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Testimony of WILLIAJ½. l3TANLIC'{ PARKER, Boston, Consultant 

of the National Resources Planning Board: 

MR. WEBBER: Why don't you go ahead, Mr. Parker, and tell 

us what you have got on your mind, bee au se I do not know 

enough about it to start asking any questionr::i. 

1'1JR. PARKER:. What I wanted to have a chance to discuss with 

you is the question of municipal reser'ves for rnunicipali ties, 

and perhaps, before arguing the validity of the idea, I 

will briefly state what I know of things that happened 

with it in the last few years. 

Up to 1937, so far as I arn aware, no state legislation 

permitted the setting up of lone; term mumicipal reserves 

of any kind: the budget wasan annual budget and they 

collected each year what they needed. There were a couple 

of items of overlay for uncollected taxes and emergency 

expenditures but there vms no continuing reserve that it 

was possible for a municipality to collect. In 1937 

California set up what I think might be just about the 

first municipal reserve for a specific purpose. In other 

words, the;y would establish the fund as it were for a 

specific public work or type of public works and then 

they could deposit into that fund surplus of unexpended 

ba,lances or what not or vote new appropriations for a 

public work that would be built later. In other words, 

it would be surplus financing, for public works unstead 

of Raiting until they needed it and issuing bonds. 

At that same time, without any knowledge of· that 
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action, the State Planning Board in Massachusetts was 

considering the matter through its Committee on Public 

vlorks, of which I was Chairman, and in M.arch,1938, they 

approved the report I developed and my committee wbmi tted, 

urging the need of municipal reserves and of a long-time 

reserve for a rainy day, not a special reserve for a 

particular project but a reserve for assistance in time 

of financial stress. In 1939 we submitted that to the 

Legislature in Massachusett:s in order to have it referred 

to the next general court, which we knew would happen 

to that legislation the first time it was submitted. 

In 1941 a good deal happened. The California legislation 

was somewhat revised. and New York State came through 

with quite similar legislation. The California legislation 

was limited to a five-year period: the New York legislation 

had no limit in the time; it was legislation that permitted 

municipalities to set up funds either for a specific 

public -work like a hospital or a school or a thoroughfare 

or for types of public legislation like sewers or schools 

and put funds aside for that purpose. Those funds, as 

in the California legislation, were considered trust 

funds and were administered under the laws governine; 

trust funds and with the r➔ arne penalties. In 1941 also 

a very conservative New York lawyer and a leader in the 

finance committee submitted to a conference in Connecticut 

a plea of which I have a copy, arguing in favor of the 

desirability of municipal reserves. 
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The Massachusetts report says any such reserves 

must be protected against suits. His report differs 

from the Massachusetts report. The Massachusetts report 

admits it must be done and makes the first attempt to set 

up the formula by which protection can be accomplished. 

Also in 1941, in November, Governor McGrath of 

Rhode Island before a full meeting of the New England 

Council made a very strong appeal for both State and 

municipal reserves as a sound financial procedure. I 

have a copy of that here. Also in December, 1941, the 

Council of State Governments issued a report strongly 

favoring municipal reserves, and in 1942, a few months 

ar:,o, the emergency legislature in Massachusetts substantially 

paralleled New York and California legislation by an 

emergency legislation that permits municipalities in 

Massachusetts to invest in defense bonds or other federal 

bonds to not exceeding one dollar on the tax rate or 

one-tenth of one per cent of the valuation for the 

preceding year, to be spent for public works, any kind 

of public works, after the war is declared over. That 

is temporary legislation, but it is substantially the 

same thing as the New York legislation except you do not 

have to specify a public worl{s of any particular kind: it 

is a blanket investment, purely permissive legislation, 

and to what extent it has been taken ,"advantage of I cannot 

say, and I thin~ probably to a very slight extent, but I 



think in a few places. It didn't get onto the books 

until a week or two before most of the town meetings 
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were held in Massachusetts and after all the town budgets 

and finance comrni ttee reports had been set up, so that 

I think it was almost too late to be very much use as yet. 

