the administration’s urban pro-
gram. You have worked hard on it. It has a great many supporters
in this body. If the program had been larger, it might have been

greater.

I would like to ask you one question first. In trying to measure
need under this program, you have taken a measure of what you
might call economic need of a particular governmental unit, a par-
tlculatil area, but not of the fiscal distress of the governmental unit
as such.

You could have a city with a completely balanced budget and no
debts and a contended taxpayer electorate which would still qualify
under this because of the levels of unemployment. And you could
have a city that would not qgali owing to the fact that the
economy was not in bad shape, but the fiscal structure none the less,
may be in ruin and the city may be in distress, and on the edge o
bankruptcy.

That is correct, is it not, Mr. Carswell? .

Mr. CarswerL. Yes. That was true under the old countercyclical
approach, too. The present countercyclical—

enator Moy~mHAN. I would like to make a point. We do read u
here. The old countercyclical was just that. It was countercyclical.
This was an urban program. This partciular program does not ad-
dress itself to the question as to the high correlation between eco-
nomic well-being and the fiscal condition of city fovemmqnt,, but
not a total correlation, by any means. The correlation might be
0.4. It is not very high. .

For example, you might find that a city very dear to me, the city
of New York, that lost 400,000 jobs—we are just beginning to gain
a little bit—would turn out to be pretty well off under this formula
in spite of the fact of a debt service that is almost equal now to our
educational costs. This does not go to the condition of city govern-
ment. Point 1.

Point 2: T know it is hard working on the task force. As a result
of 1 year’s effort to target urban problems, you have increased the
number of units of government that will receive this aid from 24,-
000 to 26,000. You are now tarﬁjetin this aid on the majority.

Mr. Carswerr. That is the eligibility level. The targetin within
the eligibility is considerably steeper, 23 percent of the funds under
the administration program would go to 10 most distressed large cities,
33 percent to the 48 largest cities.

enators orl:«ms(z)e. 26,000 unitl,?i of government for an urlg:g
program. Sir, that 20 percent, would you give us a comparison wi
that ratio under what AFRA would {)ef

Mr. CarsweLL. About the same.

Senator Moy~nman. No difference. .

Mr. CarsweLL. The distressed cities are capped. They are going
to come about out the same in ag%regate. .

New York, for instance, would get the same, because, if you took
off the cap——

Senator MoyNIHAN, Why the capt

Mr. Carswert. The cap is partly because we do not have un-
limited funds available.
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Senator MoyNraaN. Why not let the formula work its will with
the funds you do have availablet?

Mr. Carswerr. Then you would see, I take it, various dropouts at the
bottom and you would have Senator Long’s question in spades, and
-you would have an argument, the kind of argument that you are mak-
ing, as to whether the unemployment test really is not the only test of
whether a community ought to get some aid.

It is rough justice, is the best I can say.

Senator MoyNrHAN., My time has run out. Could you give this
committee & table showing what would be the allocation without the

“f
r. CARswELL. Certainly.
[The following was subsequently supplied for the record :]

THE DEPUTY SECRETARY OF THE TREABURY,
Washingion, D.C., June 22, 1978.
Hon. WrLiam D. HATHAWAY,
Ohairman, Suboommitiee on Unemployment Compensation, Revenue Sharing and
Economic Problems, Committee on Finance, U.8. Senate, Washington, D.C.

DEAR MR. CHAIRMAN: For your information, I am enclosing copies of my cor-
respondence with Chalrman Long and Senator Moynihan concerning the
administration’s suppiémentary fiscal assistance program.

If I can be of any further assistance, please do not hesitate to call upon me.

Sincerely,
ROBERT CARSWELL.

Enclosures.

THE DFPUTY SECRETARY OF THE TREASURY,
Washington, D.C., June 22, 1978.
Hon. DANIEL P. MOYNIHAN,
U.8. Senate, Washington, D.C.

Dear SENATOR MOYNIHAN:-During hearings last month on the Administra-
tion's Supplementary Fiscal Assistance (SFA) program, before the Subcommit-
tee on Unemployment Compensation, Revenue Sharing & Economic Problems of
the Committee on Finance, you asked me to provide information concerning the
effects of the SFA cap on allocations under the program to distressed cities. Our
staff has just completed an analysis of the SFA program for the Subcommittee
based on recently revised and rebenchmarked unemployment figures for 1977,
the most recent data avallable, and revised population and per capita income
data which were not previously available to us. I had awaited completion of this
analys!s before responding to your request so that our response would be based
on the best data available.

As you know, the SFA formula caps allocations to each local government 8o
that the annual allocation to a government cannot exceed its allocation under
the countercyclical revenue sharing program during the period from July 1977
through April 1978. We have proposed this cap to avold Increasing the dependence
of local governments on supplementary fiscal assistance from the Federal
Government.

Annex A to this letter lists estimated allocations to the 48 largest municipal
governments under (i) the 8FA formula with the cap and (ii) the SFA formula
uncapped. The municipal governments are listed according to the fiscal strain
index developed by the Treasury in our study of local fiscal conditions which was
made avallable to the Congress in January. Annexes B and C list the same in-
formation with respect to all cities with populations in excess of 100,000 with the
cities listed according to their classification under HUD’s Urban Development
Action Grant (UDAG) program where cities In Class 6 are the most strained and
those in Class 1 are the least strained. Annex B lists estimated allocations under
SFA with a cap and Annex C lists uncapped SFA allocations. These latter An-
nexes provide additional information in computer output form which may be
useful in your analysis.

I belleve that an analysis of this information clearly demonstrates that the
cap effectively achieves the results we intended while preserving the targeting of
assistance to distressed governments. You will note, for example, that although
removing the cap would increase total allocations to the ten high strain cities in
the Treasury study by approximately $2.5 million, only 2 of the 10 high strain
cities would recelve a greater distribution using an uncapped formula. Buffalo,
Detroit, New Orleans, Newark and Philadelphia would all receive substantially
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less funds. Of the 48 municipal governments in the study, 87 would lose funds if
the SFA cap were ellminated.

The evidence is equally compelling in the case of UDAG Class 6 cities, those
most strained. Total allocations to Class 6 cities would be reduced by approxi-
mately $3.5 million if the cap were eliminated and 30 of the 36 Class 6 cities
would receive less money.

We would be pleased to answer any further questions you might have with
respect to this or any other aspect of the Administration’s SFA program. I look
forward to working with you toward enactment of this important program.

Sincerely,
ROBERT CARBWELY.

Enclosures. -

ANNEX A

“SUPPLEMENTARY FISCAL ASSISTANCE—COMPARATIVE ALLOCATIONS TO 48 LCG'S
[Dollar amounts in thousands)

SFA
Cities by strain category SFA (uncapped)
$6, 574. $6, 952, 2
4,210, 3,153.4
17,544, 16, 617,
5, 067. 4, 540,
16, 661. 12, 478.
6, 391. 4,786,
140, 372, 160, 390.
8, 501. 6, 366.
23,263, 17,422,
6,651, 4,981,
235,239.4 237,695.1
2,25, , 223.
8, 839. ), 620,
1, 962. , 730,
2, 146, , 057,
1,572 , 512,
4,219, , 160,
123, , 390.
3,590. , 689,
2,061 , 576.
1,179.4 , 111,
2,19). , 078.
1,100, 823.
15, 606. 12, 386.
865, , 879,
3,508. , 658,
3, 068, , 297,
923, , 137,
2, 509. 1,897,
54, 4 260.
4,702, 3,522
552, 1,375,
2,291, 1,215,
6,411, 4,802,
2,511 2,313
1,348.5 , 103,
105. 3.
10,164.5 15,224,
86,740.9 80, 968.5
1,335.5 1,082,
2,454, 4 1,838
329.8 242.¢
886. 4 1,121
1,398 1,313
181, $30.
1,858 1,595,
2, 210. 1, 700.
3,264, 2,44,
1, 364, 1,131




ANNEX B

U.S. DEPARTMENT OF THE TREASURY—SUPPLEMENTARY FISCAL ASSISTANCE PROGRAM, TRIAL 1
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Final totals: 18 records, trial 1 equals 16,508,417 7406,

222003002 Fall River... _..
222003003 Mew Befford
Finel totals : 18 record, triel 1 equals 58,128,928.212.
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ANNEX B .

U.S. DEPARTMENT OF THE TREASURY—SUPPLEVENTARY FISCAL ASSISTANCE PROGRAM

TRIAL 1—Continued

Percent
change in

g it
per capita
income

Pwuuti chan;
n
lation

gt

Capped ST

change
i

Unemploy-
et B xsn'

T5)

(19%3-78) (19

70-75)
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Per capita
Hocat ““9.
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UDAG LISTINGS—CLASS 1

Montgomery

Beaumont

342032001 Ourham._ ...

Final totals, 7 records, trisl 1 equals 5,328,250.6484.
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ANNEX B
U.S. DEPARTMENT OF THE TREASURY—SUPPLEMENTARY FISCAL ASSISTANCE PROGRAM, TRIAL 1—Continued

Percent

Percent change in Percent

Capped SFA X Unemploy- . Per capits change in per capita change in

. trial 1 Percapita ment W Population income population income unrloym

Government code and title (city) sllocation 1877 1975 1974 (1970-75) (1969-74) (1970-75)

UDAG LISTINGS—CLASS 1—Continued

0.24 4.7 1,397,562 57. 46.1

[ 3.3 165, S5, .5

0 3.8 138,743 60. 35.4

.08 47 301, 147 43, 47.5

2.94 5.9 125, 01. 50. 3.1

4.20 6.5 S8, 31.1

.69 6.3 102, 6,077 6.8 49.5 3.1

4.71 7.5 113,179 4, 502 13.1 5.0 39.6

0 4,0 108, 4,957 -L5 481 20.0

318 4.3 103, 5, 544 3.5 %9 5.5

.85 4.9 112, 615 4,911 -1 4.6 1.2

.16 4.3 11,322 4, 841 3%.7 46.7 2.1

0 34 | 103703 5,138 48 %.5 201

442220001 14, .13 S.7 110, 543 5,090 2.5 39.5 24.4

472101001 0 3.9 105, 220 7,312 -51 57.9 3.7

472105701 0 4.3 104, 459 4,024 16.6 56.0 2.7
Final totals: 58 records, trisl 1 equals 1,062,114.5281.

472132001 Virginia Beach_ ... i, 201,131 .9 5.0 213,954 4,826 .3 56.3 2.7

Final totals: 47 records, trisl 1 equals 25,374,278.905.
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U.S. DEPARTMENT OF TREASURY, TRIAL X5—SUPPLEMENTARY FISCAL ASSISTANCE PROGRAM—Continued
[Trial X5 equals trisl 1 uncepped]

N Unu?od Unem- .
. . Population FA ploymant Per um
Government code and [itle (city) 1975 allocation percent RU alloca

UDAG LISTING—CLASS 6

31 New York City. ..o 7,481,613  $160, 390, 085 10.0 $21.44

142016016 Chicago. .. 3099391 16,617,491 7.4 . 36

51 Philadelphia. . 1,815808 17,422 869 9.7 . 60

232082004 Detroit..... - 1,335,085 12,478,145 9.9 ). 35

362018014 Cleveland. - 638,793 4, 540, 572 87 A1

222013001 Boston..... . 636, 725 6,957,164 9.6 10.93

92035001 New Orleans. - 559, 770 4,786, 941 7 .55

1 St Louis. ... ..o ... - 524, 964 4,981,643 2 .49

Pittsburgh. ... ............... - 458, 651 3,52], 988 8 . 68

362031006 Cincinnati... .. ..o.o.o.oo.... . 412, 564 2,057,034 1 .99

332015005 Buffalo. .. - 407, 160 3,153, 40 12 .14

312007003 Newark. N 339, 6, 366, 838 15. 18.75

1009 Oakland . 330, 651 , 879,716 10.0 . 68

8003  Rochests . 267,173 946, 955 , .54

362077001 Akron.. .. . 251,747 910, 743 . .62

Jersey City . 243,156 2,539,767 12.0 10.42

7004 ton...... . 205, 986 1,553,822 N .54

232041004 Grand Rapids - 87, 946 433, 458 K .57

332034015 Syracuse..... .. ... - 82,543 509, 263 . .79

232025004 Flint______ . 74,218 1,282,112 : .36

482032010 Spokane. . - 73,698 808, 154 . . 65

222007003  Springfield - 70, 790 806, 75¢ . An

402004004 Providence . 167,724 1,477,331 2 8.8}

5005 Gary...... . 167, 546 896, 100 X 5.35

312016007 Paterson.. - 52, 568 1,693,011 15. 11.10

072001001 Bnr?eporl.., ............ . 42,960 1,232.676 : 8.62

Hartford. . ... ... . 38,152 1,361,348 . € 9.85

362050010 Youngstown._ .. ... ... ... ..o..... 32,203 741,744 3 5.61

072005006 New Haven... ... ... ............... 26, 845 895, 170 : 1.06

332001001 Albany. ... .- 10,311 423,228~ X 3.8

312020001  Elizabeth - 04, 405 452,029 10. 4.33

222009001 Cambridg . 02, 420 691, 117 8. 6.78

362076005 Canlon.. . 01, 852 32, 440 8. 4.25

312011005 Trenton. . 101, 365 514, 5527 9. 5.08

Fall River.._.__ 100, 430 731,748 9. 1.9

222003003 New Bedford. ... .._.................. 100, 133 1,194,261 11, 11.93
Final lotals: 36 records, trial X5 equals 267,731,770.547.

UDAG LISTING—CLASS 5

052019027 Los Angeles 2,227,393 12,386,010 9.0 454

212004001 Baltimore. . 851,698 6,619,926 8.7 .1

092001001 Washington 15, 224, 816 9.7 21.40

1 , 297, 878 5. 3.45

, 802, 010 8. 1.23

1,082, 094 6. 2.02

2,078,184 6.9 4.40

2,223,925 9.6 5.10

1,700,751 12 4n

1,879,609 5. 5,59

808, 509 1. 471

1,439,972 10. 9.52

268,776 S. 2.01

446, 166 7. 3.49

, 435 10. 4,35

418, 801 1.9 .80

678, 548 9. 6.34

| B U5 N N

488, 44 1,838,196 7.0 76

487,091 2,313,110 8 4.75

378,112 2,137,052 4, 5,65

358, 364 1, 390, 788 6. 388

, 602 823,8%0 8. 2.45

216,213 1,729,910 7 §.26

, 822 1,176, 756 9. 4,51

232, 652 1, 048, 627 5. 4,51

, 509 _ 342, 769 8. 1,78

168, 189 §31, 060 6. 3.16

162, 842 §29, 4%0 6. 325

145, 459 342, 689 [ 2,36

805 560, 882 7.9 442




66

U.8. DEPARTMENT OF TREASURY, TRIAL X5—SUPPLEMENTARY FISCAL ASSISTANCE PROGRAM—Continved

[Trisl X5 equals trial 1 uncapped]
Population ""“‘?r’ﬂ plogm Per ca
al
Government code snd Tite (city) 1975 sffocation  percent RU -lloum
UDAG LISTING—CLASS 4—Continved
123,157 $534, 44 8.6 $4.41
117, 600 902, 022 1.2 1.6
108, 220 280, 521 6.3 2.5
106, 624 351,176 1.4 .8
102,076 603, 110 9.1 5.91
Final totals: 18 records, trisl X5 equals 17,436,461.0942,
ULAG LISTING—CLASS 3
o 442015010 773,248 1,715,778 1.2 22
442071002 385, 691 3,160, 148 1.7 [ §1]
472122001 286, 694 1,313,153 3 4.58
1020295003 280, 340 1, 202, 165 3 4, 3
242062009 79, 535 1, 375, 536 4. 4
172087014 64, 901 411, 266 3 1.9
012049004 96, 441 1,158, 404 , 5,90
85,711 372,140 . 2.00
152002001 85, 200 164,437 .89
432047001 83, 383 158,278 .86
052010005 16, 528 901, 410 , 4 511
452018005 69, 917 462, 339 . § 2.72
502013011 168, 196 305, 332 , § 1.82
052033012 R 50, 612 317,458 . 4 211
052019017 32, 360 120, 244 3 .91
262039003 31, 557 4, 307 4 5
142072011 25, 983 203, 962 6. 1.62
152071008 12,478 417,790 5. 3.56
412040001 11,616 419,173 6. 376
472125001 08, 674 358, 608 6. 3130
062051001 105, 312 555, 853 9. 528
072001006 105, 151 235, 564 5. .24
152045007 104, 892 164, 381 6. 1.57
472125001 100, 585 342,608 6. 41
Final totals: 24 records, trisl X5 equals 15,880,332.5023.
UDAG LISTING—CLASS 2
102013013 Mismi_ .. ... coeeieiiiiniiaaaaes 365, 082 2, 658, 630 10.2 .28
442178003 Corpus Christi_ ... ... .ccoooeeiiiees 214,833 568, 207 1.1 2.64
252025008 Jackson. ... ... oooiiioiiiiiiiiioaaaen 185,415 358, 824 6.0 1.94
1121 159, 352 518, 147 1.9 325
012051001 153, 343 386,228 6.3 2.52
442123001 113, 696 260, 314 2.3 2.0
110, 224 82, 360 5.2 .81
Fingl totals: X5 equals 4,832,71: M11
UDAG LISTINGS—CLASS 1
012045001 Huntsville. .. ... ... .comreiiiirnannns 136, 419 388,953 1 2.85
022027001 Anchorage Municipality Division..._.. 161,018 594, 623 6. 169
032007010 Phoenix........ . 664, 721 1, 568, 791 2.4 2.8
032010002 303,137 1,078, 835 2. 3.5
042060004 4], 143 63, 509 4, .45
052001005 17, 862 96, 474 6. .82
052019046 , 776 179,133 6.0 1.28
052030001 93, 616 34, 166 6.3 .73
052030008 - 118,454 118,611 6.4 1.00
052030009 49, 706 102, 292 58 .68
052030016 77, 304 549, 049 6.8 310
052037010 74,489 2,444, 898 9. 316
052043012 707 1,131,258 1.7 2.
062003501 Auror 18, 060 133, 332 6.0 L 3
062021002 80, 472 494, 854 1.4 4
062030801 Lakewood. .. .....ccooooiriiaciiacnrannnn 20, 350 12,083 4 .10
i — 1 S
102013008 17,68 234, 823 8 2.51
102016003 §35, 030 1,111, 848 g. 2.08
laons 11
152045008 714,790 1,576, 138 6. 21
162077005 194, 168 0 4 0
} zoesoui T 119,203 0 4.5 0
185, 048 [} 3.0 0
192017002 25,' 286 954, 302 6.3 (¥ .}
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U.S. DEPARTMENT OF TREASURY, TRIAL X5—SUPPLEMENTARY FISCAL ASSISTANCE PROGRAM—Continued
[Trial X5 equals trial 1 uncapped]

Unca Unem-
Poputation " ‘?r'fi plwrpekrbl Per capita

Government code and Title (city) 1975 ti p

UDAG LISTING—CLASS 1-—Continued

2 14 Warren_ ... 172,755 51 6. $1.96
zmmn Livoma . .- 114, 881 *?gtn ) g
SE2005007 Linooin” i 260,02 3 g
M o ivececccarcncnenecanencmen A .
205002002 Las Vegas. ... 145,030 388,109 8 2.66
322001001 Albugquerque. 219,401 1,612,094 1.9 517
542041002 G e }g% 397;{% g" }g;
281,417 166, 603 5. .59
134, 231 3 0
365,916 530, 54 5. 1.45
372072010 331,726 379, 86 5 1.15
1 423,426 43 0
1087007 prits L9 . Lo
1,397, 562 ' 246, 965 47 18
163, 525 3.8 0
138, 745 38 ¢
301, 147 53,38 L .18
125,013 275, 01 5, 2.20
) 760 436, 083 6 N1
213,954 150, 633 5 .70
102048003 Orl }%’1'?29 43 3%3 9 4'(7)3
. 'y + . .
162057003 Cedar Rapids . .................o..... 108, 998 0 4 0
3504003 Indepandence. S i R ry ol
U257017 Cartand, o 111,322 17,686 ' .16
442051016 Irving. 103, 703 0 3. 0
mmoo} :s':i i ' }33'25’33 ‘°"’°3 319 o'92
RANAII. . .. o iiiicccnemine e e 3
472105701 Chesapeske ... .. JT T 104, 459 0 43 0

Final totals: 10 records, trisl X5 equals 1,082,482.94617.

THE DEPUTY SECRETARY OF THE TREABURY,
Washington, D.C., June 22, 1978.
Hon. RusseLr B. Long, =
U.8. Senate, Washington, D.C.

DeAR Mg. CHalRMAN: During hearings last month on the Administration’s
Supplementary Fiscal Assistance (SFA) program before the Subcommittee on
Unemployment Compensation, Revenue Sharing & Economic Problems of the
Committee on Finance, you asked me to provide es.: nated allocations to local
governments in the States of each Committee member under (i) the SFA pro-
gram and (il) the countercyclical revenue sharing program, if it were continued.
Our staff has just completed an analysis of the SFA program for the Subcom-
mittee based on recently revised and rebenchmarked unemployment figures for
1977, the most recent data available, and revised population and per capita
income data which were not previously available to us. I had awalted completion
of this analysis before responding to your request so that our response would be
based on the best data available.

I am enclosing a table that compares estimated SFA allocations with esti-
mated allocations that would be received (i) if the same amount of money
{$1.04 billion) as SFA will distribute were distributed by the present counter-
cyclical revenue sharing (ARFA) allocation formula, and (il) if ARFA, were
slmply exterided. Since the total allocations under ARFA, were it extended,
would be less than $1.04 billion with actual allocations dependent on national
unemployment rates, we have used various unemployment rate assumptions to
demonstrate the range of distributions that might occur. The estimates are more
fully described in the description of the enclosed table,
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I am also enclosing for your information a copy of my letter of today to
Senator Moynihan which discusses the effect of the SFA cap on allocations
under the program to distressed cities.

If I can be of any further assistance, please do not hesitate to call upon me.

Sincerely,
RoOBERT CARSWELL.,

Enclosures.

DESCRIPTION OF ACCOMPANYING TABLE

The attached table presents estimates, under flve alternative program assump-
tions, detailing for each Senate Finance Committee member, the total amount of
money that would be allocated to the local governments in his State, as well as
the allocations to the State's two largest cities. In the case of Hawali, Hawali
County was included, since the only City which is a general purpose local govern-
ment recipient of general revenue sharing is Honolulu.

Column headings are as follows:

“SPA
The estimated annual allocations are based upon the $1.04 billion national

allocation provided for in the Administration’s Supplementary Fiscal Assistance
program. The estimates are based on the most recent data-available.

“4.5 RU AVG"

These estimates assume that $1.04 billion were allocated to local governments
according to the difference between their annual average unemployment and 4.5
percent. This approximates the allocation formula under countercyclical revenue
sharing or ARFA, but uses annual not quarterly figures. For purposes of making
the estimate, unemployment rates were averaged for calendar 1977. If a fixed
amount were to be distributed as of October 1978 nnemployment rates for the
period July 1, 1977 through June 30, 1978 would be used.

We have assumed an allocation of $1.04 billion under ARFA simply for com-
parative purposes. In fact, under ARFA the national allocation would be less
than $1.04 billion with the actual amount dependent on national unemployment
rates. Accordingly, we are also providing the estimates listed below.

“ARFA continued"”

Based upon projected quarterly unemployment rates that- weuld be used for
Federal fiscal year 1979 payments if ARFA were extended. These unemployment
rates cover the following periods.

Estimated unemployment rates (percent)
Period covered b Winter 1878  Spring 1978  Winter 1978
by OMB by ORI

Payment date ungmployment rate by CBO
October 1978 .. _......... April, May, June 1978 _ ... ... ..... 6.3 6.1 6.3
January 1979 .. July, August, September 1978 _ __ R 6.3 6.0 6.2
April 1979 .. October, November, December 197 6.2 6.0 6.2
July 1979 _ . ... Janusry, February, March 1979. . .. 6.0 6.1 6.1
And result in a national .__ . _. ... .. . . ... $615 $310 $740

atlocation of (millions).

Each government’s share of the projected national allocation {s based upon
the assumption that governments would receive the same relative proportion of
the FY 1979 amounts as they received during the four guarters covering pay-
ments for January and April 1978 and July and October 1977. (These quarterly
periods represent ARFA Quarters 5-8 payments. Unemployment rates for ARFA
Q5-8 covered the period January through December 1977.
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SUPPLEMENTARY FISCAL ASSISTANCE—ESTIMATES OF ALLOCATION TO ALL LOCAL GOVERNMENTS

WITHIN STATES OF SFC MEMBERS
[Showing amounts for 2 largest cities)
{Figures in thousands]

. 4.51  ARFA continued (States inciuded)
1975 in SFA average
Majority population (no States) (no States) At $615 At $310 At $740
Russell Long, total_ ... ... .. .......oo.... $21,308 $22, 404 $11,788 $5, 942 $14, 134
Local governments. ... ... ... ... ....... 21,308 22,404 7,805 3,936 9,395
New Oreans._.._........... 560 6,392 6, 151 2,043 1,030 2,458
Baton Rouge................ 9 1,24 1,488 494 249 595
State government. . ... ... ... .......... 0 0 3,980 2, 006 4,789
Kerman Talmadge, total_ ... ... ... ........ 18, 499 19,470 11, 551 5, 822 23,898
Local governments. . ......_................. 18,499 19,470 7,593 3,828 9,19
Atlants . 4. 2,523 2,523 1,151 530 1,385
Columbus . . 159 692 808 268 138 323
State goverament. ... .. ... ... 0 0 3,957 1,995 4,762
Abraham A, Ridicoff, total. . ... .._._.._......... 14, 981 13,657 7,068 348 8 432
Local goveraments. .. ... ... .. ... ...... 14,981 | 13,657 4,663 2,351 5,611
Bridgeport ... ............ 143 1,646 1,539 511 258 615
Hartford .. ... ......_..... 138 1,5% 1,355 450 27 541
State government . ... .. ... . ... ... 0 ¢ 2, 400 1,210 2,888
Hm{ f. Byrd, total. . 9,438 9, 568 4,503 2,270 5,418
ocsl governments. _ ... ... . ...oceioe.... 9,488 9, 568 3,239 1,633 3,897
Norfolk. ... 287 1,399 1,124 373 183 49
Richmond .. 233 562 342 14 57 137
State government. ... ... . ... ............ 0 0 1,264 637 1,521
Gaylord Neison, total. ...._.._...........__..._. 10, 908 6,164 34 1,634 3,900
Local governments.............cooeoiiiioo.n 10,908 6, 164 2,524 1,212 3,037
ilwaukee. . _________.__... 3,068 7t 239 120 287
Madison................... 305 0 0 0
State goverament. ... ... . ... ... ........ 0 m 362 363
Mike Gravel, total_____ 3,794 4,31 2,615 1,318 4,146
governmants 3,794 4,370 1,616 814 1,94
Anchorage. .. 94 92 308 155 3
Fairbanks.___. 821 1,014 336 170 405
State goverament. ... ... ... 0 1,000 504 1,203
Uoyd Beatsen, total. .. ... ... ......o..o.... 31,050 28,72 3, 41 6,785 36,197
Local governments.. ... .. ... ... .._... 31,050 28,721 10, 362 §,223 12, 468
Houston_ ... 1,357 330 385 128 64 154
Dallas. ... 822 1,513 228 90 45 108
State government. .. . 0 3,099 1, 562 3,719
William D. Hathaway, total 8,521 9,21 5113 2,517 6,153
Local governments. _ 8,521 9,21 3,297 1,662 3,9%7
Portland. ... 802 936 31 157 n
Lewiston. ... ... __...... as 368 125 63 150
State government. ____ ... __________.____.._. 0 0 1,816 915 , 178
Floyd K. Haskell, total ... ... ... 1,463 7,868 4,516 2,307 , 507
Local goveraments. .. ... ... .. .... .. 7,463 1,858 3,19 1,577 3, 765
enver. ... 485__ 2,454 2,166 952 480 , 146
Colorado Springs 80 546 546 2% 129 308
State government. .. ... .. ... ... 0 0 1,447 729 , 741
Spark M. Matsunaga, tota 5,172 6, 146 3115 1,520 , 748
Local governments.. .. __ .. ... ._.._... 5 172 6,146 2,041 1,029 2,466
0nolAY. et 3,591 4,193 1,393 102 , 676
HawaitCounty .. ... ....... 978 1,208 401 202 482
State government. . ______. 0 0 1,874 541 292
Daniel P, Moynihan, total ... ... 209, 064 214,695 118,011 59, 485 141,997
Local governments._ 209, 064 214, 695 17,89 39,264 83,227
New York City 140, 372 140,373 50, 920 25, 667 61,270
Buffalo_ . .. 4,211 4,871 1,633 823 , 965
State governmenf 0 0 40,116 20, 221 48,270
Cart T. Curtis, total __ 1,528 107 60 30 b
Local governments. .. .. ... ... ...ooii..-. 1,528 107 60 30 n
Omaha.._............. 1 54 54 32 16 38
Lincolm..o.oooeeenan 163 0 0 0 — 0 0
State government_________. 0 0 0 0 0
Cifford P, Hensen, total .. _...... 140 96 37 18 “
Locat governments. 140 96 ks 18 “®
Cheyenne 0 0 0 -0 [1]
s N S T B
tale governmen
Robe e, 2,360 1,208 454 229 546
Local povernments_. ... ... ... ..o...co.... 2,360 1, 208 454 229 546
Wichita_.._......... 100 100 48 b1 58
Kansas City........... . 578 557 185 83 23
State government. ... .. ...l 0 0 0 0 0

[
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SUPPLEMENTARY FISCAL ASSISTANCE—ESTIMATES OF ALLOCATION TO ALL LOCAL GOVERNMENTS
WITHIN STATES OF SFC MEMBERS—Continued

[Showing smounts for 2 largest cities)
[Figures in thousands)

4.51  ARFA continued (States included)

1975 in SFA avers
Majority populstion (no States) (no sum')' At $615 At $310 At $740
Bob Packwood, total..................oooieol 10, 908 12,632 , 691 3,313 8,051
Local governments_._..______._..___........ — 10,908 12,632 4,251 2,143 5115
Portland. _.__.............. ] 2 2, 831 418 1, 000
smo‘:o'wn'-iiﬁi """""""" " K 573 2 % 1 2% 2 g&
William V. Roth, Jr., total...... S, 647 2,954 , 489 3,555
Local governments. . ... .....coiiian... 3 5, 647 2,016 1,016 2,426
mington... _............ . + 1,823 640 323 m
K. oo eeeeecncannnaan 162 60 30 n
State government. ... ... . ....cieiinnn.. 0 937 a2 1,128
Paud Laxalt, total ... ... ... ... ....... 2,702 1,413 712 1,700
tocal goveraments. . ........ooieeiian..... 2,702 930 469 1,119
LesVeges.....coecoannnnn.n 581 01 101 242
ReMO. .o oececiccaaananens 46 18 ] 19
te government. . .. .. .o ....eeoea... 0 433 22U 581
John C. Danforth, totel..................o........ 10, 289 6, 067 3,058 1,300
! governments. .. ... .. . .oeo....... 10, 289 4,018 2,025 4,834
SLLovis. ..coennniiiiiaanns 4,107--- 1,364 687 1,641
nsas City. ...ooeveenennns 2,198 88% ug 1,070
State government. .. ... ... ... 0 2,050 1,033 2,466

Mr. CarsweLL. I would rather do it for a limited number. The data
runs on this would slow us down, if I could do it for the 48 largest
cities.

