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CHAPTER 1

INTRODUCTION

Sometimes research is more a product of accident than design.
After spending more than a decade in the field of defense economicsi
where I worried about the costs of jeep trails, helicopters, army
divisions, and air force squadrons, I found mygelf working in the
City of OQakland where the total budget was small enough to have been
a rounding error in the Department of Defense. I had come from a
program~budgeting background in which analysts ran around trying to
gather information to improve the quality of critical decisions. 1In
Oakland I found that a critical decision was whether to renovate a
park rest room or to buy a mew typewriter for a City Department.

I had come to Oakland by a circuitous route. I was studying
the presidency with Aaron Wildavsky, and he had told me about a pro-
ject, he ﬁas starting.in Oakland, which would examine local resource
allocatiog ;nd decision making. Since I was interested in budgeting,
I decided to join the Oakland Project, and in the summer of 1966, I
‘went to work as a part-time participant-observer im the Office of the
City M;nager 6f the City of Oakland. The Manager, who was trying to
be the manager in fact as well as in name, was delighted to get some
help, At the time, I naively thought that this would be an opportu-
nity to try ocut some of my program-budgeting notions for local gov-

ernment, I would learn how local officials allocated their resources




and how these resource decisions were reflected in the budgetary pro-
. cess, but T was wrong. Shortly after starting to work, the City
Manager told me there was no budgetary problem because there was no
money, and that revenue was Oakland's key problem, The economist in
me argued, in that case, program budgeting and its related fechniques;
under a tight resource constraint, would be even more relevant, The
political scientist in me argued, however, that the Manager might be
right, A revenue study might help the City and at the same time pro-
vide @aterial for a dissertation, 1 wohld have a unique opportunity
to obéerve the behavior of political officials in their attempts to
'qbtain resources from what they believe to be a hostile environment,

But the unresolved question for me was whether a political scientist

should study revenue?

Why do a political study of revenue?

Certainly the field of taxation has been a subject of import-

ance to political-economists thrOughout'the ages, More recently, in

the history of social sciences, this area has been the particular do~

main of economists and students of public finance who have tended to

qoncentrafe their efforts on the fine tuning of a national economy,

el

Their assumption has been that economic growth can take care of most

~of our problems, Moreover, public finance theory has also focused

on the unitary state. Of course these students recognize the existence

of a fiscal federalism, but the important issues, such as stabilization

and income redistribution, quite correctly, are of mational concern.
Since much of the action is at the federal level there is no economic

theory of local finance to speak cf.



As social scientists we want hard evidence to be able to draw
inferences, This drive for statistical significance often directs us
to aggregative approaches which in turn may mask solutioms to local
finance problems, Suppose a city needs money and an expert has been
called in to help; what good is it for the expert to know that measures
of wealth, such as assessedvaluation, are related to levels of taxation?
How can he use this information to acquiré money for the city? Descrip-
tive and explanatory aggregative analyses fall short of providing rele-
vant information for fiscal first aid. For revenue gathering purposes,
even less aggregative approaches which examine the economic effects and
attributes of different taxes have limited utility, Tax -shifting, de-
mand effects, business location impacts, and the income elasticity of
taxes are all important topics of investigation, But what these
studies tell us is that certain taxes do certain things, not which tax
officials can implement. An implicit assumption behind such work is
that finance officials have many options and that the decision~problem
is to choose first or second best economic alternatives. 1In other
words ail taxes have an equal probability of implementation and pub-

lic acceptance, but ceteris paribus does mot hold in fiscal reality--

not all téxes are politically equal., Moreover, ecomomic principles
and desirable norms guch as efficiency neutrality, vertical and hori-
zontal equity are in plentiful supply, but what we lack in the liter=~
ature is the identification of the means to achieve these ends.,

The economist, quite rightly, will point out that the im-
.plementation problem, the problem of how, is a political problem,
Given the academic division of labor, he erroneously assumes that

political scientists are councerned about it, If the problems of



local finance are political problems, then surely political scientists
would havé,something to say. But with the exception of a few case his-
tories and some literature on urban problems, political scientists have
not been overly concerned about metropolitan finance., Here we have a
central process, taxation, that is an intrinsic part_of most public
organizations, and yet we know very little about how the process wofks
or how decisions are made or who makes ﬁhem;

Local finance, however, is a critical problem, The choices
for local officials are sometimes harsh and difficult: either find new
fevenue resources or incur a diminution in services, Often, they must
make these decisions without realistic guidelines because nobody knows
what they do now. I feel that political scientists can make a major
contribution towards solving some of the dilemmas of our central cit=-
jes by concentrating on the question: how should a city get revenue?
At the very least, a political‘study of local finance would show how
Ehingé-work, which could provide a concrete point of departure for
ifmprovement.,

lﬁesides thé’cogent reason to develop basic knowledge which
ébuld3ha§¢ payoff to our cities, there are theoretical reasons for
é5poiiti¢él study of local revenue, Taxation is an important poli-
tical-link of the citizen to the political system, Although taxes
tndicate the cost or the negative side of the relation of the citizen
t6 the political system, to some extent the payment of taxes also
conveys thé citizen's approval and esteem of that system. Taxes are
a-form of political support. Inm the black-box model of the political

system, support and demands flow in and suitable policy outputs flow

out, The bhlack-box concept is a modular definition of the political



system, As with other black-box comcepts (such as stimulus-response
in psychology), one tends to characterize the box as an almost neutral
conductor of inputs to output. Of course, inside the black-box model
of the political system are political actors who may convert rather
than conduct, but they get lost in the shuffle of support and demands
and other abstractions, Support is assumed‘to be consistent with the
demands and the outputs, otherwise the system would be unstable. In
other words, people in the environment support the system because
éheif demands are satisfied by that system. One difficulty with this
déscription, at least for me, is that it is vague and abstract.

In the context of our cities! fiscal problems, however, the
concept of political support takes on tangible meaning. There is
ﬁéfhiﬁg'ébstréct about the payment of taxes for public services. We
often stress the importance of‘voting for political leaders as a con-
firmation and approval of the political system, Theoretically, the
§QYﬁent“of taxes and voting on tax referendums are other important
iﬁéices of approval of the political system, Indeed, I believe,
voting o%'re?enué issues is a more refined index of political support

Eﬁéﬁ'vééiﬁg‘for‘leéders. In the election for leaders, the voter

- ..

tem pefférméﬁcé éxcept by not voting, In the tax referendum, the voter

éélzs§séem;’ He can say by his negative vote: I do not like what they
are &oiné; and T am not going to give them my money, so that they can
ﬁeééraoiﬁglitiA When the choice between leaders is not much of a choice,

then referendums are a concrete and specific way of giving or withdraw-

ing support. On a lesser scale, one can observe instances of citizens



announcing that they are withholding part of their tax payments be-
oauee they do not agree with certain policies,

- Furthermore, support may be inconsistent with demands. The
hlack—box medel of the political system assumes that at some aggre-
gative level demahds will be consistent with support., And at some
ievel, this assumption is valid because individual pluses‘and minuses
orobably cancel each other, But beneath this aggregate, there are
eitizens who have demands and do not want to pay for them or may net

be aware that they will pay for them. And it is not unusual to find

citizens who pay their taxes and are unhappy with the system's output

of goods and services, These citizens may be unhappy with the bene-~

fits which they personally receive or they may be unhappy because they

1

have to pay for someone else's benefit, such as welfare. Recently a

friend complained to me that he was paying more in taxes every year

and gettlng nothing for it., He admitted that he sent his children to

publlc schools, ‘that he used the public library, that he walked and

drove on c1ty streets, and that he enjoyed band concerts in the park,

Nevertheless, he 1n31sted that, considering the cost, he got nothing.

Ev1dently the ‘tax prlce was not worth the benefits,

Long ago the payments of taxes to suppdrt the king's courte-

.l iel -~ et e - o

sans was an understandably onerous burden, Paying for the king's

- - [,

pleasure was no fun, Yet the pain of taxation carries over to the

ce™ - TIlLr T

modern democratlc state where there is a tenuous relationship between

Ca. 27iT. -LolEt

what citizens want and what they pay. Iromically, the monarchial

&l R - - z

model of taxatlon flts the revenue behavior of our cities' citizens

KezT It PR

and officials, Citizens do not seek tax increases, and officials,
to keep their cities in business, stay up nights devising ways of ex-

tricating money from a reluctant public,



This growing separation between political support and demands
provides the context for my inquiry into the politics of local revenue,
In local government, the politics of taxation is bureaucratic politics.
Since citizens believe they pay too much, public officials must devise
tactics to obtain the requisite resources to keep our cities function-
ing, Officials have to manipulate the citizen into paying his tax
bill because they cannot just go to the pubiic and say give me more,
As a result their revenue behavior may appear hypocritical to an out-
‘'sider when, in fact, such behavior is a necessary result of their fis-
cal situation, Officials believe the constituency for increased taxes
does not exist, When there are groups that are concerned about taxes,
lfhey agitate to reduce taxes, not increase them. On the other hand,
‘public officials must get the monmey to meet rising costs, wage in-
iiééseéy and changing community demands, As the resource inputs and
‘policy outputs flow in and out of the political system, these for-
ébﬁten men in the black-box obtain the requisite tax support. The
“tax link of the citizen to the political system is thus indirect, and
;the'natuie of that iink is heavily influenced by the revenue behavior
Eéfiﬁﬂblié;bfffciais; Therefore, in exploring the complex relation-
ship befﬁéen‘officials and citizens, I have concentrated on how city
Officials get sufficient financial resources to maintain the local

%ﬁ§fitiéalisy5tenQ'

©° " In short, my interests as a political scientist, as a student

~

:5f-pdﬁiit“administratioﬁ, and as an investigator who believes that his
research should have relevance for policy proﬁided sufficient justifi-~
cation to undertake an exploratory investigation of the politics of

local revenue, In this study I hoped to find some basic outlines



of bureaucratic fiscal behavior, some important concepts which could
be molded into hypotheses for explanatory purposes, and some insights
as to the political aspects of taxation. Now I would like to present

an overview of what I learned in this exploratory effort,

An overview

In these days of rapid reading, students are taught to skim
the conclusioné at the end of a book before they commence reading.
It makes little difference whether summaries are at the end or the
beginning.. Taking into account the risk that the reader will not
geﬁ beyond Chapter I, I.will present a brief summary of some find-
ings of my study.
- In Chapter II, I set the fiscal context of the thesis by
putlining Oakland's fipancial crisis and by describing its major
revenue sources., Oakland is a good example of many of our central
gities in which fiscal resources do pot grow and, at the same time,
spcial-andveconomic"problems increase at a rapid rate. In my view,
Qakland;bas,underéoﬁe considerable fiscal atrophy where the gap be-
;wegn_av;ilable revenue and expenditure requirements‘is large. The

i
erosion of resources has been sufficient to contribute to a certain

amount of ostrich-like behavior on the part of City officials, They

gavg_decidgdbtﬁa; the property tax, as a source of additional reve-
nue, is exhausted; so that much effort goes into the search for new
revenue sources, Much of this effort, however, is devoted to obtain-
.;ggignly enough resourées for maintaining the City system but not for
coping with its severe problems,

The City appears to be hemmed in from many directions, so



that its fiscal discretion is quite narrow. To some extent it has to
give up its discretion to the State of California in order to achieve’
favorable revenue outcomes, City officials encourage the transfer of
tax responsibility to the State not only to ensure efficient collect-
ion but also to méintain stable sources of revenue supply. Such actions
tend to have unintended comsequences, Once the area of discretion is
transferred, the State is in the position to set rates and determine
apportionment procedures, which further limit the resources that are
available to the City. Moreover, Oakland's officials do not view the
federal government as a meaningful alternative beca;se of the vagaries
of federal official actions and because federal programs are not de~
signed to aid traditiomal city functions such as fire protection,
Federal programs are fiscal devices designed to take care of extras.

- .-~ Therefore, City officials are left to their own devices in
trying to find revenue, a difficult task because they want to make
taxes palatable to the citizens of Oakland. Since political support
in the form of taxes is not offered without a struggle, officials try
to desig@ revenue séurces so that the public's tax-consciousness is

\
reduced.. Providing property tax relief means getting the same person

to.pay.wi%h less pain,

eroun. :Having describeé the basic components of Oakland's complex, but
hopefully, painless tax structure, the discussion shifts to the City's
key. participants in the fevenue process, In Chapter III, I discuss
the:behavior and orientations of the City Manager and his immediate
.Stgff,,the City Council; and Department officials. These three

groups constitute the main official actors in the tax arena., Of all

of these participants, the City Manager plays the crucial role.



Finance is one of his major concerns, Hard-working, dedicated, and a
competent administrator, he is the pivotal actor in the revenue scene,
He contributes to making fiscal innovations and also socializes the
other participants in the process: he reiterates comstantly the no-
money premise of Oakland. In a sense he is the fiscal conscience of
the Council, By attempting to cut costs, by believing in the virtues
of efficiency, and by tryiné to pull togethér a badly fragmented pub~
l1ic organization the Manager continually attempts to .take the pressure
off the property tax., The property tax rate is embarrassing to City
officials ﬁecause it has been one of the highest in the State for
many‘&éarsg
T “The Council in QOakland reflects many of the Manager's beliefs.
Councilmen are products éf the reform orientation to local government.
Good govérhméﬁt in this context is honest government where the lack of
éorruption.is sometimes more important than the responsiveness of the
institution, However, Councilmen are responsive to a rhetorical con-
é%iiuénéy Whiéhithey frequently refer to as the taxpayer. Because of
iheitéxééyér, they:have to worry about not increasing the property tax
Eéfe;'ané:%hey"must guard the City's tax resources from encroachment

!
by other jurisdictions. While Councilmen are preserving the revenue

status qud, the Manager initiates most tax policies,

--- Although the Council and City Manager are concerned about the
fevenue side of the City, Department officials are concerned about the
_§bén&ing’siaei' The Departments' service objectives conflict with the
Mahager's revenue maximization attempts, For example, Department
officials pay obeisance to a cost recovery norm, but seldom design

fees with that norm in mind. They cannot be relied upon for fiscal

10



* innovations, and in. the final result they are the spenders, not the
providérs.

The providers are, of course, the Manager and his finance
staff, Their behavior is central to an understanding of the effect
of the revenue constraint on some basic organizational pro;ésses.
Therefore, in Chapter IV, I present a conceptual framework which
shows how the revenue constraint affects seérch, decision~making,
and the resource inputs to the City organization. The basic feature
of this framework is the officials' avoidance of the public in order
to bring revenue into the system, I describe the process in a series
of stages, from search and decision through acceptance and administra-
tion, Throughout each stage, the City officials who are concerned
with revenue maximization try to anticipate public conflict and avoid
it,  Officials do mot relish megotiating with hostile taxpayers.

8 Public avoidance starts with the officials' search processes,
Because the revenue problem is alwajs there, and is never considered
to be solved, searc§ is recurring énd open-ended, The choice of which
tax to p?esent for‘public approval is simplified by finding precedents
in:otherﬁgitieS'and by following the leadership of the larger cities
in the St;te°. By these tactics, indirect taxes and nominal charges
are-introduced into the tax structure which reduces the tax conscious-
ness of the payer and results in low-yielding taxes and small, atten~
tive tax:publics, Public participation is also madé difficult, so as
_to-keep these tak publics small, fragmented, and quiet. Negotiation
with the public is usually with friends or with the members of the

small tax public., Once the concurrence of the small tax public is

achieved, it is assumed that the majority of taxpayers will pay a

11
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new tax without much complaint, and low delinquency rates usually
verify official premises. The administration of the existing tax
structure is also characterized by public avoidance and anticipatory
tactics, The property tax rate is never cut to a minimum and vevenue
is estimated comservatively so as to create a surplus for meeting
future contingencies. The net result of these public avoidance tac-
tics is that the City is able to maintain itself from year to year
but does not have sufficient resources for an expansion of services,
Additional taxes just cover employee pay raises., The advantage for
’Qity officials is that they avoid conflict, and they do not have to
negotiate with what thef consider to be a hostile or at best an in-
different public., Because Oakland officials do not have many opticms
they have chosen the low-yield, low-political cost revenue sources,

: - - In Chapter V, the concepts dealing with the public avoidance
process are grounded in the details of a specific case history., This
ten-year history deals with the adoption and administration of the
City's sewer service charge, One of the difficulties of working with
ggvenue,las;a_focalﬂpoint of the analysis of a public organization,

is that_£he;g-are not many important tax events to observe, so a
gengtic_aéproach.sometimes does have payoffs. An interesting finding,
from:the case history, was the illustration of the continuity of be-
havior -during the ten year period. The occupants of the key offices
changed, and yet, the premises of the past dictated most of the de-
cisions,. Starting from the premise that the property tax must be re-
lieved, .City officials searched for a painless form of taxationm,
pushed for it and when the tax became difficult to administer, raised
the rates, which confirms the mdxim: when you have an inefficient tax,

raise your rates,



In Chapter VI, I identify two revenue aspects which are im-
portant to the budgetary process. in Oakland, the budget is no longer
used to allocate resources but as a control device for the City Manager
and as a communication device for Departments. The City bureaucracy is
dichotomized into budget spenders (the Departments) and budget cutters
(the City Manager and his immediate financial staff), The adoption, by
most of the participants, of a no-money préﬁise in the City and the con-
tinuous deprivation of funds has resulted in several disjunctions in
the budgetary process., Budget spenders ignore revenue limitations in
fbrmulating their budgets so as to communicate the needs of their or-
ganizations, At the same time.the City Manager and his budget staff
ignore service and program implications in cutting the budget. Since,
by law, the budget must be balanced--expenditures must equal available
resources--the Manager and his staff have to consider budgeting as a
fbrm~of revenue behavior. They are the same people who have to find
additional funds if they allow spending increases, The more they can
hold don spending, the less they have to search for new sources of

Tévenue, | Thus, cutting the budget is a form of revenue behavior.

s Bééausé officials, in their revenue behavior, are heavily
Y S
#nfluenced by their perceptions of the public, I wanted to find out,

for myself; how Hostile or supportive the public is. In Chapter VII,

T°discuss ‘the Tesults of some exploratory interviews which were con-

ducted with Oakland's citizen-leade&s.

SSF10F ggkland's leaders generally understand taxes, see the connect-
ton between taxes and services, and believe everyone should pay a fair

share to meet the City's tax burden, Whether they would support tax

increases turned out to be difficult to determine.

13
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I was looking for a way to identify support for tax increases
in genéral, and it may be that tax support can only be defined in
terms of specific referendums and issues: I assumed that those lead-
ers who understood taxes and at the same time saw the need for improv-
ing City services would be the potential support nucleus f;r increases.
Leaders generally evaluated the City's performance as inefficient, in~
adequate, and inferior when'compared to its—neighbors in the Bay Area.
But unhappiness with City Hall was not necessarily linked to an aware-
ness of the City's major problems. One éf the disappointing findings
of‘the survey was that only about a third of the group of leaders wag~
aware of the tremendous financial, social,‘and economic problems which
the City faces, Although the leaders' tax comprehension and negative
performance evaluations are important conditions for tax support, they
are not sufficient. Unhappiness with Oakland's major financial, social,
‘and economic problems probably is the central motivation for leader
support, To the extent that Oakland's elites are not aware or are mnot
sufficiently concerned with these éevere problems, then the expecta~
tion for}widespread support for increased taxes is comnsiderably re-
duced. |

A; part of the survey, the leaders! tax preferences were ob-
tained, Their first preference, the sales tax, and other forms of
excises, are the very sources which local officials have depended on
over the years, Their least preferred source of revenue is the mu-~
nicipal income or a payfoll type tax. This is the tax which many
experts have suggested cities adopt. As of now, no Califormia city
is using the tax and in Oakland there is resistance against it,

In the final chapter of the dissertation I discuss the pol-

icy options that are open to the natiom's local officials, Téking



the viewpoint of the local official, I, at the same time, argue with
his conception of.fiscal reality., I view the local finance problem

as a problem for politics and not economics. I urge local officials

to question the assumption of taxpayer hostility and to take suffi-
cient action to build coalitions for increased levels of taxation and
public expenditures, Although the federal government may provide re-
lief to our cities, this relief may be a 1bﬁg time in coming, There-
fore, it is imperative that ldcal officials no longer sit and wait

for things to get worse. They mus t takg a multiple approach, Offi-
cials should try to get outside funds., They should also try to avoid
public conflict and work with small tax publics for small tax»increasés.
And at the same time they must seek the support of the larger community
for significant revenue increases, They must use a vériety of public
avoidance' and public contact tactics. Above all, city officials must
provide the political leadership to their community so that an adequate
resource base can be established to deal with mounting problems. The
tity's fiscal crisis is in reality a crisis of political leadership.
Lp;alnofficials havé to walk a thin line between a threatened taxpayer's
revolt aﬁd a poor people's riot, The resources, though, are there,
What we géeﬁ are political officials who will assume a certain measure

9§_;i§k and at ;hg same time insure us that local institutions are re=-

1

15



16
CHAPTER 1II

REVENUE SOYRCES

The Fiscal Context

In this chapter I will set the fiscal context for the rest of
“the thesis by indicating Oakland's financial crisis and describing
‘its revenue sources, After briefly noting Oakland's social and
-economic problems, I will discuss its revenue-expenditure gap and
some major revenue trends, Using descriptions of Oakland's major
.“sources of revenue, I will show that Oakland has a limited capacity
“to raise revenue, that it is the willing fiscal creature of the
“State, that it makes and loses money, and that much revenue behavior,

-as in most forms of human behavior, is characterized by pretense.

~

“The growth in social and economic problems

-

: pakland faces many of our central cities' dilemmas, The
}éleméntégof the urban crisis are all there: a high percentage of
“disadvantaged people, a high unemployment rate, extensive sub-stand-
Séfd"hbusfng; low educational achievement, and low family income,
According to Oakland's Model Cities program application, the City
is a "'port of entfy’ for low-income households, many of whom have been
minorities," Although the total population has tended to stabilize a-

round 370,000, the mix within this total has changed quite dramatically., The

1950 census reported the WNegro population in Oakland at 47,562, 1In 1960,



it had grown to 83,618, an increase of f6%, and it is estimated that
the 1966 Negro population was 110,000, Between 1950 and 1960 the
white population decreased by 18%, and the Spanish-speaking white
population increased by 44%, to 23,700, During the same period, a
reduction in defense and other industries occurred. Within the City,
the unemployment rate in 1966 was about 67 for males and 10% for fe-
males, In the poverty target areas the percentage is much higher--
around 117 for men and 167 for women. Another index of the City's
decline is that 15% of all housing units in Oakland are considered
substandard. In addition, educational achievement is lower than in
other Californig cities{ 70% of Oakland's non-whites over twenty-five
years of age have not completed high school. Considering the lack of
egucation and low job opportunity, it is not difficult to understand
why family income in Oakland is lower than in the rest of the East
Béyrmetropolitan area, In 1960 family income for one-fourth of the

City's families was under $4,000, In a single year, from 1964 to

1965, the number of welfare cases increased by 13%.1

»Behind the sterile demographic picture of Oakland lies the

'misery of the poor, whom we euphemistically term the "disadvantaged"
a@d_?cultﬁ:ally_depriveds? City officials, with a few exceptioms,

have notﬁeﬁlistgd in the War on Poverty., They make contingency plans

~

e Tl = .

for defense against possible riots, but the "war" takes place on

[ = P o

other sites, in a maelstrom of quasi-private and independent public
agencies, Poverty is felt indirectly by City officials, because of
the increasing cost of City government., Minor arsom, vandalism in

the parks, and crime in the ghetto do, to a certain extent, cause an

increase in operating costs. The real impact of Oakland's social and
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economic problems-~-the social cost--is only beginning to be felt by

its officials,

The recurring crisiss fiscal atrophy and the revenue-expenditure gap

The main problem City officials face every year is finding
sufficient revenue to maintain the current payroll. This difficulty
has been diagnosed by the City Manager as aalack of growth, or what I
term fiscal atrophy. In other words, the budget increases at a faster
rate than the tax base. Central-city expenditure requirements are
butstrippiﬁg revenue resources.z. For local officials there is as much
romance in the fevenue—expenditure gap as there is for national defense
officials in the missile gap. The City Manager puts it this way in a
report on Oakland's fiscal potential:

Simply stated, the disquieting fact is that under existing pol-
icies and within the constraints of the financial structure, the
City of Oakland's expenditure requirements will soon exceed its
income,
The Manager's projection was based on the 86% rise in the City bud-
get compgfed fé the 36% rise in property tax assessed valuation from
1956 fo _]f966° The atrophy of Oakland's tax base has tended to exacer-
bate the %evenue—expenditure gap and has resulted in the City's primary
efforts 5éing to maintain itself rather than to cope with confronting
social §¥5b;ems.
Igonically Oakland stagnates while the East Bay prospers.,

Oakland i3 a very old city; it was incorporated around the time when

‘California became a state. It has been the county seat since 1873,

Today, even though Oakland is not growing, it is the core city within
the growing East Bay metropolitan area, Oakland is constrained by

its land usage and by the business and population migration to sur-



rounding communities. There is mo more land the City. can annex;
it is boxed in within its 53 square miles of land. One cause of tax
base erosion is that not all property within Oakland's 53 square miles
‘is included on the tax roles. Much of the excluded real property is
vacant or occupied by governmental utilities, public institutions,
and streets and freeways. The Finance Director has estimated that
~over 40% of Oakland real property is tax—éxempt.

Fiscal etrophy started after World War II when Oakland reached
_its population peak, and since then, the population has been gradually
.decreasing, According to census figures, the total population of the
.City fell from 384,575 in 1950 to 367,548 in 1960. The decrease has
_slowed somewhat (a recent estimate of the 1966 population is 365,127),
-but unlike’ the rest of California, Oakland is not growing in populatiom,

While the tax base eroded due to the combined loss of business,
population,faﬁd taxable property, the expenditure demands on the City
increased.-!Part of this greater expenditure requirement was due to
trﬁe City's phiiosophy of pay-as-yoﬁ-go. Without an aggressive bonding
program, Clty off1c1als deferred capital improvements and incurred

1ncreased malntenance and operating costs. Today the City operates

‘on the same pay—as—you-go policy; consequently Oakland has an excel-~’

lent bond ratlng, The low total indebtedness, $18,9 million, is only

ﬂ

1%1 of the legal 11m1t.4 Because School District and City improvement

issues have been turned down in the past, City officials generally are

G2t L. & 'f-“:
afraid to turn to the voters for approval of bonds. They continue to

-

eabpt a pay-as—you-go ‘stance as a practical necessity and seek other

sources of financing, Whether City officials are afraid of the voters
or truly believe in avoidance of debt, higher operating costs are the

result.

19
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‘Previous studies of California finance have indicated that the
increase in city budgets has been due to increases in population and

priCe.s Oakland's population has not been growing, but one might con-

jecture that Oakland's budget increase is due to changes in the mix
of population., I call this conjecture the blame-the-~poor-blacks
hypothesis, Even if Qakland were all white, however, it might still
face the same fiscal problems today. The City budget has expanded to

meet increased costs of operdtion; not to meet the needs of Oakland's

deprived population. Seventy percent of the total budget is for per-

sonnel-related costs., Oakland is not a case of an expanding bureau-

cracy; it is a fhrifty, almost frugal city. In 1960 there were 3,014
budgeted full-time personnel positions for the City., By 1968 this
number had increased to 3,254, an increase of roughly 1% per year,

While the number of personnel has not increased cousiderably, the costs

of personnel have gone up'every year, with built-in merit raises and

rising costs for retirement plans. Thus it is easy to see that with

the possiblllty of a 2-3% price increase for non-personnel costs,

with standard salary increases of 4- ~5%, with slight increases in num-

1

ber of personnel, and with no increase in productivity, Oakland could

~— -
T S - -

have an annual 8% growth rate in City expenditures and not have any

= LIPSV R N

marked 1ncrease 1n the level of service,

In Oakland the problem of revenue, therefore, is not neces-

sarily tied to a 31gn1f1cant expansion of services., It is tied to

‘the maintenance and survival of the organlzatlon. If City employees

el - : e

are to receive their ‘annual wage increases and budget officials are
to get their merit raises, then the search for revenue takes on

personal significancea
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Trends in City revenue

- The City is the fiscal creature of the State. Talk about
independent home rule is rhetoric. As a charter city, Oakland, has
extensive legal financial discretion, but in practice the area of
financial discretion is quite cifcumscribed. Generally speaking the
larger the source of revenue in dollars, the smaller the discretion,
For example, the City has a great deal of influence over fees and
licenses but has very little disgretion over the extent of subven-~
tions and grants which come to it. Over a 20-year period subventions
and grants have gradually increased, but as Table 2-1 shows, subven-
tions and grants have varied on a percentage basis, The percentage
decline of subventions and grants in 1960/61 and the increase in
1965/66 were typical for the whole State., Table 2-1 also shows the
heavy reliance upon the property tax, gtarting'from over 757 at the
end of World War II and'leveling,oﬁt‘at roughly half of the total

revenues of the City.

TABLE 2-1

| TRENDS IN CITY OF OAKLAND REVENUE

¢ Fiscal Year (Percentages)

Source : 1945/46 1950/51 1955/56 1960/61 1965/66
Property Tax 76,6% 50.5% 47,47 50.9% 47.1%
Subventions and .

Grants : " Teb 17.3 17.0 13,0 17.0
Sales Tax - 12,1 18,7 19,5 17.1
Other Revenue 16,0 20.1 16,9 16.6 18,8

106.07%  100.0% 100.0% 100.0% 100,.0%

Total Revenue in
Millions of Dollars: ° i8 26 37 48

Source: City of Oakland, Auditor-Controller
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The property tax traditionally has been the main source of
financial support for local governments, The sales tax is the second
most important single source of City finmancing. Originally this tax
had been reser&ed for the State, but in 1943 the State of California
was in an excellent fiscal position due to limited war-time expenditures,
and increased revenues and decided to reduce its sales tax levy, Shortly
thereafter cities started adopting sales tax ordinances, and Oakland
began collecting sales tax in 1946, 1In that'yeér the sales tax brought
in almost ome ﬁillion dollars, aﬁd it has continued to play an impor-
tant role in Oakland finance ever since, Cities resorted to the sales
tax in the middle 1940's because they perceived that the property tax
had about reached its limit, This same perception exists now, and once
again there is a tendency to search for non-property tax revenue,

- - _The trend toward non-property tax revenue is more apparent in
?éble 2-2, which presents a comparison between Oakland and all other
‘Qalifornia<cities,dpring 1958 to 1959 and 1966 to 1967, For both,
the;grar§>29néﬁd§r§ble iqgreases i? non-property tax revenue. For
Oakland;:non-éroperty taxes, service charges, and use of money and
propertylhave‘incréaéed since 1958, The differential reliance on the
;égﬁérty tax by the Cit§~afn65kland ranges from 44A-£6J;§i; whereas'

For all Callfornla Cliles the range is 341 to’ 37./.,..w Oakiand relles on

%he property tax more than other California cities and to make the

......

situatlon worse, Oakland's tax rate is con31derably hlgher than the

(

aveTage'rate in the Srateg Indeed the_Clty has.had one gf the

4hlghest mun1c1pa1 tax rates in the State for the past decade.

AN o~ -~ . - z - . <7



TABLE 2-2

v m w GITY REVENUE COMPARISON OQF OAKLAND WITH ALL CALIFORNJA CITIES,

'\S . '((‘ : , - , ot

o Amount of Revenue (in millions of dollars) - Percentage of Revenue

(KD ] . :

" All Cities¥¥ ' Qakland All Cities Oakland
! :L A Fiscal Year Fiscal Year: Fiscal Year Fiscal Year
Source . Q 1958/59 1966/67 - 1958/59 1966/67 1958/59 1966/67 1958/59 1966/67
Property Taxes '$ 323,1 § 573.8 $ 15.0 $§ 23,1 37.2% 34.3% 47,2% 43.9%
Franchise Taxes 9.1 16,8 0 : «3 1.0 1.0 1.5 o7
Sales and Use Taxes 166,8 292.0 6,6 8.7 19,2 17.5 20.9 16.5
Other Non-Property Taxes o7 32,7 o 1.0 o1 2,0 - 1.9
Licenses and Permits 52.9 85,6 1,9 2.4 6.1 5.1 6.0 4,5
Fines and Penalties 31.6 54,2 Lo let 2,2 3.6 3,2 4,5 4,2
Use of Money and Property 22,2 71.7 ol l.4 2.6 4,3 1.3 2.6
From Other Agencies 135.2 298,7 4,5 9,9 15,6 17.9 14,3 18,9
Current Service Charges 72.4 155.7 26 2.3 8.3 9.3 2.0 4.3
Other Revenue 5502 8905 08 104 603 5.4 204 206

Total* $ 869.0 $1,670.7 $§ 31.7 $§ 52,7 100.0%  100.0% 100.0%  100.0%

#*Totals may not add due to rounding, :
#%The City of San Francisco performs county functions, such as welfare, which slightly distorts these figures.,

Sources State of California, Controller; Annual Report of Financial Transactions Concerning Cities of California,
‘ 1958-59 and 1966-67, '

€Z



One reason for the high tax rate is the slow growth in assessed
valuation for the City. As shown in Table 2-3, Oakland's assessed
valuation has not kept pace with the rest of California. The slow
growth in Oakland‘é assessed valuation is directly related to symptoms
of fiscal atrophy--the exodus of business and people, the limitations
on expansion because there is no more land to annex, and the assign-
ment of taxable property to tax exempt uses such as freeways. For
j're.v:em.le estimation.purposes, City officials consider their annual -
‘assessment growth fgctor to.be 2,6%, which is much lower than the
average rate for ali California cities., The temporary jump in assessed
valuation for 1?67/68 is-due to a change in assessment procedures in~
:stituted by State legislation requiring all property within California
écounties to -be assessed at 25% of value by 1970/71. Previously,
‘Alameda Couﬂéy's assessment rate was about 22‘2,.7 City revenue estimators

‘expect that,tafter a few years' adjustment to these assessment proce-

hures, the giowth'rate for assessed valuation will return to 2.6%.8
- I TABLE 2-3
' OAKLAND'S SLOW RATE OF GROWTH IN ASSESSED VALUATION
; i I All california Cities City of Oakland

\ EAssessed Valuation: Average Tax Assessed Valuation: Tax Rate

: i _Percentage Increase Rate Per $100 Percentage Increase Per $100
Fiscal Year

:  Over Prior Year Valuation . Over Prior Year Valuation
1961/62 I - . 7.8% $ 1.81 2,67 $ 2.86
1962/63 " 6.0 1.87 2.5 3.21
1963/64 5.5 1.85 3.3 3,15
1964/65 bots 1.85 1.5 3,15
1965/66 . 8,0 1.85 2.6 3.17
1966/67 7.3 1.87 2.9 3.16

1967/68 7.9 1.84 5.9 3.14

Sources: For Statewide Data, State Controller, Annual Report of Financial
Trensactions Concerning Cities of California., For Oakland data,
City of Oakland, Budget and Financeé Department, "Financial Capa-
bility Study, Part II" (draft--no date).




During the eight years that are represented in Table 2-2,
revenues for all Califormnia cities have increased 92,3%, or nearly
doubled, This is an annual increase of about 11,5%. However, Oak-
land's revenue has not grown as fast but has increased only 65,9%,
or an average of 8,27 per year for the same period, Since the City
must balance expenditures with revenue, this slower growth rate in
revenue illustrates that Oakland has not Beén expanding services,

‘but rather has been in the box of maintaining itself,

The City of Oakland is almost a no-slack system, The City
budget doeé not have much "fat" in it., What are the revenue resources
on which the City relies? Where does the City get the money to survive?
How much discretion do City officials have in raising revenue? The
remainder of this chapter will outline the City's financial discretion,
show that the City can make and lose money,‘and show that tax behavior
is deceptive,

The City has a narrow area of discretion

Financial discretion is the capacity to raise revenue, The

area of financial discretion defines the object of City decisions.

\
1

Ffom Table 2-4 we can arrive at two conclusions: (1) with the exception
;f the property tax, the decisions that City officialsican make concern-
ing revenue are "nuts and bolts" decisions; and (2) a large amount of
money, almost half of the City's annual budget, is outside the area of

City discretion,-

The merit of minutiae. Within their area of discretion City

officials do make many decisions., To the uninitiated, City revenue

decision-making appears trivial, The social scientist who treats

25



TABLE 2-4

THE NARROWING AREA OF CITY FINANCIAL DISCRETION

Revenue Groups Mainly Fiscal Year 1966/67
Within City Discretion (In Millions of Dollars)
Property Tax « o » ¢ © & & 8 © o © % © 8 © @& © © 6 8 » ® o 6 $ 2301
Franchise Tax « o e © 2 © @ e © ® 8 ® 6 © 8 °© ® @ 6 e © o 8 04
Transient OCCUpanCY Tax s 8 © © e © & & B8 8 © & ® & © o a8 o 02
Parking and Street Privilege Fees ¢ o s 2 o o ¢ s o s o s @ oD
Business Licenses L] [} o (-] L] L] -] e & L L 9 L] W. L] o L] ® - 0 L] ] .9
Other Licenses and Permit FEES .+ o o o o s o o o o o s o s i
Building Inspection Fees . s o s o o o o o o o o s o o o o oh

o L L L] .‘ ® 9 s .7

° L L e L] L o e 191

Concession and Facility Fees . ¢ ¢ o o o o
Sewer Service Charge . « ¢ o o o o o o o o
Other Service Charges o o s o o o o o o o o
Intérest on Bank Deposits o o 2 o o o s s o
Management of City Assets--Sales and Rentals . o ¢« o o o o _ )

L] e L ® L] o L o '2

° LA e ° ] L] ? L4 .9

3 29,0

Revenue Groups Mainly
Qutside City Discretion’ .
Sales- Tax 3 ) t - * 9 £ ] 2 o -. L) L] L) ; L] L] L L L) L] * L] L] ° o L] $ 807
CigareAt‘te TaAX o« © o © 2 o o 6 2 a o s 8 o s o o o o » & o o 8
off-street;Parking ’ 8 L] - L] ‘ L] a @ L] & L o e ® [ ] 2 ® o ® 09
Court Fines L] L] ? L] L L L] L] L] -] 2 L] L] L] ° L] £} L] L] L] L] ° L] L] 2 L] l
State Gasoline Taxes .. @ © o @ © o o @ ©® o ® 6 © o 0 © o o 4,0
In Lieu Tax Paym.ents * e ® 6 ©6 % 6 ©6 6 © £ © 5 & 8 6 & o & 2,5
Alcoholic Beverage TaX o o o o o o o o © 6 o o 8 a o o o & 4
Revenue and Grants From Other Agencies .+ o o o o o o s o » b.b
- -:_— - _:_h‘ . - o . 7 ’ . $ 2308

s o ) o i . Total Revenue . $52,8

4‘-.‘: [ N e . “omls

Sourcess_City of Oakland. 78th Auditor-Controller's Annual Report, Fiscal
" “Year 1966-67, and City of Oakland Budget and Finance Department,
- j&-fﬁlP?PCi?l~gaP?blllty Study, Part II" (draft--no date),

;Ebén'ré;éﬁhékin:%érméfBfi;ééiéééfeé sﬁcﬁ;as pébperty tax and "other"
;illraiéé;ioéifoéliﬁé ;E%iéﬁi::Loéél;ié§eﬁue?decisions'are'iﬁ-“otheia“
‘Behind h3n§:6f the %évéﬁhe:gféubs:in"Téﬁié 2-4 are hundreds of revenue
f;ourcégi--citf-officials decide whether to include vending machine

operators under the business license, A future major policy decision

will be whether Oakland's new museum should charge twenty-five cents

for admission, If a frequency count of decisions by dollar amount was
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computed, there would be only a few million-dollar decisions., In the
aggregate, the small dollar decisions, the rounding errors of other
studies, allow Oakland to adapt. In Oakland small dollar revenue

sources get as much attention and are as significant as large ones,

Local revenue is not local, The State is the locus of decision-

making for much of the revenue Which the City uses, The sales tax,
cigarette tax, court fines, gasoline taxes, most in lieu tax payments,
alcoholic beverage revenue, and érants are controlled'by the State,

-0f course the City can and does influence the State, butﬁgenerally
rates, exemptions, apportionment formulas are under State control,

As 1 have said, the City is the fiscal creature of the State, and as

we shall see,‘the City is often willing to give up its discretion,
"Because of pressing expenditure demands,‘City officials find all re-
venue sources equally attractivé and they are not particularly concerned
about the future possibility of having to negotiate witﬁ the State con-
cerning rates and apportionment procedures. The fact that the State
will collect revenue and send the City a check is sufficient incentive

to gain the City's concurrence,

i
{
'

The sales tax, or money without discretion. The sales tax is

one local revenue which isvnot local, 1Its yield is eqﬁivalent to
almost one~third of the City;s property tax rate, and the sales tax
comes to the City with no spending strings attached. Other than
moving around within the 17 limit for local taxation, Oakland has no
éontrol over the rates,' The State recently raised the sales tax froﬁ

47, to 5%, for example, with no proportionate increase for the City.
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How's business? The City can increase its sales tax yield by

improving its business climate so that people will spend more within
the boundaries of Oakland, Revenue from .the sales tax haSVincfeased
about 47, a year over the past five years, but this revenue has not
actually kept pace with the increase in séles throughout the total
trading ‘area in which Oakland is located. A study done by the City
Planning Department in 1965 indicated that there had been a counsiderable
ghift of tfading to outlying shopping centers, and Oakland's share of
;fetail sales had substantially decreased since 1948, Part of the 47
growth in QOakland's sales tax revenue has been due to price increases.
lThe Consumer Price Index for the San Francisco area increased an aver-
:égé 6f almost 2% per year for the 1958-66 period.9 Considering Oak-
.land's'rélatively stable population and the disruption of its down-
EAt:own area due to the installation of the rapid transit system, Oak-
.iand officials estimate a 3% annual growth rate for the sales tax for

“the next five years.

- . Go fight the County. The loss of local rate and base control
-of the séles tax resulted from the State passage of the Bradley-Burns

Uniform Sales and Use Tax Law of 1955, The incentives in this law were

structuiéd{éo that the cities would have trouble with their merchants

"if they did not join with their respective counties in the uniform
program. Maintaining a separate city sales tax meant, in effect, that

“the cities' merchants would have to collect a higher rate and would

“be at Esbbmpetiiive disadvantage., Thus, in 1956 Oakland passed an

“ordinance to participate in the Bradley-Burns Act., At that time,
Oakland and Alameda County agreed that the 1% reserved for local tax-

ation would be split by having .95 of it go to the City and .05 to
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the County. City officials now feel that there is no justification
for the County to receive any part of the City-generated sales tax,
They argue that in many counties, such as Orange, Los Angeles and

San Diego, all of this tax goes to the cities, and, in any case,

Oakland needs the money more than the County.

What's left? WNot much., Two areas remain for the City's dis-

cretion. First, it can pressure the County to change the arrangement
so that Oakland gets all the locél sales tax collected within its area;
and second, it can make an effort to increase retail sales within City
boundaries. In order to remain under the State uniform program, with
its advantages of efficient collection, the City cannot go above the
1% legal limitation. For all practical purposes, the City has little
discretion with respect to the sales tax,

- Soﬁe taxes, like the sales tax, are outside City discretion

because of reality, while others, such as the property tax, are outside

City discretion because of a fiction which everyone accepts.,

R The property tax, or when is a limit a limit. The property

tax has sgén temporarily placed in quarantine. It is exhausted, The
‘tax has rLached its limit, By a process of mutual reinforcement through-
out the State, officials have convinced themselves that the property

tax can no longer be used to meet increased financial requirements. What
to do with the property tax is a major concern of policy-makers within
_the State, as any casual reading of the newspapers will document.

RPlagued with assessment scandals, expensive exemptions, and a plethora

of small tax rate areas, people have a notion that the property tax

has reached its limit., As one official puts it, "The property tax has,



of course, not reached a legal limit, but we in County government

do think that for all practical purposes it has reached a working
1imit."10 Or, as a League of California Cities executive says, "We
are inclined to agree with those who state that the property tax has
reached its limit, However, revenue derived from property taxes will

continue to be a substantial source of municipal revenue for years to

qpme,“ll Oakland officials have adopted the decision rule: the property

tax cannot be raised and that the tax rate should be lowered., Even
though City officials define the property tax to be outside their dis-
cretion, they could always change their minds, Since City officials
have made similar prohibitions in the past and ignored them, .I con-
sider the property tax to be within the area of City discretion., Pol-
itical limits on taxation can be raised when the fiscal barrel appears
empty. R

Finding revenue and gi&ing it away. Since City officials have

5;£idéd ﬁof to tinker with the property tax rate, they have tried to
increaseﬁthg-tax base in Oakland. Such economic development has not‘
bgen;a-sm%shing successj so officials have taken the logical step of
finding oéher revenue sources. In this process of what is called
broadening the tax structure, or charging twice for the same thiqg,
the City has narrowed its own fiscal discretion. 1In a survey of Cal-
ifornia city mamagers and officials in 1962-63, over sixty percent of
the respondents felt that tﬁe property tax would not be adequate to
meet their needs over the ne#t ten years, Over three-fourths of the

city managers who foresaw this inadequacy have initiated new tax
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levies., Over half of these managers were
uhreservedly in favor of increasing the importance of the role
played by locally levied and state collected taxes, If allowance
is made to include those cities which would favor such an increase
with varying degrees of safe§uards or conditions, the share in
favor climbs to 78 percent.1
In other words, most of these cities do not insist on maintaining
complete control over their own fiscal resources and would gladly sur-
render some discretion in exchange for the efficient collection of
revenue by the State., The statewide attitudes apply quite well to
Oakland. The City has historically relied heavily on the property
tax, Currently, Oakland views the property tax as being exhausted;
consequently, the City is now looking for and has been levying a ser-

ies of non-property tax revenue sources, Furthermore, the City is

content to give up control, as we shall see.

The City gives away its descretion,

City officials deliberately narrow their own fiscal discretion.
Within the City, officials tie theii own handé by establishing auto-
momous érganizations and funding them out of éeneral purpose revenues
such as Sp&street’pérking fees, At the State level, City officials are
content té join a State program and give up discretion because they can
'bﬁtiédminiétratiVe-costs and also maintain a stable source of revenue
supply, or so they believe, Uﬁfortunately, officials are not aware at

the time that they are giving anything away. Their successors, however,

live with the consequences of a narrower fiscal discretiom,

Gold on the strééfé,-or parking fees. Parking fees are much
bigger business than the average person who puts ten cents into a meter

realizes. In Oakland on-street parking fees yield about $1 million a
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year and are designed for control and rationing as well as for revenue.
Many on-street parking meters gross over $130 annually, even though
they are often placed not to maximize revenue but to maintain turnover
in areas where pa;king demand is high, Administrative costs for re-
pair, collection, and accounting run to approximately 147 of meter

revenue,

How to lose a gold mine, Parking revenues are a significant

resource for the downtown merchants who have been able to reserve about
half of the City's parking revenue. Because the City Council wanted to
encourage the development of the downtown business area, the Council
established an éutonomous Off-Street Parking Commission and pledged

half of the meter revenue to finance the acquisition and construction

of off-street parking lots. Not only did the general fund lose half a
million dollars to a special off-street parking fund, but the general

fund is also used to support the staff expenses of the Commission. The
City Manager cannot recoup this revenue; but he is attempting to encourage

the Commission to pay for its own minor expenses,

i

ette tax in Oakland is an excellent instance of the cities' flight from
fisgal independence. ’In 1959 the State of California éassed a State~
wide cigarette tax of three cents a pack. In 1961 Oakland officials
considered the feasibility of adopting their own cigarette tax. At
.ﬁhat time, the City ﬁanager recommended ‘to the Council that Oakland
support an arrangement for State administration of a cigarette tax
similar to sales-taxes procedures under the Bradley-Burns Act. Five

years later, however, the climate for passing a local tax was appro-



priate and the need sufficient, so that the City Council passed an
ordinance imposing a two-cents tax on each pack of cigarettes, City
officials had concluded that the cigarette tax would have stable re-
venue yields as health hazard pronouncements, such as the Surgeon

General's report, seemed to have little effect on consumption,

Let George do it. 1In the following year, 1967, the State

legislat?re passed a new law providing for State administration of the
cigarette tax. The League of Califormia Cities had been recommending
this step, and the City Manager and other Oakland officials had sup-
ported the proposal, urging in letters to State legislators that such
a -State~administered tax would be "desirable and effective" and would
achieve & "uniformity and equity" similar to the sales-tax administra-
tion, The new tax, which became effective in October 1967, allowed
three éeqts_out of a total of ten cents per pack to be returned to
local governments, Apportionment to the city and county governments
was to be computed on the basis of the percentage of total sales tax

revenue received by the local government,

éetting the worst of'é_good'bargain. Not only were local

@fficials%happy_to'support the State legiélation on grounds of effic-
tency, but State adoption-of the cigarette tax would avoid controversy
over suspected cigarette smuggling from other jurisdictions. Omne Council
candidate had made cigarette smuggling an issue of his election campaign.
With uniform State-wide procedurés, Oakland could not be charged with
ggcouraging;ciga;ette-ﬁax avoidance or putting its own retailers at a

disadvantage., The most advantagéous aspect of this State legislation,

as the City viewed 1t, was that Oakland would be getting an additional
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milliop dollars in revenue per year due to the increased rate and more
efficient means of collection., City revenue estimators expected the
tax to yield almost $2 million a year. However, one problem remained:
some cities were interested in having the apportionment based on popu-
lation instead of sales tax revenue which would have put Oakland at a
severe disadvantage, Oakland stood to lose $400,000 annually if the
apportionment rule was changed to a population basis, Fortunately, the
rule was changed so that half of the revenue would be distributed on
the basis of population and half on the basis of total sales tax re-
venue, As a result, Oakland lost only about $100,000 annually. The
revenue yield was not as stable as officials had expected. Instead,

* City officials had to bargain to restrict their losses, The $100,000

is a minor symptom of the loss of discretion which the City embraced,

Should the City trust the State?

* .The important consideration is not who should be receiving re-
venue, but which governmental jurisdiction should have administrative

control over a particular revenue source. The controlling jurisdiction

can dete;ﬁiﬁe rates and what actual allocations take place to other

jurisdictioné; The usual argument for city home rule and less reliance

on State or federal fiscal support is that these outsiders will determine

how a cify spends“it money., Seldom is it noted that the State can also

P

determine what funds a city will actually receive,

€:.2:... The State also needs money, City officials seem anxious to

trade control of their own revenue sources for the administrative ef-
ficiency of State collection or as a preemptive tactlic against ad-

verse state action. This trade, however, can backfire, and the



a%éoholic beverage tax is a good example, This tax, which is more
commonly known as a liquor license for the retailing of alcoholic
beverages, is a State revenue. The State receives the revenue from

the original license fees, which cost about $6,000 each, The annual
renewal and transfer fees for this license are a fraction, about 107

of the original cost, In the administration of this revenue source,
cities and counties used to receive 90% of all annual renewal fees

gp@ transfer fees. 1In the 1967 legislative session the State law"was
gmended so that 100% of the transfer fees will go to the State and none
will go to the cities and counties. For Oakland this change represents
roughly a 25% reduction in re?enue; Whereas in 1966/67 the City
received approximately $400,000 in alcoholic beverage tax funds, it
will now receive approximately $300,000 per year., It should also be
noted that the City's Police Department enforces the liquor laws for

violation of any State law on licensed premises,

The State is another site for tax politics, One might think

‘tﬂét-loCaiifréﬁchise taxes could be reserved for City use, but even
heré fﬁeEStaté has cut into the fiscal pie, Through the use of fran-
Eﬁisé %éggé, fﬁégcity sells the right for corporations to conduct cer-
%é&hzéé%ivities'gﬁ”ot below City property. Franchise agreements with
%Eiii%y, }éiiiaad,vand oil corporations are usually for extended per-
%%&éed%:%imgiirahgihg from 10 to 50 years and are based on annual

GgieTilie vooT I .
charges such as 25 cents per track foot, The largest source of fran-

" chise revenue comes from utility companies,. Originally, the City taxed

s o=

the Pacific Gas and Electric Company and the Pacific Telephone Company.
However, the California Supreme Court ruled that the Telephone Company

State franchise, under the State Public Utilities Code, épplies also
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to the streets of California cities;13 therefore, the Telephone
Company discontinued annual franchise payments of about $320,000 to
the City and currently pays oﬁly an annual business license of about
$3,000, The Pacific Gas and Electric Company, however, still pays
the City a 2% rate on their gross annual receipts, which amounts to

approximately $340,000 each year,

Making Money

Although I grant that government is'not>busin¢§s, sometimes
City officials act like they were running a business. They do not
make a profit but ., wish they did. 1In éhe following sections I will
show that the Cfty has something to sell, that it loses money by not
recovering its costs, and that City officials are not, although they
would like to be, revenue maximizers.’

i
!

The City{paé SOméthing to sell

$£e City‘pufs price tags on many of its services and facilities,
Taxes do not pay the complete freight of the costs of local governmenﬁ.
Charges, licenses, permits, and other fees pick up some of the slack.

However, there are other sources of making money which are not as well

. known,

Selling garbage. Revenue is received by the City from the

Oakland Scavenger Company for their refuse collection contract. Since

the garbage collected by the Scavenger Company is legally the property
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qf the City, Oakland was paid a small fee and was provided with free
garbage collection and disposal for City-owned facilities., Recently

the Ciﬁy Council approved the Scavenger Company's request for a rate
increase and, at the same time, levied a 5,5% tax on 6aklandVScavenger's
gross revenue, As a result the City expects to receive between $250,000
;nd $300,000 per year from the Scavenger Company rather than the almost
$30,000 paid previously. Of course, the taipayer pays for the revenue

indirectly, because his costs for garbage removal have been increased.

Selling money. Interest paid to the City for fiscal year

1966/67 was $900,000 and it will increase due to the efforts of the

City Finance Director., Although the increases are small, they illustrate
two pointé: (1) the importance of the Finance Director's role in max-
imizing the revenue return to the City; and (2) when a éity is looking
for revenue, even the smallest amount Qill be considered. Like many
households, the City has the problem of determining how much money to
Teave in its checking account, br‘whaﬁ is called the "active non-inter-
est-bearing account,"” and how much money to invest so as to receive the
highest ;nterest rate possible, The decision problem revolves around
ihe.éstiﬁ?tioﬁ'of'the City's cash flow requirements, The object is to

i

. avoid eaiiy redemption of a particular deposit. which might result in a

1658 -of iRteérést, =T T i-ti i LT L oo SO
v15?54~ePf£6r¥to~Jaﬁuéryl1967,-the City put its monéy in 'banks under a
ééftigicaﬁé—of deposit-agreement with the bank.,. The shortest time per-
"16d for any one certificate was thirty &ays, If funds were required
before the thirty days, then the City would lose its interest., This
characteristic of certificates of deposit required the City teo maintain

a high cash balance in its active or checking account. In January 1967,
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however, at the Finance Direcﬁor's suggestion, the City Council auth-
orized him to place available funds in other legal instruments, such
as U.S, Treasury notes and bills, Such instruments are more flexible
and they allowed the City to reduce its average cash daily balance
from about $i,2 million to a daily balance of $255,000. Aé far as the
total amount of cash invested, this meant an increase from 947 of the
funds to 99%. The net incréase in revenuénéor this more flexible

investment policy resulted in a $50,000 increase per year in total

interest paid to the City,

Selling what you do not need and renting what you do, Rental

and sales of City real estate and e§uipment accounted for almost a
half a million dollars in 1966/67., Most of the money comés from sélling
€ity surplus real property. In addition every year the City holds sev-
eral bargaﬁn day sales where they get rid of unclaimed stolemn bicycles,
lost and found items, and surplus automobiles, Each sale yiéids about
$é0,000. -The City rents bleachers, utility poles for $1.50 a pole, and
éﬁ‘éxﬁeﬁgivetﬁaVement-marking machine for $100 a day. Officials are
fhinking?bf charging rent to the Oakland Municipal Employees' Credit
ﬁﬁioﬁ’féfathé free space it occupies in the City Hall,

eIl gLl

How to-lose méney by not recovering costs.

Building, 6ther license and permit fees, and service charges>
filustrate’the dilemma of cost recovery in Oakland. City officials
' pay obeisance to the norm that the fee éhould cover and compensate the
City for the extra expense incurred by the regulatory activity or for
the benefit received from the service, However, many of Oaklands fees

do not even begin to approach a recovery of costs. Depending on the



fee, the ratio of costs to revenue can range anywhere from two-to-one
to ten-to-one. There are several explainations for violating the cost
recovery norm which I will introduce now and analyze later in Chapter

111,

Holding costs constant, Building inspection fees include revenue

received for the issuance of permits and inspections for the regulation
of plumbing, eléctrical, and various other construction activities,
fﬁese fees are expected to follow the City's cost recdvery norm, éev~
éfal years ago these fees brought in well over $500,000. Now the
yield is about $400,000, which covers approximately 607 of the City's
building inspection costs. Thé reduction of revenue is partly beyond
the City's control, since inspection activities and revenues are linked
to the level of construction within the City. At present there is a
slump in construction during which cosgs remain constant, due to the

City norm.of not firing employees, while revenue drops.

Too many fees to change at the same time., The residual area

of 6therllicense and permit fees involves literally hundreds of minor

fees which have been established over the years. Bicycle licenses,

blasting ﬁérmits, City Manager permits, and close-out sale permits are

some of the fees in this revenue area. Since the City does not have a

fé“éﬁﬁé:ﬁﬁﬁhéilthat lists them, no single City official is aware of all

-
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éféé£~ﬁééi of discretion in setting rates and recovering costs, How~

eéver, officials have limited resources; so they can only review a few

fees at one time,



Habit and inertia, Fees are established and become part of an

operating routine where they are seldom reviewed. Charges continue to
be céllected as a matter of habit. For example, the taxi and ambulance
driver permits, which allow a person to drive a taxi or ambulance with-
in tﬁe City, are administered by the Police Department, In 1938 a fee
of $1 Wéé established. A recent review disclosed that it cost approx-

imately $8.50. to process an applicant for this permit,

Conflict of objectives., The conflict between regulation and

cost recovery is well illustraéed by the case of animal licenses and
fees, Revenue is $53,000 and.costs of the animal control function is
'$120,000.'"Why is there‘over a two-to=-one difference between revenue
and costs? The City operates an animal control section as an exercise
of its public health function. The current annual dog license fee is
$4, The number of licenses sold since 1957 has decreased by almost
half, City officials estimate that Oakland's dog population totals

somewhere between 35,000 and 40,000, and 75% to 80% of these dogs are

not_}icénsed, These facts should not be interpreted as mere trivia

because they illustrate the dilemma the City faces in exercising regu-

- -

latory fﬁpctionsu,tThe City lacks the staff to police this activity and

= g

to discourage people from violating the law. The decline in license

sales can also beAatiributed to a stiffening of health laws which re-

~ - ..

a dog. During the period of decline a leash law also went into effect,
" Both of these regulations, plus the lack of enforcement, tend to dis-
courage people from licensing their dogs; the cost, particularly for

poor people, is prohibitive., The more stringent the regulatiomns are,

the more they discourage compliance,

quire the owner to pay for a valid rabies certificate in order to license
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The City’has to maintain an animal control shelter even if
people do not license their dogs., Raising the fee to recover costs
would only punish the minority who obey the law and would reinforce
the trend not to license, Since the City is reluctant to make the
investment for enforcement of animal control, City official; have a
voluntary program which relies on the citizenship of the individual,
When regulations get onerous, the citizen fiﬁds it easier not to
comply; thus revenue goes down and the City pays for the regulatory

activity from general funds such as the property tax, City costs con-

tinue regardless of the amount of revenue receipts,

Those who benefit do not pay enough, Service charges also carry

the expectation that the City should recover its costs, Theoretically,
if an individual benefits from a specific service, he should pay the
costs of that service. The problem'with the City's adm;nistration

of charges, however, is that the norm becomes more a matter of rhetoric
than practice. For example, the City recovers less than half of its
costs (around $450,000) for issuing publications, recording legal in-
§trument§; zoning variances, map reviews, building condition reports,
rébiéatibé and Museum craft programs, library fees, and charges madé

to Alameda County for prisoner maintenance., Another example is "drive-

ay- tipping' where the City paints red no-parking areas adjacent to
pping y p g 3

twite as much as” the City recovers in revenues., Similarly, the charge for

‘the' maintenance of a taxicab zone, which is supposed to cover painting
the curb and installing the signs, is half of the City's costs. Years
ago, when contractors and workmen had to park their vehicles on a job

where there were meters, the Police Department issued free bags to
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cover the meter, WNow the Police Department charges for these bags,

but their charge accounts for only half of the lost meter revenue,

_éonfusion and conflict-business‘1icenses

- Business licenses yield almost a million dollars a year to the
City. However, I believe that the City is mnot maximizing business
license revenue, City officials do not want to discourage business im
Oakland even though they need the revenue. Businesses are charged but
:qan bargain fo? adjustments in rates and choice of the measure of tax
;liability.' The net result is a hodgepodge ordinance which costs the
bity ten percent of the collected revenue for administration and which
officials are reluctant to revise completely. The last time Oakland
cthanged its business license ordinance was in 1957, Prior to that
‘time, Tate schedules had been in effect for periods ranging from ten
‘to thirty years, Rather than taking on all the diverse businesses at
the same time, City officials make marginal changes and avoid conflict,
SR - To coqfﬁse matters, City officials do not agree on several
-importaﬁF issues: wﬁat is the purpose of the license; who should pay;
and, Wha; should be the basis of the charge or the measure of tax
iiability¥

Purpose, regulation or revenue? Originally, municipalities

wrr TIT0 T

used licenses as ap extension of their police power for the protection

P

of public health, safety and morals. The charge as such was designed
-to recover the costs of regulation, Hoﬂever, as years passed, the
business license became a revenue rather than a regulatory device,

Currently in Oakland, a particular business may-require a permit in

addition to a business license. For example, garages and auto repair
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shops, miniature golf courses, service stations, and skating rinks

are charged for both a permit and a business license, These permits
are supposed to be for reguiation, but in fact they are just another
Yevenue device, It is likely that if the City reviewed this area, they
would find that some business licenses are being collected for regu~
1;tory purposes and permits are being collected for fevenue purposes.
The only clear operational distinction betﬁé;n a perﬁit and a license

is that the permit is issued once, and the license has to be renewed

ahnually.

