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Local Transportation Goals and Financing Realities:

The Urban Transit Example

WILLIAM H. CROWELL

The financing of urban public transit has always been a challenging and
problematic subject, but particularly so since the late 1960s when the

deficit pay ts for existing sy grew substantially and the demand for
new systems in other areas increased. The expansion of transit services or
changes in fare levels are typically instituted to try to meet a wide variety

of local, state, and federal goals, and funds from each level of government are
usually involved, However, the most serious transit financing problems in re-
cent years have generally occurred on the local level, where relatively small
differences in local matching costs under various federal subsidy schemes fre-

1 ly can overwhelm the sel process g transportation options.
The paper discusses the nature of local transportation goals and how this matches
up with the fiscal methods available locally and offers basic criteria by which
the suitability of a local taxation scheme may be judged. The issues involved
in the choice between the use of earmarked transportation taxes versus general

are also di d. Itis fuded that (a) local transportation proj-
ects must be planned more carefully and sel d to match the true of
the travel markets involved and (b) financing schemes should be designed to
match benefits and patterns of tax burden and to minimize description in
other local economic markets.

The last 10 years have been particularly turbulent
ones for the nation's transportation sector. Major
social, economic, and environmental factors that
came to the fore in the late 1960s caused a serious
rethinking of the way in which transportation needs
are met. The nation's increased energys
consciousness has strengthened these forces and
further complicated the transportation planning
process, A major highway building era has gradually
wound down, and the modest federal support for mass
transit in tne mid-1960s has expanded in both amount
and  scope under various legislative actions.
Although state and local governments have always

been the principal source of revenues for
transportation operations, the considerable fiscal
leverage of federal funds (particularly for large

projects) has yiven federal decision makers power to
make or break many local transportation projects.

A classic example of how local transportation
goals can be  shaped (or at least strongly
influenced) by financing mechanisms is the West Side
Highway Project in New York City. The existing
elevated highway along Manhattan's west side is
poorly designed for current traffic needs and in
such dilapidated condition that most of it was
closed to traffic several years ago. After numerous
years of analysis ana millions of dollars spent on
planning funds, the state put forward Westway as its
favored option--a submerged Interstate highway that
will cost roughly $1.7 billion. Humerous
transportation and nontransportation reasons have
been given in favor of Westway as well as arguments

in favor of trading in the funds for transit
revenues under Section 103e of the Federal-aid
Highway Act of 1970. However, the arguments that
appeared to have the most political appeal,

especially for a fiscally pressed city 1like New
York, are those that compare how much federal money
would come into the region under these two options.
Of particular import were the facts that (a) transit
options required local matching funds versus the
state's matching of federal highway dollars and (b)
the federal share of transit projects is 80 percent
versus 90 percent for highway costs (since then the
Surface Transportation Act of 1978 raised the
federal share for transit and non-Interstate highway
projects via trade-in to 85 percent). While

involved in a brief review of the economic aspects
of Westway and its possible alternative projects
(L), I realized that the supposedly primary reason
for building a major transportation facility--to
effectively meet (and influence) future
transportation needs--seemed to take a back seat to
such issues as the funaing share of local
governments, tne number of construction jobs to be
createa, and other aspects that are rather secondary
from the perspective of long-range planning. The
transportation goals of providing cost-effective
mobility were somewhat overwhelmed by the financial
realities of fiscally strapped municipalities and
the often all-powerful influence of federal support.

THE RECENT CRISIS IN HIGHWAY FINANCE

The past 25 years have been a period of high growth
for the highway transportation sector in the United
States. The roughly $70 billion in federal aid to
the 1Interstate highway system during this period
increased the amount of new highway construction
considerably. However, although the federal share
of highway expenditures was mucn higher than before,
state and local governments were still the principal
sources of overall highway funds, as tine table below
demonstrates (note that the total amounts do not
include debt retirement) (2).

Highway Expenditures, 1955-1975

Government Amount Percentage
Level ($000 000s) of Total
Federal 83 416 25

State 183 991 55

Local _65 111 20

Total 332 518

The division of funding among the three levels of
government has been fairly constant over the past
10-15 years. One factor, however, that has changed
dramatically during this period 1is the cost of
highway construction and maintenance; over the
1967-1977 period the nation's consumer price index
rose roughly 85 percent, oput the highway cost index
increased by more than 133 percent (3). Many of the
highways and bridges built during the post-World wWar
II era are now in substantial need of repair--at a
time when the costs of such maintenance are rapidly
increasing and the availaonle revenues are shrinking
in constant dollar terms. The recent expansion in
the amount of federal funding for bridge repairs was
a partial response to the overall fiscal squeeze of
state and local highway agencies. The highway user
revenues (mainiy from gasoline taxes) that were
expected to increase with the steady expansion of
higoway travel could no longer be assumed to meet
the necessary fiscal needs. Transit supporters who
had long viewed the highway sector as both
sumptuously financed and as a possible source of
Funds for transit also have had to realize that the
highway system shares, to a great extent, the same
fiscal plights that transit has experienced since
the mid-1960s. The idea that state and local
transportation financing were highway and transit
modes in a fight over the same sources of revenues
was clearly erroneous. The main point is that both



Table 1. Distribution of transit operating assistance by level of government.

Amount ($000 000s)? Percentage of Total

Govern-

ment 1975 1976 1977 1975 1976 1977
Local 699.4 857.4 841.1 49.7 52.0 442

State 406.6 367.1 478.4 28.9 22.3 25.1

Federal 301.8 422.9 584.5 21.4 25.7 30.7
Total 1407.8 1647.3 1904.1

@Does not include automated-guideway transit {AGT), commuter rail, or urban
ferryboat operations.

sectors require additional funds if the specified
needs of system maintenance and expansion are to be
met.

THE LOCAL FINANCING SCENE

The changes in the transportation needs and goals
caused by various social, environmental, and energy
factors have created a number of serious challenges
for local planners and decision makers. Public
pressures to expand transit services, in response to
higher gasoline prices, leaves transit authorities
in a revenue bind because (a) service expansion is
costly and (b) the claims that higher fuel costs
will swell transit patronage will very likely fall
short of covering such service expenditures.
Several major articles in New York City newspapers,
for example, recently decried the poor condition of
many of the region's commuter rail operations (4)
and implied that such low-grade services were
ruining a golden opportunity to attract automobile
travelers who had seen their monthly journey-to-work
commutation costs increase by $15-$17 in less than

two months [assuming a $0.40/gal cost increase
(common in the New York City area), daily
commutation of 25-30 miles, and 15 miles/gal

efficiencyl].

The real question here is, Why are these transit
operations in such poor condition? After possible
mismanagement, union work rules, and the like are
accounted for, the simple lack of ample funding and
overall public concern for these and other transit
operations becomes the most realistic reason. In
such a setting, the transportation goal of an
efficient and (most importantly) well-patronized
commuter rail network is clearly at odds with the
financial reality of the public's willingness to pay
for such services. In a similar vein, the same
local transit agencies have strongly protested the
requirements [under the U.S. Department of Housing
and Urban Development (HUD) and Urban  Mass
Transportation Administration (UMTA) regulations] to
convert transit systems to fully accessible
operations. The goal of providing this type of
mainstream services (versus separate paratransit
service) to the elderly and the handicapped,
although 1legally mandated, does not include public
assurances that the necessary funding will be
available (5).

Local transit operations have traditionally been
supported primarily from local or regional funding
sources, which make the frequent pressures for
service improvement or fare protection much more of
a local concern than highway improvements. The data
in Table 1 (6) demonstrate that the local share of
operating assistance remained relatively constant
over the 1975-1977 period, and preliminary estimates
from the American Public Transit Association (APTA)
show that no significant changes occurred in 1978.
Federal operating assistance (under Section 5 of the
Urban Mass Transportation Act of 1974) is scheduled
to increase slightly each year until 1984; however,
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expected increases in operating expenses and
deficits will require an equal or greater expansion
in state and local assistance. Whether or not a
recent study's claims that many municipal
governments are in better fiscal shape than
originally thought is true (7), cities will still be
left with difficult decisions about which local
goals (including transportation) should be supported.

NATURE OF LOCAL TRANSPORTATION GOALS

In many instances the definition of the
transportation goals of a particular area will
depend on which planner, agency, or public official
is asked. The transportation sector is one of the
most visible public services and so essential to the
everyday operations of society that its continued
existence and growth is almost taken for granted.
The tremendous changes in America's life-style after
World War II occurred hand-in-hand with similar
adjustment in the ways persons and goods were
moved. In larger urbanized areas, where the local
(versus state) voice in transportation planning is
greatest, transit service and patronage fell rapidly
as automobile ownership and use increased at an even
greater rate. The increased consciousness of the
need for effective planning led to a much more
structured view of the planning of transportation

systems and culminated 1in the current (often
overlapping) network of metropolitan planning
organizations (MPOS) , transit agencies, local
planning commissions, highway departments, and

related agencies. In such a setting, the exact
nature of an area's transportation goals (i.e., what
social, economic, environmental, or other impacts
the system is expected to provide) is difficult to
determine, whether one is a directly involved
decision maker or an outside observer.

In a recent study that, like many over the past
two to three years, focused on a "current
emphasis...on a more comprehensive and open
process..." in transportation and urban planning
(8), the transportation planning process was broken
down into three basic levels:

1. Policy planning--essentially a political arena
that deals with broad social issues that set the
overall context for more-specific planning;

2. Systems planning--analysis of entire trans-
portation networks and the design, operation, and
control of all their modes; and

3. Project planning--efforts associated with a
particular portion of the overall system (e.g., the
Westway situation in New York), including aspects of
design, construction, and financing.

A crucial factor in the understanding of the link-
ages among these three planning areas is that only
system and project planning deal specifically with
transportation problems and solutions. They enter
the sphere of overall policy planning as only one of
many options to achieve various goals. The attain-
ment of some social wants (e.g., cleaner air) by
definition will have a major transportation element,
as that sector's activities strongly affect local
and regional air quality. A similar analogy could
be made with petroleum conservation, as motor
vehicles consume roughly 40 percent of the nation's
petroleum. In other areas, however, the transpor-
tation mandate is often less clear or only has a
meaningful, effective role if coordinated with other
nontransportation investments or policies. A
suburban area, for example, that wants (or at least
is willing) to grow may support a major transporta-
tion link to the central city. However, without the
related investments in other overhead social ser-
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vices (e.3., sewer and water systems and schools),
the growth that improved access might induce could
pe effectively stifled or redirected in an un-
desirable fashion.

An additional problem occurs when transportation
planners, faced with overlapping or conflicting
goals at the policy planning level, are hard pressed
to create programs that do not violate one or more
social goals. In a 1978 ruling by the Office of
Civil Rights of the u.s. Department of
Transportation (DOT), for example, the Connecticut
Department of Transportation's arrangement ot bus

routes in the Hartford area was found to be in
viclation of the rights of that city's minority
residents because the city-to-suburb service was

poor, but much more extensive, higher-quality
service was provided to commuters (mainly white) who
travel from the suburbs to downtown Hartford (9).
Although the requirements of a federal law (Title VI
of the Civil Rights Act of 1964) were specifically
in question here, it could just as easily have been
argued on the grounds of conflicting local
priorities.

Appropriate Local Transportation Goals

The real question to be asked in such a frequently
confusing, highly political setting is twofold:

require specific
their attainment, and
transportation or

1. What social goals
transportation actions for
which ones can be met by
nontransportation policies?

2. Which of these actions 1is suitable for 1local
transportation planning that depends, to a
significant extent, on local financing?

Assuming, therefore, that one could ascertain the
true nature and priority of a particular social
goal, it still remains to be seen whether some
action within the transportation sector can best
meet that goal, assuming the fiscal means are
available to follow that policy. In New York City,
for example, the approval of the mobile source
portion of the state implementation plan (SIP) to
achieve federal air quality standards was based on
New York State's promises of transit service
improvements and fare stabilization policies. Such
pledges (generally viewed to be beyond the financial
capability of New York City) were based on a
substantial increase in federal transit aid. When
officials disclosed that these incremental revenues
might not be forthcoming, the overall air quality
plan was considered to be in jeopardy. In addition,
the governor had used this pledge to win support for
the Westway (10). Both the specific nature and
actual realization of several local transportation
goals were therefore strongly affected by a
relatively minor change in the level of available
local funds.