In addition to these specific actions, I in my 

work in New Ene;land on the :Public Works Program have been 

in all the states, meeting a good many public officials, 

state and local, and I think it is fair to say practically 

everywhere I go I have found a definite impression of 

interest and a lot of people have got the idea of municipal 

reserves, that somehow or other they oue;ht to be permitted. 

Now that indicates quite a good. deal of water has gone 

over the dam in the last four or five years:i:in thinking 

in connection with municipal reserves. 

Briefly just to touch on some of the points, and 

then I hope you will shout questions. The idea seems 

to have been among legislators that they didn't trust 

legislators, that municipal governments could not be 

relied upon to expend reserves if they collected them 

for what they should be spent for. Nobody had attempted 

the somewhat complex job of laying down some kind of 

a formula or procedure that would protect the reserves 

so that they would be used for the ~urpose for which 

they were collected. It seems as if they said the 

municipal corporation is something different from the 

private corporation: it must go on a han~ to mouth basis: 

no other type of corporation does, but a municipal corporation 



5 

should. Apparently the only valid reason I have sensed 

is they simply didn't trust the ability of' municipalities 

to protect the reserves for the use for which they were 

devised, a,nd, so far as I am concerned, that is the only 

reason I have found that has motivated the general 

prohibition of municipal reserves. Now the general 

prohibition of municipal reserveB seems to have acted in 

this financial field the way it has acted in other fields: 

it rias brought about bootleg surpluses in many comrnuni ties. 

I have found in Nuw England in many communities an over­

estimatine of expenditures and over-estimating income in 

order to have some unexpended balances to tuck away sornr::,where. 

It has been by no means unconscious: 1 t has been franltly 

admitted. 

In 6onnecticut, where they have to wipe the slate 

clean every year, when the municipality makes up its budget 

it has to set off against the budget first any unexpended 

balances on hand and wipe the slate clea,n before they 

can fix up their tax rate and then they collect the balance, 

but they have no lee-way. One man told. me about the 

way they arranged things in their estimates so that there 

was n·oin,J to be cJuite e, tidy sum that wouldn 1 t be invested U C..J a 

because they knew there was a school coming along they 

want8d to pay for. Municipal offlcials are doing that 

with regard to bootlec; surplus as I call them which are 

unprotected. W11at I ma arguing for is a protected reserve 

that wilJ. be used for the purpose for which it ls intended. 



The result is they are collecting in many communities 

very substantial surplus1rns that have no protection and 
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can be used for anything any time. And not only do municipal 

officials act in this way, but State officials responsible 

for guiding and controling in some states the municipal 

financial procedure, which is done in quite a definite 

way in Massachusetts, even in I✓lassachusetts we find the 

spectmcle of the Tax Commissioner responsible for the 

enforcement of municipal tax legislation telling municipal 

officers they must not reduce the tax raten this year because 

they must set up a cushion against the future, which :Ls 

quite illegal. 

I thinl;: that this situation and the unfortunate 

reaction to it suggests the desirability of thinking 

pretty carefully as to whether a protected r4serv~ would 

be advisable that would do the job that is needed and set up 

a reserve for a rainy day. Now it seems to rne there are 

two kinds of reserves that are needed, the reserve for 

a rainy day which is to help carry normal maintenance 

expenses vrhen trouble comes and the reserve that will 

at least permit a municipality to do surplus financing 

for any l{nown need in the future instead of telling them 

they cannot put any money aside in their sock for that 

public highschool but that they must wait until they 

need it and then go to the banl{ and borrow money and 

pay interest on it. It seems to me it is un~easonable to 

tell a cornmuni ty that can afford to tax them selves in good 

times that thef IDNB::k cannot do it but must wait until bad 
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times come ana_ increase their public debt to get what 