Senator MoyN1HAN. I was hoping for the 26,000.

Mr. CarsweLr. That telephone book would not do you as much
good as the list of 148 would be. If you want us to do a sampling, we
could do that.

Senator MoyNrHAN. Thank you.

Senator HatrHAWAY. Senator Dolef

Senator Dore. I only have a couple of questions. I have tried to
look at the statements that will be made by subsequent witnesses.
One thing that concerns many witnesses is the statement that the
States have a collective budget surplus of $30 billion.

Is thal; the basis upon which the administration promotes this
program

r. CarswerL. I do not know where the $30 billion came from.
The State Governors’ figure is $5.4 billion, I think, as to what the
State surplus is.

Senator DoLe. And you accept that figure, thent

Mr. CarsweLL. No, Iythink it depends no what test you use. The
administration’s macroforecasts had a figure of around $15 billion,
but it depends on what you add in whether the pension funds and so
on are added in. Tt is hard to get that figure, but I think in gross all of
our figures indicate that, because of improved economic conditions,
there is a significant. State surplus, compared to other governments.

Senator Dore. The $30 billion figure came from a report issued
by the President.

As Senator Long pointed out, there are some of us who, unless
we know that you have a better program, fail to see much reason
for change. I am not just talking about the dollar amount, but the
entire program. I am familiar with Senator Muskie’s original ap-
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proach. As a member of the Budget Committee, we hear a lot about
countercyclical.

Could you give us a reason why we need to change the p t
Why not make the current program permanent? You have a 2-year
program, It will phase out with the general revenue sharing. It seems
that we are not really addressing the problems of urban areas with
just some minor changes in the };‘rogram.

Why should we change and why should we not make the other
prgfram a permanent programf?

r. Carswer. Well, again, there is some confusion here. If
countercyclical were extended and the trigger were taken off—that
ou no longer worried about the 6 percent—and hence the test woul
> on t\;ndemployment in relation to a 4.5 base. That is what basically
it is today.

If you gid that, you would have something very close to what the
administration’s proposal is. The only difference would be that we
have added some elements to try to get at some areas which
people over the last few years have complained were not in counter-
cyclical, and they are mainly small, stagnant rural areas where
people, rightlv I think, point out that there is economic distress. It
18 largely in the form of underemployment and outmigration rather
than central city distress of unemployment and so on.

So that is the basic difference between the two approaches that you
are suggesting. And either one believes that the other elements ought
to be added or one does not. The administration concluded that they
Erobably should be. It obviously does call for some statesmanship

y some Senators, as Senator Long rightly pointed out, because if
you add some new entrants lyou are goin% to get some shifts in funds
and hence some people will do a little bit worse at the expense of
some others, and those who would do better are those who would
have these stagnant rural areas in their States,

In any event, the shift is not that great. It could be a shift of some-
thing like $33 million to new entrants, plus some reallocation in present
entrants. I do not know what the aggregate of that is; we have not
worked it out. But we will get that figure, and it will show some shift.

Now, the third program, the kind of program which Senator Muskie
was proposing, I believe—I heard his statement, unfortunately, at the
same time you did, but I believe what he was saying was that he
would allow countercyclical to continue with the cap on and then
would have a highly targeted program running in tandem with that.
Now, until we know what that targeting is, I just cannot evaluate it
against the administration program.

Senator Dore. That is all I have.

Senator Loxa. Senator Rotht

Senator Rorm. Mr. Secretary, I will be brief too. I wonder what
effect, what impact, you think inflation has on our State and local
governments? Do you see inflation as being a serious problem in the
months ahead?

Mr. CarsweLL. I guess we would all agree that it is a serious prob-
lem in all sectors, yes, including State and local governments.

- Senator Rorr. The one question I have is this: We are talkin

_ about a deficit, by the time Congress gets through working its wi
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on the President’s budget, of substantially more than $60 billion.
Does it make good sense at this time to propose a program of $1
billion for this year and next year which can only increase the in-
flationary impact? Would we be better off moving in that direction
or better off trying to do something about holding the deficit down ¢

Mr. CarsweLL. I think clearly that that is a legitimate point. This
$1 billion is in the $60 billion. It is in the President’s program now.
But I guess one could say that about any expenditure program and
I guess one has to set one’s priorities on what one would cut. We
felt that we had cut the ones that ought to be cut and that this one
is of importance because, if we do not do this, we will have
strictures in cities and communities across the country because they
simply have not come back on an even level as economic conditions
improve,

enator Rorr. Well, I wonder if the local communities and local
governments in the long run would not find it far more valuable if
we were somehow able to avoid this inflationary impact. What
bothers me is that we talk about a tight budget, talk about zero-
based budgeting, but I do not sec any evidence of it.

I think we are all anxious to help big cities and local govern-
ments but it-seems to me that one of the most serious local prob-
lems that they have faced in the past and continue to face is the
problem of inflation. It raises a serious question as to whether this
program is in their best interests.

ank you, Mr. Chairman.

Senator HatTaway. Mr. Secretary, getting back to the formula
again, I understand you are going to use a kind of a statistical in-
dex so that if the increase, say, in population—we will take just
that one factor—averages 105 percent, or it is 5 percent, rather,
then the deviation from that 5 percent would determine how much
that particular community would get, is that right?

Mr. CarsweLL. Well, you have to go through it in two stegz the
eligibility step and then the allocation step. But yes, you would adjust
the index. You would adjust where it all came out for the standard
deviation and so on, and statistically we have tried to weight the dif-
ferent elements that would be in the formula and that weighting would
then determine where one, in effect—it is not done exactly this way,
but in effect—each community would be ranked as to where it was
in each of the four indices und then the one that it got the worse grade
in, because we are looking for distress, that is the one that would be
used to multiply times its general revenue formula allocation.

So, for example, the unemployment grade would still remain
much the most popular because that is still—

Senator Hataaway. That is going to be weighted more?

Mr. CarswerL., Not weighted more. That is just the way it turns
out, that that is the one that hits more. It is the critical test for
most.

Senator Harnaway. But it seems to me that it would be better to
have the three factors that you have listed be employed only if they
were minus factors. In other words, if the employment had actually
gone down, or the population had -actually sone down, or the per
capita income had actually gone down, and not that it has not
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grown as much as other areas, because it does not seem to me that
that reflects real economic distress.

Now, to be sure, I suppose under your formula, naturally the
ones that have not only not grown but have grown down will be
entitled to get more money. It seems to me that it would be wiser to
limit those, the part of the factor of not growing.

Mr. Carswerr. We will be glad to look at that.

_Senator Hatnaway. Even then, that is not necessarily an indica-
tion of distress because I suppose that if the number of people in
the community went down, then the number of services that would
haz'e to be provided would go down also, depending on who moved
ou

If you are left with a lot of older people there, then, of course,
you would have to provide more services, but if the older people
who moved out or the recipients of benefits from the community
moved out it might even have a positive effect on the community.

Mr. CarsweLL. I cannot disagree. We will look at that. I do not
know how much difference it will make because, as you rightly
point out, the amounts you get will depend on whether you really are
negative.

ou throw out half the people right-away because this test will
oan hit a locality that is below the average, so half of them are out
right away. Then, what you are suggesting is, well, if you went to
a slightly stricter measure, maybe you would throw out another maibe
25 percent and then, yes, I think that is right. One could do that. That
would refine the test and then we can look at that and see where it
0es. -

I think that we would get somewhere close to the same result be-
cause the amount that they get on the second step will throw out a
lot of them, because we have a cutoff level of $200 and that throws
out a lot of the people who are on the borderline. Even though they
qualify, they do not get any money.

But we can certainly look at that.

Senator Hatraway. Thank you very much, Mr., Carswell.

[The prepared statement of Hon. Carswell follows :]

STATEMENT OF THE HoN. RoBERT CARSWELL, DEPUTY SECRETARY OF THE TREASURY

Mr. Chairman and members-of this distinguished Committee:

I welcome this opportunity to present the Administration's bill for a Supple-
mentary Fiscal Assistance program, 8. 2075. This program is an essential ele-
ment of the President’s recently announced policy for distressed areas and is
almed at alleviating fiscal distress of local governments throughout the Nation.

The program is the product of careful study by the Administration over the
course of the past year. It is intended to succeed the Anti-Recession Fiscal
Assistance program (often called countercyclical revenue sharing or ARFA),
which expires on September 30.

The Administration recommends that Supplementary Fiscal Assistance (SFA)
be authorized for two years, with approximately $1 billion of outlays in both
fiscal 1979 and fiscal 1980. The $1.04 billlon already included in the President’s
fiscal 1979 budget for countercyclical revenue sharing, would be applied to this
program.

The Supplementary Fiscal Assistance program preserves tbe basic concept
ot targeting the distribution of funds which underlies coufitercyclical revenue
sharing. Targeting mezns, of course, that a relatively higher proportion of
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total funds would be provided to those governments which suffer the greatest
distress. In addition, the eligibility test for SFA allocations would be based on
broader measures of economic need than were employed in the ARFA target-
ing formula. We believe these measures will permit fairer treatment for a num-
ber of urban and rural governments for which unemployment is not an ade-
quate measure of distress.

The program would also be funded at higher levels than would counter-
eyclical revenue sharing were it continued under its present formula which
provides that no funds can be distributed following a quarter in which the
national unemployment rate is at 6 percent or below. Unemployment is already
near 6 percent and we estimate that the national economic recovery will have
proceeded to the point during the first half of fiscal 1879, where the rate will
fall to 6 percent. As a result, substantially less than $1.04 billion would be
available under the countercyeclical revenue sharing program during fiscal 1979,
were it simply extended in its present form. In addition, local governments
would be uncertain of the amount of funds they would receive were the counter-
cyclical program so extended.

ORIGIN OF THE PROGRAM

The Supplementary Fiscal Assistance program refiects months of intensive
study by the Administration, primarily at the Treasury, of the fiscal condition
of State and local governments and the fiscal impact of certain Federal pro-
grams on thoseé governments. The Treasury analyzed the effects of President
Carter's 1977 Economic Stimulus Program, fncluding Anti-Recession Fiscal
Assistance, on local fiscal conditions. That study was made avallable to the
Congress in January.

Fiscal Distress, Need for Supplemeniary Assistance and Targeting

The Treasury study devised a fiscal strain index which determined which of
the 48 largest municipal governments in the United States—those governments
for which the Bureau of the Census maintains the most complete statistical
information—should be considered high, moderate or low strained cities. A
number of these governments were found to be in a serious state of fiscal
distress. Their local tax rates were at legal or economic limits, and thus tax
revenues could not be meaningfully increased in the immediate future. More-
over, despite efforts to cut their budgets, these governments experlenced in-
flationary pressures which were driving local expenditures higher. Subsequent
research has demonstrated that the same combination of stagnant revenues and
inflation-driven expenditures is also pressuring many rural governments.

The study showed that the more seriously strained local governments re-
celved a proportionately greater share of countercyclical payments and con-
cluded that such governments could not easily offset the loss of such payments.
For example, the ten most severely strained of our largest municipalities were
obtaining ARFA funds representing between approximately 2 percent and 7.5
percent of their so-called “own-source” revenues. Loss of these funds would
mean that these localities would have to find alternative revenue sources or
cut back essential services. Theore’ically, if ARFA funds were discontinued,
governments could raise taxes or cut expenses to replace them. Unfortunately,
neither of these alternatives is readily avallable to distressed local govern-
ments. Accordingly, the Administration decided to recommend continued fiscal
assistance to distressed local governments which have not enjoyed the bene-
fits of the Nation's improved general economic condition.

The proportionately greater distribution of ARFA funds to the most severly
strained large urban governments, indicated that countercyclical revenue shar-
ing was well trageted for relief of fiscal strain in urban areas. Further exami-
nation of avatlable data led us to conclude, however, that the allocation
formula used in the countercyclical program did not fully measure economic
distress in all areas. Hence we modified the formula for the Supplementary
Fiscal Assistance program to include three additional measures of economic
distress—relative growth of employment, of per capita income and of popula-
tion. Let me discuss briefly these measures of distress,

The Seleotion of Eligidlity Oriteria as Measures of Distress

Countercyclical revenue sharing distributed funds based on looal-unemploﬂ-
ment rates exoeeding 4.5 percent. The Treasury study indicated this was a
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good measure of urban secular economic distress, reflecting declines in employ-
ment, lower assessable base growth, and higher tax burdens. Moreover, it was
determined that the unemployment rate served as a proxy of a local govern-
ment's social welfare burden. Unemployment rates are also readily available on
a current bases. For these reasons, the Supplementary Fiscal Assistance pro-
gram retains the use of local unemployment rates and measures them against
aAg.g Apercent base to provide a link with the existing distribution pattern under

The local rate of growth in employment has been included in the SFA
formula because it I8 8 good indlcator of the long term trend of the local
economy. As local economies expand, employment opportunities increase. Em-
ployment growth may give a better indication of economic conditions in cer-
tain urban and rural areas than unemployment rates since these areas gen-
erally suffer more from underemployment than unemployment. Also, employ-
ment growth appears to be a better indicator of the potential growth of local
government revenues.

We have also included the looal rate of growth in per capita income in the
SFA formula because it is a good measure of the growth in taxable wealth and
the level of economic activity.

The local rate of growth in population is also considered a good indicator of
8 community’s future economic health by measuring its ability to attract new
taxpayers.

The Congressional Budget Office used similar criteria—growth in population,
per capita income and earnings which is a proxy for employment—to measure
local economic distress in its report, Troubled Local Economies. Similar indi-
cators were also used in the Brookings Iustitution’s “Hardship Index” which
is now part of HUD's Community Development Block Grant formula. The
Urban Institute’s “Economic and Fiscal Indicators Project” addressed the
question of how shifts in a city’s economic base effect the revenue-expenditure
balance by analyzing components of such base as measured through its popula-
tion, employment and income.

We checked the results of our new targeting formula and found that the
formula targets assistance to those governments which are the most flacally
distressed.

THE PROGRAM

Let me now describe how the Supplementary Fiscal Assistance program
would work. The program would authorize the distribution of $1.04 billion in
fiscal year 1979 and $1.00 billion in fiscal year 1980. Eligible local governments
would receive 98.7 percent of the total funds. The share of each local govern-
ment would be determined by a formula degigned to reflect the level of its dis-
tress relative to the other eligible local governments. The remainder of the
funds would be distributed to the Commonwealth of Puerto Rico, Guam, Ameri-
can Samoa, the Virgin Islands, which in aggregate would receive one percent
of total SFA distributions, and the Indian Tribes and Alaskan native villages.

State governments would not be eligible to recelve SFA funds under the
Administration’s proposal because our studies indicate that, as a group, State
governments are not fiscally strained at present. Most State governments are
currently In good fiscal condition with many states planning tax decreases
during the next flscal year. Moreover, the major State revenue sources, sales
and income taxes, are more responsive to improvements in the national economy
than the predominant local revenue source, property taxes. Accordingly, as the
economy has improved, State revenues have increased at a.faster rate than
local revenues.

For the purpose of test determinations under SFA, local governments are
divided into two categories—those wholly or partly within a _Standard Metro-
politan Statistical Area (SMSA) and those entirely outside a SMSA. Because
of techniques used to gather and categorize general employment and unemploy-
ment data, separation into SMSA and non-SMSA groups minimizes measure-
ment discrepancies among members of each group and permits governments
within each group to be treated more fairly.

Only eligidle local governments would receive SFA funds. The eligibility test
is a statistical test based on the most recent data available to the Departments
of Commerce and Labor prior to the beginning of each Federal fiscal year. For
a local government to be eligible, it must have an unemployment rate in ex-
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cess of 4.5 percent or exhibit slower than average growth in two of the three
following categories: employment, per capita income and population. The local
unemployment rate is to be determined on a four calendar quarter basis while
local growth rates for employment, per capita income and population are to be
determined by comparing data for the present year with a base period flve or
six year. However, shorter periods for the latter three measurements may be
used if the required data is available only for such shorter periods. The local
growth rates for employment are likely to be determined initially with a four
year base period. The Bureau of Labor Statistics has announced that improved
unemployment and employment data will be available in June. We wcould, of
course, use this data for SFA purposes and, accordingly, any current estimates
should be viewed as preliminary.

Once a local government is determined to be eligible, its allocation is deter-
mined by a formula which is designed to reflect the relative fiscal distress of
the local government. The formula is detailed in Exhibit 1 to my testimony. As
you can see, it is complex and merits your careful review. I would like to de-
scribe briefly the general way in which it works.

The factor in the formula which reflects the relative fiscal strain of a par-
ticular government is determined by that economic indicator—rate of unemploy-
ment, growth in employment, growth in per capita income or growth in popula-
tion—which shows the greatest relative severity of distress. This factor is then
adjusted to reflect the population and per capita income of, and tax effort being
made by, each eligible government based on figures developed under the General
Revenue Sharing program.

The distribution formula constructed in this manner would determine each
government'’s share of total funds. To avold excessive administrative burdens,
no distributions will be made to governments which would receive less than
$200 annually.

No local government could receive more money under the Supplementary
Fiscal Assistance program than the amount it received under countercyclical -
revenue sharing during the twelve months through April, 1978, This cap was
established to avoid increasing the dependence of local governments on supple-
mentary Federal fiscal assistance. There is no limit on the amount of funds
allocated to local governments which did not receive ARFA funds during the
most recent twelve months. Limiting these funds would preclude the advantages
of more equitable distributions particularly to those areas whose level of fiscal
distre?s was not accurately reflected under the countercyclical targeting
formula.

Both the eligibility of, and allocation of funds to, each local government is
to be determined during the September preceeding each Federal fiscal year.
This will eliminate the uncertainty governments now face under the counter-
cyclical program which makes these determinations quarterly and leaves gov-
erments uncertain of the amounts they will receive during the full year. SFA
payments, however, will be made quarterly to permit more efficient cash man-
agement.

Recipient governments may use SFA funds as part of thefr general revenue.
We have eliminated certain restrictions on the use and timing of expenditures
to permit more eficient use of funds at the discretion of recipients. 8. 2075 also
contains nondiscrimination, auditing, labor, and reporting requirements and
provides withholding and rulemaking powers simflar to those in the Anti-Reces-
slon Fiscal Assistance legislation. The general enforcement rights under ARFA
have also been retained.

Estimated Allocation of Supplementary Fiscal Assistance

As I stated earlier, we checked our modified distribution formula to make
certain that it targeted distributions to distressed local governments at least as
well as the countercyclical formula. We have also compared the Supplementary
Fiscal Assistance formula with other alternative formulas. Our preliminary
estimates show that during fiscal 1979 approximately twenty-six thousand
(26,000) governments would receive funds under SFA. During the most recent
four quarters of ARFA, twenty-four thousand (24,000) local governments were
eligible recipients. This increase in the number of eligible recipients is the
intended result of adding new eligibility criteria to our formula to include
local governments, both in urban and rural areas, whose long term economic
problems were not adequately measured under countercyclical revenue sharing.
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Of the 26,000 eligible recipients under SKFA, about 5,000 did not receive money
under the countercyclical program during the most recent twelve months.

Despite the addition of new recipients, the allocation of SFA funds will be
targeted to the most distressed governments. A number of governments which
receive ARFA funds have become healthier and have falling unemployment
rates. In effect, because they now will receive less or even nothing, funds are
freed up for new entrants into the program. In addition, the new entrants gen-
erally have small budgets. Although the amount of funds recelved will be
important to them, the funds will be a small part of total distributious.

The most distressed receipients of conntercyclical revenue sharing will still
receive proportionately greater funds vnder SFA. We estimate that approxi-
mately 23 percent of SFA 1970 disbursements would be received by the ten
cities which ranked highest—meaniag most distressed—on the fiscal strain
index contained in our January report. Only 11 percent of the disbursements
would be received by the other 88 large municipal governments included in our
study. In short, the Administration’s program would be well targeted because
those who are neediest would receive the largest amounts. Exhibit 2 to my
testimony illustrates this conclusion.

CONCLUSION

As you know, this fiscal assistance program constitutes a very important part
of the President’s program for distressed areas. The financial health of local
governments depends primarily on their economies. The Carter Administration
has recommended several proposals to assist distressed areas and will be
working with the Congress to implement a program that will foster the develop-
ment of these economies across the Nation. We believe local governments in dis-
tressed areas will need Supplementary Fiscal Assistance until a broader
economic redevelopment program is fully established. It is our hope that this
effort will reduce the need for Supplementary Fiscal Assistance in future.

Obvliously, this process will take time. In the meanwhile, the Administration's
Supplementary Fiscal Assistance program {is a necessary and critical part of
our efforts to strengthen and assist local areas which have not shared fully in
the Nation's general economic recovery.

“Ne have purposefully designed this program to bridge the two years remain-
ing cntil the expiration of General Revenue Sharing in 1980, when the results
of a vero based review of general Federal assistance will have been completed
by the Administration. On the basis of that review and an evaluation of the
effects of other aspects of the President’s fiscal and economic programs, we
expect to present recommendations to the Congress in 1980 on the future of
both S8FA and GRS.

I appreciate this opportunity to present the Administration’s Supplementary
Fiscal Assistance program. I look forward to working with you and the other
members of Congress to implement the program.

29-418 O -8 -6



An SMSA govermment is eligible if:

(A) its wenployment rate for a 12 month period
averages over 4.5%

or

(B) its rates of growth in at least 2 of the following
3 indicators are lower than the average rates
of growth for SMSA areas:

(1) employment
{(2) per capita income

(3) population

A non-SMSA government is eligible if it meets the same
criteria above, when "non-SMSA" is substituted for "SMSA."

Distribution:

For all eligible SMSA and non-SMSA jurisdictions, distribution

is determined by the product of its latest campleted

entitlement period geéneral revenue sharing allocation and

its local distribution index, divided by the sum of all such
. The resulting fraction multiplied times the

national allocation determines the local annual allocatiom,

to be paid quarterly:

local GRS amount x local distribution index

National

Allocation x

Sum of all numerators
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SUPPLEMENTARY FISCAL ASSISTANCE INDEXES

The local distribution index for SMSA jurisdictions is the
largest of the following four quotients:

local unenmployment rate - 4.5%
(1)

SMSA unemployment rate weighted
standard deviation

— SMSA group pci growth - local pei growth
(2)

SMSA pci growth rate weighted
standaxd deviation

mgmppopgrwth-localpbpgmwﬂu

(3)

SMSA pop growth rate weighted
standard deviation

SMSA group emp growth - local enp growth

(4)

SMSA emp growth rate weighted
standard deviation

’

The local distribution index for non-SMSA jurisdictm
is determined as above, substituting "non-sMSA" for
"SMSA."
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nator HaTHawaY. Our next witness is Governor Milton Shepp

of the State of Pennsylvania, on behalf of the National Governors’

Association.

Governor, we are very happy to have you with us. Your entire
statement will be put into the record. If you could summarize it

for us, we would appreciate it.

Se
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STATEMENT OF HON. MILTON J. SHAPP, GOVERNOR OF THE STATE
OF PENNSYLVANIA ON BEHALF OF THE NATIONAL GOVERNORS’
ASSOCIATION

Governor Suape. Mr. Chairman, thank you for this opportunity
for appearing here. I think my whole statement would only take
about 10 minutes, so I would like to put it into the record.

As you indicated, in my testimony here today, I represent not
only the Commonwealth of Pennsylvania but the National Gover-
nors’ Association. I serve as chairman of the NGA Committee on
Executive Management and Fiscal Affairs and I agree, I might say,
Senator Long, that you just do not junk the present system unless
something obviously better is being offered.

My arguments here today favor retaining the present program
and that should not be viewed as just another visit by another
Governor asking Washington for more money, nor a request by a
Governor to keep a program under State control rather than see the
States bypassed by having Washington deal directly with local
governments,

What the Governors want, and need, is assurance that the pro-
gram already in place is continued. Congress may wish to make im-
provement and changes in the program, but for efficiency and bet-
ter understanding of the needs of our pople, it is absolutely essential
that the States’ role be continued in the countercyclical assistance
program.

e main purpose of Government is to take care of the legitimate
needs of people and the average citizen does not know or care where
a particular program or service he needs is funded from, whether it
be from Washington, State or local reventies. He lknows only
whether or not he is receiving the assistance or service that he needs.
The money provided by the countercyclical program has been used
most effectively by the States to maintain services to their citizens
during hard, economic times.

Because of State constitutional restrictions requiring balanced
budgets, often the States have to cut programs and services at pre-
cisely the wron%\times. When income is declining or failing to grow
at a fast enough rate, it may cauvce a recession, and this generally
coincides with the period when leghtimate needs of people are in-
creasing. o

In Pennsylvania this March, one out of 14 persons in the State
was receiving public assistance. Many of these people are in fami-
lies where the breadwinner has exhausted his unemployment com-
pensation while searching for a job during the recession.

The unemployment rate in Pennsylvania, durinithe last 2 years
has been about 7 gercent, and it has been as high as 9.2 percent.
Despite these problems, the Commonwealth of Pennsylvania has
tried to maintain basic services and to continue its many forms of
aid to local communities and school districts.

The countercyclical assistance program has been extremely im-
portant to this effort. When we first received this money, our State
used it to preserve some 1,100 jobs in institutions and elsewhere
that were scheduled “o be abolished because of budget restrictions.
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Next year, if the program is continued, we plan to use the $32 mil-
lion to aid county governments in continuing their services to the
people and in accelerating our community living arrangements for
the mentally retarded.

Mr. Chairman, I believe stronﬁly that the Federal standby anti-
recession program of countercyclical fiscal assistance must be re-
newed. Not only should it be renewed with both State and local par-
ticipation, but 1t should be strengthened and made a permanent part
of our fiscal system. -

Iet me emphasize, if time does not permit careful study and rea-
goned debate on ways to improve the grogram this year, it should
be reauthorized quickly in its present form so that gtate and local
officials can plan their 1979 budgets with confidence that the pro-
gram will not be interrupted this year.

Those elements of the President’s proposal that would make ad-
ministration of the pro%am more simple and flexible deserve your
serious consideration. We support an annual allocation formula
with quarterly payments. We also support the climination of the
prohibition on using funds for construction pu . Such usage
of funds not only maintains and improves facilities, but creates
jobs and new jobs are needed in all of our States.

We Governors are concerned that this countercyclical program
not be confused with general revenue sharing. It is important to
the program’s continued success that it target funds to govern-
mental units where there is high unemployment or other measures
of distress considered appropriate by this committee and by the
Congress as a whole. .

Congress must understand that the argument that some States
and local governments will have surpluses this year, and that there-
fore the countercyclical funds are not needed, is specious. Many
States, including Pennsylvania, are feeling the drastic effects of the
Nation’s economic slump. Even some of those States that this year
may be able to balance their budgets or even show surpluses while
still maintaining Fmper services levels may not be in the same po-
sition next year if the national economy continues to slip.

The misleading argument of temporary surpluses of some States
in this year is being raised to attack the State’s role in the counter-
cyclical program. This concept must be clearly analyzed and firmly
rejected, for the notion that the Federal Government can use its

__present national economic data base and economic indicators to
measure the real fiscal health of State and local governments 18 a
-myth. Unfortunately, though, it appears to be a myth that many
decisionr.-akers either believe, or want to believe, and for that rea-
son, it has enormous potential to distort Federal policies on a whole
range of domestic issues. -

I do not fully understand how or why this myth has gained cur-
rency. Fortunately, several economists in the administration and
Congress who have studied this matter are in agreement with what
I am saying. .