A state requirement (under a federal mandate) to
reduce vehicular emissions, therefore, required
local transportation decisions that were greatly
affected and constrained by available local
revenues. When plans for nonlocal revenues were
threatened, the transportation policies developed to
help achieve this goal became untenable. Referring
to the three planning levels, this problem
eventually provides those at the policy-planning
level with a dilemma: Raise funds from alternative
sources and carry out the planned transit scheme or
develop some new transportation scenario that has a
different local revenue burden yet still achieves
the required air quality goals (e.g., toll charges
on river crossings that are now free and the use of
revenues generated to support transit).

The goal of cleaner air may have avid local
support but its appropriateness as a local concern
is mostly due to the existing federal mandates under
the Clean Air Act of 1960. The appropriateness of
reducing vehicular trips to meet these goals is also
not necessarily in question, although the balance
between reducing vehicle miles of travel versus the
emission rate of vehicles themselves is a major
policy dispute (l1). However, whether it is
appropriate for a city to reduce emissions by, say,
raising local tax revenues in order to maintain or
reduce transit fares rather than by following some
alternative air quality schemes is clearly in
question. The laudable local goal of a better, more
heavily patronized transit system, which may help an
area attain much more than cleaner air, faces very
serious problems of both adequate funding and the
cost-effectiveness of reducing emissions in that
manner (i.e., how many persons will truly change
modes due to such policies).

The clean air examples deal with the selection of
policy options to meet an externally imposed goal.
However, other transportation policies are more
local in nature, although the financial leverage of
federal and state policies cannot be ignored.
Cities such as Atlanta, for example, that have begun
to develop new fixed-guideway transit systems are
making very expensive investments in networks that
they hope will both shape and help meet future
transportation needs. Atlanta, a city in which
roughly 13 percent of the journey-to-work trips were
made by transit in 1970 (12), made a clear local
policy decision when it (a) took over the private
Atlanta Transit System in 1972 and lowered fares
from $0.40 with $0.05 transfers to $0.15 and free
transfers and (b) proceeded on an overall §$2.1
billion transit-development plan, the heart of which
is that city's l4-mile subway system and a 1 percent
sales tax earmarked for transit.

A recent study by the Urban Land Institute (13)
supported the concept that a permanent transit
structure will provide a city with the capability of
sustaining and continuing growth in the future. It
would not be constrained by the forces of expensive
and often erratic petroleum supplies or steadily
increasing congestion that might curtail and even
reverse growth in more automobile-dependent cities.

Although other studies (14) might gquestion the
validity of assuming that a fixed-guideway system

like the Metropolitan Atlanta Rapid Transit
Authority (MARTA) could effectively operate in or
substantially alter such automobile-based urban

areas, the important point is that the city thought
that (a) the low-fare policies and new heavy rail
system were capable of achieving important local
goals (15) and (b) it was willing to finance both

the escalating construction costs and (more
importantly) the operating deficits. Recent UMTA
policy statements concerning new rail investments

(16) have stressed that such systems cannot be ex-
pected to convert lower-density, automobile-
dependent cities into Boston, Chicago, or New York
City. In addition, it emphasized that local or re-
gional governments must face (and plan for) the re-
alities of substantial subsidy support and not as-
sume that federal operating assistance will expand
to fill these gaps. The experiences with San
Francisco's Bay Area Rapid Transit (BART) system and
the Washington, D.C., Metro have shown that opti-
mistic expectations of break-even or modest deficit
operations have been contrary to the realities of
lower-than-projected patronage and rapidly esca-
lating costs.



Local Goal Versus Local Financing

The essence of such financial limitations on
possible transportation goals is the extent to which
local funds are reguired to carry out the necessary
steps to achieve such ends. The financing of
transportation facilities has been widely viewed as
local or regional in nature because the pattern of
benefits are primarily limited to such areas. The
basic reasoning behind the recently popularized
value-capture concept (essentially following the
long-suppor ted idea of land-based taxes for
transportation operations) follows this viewpoint as
well (17). One might wonder why the federal

government 1is even in the business of 1local
transportation subsidization, especially when
transit subsidies are concerned (18). However,

those who advocate continued (or expanded) federal
operating assistance would support their stance by
pointing out the following facts:

1. Such aid is needed to counterbalance the modal
effects of the long history of heavy federal aid for
highway development;

2. Many social policy goals that greater federal
transit support can supposedly help to attain, such
as energy conservation and environmental
improvement, are multistate or national in
perspective and, therefore, deserve support from the
national level; and

3. Other programs (e.g., welfare) that are
probably most effectively handled on the federal
level are still heavily financed at the state and
local level; federal support of more locally focused
transit operations could counterbalance inequities
or inekficiencies in other areas (i.e., essentially
an earmarked form of revenue sharing).

The social and political impact of the 1973-1974
energy crisis probably made it possible for Section
5 of the Urpan Mass ‘fransportation Act of 1974 to be
passed and thus reversed a long-standing federal
policy against operating versus capital assistance.
Similar changes occurred on the state level, where
even a major transit state like New York 4id not
provide local transit operating assistance until
1974. A recent survey by state transportation and
nighway departments (19) confirmed that, although
roughly half the states provided some form of
transit operating assistance, there was a strong
opinion that such expenditures were local in nature
and should be financed as such.

Availability of Appropriate Local Tax Mechanisms

A crucial question in such considerations is whether
the local governments involved have a suitable tax
mechanism that is capable of effectively funding a
particular local program. Whether an individual tax
package 1is good for a specific situation will
essentially depend on the following factors (18) s

1. Will it avoid creating unwanted market effects
(e.g., will a special payroll tax created to support
transit development induce firms to locate outside
the city)?

2. Will its overall incidence (the distribution
of tax payments among various groups) be in keeping
with local equity policies (e.g., is a property-
tax-based method of transit support regressive in
nature)?

3. Does it 1link tax payments to particular
expenditures in a way that is conducive to collec-
tive decision making; do local citizens realize what
benefits the tax revenues are to provide so they can
make a rough net benefit decision on the overall
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policy's merits; is there a reasonable correlation
between payments made and benefits received?

4, Does it raise sufficient revenues while being
sensitive to overall economic forces (e.g., how well
will revenues keep pace with inflation)?

5. Is the tax easy and inexpensive to administer?

The answers to these questions are the financial
realities against which the attainability of various
transportation goals must be judged. One of the
strongest political appeals of the Atlanta move to
take over transit operations and cut fares by
roughly two-thirds was that the overall policy
effectively met so many of these criteria. The 1
percent increase in the sales tax was not par-
ticularly disruptive due to the low level of sales
taxes in Atlanta at that time. The highly visible
connection of the sales tax to the transit system
also greatly enhanced the public's understanding of
the program's overall worth. The tax generated a
fairly substantial amount of revenues with moderate
administrative ease, and its percentage-based nature
allowed its revenues to rise with inflation (as-
suming retail sales were stable or grew in constant
dollars). One could criticize the generally regres-
sive nature of such excise taxes (20), although at
least one analysis claims that the Atlanta program's
overall incidence picture (taxes paid and benefits
received) is more proportional-to-progressive in
nature (8). However, the scale of local expendi-
tures will increase substantially as the MARTA
system is completed and made fully operational. 1In
addition, the Atlanta voters recently rejected
another 1 percent increase in sales taxes (not
earmarked to transit services), and a recent com-
parative study of the fiscal health of numerous
cities showed Atlanta to be worse off than orig-
inally expected (7). Apparently the fiscal re-
alities of the situation have changed.

EARMARKED TAXATION AS A FISCAL SOLUTION

The transportation sector has a strong precedent of
earmarked revenues. Most states dedicate the
majority of their gasoline tax revenues to highway
construction and maintenance, althoughly two-thirds
of the states return an average of one-third of
these funds to counties and municipalities (19). On
the federal level, the most significant example i3
the Highway Trust Fund, fed mainly by a $0.04/gal
gasoline tax; a similar fuel tax is used to support
the Airport Trust Fund. Although a fair number of
cities have some form of earmarked transit taxation
(e.g., Atlanta's sales tax and Boston's property
tax), the revenues generated are usually well below
the needed levels, and the major source of revenues
typically is general revenues. Transit advocates
often feel that the main cause of their fiscal
plight is the 1lack of this type of gquaranteed
revenue producer--one that is relatively insulated
from annual legislative battles for funds and
provides a stable base for long-range planning.

In terms of economic efficiency, the more
earmarking the better. 1In fact, the best earmarking
device of all 1is user charges (e.g., fares and
tolls). The more they can be depended on as a
revenue source (within other economic and social
constraints), the greater the efficiency of the
system. The gradual decline over the past 15 years
in the operating ratios (passenger revenues per
operating expenses) of the nation's transit systems
shows that the reverse has held true, although the
decline has generally leveled off since 1975.
However, any financing scheme that promotes the use
of various taxes over fares must be compared with
other options (including higher fares) by using the
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five financial criteria outlined above. A citizens
advisory committee to the Metropolitan Transit
Authority (MTA) 1in New York City, for example,
recently suggested a plan to cut all subway and bus
fares by 50 percent and commuter rail fares by 20
percent by using $130 million from a payroll tax
surcharge and $420 million in new automobile taxes
and bridge tolls (21). The overall scheme would
certainly have some difficulties in the area of
unwanted market effects because it would further
increase labor-based taxation in the most heavily
taxed city in the country. Most of the levies would
be easy to collect, although the retrofitting of
bridges with toll systems would seem costly (not
considering the continuously intense political
opposition to this scheme). The connection between
benefits received and taxes paid is certainly
tenuous, mainly due to its heavy dependence on a
transfer of funds from automobile travelers to
transit passengers. Equity issues are somewhat
muddled here, although I think that the net impact
would be fairly regressive (22).

The main point, however, 1is that the sharp
reduction in fares greatly reduces the affected
agency's control over the system's capacity, further
separates the individual passenger's decision making
from the realities of service costs (especially in
the peak periods), and avoids the overall
transportation problem of how all modes' services
are sold to the public. From my perspective, such
plans can eventually worsen the overall fiscal
situation in urban areas because they lower fares
(although numerous studies show fares are secondary
to service guality in most transit markets) and very
likely disrupt other markets that are being
inefficiently taxed for often unnecessary revenues,
However, this does not mean that transportation
agencies and decision makers should not necessarily
push for earmarked taxation schemes or that such
plans could not resolve fiscal constraints to local
transportation developments. What it means to
emphasize are the following earmarking concepts:

1. Markets that are taxed should benefit from the
associated transportation improvements;

2. New tax should not be placed in an already
heavily taxed area; .

3. Taxing of the automobile to support transit
may be an effective and economically efficient means
of earmarked support in some settings; however,
there is no universal rationale for such revenue
transfers (also, it implies a them-versus-us modal
competition that is destructive to rational
transportation operation); and

4. All modes need to be priced efficiently before
truly appropriate subsidy schemes are developed (the
underpricing of automobile trips is the most widely
mentioned claim here, but there should certainly be
no financial carte blanche to lowering transit fares
in current or constant dollars).

FUTURE PROSPECTS FOR LOCAL TRANSPORTATION FINANCE

At the recently held BAmerican Society of Civil
Engineers (ASCE) conference on urban transportation
finance, the financial doldrums of operators,
transportation agencies, and planners were painfully
clear. The basic problems of moving goods and
people continue, but they have now been complicated
by the pressures of the recent energy crisis and
challenges of those to come. Transit forces had
some signs that their time had finally come, but the
entrance of new gasoline supplies brought the exit
of most new patrons and the usual financial squeeze
remained. The highway sector was feeling the
financial weight of maintaining deteriorating

facilities and has gradually become aware that the
steady growth of gasoline tax revenues was a thing
of the past. It was clear that there are no simple
solutions to local transportation financing
problems. The promises of expanded federal transit
assistance for capital project development for the
1980-1989 period by drawing revenues from the Energy
Security Fund (i.e., the so-called excess profits
tax on petroleum firms) provided some hope for
financial relief in some areas. These funds,
however, are still only tentative at best and would
(a) only add an additional $1.2 billion nationwide
in annual revenues and (b) require an increase in
state and local matching funds. The changeover has
also begun from an age of highway construction to
one that concentrates on maintenance and improved
management of existing systems. The exact impact of
such policy adjustments on the amount of funds
available at the regional and local 1level is
difficult to determine.

The main points when transportation goals are
contrasted with available local financing, assuming
an area's overall social goals as given (e.qg.,
revive the downtown areas, reduce air pollution, and
control suburban growth), are as follows:

1. Are the transportation solutions offered to
help achieve these goals cost effective and
politically implementable?

2. Can a financing method be found that is also
in line with these and related goals and meets the
types of good tax criteria outlined earlier in this
paper?