Should all businesses have to pay? Not all businesses have

to pay the license fee, City officials gradually extend the coverage
erthehlicense. In 1957, the City cancelled exemption from the license
for 4000 veteran businessmen. They also extended the provisions of the
ordinance to include some amusement vending machines, Todéy the Cify
is contemplating extending the license to cigarette and candy vending

machines,

-~

How they pay. Describing the present measures of tax liability

iébno‘eaéy_task because in many cases they have been tailored to the

-------- t

particular kind of business. Generally one can discern four main cate-

fis

gories: wholesale and retail, professional and semi-professional,

apartments and hotels, and manufacturing, These categories differ by

measure-or rate, For example, the business license for apartments,

.hotels and motels is a flat rate of 80 cents per room while the whole-

sale~retail category is based on the number of employees, $20 for the
first person and then a declining graduated schedule up to over 100

persons at $1,50 each,
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How should they pay? Within the Budget and Finance Department,

‘which is responsible for making recommendations as to what the rate
‘base should be, there has been some disagreement, One analyst has in~
.sisted that net income would be the most equitable way of charging for-
business licenses, Current rates are mainly based on the nﬁmber of em~
ployees, which is not likely to be equitable.14 Equity is difficult to
determine because the relationship of profi£ to the number of employees
is not clear., However, the City Finance Director has felt that a net
'}ncome basis would not be feasible because of the unavailébility of
State income tax records and the difficulty which would be involved in
a&ministration. The Finance Director would prefer to use a gross re-
-Ceipts basis, He feels that the business license fee should be related
E6 ‘the extent of profit that a business can achieve by operating in
békfénd, The Director would like to have a gross receipts tax with
%ifms'grouped by similar profiﬁ margins, He recognizes that a "turn-
%ie}itYpe ﬁék“ might result in pyramiding and double taxation, but a
i?“péfdent_gross receipts tax, which might yield $10 million, is an
attracti&e_g;ggpecto However, such a change would be a radical depar-
}p;glf;oé present procedures, Instead, the Finance Director has sug-
gested ch;ngihg the defi;ition of the number of employees from "average"

to_Tgreatest", which would slightly increase the business license yield,
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Let's Pretend

One of the frustrating but fascinating aspects of studying
revenue is that appearances are deceptive, Fiscal reality is such that:
actors cannot always do what they claim to do; norms are established
and have to be ignored; and words do not mean what they usually mean,

Local revenue is a world of pretense and make-believe behavior,

Let's pretend that reimbursements are not revenue

I define revenue as any financial resource that flows into the
éity over which the City has some expenditure control, The City re-
céives money called reimbursements, which it excludes from the budget
énd?&oeé not consider to be revenue, Last year about $800,000 was re-
imbﬁrséd for sefvices which the City provided for outside agencies,
éﬁéﬁ as the State of California, Alameda County, the Répid Transit
ﬁiStrict, the Redevelopment Aggncy, the Port of Oakland, or even for

private utilities and individuals,

\

_Service charge or reimbursement? Does a reimbursement for a

service constitute payment of a service charge, or is it, in accounting

arlance, a non-revenue réceipt? The distinction between service charges
and reimbursements is murky, Formally, a reimbursement applies to City
activity that is beyond the usual scope of City functions., This bit of
speciousness means essentially that it is possible to define when a
.specific service is within the scope of City functions. Many of these
reimbursed services have standard rates and procedures indicating that

for all practical purposes there is no difference between a service

PN
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charge and a reimbursement. And if there is no difference in the clients,
or the service, or the methods of charging, then there is not much reason

to maintain the distinction,

Routine reimbursements, The distinction between service charges

and reimbursements may at times be only a matter of the Auditor-Con-
troller's interpretation, Once a revenue is put in one pocket or another,
a precedent is established, To take a minor example, the City of Oakland
conducts elections for the Board of Education, the Péralta Junior College
5iétrict, and the Port of Oakland as a service to these-agencies and

to avoid:duplicating elections, Oakland computes the total cost of
fﬁﬁniﬁg the election and then receives reimbursements on the basis of the
ﬁﬁﬁber of officés reserved on the ballot., For instance, in the nomina-
éing muniéipal election held in April 1965, Peralta Junior College
53¢6uﬁtéd'for three of the sixteen offices on the ballot. Therefore,
Peralta ﬁaid the City three-sixteenths of the total cost of that
éiéétién. . |

- -

A

Let's prétend that taxes are not taxes

seee L Ohe;qf_the great arts of the tax game is to design revenue

§gggggslso_that_people will not know that they are paying taxes,

Taxes .should not be seen nor felt, only paid. There is a contrary
school of thought, which I believe to be in the minority, that claims
'gaying.. However, the revenue behavior of Oakland officials is consistent
with the hide-the-tax rule. Furthermore,vthe State helps in this en~
deavor by establishing %ines and setting procedures for some in lieu

taxes.
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Fines, or making a contribution to the City and not knowing.

The Municipal Courts of Alameda County are a source of revenue to the
City of Oakland, Court fines are collected when bail is forfeited or
for a fine relating to vehicle code violations or to misdemeanor arrests
for non~vehicle code violations, The yield from this revenue source
has steadily iﬁcreased over the years, In 1962/63 it was $1.5 million
and by 1966/67 it was $2,1 million, Of the‘$2.l million total, approxi-
mately half a million dollars came from fines and forfeitures for non-
vehicle code violations, while the rest came from vehicle code viola=~
tions, The non-vehicle code Court fines become part of the City's
general fund whiie the vehicle“code fines, by State law, are deposited
by the City into a special earmarked fund called the Traffic Safety

Fund,

If you must get a ticket, then let Oakland give it to you, The

City has no discretion over what these fines will be or what revenue it
will receive, The maximum and minimum penalties are set by various
State legal codes, and the Alameda Municipal judges determine the fine
and bailischedules within these limits, The only possible area of dis-
cretion ié felated to who actually doés the arresting, For,example,.if

an Oakland police officer writes the citation for a vehicle

‘code viola-
& 250

tion, then the resulting fine money is split with 227 going:t§§the
County and 787% going to the City. On the other hand, if the individual
is cited or arrested by State officers within the City, tﬁe City only
'gets 50% of the money and the rest goes into a special County road

P

improvement fund.
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Palatable payments, or in lieu taxes, The normal procedures

for the property tax do not apply to certain kinds of property, The
taxes pald on these kinds of property are usually called in lieu taxes
because they are paid instead of the locally-assessed property tax,
For example, Motor Vehicle license fees provide the City with in lieu
taxes amounting to $2.4 million without the pain of collection or tax~
payer resistance, Because apportionment ana collection procedures are
complicated, most Oakland citizens probably do not realize that their
motor vehicle 1icensevfee includes a 2% in lieu tax, based on the mar-
ket value of the vehicle, part of which goes to the City, Apportion-
ment for the Motor Vehicle license fee is based on county population
within the State. FEach county keeps 507 of the money it receives and
the rest is redistributed to its cities on the basis of their popula-~

tions, Oakland's per capita amount for 1967/68 was $6.80.

How to pay . less tax and make it seem like more, Another feature

of in lieu taxes is thatAin lieu often does not mean “instead) The
term is misleéding.because the City does not receive as much revenue as
it would if the property were subject goothe usual real property pro-
cedures, Cbnsider the in lieu tax on private aircraft, This tax is
levied locally by the County assessor at a rate of 1,57 of market value,
and the collected taxes are distributed evenly between the City, the

s
County and the School District, If aircraft were treated as real
property, the property would be assessed as a percent of market value
and then a tax rate for each jurisdiction would be applied. Recently
the in lieu procedure, applied to 365 priQate aircraft (worth about

$8 million), yielded the City approximately $35,000. The City would

have received about twice this amount if the real property procedures
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could have been used.

Let's pretend that earmarked funds are mnot earmarked

A primary characteristic of an earmarked fund is that the money
is set aside for a special use, The primary reaction to sech funhs
by City officials is to broaden the use of the money., By using parti-
cular funds for general purposes, City offieials are able to reduce the
impact on their general fund and keep their property tax rate stable.
The California Penal Code, for example, specifies items which can be”
expended out of the "fine" revenue that is in the Traffic Safety Fund,
City officiaie then attempt to cover general fund traffic safety ex-
penditures, such as traffic control devices, with money from this

special fund,

The City also establishes its own earmarked funds, usually as

a means to justify a new tax., A few years ago the City adopted a

service charge to be collected from users of the sanltary sewer system
and to be used'fot”the replacement of sanitary'sewers. Gradually

officials have extended the use of the Sewer Service Charge Fund to

cover not just replacement but maintenance, billing and ebllection

costs, and otheriCity overhead expendithteE;" A detailed case hlstory

of this charge is presented in Chapter V ° In the follow1ng paragraphs

I will dlscuss the Transient Occupancy Tax Fﬁnd establlshed by the

~_- - - - -

Tax the transients and beat the State, This short history of
the Transient Occupancy Tax Fund will reveal that the Fund, for all
practical purposes, is no longer an earmarked fund, Both the special

use of the money and the special interests that were involved have dis-



50

appeared, When the transient occupancy tax was instituted in 1965,

it imposed a 4% charge on hotel and motel accommodatioms reﬁted for
periods of less than thirty days. The League of California Cities

had urged its adoption in order to avoid State preemption of the tax,
The tactic was that if the State levied a similar tax after many cities
had adopted it, the cities would then have to be given part of the

revenue,

-

Support by cboptation and special purpose, On the home front,

Oakland officials got support for the tax by stressing the special
burpose for the funds and by including their opponents, the hotel and
ﬁotelrowners, in the decision procees. The tax was passed and justified

-because of the specific requirement to encourage tourism and convention

promotion for the City and not as a general revenue device, Since it

was a tax which directly affected hotel and motel interests, a special

Transient Occubancy Tax Committee was established to make recommenda-

tlons for the allocation of these funds, The original membership of

thls Commlttee included two members from the Eastbay Hotel Association,

two from the Motel Association, two from the Chamber of Commerce, two
clin it
from the Clty Counc11 and one from the City Manager's office, 1In

—~— e PR -

theory, this commlttee was to make recommendations as to how the money

should be spent and these recommendations would then be endorsed by

the Clty Counc11.

$200,000 for general purposes.  .Historically this fund, like

other'eé§ﬁafkea‘funds, operated to broaden the original use of these

monies and to provide some offset or alleviation to the general fund.

As the fund was administered, there was an emphasis on using the money



to cover costs that wére being paid out of the general fund. City
officials attempted to use the fund for entertaimment and advertising
activities and became involved in a set of legal entanglements, The
City Auditor claimed that a Charter restriction on entertainment and
advertising appropriations applied to the Transient Occupancy Tax
Fund. The Charter was amended by the voters, which freed the fund
from the restriction, City officials continued to broaden the appli-
cation of these monies so that practically any general fund expenée for
tourism, visitors, entertainment, and advertising could be paid out

of the Transient Occupancy Tax Fund. In the 1968/6% budget, all ex-
penses for community improvement activities, such as support of the
Chamber of Commerce, the Oakland Symphony, and Columbus Day, Fourth of
July, and spécial celebrations have been transferr;d from the general
fund to the Transient Occupanéy Tax Fuﬁd.

A_lIhg_Trgnsient Occupancy Tax Committee has also disappeared.
Originally the City gave the hotel;and motel people representation on
;he_Cqmmittee'to gain their concurrence for the tax., Now allocation
decisions and rate increases are made by City officials with some
g@vicg,ffqm;the Chamber of Commerce; but no direct consultation with

hotel grlﬁgpe}voperators takes place,

&r
&l
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taxes are;éﬁgtﬁér example of the operation of earmarked funds, Although
the average citizen may worry about control of city government by the
 §§a§¢,;¢pntrol is not an adequate word to 'describe the bizarre set of
arrangements that result from the establishment of such funds. It is

not a simple matter to say to a city, "You will spend this money in

only this way."” Problems of definition and legality are widespread

" A cure for unemployment: State gas tax funds, The State gasoline
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when earmarking takes place, The League of California Cities does more
than lébby for funds from the State Legislature; it also provides an
important educational service by informing cities as to what and how
they can spend existing State donatioﬁs.l5

A great deal of activity in past years has been dev;ted to
trying to "beat the system" legally. The art of city administration
of earmarked funds lies in avoidance of the—constraints imposed by the
authorities who originally established the fund. The idea is to spend
the money on what you want to spend it on without losing any in the

process, This objective requires a small army of clerks to shift

funds from one pocket to another,

Whose street will be fixed? Californians pay a tax of seven

cents per gallon of gasoline of which the State keeps four cents for
State highway construction; the rest is sent to the cities and counties,
Part of this revenue which the City receives is usually termed the "old

gééliax". This tax has a more formal legal description, but T will

use the City Hall name. In 1966/67 the "old gas tax" brought in $1.7

millibn.’lstéfé law provides that at least forty percent of the City's
“%id'éagltéx":récéipts must be used for construction of the "Select
é;ﬁfgh Bf’gtféetEQ" These streets are determined by the City Council
and apprqyeﬂ!bygthe,sfate, What this means in practice is that the
major City streets which serve as arteries for traffic coming from
outside city limits, as well as for local traffic, are included in the
1};;_0f Select Streets, The other sixty'percent of "old gas tax"

funds may be used for maintenance or, with the approval of the State
Department of Public Works, for comstruction purpeses, What constitutes

maintenance, construction, or a Select Street is subject to negotiation
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and is defined by administrative fiat and practice,

No money to match, Another source of revenue is the "new

gas téx“ established in 1963 that allows 1,04 cents per gallon to be
épportionéd directly to cities and counties for street comstruction
purposes, In fiscal year 1966/67 "new gas tax" funds amounted to

$1.5 million, When the "new gas tax" fund was established, it required
?he City‘to match the grant with its own money. This requirement was
eliminated in 1967. Recent elimination of matching requirements for
ﬁhe "new gas tax" not only saves the cities from having to find addi-
fional revénue to use £6r the matching, but also alleviates an admini-
;tratife headache, Until then there had been considerable concern

that the City would be unable to find enough money to match on a dollar-

to-dollar basis,

fhe.County to the rescue. The City's final source of gas tax

g

revenue is known as the Alameda County Street Aid Fund. Since 1955

the mayors of Alameda County cities have had an agreement with the

Alameda County Board of Supervisors to share a portiom of the County's

gas tax funds for city street construction. Funds are to be used for

- - -t

<

treets_tﬁat have more than.local importance, The agreement between

the mayors and the County has been renewed every five years and is

P - - - - .

based on the recognition that, although the cities may receive more

Lo T TV -

gas tax funds in absolute figures, it is the cities which suffer the

Mo wl - -

_greatest défic%encies in the Select Street System. It is also recog-

nized that the cities have used a greater percentage of their own

local sources of financing for street-~related expenditures than have

the counties, Revenue from this source was around $800,000 for fiscal
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year 1966/67. This type of agreement is typical for urban counties,
like Alameda County, where the total city street mileage accounts for

78 percent of the total County streets and highways.

The money is not where the need is., The fact that the County

.gives away some of its revenue is an indication that the State alloca-
tion of gas tax revenue is not satisfactory., In addition, there are
inequities in present apportionment procedures, which are based on
population, Current distribution rates for Oakland are over $3.00
per capita. The apportionment procedure tends to favor the city with
a rapidly expanding population, In Oakland's case, that of an old city
with a set of de;eriorated streets énd a stable population, the appor~
tionment procedures are to the City's disadvaﬁtage. The money is not
being placed where the need is, This is a good illustration of the
fact that it is not always true that resorting to higher-level govern-
ment allocations of funds necessarily distributes them in a more ra-

tional manner,

-

... . Robhing Peter to pay Paul, The administration of gas tax funds

sometimes resembled a trip to Byzantium, The typical administrative
headache was to find matching funds. Not any City éxpenditure on
gpgeets did quélify for matching. The State wanted tﬁe City to spend
non-gas tax revenue on the Select System of Streets and for only cer-
tain street improvements; for example, expenditure for sidewalks did
not qualify for matching, In the past the City would use expenditures
from its Traffic Safety Fund for its matching requirements because

this fund is derived from non-gas tax revenues. However, one year a

significant part of the Traffic Safety Fund was scheduled to be used
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for construction projects which would not qualify as matching expen-
ditures,

TheVSuperintendent of Streets had a way out of the City's
dilemma which would allow the City to comstruct what it wanted to and
still nof lose any State funds., His ingenious suggestion was to get
the County Board of Supervisors to agree to a simple accounting substi~
fution of funds., First, the County would be asked to approve the use
of Alameda County Street Aid Funds to help finance some freewayAcon~
étruction° Second, the County would agree to the City transferring
funds from the City's Traffic Safety Fund to finance the same freeway
construction. Thus the Alameda County Street Aid Funds, which were
made available by the transfer, could be used for the originally sched-
aled nbn—éligible construction projects. The net result of these
machinations would be that the County would get some Select System
Stréefvwork>aécomplished which it wanted, and at the same time the
éiﬁy ﬁbﬁld be able to show that they had the necessary matching ex-
éénaituieé,' By the marvels of accounting the City could meet all
State qug}?fications/for matching. The eligible comstruction projects

would be aligned with the eligible funds.

!

Let's pretend that grants are not real méney.

.. _... I have been discussing recurring revenues which have a fairly

stable impact on the City. The area of grants is an important ome, but
é;:i§_uppxedigtahle, involving one-time projects without sufficient
continuity. for the City to rely on this revenue source,

Cities are not expected to rely on grants to pay for their

usual functions, GCrant systems are established to take care of

55



~“extras j; grant programs are deliberately designed to prevent reci-
pient cities from relieving their own tax burdens. Unfortunately,
cities like Qakland need fiscal aid for the traditional functions of
local government as ﬁell as money to deal with pressing social and
economic problems., Oakland officials search elsewhere to relieve their

revenue constraint,

Most grants are not in the City bgdget. Currently $95 million
of federal funds comes into Oakland, and only a relatively small part
of these funds is included within the City budget for usual City funec~
giOns.¥6 To get some perspective on the impact of federal and other
agency funds, one only has to consider that the City budget for Oakland
for 1968/69 was $56.7 million., As an example of funds excluded from
the City budget, a little over $8 million for fiscal 1967/68 will be
coming to the City for urban renewal. Such funds are under the juris-
@iction_of the City of Oakland's Redevelopment Agency, which is a
separate agency created by the City Council to administer the federal

urban renewal programs within the City.

 Some grants are in the City budget. Some grants, such as the

Urban Plaﬁning Grant from the U.S, Department of Housing and Urban
Devélopment, under Section 701 of the Housing Act of 1954, do go di=~
rectly to C1£y offlclals. This act provided around $600,000 to the
Cit§.in 1966/67. ‘It is expected that the total plamning grant will be
.approx1mately $1 5 million. The planﬁing grant is designed to support
;ﬁ‘éxtensive C1ty-w1de planning study which will attempt to develop a

comprehensive plan to deal with all the physical and social problems

of the City. The grant is, however, for a one-time planning project,



From a variety of local, State and federal agencies there are a miscel-
laneous set of grants amounting to about $400,000 per year which sup-
port City activities., These include repayments on the Hall of Justice
by the County, State grants for training police offécers, and federal
funds for civil defense and a library demonstration project. Within
the total for grants, the detail will vary from year to year as to what

the money is being spent for and who is actually the contributor,

Let's pretend that taxes are just

Equity is an elusive goal which local taxation will never reach.,

At the local level fiscal cynicism supplants fiscal justice, The ques-
tion is seldom who should pay but rather who will pay, Local officials

emphasize yields and leave the problem of income distribution to the
federal Government,

-~ Noteverybody pays. The property tax is inequitable because

not everybody pays. Certainly it is-legitimate to have welfare exemp-
tions, but sometimes reductions in the tax base can be excessive,
During past yéars property has been excluded from assessment due to

exemptions welfare considerations and illegal or underassessment
? 2 4
.. Coo ot A .

practices, Oéklgnd budget officials estimate that over $300,000 will

T T - .

be due.to the City because of past underassessment, In Oakland and

-

vetérans, churches, homes for the aged, hospitals, schools and ceme~

‘téfies resulted in about a 5% reduction in assessed value, Qakland's

exemptions reduce its assessed valuation by $35 million. In other
words, the City "loses™ over a milliom dollars of tax revenue annually

because of exemptions., If, for example, the 17,000 veterans in Oak-
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land had to give up the exemption on their $14 million worth of property,
hhe City would gain over $400,000 and its tax rate could be reduced by

about six cents.

Some lease and pay less., Reduction in assessment is also due

to the fact that some public property, particularly that controlled

by the Port of Oakland, is leased to ownersvand is appraised only for
the occupant's possessory interest in the property. The appraisal of
.possessory interest is made by an estimation based on use and not on
the vaiue of the property itself., The Port uses such leéges for ware-
houses and office buildings to attract business, These possessory in-
iereéts had been assessed at 147 of value, but with the new assess-
ment procedufes the ratio will be increased, However; there still
remains the difference between the value of use under a possessory
interest basis and the actual appraisal of the property if it were

owned rather ﬁhan leased. City officials would like to have a study

46f‘§bsééssofy interest practices of the Port because the City believes
that revenue could be increased if the Port would sell property rather

than lease it. Unfortunately, one government's benefit is another

government's cost.

t: ¢.. -Unequal treatment of equals. The property tax is inequitable

Pecause old people have different burdens., O0ld people who live in tﬁéir
wown homes must'pAy property tax, but those who live in old age homes
‘do not -share a similar burden, Not onl& are the éged treated unequally
because of the exemption for old age homes, but rich old people can
escape property taxes by living in "luxury" old age homes, Oskland has

eleven 0ld age homes, and several new homes are currently under con-



struction. Some of these, like Lake Park (California-Nevada Methodist
Homes), satisfy a California legislative committee criterion for a home

that "could be strongly suspected of opulence."}'7

Which tax is regressive? A regressive tax is one where the
burden of the tax decreases as one's ability to pay increases. The
property tax is inequitable because it is regressive., A recent study
for the State concluded, "the relative burden of the property tax on
income tends to drop substantiélly as income increases."18 For the
second important source of Oakland's revenue, the sales tax, the
gvidence indicates that, with different measures of ability to pay,
,ghe C%lifornia sales tax is roughly proportional, However, in Chap-
ter VII, I will show that some leaders consider the sales tax to be
;ggressive while businessmen and other leaders, to some extent, deny
ghis. Because of major exemptions of food and prescription drugs,
one anglyét says, "this regressivity may be more apparent than real
in the case of California's type of sales tax."19 So the property
?agvrgma%ng the necessary evil of local finance, perhaps mitigated

by the benefits received, One student describes the property tax:

=.This tax:'is shown to have many faults., It cannot be defended
on the grounds of the ability~to-pay principle, and its use can
only partially be justified on the basis of benefits received
by the ‘tax payers. Its regressivity is acknowledged; its inci-
dence is often uncertain; its failure to contribute to economic
~$tability 'is recognized; and its administration results in fre-
quent and serious injustices.20
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Summary-

Oakland is an impoverished City whose revenue resources do not
match its expenditure requirements, Officials no longer rely on the
property tax for new funds because they believe it has reached a limit,
Therefore, they are looking for new sources of revenue which’will
probably be adequate for maintaining the existing organization but not
for meeting the growing social and eéonomicmproblems which the City
faces,

" In my description of the numerous sources which comprise
Dakland's revenue structure, we have seen that the City has a circum~
scribed capacity to raise revenue, The City's area of financial dis-
cretion continues to narrow because the City is the willing fiscal
creature of the State, Federal fiscal first aid does not help be-
cause City officials are restricted from using grants for traditional

functions,

'City officials cannot always properly manage their own resources,

They violate their own cost recovery norm, When they attempt to max-
imize revenue, they'are not always successful, Much of the behavior
éssbciatéd'ﬁith local taxation is characterized by pretense: taxes
have-;0;bé1designed to be palatable, not equitable.

-~ -

fi;ﬂaviig outlined Oakland's revenue sources in the next chapter

(@)

be;ihe'key official participants in the revenue process.,
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CHAPTER III

CITY OFFICIALS AND OAKLAND FINANCE

City officials respond differently to Oakland's revenue con-
straint, The City Manager is very concerned about the lack of money
and\expends great effort getting City officials and citizens to ber
equal}y concerned, Making the revenue crisis salient and finding new
sourceé of revenue are major components of his missionary role, His
é&minjstrative belief system, with its emphasis on efficiency, and the
professipnal city-~manager norm that a low property tax rate is an index

of efficiency are crucial behavioral determinants.l The City Council

and tﬁé Mayor have been adequately socialized by the Manager. The
Counc;i‘wanté to lower the property tax rate, Councilﬁen'defend the
tax b?se, view the taxpayers as their constituents, and have a business
orieni;ﬁion.~ Like the Manager, they value efficiency. City Depart-
ment éﬁéeivisory officials are awaré of the revenue constraint but do
not do m&gh-to alleviate it., Most Departments provide services or
faCilitie; to the public, and these service objéctives conflict with
attempts at revenue maximization., Department heads cannot bring in
revenue when thé‘charging of fees would interfere with the main pur-
~poses of the organization, such as regulation of health and safety

_or the provision of recreational services, Within the context of con-
flicting objectives, a few Department officials attempt to make a

profit while others ignore revenue considerations, No City Department

is self-supporting.
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In the following discussion, I will consider each of these

in turn, Manager, Coumncil, and Departments, Administrative Departments
like the Budget and Finance Department are extensions of the Manager
and are not separately discussed, Similarly, I view the Mayor as one
member of the Council since his financial behavior is not significantly

different from other Councilmen,

City Manager

In a recent Oakland budget the following statement was made:
The property tax rate was decreased from $3.,14 to $3,06 per $100

of assessed valuation, a reduction of 8 cents. This marks the

third consecutive year that the Oakland municipal property tax
rate has been reduced.?2

More than any other actor on the Oakland scene, the City
Manager is responsible for the reduction in the property tax rate.
In a wof}d of complex interaction, it is not often fhat a single
causal aégnt can be identified. Of course there are other actors
who are c%ncerned about Oakland's h;gh tax rate, However, no ome is
as concerged as the City Manager, The local tax association official
feels the City is a Qmall ffy and spends his time with the big spenders,
such as the school district. The Council says that the property tax |
payer needs relief, but then votes salary increases, passes an occasional
booster type project,iand engages in such community projects as partial
support of the Oakland Symphony., Councilmen believe it is good politics

to cut the tax ratey; they also do things which put pressure on the rate

in the interest of good politics, City Department heads are in the



business of providing service, of satisfying community needs; tax
revenue is not their headache. Thus, the City Manager often complains
that no one seems to care that Oakland has the highest municipal prop-
erty tax rate in California. The City Manager is»concerned and in this
-section I will show that he expresses his concern by attempting to cen-
tralize his control of City government, by emphasizing the importance
of efficiency, by searching for new sources_of revenue, by socializing

City actors to adopt his administrative orientation, and by maintaining

his position as the City's key executive,-

The City Manager is an efficiency-oriented, professional administrator.

Being efficient and searching for alternative sources of revenue
are functional ‘equivalents to cutting the tax rate, No one directly

pressnres the~Manager to do these things, He looks for efficiencies,

to cut costs, to find money, because thls is the way he defines his

admlnlstratlve role° The norms of hlS profe351on are such that good

managers do these thlngs and Oakland's Clty Manager is a good manager.

A hlgh tax rate can 1nd1cate a meager tax base, but it can also be a

\.—i-_- -

sign of 1neff1c1ent admlnlstratlon. ‘When the present City Manager
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>felt that the Clty was 1neff1c1ent and it also had
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few flnanclal resources. In his words, the Clty had mllked the kltty,'
feels iz Jiv s g s sll o Zweozwd osTiric z : .-
it was a matter of common sense to perceive the 11mited growth in its
suIh ez Tr: st fiemrica e Dot < - - -
fiscal bas Se. Moreover, the City had not used its limlted resources

wisely. The City was fragmented with many autonomous departments.

The Manager s office was inadequately staffed, because the prev1ous
Manager had not been concerned with internal problems of administra-

tion. But the current Manager is different, He wants to make de-
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cisions abéut internal administration. He is an inside administrator,
The City Manager's problem is to coordinate the fragmented
pieces of City government and at the same time protect his own free
time, He is an intelligent, almost shy, man who is not easy to know,
He shuts himself off from people so that subordinates and constituents

alike complain about not being able to see him, Coordination without

-

inténsive self-involvement is no easy task; therefore, the Manager
attempts to coordinate by slowly, cautiously centralizing the City;s
decision process. He does not put himself at the center of the City
communication network, but close to the top,

" The Manager has a hierarchical view of organizational structure,
and he uses the budget process to gain central control (see Chapter VI).
In Oakland, because of the resource constraint, he does not view budget-
ing as significantly affecting thg allocation of resources, His feel-
ing-is that City officials should not spend much time on budgeting.
However, he spends a great deal of time on it because with marginal
dollar changes he can use the budget as a control mechanism, Further-
more, he uses reorganizations for control: so many Department heads
repbrtftoathe City Manager that few of them see him; thus, he is moving
to collab;e-smaller organizations into larger omes such as the recently
established umbrella-type Public Works Department,
'~ -7 ‘Related to his personality and administrative style, the
Mahager®s centralization strategy reflects his basic belief that cen-
- tralization  improves the quality of Cit& service, He is not just an
econofiizer, but believes that to avoid duplication, to be efficient,
to have centralized functions, and to control improves service,

Therefore, he is willing to spend momey on a central yard facility
)

|
1
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to achieve economies in equipment and maintenance and utilization,

The City Managerllinks centralization to improved service without any
definite information on economies of scale., He transfers the logic of
échieviﬁg economies by centralization to a general cost-cutting strat-
égy: cut overtime, control part~time people, use old equipment, repair
and renovate rather than replace, It is a one-sided cost-effectiveness
equation where cost reduction is assumed to be equivalent to enhanced
effectiveness. Obviously at some level such "efficiencies" can impair
Ee;vice, but this possibility cannot be given much thought because of
inéﬁeqﬁate information resources., The Manager and his immediate
assistants in the Budget and Finance Department believe that there is
waste aﬁa tﬂat the fat can be cut out, To cut costs, and to centralize
is to be efficient. Efficiency, in turn, is equated with the norms

;f éood management and the net result is some relief to the upward
ﬁreséuré on the tax rate, Regafdléss of whether the source is federal,
é%été, or local, the City Manager does not want to waste money.

%ﬁé'éity Manager is the City's fiscal innovator

Another way to reduce the property tax rate is to find other
sources of revenue, It was the Manager who suggested that the City
conduct a comprehen31ve review of its fiscal capacity and resources,

One of his first acts as City Manager was to write the Mayor:

_ai,~establlsh1ng a fiscal plan for the City of Oakland, which would
serve as a guide for the future, relative to the flnan01al ability
- and capability of the Oakland City Government,
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<~" " "What do I mean by a fiscal plan for the City? Simply, this means
reviewing the total sources of revenue for the City, making pro-
jections for the future along with programming and planning fis-
cally for the future operational and capital needs of the City,
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He wanted the Mayor to appoint a Ma§or's citizens committee to do the
review as was done in Sén Diego. The Mayor was not as concerned about
tﬁé City's revenue constraint as the Manager; consequently,.the re-
view was conducted by City staff officials under the formal direction
6f the Manager with my part-time participation., The Manager's plan,
fhe Financial Capability Study, undertook tq'review each present source
bﬁ revenue and to suggest new sources to meet the projected revenue-
é%penditure gap,4

The Manager's role in this revenue exercise was not to overly

direct, but rather to stimulate the action of other officials. Since

he was new to the job and uncertain of his staff, he reduced his admin-
istrative risk by keeping the situation ambiguous and allowing the task
to be defined by other participants, Department heads were to review

their sources of revenue while the Finance Director was to compile a

report whlch would analyze the potential for bonds, project expendi-

tures and revenues, and suggest new revenue sources and administrative

improvements, -

Althbugh the Manager ‘directed the study by hints rather than

commands, much of his administrative style and tax preferences are

z i
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reflected‘in its output, For example, the City Manager is a detail
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man. Through the years he has learned about the detailed operations
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of city government° if he sees a confusing traffic sign or an overturned

- < .

garbage can, he will call the appropriate Department head to fix it,

In budgeting, he will pay attention to a fifteen-dollar item. He

A

worries about telephone costs, the Council's business cards, and why
the Police Department has uniformed persommnel running their motor pool,

Big and little items often get the same attention, although he warns
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his subordinatesnot to get inundéted in details as he has done. Thus
it was not surprising that he asked the staff to review all of the
myriad, minor fees which the City levies, His detailed interests and
style, in this case, were congruent with the City's narrow area of
fiscal discretion.

The City Manager is a somewhat pessimistic fiscal realist.
He ranks his tax preferencés by what will p;ss and what would be pol-
itically acceptable. Tax equity is not particularly important to him.
Once, a downtown merchant complained about the creation of a special
assessment district by $tating that businessmen paid about one-third
of the burden but did not get.one-third-back. The Manager replied,
"That's_just tough . . . somebody has to pay, as a‘lot of people don't
get back what they put in." The Manager does not wor£y about who should
pay; his question is who will pay.
- His tax preferences provided the framework for the Financial
Capability Study. He felt that the property tax was exhausted and that
the City had better/get busy and find non~property tax revenue, Study
personné;;qccgpted this perception as an assumption and did not question
ghgmgxhé;s;iqn of the property tax. The Manager felt that Oakland would
pioneer it in the courts, There was no chance of getting it, The
utility tax.was a good idea but perhaps the City would run into trouble
with.the. utility lobbies, Similarly the real estate lobby would be.
_gga@gs?}g‘rgallproperty‘transfer tax, The amusement tax sounded good
league baseball team, No doubt bonds would have to be recommended for

certain capital improvements, but the staff should be concerned with
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selling the bonding program to the voters, It is hard to sell bonds
for a corporation yard and sewers, These negative comments do not
mean that the Manager excluded these revenues from consideration, but
that he attempted to assess their political feasibility,

The Manager's fiscal realism is also apparent in his attitude
towards federal funds. The City needs the money, but sometime the
frustration of dealing with the federal govérnment is not worth it,

As he says: "People want sidewalks and the federal government tells you
to be innovative," In his view, the federal government raises expecta-
tibns and then delivers very little money. And even after a city gets
some money, the federal>government's auditors and program managers have
different ground rules. He is fénd of telling the story about two
representatives from different parts of the Department of Housing and
Qrban Development who did not know each other, They flew from Wash-

ington on the same plane and, in separate appointments, gave him con~-

flicting instructions on the same problem. In spite of the frustratioms,

he feels, unlike many Oakland citiéens, (see Chapter VII) that the City
%s;qqt ;gg:essive iﬁ getting federal funés. By the time the City pulls
itselfﬁtége;her and fills out the paper Work; the program is curtailed
or cangelied. .The City is always late in getting federal funds, Fed-
eral .funds are not predictable and even though the Manager is content

to.receive them, he looks for more stable sources of revenue to meet

The City Manager is a fiscal socialization agent
The City Manager has tried to educate Councilmen, City officials

and citizens about the revenue constraint which the City faces. Since
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he feels no one cares, he uses every opportunity to make them care.
If invited to a businessmen's luncheon to speak, he will use the
opportunity to develop support for economies in government and to in-

form the audience that the property tax is in a bad way and that the

_City must find new sources of revenue, When the Mayor tries to make

an optimistic speech, the Manager is sure to add a pessimistic note
fhat "in a few years our revenue resources will not meet our expendi-
ture requirements,"

| | One of the payoffs for the City Manager of the Financial

Capability Study was its use as an educational device, By involving

- the Department heads in its preparation, the Manager felt that they

would come  to appreciate the revenue constraint and start to cut costs,
if-coﬁmunity leaders were exposed to the Study's pessimistic conclu-
éibﬁs, then perhaps there would be comﬁunity pressure on the Council

to become fiscally responsible and be more concerned about efficiency.
iftér several lectures on the City's revenue problems a new Finance Di~
iéeibr; evélﬁétes all alternative revenue sources in terms of their
§és§iﬁléﬁréauCtion'of the property tax rate, The Manager hopes to

aé%élop‘élédnsenéus among City officials on the importance of efficiency
as a guide to good management. The more he is successful and City per-
sonnel share his management orientation, the less he has to be con-

¢erned about coordinating a fragmented organization.

.- = -

.The City Manager implements the politics-administration dichotomy

‘;;“‘;‘iThé"Manager believes that politics should be separate from
administration, He is a vigorous partisan of the city-manager form of
local government which adopts this premise of separation. He believes

the city-manager form is capable of being efficient and honest, His
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defense of the manager type political system is not due to self-inter=
est, ‘but represents the operationalization of his ideology of efficiency.
The problem of honesty and corruption was dealt with many years ago and
ehe oéramount problem of management today is efficiency. In order to be
efficient, the Manager believes that elected officials, politicians,
must be kept away from the operating departments, Department heads
should be shielded from Councilmen, and these administrators should not
Be allowed to make end runs to politicians., The belief in the politics-
administration dichotomy is an important correlate of'the Manager's cen~

tralization efforts,

-

Keeping politics out of administration means keeping politicians
out, The Mayor, according to the Charter, is supposed to be part-time:

the Manager therefore encourages him to take days off, In the Manager's

view, the Mayor's role is restricted to ribbon-cutting, When the
Manager was reviewing a draft of the Financial Capability Study, he

deleted a suggestlon that the Mayor's job be full-time, A good city-

manager government lessens the burden on political officials, The

Mayor has only one vote on the Council, and the Council should give

part~t1me_adv1ce and- not be actlve in administrationm,
' On.the other hand, the Manager understands that administration

& F e

has a polltlcal component. He realizes that he is policy~maker and

that pOllthS are a part of his job, For example, he is sensitive
E;'iﬁé need to-buiid a community constituency, but he finds it diffi~
cult because he does not believe that problems of finance and efficiency
'aré,'iﬁ hlS words; sexy° As the City's full-time chief executive, his
office is exposed to all kinds of community expression., He cannot

escape from the public even if he would like to., He views himself as

having.good political radar; he knows what the traffic will bear,



He does not present recommendations to the Council unless he is well
prepared with supportive data, Although he claims he implemeﬁts
Council policy, he makes policy by his own decisions and by influ-
encing the decisions of the Council. In the Oakland world of mutual
ihteraction, it is not entirely clear who is giving advice to whom,

Nevertheless, City officials complain that the Council does not pro-

vide policy guidance, but concerns itself with trivia, An examination
of Council activities seems to verify this inference, However, it is
aoubtful that the Manager and his assistants really want guidance when
ehey are pursuing their own policies,

| The Manager feels the éouncil is weak because it gives in to
community pressures and appeals., The Councilmen, in his view, make

decisions oneAat a time, They approach things single-shotted, They

do not think of the cumulative consequences of their decisions.5 The

Council commits the City to expensive projects like the Coliseum or

the Museum without understanding the full fiscal consequences of these

decisions. He feels the Council has little interest in cutting the

'texviate; and he recalls that he had to remind the Mayor to include

ihifhe-Staie of the City speech that the tax rate had beehvcut. The
i -

Mayor is more 1nterested in human relations than in the tax rate,

-l E m e em e lio

Because the City Manager wants to cut needless costs, he

assumes the role of the Council's fiscal conscience, He plays this

role by prov1d1ng the Council with what he considers right information,

~

. The F1nanc1al Capabillty Study, for example, was designed to provide
informatlon that would make clear the terrible fiscal position of the
City., When the Council discussed whether to help subsidize a heli-

copter transportation experiment, which the Manager considered an

| extravagance, he qulckly pointed out that an impoverished City cannot
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afford such an expenditure, If the Council wants to spend money on
something which has not been budgeted, the Manager points out that
_some non-property tax will hgve to be levied to pay for the item,
‘He feels it is his job to make the Council aware of the financial
_consequences of their actions.

The Manager has supefior tax knowledge., He knows the nuts
~and bolts of taxes, follows the relevant S£ate legislative activity,
_and makes an effort to bg aware of what other cities are doing about
-finance, With his penchant for operating detail and his superior tax
;knowlédge, he is quite effective in providing right information. The

fact that the Manager is knowledgeable allows him to structure fhe
-Council's decision process so that right information can often deter-
-mine right policy. However, the Manager views the Céuncil as'softer
-on- fiscal ‘issues than they are. Ir fact, there is more of a consen-
_sus on fiscal policy than the Manager realizes, It is a question of
- degree: the Manager is willing to cut costs where the Council may not
:find it politically expedient to do so, The Council is willing to
-spend money where the Manager would not. Both have adopted a hold-
:the~line imperative and believe they originated Fhis guidance for
> budgeting. Both are frugal and efficiency-oriented, Both are in
-favor of-making small cuts in the tax rate, thus stabilizing the rate,
=The Manager may have to prime the Council with information, but he
rdoes not have to manipulate them completely because they share much
- the: same_set of_valuege

:i-i-- - In this section, I have described the central role which the

Manager plays in the fiscal affairs of the City, Who pays what is

often decided by him and his finance people. Tax choices are usually
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bureaucratic choices, because the decision process is not particularly
visible and the attentive public for any single tax decision is small.6
The City Manager's respbnse to the revenue constraint illustrates the
importance of an administrative belief system, Emphasis on the
efficiency of central control, efficiency, cost-cutting, political
expediency in revenue choices, and the importance of information and
knowledge are all components of this syséem. It is this belief-sys-
tem and the related norms of professional city-management that orient
the Manager as he copes with Oakland's revenue problems,

In the next section, the City Council's supportive role will
be described. Council actions usually reinforce the Manager's fiscal

behavior,

City Council

Oakland does not have a Wilbur D, Mills on its Council., 1In
federal finance, Chairman Mills of the House Ways and Means Committee
is a powerful figure who significantly affects tax outcémes. In the
politics of Oakland finance, Councilmen legitimize the finance policy
of the City Manager. The Council does not initiate, but reacts to
citizens' complaints gnd the City Manager's recommendations., The
trivia of zoning appeais, approving purchases among competitive bidders,
and the passing of perfunctory resolutions and ordinances occupies most
of the Council's time, Its twice-a-week agenda ié characterized by

gerﬁnds—~approving, awarding, instructing, reapportioning, repealing,



amending,~-~but the policy gerund, steering, is missing. The Council,
as gatekeeper,; selects among financing alternatives which the Manager
suggests to it. The Council, as watchdog, defendé--sometimes with
thetoric and sometimes with action--the City's tax base and taxpayer.
Councilmen are eiected at large and their constituents are the tax-
payefs. In this section I will show that Councilmen pay attention
‘to taxes and know about City finance, tha£~they are committed to
keeping the lid on the property tax, and that their perceptions and

interests are generally congruent with those of the City's businessmen,

Councilmen have high tax comprehension

Compared to most Oakland residents, Councilmen know about
City finance., They are not experts in public finance theory, but they
do understand the mechanics of municipal finance, They are knowledge-
able bacause they are businessmen or associated with business, In
addition, the éight Councilmen plus the Mayor know about taxes in
order to ﬁlay their roles as defenﬁe;s of the tax base and taxpayer.
Background -and official position-are directly related to their high

tax comprehension,

_‘Thgy_knqw_gbou;_es@éblis@ing_spegial ad valorem assessment

districts, .possessory interest charges, and the relevant State legis-

th-rqn:on,the4plat£orm;to_eiiminate the City's cigarette tax,-fol=-

lowed State legislative efforts quite closely and was anxious to in-

.. — = v e e e M L e T

fef?r;m:his ’COI‘leagueS" sl eme e maar il - R S

Mr., Mayor, this memo from me here regarding cigarette tax was a
matter strictly for information, However, I am informed that
the State Cigarette Tax Assembly Bill 484 and Senate Bill 556
could quite likely be passed by tomorrow night. And actually



enacted into law at any time. I am also further advised that
at the moment that it is enacted, any city that has a tax will
not receive taxes from the State Tax,

In this case the Councilman was premature in his concern; the State
Legislature did not pass the tax bill for ten days and it was several
months before the new State law affected the City, Even if his timing

was off, the Councilman knew such details as the legislative bill

numbers and the possible impact on the City. As a City merchant, the
elimination of the City cigarette tax was important to him because it
would help'Oakland's business compete with its neighbors',

Because of their role as defenders of the tax base, Council-
men are knowledgeable about assessment practices, which is illustrated
by the Mayor's report on the Alameda County Mayors Conference where the
effect of.State’legislation on assessment practice, known as the Pétris
Bill, was discussed:

:". There was considerable concern about the next assessment pro-
cedure as specified on the Petris Bill, which as you are prob-

2 . ably all aware moves the assessment bill up to 25% for both

personal property and business property., It is now being assessed

on 28% for business and 21.8, I believe is the figure, on personal

property., There was considerable concern, as I say, as to the

I-..  possible effect upon the cities to this re-assessment program. « « e

0% a: Councilman becomes knowledgeable to regain some of the reduction
in the tax base due to welfare exemptionms:

Cl:zt" A few mihutes ago I mentioned sales taxes with regard to these
(old age) homes. What I had in mind was an amendment to the
1712 Revenue and Taxation Code which was passed by the (State) legis-
lature at its last session, in which they charge sales taxes on
* leases-on services and I refer to those sections as Sections
6006, subparagraph g2 and also the Section 6091 which may be
-2 applicable here. With your permission I will check that and let
you know later., The legislature did pass such an amendment to
‘the Revenue and Taxation Code, and it has to do with furnishing
and leasing and furnishing services and that may come under
these homes, These homes may come under that section, I don't
know for sure, I think it is worth looking at.

111
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.Councilmen's tax knowledge is an important factor in the
revenue search processes of the City. Elected officials legitimize
and brovide a supporting climate for City Manager revenue actions,
bf course; Councilmen are not all equally informed, but generally the
bouncil, as a body, is not ignorant when it comes to tax matters.
ﬁhen they do not know something, they can cut their information costs
by asking the City Ménager and Attorney to-prepare special reports.
i@ any case the level of tax knowledge is directly related to the
&ouncilman's business orientation and his public role as the defender

of the tax base,

Councilmen want to lower the property tax rate

Councilmen used to have champagne tastes with beer pocket-
books. In the past they have been accused of being fiscally irre-
sponsible because they have committed the City to expensive projects,

such as  the new Museum and the Oakland Coliseum, which have effected
increases in the tax rate, After considerable prodding and educating

by thé.City Manager, they accept the fiscal facts of life, recbgnize_

the revenue constraint, and, most of the time, guard the City purse,

- -

~ - S

They are.realistic in not expecting the property tax rate to be low-

- -

ered without some alternative source of revenue, Sometimes their talk

Councilmen-keep:the rate constant even when there is a slight surplus,

so that the:funds can be used for future expenses, Where the surplus

' might;ﬁé«iargé, they suggest a token cut. Of course they wish that
the régé ééuid bé slashed, but they let the City Manager worry about

doing that,
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It is important to realize the pervasiveness of the Council=-
men's tax rate attitude, The feeling that the property tax is too
high and that it ought to be cut influences many Council actions,

For example, this general perception encourages a low rate of indeb-
tedness because Councilmen do not want to commit a part of the prop-
erty tax revenue for debt servicing., Councilmen think, talk, and make
decisions in terms of the property tax rate, The effect on the prop-
erty tax rate in most decisions is an important consideration fo? the
Council; for example, when the Fire Department wanted to increase its
persoﬁnel authorizations to provide for vacations, this dialogue took
place:

Mayorf That would be at a cost of approximately what, $65,000?

Assistant City Manager: My recollection is between $65,000 and
$70,000, ; .
Mayor: Which means another penny on the tax rafe.

Assistant City Manager: Yes, sir.10

When the City hired a new Treasurer~and Finance Offﬁcer, the Mayor
told him, "Welwelcéme you to the City #amily" and "We expect at least
a 10 or 15 ﬁent tax cut nexéfyear.“ll' The Mayor was joking, but the
Council doés take reduction in the tax rate as a sign of efficient(

management which is to be applauded:

City Manager: Mr, Mayor, you have before you an ordinance
recommending that the tax rate for the coming fiscal year be
established at $3.14 per hundred dollars of assessed valuation,
I so recommend,

Mayor: Thank you, Mr, Keithley, any discussion om this? If not,
Mr. Maggiora.
Councilman Maggiora: A very good job.

Mayor: I will again éomment, Mr, Keithley, I think that you have
~done a good job om holding it and in fact a two-cent cut and we
hope that next year we will be able to do the same thing.12



The fiscal imperative of the Council is: hold the line or,
if possible, cut the property tax rate. The Council and the Mayor
believe that Oakland citizens are concerned about the property tax
rate; consequently, they pledged a 12-cent reduction if the people
of Oakland would adopt a proposed Charter reform.13 The City Manager
believes that Oakland is the first California Ciiy to make such an
offer, On occasion, Councilmen have run for reelection pledging a
slight reduction in the rate, Thus, the property tax rate, as

Councilmen perceive it, is an important issue. If the Councilman can

put himself on the side of lowering the rate, hé expects to accumulate
considerable political support,

In the name of the taxpayer, the Council seeks to defend and
protect the tax structure by preventing other jurisdictions from
encroaching, by not granting zoning variances to tax-exempt institu=
tions, and by economizing with the salaries of City employees and
other expenses, Councilmen concentrate their efforts on the tradi-
tional functions of the municipality, such as police, fire, and re-
creatioﬁ. The school system, for example, is a separate govern-
méntal ﬁnit, so Councilmen define school problems as outside their

i
pu\:vi'ew..E For ceremonial occasions, they may wear a Cit}-wide hat,
but when it comes to money matters the hat suddenly shrinks. The
fact that many local agencies use the property tax is an anathema
to them. The indication that other agencies may get federal funds and
interfere with the City's revenue hunt is a sign for Council interven-
tion, City income must be preserved. Operationally, the self-pres-

ervation rule is most often seen in actions that relate to the

" property tax, Most of the Councilmen's perceptions on City finance




can be traced back to their tax rate attitudes and their role def-
inition as defenders of City revenue.

Other governmental agencies do attempt to capture City re~-
venue sources., For example; Oazkland Councilmen have defended against,
the Association of Bay Area Govermments (ABAG), the Bay Area Rapid
Transit District (BARTD), the local School District, and even the
City's own Port Commission, In the case of ABAG, a regional goverﬁ~
ment, the Council's reaction has been mixed., Some Councilmen fecogu
nize that in order to get federal funds, membership in a regional
government is required and they recognize, in addition, that there
are some functions, such as garbage disposal, which are regional
problems,. On the other hand, the Council has been dubious about
giving ABAG the power to tax Oakland property. In fact, at one time
they passed the following resolution:

Oakland City Council opposes authorizing or empowering the
Association of Bay Area Governments to levy taxes, to issue
bonds or to acquire public property through eminant domain, 4
The Port leases property and BARTD takes property off the tax rolls
for its plant; both of these actions have reduced the tax base of
the City. Therefore, Councilmen are reluctant to see another inde~
pendent taxing authority established:
- - .Counc1lman. "I, Mr, Mayor « . » think this is a matter of pro-
tectlng the interests of everybody in this community. I think
- - that if.you have been reading the papers you find there is quite
y a bit of opposition to the tax imposed by the Regional Parks,
‘ BARTD- is another outstandlng example of what the power of the
: (State) legislature can give to an organization once they get
3 started and there is no end to what BARTD can do and there would
be no end to what ABAG can do, The time to stop this is at the
starts o oo
Mayor: This is really the crux of the problem., Do we want some

sort of an agency that can handle regional problems or do we want
to forget it and continue with special districts? . o »




AN
Councilman: Mr. Mayor, that statement of regional problems is
old hat.

Mayor: It may be 6ld‘hat, but it is a reality.

Councilman: It covers a multitude of sins, What I am concerned
about is what's going to happen to the taxpayers' investments in
the City of Oakland., I don't care about the region,

To be concerned about thevtaxpayer means to protect the prop-
erty tax base so that it may be feasible t6 reduce the property tax
rate. Sometimes the concern is more immediate when, fbf example, the
other agency wants City funds to meet non~City expenditure require-
ments. BARTD has sought to use funds from the Ci;y's Port Commission
in order io build its transportation headquarters center. When the
Chamber of Commerce presented this request, a Councilman responded:

s I recommend that the City Manager look into this thoroughly,

) In the first place, I would like to know why is BARTD backing

- out on what they originally promised? Why should the Port, which
is run on City funds, build this structure, and there are many
facets of this that I think before we walk_into a pig-in-the-
poke that we better protect the taxpayers.,

~ Another example of the Council resisting encroachments by

other jurisdibtions was its denial of the Oakland Board of Education's

'iéQuéétifér the Council to levy a five~cents tax for the schools, This

S -

tax ﬁédlﬂ have been in addition to the School Districtls uéual Sourees

t
- -

of févgnﬁé. Some of the factors in turniﬁg down the request were the

Counciiié;pérceptioﬁ of the high tax rate and their own expenditure

needsy as:.this-Councilman indicates:
I:think we all sense the need for better schools and better
education; however, there is one thing that is primary in my
thinking and that is how much is this going to:.cost and I know
‘what 5 cents on the tax rate means., We have to consider when
we are considering the recommendations of the school board and
its officials that we have an obligation to the police and fire
departments that's going to necessitate many thousands of
dollars. . o o1/

-
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Tax~-exempt institutions such as churches, old-age homes, and
governmental agencies also take property off the tax rolls; so Coun~
cilmen, where they can, try to discourage them from locating in Oak-~
land unless the particular institution can bring in revenue or improve
the economic condition of the City., Thus a large post office, because

of prospective employment opportunities, is likely to get the Council's

blessing while a small store-~front chureh is likely not to get approval
for a zoning variance, Councilmen-are particularly unhappy Withvthe
stete welfare exemptions for churches and church-sponsored old—age
homes as these Councilmen state:

I am not against churches, but here is a case again where you are
going to allow a church to take a piece of property, be tax free,

" and we have a man on there at the present time paying taxes and
keeping the City going and we let the church come on and take
more property off the tax rolls,!
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I for one, voted, I think, for the first retirement home in the
City of Oakland and at that time thought it was for the best of
the community; however, since that time, there has been a ten-
dency on the part of all religious orders, including my own, to
become more political, which is not the basis on which they were
granted tax exemptions, . » o Lf this attitude on the part of

-~ . all denominations continues, something should be done to eliminate
the tax exemptions which they mow enjoy.l9

i%utheee'fetitement homes would pay an in lieu tax, then they would be

exhlbltlng the proper attitude, Even though the State exempts these

~ e

iﬁstltutlons, Oakland Counc11men believe that the exempt should also

Mt e

help protect the property tax, The antipathy towardS‘exempt institu-

Tes z

tions exten&s to their own City Departments that lease space in down-

town buildlngs and displace taxpaying occupants.

:The Counc11men value efficiency, but they would rather be
inefficient if they can cut the tax rate, They are usually looking

for ways to save money as a means of protecting the taxpayer, If
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they can cut down expenses, such as travel, they can relieve the
pressure on the property tax. Some Councilmen complain about the
travel costs of the City's independent Commissions and Boards:
This is the old refrain. I do not believe it's of benefit to.
the City that the entire Planning Commission takes a leave and
goes to this particular convention, In April, five members of
the Commission went on a junket to Philadelphia which cost the
City $1,953.83. I have always believed that the head of the
Department and maybe an assistant or secretary could take notes
by ‘attending these meetings and bring back to the entire Board
the vital facts that are being discussed and I for one think
this is another abuse of the taxpayers' money.20
Despite‘their efficiency notions, however, some Councilmen are silent
on travel expenses because they share with the Commissions the same
belief: travel is a reward for faithful service. Onme Cduncilman;
nevertheless, insisted that the Mayor was going too far by having
‘the téxpayers pay for the Mayor's assistant's trip to Hawaii
s o » there comes a time when somewhere especially in the face
of what we've just discussed in the last half hour, our tight
budget. We're pinching pennies, We're doing everything to save
the taxpayers a nickel., And here we take a man out of his office

that's in an executive position, at an adequate salary, and take
h1m on a Jaunt to a Mayor's Conference.

i-_Sefe money where you can; fight exemptions, stop other agencies
from poaching-=all these are actions of men whose main-perception of
gipyff;negee_isithat the property tax rate is too high. The City
gaqager@has,made‘Coqncilmen financially aware, so they are wary of
gggecks_whieh_will increase expenses or decrease revenue, When ems
glqyee;associations petitioned the Council for‘fringevbenefits, they
argued that the schools or other public agencies should not be given
money until City employees were well paid. The Council resolved to
protect the tax bases our employees need a salary increase; therefoie
22

we cannot possibly give the School Board five cents of our tax rate,

Once the School Board was closed out, then the Council proceeded to



trim the employees' demands. Taxpayers, not employees, make up the

constituency of Councilmen.

Councilmen support business

In the drive to clamp down on the property tax, Councilmen
defend and support the taxpayer. But'some taxpayers, such as bus-
inessmen, get more support than others, The Council supports business
because, first, the Councilman is a businessman, and, second, he be~-
lieves that the long~run prosperity of Qakland is linked to the pros~
- perity of business. The Mayor directly expressed this prosperity per-
ception in his State of the City message:

Economic development will continue to be of prime impqrtance

not only for its key role in the formation of jobs but also for
the .establishment of a more solid tax base., The City administra=
tion pledges to do everything possible to create a more favor-
able climate for the establishment and growth of business and
industry in Oakland, and will continue to emphasize careful fis-
cal planning in its own operations,23

Support for business is carried, sometimes, to the peint
where the Council seems to violate its own role definition as defender
of the property tax base, For example, the Council sent a resolution
to the State legislature urging elimination of the business inventory
tax.z4 Such a reduction would, if other revenue sources were held
constant, increase the tax rate by twenty-four cents, Since eliminae~
tion of the business inventory tax would seriously affect local gov-
ernments throughout the State, Councilmen expected that the State
Legislature would find some other revenue source to compensate for
the loss. Obviously, the Councilman will, on occasion, experience a

conflict between his business and Council roles, More often, he will

tend to view the roles as coterminous; after all, government should
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be run like a business.