The $30 billion surYlus for State and local governments was cited
by President Carter last January as the principal reason for ]iro-
posing a tax cut in his economic message to the Congress last
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January. The $30 billion figure was taken from the national in-
come accounts which measures ag income flows among the
various sectors of our economy. But these accounts disclose nothing
about the fiscal condition of individual States, individual counties
and cities, and they are even misleading as an indication of ag-
gregate financial strength. .
or example, take a family whose income exceeds Froas outla

by a modest amount during the course of a year. This looks like the
family has an a%parent surplus.

But suppose that so-called surplus includes funds that the em-
ployers or members of these families have contributed to social se-
curity or retirement systems. These funds obviously are not avail-
able to these famiiles to meet their bills. And suppose further that
the family has deferred necessarily medical and dental treatment,
has put off major maintenance on the house and the car, and has
large insurance ¥remiums to pay and other outstanding debts com-
ing due. None of these factors is reflected in this family’s so-called
surplus, nor have similar factors been considered by the administra-
tion in arriving at a $30 billion surplus figure for State and local
governments.

To cite just two specific examples. In Pennsylvania, because of
tight budget restrictions, we have not been able to increase property
tax relief for senior citizens since 1974 and our roads and bridges
are deteriorating as gasoline tax revenues fail to match mountnéﬁ
payments for oil based materials or to cover repayment of bond
indebtedness incurred before I became Governor.

These kinds of problems are not revealed in the national income
data. Without Federal programs such as general revenue sharing,
countércyclical assistance and local public works, the recession’s im-
pact on the quantity and quality of local services q\rovided to Penn-
sylvania citizens would have resulted in many hardships to our
people and, as indicated earlier, these people are Americans, not
just Pennsylvanians. - .

Recognizing the possibility that the estimated $30 billion figure
would be misinterpreted, Governor William Milliken of Michigan

—— -and State Senator Fred Anderson of Colorado wrote Charles
Schultze, chairman of the Council of Economic Advisors, last
February. The Governors enclosed an analysis showing the ag-
gregate surplus in State and local operating funds was, in reality,
about $6 billion—actually, about §§.5 billion—not §30 billion.
Further, they found that the bulk of the funds were in the treasuries
of a handfull of States. California, for example, because of its
gmduated income tax, will have a surplus of about $2 billion to $3

illion, which is almost half of the total.

The analysis showed most State expenditures were expected to
outpace revenues in the near future and that many States planned
to use their modest surpluses to meet deferred needs and to grant
State and local tax relief. . .

In his response, Chairman Schultze agreed with the analysis of
the Governors, noting among other things that the “budgeting pru-
dence may dictate that an operating surplus of some gize may
necessary in ordinary circumstances. I do not disagree, nor would I
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encourage, State and local governments to engage in imprudent
budgeting.”

Those are the remarks of Chairman Schultze. -

As a Governor who has had to cope with the unanticipated and
certainly undesired financial burdens of unusually severe winters
and the Johnstown flood during the last 2 years, as well as the coal
strike, I cannot overemphasize the necessity of trying to maintain
a modest surplus in preparing State budgets, particularly where
deficit financing is prohibited.

Mr. Chairman, I would just like to say that the direction taken by
the administration is contrary, really, to what should be going on.
The Federal Government, with its graduated income tax, even with
all of its loopholes, has the most progressive and elastic tax of any
type of government. Local governments, with their property taxes
and wage taxes, have the least elastic and most regressive form of
taxation and the States are in between with wage taxes, sometimes
sales taxes and flat income taxes generally in use. We fall in between.

And so to take the money the way it is proposed by the President,
and bypass the States, I think would be the wrong direction. We
should be using the Federal money for this countercyclical aid, and the
States, I think, can give the type of direction to the program that will
be most effcient. :

Thank you. (

Senator HatHAwAY. Thank you, sir. ‘

Are you saying that we ought to leave the program just the way
it is so that the national rate drops below 6 percent, then it stops?

Governor Suarp. Yes,

Senator Haruaway. All countercyclical aid?

Governor Suarp. I do not know about the 6 percent, because that
would depend upon the variations in unemployment around the
country, but I think the program as it is being administered at the
present time should be left as it is.

Senator HarHaway. Senator Muskie, I think, is going to pro-
Fose that even when it drops below the 6 percent, the States that
have rates higher than that would still continue to get aid. Would
you favor that?

Governor Suarp. I would support that program.

Senator HatrHAwAY. One of the administration’s reasons, in ad-
dition to the surplus that you mentioned, and I guess those figures
are in dispute, for cutting out the one-third to the States was that
the States have a fairly broad capacity to raise revenue on their own.
What do you have to say to that?

Governor Suarr. Well, I cannot talk to the other 49 States there,
but I can say in Pennsylvania it is not the case.

Senator Harnaway. Why is it not the case in Pennsylvania

Governor Suapp. Well, it is not the case in Pennsylvania because
first, we have a constitutional restriction as to the type of taxes that
we can raise.

Secondly,.we have already been assumi(r)xg a large share of local
costs and the biggest part of our budget today is for programs that

o back and help local communities. And we have a sales tax. We
ave an income tax that has to be flat because of our constitution
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and these are the main taxes that we do have. And we try to raise
our tax, try to raise our taxes—and I have been trying to do this, I
might say, slightly in the last year in order to meet some deficits in
our programs—we run into the same political problems that you
run into here in Congress on various things. Xnd Senator Long
made the statement before, everybody is looking to see what his
district or her district is getting out of a budget and also what it
will reflect, as far as taxes are concerned.

I think our taxes, the services that we need are much greater than
the income that we have at the present time, but the difficulties in
raising the taxes are political realities.

Senator Haraway. Having in mind that the States vary, do you
have any suggestions as to what we could do with that? Some of
them do have real surpluses and it seems to me it does not make
too much sense to be giving them money for distress if they have
a surplus-that they could have spent to help themselves out.

Governor Suare. Well, one of the problems that you have there is
that the major State, of course, is California, and I think you will
find—what I am saying now is that I do not know this to be exact,
but I believe it to be somewhat correct—the States that have sur-
pluses have graduated income taxes or they have special taxes that
are based upon resources, like in Alaska, that have enabled them to
collect rather substantial sums of money in recent years because of
exploitation of those resources. ;

But very few of your older States are in a position to have sur-
pluses of any great extent, and there would be a year to year varia-
tion. You might have a surplus of a few million dollars one year
but then the next year, it gets wiped out.

The California situation is an abnormal situation and it cer-
tainly should not be considered typical of the operation of State
governments.

Senator Harmaway. Should we take those differences into con-
sideration ¢ :

Governor Suare. Well, I think if you are going to have a national
program, the answer is no, because you penalize States that have
taken action and give something to States that have not taken ac-
tion, and I think that the disparity, then, in'the percentage of serv-
ices that you give or money that you spend is really not a proper
way to handle that type of situation.

I think California should get the same treatment that we do in
Pennsylvania, and I wish we had a graduated income tax and that
our constitution would permit it, but we do_not.

Senator Hataway. Thank you very much.

Senator Dole? .

Senator Dore. I only have a couple of questions. I apﬁreciate
. your statement. What does Pennsylvania receive under the pro-
gram—3$32 million? /

Governor SHAPP. Yes.

Senator Dore. There is always a charge that a program may not
be a necessity. The Federal money is used as a substitute for what
the State would normally do anyway.
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. You indicated that some of the funds are used for mental health
in Pennsylvania

Governor Suarp. Mental health, mental retardation, but also mest
of our money has gone to local communities. For example, $24 mil-
lion has been distributed to local communities to help them main-
tain services that they would not be able to maintain if they did
not have the money.

. Senator Dore. Is there any effort to see whether or not the serv-
ices are necessary

Governor Suarp. Well, I think a very cursory examination would
show that these services are necessary. For example, the money
going into Philadelphia and Allegheny Counties where they have
substantial problems in maintaining just the ordinary services to-
day for people that run all the way from police costs to ‘cleani
the streets and yet they are called upon to furnish costs for hospita
care and things of this sort. = —~ ¢

In Pennsylvania, we take care of all the welfare load ourselves.
It is a State program..In other States many of the communities
have to pick up part of the welfare costs. We do not have that in
Pennsylvania so we are picking up a greater percentage there, and
so0 the money that we pass out to the communities in this anticyclical
help is enabling them to help clean up some of their neighborhoods,
too, I might say, work within some of the rural areas with some of
their distressed people and providing services to them that other-
wise counties would not be able to agord.

Senator Dore. Do you have any idea how many jobs are created
in States like Pennsylvania from different Federal programs,
whether it is this program, CETA or general revenue sharing}
What percentage of the public workforce is made possible through
Federal programst

Governor Smarp. One moment. I might say I have been com-
plaining loudly and clearly in recent months thiat we are not get-
tin§ our share of the Federal funds.

enator DoLE. I do not take issue with that.

Governor Srapp. About roughly, when you take and consider the
welfare program, about one-third of the employees are receiving
some Federal funding. Unemployment compensation, of course, is
100-percent funded. )

Senator DoLE. It is my understandinﬁ that in the President’s pro-
posed program, the city of Philadelphia would receive about $22
million, Pittsburgh $4.6 million.

Governor Smarp. That would be about right. Those two now,
under the present system, are getting $24 million under this year’s
program, so under the President’s program, an increase of about
10 percent would be in order.

Senator Dore. As I understand your response to Senator Hath-
away, you would suiport a ,;i‘rogmm along the lines suggested by
Senator Muskie which would keep the present program and change
the national cap to a 6 percent State cap. .

Governor Smarp. 1 am not prepared to—could I send a written
response to that question, because I would like to analyze that and
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;;resent the figures rather than just shoot off the top of my head on
1 -

Senator Dore. Thank you.

Senator HaTHAwAY. Senator Roth?

Senator Rora. Governor Shapp, I would like to ask you a couple
of questions along the lines of those I asked the Secretary. To what
extent does each 1-percent increase in inflation have an impact on
your State budget? How serious a problem is the threat of inflation
to your budgetary State problems?

vernor SHAPP. It is a substantial effect. Qur total budget this
year will be about $5.3 billion and in the I-(I)ifhway Department, of
course, inflation, particularly of oil-based products, has just wreaked
havoc with our programs for road maintenance.

Along with the inflation costs also our income is rising, not like
California, because they have a graduated income tax, but our flat
income tax is increasing our revenues each year, so that I would say
the total impact would be slightly unfavorable to the operation of
our State and local governments, but not considerably out of line.

Senator Rorr. Do you have any figures, for example, that would
show for every additional 1 percent of inflation what that means
in additional dollars your State needs?

Governor Sxarp. No, but I can have that study made and furnish
it to you, Senator.

Senator Roru. One of my concerns is that the Consumer Price
Index has continually increased, I think it was .8 percent according
to the last figures. The administration earlier predicted 6-percent
inflation during the current year. There is still some hope that it
may level out at 7 percent, but a number of economists are pre-
dicting that it could go up very substantially if we make miscalcula-
tions, particularly here in Washington.

I wonder, in your Governors’ conference, in discussing these
various Federal programs—and I can understand why the States
seek additional Federal funds—but is there any discussion or con-
‘ciem a;)out the size of the Federal deficit and the effect on in-

ation

Governor Suarp. Well, yes. We have had discussions of this and,
in fact, at our last conference here just a couple of months ago in
Washington, the NGA unanimously, the Governors voted to urge
that the President establish a special commission to study the
structure of the Federal budget to see if the structure of the present
budget really reflects the economic and fiscal conditions 1n this
country.

What we call actually our present budget that you deal with every
day is nothing more than what business calls a cash-flow sheet where
we measure cash in against cash out, but there have not been any
studies made to determine the impact that different types of invest-
ments in human capital and physical plant would have on reducing
the costs of government and also there have been no s*udies made
to determine the future yield that you would get from certain in-
vestrients and the future costs that are derived or would be in-
flicted upon us by not making those investments.
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The present budget—also, we voted unanimously that the costs of
government should not be put back on the States. In other words,
that the Federal Government should not cut back programs and the
funding of programs which would, in effect, by those costs increase
the costs of the States and local governments. ’

And so one of the things that I would like to see done is to have
a commission established as we have recommended to the President
that would really study the structure of this budget and get some
?ﬁt}s on it rather than work, as we have, in the dark and with many

ables.
_Senator Rors. Well, I think the new budgetary procedures are be-
ginning to try to look further ahead, so that some steps at the
—Federal level—

Governor Suarp. Yes, the new budget procedures are, but they
are using the same budget structure, and it is the budget structure
itself that should be analyzed.

Senator Rora. Well, to go to your point, it is my understanding
that they are beginning to make some studies along that line, -

Let me go back to my earlier line of questioning. Has the Gov-
ernors’_conference ever come out for less spending, less Federal
money ¥ ’

Governor Suapp. Not since I have been there.

Sc;lnt;tor Roru. Cap you ever foresee the situation where they
might N

overnor SHAPP. No, I cannot, and the reason for that is quite
obvious. The cost of operating government, like the cost of every-
thing, is rising today.

Senator RorH. Is that partly because of inflation?{

Governor Suarp. It is mostly because of inflation and also be-
cause you here in Congress pass many laws setting up programs that
are mandatory and call for the States to participate with the
Federal Government in/the implementation of those programs.

ng:ltor RorH. One further question, Mr. Chairman. My time is
expired.

One of my concerns has been the form in which we do give aid to
both State and local government, the complexities, the multiplicity
of programs. What if Congress were suddenly to sagecwcll, take all
of these funds and maybe have special categories because you do
want to direct certain funds to special needs, but we could eliminate
a lot of the redtape with the number of problems and the application
requirements and other things that we now have in these programs.
Would that relieve, and make it possible for you to receive less funds
and enable you to do a better job?

Governor Suarp. It would depend upon the nature of the pro-
gram. In some cases—

Senator Rora. Well,/just as a general .pproach.

Governor Suarr. Let me just say that in certain areas the answer
could be yes. In other areas I think some States would then cut
back on programs that are necessary to their people and; so the
Federal Government, in order to maintain uniformity among Sta
and prevent one State from using the absence of the cost of a giv

/
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program, it is essential to attract industry, then it would serve as
a disadvantage to those States who took care of their people better.

I think you do need Federal regulations that are universal in a
lot of these programs, in order to protect the people and to protect
the very hard competition that could develop by one State using a
program and other States saying, no, we are not going to have the
costs. We are going to save that money. .

So there are pluses and minuses to what you are suggesting. We
are one country.

Senator Rorx. Well, just in closing, Mr. Chairman, I would like
to say that one of the things that concerns me is that every group—
and these are all good groups—but whether it is the Governors or
the big or small cities, other types of interest groups, all come in
each year for additional funds and part of the reason is always the
impact of inflation,

would hope that some day the Governor’s conference would de-
vote a period of time to trying to recognize the problem of the
Federal Government and the deficit. As you say, the States enjoy a
budget balance or surplus even if it is temporary. We are never gﬁ)-
ing to be able to make any sense out of the Federal budget until the
people back home begin to limit their demands.

I would just like you to take a look at it from the Federal stand-
point sometime.

Governor Suapp. Well, from the Federal standpoint, I think if
you were to have a thorough study of the budget you would find
that we do not have a budget to begin with. We talk about deficits.
A.T. & T.—I met with the top officials of A.T. & T. a couple of years
ago and asked if they were concerned about our $620 billion national
deficit at the time. They all were.

And I pointed to their balance sheet that showed that one com-
pany had over $30 billion worth of deficits, debt, which is about 5
E::;ent of the national debt, but they were not worried about it

use they had a balance sheet that showed $70 billion worth of
fiscal assets, which was a good ratio. And they were using those
assets to earn money to ;}»xay their debt and show a profit.

We have never really had a balance sheet of the United States to
show the assets that go against this debt, and if we were to do so
and then utilize those assets more, perhaps we would not be worrie
about the deficit, or we would be able to control the deficit more be-
cause we would know which programs were the most beneficial to
the people.

That is the reason I would like to see this commission formed.

Senator Roru. I think there is merit to this commission. Thank you.

Senator Moy~iHAN. T would like to say to the Governor that it is
a very important idea that you put forward.

One of the persisting problems in American Government, or one
that becomes more visible, is the statistical bases and methodologies
on which we devise formulae for the allocation of public resources.
We are capable of vastly more sophisticated work than we do and
the reasons we do not do it are not fully clear to me, but it cer-
tainly is the case that you see in the present program—I mean, one
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sympathizes with the administration and encourages them—but to
come up with_a program for concentrating resources in areas of
greatest need that turn out to be 26,000 units of government, sug-

& certain recklessness. This is in face of the obvious difficulties
in doing this, and partly, I think, it is because there is not the kind
of statistical, methodological base to say look, we can demonstrate
things that matter.

Governor Suapp. Well, in that regard, I think leaving the pro-
frm_n_to the States solves much of the problem because we are moro
amiliar with those localities, and we have our departments in each
State government working directly with those communities right
now. at you would be doing is duplicating in Washington and
not having as close a contact while you are duplicating the system,
that we already have in place. And that is the reason why this pro-
gram should be left to the States.

Senator MoyNmAN. I would suggest that that is an empirical
question and—I mean, where are you likely to find the highest
quality of dataf

But, Governor, we thank you very much for coming and, as you
can imagine, we are about to hear what may be an alternative view
from an equally distinguished guest. We have Mayor Coleman
Young of Detroit and Mayor David Vann of Birmingham and they
are now going to speak. We thank you, Governor. I am sure you
might want to listen, and I know %v‘ou have worked together with
these gentlemen on many things in the past and will in the future.

Governor SHAPP. Mr. Chairman, just one other thing. I did not
complete my entire statement.

Senator MoyN1HAN. We will put that into the record, of course.
Thank you.

[The prepared statement and material supplied by Governor

Shapp follow:]
STATEMERT OF GOVERNOR MILTON J. SHAPP

Mr. Chairman and Members of the Committee: I appreciate the opportunity
to meet with you today as you begin your consideration of the current Antl-
recession Fiscal Assistance Act and the Administration’s proposed changes. In
my testimony today I represent not only the Commonwealth of Pennsylvania
but the National Governors' Assoclation, for which I serve as Chairman of the
Committee on Executive Management and Fiscal Affairs.

My arguments here today in favor of retaining this program should not be
viewed by you as another visit by yet another public official asking Washington
for more money. What we Governors want and need is assurance that the
program already in place is continued. The Congress may wish to make im-
provements or changes in the prcgram but it is absolutely essential that the
states’ role be continued in the countercyclical assistance program. The average
citizen doesn't know or care where a particular service or program that he
needs is funded from. He gnows only whether or not he is receiving the assis-
tance or service that he needs.

The money provided by this countercyclical program has been used most
effectively by the states. to maintain services to their citizens during hard
economic times. Because of state constitutional restrictions requiring balanced
budgets often the states have to cut programs and services at precisely the
wrong timé—when income is declining or failing to grow at & fast enough
rate because of recession. This generally coincldes with the period when the
needs of people are increasing.
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In Pennsylvania, this March, one out of 14 persons in the state was receiving
public assistance. Many of these people are in families where the breadwinner
has exhausted his unemployment compensation while searching for a job dur-
ing this recession.

Unemployment in Pennsylvania during the last two years has generally been
above 7 percent and has been as high as 8.2 percent.

Despite these problems, the Commonwesalth of Pennsylvania has tried to
maintain bagsic services and to continue its many forms of aid to local com-
munities and school districts. The countercyclical assistance program has been
extremely important to this effort.

When we first received this money Pennsylvania used !t to preserve some
1100 jobs in institutions and elsewhere that were scheduled to be abolished
because of budget restrictions.

_Next year, if the program is continued we plan to use the $32 million to ald
county governments in continuing services and to accelerate our community
living arrangements programs for the mentally retarded.

Mr. Chairman, I believe strongly that the federal standby antirecession pro- ~
gram of countercyclical fiscal assistance must be renewed. Not only should it
be renewed with both state and local participation but it should be strengthened
and made a permanent part of our fiscal system. If time does not permit care-
ful study and reasoned debate on ways to improve the program this year, it
should be reauthorized quickly in its present form so that state and local
officials can plan their 1979 budgets with confidence that the program will not
be interrupted.

Those elements of the President’s proposal that would make ad:ministration
of the program more simple and flexible deserve your serious consideration.
We support an annual allocation formula with quarterly payments. We also
support the elimination of the prohibition on using funds for construction pur-
Pposes. Such usage of funds creates jobs. And new Jobs are needed in all of our
states. .

However, the Committee may wish to examine thoroughly the impact of the
proposed change in the minimum payment from $400 to $200, which would
result in guarterly checks of $50 for many local governments. This will add
thousands of new governments and an avalanche of paperwork to the program.

We Governors are also concerned that this countercyclical program not be
confused with general revenue sharing. It is important to the program’s con-
tinued success that it target funds to governmental units where there is high
unempioyment and other measures of distress considered appropriate by this
Committee and by the Congress as a whole.

Congress must understand that the argument that some states and local
governments will have surpluses this year, and that therefore the counter-
eyclical funds are not needed, 18 specious. This misleading argument is being
raigsed to attack the states’ role in the countercyclical program, but this same
argument could be turned tomorrow against other programs and other juris-
dictions. This concept must be clearly analyzed and firmly rejected, for the
notion that the federal government can use its present national economic data
base and economic indicators to measure the fiscal hzalth of state and local
governments is a myth. Unfortunately though, it appears to be a myth that
many decision-makers either believe, or want to believe, and for that_reason
it has enormous potential to distort federal policies on a whole range of do-
mestic issues.

I do not fully understand how or why this myth has gained currency. For- .
tunately, several economists in the Administration and Congress who have
studied this matter are in agreement with what I am saying.

The $30 billion was first cited by President Carter last January as a principal
reason for his tax cut, and thus an impediment to his desire to balance the
budget, in his economic message to the Congress last January. The $30 billion
figure was taken from the national income accounts, which measure aggregate
income flows among the various sectors of our economy.

But these accounts disclose nothing about the fiscal condition of individual
states and cities, and they are even misleading as an indication of aggregate
financial strength. Imagine a family, for example, whose gross income exceeds
gross outlays by a modest amount during the course of a year. This family
looks as though it has “surplus.” !

- A
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But suppose that the so-called surplus includes funds that the family has
contributed to its social security and retirement systems, which are not avail-
able to pay the bills. And suppose further that the family hes deferred neces-
sary medical and dental treatment, has put off major malintenance on the
house and the car, and has large insurance premiums to pay and other out-
standing debts that are coming due in the next 12 months. None of these
factors is reflected in its so-called surplus.

To cite just two specific examples, in Pennsylvania because of tight budget
restrictions, we have not been able to increase property tax relief for senior
citizens since 1974, and our roads and bridges are deteriorating as gasoline tax
revenues fafl to match mounting payments for oil based -materials and to cover
repayment of debts that were incurred before I became Governor. These kinds
of problems are not revealed in national income data.

Without federal programs such as general revenue sharing, countercyclical
assistance, and local public works, the recesslon’s impact on the quantity and
the quality of state and local services provided to Pennsylvania citizens would
have resulted in many hardships to our people. And as indicated earlier these
people are Americans not just Pennsylvanians.

Recognizing the possibility that the $30 billion figure would be misinter-
preted, Governor William Milliken of Michigan and State Senator Fred Ander-
son of Colorado wrote Charles Schultze, chairman of the Council of Economic
Advisers, last February. They enclosed an analysis showing that the aggregate
surplus in state operating fudns was about $6 billion, or roughly six percent of
operating revenues, and that the bulk of the funds were found In a few states.
The analysis showed state expenditures were expected to outpace revenues in
the near future and that many states planned to use their modest surpluses to
meet deferred needs and to grant state and local tax rellef.

In his response, Chairman Schultze agreed with our analysis, noting among
other things that “budgeting prudence may dictate than an operating surplus
of some size may be necessary in ordinary cirrtimstances. I do not disagree,
nor would I encourage state and local governments to eugage in imprudent
budgeting.”

As a Governor who has had to cope with the unanticipated and certainly
undesired financlal burdens of unusually severe winters and the Johnstown
flood during the last two years. I cannot over-emphasize the necessity of trying
to maintain a modest surplus at the state level, where deflcit financing i{s pro-
hibited. Failure to maintain such a surplus not only disrupts a state’s ability
to deal with emergencies but can hinder its access to the nation’s money
markets. Incidentally, a decline in state and local capital construction projects
not only contributes to the national economic stowdown but ironically inflates
the national version of state and local surpluses.

Indeed, if there really were a signtficant surplus in state governments today,
a sure sign would be a broad upward movement in the states’ bond ratings.

Unfortunately, however, the $30 billion state and local surplus is still being
used in some quarters. The surplus issue is used in the supporting material
that the Administration has sent over with its countercyclical bill, The ration-
ale for eliminating countercyclical funds to the states is again the so-called
surplus.

Ironically, the Administration cites the increased burden of welfare, health
and criminal justice services as rcasons to divert state countercyclical funds to
the local level. Yet these functions are substantially financed at the state level
all across the country. Indeed in Pennsylvania we have used countercyclical
funds to avold cutbacks in services to those families receiving cash assistance.

Countercyclical assistance should be judged as a tool of national economic
policy—primarily as program for meeting human needs that otherwise might go
unmiet in times of hardship and for meeting those needs in the fairest way
possible.

Iet me be very emphatic about the next point. It it 13 good public policy
instead to cut state and local taxes less.

On the other hand, if state governments have to defer a tax cut, impose a
tax increase, or cut back a needed service because of reductions in federal aid,
nelther our citizens nor our economy will be well served.

Even with all of its loopholes the federal graduated income tax is far more
progressive and elastic than the property and wage taxes that support most
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local governments and school systems and likewise more elastic and progressive
than flat personal income taxes and corporation taxes and the sales taxes that
provide most funding for state government.

The legislation before this committee goes in exactly the wrong direction
since it would force a reliance upon the most regressive forms of taxation for
state and local governments to retain existing programs for the people.

It is this issue that argues most powerfully for a permanent federal counter-
cyclical program that places part of the extra burden caused by a recession
with the level of government responsible for national economic policy and that
helps to finance that burden with a graduated federal income tax which,
despite its many impertections, is still the nation’s fairest tax.

NATIONAL GOVERNORS' ASSOCIATION,
March 9, 1878.

DEAR CONGRESSMAN: In an effort to provide you with & clear and up-to-date
picture of the fiscal situation of the states, we have enclosed a copy of a letter
sent recently to Charles Schultze, chairman of the Council of Economic Ad-
visers, by Governor Willlam G. Milliken of Michigan, chairman of the National
Governors' Association, and by State Senator Fred B. Anderson of Colorado,
president of the National Conference of State Legislatures,

We believe you will find this information useful as you weigh your decisions
on federal fiscal policy in 1978. Please do not hesitate to contact us it you
have questions or need further information. -

STEPHEN B. FARBER,
Director, National Governors’ Assooiation.

EarL S. MACKEY,

Ezecutive Director,
National Conference of State Legislatures.

Enclosure.

) FIBRUARY 16, 1078,
HoN. CHARLES SCHULTZE,
Ohalzngm. Council of Economic Advisers, Ezecutive O fice Building, Washington,

Deas Me. ScHULTZE: The January 20 Economic Message to Congress states
that the two “major drains” on the economy are the $18 billion trade deficit
and a purported $33 billion surplus cf states and localities. This estimate was
developed by the Council of Economic Advisers and has recelved a wide cur-
rency among federal government dceislon-makers who will review the level
and extent of federal assistance to states and localities. As the Economic Re-
port recognizes, many states and local governments are not financlally well-oft
despite aggregate figures which indicate surpluses. The report says that “Many
are hardpressed.” We agree, and the attached analysis indicates more clearly
the cautious financial condition which faces many Governors and Legislatures
as they prepare budgets for FY 1079.

1. The aggregate surplus of states and local governments {s not $338 billion.
The $33 billion surplus figure is misleading because it is actually a combination
of two figures, operating balances and social insurance funds. The Economic
Message too makes the distinction that “a large part of the aggregate surplus
represents accumulations of pension funds for the 13 million employees of state
and local governments.” The social insurance component is not surplus funds
available to state and local officials.

2. The actual aggregate state government operating surplus 48 probably less
than $6 dillion, and reflects sound budgeting praclices. 8urvey results compiled
by the National Governors’ Association and the National Conference of State
Legislatures (see attached chart) indicate a surplus among state governments
of approximately $6 billlon. This would indicate a surplus among cities and
counties of nearly $9 billion. The surpluses at the state government level rep-
resent less than 6% of the aggregate operating budgets of all statea. Sound
budgeting practice suggests that a substantial contingency is necessary to offset
unexpected emergencies or financial difficulties. The 8% aggregate figure rep-
resents a slimmer margin for emergencies than states normally seek to budget.

29-418 0 - 78 -7
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Since nearly every state is required by its Constitution or statutes to have a
balanced budget, such operating balances are necessary.

8. The bulk of the projected operuting state surpluses are found in just a
Jew states. A glance at the attached breakdown for each state shows that a
few states have substantial surpluses while most have very modest or marginal
balances. These surpluses reflect conservative revenue projections for FY 1978
which were made in the early spring 1977; strong economies in energy-produc-
ing states; the effects of more progressive revenue systems in an iraproving
national economy; and inflation-induced revenue growth.