Federal and state revenues will continue to be
available and will frequently be the deciding factor

in local transportation decisions (especially on
major projects). Local revenues, however, will
still be a major force, particularly in the
consideration of current or future transit
deficits. Regional transportation improvement
programs, developed by MPOs in cooperation with

state and local governments, include lists of needed
highway and transit projects, with revenue needs
(and shortfalls) listed next to them. Does the lack
of funds to fully support such wish lists constitute
a perplexing financing problem?

Clearly, the gquestion, in the familiar terms of
economics, has both supply and demand elements.
Although it is hard to define, there is a limit to
available local revenues. In addition, other 1local
social services are crying poverty with equal vigor,
including the politically sensitive areas of
education and police expenditures. The financial
realities of local government, especially in larger,
older «cities that have recently 1lost numerous
residents and Jjobs to other areas, presents
financial and transportation planners with a double
challenge:

1. Carefully select programs and projects that
are closely matched with the realities of
transportation demand in the travel markets in
question, and

2. Give equal attention to the identification of
financing schemes that are correlated with the
patterns of benefits provided by the services local
government funds and minimize disruptions to other
economic markets. Bffective, rational pricing of
the services involved is crucial to such
considerations, from both operational and financial
perspectives.

Some local areas will be more hard-pressed than
others to find and ©politically implement the
solutions to these two problems and, I hope, federal



and state assistance will, to some extent, reflect
these differences. Relatively minor differences in
the 1local cost of particular programs should not
dominate decision making, and seemingly artificial
differences 1in incentives from federal and state
sources should be removed (e.g., the gradual closing
of the gap between transit and highway matching
shares). In summary, the only solution to local
revenue shortfalls must include (a) program
prioritization, (b) greater stress on cost-effective
program selection, and (c) the careful development
of financial schemes that follow some of the general
guidelines that this paper has briefly reviewed.
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Transit Financing Trends in Large

U.S. Metropolitan Areas:

JOHN PUCHER

From 1970 to 1978, totai government subsidization of transit in the United
States increased almost tenfold, from only $540 million to $5264 million.
This burgeoning aid program has prompted significant changes in the nature
of government assistance. There has been a marked shift among government
levels in the responsibility for transit financing, and new tax mechanisms

have been adopted, particularly at the local and regional levels, to raise
additional transit funds. This paper documents these transit financing trends
in detail and explores briefly the potentially significant impact of these trends
on the overall equity, efficiency, and political feasibility of transit financing.
On the basis of operating subsidy data collected from transit agencies in each
of the 26 largest U.S. metropolitan areas and capital subsidy data for all urban

1973-1978

areas provided by the U.S. Department of Transportation, two main conclu-
sions were reached. First, the responsibility for transit financing has shifted to
higher levels of government so that, in 1978, the federal government contrib-
uted 52 percent of the total subsidy. Second, there has been a very strong
trend toward the use of uniform-rate regional taxes specifically earmarked

for transit subsidization.

Government financial assistance to mass transit in
the United States has increased dramatically since
1970, when capital and operating subsidies combined
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amounted to only $540 million. By 1978 the total
subsidy had grown to $5264 million, an almost
tenfold increase in only eight years (see Table 1).

This burgeoning of transit subsidization has
prompted significant changes in the nature of
government assistance. There has been a marked

shift among government levels in the responsibility
for transit financing, and new tax mechanisms have
been adopted (particularly at the local and regional
levels) to raise additional transit funds.

These shifts in financing arrangements have had
important consequences for both the efficiency and
the equity of the transit financing process. The
incidence of tax burdens, for example, varies
substantially by type of tax and by the 1level of
government at which the tax is levied. Thus, shifts
in these two variables may have considerably altered
the distribution of the overall burden of transit
taxation among socioeconomic groups and geographic

regions. Moreover, shifts in funding
responsibilities and tax mechanisms may have
affected incentives for cost control by local
transit agencies and thereby the efficiency of
transit operations and overall subsidy
requirements. Another efficiency impact may arise
from the effect of funding arrangements on the
feasibility of comprehensive, long-range transit
pPlanning. The possibility of such planning, for

example, is certainly enhanced by the earmarking of
dependable and growing revenue sources specifically
for transit subsidization. Finally, the nature of
transit funding can substantially influence the

Table 1. The growth of transit capital subsidies relative to the growth in transit
operating subsidies.

Subsidy ($000 000s) Subsidy ($000 000s)
Year Capital Operating Year Capital Operating
1965 76 12 1972 765 605
1966 159 44 1973 1611 871
1967 181 79 1974 1607 1533
1968 183 190 1975 1735 2028
1969 223 260 1976 1940 2183
1970 200 341 1977 2290 2238
1971 427 485 1978 2609 2655

Note: Subsidy figures include commuter rail.

political feasibility of raising any given amount of
transit subsidy and, as a consequence, may
significantly affect the magnitude of the subsidy
program as a whole.

These considerations of equity, efficiency, and
political acceptability of transit financing
arrangements are of primary importance. Before such
impacts can be analyzed, however, it is necessary to

establish quantitatively the actual patterns of
financing and how these have changed over time.
Such are the purposes of this paper: first, to

document recent trends in the division of government
responsibility for transit financing and shifts in

the types of funding mechanisms employed and,
second, to examine variations in transit financing
arrangements among U.5. metropolitan areas and

different regions of the country.

Because detailed data could not be obtained from
all U.S. transit agencies, this report focuses on
the financing of transit operations in the 26
largest metropolitan areas. These account for about
75 percent of all transit riders in the United

States and for almost 90 percent of the total
nationwide transit subsidy. Transit funding
arrangements may be considerably different in

smaller metropolitan areas, but clearly the national
impact of these is overwhelmed by the far greater
magnitude of subsidization in the very large urban
areas to be examined here.

OPERATING SUBSIDIES
As shown in Table 2, transit operating subsidies in
the largest U.S. metropolitan areas increased
dramatically from 1973 to 1978. In 1973, the
aggregate subsidy in the 26 largest areas was $829
million, compared with $2389 in 1978, which
represents almost a threefold increase during the
period and an average anhnual rate of growth of 24
percent.

Funding increased at every level of government to
help cover the burgeoning transit deficit, but the
extent of subsidy growth varied considerably.
Federal funding, for example, increased by $567
million above the 1973 level, and the proportion of
the total deficit covered by federal assistance
increased from 0 to 24 percent. Regional funding
also grew rapidly, although not quite as
dramatically. The absolute amount of the increase

Table 2, Sources of transit operating subsidies for 26 large metropolitan areas, aggregate 1973-1978 data.

19732 1974 1975 1976 1977 1978
Amount Amount Amount Amount Amount Amount

Type of Funding (3000 000s) % (8000 000s) % (3000 000s) % (8000 000s) % ($000 000s) % (3000 000s) %
Federal 0 0 422 3.5 282.3 16.7 422.5 21.5 477.0 22.8 566.8 237
State 186.7 22.5 357.2 29.2 435.9 25.7 419.6 214 391.1 18.7 4327 18.1
Regionalb 224.2 27.0 310.5 25.4 476.3 28.1 565.7 28.8 639.0 30.5 732.5 30.7
Local 283.4 342 394.0 322 372.0 219 397.8 20.2 406.9 19.4 4723 19.8
Total government 694.3 837 11039 503 15635 924 1805.8 91.9 19141 914 22045 923

aid
Bridge and tunnel

tolls and cross-

subsidies from

airport and marine

operations 120.0 14,5 99.2 8.1 106.6 6.3 1332 6.8 160.5 7.7 168.5 7.1
Cross-subsidies

from utility opera-

tions 10.6 1.3 13.9 1.1 10.9 0.6 11.2 0.6 11.8 0.6 7.1 0.3
Cross-subsidies from

freight operations 4.5 0.5 5.7 0.5 11.2 0.7 15.2 0.8 8.8 0.4 9.3 0.4
Total from other 135.1 16.3 118.8 9.7 1286 7.6 159.6 81 181.1 8.6 184.9 7T

sources P— =
Total transit subsidy 829.4 1222.7 1694.9 1965.3 2095.1 2389.4

%The data for 1973 exclude San Francisco, Washington, and Denver because it was not possible to obtain consistent 1973 financing statistics for these areas.

Funding was classified as regional if an explicit (or nearly so) metropolitanwide financing mechanism existed.

large enough to include most of the metropolitan area.

Uniform county taxes ware also classified as regional, provided the county was
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Table 3. Sources of transit operating subsidies for 26 large metropolitan areas, 1978 data aggregated by region.

Region
Northeast? Great Lakes® Interior River® Southd West®
) Amount Amount Amount Amount Amount

Type of Funding (3000 000s) Percent ($000 000s) Percent ($000 000s) Percent ($000 000s) Percent (3000 000s) Percent
Federal 294.3 22.4 102.8 26.7 47.1 33.6 27.8 25.6 94.2 21.4
State . 355.7 27.1 37.8 9.8 37.1 26.1 1.6 15 1.0 0.1
Regional 148.3 11.3 238.0 61.9 43.3 30.5 44.2 40.7 259.0 58.8
Local 356.7 ?l_‘ 5.7 1.5 13.8 9.9 27.9 25.7 68.2 15.S
Total government 1155.0 87.9 384.2 100 141.9 100 101.5 93.4 421.9 95
aid
Bridge and tunnel k

tolls and cross-

subsidies from

airport and marine

operations 159.4 12.1 0 0 0 9.1 2.1
Cross-subsidies from

utility operations 0 0 0 7 6.5 0
Freight cross-subsidies 0 0 0 0 9:3 %l
Total other sources 159.4 121 0 0 7.1 6.5 18.4 42
Total 1314.4 384.2 141.9 108.7 440.3
8Includes Boston, New York, Philadelphia, Baltimore, and Washington.

Includes Buftalo, Cleveland, Detroit, Chicago, and Milwaukea.
CIncludes Kansas City, St. Louis, Pittsburgh, Cincinnati, and Minneapolis-St. Paul.

Includes Miami, Houston, Dallas, Atlanta, and New Orleans.
®Includes Los Angeles, San Diego, San Francisco, Denver, Seattle, and Portland.

Funding was ciassified as regional if an explicit {or nearly so) met i ide financing existed.

Table 4. State and federal assistance as a percentage of total operating subsidy
in each urban area, 1978 data.

Assistance (%)

City Federal State Total
Baltimore 50.0 50.0 100.0
Milwaukee 56.6% 28.9 85.5
Pittsburgh 324 51.6 84.0
Philadelphia 37.7 44.0 81.7
Buffalo 58.52 20.8 793
Detroit 48.5 24.0 725
Minneapolis 25.2 40.3 65.5
Boston 134 49.4 62.8
New Orleans 53.5% 8.3 61.8
Cincinnati 37.8 17.1 549
Dallas 45.5 0 455
Kansas City 44.3 0 443
Los Angeles 42.9 0.2 43.1
New York 21.7 213 43.0
Miami 39.5 0 39.5
St. Louis 37.1 0 37.0
San Diego 31.2 0 312
Chicago 20.1 8.4 28.5
Washington 17.4 6.0 23.4
Clevetand 18.6 1.0 19.6
Portland, OR 19.5 0 19.5
San Francisco 14.5 [} 145
Atlanta 13.8 0 13.8
Seattle 7.9 0.6 8.5
Denver 8.3 0 8.3
Houston 0 0 0

2Indicated percentages exceed the statutory maximum of 50 percent
federal operating assistance due to the peculiar timing of Section 5
grants in these areas and the accounting procedures used by individual
transit agencies.

in regional funding was only slightly less than the
federal increase ($508 million), and this raised the
regionally funded proportion of the total deficit
from 27 to 31 percent. In contrast, the state and
local portions of the total operating subsidy in

these 26 areas actually decreased. The local
contribution, for example, fell from 34 percent of
the total in 1973 to only 20 percent in 1978

although the local subsidy grew by $189 million.
The state proportion of funding fell from 23 to 18
percent despite a more than doubling in the amount

of that subsidy, from $187 million in 1973 to $433
million in 1978.

By 1978, regional funaing had become the single
most important source of operating subsidies (31
percent of the total), federal funding the next most
important (24 percent), followed by local funding
(20 percent) and state funding (18 percent). This
situation represents a striking contrast to the 1973
financing arrangement, where federai assistance was
nonexistent and local aid was the most important.
Thus, as the overall burden of operating
subsidization nas grown in the United States, the
responsibility for financing transit has shifted to
higher levels of government.