When there is conflict in the community which is afticulaﬁed
at Council meetings, all sides of the contrpVersy will élaim they are
_-taxpayers; consequentiy, the arhetoricai role;»defender of the tax-
payer, becomes an uncertain guide for decisions. And SGme business
interests may not prevail, Fgr example, when Foremost Dairies
appealed an unfavorable ruling by the Cify Planning'Comﬁission,‘the
Council denied the application for rezoning and found in‘favbr of the
hbighborhbod‘people who were opposed to Foremost's plans for plant
‘expansion, Foremost said they might have to ieave Oakland; the Milk
Drivers and Dairy Employees Union argued they were taxpayers and might
lose their jobs, The loss of tax revenue from such a buéiﬁess was a

serious concern of the Council. But the citizens of the neighborhood

also ‘emphasized the rhetoric of taxes:

The property owners in this area stand to suffer a great loss if
this special privilege of spot rezoning is granted,vhereas Fore-
most will suffer less in comparison if it is not granted. All
- of the homeowners have just as much, and more, invested in the
"area in question, and we also pay as much, or more, taxes than
~ Foremost and we don't know of any special laws in our Consti-
: tutlon which grant special priyileges to any one of us, 25 )

After a series of arguments on both sides, a Councilman pointed"buf.
iﬁat-the:pébpletwho opposed the iézbﬁing ﬁad‘iivea'ih the area for

twenty years or more, that they had prlde 1n the area, and that the

‘155ue came down to’ whether- the Gggncilfwanted‘pEbple or business in

the area:” - - S )

‘Are we interested at all in the people who live in this area,

if not, then we ought to tell them all to move out of Oakland and
-let's put more industry. If on the other hand, we are 1nterested
in them, we should do something to help them along.26

The Council decided the neighborhood people were also taxpayers, and

at the time voted in their favor,



Business interests will prevail when the City will not lose
revenue from their support., Thus the Council backed the Downtown
Property Owners Association in a dispute with BARTD, The owners'
appeal of "do not penalize your own taxpayers" was effective against
the agency thich.was digging up the streets, cutting down on sales
tax, and taking property off the tax rolls. Similarly when a large
tekery wanted a sign to include its slogan, the’Council reversed the

decision of the City's Sign Review Committee and reinterpreted its

own. ordlnance prohibiting slogans so that the phrase "Stays Fresh

Longer" could be considered part of the name of the bread company.z7

On the other hand, the Council rejected the Chamher of Commerce's

appeal for a revision in the utility tax rates, which would favor

tusiness, because the City would lose th much feveﬁﬂe.

- The relevance of the business orientation is directed at what
taluee, beliefs, and norms are operative in the Council's financial
deciséons;i I have not been concerned with the question of who rules.
But méfconjecture is that Oakland's political system would be ade~

quatei&-defined berong's ecology of games.z8

The Councllmen s beliefs are fairly congruent with the City's

bu31ness 1eaders' The Councilman prizes eff1c1ency. He tends to

lose the serv1ce orientation of a public enterprise. He is not un-

aware of the connection between taxes and services, On the contrary,

he is aware of the increasing costs of government, but hls emphasis

'is on taxes. _He wants to keep the costs of govermment down and thus

reduce’ the impact on the taxpayer. He has become a caretaker of the

tax rate, As the social and economic problems of the City increase,

he narrows the role of the City govermment to traditional functioms,
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He no longer shuns federal funds and supporté the Heller tax sharing
plan. He does not'worry ébout equity; what is fair is to reduce

the property tax rate. He feels that he is doing a fine job when the
rate can be reduced by a few cents, The problem is for the City'ts
get other sourcés of revenue, as this Councilman indicates:

Of course, everybody's for lower taxes; that's like being for
motherhood, but everyone wants increased services too., I would:
like to lower the property tax further, but I just don't know
where else we could get the money from; I'd like to know,29

It is up to the City Manager and his Finance Departmént to suggest
where to "get the money from." The Finance Department works with
the City Manager to find revenue and to promote efficiency. In the

next section, I will show that most City Departments do not share

the City Manager's financial concerns,

City Departments

Most of the operating Departments of the‘City emphasize ser-

Y;qé and not revenue, At the Finance Department and City Manager

level the service orientation diminishes, which is functional for

b@ﬁggt_gu@ting_and increasing revenue, At the operating Department

level, public needs, service, and regulation conflict with revenue

considerations, Many Department heads do not understand why they

collect fees, As I discussed in Chapter II, there is an explicit .
City-wide policy norm that fees should be set to recover costs,
City officials often cite the cost-recovery morm, but these state~

ments are mostly rhetoric, Most Department heads do not know their



costs, and the Manager does not apply sanctions to enforce the norm,
- In this section, I will analyze the Departments as a group and also

discuss several Departments in detail,

Revenue behavior differs by Department

Generalizing about Departmental revenue behavior is difficult,
Revenue behavior differs by the kind of service which the Depattment
provides. The Police Department is not revenue conscious while the

Auditorium Manager is a revenue maximizer who seeks to make a profit,

There is also a disjunction between what Department officials say they

do and what they actually do. The Park‘Department'élaims‘it is very

interésted in making money but does mot charge when it can and its

fees are minimal, The Recreation Department'sayé revenye is not as
important as recreation but its fees can discourage the use of its
facilities, |

The variation in Departmental revenue behavior is partially
related to the dive;se reasons for fee cbllection. Furthermore, these
reasonsimay be obscure to Department officials. In the Financial

Qapability Study, the Departments were asked to explain why they

cbg;ge_ahd to justify the amount of the charge for each of their fees,

Here are some of their responses:

SEecel " -

___.Library: This fine, 5¢ per day, follows the national standard
€°7 *-throughout public libraries.

* Park:s Fee established at a rate commensurate with ability to
pay and the view that monies received would compensate for
"services rendered. The building facilities together with kit-
chen privileges are included in the fee charged,

~ -
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Street and Engineering: Private work requires deposit per Section
6-2,02 Oakland Municipal Code, Permittee is billed for inspection
rendered, '

Traffic Engineefing: This fee is charged to recover costs for pro-

viding red "no parking" areas adjacent to the entrance to drive-ways.

Since this service is provided on an individual basis to particular
properties and is a special benefit to them, it is recommended that
the fee be continued so that payment is made by those benefitted
rather than the public in general,

Police: Dogs have been licensed for many years as a means. of
identification and rabies control,
Some officials, such as the librarian, only know how they arrived at
the rate and not why they chargé, Others, like the head of Streets and

Engineering, do not bother to search for a reason but quote the Muni-

cipal Code, Regulation and control of public safety is an important

rationale for fees and this orientation is clear in the Police Chief's
statements, Cost recovery for services is another prevalent reason for
fees, Both the Park and Traffic Engineering officials' statements em-

ploy this reason. The Park Department, however, compromises its stated

rationale of compensation with the introduction of the conflicting cri-

teria of ability to pay., The Traffic Engineer is sincere about recov-

éfing‘coéts. 'Hé is one of the few City officials who has made detailed

6st studles in order to charge people what the service costs. He uses

ll OI‘!

- " T ‘-
the beneflt principle to bolster his argument for cost recovery by

assumlng that the City's cost is equal to the individual's benefit,

o Revenue behavior differs by Department because the officials
provide different services and facilities, have.differént levels of
under%féﬁ@@ng and ignorance, and, as I will show in the next section,
are differentially motivated by thevMaﬁager's pleas to be concerned

about revenue,
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Department heads maintain the revenue status quo

The Financial Capability Study was not undertaken by the
Department heads as a haépy chore. Although the Manager believed
‘the City should increase its revenue bage, the incentive for the
Department heads to find revenue was not as clear, They were informed
of the City's revenue problems and were engouraged to raiseAexisting
fees, drop nuisance fees, and suggest new sourées of revenue for their
own Departments and for other City‘Departments, From Table 3-1, Qe

can see that most Department heads were not responsive to the Manager's

Table 3-1

MANY DEPARTMENT HEADS MAINTAIN THE REVENUE STATUS QUO

(1) (2) (3) (4)
Number of Number of Number of = Oldest
. Existing Modifications 'New Revenue Date of
o R -*7Departmental : to Existing Sources Last

Revenue Sources* Revenue Sources® Suggested Change

Department:
City Managér

. Police E 13 0 3 1938
Fire - 3 3 1 1947
Bu11d1ng and Housing 24 6 4 1948
Electrical - . : 7 3 2 1949

:; Streets & Engineer1ng 40 -9 12 1955
" Auditorium 30 24 1 1956
Traffic. Engineering 9 1 4 1964

Commission .. .. .

Library o 6 0 0 1952

“hPark- -0 TS - 47 15 0 1958

0 1963

Recreation 27 0

Source: City of Oakland, "Financial Capability Study,” Departmental Sub-
m1s51ons, October-December 1966,

*A revenue source might be a single fee or a grouping of similar fees de-

- pending on the Department’s discretion; therefore, the numbers are not com-
parable within a single column,



directions. If they had been responsive, then practically all
existing'revenue sources would have been modified, given the differ-
ences betweeg fees and costs which I discussed in Chapter II. With
some exceptions, such as the Auditorium Manager and the Fire De-
partment, many Departments maintained the revenue status quo.
Another indication of Departmental indifference or inertia to
revenue increases is the frequency of‘feéirevision. As can be seen
in Column 4, some revenue sources have not been revised for ten to
thirty years., In many cases, a Department's costs had increased so
‘that fees were recovering only a fraction of the City's expemses, but
the Department head was relu;tant'to suggest fee increases, There
are several reasons for this reluctance, such as the conflict be-
%ﬁeéﬁ revenue and the service objectives of the Departments, In.
any case, the comservative bias in Deﬁartment attitudes can only
reinforce the reduction in Oakland's revenue base, If operating
posts go up and ;he Deéartmenté keep fees constant, then the City
;iil be forced to rely more on general tax revenues, From the City

Manager's perspective, conservative Department heads who did not

recommend increases or mew sources are counter-productive, They are
. Ve
Lol T .

increasing, not relieving the pressure in the property tax.

E~::5;ééil_havevpointed out, Oakland's City government is frag-

-

mented, Not all Departments were responsible to the City Manager at

théitimelof the Financial Capability Study. The Library, Park, and
Recreation Departments were directed by independent Commissions,
iﬁ;lﬁa;;éé;iﬁad~séme budgetary control over them, but generally they

were more autonomous than Departments that reported divectly to the

Manager, The fact that these Commission Departments were not as
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responsive to the Manager's exhortationsvis indicated by Column 3
which shows that they made no suggestions for new revenue sources
for themsel#es or for other City Departments, In addition, Library
and Recreatioﬁ suggested no changes to existing sources. There was
a certain amount of hostility and rivalry between the Manager and

the Commissions which these numbers reflect, The Superintendent of

Recreation, who is the full-time professional in charge of the De-
partment, had actually submitted a comprehensive set of changes and
suggestions to his Commission for review., The Commission felt that
revenue pélicy and the setting of fees for the Recreation Department
was their business and not thé Manager's. They instructed theréuperw
intendent to -submit to the Manager the existiﬁg‘rafe schedule with
no modifications, A few monthé after the Departmental'submiésions
were in the Finance Department for analysis, the Commission directed
a -revision in their rate structure. The problem of inbreasing re~
venue is related to the integration or cohesiveness of the City
organization; I woqld expect that the greater the 6rganizational
integraéion of a éublic organization, the greater the potential for
revenue %aximizationo3o With an integrated organization more offi-
rials WQ&{d be concerned about revenue, and maintenance needs would
not depend on-a few individuals. The lack of Departmental response,
particularly in_the.case of Commission Departments, is an illustra-

tion -of the géneral problem of the maintenance of a fragmented public

~ organization. Recently, the citizens' approval of a charter reform

measure has remedied some of the fragmented aspects of the overall
system, so that a test of the revenue maximization hypothesis will

be possible,
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In the following sections I will discuss two commercial
Departments and one service-oriented Department, Recreation, which
-all exhibit revenue concern. The distinction between service and
.commercial is one of degree and is based on the Department heads'
‘expectations for self-support. A commercial Department would like to
be completely self-supporting. A service Department expects a large
subsidy from general tax févenues. No Cit§ Department is self-
-supporting, '

-Building and Housing Department

_ The Building and Houéing Department is supposedly in the
-public safety business, but charges according to what the traffic
gwil bear: their officials check out their fees by examining neigh-
-boring practices and by consulting the building and construction
-community, The money comes from permits and inspéctions made by a
ﬁqivisiqn;of>thé Department, This division is supposed to pay for
dtself, In a normal construction‘year the division will collect

o~

-90 Rerégnt of itsfcosts. However, when there is a slump in construc-
~tion, iéjwill collect oniy 60 percent,

ozl -1_hithin-the limitations of building codes and what neighboring
-cities charge, inspéctors are revenue maximizers, Fees are deliber-
@ately fragmented so that the inspector can charge by each appliance
;gp:figtq;q §q¢h'as water heaters, stoves, and toilets, There is no

. fsﬁpglg;bpilding.permit; but rather a plethora of application forms
-and permits to cover a variety of trades and activities, Permits

are issued for plan checking, building inspection, plumbing, elec-

trical, heating and ventilating., Rates for permits are set by a

%4
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flat rate or by the vélue of construction,

Although the Department is concerned about revenue, it is not
concerned about costs. Inspections and permits are organized by
trade; consequently, in one day several different Cityvinspectors
may visit the same construction site. The Department conéucts 9,000
to 10,000 inspections each ‘month and has little idea what a single
inspection costs., )

The Department does some free electrical inspections of
vacant houses and investigations of dangerous or unsanitary plumbing
and heating conditions, which is in the cowmunity interest, in
addifion; the Department loses about $20,000 a year in fees for
activities connected with governmental agency construction. Private
work performed within the boundaries of the Port of Oakland is charged.
.building and inspection fees, but_work done for the Port itself is
not charged. .

i Since t@e Department cannot control the level of construction,
is not sensitive to its own costs; and must by the nature of its act-
1vity_provide free’services, the City Ménager does not find this

Department a dependable source for revenue,
i

——

. ©akland -Municipal Auditorium

<. 7:The Auditorium is part of the Municipal Buildings Department,
Howeéver, the Auditorium Director does not aéknowledge this formality,
The Director perceives his role as maximizing profit and not just
revenue.. He is:the mést commercial City official on the payroll, The
Auditorium is one of the few examples in the City where revenue and

service objectives do not conflict; therefore the Director can be



commercial., The Director feels that most auditoriums on the West
Coast charge enough to meet operating costs and a few even make a
profit, He feels that auditorium managers, like himself, are more
business-oriented than most other government people,

Like man? professions, auditorium managers have an associa-
tion through which they know each other's facilities, costs, and
charges, Thus it is a matter of professioﬁal pride that the Di-
rector Breaks even (i.e, revenue will equal costs) on the operation
of his auditorium, However, for the Oakland Auditorium, break even
means coﬁe;ing about 60 percent of operating costs., The Director is
faced with a dilemma. .He has been told by a previous City Manager
that his activity should be self-supporting; and at the same time he
has not been allowed to adjust his rates, He feels that his costs
are’ the same regardless of who uses the facility and would like to
charge all users the same rate, Instead, as a matter of City policy,
he has to.maintain separate rate schedules for commercial, non-com-
mercial; and_City'and governmental users., He feels the City is
stoppiﬁg him from breaking even,

~zr:v. -In bis view charities, patriotic organizatiomns, and conven-~

\
3

tions‘shbuld not pay less, If the City wants to subsidize these
activities, then the City should find other funds fof them, One of
his recommendations in the Financial Capability Study was that con~
ventions should pay the commercial rate and the City should subsidize
the rent from the Transient Occupancy Tax. He resents the policy
that”a.school_district can use his facility at low rates, The Civil

Service Commission, when using the Auditorium for examinations, should

also pay his costs, He does not think it fair that City Departments
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do not have to pay. .

In order to try to break even, the Director tries to get as

much as possible out of his commercial clients, parking, and cbn;
cessions, Commercéial rates are higher than the other rate schedules.
~ Parking used to make the difference in his profit and loss state-
lment. Now he has lost his parking lots to the Peralta Junior College
.and he says, "without this additional sou;;e of revenue, it is ex-
tremely difficult for any public auditorium to break even, let aléne
. ‘make money," Concessions are his last hope, and as he says, "con-
cession révenues are almost pure profit," Concessions must have been
profitable because old-timers in City Hall tell the story about the
Director putting more oil into the heating systém on a comfortable
-evening in order to raise the temperature in the building. As people
would get thirsty from the heat, the concessions would sell more beer
and thereby increase the City's revehue,

Fate has been cruel to the Director, First the City would
not let him charge charities a commercial rate, Then because of the
local junior college he lost his parking lots. The final blow came
when the Ciﬁy sponsored the building of the Coliseum Complex and he
lost most of his clients; In Oakland it is hard to run a business
uliké a business. »

Recreation Department

[

Recreation officials believe that the raising of revenue is

I

an ancillar& éétivity of their Department.: Tﬁey believe they are
not in the business of making money but of providing recreational

services and facilities, There is little surface conflict between

»

“ .



the stated purpose of the organization and the revenue demands because
revenue considerations are secondary. No recreation official believes
that the Department should be self-supporting. The Department pro-
vides-an important service to the community; so,‘it is quite legiti-
‘mate to expect to be subsidized from general taxes. The Recreation
Commission has incorporated this perception into a policy principle:
The Commission recognizes that its bééic purpose is to provide
a recreation service for all citizens of Oakland, with heavy
emphasis on service to children and youth. . . . We anticipate
that the large bulk of services will be provided with tax-
supported funds on a free basis, Most activities for children
are offered free of charge.

The’dominancé of the recreation function and the downgrading
of revenue, ho@ever, is mostly camouflage because the‘actionS’of the
bepartment indicate considerable concern with revenue, The Sﬁperin-
tendent of Recreation is not an ex-dancing instruqtor‘who wandered
by mistake into the world of construction paper and a;tskand crafts;
he is a shrewd professional who is aware of the.vagaries of municipal
finance and pursues the last drop'of fiscal blood Ouﬁ of a éoncession
contract., Iﬁ order to get the most out of taxﬂéupported funds, he
ipsistsion a business-Like abpfoach. The budget must include pro-
jects wh?ch can attract revenue to the Department and,where citizens.
will pay a certain amount, The Superintendent tries to haveiDepart—.
mental, non-tax, revenue run to 20-25 percent of his total buﬁget.
He believes that Oakland's Recreation Department sets the standard
for many reéreation departments throughout the countfy. In his view
the Recreation Department'cannot be a free country club; it should
charge up to the 25 percent standard. In the last ten years Depart-

mental revenue has nearly doubled; for fiscal year 1968/69 it is

expected to be $677,200. Even if officials do not emphasize it, the
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Recreation Department is in the revenue as well as the recreation
busiﬁess, Because theASuperintendent is aware of the City's revenue-
constraint and low assessment growth, he has to behave as if he
cares, He has to show he is a member of the team., If he does not
indicate he is interested in revenue, he may mnot get his‘fair share
of the general tax money,

I am not saying that the Oakland Recreation Department is
being run by a commercial mercenary, Any Oakland Department which
has something to do with revenue must show concern about the money
‘game, Eaéh Department develops a self-supporting standard, The
Superintendent!s 25 percent standard shows the importance of the
Department’s recreational purpose. If the Recreation Department were,
if fact, truly commercial, the standard would be closer to 100 percent
self-supporting. The perceived service output of a public organiza-
tion‘is a key variable for understanding revenue orientations, The
greater the service orientation of‘the official, the less his con-
cern with revenue,

. Top offici#ls of the Recreation Department undoubtedly feel
some ps§chqlogical conflict, To establish fees strictly for raising
Tevenue Lonflicts with the objectives of recreation. Therefore,
revenue is subordinated to recreation by establishing a divefse set
-6f functibnal criteria for fees, The raising of revenue to recover
'costs is one function, and equity, administrative convenience, ration-
ing, and regulation are all involved, .Fees serve many functions,

Equity is int¥oduced by the ability—to-pay principle and not
by a consideration of benefit. Price discrimination, throughdut most

of the Department's fee schedules, results from the official's notion
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of who can afford to pay. For example, organized school-aged groups

are exempt from paying for recreation clubrooms while most organized
adult groups do pay for the same facility. The Recreation Commission
states its policy for swimming pool fees as: "the amount of admission
charged is based upon a study of the ability of the cross—;ection of

people to pay." Operationally, ability-to-pay means that children

should pay less than adults,

Sometimes the function of a fee is to encourage attendance,
One way to provide for stability inlthe administration of programs
is to charge., A fee, such as for the Swim to Live program, insures

a certain minimal attendance. Consistency in attendance is important

to the Superintendent because of the high cost of skilled professionals

involved in his programs. He would find it difficult to justify his
personnel costs if people did not attend., When a client §ays some~
thing for a service, he feels-that he should get his money's worth,
80 he attends, 'The use of a fee to_éncourage attendance satisfies

both client and ofﬁicial.

_éFees are ;lso set to discourage use, which is aﬁother way
of sayiﬂg that the skilled use of price mechanisms can ration scarce
resourceé.v There is only a certain amount of space on the City's
-golf courses, camps, and Lake Merritt, #ﬁd~fees are get to limit use,
Rationing, however, is employed to discriminate between clients,
The basic rule of children over adults is'employed. In addition, non-
resident fees are higher than resident fees; this price discrimina-
tion is particularly evidgnt in charges for boat storage and summer

campss The justification for high non~resident fees is that these

clients do not pay property tax to Oakland,

100



’

Regulation in the interests of the health and safety of
Oakland's population is another function of fees, A recreation
official cites learning to sail as an example of safety and a
catering permit as an example of the héalth criteria,

Finally; fees are set to recover costs and to bring in extra
revenue for enriching or broadening a particular program. High~cost
pfograms are expected to partially pay thegr own way. A sailboat
costs $1200 and golf courses are expensivé to build and maintain,
Fees for sailing only partially recover costs, but golf courses are
expected to pay for themselves., In some cases a golf course may
make a profit from its green fees and concessions; for example, the
Lake Chabot Municipal Golf Course made around $39;OOO in 1965-66,
Another City golf course, however, lost a greater améunt.

The functional criteria, which we have been discussing, tell
us why fees are used by the Recreation Department{ they do not nec-
essarily tell us how, These criteria of equity, administration, and

regulation, explain which recreational activities are likely to have

fees, Howevgr, the actual fee cannot be determined by this diverse

set of policies or criteria, In any one situation the criteria will

1

‘conflict with each other, How does one insure the atteﬁdance of

poor children? The official wants the child to have a commi tment to

attend, but the child is too poor to pay the fee,

Even if we assume that only one criterion is operative, we
will still not know hoﬁ the fee is set, Recovery of costs is the
dominant criterion for the opergtibn of golf courses, But the sep~
arate green fees, locker room charges, and concession rates are not

based directly on costs. Unlike many other City Departments, the
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Recreation Department does know its own costs. The Department can
easily tell you the operating, revenue, and attendance for each City
swimming pool or golf course because the information is used for
budget execution, However, prices are set by what other cities
charge. Swimming pool fees are related to the "fees charged in
nearby jurisdictioms for similar services." Family camp fees
must take into consideration the charées'made by other com-
parable municipal family camps such as Berkeley, Sacramento,
and San Francisco. Green fees are established in line with
those being charged at comparable public courses in the area,
such as Tilden, Alameda, and the Marine course in San Leandro, .
» » » Fees charged for lighted temnis courts are similar to
those charged by other park and recreation agencies in the
Bay Area,

The rule of competition, cﬁarge what your neighbor charges,
is a useful shortcut. A City official does not have to worry about
pubiic acceptance when he knows the mgrket price, But the use of
this rule does result in anomalieé or inconsistencies in the De-~
partment’s application of their own criteria, Fees for the swimming
pools are supposed to be set so as not to deter wvse, but since 1958
pool attendaﬁce has declined 30 percent., The reduction is directly
related to the increase in "higher proportion of low income partici;
pants," :If the main objective of the Oakland Recreation Department
is to prgvide recreation particularly for children, then surely there
is something wrong in theii current pricing policies, Since low-in-
come ghi1dren are the biggest users of.the pools, perhaps even the
minimal fees are too high if the ability to pay criterion is taken
seriously, Some adult activities generate a surplus while other
adult activities do not begin to payltheir way., The surplus is usually

used to improve or enlarge the particular activity which generated it,

The Superintendent is happy as long'as total revenue is between 20
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and 25 percent of his budget; he does not insure that all adult
activities pay their own way.

A flagrant violation of the Department's own norms is the
support which is given to the Oakland Industrial Recreation Asso-
ciation, Founded in the early 1920's, this joint program‘provides
. recreational activities for forty-nine industries with about 50,000
adult employees, The OIRA is charged a minimal amount for clerical
services but is not charged for the costs of the Recreation Director
associated with the program, The Recreation Commission justifies
this subsidy by pointing to the familiar rule, what is good for
business is good for Oakland:

From an industrial standpoint, the OIRA presents one of the
finest selling points that Oakland has to offer. Any industry
contemplating relocating gives consideration to the organized

recreation facilities of their employees. It is anticipated

that this program will increase as the Oakland industrial growth
continues,

Some of these inconsistencies are probably due to the com-
plexity of a decision process whiqh,involves:so many activities,
The Department keeps track of six swimming pools, fifteen club
houses, Lake Merritt boats and launches, golf courses, camps, and
a variety of dance, music and craft classes, Another element of
this comﬁlexity is that revenue criteria can change with the growth
of an activity, Consider this description:

The Oakland Christmas Pageant was initiated in 1919 as a com-
munity service to.celebrate the Christmas Season in Oakland,
For many years the pageant was given free of charge. However,
the attendance was large and it was difficult to anticipate the
number of people who would attend, To exercise control over
this problem, a very small fee was set and money was donated
to the School Milk Fund. The costs of the pageant increased
over the years and it was decided by the Recreation Commission
to partially defray some of this cost by admission fees. Ad-
mission fees and reserved seat fees were established and the
money was deposited in the Recreation Fund rather than serving
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as a donation to the School Milk Fund. It is the policy of
the Commission to partially defray the cost of the pageant,

The pageant is a child-centered activity and originally it
had no fee. Then because of the administrative need to stabilize
attendance a small fee was set to regulate attendance, But costs
became too high; so the cost recovery norm was introduced. Paients
are charged $1,00 or $1.50 to see their children participate., What
was once a wholly subsidized activity is now one~third self-support-
ing, Their . perception of the City revenue constraint and the
desire to appear responsible and business~like encourages Recreation
Department officials to comprpmise their own professional recreational

objectives and attempt to recover costs,

City Departments cannot be used to maximize revenue

The sections on the City Departments have stressed their
diversity of revenue behavior which differs ﬁy the services they
provide, by their reasons for 1evyihg fees, by their knowledge of
costs and expenses, and by their degree of autonomy from central
control, Departments do have in common the violation of the City
norm of cost recovery, In general, Departments are not concerned
about revenue, and they are not fiscal innovators. For Departments
that are concerned ébout revenue, service objectives often conflict
with or prevent revenue maximization. The revenue-service conflict
can, as in the case of the Recreation Department, compromise the basic
goals of the organization, Even when éhe revenue~service conflict isg
minimal, events outside the Department’s control can interfere with

revenue objectives as was indicated by the discussion of the Auditor-

ium and the Building and Housing Department, Department officials
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in the City are the spenders not the préviders. City Departments

cannot be used to maximize revenue,

Summary

In this chapter, I examined the effect of the City's revenue
constraint on the behavior of its principal officials. Pivotal
among all City officials is the Manager., He is the fiscal innovator
and socialization agent, If City officials and the public are in-
clined to forget about the lack of mone&, he will remind them of
Qakland's impoverishment, The revenue constraint intensifies his
management beliefs in the separation of politics from administration,
in the sﬁperiority of efficiency, and in his emphasis on fiscal
realism in finding revenue to offset the property tax., The Coun-
cil's behavior reflects the influence of the Manager. Councilmen
are mot initiators of tax policy, but they do protect the City's
tax base and comsider taxpayers their constituents, They have a
business.orientation ;nd are knowledgeable about taxes, Councilmen
worry less about service and more about cutting costé; The Council
is the caretaker 6f the tax rate, City‘Departments live with the
consequences of Oakland's revenue constraint, but they are not the
key to the City's revenue problems, Their service objectives con-
fliét with revenue maximization, They do not always know their costs
and set their rates by other criteria, Even commercial Departments

cannot break even due to events outside their control, Finally, the
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fragmented nature of the City of Oakland's organization reinforces
the lack of Department concern and diversity of revenue behavior,

The City Manager and his finance staff are the City officials
who have to worry about the lack of revénue. They play the important
boundary function which helps the City maintain itself, Their search
processes, decision rules and tactics are crucial to an understanding

of Oakland finance, a subject which I will discuss in the next chapter.
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CHAPTER IV

THE REVENUE PROCESS AND PUBLIC AVOIDANCE

Having discussed Oakland's fiscal discretion and identified
its key fiscal actors, I will now present an analytical framework‘in
which to integrate this material, using the concepts of the Simon-
March-Cyert focus on "good enough" decision-making and the perspective
which is achieved by considéring the City as an open system.1 This
framework has two major components: (1) the stages of the revenue
process from search and decision throuéh administration; and (2) the
tactics which the revenue subsystem uses to cope with environmental
uncertainty, When fully developed,,thé framework shows that Oakland
officials withdraw from the public--that officials obtain revenue by
public avoidance, First, I will dgfine the terms: (1) revenue sub~

system, (2) environment, and (3) tactics,

‘The revenue subsystem. The revenue subsystem is the recurring

role behavior that is associated with the supply of revenue to the
City (the 5ystem).2 One does not have to adopt the complete concept-
uval parapherﬁalia of.geneial systems’theory to observe that the City
Manager and his small finance staff help the City to survive by findiﬁg
new sburces of revenue. At the center qf the revenue subsystem's

"role network are the Manager, Finance Director, and a few analysts,
Councilmen and some Department heads are on the periphery., Councile

men act as legitimators of the subsystem’s policies and occasionally
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provide informational inputs to the subsystem, Similarly, Department
heads (such as the Traffic Engineer) may suggest revenue opportunities,
but for all practical purposes, the revenue subsystem is the Manager
and his finance sﬁaff.

The critical boundary function of the revenue subsystem is

to maintain the City system by insuring adequate financial resources

for task performance by the Departments, The subsystem's function is
not adaptation: the subsystem does not plan or conduct research séék-
ing to anticipéte extreme environmental change, Indeed, QOakland's
‘revenue constraint drives out planning, Why devise elaborate capital
improvement plans if there are no resources to fund them? City offi-
cials are just beginning to sense that their environment is changing,
but they have not developed a social subsystem to c0pé with this change,
' Oakland's revenue subsystem.is not diiected toward obtaining large
enough chunks of resources to deal with the extensive social and econ~
omic problems which exist, The subsystem looks inward and has a short-
“term time perspective of no more than three to four years. Expenditure
and revenue policies, the output of the revenue subsystem, are directed
to the pfgservation of the status quo and the meeting of the monthly

i
H

payroll,

The environment, The environment is difficult to define,

but it is not a residual category. It is definitely not some lump
of significant others which political actors must take into account,
'The environmment is composed of some of Oakland's citizen~leaders
(see Chapter VII), heads of tax associations, City employee ﬁnion
representatives, State and federal officials, and heads of indepen-

dent City agencies such as the Port Commissioners. Behind these
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actofs who are concerned about taxes from time to time is a qui~
escent majority, unaware of taxes, that can be mobilized when a tax
'issue is salient,

Tax issues at the local level are salient only to Small
attentive publics., In Oakland, the politics of local taxation is
not intense and involves few actors, This low-intensity politics
is characterized by a fragménted environmen£ and dominated by bureau-
crats or professionals,

The environment is fragmented not only by usual sources of
cleavage (such as party, class, and racé) but by the tax or revenue
source itself, 1In Chapter II, I pointed out the myriad sources of
local revenue and Oakland's. A fragmented tax structure contributes
to a fragmented environment composed of many,.small tax publics,
There is a transient-occupancy-tax public, and there is a cigarette~
tax public. With the exception of tax association representatives,
those people in the environment who care about taxes care only about
specific taxes, and so the environment becomes fragmented. For the
sewer service charge, the attentive public is composed of actors from
the few canneries and packing plants and their trade associations.
These peogle are activély concerned about the charge because of its
potential effect on their profit marginé. Probably they would not
be concerﬁed about éhe cigarette tax or the transient occupancy tax,
The hotel and motel men were concerned about the transient occupancy
“tax when it was adopted, The cigarette retail an@ wholesale distri-
butors were concerned abougjthe“cigareppe tax when it was adopted.

Although the attentive public for any tax may be small, it

still is a source of uncertainty. The revenue subsystem is concerned



about two types of envirommental uncertainty:

(i) What is the threshold of app;oval or opposition to a pro-
posed change in the tax structure? In other words, what will the
traffic bear? ‘

(2) Will there be any new expenditure demand which cannot be

avoided and for which the City has insufficient resources?

The tactics, Tactics define the relationship between the sub-
system and the environment. By using tactics, the revenue subsystem,
with its limited rationality, seeks to reduce environmental uncer-
tainty and to minimize potential'conflicf. There are three types of
téctics:

(1) Consensual -- thersubsystem perceives a consensus on tax
matters and ignores the environment,

(2) Negotiatory -- the subsystem, on a face-to-face basis,
conducts transactions with elements in the environment.

(3) Anticipatory -- the subsystem accepts the environment as

given and attempts to manipulate it.
As Figuré 4 illustrates, the revenue Subsystem uses all three tactics
to avoid gublic conflict, Avoidance, paradoxically, links the revenue
subsystem to the environhént. .
Conéensual tactics do not involve intgraction with elements
of the environment. Following the adage, "an old tax is a good tax,"3
the revenue subsystem uses consensual tactics to make incremental
4changes in existing revenue sources. Subsystem members adjust rates
and extend the coverage of a tax without any public participation or

consultation. The subsystem modifies the existing tax structure,

which lacks public salience, with impunity.
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In Qakland, negotiatory tactics are used with cooperative
friends. Such negotiation between the subsystem and the environment
invelves quibbling over price., The issue is not whether a tax should
be adopted but how much the public will pay, and there is not much
conflict because the subsystem gives up fiscal discretion.4 The re-
venue subsystem does not attempt to control or to bargain with unco-
operative and abrasive elements of the environment, . Instead, the sub-
system contracts boundaries to reduce envirommental conflict and é&oid
uncertainty. Such béhavior is the antithesis of the system-expansion
hypothesis of coping with environmental uncertainty.5

This withdrawing system behavior carries over to a heavy
reliance on anticipatory tactics which substitute for negotiation,

The more the subsystem anticipates environmental change, the less it
needs to negotiate with its environment through an exchange process
such as cooperation or bargaining. The subsystem anticipates reactions
so as to avoid having to negotiate. Better to lose and not fight than
to fight and lose is the rule. The revenue subsystem does not seek to
confront the taxpayer but prefers to hide taxes so that they will not
be felt., The subsystem manipulates the enviromment rather than trans-
acts withiit.

3

avoids the public and uses anticipatory tactics through each stage
of the revenue process, as shown in Table 4=1, When the subsystem
searches for revenue, it anticipates future expenditure requirements,
The subsystem anticipates its revenue needs for the short term, mak-

ing no attempt to optimize revenue input to the City over time,
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TABLE 4-1

OAKLAND'S REVENUE SUBSYSTEM RELIES ON
ANTICIPATORY TACTICS

‘Revenue Process Stage Subsystem Tactics

Search . e o & © & & 2 8 ® 95 B 6 © ® Anticipatory
Decision a © © 8 o© o 6 ©° o & o o o .f~Anticipat0ry
Acceptance « + o s s o ¢ o o o s o o Anticipatory, Negotiatory

Administration 6 o o & © o0 o © & o © Anticipatory, Negotiatory, Consensual

When the subsystem decides on a particular revenue source, it antici-
pates taxpayer resistance, Tﬁe choice of a new tax is based on simpli-
fying tactics, Looking for precedents takes the place'of tax policy
analysis, When the subsystem is seeking public acceptance of its mnew
tax, it keeps the attentive public small by anticipatory tactics. For
example, by proposing taxes sequentially the subsystem fragments the
attentive public so that it can negotiate with friends. Even when
the subsystem administers the tax structure, it seeks to avoid future
confrontations with the public, Revenue is estimated conservatively,
and the p‘w;:operty tax is nevér cut to a minimum, Much administrative
revenue béhavior involves hedging, building financial surpluses, and
other short-term contingency schemes.,

iimited rationality also characterizes revenue behavior.
The subsystem's limited rationmality and its use of anticipatory tac-
tics are related at various stages of the revenue process, Revenue is
estimated conservatively because of the simple methods which are used

and also because subsystem members want to hedge against expenditure

demands, Search is simple and selective because the subsystem looks



for taxes which are more likely to be accepted by the pﬁblic. At
each stage of the revenue process the subsystem cannot fully pre-
dict outcomes and copes with this uncertainty by attempting to anti-
cipate public reactions, The subsystem's fear of the public and its
limited rationality converge in the revenue avoidance process., From

search, to decision, to acceptance, and finally to administration,

the subsystem avoids the public,

AN

Search

Search initiates the process of coping with the City's re-
venue constraint.and anticipates futuré-expenditure requirements,
The open-ended nature of the revenue problem encourages the search
activity to be recurring, The revenue subsystem attemﬁts to look
at many but not all revenue sources, Because of their own tax pre-
ferences,‘resource limitations, and diverting environmental demands,

search is fragmented and superficial. Some search efforts are not
}

immediately useful because of envirommental uncertainty. Search can
be make-believe and ritualistic. Finally, since the subsystem has
limited search resources, it relies heavily on information received

from other cities and the League of California Cities,

Revenue search is a recurrent activity

Because of Oakland's fiscal comstraint, the search for

revenue is a recurrent activity, Search behavior in Oakland departs

116
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slightly from Cyert and March's concept of problemistic search.6
It is true that search is stimulated by a problem, but in QOakland the
money problem is always there. The revenue problem is never solved,
6nly in some vague systemic sense of a community level of expenditure
support can we see an aspiration level being set and satisfied.
Within perceived tolerances of support, City officials simply seek
to increase revenue., The revenue subsystémﬁdoes not specify an aspir-
ation level, but it acts to anﬁicipate short~term environmental de&and
or change by developing a menu of potential revenue sources. An ap-
proximate description of Oakland's dominant revenue search pattern
is Thompson's concept of opportunistic surveillance:

It is possible to conceive of monitoring behavior which scans

the environment for opportunities--which does not wait to be

activated by a problem and which does not therefore stop when

a problem solution has been found, ’

Related to the concept of opportunistic surveillance are

Down's notions of scanning and free information, which he includes
as a minimal level of search in hisbmode.l.8 Downs believes that all
officialé conduct éuch scanning, while Thompson believes that oppor~
tunistic surveillance is scarce.' For Dowﬁs scanning can be a jump-
off point:oﬁt of equilibrium into a more intensive searéh process.,
For Thomp;on scanning is an opportunity, rarely taken, to cope with

environmental change.

In Oakland, the revenue subsystem scans The Wall Street

Journal, various professional periodicals such as Municipal Finance,

and the League of California Cities publications. Reading is supple-
mented by phone calls and other professional contacts. The City Docu-

mentary Stamp Tax on real property transfers was adopted employing
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such minimal search efforts, The League of California Cities sent
Oakland a model ordinance for the transfer tax, After a few phone
calls to neighboring cities and the League to find out what other
cities were doing, a recommendation was forwarded to and adopted by
the Council. Opportunistic surveillance is used frequently and at
minimal cost.

Oakland's search behavior emphasizes anticipation and not
reaction to a specific environmental stimulus., City officials dor
not wait to be hit with a salary increase request to begin the search
for money. Through opportunistic surveillance the revenue subsystem
has its menu of suggested new sources from which the éouncil can
choosé, Over a year after a utilities consumption tax had been iden-
tified as a possible revenue source the Council adopted it to meet
police demands for higher salaries. Oécasionally search will be of
the specific stimulus-reaction type when the revenue is needed to
finance capital projects such as the Museum and major sewer replace-
ment, Because capital projects usualiy are deferred, the dominant
search pattern is oriented to future operating expenditures which
facilitate a generic revenue hunt separated from envirommental
demands., %Subsystem members search for revenue irrengctive of the
projected use of the funds,

Generally Cyert and March's assumptions that search is mo-
tivatéd, simple~-minded, and biased fits Oakland behavior. -However,

. problems and resulting éearch patterns should be differéntiated, as
shown iﬁ Figure 4~2, Open-ended problems, such as Oakland;s revenue
constraint, should be distinguished from closed problems, capable of

short~term solution, Closed problems are related to simple stimulus-
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reaction types of search behavior. In the closed problem context,

it makes sense to talk about alternatives and satisfying solutionms.
In the open problem context there are no satisfying alternatives;

for example, no single identified revenue source is large enough in
dollars to stop search behavior, For balancing the year's budget,
sources on the revenue menu may be used additively or as alternatives,
But balancing the budget is a closed probleh and the creation of the
revenue menu is an open problem because it is designed to cope with
the budgets of the short~term future. By anticipating that the City
will require additional revenue, City officials seek to control their

environment, Recurrent, anticipatory search is one mechanism of un-

: s . 9
certainty avoidance,

Revenue search is fragmented and superficial

The revenue subsystem‘has not the time, data base, and staff
to conduct a comprehensive‘review of all City revenue, The Financial
Capability Study, ;s it evolved in concept, was to undertake a compre-
hensive review, Departments would review their fees and minor charges
and thefFingnce Department would summarize the Departmental work and
analyze the major sources of revenue such as sales tax and the business
license, The total work load was spread throughout tﬁe City organiza-
tion to officials who are not in the revenue subsystem and have dif-
ferent perceptions and concerns., The Study did educate some officials
about the City's revenue constraint, and ﬁajor and minor revenue sources
were added to Oakland'é tax structure, However, the Study was compre-
hensive peither in scope nor in the intensity of the review process,

Revenue search in Oakland is fragmented and superficial and the
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behavior associated with this study was typical, The following dis~
cussion of the Financial Capability Study indicates some reasons why

revenue search could not be comprehensive,

The revenue subsystem conducts search operations from a

rudimentary information system base, In the Financial Capability

Study, the Manager initially wanted a review of all the myriad fees
which the City levied. His advice was first to see if existing fées
could be raised and second to look for areas in which the City was
not but could be charging, such as collecting fees from attorneys
for accident reports, Search was expected to be simple-minded and
follow Cyert and March's rule of searching "in the neighborhood of
the current alternative."lo
However, seeking information around the current alternaiive
assumed that the current alternative was known and def;ned. In fact,
the point of departure, the existing revenue structure, was ill de-
fined, Finance officials did not know who was responsible for what
revenue source; Because they did not know, they made the Departments
re5pqnsible for omissions; thus some fees were sure to be overlooked.
As the Ci%y—Auditor noted, Departments collect fees when there is no
legal basis for doing so and do not collect when they  are supposed
to, There was no maﬁual listing all City revenues, which could be

used to cut the subéystem's information costs,

The revenue subsystem does not have control over requisite

informational sources, The subsystem attempted to determine the

effect of the Port's possessory interest practices and discovered

that neither the Port, the City, nor the County Assessor had a com-
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plete list of City property which was under Port control. Without
knowing which land the City owned, the difference in assessed valuation,
due to leasing arrangements was impossible to compute. The fragmented
nature of Oakland's political system also contributed to the inadequacy
of the data base., For example, information from autonomous organiza-
tions such as the Redevelopment Agency and the Coliseum Corporation was
difficult to obtain, Although these agencies received revenue related
to City operatioms, theyvdid not know their own revenue status and re-
fused to project revenue receipts. Because these agencies did not

want to commit themselves, there was no incentive to cooperate.

The revenue subsystem excludes or downgrades some revenue

sources to cope with the consegquences of a comprehensive review,

Concentrating on a review of the total revenue structure reduced

the time for considering departures from the existing base and menu,
Trying to review everything, the subsystem had trouble focusing on
particular revenues, Departments did not make many revenue suggestions,
but the pumber of p;rticular sources which required attention inundated
the subsYstem. There was a tendéncy to aggregate or group revenue

sources as means of coping with the detail, The more revenues were

‘grouped to make the review manageable, the less it was possible to take

action on single fees. Because of the information overload, the sub-
system put aside many revenue suggestions for future investigation,
Reimbursements were ignored because of the lack of a clear definition
of what éhould be included under the rubric of revenue. Bonds and
federal funds were downgraded in importance because of previous unre~

liability. State gas tax and other funds which are outside the City's



discretion were also excluded.

The revenue subsystem Includes its own taX preferences,

Bias in the search process acted against comprehensiveness by exclu-
éing some revenue sources and including others., To have preferences
was to create salience and some criteria for increased attentiomn.
Séme revenue sources got more intensive search than others because
the Council or the Manager had expressed an. interest in them,

In Chapter III, I described the Manager's iﬁclination toward
fiscal realism and detail, The initial emphasis on fees in the Study
was a product of his recognition of the City's narrow fiscal discretion
and his detailed administrative style, The Manager also drew the boun--
daries for search by stating where not to search., With his usual
pragmatic flair, he cautioned not to bother with building inspection
fees set by Western building codes because they could not be touched
politically, The Finance Director also introduced search bias, He
felt that utility companies had an excessive tax advantage in Calif-
ornia and shouid pay more money to the cities; so he had an analyst
search the statutes to see if it'was poss;ble to levy an in lieu tax
on local gtilities. A Councilman was unhappy about the City putting
money into the Coliseum and not getting any revenue and had openly
advocated an:.admissions or amusement tax, The subsystem reviewed
the admissions tax despite its concern for the poSsible effect on

Oakland's obtaining a major league baseball franchise,

The revenue subsystem has many demands on its resources,

The subsystem could not spend all of its time, energy and expertise

on revenue search, Budget preparation and execution, Model Cities
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grantsmanship, and other more pressing work intervened, so that
search had to be cut down to the size of the subsystem's own resource
constraint. Like many administrative situations, the agenda was set
by environmental forces outside the control of the subsystem,

Given the limited resources which the subsystem cah devote
to revenue search, City officials are satisfied to find a few revenue
sources which can be added to the tax structure, After identifying
a likely revenue source, the subsystem concentrates its efforts on
computing the yield for several rate schedules and roughly testing
political and admipistrative feasibility, The subsystem does not
conduct an economic analysis because it does not have the time, ex-
pertise, or inclination to trace the effects of a tax. Incidence is
a word which is not in the vocabulary of most of the members of the
revenue subsystem, The subsystem does not waste its few resources
in studying revenue in depth but prefers to examine as many different
revenue sources as it can, Small dollar sources receive as much atten-
tion as large dollar sources. Comérehensive search has to be limited
because of the subs&stem members' own tax preferences, the inadequate
data basé‘for the current tax structure, the lack of organizational
control o;er’informational inputs, and the diversion of subsystem
efforts to.more pressing assingment.-

'

Revenue search becomes make-believe when there are few alternatives

The effort devoted to gathering intelligence about revenue
sources which the subsystem believes will not ameliorate the City's.
current revenue constraint is ritualistic search behavior, O0fficials

go through the same motions, perhaps with less intemsity, but they do
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not expect much to happen: the tax will not be implemented and the
grant will be too small, If officials had a choice, they would search
only in areas of likely payoff, However, new acceptable revenue sources
are hard to find; so the revenue subsystem searches for uncertain, less
reliable sources and in areas of past failures, No one in the revenue
subsystem expected the past failure, the municipal or payroll income
tax, to be adopted by the Council and accepted by the public in the

near future, Nevertheless, on several occasions the subsysten hasrin—
vestigated the tax, computed th; yield for Oakland, and submitted their~
findings to the Council to beAignored due to past opposition from the
Chamber of Commerce and organized labor,

In developing their revenue menu, unreliable financing sources,
such as bonds and federal grants, are ritualistically included within
the scope of search. The revenue subsystem bias against these sources
is not in using the funds but in relying on them. Bonds require elec-
tions, and a revenue source which relies on the voter introduces un-
éeftainty. The Finance Director cites a primary advantage of lease-
purchase:financing as not requiring elections, Simiiarly, revenue
bonds arelpreferred over general obligation bonds because they may not

{ .
require eiections; or if theéy do, only a majority vote is necessary
for approval.ll |

The Mayor, Manager, and several Department officials go to

Washington to get federal grants. They £ill out the forms and play

the game, but they are skeptical. Dealing with the federal government

introduces uncertainty. The revenue subsystem has no way of predicting

the amount of federal funds which the City will receive in the short

term future, Officials are content to kmow which funds are coming ing



and they reduce their anxiety by looking at revenue which is tied to
committed or ongoing programs.

Trying to anticipate the reactions of the Council and citi-
zens and whether theAfederal government will grant the.requested funds
are forms of environmental uncertainty. Generally, the more environ-
mental uncertainty attached to a revenue source, the more the search
behavior wiil be ritualistic. Sometimes rifualistic search is con-
ducted for the sake of completeness so that officials can say: yes, we
investigated that revenue source, Sometimes ritualistic search is a
testing tactic that assumes the revenue source will not be adopted the
first time but might in the future, In most cases ritualistic search
is a way of accepting uncértainty and living with it. Ritualistic
search behavior cannot resolve Oakland's revenue problems. Of course
sometimes a grant comes in, or a bond issue passes, or the Council
passes a tax when théere is some vocal opposition, but most of the time
ritualistic search behavior results in nothing except reducing bureau-

cratic anxiety,

Revenue ;ea:ch relies on an intercity communication network

kity officials do not investigate any revenue sources in
dépth. Instead they look for precedents as a way to éut their infor-
mation costs, Either through the League of California Citiés or di»
rectly, cities in California are continually exchanging revenue in-
telligence in search of precedents., By writing and telephoning,
Oakland officials have.an inexpensive‘way of screening revenue sources
for political ard administrative feasibility. For administrative prac-

tices, the subsystem is likely to check with smaller cities such as



Sacramento, Santa Monica, Long Beach, and San Jose, For political
testing, the subsystem waits for the leadership of large cities

such as Los Angeles and San Francisco, The geographic boundaries of
search are mainly within the State., Occasionally, due to professional
contacts and reading, revenue subsystem members will be aware of

revenue activity outside the State such as a major review of goals and

.

resources in Dallas, Texas., Since most California cities share much
the same revenue headaches, search is not complex and involved, The
fact that search is spfead out geographically should mnot be inter-
preted as complicating the search process., Indeed, the city communi-
cation network facilitates search. "By consulting with other cities
Oakland's revenue subsystem extends its own meager search resources,
Search in QOakland is much closer to scanning or opportunistic
surveillance than to a simple problem response. Sometimes search has
a payoff; other times it is make-belieye. It is never an intensive
but rather an extensive revenue huqt. Thus search.is an open-ended,
minimal cost activity which anticipatés generic revenue requirements
for the short term time period. The product of the search a;tivity
is the creation of a revenue menu for members of the revenue subsystem

to select taxes when needed,
Decision-

In selecting a tax from the revenue menu, the revenue sub-

system habitually applies anticipatory criteria. Justification to
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the Council, maintenance of public acceptance, and ease of administra-
tive execution are factors which the revenue subsystem anticipates in
making revenue decisions. Balanced against the benefits of projected
yields are the counterweights of political and administrative con-
venience,

In Table 4-2, high and low political costs have been juxta-
posed against high and low yields, From examining previous tax

selection decisions, it is the low yield-low political cost revenue

Table 4-2

THE SUBSYSTEM SELECTS LOW YIELD-LOW POLITICAL COST REVENUES

Political Costs

Yields
HIGH . Low
HIGH -— 0
Low — +

source. which has the greatest ptobability of choice by the revénue,
subsystem, The minus sign in the table indicates a low chance of
selection and the zero indicates that no known tax source falls in
this cateéory.

Political costs are incurred when the sﬁbsysféﬁ activates
a segment of the enviromment and is forced to negotiate.12 These
costs could be measured in terms of sacrificed resources (such as

_time), adjustment in rates, earmarking of funds by elements of the

environment, or Council rejection of the legitimacy of the subsystem,

<

-~ -

With no predictable constituency for increased taxes, the subsystem

seeks to avoid conflict and keep the public small and quiet,



A high yielding source is arbitrarily considered to add ten
percent to the existing revenue structure (about $5-6 million)., Sev-
eral years ago the sales tax probably was a high yielding and low
political cost revenue source, Today, the subsystem, unfortunately,
has not -uncovered any new revenue source which has a high yield but
low political costs. A revenue source, such as the municipal income
tax which has high political costs and high“yield is not likely to be
geriouslz suggested for Council adoption., A low yield, high political
cost revenue source such as an entrance fee to the museum is not likely
to be levied because the expected political conflict is much greater
than the expected revenue. The net result of the subsystem calculus
is the selection of low yielding taxes which involve minimal political
costs and only a small segment of the environment,

The revenue subsyétem faces a greater amount of uncertainty
in estimating political costs than yields, The tactics which the sub-

system adopts are designed to reduce this political uncertainty.

Avoid téxpayer resistances follow the leader

Ihg subsystem never pioneers.a new tax, It uses other
California cities to test the legality of a revenue source and to
ascertain its political acceptance, Oakland adopts aiwait-and-sée
stance for new taxes, If other ciﬁies get away with a new tax, then
maybe Oakland can.,. In California there is tax leadership among the
cities which is similar to pricg leadership in an oligopolistic econ~
omic situation., The subsystem watches what happens when Los Angeles
or San Francisco passes a new tax, and then they wait for a smaller

city to adopt it, For example, after Los Angeles and Pacific Grove
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had passed the utilities consumption tax, Oakland adopted it, Now
several other cities are getting on the bandwagon.

By finding precedents in other cities, the subsystem can
screen a new revenﬁe source over time for political feasibility,

The subsystem once seriously considered a property transfe£ tax,

Both Los Angeles and Arcadia had had some success with the tax, but
then other cities such as Santa Barbara, Piédmont, and Berkeley ran
into opposition from local real estate brokers' associations. The
opposition in these cities was so strong that the property transfer
tax was defeated by municipal referendum or repealed, Thereafter,
Oakland's revenue subsystem dropped consideration of the tax, It was
much easier to go along with the State Docdmentary Stamp Tax which
taxed the same base, real property sales, but yielded only a fraction
of the property transfer tax (about 5%)s The subsystem traded poten-
tial political costs for a lower yield.

The use of the city communication network to find revenue
precedents can be damaging because.it reduces the likelihood of
radical departure ffom existing California revenue sources, The fact
that other cities throughout the country have adopted some versions of
a-municipgl income tax does not impress Oakland's revenue subsystem,
A California city has to ﬁreak the ice before Oakland will move.
Obviously if.all California cities wait for some other city to initi-
ate a new revenue source, the financial coﬁdition of local government
will not be significantly improved, Fortunately for Oakland, there
are a few California cities which are willing to fight political

battles to get revenue.



Avoid. taxpayer resistance: indirect taxation

The revenue subsystem chooses taxes to avoid public involve-
ment, The subsystem’s objective is to have the City adopt revenue
sources which no one will know about until the tax has to be paid and
perhaps not then., How to find taxes that will be paid but not felt
is the subsystem's decision problem, Evidently this is not a new prob-
lem, as Buchanan's discussion of Amilcare Puviani's work on public
finance illustrates.13 About seventy years ago Puviani suggested that
rulers create "fiscéi illusions" to minimize taxpayer resistance and
"have the effect ofi'making taxpayers think that taxes to which they
are subjected are less burdensome than they actually are."14 Puviani
suggested several means for creating fiscal illusions, His emphasis
on a fragmented tax structure with many small taxes and indirect
taxation such as excises is congruent with the behavior of Oakland's
revenue subsystem,

Oakland participates in a nationwide trend of State and local
government reliance on indirect taxation. In additién to the State
sales tax, and gasoline taxes, Oakland has levied a transient occupancy
tax, ciga%ette tax, utilities consumption tax, documentary stamp tax,
and has béen contemplating the adoption of an admissiopsitax. All of
these taxes are indirect taxes on sales transactions,

Eckstein réports that the "American tax system has been
gradually changing toward indirect taxation."15 There are many reasons
for this trend, such as thé often stated preemption of the income tax
by the federal goverﬁment, I am not suggesting, therefore, that the

nationwide trend toward indirect taxation is mainly due to the bureau-

cratic desire to reduce the taxpayer's awareness of his burden. For
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Oakland the explanation is simple. The revenue system has limited
discretion to begin with, and by its follow-the-leader rule the sub-
system has excluded, for the time being, municipa% income taxes,
Officials believe the property tax is exhausted., Other than fees and
charges, what is left? Indirect taxes, chopped up by commodity to

make them palatable, is the path of minimal taxpayer resistance,

Oakland officials are conséious of looking for the path of minimal
taxpayer resistance, A Councilman, at an open meeting, declared ﬁis
support for the admissions tax by stating that it was like the hotel
tax (i.e,, transient occupancy tax), because people do not know they
are paying it., Oakland officials are not unique in their revenue
behavior, Using indirect taxes as the path of minimal taxpayer re-
sistance is a historical fact of public finance, 1In discussing
taxation in England duringtheeighteenﬁh century, Barker states:
Here we touch an old issue of politics which is still with us,
There is always a natural facility about indirect taxes. The
payers of direct taxes, Walpole once remarked, were pigs that

squealed if they were touched; the payers of indirect gaxes were
only sheep that let themselves be sheared in silence.1

Avoid taxpayer resistance: small taxes and small publics

Puviani also pointed out the illusory effects on the tax-
payer of paying a lot of small taxes rather than one large payment.
Oakland has a fragmented tax structure composed of small, low yielding

;axes; Small taxes have two related dimensions, First, as Puviani

_suggested, the individual pays a lot of small different taxes which

the subsystem expects the taxpayer will feel are nominal., Second,
small revenue sources stimulate only a segment of the environment to

pay attention to a particular tax. Oaskland's fragmented tax structure

]
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splinters the attentive part of the public,

Small taxes are hidden taxes. Usually the taxpayer pays
without complaint. Resistance occurs at Council meetings after the
tax bills are received, In any case, the subsystem has to cope only
with token complaints, When the untilities consumption tax was being
considered, the Chamber of Commerce made a perfunctory appearance at
a Council meeting. The Chamber requested a sliding scale because

7 The Council turned down the reqﬁest

business might leave Oakland.l
and adopted a flat charge of five percent on all utility bills other
than water, lBesides some grumbling from the utility companies who
would do the collecting-for the City, and a few letters from business
and industrial groups such as the Oakland Wholesale Fruit and Produce
Merchants Association, the tax was passed with practically no oppo~
sition, After the bills were sent out, some small consumers complained,
The Finance Director received a total of fifteen letters and an average
of five telephone calls a day for the first month and a half, ‘The
Director expects to take to court about fifty citizens who refused

to pay the tax, The revenue subsystem had chosen wisely. The tax

was small‘enough not to activate a large vocal opposition., Taxpayers
complied ;ithout complaint, i

When taxes are nominal, the taxpayer does not bother to com~

plain, The costs of protest in terms of taxpayers' energy and time

are probably greater than the charge. Small, hidden taxes work,

_Once, by mistake, the East Bay Municipal Utilities District billed

Piedmont residents for Oakland's sewer service charge, Forty percent
of the Piedmont residents who were billed paid Oakland the charge

without question. One might argue that sixty percent of the Piedmont
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residents did not pay and therefore hidden taxes are not effective,
However, for a Piedmont resident to pay an Oakland bill is similar
to an individual paying a bill from a department store in which he
knows he has no account, Most people would call the department store
to complain, The>fact that forty percent of the Piedmont residents

paid without complaint substantiates the effectivenmess of nominal
taxes, )

If taxes are to remain hiddgn, then rates must be nominal,
How does a member of the revenue subsystem know that a rate is pominal?
How small is small? - Where will be the threshold of political oppo-
sition? 1In considering a rate . revision to the sewer-service charge,
for éxample, members of the subsystem disagreed on what tactic to use,
The Finance Director wanted to build up the charge sldwly,.making
small changes each year until the charge was one dollar for residents,
The Manager wanted to go directly to one dollar. The Finance Director
felt fhat the impact of the charge should be s6ftened by piecemeal
change, Each official had a diffefént perception of what the traffic
would bear, Finally rates were revised to one dollar and no public
opposition was encountered, The more desperate officials are for
revenue,-the more likely they are to raise theirAperception of the
threshold of political opposition,

Offi¢iais can make adjustments, other than rate revisionms,

R

to keep ﬁhe étientive public small, Cutting down the coverage of a

tax is one_wa&; For example, when the subsystem decided to include

' vending machine operators under the business license, it concluded

that the tax would not apply to nickel and penny machines. The ex~

pected revenue was not worth the expected trouble,

»
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As is shown in Figure 4-3, low yielding taxes are the con-
sequenée of decision rule tactics which are designed to minimize
taxpayer resistance, Follow the leader, use indirect taxes, encour-
age a fragmented tax structure, have nominal rates: these are de-
ciéion rule tactics to Keep the attentive public small, to avoid the
public, and to cut offfopposition before it develops. The subsystem
prefers to anticipate the political costs of a revenue source, When
it cannot estimate the political costs, it retreats to ritualistic
behavior and suggests the source as a trial balloon with some other
tax to see what happens, If significant opposition develops, it will
withdraw its‘suggestion and wait a few years for the fiscal situation
to further deteriorate and then suggest it again, The choice of low
yield-low political cost taxes satisfies the subsystem's concern with
environmental uncertainty and fulfills its function of organizational

maintenance,

Acceptance

PR

If members of the subsystem have selected a new revenue
source wisély,»then the problems of public acceptance will be minimal.

