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Testimony of WILLIAM STANLEY 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, because 1 do not know
enough about 1t to start asking any questions,
MR. PARKER: What I wanted to have a chance to discuss with
you ig the question of municipal reserves for municipalities,
and perhaps, before argulng the validity of the idea, I
will briefly state what I know of'thinge that happened
with it in the last few years.,

Up to 1937, so far as 1 an avare, no state leglslation

permitted the setiting up of long terw mumlcipal reserves
of any kind: the budget wasan annual budget and they
collected each year what they needed. There were a couple
of itemg of oveflay for uncollected taxes and emergency
expenditures but there was no continuing reserve that it
wag pogsible for a municipality to collect. In 1937
California set up what I think might be just about the
first munlcipal reserve for a gpecific purpose. In other
words, they would establish the fund as it were for a
gpecific public work or type of public works and then
they could deposit into thet fund surplus of unexpended
balances or what not or vote new appropriations for a
public work that would be built later. In other words,
it would be surplug financing for public works unstead
of waiting until they needed it and issulng bonds.

At that same time, wilthout any knowledge of that



action, the State Planning Board in Massachusetts was
considering the matter through its Committee on Public
Works, of which I was Chalirman, and in March,1938, they
approved the report I developed and my committeesubmitted,
urglng the need of municipal reserves and of a long-time
regserve for a raliny day, not a special reserve for a
particular project but a reserve for assistance in time

of financial stress, In 18%9 we submitted that to the
Legislature in Massachusetts in order to have it referred
to the next general court, which we knew would happen

to that legiglation the first time it was submitted;

In 1941 a good deal happened. Tpe California legislation
wag somevwhat revised and New York State came through

with gulte gimilar legislation. The California legislation
wag limited to a five-year period: the New York leglslation
had no 1limit in the time; 1t was legislation that permitted
municipalities to set up funds elther for a specific

public work 1like a hospltal or a school or a thorougnfare
or for types of public legislation llke sgewers or schools
and put funds éside for that purpose. Those funds, as

in the California legislation, were considered trust

fundg and were administered under the laws governing

trust funde and with the same penalties. In 1941 also

a very conservative New York lawyer and a leader in the
Tinance commlttee gubmitted to a conference in Connectlcut
a plea of which I have a copy, arguing in favor of the

desirability of municipal reserves,



The Massachusetts report says any such reserves
must be protected against suits., His report differs
from the Masgachusetts report. The Massachusetts report
admits it must be done and makeg the Tirst attempt to set
up the formula by which protection can be accomplished.
Also in 1941, in November, Governor McGrath of
Rhode Isgland before a full meeting of the New England
Council made a very strong appeal Tor both State and
municipal regerveg as a sound financial procedure, 1
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
ago, the emergency leglislature in Massachusetts substantially
paralleled New York and Califormnia legislation by an
emergency legislation that permits municipealities in
Massachusetts to invest in defense bonds or other federal
bondg 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 gpent for public works, any kind
of public works, after the war is declared over. That
is temporary legislation, but 1t is substantially the
gsame thing as the New York legislation except you do not
have to specify a publlc works of any particular kind: it
le a blanket investment, purely permissive legislation,
and to what extent it has been taken cadvantage of I cannot

say, and I think probably to a very slight extent, but I
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think in a few places. It didn't get onto the books
until a week or two before most of the town meetings
were held in Massachusetts and after all the town budgets
and finance committee reports had been get up, so that
1 think it was almost too late to be very much use as yet,

In addition to these specific actiong, I in my
work in New England on the Publlic Works Frogram have been
in all the states, meeting a good many public officials,
state and local, and I think 1t is falr to say practically
everywhere I go 1 have found a definite impression of
interesat and a lot of people have got the idea of municipal
regerves, that somehow or other they ought to be permitted.
Now that indicates quite a good deal of water has gone
over the dam in the last four or five yearsin thinking
in connectlon with municipal reserves,