Table 2 also documents the decline in
nongovernmental funding sources (such as the
proceeds from bridge and tunnel tolls), which
accounted for most of these funds. Overall,
nongovernmental funding increased by $50 million,
but its proportion of total operating subsidy

funding fell from 16 to only 8 percent.

Disaggregation of the nationwide totals of Table
2 reveals substantial variation in funding
arrangements by region of the country. Regional
funding, for example, is much more important in the
West and the Great Lakes regions, where it accounts
for about 60 percent of the total operating subsidy,
than elsewhere (see Table 3). Regional funding is
least significant in the Northeast, where it
accounts for only 11 percent of the total. The
relative importance of state funding also varies
substantially. State aid was extensive in the Great
Lakes region and the Northeast but insignificant in
the South and the wWest. Local operating assistance
was most substantial in the Northeast and the South
and least substantial in tne Great Lakes area.

‘I'he differential regional reliance on
nongovernmental funding is also noteworthy. Roughly
86 percent of these funds were found in the
Northeast in the form of proceeds from bridge and
tunnel tolls. Other regions either did not rely on
such funding sources or only covered a very small

percentage of their operating deficits in this
manner .

Of course, there is also significant variation in
transit financing arrangements among individual
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cities. 'Table 4 documents the striking differences
among urban areas in the percentage of their transit
operating subsidies that are derived from federal
and state sources. At one extreme is Baltimore,
which receives all of its funding from either the
state of Maryland or the federal government. At the
other extreme is Houston, which in 1978 received no
federal or state operating funds at all. Some
cities that receive very dgenerous state funding
(such as Boston) suffer from proportions of federal
funding that are far below average. Conversely,
some cities that receive very generous federal
funding (such as New Orleans, Dallas, and Kansas
City) receive little or no state assistance. On the
basis of Table 4, one may conclude that urban areas
differ greatly in the extent to which they have been
able to shift the burden of transit subsidization
from the local and regional levels to the state and
federal levels. Such differences may have had
important consequences for the equity and efficiency
of the transit financing arrangements in each area.
Whatever the precise impacts may have been, the
tremendous variation in funding responsibility among
government levels suggests correspondingly
significant variation among cities in the ultimate
equity and efficiency impacts.

This intercity wvariation that arises from
differential governmental division of funding
responsibility is compounded by variations among
cities in the specific types of tax mechanisms
employed, the geographic scope of their coverage,
and particular provisions with respect to the
definition of the tax base. Regionwide, uniform
sales taxes, for example, are the primary means of
financing in Chicago, Cleveland, St. Louis, Los
Angeles, Atlanta, Denver, and San Diego, where
regional transportation agencies are responsible for
coordinating transit services in their areas and
have been delegated the authority to 1levy a
percentage of the general sales tax specifically for
transit funding. Regional transit agencies have
also been important in coordinating the operations
and financing of ‘transit services in Boston,
Philadelphia, Minneapolis, Milwaukee, Buffalo, and
Miami, although uniform regional taxes have not been
specifically earmarked for the subsidization of
transit in these metropolitan areas. Except in
Minneapolis, which has a deneral-purpose regional
property tax, the transit authority assigns to each
locality a percentage of the total regiocnal transit
deficit.

Other differences in specific subsidy mechanisms
are also considerable. New Orleans, for example, is
unique among large U.S. cities in that a large
proportion of its transit deficit is financed from
the profits of the utility company that runs the
city's transit service. In the New York area, more
than $130 million/year is transferred from the
surplus toll revenues of bridge and tunnel
authorities to offset transit deficits. (New York
accounts for more than 95 percent of nationwide toll
revenues used for this purpose.) Much of the
Massachusetts subsidy to Boston-area transit is
derived from the cigarette tax, and gasoline and
motor vehicle excise taxes are a significant source
of regional subsidy funds in Chicago, Seattle, and
Detroit and the sole source of state subsidy to
transit in the Miami area. Cincinnati relies
heavily on a citywide employee payroll tax (or
earnings tax); Portland also uses a payroll tax, but
it is regionwide and is paid by the employer rather
than the employee. Reduced fares for senior
citizens in Philadelphia are subsidized by the
proceeds of the state lottery. The Metropolitan
Transportation Authority (MTA) of New York finances
part of its commuter rail operations from the

proceeds of a mortgage-recording tax levied in
counties served by its lines.

A perusal of Table 5 will reveal more examples of
differences among urban areas in the types of tax
mechanisms employed. Clearly, however, even on the
basis of the few examples cited above, there is
considerable variation in the types of mechanisms
used to raise funds specifically for transit
subsidies. Moreover, even the subsidy funds derived
from general revenues at either the state or local
level are indirectly supported by tax mixes that
differ greatly from one state to another and among
cities as well (1, Table 47; 2, Table 12).

The aggregate distribution of operating subsidy
funds by level of government and by tax type for the
26 largest U.S. metropolitan areas is displayed in
Table 6 (1, Table 47). The figures indicate that 34
percent of the total government operating subsidy is
derived from sales taxes, 27 percent from individual
income or payroll taxes, 22 percent from property
taxes, 6 percent from corporation profits taxes, and
6 percent from excise taxes on gasoline and motor
vehicles. Roughly 6 percent of the total government
operating subsidy funds could not be identified by
specific tax type.

CAPITAL SUBSIDIES

Detailed statistics were not collected on the
financing of capital subsidies in each of the 26
largest metropolitan areas. There are two reasons
for this:

1« It is difficult to ensure consistent
amortization of capital subsidy funding statistics
across different urban areas, and variations may
significantly alter the patterns of variation in
financing indicated by the reported data; and

2. The state and 1local portion of capital
funding is so small relative to the federal
contribution that differences in state and local
financing arrangements are far less consequential in
aggregate than is the case for operating subsidies.

The steadily increasing federal contribution to
operating subsidization has been preceded by a
corresponding (albeit discontinuous) increase in the
federal share of capital funding. Initiated in
1964, federal capital assistance grew from only $51
million in that year to $133 million in 1970 and
$956 million in 1974, the first year in which
federal operating subsidies were granted. Since
1974, federal capital funding has more than doubled
to reach $2100 million in 1978. 1In addition to the
increased total amount of federal contribution,
various legislation has set the federal matching
percentage at successively higher statutory levels.
From 1964 until 1974, the federal share of capital
projects was discretionary but could not exceed
two-thirds. Since then, most project grants have
entailed 80 percent federal funding, so that state,
local, and regional governments pay only one-fifth
of transit capital costs, in contrast to the
three-quarters share of operating subsidy costs they
bear.

CONCLUSION

The rapid growth in the nation's transit subsidy
program has had profound impacts on the nature and
composition of transit financing. Two trends have
been most prominent:

1. A marked shift toward the use of regional
taxes dedicated to transit subsidization and
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Table 5. Transit-operating-subsidy funding sources for 26 large U.S. metropolitan areas.

Amount ($000s)

Area Funding Source 1973 1974 1975 1976 1977 1978
New York Federal-UMTA 0 25 000 185 563 174 129 161 887 184 695
New York State 0 123 500 149 200 114 700 91 370 91 608
New Jersey 22 249 38 834 55220 55 695 65 147 76 430
Connecticut 2971 7612 9075 9559 9303 12 859
New York City® 173 000 247 470 234 355 241 407 245 582 275 997
MTA assessments to local governments
Mortgage-recording tax 13 311 11 047 7208 8 257 10 042 12 519
Station assessments 19 690 17 767 21 848 36 133 27 998 23 303
Local share of commuter rail operating
assistance program 0 20 000 15 000 20 000 20 300 20 000
Bridge and tunnel tolls—Triborough and
Port Authority" 120 036 95254 101 728 129 787 146 236 152 251
Total 352257 586 484 779 197 789 667 717 865 849 932
Boston Federal-UMTA 0 6241 11173 16 869 22 200 26 628
Massachusetts® 54 925 58 920 73474 77 938 84 765 98 243
Local cities and towns—property tax 52 342 64 220 64 703 68 920 78 975 74 049
Total 107 267 129 381 149 350 163 727 185 940 198 920
Philadelphia Federal-UMTA 0 2293 15959 33403 38 884 52043
Pennsylvania 46 568 56 043 56 317 61 282 61315 60761
Local counties including Philudelphia 11 668 16 008 19 305 22715 21902 18 385
Bridge tolls—Port Authorityd 0 3 701 566 7097 6901
Total 58 236 74 347 92 282 118 026 129 198 138 090
Baltimore Federal-UMTA 0 0 4254 7 338 10 349 12 539
Maryland—primarily gasoline tax,
motor vehicle fees, and excise taxes 2789 6723 9 027 9310 10 349 12 539
Total 2789 6723 13 281 716 648 20698 25078
Washington, DC Federal-UMTA 0 6893 11 489 IS 612 18 404
District of Columbia and counties in
Virginia and Maryland 17 312 35089 45 846 57 614 80 708
Virginia 400 0 0 0 0
Maryland 0 3 000 4 000 5437 6379
Total g 17712 44 982 61335 78 663 105 491
Buffalo Federal-UMTA 0 0 370 2532 3348 4989
New York State 0 1 180 1770 1770 1770 1770
Erie and Niagara Counties 0 1180 1770 1770 1770 1770
Total 0 2 360 3910 6 072 6 888 8529
Cleveland Federal-UMTA 0 600 3439 6903 11 647 11233
Ohio 0 130 151 615 577 600
Cuyahoga County—sales tax 0 0 5857 37759 44 044 48 531
Cleveland 0 730 0 0 0 0
Total 0 1460 9 447 45277 56 268 60 364
Detroit Federal-UMTA 0 6470 10715 18 530 25623 29999
Michigan—gasoline tax 5958 5504 7 655 6 937 8 996 14 830
Regional tax on vehicle registrations
and title transfers 0 0 0 0 2057 13:553
Detroit 9 387 10 056 7723 8110 0 2 700
Total 15 345 22030 26 093 33577 37521 61 842
Chicago Federal-UMTA 0 0 0 49 358 49 598 49 290
Ilinois
Operating assistance—gasoline tax 24 600 27536 0 0 0 0
Reduced-fare reimbursement® 10 877 19 188 21023 20 324 20 001 20 556
Regional transportation sales tax 0 34 228 89 186 89 305 98 838 110595
Regional motor vehicle registration fee 0 24 049 15714 15 602 16 162
Public transportation tax—regional 5
percent tax on motor fuels 0 0 0 0 0 43 536
Cook County—gasoline tax 5 000 1 000 1 000 1 000 2 000 2 000
Chicago—gasoline tax 7 300 700 700 1500 3000 3000
Suburban towns 92 302 227 80
Ruil freight cross-subsidy” 3145 6 057
Total 47 869 82954 139 330 183 338 189 039 245 139
Milwaukee Federal-UMTA 0 0 1454 3624 5457 7 240
Wisconsin 0 0 1255 1979 2198 3703
Milwaukee County—property tax 0 0 5717 1476 1832 1852
Total 0 0 3286 7078 9487 127795
Pittsburgh Federal-UMTA 0 0 7168 7 335 9 200 13 000
Pennsylvania 13290 15113 22118 18 012 19 800 20700
Allegheny County 4932 3635 5946 5700 6 400 6 400
Total 18222 18 748 34 425 31 047 35400 40 100
Cincinnati Federal-UMTA® 1186 1616 21750 4 356 4936 5611
Ohio 0 0 0 0 0 3546
Hamilton County 60 12 72 72 72 72
Cincinnati—earnings tax 1 803 5449 5790 7 397 8 082 6 632
Total 3049 7137 8612 11 825 13090 14 861
St. Louis Federal-UMTA 0 0 0 7876 6 828 14 782
Illinois 627 15 0 0 0 0
Illinois Downstate Transportation
Fund (sales tax) 0 0 3332 2832 3989 4913
Regional transportation sales tax 0 11785 14723 13 050 19 681 20102
St. Louis City and County 1976

0 0, 0 0 0
Total 2 603 11 801 18 065 23758 30498 39 797
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Table 5, Continued.