they need. It does not seern to me reasonable. M 

Now the first kind of special reserve for a future 

public work is instanced by New York and California 

legislation. It is easy to draw up; nothinf.:: very subtle 

about it. You have those for guidance. The other is a 

more difficult type of reserve to provide. In my study 

of public works expenditures as Chairman of the committee 

of the State Planning Board I was led to re-read a great 

many reports I had read before, some of them, and see 

what policies we ought to sugt5est with regard to public 

works; and I came across the situation that had develppea_ 

in the thirties with the depression, where all the 

rnunic ipali ti es vrere in trouble and the f eaeral e;overnment 

was in trouble because all the municipalities were in 

trouble. After 1929 and 30, after the boom period of 

public construction, when the crack came the municipalities 

immediately pulled in their horns on public construction 

in order to have money enough left over for the current 

welfare, and I su SJ)ec t that for every dollar they cut 

down on their public construction they acquired another 

dollar of welfare as a result of that operation. In 

that couple of years the expenditures for construction 

by states and rnunic.ipalities shrunk two billions of 

dollars. At that time the construction of the federal 

government was about six hundred. m:Lllion dollars a year 

and the municipalities turned to the federal government 

to expand their construction in order to take up the two 



billions of slacls:. That was the problem that faced the 

federal government in the thirties, and they were just 

able with the:tr extremely large public works spending 

to bring the total public construction up to what it 

had been, and all that effort was not able in any way 

to offset the shrinkage in private construction. 
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Now the theory of public spending in bon~truction is 

that public construction should be increased in bad times 

to offset shrinkage in private construction to try to 

offset depreciation in private enterprise. Of course 

in municipal construction the curve is parallel to the 

curve of private construction: public consttuctlon is 

increased with private construction and public construction 

is cut down when private construction is cut down, mB.kin3 

the matter doubly bad in boom times and doubly bad in 

a depression. The countercyclical theory is valid and 

las been arged in all reports as the procedure for the 

federal government because the federal government can use 

income tax financing but the municipalities cannot. They 

have just applied the countercyclical theory to states 

and municipalities as well as the federal government without 

sensing the fact they just can 1 t do it because the 

municipal taxes come from real estate and in hard times 

they cannot indefinitely spend money and create additional 

debt, especially in many cases a,s in the serious depression 

of the thirties when the tax base was pulled from under 

them and whatever surplus borrowing power they had had was 

wiped out by shrinkage in values and they he,d no reserve. 



So it seems to me i.n all municipalities it should be 

mandatory that there be some municipal reserve. There 

is certain legislation aimed at requiring municipal 

reserves, and also in the same statute the laying down 

of the formula, a guiding principle of what determines 

how and when and to what extent that reserve should be 

9 

drawn on to ease the tax difficulty in times of financial 

stress. \:'Tith that in mind, it seemed to me it was necessary 

to devise a formula for such a statute that would include 

in the formula such indices that could be read in the 

municipal accounts of recent years that would determine 

whether or not a municipal financial situation was 

difficult and that formula would determine whether or not 

they could pull out from the reserve. In that formula 

asfinally developed three indices were selected. They 

are the ones that have been suggested and seem to relate 

themselves directly to local financial depression conditions, 

and, since that is a municipal reserve, the formula must 

be indexed to local conditions and not general. 

The three indices ·we used were, first. assessed 

values: they rnove solwly in relation to a_epression and 

boom conditions; in the thirties thGy moved very seriously 

and critically on account of reaction from inflation of 

values that had been going on in the previous decade. 

If assed values stop going up they have an adverse 

effect: if they go down they have a double effect on the 

base on which taxes ca,n be assessed. If there is a drop, 
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the difference in assessed values multiplied by last 

year's tax would be a definite indication of the amount 

of taxes you ·wont be able to assess this year that could 

be assessed before. That will work out in a formula 

either to a plus or minus factor, either more taxes they 

can assess or less. Next is the percentage of taxes 

collected, which quickly reacts to depression conditions. 

If the percentage of taxes collected drops five per 

cent, then that five per cent on last year 1 s assessed 

taxes represents a definite loss. Again, if the percentage 

drops it becomes a minus factor and if it improves it 

becomes a plus factor. The third factor is the trend of 

total expenditures for welfare, which of course is very quick 

to respond to depression conditions. If that increases, 

it is a burden on the budget. 