Nevertheless, the subsystem continues to avoid the public even in the

public acceptance stage of the revenue process. As shown in Figure 4-4,

the subsystem attempts to avoid taxpayer resistance by proposing taxes
sequentially, by adopting administrative arrangements which make public

participation difficult, by negotiating with friends to further resolve



SOOI

137

Pig. 4-3 \ Low-Yielding
Tax
.\
. Avoidance of
Fig. 4-3 A Taxpayer Resistance by
, o ;
J J I} 1
: Justification
Sequential Administrative Negotiation by rhetoric
Proposal to Arrangements With (e.g., Property
. Council Friends Tax Relief)
) J I}
A,
Small Attentive Tacit
Public Quiescent
Acceptance Majority
Acceptance

L

J

J

Public

Acceptance

- Figure 4-4 -- Public’

o, e 2T

;\;
Acceptance

j
-
1

ST

i SHT T



conflict, and by justifying a new tax with the rhetoric of property

tax relief,

Taxes are proposed sequentially

The attentive public can be kept small by fragmenting the
Council's decision process, The Council, as gate keeper, is the usual
site for the fimal acceptance or rejection of a mew tax. If there is
going to be opposition, it‘will show up in some form-at Council meét-
ings., ‘The revenue subsystem does not submit its total revenue menu
for approval at one time, It tries not to link taxes so that approval
of one may be dependent upon approval of another, Sometimes, because
of the required dollar amount, the subsystem has to submit several
small sources simultaneously, The usual tactic, however, is to submit
. Tevenue sources one at a time, Even if elements of the environment
want to form a coalition in opposition, it is difficult to do so when

the subsystem submits proposed taxes sequentially throughout the fis-

cal year,

Administrative arrangements keep the attentive public small

Affer a tax passes, City officials will justify its adoption
by pointing to the openness of the decision process, The tax was pub-
licized iq the newspapers. The tax ordinance was read three times in
open meetings. Public 6iganizations were invited to testify. These
.statements are partiai}} true.

Friends are usually invited to attend meetings, Official
notices are buried in the newspaper want ads, Open meetings are

scheduled at inconvenient times and in rooms in the City Hall which
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are not well known., When the sewer-service charge rate increase was
passed, only a few citizens were able to find the meeting., Besides

the Council, members of the revenue subsystem, a reporter, a neighbor-
hood association leader, a few business organization leaders, and my-
self, there was oﬁly one non-affiliated citizen who had come to com-
plain about high taxes. The subsystem does not act to increase pub-
lic consideration of taxes but adopts administrative arrangements which

make public participation difficult,

Negotiation with friends

Ironically, the importance of negotiatory tactics is that the
subsyétem generally avoids them, Negotiation means political inter-
action with perhaps antagonistic segments of the eévironment. The
revenue subsystem has avoided conflict by giving up jurisdiction,

As I pointed out in Chaptgr I1, City officials have given away fis-
cal discretion for the certainty and efficiency of State tax collec--
tions and distribution, Sﬁbsystem members negotiate with friends not
enemies. Oaklgnd officials attempt to form coalitions with similarly
situated governmental officials. The subsystem members negotiate with
individuals by cooperation in which a clear quid pro quo can be estab-
lished. Such tactics are'characterized by minimal conflict,

Because the subsystem prefers to évoid trouble by anticipaf
tion, the instances of face-to-face neg;tiationvon tax matters are.
infrequent. An example of négotiation by cooperation was when the

.subsystem asked a rgpresentative'of the Chamber of Commerce to inform
the Council that the Chamber supported an increase in the transient

occupancy tax, Thi:Chamber supported an increase because the tax fi-



nanced a large part of its program. A more dramatic example of
negotiation by cooperation will be discussed in Chapter V. This
example will illustrate the revenue subsystem's exchange of a rate
modification for the concurrence of a segment of the attentive public,
Cooperation extends to the subsystem's attempts to form
coalitions, Members of a subsystem believe that there is safety in
numbers. If cities act in concert, they reduce opposition claims
to tax discrimination and enhance tax acceptance, ‘Since many of
Oaklaad's neighbors are fiscally étarved, it seems reasonable for
the officials to get together and propose the same tax. Recently,
" the Managér wanted San Fran;isco to propose an admissions tax to
increase acceptance in Oaklaﬁd.: Usually Oakland tries to get other
East Bay cities to form a coalition, However, attempts afhcbalition
}ormation have been abortive, After a few meetings, the other cities
drop out and Oakland goes it alone, As I will discuss in Chaétér v,
Oakland formed a coalition of East‘Bay cities to force a public utility
to collect a city sewer service charge, After a while, the other cities
decided to collect through other means such as including the charge as
part of the city's business license, Oakland, however, went on alone

i

to use a ﬁtility company as its tax collector, Although'the coalition
ﬁa} not accomplish its goal, the fact that it existed is still impor—'
tant, These short-lived coalitions are useful for justifying a new

tax, Oakland officials can properly state that other cities are con-

.sidering the same tax.

Taxes are justified by rhetoric

For a new tax the revenue subsystem attempts to gain the
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acceptance of the public by using rhetoric, The tax is fair and
equitable, There is an urgent need for the funds, The property tax-
payer needs relief, Slogans are used to gain the concurrence of the
attentive public and to keep the majority of people quiescent; Relief
to the property taxpayer is the subsystem's central justification for
new taxes., Does the slogan have any content? By cutting a few cents
off the property tax rate to make a new'tax_palatable, does the sub-
system relieve the property tax payer?

If everybody wants relief for the property taxpayer, then it
is reasonable to suggest taxes which will spread or share the burden,
One way to cut down potential political opposition is to claim that
you are déing what everybody wants, Unfortunately the subsystem's
claim to spreading the burden may not provide property taxpayer relief
at all, Relief, when it works according to.the subsystem's tactics,
relieves the taxpayer of his money and-not his tax burden. Property
taxpayer relief is another.fiscal illusion of reducing the taxpayers'
percieved burden,’ ‘

éAny suggested ﬁew tax is explained at Council meetings by
its effeéﬁ on the property tax. This new tax will cut so much off
our tax r;te. If we do npt adopt this new tax, the property tax will
have to be raised by so much. Consider the passage of the utilities
consumption tax which cut eight cents off the tax rate., After the
Chamber of Commerce representative, Mr, Sparling, made his pitch for
a sliding rate for eighty-six large industries, the Council responded:
Mayor: Thank you, Mr. Sparling., I am sure you know the purpose
behind it, the theory behind it was that we are trying to relieve

the property owner of tax and it appears that this is another
method of spreading the tax on another basis,
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Councilman: This tax was originally designed and recommended

in order to relieve the burden of the ad valorem tax and if we
don't get it from one place, we get it from another and the thought
was, of course, to accomplish that purpose, we could put in this
new tax instead of putting it on the real estate, It's got to come
from some place,
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Mayor: Elimination of it (the utilities tax) would amount to
about 30 cents on the tax rate., . o »
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Councilman: Mr, Mayor, Mr. Sparling, you are talking about 86
industries, do you have an answer to the 200,000 homeowners if
we raise the tax on their property tax versus 86 industries,l8
Without any study of the incidence and economic effects of
this tax, the éubsystem, Council, and environmental spokesmen assume
that the burden will be less on the small property owner, Such a
study is beyond our purview, but there is no a priori reason for
assuming that the small property owner will pay less., Depending on
the property owner's consumption of utilities he might even have to
pay more than if his property taxes were increased. The fact that
some non-property owners contribute to Oakland's tax resources does
not necessarily result in automatic relief to the property taxpayer.
_10f course, whether the-property taxpayer is given relief by
the subs&stem's actions is an empirical question, Some indirect
evidence éuggeéfs that the intent of the subsystem is not to provide
relief bué'to reduce the taxpayer's felt bufden. When the Port of
Oakland agreed to reéay its own éirport bonds (which freed about eight
cents on the tax rate), the subsystem included the money in the bud=-
get and did not suggest a cut in the tax r:ate@]'9 When the subsystem
"was having problems with its sewer-service charge, it seriously con-
sidered shifting the tax liability from the user to the property owner.

The irony of the suggestion is that the charge was originally justified

&



and placed on the user to offset the impact on the property tax payer.
At one time, the subsystem also suggested a property transfer tax
which would be a one-~time cost to the é&operty owner.

The basic gule which guides ghe subsystem is never_eliminate
taxes but.attempt to add, Spreading the tax base, relieviné the prop-
erty tax payer, are slogans which are:used to obscure the fact that the
level of taxation is being increased to keeé up with rising costs., The
property tax may be exhausted, but the property owner can still pay.

The tactics of rhetoric, negotiation with friends, administra-
tive arrangements, and sequential taxes are an integral part of the gen~
eral revenue model of public avoidance, These acceptance tactics keep
tﬁe attentive public small, Public acceptance means acceptance by this
small public, As long as the few businessmen and taxpayer association
leaders concur, then the revenue subsystem does not have to be con-
cerned about the majority of taxpayers, The majority's acceptance of
a new tax will be measured by the low delinquency rates, Hidden tax
decision rules usually work and people pay without excessive com-
plaints., The whole revenue process is geared to minimizing taxpayer
resistanég. Application of search, decision-rule, and acceptance

1
tactics to a new revenue source insures public acceptance.

Administration

The administrative stage of Oakland's revenue process is
characterized by a variety of tactics, The most important of these

are the anticipatory property tax rate and revenue estimation tactics,
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These anticipatory tactics are used to hedge against unexpected ex-
penditure demands. By estimating revenue conservatively and not
cutting the property tax rate to its minimum, the subsystem creates
a small finéncial capacity to cope with the short-term future, This
capacity is another index of the subsystem's inclination to withdraw
from conflict and avoid the public.

Negotiatory and consensual tactics are also employed at this
stage. The use of these tactics involves minor adjustments to thé
existing tax structure and procedures for increasing revenue., While
making these adjustments,.members of the revenue subsystem are not

concerned about administrative costs. Their objective is to increase

fevenue with some measure of convenience,

Property tax rate tactics avoid uncertainty

Earlier I pointed out that City officials, by their own
volition, had put the property tax outside their discretion, City
officials do not look to the property tax to bail them out of their
fiscal dilemmas, but not because of indifférence. On the contrary,
the property tax, and in particular the property tax rate, is quite
importantlto the official, City officials believe that Oakland's tax
rate is salient to the voters, leaders, and fellow bureéucrats. Dur=~
ing the period when the rate is set, there is ﬁery little overt pres=-
sure to reduce the rate,

Elected and appointed officials, however, feel that the prop-
erty tax rate must be cut, Their decision problem is to cut the rate,
and yet cope with other forms of environmental uncertainty, The tax

rate decision is related to the desired level of expenditures and the

&t
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amount of non-property tax revenue which is available for current and
next year's budget., The official cannot depend on raising the property
tax rate, and a convenient non-property tax revenue source may not be
available to meet expenditure requirements, The more the City official
cuts the tax rate, the less resources he has to cope with unanticipated

¥

expenditures, Therefore, the rate is cut minimally and the tax yield
adjusted to protect a surplus. Although Oakland has meager tax resources,
City officials attempt to build a surplus as a means .of 'uncertaiﬁty
avoidance.'20

One can never by'certain how long a decision will last,
There is a transitory temporal quality to the property tax rate de-
cision, Unlike most other revenue sources, City officials have an
opportunity to review their position on the property tax each year,
- An'examination of City property tax rates for the forty~two years
since 1926 indicates that there have been eighteen-years when the tax
rate went down, thirteen years when the rate went up, and only eleven
years when the rate stayed the same as the previoué‘year. Half of the
constant tax rate years occurred_during the Depression when the rate

was $1,97. .Since the end of World War II, the rate increased, in an

erratic fashion, to a high of $3.21 in 1962.

Property tax rate tactics differ by the affluence of the tax

base, The variability of the tax rate through the years is directly
related to the tax rate tactics adopted'by the City, Indiregtly the
choice of tax rate tactics depends on the affluence of the tax base
and on economic conditions., Currently the revenue subsystem uses a

fixed tax rate tactic in which non~property tax revenue and expenditures



are adjusted to the implications of the fixed rate. To balance the
budget either non-property tax revenue is raised or expenditures are
cut, The property tax rate is held constant and is not used to bal-
ance the budget. Previously when the tax base was more affluent and
the préssure on the property tax not as acute, the subsystéﬁ used a
residual tax rate tactic. In that case, expenditures were cut to a

"reasonable™ level, non~property tax revenues were summed, and the

property tax rate was set to balance the budget.

Various actors interact to set the property tax rate, The

frequency with which a decision is revised is an operational indicator
of the organizational importance of that decision, For the organization,
revision implies that various actors are introducing decision rules,
"premises," which keep the decision in flux, For the individual actor,
frequent revising of a decision may be an indicator of indecisiveness.
But such behavior also signifies the personal importance of the decision,
City officials believe that the setting of the property tax rate is a
critical decision; consequently, during most of the fiscal year the rate
is set and reset as officials interact with each other. The answer to
the quesﬁion what will be the property tax rate depends on when and whom
you ask, ;The finél property tax rate, which is set by Council ordinance
at the end of August; is the product of a set of tentative decisions,

) Tax rate decision rules change with the officials and the
point of tentative decision in the budgetary process. Without specific
"guidance as to what the rate will be, tﬁe “Finance Department's analyst
assumes the rate will be the same as last year and estimates revenue
accordinglya The Manager and the Finance Director postpone making a

decision on the tax rate and claim that the setting of the rate is a
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Council policy matter.

They submit the City's tentative budget with last year's rate,
This act accomplishes two objectives, First, keeping the rate con-
stant is a means of uncertainty avoidance and that allows sufficient
time to pass, during which they can obtain a "better fix" on the re~
venue estimate and the assessment figures. -The Council can adopt the
tentative budget in June without having to pay attention to the tax
rate, Between June and August mére informatioh can come in concerning
major expenditure and revenue changes. An ‘adoption of-é new revenue
source, such as the utilities tax, or a major increase in the assess-
ment base, or State takeover of a févenue source like the sales or
cigarette tax provides a étimulus and an opportunity for cutting the
property tax rate., The decision problem then becomes how much to cut.
From the Manager's point of view thevsecond‘objective of submitting
last year's rate to the Council is that it provides him neuifal ground

on which to negotiate the amount of the cut,

-

The property tax rate is never cut to its minimum, Both the

Council and the Manager want to cut £he tax rate, As I discussed in
Chapter IiI, the Manager wants a low tax rate because of professional
norms while the Council wants a low tax rate because it is good for
business and politics, Officials believe that elements of the environ-
ment aséess Oakland's performance by comparing City tax rates.21 And
yet, even withigli of the key City officials wanting to cut the tax
rate, the prdpé:ty tax rate is neverlcut to its minimum, The rate is
cut by a few cents as a means of creating a surplus for future con-

tingencies and to cope with uncertainty.
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Token rate cuts are a means for the City official to resolve
psychological conflict, The Manager is pufllled by two different admini-

strative criteria, He realizes his peers view a low tax rate as a sign

of administrative efficiency., On the other handbsomething may happen

next year where he will need money, and then he will not be able to

;éise the téx rate or find a new source to get it. The Council has
;;ﬁila; feeling; over the perception thatri; is harder to raise the
;;¥;7££aﬁ;§ut ié.:.Ciﬁy officiéls beiiéve that they live in a goiafish
;5§1 in:ﬁhich irate tax payers are sensitive to fluctuations in the
Eiﬁ;;s:£;¥ raﬁé; It is.bétter>not‘to cut the tax rate to ﬁhe point

;f havin; to figﬁt ”boliticai’tbattles‘nextgyear. A preferred‘course,éf
;c;ioﬁzis t; cu; a little bit each &ear.

° This administrative and political'caution can be made clearer
B&héﬁ—ékample. In 1967, assessment practices had changed so that

ge increase in the tax base, In

officials expected an above avera

addition, due to conservative estimating procedures, sales tax revenue
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5éd‘5ééﬁ één;iaéféﬁiy.ﬁﬁde;siéféd,‘ At tﬁé same time debt servicing
requirements bad péﬁgﬂfﬁﬂHﬁﬁﬁ;PY:??Q@F_fivg-Gents on the tax rate,’
With:the:prospect of a significant-revenue surplus of over:a million
dellars aﬁd less interest and:principal to pay, the expectation of
eight éciten:cents;taXLraté:Cut was not unreasonable, But becauég
the Manager knew he:was going:to need.this-money over the next few-
years:for:capital: improvements such as:the.Central Yard, he:suémitted
_bis budget-with.last year's:rate; 77 ci:7c T T

=z, =-:During:-the:budget-review Councilmen were surprised that :the
Managef had not recommended a cut, They felt that the newspapers had

publicized the new assessment procedures, and it was common knowledge



that Oakland's tax base was going to increase, The Council adopted
the budget, and then the time came to set the tax rate. The Council
had received about a dozen postcards from taxpayers saying the rate
should be lowered,. The Manager suggested a one cent cut but the
Council wanted to cut it more. Finally they agreed and in‘the Fi-

nance Director's words, the Manager had "held it to two cents,"

Revenue yields are changed to protect a surplus. After the

agreement on a two cent cut a public letter with the recommended tax

rate was sent to the Council by the Manager;22 As a way of "absorbing"

the surplus and Justlfylng the token cut the letter stated that origi-

nal revenue estlmates of the sales and property taxes had been too high,

&l ol -

The letter explalned that due to increased State and Federal taxes

peoPle would spend less so that the sales tax yield would be lower than

expected. Dellnquencles on property tax payments would also increase;

SO the Manager had 1ncreased the delinquency percentage., With fewer

people paylng thelr property tax, the property tax yield would be

P L <

lower. Thus the subsystem explained the two cents cut in the tax
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rate, The subsystem had lowered its revenue estimates to protect the
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surplus. In his wurk on mun1c1pal budgeting Crecine found that tax
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yield estimates are not changed to balance the budget.23 With the
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mlnor exceptlon of adJustments to fund balances, yields are not changed

to balance at the time of the adoption of the tentative budget and

e T,

appropr1at1on ordlnance.. However, yields are adjusted when the prop-

‘erty tax rate 1s belng set which is also a point of balancing the

..--....' -2 -

budget. In Oakland, ylelds are adjusted to protect a surplus. Both

the sales tax yield and the delinquency percentage which affects the
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property tax yield were changed to obscure the extent of an antici-

pated surplus,

Revenue estimation tactics avoid uncertainty.

Adjusting yields in connection with the property tax rate
decision is related to the general phenomena of conservative revenue
estimation, The subsystem is not afraid of making an error as long as
Fhe:error—ié in the right direction of creating a surplus, Officgals
gg;imatg gopservatively by the application of a few simple rules, and

they see no need to be sophisticated; the present method is good

enough.

""" Revenue estimating depends onthe purpose of the estimate. Not

all estimates require the same accuracy. The context of the estimating

rocess is as important to understand as the decision-rules by which

Im
”

estimates afe made, What the estimator does depends on the purpose of

”

the‘estiméte;_the particular point'in the fiscal year when he makes

Ehe”éétiﬁate, and the time he is given to make the estimate, For the
ﬁééﬁératiénléf the City Manager's budget in May, the estimator sep-~
arately piéjects 150 different revenue sources, Most of these revenue

sources are pfojééted-by slight variations of last year's actual fig-

-l m o B

uré, For most other financial activities the subsystem requires es-

éimgiééifar iniy:aﬁout thirty major revenue sources ($100,000 or more),

" 7" ""The neater it is to the end of the fiscal year, the more the

mitor Feeéls his computations will be accurate, The passage of time

om
W
“F
o

allows more information, more "experience” with an existing source to

come into the process. Similarly if the estimator is allowed only a

L
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few hours a day to make an estimate, he will feel his estimate is
"just a guessﬁ or the best he could do under the circumstances,
Whether it is true or not, the estimator feels there is a trade-off
between search and computational time on the one hand and accuracy

on the other,

Revenue estimating depends on access to information, Both

for existing and proposed sources of revenue, the estimator's infor-

mational resources are generally inadequate., Special information

about environmental events stimulate the revenue analyst to modify

his estimating behavior, In Oakland most revenue sources are esti-

méféd by percentage changes in terms of yields; consequently, when
special information is known which affects the base, the revenue
estimator is in "trouble." How will a new hotel affect the transient
occupancy tax? How will the comstruction of the rapid transit system
affect:downtown,sa%es? Seldom does the estimator have time to calcu-
late:the potential effect on the pérticular base; so he fudges his
eStimate;up.or-dowﬁ depending on Whethef he‘considers the special
inﬁqrmatipn to be optimistic or pessimistic,

gratelT ;&he‘estimator must search when a change to the property tax
base:is involved.: When assessment practices were changed, Oakland's

analyst:read the .local newspaper to find out how the County was going

to-project the change in assessed valuation, He then called the School

District to-find out how they were estimating the change in assessment,

Einally he:called. the County Assessor and was told that he could prob-
ably use the County figures for the City, which he did with some minor
modifications,

The paucity of information is particularly evident for new
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or proposed revenue sources., Although the estimator does refer to
other éities for "experience" information, he usually has to extend
the search process within his own city to achieve a more accurate
estimate, Originally, for the transient occupancy tax, the estimator
bad»to gather information on hotel and motel occupancy rates, Even
after the City had gathered the necessary information, the transient
occupancy;tax yield was underestimated by éhirty percent. Estimates
for a proposed utilities consumption tax were based on information
obtained from the utilities. While the Council was considering the
féx;'néw ihformation was received, The gross receipts from the util-
ifieé indiéated an underestimation of half a million dollars,

Although the City Manager dislikes errors (inaccuracy can be

fntefﬁretéd as an index of incompetence), he is unwilling to pay the
costs of extensive search to improve adcuracy. The Finance Depart-

mént's one revenue analyst is expected to be accurate with little or

n6 information, However, the standards for accuracy are not rigid, as

Lonig as the ‘error is in the direction of underestimating revenues,

'EECit§'officials estimate revenue conservatively, Estimating

e¥rots can ariseé from the application of the basic revenue decision

rule: estimate tevenue conservatively. Burkhead calls this rule the

i”'fnsrinclns.ple”.czafA'c't51.'1s€n."\ra1:ism" and explains it as follows: "Governments
%é%éréﬁpééééd:to underestimate their revenue and overestimate their
éipéﬁéi%ﬁfeé; Tﬁen, when reality caught up with the estimators, there
.%Bﬂiafﬁé an gﬁ%omatic budget surplus."24 Although Burkhead discusses
;ﬁéihﬁfiﬁéibléhlas if it were a historical fact, the rule is still
operative in Oakland, and for good reason, If the property tax rate

were set and actual revenue receipts did not meet expectations, then



-the Council Would have to cut expenditures to avoid a deficit. Oakland
officials do not like to be in the positi&n of cancelling purchase
‘orders or perhaps firing somebody. The Manager believes it iz wise

ito estimate revenue low and have more revenue rather than less. Error
‘in the éursuit of a surplus is "good" management, Conservative esti-
mating provides a cushion for contingencies and minimizes the risk of
public criticism,

- The conservative bias in estimating revenue is cumulative;
Each level in the hierarchy does not want to overestimate; so in turn
analyst,-Budéet Officer, Finance Director, and City Manager tend to
lower €stimates, The Manager does not have to cut an estimate directly.
He can suggest that perhaps the Finance Director is optimisti¢ about
*the- sales tax, Anticipated reactions, an occasional exercise of super-
visory: authority, and the individual's own tendency to follow the con-
servative norm contribute to the cumulative conservative bias in re-
venue estimation,

-i7. ¢ "By emphasizing previous experience, the analyst's techniques
complemeél;rhe'gonservative bias of the revenue process. Burkhead

ddentifies Two estimating techniques, "the rule of the penultimate

t
1

year" and: the: "method of averages", both of which originated in the
nineteenth i:éntury.25 The first rule means that the last completed
year's- revehue’ is the next budget:year's estimate, The "method of
averages" means- the application of a rate of change, such as a per-
_Centage, to each revenue source, Both rules, though modified by
¥judgient"- and special information, are Oaklénd's predominant tech-
niques,

A simulation of the municipal revenue process would be quite
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detailed, The model would probably consider each revenue source or
a grouping of revenue sources, For example, some cities estimate the
sales tax by paying attention to projections of automobile retail
sales; therefore, the estimating equations would emphasize the esti-
mation of the base rather than yield.

In Oakland, because most revenue sources are estimated by
changes in yields, the analyst ignores a grnat many independent var-
iables, For the minor sources, last year's actual yield is the
estimate, For the major sources, the "method of averages" is applied
as Figure 4~5 illustrates, Rounding down is the analyst's final con-

!

servative touch,

" Revenue is estimated selectively. The problems of estimation

for budgetary purposes are reduced by a process of selective attention,

Tﬁé'énaiyst, for example, is more concerned about large dollar revenue

ter

sources than small ones., Another selection rule is to emphasize gen-

eral fund revenues, Special fund revenues, such as the gas taxes, are

included nnl§ for the -sake of completeness, The Street Department will

spend whatever gas tax momney is allocated to the City, However, the
general fund indluding revenue from the property tax, sales, and cigar=-
ette tax, llcenses and permlts, fines, interest, and service charges,

is v1ewed as the main resource pool for the City program, The analyst
vezT TI=T

and hls_superv1sors feel that the general fund provides the money which

thé‘énﬁéystem can actually control and spend.

-Toes el T

Related to the general fund concern, the estimation of un-

Tiodomo ot oo .

e o

expended balances receives considerable attention. Once money 1is
allocated from general fund_fevenues to a special fund such as the

Park or Recreation Fund, the money stays in the special fund until
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Figure 4~5 ~~ Oakland's revenue estimafing procedures
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it is expended., The Department head tries to obscure the actual
amount. The Finance Department analyst guesses what the amount is so
as to protect next year's general fund revenues. The rule is to try
to use the Department's balance for its own future program, The prob-
lem-is that no one in the City really knows what the amount in the
fund 5alance iss The Finance Departmentvestimates the balances in
February for the submission of the budget in June, but it is not until
the f;lléwing December or January that actual accounting information
is av;ilable; Total fund balances in any year can vary from two to
four million dollars., A further complication is estimating how much
of the balance h;s actually been obligated but not yet expended. In
the past some Departments have used open-ended construction work orders
as a way of reserving funds and creating their own checking account,
Finance officials say they guess at these balances, but like
other decision situations involving uncertainty where the official
says he uses judgment and experience there are mechanical rules which
are actually used, The analyst, fdriexample, develops an "error"
factor by computing the difference between his estimate and the actual
fund balance for the previous year,” He also computes a percentage
which shéws how much of their appropriatiomns the Departments spend,
He has his own conservative revenue estimate; so it is a simple matter
to apply the spending percentage to the revenue estimate and then ad-
jusé the amount by his "error" factor, If there is time, he can-
' gather the outstanding‘work orders and check for suspicious projects,
From the analysis of wﬁrk orders he can trim about $100,000 from

Department . surpluses,

Fund balance estimating procedures are not designed for
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accuracy but as a means to relieve anxiety over guessing. Finance
officials appreciate the grossness of their fund balance estimates,
When a balanced budget is to be presented, fund balances provide
levers for adjustment,

Revenue is estimated selectively by paying attentfon to

large dollar sources, to general fund revenues, and to fund balances,

The adequacy of revenue estimating, City officials are not

terribly concerned about the accuracy of their revenue estimates.

Given the static economy and stable population, their estimates are
conceived to be "good enough." Total revenue changes slowly through

time and compensatiﬁg errors tend to cancel out the risk of a major

:miétake. Most of the time, conservative estimating rules work., It
is a rare occasion that the Council must meet to reconstitute the
->budget. By assuming the minor revenue sources will remain constant
;nd estimating consefvatively on the major sources, thé subsystem

A'minimizes the risk of overestimation.' Once in the last decade the

Council overrode these bureaucratic norms., Under the pressure to

grant a salary increase, it decided that the Finance Director's

sales tai'estimate was too conservative and ralsed the estimate to meet

t

City officials have not devéloped more sophisticated estimating

"prééédures because they see no need to do so., Recently, the only major

‘Aéétfméting error contributed to the creation of a significant surplus
which was kept as a reserve for future use. Although the City has a

'small electronic computer which could be used for regressions and

‘.tﬁé:salary~inqrease. During the fiscal year capital and non-personnel
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correlations, Finance Department officiais do not use the computer
because they believe their present procedures are adequate. In this
respect, Oakland is similar to many cities throughout the country.
A recent survey of forty-three cities found only a few cities using
correlation analysis and computers for estimatingvrevenue, and as

the authors said: "Revenue estimates in major cities are based pre~

dominantly upon analyses'of historical trends, tempered by judgments

about changes in the spe01f1c factors which affect the partlcularr

1126
qur§e$y ¢ o o .
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By estimating revenue conservatively and creating a surplus

by design, the subsystem copes with unanticipated budgetary require-

ments. At the same time the conservative bias in estimating compen-~

sates for defects in the subsystem s 1nformat10nal base,

e T pa . s - e LT~ . e - . - - -

Negotlatory tactlcs in admlnlstratlon.

o e - - - - - - -~ - mr e = e - -

In the admlnlstratlon of the City s tax resources, the sub-

s

system negotlates Wlth the env1ronment. The basis of the negotiation

1s cooperatlon not confllct.' Revenue subsystem members seize oppor-

do marginally enhance the City s financial capablllgy.;,_

P R I e S I

? . Cooperatlon with members of the env1ronment means exchange.

- TozvYe= p-iar=iiey

u—»'- ______ IToLEr .= -

‘crease for the local refuse collector 1n exchange‘ﬁqt an increased

payment to the401ty,_wTax—exempt_orgsnizqtiqns also require Council

legislation and approval. In exchange for such approval, officials

can suggest a payment of in lleu taxes._ Such negotiations are ob-

[ - -




scured because they are illegal. Tax-exempt organizations are not
supposed to pay taxes. Nothing stops the official, however, from
pointing out the drastic condition of the City's tax base, If the or-
ganization could make an in liéu payment, it Qould certainly help the
City. When a church ;ponéoféd organization wanted to build tax-exempt
apartment units for the elderly, its offer gf a small in lieu tax pay-
ment. paved the way for Council financial and zoﬁing supporf. Although
the-Manager was quick to point out that the in lieu payment would ﬁot
be-equal to the lost property tax, he still complemented the organi-
zation for their "willingness to break through the barrier ﬁhat exists
where there-is no'paymenf whatsoever, Inasmuch as this is a low cost
Housing project's o . it is of interest that we do have a nontaxable
facility offering to make payment even though it is not total in
1ieu."27 N

_i71..°7 The Manager would also-like to use the cooperative device of
special assessment districts for lighting, street, and sewer improve-
ments if order to get revenue from tax~-exempt organizations, like hos-
pitalé;‘ﬁut‘has'not'been successful, Special assessment districts
ééméiinto%éxisténce because most of the property owners in an area
wanf - the impfovements, Special assessments are not meant to be money
ﬁaking;déviéesifot"the City but a means to get the property owners to
'share the’¢6st-of -the improvement and its maintemance, For example,
the “spécial -assesSsment for a business area, the Washington Street
Mall, -cévers Ieés-than‘éne-third of its maintenance costs. However,
inthe ‘case ‘of lighting districts the City is receiving special
assessment funds for a level of lighting which is mow provided without

extra charge in other areas because of an increase in lighting standards,

159



Negotiation also takes place with oiher governmental officials.,
The Finance Director will meet with his counterparts in the County to
see if the County can speed up its tax payments to the City so that
interest payments could be increased, A more financially rewarding
negotiation has been the Manager's gentle persuasion of Port officials
to pay their own airport bonds., By writing a letter to the Port,
having lunch with the Port officials, and attending Port Commission
meetings, the Manager waé able to convince the Port that it was much
better off than the financially impoverished City, Since the Port
on occasion needs the cooperation of the City and it has been doing
well financially, the Manager hopes that his negotiation with the
Port will set a precedent for an annual $600,000 donation.

Consensual tactics in administration.

Members of the subsystem and environment agree about many
tax matters, The property tax camnot be raised. Bonds will never
pass, . The municipal income tax is not feasible in Oakland. Hidden
taxes on consumption are preferable, The subsystem's spreading the
tag,base‘is_equivalent to the citizen-leaders' perception that every-
one-shoulﬁ»pay their fair share. Where possible, business should not

be hurt,.

:-. t-:Agreement on tax matters and the existing tax structure in-
dicates minimal uncertainty and conflict, Consensual links are sig-
‘nificant because they lead to introverted tactics in which the en-
yironment is mostly ignored., The subsystem turns its attention to

the existing tax structure and administrative convenience,

"An old tax is a gond tax" because people accept the old tax
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and are not conscicus of it, As Buchanan points out: "The adage is
useful as a rule for government, considered to be divorced from the
individuals in the jurisdiction., The old tax generates less reactiOnl
than the new tax."z8 Small changes can be made to the existing tax
structure and administration with little fear of activating the tax-
payer., Furthermore, there are many small levers which can be adjusted
to increase revenue; rates, measures of tax—liability, tax coverage or
scope, frequency of billing, and auditing and enforcement procedures,
The subsystem's attitudes toward administration of taxes is
particularly interesting, Couched within the context of efficiency is
a peculiar indifference to high administrative costs. Members of the
subsystem are not concerned with maximizing the net difference between
revenue and édministrative costs, The subsystem follows this rule:
when you have a tax with high administrative costs, raise the rates,
Even in the selection of new taxes, a projected administrative con-
venience is not ignored, Conveniencg is much mbre important than
costs. |

i

‘The drive towards administrative convenience results in shift-

ing the ﬁurden of enforcement to the taxpayer, which means self-pol-
icing taxés. The subsystgm does not have adequate resources to audit

" and enforce the payment of taxes, Officials talk about court action
and including stiff penalties in tax ordinances, In practice they do
little except to make judgments about who is not likely to pay; for
‘example, in revising the business license, officials are thinking about
charging professionals (doctors and lawyers) a flat rate instead of a
charge based on gross receipts because officials feel that professionals

have low tax paying morality. The subsystem designs tax ordinances to
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make it easy on themselves, A flat rate is more convenient to ad-
ministér than a gross receipts based tax,

Another tactic to insure payment of the'business license
fee is to have an applicant deposit it at the same time he applies
for necessary permits, This way fhe City has the applicant's money
before the police and other departmental personnel investigate., No
doubt this administrative improvement will enhance the existing con-
fusion between regulation and revenue,

Some ways of charging for the same City service or privilege
seem better than others to officials; for example, the Finance Direc-
tor feels that the-charges for City Manager Permits should be treated
as rezoning applications, and that way this regulatory activity could
bring infmbréfrevenue. Similarly having a daily charge for peddlers
does not work because peddlers do not bother to come in and pay the
charge. -The Finance Director is presently thinking of some way to
include door=to-door people such as peddlers, solicitors, milkmen,
and Avon ladies under the provisions of the business license,

iSbmetiQES a-change in one existing tax can be used to justify
hh_ihcreéséfin ;ﬁothér‘existing tax, When the State raised the sales
%éi"frbﬁ”f@ur to five percent, the Finance Director sgbmitted a recom-
mendation, later” approved by the Council, that the transient occupancy
tax be raised from four to five percent., Similarly the five percent
rate for the utilities. consumption tax was established by linking it
_to the sales” tax, Subh.behavior is a variant of the follow-the-leader
tule except the leader in this case is a tax and not a city.

The existence of consensual links between members of the sub-

system and environment should not be construed as setting rigid boun-



daries for official action, The boundaries of perceived fiscal dis-
_cretion are fuzzy for the City official, If the Manager and Finance
Director always knew what fhe traffic would bear, they would not have
to reso;t ;p testing the environment with trial ballons,

Because members of the subsystem know that certain taxes
are accepted and are no longer salient to taxpayers, the subsystenm
can look organizationally. inward and make ﬁinor adjustments to increase

revenue and convenience, Consensus operates to slightly increase the

discretion of the subsystem.

Summary

[OU N - .- - -

o The subsystem avoids the public while coping with the City's

financial problems. Avoidance of the public motivates the subsystem's

gnticipatory behavior, Anticipate short-term expenditures., Anticipate

[

taxpayer resistance. As summarized in Figure 4-6, anticipation is part

of ,achAstage of the revenue process, Since the subsystem cannot fully

|
predict outcomes, it attempts to anticipate expenditure demands and

taxpayer reactions.,

.. .The inference that Oakland officials anticipate the reactions

o

TEx

e

of environmental segments or tax publics is not an indication of a

healthy demydratic process. It is possible that City officials are"

.- v e -

not accurately perceiving the threshold of tax opposition.,’” By direct

- e T S

negotiation with taxpayers, the subsystem could be more assured of the

accuracy of their perceptions, By making taxes salient, the subsystem
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could enlarge the attentive public and possibly receive support for
expansion of services. Nevertheless, City officials seek to avoid
the conflict and uncertainty of negotiating with possibly hostile
taxpayers. Their behavior manifests what Downs calls the "shrinking
violet syndrome."29 The boundaries of political actions sh;ink, and
revenue decisions are dominated by the manipulation of bureaucratic

actors.

Manipulation starts with anticipatory search tactics.

Revenue search anticipates short-term expenditure requirements.

Begause thé fevenue problem is open-ended, search is recurring. The:
suﬁégstem,;iﬂ fragmented and superficial.ways, intermittently scans
spﬁrces whiéﬂ can be added to the revenue menu. Because there are
relétively few revenue sources which satisfy the subsystem's criteria
for low yield-low political cost taxeé,'some search will be ritual-
istic or make-believe, Contrary to the model of problemistic search,

the problem is never-perceived as being solved, search does not stop,

an@ search ié_just as likely to be conducted in areas of failure as

well as success,

UAVOiding taxpayer resistance comnects the decision and accept-
— - -\ - -

ance stages of the revenue process. Reducing the tax consciousness of

thgmtaxpayer is a key subsystem objective, How does the subsystem know

whai the traf?i_ will bear? The choice of which tax to present for
:a jug

publicéapp

T on il

L is sii'nplified by following the leader, by finding pre~

cedents in other cities. Promoting indirect taxes and encouraging a
complex of'nominal nuts and bolts taxes, the subsystem reduces the tax
consciousness of the taxpayer, Such behavior results in low yielding

taxes and small attentive publics. By proposing taxes sequentially,
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: méking public participation difficult, and justifying all actions in
" terms of property tax relief, the subsystem keeps the attentive public
) sméll, fragmented and quiet, After some cooperative negotiation with
t‘ffiends, the subsystem has achieved public acceptance for the new tax,
The adminiétration of the existing tax structure is also char-
acterized by public avoidance and anticipatory tactics. The cautious
" attitude towards the environment is carried over to critical property
tax rate and revenue estimating decisions. Since the revenue subsystem
}is‘also responsible for budgetary calculations, the subs}stem never
:éﬁts the rate to its minimum. Instead, the subsystem slightly cuts the
Siéiéfto satisfy attentive elements in the environment, and it creates
Sé:éufplus to handle future contingencies. Similarly the subsystem
:éétimates revenue simply but conservatively, Each member of the re-
f\“renﬁé subsystem depresses the estimate so that the cumulative effect

“is certain to create a surplus,

Whatever negotiation with the environment is left after City

£ fff&ials have spent so much energy withdrawing is infrequent, trivial,
“and ﬁsuaily with cooperative friends, Consensus on tax matters, fur-

thermore;iencourageq,officials to look inward at their own organizational

Fequirements rather than outward towards a changing enviromnment, Slight

%ﬁ%ﬁﬁgérare made to the existing tax structure not to reduce costs but to

inicrease revenue and administrative convenience,

puz-=t - The subsystem, by these various tactics, admirably meets the re-

'%%%iihé requirements for organizational maintenance. By scraping the

fiscal barrel and attempting to control the environment by avoidance,

enough resources are gathered to keep up with price changes and salary



raises, However, it is umnlikely that such a withdrawal from direct

political participation

adaptation,
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CHAPTER V

THE SEWER SERVICE CHARGE

The ten-year history of the sewer service charge illustrates
the continuity of subsystem behavior throughout the stages of the
revenue process, At each stage from search to administration, there
are examples of the revenue tactics discussed in Chapter IV, During
the search and decision stages, the subsystem resorted to anticipatory
tactics, The subsystem did not pioneer the sewer service charge; in-
stead it modified other cities! experiences to fit the Oakland context,
The subsystem also negotiated with segments of the environment. A
local utility district had to ﬁe convinced that it should be the tax
collector for the City. The subsystem had to negotiate the rate sched-
ule with the large industrial users;\ At the administration stage, the
subsystem main£ained the consensus by anticipating the reactioms of the
large users to a rate increase,

Bgcause of their amnecdotal nature, case studies are too often
relegated.to the social science ashcan., When the social sciéntist
looks at an organizaéionalrbrocess at a point in time, he may miss the
dynamics of the observed behavior. Even for the relatively static
City of Oakland, one might expect a modicum of change in the revenue
'process. Certainly enfironmental pressure on the property tax has in-
creased, and the subsystem‘s search for non-property tax revenue has

intensified. I thought that a case study of a revenue source would
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reveal modifications in the revenue process., This was not so in
Oakland.,

Instead of documenting modifications to the revenue process,
this case study demonstrated continuity in revenue behavior. During
the ten years as the charge was suggested, adopted, and revised, the

occupants of subsystem roles changed. But even with a new City Man-

ager and new %inance Director, revenue behavior was much the same,.
Thé sﬁﬁsystem‘used the solutions of the past to cope with present brob-
i%ﬁs. Aﬁ the‘béginning of the case history, the subsystem wanted a
u%ili¥y district to be the City's tax collector, and at the end the

sﬁbsyétem achieved that objective, Throughout all stages of the charge's

history, the subsystem used the same justifications. The property tax-

pé&ér-a1Ways'nééded relief, The subsystem regularly resorted to the
céhbufiage'df‘the equity of a user-based charge. Avoiding taxpayer re-

P

lections. Regardless of which partlcular official played a role in the

ﬁbsystem, revenue behav1or was the same,

tn

’ No doubt during the ten-year history the environment changed
dféméfiééil§.' But the attentive public for the sewer service charge

is still ééﬁﬁbééd'of'a handful of industrial taxpayers and their trade

associatlons. Thus, ‘one condition of continuity in the behav1or of a

ige

subsyétem—-stabil'ty in the attentive public--was fulfilled for this

,....-~... 2 -



The Problem and Search

A recognized service need is a tactical opportunity for members
of the subsystem. The revenue subsystem is usually engaged in a generic
revenue hunt; it searches for financial resources without being con-
cerned with the potential use of the funds. Occasionally revenue
search is focused by a specific service need, and in such cases the sub-
-system has a unique opportunity., In addition to explaining an increase
in taxation'by its potential offset to the property tax, the subsystem
.can justify an increase by pointing to a crisis of need. The members
of the subsystem do not share the service orientation of line officials,
Although subsystem members are indifferent to the service need, they use
:it_to;fulfillltheir primary function of increasing City revenue. Thus,
5@heq5ngland citizens could smell that the City sanitary sewer system
-needed exten§ive_fepair, it was the ideal time to suggest a new tax,

-It took 1opg§;, however, to sensitize people's mnoses to the problem.
sglsnjlz/InT;hqvbudget, capital items‘are treated as a residual, and
major improvements are often deferred. It is either make do or do
cyipgqggg_éibe small amount of money which can be used for capital items
igssglggeééwﬁe:g_the subsystem thinks it will do the most good, Shortly
ng;q:wagigx, Oaklaﬁd,_like‘many other cities in the United

cafter

States,. started to catch up with the backlog of public works improve-.

m

’

cments -that had been postponed because of wartime constrainfs. City
officials decided they would put as much money as possible into paving
the streets. By covering over streetcar tracks fhey hoped to make the
City attractive on the outside, develop more business, and cfeate a

favorable economic climate, At that time the City sewer system was in a
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‘'state of disrepair and needed considerable replacement and maintenance,
but there were few funds available\to apply to underground, or less
visible, activities, As the years went on, the situation worsened and
complaints increased both from individuals and from various public
health authorities., Personnel of the Underground Section éf the Street
Department finally brought the problem to the surface by presenting
briefings that exposed the émergency in theyCity sewer system,

The problem was how to finance this major sewer replacement
program, and so the subsystem began to look for a precedent. On’
June 18, 1958 one of the secretaries in the City Manager's office
éﬁggestéd to J. Locke, the Manager's assistant, that it might be pos-
'sible for the City to tax various utilities such as telephone, water
éhd:péihQPS'seWer connections. A month later, the City Manager, W.
Thbmpébnyuaskéd'Locke to research a sewer use fee, The secretary had
‘heard éBout'a sewer charge use& in Oklahoma., When Logke was on vaca-
iibh}Jhé visited Oklahoma City to investigate., Locke also gathered
relevanﬁibréinances from Santa Crué and Sacramento, California, and from
:Pbtfléﬁd;‘ofégon. At the end of July, he reported his research to the
City Manager, -
:bﬁfiﬁg'this period, Locke found an extensive survey of the

%ewer service charge in the April 1958 edition of Western City magazine.

...........

pfoheer, at least in fiscal matters. Bolstered by the acceptance
%fzéiaéiiéharééé elsewhere, Locke felt that Oakland should proceed with
tﬁe charge. The information on other cities was used as evidence for

widespread acceptance of the revenue source, Later on, other cities



would be used as sources of information for standards and procedures.
The revenue subsystem wants to receive revenue but prefers to
avoid collecting it, Locke suggested that working through the East
Bay Municipal Utilities District (EBMUD) might be the best way of col-
lecting the charge, The District chargedbon the user basis of metered
water consumption., As Locke saw it, the City could get the revenue by
hqﬁing the Special District No. 1 of EBMUD bill for its own services

and at the same time collect City revenue with a certain deduction to

qovér its administrative costs. Why not have EBMUD collect the charge?

A;prpgram would have to be worked out so that the cities in
thngistrict (i.e., Alameda, Albany, Berkeley, Emeryvillé, Piedmont,
and Oakland) would use EBMUD as a tax collector. Locke coordinated
his ideas‘wiﬁh J. Morin, Superintendent of Streets. Morin agreed that
the City should have a sewer charge and that EBMUD would probably be
interested in doing this job because it wouid solve some of their own
sewerage disposal problems, On September 8, 1958 Morim, in his Cap-
ital Improvement Program for streets and sewers, emphasized the diffi-
@q@txfoﬁifinagcing ;énitary sewer construction from existing budgetary
ggggnugsjgnd_éuggested the use ;f a sewer service charge., City offi-

cials at:ﬁhqthtime were convinced that EBMUD would be happy to be a

t
m
1

Negotiation with Friends -- Cooptation

One of the tactics of gaining public acceptance for a new tax
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is to use a citizens' committee to propose it., Such a committee is
staffed with members of the revenue subsystem who feed facts, write
drafts, and orientAthe product of the committee. The subsystem uses
the committee as a conduit for its own objectives. At the same time
the committee produces a report which sets the frame of reference for
future bureaucratic action. For the short term the City Manager uses
the committee report for justification to ééuncil and citizens, As
time passes and new actors assume the roles of the subsystem, the
report's recommendations constrain action and reduce the number of
alternatives which the subsystem will consider,

In December 1958 Mayor C. Rishell invited a group of citizens
to‘forg a committee to aid in the evaluation of the City's capital
needs, This Citizens' Executiﬁe Committee on Capital Improvements
was organized into subcommittees accofding to the type of improvement,
The report of the Streets and Sewers Subcommittee of February &4, 1959
documented and recommended the alterpative that the subsystem had pre-
viously chosen, “The Subcommittee's‘report emphasized need, eliminated
alternative financing sources, gnd selected EBMUD to be tax collector
Iﬁt;a~Ciﬁy sewéf service charge., According to ﬁhe Subcommittee, the
Cityfneedéd‘SSOogooo a year to replace sanitary sewers, New areas in
the Tity were taken care of through assessments of the.property owners,
But" these new éiéaézélaced additional stress on the rest of the City
sewer system, The sewers were old, worn out, and undersized, To back
up this point the report cited replacement information provided by

Morin., The City had 894 miles of sanitary sewers with a replacement

cost of $53 million and their ages was as follows:
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907, over 10 years
807 over 20 years
697 over 30 years
53% over 40 years
28% over 50 years

12%, over 60 years,
The Subcommittee emphasized that: -
. . Replacement and restoration of these old sewers is mandatory in
that a health problem immediately arises which seriously endan-
.. gers the welfare of the community when these sewers fail or over-
flow during periods of heavy use.
In this report the Subcommittee selected the basis for financing.
Since a sewer's service life was sixty years, replacement was a con-
tinuing problem. A yearly replacement fund set up on a pay-as-you-go
basist?as.greferred to a bond issue because Oakland avoided bonds as
a rule. The Subcommittee eliminated other sources of funds. Grants-
in-aid wcre;not available, Special assessment district proceedings
would be inequitable because sewer é&stem maintenance was a community
Egggqggibiligy, VThé general fund provided for minimum maintenance
only, »?ﬁe property tax rate coﬁld not be raised to increase the gen-
eral ﬁgngfo;;sewer replacement, After eliminating alternative means
gféf%égpciég, the Subcommittee recommended a City sewer service charge
§§@ila;;go:EBMUD{s,A:The report indicated Statewide acceptance of the

charge .by citing the Western City article., Only a sewer service charge

would do, .. .. -

.-~ 'The $gbcommittée recommended that EBMUD collect the City's

charge, suggesting that EBMUD could simply increase its charge and

turn over the increment in revenue to the City with a minimum of admin-

Lot
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istrative and collection expense, The‘report did not indicate whether
EBMUD would agree to such an arrangement, |

To substantiate its recommendations the Subcommittee included
with its report a legal opinion from the City Attorney:

Although the collection and treatment of sewerage affects the
public health of the entire community, and is more commonly
supported by general taxation, the same as other matters of pub-
lic health and safety, such as police and fire protection, there
is precedent for levying a charge against the users of such
service, .

City Attormey Melby also believed that other sources of revenue such
as special‘dist£icts, specialﬂassessments, or revenue bonds were not
appiicabfé in this situation, 'Furthermore, the City should avoid
taxpayer claims of double taxation; therefore Melby pointed out that
fE?WOﬁId;béAbetter‘as a matter of policy, and not striétly from a
egal Qiéwﬁéfﬁf,'to have EBMUD increase its charge and then pay a
certain péfceﬁtage to the City. EBMUD was ;ingled out not only for
ééééidf'adﬁiﬁistrating the charge, but also as a way of reducing legal
Fonflicts: " o

EEEE §ea;ch and Negotiation on Details

N 5:”:§réviou3 administrative decisions act as constraints and limit

Ehe-alternatives considered in present decisiomns., By this time in the

history Bfftﬁé'éﬁérgé, the revenue subsystem was committed to charging
the user of the sewers, The basis of the charge had been chosen. The
subsystem now perceived its problem as how to bill and collect from the

user., Locke noted in a memo, for example, that the Street Department
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bad suggested billing through the property tax. But, as Locke said:
"?roblems are apparent in this approach since tax bills are sent to
property owners and the sewer service charge is to be assessed against
the user, not ﬁecessarily the owner of the property." Although admin-
istrative arrangements were in flux, the subsystem's objective of charg-
ing the user remained fixed, Not only would the subsystem get money for
sewegs, but it would be able to relieve the’property taxpayer and col-
1ect;£romﬂﬁéx-exempt organizations, Everyone would pay. It was an
-ideal revenue source from the viewpoint of public acceptance even
.though it ﬁight create some administrative problems,
- On June 4, l959vthe Cify Manager initiated a series of meet~
ings.to work out the mechanics of the charge with the_Superintendent
:of -Streets, Finance Director, City Attorney, and Auditor-Controller.
‘The Manager e@phasized the recommendation of the Citizens' Committee
xeport and directed Morin to work out the details, 1In his response
o the City Manager on July 16, 1959? Morin noted that he was not
able to procure administrative costs from EBMUD., A few weeks later
at anotﬂér joint meeting, Department heads and the City Manager decided
not to pégsg EBMUD. Instead, the billing would be accomplished by the
City Auditor-Controller and the Finance Director would be responsible
for the receipt of:funds, The City would still have to obtain conéump—
tion information from EBMUD so as to develop a rate structure based on
use, Frevivir of
«-: : -:0Over the following months, discussions were held with other
gi;@esland with EBMUD to survey procedures, facilities and costs of
administration. In this review, City personnel gathered comparable

ordinances and gained some understanding as to what would be involved

10
1AL
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in administering a sewer service charge. In December 1959 Locke and
several City officials visited Sacramento, where the sewer sexvice
charge was administered as part of other utilities services, including
garbage collection andhwater, under a Superiﬁtendent of Water and
Sewer, The billing was handled by the Sacramento auditor-controller.
Collections were no problem; delinquents were forced to pay by cutting
off their water service, Sacramento also could place a lien on prop-
erty for nonpayment, Such information was not entirely applicable to
Oakland, which intended to rely on a separate utility district for some
of . the requisite information. Sacramento administered its sewer charge
along with its regular water operations; Oakland was intending to rely
on EBMUD,

:-...In February 1960, Morin was again asked to provide a summary
report, . For this report Locke computed collection costs for the sewer
service charge, He noted that the City should expect a higher delin-
quency rate than EBMUD. The City would only be able to place a lien
on_the property of delinquent users, but would not be able to cut off
gheig'waterrs@rvicé; Morin felt that EBMUD should handle the collections,
As he said in-his report:

c:--- ALl that would be necessary would be to add another statement
* to their existing bill, If this were done the City could pay
.- -the-additional-billing and collecting expense necessary because of
this additional statement and, dso, share proportionately in the
-:-- present-administrative costs and result in material savings to
the taxpayer by preventing costs of duplicate service by two tax
;- supported agencies, The City's sewer service charge could be
plainly indicated as such on the EBMUD bill, If the savings to
the: taxpayer, both from the City and from EBMUD were generally

- known, it is possible that the taxpayers would demand this ser-
ciz:cvice from the EBMUD,
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But would EBMUD help? Regardless of the numerous discussions
between EBMUD and the City, there was, during this period, no definite
understanding as to what the District would provide., Hamb, the Finance
Director, pointed this out in a letter to the City Manager: "We do not
appear to have . . + a commitment . . « that the information we desire
would be furnished to us, although there is an availability of such
information, and indeed, some collateral services." Morin asked the
City Manager to make a formal request to EBMUD.. The City Manager wrote
J, McFarland, General Manager of EBMUD, on March 7, 1960 and "in the
interest of economy for the City and District taxpayers" requested that
EBMUD perform billing and collecting services for the City.

The EBMUD issue was still not resolved by August 31, 1960 when
the: Manager made his progress report oﬁ the sewer service charge to the
€ouncil, He reviewed the Citizens' Committée recommendations for the
introduction of a charge to provide $800,000 a year for sewer replace-
ment, The,City'Manager defined the problem as one of recurring re~
placemeﬁ;, not ;,oné—time capital imp;ovement. Therefore it was
Ieasonabig to-raise_the money tﬁrough a sewer service charge "whereby

i

the cost would be referred back to the users of the sewer system in

[N [

proportion to.the extent of their use and contribution to the deter-

ioration: of. the system,"

— T e =

s:;ﬁity~Managér Thompson informed the Council that at a minimum

the cost uf.adﬁiiiéfiating the charge would be $131,000 or approxi=-
matelf:ldiiﬁf-the grosé revenue yield, This would be the case if the
City itself would administer the charge., However, as the Manager

put it,
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It was hoped that the East Bay Municipal Utility District could,
by simply including in their water bill the amount of the sewer
service charge and, handling the collection as part of their
-present operation of collecting water and sewer disposal ser-
vice charge, do this work for the City, The administrative cost
of the East Bay Municipal Utility District for this service would
be less than the cost for the City to provide its own billing and
collection service,

ﬁé then stated that he had a committee of City personnel working with
ﬁBMUDhto ascertain how this service could ée prdvided to the City,
%ﬁé'Diétrict thought that its equipment and space were inadequate#to
b;ovide this édditional billing service, and so City personnel were
;xpléfiﬁg'the possibility of using District consumption data as a

ba31s for the City doing its own billing.

The City Manager's report was equivocal, a statement of pro-

gress rather than a request for action., The draft of this report,

ﬂéﬁe§éf;‘wés”éipliéit. It contained a recommendation that Council

éﬁﬁiove a sewer service charge and "request the EBMUD to cooperate

in’ the b1111ng and collection of these charges,” and it stated that

iﬁé‘éééﬁéi whlch can do the work at least cost to the people who must

—-——T e J .

eventually pay the blll, should assume the responsxblllty." It took

LriTloo -t

many years, however, ‘for EBMUD to accept the logic of the situation,

o - o~ B -
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Negotiation with Friends -~ Coalitions

Once the subsystem gave up the notion of trying to administer
a sewer service charge by itself, it could concentrate on getting the
reluctant EBMUD to cooperate., At the horizontal level of intergovern-
mental relations, the influence of any one govermmental unit over a-
nother is severely limiteddue to a lack of resources. The subsystem
Eoulﬁ neither order nor persuade the District by itself, ﬁhat it could
do ‘was tb'bring more actors into the political arena and form coalitions,
Some of these coalitions would be with citizens' groups which shared the
ébmmcn:objéctive‘of saving - taxpéyer money. Another coalition would
be with gihiiafly.situated City officials who also required new sources
of revenue, These coalitions were formed and lasted long enough for
Oakland to get some small measure of cooperation out of EBMUD, As it
-turned out, Oakland was the only city in the East Bay ;rea to pursue a
sewer service charge with the direct participation of EBMUD., Other

cities found less costly ways of levying a tax on sewers.

SR Afla meetiﬁg of the Greater Oakland Communities' Council in

b

, ﬁs%eﬁbéf‘}9éb;'ihé'biéy Manager singled out the need for sewer replace-

ﬁéﬁtléna:;tétedtfhaf‘the City could save $150,000 annually if EBMUD
! would biil and collect the City's charge. At about the same time a
subcommittee of the Oakland Industries' Committee for the sewer ser-
vice was proposed., This subcommittee's strategy was to présent a

‘complete program for the Alameda Countylmayors' approval which could
then be discussed with EBMUD. The objective was to include all the

cities and to explore the possibility of uniform charges so that it

would be economical for all participating governmental uhits,
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On December 9, 1960 mayors from Piedmont, Oakland, Alameda,
Berkeiey and Albany met and decided that they should call a policy
level meeting with EBMUD as soon as possible to determine how the
District could administer the sewer service charge for all of the :
cities. The group agreed that a uniférm rate for all cities might
be established. The Mayor of Alameda pointed out that his City had
taken care of its sewer replacement needs and if Algmeda participated
in the program he would have to sell it on the basis of capital iﬁ-
provements rather than maintenance, This approach would be the exact
opposite of Oakland's,

o :ShortlyAafterwards,vthe Mayor of Piedmont called Mr. Brumner,
Chairman of the Board of EBMUD, to set up a meeting. Brunner
requested that a legal opinion be obtained as to whether or not EBMUD
could collect a_service charge for thehéities and whether the District
could discontinue water services as a means of enforcement, Oakland
City Attorney provided this information, and the meeting was held on
January- 4, 1961l. After this policy conference, Oakland sent the Dis-
trict a E:opo;edior§inance establishing a sewer service charge for the

City. -A few months later technical representatives from Oakland,

1
i

Piedmont,.and Berkeley met with District persommel and agreed that

EBMUD would. provide billing services on a proportional cost basis but

would.not-do any- collecting., The revenue subsystem was content to

get. its. "foot. in: the door." EBMUD submitted cost estimates for its

-billing: services on May 2, 1961.
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Council Justification

Having gotten its foot in the door, the revenue subsystem
presented the sewer service charge for Council adoption, Justifi-
cation to the Council followed the usual story line, There is a con-

tinuing need for sewer replacement, Other California cities have a

sewer service charge. The user would pay, not just the property owner.,

In fact, property.tax requirements for the general fund were to bé |
reduced by $200,000 once the charge was adopted, Charitable institutionms,
hospitals, State and federal organizations would have to pay because the
levy was:a user charge, not a tax, At the same time the revenue subsystem
minimized the existence of alternatives, the high administrative costs of

the charge, and the possibility of a high delinquency rate,

" The ﬁeéd;' On June 19, 1961 the City Manager presented his

recommendatlons to the City Council., He reviewed the history of the

charge by remlndlng them of the Cltlzens' Committee Report of February

1959 Whlph had complalned that Oakland's sewer system was deficient,

ﬁé_émpﬁaéiied the>fecurring need and the pay~as=-you~go financing. In

1959 the éémmiifée-had reported that there were over 894 miles of

r.c.

sanltary sewers whlch requ1red a continuing program of maintenance,

fﬁé'éity Manager remlnded the Council that this report by the Citizens'

C&&&itiéé ﬁés oveinéﬁb years old, and that in this period the sewer

)

E -~
system had contlnued to deterlorate. To further emphasize the need

)
i
‘2

= n &

for 1mmed1ate actlon he went on to says:

Failure to initiate such a program could result in an extremely
dangerous health situation involving a complete breakdown in
sanitary sewer service in some areas as a result of failure in
event of heavy ralnstorms or other natural disasters,
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QOther cities do it, The City Manager pointed out that the

charge would be based on use of the sewer system and that this method
was employed by 212 of 366 cities in Califormia. To document this, he

attached the April 1958 Western City survey to his written report.