Amount ($000s)

Area Funding Source 1973 1974 1975 1976 1977 1978
Minneapolis-St. Paul Federal-UMTA 0 0 8 907 0 8 628 8 628
Minnesota 0 3980 3211 16 309 10 841 13816
Regional property tax 6713 7 641 6 548 9019 11202 11 829
Total 6713 11 621 18 666 25 328 30 671 34273
Kansas City Federal-UMTA 0 0 1536 2 801 4991 5 692
Kansas City—sales tax 3515 5727 7 403 8 869 5893 6 296
Other local governments 149 592 770 1245 804 859
Total 3 664 6 317 9709 12915 11 688 12 847
Atlanta Federal-UMTA 0 0 2 419 3 346 4 098 4977
Regional transit district—sales tax® 17 572 20971 23 142 26014 28 594 30971
Total 17 572 20971 25 561 29 360 32 692 35 948
Miami Federal-UMTA 1] 0 3932 6 000 8074 8 641
Florida—gasoline tax 0 0 0 84 26 0
Dade County—property tax 3688 5425 4 600 7957 11 046 13 220
Total 3 688 5425 8532 14 142 19 146 21 861
New Orleans Federal-UMTA 0 0 0 0 3192 10265
Louisiana 0 0 0 0 0 1592
Local-New Orleans and Jefferson Parish 0 0 366 653 340
Cross-subsidy from utility operations’ 10596 13877 10 858 11192 11 803 7 106
Total . 10596 13 877 11224 11 845 14995 19263
Houston Houston’ 0 1 044 4561 8993 14 066 23247
Dallas Federal-UMTA 0 0 1 500 2191 3197 3579
Dallas 0] 1704 2728 3968 3566 4294
Total 0 1704 4228 5159 6763 7873
Denver Regional sales tax 5429 12 329 13638 32 967 36 629
Federal 0 0 (] 0 0 3050
Local governments— property tax 0 0 4578 0 [
Total 5429 12 329 18 216 32967 39 679
San Diego Federal-UMTA 0 0 (¢} 5076 6 891 5965
Regional sales tax--local transporta-
tion fund (LTF)X 4953 7 287 8 032 10 181
San Diego 4 654 6507 3654 1548 2122 2969
Other cities 21 21 17 21
Total 4 654 6 507 8 628 13 932 17 062 19 136
Los Angeles Federal-UMTA 0 0 16 500 28 506 44 524 49 458
Los Angeles County 727 6 380 13 639 21772 4536 5200
Regionsl sales tax~LTF¥ 32 027 41 172 51919 59 904 65 619 60 373
California 0 0 0 0 1171 235
Total 32754 47 552 82 058 110182 115 850 115 266
San Francisco Federal-UMTA 0 4 629 11 815 22763 26 904
Regional transportation sales
tax—LTF¥ 9916 11 361 13823 27593 37989
San Francisco 36 133 31 680 38156 47 280 48 907
Oakland and suburban counties™ 20 098 17 461 20 807 18919 15913
Bay Area Rapid Transit (BART)
District property tax 4410 5029 5170 22 610
District sales tax" 4 000 21021 28 700 19 548
Sales-tax revenue bonds® 20 000 5195
Bridge tollsP 2962 4125 2799 7 142 9106
Cross-subsidy from rail freight profits—
Southern Pacific 4503 5702 8 021 9 187 8 800 9 300
Totaltd 75 811 105 687 127 832 166 367 190 277
Portland, OR Federal-UMTA 0 0 1 660 2767 5063 4 833
Regional employer payroil tax 8 395 7 334 9 009 12 418 16 084 19 985
Total 8 395 7 334 10 669 15185 21 147 24 818
Seattle Federal-UMTA 0 21 111 5990 0 4 038
Regional motor vehicle excise tax" 3 000 4512 5121 12 044 21 809 18 529
Regional sales tax—King County 12 530 15077 16 620 18 410 22133 27 909
State business tax exemption 188 195 240 254 273 300
Seattie and other local governments 91 134 113 114 253 367

Total 15 809 19938 22 208 36 812 44 468 51143

Note: The amounts in the table represent the tatal subsidy for all transit medes, including commuter rail.

3The figures for New York City include compensation far transit police service (about $120 million annually) and support for reduced fares for school children, elderly, and handi-

bcapped {about $80 million annually}. They do not incorporate the eity's expenses in rapaying tha transit debt (about $170 million each year).
About $38 million in operating subsidy is provided by the bridge and tunnel tolls of the Port Authority of New York and New Jersey to support the Port Authority Trans-Hudson
rail rapid transit lines. About $115 million/year of the proceeds of the tolls of the Triborough Bridge and Tunnel Authority is transferred directly to the New York City Transit
Authority and the MTA to cover operating losses.

:Ahcui $17 million of each year's state contribution is derived from cigarette taxes; the remainder comes from general revenuss,

eThl* Port Authority uses its toll rove to support the operations of the Lind lel High-Speed rall rapid transit line between Philadelphia and its New Jersey suburbs.
This subsidy covers the cost of reduced fares for the elderly, the handicapped, and school childran on the Chicago Transit Authority.
This amount is equal to the difference b tha aparating loss atur to provision of rail servico and the payments received.

H'he foderal subsidy figures for 1973 and 1974 almest certainly include capital subsidies.
The total proceeds of the regional transit sales tax far exceaded the amounts shown, but o considerable portion is used for cepital improvements. The operating portion, that
i shown, was sat equal 1o the difference b the total of ing deficit and the foderal operating assistance.
.The Public Service Company of Mew Orleans [tho gas and eolectric firm for the rogion) provides transit service and covers the loss from its profits on utility operations.
These are federal revenua-sharing funds but are classified as a local subsidy because, unlike UMTA Section 5 subsidies, the use of thesa for support of transit preciudes their use for
'2' it city ji . which in effect thus requires that this smount be raised from other city taxes.
The regional transpartation sales wx is collected by California in tho particular city’s metropolitan region and returned to the region for transportation uses.
;nr support of the San Francisco Municipal Railway (Muni).
i For support of AC Transit and Golden Gate Transit.
This is 0 transactions and use tax originally intended for capital subsidy only but currently used for operations,
OThe amounts shown were spant axclusively for operations,
pThu figures anly include Golden Gate Bridge toll proceeds used 1o subsidize bus and ferry transit to Marin and Sonoma Counties.
FTho 1973 total does not Include BART sales or property taxes,
"Natoll of the proceads of this tax are used for operating purposes,

11
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Table 6. Tax revenue sources for government

B P " Amount
operating subsidies to transit, aggregate 1978 a
data for 26 largest U.S, metropolitan areas. Level of Government Type of Tax ($000 000s) Percent

Federal® Individual income tax 364.5 64.3
Corporation profits tax 127.5 22.5
Sales tax 53.3 9.4
Other 21.0 3.7
Total 566.3

State Income tax 130.5 30.2
Sales tax 188.1 435
Gasoline tax and motor vehicle excise tax 27.4 6.3
Property tax 3.7 0.9
Other 83.0 19.2
Total 432.7

Local and regional Income tax 109.0 9.0
Sales tax 507.6 42.1
Gasoline tax and motor vehicle excise tax 96.8 8.0
Property tax 475.6 395
Other 16.2 1.3
Total 1205.2

Total government subsidy® Income tax 604.0 274
Corporation profits tax 1275 5.8
Sales tax 749.0 34.0
Gasoline tax and motor vehicle excise tax 124.2 5.6
Property tax 479.3 21.7
Other 120.2 5.5
Total 2204.2

BWhere taxes were not specifically earmarked for transit subsidization, the operating subsidy in each metropolitan area was
distributed according to the composition of local general revenuss in each specific area. The same procedure was followed at the
state level. The state and local figures do not indicate any allowance for the federal contribution to general fund coffers via
revenue-sharing grants. These accounted for about 4 percent of state and local revenues, Ultimately, therefore, federal taxes
accounted for an even higher proportion of total operating subsidies than shown in the table, and state and local taxes accounted
for a lower percentage than indicated.

No federal taxes are specifically carmarked for transit; therefore, amounts of specific taxes under this category reflect the

. composition of general revanues only.

cThis total excludes about $400 million in operating subsidies to transit in smaller urban areas and also excludes about $186
million in nongovernment operating subsidies (such as bridge and tunnel tolls) in the larger araas.

2. A dramatic increase in the federal role in

transit financing.

Prior to 1965, there was no federal role, and even
as late as 1970, the federal contribution was
overwhelmed by state, regional, and local
contributions. By 1978, however, the federal
government actually funded a greater percentage of

the total operating and capital subsidy in the
United States than all other government levels
combined (52 percent). It is somewhat ironic that

in the United States, with its strong tradition of
decentralized government, the federal role in
transit financing is significantly greater than the
corresponding role of national governments in most
Western European countries, even with their long
traaitions of very centralized government structures
(3).
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Alternatives Analysis in the Financing of
Multijurisdictional Public Transportation Services

ALICE E. KIDDER

The challenge of welding | independent and geographically distinct po-
litical jurisdictions into a single transportation service has been beyond the
grasp of many U.S. cities. The rewards of such a feat are tempting—a wide-
spread regional network of coordinated transportation service, an end to mis-
aligned bus routes based on town boundaries rather than travel needs, and the

ad ge of spr g overhead costs such as the outlays for tran-

™

sit management and vehicle maintenance. Additional advantages include in-
creased ability to attract federal dollars and a broader base for marketing of
transportation services. Private bankrupt transit properties can be rescued and
rationalized when several jurisdictions pool their financial resources. These
benefits are offset, however, by the inherent problem of the public systems’
requirement for public funding, and the subsidy must somehow be apportioned
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to the residents of separate and frequently competing political jurisdictions.
Sharing the cost of the deficit is required but, in the nature of multijurisdic-
tional areas, the units of government are independent and cannot commit one
another to future action without recurring appropriations by the individual
jurisdictions. The determination of a basis for distributing the subsidy re-
quirements is a difficult and politically sensitive task. This report explores the
manner in which eight cities addressed the problem of sharing costs.

Areas were selected for study based on (a) their
history of multijurisdictional financing arrange-
ments, (b) their successful and unsuccessful ex-
periences with alternative financing mechanisms for
cost sharing, (c) the presence of innovative financ-
ing arrangements, and (d) lessons to be shared with
other cities of comparable population size and den-
sity. ‘The cities vary in fiscal capacity and geo-
graphic region. The research team surveyed patterns
of transit deficit sharing in the 50 states through
telephone interviews with local transportation fi-
nancing officials. All systems that were located in
the 100 largest metropolitan areas were contacted to
determine whether one or more political jurisdic-
tions contributed jointly to the financing of the
public transportation services 1in the area. By
using the results of the telephone interviews, the
researcners selected Jjudgmentally the case study
sites. :

The case studies are used in this paper to assess
several questions:

1. Which criteria appear to be paramount in the
choice among financing alternatives?

2. What conclusions can be drawn from the
experiences of these disparate systems? and

3. Are there lessons for other areas that con-
template the formation of multijurisdictional fi-
nancing arrangements?

CRITERIA BY WHICH MULTIJURISDICTIONAL TRANSIT
FINANCING ALTERNATIVES ARE EVALUATED

In making the choice among financing alternatives, a
jurisdiction must choose among several objectives to
pe achieved. Often one goal competes with another,
and tne final decision is inherently a political
one. Since there is 1little consensus on the rela-
tive importance of the various criteria, each dimen-
sion along which the financing can be judged is dis-
cussed separately.

Efficiency

Tax revenues should be raised in a manner that mini-
mizes interference with the economic decisions that
would have been made in otherwise efficient mar-
kets. For example, it may be efficient to have per-
sons buy in stores close to their home or work to
reduce fuel consumption. The imposition of a sales
tax in one jurisdiction but not in a neighboring one
may, however, induce consumers to drive extra dis-
tances to purchase where the tax is lower. The ex-
tra resource cost of the fuel and time consumed is a
violation of the principle of efficiency (l). The
criterion of efficiency may influence several as-
pects of economic choice.

Consumption Decisions

If consumers have two or more competing markets in
which to buy, and if one imposes a tax and the other
does not, consumption decisions are distorted.

Production Decisions

If two jurisdictions are competing for the same fac-
tors of production (e.g., skilled workers), a pay-
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roll tax in one jurisdiction but not in the other
will distort employee decisions about where to work
and ultimately may affect the relative economic
activity of the two jurisdictions.