4. States are now developing flscal 1979 dudgets which _will rapidly deplete
current surpluses. The surpluses which are reported by the states in our sur-
veys will be spent in the next fiscal year, which begins in most states on July 1.
The extra revenues will be used to support property tax relief programs, re-
cession-delayed projects, inflation-caused cost increases for labor and materials,
hard-pressed local governments, and federal programs which are not being
expanded undef the proposed federal budget. These programs will put existing
surplus funds quickly and efliciently back into the state economies. Far from
acting as a “drain” on the economy, these résources will enable states to sup-
plement federal efforts to further expand economic growth,

In conclusion, a close examination of state, finances provides a significantly
different picture from that painted by the Economic Message. The aggregate
operating surplus for state and local governments is less than half that used
by the Administration. The surplus figures in most states represent sound
financial management. A few states account for most of the aggregate total
surplus. And far from acting as a drain on the economy, these surplus funds
will be either returned to citizens to reduce property taxes or re-invested in
economic growth and development.

We urge the Administration and the Congress to carefully weigh the pur-
ported surpluses in light of this analysis. In order that this misunderstanding
of state fiscal data not be repeated, we urge the Administration to work with
our associations to improve reporting and data collection techniques for state
government finances. These data should be incorporated into the federal budget
reports and annual economic report of the President.

Sincerely yours,
Frep E. ANDERSON,

President, National Conference of State Legislatures.
GovERNOR WILLIAM (. MILLIKEN,
Chairman, National Governors’ Association.



STATE OPERATING RUND RESOURCFS, EXPENDITURES AND BALANCES, 1978
(In Millions of Dollars)

STATE 1978 Resources 1978 Bxpenditures 1978 Projected 1978 Projected mnu_\i
3 ance ance as tage o
| Balances Forward) tures
1
Alabaza $ 29.4 § 223 $ 7.1 3.3%
Alaska 1,427.3 857.2 §70.1 * 66.5
Arizona 963.1 963.1 0 0
Arkansas 868.6 679.3 189.3 * 21.9
California 14,423.0 12,266.0 2,152.0 * 17.6
Cclorado 1,001.2 959.6 41.6 4.3
Connecticut 1,956.2 1,920.0 36.2 1.9
Delaware 468.1 473.9 (-)s.8 «1.2
Florida 2.562.¢ 2,641.0 21.6 0.8
Georgia 2.83.0 2,023.8 [} 0
Hawaii 853.5 851.2 2.3 G.3
1Jabo -~ 285.7 283.6 . 0.04
11linois 6,399.0 6,311.0 88.0 1.4
Indiana 1,634.2 1,523.4 110.8 * 7.3
Iowa 1,459.7 1,38,3 8.4 5.7
Kansas 971.0 853.2 117.8 * 13.8
Kentucky 1,582.5 1,516.7 S8 4.3
Louisiana 3,079.0 3,072.7 1.3 0.04
Maine 427.3 418.5 8.8 2.1
Maryland 2,064.2 2,004.4 $9.8 * 3.0
Magsaciusetts 3,856.3 3,841.5 14.8 c.4
Michigan 3,796.3 3,796.3 0 0
Minnesota 3,311.0 3,262.0 49.0 1.5
1% ssissippi 810.6 768.4 42.2 5.5
Missouri 1,522.2 1,442.8 79.4 s.S
Montana 237.0 212.9 24.1 11.3
Nebraska §34.7 48%.9 50.8 10.5
Nevada 257.8 20,9 3.9 16.9
New Hampshire 202.8 2.0 2.8 1.4
New Jerscy 4,070.7 4,004.8 40.9 1.0
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" STATE

New Mexico
New York
North Carolina
North Dakota

. Ohio

Oklahoma
Orcgon
Pennsylvania
Rhode Island
South Carolina

South Dakota
Tennessee
Texas

Utah

Vermont

Virginia
ington
. West Virginia
Wisconsin
Wyoming
TOTAL

1978 Resources
ncludl.

ng
Balances Forward)

$ 6221
11,371.0
2,183.2
432.5
4,302.4

632.9
1,127.8
5.144.0

569.1
1,208.4

186.7
2,048.2
3,728.3

321.5

199.7
1,990.7
1,676.4

841.5
2,231.7

164.2

$105,348.3

.2-

1978 Expenditures

$ 581.2
11,353.0
2,158.0
215.1
4,252.0

632.9
1,020.8
5,144.0

567.6
1,193.9

165.4
1,985.1
3,105.7

267.6

182.2

1,976.7
2,586.2
841.4
1,960.6
152.2

$ 99,876.5,

1978 Projected 1978 Projected Opcratin%

Balance Balance as ﬁrcmtae [
1tures

40.9 7.08
18.0 0.2
25.2 1.2
157.4 57.2
0.4 1.2
0 0
107.0 10.5
0 0o -
1.5 0.3
14.5 1.2
21.3 12.9
63.1 3.2
622.6 * 20.0
53.9 201
17.58 9.6
14.0 0.7
9.2 3.8
0.1 0.01
271.1 * 13.8
12.0 7.9
$5,471.8 S.S

These figures were compiled and published by thc Nationmal Governors' Associaﬁcn and the National Association of State

Budget Officers in their

of the States, Fall 1977, together with additional dats compiled by the

National Conference of State

Fiscal
E'Exsgmres.

* for additional information on the disposition of FY 1978 opcrating fund balances, see Table II.
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TARLE IT
PROPOSED STATE SPENDING PLANS ‘O QFFSET FY 78 FUND BALAMCES

SELECTED STATES
STATE pmmcg:gm;am SPENDING COMMITMENTS TO OFPSET PROJECTED FY 78 FUND BAIANCE
Alagka $313.0 million cash balance — $10 million for tural
200.0 million loan reserve —SSlOm.uimﬁarm mmw
fund == $1-2 hillion for capital construction bonds
Axkansas $149 million fund balance — $144 xillion held in reserva for cash flow requirerents
California $2.1 billion balance — $1.1 billicn in proposed property tax relief progrem
- $800 million for new programs in enargy conssrvaticn, housing
comenity mmtal hsalth
— $223 million in contingency funds
Indiana " $110 million T+ — $84 million in expanded Mgty
—snmmmwmmmmm
Kangas $117.8 million — $108 million for minimm cash flow requirements
- — $15 millicn in sales tax credit
]
Maryland $115.0 million — $51 million in incoms and property tax reductions
~ balance in new programs for education aid and State education
persconsl
Texas $3.0 billion originally -= $528 million in expanded highway aid
progecuedtotms—lsw — $1.0 billion in expanded school aid

- $900 million for medical education
— $52% million in expandod health and welfave programs

Wisconsin $270~$370 million — $80 million in tax rebates
— $73 million for pay-as-you-go capital projects

mroxm:zo~ ccllectod on the basis of a phone survcy 7 conduct! by the Nancml Conforence of State Logislatures ond
un Nalicnai Association of State Budget orﬂocrs.
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Senator MoyN1HAN. We have asked these two distinguished lead-
ers of urban America to join us at the table at once because they
are both representin% the interests of the two major groups of
municipalities, the U.S. Conference of Mayors, in the case of Mayor
Young, who is to speak first on our schedule; and the U.S. League
of Cities. These represent slightly different sides and, therefore,
somewhat different concerns.

We welcome both of you gentlemen, and Mayor Young, you are
grst on the list, so perhaps you would have the kindness to speak

rst.

STATEMENT OF MAYOR COLEMAN YOUN@, DETROIT, MICH. ON
BEHALF OF U.8. CONFERENCE OF MAYORS

Mr. Youna. Thank you very much, Mr, Chairman, and members,
or member, of the committee, I might indicate that Mayor Vann and
I have worked toﬁether in both organizations and I do not think
you will find much difference between us since we both come from
cities who have similar problems.

As you know, I am Coleman Young, mayor of the city of De-
troit, and chairman of the Urban Economics Committee, U.S. Con-
ference of Mayors, The Conference of Mayors is pleased to have the
opportunity to particifate in these hearings on extension of the
vital urban program of countercyclical fiscal assistance.

For the past 3 years, the conference has had, as one of its highest
priorities, enactment of permanent authorization for a counter-
cyclical assistance program with local, as well as national, triggers,
to make payments during periods of national economic recession to
local governments suffering severe rates of unemployment and fiscal
strain.

Fortunately for the Nation’s cities and their residents, the anti-
recession fiscal assistance program was enacted into law in 1976 and
reenacted into law in 1977 to meet this need.

Immediate reenactment action by this committee and by Congress
is necessary to guarantee an uninterrupted flow of funds to those
cities most fiscally distressed. I will not attempt to read the whole
statement. I will enter it into the record. It is available. We talked
in the statement about the intent and impact of the program to date
and the intent very obviously—it is a unique intent—the intent had
something to do with the formulation by this Government of an ur-
ban program, recognizing the fact that there is an urban crisis in
most of our cities and, at the same time, trying to develop some cri-
teria—some objective criteria—in order to determine the feasibility
to meet its needs.

As we say here, the major goals are to prevent local governments
from being forced to take actions that run counter to and dilute the
stimulative actions of the Federal Government in order to close local
revenue/expenditure gaps in adverse economic times and to soften
the effects of adverse economic conditions on those city governments
and city residents least able to withstand them by providing funds
to continue existing levels of municipal employment.
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Now, many studies by Federa) agencies reveal that the major goals
of the program have been fulfit«... One study, for instance, indicates
that countercyclical fiscal assistance funds have had an impact of
roughly 87,000 jobs in cities across the Nation, either created or
saved, for each $1 billion spent.

In my own city of Detroit, for instance, as we experienced 2 years
ago what, to us, was a depression—naturally it was called a reces-
sion—the money we received, some $23.2 million, all went to reemglo
police officers who had been laid off. So we were able to bring bac
on our force 680 police officers with that $23 million. It meant the
difference between our city’s being able to stabilize itself in terms of
control of crime and being unable to.

Last year, larﬁeli,' because of countercyclical, I am happy to report
that Detroit, which had been known as the murder capital of the
Nation, the crime capital, led all cities in the Nation, according to
FBI figures, in the reduction of crime. OQur first 3 months of this
year show a further 15-percent decrease in crime over last year.

This would not have been possible without direct fiscal assistance
that went into our budget to enable us to continue much needed serv-
ices. I think you will find that true, to one extent or another, around
the country, There are many, many criteria—at least, there are four
criteria in this bill, to measure need.

I can speak for one. There was one basic measurement in the last
bill. I have no quarrel with the four. Although I do believe that the
degree to which you start adding extra factors, the tendency is to
blur targeting, and this is supposedly a targeted bill, targeted to
identifiable needs. It is different from revenue sharing.

Unemployment is always a good index. For instance, the national
unemployment level is reported now to be 6.2 percent, something
like that, but in Detroit, the rate is 9.6; in St. Louis, it is 7.6; in At-
lanta, 8.9. Even in supposedly prosperous Los Angeies, it is 9.4.

We can see that unemployment has a direct relationship to the
ability of cities to balance their budget. As a matter of fact, it will
be interesting for this committee to examine how many cities, based
on 2 years’ experience, have now included an expected amount of
money from countercyclical to their current budgets.

I could tell you that, although it is not a fiscal procedure, I
have included 1n the city of Detroit’s budget some $21 million from
countercyclical legislation. If that money was not forthcoming, our
city would be in a position of, again, laying off policemen and
firemen and having the same kind of crisis we experienced 2 years
ago.

That same situation, in my opinion, Mr. Chairman, exists around
the Nation. Therefore, it is critical that we continue at least on the
level that we have experienced in the past.

There is no qinestion in my mind that there is a need for & perma-
nent program. I gather that has been mentioned earlier by Senator
Muskie. I would say that the need for that is obvious if we are to
overcome the effects of the recession.

I hear the buzzer, so I will try and run through this.

Senator DoLe. The buzzer does not mean anything.

Mr. Youna. I still huve a green light? I will go by the light.
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As far as the permanent program is concerned, the Conference of
Mayors advocates a permanent authorization for the countercyclical
fiscal assistance program that would make payments during the na-
tional recession and targeted fiscal assistance to those cities whose eco-
nomics have yet to recover and lag far behind the national re-
covery, and that is the situation today, for the cities that I just
cited to you, based on using the criterion of unemployment.

The Conference of Mayors believes that many of the provisions
of the administration’s proposal are improvements over the current
program. Specifically, annual allocation of payments made quarterly
to remove much of the uncertainty of present funding and it would
grelgble cities to plan, budget and budget efficiently and use the funds

ter.

The elimination of current restrictions of using program funds
on cagital expenditures would give cities the necessary flexibility to
frovi e all types of fiscal services. That is one that obviously is up

or debate, but it is our national policy.

Removing the automatic one-third share of the funds for the
State government is consistent with the President's desire to target
assistance to distressed communities.

Also, States have revenue raising capacities far more flexible and
far more extensive than do local governments. The soundness of
State governments is due, in large part, to these more flexible
capabilities.

Obyviously, there would be no political purpose in the Conference
of Mayors, or any Mayor, getting into a political fight with the
Governors, but I do believe that this is specifically targeted funds
for distressed cities,

Another exam{)le, the city of Detroit is at its absolute ceiling in
terms of its sbility to levy taxes. We, like any other city, are a
creature of the State. The State, on the other hand, has unlimited
tt;xlipfg capacity based, of course, and limited by the political facts
of life.

But even necessity will not allow the city of Detroit to impose one
more cent of a tax upon our citizens and, therefore, when we are
required at the same time by a constitutional charter to balance our
budget, we have certainly no alternative, then, but turning to this
type of program wherein the States, I submit, do have alternatives.

One final word on the States. If you are going to give any-por-
tion of this money to the States and let them, at their discretion,
distribute the money, you mi%ht as well throw away the formula.
We have some criteria here. Unless the States are required to fol-
low the same criteria, why send them the money? If they follow the
same criteria, why not send it direct?

Senator MoyNTHAN. A very direct question.

Senator Dole, would you like to ask questions of Mayor Young
now, or would you like to wait until Mayor Vann has spoken?

Senator Dore. If they have the time, I think I would prefer to
wait. I have a speech at 12:15, a delay would give me a chance to
hear both witnesses.

Senator MoyN1HAN. Do you have the time, Mayor Young?

Mr. Youne. Certainlﬁ i

Senator Moy~NraAN. Mayor Vann, would you like to proceed ¢
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STATEMENT OF DAVID VANN, MAYOR, BIRMINGHAM, ALA, OR
BEHALF OF U.8. LEAGUE OF CITIES

Mr. VanN. Let me say on behalf of the National League of
Cities, with our 15,000 direct and indirect member cities, we are
pleased to be here to testify in support of the administration’s
supplemental fiscal assistance proposal. We feel that one of the
most important things that happened in recent years was the
countercyclical program. When it came on in 1976, it reduced the
need for cities to take budget actions that would have harmed na-
tional recovery, such as tax increases and layoffs. It countered the
impact of the recession on cities, and made possible the maintenance
of certain basic services at a higher level than otherwise would have
been possible. -

In the year prior to that, I might say that our experience, while
not as drastic as that of Detroit, was one of reducin%police officers,
reducing fire protection, reducing services in a way that had a very
discouraging effect on local businesses, as the city is one of the
major employers. We had crime rates going up, but we were being
forced to reduce the number of police officers.

_ That has an effect on your economy that extends beyond city hall
in its impact. For instance, we had to reduce the number of police
officers downtown. With countercyclical, we have been able to re-
store those and have a healthier service area for businesses to oper-
ate in. The primary thing cities do in this country, we sometimes
forget, is provide the setting in which most of the business activity
of the Nation takes place. If the cities are in trouble, you have
created a bad atmosphere in which the general economy must operate.

The national tri%ger had a significant effect and we think the
studies that have been made by this committee and others have
shown that the programn did, in fact, target the money on those
sovemments that had the most severe strain, that it did indeed re-

uce the need for those governments to take steps that would have
damaged the national recovery program at that time, and that it
was a generally successful program.

Now, you can generalize as to where the impacts were felt, but
you will find that, in most cities, the aid went to police and fire
protection, parks, recreation, streets, sanitation, transportation, the
social services. In my city, it went to police, fire, streets, sanitation,
equipment for street crews and we did increase some of our staff in
the finance department to increase our efficiency in raising our local
taxes.

Senator Dore. About how much money did you receive?

Mr. Vann. It was about $1.5 million a year. Over the period of
18 months that the program has been in effect, we have received
about $2.4 million.

Los Angeles made up a backlog on street maintenance. In Rock-
ford, Ill., they filled 38 vacancies in the police and fire department
that had remained unfilled for a considerable period of time.

In Newark, they prevented a raise in their tax rates. In Newark,
the tax rates are so high that people are moving out and abandon-
ing buildings, just leaving them there. They are unable to pay
taxes.
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St. Louis was able not to make reductions in its services that
would have resulted in several hundred employees being laid off.
They were able to retain them. S -

. Now, I think we have reached a point where the national reces-
sion which this was made to meet is largely over.

However, I will say this to you, that if we were to lose the CETA
program we would be back at two more points above your national
average in a very short time, so these things do interrelate.

A closer look would show that the money did go to cities that had
the greatest needs. The cities with the greatest needs got the great-
est amount of money, but while unemployment is your major source,
it is not the only measure of the distress of local economies and the
efforts of the administration in this bill to add the additional cri-
teria for population and job loss are good, for instance, when people
move out of a city, you may have some anomalies, but primarily it
is the poor and the elderly that stay and they are the ones that re-
quire a higher level of services than those who departed, and you
have hurt your tax base. _

Now, your unemployment figure might not necessarily reflect
that, but ther= are other tests that are of importance and there are
more cycles than just the cycle of unemployment. I think unemploy-
ment is the highest test. It is the most responsive test and it has
operated to this point. But we do support the concept that there
are other tests and we welcome the administration’s bringing those
forward and we hope that the committee will give serious considera-
tion to these points,

I would also like to point out that we feel that this ];m)rogram,
which was a part of the urban program announced by the Presi-
dent, that we need not only a countercyclical program that responds
to national cycles but that different cities have different cycles. Some
recover faster than others. You could have a national recovery and
still have many })laces in the country that are still in cycles that
need this kind of attention. And if you take this program and put
it with the suggestions like labor-intensive public works, the de-
velopment bank, targeted tax credits, incentives to States to share
with local government—as the Governor of Pennsylvania has de-
scribed in Pennsylvania—the targeting of Federal procurement into
the urban areas, all of this can have a great impact on cities, .

We support the elimination of the national triﬁger. I think if

ou do not do that, in September you are going to have many cities
in dire distress. The four factors do make a more complex system
but they also make it more sensitive if those factors are well-
balanced. We have not seen complete printouts, but we support the
concept. .

We_especially support the concept of annualization so that you
can plan and budget at the beginning of the year. It is very dis-
concerting to not know what your future quarters may bring.

As far as eliminating the one-third share with State overn-
ments, let me make this statement. We support that. We think if
you have a city in trouble, simply to give one-third of that amount
to the State, if the State is not required to follow the same stand-
ards, does not make sense. The city in trouble brought an alloca-
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tion. We are not saying that there might not be other considera-
tions, but we think, as proposed along with other programs, that the
sense of targeting 18 supported by that concept. -

We are concerned about the total number of local governments.
We think 24,000 seems to be more than we could justify as local
governments in trouble and we think that this is an area that there
are several possible changes, and we would hope the committee
would do so. We do think that, again, the concept of a counter-
cyclical program that takes into account local cycles as well as na-
tional cycles, is a program that is deserving of serious considera-
tion by the committee and the Congress,

Senator MoyN1uaN. I thank you, Mr. Mayor. Having held man
hearings yourself, you are obviously adept in getting on and o
exactly in the time that was requested of you.

Senator Dole, you have to go off to make a speech somewhere
else, so here is your oprortunity to make two in one morning.

Senator Dore. I will not do that. I wanted to hear both state-
ments. I do not have any quarrel with what you say. I think that
probably the money is used in Detroit and Birmingham. The ques-
tion is always asked, How is the money used{ It is easy to come be-
fore this committee and say it is used for police. I am certain that
it is used for other purposes? There are certain limits on the money.
You did cite some other examples where the money was used to re-
duce property taxes and for street maintenance.

The onFinal program, of course, was countercyclical. It addressed
a particular problem. If the economy recovers and unemployment
declines, is there still a need for a permanent program, or do you
just expect it to be fairly permanent for the next 2 yearst

Mr. Youna. I would say, Senator, that as Mayor Vann has indi-
cated, the fact of the national economic recovery does not neces-
sarily mean that the fiscal status of any number of cities is there-
fore sound or that economic conditions in a given city are not much
worse than the national.

Again, using the major index of unemployment, today we can
see, a8 you go across the board, in Detroit, for instance, our un-
employment generally runs about twice that of the national average.
We are down to 9.6 now, which is the first time we have been below
double-digit as long as I can remember. And that is relative pros-
perity for us. Relative.

But there are still a large number of unemployed people. That
reflects itself in our lack of ability to see revenues that enable us to
render the services. - )

Senator DovLe. I agree with that, it seems to me that the higher
the unemployment rate, the more money you ought to receive.

Mr. Youna. Exactly. Exactly, that is the point.

Senator Dove. If you are at 9 percent, or 10 percent or 11 per-
cent unemployment and other cities are at 6 percent and the cities
are the same size and receive the same amount of money, the pro-
gram is not as effective.

Mr. Youna. The bill does that. Both Mayor Vann and I ?re&
As far as I am concerned, if we were fortunate enough to get down
to 4 percent in Detroit, I would not expect the same amount of
money we receive now, but we have 9.6.
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Senator Dore. You will get more money than & city with an un-

emﬁloyment rate of 6.4 if your rate is 9.1 f
r. Youna. Yes.

Senator DorLe. Well, that makes some sense.

Mr. Youne. That and the other factors, and I have no quarrel
with those, either.

Senator Dore, What percent is the countercyclical program in
your budget?-

Mr. Youne. It would be about 2 or 3 percent of our budget but
that is a big percentage when you consider the fact that we must
balance our budf‘et and that we are right now freezing all em-

loyees, We finally have our basic work force up to the point where
t should be. If we do not get this money, we will have to go into
layoffs and that becomes a vicious—another kind of cycle, a down-
ward type of cycle.

Mr. Vann. About 2 percent of our budget.

Senator Dore. About 2 percent of your budget?

What about other Federal ssrograms? at percent of your
budget is made up of Federal funds?

r. Youna. About 25 percent, overall, in one form or another.

Senator DoLe. Some people have said the Congress ought to re-
verse countercyclical so the money would come from the States into
the Federal Government, because we have a $60 billion deficit. I
think that answer has been argued by Governor Shapp that there
isl not a $30 billion surplus in the States, but a $5.7 billion sur-
plus.

Mr. VanN. Well, most cities have to have a surplus. It takes a
surplus of about $6 million, about 10 percent of our operating
bu&et simply to operate the city so we do not have to go and bor-
row money.

_.Senator Dore. You are not allowed to have a deficit, are yout

Mr. VanN. We are not allowed to have a deficit and, in many
Federal f)rogmms, you have to put up the money first and get reim-
bursed. If you do not have the money to put up first, you cannot par-

ticépam.
enator DoLe. I guess the law i8 we are not allowed to have a
surplus in the Federal Government, -

r. VANN. I will say this, Senator Dole. I sponsored and mana%ed
to get through the U.S. Conference of Mayors last year a resolu-
tion urging sulll)&ort of the goal to balance our national budget, be-
cause I do think inflation 1s one of the problems we have at the
moment. )

It is a very complex circle, that you are in. To get the national
budget balanced, you do have to have a healthly economy and so
you have all sorts of complications. I am glad I do not have your
responsibility of figuring out how to do that.

é);mtor Doce. It is a question of enough money. I think one of my
colleagues just the other day was saying on the Senate floor, he was
making a speech. He said, "“Let me tax your memories,” and some-
lf)ody’ Jumped up and said, “Why have we not thought of that be-

ore

We have done about all we can do as far as the taxing end.

Thank you. :
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Senator Moy~mHAN. I suppose you think you are going to get me
in an argument.

Thank you, Senator Dole.

Gentlemen, I would want to make one general observation. You
have raised some very clear and important points, but we must re-
member that the administration has probed so vitally, and they
have come up with a decent effort. They want to do the right thing,
We are talking about shifting a billion dollars over a continent.
mean, it is not going to—if we do not do it, we are going to have
dlgi{culties.Y , ! will

ayor Young, the pro] will prevent any extra money goin
to Detroit. Is this not sollxm P Y v gong

Mr. Youna. That is true. I am not happy with the cap.

_Senator MoynimAN. It provides a very complex formula to pro-
vide assistance in relation to need and then we say except for those
who need it the most, those who would benefit by the formula.

It is an elegant bit of mathematics. I was goi.ng to have some fun

with Mr. Carswell, just asking what the standard deviations on
population growth are. Well, things could be worse.
I would like to make one point, and see if you do not agree, which
is that the aid under this agreemert takes place to cities and local
units of government in proportion to certain kinds of economic and
social indicators: growth, popuiation, jobs, unemployment rates—
which is a surrogate of sorts for fiscal distress, but not necessarily.
You can have a fairly stable fiscal situation and be in a hell of an
economic one, and vice versa.

For example, my own city of New York, its economic situation
after a ve? bad decade is not bad, but we spend almost as much
money on debt service as we do on education and the accumulation
of this debt makes an unstable fiscal situation, but not an ecomonic
one,

Mr. Mayor, you have a city about half the size of New York.
What is your total debt, do you happen to knowt

Mr. Youne. We have no operating debt at all because we have
not been able to use capital funds for operating gurposes. The total
indebtedness we have is a bonded one and I could not tell you what
it is,

I would say it is a couple of hundred million dollars. .

Senator MoynruaN. Well, that is the difference between Detroit
and New York. You have a couple of hundred million dollars; we
have $14 billion.

Mr. Youne. I understand.

Senator Moy~N1HAN. Detroit with a couple of hundred million and
New York with $14 billion, it i very hard to get it into the mind
of the Treasury that there is a difference between having to put out
about $2 billion a year in debt service. .

I would say something to you. Probably there were times in De-
troit where you have wished you had the privilege of be the
world financial center and meet all those Rockefellers and so forth.
Remember, if we did not have those-banks in Manhattan, they would
not have lent us the money.
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Mr. Youna. Senator, I am in full support of New York City’s
survival. I think if New York City were to go down, it would
threaten the economy of the Nation. I think that New York needs
whatever special support that we can give it.

Now, as far as hew New York got to where they are, I think that
we need to guarantee that there will be no future use of capital
bond money for operational purposes. But that is down the road.
Now we have to save New York.

Senator MoynmuaN. Well, this trigger speaks to the question—of
course, you are not speaking here for Detroit, Mr. Mayor. I under-
stand that about both you gentlemen. .

But an important view of the Conference of Mayors is that we
gli:ininate the current restrictions on using program funds on capital

udgets, _
ayor Vann, you did not sﬁeak to that, or is that my mistake?

Mr. Vaxn. I did not speak to that. You are talking about the
limitation that you cannot use it for capital expenditures?

Senator Moy~N1ua~. That is right.

Mr. Van~. That has not caused us any problem and I would just
have to say I did not come prepared to speak on it. I can only speak
for Birmingham’s people. That restriction has not caused us a prob-
lem and we are able to issue bonds for our capital programs and
we prefer to—we have revenue sharing for capital programs rather
than operating, and that simply has not been a problem for us.

Senator MoyNmsaN. I wonder if you would agree to a general

roposition. I think that Mayor Young, on behalf of the U.S. Con-
erence, makes it very clear, if we are going to transform this pro-
gram from a countercyclical program in which clearly you want to
spend the money, you are trying to keep up with a cycle that
moves in 30-month patterns, things like that, that is one thing. If
you are trying to deal with long-term secular movements, then
the money you provide there ought to respond to long-term needs.

Changes in population do not follow the stock market, changes
take place over generations. And certainly, the capital budget is
classically a reponse to long-term needs.

And so I think, Mayor Young, on behalf of the U.S. Conference,
is saying that this change in the focus of the irogam should be ac-
companied by a change in the uses to which the funds can be made
available. Do I correctly state your argument §

Mr. Youne. Well, first of all, I do not believe the Conference of
Mayors’ position on this matter is engraved in stone. If you want
my personal position, I think there is a certain amount of danger,
a8 witness what happencd in New York, in using funds designed
for general expenditures for capital purposes. It is another form
of blurring of foeus. ) . .

Even on the long range, we are dealing with a city’s ability to
meet its fiscal needs, its budgetary needs, its operational needs, be-
cause of a particular status in relationship to the economy, the city’s
income is insufficient to meet its needs as opposed to the rest of the
Nation.

Now, an operational need and a building need are different, as
Mayor Vann said. :
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Mr. VanN, Let me make this observation. I personally generally
support the concept of broad authority because there are different
needs in different cities in different places at different times. I could
foresee, for example, a situation that has just occurred, as I sit here
and think.

We just had a Federal court order entered that stron¥ly disa%rees
with some 60 fz'earz; of the method of operating the local jail and we
are faced with a sudden, unexpected need to spend §1.5 million of
@g:tal funds in a way that no one anticipated until a Federal
judge made us anticirate it.

It might well be that a use of countercyclical to meet an emer-
gency- capital need would be a very relevant thing in a particular
citg‘, at a particular time, and I think in that sense, the—

_Mr. Youne. Do you build your own jail in Birmingham{ The
cltgvl does that?

r. VaNN. You never heard of Birmingham jail¢
- Mr. Youna. I have heard of Birmingham jail, but I thought the
county v8aid for it.

