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Macro dimension

Impact of the economic crisis on the US economy and sub-national
governments

The 2008-09 financial crisis and recession inflicted considerable damage to the US
economy — most notably a significant tightening of credit and the loss of one-quarter of
household net worth between the middle of 2007 and early 2009 (OECD, 2010a). The US
has lost more than 8 million jobs since the beginning of the crisis; the unemployment rate
had risen to 10.1% by the end of 2009. Most states have suffered significant job losses.
According to the analysis “Geography of a Recession” published in the New York Times,
job losses have been most severe in areas that had experienced a big boom in housing,
those that largely depend on manufacturing and those that already had the highest
unemployment rates before the crisis (New York Times, 2010). H However, the
economic recovery in the United States from arguably the most significant recession
since the Great Depression of the 1930°s is underway, amid substantial economic
stimulus, but uncertainty remained high in mid-2010 on the pace of recovery (OECD,
2010a).

Sub-national governments (SNGs, states and municipalities) have been severely hit
by the crisis in the United States and their fiscal situation remains critical. Two key
considerations in assessing the fiscal impact of the crisis on states are that many states
and localities are highly dependent on particular revenue sources (e.g. property taxes for
many municipalities), and that they are almost all constitutionally required to balance
their budgets. The crisis has considerably reduced state revenues and state budget gaps
(i.e. difference between desired spending and projected revenues) have reached
unprecedented levels. These gaps are projected to last at least until 2012 as sub-central
tax revenues usually take longer to recover in the United States than GDP growth. States
foresee the 2011 fiscal year (starting on 1 July 2010 for most states) to be the most
difficult in decades with little improvement expected for 2012 (McNichol, Oliff and
Johnson, 2010). According to the General Accounting Office (GAO), deficits for
sub-national governments will reach USD 39 billion for 2010 and USD 124 billion for
2011, while SNGs will no longer be able to count on the American Recovery and
Reinvestment Act (ARRA) funds to bridge these gaps. The cumulative two-year
projected operating deficit totals approximately USD 163 billion (GAO, 2010a).

Stimulus measures

The federal government responded to the crisis with extraordinary fiscal
interventions. In addition to large injections into the financial sector in late 2008, the
ARRA was adopted in February 2009. The ARRA recovery package amounts to
USD 787 billion and was one of the largest stimulus packages in OECD member
countries (with Korea). It represents about 5.5% of the 2008 GDP. Of the
USD 787 billion recovery package, USD 275 billion, was allocated for contracts, grants
and loans — partly aimed at supporting public investment measures, which amount to 35%
of the recovery package. The remaining funds are allocated for tax cuts (USD 288 billion)
and mandatory spending, such as funds for education, healthcare and unemployment
(USD 224 billion) (Figures 8.1 and 8.2).

MAKING THE MOST OF PUBLIC INVESTMENT IN A TIGHT FISCAL ENVIRONMENT: MULTI-LEVEL GOVERNANCE LESSONS FROM THE CRISIS © OECD 2011



1L 8. UNITED STATES - 173

Box 8.1. Objectives of the American Recovery and Reinvestment Act
(13 February 2009)

ARRA has five goals stated in Section III of the act: i) to preserve and create jobs and
promote economic recovery; ii) to assist those most impacted by the recession; iii) to provide
investments needed to increase economic efficiency by spurring technological advances in
science and health; iv) to invest in transport, environmental protection and other infrastructure
that will provide long-term economic benefits; and v) to stabilise state and local government
budgets, in order to minimise and avoid reductions in essential services and counterproductive
state and local tax increases.

Figure 8.1. Breakdown of ARRA stimulus measures (total: USD 787 billion)
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Source: www. recovery.gov.
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Figure 8.2. Sectoral composition of the ARRA stimulus package of 2009
(total: USD 787 billion)
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Source: www.recovery.gov and Irons, John S. and Ethan Pollack (2009), “The Recovery Package in Action”,
EPI Briefing Paper 239, Economic Policy Institute, Washington, D.C.

Role of sub-national governments (SNGs)

Out of the USD 787 billion stimulus plan, USD 286 billion is administered by states
and municipalities (GAO, 2010a), divided about equally between general fiscal relief (for
education, Medicaid, welfare expenditures) and specific investment funding meant to
stimulate the economy (Inman, 2010). For investment support, the ARRA provides
funding that supplements state spending (for transport,” education,” job training, etc), as
well as funding for competitive grant opportunities, for energy and broadband for
example.