Mode-Choice Decisions

If two or more transportation modes compete with one
another for customers, the subsidy of one mode more
than another may cause a distortion in the decisions
of which mode is used. Many observers feel that it
is socially advantageous to push consumers in the
direction of energy-saving public transportation
alternatives and would question whether distortions
of this nature are adverse. Nevertheless, one can
guestion the economic efficiency inherent in a prac-
tice that subsidizes inefficient transportation sup-
pliers at the expense of competing, and more-effi-
cient, alternative suppliers. This issue has been
raised in connection with suburban bus services, as
for example in Montgomery County, Maryland. Federal
subsidies support the higher-cost system of buses
that emanate from the Washington Metropolitan Area
Transportation Authority, but a lower-cost system,
Ride-0On, operates without federal assistance.

Equity

Equity is a measure of fairness of the taxing and
spending arrangements. Different individuals mea-
sure fairness by different standards; what is at
stake is the question of how material goods and ser-
vices are to be distributed. A review of the liter-
ature reveals several concepts of equity.

Income Distribution Equity

Persons who have higher income or greater assets
should pay a proportionately higher share of the
costs of a public service such as transportation.

Benefit Equity

Persons who use the service should pay in proportion
to the amount of service they have received. This
second principle comes in conflict to some extent
with the first, in the case of public transit, when-
ever the users are more likely to be lower-income
persons.

Jurisdictional Equity

Each jurisdiction should contribute toward the sup-
port of a regional public transportation program
according to a common standard, formula, or rule.
This principle is violated when, for example, one
state leyislature fails to pass financing support
comparable to that contributed by neighboring states
in a case where both states benefit from the avail-
ability of a regional service.

Political Acceptability

In practice, this criterion is of overriding im-~
portance in decisions about which financing mecha-
nism to use. Frequent violations of the efficiency
or equity principles are justified by local elected
otficials on the grounds that it is important to get
new transportation service instituted; selection of
taxing procedures that are viewed as politically
salable has higher priority than theoretically sound
economic principles that, if followed, might prevent
imposition of the tax at all.
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Administrative Simplicity

One criticism of complex formula-allocation pro-
cedures for sharing the operating costs of a transit
system among jurisdictions is that the administra-
tion of the financing allocation may be costly and
time consuming. Local elected officials may have
difficulty in predicting the tax effects in a situa-
tion where very complex financing rules prevail.
Voters may not grasp the incidence of transit fi-
nancing where complicated cost allocation occurs.

Openness to Public Scrutiny

Related to the concept of simplicity is the cri-
terion that the financing mechanisms should be
available and understandable to taxpayers and the
voting public. In some of the c¢ities visited, the
financing sources and the allocation among jurisdic-
tions was well documented in newspaper articles that
had preceded crucial votes. In other cities, even
the local elected officials were not entirely clear
on the manner in which funds were allocated among
jurisdictions.

Economy in Implementation

In the case of the allocation formula used in
Washington, D.C., its complexity requires the annual
expenditure of over $1 million for data collection
alone. Precision 1in information can at times be
very costly. The introduction of regionwide fi-
nancing arrangements that do not require such a
wealth of detail of disaggregated information may be
cost effective. Another aspect of economy in opera-
tions is the cost saving from the use of an existing
tax source, rather than the creation of new tax col-
lection mechanisms, special taxes, or the like.
Systems that collect funds through statewide
sources, such as the motor-vehicle excise tax in the
state of Washington, are using previously estab-
lished taxes that do not add to the administrative
cost, except as the accounting of funds to the ju-
risdictions is concerned.

Sensitivity to Variations in the Fiscal Capacity of
Component Jurisdictions

Through historical accident or by fundamental dif-
ferences in economic base or political orientation,
neighboring jurisdictions frequently exhibit very
diverse fiscal capacities. Tax bases differ. As-
sessment rates and practices differ. If a transpor-
tation region includes two or more states, tax laws,
constitutional 1limits on debt, and statewide tax
levies may differ considerably between the component
jurisdictions. Financing arrangements must be in-
genious enough to take into account these dif-
ferences and permit an amicable distribution of fi-
nancial responsibility. In cases like Albany, New
York, where wide variations occur in the ability to
pay (from the wealthy suburbs to the much less
densely populated rural areas and the inner city),
much use is made of statewide financing. This prac-
tice reduces the need to confront the fiscal-capa-
city issue at the local level.

Inflation-Proof Revenue Sources

One problem that has been handled with varying
degrees of success by the various metropolitan areas
is the issue of deriving a funding source whose re-
ceipts keep pace with the region's increases in the
cost of living. 'ransit costs are particularly vul-
nerable to inflationary pressure. A very high per-
centage of operating costs are labor costs. The
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typical system usually has labor costs that amount
to at least 70 percent or more of total operating
costs. Since most of the major city transit systems
engage in collective bargaining with organized
labor, the practice of including cost-of-living es-
calators into labor contracts is widespread. The
cost-of-living clauses generally include a cap, and
thus do not advance to the full extent of the con-
sumer price index (CPI) adjustments. Nevertheless,
many clauses build in sizeable cost increases for
the transit operation. Even a cost-of-living ad-
justment based on 0.6 of changes in the CPI is sig-
nificant when the wage bill is 70-80 percent of
total costs.

The escalation in transit costs can be met if the
revenue sources also expand with inflationary pres-
sure. There are several ways in which such tax es-
calation may occur:

1. Revenue sources such as sales taxes auto-
matically increase receipts as the scale of economic
transactions in the area increases,

2. Rules can be built into the tax structure to
allow for expansion of rates automatically, and

3. The local governing bodies may be called on
for renewed appropriations for transit support based
on evidence of cost increases.

This final method leaves the discretion in the hands
of the elected officials and is the most common
practice. The disadvantage 1is that the planning
horizon is foreshortened because one cannot predict
with certainty the outcome of crucial local votes.
For systems that are unable to build in revenue
sources that escalate with the pace of costs, the
alternative is retrenchment of service or, in some
cases, the development of alternative subsidies. In
the case of the Washington, D.C., metropolitan
transportation region, cost escalations in building
the new subway system have forced the development of
alternative financing arrangements. To date, the
principal source of relief has been special legisla-
tion passed by Congress to augment the basic federal
assistance available from the Urban Mass Transporta-
tion Administration (UMTA) (legislation that in-
cludes debt guarantees, for example). Again, cities
have frequently been compelled to turn to higher
levels of government to solve problems based on the
inability or unwillingness of local services to pay
for the growing transit deficits.

Stability and Predictability

When multibillion-dollar capital investment programs
are undertaken by regional transportation authori-
ties, they have created an important fiscal partner-
ship between federal, state, and local agencies.
Financing of this large block of capital can be done
through conventional money markets only if the reve-
nue source that will retire the debt is demonstrable
and predictable. The vagaries of decisions about
authorization legislation weigh substantially in the
minds of would-be lenders. Hence, it is financially
advantageous to have developed stable and predict-
able sources of financing. The advantages are ob-
vious: lower lending rates, less dependency on
municipal corporate ratings (which have suffered in
recent years), and the ability to raise money to
solve initial cash-flow problems that frequently
arise in waiting for federal or state financing.

In some cases, the issue of stability and pre-
dictapility is couched in terms of a test of the
political will of a region to finance the operations
of a system on a long-term basis. The amortization
of capital costs is based on commitments made at a
single point in time, whereas the decisions about
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the scale of operations can bpe adjusted incremen-
tally based on the political judgment at various
points in time. Where this issue arises is in cases
such as the Washington, D.C., Metro subway system,
where skeptics have raised the issue of whether the
electorate wants to support a system with as large
implied capital and operating costs as was origi-
nally designed. To some extent, the two issues are
intertwined. The larger the scale, measured 1in
capital terms, the higher the operating funds needed
to sustain the system. The fear is that the system
may be designed on too large a scale, and segments
yet to be built will be abandoned; or, worse still,
service will be abandoned even after a line is in-
stalled. One may point to cases where high capital
investment was not sustained by operating funds, and
the project was terminated. 1In the case of Bradley
International Airport, for example, capital facili-
ties For commuting are not used because of a lack of
operating funds.

Sensitivity to Variations in Demand for Transporta-
tion Services

Sseveral of the systems noted problems in adjusting
financing arrangements to changes in demand for pub-
lic transportation. For example, sudden modal
shifts sparked by the energy crisis have strained
existing peak-~hour capacity. The scale of system
operations cannot be increased without causing im-
portant increases in the deficit for operation. A
capital constraint may also exist, but the stag-
gering of commuter runs can bring about more-ef-
fective or Dbetter-balanced use of equipment if
operating costs are covered. The problem liss in
the fact that city and state budgets are technically
locked in by collective bargaining provisions. The
use of part-time drivers, for example, is not pos-
sible in some cases. Cities such as Seattle and
Washington, which have been successful in negotiat-
ing provisions for a flexible labor supply, with
part-time staffs permissible, find it easier to cope
with unexpected variations in ridership.

Financing formulas that gear funding of the
deficit to demand-related variables (such as rider-
ship, vehicles hours of service, or fare-box
revenue) are better able to cope with this problem.
Some systems have built-in guidelines that suggest
that the fare-box revenue should be maintained at a
constant or increasing fraction of operating costs.
The state of Maryland, for example, proposes to re-
imburse the Washington Metropolitan Area Transporta-
tion Authority based on an assumed fare-box recovery
of 50 percent.

Compatibility with UMTA and Other Federal Guidelines

In order to comply with federal financing guide-
lines, local jurisdictions must be able to raise 50
percent or more of the operating cost toward which
UMTA is also contributing. Where some systems have
found this a difficult chore in the context of
multijurisdictional financing, use has been made of
federal revenue-sharing funds (Northern Indiana Com-
muter District), of diverted highway funds under the
Federal Aid to Urban Systems (FAUS) options (as in
the case of Washington), and of private-public
joint-venture financing (as in the case of subscrip-
tion service purchased by condominiums in Melbourne,
Florida). These less-usual forms of local financing
are the exception rather than the rule, however.
For the most part, jurisdictions solve the problem
by raising funds from general revenues. In some
cases, the funds are from earmarked sources that are
dedicated for transportation purposes. Any inter-
ruptions, therefore, in the flow of local funds
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threaten the continuity of federal support. In the
case of Norfolk, for example, threats of possible
loss of potential funding induced the city, somewhat
unwillingly, to join a very large, farflung regional
transporation system.

Special federal regulations, such as required ex-
penditures for facilities for the elderly and
handicapped, add new strains to the need for local
funding. Since the use of facilities for the
elderly and handicapped may not follow the same pat-
tern by subjurisdiction as does the overall system
ridership, new allocation formulas are sometimes
called for to apportion this extra cost equitably.
New federal concerns have occasioned unexpected
costs, and local requirements must adjust accord-
ingly. Officials of Montgomery County noted that it
was cheaper to forgo federal operating or capital
assistance for the locally run Ride-On system, pay
nonunion drivers considerably less than would be re-
quired by federal financing, and run the system in a
more economical fashion.

To comply with UMTA stipulations, multijurisdic-
tional systems that receive federal assistance have
in the past had to pledge "maintenance of effort"
such that federal funds do not simply replace pre-
viously contributed local funds. Some financial
specialists for the systems interviewed expressed
concern that maintenance-of-effort requirements
would be placed in jeopardy if a major jurisdiction
were to break away from a consolidated, multijuris-
dictional financing arrangement. Examples of
smaller systems that have broken away from previous
multijurisdictional arrangments are the «case of
Fairfax City, Virginia, which withdrew rail capital
contributions from Metro when changes occurred in
the allocation of subway stations; the case of Mel-
bourne, Florida, where a jurisdiction left the re-
gional transit configuration; and the case of Pea-
body, Massachusetts, which also opted out of the
commuter system. South Bend, Indiana, expressed
concern that one of its lessees, Mishawaka, might
withdraw its support from Section 5 of the National
Mass Transportation Assistance Act of 1974, as well
as its local share, and thus throw into question the
compliance with maintenance of effort. Thus, the
ability to raise revenues through the taxing power
of a consolidated government, as in the case of Dade
County, or through earmarked, statewide taxes (as is
true in California) eases the problem of securing a
maintainable level of effort.

Congressional initiatives now call for stable and
predictable local funding sources as a prerequisite
for continued federal funding. One of the concerns
to be addressed is whether tax sources must be ear-
marked specifically for transit if they are to con-
stitute a stable and predictable basis of support.

In most of the systems studied, 1little prior
thought was given to the relationship between the
financing mechanism and the subsequent impact on
future decisions regarding fare levels, cost con-
trol, or marketing to increase patronage. The ex-
perience of the various systems suggests that there
will indeed be some causal relationship between the
type of financing available and these management de-
cisions.

