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SUMMARY AND INTRODUCTION

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

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

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

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

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

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

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

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

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

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

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

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

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

xii
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DETERIORATING FACILITIES/
DECLINING INVESTMENTS

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

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

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

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

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

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

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

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

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

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

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

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

2



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

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

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

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

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

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

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

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

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

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

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

4
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2. The condition of streets in each of the surveyed cities (including
fast-growing Dallas) was found to be poor,

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

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

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

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

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

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

7



‘9 d 'z aqe] pue i gy "d ‘GiL AlqeL 887 "d ‘6iv
aqe ] 16461 D (1 ‘uoBuIysE M (UOTIIP3 ([} 'SNSUIY) SY) JO NEAING - 6L4] SIS PN} ayl 0 104SqY (pIIISUDIS 9U) Ul PUNO] BJEP LOJ] PAIE[NOIED) 130400S

($)
ovl 8pl €91 €L Ll Ll 8L1 €81 861  JUAUISIAU] SHIO A JM[quy Bude)) 19g

t£'C €T 6¢C ot 6¢C 0g Ve I't dND JO 1ua213g ® se s)Iop Nqng

1'9¢ T8¢ 6'0¢ 0'¢t Ve (43 te 8te 9'[€ JUSUNSIAU]J [BIOT] PUE JEIS

&y 6t 6t 8t 3 8¢ 8¢ L'E 0L JUSUIISIAUT [BIPA]
(suoriq}

JUIWUIIA0N) JO SIU[) TV
voe  0cE 8¥E 39¢ 9t 65t 69¢ §LE 9°8¢ wawisaau] [eyde)) ssoln (210

LI SIT e e 01¢ 60¢ LOT 4114 v61 (suorjpiur) uonemdod
(suotjiq)

£ECt  ILTT 01 81T CeTl [FAN SLO'T 9¢6 1PNpoId [BUONIBN SSOID)

LL6T 9i61 SL6l vi6l tL6l 6l IL6L  OL6T  S961 £103338)

(sapjjoq 1umsuo) z/61)
8LO6T~<961
$3]E1S PAYIU[) 91} UI JUIWNISIAU] SHIOAN I[qng
€ 2[qeL
I T B T L O N L1 LA T R R G0N




Table 4

Value of New Construction Put into Place

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

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

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

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

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

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

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

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

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

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

B assist in stabilizing state and local budgets; and

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Relative levels of the GNP devoted to real
30



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

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

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

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

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

PUBLIC SECTORS  determine its share of capital through the

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

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

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

Several actions will be necessary to meet these objectives:

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

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

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

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

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

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

funds among places. In allocating public
works funds among places two issues appear relevant. First, public
works investments in themselves can do little to reverse structural

32



economic change or induce individuals back to places they have left.
Too many other forces are involved.

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

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

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

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

As cities and states became dependent onintergovernmental grants-
in-aid for capital investment (federal grants provided ten percent of state-
local capital expenditures in 1957, but now exceed 40 percent), they
grew highly susceptible to the biases reflected in federal programs.?
The most pronounced of these biases has been towards new construc-
tion. Many federal programs do not permit the use of funds for main-
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tenance. Substantial under-maintenance has resulted in many fiscally
stressed cities. Pagano and Moore found that those public works
activities financed by user charges are far less susceptible to inadequate
maintenance than those financed from general funds, particularly in
fiscally distressed cities.> Boston and New Orleans, with dedicated
revenue sources, were better able to maintain water services and facili-
ties than other cities using general revenues.

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

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

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

National, regional or state “development banks™ have been pro-
posed from time to time to improve access to capital markets and lower
transaction costs. The National Public Advisory Committee on
Regional Development reviewed the diverse array of options for
creating a National Development Bank and a potential Reconstruc-
tion Finance Corporation. After public hearings and analysis, that
body of public officials, bankers, and public administrators concluded
that such a mechanism is needed and if created should operate much
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like the Federal Land Bank. It should provide access to capital markets
for communities and states (particularly smaller places), should only
be used for ‘capital construction or rehabilitation, and should chargc
interest rates which reflect marker prices. The advantage of such a
mechanism would be guaranteed access to monies for needed facilities,
reduced transaction costs, a long-term pay back schedule, and the
longer-term capitalization of some interest inorder to provide “pa-
tient” capital in the early years of a project’s life.¢

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

W  Problems of preparing enforceable contracts.

B The often fierce opposition from government workers and unions,

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

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

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

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

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

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

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

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

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

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

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

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

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

B The losses resulting from the misuse of funds; and

B The losses resulting from wasteful management and bad planning.

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

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

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

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

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

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

Bureau of Economic
annually reported t

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

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

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

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

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

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

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

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

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

Year CDBG? LPpwh EDA - Title I¢

Rate at Which One Year of Funding is Disbursed

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

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

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

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

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

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

Value of Present Value
Fiscal Year Public Works of Backlog

1980 $ 45.0 $ 437

1979 45.0 30.2

1978 45.0 10.4

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Postponed Benefits When delay postpones the benefits of pro-

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

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

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

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

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

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

REFORMS Unnecessary delays can be eliminated.

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

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

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

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

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

A. Projects which are permanently stalled.

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

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

requirements; rising construction costs; etc.).

C. Projects under construction but which could be accelerated in

order to reduce or eliminate further delay.

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

E. Projects on schedule but which could be accelerated.

‘Those projects already funded which appear to be terminally stalled

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

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

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

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

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

8 Increased purchasing power.

B Improved services to the public.

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

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

B Organizations responsible for the delays.

@ Actions necessary to reduce or eliminate delays.

B A timetable for project completion.

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

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

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

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

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

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

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

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

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

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

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

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

Another possible means for creating incentives and simultaneously
ensuring the efficient expenditures of funds is the use of previously
described “forward-funding.” Forward-funding would permit well
managed communities to complete projects more rapidly, thus
avoiding cost overruns caused by inflation. Slow draw-down
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