Briefly Just to touch on sgome of the points, and
then I hope you will ghout 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 1if they collected them
for what they should be spent for. Nobody had attempted
the somewhat complex Jjob of laying down some kind of
a formula or procedure that would protect the reserves
so that they would be used for the purpose for which
they were collected. It seems as il they sald the
municilpal corporation ig sometiing different from the
privaete corporation: it must go on a hand to mouth basls:

no other type of corporation does, hut a municipal corporation
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should. Apparently the only valid reagson 1 have sensed
ig they gimply didn't trust the ability of municipalities
to protect the reserves for the use for which they were
devised, and, so far as 1 am concerned, that is the only
reason I have found that has motivated the general
prohibition of municlipal regerved, Now the general
prohibition of municipal regerves geens to have acted in
this financilal field the way it has acted in other fields:
it has brought about bootleg surpluses 1n many communities,
I have found in New England in many communities an over-
estimating of expendlitures and over-estimating income in
order to have some unexpended bsalances to tuck away somewhere,
It has been by no means unconsclous: 1t has been frankly
admitted.

In 8onnecticut, where they have to wipe the glate
clean every year, when the munlclpality makes up 1ts budget
1t has to set ofi against the budget first any unexpended
balanceg on hand and wipe the slate clean 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 esgtimates go that there
was golng to be quite a tidy sum that wouldn't be invested
because they knew there was a gschool coming along they
wanted to pay for. Munlicipal officlals are dolng that
with regard to bootleg surplus as I call them which are
unprotected. Wnhat 1 am argulng for is a protected regserve

that will be used for the purpose for which 1t is intended.



The result igs they are collecting in many communities
very substantlal surplusgses that have no vprotection and
can be usged for anything any time. And not only do municipal
officilals act in this way, but State officials resgponsible
for guilding and controling in some sgtates the municipal
financlal procedure, which ig done in qulte a definite
way in Massachusetis, even in Massachusellts we find the
spectacle of the Tax Commisslioner regponsible for the
enforcement of municipal tax leglslation telling municipsal
of ficers they must not reduce the tex rates thils year because
they must set up a cushion againgst the future, which 1s
gquite illegal,

I think that this situation and the unfortunate
reaction to 1t suggests the desirabllity of thinking
pretty carefully as to whether a protected réservée would
be advisable that would do the Job that 1s necded and set up
a reserve for a rainy day. Now 1t seems to me there are
two kinds of reserves that are needed, the reserve for
a rainy day which is to help carry normal maintenance
expenses when trouble coneg and the regerve that will
at least permit a municilpality to do surplus Cinancing
for any known neesd in the future linstead of tellling them
they cannot put any money aside in thelr sock Tor that
public highschool but that they wmust wailt untlil they
need it and then go to the bank and borrow money and
pay interest on it, It secms to me it 1s uniteasonable to
tell a community that can afford to tax themselves in good

times that they mmsk cannot do it but must wait untlil bad
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times come and increasge their public debt to get what
they need. It does not seem to me reasonable., X

Now the first kind of specilal reserve for a future
public work ig instanced by New York and California
legislation, It is easy to draw up; nothing very subtle
apbout it. You have thnose for guldance. The other 1s a
more difficult type of reserve to provide. In my study
of public works expendituresg as Chairman of the commlttec
of the Btate Planning Board I was led to re-read a great
many reports I had read before, gome of them, and see
what policies we ought to gsuggest with regard to public
vorks; and I came acrosgs the gltuation that had developed
in the thirties with the depression, where all the
municipalitieg were in trouble and the Tederal government
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 nmuniclpalities
immediately pulled in thelr horns on public constructlion
in order to have money enough left over for the current
welfare, and I gsuspect that for every dollar they cut
down on thelr 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 municlpalities shrunk two billions of
dollars. At that time the construction of the federal
government was about 8ix hundred million dollars a year
and the municipalities turned to the federal government

to expand thelr consgtructlon in order to take up the two



billiong of slack. That was the problem that faced the
federal government in the thirties, and they were Just
able with thelr extremely large public works spending
to bring the total public construection up to what it
had been, and all that effort was not able in any way
to offset the shrinkage in private construction.