Fare-Box Polic

Many of the systems interviewed had an implicit sub-
sidize-as-you-go policy. No firm policy set fares
to rise as deficits increased. As deficits mount,
fare-box increases were not expected to absorb any
given fraction (much less the total) of cost in-
creases. Given the escalation of costs and fairly
constant yields from fare-box and other operating
revenue, the result is a sharp upward trend in local
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and federal subsidies required to sustain transit
operations.

Several systems reported, however, that they were
under pressure to increase fares and had done so
without injuring ridership rates. 1In only one sys-—
tem interviewed (Washington) was there any policy to
keep revenues from fares and other operations at
some set percentage of the operating costs (or defi-
cits). In two systems (Washington and Norfolk)
fares were credited to the jurisdiction that gen-
erated the fares. Higher fares would automatically
result in lower subsidies required from the juris-
diction.

Several financing specialists in the transit
authorities interviewed felt that UMTA had in-
fluenced the authority to keep fares low. They felt

that this policy was in response to the concerns of
the transportation-disadvantaged ridership and was a
partial justification for continued federal support
of operating assistance. Clearly, the specialists
felt no responsibility to maintain fares at a given
percentage of costs simply based on federal require-
ments.

Cost Control

In most cases the link between financing arrange-
ments and cost control was direct. The financing
must be agreed on annually by the regional body or
by the component jurisdictions, and budgets set by
the board of directors of the authority had the ef-
fect of providing the general limits on spending for
the transit operations. In most cases the board of
directors was composed of local elected officials,
who would in another capacity have to vote for sub-
sidies to the transit company if necessary; there-
fore, on the surface it appeared that the deci-
sion-making process provided considerable incentive
for cost control. In Seattle, for example, the
newspapers carried articles that condemned the local
transit (and implicitly the local officials who
served on the board) for unexpected cost overruns in
the rebuilding of the street-level electrified bus
system.

Several factors tend to weaken the 1link between
financing decisions and cost control. In most of
the systems studied, recent collective bargaining
agreements build in cost-of-living adjustments that
automatically increase compensation to the work
force whenever there are upward movements in the
CPI. The ready availability of federal assistance
for capital expansion, coupled with the maintenance-
of-effort requirement, sets in motion a likely ex-
pansion of the scale of the system. Such growth (in
vehicles, route miles, and hours of service) calls
forth significant increases in operating costs as
the new elements in the system must be maintained,
staffed, and repaired. The result of system growth
without concomitant revenue growth has been notice-
able increases in deficits.

Nevertheless, the complex nature of organiza-
tional decisions has the effect of separating, in
place and time, those decisions that affect cost in-
creases (e.g., labor dispute settlements, selection
of neighborhoods to be served by transit, and
choices of capital stock) from the decisions about
needed subsidy. Local elected officials are fre-
quently told after the fact that they must cover ma-
jor cost overruns or face immediate loss of ser-
vice. [Local elected officials complained of being
misled at times by hopes that federal assistance
would materialize or that costs would not escalate
as rapidly as they did. Political jurisdictions
have found numerous ways to cover the deficit retro-
actively, and there are important political reasons
why they should do so. Transit companies create a

Transportation Research Record 759

lot of jobs. Termination of service would imply
loss of jobs--an unpalatable alternative in an elec-
tion year. Many low-income persons depend on public
transportation to get to their place of work; dis-
ruption of service could have important side effects
in reducing the productivity of the labor force when
companies have large numbers of transit-dependent
workers. Many elected officials have polled the
voting public sufficiently to become convinced that
positive votes for growth of the transit system will
be beneficial to gaining reelection. It is a later
administration that may have to raise the funds to
pay for increased operating costs. The short time
horizon of the 1local elected official may induce
positive votes on expansion of transportation infra-
structure, since the increased maintenance and up-
keep will not fall due for some time. In all case
studies, deficits have grown sharply over the last
five years. Rather than imposing expenditure ceil-
ings, elected officials have found methods to sub-
sidize the growth.

UNIQUENESS AND COMMONALITY IN FINANCING ISSUES

Most of the multijurisdictional financing arrange-
ments described in this report took shape in the
early 1970s or mid-1970s. Therefore, too 1little
time has elapsed to discern trends or find common
outcomes. The unique fiscal and topological aspects
of each metropolitan area played an important role
in determining the choice of revenue source and the
basis for agreement among the jurisdictions. It is
difficult to transfer one system to another. Table
1 presents background information on multijurisdic-
tional public transportation financial arrangements
in the eight cities studied.

As can be seen in Table 2, deficits have grown in
all systems studied. Public takeover of previously
bankrupt or near-bankrupt private companies has been
accompanied by service expansions, and unit cost
increases are associated with inflation of transit
costs at rates higher than cost-of-living increases.

Again from Table 2, one notes that the deficit
inCrease is more pronounced in the early 1970s and,
in many cases, doubled or trebled between 1973 and
1977, Later increases between 1977 and 1979 show
constrained growth, particularly in systems that did
not have dedicated revenue sources.

Several 1levels of government have shared in
making up the operating deficit. Increased avail-
ability of federal and state funding is shown in
Table 3. The role of local jurisdictions has tended
to diminish as states and the federal government
have offered more support for operating deficits.

If one tendency appears to be a common pattern,
it is that each jurisdiction is 1likely to overspend
local resources and to look to the next-higher level
of government to contribute disproportionately to
further growth of the system. Two or more adjoining
cities wholly within a state are likely to propose
confederated financing linked to the carrot of state
subsidy. Multijurisdictional systems that cross
state boundaries are 1likely to require special
federal support, as in the case of the Washington
metropolitan area.

Transit officials interviewed perceived strong
economic incentives for developing multijurisdic-
tional regional financing arrangements that permit
the growth of a metropolitanwide transit system.
Each of the multijurisdictional arrangements dis-
cussed offered a considerably larger and more com-
prehensive set of transit services, as compared with
an earlier period when separate systems operated as
individual private companies or as individual
city-owned systems. None of the systems were eager
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Table 1. Nature of multijurisdictional public

_ ) . N Revenue Source for Funds Formula Jurisdictions
transportation financial arrangements for eight study Nonfederal Share Earmarked for Cost Buy Levels
sites, 1979, Location of Operating Deficits for Transit Allocation of Service

Albany, NY General revenues, state No Specified shares of indi- No
operating assistance vidual counties are
spelled out in the state
legislation
Dade County, FL  General revenues No No No
Norfolk, VA General revenues No Yes Yes
Northern Indiana  State tax on leased freight Yes State legislation pre- No
cars, revenue sharing scribes amounts for
funds of counties each jurisdiction
Sacramento, CA Sales and fuel taxes, Yes Formula allocated by Yes
general revenues state
Seattle, WA Motor vehicle excise tax, Yes No No
sales tax
St. Louis, MO? Sales tax Yes No No
Washington, DC General revenues, highway No Yes No

fund transfers

2Data were given for the Bi-State Development Agency, which serves St. Louis, MO, and East St. Louis, IL.

Table 2. Index of growth of transit operating deficits for eight study sites.

Location 1973 1974 1975 1976 1977 1978 1979
Systems without
dedicated revenue
sources
Albany NA 38.8 39.4 73.2 1000 1134 NA
Northern
Indiana?® NA NA 58.8 76.5 100.0 93.8 NA
Dade County 28.9 47.8 71.3 86.2 100.0 1264 NA
Norfolk NA NA NA NA 100.0 105.1 107.6
Washington NA NA NA NA 100.0 110.5 133.7
Systems with
dedicated revenue
sources
Sacramento NA NA 76.9 88.3 1000 1239 118.2
St. Louis NA 34.3 58.5 76.8 100.0 130.1 154.9
Seattle 36.9 54.2 75:1 89.9 100.0 120.1 1299

3pata were supplied only by Gary, IN,

Table 3. Sources of support for deficit in selected study sites by jurisdiction.

Local (%) State (%) Federal (%)
Location 1974 1978 1974 1978 1974 1978
Dade County 62.3  39.2 37.7 60.8
St. Louis 100.0 56.1 0.0 10.9 0.0  33.0
Northern Indiana®  49.9  37.9 5.4 14.7 44.6 47.3
Albany 16.7 24.4 58.9
Seattle 94,5 0.1 5.4
Norfolk 42.8 5.0 52.2

2Data were supplied only by South Bend, IN.

to split again into the smaller units they had once
served. 1he economies of regionalized solutions
were perceived to be considerable.

The following advantages of the regional basis
for service were illustrated in the case studies:

. 8haring of management costs (all systems),

. Sharing of maintenance costs (all systems),

. Improved planning capability (all systems),

. Improvement of route alignments (in Albany,
for example, routes of the individual cities did not
end at the terminus of the next city's routes, so
intercity travel had been difficult),

5. Opportunity to integrate bus and light rail
systems (Washington and Miami),

6. Opportunity to share the tax burden to sus-
tain major capital improvements that one city could
not afford alone (all systems),

7. Increased ability to attract federal funds
(Norfolk), and
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8. Increased visibility of the transit system,
improved marketing capability, and ridership growth
(all systems).

The largest systems, whose very size, complexity,
and frequently interstate nature compounded problems
of management, had the most difficulty in taking ad-
vantage of these economies. In the case of Washing-
ton, for example, one county had found it less
costly to set up its own independent bus service,
despite the fact it was already a contributor to the
regional system. The latter proved to be advan-
tageous principally for long-haul commuting traffic
rather than for internal circulation within the
county.

Dedicated Revenue Sources and Centralized Transit
Authorities

Dedicated revenue sources and centralized transit
authorities result in improved ability to plan and
achieve capital acquisition. Spokesmen for transit
agencies that enjoyed dedicated funding sources
(either through an earmarked tax or through passage
of revenue bonds) thought that they had achieved a
considerable advantage in negotiation with banks for
interest rates, in maintaining the proper cash flow,
and in ability to demonstrate local commitment as
matching money on gaining federal capital as-
sistance. This point was made in Dade County, where
bonds passed in the early 1970s provided needed
funds; in Seattle, where a series of dedicated taxes
financed capital acquisitions; and in Sacramento,
where considerable improvement of service to out-
1ving areas has come from the state-collected ear-
marked sales tax revenues.

The advantages of having a dedicated revenue
source are that leading agencies can predict ap-
propriate amortization schedules and can increase

the credit rating of the transit authority and thus
charge lower interest rates.

Dedicated financing sources and centralized re-
gional authorities run greater risk of high-cost
operations. Systems such as that in Norfolk, which
depend on annual appropriations by the five partici-
pating jurisdictions and where there is no dedicated
financing, exhibited the highest ratio of fare-hox
receipts to total operating costs. Cities such as
Seattle and Sacramento, which have tax funds ear-
marked for transit, had the highest deficits. Such
a comparison should be qualified by the fact that
passage of a dedicated tax may be evidence of higher
demands for transit; the larger deficits may be
simply a reflection of the political judgment to
have a higher cost and more extensive system.

Cost-control issues are closely tied to the pat-
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tern of interjurisdictional decision making: Where
the formulas build in an incentive for cutting back
service to non-revenue-producing areas, cost per
passenger mile can be minimized but at the expense
of service to less-dense areas and suburbs. Where
there is regional financing and service allocations
are made on the basis of systemwide criteria (as in
the case of Seattle), cost may be allowed to climb
in an effort to develop nigher levels of service and
eventually generate high patronage, In the short
run, costs per passenger mile are higher.

Deficits have been growing faster than the CPI in
all the cities studied, but cities that have put
transit financing on a "buy what you can afford"
basis have succeeded in limiting the growth of the
deficit by comparison with cities that have dedi-
cated revenue sources. Deficits grew by an average
of 34 percent in the period 1977-1979 in cities that
have dedicated revenue sources but only grew by an
average of 14 percent in cities that have subsidy
support from annual appropriations.

Few cities attempt to match cost increases with
fare increases, and the inevitable result in an in-
flationary era is the growth of deficits as a frac-
tion of total operating costs. Several cities re-
ported that UMTA had urded them to refrain from ma-
jor fare increases. In most cities, fare increases
were considered politically unwise. However, some
cities (Miami, Washington, and Seattle) had ex-
perienced fare increases with no accompanying de-
cline in ridership. As the fiscal crisis deepens,
more cities appeared to turn to this method of
covering costs, but fare increases were modest by
comparison with the rise in cost. 1In cities such as
St. Louis and Seattle, where the earmarked sources
generated more revenue than was currently used, in-
centives for cost control appeared to be less.