Further substantiation of the general acceptance of sewer service
charges was provided to the Councilmen in the form of tables indicating
that cities within Alameda County (e.g., Hayward and Berkeley) and

nearby counties (e.g., Contra Costa and Marin) had adopted the charge.

Ignore alternatives. Sewer service charges throughout Calif-

ornia employ a varlety of bases for computation, They can be computed

on a flxed percent of the water bill, the number of employees, the num-~

ber of rooms, the number of sewer connections, a flat rate, metered

wafef coeeumbtion, or the size of the meter. Billing methods also

differ. ~Sewer service charges can be billed separately or as an item
on:the tax-bill or as part of the water bill, Finally, the recipient
can-be either-the occupant or the dWﬁer. Thus there is a wide variety

in’the methods which are used with this particular charge, This variety
was<not-emphasized in the Manager's presentation to the Council. The

i

\
Council .-was not éncouraged to examine alternatives,

Qo= = e gmems s

= S e - o

Ignore admlnlstrative problems, Budget sheets were attached

The iz ozt

whlch rev1sed the budget, showing the administrative cost for the rest

o .

N o —m T - C - - -

of the flscal year and a prOJected administrative cost of $92,000 for

:'.':'Lif . Ll

.the next flscal year, 1962 63, Although these costs were stated (about

7% of gross revenues), they were not in any sense highlighted, nor was
there any effort to poiﬁt out possible problems with delinquencies. Re-

lations with EBMUD were expressed as part fact and part expectation,
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The Manager stressed that most California cities incorporate their
sewer service charges in g : water program and that 75% of the cities
bill_the charge as part of .a water bill. He also pointed out that
it had been Oakland's intention to have EBMUD, on a contractual basis,
do both the billing and collecting so as to avoid costly duplication,
Since EBMUD had agreed only to the billing, the administrative cost
for the City would include approximately $52,000 for collection and
another $40,000 for the District's services,

The Manager recommended the adoption of the charge with the

rate of 50¢ per family unit for residences consisting of four or

fewer fémily units, and a commercial-industrial rate of 6 2/3¢ per

100 cﬁbic feet of water used, This would result in a gross revenue

of $1 2 mllllon. The rates had been structured so that about 50%

of the total revenue would come from the residential users and the

other 50% from the commercial-industrial users., Splitting the burden

dowm the middle seemed fair to members of the revenue subsystem,

O .

.- - . -Painless taxation, A week later, according to the Oakland
Tribune Sf‘JunefZS, 1961, the City Manager was instructed to present
g;pxopgseé_ordinanceAfor the sewer charge, At the meeting the City

Manager said it was "a special charge for a special service,”"” A

Counc1lman'added° "it's the painless way to tax." Another Council-

man said he was for it because he didn't know where they were going
¢l ths filsiilovs

to get the $20 mllllon in the next few years for sewers, The Mayor

said the 1ev§ was justifled only if residents of Piedmont would also

z il

pay a slmilar fee because its sewerage runs through Oakland lines,

Morin, now Assistant City Manager, reported that Piedmont was prepared

_ ]
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to share in the cost of replacement of sewers, A Councilman said that
Piedmont would quickly adopt the sewer service charge so as to "cir-
cumvent the necessity of going to the people for a raise in the tax
rate." Only one Councilman raised the question of the high administra~-
tive cost--~almost $100,000 a year-~and thought it might be better to
get the necessary funds through a direct tax levy, As he put it, "If
you put it on the tax bill it doesn't cost a penny." No one listened.

The sewer service charge was the painless way to tax,

—

Conflict Over Equitable Rates

Once the adoption of a particular tax is likely, taxpayer
opposition will be focusged on modifying the subsystem's recommended
rate structure, In Oakland,organizéd industrial interests sought a
favorablg raté structure for the sewer service charge in exchange for

their concurrence. In local revenue situations, organized interests
}

such as industry and business do not escape paying taxes but may pay

D

less than the amount originally suggested by the revenue subsystem.
The problem éf payiﬁg less is related to the generai?question

of Who,éhquld pay. Since the sewer service charge was to be based on.

use, the subsystem expected little trouble in determining what the

" tax burden should be, The charge was to be based on the benefit prin-

ciple in which there is an explicit quid pro quo between the City and

the taxpayer. The user is expected to pay for the benefit of the goods

or services he receives. However, 1if benefit is equated with use, how



does one measure the use of a sewer system? Oakland's revenue subsys-
tem had adopted EBMUD's standard of water consumption as a suitable
neasure, Water consumption, however, has little known relation to costs
of sewer replacement, and organized groups have their own notions of
measures of use. Since the participants in the conflict over rates had
rnadequate cost and engineering information, there was considerable
opportunity for direrse interpretations, Equity shifted with the point
or view and its underlying interest.

.As the months passed, a difference of opinion developed between
Councilman Reading, who was chairman of a Council special committee for
the charge, and the revenue subsystem, Reading, representing industry's
viewpoint, wanted he?YY commercial-industrial users such as canneries
to pay less than resrdenrral users, Subsystem members wanted all users

to pay the same or equivalent charge, reasoning that the City's cost

1ncreased in dlrect pr0portlon to the user's water consumption, A

-

flat charge tled to water consumption was the way to connect the City's

cost and the taxpayer s beneflt, The more water a taxpayer used, the

more he should pay the Clty for sewer service., Costs were equated to

beneflts,: To 51mp11fy admlnlstratlon of the charge, the subsystem had

< . PR

converted a rate of 6 2/3¢ per 100 cubic feet of water consumptlon into

a monthly charge for res1dent1al users, based on average residential

consumption. he Manager s recommended rate schedule of 50¢ per month

- g

for re31dent1al users was con31dered equivalent to the 6 2/3¢ per 100

cubic feet of water consumptlon for non-residential users,

-—r - e - =%

When Readlng urged that residential users pay 75¢ a month and
non-residential users pay a maximum of 3¢ per 100 cubic feet with a

sllding or decrea31ng scale for the heavy users, the subsystem was in



a dilemma. ﬁembers of the subsystem wanted industry's support for final
approval of a sewer service charge ordinance. Yet the provision of a
sliding scale and Reading's other changes would reduce the revenue yield
and would discriminate between residential and non-residential users,
The sliding scale and the increased residential rate would distort the
equity of the charge. Small users would pay more than large users,

At a meeting on_September 19, 1961 eome’of the main contenders
in the conflict asserted their positions., Attending were McFarland of

EBMUD, representatives of various packing companies such as Erickson

of the California Packing Corporation, a representative of Owens-Ill-

1 fude

nois Glass Company, representatives of Alameda Counties Industries
Incorporated, McKnight of the Alameda County Taxpayers Association,

Councilman Reading, the City Manager and several members of his staff,

and a reporter from the Qakland Tribume. Assistant City Manager Morin
opened the meeting by pointing out the need for getting on with the

job. because of the tremendous health problems.

>Tﬁe~Cbuncilman's view, Reading interjected that the Council

ﬁould not approve the proposed rates. He objected to the recommended

pdiicy of charging industry the same rate as re51dent1al users, The

Ciiy should con51der that the cost of sewerage disposal is much less

& =~ -

for larger quantltles than for smaller quantltles. He stressed that

com g ot

tﬁe Counc11 had taken a stand to do everything to attract industry,

-t P L -

The flat rate recommended by the City Manager would dlscourage indus-

'1}}—¥f5ﬁ_eom1ng to Oakland. Reading felt that the rate should be ad-

justed so that the residential areas would carry a heavier load than

iﬁdustry.

190
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EBMUD's view. McFarland countered Reading by stating that

there was no relationship between the sliding scale water billing

of the District and sewerage disposal; the theory of sewerage disposal
did not require a sliding scale. McFarland had previously stated in
the public hearings that the flat rate "was the only sound means of
computing a sewer service charge equitable to all." This had to be
the case for him because the City's proposed method was the same as.
EBMUD's. In additiom, the introduction of a sliding scale presented
EBMUD with special billing problems for the charge, He felt that
billing for the heavy consumption industries, where there might be a

possible ineqﬁity, would have to be handled separately by the City.

Indusﬁry's view, Erickson of the Alameda Counties Industries

Association, and manager of a packiﬁg.corporation, held out for a slid-

s

ing scale and Wés strongly opposed to the original recommendation., The
association he %epresented included a éroup which accounted for approx-
imately 15% of the use of City sewers. His own organizatiom, California
Packing, was the largest single Qser. Erickson pointed out that in
order for the charge to be acceptable to industry, the rates must not
be higher fhan if the property tax were used to raise the required
revenue,

Industry argued that a flat rate would be exéessive. Other

utilities such as water, gas, and electricity employ sliding rates for

large users. A flat rate would be too expeﬁsive for canneries, hotels,

"dairies, hospitals and bakeries. Certain canneries which were marginal

producers might have to shut down or move closer to their suppliers.

Seven canneries within City limits would be affected by the proposed
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plan, and in many cases they were so close to the District's main
interceptor lines that the use of the City's sewers was not in propor-
tion to the volume of sewerage placed into them., In addition, the cost
of sewerage disposal to service industrial plants was less than the cost
for an equal volume of-sewerage to serve residential areas; for example,
a ten-inch sewer line has three times the capacity of a six-inch sewer
but does not cost much more to install, ﬁﬁsiness and industry felt

that the flat charge was inequitable, would put a heavy burden on £hem,

A 1

and would act as a deterrent to Oakland's industrial development.

Revenue subsystem's view. City officials had no information

on the economic condition of these firms and were sympathetic to the
problems of business and industry. The Manager defended the proposed
rate structuré because it was based on the original recommendations of

the 1959 Citiiens' Committee report and on éngineering"studies by both
EBMUD and the,City. There would be too many taxpayer complaints if

1 .

the sewer service charge was ruled out or reduced and the tax rate in-
. ) i 4
creased, Furthermore, all federal installations in Oakland, although

exempt from the‘pr0perty tax, would have to pay the sewer use charge,

Aimembe% of the revenue subsystem summarized. the disadvantages
of industry's sliding rate proposal as follows:

(1) The relation between residential and non-residential rates

are changed from a direct relationship based upon equal rates to

a relationship set arbitrarily to favor one group of users;

(2) By allowing special consideration for a special group, the
City would set precedence for all other groups of special users
(hotels, theatres, governmental units, apartment house owners)

to petition for reduced rates now and each year in the future; and
(3) The administrative cost for operating the sewer service charge
program would be increased by an unknown amount to handle the
special groups.

Thus the small non-industrial and residential users would be paying more

for the same benefit based on water consumption than the big users,



Compromise

If taxpayer resistance is of sufficient intensity, the revenue
subsystem will usually withdraw its recommendation for a particular
source, It is an all-or-nothing situation if the issue is the proposed
adoption of a new tax. However, once the revenue subsystem and atten-
tive -segments of the environment agree to a new tax, then compromise
can be accomplished in terms of the measures of tax liability or the
fate structure, There are not enough sources on the revenue menu to

enable bargaining over different taxes; therefore, compromise is more

likely to occur in terms of rates or some other aspect of a particular

tax sourceh The more 1ntense the opp051tlon to a new revenue _source,

the ‘more the rate w1ll be adJusted to satlsfy the opp051tlon and galn

< - [ - -

1ts concurrence,

Shortly after the September 19 1961 meetlng, the confllct

over the sewer serv1ce charge rates was resolved by Councllman Readlng

and A531stant Clty Manager Morln. The residential rdte would be in-

creased to 60¢ per month and there would be a sliding scale for heavy

SRt - -

users from 5c to l&c dependlng on the volume of water consumptlon.

\

City OfflClalS dlscussed thls compromlse rate structure w1th repre=

sentatlves of Alameda Countles Industrles and the Apartment House

Owners Rssocratlon of Alameda County, ‘who offered no objectlons ‘to the

charge;v

_The*preced nﬁ s-establrshed that resrdences would pay'more

[ .-

than nonare51dencese°
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The Reluctant EBMUD

Throughout the negotiations on the sewer service charge, EBMUD
was an unwilling participant., From an economic viewpoint it was

logical that EBMUD should completely administer the charg From a

political viewpoint, however, EBMUD was anﬁindependentvgéﬁernmental
organization with-its own perceptions of comstituency, image, andr
interest that directed its relations with the City. 'City officials
felt EBMUD's position was as follows: (1) EBMUD was concerned about
its public image, It did not want to be a tax collector for amy city.
Tt was afraid-that if it helped Oakland then other cities would ask
For similar assistance., It did not want to Be in the position of
shutting off the water to help the cities collect their delinquenéies.
EBMUD- shut off the water to'collect its own bills, but to do it for
Oakland ﬁight.creéte adverse public relations, (2) EBMUD was concerned
about-its own profit and loss siatement. Helping the E;£ieé might
affect its ptofit margin, ability to pay off indebtedness, and bond
rating. 5‘3) EBMUD was concerned about its constituency. It operafed
1ﬁfthef§h§1ic intérest. However, its public was not Oakland but rather

%he utility’ district. EBMUD officials were respomsible to the District
#hd- hot to Oakland,-
CWTET: S member of the subsystem correctly assessed EBMUD's position

Gher® he saldss "The basic problem with regard to the installation of

& ‘sewer service charge is not administrative but political in nature.”

EBMUD would express administrative reservations to mask political con-
cerns, The utility stated that it lacked office space and machine

capacity as an excuse for avoiding a negative public reaction. It
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tried to keep Oakland's bill separated from its own so that the public
would not feel that it was being charged twice for the same service.
EBMUD did not under any circumstances want to be identified with the
City's charge. It did not want the City's charge'on its bill no matter
how clearly "Oakland" would be designated. ‘

This conflict between the two governments was more apparent at
the policy level than at lower administrative levels. During the pro-
4posa1 and operational stages of the charge, technicians and accounting
supe:visors were able to work quite closely together, They solved the
.identification problem by developing a completely separate bill which
the Digtrict\could mail but which would be identified only with Oakland,
.A ‘l -The ﬁorin—Reading agreement on the sliding scale rate struc-
ture allowed bakland to complete its arrangements with EBMUD. The City
;wou1d>do all éollections. EBMUD Wbuld do the billing with the excep-
'tion that theLCity would bill the large users from District consumption

. : |
information, %he District was unhappy about the location of the break-
~pfo_ints‘irn the ;liding scale as they were the same as those in the Dis~

trict's water Térvice rate structure., McFarland, concerned that the

District'wouldkbe confused with Oakland, wrote the City Manager:
- - t
o o L the breaking points proposed by the City for its special
T - “billing suggest a similarity and relationship to the Utility
District's schedule of charges for water service that may make
37 . the participation of the Utility District in this entire program
very awkward and perhaps even unacceptable,

' _ At a meeting with EBMUD personnel,a compromise was reached
whel D &L :

whereby these breakpoints for the sliding scale would differ, The

new sliding scale was incorporated in the ordinance which City Council
passed on March 20, 1962. A few days later the City and EBMUD signed

a final agreement. The City would pay all direct costs of the billing

195
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operation such as material, postage and labor, and would pay one-third
of the costs "which are indispensable to the performance of the billing
6peration by the District for the City, but which are not performed
exclusively for the City." Under this agreement the City would pay

one-third of EBMUD's costs of meter reading, computer system rental,

and overhead, In other words, the City was subsidizing activities for

which the District would have to pay, whether EBMUD provided the billing

service or not,

Public Acceptance

" When ievying a new tax, officials expect‘the worst and are

pleasantly surprlsed when only a miniscule segment of the ‘community

complalns and when they have to fight only a few taxpayers in court,

One reason that fhls pessimism is not confirmed in Oakland is that

members of the ‘revenue subsystem tend to overestimate the intensity

and sallence of publlc opinion on revenue sources, Another reason

T4 o - -

PO

the lange—users and set a nominal rate for the small users, members

of the subsystem had already assured a large measure of public accep-

tance.,

Wo iU Tl 1=

= si;The public campaign, or when a tax is not a tax. At the time.

N

of the passage of the ordinance various press releases emphasized that
City officials felt the sewer service charge was mot a tax. All users

* would pay their share, including many who do not pay taxes at all, such



&s military bases, schools, hospitals, and public agencies. In bro-
chures printed by the City of Oakland to explain why people would be
getting a bill for sewer service the theme was repeated: the charge
was not a tax, and all users would pay their fair share. The City
pointed out that this charge was a result of a citizens' committee,
that there had been public hearings and debates, that the Mayor and
City Council agreed with the citizens! cqmmittee‘and that the fairest
way of meeting the sewer service problem was to introduce such a
~charge, Furthermore, money from the sewer service-charge would go
into a special fund that could be used only for maintenance and re-

construction of sanitary sewers--not to install new sewers.

A typical complaint and answer. Regardless of thissattempt.
to indicate the importance of the charge and its supposed equity,

the Counc1l recelved complalnts and the subsystem answered them,

For example, one person wroté his Counc11man.

) I Wpuld like to know since when the City has the right to pass
-7 “laws that affect all the people without putting it to a vote by
the people. I can understand property owners that would be very
-happy about this but a/tenant pays for everything such as this
in their rent. This séwer service charge I can't understand,

<

In answerlng the letter for the Councilman, the Finance Di-

Tector responded that a spac1al committee of the Counc1l had met with

LT oLe’ Tzt oLdilros *

many groups and that these~groups had included the Alameda County

folnd S

Taxpayers ASSOClatlon, the hpartment House Owners Association of

- -

CET.l g,

(I'

l

Alameda County, and the Ala@eda County Industries Association, as well

as the ChamheigqﬁmCommerce.f He continued by pointlng out that public
A
, | |
hearings were also held, th?t they were open to anyone who wished to

express his opinion, and th%t there were newspaper and legal notices

197
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telling the citizens of Oakland about the ordinance and hearings.
In addition, he bolstered his argument by pointing out that the word~
ing of the ordinance which the City adopted was taken directly from
that part of the State of California General Code which gives cities
the permission to levy such a charge.

The sewer service charge became efchtive on July 1, 1962,
and the first bills were mailed July 9, 1962.‘ After a year of oper-

ation, in June 1963 the QOakland Tribune reported that City officials

felt thé sewer service charge had gained public acceptance and were
pleased with this and with the replacement of sewers, The City Finance
Director emphasized that federal and normally tax~exempt properties
were paying the charge, and that the great majority of Oakland residents

"are paying cheerfully . . . because they realize it is one of the most

equitable 'taxes' ever levied."

\ Administration: Delinquencies

Some people will not pay a new tax, Since the subsystem
judges public acceptance by the number of people w@o'bay, it must
© ascertain the point whére a taxpayer's revolt turns into acceptance,
Délinquency rates could‘be convenient oPeraﬁional measures of acceptance,
.One problem, however, is how to interprét the meaning of the rates. If
forty percent of the peOpié do not pay their tax bills, does this con-
stitute revolt? TIf the deiinquency rate is ten or twenty percent, does

this constitute acceptance? The delinquency rate for the sewer service
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charge was quite high, yet members of the revenue subsystem felt that
the public had accepted tte charge., Subsystem members defined the
high delinquency rate as an administrative problem. For five years
they kept track of the delinquency rate, tried to soothe irritated
taxpayers, and worried about how to collect the charge,

Table 5-1 shows that not everyone was happy to pay the sewer
service charge. ‘The Finance Directoé's-cheerful taxpayer was an ex-
ample of administrative hyperbolé, Delinquencies have leveled off to
about 5% of the dollar value of billing. When delinquencies are com-

putéd in terms. of accounts rather than dollars, 187 of the residential

TABLE - 5.1
DELINQUENCIES AS A PERCENTAGE OF DOLLAR BILLINGS

' . Percent of
Fiscal Year Charges Billed Actual Collections Delinquency

1962/63 $1,198,109 $1,006,330 16.0%
1963/64 1,165,254 1,054,455 9.5
1964/65 1,143,831 1,089,089 4.8
1965/66 1,155,706 1,098,567 4,9

Source: ktity.of Oakland, Budget and Finance Department.

' L . . .
accounts and 13% of the non-residential accounts are delinquent, In

other words,'there are over 17,000 citizens who have not paid the charge,

A special delinqueﬁt. It is not true that all federal agencies

are paying'the‘charge, The Department of Navy operates a supply_depot
which makes use of the City sewer system; As oé fiscal year l96f:Mthe
City figﬁres that the Navy owes it over $40,000. The Navy refuses to
pay begausevof a 1953 Council resolution in which the City agreed to

maintain a certain sewer if the Navy would pay for the sewer's in-




stallation. The Navy did pay for fhis particular sewer and now be-
lieves it should not have to'pay the City's chgrge. The City Attorney
believes that the City has a good case but is reluctant to sue the
federal government; consequently, the City's Collection Division keeps

adding up the bill without much effort to collect.

Get the property owner, One of the unfortunate consequences

of EBMUD's not agreeing to collect the City's charge is that the Qity
included in its sewer service charge ordinance a lien provision, If
the user did not pay, then several years later the property owner
would be informed that he was liable for the charge plus penalties,
The combination of a lien on the property owner and late notification
had precipitated a public relations mess. In and out of court, people
claimed violation of due process, Practically every time the property
_owner was informed that he Was'responsible for a delinquent account,
the City Council received a bizarre letter like this:

Dear Sirs; I am paying the enclosed $3,.60 under protest but
knowing you use dictatorship methods, I can do nothing about
‘it.,. The water at this property was on in our name for the total
sum’ of 5 days and we end up paying for 6 months of your so called
services? If this is not the signs of communism in which we
people have no rights, no vote, no appeal, and no consideration,
I do'not know what it is ¢ « o »

Well, it's about time we honest citizens wake-up and find a way
to out-rule your group that put this , . . charge . . . into effect,

Or an irate landloxd would feel that the City is highhanded and unfair:

Dear Mayor Reading: Does. the fact that they cannot locate the
party responsible for these charges make me, the landlord, re-

Lz sponsible? Maybe I am responsible, I don't know how the City
runs things, But that is not the reason why I am so irritated
and very angry.

26 dollars will not make me any richer nor any poorer. What
makes me really mad is the fact that if you will notice these
charges go back to 1963! 1If I am responsible for these charges
why was I not billed for them in 1963 or 1964 or 1965? Why -

200
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didn't they wait until there were sufficient charges and penalties
~accumulated to take over the real property and get it over with?

Although 17,000 taxpayers have not paid the charge and prop-
erty owners are incensed at being held responsible for delinquencies,
-City officials feel the charge has gained public acceptance, They
view the problem as one of efficiency in collgction procedures and

administration,

Administration: Costs and Convenience

High administrative costs by themselves do mot inhibit Oakland
officials from suggesting a new tax or keéping the tax in the existing
structure, The arrangement whereby EBMUD would bill and the City col-
lect ﬁas bound to incur high administrative costs. The subsystem, how-
ever, could not'qontinue tolerating the inconvenience of delinquency
enforcemegt.

‘Inifiécal year 1962/63 administrative costs were $95,000, or
about 107% Jf revenue collections., For fiscal year 1967/68 the subsystem

expected administrative costs to be approximately $240,000, or about 22%

of estimated revenues, In the intervening years administrative costs

have run about 14% of revenue receipts; about half of these costs were
| for payments to EBMUD and the rest for thé City's‘ﬁwn Sewer Service
Charge Collection Division., The City's coét figures are understated
because'the subsystem usually does not include personnel fringe bene-

fits and overhead costs in its computations.
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Technicians from EBMUD and the City have a friemdly but costly
relationship, They have to cooperate, otherwise the administration of
the charge would not be feasible, Gradually EBMUD has put aside its
initial feelings of reluctance concerning its partmership with the
City. Although EBMUD originally insisted that the_City bill the high
cqnsumption‘accounts because of the sliding rate agreement, it has
taken over most of the billing.for tﬁese accounts, The costs for
EBMUD's services have increased,.hoﬁéver. One of the reasons for this
increase is that EBMUD upgraded its data processing capability, It
replaced its small accounting machines with a large electronic computer.
The City is cuffently paying for one~third of an IBM 360 installation.

In 1966 a new City Manager, J. Keithley, and a new Finance
Director, R, Odell, assumed théir roles in the revenue subsystem,

At abbut the same time the cost and deiiﬁquency problems converged,
Administrative costs were rising, Citizens were irritated and com-
plaining to the Council, The lien provision against the property
owner was béing tested iﬁ the cburts. High delinquency rates con-
tinued, i?he'subsystem knew the problems but not what to do about

them, %

3

Sﬁouid the City try to do the billing with its idle computer?
- Perhaps EBMUD would reduce its charges to the City? Should the City
again ask EBMUD to do th; whole'job? But would EBMUD shut off the
water to enforce collec;ions? While going around in circles the sub-
‘system came up with some utopian solutions. Instead of the charge,
the Cityvcould levy a gross receipts tax on EBMUD's operations, The

City could do the whole job themselves by charging the property owner

. instead of the user, Forgetting about property taxpayer relief, the



subsystem searched for an administrative solution,

Back to EBMUD. Without resorting to equilibrium notions, it

is interesting to observe how the subsystem solved its administrative
headache. After superficially exploring a variety of alternatives,
the subsystem returned to the 1958 solution: EBMUD should be the
City's tax collector, At the beginning ofvi96§ Reading, now Mayor,
and City Manager Keithley met with the top officials of EBMUD, who
came prepared to defend their billing charges. Instead Keithley asked
them to take over the cemplete operation for the City.

A few months paseed and the City had not received an answer
from EBMUD, Members of the subsystem were pessimistic; they did not
expect EBMUD to agree because the District was concerned about its
public image, Everyone was surprised (including me) when McFarland
of EBMUD told Keithley and Odell on March 23, 1967 that EBMUD would
do what the City asked, No one in City Hall knows why EBMUD stopped
worrylng about its publlc image and agreed to become a City tax col-
lector, Off1c1als speculate that EBMUD did not want to lose the
City's mopey which subsidizes EBMUD's computer operation, EBMUD
officialsihave not been available to verify this speculation. In
any case, EBMUD agreed toibill,\collect, and shut off the water to
ensure payment--for a price, The Disttict‘s services would eost an
estimated $200,000 a year plus a one-time charge of $50,000 for re-

programming,

Convenience, not costs, The subsystem agreed to EBMUD's price,

It had taken five years for Oakland to get what it wanted., No members

~of the subsystem questioned whether the new administrative arrangement
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would be worth having. High administrative costs would continue,
approaching 18% of current revenue receipts. Perhaps the City might
receive an additional $50,000 a year due to the District's enforce-
ment procedures. The decision to use EBMUD, however, was made not on
the basis of costs or additional revenue but on convenience. The
agreement with EBMUD would allow the subsystem to escape the difficul-
ties of enforcing the lien provision, The embarrassment of high de-
linquency rates would be avoided; The subsystem was happy to go along
with the approach which for years it had tried to arrange. No one
seriously tried to explore any less costly alternative., Besides, if

the costs were too high, then the rates could be increased,

Administration: Consensus

The agfeement with EBMUD provided the subsystem with an
opportunity'to propose a rate increase. The Council could approve
the EBMUDiagreement and an increase at the same time, The subsystem
followed éhis basic rule; if a tax has high administrative costs,
raise the rates. A rate inérease would also relieve the general
fund° All sewer maintenance and City overhead expenses could now be
paid out of the Sewer Service Chafge Fund. The subsystem could also
‘argue that existing revenues were inadeéuate to fund the planned mod-
ernization of the City saﬁitary sewer system, Existing revenues were

inadequate because of high administrative costs and the subsystem's

- tendency to transfer general fund expenses to the sewer charge fund,
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Thus, the subsystem could use’ a variety éf justifications for a rate
increase, The efficiency appeal of the EBMUD agreement would be the
opening wedge, and justification on the basis of property tax relief
would insure the adoption of a rate increase,

In planning its proposal to City Council the subsystem had to
calculate what the traffic would bear, For residential users the
Manager decided that the City should kharge a minimum of one dollar
a month. The Finance Director,‘iﬁ aévising the rate schedule for the
commercial and industrial users, looked for a rate structure that would
minimize taxpayer resistance, He thought at first that fifteen large
users should pay more than the 13,000 small business and industrial
users, feeling that it would be easier to deal with fifteen unhappy
taxpayers than 13,000, Then hé remembered it was the large users who
had insisted on the sliding rate.

ﬂhile the subsystem explored alternatives, E. Héyden, the
spokesman for Alameda County Industries, suggested a rate schedule
that would soften the imﬁact of‘an increase for the fifteen large
USers, ﬁ§s suggestion was added to the subsystem's list. By March
1968, the}subsystem had 'eight different rate schedules to present for
Council ansiaerationo

The Finance Director presented all the alternati#es but re-
commended number five, which the Council -adopted. Number five pro-
vided for a twb-thirds'\increase in the residential rate, a two-fifths'’
‘increase for the small commercial and iﬁdustrial'users, and a one-third
iﬁcreaseror the large industrial users. When the Finance Director

chose number five, he was conscious of making a political decision, In

.a letter to the Council, he stated:
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s o o In pricing governmental services, an economically scien-
tific approach cannot be utilized, Political considerations
must be part of the pricing effort, By political considerations,
‘it is meant that each segment of the business and social environ-
ment which might be affected by the establishment of rates must
be considered,
The political consideration which the Finance Director mentioned was
that the large users might leave Oakland, He said that an across-the-
board increase gave an appearance of equity, but equity was not as
important to Oakland as these large industries, In reality, he did
not care if a few canneries left Oakland so long as they did not
complain too loudly, Although he left the decision to the Council,

the Finance Director did not want the consensus on the charge disturbed,

Number five was not Hayden's suggestion but would be accepted by him,

The meeting. In the Oakland Tribune of March 24, 1968, re-

porter B, Martin called attention to thé proposed increase and to a
meeting which would be held to discuss the charge the fﬁllowing
Tuesday afternoon, The Council held this open meeting in a small room
in the City Hall. Only a few members of the attentive public attended:
Martin o£~the Tribune, Hayden of Alameda County Industries, and McKnight
of the Al%meda County Taxpayers Association, one neighborhood associa-
tion représentative and one non-affiliated citizen,

After a general complaint about high taxes from the citizen
and a complaint about séwer contracts fiém the neighborhopd repré-
sentative, the Mayor asked the Finance Director to give the Council
a presentation, Odell explained that most of the City's administrative
problems and costs were with the residential accounts; therefore it was

appropriate that residential rates be increased more than industrial

rates, In other words, all residential taxpayers should be penalized
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because some of them do not pay.their bills,

City Manager Keithley avoidedvéhe details of the proposed rate
schedule, Instead, he pointed out the advantages of the charge: char-
-itable organizations, rest homes, and federal agencies paid the charge:
the tax-exempt did not escape the charge., His basic argument was that
the rate increase would provide property tax relief., He reminded the
Council that it had recently decided not to sﬁpport sanitary sewers
out of the general fund. The City would not be increasing taxes but
merely cutting ome tax while increasing another, Throughout his dis-
cussion, the Manager indicated_that»he knew the history of the charge.
He might have been the manager ten years ago, While most of the par-
ticipants lacked a contextual knowledge of the charge, the Manager
knew the original justifications, the details of the EBMUD agreement,
and the sewer service charge's interrelations with other tax and bud-
getary policies, His continuity with the past and his effective per-
formance encouraged the Council's adoption of the rate increase,

.?he subsystem expects that by the summer of 1969 EBMUD will

\

have comﬁleted its arrangements to accept all billing and collecting
responsib%lities for the City. At that juncture, the lien procedure
will Be repiaced by EBMUD's_£hreat of sﬁﬁtting off the water. Delin-
quencies will go down., The sewer service charge will becomé like the

rest of Oakland's hidden taxes, Unaware taxpayers will pay without

pain,
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Summary

One of the interesting features of this case history is the
continuity of revenue behavior. The decision rules of the past guide
the solutions of present problems. Once the subsystem develops a
good story which facilitates taxpayer acceptance, there is no good
reason to change it. It would waste the subsystem's time to conduct
an intensive information search every time the Council considers the

sewer service charge, and thus the subsystem used the Western City

" article advantageously to cut search costs, An old justification is
as good as a new one, The property tax always needs relief, To this
day, the subsystemexplains the sewer service charge by quoting the
1959 Citizens' Committee report, City officials continue to minimize
taxpayer resistance; for example, the Finance Director'takes care not
to disturb the consensus on the charge by recommending a rate accept-
able to the attentive public composed of large users, Finally, con-
tinuity of revenue behavior is best expressed in the subsystem's per-

\
severancé in trying to get EBMUD to be a City tax collector. For the
subsystemithe administrative convenience of using EBMUD outweighs the
excessive costs of its serviéésa

Members of tﬁe subs&stem see many advantages to the sewer
service charge,° It is a painless way to finance sewer replacement,
General fund costs are transferred to the Sewer Service Charge Fund,
‘and the property taxpayer is relieved, VThe_tax>burden is spread among

users who pay the nominal charge without complaint, Organizations

exempt from the property tax pay the charge. Other sources of financing

N
e
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are not as attractive for the subsystem; for example, Oakland voters

seldom approve bonds for sewer replacement. The adoption of the sewer
service charge is consistent with the general City norm of financing
capital improvement projects on a pay-as-you-go basis,

The case history of the sewer service charge shows clearly how
the subsystem minimizes political‘costs while incurring economic costs,
Are there alternatives to low yielding, painless taxation? Do City
éfficials have a choice? 1Is it possible to raise the property ta%?
Just what are the limits of taxpayer support and resistance? These
ére involved questions and there is little empirical evidence on which
£o base a definitive answer, In Chapter VIII, I will try to explore
possible policy alternatives open to City officials, 1In the next

chapter, however, I continue my investigation of revenue behavior,

e
e T
' .
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CHAPTER VI

BUDGETING WITHOUT MONEY

One of my main interests in exploring revenue is that I believe
it is an important factor in explaining budgetary behavior. In the
previous chapters, I noted that the City's revenue constraint encourages
building a budgetary surplus through conservative estimating rules and
that Oakland uses its limited resources mostly for self-maintenance but
not for an expansion of services, In addition, there are other aspects
of budgetary behavior which indicate the,importance of revenue, De-
partmental officials often use revenue as a'justificatipn for expendi~
ture vequests; for example, the Recreation Department argues that its
subsidization of Lake Merritt activities helps downtown business and
increases the sales tax yield, The City's Budget Officer believes his

4
3

analysts\shéuld know about revenue because it provides insight to a
Departmen%'s program, Another example is similar to a "strategy"
Wildavsky identified at the federal level: in budget review, an ex-
penditure fequest is-more iikély to be approved if it will pay for
itself by geqerating'its own revenue or decreasing costs.l Thus, °
revenue influences behavior at a number of points in the budgetary
‘process,

To say that revenﬁe influences budgetary behavior is not par-

ticularly helpful because this conclusion approximates the empty

.statement that cities spend the money they have., It is more interesting
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to focus sharply on the nature of the influence. Brown and Gilbert,
for example, point out that federal and state funded projects are
given preference in Philadelphia's capital programming process, and

- this finding suggests that the kind of revenue (i.e., free money) may
bias resource allocations.2 Crecine found, in tesfing the sensitivity
of his simulation model, that the type of revenue pattern (constant,
accelerating, and fluctuating) over Fime doe; differentially affect
allocations between salaries, expenées, and equipment accounts. An
increasing‘revenue‘situation, for example, decreased the "share" of
resources going to salaries,3 ‘Probably budgetary behavior also varies
by the wealth of the city; éertainly those students who use aggregative
statistical approaches have found that measures of income and assessed
valuation are important determinants of local expendituresq4 Hencé,
the kind of revenue, the pattern of funding over time, and the level
and distriﬁution of wealth in a city are some of the influential links
to budgetary behavior,

In Oakland revenue clearly influences budgetary behavior, but
the rela%ionship is obscured if one views budgeting only as a resource
allocatio% device, For.the most part, Oakland's resources were allo~

¥
catediyeafs ago when the present governmental structure was estéblished.
Previous decisions determine present allocations: the decision to have
a Managéf—Council form of government, the decision to have a free li-
brary,’and the decision on the fire insurance rating of the City were
.pade by other participaﬁts but govern today's actions., If one allows
fé? slight increases in the cost of Oakland's employees and expenses,

then last year's budget is this year's budget. Although the partici-

pants will argue for marginal increases, no one expects there will be



enough money to make a dramatic change in a particular budget. The
acceptance of the no-money premise by most participants reinforces
QOakland's incremental budgetary behavior,

If the budgetary process should not be interpreted strictly
as an allocation device, then how should one interpret the effort which
most City officials put into it? Certainly the budgetary process is
not a meaningless ritual but does have some'ese to City officials. The
Department heads use the budget to communicate to the revenue subeys~
tem, to the Council, to segments of the community, to their professional
associations, and to their employers. The revenue subsystem will appre-
ciate their problems and the oeher groups will know that they tried,
Department heads do not expect to get what they request, but they
assume there is nothing to lose by asking. Since the Departments'
requests exceed available revenue, the Subsystem chooses to balance
the budget by cutting and enough cutting can postpone revenue increases,
Line~-item budgeting and the inexperience of the budget analysts facil-
itates the cutting./ Besides having to force expenditures to fit a con~
servative revenue estimate, the subsystem uses the process to control
City operétions: the Manager finds out what is going on and encourages
the Deparément’s cooperation by making marginal changes to the budget.,
Communication and control are two impoftant reasons why Oakland offici-
als take budgeting seriously.

The title of this chapter could easily have been: disjunctions
.in the budgetary proceee. When one examines the influence of revenue on
the budgetary process, the City bureaucracy appears to be dichotomized
into budget-spenders (the Departments) and budget-cutters (the revenue

subsystem), The continuous fiscal deprivation in Oakland sharpens the
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the difference between these two groups of officials., The subsystem
has to reduce its service orientation, and emphasize revenue consider-
ations, The Departments, on the other hand, have to disregard the
revenue constraint, and concentrate on their service-~performance fun-
ction. As a result disjunctions occur: (1) the Departments ignore
revenue limitations in formulating their programs; and (2) the revenue
subsystem ignores program and service considerations in balancing the
budget. The subsystem worries about input (revenue) while the Depart-

ments worry about the City system output (service),

~

Ignoring the Guidance

Members of the revenue subsystem seek to hold down costs while
operating officials seek to improVe service and indirectly to expand
costs, The budgetary interaction between these two sets of officials
is one o% latenf conflict and is related to functional differences:

1

throughoﬁ; the budgetary process the maintenance function of the subsys-
tem confl%cts with the service-performance function of the operating
Departments, This conflict is particularly evident when one examines
the guiﬁance part of tﬁe process. In the fall, the revenue subsystem
issues instructions to ‘the Departments for budget preparation., One
-of these instructions is the Manager's éuidance letter which states

his assessment of the City's probable fiscal condition for the future

budget year, How do budget-spenders respond to the guidance of the

budget~cutters?



214

If experience from other studies was applicable, one might
expect that the City Manager's guidance letter, which reflects the
subsystem's revenue concerns, would influence the Department's budget
preparation, The Manager would state his no-money premise and oper-
ating officials would lower their requests accordingly. Yet in Oak~
land most officials do not pay attention to.budgetary guidance., 1In
other cities however, operéting officials appear to be more responsive
to guidance. In Crecine's simulation work he found that the mayor's
letter sets in motion the budget process, but more importantly it
structures the department head's decision problem; from the "tone" of
the letter the department head estimates what the mayor will allow in
terms of an increase to his present budgetqs. Supposedly a pessimistic
financial tone tends to depress quget requests, and therefore depart-
ment heads ask for more, but not as much as they would if the financial
situation were optimistic,

The explanation for the differences between Oakland and these
other cipies might lie in the degree of centralization of the city,
the cityis political structure, and economic conditions, Conceivably

1
a strong mayor, who has some control over his departments, could in-

1
+

sure that departments wpuld be responsive to changing economic conditions
and Tevenue resources. In Oakland, therg is a history of autonomous De-
partments and Commissions, and only recently has the Manager attempted to
control the fragmented organmization. Furthermore, there is the continu-
"ing problem of no-money, which I termed.earlier, fiscal atrophy., 1Is
there any incentive for a Department head to pay attention to guidance
letters in an impoverished city, like Oakland, which has been pinching

_pennies for years? As we shall see some Department heads pay more



attention to the guidance than others, but no official holds the line

although all are asked to do so,

CGuidance which is not guidance; repetition and ambiguity

The important thing to understand about the Manager's letter
is that it contains non-ope?ational guidancg or decision rules that
are not decision rules, Because eve;ybody knows there is no money,
the letter does not express anythiné new, The City's head Librarian,
for example, complains that for twenty years he has listened to the
same old story from a variety of Managers and Budget Officers: there
is not enough revenue and the budget must be cut, City officials have
cried wolf too often,

‘The Librarian is correct about his observation that every year
the Manager says the same thing., An ekémination of the guidance letters
since 1957 reveals two themes, The first is the "teamwork" theme which
states that the City has financial problems, but the answer is to work
together to‘cut costs and be efficient. This theme appeals to the con-
science éf the Department head to give the taxpayer the mosf for his
money. ff the Departments can be efficient, then the City might avoid
revenue ilzlcréases° Here are some selections from the guidance letters
to illustrate this teamwork theme:

Fiscal Year 1957/1958. Our goal is to maintain the present high
level of services at a decreased cost, It is requested that , . .
each department head and board review its operations and make
suggestions that will assist us in reducing costs. With your

assistance, we may avoid increasing the tax rate or seeking new
sources of revenue,

Fiscal Year 1960/1961, Your fine team effort in helping us meet
the financial problems of the City in these difficult times is
greatly appreciated, '
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Fiscal Year 1962/1963, As you know, the main source of revenue
that keeps our City's operations going is the property tax.
Please remember that every $65,000 that you are responsible for
spending is equal to l¢ on the tax rate, Approximately 907 of
our City's budget pays for day-to-day expenses . . . You can see
the importance of reducing our day-to-day costs by increasing
efficiency,

The second theme is more dismal; it stresses the revenue~ex-
penditure gap. It states the no-money premise and emphasizes that
services cannot be expanded, Although the letters do not use the hold-
the-line term, the subsystem's expectation is that the Departments will
submit expenditure requests similar to their current funding levels:

Fiscal Year 1958/1959, No substantial growth in Oakland's popu-
lation can be predicted, Significant revenue increascs cannot
be expected, but the cumulative effects of increased employee

benefits , . . must be met. . . . Expenditures are increasing at
a rate which exceeds the ability to raise additional revenues. . .

Fiscal Year 1963/1964, Your budget estimates are to be based on
the existing level of services as approved . ., . for the 1962/1963
year. . . o Requests for new personnel will only be considered in
extreme emérgency situations. . . . Expenditures are increasing at
a rate which exceeds the ability to raise additional revenues.

Thus there is justification for the charge of cry-wolf. In Oakland
it is not a quéstion of pulling’in your belt one year so that next
year youawill do better, Departmeént heads soon get cynical and adopt
the stanc% that they have nothing to iose by asking,

E;en during a fiscal year, members of the subsystem continually
remind Departmental 6fficiéls'that the City is financially impoverished.
The Manager, at every possible opportunity,»points out the revenue con-
straint. Hence, Department heads are well aware of the City's financial
"limitations before they receive the for@al guidance letter, In the sum~
mer of 1967, the Manager told thé Deparfmeht heads that they would have

" to hold the line, By the fall (October) no one was surprised when the

Manager said it again:



As I have stated earlier . . . the 1967/68 year will be a most
difficult one, financially, Consequently, it is not possible to
plan any major changes in the level of services provided, or
that any major additions will be made in the amount spent by any
department beyond what is absolutely essential,

In a situation of continuous fiscal deprivation, to be told to
cut costs and not to ask for more loses all significance. Furthermore,

the guidance is ambiguous:
Fiscal Year 1968/1969. As you begin the preparation of your
departmental budget request, I would ask that you bear in mind
that the City of Oakland continues to face a difficult and de~
bilitating financial problem. The economic condition: of the
community is such that we as professional administrators must be
constantly aware of the fiscal limitations whithin which we must
function, '

The Department head who receives this guidance can say yes, I am aware,
but so what., Lacking specific instructions, Department heads are free
to interpret the guidance according to their own spending inclimatiouns,
Oakland does not make use of ceilings or acceptable percentage levels
of deviation. Since the subsystem does not quantify the hold-the-line
guidance, Department heads'see the guidance more as a request rather
than an order. Ambiguity provides maneuver room, and Department heads
do not w%nt_the guidance to con?ain ceilings and be specific,
A%other interesting feature of the hold-the-line guidance is
\

that the gubsystem does not make much effort in developing it, When
they write the City Manager's letter, members of the sﬁbsystem do not
try to estimate revenue for the coming fiscal year., Detailed revenue
estimates are not computed until late in March and April when the sub~
system must balance the‘budgevt0 Considering the importance of revenue
to the municipal budget, one might expect that guidance would be based

on some investigation of future revenue conditions, 1Instead members

of the'subsystem assume that they are not going to have any significant
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increases in money and write the letter on the basis of their general
feeling of financial pessimism,

Thus both sides in the budgetary arena, the members of the
subsystem and the Department heads, are well aware of the City's fi-
nancial problems, The subsystem does not have to estimate revenue to
put out the guidance and the Department heads do not need the guidance
because they already know. The guidance letter simply initiates the
budgefary processy it does not structure or delimit the actor's de-
cision problem because it is ambiguous and because the no-money premise

has_élready been accepted by City officials,

Depattment heads do not hold the line

One could think of guidance as étructuring the Department
ﬁead's'décision problem if, when the Maﬁager said'to hold~the-~line,
the Department head did so. To the Manager, holduthe—iine means be-
cause thefe is no money, do not waste your time on budgeting; submit
this yea;'s budget for next year, Although Department heads accept
‘the thmgney.premise, they do not accept the Manager's conclusion to
hold-thé:}ihe.' In many cases the difference between a Department's
1967 Buagét féquest and its 1966 budget appropriation is quite sub-
gténﬁiéi; in Téble'6~l thié difference is shown as a percentage of
the 196%}B£dget épprbpriation° Deéartméhts certainly vary in their
%Eéﬁbhéi&eﬂésg to the Manager's guidance, and it is reasonable to coﬁ—
‘clude tha; Ehé'iarge Departments that are responsible for providing
Eerﬁibés and meeting public demands do not hold the line. The one
-major exception is the Museum's redﬁction of 12.7%. Such reductions

are quite atypical and this situation was the result of a decision
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to‘postpone the opening date of Oakland's new museum, Minor exceptions
to the conclusion occurred in some of the staff offices such as the City
Clerk and the Manager's own office which requested slightly less than
their previous budget, If Department heads were trying to hold the
line, one might expect a slight increase in the requests as a result of

price changes, but certainly one would not expect a 30% increase,

TABLE 6~1
DEPARTMENT HEADS DO NOT HOLD THE LINE

1967 Request Minus 1966 Budget Appropriation
1966 Budget appropriation

Department

(percentages)
Museum 12,7 %
Police + 5.9
Library + 6,0
Fire + 9.5
Building & Housing +11.8
Municipal Buildings +13.8
Street & Engineexring +17,3
Park . +32.3
Traffic Engineering +34,1
Recreation +38.7 %

Source: ECity of Qakland, Budget and Finance Department.

. T& students of organizational behavior; the conclusion that
officials do not do what they are asked to do is trivial. The inter~
esting question is why do heads of Departments, like Dickens' Oliver,

ask for more, particularly when the fiscal barrel is empty.

Department heads ignoré the guidance to get more money
There is not doubt that Department heads believe that by asking

they increase their chances for getting more funds. They.usually can
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cite examples of putting in an item and getting it. Moreover, some
Department heads feel they are competing for funds. If they do not ask,
they might lose the money to another Department'and not get their fair
share. From their perspective submitting a "bare-bones" budget is giving
an advantage to those officials who do not follow the guidance,

But does it pay to ask? Do Depart@gnt heads who ask for more
really get more? I do not have a deﬁiniti?e answer to this question
because it is difficult to isolate £he effects of the request patterns,
But I feel that, in a fiscally deprived situation, asking for more
probably has some minoxr shortdrun pay~offs but in the long run it does
not make much difference in the expénditure level of a Department,
Asking for more in itself is not enough to dfamatically change what a
Department gets. For example,lin examining budget request and expend-

iture patterns since 1960, I found that the Police Department was

-consistently lower in its requests than the other major Departments,

On the average, the Police Chief asked for a 3,4% increase (over the
previous:appropriation) ﬁhile the Recreation Superintendent asked for
a 32.7% %ncrease. Through the years with different actors, these two
Departmegfs maintained their pattern of budgetary request. But the
averaée iécréase in expenditures for both Departments waé about the
same: the low-asking Police Department's expenditures increased 8.0%
per year while .the high-;sking Redreation Department expenditurgs in-
creasea 6.9% per year, .

Furthermore, events outside of a Department head's control

ihfluence—éxpenditure levels more than his request patterns, AAgrant

- from the federal government, a new gas tax from the State, the voters!

approval of bond issues for a museum--all of these revenue events

220
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dramatically affect expenditure levels. Even for those Departments

that grow gradually through the years, the request pattern is not a
satisfactory explanation, For example, salary incresses, an important
factor in the growth of expenditures, are determined outside of the
system of requests., Sometimes the Council approves salary increases

as a result of organized employee pressure, but usually salary increases
are computed according to a formula and are granted automatically., Hence,
asking for more may occasionally get a Department a minor equipmeﬁt item
but that item will be lost in the other forces which increase the level

of expenditures over time,

Department heads ignore the guidance to express the needs

Department heads may have the expectation that it does not
hurt to ask but hoping for additional funds is not the only explanation
for their behavior, The typical Department head explains his response
to the guidance ass IIam.a profeés}énal; no one, not even the Manager,
can understand this job unless he sits here; I know our needs, and I
would no% be doing my job unless I expressed them, Department's needs

are- assumed to be coterminous with community needs when the Department
‘ ‘ : :

H

bead;@ixgé;p;ofessional standards.and‘community demanQS»in his budget
request, Whatever: the source of these needs, the budgetary process is
used to communicate needs and to put the problem where the money is,
Ehe_Debartment head, 1iké a doctor, prescribes medicine for good health,
.but he cannot force the patient to take'it, His professional respon~-
sibility stops when he writes the prescription, Similarly, the City
Engineer states a path needs a railing or someone might be hurt, the

‘Fire Chief feels the level of fire protection is in jeopardy because
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the City should have a new pumper, and the Recreation Superintendent
believes the golf course should be redeeded as the City is competing
with other courses. Department heads feel they have done their jobs
and relieve their own anxiety when they express their needs, Not only
do they satisfy their own professional norms, but by passing the buck
to the Manager and Council,_Department head§ satisfy their employee
and community constituents,

Although Department heads do not hold the line, Ehey do ex;
hibit different degrees of responsiveness to the subsystem's guidance
andrcan be classified into three types: (1) ignoring, (2) compromising

and (3) following.

The Ignoring Department head accepts the no-money premise but

completely disrégards its implications. He acknowledges that the City
is livinghwithin a severe revenue constraint; however, because it is
his responsibility to express the needs of his Departmeﬁt regardless
of the revenue problem, the guidance letter is meaningless to him,

His budget requests are a devick tovmake these needs salient: the
budget iéﬁan educational process and an opportunity tolexpress needs

i

and probléﬁs.ﬁ Although he wants more money, it is equally important
for him té get the Manager and the Council to appreciate the nature
of his problems, If these ignoring Department heads do not get the
ﬁoney this year, they hoée that maybe they wiil next year. They say

they w&uld submit the same budget regardless of the financial warning

of the Manager's letter,

The Compromising Department head does not play it straight
‘but manipulates his budget to get all that he can without alienating

the Manager., He tries to strike a balance between what he thinks he
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neceds and what he thinks he can get. For example, holding-the-line
may mean not rapidly expanding the staff, not requesting excessive
equipment, and cutting out some programs. On the other hand, the
compromising Department head wants as many opportunities as possible
to explain his problems and press for his programs, If he keeps his
budget stable, there might be less opportunity to gain the Manager's
appreciation of his problems, Considering the lack of incentives for
a strict interpretation of the hold-the-line guidance, the compromising
Department head looks for some middle ground where he can feel that
he followed the guidance and presented his problems. In short, he
believes 1t does mot hurt to ask as.lbng as he does not ask for some-
thing extravagant., Holding-the~line for compromising Department heads
means keeping the lid on expenditures bpﬁ not maintaining the same
budget level, It means looking for funds for some needs and keeping
quiet about other needs, |

The Following Department head is cautious about using the

budget to gain an appreciation of needs and problems, Only a few
of the méjor Department heads.fall in this classification, The
i

following Department head unequivocally states that he seriously

v
v

follows the Manager's guidance letter. He has a reputation for not
padding budgets, and he is anxious to maintain this reputation with
Budget and Finance officials and the Manager, Therefore, when he
receives the Manager's letter,vhe has his subordinates use it in
‘preparing their budgeté, Furtherﬁore, £he Department head and his
immediate budget assistants feel that tﬁey conduct a detailed review
by each minor item, so, as they put it, "there is no water in the

towel,." The following Department head looks to cut costs wherever



he can, and.the aura of: turn in your pencil stub before drawing
another pencil, is prevalent. His prediliction for following the
orders of a superior to maintain the Department's reputation gets in
the way of an expansive use of the budget. On the other hand, he
believes his budget can be used to express a few operating problems

even though he expects that his requests will be cut,

Department heads ignore the guidance because it does not hurt to ask

Ironically, the subsystem wants the Departments to hold-the-
line but encourages them not to do so, Subsystem members excuse non-
compliance, Members believe it is unrealistic to expect a budget to
remain flat, and that some change is likely. They know that occasionally
Departments cannot help themselves, For example, the scheduling of a
project may be out of their hands: bec;ﬁse of their renewal plans, the
independent Redevelopment Agency may call for a heavy gtreet-lighting
expeﬁditure in a particular year; similarly, the Chief Engineer has to
request construction funds because of previous commi tments, Particu-
larly foi those Departments whose budgets rely on State and federal
funds andxinvolve capital expenditures, the subsystem does not expect
them to héld the line. Department heads sense that the subsystem's
’expectations are not firm and this provides leeway to ask for more,

Since the subsystem does not mean busiﬁess, there is no pun~
ishmen; for non-compliance and no reward for adherence., Given the
‘City's fragmented organization, it is difficult to enforce any orders
of which adherence to guidance is a specific case., The Manager canmot
“fire a Department head because of non-compliance. All the Department

heal loses is the time he spends filling out requests which will not
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be approved. Moreover, Department heads realize that their personal
potential rewards (such as a raise) are related to the subsystem's
general evaluation of them and are not a function of a single year's
budgetary request,

In any event, for the subsystem to reward or punish a Depart-
ment head, the members have to perceive that the official did not
follow orders, Given the ambiguity;in the guidance, I had expected
that the higher the official wasfinxfhe City hierarchy, the more neg-
atively he would percieve Department responses; members of the subsys-
tem would feel that no one held the line, and Department heads would

feel that they did hold the line. However, as Table 6-2 shows, per-

ceptions as to who held the line were much more uniform among officials

TABLE 6-2
DID THE DEPARTMENT HOLD THE LINE?

Revenue Subsystem

Budget

Dept, = Office Budget Finance City
Department Head Reviewer Officer Director Manager
Museum No No No Yo No
Police 2; Yes Yes Yes Yes Yes
Library 2 ‘No No Yes No Yes
Fire No . Yes No No No
Building & Housing Yes No Yes No No
Municipal Buildings Yes Yes Yes Yes Yes
Street & Engineering Yes No . Yes No No
Park No No No No No
‘Traffic Engineering "No No Yes No No
Recreation Mo No No No No

than I had anticipated, Department heads more oftem than not agreed

with subsystem members. But what is more interesting, there was agree-

22!
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ment on the positive responses even when objectively (see Table 6-1)
these Departments did not hold the line, Furthermore, when the data
i% Table 6-~1 are compared with the responses in Table 6-2 it is clear
.that the Department's recent budget request is not the only influence
on these perceptions. For example, the Library's modest increase Of.
6% is similar to the Police Department's figure, But while everyone
agrees that the Police held the line, there is no such agrecment among
members of the subsystem about tﬁe Library. The Museum submits a bud~
get decrease and both the subsystem and the Department head agree that
the Museum did notvhold the line. It does not make much difference how
aﬁch the Director requests; subsystem members believe the Museum is
living in relative luxury. The Museum Director is puzzled about this
}eaction because he does not believe that the Manager's guidance applied
to him, He is under the impression that he has been given a mandate to
develop the finest museum on the West Coast and he has developed the
spending norms that everything (including the ashtrays) must be first
}ate. The Museum has the reputation of being a big spender.

%hy‘do members of the subsystem perceive some Department heads

as big_spénders and others as holding the line? Since the perceptions

?éflect evaluations of the individual Department heads, a broader range

inﬁéhéQiéyipfoﬁaply‘influences their formatiomn, In other words, the
subsystem member develops these‘perceptibns through years of contact
%ifh the Department head on a variety of budgetary and non-budgetary
‘ﬁé£ters@ The perceptions are built up out of a general pattern of be-
havior not as a reaction to a single budget request. Because Depart-
ment heads do have spending reputations, the Manager congratulates the

Police Chief on dding a good job on the budget while he comments on the
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Recreation Superintendent's performance, "that's par for the course,
recreation departments. never hold the line,"

One explanation for the members' perceptions which appears
inconsistent with budget requests of the Department lies in a dis-
tortion of an old saying: familiarity breeds understanding and toler-
ance, Through the yeafs some subsystem mem?ers, by working with
Department heads on a variety of prajects, have come to appreciate the
Department's problems. The subsystém member adopts the service orien-
tation of the Department head., He starts believing that the budget
should express needs, and it is hard for him to cut a budget because
he becomes concerned about the cut's impact on service. Such a situation
existed with the City's Budget Officer who was finally fired because the
other subsystem members felt tﬁat hevhad been coopted by the Departments.
The Budget Officer, more than any other-member of the subsystem, thought
the Departﬁents had held the line, (see Table 6-2),

Although the Budget Officer's behavior may be exaggerated, the
same factor of tolerance.also affects the other members of the sub-
system, éIn the case of Municipal Buildings Departmeni, the members
know thatgthe Department houses the City Architect and the Auditorium.
Director %ho; for reasons which no one remembers, fgel'they are auto-
nomous, The Department head has no control over these people, so his
budget requests come in high (13.8% increase). -However, since all
members of the subsystem are aware of the Department heads' organiza-
‘tional difficulties, they agree with him that he held the line.