Now each of these three is a plus or minus factor 

in the formula: the three added together will be either 

pilius or minus. With last year's experience on the books 

of a community, the treasurer in half an hour could work 

the formula off as soon asthe books are completed. We 

took the average of the two preceding years for the 

Massachusetts formula in order to spread the thing and 

slow up the effect. If the net result is plus and they 

are better off than in the two preceding years, they can 

put it into reserve. The suggestion was two per cent. After 

the budget is figured they add two per cent to the reserve, 

se that they are collecting 102 per cent, and in good times 
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they are overtaxin5 themselves to put something amide 

in the reserve. 

If the formula comes out minus, it means last year 

to that extent the budget was 150,000 in the hole worse 

off' than the average in the two preceding years. They 

are happy then if they can appropriate $50,000 out of 

the re serve in this next year iJb order to make it up a,nd 

help ease the tax rate situation and make it easier for 

them to continue their normal expenditures in the next 

year without increasing the tax rate. Thut is the whole 

substance of the formula. 

JY.LR. VvEBBER: Don I t you have to have a starting period 

to get some reserve built up before you allow the first 

vri thdrawals? 

MR.. PA.fl.KER: That might be. We didn 1t put that in. If 

you need the money and have got it you might just as well 

use it because you have to take it out of taxes if you 

can't take it out of reserve. Obviously you can't 

build up a reserve on a declining trend into depression: 

you can only collect the reserve, accumulate it under 

reasonably ample times. These current times are mixed 

in their plu sses and minuses. As you know, it 1 s not 

all hay. On the other hand, many communities I have 

bumped into in New England have been forced and have 

almost plaintively stated in their financial reports 

that they have been forced to reduce the tax rate because 

they coulc1n 1 t get men and materials to do :tu some worl{ 
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th~y needed and wanted to do, on account of priorities 

and the vrhole situation. That is the tendency our tax 

commissioners have been trying to compete with by telling 

thmm they a1"e missing out by not building up a reserve. 

The Massachusetts legisla.ture was very conservative, and 

there might well have been two or three times as much 

put in the reserve. One community like Greenfield, Mass, 

collected :~75 .,oco to :j~lOOt;;OOO on the present tax rate 

more than they could possibly spend on the budget. They 

could only put aside u.nder Massachusetts legislation 

~~25, 000 on the basis of investing in government bonds, but 

they could perfectly well have afforded to put $75,000 

in the re serve, and they hud 11 st c:,d a three or four 

hundred thousa,nd dollar high school to be built in three 

or four years, and. the only thing they could do was reduce 

their tax. 

That is the story in a nutshell. I have attempted 

to outline the ral idea of the Massachusetts bill 

which is the only one I know that has a reserve for a 

rainy day, except this statement of Governor McGrath. The 

Massachusetts report in 1938, which I am responsible 

for, as fs,r as I know is the only example of where an 

actual attempt has been made with a definite formula 

to do the job. 

MR. Vfl.GBBER: As I follo111 your discussion, if I get it, 

you recommend going beyond the permissive statute and 
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making it a mandatory reserve system on the formula? 

IV-JIL PAHIGI:R.: I do, In the first place it •will be all 

right as far as any individual community that does it 

under permissive legislation, it will help that community 

within its own limits, but that community just by doing 

it itself will not be spared the repercussions of 

depression conditions in the country as a whole, and 

the only ,,1ay you can get the curnule,tive value of a 

financially should municj.pal pEocedure in this country 

would be by making it nationally in all the states a 

mandatory proceclure. That is the only 1·ray to protect 

the national budget as I see it. The cl.ifficulty is 

that in the past ten years everybody has been ~orried 

about the increase in the federal government, they have. 

been looking at the federal government ana. they have 

not been looking at the reason for it which was the 

unsound local municipal financial condition which 

imposed that two billion a.ollar depression item in 

construction alone caused by the rrnlmiclpal financial 

conc1i tion, and if in any depression we have got to look 

forward to that sarne result, to the unsecurity in this 

large field of municipal finance and the whole problem 

of depression has got to be passed onto the federal budget, 

it seems to me tb.ere is a very serious weakness in the 

whole economic situation. 