Mr. Vann. Well, again, Coleman brings something up that in
9v%ry State we operate differently. We have a city jail and a county
jail.

Senator Moy~NinaN. Gentlemen, before we get too far afield, we
thank you very much. This committee is goin%lto do something msi-
tive about this problem and if we do something intelligent about
it, which is not necessarily the same thing, we will be much in your
debt for your very thoughtful testimony, and we thank you.

Mr. VanN. Well, let me say this, the organizations that we repre-
sent make their staffs of those available to this committee, as you
well know.

Senator MoyNinaN., We appreciate that. Thank you ve?r much.

[The prepared statements of Mayors Young and Vann follow:]

STATEMENT oF HoN. CorLEMAN A. Youxa, MAaYOR oF DETROIT, MiCH,,
ON BEHALF or THE U.B. CONFERENCE OoF MAYORS

Mr. Chairman. Members of the Committee. I am Coleman A. Young, Mayor
of Detroit and Chairman of the Urban Economics Committee of the United
States Conference of Mayors. The Conference of Mayor is pleased to have this
opportunity to participate in these hearings on the extension of the vital urban
program of countercyclical fiscal assistance.

For the past three years, the Conference has had as one of its highest prior-
ftles the enactment of permanent authorization for a countercyclical fiscal
assistance program with local as well as national triggers that would make
payments during periods of national economic recession to local governments
suffering severe rates of unemployment and fiscal strain. Fortunately, for the
nation’s cities and their residents, the Antirecession Fiscal Assistance program
was enacted into law in 1976 and expanded and reenacted into law in 1977 to
meet this end. Immediate reenactment action by this Committee and by the
Congress §s necessary to guarantee an uninterrupted flow of funds to those
cities most fiscally dlstressed.

INTENT AND IMPACT OF PROGRAM TO DATE

The very deep and very long national economic recession which began in
1978 has had severe repercussions on urban economies and on municipal
budgets. Recession-related high unemployment levels coupled with high rates
of inflation resulted in reduced city revenues and increased demands on mu-
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nicipal services. Mayors were forced to take actions as increasing local taxes,
cutting back essential municipal services including personnel cuts, and post-
poning or delaying needed capital improvements. Each of these actions ran
counter to those befng taken by the federal government to stimulate the re-
cession-ridden economy.

The Conference of Mayors commends this Congress for its passage of the
economic stimulus program which attempts to rationalize federal and local
actions. Antirecession Fiscal Assistance bhas been a critical element of the
economic stimulus program. 1ts major goals are:

To prevent local governments from being forced to take actions that run
counter to and dilute the stimulative actions of the federal government in
order to close local revenue/expenditure gaps; and,

To soften the effects of adverse economic conditions on those city govern-
ments and city residents least able to withstand them by providing fuuds to
continue existing levels of municipal services.

Numerous studies have been done by federal agencies, the Congress and
independent Investigators on the effectiveness of the Antirecession Fiscal As-
sistance Program. Study findings reveal that the major goals of the program
have been fulfilled. Governments suffering the most from the adverse economic
condition received the greatest amount of assistance; budget actions by those
governments which worked against federal stimulative actions were reduced;
and, levels of essential municipal services for city residents were maintained.

In a study done by the Senate Subcommittee on Intergovernmental Relations
of the Committee on Governmental Affairs of approximately 860 units of local
governments, it was found that the countercyclical fiscal assistance funds had
an impact of roughly 87,000 jobs created or saved for each $1 billion spent. In
my own city of Detroit, the job Impect of this program has been significant,
Several years ago, when Detroit residents were unemployed at levels more
than double the national average. we were forcd to reduce drastically our
Police Department personnel as well as other municipal services. For our
budget year 1977-78, we received approximately $28.2 million in antirecession
fiscal assistance funds—all allocated to our Police Department. This $28.2 mil-
lion is the equivalent of 680 police officers—880 police officers so desperately
needed in my city. SBimilar examples of personnel re-hires and/or personnel
retention exist In every major city In this country that has received assistance
under this targetted fiscal assistance program.

Study findings show that the Antirecession Fiscal Assistance program targets
funds to those local governments moat in need. A recent Treasury Department
analysis of the local public works program, the public service jobs program
and the Antirecession Fiscal Assistancé program reveals that antirecession
fiscal assistance is the most effective in targeting to cities according to fiscal
condition—an objective of the program we are pleased has been obtained.

It is clear that the Antirecession Fiscal Assistance program has achieved its
primary purpose. And, it is also clear that for a number of our nation's cities,
the need for continuation of targetted fiscal assistance sts. The current
program is triggered on and off in response to & national indicator of economic
condition—a national average rate of unemployment. Experts now say that the
recession Is over. But, I want to assure you that in Detroit and in many cities
across the country, the lingering effects of the recession have combined with
long-term deteriorating factors to produce severe fiscal strain on local budgets.
For example, the most recent national rate of unemployment was reported to
be 6.29. But, the rate of unemploymeat in Detroit is 9.695, Boston'’s jobless
rate is 8.59%, New Orleans rate stands at 679, 7.6% in 8t. Louls, 89% in
Atlanta, and Los Angeles rate of unemployment is 849%. This is the situation
currently facing cities. The need for targetted flacal assistance persists even
though the federal program is due to terminate in several months. Termina-
tion of these funds would result in severe budgetary actions in Detroit and and
in many other clties.

Based upon information received from the Treasury Department, the dollars
Detroit could expect to receive under the Administration’s reenactment pro-
posal before this Committee would be sufficlent to fund approximately 540
police officers. If these monies are not forthcoming, we in Detroit would be
forced to reduce personnel accordingly. The City of Boston has revealed that
without funds, major layoffs would be necessary especially police and fire per-
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sonnel. In Newark, approximately 900 layoffs would occur. And, in New York
City, loss of antirecession fiscal assistance funds translates into reduced
services and 9,000 cuts in personnel.

Moreover, the Treasury Department study of the 48 largest cities concludes
that if federal antirecession fiscal assistance funds were discontinued, a prop-
erty tax increase of 16¢ per $100 of fair market value would be required in the
10 most flacally stralned cities, a 5¢ increase would be required in the 28
nioderately fiscally strained cities, and a 2¢ increase in the 10 least stralned
cities. Curiously, these local actions would come at the very time the federal
government is cutting taxes, Such counter actions will only serve to erode
further the citles’ tax base and will dilute the Administration's efforts to
revitalize and enhance urban areas as contained in its Urban Program an-
nounced in March.

THE NEED FOR A PERMANENT PROGRAM

The Conference of Mayors is indeed pleased that President Carter has pro-
poded and that you, Mr. Chairman, have introduced his proposal to authorize
a two-year targetted fiscal assistance program which would provide assistance
to local governments suffering from high unemployment and fiscal strain. We
are also pleased that the President considers targetted fiscal assistance a
critical element of a National Urban Policy.

The policy of the Conference of Mayors advocates:

Permanent authorization for a countercyclical fiscal assistance program that
would make payments during a national recession; and,

Targetted fiscal assistance to those cities whose economies have yet to recover
and lag far behind the national recovery.

The legislation before this Committee addresses only the latter of these and
my comments will be so restricted. However, I urge the Committee and the
administration to consider amending the legislation s¢ that permanent authori-
zation of countercyclical fiscal assistance triggered on and off by a base level
unemployment rate is achleved as well as the tragetted fiscal assistance pro-
vision. It is our strong bellief that countercyclical assistancec should be as
much a part of our automatic fiscal structure as unemployment compensation ;
that is, whenever unemployment rises above a base level, funds should auto-
matically be made avallable to local governments to compensate them for the
declining revenues and higher expenditures that accompany high unemploy-
ment. In this way, the nation can avold a long delay, as experienred during
the most recent recession, in enacting the countercyclical program—a delay
which resuits in funds reaching local government too late to moderate their
budget cut backs and employee layoffs.

The Conference of Mayors believes that many of the provisions of the Ad-
mintstration’s proposal are improvements over the current program. Specifically,

Annual allocations with payments made quarterly would remove much of the
uncertainty of present funding and would enable citles to plan, budget and
efficiently use the funds.

The elimination of the current restriction on using program funds on capital
expenditures will give cities the necessary flexibility to provide all types of
municipal services.

Removing the automatic 1/3 share of the funds for state governments is
congistent with the President’s desire to target assistance to distressed com-
munities. Also, states have revenue-raising capabilities far more flexible and
far more extensive than do local government. The soundness of state budgets
are due, in large part, to these more flexible and extensive capabilities.

The proposed legislation contains four factors—unemployment, employment,
income and population—rather than the current one—unemployment—to meas-
ure flacal need and to determine eligibility for funds. This {8 being done in
order to make the program more sensitive to the various aspects of economie
distress than does the use of just one indicator. Although detailed analyses of
allocations under the proposed formula have not been made available to the
Conference of Mayors, we understand that the number of local governments
eligible to receive funds under the proposal is substantially greater than those
eligible under the current program. We have been assured, however, that the
supplemental fiscal assistance is truly targetted with the most fiscally strained
cities recelving the greatest proportion of the funds.

29418 0-18-8
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The Conference of Mayor strongly believes that assistance should be targetted
to where the need is the greatest. We realize, however, that no single alloca-
tion formula has been developed that satisfies the needs and desires of everyone.
Formulas used in the community development block grant program, the local
public works program, the CETA program and general revenue sharing have
all been questioned. We hope that in an effort to broaden support to ensure
implementation of the program, the Administration and the Congress do not
make the program too inclusive and one of general assistance. For that is the
purpose of another important program—General Revenue Sharing.

The Conference of Mayors sees the purpose of the targetted fiscal assistance
program as basically differently than that of General Revenue Sharing. We
hope that this Committee, the Congress and the Administration make that
distinction, also, and direct funds under the Supplemental Fiscal Assistance
Program to only those places that truly are flscally strained and distressed.

In conclusion, Mr. Chairman, on behalf of the nation’s Mayors, I strongly
urge you and your Committee members to move quickly and positively to report
out the necessary legislation to ensure an uninterrupted flow of funds to those
citles suffering fiscal distress. The Conference of Mayor is prepared to work
with this Committee, Congress and the Administration to accomplish this goal.
We :rekcommitteed to the continuation of this critical urban priority program.

Thank you.

STATEMENT OF HON. DAvID J. VANN, MAYOR, Bmumah—nt, ALA.,
ON BEERALF OF THE NATIONAL LEAGUE oF CITIES

I am David Vann, Mayor of Birmingham, Alabama. Today, I am testifying
on behalf of the National League of Cities and its 16,000 direct and indirect
member cities.

I am pleased to have this opportunity to testify in favor of President Carter’s
Supplemental Fiscal Assistance proposal. On September 30 of this year, the
authorization for Antirecession Fiscal Assistance runs out. The question facing
this committee and Congress is “What then?’ The answer will be of great
importance to many cities. Part of that answer can be found, I think, in our
experience with Antirecession Assistance.

Enacted in 1976 and extended last year, this program fulfilled two important
antirecession purposes: First, it reduced the need for cities to take budget
actions that would harm national recovery, such as tax increases and layoffs.
Second, it countered the impact of the recession on cities and their citizens,
making it possible to maintain basic services at a higher level than would
otherwise have been possible,

The national trigger of 69, unemployment made the program responsive to
national need. The local trigger and allocation formula rest on an important
principle—local economies are all different and local cycles may differ greatly
from national trends.

Has Antirecession Fiscal Assistance worked? }

Studies done by the Senate Subcommittee on Intergovernmental Relations,
the General Accounting office, the Advisory Commission on Intergovernmental
Relations and the Treasury Department have all concluded that the Antire-
cession Fiscal Assistance:

Has been targeted on the governments under the most severe fiscal strain and
least able to absorb the impact of recession;

Has reduced the need for those governments to take steps that would dam-
age national recovery; and

Has helped these cities to maintain basic services for their residents.

The Senate Intergovernmental Relations subcommittee reported last year
that, “The countercyclical assistance program is having a significant impact in
terms of creating or saving jobs in communities throughout the nation. Further-
more, this impact is substantially greater in high unemployment jurisdiction
where the greatest number of job-related budget adjustments have been neces-

"

In citles like mine, these generalizations -are translated into concrete accom-
plishments. In citles across the country essential services have been main.
tained with the help of Antirecession Assistance. In the cities surveyed by the
GAO, the ald was used for police and fire protection, parks and recreation,
streets, sanitation, transportation and social services. In other words, for things
city residents cannot do without,.



111

In Los Angeles, this meant a reduction in the backlog for street 1epairs and
maintenance, in Rockford, Illinois, 38 long-vacant positions in the police and
fire departments were filled; in Newark the sky-high tax rates were kept from
rising even higher; and in 8t. Louis, services did not have to be cut even
further because several hundred employees slated for layoffs were retained.

Antirecession Fiscal Assistance has done its job and in doing it has demon-
strated that there is a job that still needs to be done. Judged by the statistics,
the national recession is over; but at the beginning of the year when the na-
tional unemployment rate had fallen to 6.2, local rates were two, three, and
four points higher.

A closer look at those place yields two conclusions: First, certain cities went
deeper into recession and have stayed much longer. While business fell off in
some citles, businesses went under in others and, belng less resilient, those
cities have not bounced back. Second, the problems of those cities are deeper
and more long-term than the problems caused by the national recession. Un-
employment is one of the signs, but only one. We have a group of citles riding
a set of trends that threaten general and permanent decline. Population and
Job loss are cause and effect in a situation in which city governments must cut
services because of weakened tax bases, which in turn drives away more in-
dividuals and businesses. The mobile depart; the dependent remain and poor
people are linked to poor governments. As the Joint Economic Committee re-
ported last year in its survey of city fiscal conditions, “The high unemploy-
meee':lt citlies with decreasing populations exhibited the most acute symptoms of

Antirecession fiscal assistance has heen most useful to these cities—the ones
suffering severe, long-term problems, the ones commonly referred to as dis-
tressed these days. These citles are, by the way, big and small, metropolitan
and non-metropolitan,, and northern and southern. The ACIR report concludes
that antirecession fiscal assistance has been well-targeted on the hardship
cities, the ones “suffering the greatest stress.” GAO reports that the aid “tends
to assist jurisdictions experiencing long-term economic problems.” And the
Treasury study showed high strain cities recefving about $20 per capita com-
pared with $7 for low strain cities.

And what if the July payment? Treasury estimates that the loss of this aid
would require a property tax increase of 15¢ per $100 of fair market value in
high strain citles or an increased tax burden of 2149, of their own source
revenues,

Three things are clear: First, the countercyclical program did its job of
contributing to the national recovery. The National League of Cities supports
permanent standby authority for countercyclical payments during future re-
cesslons. Second, the cities with serious long-term problems have benefited most
from the current program. And third, these cities would sustain a damaging
blow if the assistance were cut off in September.

The Administration has recognized tbis need and has proposed the Supple-
mental Fiscal Assistance program to address it. In his urban policy message,
President Carter said that the purpose of this program is to “Provide fiscal re-
lief to the most hard-pressed communities.” It recognizes that the fiscal strain
of some city governments is not tled to the cycles of the national economy, but
is explained by worsening long-term local trends. I.ocal governments of this
sort would be afided over the next two years.

This is not an isolated proposal. It is aimed at shoring up the operating
budgets, of citles under severe fiscal strain. Other proposals have been made to
deal with other pieces of the city problem and, if enacted and made to work,
they will begin to reduce the fiscal straln at its roots. For example:

The labor intensive public works will ald the upgrading of the public infra-
structure and offer an access to the job world to the chornically unemployed;

'mtxe development bank will attract capital investment to where it is needed
most;

The targeted tax credits for investment and job creation will use puble
leverage in the private market to infiluence business decisions for the benefit of
distressed places; and,

The state incentives prosram will encourage state governments to carry a
full share of the responsibility for alding cities.

In this context the Intent of the Supplemental Fiscal Assistance program
makes good sense. The National League of Citles supports the Administration’s
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effort to continue assistance to those governments experiencing the greatest
fiscal strain. I want to mention briefly several of the provisions of the new
program that are improvemonts over the old.

Obviously, the elimination of the national trigger is needed if needs unrelated
to national cycles are to be addressed.

Using four factors to determine eligibility and distribution is complex, but
will make the program more sensitive to different causes of fiscal strain.

An annual allocation with quarterly payments will elilminate the rude shocks
that disrupt city budgets. In this connection, I hope this committee will look
into the impact of the new BLS method for collecting unemployment statistics
and see if there is some way to help the cities that were damaged by this
ganxe. and to make such mid-program adjustments less wrenching in the

ture.

The elimination of the automatic 1/8 share for state governmeats makes
sense given the changed national economic conditions, the broader and more
flexible revenue-raising capacities of the states, and the currently sound con-
dition of many state government budygets.

The National League of Cities has one important concern with the Adminis.
tration’s proposal—targeting. It is our understanding, though, datalled data
have not been available, that there would be 24,000 recipient local governments
next year. I cannot argue that there are currently 24,000 local governments in
this country suffering from several fiscal strain. Many do have serious financial
problems, but not that many.

City officials worked hard for the passage of General Revenue Sharing. This
return of federally-collected tax dollars to local jurisdictions is important and
useful to most communities, including the distressed. Supplemental Fiseal
Assistance, however, should be directed at the substantially fewer govern-
ments with problems too severe to be adequately addressed by the ordinary
assistance provided through General Revenue 8haring. And in those places,
the use of the aid should be limited to maintaining basic services through
operating budget expenditures. City officlals are not asking simply for more
money for all cities, but for aid targeted on the cities with the most urgent
needs. This can be accomplished within the general provisions of the Adminis-
tration’s bill and the National League of Cities will be happy to work with the
Committee to achieve this aim.

- In closing, I urge you to act quickly to guarantee that this vital assistance
to cities suffering from severe fiscal strain is not terminated.

REPORTS8 MENTIONED

“Report on the Fiscal Impact of the Economic Stimulus. Package on 48
Large Urban Governments,” U.8. Department of the Treasury; Office of State
and Local Finance—January 23, 1078,

“The Countercyclical Assistance Program.” Prepared by the Subcommittee on
Intergovernmental Relations of the Committee on Governmental Affairs (U.S,
Senate), February 28, 1977.

“Antirecession Assistance—An Evaluation.” Report to Congress by the Comp-
troller General of the United States, November 29, 1977.

“Impact of Antirecession Assistance On 21 City Governments.” Report to the
Congress by the Comptroller General of the United States, February 22, 1978

“Countercyclical Aid Study.” Commission on Intergovernmental Relations,
March 80, 1978.

“The Current Fiscal Condition of Citles, A Survey of 67 of the 70 Largest
Citles.” Joint Economic Committee, July 28, 1977.

Senator MoyNrHAN. Now we have the honor to hear from the
Honorable John T. Bragg, who is the chairman of the Tennessee
House Finance Committee, and who is here on behalf of the Na-
tional Conference of State Legislatures, and the particular pleasure
g{ ht;;ving the junior Senator from Tennessee on hand to introduce

r. Bragg.

Senato%,gif vou would like to take this occasion to tell us what we
should be doing heref

Senator Sasser. Well, Mr. Chairman, I am confident that you do
not need advice from me on what to do in this committee, but I do
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want to thank you for allowing me today to appear and introduce
to your subcommittee a good friend and a very, very able State
legislator from Murphysburg, Tenn., John Bragg.

r. Braglg is here today on behalf of the National Conference of
State Legislatures, as you indicated, and I can, without equivocation ,
commend his expertise and his testimony to you.

Mr. Bragg knows government finance and he is dedicated to
efficient government. And I might say, Mr. Chairman, he is a strong
advocate of economy in government.

As chairman of the Fiscal Review Committee and the Finance
Ways and Means Committee of the Tennessee House of Represent-
atives, Mr. Bragg has kept the State of Tennessee on an even keel,
financially, in the face of rising demands for government services
and expenditures.

The expertise gained bﬁ this State legislator, and as a business-
man, has been shared with his colleagues across the country.

John Bmfg serves as chairman of the National Conference of
State Legislatures Task Force on Government Operations. He
serves as a member of the Executive Committee of the Council of
State Governments and a member of the Budget Committee of the
Council of State Governments.

So, Mr. Chairman, I suggest that we can all benefit from Rep-
resentative Bragg’s experience and knowledge, and again, I want to
say to you, Mr. Chairman, that I am indebted to you for your
characteristic kindness and tolerance in allowing me to appear to-
day and to introduce my good friend.

aving said tha% I am going to retire to the floor.

Mr. Braga. Mr. Chairman, could I go with him? I have enjoyed
9fveIrythil that has been said up to now, and I would like to leave,
if I could.

Senator MoynreaN. Mr. Bragg, I remember an occasion when
Lyndon Johnson was introduced in such a cordial manner, and he
said: “You know, I wish my mother and father would have been

resent. My father would have enjoyed it, and my mother would

ve believed it.” »

Mr. Brace. My wife would not believe it either.

Senator Moy~NizaAN. Thank you, Senator.

Mr. Bragg, we welcome you here. I have to say to you that there
is & vote on the floor and in about 8 minutes. I am dgomg to have to
excuse myself for about 4. But when I get up and leave, you will
know why.

Mr. Braga. Fine. I understand, sir.

Senator Moy~N1HAN. Please proceed, sir.

STATEMENT OF JOHN T. BRAGG, CHAIRMAN OF THE HOUSE FI-
NANCE COMMITTEE, TENNESSEE STATE LEGISLATURE, AND ON
BEHALF OF THE NATIONAL CONFERENCE OF STATE LEGISLA-
TURES

Mr. Braca. For 8 years, I have chaired meetings where people
have come before me, always to get more money for some proLect,
80 I am not here to say that to you, sir. I am here to say that what-
ever you do, I hope that our organization can help you have some
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input into it and that whatever the decision of this Senate is that

it will be a judicious decision which will treat all segments of gov-

;Tmtlpent kindly and that would also have a positive effect on this
ation.

Senator Hathaway has stated that the countercyclical assistancs’
program has provided critical assistance to State and local govern-
ments suffering from high unemployment and inadequate revenues,
and this demonstrates an understanding of the problem that we have
and of the proposition which is before you now.

As chairman of the Finance Ways and Means Committee in
Tennessee for 8 years, I have learned that government-initiated
gx})f_mms_ seldom go out of business. The countercyclicsl program,

ink, is unique in that regard. If the unemployment rate of a
State or political subdivision falls below 4.5 percent, the }il;ogram
shuts off. And if the national unemployment rate drops below 6
percent, the program ends. It is sort of like some of the sunset laws
we have initiated in the States,

Although there are some problems with the national trigger of 6

reent, I feel that when there is a need for this Bim%mm, 1t should

in place, if you are going to continue it. It should be ready to
afsist tates and localities which are suffering from economic de-
cline,

If this program would have been implemented prior to the re-
cent recession, many States and local governments could have
stabilized their fiscal policies before they experienced severe revenue
shortfalls.

This program should be in operation before the fact rather than
after a fiscal crisis has peaked so that we may be able to ward off
severe fiscal crises for our State and local governments. This could
:::t only shorten the time of the problem, but could also lessen the

Senator MoyNIHAN. Sir, that is the 5-minute bell. I will recess for
just 5 minutes, and then I will be back.

Mr. Braga. Yes, sir. I understand.

A brief recess was taken. -

r. Braga. Senator, I had just stated at the time of the break
that speaking of this countercyclical program, that it is our feeling
that a program of some type should be in operation before the fact
rather than after the fact as happened this last time. It should be
there before the crisis has peaked so that we can ward off fiscal
crises for our State and local governments. This could not only
shorten the time of the problem but might even lessen the cost of
the program. .

e record has indicated that countercyclical funds are reaching
the areas which need them the most. According to a Senate report,
75 percent of all local government allocations for a selected period
went to jurisdictions with unemployment in excess of 8 percent.
Governments with unemployment of 5.5 percent or less received
only 1 1per(xsnt of the funds. .

Syimi arly, 62 percent of the allocations made to State govern-
ments for the same period went to States with unemployment in
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excess of 8 percent, with only 1.4 percent of the funds going to
lState governments with an unemployment rate of 5.5 percent or
88,

Since the inception of the program, 49 State governments have
received some assistance yet, in the seventh quarter, only 33 States
were participating. This demonstrates that the program 1s function-
ing as it was originally designed.

y own State of Tennessee is one of the 17 States which did not
receive funds during the seventh quarter. Possibly this indicates
that either the unemployment trigger of 4.5 percent is somewhat
too low. I personally support the administration’s supplemental
fiscal assistance proposal which would calculate the local unemploy-
ment trigger on a yearly rather than a quarterly basis, This im-

rovement would allow us to plan for receipt of these funds. But

have some concern about the amount of the trigger. I have some
feeling that that trigger ought to be higher, that maybe if we have
a suit with two pair of pants that we ought not to let the tngﬂger
start until we get into the second pair of pants instead of the first
pair of pants,

The impact of the program in my own State of Tennessee sup-
ports the overall findi on a nationwide basis. When Tennessee
was in need of funds, they were available. Tennessee will probably
have received $8 to $11 million in annual recessional fiscal assistance
funds. We have used those moneys in highway maintenance, State
park maintenance, and State mental health hospital maintenance,

Mar%hof our counties have received funds distributed by the
State. They have used thoee funds mainly in hifhways and on other
projects where they could use them, but they did not have to lump
them into continuing expenditures, because they were not sure when
thgy would have the monefs.

ow, in some ¢ases, while the hiqhways that we have used have
been trlv1ing to get highways to coal resources because our counties
do not have enough money to build roads to the coal supplies which
we are tryin%bo develop in the State of Tennessee. )

I am told by Speaker Spangler and people on my committee at
the NCSL, that in New York State, the annual recessional assist-
ance funds are included in the State aid package to the cities of
New York State, and this gives us some concern. If you are going
to go directly to the cities and they cannot get any more money
than they have ever gotten directly, then you are going to eliminate
the funds that the States have been sending to the cities. .

So, as a result, New York City would probably get less money in
a direct appropriation to the cities because they would be capped
off. They would not get any of the funds that have now been com-
ing to them through the New York State budget and this, I think,
;\;(;:l(}d be true in every State in the Nation which has received these

8.

The U.S. Government Aoeountinlg; Office has just completed a
study entitled, “Impact of Annual Kecession Assistance on Fifteen
State Governments.” According to this study, some of the States
use the funds to fill gaps between actual revenue collections and

budgeted revenue projections.
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A.lthough 11 of the States used, or planned to use, annual assist-
ance funds to support personnel costs to prevent layoffs, the fund-

ing of new positions, or rehiring of previously laid-off employees.

This same survey by the GAO indicates that the States are using

these funds to meet budgetary needs in education, public welfare,

health, criminal justice, and national resources.

Now, I think there has been some information here, particularly
the January 20 economic message to Co which states that the
two major drains on the economy are the $18 billion trade deficit
and a purported $33 billion surplus of States and localities. The
prevalance of State fiscal surpluses is, unfortunately, one of the
premises upon which the administration based its decision to elimi-
nate State governments as eligible recipients under this program.

The administration stated in the message it sent to Congress on
April 19 of this year that many State governments have current
revenue surpluses and are less in need of supplemental fiscal assist-
ance, Yet, the President’s economic report recognizes that many States
are not fiscally well off despite aggregate figures which indicate
surpluses.

I suppose what you would say there is, you lknow, that if you
are going to average things out, you could drown in a river that
has an average depth of 6 inches. All of the States are not the
same, and the surpluses are not the same, and the conditions that
create surplus are not the same.

In addition to that, the States, by law, must have a surplus. We
cannot operate in the black—I mean, cannot operate in the red.

I remember 3 years ago, we cut out $70 million of spending in the
last quarter and wound up with a $26,000 surplus in Tennessee and
we had to do that by law.

In a recent letter to Charles Schultze, both the NCSL and the
National Governor’s Association detailed the status of State sur-
gluses. We pointed out that the ag te operating surpluses of

tate and local governments is not billion, but rather about
half that amount and the balance is being held in State and local
pension trust funds. The actual aggregate State operating surplus
i8 around $6 billion and represents the budgeting practice that we
are required to do by law.

The rest of my statement, Mr. Chairman, has been prepared and\
is before you. i . '

Senator RorH. Representative Bragg, the entire statement will be
included as if read.

Mr. Chairman, in the interests of conserving time we p!'oceeded,
and Representative Brag iust completed his prepared testimony.

Senator MoyNIHAN. Wgel , I know that one of the questions that
we wanted to ask you, sir, is the question about the—your observa-
tion that the much heralded revenue surplus of State governments
was not $33 billion at all, as said by the administration, but closer
to $6 billion. Would you expand a little on that? That is an im-

rtant proposition, whether the surplus was an artifact of certain

inds of budgetary cycles.

Mr. Brace. Well, Senator, in our States we cannot budget a
deficit. There is no way. So we have to always budget under the
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anticipated revenue. Three years ago the State of Tennessee made
a budget and, as you know, the bottom fell out. In the last quarter
we had to eliminate $70 million worth of spending in order to come
in in the black. We came in, in the black, with $26,000.

I might point out that what we do with the money when we
underestimate—and we must underestimate revenues in order to
come out in the black—we take those revenues that we know we are

ing to have on June 30 and we put them into projects all across

ennessee to spend money for roads and for other projects.

For example, this year we think we are going to have another
$10 million that we did not anticipate. We have conditionally ap-
propriated that money to try to take care of winter road damage
to the cities and counties in Tennessee. In fact, 10 cents out of
every dollar that we spend goes directly to cities and counties; 48
cents out of every dollar goes to the local education systems.