Subsystem members also transfer their negative evaluations of

a Department head's performance to ‘their perceptions about budgetary

response, For example, subsystem members believe that the Library has
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the highest cost and the lowest serviée in the State. They feel that
the Library did not hold the line because of their general negative
evaluation of the Library's performance, and their feeling is not re-
lated to its current budget request, Similarly, members of the subsys-
tem view the Building and Housing Department with suspicion, so most of
them perceive this Department as not conforming to guidance., According
to them the Department head has not held tﬁé‘line because he had not
fired the people who had been cut from the previous year's budget.rThe
Department head thought he could let the people go by attrition, and
he feels that he held the line,

Members of the subsystem evaluate Department heads not from
a single budget request but from exposure to a broad range of bechavior,
Department heads know that their own evaluations are not tied to a
single budget request, so there is every reason to ask for more. Since
the subsystem does not, at least openly, punish non-compliance or re-
ward adherence, Department heads are free to use the budget to satisfy
other demands on them, Without getting substantial amounts of addi-
tional résources, Department heads still feel there are enough incen-
tives to Egnore the guidance, It does not hurt to ask,

!

Uﬁdeg conditions of continuous fiscal deprivation, budgeting
at the Departméntal level ceases being fiscally realistic because
programs, the Department's plans and aspirations, are insulated from
the City's revenue constraint, Responses which ignore budgetary :

.guidance demonstrate a critical disjunction in the process.
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Balancing the Budget

Although the Departments ignore the City's revenue constraint
in their requests, the revenue subsystem cannot igunore the reality of
not having enough money to meet these requests. Subsystem members
know they must follow Oakland's basic fiscal rule: the budget must be
balanced. Every year the subsystem faces the problem of cutting the
budget to match the City's revenue gonstraint; for example, for fiscal
year 1967/1968, the total amount requested was about 10% more than es-
timated revenues., Cutting is an intrinsic part of any budget process.
It occurs at the national and state levels. But what is unique about
smaller governments, like Oakland, is that the people who do the cut-
fing are the City's revenue ma#imizers. 'Cutting the budget is a form
of revenue behavior, In Oakland this behavioral tendency is reinforced
By the lack of money. The mot%vation for the revenue subsystem is clear:
the more it can cut, the less it has to Qorry about finding new sources
of revenue, The first line of hefense against budget-spenders is to
balance ﬁhe budget by cutting.

: T%e simpie fact that budget-cutters are revenue-maximizers
creatés égéthef disjunction in the process: the revenue subsystem ig-
EOréé p%ogram and éefvice considerations in balancing the budget. 1In
bfacfice béianéing‘dOes not mean the explicit determination of services
ﬁy céﬁéidering available resources, In fact, most of the balancing is
a matter of paring the budget down to what the base was in the previous
year by getting rid of incremental requests and not by making major re-

allocations in terms of the utilization of resources or the adjustment

of the operating configurations of the Departmenj:s.6 The world would
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have to be very different than it is to make such major reallocations:
for example, (1) all resources could be used (no constraints on trans-
ferring personnel because of civil service), (2) officials would agree
on goals, (3) officials would know the relation of current programs to
those goals and (4) the public would agree completeiy with the officials,
In such a world, officials probably would not have to worry about a re-
venue constraint either, but they do have to worry, so budgeting procecds
by cutting, and the City's output in terms of goals and services is
mostly disregarded.

City officials, as compared to the general public, certainly
understand that there is a connection between taxes and services,
Intellectually they see the tax-service nexus, but in their behavior
they have to emphasize only one-half of the relation., City officials
expect the Departments to express service needs and the members of the
subsystem to express revenue needs., Fairly insulated from community
demands and service needs, the subsystem balances the budget with im-
punity. }Although members use the rhetoric of any cut means a cut in
service,athe fiscal situation drives them to cut,

1

y
|
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Inexperience facilitates cutting in the Budget Office

The Budget and Finance Department=--the analysts,lthe Finance
Director, and the Budget Officer, would like to balance the budget by
allocating and reallocating within and between the departments. In
-practice, they seldom have the knowledgé to be able to do it, Bal-
ancing the budget in the Budget Office 1s accomplished by a lack of
information. Because of his own lack of experience, the analyst is

not aware of the impact of his acts on service or on policy; he is



free to make cuts and to identify items for which the City Manager
must make decisions, The more ekperienced and knowledgeable an analyst
becomes about his Department, and the more aware he becomes of the im-
pact of cutting on that Department, the more reluctant he is to make
rash suggestions, Thus, for the budget analyst to be a defender of
revenue, inexperience is a great help,

To put this balancing by cutting in an organizational context,
it should be recognized that the‘Budget Office is swmall, containing a
handful of analysts., During the past few years, it has become relatively
Iisolated from the Departments which view the Budget Office suspiciously
as a necessary evil, as a compiler of other people's numbers. Besides
worrying about revenue, the Budget Office spends its time fighting small
fires, taking care of minor transfers of funds or getting involved in
meaningless detail; consequently analysts have limited opportunity to do
studies before the budget season and during the season it is impossible
to do anything in deptﬁ. Since each analyst is assigned three or four
Departmepts and has a heavy workload during the rest of the year, he is
pnlikely:to learn much about any Department. The few experienced ana-
lysts in %he office have left for other jobs, and the considerable

l
;urnoye;\invthe office has reinforced this lack of experience, Budget

Officers usually worry about their analysts becoming captive by the
Department to which they|are assigned, but this is not a worry in
Oakland because of the level of inexperience, How does an inexperienced
.budget analyst, who kans little or nothing about the Department he is
reviewing, cut that Department's budget?

Inexperience in itself forces upon the budget analyst the use

of a set of rules of thumb. The analyst first loocks at last year's
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appropriations to identify any significant changes. It is the changes
or incremental requests which get his attention. Without going into
the details here is an outline of the rules of cutting:

(1) cut all increases in personnel
(2) cut all equipment items which appear to be luxuries
(3) use precedent, cut items which have been cut before

(4) recommend repairing and renovation rather than replacing for
facilities

(5) recommend study as a means of deferring major costs

(6) cut all non-item operating costs by a fixed percentage (such
as 10%)

(7) do not cut when safety or health or staff or public is ob-
viously involved ’

(8) cut Departments with "bad" reputations
(9) when in doubt ask another analyst what to do

(10) identify dubious items for the Manager's action.

The analyst, by looking for enough items to cut, proceeds until
the budget is balanced within the existing revenue constraint, Ironi-
cally, the very existence of the City's revenue constraint facilitates
expenditure cuts, The analyst does not have to be persuaded or con-
vinced that certain things should be cut or that economy is a necessity
when he £é told there is no choice, For example, consider personnel:
usually, ﬁepartments will request a total of over a hundred additional
people (ébout 3% of the City's current personnel strength), These re-
quests will be turned down without any investigation because the point
of departure is: what was the budgeted personnel strength last year,

If there were no revenue constraint, then someone might have to consider
seriously the validity of personnel requests. But because personnel are
the main costs of the budget and for every person the subsystem adds,

the City incurs a fixed cost--once hired never fired--the rule is: cut



any incrementally requested personnel.

In addition to inexperience and the effect of the revenue
constraint, the line-item form of Oakland's budget facilitates the
~cutting, The analyst does not have to worry about the effect on ser-
vice when cutting line items because he does not know the effect.
Budget requests do mention services in the narrative and sometimes in
the workload statistics, Budgeting cost information, however, is not
related to the measures of services or workload statistics; in fact,
requests from Departments obscure services so that the revenue subsys-
tem cannot adjust programs even if it wants to., A program budget
would be much hérder to cut and would conflict with the subsystem's
short~term revenue objectives, This is not to argue that inexperience
and the lack of program information are virtues because.obviously the
ability to perform amalytical studies about a Department can aid in
making reallocations. But, given that the analysts do not have the
resources to make such studies,'then line-item budgeting coupled with
inexperienced review does facilitate the process of balancing and the

protection of revenue,
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The City Manager: budget review for control and efficiency

Thé City Manager often asserts that budgeting is a waste of
time because there is no money. He says that officials should not
spend much time on budgeting, but in fact he spends a great deal of
‘time on budgeting., After the analysts re&iew the submissions from the
Departments and focus on items for his decision, the Manager reviews
all the budgets and makes most of the decisions: he feels that it is

his budget. The Manager contradicts his own budgeting statements
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because of his definition of ‘what a City Manager should do. He malkes
budgeting decisioms within the context of his total job. Since he is
trying to centralize administration in the City, the budget becomes a
crucial point of control., 1In order to introduce efficient administra-
tion, the Manager must control the City bureaucracy. The more the
City is efficient and the more costs can be cut, the less the pressure
on scarce revenue sources. Revenue protection, efficiency, and con-
trol converge when one examines theZbudget behavior of the City Manager.

Although the City is in a financial straightjacket, there is
enough leeway in budgetary procedures for fhe City Manager to enhance
his control, For example, there has been the prevalent feeling that
the Auditor is wasting the éity's money on a computer which is idle
most of the time; therefore, iﬁ the 1968/1969 budget, the Manager
recomnended transfer of $340,000 from ﬁhe Auditor's budget to a special
account, under the Manager's control, in order to encourage the Auditor
to give up responsibility for the City's automatic data processing
equipment, Another examble is the Manager's use of contingency accounts,
such as éontractual services, to hold money which would ordinarily go to
a Departmgnt: in the case of the furnishings for the new Museum, the
money, raéhér than going directly to the "extravagant" Museum Commission
for allocation, was kept under the Manager's contrél in a special account
to be allocated as needed, |

To increase his control, the Manager tries increasing his
“information while decreasing the information of the othgr participants,
Secrecy in budgeting becomes an important means of control, He does
not want the analysts to communicate Qith the Departments when they re-

~

view the budget, If the Departments do not know what the Manager is



considering, he can prevent end runs to the Council, In review
sessions when Department heads explain their requests, he asks questions
about their operatiomns, but does not tell them where he is going to cut,
He even deletes the Department request figures from the formal budget.
All these actions stifle communication (acfact which once autonomous
Department heads are upset about), but when _the Manager submits the
budget to Council, it is indeed his budget. He also uses the budget'

to find out whether Department heads are doing what they said they
would do. The budgetary process provides a great deal of information-
to him, not so much because of the form of its submission, but because
it serves as a stimulus for further inquiry into the status of various
projects, These informational cues help him control and identify

areas where costs can be cut,

The Manager has a simple three-stage process of examining the
budget, First he sees whether the revenue estimate is as pessimistic
as his own expectations, Then he asks that those fixed costs, which
the subsystem*éan do nothing about, (such as automatic pay raises),
be subtr%cted from the budget, And finally he gets down to looking,

as he says, at the nitty-gritty details, The details, however, are not

i
]

just in the budget submissions., In addition to the budget, the Man-
ager asks the budget analysts'to prepare a set of ancillary data, in-
cluding detailed analyses of personnel requests, overtime and travel,
Although he does not want to get involved in details, he continually
"does so, When the submissions reach hiﬁ, many of the items for de-

cision have already been identified; buf the original Department sub-
mission budget is also there, and he will often glance through page

by page to pick up an item and consider it., One important aspect to



note about his review is that it does not involve any type of meat-ax
cutting~-no 10% hereor 5% there, It is strictly a line-item deletion,
determined by his own set of preferences,

In cutting, the Manager pays attention to small dollar items
as well as the lumpy or big dollar items, Saliency is quite imporiw-
ant-~somehow he is cued to pay attention to certain items--and dollar
amounts are not the only index of saliency. He cuts and adds small
items: for example, he once tried to cut business cards out of fhe
Mayor-Council's budget, Large dollar items are generally important
as cues to inéxperienced budget analysts, but for the Manager's dectailed
screening, the large dollar item is only one cue among many. The Man-
ager‘feels this is the only way to avoid using meat-ax approaches. Con~-
sidering that City officials do not have reasonable measures of what
operating costs should be, the only way that he can deal with this prob-
lem is to try to pay attention to as much of the nitty-gritty detail as
he can.. Because he is only one man, a great deal slips by in the pro-
cess, There is never enough time to review the base intensively.
However,imany items within the base and incremental to it are reviewed
if they a%e given sufficient saliency. The Budget Office provides |
saliency in focusing certain items for decision, The dollar amounts
focus others. A more important source of saliency is the Manager's
own experience in operating City government., He has certain expecta-
tions as to what things ;ught to cost and what Departments ought to
‘do, and these come out, at times, when ﬁe is looking at the budget.
The language of social psychology--selective perception and the pro-
vision of cues-~adequately describe the decision process which occurs

in the City Manager's review,
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No doubt, the Manager's review exhibits a greater concern
with program than the blind cutting of the Budget Office, But be-
cause of the lack of information, the time constraint, and the volume
of minor cuts which are made, it is never possible to trace out the
effect of any particular cut on a Department's output, Moreover, the
Manager feels the revenue constraint more than any other official in
the City and will oftemn cut where other officials are timid to do so,
Based on his experience, he quickly.ﬁakes judgments as to what a De-
partment can realistically use, In the case of one Department, for
example, the analyst had cut back the submitted budget to the previcus
year's level, The Manager felt this was not sufficient, because he
remembered that the same Department had a disproportionately large share
of last year's resources, Furéhermore, he felt that he should not
give money to Departments that may have had insufficient time to ab-
sorb what had been previously allocated. By cutting a Department's
budget, he determines its absorption rate., Thus, he cuts into the
base and demonstrates a ﬁime pe}spective which is not usually aséoci~m
ated witﬁiincremental budgetary behavior,

Tpe specter of revenue is apparent throughout the Manager's
review, ﬁegardless of the dollar amount of an item, he is always try-
ing to protect the general fund, In the previous chapters, I n§ted
that the subsystem usually seeks to protect the general fund because
of its concern with the property tax, The more the subsystem can re-
‘duce demands on the general fund, the m&re likely the property tax
rate can be cut, and a low tax rate is a good sign of efficient man-

agement, By adjusting fund balances and finding new sources of re~

venue, the subsystem protects the general fund, The Manager also



contributes to this activity by constantly looking for ways of movirg
various costs from the general fund to the special funds, If he can
charge a half man~year off to a special fund, he will be quite pleased.
His concern with the general fund is also related to his desire to stop
the fragmentation of local government because in soﬁe cases the special
funds are govermed by independent commissions that do not share his in-
terest in cost-cutting,

The Manager spends a great deal of time preparing his budget
for presentation to the Council. He spends this time because he does
not want to be cut up by the Council. To be cut up in this context
means that the Council will be fiscally irresponsible and approve ex-
pensive projects or excessive salary increases. He makes his budget
so tight that if the Council wants to increase an item, they also will
have to find the revenue to pay for it. Before approaching the Council
he must get the Council's Budget Subcommittee on his side, The Manager
operates as this Subcommittee's gatekeeper for fiscal policy issues.

In its mény informal sessions he tells the Councilmen what he considers
to be thélkey issues and gains their support, Frequently, he points
out the i%portance of avoiding fixed costs and policies which will
automatically increase fuﬁure’budgets. When the Police Department
requested fringe benefits for motorcycle policemen, one alternative
was to have a bonus which would be tied to the officer's basic salary,
The Manager pointed out that in such cases the amount of fringe bene-
.fits would change as the basic salary went up and that it would be
better to use an absolute amount,

| The Manager knows that Councilmen do not have time to pay

attention to the whole budget, that they tend to have "pet projects,"
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In his previous assingment a former Councilman had told him, "You've
got to give the man a bone to play with, and then the rest of it goes
by without review." The bones, in the case of the Oakland City Council,
are the community improvement projects, This is the City's giveaway
program to local civic organizations such at the symphony and flower
societies, In this case the Manager simply recommends a total for such
activity and allows'the Budget Subcommittee to allocate within this total.,

Careful preparation by the Manager with the Subcommittee fésults
in a rubber~stamp Council action on the budget. Budget Subcommittee
agreement with the Manager operates aé a strong lever with the Council,
On the other hand, the ﬁeetingé with the Budget Subcommittee have cer~
tain mutual advantages to both participants. By their interaction, the
City Manager feels out what the Council might possibly accept, and at
the same time the Council gains more confidence that the Manager is
running the City efficiently, Usually the Manager defines the sequence
of City Manager-Council relations as: the City Manager is supposed to
cut the budget, and the Council is supposed to act as the liberalizing
agent, éut he has Been so successful with the Council that he will
have to f?vise his rule, For example, for fiscal year 1967/1968 the
Manager did not expect to have his budget increased because he had
spent the whole year informing the Council about the severe fisgcal
constraints that the City faced., Generally his expectations were
borne out because the Council did mot change his budget but accepted
it as is.

A gfeat deal of the Manager's budget-cutting takes place in
the context of administrative efficiency and is motivated by the de-

sire to avoid revenue increases. While cutting satisfies the revenue



constraint, it is an open question whether the cutting is efficient.
To answer the question the subsystem would have to examine the effects
of their cuts on Departmental output. But this is rarely done because
of scarce informational and time resources. Both subsystem mewbers
and Councilmen talk about balancing the budget by introducing admin-
istrative efficiencies, With some zeal, théy assert that the same
level of service can be provided at‘iower cost. The Finance Diréctor
conservatively estimates that abéut $2 million a year could be saved
by being more efficient. Such an amount, however, would not be enough
to cover annual wage and price increases, WNor could this amount be
achieved at one time, At best it is possible to introduce a few admin-
istrative improvements during the fiscal yeaf. Because efficiency is

a distant goal which omne apprbaches in a piecemeal fashion, the call to
balance the budget by cost-reduction may be sincere but not practical,

In any event, ascertaining a desired service level and reducing costs

is not the same thing as the subsystem's budget-cutting.
i

i
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Summary

Usually revenue is viewed as an afterthought, as sdmething
whichApays for public demands that filter through the budget process,
Demands lead to budget actions which in turn lead to revenue. The
notion behind such a sequence is that if there are sufficient pressures
for public services; revenue will automatically follow, Bﬁt what;hap»
pens when a City has to live with a severe revenue constraint? Under
conditions of fiscal atrophy, revenue can have an independent influ-~
ence on the budget. I have discussed two disjunctions in the no-money
budgetary process which are directly related to the City's continuous
revenue constraint, Departmental behavior reflects a service-perform-
ance function which conflicts with revenue imperatives. The subsystem's
budgetary behavior reflects its revenue-maintenance function., Balancing
the budget and the use of the budget as a control, efficiency device are
alternative forms of revenue behavibr. The same péople who have to find
revendeiélso have to balance the budget. No wonder they have minimal
service ;nd program orientations.,

3
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CHAPTER VIT

CITIZEN-LEADER PERCEPTIONS OF OAKLAND FINANCE

In examining the bureaucratic behavior associated with revenue,
I have not concentrated on the public input to the process, From a
systemic viewpoint, the public is the ultimate provider of the resource
input to the City system, It seems reasonable to get some insights
into public opinion on taxation. However, taxes, like many policy
issues, suffer from public inattention, In spite of mewspaper coveragc
of public conflicts over assessment or a new source of revenue, most
peéple are unaware of taxes most of the time, The exceptions are the
" few times a year the taxpayer receives his property tax bill or fills
out his income tax form, From previous survey work we know that there
~is a general confusion over the relationship of expenditures and tax
policy. Poor people, for example, generally want more services and

less ta%es. They want someone else--the government;—to pay for these
servicesL Taxation is not only dull but it is hard to understand.
A college education does not guarantee that the citizen will under~
stand the possessory interest tax or the difference between secured
and unsecured property tax rolls. -
Does it make sense to talk about public opinion on taxation
when only small segments, the tax publics (see Chapfer IV), of the
community articulate such opinions? The éverage citizen will have

opinions on taxation, but his cpinions may be neither differentiated

by revenue source nor bolstered by actual knowledge. On the other
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hand, the City official is concerned about the political feasibility
of specific sources of revenue, Just what the public will support is
an important criterion in the official's calculus. For example, the
City Manager maintains that the property tax rate must be kept stable
or lowered as there is no support for a raise, The problem of poli-
tical feasibility rests in part on those citizen-leaders of the com-
munity who care enough to know about the City's social, economic, and
financial problems. 1 have designated these leaders as the potcﬁtial

support nucleus for increased levels of taxation and services. Tax

support, in my view, must start first with the leaders of a comnunity;
therefore, it is important to understand the conditions under which
leaders will support increased taxes, 'Obviously, one of these condi-
tions is the particular City service which requires improvement and
financing., However, there may also be a set of conditions which in-
cline leaders to support general increases in taxation without reference
to specific services, In the first half of this chapter, I will iden-
tify some of phese condifions and also estimate the number of leaders
who might be in the support nucleus., I will show that the support
nucleuslis quite small since only a small minority of Oakland's citi-
zen-lead%rs are aware of the financial and social problems which con-
front the City.

" The first half of fhe chapter is organized by a series of
questions: (1) Why is tax comprehension important? (2) Who should
pay? (3) Why will citizen-leaders pay? and (4) Who will pay? The
second half of the chapter deals with the question: what type of
tax would leaders prefer to pay? I will discuss the leaders' prefer-

ences for alternative forms of taxation., Starting with the most
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favorable, the sales tax, and proceeding to the least favorable, the

payroll or municipal income tax, I will explore scvern different rc-

venue sources.

Description of method and citizen-leaders

This section briefly explains my methods and describes the
citizen~leaders as background for the subsequent discussion of com-
munity opinion. Community citizen-leaders were interviewed at the
beginning of 1967, I expected that leaders, unlike the general pub-
lic, would have a differentiated set of opinions on specific tax
sources and City expenditures, The respondents were selected at ran-
dom from lists which City officials use and were the formal leaders
of garden and social clubs, and professional, business, and neighbor-
hood organizations., Recognizing the methodologicalvdisadvantages of
such a "positional" approach, I felt it would be adéquafe as a first
step, in view of the exploratory nature of my research activity.
Open~ended questions were used (see Appendix at end of chapter) and

the interviews were non~-directive, Sixty-six usable interviews were

obtained; coded, and analyzed,

1
¥

I attempted to achieve some balance with respect to geographic
area, sex; race, residency and organizational type. The demographic

breakdown is:

Race Sex Residency
White 857, Male 71% Resident 769,
Non~white 15 Female 29 Non~resident 24
N = 66 1007 100% 100%

The typical citizen-leader is white, middle-to upper-class, Republican,

a resident of Qakland and a professional or business man., Among the



245

ten non-white respondents, nine were Negro and one Chinese, Eight of
the non-white respondents were associated with neighborhood éssqcia~
tions, The neighborhood organization category, composed solely of
residents, is made up of improvement associations, parent~teacher
associations, and poverty program Target Area Advisory Committees.
They were grouped together because they tend to serve or work for a
particular geographic area of the City. When an organization worked
for a particular target population:like poor children, senior citizens,
youth athletics, etc,, it was classified as a service organization.
Among these were the Kiwanis, Optimists, Oakland Jaycees, Zonta, and
the Oakland Council of Churches, Those organizations which tended
mainly to serve themselves were grouped under the category of social/
professional., They included £he Elks, Athenian-Nile Club, Certified
Public Accountants, Credit Women's Inﬁernational, Music Teachers
Association of California, and the Oakland Businessmaﬁ's Garden Club,
The largest group was composed of business organizations and several
tax associations, This.group.consisted of such organizations as the
Chamberaof Commerce, Real Estate Board, Kaiser Industries, QOakland
Tribune;:Alameda County Industries Inc., Alameda County Taxpayers
Associat;on, Downtown Associations, and the Apartment House’'Associa-
tion of Alameda County. Finally, the "other" category included an
executive from Mills College, a non-City governmental official, and
leaders from the Civic Affairs Council of Qakland, AFL-CIO Labor

- Council of Alameda County, and the Oakiand Education Association,
Usually the respondents occupied positions such as president, chair-

man, executive director so that they could speak for their organiza-

tion, when appropriate, as well as for themselves., The breakdown by
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Percentage, N = 66

Business 29%
Social/Professional 23
Neighbornood 21
Service 20
Other _§“
101%

Why is tax comprehension important? The relevance of tax compreheusion

and the tax-service nexus

Tax comprehension affects the public acceptance of a tax. In
this section I will first describe the tax comprehension of citizen-
leaders and then discuss some factors which influence tax comprehension,
I will use the sewer~service charge as an example of a revenue source
which lacks public acceptance and which most citizen-leaders do not
understand. Finally, I will indicate the critical relation which tax
comprehension has to the citizens' ability to perceive that the ser-
vices they receive are connected to the taxes they pay. Tax compfe~
hension is important in helping citizens make the tax~service nexus,

EAs 1 pointed out, most people are uninformed about taxes and
financi;l matters, When I rated the respondents for their tax under-
standiﬁgil did not éxpect to find a group of lay experts, On the
other hand, since most of our ;eépondents are middle~ or upper- class
and many are college-educated, the sample should indicate greater tax

comprehension than that of the general population, In Table 7-1, I

TABLE 7-1
MALES HAVE HIGHER TAX COMPREHENSION THAN FEMALES

Tax Comprehension Male Female Total
Good 20 43% "2 11% 22 337%
Average 21 45 6 32 27 41
Poor . 6 13 11 58 17 26

Total %7 1017, 19 101% %6 100%
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classified the leaders' tax comprehension into three categories: good,
average, and poor.l On the whole, citizen-leaders score fairly high
onithe tax comprehension rating. As in other-aspects of political
participation, there are sex differences, Males have higher tax com-
prehension than females. What I find encouraging is thattwenty-six
percent of the citizen-leaders have poor tax comprehension., A sample
of the general public probably wouldlshow at least a majority with
poor tax comprehension,
The classification categories used for tax comprehension were

defined as follows. The leader with good tax comprehension has a
command of specialized tax vocabhlary such as "regressive," "subven-
tions," and "general fund." He has a differentiated and coherent view
of taxes, not all taxes are alike, He demonstrates contextual know-
ledge by his awareness of current Staté:tax~legislation activity or
understanding of the relation between assessment and property tax
rates or by his ability to explain the complex financing arrangements
for Oakland's Coliseum, His opinions on taxes are inierrelated and
might be called a belief system.’

Bus;ness Association President: Some expenditures were from

the ‘general fund before, but now the money . . . comes from
the room tax.

Chamber of Commerce Board Member: I think the subventions should
flow into the area of pressing need,

Business Organization Executive: If they were successful (in

attracting new industry) they'd increase the assessed valuation
within the city, and the tax rate and the tax bill could ulti-

mately be lowered. ' '

The average respondent does not have a systematic set of opin-
ions on taxes., His opinions tend to be fragmented and unrelated to

each other, He does not use a specialized vocabulary but has a
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common sense or visceral reaction to tax questions. He will not be

as informed as the good respondent, and there may be errors in his tax

knowledge. The average respondent knows what his friends tell him or

what is made salient by the newspapers. , For example, this businessman

shows concern about the assessment scandals which were then topical:
As far as taxation, we definitely have to come in with something
new because of the problem which existed in the past . . . that
assessment exposure business , , . I've forgotten the name of
the man here . » . and we're not through yet,

He may avoid answering the question "Is there any place you think the

City is spending too much money?" by pointing to a County function

he would like to cut: " , . , welfare, Of course, that's County,

but City people live in the County.," That is to say, he does not

want to-differentiate between governmental.jurisdictions.and the use

of his taxes, This neighborhood respondent indicates the common

sense approach to tax preferences by supporting an increase in the

business licenses:

I imagine each business has a different business license, . . .
They'd squawk, but they'll write it off on their income tax. It's
amazing the things they can write off on their income tax--and by
the time they're through writing off, they don't pay any.

The poor respondent knows very little about taxes and is often
afraid to venture an opinion, replying with "don't knows" or giving
short, incomplete answers, For example, a garden club president ans-
wers most questions withs

I don't know., . . Never thought of that, + « o It might be all

right to do that, Why not? , . . Well, yes, they might, ., .
Can't really think « + o o

In some cases the poor respondent does not understand the question at

all, as this neighborhood association leader indicates in his answer



to the question "Should we increase the State income tax with a
sharing arrangement to the City?":

Well, what is it? I don't know what it is. Do we pay 1t? . . »
Sort of like on the money that comes into the store?

Or the leader may understaﬁd the question but lack the relevant know-
ledge, This professional assoclation president, in answer to "What
do you think about the City relying on State and federal aéencies.for
financial support?" responds:
Do they? They don't, do theyé .It seems to me where the cities
in California get anything from them it's in cases of disaster,
They get federal aid then, don't they? But the State doesn't
give the cities any money, does it?

Obviously a pevson can 1éarn about taxes and finance in school
or from his friends., However, I find that tax knowledge is instrumental
knowledge; the citizens who know aboul taxes require the knowledge for
some personal business or professional reasom, Although it would be
preferable to have most Oakland citizens possess some comprehension
of taxes and finances, it'ié the business respondents who are know-
ledgeable, Tax policies Créatp costs for business and influence the
climategfor profit. How significant to business these policies are

in fact is not relevant for us. What is relevant is that businessmen

pay atteﬁtion to taxes, as indicated in Table 7-2,

) TABLE 7-2
CITIZEN-LEADERS FROM BUSINESS ORGANIZATIONS HAVE GREATER
TAX COMPREHENSION THAN OTHER ORGANIZATIONAL RESPONDENTS

Organizational Type

Tax Comprehension Business  Social/Professional Other
Good 10 53% 3 20% 9 28%
Average 8 42 4 27 15 47
Poor R 8 53 8 25

Total 19 100% 15 100% 32 100%




Oakland citizens learn about taxes as members of organizations
which take official positions on City finance. I find that the leadersgs
of organizations which have official views on City finance also exhibil
greater tax comprehension than citizens who are not affiliated with
such organizations (Table 7-3a)., Tax knowledge can be expanded by con-
tact with people who are concerned about and aware of the City's finan-
cial condition, Thus, those leaders who have "a great deal of cqntact
with City officials also have greater tax comprehension than those

leaders who have less contact such as listening to the Mayor's speech

at a luncheon (Table 7-3b),

- TABLE 7-3

LEADERS OF ORGANIZATIONS WHICH HAVE OFFICIAL VIEWS ON FINANCE OR
GREATER CONTACT WITH CITY OFFICIALS HAVE BETTER TAX
COMPREHENSION THAN OTHER LEADERS

(a) - (b)
Organizational Frequency of Contact
View With City Officials
Tax A Great None/Just
Comprehension Yes No Deal Some Speakers
Good 15 447 6 20% | 12 52% &4 187 6 32%
Average 15 44 12 40 10 43 10 45 6 32
Poor 412 12 40 1l 4 8 36 _7 37
: Total 34 100% 30 100% | 23 997 22 997 19 101%

3

Public acceptance of a tax and tax comprehension are linked,
«If a person understands the purpose of a particular tax and why it
was levied, he will be more likely to accept it, For example, Oak-
land's citizen~leaders do not accept the sewer service charge because
- it has not been adequately explained (§ee Chapter V)., Some twenty-
three out of forty-one leaders (fifty—éix percent) offer unfavorable
comments about the sewer service charge, Only those leade;s with

better than average tax comprehension accept the charge and offer
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favorable comments, as is indicated in Table 7-4, There are no

differences between average and poor comprehension in this respect,

TABLE 7-4
CITIZEN-LEADERS WITH GOOD TAX COMPREHENSION TEND TO FAVOR THE
SEWER SERVICE CHARGE MORE THAN LEADERS WITH LESS TAX COMPREHENSION

Tax Comprehension Rating

Comment on Charge Good Average Poor
Favorable 12 86% 3 20% 3 25%
Unfavorable 2 14 12 80 9 75

Total 14 100% 15 1007% 12 100%

Despite the City;s efforts to explain the need for the charge,
leaders are still confused as to what the charge is for and how it
differs from the East Bay Municipal Utility District's sewer charge,
The confusion comes about because our respondents cannot be expected
to know about sewers, Yet the City in 'its educational efforts has
expected that the public would be able to distinguish not only between
sanitary and flood control sewers but between the City's and the East
Bay Municipal'Utility District's plant. Even some of the leaders who
respondipositively do so on the basis of their feelings about flood
cbntrol,land their response will not have anything to do with sanitary
sewers, éo which the charge is in fact related. Similarly, citizen-
leaders believe that sewers are the East Bay Municipal Utility Dis-
trictfs business gnd not the City's. Finally, they do not understand
why their property tax does not pay for such things. Lack of under-
standing seems to be the common threadlwhich runs through the comments,

Business Organization Executive: I still have mnot gotten it
through my head, and I don't know what I'm paying for . . . par-

ticularly in the area in which I live. There is no sewer service
there at all, All of the homes have septic tanks,




Service Organization Vice-President: Well, I feel that it's a
kind of double taxation, I think it's an easy way of gettiug the
money, but it's kind of snide, too. They put it on you, and they
claim it isn't a tax, but it is! ‘

Service Organization President: They did that (established the
charge) without the vote of the people and I thought it was un-
juste » « o If your tenant runs up a big bill . . . well, two
years later you get an eight percent penalty, plus you have to
pay the bill, . . . It's wrong, Anyway, there already is a
sewage bill on the water bill you get. They should have added
it to the water bill and not set up a whole new agency. People
didn't even know about it; it just came,

Chamber of Commerce Board Member: I thought it was very unusual
when we first got the bill. We assumed it was paid for when we
paid our property taxes. The City is looking for new sources of
income, so we're getting unusual taxes,

Those who responded favorably usually stressed how small, how nominal
the charge is~-"Surely mno one ever complains about it," It may be
argued, however, that if our middle-class educated sample responds
so unfavorably, then surely the potential for complaint and unhappiness
with the City is greater for the average citizen of Oskland.

In our estimation the most important feature of tax compre-
hension is that it is a primary condition for understanding the con-

)

nection between taxes and services, The long-run support for changes
in the égx structure or increased City services lies with those citi-
zens_whoéhave some undérstanding of City finance, This is because
those leaders who have knowledge about taxes also tend to see that

the taxes they pay are related to the services they receive (Table 7-5).

TABLE 7-5

THE HIGHER THE TAX COMPREHENSION OF A CITIZEN-LEADER, THE MORE
LIKELY HE WILL SEE THE CONNECTION BETWEEN TAXES AND SERVICES

Tax Comprehension Rating

Tax~Service Connection Good Average Poor

Makes the connection 21 95% 21 78% 10 59%

Does not make the comnnection 1 5 _6 22 141
Total 22 1009 7 100% 17 100%




In central cities it is often difficult to see the connection betwecen
taxes and services.4 However, Oakland's citizen-leaders arc excgptional
, since seventy-nine percent of our sample do see this nexus. To sub-
stantiate this conclusion I also compared the number of City services
which leaders wanted to increase with the number of different tax
sources they were willing to raise. The average number of taxes which
leaders would raise increased with the number of City services they
would expand. 1In other words, citizen-~leaders who want to increase
spending for a greater number of services also support a greater
number of tax sources, Unlike previous work which indicates a prefer-
ence for increased services without increased taxes or actually a cut
in taxes, our citizen~leaders see the connection between taxes and
services,5 Tax knowledge is therefore not just a means for enhancing
a businessman's profit-and-loss statement; it is an important pre-
requisite for an expansion of public services through these leaders
who desire such an expansion and make the tax-service nexus.,

Who Should Pay?

" : The question of equity in the distribution of the tax burden

¢
t

has been'of interest to social philosophers for centuries. Citizen-
leaders want taxes to be fair and equitable, Fairness is the common
denominator of all the interviews., The standard of fairness, however,
is subjective and shifts with the individual; criteria for what is
fair is not uniform among citizen-leaders., Furthermore, most leaders
have quite simple notions of tax justice.

A constraint on citizen-leader acceptance of complex notions

of equity is the lack of tax comprehension which precludes the for -
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mation of a coherent belief system on questions of tax policy. To
begin to get at the question of what is fair and what is equitable,
the total tax structure has to be considered, Yet many citizen-
leaders isolate their opinions on each tax, Beliefs and obinions

on tax policy are fragmented, Perceptions about the sales tax illus-
trate this fragmentation,

The sales tax is a good way to gé£ the non-property owner,
Then "at least the consumers . . o will have to pay their share,"

No leader points out that the property taxpayer is also a consumer,
Only a few respondents explicitly consider the sales tax an offset
to the property tax. There is the implicit hope in the interviews
that by getting everyone to pay, their personal burden would be
reduced,

"Getting everyone to pay" is the way the citizen-~leader
expresses his desire for equality in taxation., The citizen~leader
is unconcerned about the income distribution features of taxation.
Redistributive effects are not explicitly considered because the
citizen-leader does not understand this aspect of a tax system and
becausetthe criterion of equality in taxation, of sharing the burden,
is of>pa;amount importance,

Both fragmentation of tax opinion and the lack of concern
over income redistribution are symptoms of deficiencies in tax com-
prehension, Respondents who are unaware of tax and financial matters
use simple ideas of tax equity., The simple criteria of "somebody
else" and "let's all pay equally" are products of the unsophisticated

as Table 7-6 shows.



TABLE 7-6
THE LOWER THE TAX COMPREHENSION, THE MORE LIKELY THE INDIVIDUAL WLLL
HOLD SIMPLISTIC NOTIONS OF WHO SHOULD PAY

PR S RS

Tax Comprehension

i Average

Who should pay? Cood to Poor
Complex--Everyone should _ 12 55% 3 7%
Simple ("somebody else," "fair share," "it's fair") 10 45 41 93
Total =~ .-%22 100% 44 100%

1 classified citizen eqqity criteria into four categories:
(1) a segment of the population--"let somebody else pay," (2) every-
‘one should--a fair-share concept, (3) a non-specific concept of "it
should be fair," and (4) everyone should--a complex concept., From
Table 7-7 we can see that seventy-eight percent of citizen-leaders
employ simple concepts of equity such as "it should be fair," and

the segment and fair-share concepts,

TABLE 7-7
CITIZEN-LEADERS TEND TO HAVE SIMPLE NOTIONS OF EQUITY

6

Who should pay? Percentage Number
Simple~-A segment of the population ("somebody else") 38% 25
Simple--ﬁveryone should ("fair share") 35 23
Simple—«an—specific ("it should be fair") 5 3
Complex-~Everyone should 23 15

Total 101% 66

The use of simple concepté of equity should not be mistaken
for an irresponsible motivation to shift the tax burden. Of course
" some leaders do want to get rid of the burden, 'However, the. import~
ant thing to note is that many of our respondents do not invoke
criteria which will completely shift the tax burden from themselves,

Kaufman is partially correct in his observation that "most people are
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6
aroused principally by taxes that fall on them."  The "segment"
category contains in part those respondents who are quite happy to
shift the tax burden to someone else, as Kaufman suggests, For ex-
ample, this neighborhood leader wants to tax commuters:
I think that Oakland is the hub of the County operation--many
County offices are here and thousands of people come to work
here from the suburban areas, I think we should actually be
putting a tax on these individuals, who are using our streects,
our police protection, etc, I think we should make them pay,
This neighborhood and poverty program leader would rather tax the
rich than the poor:
It (revenue for Oakland) shouldn't certainly come from taxing
the poor people's property . . o ALl I know is that the rich
are pretty well off; they seem to be buying more property than
selling., You might try hitting the guy who has a sizable amount
of property. This way you're hitting the people who run the
government,
Then there is the service organization leader, a landlord, who wants
the poor--"those people on welfare"--to pay taxes, otherwise they
will spend their money for "liquor and other non-essentials",
However, the motivation to shift the tax burden to one's
opposite is not as irrational as it appears. Ability and benefit
principies are employed implicitly and explicitly in making these
judgments:
Business Organizatibn Manager: (Taxation) has to be related to
what is the end result, Who are the beneficiaries. ., ., the City
or just a small group--and then you can see who should pay for

it. There should be some relationship between those who benefit
and those who pay-~if it's at all possible,

Respondents like this border on being classified as part of the third
category, which is the complex conceptualization of many different
payers involving a broadened and differentiated tax structure. How-
ever, when the use of the benefit principle leads the respondent to

single out only a few groups, then that respondent was classified as



part of the "segment" category. This possible overlap actually
strengthens the point which I am making. The "let somebody else
pay" syndrome is mot always a blind striking-out by the unhappy tax-
payer seeking to shift the burden,

The "blind" type is more likely to be found in those people
who assert a simplistic conéept of "fair share." These respondents
go beyone statements that a tax should be fair and equitable; they
insist that everybody should pay an equal share. They support the
sales tax because everybody pays. Behind this notion of fair share
is the idea that a tax should not discriminate; there should be equal-~
ity in taxation.

Neighborhood Association Leader: I'm for any tax that can be
leveled evenly on the people , . . As long as they are leveled
and not aimed at the specific group, we're not too picky. Most
people grumble when they pick up a paycheck with all the taxes

taken out. We pay it and we have the privilege to grumble if
we wish, :

Those citizen-leaders who have a complex conceptualization of
equity, certainly do not blindly seek to shift their own tax burden.
They have a complex notion of everybody-should-pay. This complexity
comes ffgm their better tax understanding and the introduction of non-
equity c;iteria. Thus, they all see the connection between taxes and
services and most of them have "good" tax comprehension. However,
the citizen~leaders with complex concepts of equity are more concerned
about the economic and political feasibility of many tax sources.
Their criteria are geafed to whether a source will have a significant
yield, whether the community will support it, and not whether the tax

is necessarily fair or that the specific choice will minimize their

burden, Everybody-should-pay is théir standard because they are

2
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seeking a "broadening of the. tax base," They do not intend that
everybody should pay the same amount, bﬁt that everybody should make
a contribution. They ave concerned about who benefits and who can
éfford to pay. But these principles are commingled or buried with
other considerations such as whether it will pass.,

Chamber of Commerce President: It depends on how the City pre-~
sents it. « . o If T don't misjudge the temper of the time, any
proposal to increase taxes on any level has two strikes against
ite « o o It's one thing as to what the paper (the Oakland Trib-
une) or the Chamber of Commerce or other civie groups might do,
and it's another thing to say whether the public would go along
with it or against it, Take the school tax that we supported.

e o o It still failed. . « . There's a-built~in opposition to
any tax proposal you can make at this time., This doesn't mean
that some effort couldn't pass it, but nothing would slide through
with any degree of unanimity,

The person who expects to find some arbitrary standard of tax
justice or equity in these responses of Oakland citizen-leaders will
be sadly disappointed. Most citizen-leaders do not know enough to be
aware of tax principles., For the small minority who do have the
requisite knowledge, equity is only one concern which may get lost in

the pragmatic search for feasible revenue sources,
3

Will citizen-leaders pay more because the City needs improvement?

'
'

In the next few sectioms I will explore the question why
citizen-leaders may be willing to pay increased taxes, These sections
will treat the,leaders"evaluation of City effectiveness, the inade-~
quacy of a constituency composed of users, and the leaders' opinions
. on spending more and 1é$s. This first section establishes that
citizen-leaders evaluate the City's performance as inefficient, in-

adequate, and inferior and that such discontent may provide a basis

for expanded public services,



Judging the performance of an organization is fraught with
more difficulties than the average person can realize, Studenis of
organization theory have succeeded in making a complex subject into
something of an unresolved muddle,7 The problem stems from the lack
of a single overriding criterion. Effectiveness has to bc multi-
dimensional because the organization has multiple goals, Similarly,
those people, such as our citizen~leaders, who in part comstitute the
environment for the City as an organization also have different stand-
ards, or criteria for judgiﬁg City performances. Simply put, citizen-
leaders expect different things from a good govermnment. For some, a
good government is efficient; for others, a good government provides
services such as lighting and stfeet curbs. Recognizing this multi-
dimensional aspect to evaluations, the interviews were coded using
a three-point scale of performance: good, needs improvement, poor,
This rating is intended to provide a crude index of how favorably
citizen~leaders perceive the City operation.

‘Citizen—leaders see the City in mnegative térms; only sixteen
percentipf the leaders indicate that the performance of the City is
good, Tﬁenty percent of the leaders indicate that the performance
of the Ciiy is poor; Most of the leaders, sixty~four percent, char-
acterize the City as needing some improvement. This view of the City
does not mean a complete rejection of the City operation. Needing
improvement means to the leader the identification of some specific

~area of unhappiness or that the City can make better use of its re-

sources,

There are generally three dimensions which underlie the leaders'

reactions to City performance, These are: efficiency of operations,
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adequacy of services, and a self or identity concept. Sometimes an
interview will involve all three, and other times only one dimension
will be expressed., For clarity, we will quote from those interviews

which stress one dimension,

Efficiency of operations., In the poor, the most negative,

category, this leader stresses his belief that the City is inefficient,

Neighborhood Association President: I worry about (the money's)
use in the sense of efficiency. Twenty years in this office here
and I'm in contact with all the government agencies, and I find
that there is a tendency to be not on the ball as far as work is
concerned, Down there there are more people standing around
having coffee breaks than working.

Another respondent thinks that the City could be efficient if it could
"be run more like a private business,"
On the good end of the spectrum, these respondents think the
City is efficient:
Non~City Governmental Official: My observation is that they do
a very good job, They operate quite effectively in all their

departments. They have good, tight budgeting; they control it
and operate in a good manner basically,

Business Organization President: They're doing about as well
as they can . o . I think we have an efficient City operation;
Keithley (the City Manager) is a darn good man.

i N

3
t
i

Adequacy of services. Most of our respondents can suggest

areas in which to spend more money for adequate services. The follow-
ing respondent, however, feels the output of the Oakland political
system ié inadequate because, as a taxpayer, he is getting nothing
for his money:

Neighborhood Organization Chairman: The poor pay, but they don't

get anything for it. They get the poorest service, the poorest
streets, the poorest schools--anyone can tell., It's ridiculous
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we have to live this way . . « The tax situation is deplorable
as to what we get in return,

Another respondent, however, thinks Oakland is providing adequate
services but has not received credit for it:

College Official: I rather suspect they are doing all they have
to. Things like repair of streets, sidewalks, maintenance. . « «
I think Oakland has done a lot of things it hasn't recelved
credit for~~for example, the Oakland Coliseum Complex, the Air-
port, the industrial development that's under way.

Obviously these two respondents do not agree on the adequacy of ser-
vices, Whether this discrepancy represents an actual difference in
this distribution of services is beyond my purview, but it is quite
clear that the above néighborhood respondent perceives that there
are differences and this colors his evaluation of the City:

You go up to the hills and see the street cleaning and the clean

gutters and all the lights working and all those parks and nice
schools, and then you look around--and what do you see?

Self-concept, Although it is empirical nonsense to conceive

of a city as having a negative self or identity concept or exhibiting
sympﬁoms of an inferiority complex, our respondents discuss Oakland as
if the City were a neurotic person feeling somewhat inferior to its
glamoroué sibling, San Francisco. A businesswoman makes the same
diagnosis: ", ., o, all Oakland needs is some pride, This darned in-
feriority complex!" However, this social club leader does not have
much pride:
I do feel that Oakland is very slow in many ways, like in their
business, Compared to San Francisco, well, no wonder people go
to the City (San Francisco) to shop . o « I can't understand a
city like Oakland, We'fve always said we're the bedroom of San

Francisco . » » We should be more alert about having things over
here. Oakland's a sleepy town., It's dull.
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A negative concept of the City can also be expressed in more con-
crete terms which are also linked to inadequate servicess

L Business Organization President: Oakland has let the quality
of citizenship go down . . . There's more ¢rime and undesirable
and run~down neighborhoods and streets than there ought to be
in a ¢ity like this. The nicest areas are around Lake Merritig
people don't want to go down there as they don't feel safc at
night,

But things are getting Dbetter for some:

Business Association President: In the last few years we've
done something and are beginning to do more, but before that we
took a back seat for years to San Francisco, Now that things
are changing, lots has got to be doune,

And for a few, Oakland is doing even better than San Francisco:

Service Organization Past President: They're doing a fine job;
they are ahead of San Francisco by a long shot . . . Like that
Oakland Coliseum Complex, They're making progress, nol like
that big city, San Francisco (where) there's a lot of yack-yack
and they never get anything done,

Eighty~four percent of the citizen~leaders do perceive Qakland
in essentially negative terms. I have showed the egtremes, the poor
and the good evaluations, to indicate the dimensions of performance
which citizen~leaders use, For different reasons, citizen-leaders
come toéether to feel that Oakland needs improvement, The signifi-
cance oéiprevailing diécontent lies in the expectation of stimulating
demands %or an expansion of public services, Whether such demands
would also result in a correlative tax policy is an open question,
Civic discontent is not necessarily a determinant of citizen support
for increased taxes even though such discontent is a major condition

for increased demands,

Will citizen-leaders pay more because they use City services?

Before talking with the leaders of Oakland, I had felt that a

citizen's use of City services and facilities would be quite important



in explaining the citizen's tax and expenditure preferences, Obviously
the user of a facility or service provides a built-in constitvency for
stable or increased expenditures, In this section, however, T will
show that leaders do use City facilities but that use is not simply
related to support for increased expenditures.

Citizen-leaders say that they use Cify facilities and services,
They are quite aware of less visible serviées such as sanitation ser-
vices and the pbtentiai value of fife and police protection. Théy are

users of the library, parks, and recreational facilities (Table 7-8),

TABLE 7-8
CITIZEN~-LEADERS USE CITY FACILITIES AND SERVICES

Frequency of City Services Mentioned Specific City Function Mentioned
No, of No, of
Services Respondents Percentages Function Frequency
0 3 5% None at all 3
1 31 52 Culture & Recreation 42
2 20 33 Public Safety 21
3 4 7 Streets & Sanitation 14
4 or more _2 3 Other 14

_Total 60 1007

Only thr%e léaders claim no use of City facilities. Most leaders men-
tion thaé they use one‘and two services. Culture and recreation and
public safety are the City functions most often mentioned., The non-
resident leaders mention the use of City facilities with the same
frequency as residents. The commuter, in other words, does realize
that he is being provided services, The point is that almost all of
the leaders are aware of and mention using City services.

I would expect that the user of a service might know the

service’s deficiencies and thus would be willing to spend more on
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that service. However, as in Table 7-9, it is evident that users are
not the ones who want to spend more on the service they use since only

about one-third of those who use a service also want to spend more on

TABLE 7-9
USERS DO NOT WANT TO SPEND MORE

Leaders who did not

Leaders who mentioned use . mention use aund
Service and want to spend more want to spend more
Culture and Recreation 33% (N=42) 177 (N=18)
Public Safety 29% (N=21) 38% (N=39)
Streets and Sanitation 29% (N=14) 229 (N=46)

that service: what support fér increased expenditures that exists is
just as likely to come from non-users. Thus, if a City official plans
to create support for expansion of a particular function, he might
conéider including non-users as well as users in his constituency,
We need to understand the conditions under which use is related to
tax support. It may be that use which generates no discontent is
related to keeping expenditures stable, On the other hand, users
who areiunaware of actual service levels and costs may be a source
of suppoét.

That ignorance of costs may be functional in supporting a
City facility is evidenced by the many positive references to the
Coliseum Complex, Twenty-five out of thirty-one respondents mentioned
the Coliseum favorably., These respondents think not only that the
facility is "just great" but that it is "going to bring a lot of
revenue in." Unfortunately, the City is now paying $750,000 a year

for the Coliseum with practically no return on its investment, There

<N
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also seems to be some confusion, evidenced in the interviews, as to
how the Coliseum was financed. A few respondents seem to reinforce
their positive feelings toward the Coliseum by believing that they
voted for its finmancing when actually the issue was never on the
ballot, 1In fact, one of the more knowledgeable respondents objects
to the method of financing precisely becauscvit was not put to the

voters:

<
<

It's basically wrong to usurp'the taxpayer's basic right to

¢ decide on large outlays of capital., 1It's a great project . o »
but the principle of the lease-purchase arrangement is funda-
mentally wrong. :

Only a handful of leaders actually understand exactly how the Coliseum

was built and financed., The majority of leaders do not understand and

could care less, The citizen-~leader uses the facility, likes it, but

does not understand that he is paying more than his admission fee,

Contrary to my own expectations about human behavior, citizen-

leaders will not pay more just because they use City scrvices, Use,

itself, may or may not be a condition for increased services and taxes.

The citizen-leader is just as likely to support a service he does not

use as one he does, Non-use and use based on ignorance, as in the

case of the Coliseum, are functional equivalents; both may lead to

1
i

support for expanded services, First the quality of use must be
defined béfore the rélationsﬁip between use and tax support will
become clear, The problem of support is not with the informed and
knowledgeable leader, for if he understands-the need he will support
increased taxes regardless of personal use, The problém of support
is with the uninformed. How does the experience of using City facil-
ities and services affect the uninformed leader's finanpial policy

preferences? If the experience leaves the leader uninformed, he
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may or may not be willing to, support expanded services. A little

bit of use may be dangerous, City officials who wish to raise the
level of recreational service should not rely solely on leaders, for
example, whose recreational preferences are determined by an occasional

trip to the zoo,

Citizen-leaders will pay more because they want to spend more

Citizen-leaders want to'spénd more, The typical leader sug-
gests several specific service areas for increased spending; he either
rejects the»notion of spending less or cannot make specific recommend-
ations for cutting. He is diécontented with City performance, so he
wants to spend more, Because he sees the connection between services
and taxes, he may even be willing to pay more, Leaders, however, do
not agree on where to spend.

A majority of citizen-leaders (fifty-four percent) suggested
at least two areas fof increased spending. Only six respondents

make no suggestion for increased spending, In other words,
ninety ﬁgrcent of citizen-leaders make at least one éuggestion for
increaseé'expenditure,. The average number of service areas mentioned
for incréased spending is 1,8, I had asked, "Where should the City
spend more to meet the needs of the community?" Practically all of
'the‘responses_are quite'specific: more for police salaries and uni-
forms, better lighting, more street repair, more on parks, more for
schoolbooks and teachers, more to bring business here, But as I
have said, there is no consensus with the possible exception of
schools, which is each group's second choice. This can be better

seen if the respondents' preferences. are divided by race and resi-



dency as in Table 7~10. White residents want to spend more on puBlic
safety. Non-residents want to spend more building up and atlracting

business and industry. Non-white residents want to spend more on the

TABLE 7-10
NO AGREEMENT ON WHERE TO SPEND MORE

Spend more on Race and Residency
Service Area: White/ White/Non~  Non-
Resident Resident White*  Total -

Education 14 5 6 25
Public Safety 16 3 2 21
Business and

‘Industrial Development 8 7 3 18
Culture and Recreation 11 3 3 17
Streets and Sanitation 9 2 3 14
Poor and Poverty 4 3 7 14

*In the sample all non-~whites are residents

poor and poverty. This latter category is not strictly a City function
or service but a specific target for City services. It is, however,
mentioned as a specific area for spending, For example, a leader of
a professional association thought the City should spend more
in cleaning up some of the slums and in speﬁding more in working
with people who are on welfare to help these people find a useful
role in life, There's a massive problem with our socio-cconomic-
ally deprived people. g
|
ﬁhen the question is turned around by asking "In what areas
is the City spending too much money?" and "Are there any services
which the City provides which should be cut out?", two important
things happen, First, respondents are not likely to identify spe;ific
- City services for cutting, Instead they talk in terms of the City be-
ing inefficient, cutting out the fat and waste, and spending less for

the poor or those on welfare, Second, over half of the sample either

cannot think of a service to cut or rejects completely the notion of
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spending less (Table 7~11). It has to be granted that more knowledge
of City activities is required to know where to cut than to kuow where

to add, which may in part explain the lack of specificity and the

TABLE 7-11
SHOULD THE CITY SPEND LESS?

Race
Spending Too Much On: White Non-~White Total
Waste, Red Tape, and Fat 6 4 10
Poor and Poverty 8 0 8
Waste and the Poor 7 0 7
Specific City Activity 6 o0 5
Yes ~ Subtotal 27 4879 4 407 31 47%
Can't think of any 10 2 12
No 15 1 16
No, not spending enough 4 3 ) 7.
No - Subtotal 29 52% 6 60% 35 557
Total 56 1007 10 1007 66 100,

e R e e mma e

" But when these data are cone

number of "can't think of any responses.
sidered with the data on spending more plus the overall negative rating
of City performance, it seems reasonable to conclude that many (conser-
vativel?, at least one~-third to one-half) of the citizen~leaders want
to incrégse City services and spend more,

ﬁowever, will citizen leaders pay more for these increased
services? Unfortunately, I did mot have the foresight to ask that
question., But I believe that many of these leaders would be willing
to pay increased taxes. For one reason, leaders who do not want to
~ spend less also support increases in a greater number of tax sources
than leaders who definitely believe that'expenditure levels should

be cut, Secondly, leaders who are unwilling to spend less have better

tax comprehension and make the connection between taxes and services
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more often than leaders who want to cut (see Table 7-12). Although
the differences in the data are not as marked as they should be, they

do indicate by direction some support for my conclusion. When leaders

TABLE 7-12

CITIZEN~-LEADERS WHO DO NOT WANT TO CUT CITY EXPENDITURES HAVE BETTER
TAX COMPREHENSION AND MAKE THE TAX-~SERVICE CONNECTION MORE READILY
THAN LEADERS WHO WANT TO CUT

(a) (b)

Makes the Tax-~

Service Connection Tax Comprehension
Position on
Spending Less: Yes No Good Average  Poor
Yes, let's cut 21 40% 10 71% 8 36% 14 52% 9 53%
No, we can't spend less 31 60 4 29 14 64 13 48 8 47

Total 52 100% 14 100% |22 100% 27 1007 17 100%

who understand the connection between taxes and services do not want
to spend less and may want to spena more, they may also be willing to
pay more,

To summarize the preceeding few sections, citizen-leaders are
unhappy with the City as it is; they want change because Oakland needs
improveinentn Many of them want to spend more and understand that they
have to‘pay taxes for increased expenditures., They want the money

i
spent efficiently and without waste, However, while there seems to be
sentiment for raising the level of service, there is not much agreea‘
ment on priorities for allocation,

- Who will pay?

13

The purpose of this and the following section is to identify
that part of the Oakland community which is attentive to financial

and social issues, These leaders make up the potential support



nucleus for increased taxes and spending. In.the subsequent section
I will identify the support nucleus on the basis of awarencss of fi-
nancial and social problems, In this section I will assess the sig-
nificance of several variables for defining the support nucleus.
These variables include: (1) civic respomsibility, (2) specific re~
 sponse content, (3) race and residency, and (4) the leader's organi-

zation.,

Civic responsibility. Oakland citizen~leaders are civic-

minded, but it is an open question whether this civic attitude is a
reliable index of support. There are some people in every city who
place the quality of community life as an argument in their utility
function., Supposedly citizens with public-regardingness or civic
responsibility will provide a built-in core of support for service
expansion and tax increases.8 Most of Qakland citizen—ieaders are
willing to accept the City's tax burden, as is clear from these
statements:

PTA-President: Well, if it becomes a necessity, I'1ll go along.

I might fuss and fight and cuss and get mad, but if we need it,
we need it! , . . If it has to be done, it has to be done,

Civic Affairs Group Presidént: I don't mind paying taxes,
They're rising year after year . . o but if it's for a good pur~
pose, I don't mind,

Service Organization President: We're all aware of the fact
the terrific burden taxes are, but you can't have quality ser-
vice unless you pay for it,

Neighborhood Association President: I'm willing to go along with
any kind of taxation . . . No matter where we tax, there will
always be people objecting, and what do you consider fair anyway?
You say you shouldn't tax property and the other guy will say
okay, but then where do you shift it to then? My point is this:
if you do a good job with the money collected already, we won't
worry about how you get it if it's well spent and for the right
objectives,




Leaders will pay more, but the opecrational question is when
and for what, Civic types emphasize need, purpose, the right objeci-
ives., How is the City official to distinguish the substance from the
rhetoric when he wants to push a certain program or get a new tox
accepted? One leader's right objéctive may not be the same as another
leaderts purpose. The point is that civic responsibility is not a
general hunting license but becomes‘defineé in the context of the pur-
sual of a particular policy. Eyen”if civic responsibility were oéer~
ational in a general sense, each citizen may still differentially place
it in his utility or preference function. The limitations of civic
virtue should be considered when officials seek support for tax in-

creases,

Specific response content, I have pointed out in a previous

section the importance of tax comprehension., Leaders who can respond
to general financial questions with specific tax recommendations such
as an increase in the sales tax, indicate that they have the requi-
.

site knowledge., Leaders who cannot be specific will probably not be
in the gupport nucleus. To give these statements some context, let
me defing two variables,

éirst, the dependent variable is willingness to accept tax
burdens or succinctly, tax support. In the interview, the leader
was asked his position on seven different sources of revenue.' Citi-
zen~leaders are quite positive in their responses for a majority of
the sources suggested to them, For thé total sample a weighted
average of 3.7 sources elicited positive responses. On-a percent-

age basis there is considerable clustering between two and five

sources, as is shown by the frequency distribution in Table 7-13,



TABLE 7-13
DISTRIBUTION OF POSITIVE RESPONSES

No., of Revenue Sources Percentage of
Given Positive Response Respondents
3%
5
20
30
21
18
3
1007, (N = 66)

=0 WSO

I assume this weighted average can be taken as a crude measure of tax
support. In other words, for discussion purposes, I am saying that
the number of taxes supported by a leader is equivalent to his will-
ingness to accept existing and increased tax burdens, If a leader is
not willing to pay more, he will tend to react negatively to the sug-
gestion that a particular revenue source be increased. So the depend~
ent variable, tax support, is defined by a weighted avérage of the
number of revenue sources given positive responseé by leaders, Con-
sideriné the :crudeness of the methods, the clustering around the

mean (see Table 7-13), and the likely problems of validity of the

§
H

measure, ‘I will use mean tax support to indicate only direction or
the ranking of tax~support.