NtR. VTE;BBER: Let me a,slr you this, Mr. Parker: You are 

workine; for a United States government ae;ency'i 
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MR. PAPJ\ER: This is incidental to my work because my 

work is to assist states and municipalities in all the 

states to set up long-range capital budgets, long-range 

financial programs. This is looked upon by the National 

Resources as an important matter to be given very careful 

consideration and study in all the states. It is related 

to my principal subject, which is to assist in setting 

up a long-range program. 

Ivff?.. WEBBER: What is the National Resources -- a branch 

of the Treasury? 

MR. PARKER: The National Resources Planning Board is 

a planning agency attached to the executive offices of 

the President. 

MR. HlLDRE'rH: That is the one headed by Victor Cutter'? 

MR. PARKE1::t: Mr. Cutter is the head of the regional 

office and Frederick Delano of the national. I work 

through Mr. Cutter on the National Resources Planning Board. 

This matter is before a similar committee to this: the 

Statute Revision Committee in Connecticut 1 and I have 

been invited to take it up with them and I hope I will 

be able to do so at some meeting before long. I am 

tryin[; to get it consid.ered in Massachusetts, but there 

is no recess cornrni ttee, apparently, authorized to talce up 

this kind of matter unless the Governor directs it to 

somebody. In Manchester I talked with the Bank Management 

Conference. I think C+overnor Blood put through the first 

long-range State capttal budget in the country last year. 
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CHAIRMAi\J DOW: Supposing this were permissible legislation 

or mandatory legislation and I was one of the assessors 

in one of these Maine towns, wouldn't it be possible for 

me to so monkey with the three factors so I could escape 

the lB,w? 

MR.. P ARKJI:R: That has been asked by a great many, and I 

su35ested they try it, and they agree they don't see 

how it could be done. The only thing you could do would 

be to pull yourself down in the mire, because your experience 

that year relates to two preceding, years and it has got 

to get progressively worse. 

C11AIRMAN DOW: Your answer would be they might for a 

while but eventually it would catbh up? 

MR. PARKEF.: You would catch up with yourself pretty 

quickly. 

(Off record) 

lVJR. WEBBER: As a practical rpatter, the only thing I 

have been able to think of trw,t might occur in a state 

like Maine where local self-government is clung to with 

such strength, a mandatory provision might not be taken 

too kindly even if we rnie;ht all agree it was the best 

thing. 

IvlR. PARRER: As a matter of fact, out west to rnalte it 

mandatory would need changes in some of the state constitutions. 

It may be a matter of popular sentiment in some of the 

eastern states. I have been told by legislative counsel 

and the Attorney General in Massachusetts it would not 
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require any chance in Massachusetts to rnake it mandatory. 

I think Massachusetts goes further than many states in 

the matter of control of municipal finance: I think it 

has a very elaborate and definite control. The Tax 

Commissioner is telline; them they must keep their tax 

rate up, but he admits that doesn't control -- that is 

his own judgment. 

lvffi. WEBBER: To show you the amount of control your 

municipal groups have in this state, if I arn correctly 

informed the municipal audit control was emasculated 

recently by municipal pressure groups, and there was 

a difference of opinion as to whether that was a 

forward-looking step. They do exert quite an influence. 

MR. P.A.f~(ER: I think that is a factor that has got to 

be taken into consideration. You were asking me whether 

I was in favor of permissive or rnande,tory legislation. 

As I said, from the point of view of the possibility 

of getting e,n improved municipal financial condition it 

would warrant mandatory legislation in rny opinion, but 

I am perfectly aware in many states it might not be 

possible at first. 

IYIR. WEBBER: Flus some education. 

:MR. PARK.ER: l'lus education. The fundamental principle 

in the Massachusetts r13port was the need of stabilizing 

municipal expenditures in order to stabilize a very 

large stratum of public expenditures in the country, which 

is a stabilizing force in depression times. At the present 
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time they will go haywire parallel to the trend of 

private enterprise and that just means that the trend 

in public expenditures tencls to make things worse. To 

my mind it is inevitable as a practical matter to get 

the countercyclical theory adopted in municipalities, 

to spend more in depression times and less in boom times. 