We are all serving the same John Q. Public whether we are

county government, city government, State government or the Fede-
ral Government. It is the same guy on the street whom we are all
semn%.‘
We have to have a surplus by law. I could give yon a better
example of what has happened. We also take the surplus and use
it to retire authorized and wunissued bonds or to retire bonds. But
the bonded indebtedness of the State of Tennessee in 1968 was $248
million, This year, when we sell all the bonds that are authorized,
it will be over $1 billion.

If we had had all of these surpluses that somebody is talking
about, we would not have been running our bonded indebtedness up
that far, because we usually use surpluses to retire bonds, and we
are getting behind, rather than getting ahead.

I would mention one other thing, Senator. I have talked with
some of your people on my committe with NCSL who are from New
York. They tell me that the State of New York passes through the
funds that go to the State of New York to the cities in New York
%tate—-principally, I guess, the biggest amount goes to New York

ity.

ow, if this bill passes and the cap is set on, then New York
City is going to lose the money that has been going passed through
a8 your State legislature has established that in New York State.
Those funds will not, in the future, be available.

I would make one other statement. We must have that balance.
We cannot operate in the red. Just by law, we cannot do it.

Senator MoyN1HAN. So, a surplus in the State government does
not have any necessary meaning one way or another. You can be
bone poor and cutting back and still have a surplus. .

Mr. Braca. Yes, sir, Already, this year, we anticipate a $60 mil-
lion surplus at the end of this year in Tennesse. We anticipate col-
lecting million more than we had anticipated. - )

This general assembly, which adjourned sine die last week in
Tennessee, has already si)‘ent that $60 million. .
_Senator Moy~maN. Thank you. That is a very important point,
sir.

Mr. Brage. We are not putting it in the bank. We are using it.
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Senator MoyNIHAN. Senator Roth '

Senator Rorx. I really have no questions. I would make a couple
of comments.

I think your point on the triggering mechanism is a worthwhile
one. I will agree with you that if we provide the right program, it
is well to have it on the books permanently so the automatic trigger
comes into play.

The one thing I would like to put into the record is that many
counties and States are expanding their expenditures very substan-
tially. For example, between 1955 and 1974, the local governinents,
the States, counties and cities, expanded from $34.9 billion, or 9.2
percent of GNP, to $207.7 billion, or 15.3 percent of GNP. So that,
overall, I would have to conclude that this is a substantial increase.
There may be exceptions to that rule, but the concern I have is
where do we draw a line? Particularly, I notice you are chaiman of
the Government Operations as well as-the Finance Committee. You
have a problem of tryix}g to live within a balanced budget. We have
the opposite problem of ever achieving one.

I wonder, 1f as chairman of the Government Operations section
_.of your State legislature, are you making any studies of Federal
programs, of how they can be simplified so that more of the mone
can be used in the actual goals of the program and less on the red-

tapet

ggr. Brago. We are trying to. We are making a study of that in
Tennessee. Our comptroller has been working with people in the
General Accg_untin% Office to try to set up one standard accounting

rocedure rather than the 64 accounting procedures that we now

ave to make for Federal grants. We do not think that we ought to
have to do 64 different kinds of audits. We think that one simple
audit ought to be sufficient.

I T.lestlon some of the programs, sir, and I would be quite frank
to tell you that I would. I could not enurierate those at this time.
My committee meets once a month-with the Joint Senate Commit-
tee, and we take up every expansion request that is in State govern-
ment and most of those requests involve Federal funds. We have
begun to try to deny some of those, because every time we take
some of the Federal funds, you give us the seed money but next
year you take the money away and we have ;})leop}e on board that
we have to pay with 100-percent State dollars. That is a problem with
us. One-third of our budget is Federal funds in Tennessee.

Senator Rorr. Could I ask you what percentage of those Federal
funds you have to utilize in the administration, redtape, r lations,
and compliance with Federal requirementsf Would you have any
estimate of that? .

Mr. Braca. No, I do not know, but I read somewhere that in the
country, the private sector, spends about $56 billion a year com-
plying with Federal regulations, to fill out forms, and so forth.

Senator Rorn. Now, let me ask you this question. In your over-

gight, do Federal funds require considerably more administration, .-

reﬁllation and expenditures than, say, your own funds?
{r. Braca. Yes, sir. ) '
Senator Rorr. Do you have any estimate or could you give any
comparison {
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. Mr. Braca. No, sir, but I will be happy to supply you with that
information from our people.!

Senator Rorx. I would be happy to have that.

Mr. Bracg. I think that they could tell us that, yes, sir, they
could. I recognize the problem. I talked with Mr. Bosworth last
week, and I told him that I thought probably what we ought to do,
is to get all of the finance chairmen from all of the 50 %tates u
here and let him tell us how we can help you to fight inflation. We
ask you to spend more money and you will spend more money as
long as we keep asking.

Senator RorH. I find that & very worthy comment.

Mr. Brage. As I said, I have served as chairman of Finance,
Ways and Means Committee for 6 years, and I served as vice chair-
man 2 years before that. I have hagv hundreds of people in my office
and before my committee, I have never yet had anybody wanting me
to cut out spending.

Sgimtor Rorn. I have been here several years and found the same
problem.

Thank you, Mr. Chairman.

Senator Moy~N1HAN. That was good and important testimony and
we do thank you, sir.

Mr. Brage. If T might add just one more thing, you are talking
about the States. The local governments are entities of the State,
sir, and of course, I have a county government and a city govern-
ment. We just had an election there yesterday, and I had to call
home last night and find out how it came out to see which way I
was going this fall.

But the point is, the cities and counties are entities of the State.
Now, Appalachian funds are going into east Tennessee. I never
know how much money higher education is getting in east Tennessee,
because they come direct. I try to spread the money equally and
equitably in all institutions of higher learning in Tennessee.

But, when Appalachian money goes into east Tennessee, they get
“-extra money over and above what we do. If I could budget those
funds, I could spread the money better.

I do not know where the anticyclical money is going, and we have
some cities who brag that they have not raised taxes because we keep
giving them more money from the State,

Now, the point is, they are entities of the State. They are our
children, but uncle is sending them money to go to the show also.
And as it winds up, they to go twice instead of once. .

Senator Rorn. If I might make just one comment on that gomp,
I am inclined to agree with you. One of the things that the Presi-
dent has said is that there ought to be more State involvement in
the urban problems, and I agree with that. And yet, many of our
policies and programs, as you point out, work just exactly in the
opﬁosite direction. .

r. Braga. Yes, sir, we talk about a partnership, but you see,
we need to be involved to know what is going on. We need, at the
State level to know about the money and know about it far enough
in advance and to have some concern that it is going to be there so
that we can consider it in our overall State programs.

18ee p. 143.
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Senator MoYNIHAN. Again, we thank you very much, Mr. Bragg.
It is an honor to have a distinguished State leader come to us.
[The prepared statement of ‘Mr. Bragg follows:]

STATEMENT OF REPRESENTATIVE JOHN 'T. BRAGO, TENNESSEE HOUSE OF REPRESENT-
ATIVES, REPRESBENTING THE NATIONAL CONFERENCE OF STATE LEGISLATURES

Mr. Chairman and Distinguished Members of the Subcommittee: My name is
Jobhn Bragg, and 1 serve as Cheirman of the ¥Kinance-Ways and Means Com-
mittee in the Tennessee House of Representatives. I also serve as Chairman
of the Government Operations Committee of the National Conference of State
Legislatures. The National Conference of State Legislatures, the official rep-
resentative of the country’s 7600 state legislators and their staffs, works to
help lawmakers meet the challenges of the complex federal system. Headquar-
tered in Denver, Colorado, with an office of state-federal relations in Washing-
ton, D.C.,, the NCSL i8 a non-partisan organization funded by the states and
governed by a 43-member Executive Committee.

The NCSL has three basic objectives:

To improve the quality and effectiveness of state legislatures;

To assure states a strong, cohesive voice in the federal decision-making
process;

To foster interstate communication and cooperatfon.

On behalf of NCSL and the Tennessee House of Representatives, I am
pleased to have the opportunity to appear before you as you consider legislation
on the current Anti-Recession Fiscal Assistance (Counter-cyclical Program ahd
the Administration’s proposal—Supplementary Fiscal Assistance.

THE NEED FOR A PERMANERT COUNTER-CYCLYCAL PROGRAM

Your statement, Senator Hathaway, that ‘“The Counter-cyclical Assistance
Program has provided critical assistance to state and local governments suffer-
ing from high unemployment and inadequate revenues” demonstrates your un-
derstanding of this unique federal program. As Chairman of the Finance-Ways
and Means Committee in Tennessee, 1 learned a long time ago that government
initiated programs infrequently go out of business; quite the contrary—they
usually multiply. The counter-cyclical program is unique in that regard. It the
unemployment rate of a state or political subdivision falls below 4.5%, the
program shuts off, or if the national unemployment rate drops-below 8%, the
entire program ends. The beauty of this arrangement is that the program is
always ready to “turn-on” when economic conditions warrant.

Although there may be some problems with the national trigger of 8% un-
employment, I feel that when there ig a need for this program, it should be
ready to assist states and localities which are suffering economic decline. 1f
this program would have been implemented prior to the recent recession, many
state and local governments could have stabilized their fiscal policies before
they experienced severe revenue shortfalls. My point, Mr. Chairman, i3 that
before we abandon this counter-cyclical program we should examine recent
history. This program should be in operation before the fact rather than after
a fiscal crisis has peaked so that we may be able to ward off severe fiscal crises
for our state and local governments.

THE CURRENT PROGRAM

The record has indicated that counter-cyclical funds are reaching those areas
which need them most. The bulk of the funds have reached those areas with
the highest unemployment rates. According to a Senate Report* 75% of all
local government allocations for a selected period went to jurisdictions with
unemployment {n excess of 8 percent. Governments with unemployment of 5.5%
or less, received only 1 percent of the funds. Similarly, 629 of the allocations
made to state government for the same period went to states with unemploy-
ment in excess of 8%, with only 1.4 percent of the funds going to state govern-
ments with an unemployment rate of 5.59 or less. Since the inception of the

1¢The Countercyclical Assistance Program,” Subcommittee on Intrgovernmental Rela-
tions, Committee on Goveroment Affairs, U.8. SBenate, February 28, 1877.
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program, 49 state governments have recelved assistance from this program. Yet,
in the 7th quarter (January 8, 1978) only 33 state governments were par-
ticipating. This demonstrates that the program is functioning as it was de-
signed. As the economic conditions in states improve, They are able to phase
out of this program. My own State of Tennessee i8 one of the 17 states which
did not receive funds during the 7th quarter, we have brought our unemploy-
ment rate down to approximately 4.5 percent. It did edge up slightly so we will
again recelve funds in the eighth quarter (April ©, 1978). .

Possibly this indicates that either the unemployment trigger of 4.5% fis
somewhat too low or that we should measure unemployment for more than one
quarter before we artificially turn the program on and then off again, I per-
sonally support the change in this regard, advocated in the Administration’s
Supplemental Fiscal Assistance proposal, which would calculate the local un-
employment trigger on a yearly rather than a quarterly basis. This improve-
ment will allow us to pian for the receipt of these funds as we formulate our
budgets.

The impact of the program in my own State of Tennessee supports the over-
all findings on a nationwide basis. When Tennessee was in need of the funds,
they were available. By the end of the current fiscal year, the State of Ten-
nessee will have received $8-11 million of anti-recession fiscal assistance funds.
The Tennessee legislature has appropriated funds for highway maintenance,
state park maintenance, and state mental health hospital maintenance.

Many of our counties received ARFA funds distributed by the state. They
have used their funds to finance needed highway maintenance programs which
are in special need of attention in Tennessee because of the expansion of coal
extraction. These communities may not fit the traditional definitions for dis-
tressed communities; however, their current tax base is inadequate to meet
these immediate needs. In this case our state was able to recognize these area
as “distressed” and funnel counter-cyclical funds to the counties.

In the State of New York, the Anti-Recession Fiscal Assistance funds are in-
cluded in the state ald package for New York City. To meet its responsibility
to local units of government , the State of New York also plans to assume the
loca) cost of SSI payments. Again, counter-cyclical funds received by the state
form an integral part of this much needed welfare assumption package.

The U.S8. Government Accounting Office has just completed & study entitled
“Impact of Antireccasion Assistance of 15 State Governments. According to this
study, some of the state used the funds to fill gaps between actual revenue
collections and budgeted revenue projections. Half of thise states surveyed
either used the funds to decrease revenue demands or to finance additional
activities such as the creation of various types of public service jobs. Eleven of
the 15 states used or plan to use anti-recession assistance funds to support
personnel costs such as preventing layoffs, funding new positions or rehiring
previously laid off employees. 'This same survey of 15 states indicates that
states are using the funds to meet budgetary needs in education, public wel-
fare, health, criminal justice and natural resources.

FIBCAl, CONDITION OF STATES

The January 20 Economic Message to Congress states that the two “major
drains” on the economy are the $18 billion trade deficit and a purported $38
billion surplus of states and loctlities. This estimate was developed by the
Councll of Economic Advisers and has received a wide currency among federal
government decision-makers who will review the level and extent of federal
assistance to states and localities.

The prevalence of state fiscal surpluses is unfortunately one of the under-
lying premises upon which the Administration based its decislion to eliminate
state governments as eligible recipients under this program. The Administration
stated in the message it sent to Congress on April 19, 1978, that “many state
governments have current revenue surpluses and are less in need of Supple-
mental Fiscal Assistance.” Yet the President’s Economic Report recognizes that
many states are not financially well-off despite aggregate figures which indicate
surpluses. The report says that “Many are hard pressed.” We agree, and the
January 20 economic message should be further analyzed for one to recognige -
the true meaning of a $33 blilion surplus for state and local governments,
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In a recent letter to Charles Schultze, Chairman of the Council of Economic
Advisers, NCSL and the National Governors’ Assoclation (NGA) detailed the
status of state surpluses. This letter pointed out that:

The aggregate operating surplus of state and local governments is not $38
billion, but rather about half that amount. The balance is being held by state
and local pension trust funds.

The actual aggregate state government operating surplus is around $8 billion,
and represents sound budgeting practices.

The bulk of the projected operating state surpluses are found in just a few
states.

States are now developing fiscal 1979 budgets which will rapidly deplete
current surpluses,

State operating balances are running at about 89 of the aggregate operating
budgets of all states. Moreover, most states have moved quickly to dispose of
surpluses by relieving local property taxes, expanding local aid programs and
financing deferred capital projects on a pay-as-you-go basis.

Thus, we caution you not to make judgments about each of the 50 states
based on improved fiscal conditions within some jurisdictions. We urge you to
carefully weligh the purported surpluses in light of these comments. In order
that this misunderstanding of state fiscal data not be repeated, we have urged
the Administration to work with our associations to improve reporting and data
collection techniques for state government finances. These data should be in-
corporated into the federal budget reports and annual economic report of the
President, and NCSL has sent a letter to each Member of Congress detailing
current fiscal conditions in all 50 states.

Senator Hathaway, as you are well aware, many states have already adopted
their FY 1979 budgets and have included anticipated counter-cyclical revenues
in those budgets. They did so since the President's original 1979 budget in.
cluded $1 billion for ARFA outlays. Now many hard-pressed state governments,
particularly in the Noctheast, are being told they will not receive such funds.
If these states cannot count on these funds at this late date, state legislatures
will be forced to cut services or local aid programs or raise state taxes to
cover loss of ARFA funds.

THE S8TATE ROLE IN THE ARFA PROGBAM

The assumption that unemployment rates and flscal strain are not problems
to most states is somewhat misleading. Fortunately, the fiscal condition in most
states have improved. Yet, there are still some states which are “suffering
economic decline. According to the Bureau of Labor Statistics’ February 1978
calculations, nineteen states had unemployment rates above seven percent for
February, while eight of these nineteen had unemployment rates above eight
percent. There 18 in our opinion a clear and demonstrated need for counter-
cyclical assistance to be available to both sfate and local governments which
are substantially affected by economic downturns. We encourage Congress to
renew the current Anti-Recession Fiscal Assistance Program, preferably on a
permanent basis. However, if you should choose to adopt an approach similar
to the Administration’s suggested Supplemental Fiscal Assistance bill, then it
is important for you to Include distressed state governments as well. We
should recognize these “pockets’ of unemployment among the fifty states and
reject the Administration’s suggestion to eliminate all states.

It borders on the incredible that the Administration has not only curtailed
funds to high unemployment states but has also proposed crpping ARFA pay-
ments to the most distressed local jurisdictions in the country. The Adminis-
tration’s proposal to distribute funds to an additional 7,000 to 10,000 local units
of government while ignoring the needs of fiscally pressured states and locali“
tles clearly overturns the original intent of this worthwhile fiacal assistance
program.

Many state reciplents have used the counter-cyclical funds to assist localities
within their jurisdictions. Over one-half of the New York State operating
budget is distributed as local assistance. Counter-cyclical funds are a part of
this program as well as a part of the New York State aid to New York City.
Some states pass all of their counter-cyclical atd through to local governments.
We must realize that state governments have created and are responsible for
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local governments. States need to be active participants in solving the flscal
strains faced by their localities. We should not design this federal program
to bypass all state governments and then assume that the economic problems
of localities can be adequately addressed.

It is somewhat ironic that the President’s urban policy first called for a
unique partnership between the federal, state and local governments and now
resuits in the elimination of the states from this program.

CONCLUBSION

Mr. Chairman and Members of the Committee, we appreciate the many diffi-
cult decisions that you are wrestling with in this fiscal assistance legislation.
We, too, urge to analyze and implement this fiscal assistance program in a
manner that will sustain the economic recovery and guard against future fiscal
crises in state and local governments. To develop such a policy, we would con-
clude by offering the following recommendations:

1. We recommend that the current counter-cyclical program be reauthorized
on & multi-year or permanent basis. The unemployment termination provision
more than adequaltely assures that the program will not continue unnecessarily,
A longer extension only assures that the mechanism of counter-cyclical assis-
tance i8 intact and ready if needed.

2. State governments suffering fiscal strain should receive counter-cyclical
funds under the same general criteria applicable to local government recipients.

3. Attention should be given to the effect that termination will have on the
governments most in need of this assistance. Congress may wish to consider a
two-tiered approach. The first tier would be the present counter-cyclical pro-
gram which would phase itself out as the economy improved. The second tier
would become effective only when the present counter-cyclical program termi-
nated and be directed only to those jurisdictions (state and local) suffering the
most pronounced economic crises.

Mr. Chairman, we realize the reauthorization declision on this program must
be made quickly, NCSL stands ready to assist this Committee in fashioning the
type of assistance program that will fairly and effectively retain the best fea-
tures of the present and proposed legislation.

Thank you for this opportunity to speak to you, and I will be happy to
answer any questions you might have.

Senator Moy~N1aN. And now, on behalf of the National Associa-
tion of Counties, we have Lois Parke who is from Newcastle
County, Del. :

Senator Roru. If I might, Mr. Chairman, I would like to wel-
come Lois here. She is a very able public servant who has appeared
before us on other occasions and has made a mark, that women are
particnlarly effective in government.

Ms. Parke. Thank you, Senator.

Senator Moy~NtHaN., Well, we welcome you, Ms. Parke, and of
course, you are speaking on behalf of the National Association of
Counties.

Ms. PArkE. Yes, thank you, sir.

STATEMENT OF LOIS PARKE, COUNTY COUNCILMAN, NEWCASTLE
COUNTY, DEL., ON BEHALF OF THE NATIONAL ASSOCIATION OF
COUNTIES, ACCOMPANIED BY ELLIOTT ALMAN

Ms. ParxEe. Mr. Chairman and distinguished members of the Senate
Finance Subcommittee on Unemployment Compensation, Revenue
Sharing, and Economic Problems, on behalf of the National Associa-
tion of Counties, I am most pleased for this opportunity to testify
before you today on countercyclical antirecession assistance program.
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. As has been pointed out, I am Lois Parke. I am a councilman
in Newcastle County. I am also chairian of the NACo Tax and
Finance Subcommittee which establishes the policy on antirecession
assistance,

We appreciate your conducting these hearings on this program
because 1t is critical to county officials. Mr. Chairman, there is one

oint that I wish to emphasize throughout my statement, and that
18 thet county governments, be they urban or rural, desperately need
to continue to receive countercyclical assistance. This assistance has
been essential in enabling county government to operate and main-
tain adequate levels of services in times of high unemployment and
inflation. Attached is a resolution adopted by our organization in
March that strongly endorsed this program and urged its extension.

At this 11th hour, we urge the committee to act to insure that
county governments in need can contribute to receive this most im-
portant assistance.

As you know, the present program terminates on September 30.
The administration has proposed legislation extensively changing
many facets.

In my home county of New Castle, Del., unemployment averaged
8.7 percent for 1977. T might add that Kent County, Del., ex-
perienced an even higher rate of unemployment with an average
of 9.7 in 1977.

This situation is duplicated and the story, in fact, is even worse,
Nassau and Suffolk Counties in New York have unemployment of
8.9 percent and 8.8 percent, respectively. Aroostook County, Maine,
had an unemployment rate of 11.7 percent.

Rural Lancaster and Northumberland Counties in Virginia had
unemployment levels of 17.9 percent and 13.6 percent, respectively.

These figures indicate a strong need to continue this program. At-
tached to my testimony is a list of the unemployment levels-in many
of our urban and rural counties.!

Mr. Chairman, the urban and rural counties in this Nation need
countercyclical assistance. We are often the primary providers of
health and welfare services. We operate courthouses, law enforce-
ment agencies, and many other human resources services and pro-

rams.

8 We also provide many jobs in our communities. It is precisely
these types of services and this sort of program that experience the
greatest impact from adverse economic conditions.

On the one hand, the demand for the services is directly related
to the unemployment and inflation. On the other hand, when local
governments are pressured by inflation, declining tax bases, in-
creased delinquencies in property taxes, and unemployment, these
services are often the most difficult to either maintain or expand.

Moreover, the reality is that they are often the services which we
are most pressured to reduce. o

Countercyclical assistance has enabled us to maintain these levels
of services to our citizens and, importantly, to minimize the cut-
backs and the layoffs. Recognizing that inflation and unemployment

1 See page 132.
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are a national problem, national policy and resources have helped
us to help ourselves.

I would like to address a few specifics in the legislation. Mr.
Chairman, this program. as currently operating, is highly targeted
to communities of greatest need. The dual mechanism of initially
requiring a natisunwide unemployment level of 6 percent to trigger
the program and a 4.5-percent minimum for each community to par-
ticipate has worked extremely well.

I would especially like to emphasize my next point. Over 90 Eer-
cent of the funds in this program currently go to communities whose
unemployment level exceeds 6 percent. prroximately 97 percent
goes to communities with unemployment levels about 5.5 percent. I
strongly doubt that there is another Federal program that can make
:ihis same assertion of accuracy, and that is Treasury Department

ata.

The administration proposal would significantly alter the eligi-
bility criteria and the formula for distribution of the funds, How-
ever, we do not presently know what the results of all these changes
will mean.

Detailed information must be available before we can make an
adequate estimation of what impact that will be on local govern-
ments. This not only means provision of the formula data in-
corporated in the bill, but a comparison of the distribution using
the current data as well.

Without this data, we are not in a position to take a position.

We fully recognize that this program will shut off when the
national unemployment rate falls below 6 percent. We are also
aware that, although the economic outlook is improved, for some
localities there are still some who experience high unemployment
and economic strain,

If assistance were to immediately terminate for these com-
munities, the impact would further hurt the localities.

We, therefore, believe there are several alternatives to prevent
this sudden, potential shutoff. These include requiring a nation-
wide unemployment rate to drop below 6 percent for consecutive

uarters, which would at least give some warning to those juris-

ictions in this position. Lowering or dropping the trigger is
another alternative, or providing a standby program to assist only
those communities whose unemployment would still be above a
designated unemployment rate.
e believe it to be highly desirable to have a program that can
respond ?\uickl to a recession and, if extended, countercyclical can
do just that. several of the other speakers have pointed out, it
took 114 years when we were in the depths of a recession to get this
mechanism going and we feel very strongly that the mechanism is
important. _

he State governments do participate in the current program and

they receive one-third of the present allocation. The administration
bill would delete the States from participating.

The policy Egsition of our organization is for the countercyclical
assistance to provided to needy counties, cities and State gov-

ernments. In many of our States, the countercyclical funds are
.

29-418 O -8 =9
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passed through and targeted to local government. This enables us
to supplement our own countercyclical funds and to expand our
efforts to combat unemployment.

By eliminating States, we, too, would find our funds reduced, and
this is especially so in light of section 104(d) (2) of the bill which
sets a limit on the amount of moneys we will receive. It states we
~will get; the lesser amount of the proposed formula, or the alloca-
tion from July 1, 1977, to June 30, 1978. This does not reflect the
contributions many counties receive from local governments.

We believe States should be eligible to participate and compete
for countercyclical funds on the same basis of other units of gov-
ernment and with the same criteria standards.

One problem that has consistently been present in unemployment
based programs is the lack of adequate data on rural communities.
The past use of balance of State data has discriminated against
many small rural counties. The administration bill provides a mech-
anism for calculating rural unemployment rates where the Bu-
reau of Labor Statistics is unable to provide them. A similar method
was employed in the local public works bill.

We believe the calculation of unemployment data for these rural
counties will clearly illustrate the need of these counties for counter-
cyclical assistance. We would, however, suggest that the committee
consider the following.

If the data does solve the past problems regarding rural eligi-
bility, then perhaps there is less need to alter the distribution for-
mula. As we understand it, one of the justifications for the groposed
new formula was the inability to adequately assist needy rural
counties. We believe that an adequate estimation of local unemploy-
ment . for these communities will show the extent of rural need and
make many rural counties eligible.

The requirement that funds be obligated within 6 months has, in
the past, created many problems for many counties. The reason for
this is that the allocations were determined quarterly and sig-
nificant restrictions were placed on the use of the moneys.

In some jurisdictions, in addition, there are no legislative mecha-
nisms in place to appropriate these funds within that time frame.

This meant that local governments never knew how much they
were going to receive. Furthermore, we could only use the funds
for certain prescribed purposes. We welcome the proposal that lifts
many of the restrictions on use and provides us with a better idea
of the amount of money that we may be receiving.

Mr. Chairman, I believe I have outlined the need of county gov-
ernments for countercyclical assistance. Our policymaking committee
will be considering every aspect of the proposed countercyclical bills
this Saturday, as a matter of fact. We will provide you with our
detailed positions on these matters next week, if that is agreeable
to you.

unty officials sup?ort the countercyclical program as an effective
and proven means of targeting funds to needy communities. We
urge the committee to make it a permanent program of assistance, .
providing the mechanism for a swift, positive reaction should the
unemployment levels rise again to unbearable levels.
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When the intense need, the national goal, is achieved, it will
trigger out. Alternative programs can then be used to combat more
isolated regional and local community unemployment problems,

In our opinion, this program has demonstrated its effectiveness.
We urge you to reenact it, and have it in readines should extreme
crisis strike our national employment situation again. :

Senator Moyninan. Well, that was a very direct and character-
istically competent statement from NACo.

Senator Roth?

Senator Rora. One criticism we have heard of the countercyclical
program is that it really does not fulfill the purpose for which it
was originally devised, and that was to help unemployment in the
private sector, that it has become primarily a means of helping fi-
nance governments of every level and their activities rather &an
directly going into programs to help those unemployed, as I say, in
the private sector.

Would you care to comment on that?

Ms. Parke. I think the only way I can comment on that, Senator,
is to give you our own experience in New Castle County.

Last June, as you recall, the funds that were available for the
countercyclical program had run out and there was a very serious
question about whether Congress would authorize additional funds
to carry through additional quarters. At that time, we were pulling
our own county budget together, which is what we are doing right
now.

We went through with close to a 20-percent tax increase on prop-
erty, as you are very well aware. We cut back services and we took
out 136 jobs in the county budget. Now, since we only have hard
lc)ouﬂty dollars in approximately 1,250 joi)s, that was a sizable cut-

ack.

Now, at the same time, we are faced with wage negotiations which
are underway. When those were finally settletf, the July check did
come in, and that check was used primarily for two things, and
those that have come in since then. The one was to maintain the
level of the employment, because we had cut it back so badly that
we were diminishing necessary services. And our choice, to make up
the difference from the wage negotiations, was further layoffs,
further cutbacks in services, or other funds—because, as you know,
we can only set the tax rate once a year.

QOur other major cost, and it is one that I think you have been
alluding to with other speakers but have not directly identified, is
the cost of energy. The utility bills have skyrocketed and I think
until we have a national energy program that can bring this, what I
consider one of our major causes of inflation, under control, then we
are in the position where both the wage costs, which are a result of
the cost of living costs, escalate, the energy costs take many of our
basic right through the roof. That brings additional pressures to our
fixed income families and whatnot. )

Each of the peoEIe who have been retained on employment with
the county is off the government dole as far as welfare programs,
unemployment programs. Each one of those are contributing tax
dollars. Each one of those has the ability to buy in the private sec-
tor.
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I think banks use 8 to 1 for the dollars, and I think the ripple
effect has gone through New Castle County. -

Senator . I think perhaps part of the problem is that the
original goals or objectives were unrealistic, that the legislation
should have been exmted to primarily help the governments them-
selves out of their 1 problems.