Second, the independent variable is specific response content,
A specific response 5y a leader is simply his suggestion for a par-
ticular source of revenue when asked, "If the City needs money, where
should the City get it?" Over seventy-six percent of citiéén—leaders
make specific suggestions, Table 7-14 shows that twenty-one leaders

suggest the sales tax. To a lesser extent income tax, subventions,
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property tax and bonds are mentioned,

TABLE 7-14
CITIZEN-LEADERS TEND TO DIFFERENTIATE
BETWEEN SPECIFIC SOURCES OF REVENUR

Suggestion No, of Respondents
Sales Tax 21
Cigarette, Liquor, Luxury Taxes 16
Income Tax (Commuter and Other) 10
Federal/State Subventions 9
Property Tax 8
Bonds 5
Other 2

Non-specific responses fall roughly into two categories.,
The first includes leaders who see taxation as a general object.
Sometimes the respondent uses the answer, "Only one way: taxes,"
as a shorthand notion for a more complex and differentiated coucep-
tion of a tax structure that becomes appareut as the interview pro-
ceeds, More often, however, the general regponse, "Taxes," is a clue
to financial ignorance, In either case, these statements are usually
accompagied by the notion of the people as the taxpayer:

Professional Association President: The fact is that they're
going to get it from the people, that's where,

\

Church Official: The basic source of money for a government is
the people who are governed,

PTA President: Where do they usually get it from?--The poor
damn public,

The second non-~specific category often rejects the notion that the
City might need more money. What the City has to do is to cut out
waste and frills and be efficient or at least spend the money differ-

ently:



Home-Owner Association-President: They have too many frills down
there somewhere, too many extras, maybe a couple of people they
don't need,

Business Organization Official: We have to be shown that they
need more revenue because I personally feel that with proper
procedures , . . they won't need more money.

When both variables are put together in Table 7-15, we see
that leaders who make specific suggestions on tax revenue rank high

in tax support, and leaders who make non-specific suggestions do not

TABLE 7-15
CITIZEN-LEADERS WITH SPECIFIC IDEAS ON TAX SOURCES SUPPORT
A GREATER NUMBER OF TAX SOURCES THAN OTHER LEADERS

Specificity of Response Percentage Mean Tax Support Ranking -
Specific 56% 1
Specific and Non-Specific 20 2
Non-Specific 21 3
Made no suggestion 3 4
(N = 66)

rank high in tax suppért. In‘other words, leaders who know something
about taxes will make specific suggestions and in turn will support
increaséd taxes. The capacity to make specific suggestions is an
importaﬂp component of tax-comprehension,

'\_

\
¢

Race and residency, If City officials promote a support

nucleus for increaséd tgxation, that nucleus will probably. have to
convince many of Oakland's white residents that expenditures and taxes
should be raised, Many citizen-leaders who are white and residents

"~ of the City believe that City expenditﬁres can be -cut, Table 7-16
éhows that it is the non-white residents (they also pay taxes) and

the white non-residents who believe that the City‘cannot spend less,

which I have interpreted as perhaps being associated with a belief



TABLE 7-16
WHITE RESIDENT CITIZEN-LEADERS WANT TO CUT CITY SPENDING

Race and Residency

White White Non-
Position on Spending Less Resident Resident Non-White
Yes, let's cut 23 58% 4 25% 4 407
No, we can't spend less 17 43 12 75 _6 060
Total 40 1017 16 100% 10 100%

that services should be expanded. White non-resident leaders aléo
rank high on the tax support measure while non-white residents are
average in tax support. One reason why non~white leaders may not
have a correlative tax policy to support their desires for expanded
services is that they are quite negative in their evaluation of City
performance, White leaders are more positive in their evaluvation of
the City than are the non-white leaders. The non~white respondent
feels he is not getting anything out of his taxes now and questions
why he should pay more. He wants services to increase, but until they
do he is not willing to increase his tax burden. The white non-resi-
dent légder is relatively sanguine about the prospects of the City;
he is Willing to pay more, Fo? perhaps different reasons both non-

whites a@d non-resident leaders will be in the support nucleus,

The organization, The type of organization the citizen-leader

represents is guite important in explaining his views on spending, his
contact with City officials, and his tax preferences, This section
will illustrate how small the organizaﬁional base of the support nu-
cleus is, For example, only about half of the leaders répresent or-
ganizations that have views on finance. And only about one-third

(twenty-three, to be exact) of the leaders indicate something beyond

)



a casual contact with relevant City officials. This is not to say
that other leaders have no opinions on finance, but it docs open the
question of whose preferences are taken into account in making tax
policy. As we will see, it is the business and, to a lesser extent,
the neighborhood groups who have views and contact City officials,
That a person is a leader of an organization is no guarantec
he will have opinions on taxes, Nor do ali organizations care about
City finance., Taxes, expenditures, and City finance are subjects for
the City Hall specialist and for the person who has some nécessity to
learn about such things. For an organization to care about City fi-
nance or to care enough to have official views on the subject, City
finance has to be relevant to the purpose of the organization. There-

fore business and neighborhood organizations have such views and the

other organizations represented in the sample do not (Table 7-17),

TABLE 7-17
BUSINESS AND NEIGHBORHOOD ORGANIZATIONS HAVE OFFICIAL VIEWS
ON CITY FINANCE

' Does your organization have views
about City expenses and revenue?

i

i

Qrgénizational Type Yes No
Business 15 449 4 139
Neighborhood 10 29 3 10
Other 9 _26 23 77
Total 34 .99% 30 1007

In fact, holding views on City finance may be too close to politics,
an area of potential conflict for some organizatioms.. As one women's
club president puts it:

We strive not to take a stand too much on politics and religion,
mainly because the club consists of conservatives and liberals and
there is nothing in between, Such a stand would tend to be divisive
in these matters . . . However, . . . we do a lot of grumbling on
City expenses,
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Another ‘social club president has similar feelings:
The elub has never gotten into politics, In fact, we are very
careful in our meetings to be bi-partisan. . . . We're very
careful, particularly about controversial things.

When an organization considers City finance significant, then
that organization provides a frame of reference for the leader and his
opinions, Citizen-leaders view City finance through oxrganizational
glasses., PTA and other education-oriented respondents express con-
cern about school finance and the difficulty of and the need for
passing bond issues, Or a motel association's leader responds to a
general question completely in terms of the transient oceupancy tax:

We just got through a big battle over the room tax, This went
into effect two years ago. - » » Prior to that it was mentioncd
for two years before that; we fought it for six months, and the
Council dropped it; then they brought it up again and we fought
it all the way, but it became law, Out of the fight we gained
a couple of things.,
The respondent goes on to explain that the funds are earmarked for
convention and tourist promotion and that the motel owners have
representation on a Mayor's committee to recommend allocation of funds.,
L}
‘Leaders who have some reason to be concerned about City finance

exhibit a marked difference in amount of contact with City officials,

As we seé in Table 7—18, listening to a Department official speak is

TABLE 7-18

CITIZEN-LEADERS WITH VIEWS ON CITY FINANCE
HAVE CONTACT WITH CITY OFFICIALS

Does your organization have views
about City expenses and revenue?

Contact Yes No
"Some" to "great deal' 32 94y 11 399
"None" to "Just for speakers” 2 6 17 6]

Total 34 100% 28  100%
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the maximum contact experienced by leaders without financial views.
However, leaders who do have something to say about City finance have
"a great deal' of contact with City officials. As a target area
comnittee chairman puts it:
You've heard the saying, "As long as you keep quiet, no one
knows what's bothering you, but when you holler, everybody
knows'"~~well, we holler,
Contact is for the few, only about one-third of the leaders have a
great deal of contact, and eleven percent of the respondents' only
contact with City officials was to hear a guest speaker from the

City (see Table 7-19)., However, even speaking engagements can have

a marked effect on the individual's perception of City finance, For

TABLE 7-19
LEADERS OF BUSINESS AND NEIGHBORHOOD ORGANIZATIONS
HAVE CONTACT WITH CITY OFFICIALS

Contact Business  Neighborhood Other _Total
"A great deal 13 68% 6 437 4 13% 23 36%
"Some" 5 26 5 36 12 39 22 34
"Just for speakers" 1 5 0 0 6 19 7 1
No contact 0 0 3 21 9 29 12 19

‘ Total 19 99% 14 100% 31 100% 64 1007

example,ihere is a respondent who missed the speech but got the message:

I should have been able to hear the City Manager., I was on the
Rotary Program Committee and was responsible for the January
program, We had him there to speak and he hit very heavily on
finance, But I was out of town or I'd have more to tell you,

I know that financial problems are great and I know why: property
taxes are diminishing, freeways are taking land, houses are being
torn down, people are moving out, Land that would be bringing in
City property tax is not., The City Manager sees everything in
terms of property tax income,

Contact is for the leaders who- represent organizations with
official views on City Finance., In Table 7-19 we can see that the

business and neighborhood leaders are in the high categories of con-



tact with City officials., The sequence is clear, First, business
and neighborhood organizations have official views on City finance
(Table 7-17). Second, leaders who represent organizatiéns with offi-
cial views have high contact with City officials (Table 7-18). There-
fore, business and neighborhood leaders have high contact with City
officials (Table 7~19),

Contact with particular City officials varies by the leader's
organization as Table 7-20 indicates, Business leaders have contact

with the Mayor, Council, City Manager and Departments., Neighborhood

leaders have contact mainly with the Mayor, Council and Departments.,

TABLE 7-20
LEADER CONTACT WITH PARTICULAR OFFICIALS VARIES BY ORGANIZATION

City Official Contact¥

Leader's Department/ Mayor/ City
Organization Commission Council Manager
Business 15 15 12
Neighborhood 9 8 1
Service 10 5 0
Social/Professional -5 3 0
Other 3 2 0
:Total Contacts 42 .33 13

*Oflthe 49 respondents who indicated contact with specific offi-
cials, over half made plural responses,

1

Service and social and professional leaders have contact mainly with
Departments., The léss a leader is concerned about City finance, the
more likely he will have contact only with Departmental officials,

There is no doubt that busines; leaders care about Citf)financea
' However, are business leaders part of the support nucleus for increased
levels of service and taxes? Manyvbusiness leaders will not be part of

the support nucleus., They do support a greater number of different

taxes because they are anxious to find alternatives to the property tax,



Business leaders are two-to-ome against the property tax., However,
business leaders in the sample want to cut City expenditures (see
Table 7-21), Business leaders have more contact with the City
Manager than other leaders. Business leaders are in agreement with

the City Manager that the City can be more efficient. The City can

TABLE 7-21
BUSINESS LEADERS WANT TO SPEND LESS

Leader's Organization

Position on

Spending Less: Business __Other

Yes, let's cut 13 68% 18 38%

No, we can't spend less 6 32 29 62
Total 9 100% 47  100%

cut costs and hold the property tax rate stable, Thus business lead-
er; are interested in City finance, but their interest does not nec~
essarily lead to expanded services, Efficiency, not taxes, is their
motto,

In this section I explored some aspects of the questionm,
"Who wf}l pay?" Again I stressed the importance of tax comprehension
by intr&duciﬁg the concept of specific-~response content.. I also felt
that forEOakland the sﬁpport nucleus for service and tax expansion
probably should include non-residents, Finally, I warned against
relying on civic virtue or responsibility and I also pointed out the

circumscribed interests of concerned business leaders, In the next

section, I will further specify the support nucleus,



The importance of being aware~-the potential support nucleus for

social chamge

City officials cannot remedy Oakland's social, economlz, and
political problems without considerable community support. 7o give
such support, citizen-leaders have to be made aware that there are
problems, This section shows that only a minority of Cakland's cit-
izen~leaders are aware of these problems,

By examining the total interview, I coded the sample on two
dimensions, The first dimension indicated an awareness of the re-
venue "crisis" of the City which was called financial awareness. .
The secorid dimension indicated an awareness of the problems of the
poor, poverty and business in depressed areas of the City; this
dimension was called social-economic awareness, As an example, this
teacher, a professional association leader, succinctly indicates an
awareness of both dimensions:

» » o there are serious financial problems. , . . The City is
in trouble because the tax rate is such that it is not adequate
to relieve the City's problems, We have slums to clean up and
massive problems of similar sorts,

Or this}Chamber of Commerce member, who has a slightly expanded view:
Oakland is like many center cities and has very severe financial
problems, This is partly because you have an increasing number
of impoverished people coming into this area where there's hous-
ing available that is all falling apart and cheap to rent. And
the middle~income people are moving out to the suburbs .,
Throughout the United States, the downtown city areas are becom-
ing home to the old and the poor segments of our population, to
the various ethnic and Negro groups, and this creates problems,

As we can see in Table 7-22, leaders who perceive both prob~
lems constitute only thirty-five percent of the sample, More often,

respondents will be aware of neither problem or only aware of one of

them. For example, this professional association leader secs only



the financial problems:

Property values are way down, and the City doesn't have the
gross income it should have, But considering the drawbacks,
we're in pretty good shape,

Those respondents who see the City's problems only in financial terms

will complain about the high tax rate and that taxes are outrageous.

TABLE 7-22
A MINORITY OF CITIZEN-LEADERS HAS AWARENESS OF BOTH @'
FINANCTAL AND SOCIAL-ECONOMIC PROBLEMS

Problem Awareness Percentage Number
Financial and social-~economic 35% 23
Financial only 17 11
Social-economic only 15 10
Neither 33 22
Total 100% 66

Those who are aware of the economic and social dimension complain
ébout the lack of business and industrial development such as the
need for a new produce center or a convention complex, or the neigh~
borhood leader will perceive the problems in terms of his constituency:
In Oakland there aren't enough jobs for people, especially our
Negro and Mexican poor . . . We do have a critical situation,
We'd hate to say we're ready for another Watts, but it's the
onlx thing you do or say to be heard these days.
Awareﬁes; of both problems is greater among the white non-residents
(nine out of sixteen) than the other respondents, Non-whites show
a greater social-economic problem awareness than resident whites,
Moreover, four out of ten non-white respondents have awareness
. of both financial and social-economic problems while only ten out of
forty white residents are aware of both,

As we have seen in the previous analysis of business leaders,

financial concern does not necessarily mean social concern., In gen~



eral, contact with City officials, official organizational view, and
tax comprehension are all related to financial awareness but mnot to
social-economic awareness. Respondents who have contact with City
officials have a greater awareness of both problem areas than those
leaders with minimal or mo contact, This relation is particularly
pronounced for those with financial awareness (Table 7-23 a). As I
expected, the greater the tax comprghengioﬁ, the greater the financial
awareness (Tablé 7-23 b); tax cpmpféhension is not related to soéial
and economic problem awareness, Similarly, respondents from organiza-
tions that have an official financial view have more awareness of the
City's financial problems (Table 7-23.c)., There is no relation be-

tween organizational view and social-economic problem awareness.

TABLE 7-23

THE GREATER THE CONTACT WITH CITY OFFICIALS, TAX COMPREHENSION, AND
MEMBERSHIP IN AN ORGANIZATION WITH VIEWS ON FINANCES, THE GREATER
THE AWARENESS OF THE CITY'S FINANCIAL PROBLEMS

Finan- :
gl (a) (b) )

lem { Otganizational
Aware-|= Contact Tax ' View on City
ness A Great Speakers/ Comprehension Finances

Deal Some None Good |Average| Poor Yes No

Yes 19 83%) 9 417} 6 32% (17 77%|13 48%) & 247322 65% 10 33%
No | 4 17 |13 5913 68 | 5 23 |14 52 |13 76 |12 35 PO 67
Total |23 100%{22 100% 19 100% |22 100%|27 100%| 17 100%}3% 100% [30 100%

Financial awareness also affects a respondent's views on who
should pay. Those respondents who are aware are more likely to ex-
press the "complex" or "segment™ notion than those who are not aware,
Those respondents who are not financially aware tend to employ the
"fair share™ concept of everybody-pays. One interpretation might

be that since the fair share respondent does not perceive that City
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taxes are high and that the City is operating under severe fipancial
constraints, he is unlikely to feel the tax burden in persomal terms;
and so he is not motivated to have some other segment pay or to seek
a broadening of the tax base as the complex types do. He thinks he
pays his fair share and expects others to do the same,
As T expected, the respondents who have éwareness of the

social and economic problems of the City do not want to spend less or
to cut out services; indeed, it is these respondents who mention morve

services and increased spending, as is shown in Table 7-24,

TABLE 7-24

CITIZEN-LEADERS WHO ARE AWARE OF THE CITY'S ECONOMIC AND SOCIAL PROBLEMS
ARE MORE LIKELY TO WANT TO INCREASE CITY EXPENDITURES
THAN THOSE LEADERS WO ARE UNAWARE

Social and Economic
Problem Awareness

Position on Spending Less: ~__Yes No

Yes, let's cut 11 33% 20 61%

No, we can't spend less 22 67 13 39
Total 33 100% 33 100%

No, of Services for Which
Leaders. are Willing to
Spend More:

0_11 10 30% 20 61%
2-3+ 23 70 13 39
: Total 33 100% 33 100%

The twenty-two respondents who are aware of QOakland's social
and economic problems and reject the suggestion of spending less rep-
resent the support nucleus for increased spending, This nucleus,
however, starts shrinking when we discéver that six leaders do not
have financial awareness and that of the sixteen left only fourteen
see the connection between taxes and services, This twenty percent

of the original sample is quite a distinguished group., They come



from a variety of organizations (only four from business); half of
them are non-residents; half have "good" tax comprechension; about
a third have "a great deal' of contact with City officials; almost
all of them evaluate the City as "needing improvement"; and they
support a greater number of tax sources than the average respondent,

Another way to estimate the support nucleus is to return to
Table 7-22. Thirty-five percent of the saﬁple of citizen—legderg
are aware of both dimensions of Oakland's problems as I have defined
them,. I believe that an awareness of both dimensions by citizen-
leaders is crucial, To have only partial or no awareness could be
damaging to any effort by the City to change fiscal and expenditure
policies, Comnsidering that the sample is supposedly representative
of the higher-class, more educated, and higher occupational status
element of Qakland, the fact that sixty-five percent of the sample
does not have the requisite awareness is disappointing. From the
information in Tables 7-22 and 7-24,1 estimate that those who belong
to the potential community support nucleus for increased spending and
yet havé some comprehension of current fiscal conditions constitute
twenty fq thirty-five percent of the sample.9

As the reader can see, the question whether leaders would
support tax increases is difficult to answer, It may be that tax
support can only be defined in terms of specific referendums and
issues. Nevertheless, the composite picture I draw of Oakland lead-
ers disturbs me. On the one hand, there is a group of business lead-
ers who have the knowledge to understand the complexities of taxation
but exhibit little social concern and want the City to spend less,

These leaders do not necessarily seek to minimize their own tax bur-
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den, but they are not overly concerned about expanding the level of
City services through increased taxation. On the other hand, another
group of leaders have the requisite social conéern but do not under-
stand the fiscal facts of life, These leaders want to expand ser-
vices but do not sufficiently appreciate Oakland's nc-moncy situation,
In general, leaders evaluate the City's performance as inefficient,
inadequate, and inferior when compared to its neighbors in the Bay

. Area, But unhappiness with City Héll is not necessarily linked to

an awareness of the City's major problems. Although the leaders!

tax comprehension and negative performance evaluations are imports

ant conditions for tax support, they are not sufficient., Unhappiness
with Oakland's major financial, social, and economic problems-probably'
is the central motivation forlleader support, To the extent that
Oakland's elites are not aware or are not sufficiently concerned with
these severe problems? the expectation for support for increased taxes

is considerably reduced.

Tax Preferences
In this sgcond Lalf of the chapter, I will discuss the tax
preferences of citizen-~leaders. If taxes are going to be increased,
the next question will be: what type of tax the leaders would prefer
to pay. Seven specific forms of revenue will be considered: (1)
sales tax, (2) federal/state assistance, (3) user charges, (4) state

income tax with sharing to the City, (5) property tax, (6) business



288

licenses, and (7) payroll or municipal income tax, The discussion
will begin with the most favored revenue source, the sales tax, and
will proceed in order of the leaders' preferences to the least favored,

the municipal income tax,

The sales tax--everybody's favorite

Citizen-leaders like the sales tax. Seventy-four percent of
them would increase it if taxes had to be raised (Table 7-25). ihis
support for the sales tax is not surprising because, as a general
rule, upper-income, better-cducated, and higher occupational status
citizens favor the sales taxelo In the opinion of the respondents,
the sales tax has all the virtues of the perfect tax. It is painless,
hidden, easy to administer, and above all, it is equitable because
everyone pays his fair share, even the people on welfare, Leaders
express some concern with its regressive aspects, but only a few

oppose it on these grounds,

TABLE 7-25
RAISE THE SALES TAX?

Position: Percentage Number
Yes, everyone pays, fair and equitable 15% 10
Yes, if it excludes necessities 8 5
Yes, other ' 52 34
No, it's regressive and:hurts the poor 6 4
No, other 17 11
Don't know 3 2
Total 101% 66

Support for the sales tax is based on a wide range of opinion,
Concern about regressiveness; effect on the poor, effect on business,

the definition of the tax base, and ease of collection are all expressed



by citizen~legders. After briefiy indicating each concern, I will
conclude by showing how support for the sales tax extendg to excise
taxes.

As T explained in Chapter II, the sales tax in California is
not regressive, However, some leaders believe it is and comscquently
reject the sales tax 6r defensively accept it., This college executive
is in the minority who reject it:

Well, I am basically opposed to the sales-tax approach. In the
first place, the sales tax isn't a tax the City can controly the
State handles it., There's a redistribution that goes back to the
City and the County, and this is of course the most regressive tax
there is and really puts an unfair burden on those less able to pay.

A representative of the poor clearly states his objection:

It would be bad. A lot of people here can't eat now for the
little money they are getting, and they can't buy all they
need now,

The following leaders defensively accept it:

Chamber of Commerce Executive: There's always been a heavy
feeling against it (by the Chamber), Personally, I think it's
more equitable than the others; the sales tax is alleged to be
a regressive tax in its effect, which I deny persomally,
Business Assocfiation President: Well, I think the sales tax
hits everyone's pocket fairly equally., It seems that way to
me, though they say it hits the poor guy more, but I don't see
how . « o It still seems based on what people will buy, If
people will buy luxury items they pay for it,

Social Organization President: Everybody has to pay it; it
means that everyone is paying rather than the property owner.
You read in magazipes and newspapers all the time that say
"this is the tax off the poor and it lets the rich off the hook,
but I'm not that much of an economist to say whether that's
good, bad or indifferent,

Businessmen support the sales tax as long as they are not put at a
-disadvantage, As one business association leader says:
Wearing my merchant's hat, I would be reluctant to support a
City sales tax increase if this City was the only one in the

area that had the increase, I think we'd be penalized, If
done on a county- or state-~wide basis, T would personally sup-



290

port it . . . assuming that funds were needed and put to a
good use . . o But nmot to isolate Oakland as being the ouly
one in the area with an additional tax.

However, there is some disagreement over the definition of
the tax base:

Social Club President: I'm against the sales tax if it's un-~
limited, They shouldn't put a general sales tax on such neces-
sities as food and medical services. Taxes like this aren't a
fair tax; the poor people have to pay more., It should be on
luxury items, like automobiles, TV's, radios.

Merchants Association Executive: 1'd say the best source of
taxation is something that is equitable, like a sales tax,
Eliminate any type of tax that requires a tax consultant to
figure them.out, You should pay as you go. The sales tax
accomplishes this easily. People who spend more, pay more.

The City should tax services as well as products, They could
put a blanket tax on everything and by doing this could be able
to cut the tax rate, Even food should be taxed except for those
people who couldn't afford it,

In discussing whether food should be taxed, one club president says:
What's the difference? Whatever they include, they include,
Let's say a person is on relief, If sales taxes do go on every~
thing, eventually their income or relief has to go a bit higher
to pay for it. The relief people will make up the difference,

One of the virtues which the respondents stress, besides jts
being fair and equitable, is the ease with which you can increasc

the sales tax.

Neighborhood Association President: People wouldn't holler for
a pénny or two higher.,

Neighborhood Association President; It's the most painless'way
of raising revenue.

Non-City Government Official: . You couldn't increase the property
tax, but another penny on the sales tax for something specific,
not general budget purposes, the people won't howl,

And as one foe of bureaucracyiput it, "It doesn't take another bureau~
crat to go ahead and do it."

Because everyone pays and since it's small and does not hurt,



citizen-leaders believe the sales tax to be a fair tax and give it
their support., These same notions, mixed with a little morality,
are extended by the leaders in support of excise and sumptuary taxes,
In addition to the present cigarette tax, citizen-leaders would like
more people to share the burden by including liquor and horseracing.
For example, one businessman who is upset with the welfare burden
sayss:
Yeah, taxes on liquor, cigarettes and horseracing, . « « I'm
trying -to reach the person who is not paying taxes in Oakland
« « o the person who doesn't have any money invested in Oakland--
they will have to pay their share,

Other respondents, whether they use them or not, see liquor
and cigarettes as non-essentials, as luxuries for which the individual
could afford to pay. There is no concern about the possible regressive
aspects of these taxes, while there is concern about the social prob-
lems associated with alcohol consumption, particularly among the few
lower-class respondents. A PTA president puts it nicelys

I'm for the cigarette and liquor tax, especially liquor, not

that I'm~-well, I like a drink once in a while myself; I'm not

agin' it, But liquor creates so many problems--lack of work,

problems to the family, that takes funds from the community-~

that I would be for increasing it a good deal, the tax on liquor,
Support for excise taxation is based on a set of diverse criteria

. i
involving morality and restricted consumption, notions of ability to
pay and of luxuries, and simply as a revenue-seeking device to "get
the consumer,”™ Taxes on consumption, such as sales and excise taxes,
are popular among citizen~leaders because these taxes give the illusion
of equity. Certainly leaders want to spread the burden, but they want

to spread it fairly, Support for consumption taxes allows leaders to

believe that they are doing both,
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Should the City rely on State and federal agencies for financial

support?

The respondents'! views on intergovernmental fiscal relations
give a perfect example of the desire to have one's cake‘and eat it
too. A composite picture rums like this: We cannot rely on big
- government; we have to be -independent and maintain our own preferences,
On the other hand, everyone's getting money from them and we have as
many problems, We have to get our falr share too as long as there
are not too many strings. So in principle I'm against it. I believe
in a strong local government, But of course in practice we have no

choice. The actual breakdown is shown in Table 7—26..

TABLE 7-26
RELIANCE ON FEDERAL/STATE FISCAL AID

Position: Percentage Number
Yes, let's get our fair share 13% 8
Yes, they have to for some problems 22 14
Yes, but with minimal strings and
maintenance of local preferences 8 5
Yes, but in principle they should not 11 7
Yes, other 19 12
No, fear of "outside" control 17 11
No, other 11 7
i Total 1017 64

P
i
i

Respondents who reject federal aid are less than one-~third of the
sample, They exhibit a slight ideological hangover when answering
the question, "Should the City rely on State and federal agencies for
financial support?":
Real Estate Association President:s All of that is more federal
control., That's closer to socialism. We got along fine without
it, but we are so close to it now it's hard to combat, The same

goes for the State; the more power in the central form of govern-
ment, the closer to socialism,




Neighborhood Association President: I would like to destroy
the bureaucracy as such. I'd like to put everything back to
the level of the common man, to run things with grass-roots
groups. I wish the federal government would get completely
out of the City and State governmments.

Many of the respondents view the federal level as the government,
but in so doing, they also express a fear of central government,
particularly of central government control{

Social Organization President: TheAState, yes; the federal gov-

ernment, not at all, Don't like to see the government in City
business, ’

Service Organization Vice-President: Your federal government
has grown so large that it's become top~heavy, and now some of
these moneys should go back to the cities or to the states if
for no other reason than to get away from the political pressure
this money always gives the party in power to use . . . It gives
too much power to the federal government, all this money.

Service Organization President: Negative, negative, negative, no!
Absolutely not. I think that this has become a problem with all
cilty governments~~that they're becoming more and more dependent
on outside support to take care of their activitiese, and all that
means is that you relinquish more of your own domain, If you
take money from the State or federal governmment, they're going

to want to control what you do with the funds,

As we move to those favoring federal and State aid, the re-
sponseélbecome more pragmatic, with less worry about control and more
concernzwith problems and fiscal solutions. The following statement
is typic%l of the transitional statement where principle and practice

are commingled:

Social Organization President: Generally speaking I'm not in
favor of that, Under the existing circumstances you almost
have to. The federal government has a giveaway plan and City
officials would be criticized if they didn't go after the money.
It's a fact of life and you've got to live with it, But in
principle, I'm opposed to higher governments returning money.

It just results in greater and greater governmental control.
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Here is a respondent who has made the traunsition:

Service Organization President: Well, I have no objection to
it--and I think that the fears of bureaucratic control of local
things are highly overrated. That doesn't happen at all . . .
Fundamentally, if you look at it, you raise the money where you
can get it, and you spend it where it's needed.

There is also an acceptance of the intergovernmental fiscal status
quos

Chamber of Commerce Official:s 'I think that now that the eggs
have been pretty well scrambled, no one will unscramble them,

Some respondents single out problems which they believe to
be of national significance, or a local need which is not being satis-

fied, as a means of rationalizing the acceptance of federal funds:
Chamber of Commerce Board Member: As distasteful as it is fox
me~-recognizing that the tax load right now is way beyond what
the average taxpayer should have to assume~-it's perhaps a right-
ful thing that a larger proportion of taxes collected by the
federal government should be returned to California for problems
in this area . . . not just for the bricks and mortar but for
the rehabilitation of the human element, too.

Another business respondent would use federal funds selectively., He
does not like the poverty program but believes that retraining is
essentiél in "depressed areas" like Oakland, and any "City sponsored
functioﬁ‘such as the hotel complex, if they can get federal funds to
build it, is okay." |
Other respondents want to make sure Oakland géts its share:
Civic Leader: There are federal funds available and we should

take advantage of such offers. If other cities are on the grab,

we should get our share, Of course, I mean for anything worth-
while, not to just get.

Néighborhood Association President: If other cities are getting
it, why shouldn't we? I don't think we're rugged enough to stand
on principle, ‘

Although there may be a few holdouts for independent home rule,

our Oakland middle~class, mostly Republican sample believes that to



some extent Oakland has to rely on outside funds, It is acéepted.
As a church official puts it:

Oakland . . . gets millions and millions from the federal govern~
ment. This gets down to the whole idea of federal spending,
whether you believe in it factually or as a matter of principle.
We've come to a point where federal money does fill certain gaps,
it's accepted,

Another indication that federal and State subventions are accepted is
that of those twenty-eight respondents whé'were asked whether Oakland.
should be aggressive in getting outside funds, ninety percent answér
yves or feel that Oakland is already aggressive, The feeling is that
the Mayor and City Manager are alert to these opportunities and that

Oakland should get all that it can:

Labor Official: They're pretty successful at it, They make
political speeches against it when they're running, but when
they get in office they try to get their fingers in the pie

as soon as possible, The last mayor, the one who is now in
jail, ran his campaign on "Give the government back to the
local people,™ but before he was even installed in office, and
before Congress had enacted those Demonstration Cities bills,
he flew to Washington to get some,

A neighborhood association president summarizes this section for us:

I think Oakland has been very aggressive, Without federal funds,
Oakland would have sunk right into the Bay.

Should y&u pay for what you use?

Citizen-leaders believe that a person who uses City services
should pay for them, Seventy-~one percent of the leaders favor increas~
ing user charges and fees, The problem with user charges is determin;

ing how far the City can go in extending this commercial procedure.
As a matter of principle, leaders support the concept of user chargés,
but leaders circumscribe its application when considering an actual

charge, The City is able to use these fees and charges because



200

citizen~leaders are not aware of them; user charges are hidden.

Once user charges are defined to the respondent in the inter-
view, they elicit favorable responses. Intuitively it seems fair to
‘the leader that a person should pay for what he uses, However, after
a few moments of reflection, many respondents will start to differen-
tiate between clientele and service., Increasing a particular charge
depends on who uses it, and whether he can afford to pay more; it also
depends on the type of service~-isiit a luxury that has a privéte com- .
petitor like a golf course? Sometimes the same person feels that the
City should recover its costs but not charge excessively to cut down
usage by the poor or children. Roughly about one-third of the lecaders
unequivocally support raising user charges, while another third qualify
their answer by the particular charge and a .final third are definitely

against such charges (Table 7-27).

TABLE 7-27
INCREASE USER CHARGES?

Positiohm‘ Percentage Number
1. Yes, should pay for what you use 17% 11
2, Yes,.it should pay for itself 12 8
3. Yes, only if the people can afford to pay 12 8
4, Yes, for some charges and not for others 15 10
(combination of 2 and 3) .
5., Yes; other _ 14 9
6. No, it's -double taxation 8 5
7., WNo, discourages use of facility 8 5
8, Noj other 14 9
Total 100% 65

"To pay for what you use" sometimes involves the benefit
principle; for example, a social club president is quite explicit.
in this reépect: "Whére it is to the benefit of the individual, I

think he should pay the cost.” But most respondents employ the



principle implicitly:

Business Organization President: You'd have the objection that.
you'd have just a few people paying taxes for the others, but
then they're using these things,

Neighborhood Association President: If he plays (golf), he
should pay. Yes, the user should pay.

Civic Leader:s It's fair for the people who use things to pay
for them. I'm for anything that will improve Oakland, like the
Coliseum. It seems reasonable that they should pay for what
they use. Of course, I feel sorry for the people who can't
afford things. I'd like everyone to have everything they want,
but we can't always do that,

There is also concern about the service being self-supporting,
-It is in this category that cost is somewhat related to pricing policy.

Chamber of Commerce Board Member: I think wherever possible people
should pay for what they use. That includes the park and recrea-
tional facilities, and golfing and the Coliseum Complex. . .

They should go at the market, Why should the taxpayers subsidize
them? Look at the golf course and things like that--you'll find
they charge less than they can. . .  The Building Department
should figure out what it costs to run an inspection, and they
should relate that to the fees,

The price, however, may be more related to what other communities are
charging and not to costs at all, The spokesman for the QOakland
Tribune comes close to actual City Hall practice:

I think it's pretty largely dependent on how our charges in this
field compare with those of neighboring communities. If these
charges are much lower than next door, you might easily be able
to raise them, '

The usual comment only stresses that the activity should pay for itself:

Professional Association President: I've always been for that.
For instance, I get infuriated about our Park System here, It's
excellent. . . « But they're always screaming for more money.
They should charge, and they'd probably even get more people,

I don't think it fair to say we're going to put in, say, a new
bus system, tell it to pay for itsel £, when the Park System
doesn't have to, There's no real reason for this, It should
pay for itself; everything else has to, o + . Why shouldn't

we pay 25 cents to get inj; it wouldn't hurt anybody, probably
not even the poor people, They're always saying we've got to
take care of the poor people, but these aren’t the people who
trip through the place anyway, probably,




But to our respondénts, paying for itself or being self-supporting
" does not mean that the charge can be used as a general source of
revenues

Service Organization Officer: I think it's all right, but only
if they use it for improving, say, the golf course; if they used
the green fees for keeping up the golf course, Only if it's for
improving the facilities--(otherwise) they might be taxing cer-
tain people who use these facilities on a regular basis to fi-~
nance other City things. You'd be putting a hardship on certain
individuals for the benefit of the whole,

Not all charges can be self-supporting, particularly when the charge
is for something which is viewed as an essential City service, such
as library access for the young or some service for the poor:

Neighborhood Association President: ' I don't think that anything
that's going to broaden a child's imagination should have a charge
that the very low income child can't afford, but the golf course-~
that's an expensive sport, sure, T don't think inspection fees
should be increased. Here you are dealing with basic necessities,
something the individual has to do to improve their property, Fees
should not be prohibitive, '

Neighborhood Association President: User charges, That's very
good. But the wealthy people are most likely to use these things
and they can afford to pay it, . . . but that makes it unlikely
for the poorer people to use these things. User charges would

be hard on poor people . , . Shouldn't have to pay for anything
to do with education--the library should be free. We need access
to 'all those books, and the kids should be able to use it all the
time,

i\

Throughout the answers to the user charge question, leaders
express the feeling that soon the government will be charging for the
air we breathe., Exasperated at the logic of user charges, a union
official exclaims:
« « » Then logically it would be fair for them to charge if the
Fire Department puts out a fire for you., Or if you ask the pol-
ice to catch a burglar--can you see a cop asking for five dollars
before he goes running after him? What is government for? It's
to give service, isn't it?

However, the same person supports raising building permits because

they are for the "convenience of the business." But a permit designed
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to keep a building safe "is not a fair way to raise money." Thus
there is a certain amount of ambivalence in the "yes" responses.
This is less the case in the "no" responses:

Business Organization Official: No, it defeats the purpose
originally intended in the idea of city functions; it seems
a duplication of charges and seems needless.- We make the
facility available for use by the public; we provide them
and then we charge again. No. ’

Neighborhood Association Chairman: They're too high now., The
average citizen shouldn't be double~charged. He pays taxes and
then he has to pay another fee ., . . It should be absorbed.

Some objections are raised because an increase in fees would cut
demand for already under-~utilized facilities:
Professional Association President: I wouldn't be for it, If

the City raises this, well, lots of groups who use things now
wouldn't use them and the City would lose.

Service Club President: Well, our facilities are¢ being used

s0 little now that I think we'd lose more than we'd gain., It
would be cheap economy. . . . We could raise Fairyland because
it's in such demand, but not facilities where there is no demand.

As one of the more knowledgeable respondents remarks, "You canfi pay
for a park just by a user fee " If you commercialize it too much, it
is no lbnger a park.

xﬁlthough there are isolated comments as to the potential
public i%ritation the City might incur if it raised charges, there
is little awareness of wha; the City actually charges, For example,
in answer to the question which charges might be eliminated, most
leaders camnot suggest any. A few do suggest parking meters as keep-
ing customers away from the downtown area, while others recognize

meters as a means to control parking but feel the City is overempha-

sizing revenue aspects:



It seems to me we are thinking of meters as a source of revenue,

not as a source of public service, I don't think they should be

thought of as revenue,
This emphasizes another source of citizen ambivalence--that many
charges carry dual functions; regardless of the legal niceties, a
charge can be both a regulatory and a revenue device,

What can we now say to our questiog, "Should you pay for

what you use?" The answer is "Of course, yes," However, it is a
"yes, but . . .F or a "yes, except”. « «" The benefit principle
tends to be clouded by people's beliefs about fairness, ability to
pay, and expectations concerning the output‘of the political system.
Just how commercial can the City become? It cannot be entirely com-

mercial or on a businesslike basis when:

a) the charge carries a dual revenue and regulatory function;

b) the charge is not levied because of the consensus that the
service is a public good which the political uystem should
provide for "free;"

c) the charge is for a service which is not used at capacity;

d) the charge will be set so that all segments of the popula-
, tion will be able to afford the service;

ef'the charge will be set on the basis of what other communities
charge and not on the basis of cost calculations.

With aligthese exceptions, the City is able to employ user charges
and feesebeéause people are generally unaware of them, -It is only
if the City makes a specific charge salient that these opinions come
into‘play; For example; suppose the City decides that there should
be a nominal entrance charge for the new museum. Support for this
charge would then depeﬁd on whether the individual thinks museums
ought to be free, whether he worries about poor children being exclu-

ded, and whether he has just taken a trip tc Europe and found out

that there museums charge fees,
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State income tax with sharing to the City-~latency in a2 tax preflerence
City officials prefer sharing taxes with the State; for .ex-
ample, California could increase the State income tax and then dis-
tribute a share of the revenue to cities. When presented with this
arrangement, citizen-leaders are slightly in favor of it. However,
leader opinion in this case is not well established and is illustra-
tive of latency in a tax preference.
Fifty-three percent of the sample favor this arrangement,
but the positive responses do not exhibit much depth or intensity.
These responses are usually clipped and seem to indiééte a lack of
thought, "It would be fair," or "I guess our'income tax s low now,"
or "might be least painful" are typical responses. Another indication
that opinion has not crystallized are the indifferent responses:
"We wouldn't be gaining anything——robbing Peter to pay Paul." Of
course, there are several respoundents who ﬁruly do not discriminate
and are indifferent to the various tax resource; suggested in the
questionnaire, However, in general, 1eédérs do have tax preferences.,
For exa@ple, after asserting that the property tax should be lowered
and thaglthe sales tax is preferable, this indifferent respondent
replies éo the state income tax question:
It doesn't interest me one little bit, . . . I have only four
pockets--one is labelled City, one says County, and the other
two say State and Uncle Sam, The few pennies left over go into
a coffee jar, and that's what I get to spend for myself., No
matter how they split it or how they claim it, it all comes from
me and I know it,
Some of the positive responses hinge on the respondent’s
positive feelings toward income taxes in general, There are comments

like "Well, that would not be regressive" or "I'm comfortable with the

income tax, where people do actually pay according to ability."
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The tax association respondent is more positive than the other leaders:

I would say that would, by all means, be thc best way ol doing
it. In fact, I'll carry it further and say that there should
be one tax at the federal level and they should apportion it
out to the State and then down to the cities, '

Citizen-leaders would rather have State aid than State shar-
ing. Most of the negative comments center around a suspicion that
not much money would come back because most of the revenue would be
eaten up in administrative costs. In addition, there is the fear
that the State will have greater control over local affairé.

Social Organization President: I am not in favor of the State
taxing and giving it back. . . « I am opposed to this for the
same reason I don't like the federal government levying a tax
and then returning it, One reason is the great administrative
cost in the handling that ensues. Someone in Sacramento would
be able to decide what Oakland needed and Oakland might not be
able to get funds for what they really needed--like a library,.
for example,

If ever a State income tax sharing arréngement became a reality, then
one would expect that fears of State control or positi&e feelings
toward progressive taxes and a broadening of the tax base mightvcome
into play., For the present, it would be more comservative to inter-
pret thése responses as an example of latent opinions and not as a
sign of éonfirmation one way or the otler,

i
.

The property tax~-how bad is it?

The main point of this section is to take exception to the
prevailing wisdom that the property tax has had it and that it cannot
. be raised, After setting the pessimistic context for the tax, I will
indicate that the tax's attentive public or constituency is fragmented,
Then we will consider éitizen—leadérs' positions on increasing the tax,

Slightly less than half of the leaders conceivably would support an



increase under the proper cqqditions of justification, In wy view,
a critical limitation on a property tax iucrease is that City officials
believe the tax cannot be raised,

When asked if property taxes should be raised, a few respond-
ents answer:

Social Club Leader: I think there would be a revolt; the tax-
payers would revolt.

Tax Association President: I think they'd possibly have a strike--

an outright Boston Tea Party rebellion around here,

Chamber of Commerce Official: The potential . . . is as high

as they can collect, Much higher and you'll get a tax revolt
where thousands of people won't pay their taxes. » . o It reaches
the point where it becomes confiscatory,

Professional Association President: You see, it's impossible
to raise the property tax anymore. The politicians won't por-
mit it, The citizens are up in arms now.

Is it reélly this bad? Just how close are we to a taxpayecrs'
rebellion?_ How accurate is the City Manager's perception that the
property tax rate camnnot be raised? There is no doubt that through-
out the interviews there is a general negative feeling toﬁards the
property tax., A common openiné remark to the question, "If the
City neéds money, where should they get it?" is "Not from the prop-
erty tax;" Sometimes half in jest or seriously intended, this remark
is a surfogate for unhappiness about the business environment, the
fact that a great deal of land has been taken off the tax rolls,
and that even though the tax rate'may_have been stable, assessments
have been increasing,

Property tax payers are by no ﬁeans a uniform group with a
Single, clear position., As one respondent puts it:

Well, when they say property owners are unfairly burdened, it is

and it isn't true. It depends on what type of property owner you
are, Apartment owners get it back by raising their rents,

J ]
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But our respondents who are apartment house owners are quick to point
out that it is difficult to pass on increased taxes buocause of the
high vacancy rate in Oakland., Or because business is so bad "the
ﬁoor little merchant" cannot absorb an increase in his rent due to
a tax increase, Similarly, the single residence owner does not have
the same point of view as the large industry. Nor do all businesses
have equal burdens with respect to the property tax on their inven-
tories,

The constituency for the tax is not defined solely by the
payers; it also includes the users. A service organization presi-
dent expresses the lack of chtrol by the payer:

I feel that it's unfair to the property owner to be constantly
given the responsibility of supporting the whole metropolitan
area, It's got to be made a little more equitable, , ., o 1
agree that the property owner is the one that benefits from
City endeavors like police and fire protection, but at the same
time we're getting more areas which arc federal and State areas
and which are not tax-paying areas, They have a say in the
spending but they don't pay. . « » Here, all registered voters
can vote on school bonds. The fact is that you are getting

too much of this ability to vote levies against the property
owners by people who have none of their own or who .are actually
living on federal or State land. '

To confound matters, over one hundred different governmental agencies

1

and distﬁicts-in Alameda County levy and use the tax, One downtown
real estate man, who objécts to raising the property tax because it
is too high now, says:

Now there are all sorts of districts . . . There's the county
tax, the unified school district tax, the junior college school
tax, the school for institutionalized pupils tax, the air pollu-

.+ tion tax, the mosquito abatement tax, the Bay Area Rapit Transit
tax, the East Bay Regional Parks tax, the East Bay Water tax,
the East Bay #l tax, and lots more. They're all property taxes;
so when you're talking about a property tax, there isn't such a
thing as a City property tax,
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Considering that the City of Oakland has often had the highest
property tax rate in the State during the past decade, and in view of
the confusion which exists over a multiplicity of govermments as well
as recent tax assessment scandals, it is surprising to find that the
sample does not completely reject the property tax as a possible

source of revenue, In fact, the sample splits roughly in half,

TABLE 7-28
RAISE THE PROPERTY TAX?

" Position ' . Percentage ‘Number
Raise -~ unqualified 15% 10
Might raise -- support requires

justification 32 21
No raise, ever 35 23
Lower now ) 18 12

Total 1007 66

The fifteen percent in the "Raise--unqualified" category who say
"It would be all right with me" are not often clear as to why. The
group contains a diverse set of respondents: a labor official who
prefers the property tax over a sales tax; a small-business owner
with thé:samé preference; and PTA members who feel they have no alt-
ernative; at least for}schools. This group also in part reflects
indifference or a neutral intensity towards the property tax. One
PTA president who said,, "Tell them you found a nut who has'no com-
plaints to make," represents this viewpoint,
We have a great hue and cry to relieve the property owners, and
I think this is so much--what word shall I use that you can print?
-~eyewash, You know, . o o I feel that if I am relieved of 31,00
of my tax when I pay the property tax I'll just pay for it another
way.

Leaders in the "might raise" category are not at all indiffer-

ent, They find it unreasonable to talk about raising any tax without
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knowing what for, for what purpose. These respondents emphasize need
and are usually among the civic-minded, They are willing to pay more
only if the need is explained and justified to them,

Chamber of Commerce Official and Industrialist: Well, if this
(a property tax raise) is needed to preserve the values that
now exist and to help trigger a much better redevelopment and
rehabilitation program, then we would have to accept it as a
needed cost, I don't believe , , . that we should be sitting
on our hands, ’

Downtown Business Association Executive: We're not anxious to
see properly taxes increase, and there would have to bc a very
good reason for it to gain our suppert. Like everyone elsc,
we'd like to see a reduction, but we know it's not always feas-
ible o . » I'd like to see taxes lowered., But if a raise is
necessary and there are good and valid reasons for an increase,
we might go for that.

Social Club President: The property owners, now , . . they're
taxed over and over, and yet we do need schools, we do need -
things,.

Neighborhood Improvement Association Officer: . . . we had two
meetings of the Board . . . and we discussed the property tax,
I advocate it and several others , , . are in favor of high
property taxes--but not extremely high, We need better schools
» o o and we think , . . education and welfare is a necessity,
e » o Lf they're showing us just reason, we might even con-
sider them raising it five cents or even five dollars. But we
want to know,

Service Club President: My answer would have to be based on
the need. For what purpose is'it? If it's necessary., If L
.feel that we get value in return for what we spend and if we
have a good administration spending it. ‘

Social Club President: I might be a different kind of beast--
I hate to pay taxes, but I realize the government has to operate
the same as I do. If the tax rate on my home goes up, it goes

H

up.

Sometimes the reputation of the City can be a factor in property tax
support. As one college executive puté it

The property tax rate? Depends entirely on how they handle their
money, and I have the feeling that the City actually handles it
quite well, . « . We really get a good bargain in the City oper-
ation., « + « And T haven't seen any evidence of a spendthrift
attitude of the City officials in Oakland either.



Later, when I summarize citizen-leaders' positions on revenue
sources (see Table 7-31, p. 313), the "might raise" category is class-
ified as a positive vesponse, A simple yes-and-no coding would place
most of these respondents in the "no" category, but this would be mis~
leading as these respondents may not like the property tax but they do
provide a potential source of support for a raise if the City properly
justified it,

The "no raise" and "lower now" categories definitely areragainst
the tax, They differ only in the degree that the "lower now" catecpory

would actually support a cut in the rate,

Business Organization Director: I would definitely think there's
no need for it. We're highly overtaxed as it is. I lived in
San Francisco until two years ago, and the rate is lower than
here, This is really high here, It seems as though every time
we need additional money, they run to the property tax; it goes
up and up. I definitely would be against this.

The respondent goes on to say he would support lowering it, but "I'm
not so naive as to believe that if you cut it out in one place you
don't need to get it from another." The person who wants to main-

tain the property tax as it is states:

Merchants Association President: The consensus of opinien is
that it has been raised up to its peak already ., . . It's high
now, but I don't think I'd really cut it., It's already hard
for the City to operate with the funds it has, but I sure
wouldn't raise it,

Although there is a great deal of complaining about the
property tax, there is also a great deal of realism in accepting its
burden, No doubt there wouid be resistance to raising it, but it is
probably erroneous to assume that it cannot be raised. Under the
proper conditions of justification, where a raise could be tied to
specific services, a property tax increase might be politically feas-
ible, A coalition between leaders who are willing to pay tmore taxes

and poor people who are not so willing is not as remote a possibility



as it sounds.,ll That property taxes cannot be raised is an old re-
frain which has been ignored over the years by local goveruments when
they have needed revenue. Indeed, there may be a limit to the prop-
erty tax, but no one knows beforehand where that limit is. As a know-
ledgeable tax assoclation executive sees it:
I'm one of the worst prognosticatdrs because I thought fifteen
years ago that the property tax had reached its zenith and coulda't
to higher, but I've turned out to be quite wrong, The trend in
California seems to be that the property tax payer is pretty well
burdened with the cost of government.

However, City Hall officials, like the City Manager, share
with some citizen-leaders the same pessimistic viewpoint on the feas~
ibility of a property tax increase., In Table 7-29 we see that rela-
tively more leaders who have contact with the City Manager are against
a property tax increase than leaders who have contact with other City
officials, As we saw in Chapter III the Manager is trying to stabilize

or lower the property tax rate. As long as such agreement exists, the

formation of a coalition to raise property taxes is unlikely,

‘ TABLE 7-29
CITIZEN-LEADERS WHO MENTION CONTACT WITH THE CITY MANAGER

\

: HOLD A NEGATIVE PROPERTY TAX POSITION

1

Contact With:
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Property Tax Position - City Manager Mayor/Council Depts./Commissions
Positive -3 14 20
Negative 10 19 22

" Don't do anything to hurt business

Leaders definitely feel that somehow the welfare of Oakland is
linked to the welfare of business. In response to the question,

"Should Oakland raise its business licenses?" the typical respondent
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might say, "I don't know what a business license is" or "I don't
know what the charge is now, but I do not want to do anything that
might hurt business." As can be seen in Table 7-30, sixty-nine per-
cent of the citizen-leaders either are against raising business Lli-
censes or do not know what a business license is, Only thirty-one
percent of the respondents are in favor of raising business licenses,

TABLE ' 7-30
RAISE BUSINESS LICENSES?

Position Percentage Number
Yes 31% 20
No, it will hurt business 28 18
No, other 20 13
Don't know what they are 14 9
Depends b b
Total 99% 64

It is not just businessmen who want to avoid increasing'their
costs of operation; in fact, there is no relation between organiza-
tional affiliation and position on the business license increase,

’ )

Businessmen are more likely to know what the license is, Some are
inclined to view it as a trivial cost of operation; others are against
it becau;e they do not see the business license as a significent
source o% revenue, while still others are in favor of a raise for
somg_businesses and not for others, A Chamber of Commerce or tax
association official is more likely to view an increase positively

if Oakland's charges are lower than other jurisdictions, Leaders

have the notion that Oaskland has to be competitive, . In any case,

non~business organizations are equally concerned that the‘City‘do

nothing to discourage business,
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Professional Association Executive: No, because you're hitting
at one small seguwent , . . and this segment is having a hard
time surviving right now, I'd put it on the bottom of the list
if it had to be there at all,

PTA President: No, you make it too tough for business and you
discourage them, They move down to the next town,

Union Offficial: I don't think it would be good, but it would
be better than an increase in the sales tax.

Neighborhood Leader: I think we need to attract more businecss,
and we shouldn't do anything to prohibit the businesses coming

in, I wouldn't like to see anything that would tend to make a

man want to go to another city to open a business., They should
lower it rather than raise it, I'm definitely in favor of even
giving concessions to get businesses started in Oakland,

It is doubtful that "Oakland would soon be a ghost town" if
business licenses were raised, as one respondent claims, But it is
equally clear among our leaders, with or without knowledge of bus-

iness licenses, that increases would have to be selective and should

not put Oakland's businessmen at a disadvantage,

All that glitters is not gold -~ the municipal income tax

The municipal income tax is an attrac¢ctive revenue source, but
City officials are not likely to adopt it for some time because
citizen—ieaders do not approve of it, There are more advantages to

1 :
a municiﬁal income tax than disadvantages. It yields very large
revenues; it is relatively easy‘to pay because of withholding; and
both residents and non-residents pay. It does require an organization
to administer the tax, but the costs of administration are low, usually
two to five percent of yield.12 The equity of the tax is subject to
question because, to make the administration of the tax feasible, de-

ductions and exemptions are usually not taken into account and the tax

only applies to wages and salaries., All in all, though, it is a juicy



source of revenue and the City of Oakland would like to have it. No
California city has yet adopted it; Oakland is waiting.for another
city to break the ice.

Only eighteen out of sixty-five leaders (twenty-eight percent)
were in favor of the municipal income tax. Sixty-nine percent were
against it. The thought of one more incom§<tax form to fill out is
too much for our respondents. A constant refrain is that it would be
confusing, too complex, too complicated, and too difficult, and too
costly to administer, I surmise that the individual's frustration at

administering his own tax returns is projected to the City ruuning

into high administrative costs, Of course, as I have noted, the admin-

istration costs are usually quite low,

Similarly, a mass exodus of workers from Oakland is not a
likely outcome, but a handful of respondents do feel that workers
would move or that they might commute to some other city. Fear of a
workers! exodus is analgous to the common fear that discouraged bus-
inesses will move elsewhere, Indeed, it is a more general problem of
local fipance, which is not to adopt a tax that may put the City at a
competit%ve disadvantage and possibly erode the tax base. City offi-
Cialsvhoge that surrounding cities will adopt the new tax first, so
that they can do the same. As one of our respondents put its

It would be a cute trick if they could get away with it. Pol-

itically, this would be the quickest way of political suicide
in the world.

The main argument in favor of the tax is that it would get
the commuters, but position on the tax is not related to residency.
Twenty-five percent of the sixteen non-residents are for the tax,

which is not much lower than the thirty-three percent of the resi-~



dents who are for it,

Business Organization~-Non-Resident: T think that it is Jjust
and it has great mevit., Take New York State, which is compar-
able, Their state income tax is considerably more than ours,
They met great resistance, but they put it in; so that a man
living in Connecticut pays the New York tax on what he carns.
Now, bhe earns more because he's working in New York; he cculdn't
earn that much in Conmnecticut, and I think it's comiparable here.
I work in Oakland; my car is on the streets; the police protect
me~~it's reasonable for me to pay.

Neighborhood Association-~Resident: Why not? Lots of people
make their money here, lots, People living in Walnut Creeck work
here and then drive out every unight., They should hire Oakland
people to work in QOakland anyway. Let Piedmont people pay an
income tax to Oakland; that's where they make their money.

The more typical negative comments are as follows:

Social Club President:; I think they would have just an absolutely
intolerable time trying to administer it., We could find ourselves
in a heavy problem; I don't know that the costs of administering
it might not eat it up,

Chamber of Commerce Official: It wculd be a mistake unless
San Francisco had one, and San Leandro, etc. Many employees-
would say, "Let's move out of Oakland,"

Business Organization President: I don't think that is a fair
tax o » « because then the people are paying dual taxes; they
are paying where they live and where they work. That's unfair
and that's not right. .

Social Club Official: No, I have to fill out the forms.

Service Club Secretary: Very poor! I'm strictly against that,
e« o:s L know a lot of women from out of town who work down in
Oakland, and they spend money buying clothes at noontime, right
downtown., . . o« I don't think the general public would be very
responsive to it.

If Oakland's City officials do mot want to commit "political
suicide,™ they not only have to wait until San Francisco passes a
~ payroll tax, but they will also have to do comsiderable selling
among 6akland's opinion-makers, of whom we believe our sample to be
fairly representative., Otherwise everyone may "move to Australié,"
which one of our respondents thought would be the consequence of

adopting a municipal income tax,



Summary of citizen-leader tax preferences

Table 7;31 shows that citizen-leaders prefer the sales tax
as a source of revenue by a slight margin over fedeval and State aid;‘
The myth of local independence has been submerged in the leaders'

recognition that Oakland's problems surpass Oakland's resources,

- T

TABLE 7-31
CITIZEN-LEADER POSITIONS ON REVENUE SOURCES

Would you increase or rely on this source?
Positive Negative Don't Koow ’

Specific Revenue Sources Response Response or Depends Total
Sales Tax 747, 23% 3% 1009 (N=66)
Federal/State Assistance 72 28 - 100 (N=2064)
User Charges 71 29 - 100 (N=65)
State Income Tax with ' v
City sharing 53 39 8 100  (N=606)
Property Tax 47 53 -- 100 (N=66)
Business Licenses 31 48 20 99 (N=606)
City Payroll/Income Tax 28 69 3 2100 (N=065)

Leaders want as much federal and State aid as the City can get, ﬁser
charges, as an aggregate caﬁegory, have the leaders' support, but such
support might crumble in the context of increasing a particular charge,
The seventy»oﬁe percent of leaders in favor of user charges probably
overstaées, or is an upper limit on the support.for such charges,
Support ﬁor State income tax with City sharing is probably understated,
because ;pinion on this revenue source has not crystallized, Once
this sharing arrangement becomes a realistic alternative source of
revenue, leader support would increase due to the favorable disposition
towards federal and State assistance, Generally, leaders are not in
 favor of increasing the property tax, but leader support for justified
increases is greater than many City officials realize, Many leaders

do not want to hurt business, and they do not know about City rates
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and practice; comsequently, leaders are reluctant to support an
across-the-board increase in business licenscs, The payroll or muti-
cipal income tax is the leaders' least preferred squrée of revenuc,
Leader support for the municipal income'téx Will.develop as other
California cities start tovusé it currenﬁly the municipal income

tax is not a feasible source of revenue for Oakland officials to
pursue,
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+ Footnotes

A word of caution about the tables is in order. The purpose of
the tables is to suggest hypotheses for future testing and not

to imply evidence of verification. I have tried to be asscrtive
in the titles of the tables and in the discussion to communicate

with the reader and not to claim that I am wight, On the contrary,

I would expect that with more rigorous methods than I used, many
of my "findings" would not stand up. For example, the sample was
often not large cnough to employ adequate controls for exploring
alternative hypotheses. Some readers may object to the omission
of significance statistics from the tables, but since the inter-
view data were used to generate the hypotheses; T felt thst it
would be misleading to indicate verification by such statistics;
see, Hanan C, Selvin, "A Critique of Tests of Significance in
Survey Research," American Sociological Review, XXII (October,
1957), pp. 525-26,

See Phillip E, Converse, "The Nature of Beliefl Systems in Mass
Publics," in David E. Apter (ed.), Ideology and Discontent (New

Economic Theory of Democracy (New York: Harper, 1957), p. 79.