The stabilized trend is something a municipal official 

can think of, especially if you adopt a six-year program, 

la;ying out a very long-range program., That ·will tend to 

do what they all vrant to do, that,.is stabilizing the tax 

rate, no matter where it is. They are all perfectly 

satisifiecl if they can keep twenty-five or twenty-six, 

what they had before, and the only way they can do it is 

by a long-range progra111. If they can think in terms 

of keeping their expenditures moving along their normal 

trend practically the same year after year, they have got' 

to have some financial reserves to be able to do it in 

bad times because everywhere they have to pull in their 

horns. 

CHAIRMAN DOW: You are talking of a tax rate of 25 or 

26: that sounds new to us in the State of Maine: we 

haven't had it for a long time. 

:MR. WEBBER: Does this plan propose to include control 

of investments in the reserve fund? 

MR. FARKER: I haven't touched on that. I will be glad 

to. The concept in the Massachusetts report is this: Each 
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municipality will set up a credit reserve account in 

their bude;et into which this money to be collected out 
'tf"·'{ i - ' ~ , ._, 

of the tax rate will be placed. If that community issues 

new bonds for public works or public expenditures of any 

kind they can absorb some of' these bonds into the 

reserve to the extent that the annual contribution is 

available: in other words, they can hold their own bonds, and 

instead of selling them to the public sell them 

temporarily to thrnir reserve. If they have no such 

bonds or if they haven't got enough, then the state 

credit reserve is set up, administered. by the treasurer, 

and the money is paid by the communities to that state 

fund in exchange for state certificates, perhaps at 

a small rate of interest, but trrnt is not important, 

and the State Treasurer invests those funds in state 

issues or appnoved municipal issues in the state or 

federal issues. The Assistant Secretary of State has 

g1ven this idea his enclorsernent ancl has written me 

he feels probably some l:<"'ederal Discount Bank, perhaps 

an RFC type of operation rnlght be needed to take up 

these reserves in times when they had to be liquid 

for use, in order to make sure the thine; would never be 

frozen. 

But that 1s the principle of the investment that 

has been laid down, and it has been approved by the 

bankers I have talked with. It woulcl have no adverse 

effect on municipal bond markets so far as I can see, 

and business men and others I have tall<:ecl to have tBken no 
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exception to that. It simply means if bonds are put 

into the local reserve account they would not be cancelled~ 

they would collect interest, and, later, if and when they 

needed to pull out the reserve they could market some 

of' theoe bonds in the open market. 

Ivl.R. WEBBER: What would be the harm, Mr. Parker, instead 

of having the State clearing it, if the ;3tate simply set 

limitations as to what they could. invest and allow thern 

to invest directly in municipals and states themselves? 

Ivffi.. PARKli~R: The only thing I feel, thinking of it in 

terms of a general rnunicJpal ac1venture 0 the average 

confidence of the municipal fine.nee officer might be 

felt to be less dependab1e in the insurance and protection 

and administration of these funds than if they were kept 

and adrnini fltered. by the State in a lare;er unit which by 

its very import2,nce would dema,nd care and r:mpervision 

that would insure their protection. 

C.HAIPJ:U,N DOtJ: Has anybody any questions'!' If not fl thanJ:~ 

you VeF.y much. I guess we underfitand the proposltion, 

something you wish to add. 

MR •. E'Al.Th:.E:H: No. Perhaps I should just turn over to you 

here the series of Rtaternents. That ls a brief outline 

of' the two types of reserves and appended to :Lt 1 s a copy 

of the report of Mao::w,chu s Board, the printed 

document at the end, which goes into the details of 

reserve for a rainy day, and the formula is all explained in 

detail. T11e vrhole story is in that. 



I think you might find this of interest: it is a copy 

of the report of the Council of State Governments in 

December, 1941, which definitely fEwors the municipal 

reserve. (Reports fi.led with cornrnittee) 
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