I would like to make one comment on {our energy problems. 1
agree that it is essential for this country to have an energy program.
I would point out that I fear that the impact of the President’s
energy package would increase the cost of energy. That is part of
the program. It is_devised to make energy more expensive so that
we will conserve. I am not entirely certain whatxt%: inflationary
impact of that partciular pro(Fram would be.

fs. ParkE. I guess I should have used an adjective: a beneficial
national energy programf?

Senator RorH. Exactly.

That is all I have, Mr. Chairman.

Senator Moy~NIHAN. It would be a good -idea to put that on.

I must ask you before you leave, Ms. Parke—and I do not want
to keep you here—the question of the change in the BLS unem loy-
ment statistics; T used to be in charge of BLS under President Ken-
nedy. What is the nature of your concern? Does it go to the meth-
odology, or does it go to the substancet You accept the meth-
odology, I assume, because, as you know, it is a perfectly neutral
one, but the sudden change in circumstances came unexpectedly.

Ms. Parke. I am sor{vy. I do not understand your question.

Senator MoynrHAN, Well, you were making the point about——

Ms. Parke. With the rural counties?

Senator MoyNIHAN. The new calculations of unemployment levels
suddenllg—do you accept the BLS statement?

Ms. Parge. May I have Elliott Alman answer the questionf? I
am sorry, but I am having trouble following you.

Mr. Aruman. I think the problem that resulted is this. They de-
cided to change the way t,heﬁ' calculate the unemployment data, and
we have no quarrel with that. We would certainly strongly sup-
port a more accurate computation of data.

But what happened is that this sudden change in 1 month re-
sulted in dramatic authorizations for unemployment for certain
local areas.

Senator Moxnrran. Exactly my point.

Mr. ArLuan. And every program that is tagged to unemployment,
all of those communities who receive those programs, got dramatic
changes in the amount of dollars, not necessarily reflecting any
changes in the economic situation, just the computation of data.

Senator MoyNinaN., Those are fairly dramatic changes. Mil-
waukee County lost its eligibility, for example. And there is a case

for phasing in the consequences.
' Sex:mtor %um Going back, I know in our own State there was a

great deal of controversy and debate about these figures. The rural
counties particularly felt very strongly that there was not an ac-
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curate figure of their unemplofyment and that was affecting the
money that they were securing from the Federal Government.

Senator MoyNiHAN. No one is ever happy with BLS’ statistics,
and that is the way the BLS likes it.

Ms. Parke, thank you very much for being with us today.

Ms. Parke. Thank you very much, Senator.

[The prepared statement of Ms, Parke follows:]

STATEMENT OF LoIs M. PARKE, ON BEHALF OF THE NATIONAL ABSOCIATION
oF COUNTIES

Mr. Chairman, and dfstinguished members of the Senate Finance Subcommit-
tee in Intergovernmental Relations and Human Resources. I am most pleased
for this opportunity to testify before you today on 8. 2975, the Supplementary
Fiscal Assistance Act of 1978. I am testifying on behalf of the National As-
sociation of Counties® (NACo).

I am Lois Parke, Councilman, New Castle County, Delaware. I am Chairman
of the NACo Tax and Finance Subcommittee that establishes policy on anti-
recession assistance. Accompanying me is Elliott Alman, Legislative Represen-
tative for NACo.

I would like to thank you for conducting these hearings on this most critical
program for county officials. I am honored to be able to appear before you
today and present the views of our organization.

Mr. Chalrman, there i8 one point that I wish to emphasgize throughout my
statement. That point, 18 simply this, county governments, be they urban or
rural, desperately need to continue to receive counter cyclical assistance. This
assistance has been absolutely essential in enabling county governments to op-
erate and maintain adequate levels of services in times of high unemployment
and rising inflation. Attached is a resolution adopted by our organization in
March that strongly endorsed this program and urged its extension.

At this eleventh hour, we urge the committee to act to insure that county
governments in need can continue to receive this most important assistance.

As you know, the present program terminates on September 80, 1978. The
Administration has proposed legislation extensively changing many facets of
the program. We aleo understand that there may be other proposals to extend
counter cyclical assistance. Though time is extremely short to respond to these
proposals, we urge your subcommittee to act as expeditiously as possible to re-
authorize the program. If this program terminates in September, it would
spell economic chaos for many of our counties,

In my home of New Castle County, Delaware, unemployment averaged 8.7
percent for 1977. I might add that Kent County, Delaware experienced an even
higher level of unemployment, with an average rate of 9.7 percent for 1977.

This situation is duplicated in other counties. Nassau and Suffolk Countles,
New York, experienced unemployment of 8.9 percent and 8.8 percent respec-
tively in 1977. Aroostook Connty, Maine had an unemployment rate of 11.7 per-
cent. —-

Rural Lancaster and Northumberland Counties In Virginia had unemploy-
levels of 17.99% and 13.89% respectively.

These figures indicate a strong need to continue this program. Attached to iny
testln;ony is a list of the unemployment levels in many of our urban and rural
counties.

Mr. chairman, urban and rural counties in this nation. need counter cyelical
assistance. We bear the prime responsibility of providing health and welfare
services to our citizens. We operate courthouses, 1aw enforcement agencles, and
many other human resources services and programs.

1 The National Association of Counties is the only national organisation represent-
ing county government in the United States. Through its membership, urban, suburban
and rural counties join together to bulld effective, responsive county government.

The goals of the organization are to: improve county government; serve as the na-
tional-spokesman for county government; act as a liason between the nation’s counties
and other levels of government; achieve public understanding of the role of counties
in the federal system.
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It 18 precisely these types of services that experience the greatest impact
from adverse economic conditions. On the one hand, the demand for these serv-
ices is directly related to unemployment and inflation. On the other hand, when
local governments are impacted by inflation, declining tax bases, and unem-
ployment, these services are often the most difficult to expand. Moreover, the
seamy is that they are often the services which we are most pressured to re-

uce.

Mpr. Chairman, it took a year and a half to get the original counter cyclical
program enacted. Preclious time and effort was lost while our nation was in
the midst of a severe recession. I strongly believe that it is vital that we have
this mechanism on the books and ready when it is needed. We simply cannot
afford to walt another year and & half to enact a new program when a reces-
slon impacts upon us. We fully understand that this also means that there
may be a period when the program is “inoperative” because the national unem-
ployment rate is below 6 percent.

Counter cyclical assistance has enabled us to maintain these levels of services
to our citizens and to avold cutbacks and layoffs. Inflation ané unemployment
are national problems, stemming from national, rather than local causes. As
local elected officials, we cannot solve the problems ourselves. It {8 necessary
therefore for the federal government to help us to help ourselves.

I would now like to address a number of specific issues in the legislation. I
would also like to indicate that a meeting of our policy making committee is
scheduled for this Saturday. We will carefully consider the proposals in the
bills and communicate our detailed positions to you.

TARGETING AND FORMULA

Mr. Chairman, this program, as currently operating, is highly targeted to
communities of greatest nced. The dual mechanism of initially requiring a
natlonwide unemployment level of 6 percent to trigger the program and a 4.0
percent minimum unemployment rate for each community to participate, has
worked extremely well.

Over 90 percent of the funds currently go to communities whose unemploy-
ment level exceeds 6 percent. Approximately 97 percent goes to communities
with unemployment rates above 5.5 percent. I strongly doubt there is any other
federal program that can make this same assertion.

The Administration proposal would significantly alter the eligibility criteria
and the formula for distribution of funds. However, we do not presently know
what the results of all these changes will mean.

Detailed information must be supplied before we can make an adequate
estimation of the impact upon local governments in need. This not only means
provision of the formula and data recommended in the bills, but a com-
parison of the distribution using the current formula and the new formula.

The existing formula has a proven and successful track record. We would
have to closely analyze the proposed changes before making any decision.

TRIGGER

We fully recognize that this program will shut off as intended, when the
national unemployment rate falls below 8 percent. The current nationwide un-
employment is just above 6 percent, and projections place that level to drop.
We are also aware that although the economic outlook is improved for some
localities, there are still many counties that continue to experience high un-
employment levels and severe economic distress. If assistance were to im-
mediately terminate for these communities, the impact would be extremely
severe.

We therefore believe there are several alternatives to prevent this sudden
potential shut off. These include requiring the natlonwide unemployment to
drop below 6 percent for consecutive quarters before terminating the pro-
gram; lowering or dropping the natfonwide trigger; or providing a standby
program to assist only those communities whose unemployment would still be
above a designated unemployment rate.

We belleve it be highly desirable to have a program that can both respond
quickly to a recession, and also continue to help hard pressed communities.
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STATE ROLE

State governments currently participate in the current program and re-
celve one-third of the allocation. The administration bill would delete the
states from eligibility.

The policy position of the national assoclation of counties is for counter
cyclical assistance to be provided to needy countles, cities, and state govern-
ments. In many of our states, the state counter cyclical funds are ‘‘passed
through” and targeted to local governments. This enables us to supplement
our own counter cyclical funds and to expand our efforts to combat unemploy-
ment. By eliminating states from the program, we too would find our funds
reduced. We would be forced to diminish our efforts. This is especlally true in
light of sectlion 104(d) (2) of the bills. That section establishes a limit on the
amount of monies we may receive. It provides that we will recelve the lesser
amount of either the proposed formula or the allocation from July 1, 1977-
Jun 80, 1978. This does not reflect the contribution many countles have re-
ceived from state governments during that period.

We belleve states should be eligible to participate and compete for counter
cyclical funds on the same basis as other units of government, with the same
minimum criteria standards.

RUBAL AND SMALL GOVERNMENTS

One problem consistently present in unemployment based program is the
lack of adequate data on rural communities. The past use of balance of state
data has discriminated against many small rural countfes. The administration
bill provides a mechanism for calculating rural unemployment rates where the
Bureau of Labor statistics is unable to provide them. A stmilar method was
employed in the local public works bill.

We believe the calculation of unemployment data for these rural counties
will clearly illustrate the need of these communities for counter cyclical as-
sistance. It would address the past problems regarding rural eligibllity. As we
understand it, one of the justifications for the proposed new formula for dis-
tributing the funds was the inability to adequately assist needy rural com-
munities. We believe that a careful method for estimating local unemploy-
ment for these communities will accomplish this. Furthermore, this may be a
I‘)tefer?:le way to address the need than extensively changing the existing

ormula.
RESTRICTIONS ON USE/ANNUAL ALLOCATIONS

The requirement that funds be obligated within six months has, in the past,
created a problem for many counties. The reason for this Is that the alloca-
tions were determined quarterly, and significant restrictions were placed on
use of the monfes,

This meant that local governments never knew how much they were going
to receive in the next quarter. Furthermore, we could only use the funds for
certain prescribed purposes. We welcome proposed changes that remove many
of the restrictions on use and enable us to more efficlently utilize the amount
of money we will be receiving.

NEW METHODOLOGY FOR CALOULATING UNEMPLOYMENT

Mr. Chairman, I would like to bring one other issue to your attention. In
January, the Bureau of Labor statistics fmplemented a new methodology for
determining local unemployment levels. While NAC feels this is a laudable
effort to improve the system, the sudden shift to this new methodology has
created problems where federal funds are tied to unemployment figures.

Under the new calculation, the unemployment level in San Diego county,
California, dropped from 9.2 percent to 7.6 percent causing & reduction in
its quarterly counter cyclical payment of $1,369,009. Alameda county also
experienced a drop from 9.8 percent to 7.3 percent, and a corresponding re-
duction in fts payment of $943,784. Milwaukee County, Wiaconsin decreased
from 5.7 percent to 4.2 percent, making it no longer eligible for payments
under the program. Its previous Guarterly payment had been $399,152. Such
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drastic reductions in unemployment rates over such a short period of time
cannot be attributed to economic factors. They are obviously the result of the
new methodology employed by the Bureau of Labor statistics. The reduction
in funds to these communities based on the new calculations has created sn
economic hardship.

We suggest that the committee adopt a mechanism whereby communities
significantly affected by this change in calculation will be assisted. I would
like to emphasize that I am speaking for those instances caused by the
mathod of calculating unemployment, and not due to improved economie con-

ons. —

Mr. Chairman, I believe I have outlined a need of county governments for
counter cyclical or supplementary fiscal assistance. Our policy making com-
mittee will be considering every aspect of the proposed legislation on Satur-
day, and we will provide you with our detalled positions on these metters.

County officlals support the counter cyclical program as an effective and
proven means of targeting funds to needy communities. We-urge the com-
mittee to make this a permanent program of assistance. I will be happy to
answer any questions that you may have. Thank you.

RESOLUTION

Whereas, the counter-cyclical anti-recession assistance program is designed
to aid local and state governments from the impact of the recession and high
unemployment; and

“thereas, Over 1,750 counties currently receive counter-cyclical assistance;
an T

Whereas, This program is triggered by nationwide unemployment levels
above 6%, and to be eligible, the local government must have an unemploy-
ment rate of at least 4.5%; and

Whereas, The assistance has greatly alded hard pressed governments to
maintain service levels and prevent employee layoffs; and

Whereas, The current program expires on September 30, 1978; and

Whereas, Any termination of this program will result in immediate em-
ployee layoffs whose needs must be met through unemployment insurance,
welfare benefits, and medical assistance; and

Whereas, Nationwide unemployment exceeds 6.19% and county budgets are
impacted by ever increasing expenditures;

NOW, THEREFORE, BE IT RESOLVED, that the Taxation and Finance
Steering Committee recommends that:

Congress should enact a permanent counter-cyclical anti-recession program
to assist local and state governments,

Counter-cyclical assistance should provide necessary aid to all county, state
and local governments that are areas of need.

Annual Annual

unemployment unemployment

1977—BLS. ! 1977—BLS.

Urban counties: (percent) Urban counties—Con. (percent)
108 Angeles Co,, Calif_.__.. 8.0 Santa Clara Oo., Calif.._.. 6.8
Cook Co., Ill______.. - 6.2 King Co., Wash__._...... 8.2
Wayne Co., Mich____ -~ 838 Alameda Co,, Call . 85
Harris Co., Texas_. ... 4.8 Erie Co,, NY____. - 95
Orange Co., Calif_ . ____ 8.9 Oakland Co., Mich - 18
Cuyahoga Co., Ohio_._____ 6.2 St. Louls Co., Mo_..c..... 0.8
San Dlego Co., Calif._____ 87 Hamilton Co., Ohlo_....__ 6.9
Allegheny Co., Pa____._._. 6.4 Essex Co., N.J_ o _____ 1.1
Dade Co., Fl& oo 8.9 Bergen Co., N.J . ... 7.9
Nassau Co, N.Y___._____ 8.9 Westchester Co,, NY_.___ 7.2
Middlesex Co., Mass_._____ 7.8 Franklin Co., Ohlo_.__._._ 5.7
Buffolk Co.,, N.Y____.____. 8.8 Broward Co., Fla_____._.... 9.2
Maricopa Co., Aris_.._._. 1.5 Shelby Co., Tenn_._..._. -— 62
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Annual Annual
unemployment unempioymen
1977—BLS. _ 1977—BLS.
Rural counties: (percent) Rural counties—Con. (percent)
Eldorado Co., Calif____.___ 18.6 Northampton Co., N.C.... 7.7
Imperial Co., Calif________ 21.2 Warren Co., N.C_._... 7.8
Plumas Co., Calif._ ... 16.6 Adams Co., Ohlo_.____.. 11.8
Trinity Co., Calif._____._ 18.2 Hocking Co., Ohfo..___._ 10.0
Franklin Co., Fla.__-_____ 14.0 Scioto Co., Ohlo____...._. 18.4
Gadsden Co., Fla_________ 7.5 Union Co., Ohlo_________ 8.7
Indian River Co., Fla_____ 9.7 Coal Co., Okla__._____.____ 12.6
Iafayette Co., Fla_____.__ 1.4 Hughes Co., Okla.______.__ 10.1
Liberty Co.,, Fla_ . ... 9.8 Yatimer Co., Okla..___._. 18.8
Marion Co., Fla..__.___._ 9.1 Pittsburg Co., Okla.______ 13.1
Atkinson Co.,, Ga._.—___._ 10.8 Pushmataha Co., Okla.... 10.4
Burke Co., Ga.______.___._ 12.6 Dillon Co., 8.Cace . 10.2
Dawson Co., Ga_.._..__._ 12. 4 Georgetown Co., S.C_.____ 11.8
Wilcox Co., GAcreccaee 12,2 Marion Co., S.Coccaar-- 9.5
Jackson Co., Jowa.. ... 5.9 Marlboro Co., S.C..___._ 9.8
Aroostook Co.,, Me. ... 11.7 Bath Co., Va_ oo 12.5
Lincoln Co., Me__ ... 10.0 Lancaster Co.,, Va__._____ 17.9
Waldo Co., Me__________. 12.0 Northumberland Co., Va.. 13.86
Washington Co.,, Me_.__.. 11.2 S8myth Co., Va_____.___ 18.8
Cayuga Co., N Yo __._ 10. 8 Columbia Co., Wash...._. 12,1
Clinton Co.,, N.Y_ ... 12.8 Ferry Co.,, Wash__________ 13.4
Essex Co., N.Y_ .. 18.6 Klickitat Co.,, Wash___.__. 15.68
FranklinCo., N.Y_________ 14.1 Skagit Co.,, Wash__..___._.. 18.4
Edgecombe Co,, N.C\._.____ 9.2 Douglas Co., Wis___...___ 9.1
Franklin Co., N.C...___ 1.8 Forest Co., Wis. . _____.__ 9.7
Granville Co.,, N.Co_._.._. 8.4 Sawyer Co., Wis____._____ 9.3
Halifax Co, NC.__....._.. 9.8 Washburn Co., Wis__.____._ 9.7

Senator MoyNimaN. And now, at the close of the morning, we
have Mr. William Welsh who is well known to this committee, the
executive director of Government Affairs of the American Federa-
tion of State, County and Municipal Employees.

Mr. Welsh; is it because your name begins with a “W” that you
come last, or because {ou have more patience

Mr. WewsH. I think, Senator, that I am a pretty good cleanup
spot hitter. Maybe that is it.

Senator MoyN1naN. Well, once again, welcome,

Mr. WersH. Thank you very much, Senator.

STATEMENT OF WILLIAM WELSH, EXECUTIVE DIRECTOR, GOVERN-
MERT AFFAIRS, AMERICAN FEDERATION OF STATE, COUNTY,
AND MUNICIPAL EMPLOYEES

Mr. WrrsH. Senator, in speaking on behalf of the American Fede-
ration of State, County, and Municipal Employees, if I could have
my statement printed in full in the record, then I would like to just
briefly summarize for you some of the highlights of what the state-
ment says and what we think might be an appropriate course for
the committee and the Congress in extending the Intergovernmental
Assistance Act.
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We have found that the program has been very successful in
helping stabilize the services of local and State government in a
recessionary period and we believe, in principle, that this type of
assistance should be a permanent feature of the way the Congress
has legislated to deal with recessions. ~-

One change that we would make in the present program is to
probably have it phased out after two quarters, rather than after
one quarter, when the national unemgloyment rate falls below 6
percent. We think, as some of the other organizations have testi-
fied, this gives-a little more stability, a little more accuracy. In terms of
:_xtendin the existing program, we would like to see that modifica-
ion made.

We believe that the concept of an alternative program to trigger
in at the time that the countercyclical program triggers out, such
as the administration has sug in its program, would be a use-
ful second-tier or second-level program. We woild very much like
to see it added to the present program. This second-tier program
would target funds into distressed local areas, either along the lines
of the formula that the administration has suggested or some modi-
fication along that line, which would make it somewhat more

taxiggted.

t has occurred to us that, on the issue of inclusion of States,
either with the existing program or in a second-tier program, that
one modification that the committee might want to consider is that
the States be directed to pass through either all or & portion of their
funds, essentially on the same formula that the law would distribute
funds directly to local governments. The States could be given the
option of directing those funds to programs which affect local gov-
ernments.

In other words, it might be that in some States you would find
that they would want to direct it toward education purposes; in
another State, they might want to direct it in terms of upgrading
their health services, and so on. And that the option would be use-
ful because it is very difficult in this type of program for the Con-

ess to decide.

Or, if that did not seem to be an ap{)ropriate way, the other con-
sideration with regards to how to deal with the States might ve
well be through a State incentive program. The administration will
soon send to you its legislative proposal that the President dis-
cussed in his urban message on State incentive programs. A State
might qualify for a portion of funding if it designed its own pro-

m to further impact distressed urban areas.

A second point that we want to call to the attention of the com-
mittee, and which was mentioned, as you know, Senator, in my testi-
mony yesterday before your subcommittee, is the importance of this
program in terms of stabilizing a community’s public employment
in a recessionary period. At a time when the Congress is moving
with a manpower program to create public service employment, or
trying to bring more welfare recipients inte public service em-
ployment, we must be careful not to get caught in the substitution
cyc{e where a community or a city looks to these public service em-



135

plzment funds to reach the structurally unemployed, but, in fact,
;n up substituting for the regular municipal or county work
orce,

The countem{;glical aid program has been a very useful parallel
¥rogmm to stabilize the existing work force so that when you, in

act, add fpublic service employment, you are reaching into those
portions of the community that are, indeed, structurally unemployed
or are laid off from private sector employment and you do not get
cm‘xghht in the substitution problem. _

en we originally testified on countercyclical some years ago
and on the original CETA program, the union made the point that
these two programs, in effect, complement each other, producing a
rational manpower program.

Finally, I would like simply to make & point that we would,
certainly in the countercyclical part of the program and probably
in any second-tier program that would continue after the fall of
national unemployment below 6 percent, not want to see the funds
available for capital improvements.

‘We think that the restrictions that are in the present law directing
the funding into the operating‘budget really does two things.

One: it means that those funds are put right into the economy
avoiding the kinds of delays you often get from capital construction
in a recessionary period.

Two: We would point out that the Congress has, through its ac-
celerated public works program and other programs of that type,
devised programs that aid communities with their capital improve-
ment, public works-type activities. These countercyclical funds are
much more useful in terms of general budget purposes, designed to
stabilize employment, if the national economy begins to slow down.

So we would not support a modification of those restrictions.

Senator, those are the points, after listening to the public in-
terest groups’ testimony this morning, that I wanted just to high-
light for you and to say that we think that this is a very important
principle that Con has established and that we would hope that
you would extend it and make the amendments, such as those that
the administration has suggested, and that we have outlined for

ou.

Senator Moy~NruaN. Thank you.

Basically, you are for the administration’s proposal?

Mr. WeLsn. We would be for it when the 6 percent falls back, and
we would—— :

Senator MoyNIHAN. And you want it to be countercyclical. )

Mr. Wersn. And then if we can devise—part of our problem is
the same as expressed by NACo. We are not certain exactly of the
full import of the targeting in the administration’s program, and
so that 1s one of our problems. But we would think something along
those lines would be acceptable and, if you decide to add the States
to that second tier, then you probably would want to direct the
States to pass through that money, giving them the option as to the
program areas into which they would direct those fundings.

Senator MoyNI1HAN. You have there, of course, the ultimate prob-
lem of fundability.
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Mr, Wewsa. That is true.

Maintenance of effort is one of the problems, however—and par-
ticularly ‘with the State fundinﬁ, I think—we need to be sure that
there is some maintenance of effort provision if we go to a second
tier. Those are difficult to enforce, but, in principle, it is useful to
have that kind of constraint in the legislation.

Senator MoyniaaN. Well, as usual, you are clear, concise, im-
mensely helpful.

[The prepared statement of Mr. Welsh follows:]

STATEMENT OoF WiLLIAM B, WrLsH

Mr. Chairman and Members of the Subcommittee: My name is Willlam B.
Welsh and I serve as Executive Director for Governmental Affairs for the
American Federation of State, County and Municipal Employees, AFL-CIO.
AFSCME is now the largest afiliate union in the AFL-CIO with one million
dues-paying members in every state of the union.

Mr. Chairman, we are here today to call for an extension of the Intergovern-
mental Antirecession Assistance Act of 1977, or as it has come to be known,
the Counter cyclical assistance program, due to expire in SBeptember. In addi-
tion, we advocate a restructuring of the program so that units of government
experiencing acute fiscal distress will not face an abrupt cutoff in funds which
they clearly continue to neegd.

We feel that the current Counter cyclical aid program should be continued
in its present form until the national unemployment rate falls below 69, for
two quarters. At that point, a separate program skould operate automatically
which would target fiscal relief to those jurisdictions that have persistent
structural problems. These could be refiected in rates of unemployment above
the national average, population decline, job loss, or any other indication of
sluggish economic growth, ‘

We emphasize our concerns that the program be highly targeted to areas of
greatest need.

There is 8 good deal of confusion about the Counter cyclical aid program.
Over the past two years, many studies have been undertaken—by the Depart-
ment of the Treasury, by the General Accounting Office, by the ACIR—just to
name a few. The general thrust of most of these studies was to ascertain
whether the current program actually performed the function for which ft was
intended ; namely, to prevent destablizing budgetary actions by state and local
governments. The reasoning was simple: during a recession, it would be un-
wise to force state and local governments to either raise taxes or cut expendi-
tures while the federal government was attempting to stimulate the economy.

Another critical reason why this general purpose assistance has been and
continues to be essential to distressed units of governments particularly our
poverty-impacted cities is—it provides the foundation on which a coherent man-
power policy can be built. In cities like Boston, with 11.2% of its municipal
workforce accounted for by CETA, or 8an Jose at 18.99% ; or Buffalo at nearly
33%, countercyclical flscal assistance has allowed these and many other cities
to maintain their regular workforce and to continue to provide vital services.
In turn, the foundation provided by the countercyclical program has allowed
the CETA program to do at least part of the job it was designed to do—provide
training and work to those most in need. In our most distressed cities, the can-
cellation of this fiscal assistance would drastically increase the pressure on
municipal budgets and service delivery systems. Matched with the retargeting
of CETA funds, the result would be layoffs of the existing workforce and, in a
word, chaos. -

When state and local government budgets are belng forced into deficit situa-
tions by a poor national economy, the case for a pure countercyclical aid pro-
gram is compelling.

According to the Treasury report, removal of these counter cyclical grants in
the highest strain cities would result fn-a 15¢ per $100 increase in property
taxes. In Newark, the property tax increase would be 49¢, in Philadelphia 32¢,
and even in El Paso, it would amount to 24¢.
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From the evidence gathered, it is clear that the current counter cyclical
assistance program has performed two different functions: it has cushioned
the impact of a recession on state and local government budgets; it has also
targeted ald effectively to fiscally distressed jurisdictions.

We feel that the Congress has established a very important principle by
automatically triggering fiscal assistance to state and local governments as the
national economy slides into a downturn.

This principle should be retained—especially in the face of a number of
economic forecasts that expect a slowdown early next year. Unless a counter
cyclical mechanism is kept in place, Congress may have to devote valuable time
to recreating the existing program. When national unemployment goes below
8%, no expenditures are made under the current program. It becomes a stand-
by mechanism which proves that Congress can tailor a program to meet a
specific need which operates only when that need becomes broadly apparent.

Mr. Chairman, allow me now to explain the importance of adopting the sec-
ond part, the restructuring of this program, which would result in a distressed
governments title,

In proposing its Supplemental Fiscal Assistance program, the Administration
made clear-its intent to continue to aid those governments which have not fully
participated in the national economic recovery. These governments, including
many if not most of the nation’'s largest cities, will face grave consequences in
terms of tax increases and cuts in vital services if this fiscal aid is abruptly
shut off, We are in agreement with the Administration that units of government
which continue to need fiscal assistance, receive that assistance on a carefully
targeted basis.

There has been much discussion as to what role if any the states should play
in the Administration’s Supplemental Fiscal Assistance program. All states with
more than 4.5% unemployment qualify under the current program. When that
program turns off and Title II or the Administration’s approach turns on,
some but not all states should be included. The participation of states should
be conditionally based on whether the states in question meet the definition of
“distressed” as applied to Title II and whether the states which qualify as dis-
tressed pass through a substantial amount of funds received under this program
to needy local governments within their jurisdiction. It could be left to the
:taltt;s lto declde in what of several areas such relief to localities would be moat

elpful.

Mr. Chairman, I would like to add a final word on the Administration's pro-
posal for a program of incentive grants to states which develop plans to aid
their cities. The $200 million state incentive program, while modest in size, is in
keeping with AFS8CME’s long standing position that states can and should do
more to aild thelr local governments. There remains to be much work done on
developing such a program. The point I would stress here Mr. Chairman 1s this:
When the Finance Committee reconsiders General Revenue Sharing in 1980,
both the state incentive concept and the subject of today’s hearing, supplemental
fiscal assistance on a targeted basis, ought to be on the Committee's agenda at
that time. The legislation considered here today would, if passed, expire in
1980. A carefully crafted program combining general revenue sharing, supple-
mental fiscal assistance and incentive grants to states would go far in achiev-
ing fiscal stability for states and localities.

In summary, Mr. Chairman, AFSCME seeks to accomplish two goals with
the extension and restructuring of this program. First and foremost, we seek
to continue to aid those units of government most in need of this fiscal assis-
tance. Both the current program and the Administration’s proposal for supple-
mental fiscal assistance will accomplish that goal. Secondly, we wish to pre-
serve a concept and program which, although critical to state and local govern-
ments, has been difficult to attaln and sustain. By accepting a two title ap-
proach to this fiscal assistance the Congress can maintain a program which aids
needy governments when they are most in need an, while doing so, continue to
aid cities and other units of government which have not fully participated in
the nation’s economic recovery.

Thank you, Mr. Chairman.