This relationship held when I controlled for organization; in
other words, an alternative explanation that businessmen favored
the charge out of self-interest, independent of tax comprehension,
was not supported,

Dick Netzer, "Federal, State, and Local Finance in a Metropolitan
Context," in Harvey.S., Perloff and Lowdon Wingo, Jr. (eds.),
Issues in Urban Economics (Baltimore: The Johns Hopkins Press,
1968), p. 446.

For 'a national cross-sectional sample where the tax-service mnexus

was not made, see V.0, Key, Jr,, Public Opinion and American
Democracy (New York: Alfred A, Knopf, 1961), pp. 165-68 and Eva
Mueller, "Public Attitudes Toward Fiscal Programs," The Quarterly
Journal of Economics, LXXVII (May, 1963), pp. 210-35. For the
problem of lower-class respondents not making the tax-service
nexus, see Morris Janowitz, Deil Wright, and William Delaney,
Public Administration and the Public--Perspectives Toward Govern-
ment in a Metropolitan Community (Ann Arbor: Bureau of Covernment,
University of Michigan, 1958), pp. 29-~44,

Herbert Kaufman, Politics and Policies in State and Local Govern-~
ments. (Englewood Cliffs, N.J.: Prentice-Hall, Inc., 1963), p. 69.

Warren G, Bennis, Changing Organizations (New York: McGraw-Hill
Book Co,, 1966), pp. 34-63,
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See James Q. Wilson and Edward C, Banfield, "Public-Regardingnsss

as a Value Premise in Voting Behavior," American Political Scicruoe

Review, LVIII, No, 4 (December, 1964), pp. 876-867..

See Mueller, The Quarterly Journal of Ececnomics, LXXVII, p. 221,
where thirty to fifty percent of her cross-section sample is
"willing to pay additional taxes, at least for a program which
they view as being important."

This was the case in Wiscomsin, See Leon D, Epstein, Votes and

Taxes (Madison: Institute of Governmental Affairs, UniVErst?wgf
Wisconsin, 1964), For a comparison with Michigan, see Elizabeth
L. David, "A Comparative Study of Tax Preferences," National Tax
Journal, XXI, No. 1 (March, 1968), pp. 98-101.

As an example of such a possibility see Wilson and Banficld,
American Political Science Review, LVIIL, No. 4, pp. 876-87.

Robert A, Sigafoos, The Municipal Income Tax: Its History and
Problems (Chicago: Public Administration Service, 1955), pp. 59-
6he

316



10.

11.

12,

13.

14..

15,.

16,
17,

18,

19,

20,

21,

Appendix to Chapter VII

Questionnaire for Leader Opinion Finance Study

Could you tell me something about the makeup of your orgenization,
who belongs, etc., and your role in it?

Does the organization have. any views about City expenses and revenun?
Does the organization ever present these views to City officials?
What about your own views on City expéﬁses and revenue?

In what categories do you believe the City is spending too much?
Where should the City spend more to meet the needs of the community?

If the City should have to spend more, where should the City
get it (in general)?

Should they get it by raising the property tax rate?
(If No, 8 is "No") Would you work for cutting the property tax rate?
Should they get it by réising the sales tax?

Should they get it by raising the State income tax, with a sharing
arrangement to the City?

Should they get it by raising the cost of business licenses?
Should they get it by increasing user charges?
Shoﬁld‘they get it from a municipal income tax?

What City services or facilities do you (or vour organization) use?
Do you pay for the use of these facilities?

What other services or facilities might be charged for?

For what types of services should the users not pay?

‘What services (like fire and police) should the City provide out

of general tax revenues?

Should the City rely on State and federal agencies for financial
support? Should the City be more agressive in going after these
funds?

Should the City cut out any services?

Do you have any further suggestions for improving the City's
financial picture? ’



CHAPTER VIII

POLITICS, POLICY, AND LOCAL REVENUE

In the previous chapters T have 6i;cusseé Ozkland's fiscal
behavior in some detail. In this concluding chepter, T would like
to extend this discussion to consider some general policy implicatiovs
for our money-hungry cities, No doubt my Oakland experience provides
a certain orientation to my opinions. However, in discussing aklaird
with officials and observers of other cities, I find that Oaskland is
not particularly unique in its fiscalbbehavior. Ite officials, like.
many throughout the nation, believe that there are insufficient
available resources to meet their problems, that the public fs hos-
tile to increased levels of governmental taxation and spending, and
that they have few choices left except to appeal, with futile expect-
ations,ito‘the-federal governmment, In short, there is a fiscal crisis.
I accepé!the reality of this crisis, but I maintain that locel ofii-

|
cials, déspite the difficulties, must accept the responsibility of
getting more money as their pximary objective. The officials' hard
choice is either get more or do less, and our cities cannot afford to
do less,

The current fiscal crisis of our cities is a political prob-
lem, not an economic one, Although there may be some poor states,
some poor cities, and some undernourished rural areas, there is no
long~run scarcity of resources; Viewed in the aggregate, in fact,

some obhservers can make our cities' fiscal problems disappear.



The Tax Foundation, in making'fiscal ﬁrojections for state and local
government to 1975, concluded that revenues would grow sufficiently
to create a surplus and that only a minoxrity of jurisdictions would
have difficulty meeting future revenue requirements.l We all agree
that such projections havg to be taken with caution and skepticism:
tax yields may not rise automatically with rising incomes and assess-
ments may never catch up with marketfvalues. On the bright side,
however, wars, both domestic and'foréign, have certainly raised and
"displaced" the level of public spending.z And if foreign wars end,
cities may be able to dig deeper into the federal fiscal barrel through
some ingenious method of spreading the country's wealth, Once the fed-
eral government's largesse is distributed, city managers and mayors
can stop thinking about a tipplers' tax where barroom habitues get
penalized because they do not like to drink at home, In the aggre-
gate and in the long run, there is no major fiscal problem that
rising incomes and economic growth cannot take care of, In the short
run, however, the fiscal crisis'is very real to local elected and
appointeé:officials. Distant goals such as the implementation of tax
sharing méy be worthwhile pursuing, but they do not help to balance
this year;s budget. How to get more revenue now is an important pol-
itical problem for locallofficials. What can social science tell
these frustratéd public servants?

Public finance theorists tell us what is desirable: taxes
‘should be equitable, neutral, contributé to fiscal stabilization,
encourage productivity and growth, and be simple and easy to adminisw-
ter, Economic, income, and administrative effects should all be con-

\

sidered., If a contemplated tax does not meet our diverse set of



o
]
<

criteria, or if it is no better than existing taxes, then we would
prefer increasing the rates of the old tax rather than adopting the
new tax., Suppose the property tax was the ideal tax and the income
tax the worst fiscal option, The local official, in a condition of
fiscal extremis, would be told to raise the property tax rate rather
than.adopt that inelastic, regressive, and_ﬁar from neutral local
income tax, The official would respond that he canmot raise the
rate because there would be a taxpayers' revolt. Instead he would
insist that the tax base must be broadened to include the awful
income tax, by which he means that he wants some way to get the same
taxpayer to pay more for the same public goods and services, Should
this local official be castigated because he'ignores what is theoret-
ically desirable in doing what is politically possible? Would you
like to be designated "fiscally perverse?"

Local officials live with some psychological guilt because
they have to manipulate the environment and at the séﬁe time . ignore
some pfxthe standards which they have been taught. For example,
equity,{tax justice, and similar ﬁotions are not realistic guides to
action, #ut just sources of bureaucratic anxiety. Myrdal, after exam-
ining thé principles of public finance concludes that "it is vain to
attempt to isolate a purely economic problem from its political set-
ting,"3 And Myrdal's description of the behavior of officials‘is
consiétent with my own»obserfations: "I do not blame the politiciaﬁs
- and tax experts who legislate and administer as best as they can.
They look abroad to see how similar mafters 5re ordered there, they

quote the literature whenever convenient; they form opinions on the

nature and on the practical aspects of their problems and then come



to some sort of conclusions. The reasons which they advance bear_

the unmistakable doctrinal imprint of the high principles. Occasionally
a problem of tax incidence is touched upon but hardly ever fully dis-
cussed."4

Too ofgen when we say the problems of local finance are pol=-
itical, we mean that public decision-making is inadequate, that local
governments are balkanized so that they provide miniscule services and
have minimum support, and that local officials are inept and séuﬁid in
their fiscal behavior, Political becomes a garbage pail word to ex-
plain what seems to be irrational behavior, Political, however, can
be used in a positive sense to convey the "how" of doing things. How
many political scientists in the country can a priori determine the
political limits of a proposed tax? pr many could develop a strat-
egy to get a new tax accepted by the public?

If we are going to develop policies which can help solve the
financial dilemmas of our cities, we need a multiple approach. We
need federal policies which will share the wealth in the long run,
and at éhe same time we need realistic policies and tactics for our

state ané local officials to pursue in the short run., But it is not

i ’
'

enough to urge officials to take a multiple approach, to get money
from a variety of sources, What is also required is a new orientation
towards the reality of taxation, While social scientists worry about
economic elasticity and local officials ignore it, no onme is very much

concerned about political elasticity.5

How does public tax support or
resistance change when tax rates are changed? Would it be possible to
develop a sensitive measure that could determine the political feas-

ibility of new taxes? Can the range of local options be extended by



better understanding of the political conditions of fiscal reality?
In the following pages, I want to adopt the viewpoint of the local
official, At the same time I want to argue with his definition of
fiscal reality. Regardless of how hostile reality seems to the offi-
cial, he must take action to insure that his resources are ecqual to'
his problems. Otherwise our cities will continue to drift into decay

and our citizens into disillusionment.

Panaceas

The problems and solutions of local finance are old hat,
The refrain that we need money is well known,and I imagine that people
are tired of hearing about the famine of money.6 Strengthen the prop-
erty tax; find new sources of non~property tax revenue; states should
not fiscally constrain and choke local govermments; be efficient with
expenditures: these nostrums have been repeated so much that their
efficacy is likely to be ignored.

Instead the local official calls in a tax consultant who,
after féviewing the situation, suggests that city officials adopt - a
new taxfz If the partigular city does not have a sales tax, then the

sales tax will be recommended, If the city has a sales tax, then

the income tax will be recommended. The rule for this game is: always

recommend a new tax. However, it is unlikely that a novel operational

suggestion will come out of this procédure. Either the revenue source
has already been tapped or the suggestion has previously been consid~:
ered and rejected as politically infeasible, The list of available

and practical revenue sources is really quite short, and a quick, com-

prehensive solution to the local finance problem just does not exist.,
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Yet the advice mill goes on: cities continue to have experts review
their fiscal situations;7 professional finance organizations conduct
conferences and issue policy guides;8 tax associations and business
organizations state their tax preferences and hope for efficien‘cies;9
and governmental interest groups testify before legislatures and‘stato
principles of tax reform.lO The payoff, hqwever, for the frustrated
local official is difficult to discern.

Nor is the federal government much help, The local official
is at the»extremities of a Rube Goldberg system known as fiscal feder-
alism, which is a euphemism that masks local poverty and discretion,
and at the same time holds out a fiscal carrot for a better world to
come, Local officials who wait for ﬁhe federal and state governments
to pick up the tab are bound to be disappointed, Some local officials,
however, expect the federal government,.like the Canadian Mountie and
his fearless dog, to rescue their cities from fiscal ruin. No doubt
in fhe long run some form of fiscal first aid such as tax credits,
categorical grants, or revenue sharing will balance problems and

\
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resources,
}

FOCal officials, however, should not hold their b;eath wait-
ing.lz' A large part of such aid will still be for "extras)" for
national problems on local sites, éﬁd not for minor street repairs
and new hoses for the fire department, Moreover, someone is bound

to fie some strings to méke conditional so-called unconditional

. grants: somebody else's money is never quite as free as we would like,
Of course éome version of the Heller-Pechman plan would provide state

and local officials with some .discretion, but revenue sharing is prob-

ably intended as a not too large supplement for local efforts. Using



Heller's figures, which would distribute $6 billion or about $30 per
capita, California would get about $560 million.l3 Assuming that
the cities would get at least half of the grant and that the money
would be distributed by population, Oakland, for example, might get
roughly $6 million, and the City would share some of the grant with
the School District and the County,. If the City received one-third
of the $6 million, then this $2 million would be welcomed by City
officials, but it woﬁld not even cover one year'é wage increases for
municipal employees,

As Heller views it, tax sharing would provide "financial el-
bowroom" and would slow down state and local tax increases.uP
Pechman, however, believes that the "amount of assistance should be
large enough to make possible a significant increase in the level of
state~local services."15 But in any case, given other demands on
the federal cookie jar, the assistance, if it comes at all, will not
be large enough for service expansion and probably will nourish only
a few hpngry cities (no small chore), Even if the grants were large
enough %or city officials to rely on the funds for expanded and usual
city sef?ices, what happens when the level of national income goes
down andithere is less to share? The services which were provided
out of federal funds would not be easy to cut., Is it so out of the
question that our économy can have a few bad yeérs in which income goes
downbbr am I suffering from Depression hangover? Income elastic revenue
sources are fine as long as income increases, Local officials still "
require stable revenue sources; otherwise local budgeting and municipal
services may be somewhat uneven and chaqtice

The message is clear: local officials will still have to in-



crease tax rates and search .for new revenue sources. They will not
find the tax that everybody is happy to pay. But there are ways to
cut down the pain of taxation and perhaps enhance the official's

revenue cfforts,

Assessing the environment

Local officials do not relish going to the public on money
matters becauselin their view it is a risky business: the officials
might not get what they want. Instead of looking for revenue, they
could be looking for jobs. df course, there is always the risk of an
unfavorable outcome, but this risk can be reduced if officials will
invest some of their resources to find out about their own conmuni-
ties before putting a proposea bond issue on the ballet. When bond
and tax issues fail to pass, the officials blame it on a ﬁostile pub-
lic and keep their sanity by not reflecting on their own performances.,
In talking with local‘officials, I have urged that they get out of
their offices and find out abdut the environment in which their organ—
izationaoperates. The usual response is that there is no time for

1

excursié?s; they are too busy fire~fighting the details of internal
admiﬁistéation. But if mayors and managers will mot gather the basic
intelligence to insure an adequate resource base, then who will?
Finding out what pe0p1e'want, what they will pay for, and what the
traffic will bear may possibly provide clues to building a winniné tax
coalition,énd at the féry least such intelligence can dispel some of
‘the fiscal fictions which local officials cherish,

Officials are sometimes reluctant to raise taxes because they

believe that taxes have reacheda political limit. "How do you know,
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Mr. Mayor, that the property tax has reached a political Llimit?"
Answer: "I do not know; I just feel it," A political limit is a fuzzy
constrainﬁ; perhaps fictitious, which local officials worry about, but
have difficulty predicting. Even social scientists canuot gell when .
a political limit is about.to be reached., Unlike budget constraints,
political limits are not finite, One problem in identifying politi-
cal limits is that they keep changing‘ovéf time, For the past thirty
years the property tax has been just about to reach the limit of tax-
payer rebellion. Nevertheless, the tax limit tends to be raised when
people want more, when operating costs go up, and when local officials
are in . fiscal extremis and feel there is no other way to go except
to raise the rate, It would be a mistake for officials to assume that
there is a political limit on any revenue source without first doing
some checking. If local offi;ials know their community and keep their
intelligence current, then it is unlikely that they will be trapped
into thinking that they are more constrained than they really are,
A political limit is a question of political feasibility, something
whiéh tﬁe local official should assess for himself,

‘§ome officials will react to my "know your community" advice
by sayiné that they are well informed., After all, they talk to a
head of the Chamber of Commerce, a real estate board president, a
tax association official and perhaps a League of Women Voters' rep-
resentative, But can a local official know his community when he
restricts his contacts to those who seek him out? The local official
shouid worry about how representative his conversations are of community
sentiment, My impression is that local officials generally talk to one

another. At professional meetings where the like-minded gather, there



are splendid opportunities to reinforce each other's distortions
about the public, When everyone around the official is saying that
the property tax cannot be raised, it is likely that the official
will also believe the same thinga

Local officials, however, should not fall into the gencral-
ization trap, when social scientists find it difficult to generalize
about our diverse cities, For example, Harvey Brazer found wide dif~
ferences in city expenditure pattefns which varied by the state aﬁd
type of city: a core city of a metropolitan area is different from
an industrial suburban city, which in turn is different from a re-
sort city.l6. Because citizens have different wants and needs and
because state and local officials have come to different agreements
on who will do what, cities dé have different responsibilities andu
resources, Cities are not all the same, Although such a situation-
is a nightmare for the academic social scientist or the national
policy maker, it is an opportunity for the local official. He has
a chancg to tailor locai resources and support to match local desires
and dem%nds. This is not to say that local officials, on occasion,
should nét look at the big picture, but that global generalizations,
particulérly on money matters, should not stultify local action and
initiative, Thebwbrld of local finance is filled with enough chicken- .

littles who expect that any day our cities will collapse in fiscal

ruin,

The hostile environment: reality or fiction

Local city officials tend to perceive the environment as

hostile. It is not that they are paranoid but there is a fear of



private citizens and other piblic officials., At the local level spec~
ial districts and the county can encroach on their tax base, The no-
money situation at the local level also tends to discourage coopera-
tion between local governments: what is mine is mine and if I do any-
thing for you, you have to pay. Reimbursement rather than cooperation
describes local intergovernmental relaticms.~ At the state level the
legislature may preempt new revenue sources or take away existing ones,
Whatever fiscal meaning is left to notions of iﬁdepeﬁdent home rule,
the local qfficial feels he is competing with other jurisdictions not
to provide service but to get ﬁoney. Home rule does not preserve local
resources for local problemé. Instead, city officials like other
officials, have a restricted hunting license to scramble for revenue,

Thus fhe éity official views other officials with some suspi~
cion and with some sympathy: all of them are very much in the same fis-
cal rowboat. But the public is another matter, Whether correct or not,
the official sees the public more in terms of tax resistance than in
terms of expenditure support., When the local school district has
trouble fgising its tax ceiling and passing bonds, the city official
often fee%s that the public is hostile to tax increases, The official
reasons tﬁat the public always supported the schools and if there is
littleésupport for schools there certainly will not be much support
for sewers,

No doubt there are cities where the public-is so frustrated
.and alienated from the_iocal government that direct appeals for tax
increases are not feasible, However, there are probably many cities
where taxpayers' attitudes are not as hostile as officials think,

-There is not much empirical evidence that the public is more benign
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than hostile, but there are some indications that an assumption of
public hostility should be questioned, Bollens and his colleagues
found that 37% of St. Louls city residents agreed that taxes were too
high when service levels were considered, The poor and lgss educated
citizens had the greatest resentment to local taxes.17 In a Deiroit
Area study, Janowitz, Wright and Delaney qund a similar dissatisfaction
with tax burdens among the lower class, In their total sémple "forty-
one percent thought taxes were too high, 'considering what theyAgot
from the government.'"18 For federal fiscal policies, Mueller found
from a national survey that "half of the people interviewed said that
they were prepared to pay additional taxes in order to make possible
larger outlays on two or more government programs."l9 However, she
also found that péople's fiscal attitudes are incongruent: they favor
increased spending, while digliking incréased taxes.zo

Of course, we would like to find that everyone waﬁts andvis
willing to pay for more public services., .Local officials, however, can
be encouraged because these numbers are not more negative than they
are, Suépose Bollens had found 80% of the people of St. Louis fed up
‘with taxe% instead of his 37% figure; then the situation would be as
dark aé oéficials describe it., However,roughly 50 to 60 percent of
the public may not feel that taxes are foo high, so that there may be
some maneuver room for increased local taxation.

” The cited studigs are a little dated, and since public fiscal
attitudes vacillate, it would be desirable to have additional evidence
before local officials modify the hostility assumption. One positive
finding of a recent Advisory Commission on Intergovernmental Relations

study was that over the 1950-67 period over 50% of the growth in state
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tax revenue was a result of the political process.21 In other words,
increases in state revenue are not just a'matter of economic growth
but also reflect that state legislatures can and do raise rates and
increase taxes, In my own state, California, the governor was able to
.increase taxes and his popularity at the same time. In Cleveland pol-
itical leaders were able to double the city income tax and voters
passed a $100 million bond issue to handle %ater pollution problems.22
In Michigan, despite growing discontent over increased assessment,
"85% of the school districts that asked voters to approve highcr mill-
ages eventually won the increases.f'23

One can also find many examples of city voters rejecting bonds
and tax referendums., Rejection, however, should not be taken_as conclu-
sive evidence of the hostility of the environment, Voter rejection may
just reflect the inadequacies of the tacgics and assumptions of the
local official's tax campaign. Consider the local official who bases
his campaign on the assumption that elections reveal preferences, or
that citizens vote only on the meri£s of the issue, or specifically

that they'wantva museum or they don't want a museum. This official may

have lost:the élection before the vote, Why some issues pass and others

are rejected is not a simple question to be explained away by assuming
"that voters are hostlle towards better schools, sewers, or a zoo,.

Why people vote the way they do in local elections is a complex
business, Perhaps in more pastoral times at the turn of the century,
local vo£ing was relatgd to.local issues, Prior to the depression of
the thirties, for example, local governments were our chief tax col-
'lectors.za ‘Today there are many hands in the taxpayer's pocket, and

local tax voting may be just a convenient means to get back at the



federal government's Internal Revenue Service.

There is some evidence that local elections are used as psy-
chological punching-bags by some voters. Various authors have inter-
preted negative voting on local bond and tax issues as expressing the
political alienation of the voter in which the vote becomes a means of

protest not only against the local political system but also against the

citizen's general deprived condition.25 Usually, local elections do not:
g P y ¢

attract much of a turnout, but when the turnout is high, there is a
greater chance for defeat of tax and bond issues.26 One explanation

for this phenomenon is that the citizen who is deprived or disinterested
in the community usually stays home while the citizen who is satisfied
or interested in the community usually votes in favor of the issue.

In a high turnout election more unhappy citizens are drawn into’tﬁe
electorate and thus increase the chanceéiof defeat,

Nor is short-term economic interest, where the voter seems to
maximize his income, a reliable indicator of the outcomes of local
referendums., Short~term economic interest, such as the property owner
without éhildren who opposes school tax issues, for example, does not
always prqvail because some people may support tax issues out of a
sense of éivic responsibility or pride. Banfield and Wilson present
some evidence which éuggests that winning coalitions can be built out
out of the poor who have nothing to lose and those upper income citizens
who ha§e civic responsib}Llity.27 In a study of bond elections near
Atlanta, the authors found a positive relation between income lével and
approval of bond issues, Both low and high income voters supported
the bond issues but support was greater among the upper income groups.28

Certainly many citizens consider issues, such as the particular



service which the bonds will finance, but 1oca1 officials should not
assume that the merits of an issue will automatically sell it, Voting
decisions may involve concepts of self-interest, or civic responsibility,
or feelings of the worth and performance of the local government, or
outlets of protest against national taxes., Since therevare many reasons
for voting against something, I find it encouraging to find exawmples of
taxpayer support., Evidently the taxpayer revolt virus has not infected-
us all. PFinding evidence one way or the other, however, will ndﬁ dis~
close the hostility of a particular community. Local elected and
appointed leaders should not assume but ascertain the reality of com~-

munity hostility.

Tax publics: making little ones out of a big one

Part of the hostility assumption is probably due to the local
official's teﬁdency to perceive taxpayers as an undifferentiated group.
The term "taxpayer revolt' is a clue to this perception. How often
does the local councilman get a nasty letter complaining about high
taxes? ng often is the assessor's office filled with pickets, signs
and all, éomplaining about increases in assessment? Of course these
events‘dosoccur but not often; in fact, most people pay their taxes
most of the time, and a low,delinquency rate is one indicator that
taxpayer resistance is mot particularly intense,

B Moreover, it is my impression that most taxpayers are indiffer-
.ent to taxation., One reason the public is indifferent to taxes is that
taxation, whether by design or not, is coﬁplex and difficult to compfe—
hend, It is a policy area where you have to be an expert to understand

the arithmetic of rates, assessments, the secured roll, and equalization.
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Most citizens are not motivated to mastcr the rudiments of tax knowledge,
They do mnot have“to understand the whys and wherefores of tax paying nor
do they probably know how much they pay or when they pay. Therordinary
citizen simply knows that he is a taxpayer,

To care about taxes, taxes have to be high enough so that the
citizen is conscious of them, The citizen has to know he is paying,
and'what 5e is paying has to be significanf relative to his income or
profit position of his business, - wiﬁh withholding at the federal level,
property taxes prorated as part of a monthly mortgage payment, and the
use of indirect taxation by state and local authorities, our tax sys-
tem has been deéigned to reduce the public's tax consciousness. One
study, for example, found that 31% of high-income taxpayers were un-
aware of their marginal income tax rates.29 Now their tax bite is high
enough so that these citizens should be>aware, but a large minority were
not, Theréfore it is reasonable to expect that as the tax bite'gets
smaller, the proportioﬁ of tax-conscious citizens would be consider-
ably reduced, '

fo say that most taxpayers do not care about taxes does not
exclude £ﬁat some taxpayers do care, which brings us to the subject of
tax pﬁbliés. Clustered around each proposed or existing local tax is
a tax public composed of attentive citizens who have some reason to
care., One reasén for théir concern is that these citizens pay much
more rélative to most citizens; for example, a charge fér city sewer
service may only involvé $1 or $2 for a residence while a large cannerj
may pay $2,000 a month. For industry, business and real estate opera-
tors, taxes are a cost element which has to be watched, Béing a large

payer, however, is not the only reason for concern, Some citizens be-

come members of a tax public because the government has involved them
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in the administration of a tax. The wholesaler or distributor of to-
bacco products may get involved depending on who is tapped to collect

a cigarette tax. Sometimes the involvement is strictly to settle ad-
ministrative matters such as billing procedures to be used by the tele-
phone company for a utilities consumption tax., Sometimes the jnvolve-
ment is of more direct concern because the proposed tax may affect the
demand for the goods or services which are going to be taxed. Sal;s
and excise taxes, such as a transient occupancy tax, can generate con-
cern especially when rates are not uniform at the local level. Some-
times concern turns into stiff resisfance which local officials would
find hard to anticipate, For example, the city manager of a small com-
munity in the San Francisco Bay Area recently pfoposed a grogs receipts
basis for a business license. His proposal was defeated by the small
businesses in his community; there was no resistance from the large
businesses. As he explains the outcome, the small.businessman was
afraid to let the competition know too much ébout his business., The
license fee was trivial; it was the intelligence opportunity which
generateé concern,

Iﬁ addition to the citizens who pay attention to specific taxes,
there areéthe professional tax watchers who by definition are members
of all the tax publics., The full-time employee of a tax assoclation
has a difficult job since his own resources are quite limited in try-
ing to follow the activities of the many agencies within his jurisdic~
‘tiong ﬁe is generall& iﬁeffective in terms of support or resistance to
tax measures, Nevertheless, as the apostle of efficiency in government,
he will show up at city budget and tax meetings., To round out the pic~
ture of a tax public, I would also include the representative of the

local Chamber of Commerce and similar organizations,



To summarize, a tax public is that small group of citizens who
care enough about a specific tax to bargain with local officials over
rates or peghaps work to influence the broader, usually indifferent,
public to defeat a tax referendum, Therefore, the tax public is the

primary target for official persuasion and action and, perhaps, coop-

tation into the supportive coalition for a tax increase,

Tax coalitions: making a big one out of little ones
Because most people do not care about taxes, the local official,

by default, must provide political leadership in buildin; a winning tax
coalition, With the exception of the few friends of the museum or Z00,
most cities do not have grdupsvof people who advocate increased taxes.
At the same time, there are groups which would like lower taxes but
only sporadically agitate for them. The political arena of taxation
is relatively quiet and it is the local official who must stir things
up if he wants adequate resources to work with, In my mind, the ques~
tion is not whether to stir, but how to stir and how much,

1?The tactics that the local official can use depend on his assess-
ment ofathé hostility of environment. These tactics are bracketed by the
official%s willingness to confront the community. At one end of the spec-
trum of his options, he can avoid the public when he believes the environ- "
ment is hostile. At the other end,..he can contact the public and negotiate
and work with its attentive segments when he believes the environment is
relatively benign., If he does not need money next fiscal year, he can wait
for the federal or state donation, If he needs a little money to meet in~.
creased operating costs,‘he can use public avoidance tactics. If he neceds
é great deal of money, he wili have to go to the public whether he likes

it or not.
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Depending on how much money the official needs, the tax coalition
that he will build and work with will vafy. If a propesed tax is small
and will not be felt by a large number of people, the official need not
form a large coalition but only accommodate the small tax public that
cares., But if a proposed tax or bond issue.will have a widespread effect
requiring at least a majority vote or a iarge payment by a large number
of voters, then coalition formation becomes difficult and compiex.r It
is this latter, more difficult, community coalition which will test the
political leadership of the local official.

Although much of American politics is coalition politics, I
find it embarrassing to admit, as a political scientist, that I héve
not learned a secret blue-print for building a Winniﬁg coalition,
However, there aré some clues which I can suggest, First, the iocal
official should develop a support nucleus composed of citizen-leaders -
who will work and donate resources for developing community-wide sup-~
port, The composition of the nucleus should reflect the diversity in
the community; it should not be just a group of the official's friends,
It shoulq contain non-residents and residents, Democrats and Republicans,
the poor %nd the rich, the selfish and civic types, and taxpayers as
well as béneficiariese Even if the proposal is to finance a 200, the
Friends of the Zoo is not enough, and fhere usually is not a Friends of
the Sewer System to rely upon, Second, the local official shoﬁld not
assume that the citizens in the support nucleus are aware of his par-
-ticular financial and service problems.A Most of these leaders will
make the tax~service nexus in a generalAway; they will understand that
costs of government are going up just like the cost of automobiles,

and they will appreciate that taxes have to keep pace., It is import-



ant, however, that the local .official make a specific comnection be-
tween the proposed revenue source and community benefit, The con-~
nection must not be just that the rest rcoms in the park need remod-:
eling and so a bond issue is required. Rather, making the tax-sevvice
nexus for the support nucleus involves stressing output: less crine,
less flooding, fewer accidents, more busine§s, better health, higher
incomes and employment skills., The official who uses a capital im-
provement program which contains.onif a shopping list of buildings,
lands and improvements is bound to have trouble. The appeal‘should

be tailored to each individual of the support nucleus. For example,
the same museum bond issue can attract tourist business»for the mer-
cﬁant, providé greater educational opportunities for kids and cultural
activities for parents, imprové a specific neighborhood and enhance
the tax base, Once this group of leaders sees some personal_payoff

to the official's proposal rather than relying on a vague sense of
civic do-good, the official can turn his attention to campaign tactics
to win broad community sﬁpport:

Althqugh the local official should try to make the tax-service
nexus\foé}each leader, there is less reason for doing this when design-
ing tactiés to win public voting support. Social scientists are still
at the top of the iceberg when it comes to understanding andvpredicting
the public's preferenceg for taxes and services.30 The local official,
for example, can fall into the trap of activating a segment of the pub-
.lic that has latent opinions which are hostile to tax increases, The
problem is that it is difficult to predict who will support or who
will resist when the salience of a particular issue is 1ow.3l However,

there are some premises which the local official should take into



account in his decisions, First he should not assume that voters are
aware of existing taxes (their cost burden) or existing services (their
benefits), Second he should not assume that even if voters are awarc
of taxes or services or both, they will make the tax-service nexus,

Perhaps democratic theorists would prefer a fully iﬁformcd‘
voter who, after calculating his costs and benefits, would reveal his
preferences in an expenditure or revenue réééremdum.32 Also local
officials would probably like to have referendums which arc mandates;
they would know where they stand. But this is not the case and short
of doing away with referendums, officials should take advantage of what
others see as diéédvantages in the system,

The citizen's separation of taxing decisions from spending
decisions provides officials with an opportunity ﬁo stress the beﬁefits
of a proposal rather than its costs., In most situations when a re-
source constraint is introduced, expenditure sﬁggéstions will diminish.
This is true in planning activities, capitai improvement programming,
and it is likely to be true in voting on referenduﬁs: there is a highet
probability of voﬁer approval when a spending measure is pot comnmected
to its mégns of financing.33 Awareness of one's»tax burden is not nec-
essarily éonducive for increased expenditure support. Consider prop-
erty owners, for example, They are more likely to know their property
tax burden than renters, and from statistical studies we know fhaé the
greater the proportion of home-owners in a jurisdiétion, the lower the
. level of taxes. and exgenditure.32 The voter who is motivated by an
economic calculu; cannot be solely relied upon to increase the public
budget. While he may support bonds for fire stations because of

ultimately lower costs to him, he may not support bonds for lighting
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some other part of the city., If the choices are made clear, he can -
vote down those proposals where his costs outstrip his benefits,
Theﬁmix of public services is such that he can always find something
to express a negative preference,

Ironically, the local official has to rely on voters who do
not make individual cost~benefit calculations or, perhaps, are Just
inconsistent. 1In our cities, the poor want more services, dé not vole,
and if they did, it might be a vote of protest. But if the local offi-
cial encourages their turnout, on the basis of benefit, he may receive
a favorable vote although implicit in the vote is the expectation that
somebody else will pay. Furthermore, the knowledgeable homeowmer is
not necessarily consistent in his attitudes towards the finanéing_qf
public goods, He can also be a source of support for some things which
are not in his apparent self-interest, For example, one might think
that homeowners without children would tend to dislike the property
tax because of its use for schools, However, in one study of tax
preferences, homeowners with or without children in the public schools
expressea much the same attitudes towards the property tax.35 In a
statistiéal analysis of educational taxeé and expenditures, the negative

|
relation %o the proportion of home~owners also disappears.36

Stressing bénefits by the local official is a sensible counter-
‘weight to the public's tendency for small, "incorrect" budgets because
as Downs states: "rational ignorance among the citizenry leads govern-
.ments to omit certain specific types of expenditures from their bud-
gets which would be there if citizens weré not ignorant."37 We prob-
ably do tend to underestimate and be ignorant of the possible benefits

of city programs, At the same time citizens are inclined to believe
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tha£ there is waste and bureaucratic nonsense at city hall so that bud-
gets could be cut. Frequently, oppoéition to tax rate increases will

be stated by prescribing efficiency: "They don't really need more

money if they would wisely use the money they have." Stressing bene-
fits is a way of méking vigible éhe hidden benefits of usually invisible
city programs., If Downs is correct in his Qbservation that "every cit-
izen believes that the actual govermment budget is too large in relation
to the benefits he himself is deriving from it,"38 éhen local officials
should not be squeamish in consciously manipulating the benefit side of
a proposal,

Thus stressing benefits and not cogts and leaving the tax-ger-
vice nexus obscure are tactics which local officials might consider,
Those voters who do not know their individual burden and want the par-
ticular public good will support the referendum., Those who do not want
the benefit but have nothing to lose may stay home, but if they turn out
there is less reason for negative’voting. Those few citizens who
ferret out the cost implications and make their own calculations will
vote their preferences, While an economic calculus approach may be
suitable for gaining the cooperation of a smali tax public, such an
appeal'is%probably not suitable for building voter support., Although
‘a city's financial imperative motivates the official, there is no
reason for him to assume that segments of the public will have similar
feelings, Community coalitions are not likely to be built where the
payoff appears only as increased taxes, Benefits are the cement of

the community coalition,



Selling public services and goods

One way to avoid the public and still get revenue is to allow
citizens to buy the public goods and services they desire., The public
usually buys some portion of city output through devices such as éerw
mits, licenses, fees and service charges. These revenue sources have
different names but have much the same characteristics: 1) the citizen
has some discretion in his purchases; 2) he gets some benefit which
others who do not pay do mnot get; 3) he pays part of the city's cost
of production; and 4) the amount he pays is nominal and painless.

For convenience, I will call these revenue sources user charges., The
point I want to make is that if the local officiai manages his user
charges with some finesse, these charges can become a lucrative source
of hidden taxation, But there are limitétions, as we will explore,

For many economists user éhargéskare an attractive source of
financing because of the obvioﬁs parallel to the private market. Some
economists, such as Brownlee, see limited opportunity for user charges§9 
but othe;s, such as Netzer, believe that there is a "significant poten-
tial forégreater and more sophisticated application of user-charge-type
financiné?"ﬁo Along with economists' support for user charges come their
concerns gbout\allocating resources efficiently, income distribution
effectg, and the benefit principle., All of these concerns converge in
the choice of the government good for user-charge financing and in thé'
determination of its priée.

At first glance the choice of which good to sell is easy, At
the 1oca1‘level practically all services and goods could be financed
from user charges because much of.the local government's output satis-
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fies "merit wants," Public education is a good example of a merit



want where the individual benefits and could pay for that benefit,
Once, however, a community decides that education is impontant, not
just to the individual but to the commumity as well, then it becowmes
legitimate that the property tax pay for the individual's education,
Public education i1s the outcome of perceived social benefits, (Some
might argue that with the current campus unrest the social costs out-
weigh the benefits.) We often create theée social benefits by our
own change of attitudes, There_istnothing inherent in the nature of
the good, education, which prevents a simple identificationvof béne»
fits and charges with the individual,

There are, of course, some goods which technically involve
collective benefits and costs bul these arc not as prevalent as one
might think. Many of the services which local governments provide,
such as recreation, police protection,vénd'free books have their
apalgous cbunterparts in the private sector. Parks can be fenced.
off, and fire protection can revert to an earlier system of indivi-
dual payment., Theoretically, hmost of the goods and services which
local gévernments produce could be.sold'to the public, I suppose if

a survey were taken of the provision of ambulance services in our

1

cities, the investigators would find a wide variety of financing and

a mix of public, business, and charitable or voluntary operators.
The point is that the service is similar but the means of payment is
very much a function of community attitudes.

The citizens of a community define what is public and what
is private and within the publiec sector tbey also define what may be
sold and what is free, Regardless of theorizing on the nature of

public goods or the devising of methods to allocate costs, it is what



people expect of their local political system which limits the offi-
cial's choice of a good for uéer»charge financing. The officiél can
influence these expectations; he does not have to supinely accept
them, but he must recognize that they exist. In any event the case
for user charges is too often viewed as a problem qf connecting bur-
“dens and benefits, as a technical question of allocating costs and
dividing benefits, The "perfect" local user charge is not one where
the payer gets the benefit, or where resources are properly rationed;
or where there are no income distribution effects, For ﬁhe local
official the perfect user charge may have these features but of over-
riding importance to him is whether the public will resist paying
for it. Perfec; user charges are those which are paid and bring
revenue to the city,

After the official decides on the good or service, he must
also decide what price to charge., Many of the pfoblems and opportu~
nities of user charges converge when price is determined., Although
it is tempting to suggest that local officials should study price
elasticity of demand and marginal costs of contemplated user chargesy

it is unlikely that they will or can.42

1

Most local officials are in~-
deed cost conscious (they like to cut costs), but they do not know
what their output costs, The local official believes that the city
should be reimbursed for its costs, but in practice he can estimate
only é fraction of them, It is not unusual to find local charges
which have.not been revised for thirty years and the charge no longer
covers the cost of administering it. This lag is a result of the
thrust of local public accounting which is directed towards corrup-

tion control and not cost information., But I would not suggest com-
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pletely changing this accounting orientation. If a city is in the
utility business, then it will probably pay to install cost infor-
mation systems because the revenue potential is consideralﬂ.e.,43 On
the other hand, I do not see the value of an elaborate cost accounting.
system to determine that the entrance fee to a museum should be twenty-
five cents. For most of the minor fees, price can be determined by a
slight extension of the prevailing local practice.

Officials set prices byfchécking with other cities aud pro-
fessional organizations. Such practices are useful shortcuts to
price determination but there is some danger that the price will
become a fixed standard unresponsive to changing cost conditions.
Rather than just checking to find out what the néighboring cityk
charges, perhaps it would be édvantageous‘for local officials to
cooperate on an exchange of cost inforﬁation, " Prices could theg be
set by an.agreement which would.provide, at a minimum, for full cost
reimbursement to the various cities. I do not know about the legél—
ity of price fixing by governﬁéntal units, but certainly such an
approacﬁ would reduce the official's fear of losing customers to thé

competition,
4

Furthermore, the‘current set of practices contributes to an
illusion of full payment, When he pays, the user assumes he is pay-
ing for the total costs‘of the services; he has no way of takiné
into account the subsidy from other tax sources, If the public éolf
course green fees are'bnly a fraction of the private coursed, the
user is more likely to interpret the difference as a matter of lesser

quality of service for the public course and not as subsidization by

the public for the same quality. As long as local officials are



going to incur some political and economic costs because they insti-
tute a user charge, it would be preferable from a revenue perspective
to get full payment rather than just the illusion of it,

Full cost-reimbursement, however, is not eunough. In some
cases, local officials should attempt to set the price so that they
make a profit, I agree with Vickrey's statement: "If any specific
charges are to be made, they should in nearly all cases be designeq
in part to contribute to the public treasury over and above the
amount that would flow in on the basis of charges strictly reflecting
marginal costs,V44 It is seldom that one will find a charge that
makes a profit, and when a city makes a profit it is more a matter of
accident than design. Users generally do not like the idea of paYing
more just to enhance the city's bank account., They would prefer that
their cost be commensurate with the benefit they receive because suéh
a profit would only be a hidden tax. True enough; so‘if taxes are
hard to come by, why not have charges which are taxes?

. Furthermore, user charges provide an opportunity to get the
rich toapay for services which the public subsidizes, Generally it
is consiéefed desirable if local govermments concern themselves with
proviainé goods and services, and allow the federél government to
worry about income distribution and stabilization, For local gov-
ernments we should, as Brazer says, "regard effects on income distri-
bution and stabilization as being incidemtal and unsought, to be

avoided as much as possible."45

When this criteria of neutrality
with respect to income distribution obstructs the local official in
his gathering of revenue, however, he should ignore neutrality and

let the federal government compensate for his actions. Usually
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officials are not neutral anyway, as they affect income distribution,
in the name of equity, without Rnowing who is subsidizing whom.46 In
recreational activities, for example, they set prices low encugh
(below costs) to accommodate children and low-income families, but
this practice often favors middle and upper income users, Officials
could correct this practice by having price discrimination by . income
grouping which may be administratively difficult but is worth trying,
At the very least, officials cogldtdiscriminate by the type of ser-
vice or good. Marinas, golf courses, and sailing lessons could
bear a higher charge because their users are mainly from the middle
and upper income groups.47 Before leaving this point, T want to make
it clear that I am not making an argument for ecomomic equality.48
What I am éayingvis that the rich can and probably are willing to
pay more than the poor and that local officials should in this situ-
ation incfease fee schedules at least until the subsidy from general
taxation is removed, 'The problem with the criteria of neutrality is
tﬁét local officials cannot be' neutral when setting prices for the
poor ana it certainly does not pay to be neutral when setting prices
for the.?ich.

ﬁy attitude towards revenue maximization is not constrained
by principles, but I offer the following principle: charge the high~
est amount possible so iong as the original purpose of the public
activity is not compromised or destroyed. This is more than saying
"charge what the traffic will bear," because it implies that there
are limitations related to prices which the official has to consider.

Price has to be compromised when.it conflicts with the purpose of

the public activity, - If the city wants to perform its recreational
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objective for kids (regardless of the distribution effects) and have
a cool summer for the community, the price for swimming should be low
enough to keep the kids in the pools and off the streets, Sinilarly,
I do not agreé with those who recommend that charges should cover the
full cost of regulaj:ion.49 be exampie, Stockfisch suggests that in
Los Angeles fees be increased to cover the deficit in animal regula-
tion and control.50 He does not suggest just how he would make sure
the dogs would be controlled, given the higher fees, Since many‘

people in our cities are poor, the high license fee plus the cost of

a rabies shot will discourage poor citizens from licensing their dogs.

1f animal control has some known relation to public health, then, perwv

haps, such charges should be lowered or eliminated, There are times
when regulation takes precedence over revenue maximization, |

Some goods have to haye a nominal or zero price because the
charges may alienate voter support for general tax and bond issues,
When contempiating revisions to local fee structures, the official
restricts his attention to a particular charge and service. The
problemé of running a local government are complex enoﬁgh and it is
underst%ndable why officials ignore possible second~order effects,

such as voter support. But the cumulative effects on the voter of

small chafges may be serious., - After being nickled and dimed to death,

voters may get the notion that their taxes pay for nothing, and their
ties to the local political system may be shaken, Thus officials

should avoid nuisance charges not just because of administrative

convenience but because such action will avoid undermining voter sup-

port in the community. Charges have to be hidden and not cause last~

ing irritation, Nor is it particularly easy to start charging for
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something which hés been free, If there is a tradition of free sumner
band concerts in the park, then i£ is probably not worthwhile to think
of ingenious ticket selling devices. On the other hand if the parti-
_cular activity is attended mainly by non-residents, then even an on-
going activity can be charged. Suppose the park department sponsors
an elaborage garden show which attracts flower fanciers from all over
the state; then an admissions charge is feasible (once the fears of
local merchants are assuaged) because the non-residents will be paying
the freight,

In order not to make a lot of people unhappy at the same time,
a gradual, selective approach to price increases is a useful tactic,
One major advantage of user charges would be lost if the local offi-
cial did something to increase their salience, They should be paid
without pain-~-once paid; then fofgotten~~and the payment for a ser-
vice should not linger in the citizen's memory. However, after an
assessment by the official that a particular charge can no longer be
raised,lthen charging for something new is a good way to proceed,
I do noﬁ completely agree with Vandermeulen when she says, "new fees
can easi}y be devised, but they should be justified on the grdund
that fhe} are either a more equitable or more efficient way of rais-
ing revenue than increasing the fates of present levies."Sl The
option of increasing existing rates is not always available, and new
fees may have to be adopted even if they are less efficient and‘equi—‘
table, Local officials do not have ayéilable a large number of al-
ternative revenue sources. Sometimes the desperate drive for money
overrides important criteria such as efficiency and equity, and

local officials, as I have said before, should not feel guilty just
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because they have to cope with an imperfect worid,

Thus, user charges can be a painless way to increase revenve
if the local official knows his costs, tries to ﬁake a profit witﬁ
small, hidden prices, avoids conflict with ‘the basic purposes of his
organization, and also appreciatés the interdependence between chargaes

and general tax support by the voters in a community.

Civing the job to someone else

City officials can give up part of their public businéss to
meet revenue exigencies. For the local official,.one of the oppoT-
tunities of our federal system and ffégmented local government is the
existence of other public and private organizations whiéh can- assume
municipal functions., Another opportunity is that wevchange ourbeié
pectations about what these organizations should do, Tﬁe recipe for
the governmental marble cake keeps changing. For years now school
districts have been consolidating to provide more specialized ser~
vices and perhaps save a few dollars. Now there‘ére pressures fo;v
school aecentralization as people express demands for meighborhood

contr01;, At the same time, there are those who would like the fed-
i

i

eral government to take over responsibility for such programs as
education., Why share taxes when the federal government can pay
'directiy for the services?52 Yesterday's local péoblem becomes |
today's national problem., Who performs which se;vice is not static,
and certainly what ci;izens expect and what officials do can determine.
what a public organization does, There is no absolute and unchanging

definition of local responsibility,

Local officials can shift the locus of financial responsi-



bility by encouraging the adoption of different boundaries for the per-
formance of local functions: public health is a county problem; and with
the mobility of criminals, why not consider police protection a national
problem, Oakland, for example, did not always have a public library and
it may be that as the revenuc straight-jacket gets tighter, its officials
will see some virtue in‘having the county or pefhaps a private organiza-
tion provide library service. With the flﬁidity of who is résponsible
for what, local officials have an opportunity to give away a few jobé
and build some budgetary slack.

There are basically two ways to give away publip sefvices:
(L) create a new governmental unit to do the job or, {2) transfer thg
job to an existing governmental unit. Among those who are concerned
about local govermment, I do not thihk there is much agreement on the
wisdom of creating manY»new units, The Comnittee for Economic Develop-
ment, for example, recommended that: "The number of local governments
in the United States, now about 80,000, should be reduced by at least
80 percent."Ss No doubt there are inefficiencies in so many small gov-
ernments. No doubt the existing balkanization aﬁd overlapping of local
governméht is beyond the citizen's comprehension. Indeed, it is with
some temérity that I recommend more governments rather than less., Yet
the same financial imperatives which, in part, Created the present maze
are still with us. One p?oponent, over a decade ago, thought authority
financing was the answer, and his remarks are applicable today: "The
municipal authority caﬁ-step into the breach in the walls of municipal
‘finance where constitutional and statutory debt and tax levy limitations
and difficult-to—raisé property assessments, make it impossible to
carry on expanded and new functions through regular muniéipal

financing, « « » The municipal authority . . .



'« o+« is a perfectly .legal attempt to get out of the present
financial straitjacket which states have fashioned for municipalities,"54
More recently, Robert Wood suggested the creation of new
governments as one political option for financing local governn@ntoss

Wood also suggested adjusting assessments and finding new sourccs of
revenue, but the creation of new governments had a-specialbappeal to
him because the same revenue base can be tapped without political
repercussions. The special distri;t can, in effect, raise the prop-
erty tax rate, something which local officials are afraid tq_do.
Wood alsc quite correctly pointed out that: "The creation of spec-
fal districts cannot be extended indefihitely, tapping and retapping
the same revenue sources to the point of confiscation."56
Another problem with Ereating new governments is not that
taxpayers will be unhappy because they are paying too much, but that
taxpayers will become indifferent and not pay emough, There is a
danger of fiscal undernourishment for all the public organizations
in an area when there afe too.many governments, When mosquito abate~
.ment, t%ansit, schools, flood control, air pollution, parks, the county,
and muni?ipalities all feed off the same revenue source, citizens can
easily gét confused as to who is doing what and withhold their support
and intveres\‘:'° Municipalities, in this fragmented situation, may have
to face an indifferent gnd confused public for tax support. Some
speciél districts may be better off: they will be in a position to
run themselves by keeping general taxes down, by not alerting the
taxpayers, and by resorting to public-avoidance tactics such as em-

ploying user charges and revenue bonds. Other districts, such as

schools, where public awareness is keen, may have trouble, Margolis,



for example, suggests that a single~purpose government will have
more trouble gathering voter support than a government which can
present to the voters a multipurpose .package, As he says, ". . .

the single-purpose special districts may nét find themselves with
sufficient fiscal strength to fulfill theiT géals."57 "Moreover, in
a metropolitan area where there are many municipalities and special
districts, citizen preferences are ciouded, benefits and costs spill
over, and the general conclusion is that resources are underallocated

. 8 . . s .
to the local public sector.5 There is also statistical evidence

that for some local functions, the larger the numbér of jurisdictions

(not including special districts) in a county area, the lower the per
capita expenditures.59

Creating new governmental units does have its problems. The
municipality may free resources for the'short~te?m by an arrangement
which may come back to haunt it in the future. Thefefore, in situa-
tions where there is already a multiplicity of governments in an
area, i; would be preferable for local officials to adopt the sec-.
ond taciic and try transferring the job to one of the existing units,
Such tra?sfers may involve pieceheal coﬁsolidation with other local
units,.oé a surrender to the private sector, or an emphasis on con-
tractual and franchise devices, or perhaps an assumption of respon~
sibility by neighborhood groups.

Opportunism is important in effecting transfers, Suppose a
large regional or state park wants some land to expand its service
area, and the city has been maintaining an expensive recreational
and park area in the proximity of fhe state park, What better‘time'

igs there to get out of the park businéss, get some cash from the

real estate sale, and get rid of an opérating héadache? Suppose



the county is in the health business, but the city is still inspecting
kitchens for permit purposes, Why nbt pay the county to do the iﬁspcc~
tions and get Ehe city out of the health busincss? Perhaps the school
district would want to run the city's swimming pools. The civic audit~
‘orium could also become a private theater, Garbage collection, rather
than incurring city costs, could become a revenue device when a fran-
chise is sold to a private contractor. A neighborhood group may pre-
fer to undertake the sponsorship of a branch library’rather than see
its doors shut to their children. 1In all these cases, the recipiént
feels he.is benefiting from the transfer, One man's white clephaﬁt

is another man's transportation.

I am not suggesting that the city give away all its'jobs and
go out-of business, On the contrary, I would prefer that cities had
sufficient resources to do more, not less., But since they are fis~
‘cally constrained, local officials could gét rid of those jobs which
they do out of habit and which do not reflect any citizen demand for
city provision‘of the particular service, Why»should a city main-
tain a'}arge park system for regional use when it does not have the
money fsr tot lots which its citizens want? In any event, it would
be a gooé exercise for local officials to go through: how relevant
are the city's activities to its citizens? Perhaps another crgaﬁizaw
tional unit is in a bettex pésition to meet citizen demands than is
the city. Revenue needs, however, should not be the only consider-
ation, When contemplating piecemeal consolidation, officials should
consider politgcal and economic scale questions as well. They should
consider the effect of giving away a job on citizen political
participation, on the responsiveﬁess of local institutions, on

their own capacity to act as political leaders, and also on the



efficient use of resources,. A little bit of caution in giving up
jobs is wise, as it may be ecasier to give a job away than to get it

back.,

The multiple approach

In addition to selling and giving away services, the local
official can use indirect taxes as one way ta avoid the public,
Particularly once a sales tax is iﬁ.the existing structure, then
excise taxes for other commodities and services are relatively easy
to establish., Consumption of utilities, entertainment, hotel roonis,
drinking and smoking can all be taxed, The link to the sales tax
can determine the rate, which can also be raised, almost automatically,
as the sales tax increases. Such taxes may hit the poor hardér than
the rich. Whether or not they are regressive is velatively unimport-
ant as long as the taxes are nominal and do not hurt, In Oakland,
for example, a family with $6,000 annual gross income would pay less
than one-half of one pefcent Of their income for both the City's
sewer sérvice charge and utilities consumption tax. When properly
designed, such small excises are mot felt, the tax public remains
small, agd regardless of the original justification of the tax, it
can be used for general expenditure purposes,

Devices such as‘user charges and indirect taxes keep the tax
structure complex and fragmented, which in turn contributes to the
illusion of painless tékation. One prdbiem with the public-avoid-
ance or painless approach is that the taxpayer may soon begin to feel
a cumulative pain, Lyle Fitch's-description of the local sceme in-

dicates that we may be approaching that pain threshold: "Local govern-
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ments, within the generally narrow confincé’éf state-imposed restrice-
tions, have shown considerable ingenuity in tapping pools of poten-
tial revenue, however small; few things on land, sea, or in the air,
from pleasures and palaces to ioaves and fishes, escape taxation
somewhere.“6o |

Another problem with the painless épproach is that it én~
courages sméll tax publics. The few citizéns who pay attention to
taxes may gain favorable rate schedules or measures of tax liabiiity.
They pay, but relative to the rest of the publié, they may pay less.
The public of course does not realize that therevis'taxvdiscximiﬁam
tion and keeps paying without complaint., Considering the imperatives
of the revenue situation, it may be that such minor discrimination is
a small cost to pay for overcoming‘resiStance.

Probably more critical is that the approach does not provide
enough resources, It maintains; it does not profide the resources
to expand or cope with today's significant socialband economic prob-
lems, In other words, public officials can use the apprOach to mect
the nex£ round of salary demands. ‘Yet many of the public's demands
will noflbe'met, as there will be nothing left for lighting, chbs,

i
library éervice, and recreational facilities., Therefore, for many
of our cities, officials will have to take a multiple approach; The -
official will try to get outside funds;‘hé_wili avoid the public and
work with the small tax publics for small tax increaseS§ and he will
seek the support of the community for large revenue increases,

The multiple approach means that officials would have enough
money to start the piecemeal rebuilding of our cities, For example,

in Oakland, $20 million a year in extra funds could significantly



improve conditions. Such 2 sum is about omne-third of the City of
Oakland's 1970 budget and would provide the resources to inprove
traditional services, to innovate in the methods of delivering ser—
vices, :and to expand into new service areas. Of course, officials -
and citizens would have to be willing to increase their taxes, but
$20 million could be obtained by. adopting a municipal income tax

| (12 million), raising the property tax (55 million), and adding'néw,
but painless, excises (33 million)., Moreover, if tax-~sharing became
>é reality and officials received enough money to céver'the usual
annual increases in operating costs, then Oakland would be in fig~
cal shape to start its face~lifting,.

What the multiple approach means dperationally ié that bub»

lic officials will have to become ¥isk~takers¥ They may have,to.

. gamble on a local income tax, or bonds, or even.raising the propefty
tax rate, Unfortunately, high tax rates are often taken as an'indi~
cator of an inefficient administration and officials are embarrassed
when their rates are the highest in the state, I am certainly sym-

patheti¢ with the psychological hurdle which officials must surmount

if rates are to be raised, But there is also a defeatism in waiting

for thinés to get worse before they get‘better. The property tax
rate can'be raised without a crisis, and if local officials doubt
this, they have ounly to look back thirty ?ears,in their own record
books't§ see, The political limit on the property tax is_mostly a
psychological limit that can be overcome if local officials are
willing to take action. 'Similarly,Abonds can be passed. Citizens
who remember the Depression and urge pay-as-you-go financing do not

appreciate its limitations. Certainly pay-as-you-go financing can
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reduce the risk of reckless spending, save interest, and perhaps
attract industry.6l But at the same time, the postponement of capw
ital improvements can pressure the tax rate by'iucvrring increased
maintenance and operating costs. Poor éities may find themselves
in a vicious circle in which there is not enough slack in the bud-
get to finance capital improvements, so they are deferred, mainten-~
ance goes up, and budgetary slack is further redﬁced. In suchva
sitvation, officials of cities with excellent bond ratingé should

certainly make the attempt to build coalitions to pass bonds.

Conclusion

Throughout my discussion, I have argﬁéd from two premises:
(1) revenue maximization is a criterion of primary importaﬁde; and:
(2) revenue maximization is accomplished by localhaction, Obyiously
other criteria such as efficiency and equiﬁy shoﬁld also be consider-
ed, and certainly there may, indeed, be viable alternatives to local
action, It seems hardly any advice at all to suggest that what
appearszas a fiscal crisis is in reality a crisis of political iead—
ership, :Some officials would probably prefer a suggestion for a new
tax reso&rce which could easily gain puﬁlic acceptance and bring in
a great deal of revenue,

Although I have‘made a few suggestions, none of them is new;
and none of them could‘be new because most of the options available
to local officials have already been discussed for years. As long
as we continue to define fiscal reality solely in eéonomic and re-

source terms, innovative suggestions will not appear. Political

scientists could help by conducting relévant‘policy research,
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Specifically, we need to understand the conditions for citizen support
of taxes. When will elites and the general public support révenuc
issues? If the conditions for tax support are haphazard and subject
to the vagaries of the citizen's upset stomach, should referendunms

be eliminated? Do some citizens have a general pTOpensity for sup-
porting tax increases or is such support grounded in specific policy
issues? To answer these questions, we neeé quantitative measures of
tax support which scale the scope and depth of citizen support, We
also need to understand how the struc£ure of the political system
affects tﬁe kinds of taxes which are levied on its citizens. Do
cities without much political muscle rely more on indirect rather

than direct forms of financing? Cities,lacking strong political
structures, may not be able to use the incowe tax while strong

mayor cities may be able to install a local income tax or use other
direct means of financing. Or is the choicé of tax téctics a func-
tion of political leadership rather than political structure? Aggres-
sive legders may prefer direct ways of coping with the public while
passiveileaders may prefer indirect waYs. ‘At least, we éoui& in-
vestigafe whether officials are turned out of office after they have

i
increéseé the tax burden, If the results were negative, then offi-
ciais would not be so afraid of raising the property tax,

Politics must become a more significant part of the picture
of fiscal reality, Right now the politics of local revenue is mostly
a non—politics which.;équires the replacement of acquiescence with
concern and political skill by both léaders and citizens, As Har-
lan Cleveland so aptly put it: "Local governments are not.broke;

they just think they are, Our metropolitan cities and suburbs are



bankrupt, all right, but not in resources. They are bankrupt, most
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of them, in imagination, organization, leadership and will.™
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