June 1’. 1939,

OUTLIKE OF A PROPOSED NON-FRDERAL PUBLIC WORKS PROGRAM

large volume in 1920's. - During the 1920's the public
worke programs by States and sunicipalities constituted an important
element in the aggregate capitel expenditures of the country., These
capital expenditures, which were maintained in large volume during those
years, provided an offset to savings and tonsequently were a major factor
in making possible the sustained high level of national income that
characterized the period, In mmina their new apnsmettcn prograns,
vhich averaged about $2,000,000,000 . year from 1921 through 1930,
local governments provided an offset to savings to the extent of nearly
$1,000,000,000 & year in that period: Munieipal upqmmm for con-
struction declined sharply after 1931, however, and despite the stimu-
lation offered by Federal grants in recent yoars, non-Pederal public
works since IQ%Mthemmruluun t&qunintho
late Twenties. In fact the fiscsl operations of municipalities, taken
as a whole, instead ofproviding an oftm to the savings of the
me-wmmmmmuwwuén_am
funde, In view of the apparent mm opportunity for dupam outlays
by private enterprise on a scale that will assure the .bmpuan of
the increased private savings that may be expected to accampany rising
national incose, 1t appears to be imperetive from the standpoint of
achieving sustained recovery that mbnc investuent shall contime in ()
lu-pvoluoferm-mmnwem. WMNM
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upon local governments to share their part of such a program,
' s. ~ Although there
is a substantial volume of useful projects that communities would

construet provided substantial Federal financial assistance were
available, as is evidenced by the applications iu response to the
recent P W.A. program, thers are several ressons why these projects
might be abandoned or postponed if such assistance is withdramm.

An important reasson for this conclusien is that & consider-
able part of the construction programs of local governments iu the
1520's came in response to pressing deficiencies. For example, new
highways and educational facilities » which accounted for over
£1,600,000,000 a year of public construction or 71 percent of the
total in the late Twenties, were needed badly becsuse of the rapid
growth of wvehicle traffic and of enrclluents. Although there is
still plenty of room for new counstruction and particularly for
wotlernisation programs in these fields, the need is mnot so urgent es
when the growth factors cited asbove were present. The most desirable
types of public coustruction al present appear % be hospitals,
sanitation projects, recrsational facilities, and the like, which
also might be poatponed by munisipalities unless there is a strong
incentive provided through Federal aid.
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Another difficulty is that many municipalities are unable
or urwilling to add to their large amourt of indebtedness acquired
in the Twenties, although local governments in the aggregate have
actually reduced debt since about 1933. In addition, real estate
assessments have been declining, thus tending to reduce the principal
source of local reveasues. The prospective heavier relief and social
security requirements are also deterrents to ttate and local govern-—
ments undertaking large-scale public works programs under present
conditions.

Expenditures under the present non~Federal .W.A. program are ex—
pected to reach a peak this summer at a substantially higher level
than in any previous yesr and, allowing for seasonal factors, the
decline from this level will be a gradual one until the summer of
1940, At that time, however, they will slump off rapidly and by the
winter months expenditures will be of negligible proportions., So
long as a possibility exists that a new Federal public works program
may be inaugurated, local governments will be extrecely unlikely to
undertake important publie works which are financed solely from thair
own funds. There is no assurance that private investment will in-
crease fast enough to counteract the depressing effects on construe~
tion activity of this prospective slump in public worke. It appears
essential, therefore, that immediate action be taken to provide the
necessary legislation for a new program in order to be certain that
actual construction can be under way by next summer.
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A new program involving outright cash grants of a sisable
percentage of the cost of non-Federal projects similar to the present
progran is subject to an important objection from a budgetary stand-
point. Aecording to the official estimates the Federal deficit for the
fiscal year 1940 will amount to §3,300,000,000. The Senate already
has voted about $400,000,000 for agricultural benefits, not included
in these estimates, bringing the contemplated deficit to $3,700,000,000,
A PVW,A, program to provide §1,000,000,000 of non~Federal construction
on the basis of a 45 percent grant would add §450,000,000 more, thus
incressing the deficit to well over $4,000,000,000. This would be the
highest defieit in any year with the single exception of 1936, which
included the payment of the veterans' bonus. in view of this budgetary
situation, it will be diffieult, if not impossible, to obtain Congres-
sional approval for a P.%.A. non~Federal public works program. Even
if Congress voted the program, a $4,000,000,000 deficit would appear of
alamaing proportions to a large part of the public,

In an effort to obtain the stimulating effects of substantial
non~Federal public works expenditures and at the same time to avoid the
heavy charge on the Federal budget that is involved unde: the present
system of 45 percent cash grants, the following proposal is presented
for consideration., It provides special inducensnts to loeal govern-
nents to continue publie cmMm projects by giving a much larger
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subsidy in the form of Federal annual contributions to serviecing the
dabt incurred by the municipality to finance a given project than
that which would be allowed in the form of an outright cash grant.