Now the theory of public spending im éonstruction is
that public construction should be Increased in bad tlmes
to offget shrinkage in private construction to try to
offset depreciation in private enterprige. Of course
in municipal construction the curve is parallel to the
curve of private construction: public constiuctlon is
increased with private construction and public construction
ls cut down when private construction i1s cut down, making
the matter doubly bad in boom times and doubly bad in
a depression. The countereyclical theory ls valld and
lms been arged in all reports as the procedure for the
federal government bécause the federal government can use
income tax financing but the municipalities cannot. They
have just applled the countercyclical theory to states
and municipalities as well ag the federal government without
sengling the fact they just can't do it because the
municlpal taxes come from real estate and in hard times
they cannot indefinitely spend money and create additional
debt, especially in many cases as in the serious depression
of the thirties when the tax base was pulled from under
them and whatever surplus borrowing powWwer they had had was

wiped out by shrinkage in values and they had no reserve,



B0 it seems to me in all municipalities 1t should be
mandatory that there be some municipal reserve. There

lg certain legislation aiméd 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

drawn on to ease the tax difficulty in times of financial
stress. With that in mind, it seemed to me it was necegsary
to devige a formuls for such a statute that would include

in the formula such indices that could be read 1in the
municipal accounts of recent gears that would determine
whether or not a municipal Tinancial situation was

difficult and that formula would determine whether or not
they could pull out from the reserve. In that formulsa
agfinally developed three indlceg werec selected. They

are the oneg that have been suggested and seem to relate
themgelves directly to local {inancial depression conditions,
and, since that 1s a municipal reserve, the formula must

be indexed to local condltions and not general,

The three indlces we used were, Tirst, assedsed
values: they move gsolwly in relatlon to depregsion and
boom conditiong; in the thirties they moved very serliously
and critically on account of reaction from inflatlon of
values that had been golng on in the previous decade.

If asged values stop going up they have an adverse
effect: if they go down they have a double effect on the

bage on which taxes can be agsgesgsed. I there is a drop,



10

the difference in assesged 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 assegsed before, That will work out in a formula
either to a plus or minus factor, elther more taxes they
can assess or less, Next 1s the percentage of taxes
collected, which quickly reacts to depression conditionsg.
If the percentage of taxes collected drops five per
cent, then that five per cent on last year's assessged
taxes represents a definite loss. Again, 1f the percentage
drops 1t becomes a minug factor and if it improves it
becomes a plus factor. The third factor 1is the trend of
total expendltures for welfare, which of coursge ig very gquick
to respond to depresgion conditlons. If that increases,
it is a burden on the budgét.

Now each of these three 1s a plus or minus factor
in the formulsa: the three added together will be either
piusg or minus, With last year's experience on the booksg
of a community, the treasurer in half an hour could work
the formula off as goon asthe books are completed, We
took the average of the two preceding years for the
Magsachusetts formula in order to spread the thing and
slow up the effect. If the net result is plug 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 1s figured they add two per cent to the reserve,

80 that they are collecting 102 per cent, and in good times
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they are overtaxing themselves to put something adide
in the reserve,

If the formula comes out minusg, it means last year
to that extent the budget was $50,000 in the hole worse
of ' than the average in the two preceding years. They
are happy then if they can appropriate %50,000 out of
the resgerve In this next year ifn order to meke it up and
help cease the tax rate situatlon and make it easier for
them to continue thelr normal expenditures ln the next
year without inecreasing the tax rate. That is the whole
subgtance of the formula,

MR, WEBBER: Don't you have to have a starting perilod

to get some reserve bullt up before you allow the first
withdrawals?

MR. PARKER: That might be. We didn't 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 1f 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 plugses and minusesg. As you know, 1t is not

all hay., On the other hand, many communities I have
bunmped into in New fngland have been forced and have
almost plaintively stated in thelr financlal reports

that they heave been forced to reduce the tax rate because

they couldn't get men and materials to do kke gome work
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thgy needed and wanted to do, on account of priorities
and the whole situation. That ig the tendency our tax
commnlsslioners have been trying to compete with by telling
tham they are missing out by not building up a reserve,
The Massachusetts legislature wag very conservative, and
there might well have been two or three times as much
put in the resgerve. One community like Greenfleld, Mass,
collected 75,000 to $1005000 on the present tax rate
more than they could possgibly spend on the budget., They
could only put aside under Massachusetlts legislation
$25,000 on the basis of investing in government bonds, but
they could perfectly well have afforded to put 575,000
in the reserve, and they had ligted a three or four
hundred thousand dollar high school to be bullt in thres
or four years, aidd the only thing they could do was reduce
thelir tax.