Dedicated revenue sources for supporting transit
are an outgrowth of higher levels of political sup-
port for transit and higher ridership as well as a
reflection of per capita income of an area. Cities
such as Seattle, Portland, Houston, and Sacramento
reflect a protransit orientation of voters and local
elected officials; they have consequently been able
to pass dedicated taxes (locally or at the state
level). Cities such as the Virginia communities
that have rejected transit financing bills are more
likely to be automobile oriented or less likely to
have the journey to work end in the central business
district.

Cities where sentiment for transit improvements
is mixed (e.g., Miami) have either had close votes
that narrowly passed transit financing bills or have
been unable to pass dedicated financing arrangements
at the local level (northern Indiana). The degree
of popular support for transit may explain the
presence of dedicated, or at least stable, financing
arrangements.

Dedicated transit revenues do not in and of them-
selves ensure a stable and predictable revenue
source. Contrary to popular belief, the availa-
bility of a dedicated source of transit revenue
(such as an earmarked sales tax) does not guarantee
the availability of funds to cover operating defi-
cits. In the case of St. Louis, for example, the
earmarked tax may be used for a number of alterna-
tive transportation purposes and must be signed over
by the component jurisdictions. Their failure to do
so has caused several cash-flow problems for the
transit authority. Further, earmarked revenue
sources may be subject to cyclical fluctuations
(such as variations in tax receipts from a statewide
freight car leasing tax in northern Indiana). Ear-
marked revenue sources must be responsive to infla-
tion to be adequate and stable revenue producers.

On the other side of the issue, stable and pre-
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dictable revenue sources may come out of an annual
appropriation process where the political dis-
position is in favor of transit. The Capital Dis-
trict Transit Authority in Albany, New York,
receives considerable state assistance and has been
able to acquire needed buses, expand service to
suburban and rural areas, and conclude labor nego-
tiations in an atmosphere of ensured financing, be-
cause the legislature has been supportive of transit
improvements both in the Albany area and elsewhere
in the metropolitan centers of the state. The
stabilizing element is the political necessity of
raising large nonfederal contributions from the
state legislature to match the federal assistance
that goes to New York City. To collect enough up-
state votes, the bills also include sizeable sums
for cities outside the New York City area.

Finally, no earmarked tax is perpetually useful
for supporting transit in the absence of political
opposition. The Washington state 1legislature has
the power to eliminate the dedicated motor-vehicle
excise tax if it so chooses. Voters in Miami came
close to reversing a bond issue vote in favor of
transit.

Alternatives to the Dedicated Transit Tax

Alternatives to the dedicated transit tax are the
allocation of subsidy among component jurisdictions
by formula (Washington, Bostecn, and Norfolk) or by
legislative fiat (Albany). The use of a prescribed
formula to allocate costs among component jurisdic-
tions has been a frequent method of handling the
cost-allocation problem. In one city (South Bend)
costs were shared with a neighboring city on the
basis of the ratio of assessed property values.
Such a formula has little relationship to demand or
supply conditions that relate to transit and will
probably change over time. More common is a formula
that links relative costs or system inputs with the
relative contributions made by the component juris-
dictions. For example, local shares for the captial
costs of the Washington Metro subway system are
built around a formula that involves station stops
and other input variables.

A more economically defensible basis for the
formula is the netting out of fares collected within
a jurisdiction against the cost of service given to
a Jjurisdiction. Thus, a marginal cost-of-service
pricing policy makes sense from an efficiency stand-
point. However, even in this case it is difficult
to settle certain knotty problems:

1. How 1is service that 1is provided simulta-
neously to several cities (as on a long-haul
commuter run) to be divided among the cities?

2. How are joint costs (e.g., maintenance and
planning) to be allocated to the component juris-
dictions, particularly in cases where the relative
amounts of service vary widely among jurisdictions?
Norfolk started by dividing these costs equally
among the jurisdictions, found this unworkable, and
eventually allocated on the basis of the number of
peak~hour vehicles operated within a jurisdiction.
Here again, it is difficult to attribute vehicular
use to particular areas where there 1is a lot of
cross-commuting.

3. Which is more important in defining the re-
cipient area: residence of passenger, workplace of
passenger, or current location of passenger?

4. How are fares to be credited when transfers
are purchased?

5. How are discounts to senior citizens or
school children to be apportioned among juris-
dictions?
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The final determination of the appropriate formula
is a political issue that, for the most part, is
settled by compromise among the representatives of
the participating jurisdictions in the forum of the
transit financing debate. There are no right for-
mulas, only more-durable and less-durable formulas.
Formulas that rely on indicators that are indepen-
dent of supply or demand for transit (e.g., relative
population, relative property values, or relative
taxing capacity) are more likely to become anach-
ronistic and require renegotiation. Formulas that
allow for changes in service levels to be reflected
in the cost-allocation formula will be acceptable
for 1long-run arrangements (as in the cases of
Washington or Norfolk).

It would appear that earmarked, regional transit
taxes are difficult to pass. Repeated defeats in
Indiana, rejection of the local-option sales tax by
the Virginia legislature, and the delays in gaining
Illinois support for the St. Louis financing ar-
rangement are evidences of the problems to be
anticipated. In many states new legislation limits
the growth of local taxing (such as property tax
freezes in California, constitutional debt ceilings
in many states, and even the limitation of tax re-
ceipts in Prince George's County, Maryland). These
restrictions place artificial barriers in the way of
raising local tax money in support of bus lines or
rail systems.

Formula-allocated deficits are less visible to
the voter and have been instituted in a number of
cities. They are likely to be the principal vehicle
for allocation of costs in multijurisdictional sys-
tems in the future. The formulas allow for yearly
political votes on the level of service desired and
leave considerable control in the hands of local
elected officials.

Local Autonomy

Local autonomy sometimes conflicts with the goal of
a rational, regional system, and different areas
choose financing plans based on the relative impor-
tance of these criteria. There is a conflict in
permitting local decision making regarding service
levels and the degree of financial support with the
ideal of a regional system. Areas that are totally
regionalized and permit no financing decisions on
the part of the component jurisdictions gain the ad-
vantage of being able to plan for a sensible re-
gional system without the necessity of responding to
local issues. However, the relative independence of
the transit district from the local units of govern-
ment removes decision making from the hands of local
elected officials, who are likely to lose interest
in the transit operations unless sufficiently
consulted. The degree of coordination with other
groups (land use planning, local elected officials,
and school systems, for example) is a matter for
management discretion rather than financial neces-
sity. Independent agencies (such as Seattle's
Metro) came under pressure of takeover by political
units, as exemplified by King County's interest in
taking over responsibility for public transportation
in the area.

Systems that go to the other extreme and allow
each component city to buy the level of service it
feels it can afford (e.g., Norfolk) lose some of the
advantages of regionalism. Buses may run half full
but with closed doors through some neighborhoods, so
that the city is not forced to share some of the
cost of the commuter run. Planners may be unable to
experiment with the development of new routes and
service options if the local governments do not feel
willing to finance the experiment.
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Trade-Offs Involved

A trade-off is involved in the decision whether to
have close voter control over the major transit
financing decisions or to have an ensured continuity
in financing arrangements by locking in a dedicated
revenue source. There appears to be a perceived
conflict in the minds of transit planners over
whether to have close voter control, which may re-
sult in transit financing setbacks or a financing
arrangement that is obscure to most of the general
public. Frustrated by several failures to enact
dedicated transit taxes in Indiana, the Northern
Indiana Commuter Transit District succeeded in
passing the dedication of a little-known existing ad
valorem tax on the leasing of freight cars. In some
cities (e.g., Albany, Norfolk, and St. Louis) voters
had no opportunity to vote on capital financing is-
sues because the funding sources from the state were
sufficient to provide needed funds.

In scme cities, transit votes have received wide
press coverage and have been major political is-
sues. This was true in Seattle at the time of the
enactment of the regional sales tax and also in
Miami, where voters narrowly affirmed the desire to
go ahead with completion of the subway system.

Experiences of Cities That Have Multijurisdictional
Financing Programs

The experiences of the cities that have a history of
multijurisdictional financing offer some important
lessons to cities that are considering implementa-
tion of such a financing program. Once initiated,
it is difficult to alter the financing arrangements
or the basis for formula allocation. These agree-
ments, when put into practice, will benefit some
jurisdictions and work to the detriment of others.
For example, if population of the Jjurisdiction is
put into the formula, cities that experience growth
will pay a larger share of the operating deficit as
time goes on. To change the basis of the formula
is, consequently, a =zero-sum game, where one side
benefits only at the expense of another jurisdic-
tion. Improvement for one Jjurisdiction hurts
another, and the potentially losing jurisdiction
will try hard to block any change. The process of
negotiating is itself destabilizing, as it intro-
duces possible delays in payments and cash-flow
problems.

Another lesson to be learned is that political
consensus in favor of transit development is a
necessary Precursor to any workable financing
scheme, however hidden from voter scrutiny. More
important than an earmarked revenue source for the
stability and predictability of financing is a
strong political stance in favor of the transit sys-
tem currently in operation or proposed. Loss of
that political consensus in Dade County threatened a
capital building program that had "locked-in funds"
from a bond issue that had gained voter approval
several years earlier. The political consensus in
the New York legislature in favor of high levels of
transit service for the principal cities and suburbs
in the state has produced a stable and feasible
source of nonfederal matching funds. The fact that
the funds must be approved annually has not caused
any particular difficulty to the transit authority,
which has come to count on the availability of funds
from the state operating-assistance program.

Finally, the experience of the regional transit
systems studied indicates that increased attention
should be given to ensuring that revenue sources, of
whatever origin, have the following characteristics:

1. Expand with inflation,



20

2. Expand with increases in the demand for tran-
sit,

3. Provide built-in incentives for cost control
and restriction of service to nonproductive routes,
and

4. Restrict the number of decision makers who
must approve the pass through of funds from one
agency to another.

In the cities that have experienced the most serious
threats of service intecruption because of financing
difficulties (Washington and St. Louis), recurring
violations of these principles have caused difficul-
ties. Capital-contribution agreements in the case
of the Washington Metro have been for fixed sums;
with the onset of inflation these capital-contribu-
tion agreements have had to be renegotiated. This
process has proved time consuming and holds open the
possibility that one party or another will drop out
of the next round of f£financing. 1In both these
cities, decisions to fund must be made simulta-
neously by two state legislatures and by the local
goveri...ents involved. The multiplicity of decision
points can cause cash-flow problems, since the bud-
get cycles of the various groups differ. Political
differences among the jurisdictions can cause local
politicians to use the transit subsidy as a club to
extract policy concessions in its favor £from the
board of directors of the transit authority.

CONCLUSION

Multijurisdictional transit financing has been ap-
proached from many directions. Some jurisdictions
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act as independent units that buy services at a pre-
determined rate by using general revenues. Other
cities have adopted regionwide taxation, either
directly through local levies or by the earmarking
of state taxes collected in the areas. Some al-
locate service on the basis of financial contribu-
tion; others use a regional planning framework that
does not allocate specific amounts of service to
jurisdictions as such.

There is an increasing tendency to overspend all
local resources and to look to the next-higher level
of government to contrihute disproportionately to
further growth of the system. New fiscal impera-
tives may require the jurisdictions to reevaluate
the low-fares policy inherent in their programs or
to renegotiate local arrangements to accommodate the
higher costs of public transportation.
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Job-Related Employee Attitudes in Urban Mass Transit

HAROLD L. ANGLE AND JAMES L. PERRY

Early efforts of behavioral scientists interested in finding attitude-behavior
linkages on the job centered largely on job satisfaction. More recently, organi-
zational commitment has joined job satisfaction as a focal variable and, indeed,
shows greater promise as a predictor of both employee participation and worker
productivity. Nonetheless, job satisfaction continues to interest organizational
scholars, partly due to current societal concern about the quality of working
life. Neither concept, however, seems to have found a wide audience within
the transit industry. This research attempts to fill that void by assessing the
degree of organizational commitment as well as patterns of job satisfaction in
a sample of 1244 lower-level employees in 24 public mass transit organizations.
Cross-industry comparisons are facilitated by the use of standard measures for
which normative data are available. Contrary to the belief of some scholars,
lower-level transit employees do become committed to their organizations. On
the other hand, overall satisfaction levels were lower for transit employees than
for those employed in most ative c pations. The specific job aspects
responsible for dissatisfaction tended to be those related to the rewards and
employee treatment that are under control of the organization rather than the
nature of the work itself. In general, the unique pattern of job concerns found
among transit employees indicates that attitu<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>