Changing over to an annual contribution method of Federal
asslstence to new municipal public works would greatly reduce the cur-
rent charge on the Federal budget. Assuming that the average ultimate
maturity of municipal bonds involved in the program would be 26 years
(which is about average maturity of the borrowing under the recent
P, W, A, programs) with debt service in approxisately equsl annual
installments, the anmal Federal contributions of 50 percent of car-
rying charges would amount to slightly over 2 3/4 percent of the cost
of the projects on a 3 percent interest basis. A §1,000,000,000
Pe We As program would require, therefore, a current budget outlay of
about §27,500,000 instead of $450,000,000 under the present system.
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It should also be mentioned that annual contributions of the proposed
amount would be somgwhat more attractive frou the financial stand-
point than the present system of 45 pereent grant to a muniecipality
whieh borrows the remaining 55 percent to finance the project.

The alternative Federal grants might be limited in amount
to $50,000,000 per annum which, if completely taken, would mean
$200,000,000 of public construction., One advantage of not eliminat-
ing the cash grant entirely is that the change to the new system
would be less abrupt. Noreover, some comnunities might still be
attracted even with the smaller grant in the event borrowing was not

feasible for one reason or another.

The main reason for annuval contributions is that this method
spreads the cost over the life of the project. The publiec works pro-
i grae consists chiefly of heavy construction projects which have a long
life or, in other words, of those projects which constitute the more
pernanent additions to the public wealth of communities throughout the
country. PFrojeets of this type are generally financed from the pro-
ceeds of borrowing instead of from current revenues because it would
place an unjustifiasble burden upon present taxpayers to require the
immediate payment of the entire cost of improvements that will be
returning benefita to the public over a long period of years in the
future. Thus, by giving Federal aid in the form of annual contribu-
tions the Federal share of the cost, as well as that of the municipality,
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is pald for at the time the benefits are received by the public.
This is a true "pay-as-you-go" method for meeting the cost of publie
projecta that provide services to the munieipality year in and year
out.

There seems reason to believe that only by introducing
some such method of giving Federal assistance can we be assured of
aeo_mimingm—!’mmcmlmau. ihe ¥, ¥, A. pro-
grams of the past have always been considered as emergency measures
snd have been allowed to lapse from time to time. This approach
militates against proper administrative tining of expenditures so

that the prograe can be used most effectively in promoting general
business recovery and stability.

Annual contributions have long been the acecepted method by
which the Covernment of Oreat Sritain gives subsidies to local gov~
ernments for the stimulation of desirable social services. This
principle was also incorporated in the U. 8. Housing imthority pro-
gram and, although @ cash grant is optional to the local housing
authorities, the annual contributions sre so much more atiractive
the Y, 5. Housing Authority has not had a single application for a
grant to date.

Possible obisctlons

The chief obstacle to the proposed program is that it in-

volves an inerease in borrowing by the States and municipalities.
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This creates a mmber of legal and practical difficulties depending
upen local circumstances. A few of the more important types are

problem which has confronted the present program to a slightly
smaller extent and the ¥, W. A, and R, F. C, have alded numerous
cities in finding ways around such limitations. The issuance of

applied to the similar problems thatmulmwormmpro-
gram, it appears unlikely that constitutional debt limdtations would
create an insurmountable difficulty.

FYederal econtributions and the Government could append a contract call
mmwmwmnmmsmmm

general public. Such a bond probably ter

the obligation of & municipality that does not carry such a specifiec
pledge of the Federal contributions.

3. Bopd elsctiong. - The larger debt suthorisation that
would be involved in this program would probably be more difficult to
obtain in those communities where elections are required., This is, of
course, an illogical view of the matter, snd there is sosme evidence
that voters in municipal electiouns are more conscious of the carrying
charges rather than the "gross" debt figure. The only way to
come the prejudice, however, appears to be public education to show
the benefits of the proposed project and to point out how much the
Tederal Covernment is actually contributing to its cost

3
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Corelugion

¥hile there are difficulties that might confront partioular
public bodies in quelifying for Federal assistsnce under the proposed
progras, they do not appear to be of such a serious character ac %o
prevent the attaloment of a sizable non-Federal public works progras
for the latter half of 1940, The P, ¥. 4. has a backlog of pending
applications for projeete totaling §1,750,000,000, and =eny of these
would still be eligible, Noreover, many public bodies have expressed
& desive to subnit spplications for grante since the closing dete :
last feptember. In feot the experience under the various Federal pro-
grans has always heen that eligible projects are in excess of available
funds. If legislation were passed now there should be suffieient time
to work oul the necessary administrative and technical problems that
might be encourtered in connection with individual situstions.

Over a longer perdiod if Federal assistance took the form of
annual contributions there can he little doubt that most States and
mnicipalities would adjust thelr practices or laws so that necessary
and desirsble projects could contimue to qualify for the Federal aid.
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