Senator Moy~n1maN. It is now 1:30 and I think we will close the
hearing.
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[Thereupon, at 1:30 p.m., the subcommittee recessed, to recon-
vene at the call of the Chair.] ) L
[By direction of the chairman the following communications were

made a part of the record :]
STATE oF Hawarg,
Honolulu, May 5, 1978.
HoxN. DaNIeL K. INOUYE, -,
U.8. Senate, 442 Russell Senate Oftce Building,
Washington, D.C. )

DeaR DaN: Thank you for your letter of April 21, 1978, regarding Senator
Hathaway's subcommittee hearing on supplemental fiscal assistance.

As you know, termination of antirecession funds on September 80, 1978, will
mean certain layoffs for participants in the State Comprehensive Employment
and Training (SCET) emergency employment program unless supplemental
fiscal assistance is provided in lieu of these funds.

We regret we were unable to submit testimony in time for the hearing on
May 3. However, we want to submit for the record the enclosed statement on
this important matter.

With warm personal regards, I remain.

Yours very truly,
GEORGE R. ARIYOSHI,
Governor of Hawaii.
Enclosure.

STATE oOF HAWAII, STATEMENT IN SUPPORT OF SUPPLEMENTAL FIscAL
ASBISTANCE FOR STATE GOVERNMENTS

Employment is of critical importance to the people of Hawail. The State of
Hawaii, Department of Labor and Industrial Relations, has utilized Antireces-
sion Fiscal Assistance funds to alleviate the high rate of unemployment in our
State. Antirecession funds have supplemented State general funds to maintain
a State-funded emergency employment program called the State Comprehensive
Employment and Training (SCET) program. This program has provided
temporary public service employment to more than 4,000 individuals since its
inception in 1975 in areas such as the development, beautification and main-
tenance of parks, highways and beaches; the repair and maintenance of public
school buildings; and in the flelds of health, child care, education, social
services and recreation. The loss of this assistance to the State of Hawaii will
result in layoffs of these public service employees and will add another three
percent to Hawail’s current unemployed population of approximately 30,000.

Recent announcements indicate that “the Supplementary Fiscal Assistance
Act of 1978” would elldiinate State participation in countercyclical funds. This
would be most inequitable in the State of Hawail where all levels of educa-
tion, elementary through university, social services, health, and many other
functions are administered on a statewide basis. The State is the largest public
sector employer and is the jurisdiction which provides the most emergency
public service employment opportunities for the unemployed. Therefore, the
State of Hawall needs to be able to continue to participate in a supplemental
fiscal assistance program. Hawail needs these funds in order to avert layoffs
and to avoid the soclal and economic hardships posed by unemployment. Loss
of antirecessionary funds to the State of Hawall will directly affect social
program costs in the form of increased unemployment insurance payments and
increases in social services caseloads.

For these reasons, I urge that Supplemental Fiscal Assistance continue to be
made avalilable to states so that critical public service programs will not have
to be curtailed. o

WiLLtam D. HATHAWAY,
Chairman, Subcommitiee on Unemployment Compensation, Revenue Sharing and
Economic Problems, U.8. Senate, Washington, D.O.

DeAR SENATOR HATHAWAY: I am writing to you on behalf of the State of
California to express our concerns on the issue of federal anti-recessionary
assistance, in view of the legislation that has been introduced as S 2675. I am
asking that my comments be incorporated into the hearing record.
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The bill before you will drastically change the direction of federal policy in
the relief of the effects of economic recession. We believe that the Anti-Reces-
sionary Fiscal Assistance Act has been the single best piece of federal egisla-
tion in the manpower or economic recovery area, enabling states to target assis-
tance to the unemployed while maintaining essential services. You are consider-
ing eliminating the grants to states under this program; I urge you for two
reasons not to do it. First, states are using the funds effectively to do things
which local governments cannot do, the second, the effectiveness of your pro-
gram as a means of deferring or preventing tax increases which would slow an
economic recovery will be very substantially reduced if you eliminate grants to
states.

In California, we have used anti-recessionary grants to maintain services in
areas over which no single local entity has jurisdiction; we have targeted grant
assistance to sectors of the economy experiencing the highest levels of unem-
ployment; we have used-funds to fill immediate needs while improving local
economic conditions in ways which will have long-term ameliorative effects on
employment.

Let me eite a few examples: ,

In 1977, we provided 5000 jobs to unemployed youth between . the ages of 16
and 22. They were employed to re-establish and maintain 1400 miles of forest
fire control firebreak systems on 33 million acres of state and private lands. A
project of this magnitude could only have been put together on the state level.
It has simultaneously eased the severe problems of youth unemployment and
provided additionsl fire prevention capabilities necessitated by the increased
fire dangers during the recent drought in California.

We chose to spend a substantial amount of the State grant on deferred
maintenance projects which would use the skills of construction trade workers.
A review of statewide employment and unemployment patterns bad revealed
that construction related occupations continued to be among those most
negatively affected by the recession. In addition, we recognized that the multi-
plier effect of economic stimulus of this sector would be especially positive. We
are able to obtain from the Department of Industrial Relations, the Employ-
ment Development Department and the State Building Trades Council month-
ly indications of construction trades employment and unemployment by county
and, with this data as a guide, set in motion a targeted program of repair and
maintenance projects at the state’s health care, correctional, educational, and
migrant worker residential facllities throughout California. We have been
able to concentrate activity during otherwise slow periods for these workers.
We have put $50 million into this effort and employed over 2,000 workers. All
materials costs have been provided from state funds. This targeting requires
the kind of priority review and geographic flexibility which cannot really be
accomplished by any single local government jurisdiction.

We provided funds to the State Department of Parks and Recreation to
catalogue artifacts and restore railroad equipment for a Railroad Museum to
be located in the Sacramento area. No local entity had jurisdiction to per-
form this function, but the positive economic results of it will be local, im-
mediately in the form of an historical museum, and with direct jobs and the
multiplier effect they will have on the economy, and continuing in the form of
the economic benefits of increased tourism to Sacramento. Other similar pro-
jects were accomplished at the State Fair, in wildlife preserves, throughout
the park systems, in libraries in many counties and on Indian reservations.

We demonstrated a particularly innovative way to accomplish the funda-
mental objective of anti-recessionary rellef to government entities during e
recesslon. We used grant funds to expand fraud prevention and program
abuse detention activities in a varlety of ongoing programs. We are recover-
ing $3 for every dollar we expend in this effort. Instead of supplementing re-
duced revenues then, we are reducing the need for supplments by reducing
the costs to the program of fraud. Recoveries in our disability and unemploy-
ment insurance systems have reduced pressure to increase payroll taxes.

These are just four ex.mples of our effective use of the funds Congress has
provided under this program. If grants to states are eliminated, you will be
eliminating our ability to operate such programs of statewide significance.

Our second and equally serious concern is that elimination of grants to
states would substantially reduce the effectiveness of the heart of your pro-
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gram, Countercyclical rellef is intended to enable governments to delay or
prevent tax increases. Preventing local tax increases is not enough, however, if
state governments must increase their taxes to maintain services.

The reality is that state taxes in California will generate revenues of $12
billion in the current fiscal year. All local taxes will produce about $15 billion.
Most important, the state tax base relies for about 2/8 of its revenue on sales,
corporate, and personal income taxes, sources which produce much less revenue
during a recessionary cycle. Local government revenue, by contrast, is about
2/3 property tax-based, and a much more stable revenue source. Therefore,
the pressure to increase taxes during a recession fall-much more heavily on
state government. -~

Nevertheless, of the total $1.55 billion allocated to California for fiscal year
1978 by the Economic Stimulation Program (including CETA-PSE, Anti-Re-
cessionary Fiscal Assistance and Local Public Works), only ten percent i8 now
allocated to state governments. If you eliminate the Anti-Recessionary Fisecal
Aﬁsist:ince funds, California will receive only 8.8 percent of the total state
allocation.

Since over half the California tax share goes to state government, Antl-
Recessionary Fiscal Assistance is already skewed In favor of local govern-
ment; elimination of state grants would totally defeat the purpose of this
progr’ am designed to reduce the drastic impact of tax increases during a re-
cession. :

I understand concern has been expressed about providing grants to cities,
counties or states llke California which may be experiencing at some particular
point a budget surplus. We strongly believe that funding should depend upon
the unemployment burdens actually being experienced in the state or local
Jurisdiction, not on whether the entity 1s bankrupt or nearly bankrupt. Other-
wise the funding system could encourage a kind of borrowing and dependence
not originally intended nor desirable now as a matter of good public polley.

We would be very pleased to provide specific information about the state’s
program or to answer any questions that any member of the committee may
have. We appreciate the opportunity to present our views through this writ-
ten testimony.

Sincerely, .
MasTiN R. GLICK,
Director.

COMMONWEALTE OF VIRGINIA,
OYFICE OF THE GOVERNOR,. .
Riokmond, June 15, 1978.

Hon. Harry F. Byrp, Jr.,
Ruassell Senate Office Building,
Washington, D.C.

Dear HArrY: I wish to take this opportunity to express my concerns regard-
ing 8. 2076—The Supplementary Fiscal Assistance Act.

Under this proposal, the existing antl-recession fiscal assistance program
(counter-cyclical revenue sharing) would be replaced by a two-year program
that is intended to assist local governments experiencing significant fiscal strain.

The Administration’s decision to eliminate the states from participation in the
supplementary fiscal assistance program will adversely affect all Virginians. The
State of Virginia has utilized its portion of counter-cyclical monies (approxi-
mately $7,000,000 since the program began in July 1976) to meet the escalating
operating expenses of the Department of Corrections. Obviously, it States are de-
nied access to these monies, the Commonwealth will be forced to-exercise such
options as reducing essential program services or raiging taxes in order to pro-
vide for the loss in revenues.

There is some doubt regarding the amount of additional fiscal relief Virginia~
local governments would receive under the provisions of 8. 2075. The inability
of the Administration, thus far, to supply accurate data with the breakdown
of new eligible Virginia communities and thelr flacal allocations leaves un-
answered the question of the value of the legislation in aiding financially-pressed
local governments.
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Also, it 18 the opinion of the Southern Growth Policies Board staff that the
reliance upon growth-lag variables—population, per capita income and employ-
ment—as components in the distribution formula would project a more finan-
clally secure image of Virginia localities than if more realistic poverty variables

were used.
Consequently, I request your assistance in modifying this legislation to make

it more attuned towards the fiscal needs of Virginia.
With all good wighes, I am
Very truly yours,
JoRN N. DALTON.

29-418 0 - 78 - 10



APPENDIX

MATERIAL SUBMITTED FOR THE RECORD By MR. Brace
STATE-LEVEL FEDERAL PAPERWORK IMPACT: AN AGGREGATE, APPROACH

DEFINING THE BOUNDARIES OF FEDERAL PAPERWORK

The State-level impact sudy utilized an aggregate approach; that is, it di-
rected its efforts at accumulating data toward developing total measures of_the
impact of Federal paperwork on the States. This method was appropriate on the
State level because data was available that were unobtainable for the county
and municipal level impact studies.

The aggregate approach, however, unlike the others, required different deter-
minations of the boundaries of Federal paperwork. Because the local impact
studies dealt directly with identifiable pieces of Federal paperwork, or infor-
mation requirements as we defined them, the boundaries were bullt into the
methodology. It was not so with the State-level studies.

One of the critical boundaries of the State-level paperwork impact study was
a distinction between core and noncore costs. Briefly, core costs were those
necessary to the actual delivery of a government service to its reecipient, and
noncore costs were everything else, The purpose of the distinction was to permit
isolation of costs that were not part of the service production function, Classify-
ing a cost as & noncore cost did not mean that it was soclally undesirable. Records
kept to assure the protection of the 14th Amendment rights, for example, do
not provide a service to school children, but through its lawmakers the country
has decided it is useful to keep such records. What is or is not a core cost
is subject to judgmental determination. Though the concept may be readily ac-
cepted. substantially negotiation among public administrators, officials, and mem-
bers of the public will be required to develop core cost standards. It is a critical
concept in determining the “burden” of Federal paperwork.

In searching for such standards, there are minimal or threshold administrative
costs that must be incurred simply to operate any program. Not all program
funds could be distributed to beneficiaries, viz, not all of the costs of a public
school can go into salaries for teachers, books, and bulldings. Sound administra-
tive practice requires that sufficient records be kept to assure that services are
delivered. In particular, such records should provide fiscal, personnel, and pro-
duction accountability to verify funds, employee time, and actual service delivery.

Core costs include, then, not only the cost of the actual service provided to the
public, but also the minimal administrative costs.

The core/noncore cost dichotomy compares with the direct and indirect costs
of FMC 74-4, the common opera‘ing costs versus overhead, and program or
administrative cost concepts used in other contexts. The core/noncore distinction
is useful in its recognition that a threshold cost is involved in managing any
program and that this cost must be included in the core accounting. The other
concepts relegate one or another of the core costs to the indirect, overhead, or
administrative categories.

Noncore costs were determined as a residual, e.g., core costs were accumu-
lated and the remainder were noncore. Consequently, the actual composttion of
noncore costs cannot be known. Before substantial steps can be taken to reduce
or even contain these costs, additional work must be done to isolate the noncore
cost components. Some of the noncore costs that can be contained are paperwork
costs. Yet in other cases, such as one-time demonstration projects or new pro-
grams with substantial start-up costs, the noncore costs are inherently high,

Though the core noncore distinction provides significant insight into the
problems of paperwork, it does not deal directly with the origin of paperwork,

(143)
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i.e., as it stands it does not tell us whether the paperwork is federally-induced.
We can judge, based on the core cost concept, whether the cost is incident to the
service, but not as toits origin,

Thus we find another important delimiter to the State impact study: we
must be able to distinguish paperwork by the level of government that requires
it. Most of the civil rights and all of the Occupational Health and Safety Act
paperwork, for example, is Federal in origin. In an effort to reach goals deemed
desirable by Congress, the Federal Government has developed reporting require-
ments concerning performance. Without the Federal information" requirements
State and loeal governments probably would not generate those reports.

In many social rervice delivery programs—employment services, for example—
the Federal Government mandates many of the information practices used in
program administration. But in the absence of such mandates the States would
be required to adopt comparable provisions to gather the names, addresses, em-
ployment history, and related applicant information simply in order to admin-
ister the program. Such paperwork is socially dysfunctional only to the extent
that a State is willing to argue that the program is undesirable and is being
operated within the State solely as a result of the availability of Federal funds
which virtually mandate the program. Federal paperwork of this kind is so
inextricably intertwined with the function, however, that it is not a likely source
of reduction. Such information practices represent core costs.

As indicated previously, data collection by the different contributing sources
was conducted under varying conditions and assumptions. Consequently, some of
the conceptual tools outlined here cannot be applied in all cases. They are use-
ful, nonetheless, as guldeposts for understanding the impact of Federal paper-
work on State governments and as devices to aid our thinking about possible
ameliorations to the impact problems. h

Cost accounting as an approach to measurement of Federal paperwork at the
State level

Careful analysis of most State budgets reveals expenditure patterns. Typl-
cally, State budgets provide categorization along three dimensions: (1) fund,
or functional use and origin of monies; (2 organizational units, or the agency
responsible for the use of monies; and (3) program, or the basis for allotment
of spending priorities.

None of these categories consists of paperwork alone. Fund data do not indi-
cate what portion is spent in delivery or nondelivery aspects of money used.
Some organizational unit or program data provide insight into paperwork costs;
for example, virtually all the activity of tax, revenue, and accounting or audit-
ing divisions is paperwork. Most agencies or programs, however, do not permit
simple all-or-none paperwork assessments.

Reliance on budget’ng or accounting data elone, therefore, will inhibit useful
measure of paperwork in state government. Consequently, a *“judgmental” ap-
proach s required. A line-by-line analysis was made of the Californla budget
to determine what percentage was likely to be paperwork.

California’s budget was selected for several reasons. A large State, California
accounts for a significant portion of all State spending and is active in a wider
variety of activities than many States. Furthermore, California separates ad-
ministrative costs as well as individual program accounts within departments;
consequently, costs with!n prograims can be isolated.

The 1977-78 budget was used for this analysis, even though estimates were
required for a portion of the time. The current year provided the most up-to-date
data without depending upon legislative changes likely in the recently proposed
budget.

For approximately 200 departments and programs, budget costs were broken
into three categories: (1) administrative costs; (2) core costs; and (3) pay-
ments to local governments and individuals, not including purchased services
such as highway construction contracts and Medicald payments to providers.

Paperwork, by definition, would be included with'n the rubric of adminlstra-
tive costs. California’s budget identifies two types of administrative costs. Un-
distributed administrative costs are usually small departmental overheads that
are not allocated to any of the department programs, Distributed administrative
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costs are attributed to individual programs in Qalifornia’s accounting but are
separated here. In addition to the administrative costs identified in the Call-
* forn'a budget, analytic judgments were made to include other costs for pur-
poses of this study, such as research, planning, program evaluation, and infor-
mation systems activities. Mixed costs were allocated according to the propor-
tion of core costs to administrative or noncore costs in an effort to measure
the distribution as closely as possible.

As noted above, any use of the core and noncore cost at this stage of conceptual
development will depend partially on the presumptions made by individual
analysts These presumptions are outlined in greater detail in the State Level
Impact Study found in Volume II,

When the adm{nistrative costs were thus determined, the proportion of admin-
istrative costs incurred as a result of Federal requirements was estimated. That
t(lzglllirfe lsl an approximation of the Federal paperwork cost for the State of

alifornia.

As outlined above, the California budget of approximately $21 billion® can be
broken down as indicated in Table 1.

Significantly, the largest portion of California’s expenditure consists of sub-
sidies to State subdivisions or to individuals. Almost 80 percent of the money
comes from a few major programs—particularly unemployment compensation,
school aid, child welfare, Supplemental Security Income (SSI), tax rellef,
revenue sharing to schools, higher education, and disabllity insurance. Since
other States are also heavily involved in such programs, it can safely be assumed
that a comparable pattern exists across the country. The core service costs are
somewhat different from usual operating costs as they include funds patd to
i\fedlcakl providers, state-run higher education facilities, and some veterans’

oans.

Relatively speaking, the administrative costs constitute a small portion—ep-
proximately one-twentieth—of California’s expenditures. Table 4 contains esti-
mates of the federally-induced share of Californla’s administrative costs.

The total federally-induced administrative cost for the State of California is
$546 million, or 51 percent of the State's administrative costs and approximately
2-3 percent of California's total expenditures.

As noted earller, all administrative costs, whether federally-induced or not,
constitute a paperwork burden because California's defintion of administrative
costs and the deflnition used in this study of noncore costs are not entirely
competible.

Furthermore, isolation of Federal components of administrative costs remains
a-tentative and primitive art. Some “Federal paperwork’ caused by Federal law
or regulation would be indispensable to sound program administration, even if
no Federal funds or other influences were present, viz, unemployment compensa-
tion and manpower program paperwork, here counted as entirely Federal paper-
work.

Though the data do not permit a judgment concerning the pejorative “burden”
of Federal paperwork, generalizations can be made from the analysis of the
California budgef. There are some differences in California’s budget and bud-
getary processes that militate against too extensive generalizations: California
supplements SSI payments, maintains relatively high ADC payment levels, and
makes large payments to local governments—all of which would make per
capita payments larger and administrative costs as a proportion of total costs
smaller than in other States, At the same time, California’s welfare administra-
tive costs are borne by counties. Despite the differences, however, the California
model can be used as the first step in a State paperwork paradigm.

In that context, the California figures can be projected across the Nation.
California currently employs about 8 percent of the country's State employees.
If the federally-induced administrative costs are projected on that basis, States
absorb an annual Federal administrative cost of approximately $6.8 billion.?

1 This figure excludes certain capital outlt{l and includes Federal funds ; consequently,
it does not total the reported Califoraia budget amount.

3 U.S. Bureau of the Census, Public Employment in 1874,

$This figure was obtained bl{ multipliy/i% the estimated federally-induced administra-

tive costs {n California, $348 million, by
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TABLE 1.—DISTRIBUTION OF CALIFORNIA SPENDING BY TYPE OF EXPENDITURE, 1977-78

Percanta Amount

Type of costs of to& (millions)
Payments to local governments and individuals (core costs). ..o mnnemncaaaail 13,438
co¥ rvice eosts.'.o. ........................ (core costs ) .......................... ‘g i G 740
Admmlstntin Costs (PONCOTE COBES).... .o oo oo rmnccmcmmcnncncramaracnnn e 5 1,069

Administrative Cost Data and Federal Paperwork

In addition to State data corncering federally-inspired paperwork, data have
also been collected by Federal agencies that address State administrative costs.
Among the most systematic of those sources was a 1976 survey by the General
Accounting Office (GAO) of State agencies involved in administration of fed-
erally supported programs.*

‘Administrative costs vary sharply from program to program and from State
to State. Among the cases included in the GAO study, for example, administra-
tive costs ranged from less than 1 percent of combined State and Federal funds
to 85 percent. Across the range of programs, however, such costs approximated
7 percent. Though adminlstrative costs vary, in part, with program size, the re-
lationship is not proportional. Much of the current discussion of Federal grants
management is premised on the disproportionality of administrative to service
costs and assumes that the moré¢ funds channeled through a given administrative
unit, the less proportion required for administration.

A comparison of the variation in administrative costs with that of delivery
costs confirms the existence of “economies of scale” in grant administration.
There is & mineral administrative or threshhold cost fixed at $68,772 plus $17
per $1,000 of program funding. This calculation suggests that if & State gets a
grant of approximately $70,000, it will break even, and that larger grants con-
sume proportionately less through administrative costs than do smaller ones.
This relationship is demonstrated graphically in Figure 1.

¢ For additional information concerning the methodology of the GAO study, see “State
Level Impact Study,” Chapter 5 of Volume II.
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Relationship Between Program Funding and
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Based on this analysis, expected State administrative costs assoclated with a
$10 million grant would be approximately $240,000 or 2.4 percent of expended
funds. Divided into 10 equal grants, administrative costs would more than triple
to nearly $860,000.

TABLE 2,—FEDERALLY INDUCED ADMINISTRATIVE COSTS IN CALIFORNIA'S 1977-78 BUDGET
[Dollar amounts in miflions)

Percentage of
Federal federall
Pacel mecaly

uc
Administrative administrative administrative
cost cost cost

Program
i {52 100
14 14 100
8s 100
148 41 85
51 28 85
125 57 45
! 41 16 3
Transportation..... 201 3 16
Righer education - ISR, 190 k14 19
Adjustments 2 162 83 51
Total. et as 1,069 546 §1

1 The costs of 2dministering welfare in California are paid only by county government and thus are not counted here.
The State payments that help defray those substantial costs are counted as assistance to local government.

1 Central government overheads—such as the cost of financial management and tax collection—plus undistributed funds
for certain employee-connected cosls were distributed among the calegories (edministrative costs, core costs, and pay-
ments to individuals and governments); they were then prorated, according to percentage of federal administrative cost,
between thosa costs that are federally induced and those that are not. -

Another Federal data source, one that has a long history, is the filles compiled
pursuant to the Federal Reports—Avt of 1942, The act, supplemented by OMB
Circular A-40, requires all Federal agencies except certain exempted regulatory
commissions to request OMB’s permission to circulate a Federal information re-
quest. The agency request must include an estimate of the annual responses that
the projected form will generate, the average number of annual man-hours
needed to complete the form, and a “respondent burden” measured as a product
of the two estimates. Agencies are instructed to include in their estimates not
only the clerical time needed to complete the form, but also the time required to
gather and compile materials. This would appear to be a source for a definftive
study of the Federal paperwork burden.

Unfortunately, however, this is not the case. Both those who prepare the forms
and those who prepare the responses regard the filed estimates as unreliable;
such perceptions inhibit serious efforts to flle reasonably precise estimates be-
cause all parties recoguize the fiction in doing so. In addition. neither OMB nor
any agency couducts a performance audit to evaluate the validity of the original
estimates. Since Federal forms do not include any systematic way for respond-
ents to indicate the actual time required to complete the form, there is no way
for Federal officials to verify the estimates. In addition, the absence of control
mechanisms comparable to those listed above probably induces agencies syste-
matically to underestimate respondent burdens lest a correct estimate generate
OMB disapproval for issuing the form.

The inadequacy of agency estimates filed under the Federal Reports Act is con-
firmed by a Texas Department of Welfare study done at the request of the Na-
tional Arsociation of State Information Systems. Texas officlals compared two
dozen HEW *“respondent burden” estimates with the actual time observed in
Texas for completing given forms. Unfortunately, data on only 11 of the compari-
sons—shown in Table 2—could be verified through OMB. Despite the disparity
shown in the table, it appears from an examination of the remaining material
developed by the Texas study to err on the conservative side.
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TABLE 3.—ESTIMATED ANNUAL RESPONDENT BURDEN FOR HEW FORMS COMPARED WITH OBSERVED BURDEN

IN TEXAS

Respondent Burd'gn Ir=
']

Subject estimated observed
SRS-NOSS-125, 83-8-0252 ESEA smisﬁal uponon el\lldun aged 5 to17 . 5.0 3.
SRS-NOSS-280, 83-R-0131: Adoption peti : 5.0 982,
SRS-M0SS-2082 as-n : Med . 135 587.
SRS-MOSS-124, h—ﬂ-m “Flagh’! roports on program scivty. N 480 24,
sas-uo&s- 20, 83-R-0295: Medical 864.0 354,
SRS-OFM-65, 83-R-0276: Quamdy oxpondmlm.. 12.0 478,
s A-25, &-n-olse Expendity octions.. 2143 s,
RS-MOSS-2079, 83-%: mue sssistance.. 300.0 1.
sas—uoss—m 83-R-0242: AFDC costs........ 4.0 X
SRS-NOSS-105, 83-R-0157: Public sssistance hearings 1.0 960.
sns-ms-no. 83-R-0282: Recipient fraud ... ... oo CITTTIITIITITTITIIT 45 833,
TOUL. o e ceeeceeeeacreemeeacnceasraeaneansemnesemnsmennnnaoasmernnn e 1,531.3 4, 746.

Thus, on these 11 forms a department with extensive contact with State and

local governments has underestimated the annual respondent burden by almost
8,000 hours—an error of more than 200 percent.

Furthermore, OMB files estimate that “‘government agencies” ® file more than
51 million annual responses and that the total man-hours required@ to secure,
organize, and record the information on Federal forms is 23 million, These data
suggest that Federal bureaucrats who estimate the respondent burden for "Fed-
eral paperwork on State and local government think hat the average time re-
quired to comply with the average Federal form is 27 minutes.

Data drawn from the Federal Reports Act agency filings also make it possible
to compare one Federal department with another relative to imposed paperwork.
- In addition, the imposed paperwork burden can be compared with the number of
programs and the volume of grants-in-aid and similar forms of aid channeled
through the individual departments, Table 4 provides such a comparison.

The number of forms may not be a true measure of the paperwork burden; a
department or agency may use a singie form for two purposes, thus reducing the
number of forms by 50 percent while reducing the burden only marginally. More
than two uses, of course, would simply have a more dramatic effect on the per-
centage reduction of the number of forms. Consequently, the number of responses
required by a department is_a more accurate measure of paperwork burden.

VABLE 4.—IMPOSED PAPERWORK COMPARED WITH GRANTS-IN-AID

[Dotlar amounts in hundred thousands)
Responses Yolume of F n[»rwork
Federal department or agency Forms  (thousands)  Programs! gramts intensity 3
n 470 62 403 1.58
67 f: 079 u 8, a7 -1.25
14 474 44 67 -.8
16 402 3,955 6.80
285 29,041 216 24,125 -11.92
63 412 2 4,769 8.35
" 76 84 542 .89
2 1,008 R 0 —.64
50 3, 660 21 5, 081 -17.67
62 LU 19 8,789 ~14.67
680 ... 534 51,925 «oeeeeees

1nms identified in ‘‘Catalog of Federal Domastic Assistance’” as opan to State and local governments. Not alf are
mnh- n-3id; included are loan uuuntm spochlazod assistance, and other aid.

Arithmetic difference betwesn go‘ 1esponses required by a given desartment aad the percents ol 1uuds
dnmb«m by & depaitment, A mlnus (— ind lbo department required a farger percentage of feder.

paperwork than the percentsge of grants in distributed,

5 These are presumahly State and local governments, though Federal Reports Act fllings
are not reqtnlt specify what is meant by “government agencies.” One of the conse-
quences s tbat lt h not ponlble to uptrtto State, local, and -pecul dutr fct filings.
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Two departments—Health, Education, and Welfare and Labor—contributed
slightly over 85 percent of the responses to Federal forms required of State and
local governments, The Department of Labor was the most paperwork-intensive
of the departments measured by comparison of the respenses required with the
volume of funds distributed; though providing slightly less than 10 percent of
the grant dollars, Labor demanded 27 percent of the responses. Conversely, the
Department of Transportation was the least paperwork-intensive, supplying
almost 17 percent of the funds to State and local governments but collecting a
little more than 2 percent of the responses.

The Department of Housing and Urban Development, which has extensive
contact with State and local governments, was the second least paperwork-in-
tensive distributing 9 percent of the Federal subventions to State and localities
but gathering less than 1 percent of the information requests. Because the
menasure of the number of programs is taken from the Catalogue of Federal
Domestic Assistance by identifying programs in which State and local govern-
ments are eligible applicants however, HUD may appear to have a better paper-
work record than it does. HUD has a number of programs in which State and
local governments are potential applicants, but where most applicants are

private.
O