That 1g the story in a2 nutshell., I have attmmpted
to outline the genersl ldea of the Massachusette bill
which 1g the only one I know that has a regerve for a
rainy day, except thls statement of Governor McGrath, The
Masgachusetts report in 1938, which I am respongible
for, as far as L know is the only example of where an
actual attempt hasg been made with a definite formula
to do the Jjob.

MR, WEBBER: Ag I follow your discussion, if I get 1it,

you recommend going beyond the permissive statute and
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making it a mandatory reserve system on the formula?
Mr, PARKER: I do. 1In the first place it will be all
right ag far as any individual community that does 1t
under permisgsive legilsglation, it will help thet community
within its own limits, but that community Just by doling
1t itself will not be spared the repercussions of
depregsion conditions in the country as a whole, and
the only way you caen get the cumulative value of a
financially should municipal peocedure in thig country
would be by making, it natlionally in all the states a
mandatory procedure. That 1s the only way to protect
the national hudget as I see it. The difficulty 1sg
that in the past ten years everybhody hags been worried
about the increase in the federal government) they havé
been looking at the federal government and they have
not been looking at the reason for it which was the
unsound. local municlpal financial condition which
imposed that two billion dollar depression item in
construction alone caused by the municlpal financial
condition, and 1T in any depression we have gol to look
forward to that same result, to the unsecurity in thie
large field of municlpal finance and the whole problen
of depregsgion has got to be passed onto the federal budget,
1t seems to me there 1s a very serlous weakness in the
whole economic situation,
MR. WEBBER: Let me asgk you this, Mr. Parker: You are

working for a United HStates government agency?
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MR, PARKER: This is incidental to my work because my
work ig to assigt states and municipalities in all the
states to set up long-range capltal budgets, long-range
financial programs. This is looked upon by the National
Resourcesg as an important matter to be given very careful
consideration and study in all the states. It 1s related
to my principal subject, which is to agsisgt in setting
up a long-range program,
Mt, WEBB&ER: What is the National Resources -= a branch
of the Treasury?
MR, PARKER: The Natlonal Resources Planning Board 1s
a planning agency attached to the executive offices of
the Pregident.
MR, HILDRETH: That is the one headed by Victor Cuiter?
MR, PARKEH: Mr. Cutter 1s 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 simlilar committee to this: the
Btatute Revigion Committee in Connecticut, and I have
been invited to teke it up with them and I hope I will
be able to do so at some meeting before long. I am
trying to get 1t considered in Masgsachugetts, but there
is no recess comnittee, apparently, auvuthorized to téke up
this kind of matter unlesgg the Governor directs it to
gomebhody. In Manchester 1 talked with the Bank Manaogement
Conference. I think Governor Blood put through the firs

long~-range State capital budget in the country last year,
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CHATRMAN DOW: PSupposing this were permlssible leglslation
or mandatory leglslation and I was one of the asgssegsors
in one of these Maine towng, wouldn't it be possible for
me to so monkey with the three factors so I could escape
the law?
MR, PARKER: That has been asked by a great many, and I
suggested they try 1t, and they agree they don't see
how it could be done. The only thing you could do would
be to pull yoursgelf down in the mire, because your experience
that year relates to two preceding years and it has got
to get progressively worse,
CHATIRMAN DOW: Your answer would be they might for a
while but eventually it would cateh up?
MR, PARKER: You would catch up with yourselfl pretty
quickly.,
(OfT record)

MR, WEBBER: Ag a practical gatter, the only thing I

cF

have been able to think of that might occur in a state
like Maline where local self-government 1s clung to with

guch strength, a mandatory provision might not be taken

too kindly even 1ii we might all agree it was the best

thing.

MR, PARKER: As a matter of fact, out west to make it

mandatory would need changes in some of the state constitutions,
It may be a matter of popular sgentiment in some of the

eastern states. I have been told by legislative counsel

and the Attorney General in Masgsachusetts it would not
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require any chance in Massachusetts to make 1t mandatory.
I think Massgachusetts goes further than msny states in
the matter of control of municipal finance: I think it
has a very elaborate and definite control, :The Tax
Commigsioner ig telling them they must keep their tax
rate up, but he admlts that doesn't cdntrol ——kthat ig
his own judgment,

MR, WEBBER:‘TO show you the amount of control’yourV
ﬁunicipal groups have In this atate, 1f I am corréctly
informed the municipal audit cohtrol Wwas émasculated
krecently by municipal pressure groups, and there\was

a difference of opinion as to whether that wasg a
kforward—looking step. They do exert quité an influence.
MR. PARKER: I think that s a factor that has got to
bewtaken into consideration, You were asking me whether
I va.s in favor of permissive or mandatory leglslation,
As T said, from the point of view of‘the possibility

of getting an improved municipal financlal condition it
would warrant mandatory leglslation in my opinion, but
’I am perfectly aware in many states it might not be
possible at Tirst.

MR . WEBBER: Plug some education,

MR, PARKER: Flug educaﬁion. The fundamental principle
In the Massachusetts rgport was the heed of stabilizing
municipal eXpenditures in order to stabillze a very
large stratum of publlc expendituresg in the country, which

is & stabllizing force in depression times, At the present



17
time they will go haywire parallel to the trend of
private enterprise and that Just means that the trend
in public expenditures tends to make thihgs worse, To
my mind it 1g inevitable as a praétioal matter to get
the countercyclical theory adopted in municipalities,
to spend more in depression timeg and lesgs in boom times.
The stabilized trend 1s something a municipal officlal
can think of, especially 1f you adopt a six-year program,
laying out a very long-range program. That will tend to
do what they all want to do,thatcis stabllizing the tax
rate, no'matter where it is. They are all perfectly
satigified if they can keep twenty-five or twenty-six,
what they had before, and the only way they can do 1t 1s
by a long-range program. If they can think in terms
of keepling thelr expenditures moving along thelilr normal
trend practically the game year after year, they have got
to have sgome financial reserves to be able to do 1t 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 sgounds new to us in the Btate 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. PARKER: I haven't touched on that. I will be glad

to. The concept in the Massachusetts report is thig: Each
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municipallty will set up a credit reserve account in
thelr budget into which this money to be collected out
of the tax rate will be placed. If that community issues
nev 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 gell them
temporarily to théir resgerve. If they have no such
bonds or if they haven't got enough, then the state
credit regerve 18 set up, administered by the treagurer,
and the money 1g paid by the communities to that state
fund in exchange for stateacertificates, perhaps at
a small rate of interest, but that is not important,
and the Btate Treasurer invests those funds in state
igsues or approved municipal isgsues in the state or
federal igsues. The Assistant Becretary of State has
given this idea nhis endorsement and hag written me
he feels probably some Federal Discount Bank, perhaps
an RIFC type of operation might be needed to take up
these regerves in times when they had to be liquid
for use, in order to make gure the thing would never be
frozen.

But that is the principle of the investment that
hags been laid down, and it has been approved by the
bankers I have talked with. 1t would have no adverse
effect on municipal bond markets go far as 1 can see,

and business men and others 1 have talked to have taken no
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exception to that. It simply means i1f bondg are put
into the local reserve account they would not be cancelled:
they would collect interest, and, later, 1{ and when they
needed to pull out the reserve they could market some
of these bonds 1in the open market,
MR, WEBBER: What would be the harm, Mr. Parker, instead
of having the Btate clearing 1it, 1T the State simply set
limitatlions as to what they could invest and allow them
to invest directly in municipals and states themselvest
MR, PARKER: The only thing I feel, thinking of it in
terms of a general municipal adventure, the average

cer might be

i_l-

confidence of the municipal finance ol Tl
felt to be less dependable 1n the insurance and protectilon
and adminlstration of these fundg than 1f they were kept
and adminlgtered by the State in a larger unit which by
its very importance would demand care and supervision

that would insure thelr protection.

CHAIRMAN DOW: Has anybody any questilonsy If not, thank

you wery much, I guess we understand the proposition,
unless there is sometning you wish to add.

MR, PARKER: No, Ferhapg I should just turn over to you
here the sgeries of statements. That 1g a brief outline

ol the two types of resgserves and appended to 1t 1s a copy

of the report oi the Magsachuselits Board, the nrinted
gocument at the end, which goes into the detalls of

regerve for 2 rainy day, and tne formula 1lg 2ll explained 1in

detall., The whele story 1s in that,
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I think you might find this of interest: it 18 a copy
of the report of the Council of Stale Governments in
December, 1941, which definitely favors the municipal

regserve., (Reports filed with committee)