Budget deficits

As other OECD members countries, the United States is exiting the recession with a
large budget deficit and a rising public debt. According to the Economic Survey of the
United States (OECD, 2010a), the US budget deficit widened by about 9% of GDP
from 2006 to 2009, the federal deficit was estimated to exceed 10% of GDP in both 2009
and 2010, and the federal debt held by the public will reach the highest level since the
early 1950’s (OECD, 2010a: 21). The administration has proposed to reduce the federal
deficit from about 10.5% of GDP in 2010 to 3% in 2015, which would stabilise the
debt-to-GDP ratio (OECD, 2010a). Measures have been identified to cover part of the
fiscal effort and a bi-partisan commission was mandated to suggest complementary
actions. It will nonetheless leave the debt-to-GDP ratio at about twice the pre-crisis level,
leaving little freedom to deal with contingencies and further complicating the long-term
problem of population ageing (OECD, 2010a).
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Policy debates (as of September 2010): a new infrastructure investment plan

Most of the ARRA stimulus funding was planned to be spent in 2009-10, quickly
enough to support the recovery. The total fiscal impact of ARRA is spread out over a
number of years, with three-quarters of the package concentrated in the first two years, as
estimated by the Congressional Budget Office. Although the fiscal situation of the
country — in particular the rising federal deficit — calls for fiscal consolidation measures in
the medium-term,* the uncertainty over the recovery of the American economy makes it
difficult to implement fiscal consolidation in the short term and necessitates prudence.
Recent indicators on the American economy have been mixed, but the housing market is
showing persistent difficulties and the unemployment rate is almost 10% (9.6% in
August 2010). The Obama administration has implemented different measures to support
employment in addition to the ARRA recovery strategy. Multiple new job programmes
have already been passed since the Recovery Act, including a new tax credit for hiring
unemployed workers, tax breaks for small business investing, a lending fund to increase
small businesses’ access to capital, multiple extensions of unemployment insurance and
additional aid to states. Given the time it takes for these measures to be fully beneficial
and the persistent difficulties on the labour market, in November 2010 the Federal
Reserve Bank announced a massive round of long-term bond purchases (USD 600 billion
in long-term treasuries). The Federal Reserve Bank also announced it will reinvest an
additional USD 250 billion to USD 300 billion in treasuries with the proceeds of its
earlier investments. This ‘“quantitative easing” will total USD 900 billion and be
completed by the end of the third quarter of 2011.

On 7 September 2010 President Obama announced a package of roughly
USD 180 billion in expanded business tax cuts’ and infrastructure spending. Congress
would need to approve any new package, and it is not certain that they will adopt it
following the recent elections. This new package would include a USD 50 billion
investment in America’s transport infrastructure to spur the economy and create jobs. The
plan builds upon the infrastructure investments that were made through in the Recovery
Act. The proposal calls for investments over six years, including rebuilding and
modernising 150 000 miles (241 350 kilometres) of roads, 4 000 miles (6 430 kilometres)
of railways and 150 miles (241 kilometres) of runways. The plan also proposes to set up a
government-run infrastructure bank to leverage federal money with state, local and
private sector investments to finance projects, and to focus on the smartest investment.
The infrastructure plan is intended to serve as a “down-payment” on a longer term
infrastructure programme that will be initiated as part of a six-year reauthorisation of the
federal surface transport programme.

Design of the public investment scheme

Involvement of sub-national governments

One-third of the total ARRA funding is administered by SNGs (GAO, 2010a). The
challenge for all programmes is that states have to act quickly. For federal programmes,
states must spend these additional funds in the specified programme areas (education,
Medicaid, federal infrastructure programmes, etc.). There are no one-way money flows
from the federal government to state and local governments. In some cases, it is
formula-driven where agencies like Education and Transportation allocate dollars to the
state. While states must spend funds in specific areas, they typically have significant
discretion in how their particular programmes are designed (where they build roads, how
they allocate education funds, etc.). For funds that states have obtained through
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competition (for example in the areas of energy, green growth, broadband development,
R&D and health IT), even where there is significant flexibility in the guidelines for
competitive grants, states are often committed to specific uses when they receive their
funds because their applications typically specify what the funds will be used for.®

To ensure that federal spending does not simply replace state spending, a key
requirement is the maintenance-of-effort provision. A number of programmes in the
Recovery Act contain new maintenance-of-effort provisions spanning the areas of
transport, education, housing and telecommunications. These are important mechanisms
to help ensure that federal economic stimulus spending achieves its intended effect of
providing countercyclical assistance and increasing overall spending and investment.” For
transport, the governor of each state had to certify that the state will maintain its level of
spending for the types of transport projects funded by ARRA it planned to spend the day
the Recovery Act was enacted.

Key priorities for investment

ARRA has been designed in a way to be timely, targeted and temporary.

Timely: rapid adoption of ARRA

ARRA had to be adopted rapidly given the context of urgency. To accelerate the
design of the ARRA programme, existing government agencies and government
programmes have been mobilised, rather than creating new programmes from scratch.
This is in particular true for federal school aid, personal transfers and infrastructure.
Relying on existing structures has helped reduce complexity (helping to avoid waste and
administrative burden) and allowed for faster, more effective implementation. It has also
helped to avoid opening up an unstable redistribution game between all legislators
(Inman, 2010). It is also important to note, however, that some new programmes were
created to help advance new policy objectives, including programmes for broadband
infrastructure, clean energy and health information technology.

Temporary: limited timeframes for execution

For investment projects, most funds for states and municipalities had to be obligated
within one year (by 30 September 2010)° and a Recovery Act requirement is to give
priority to projects that can be completed in three years (beginning in FY 2009 and
ending in FY 2011). The emphasis has been on projects that are “shovel ready”, which in
practice means ready to go out for design and construction bids by September 2010 or
sooner. According to the GAO, the actual spending path is likely to stretch out into the
coming decade, given the time it takes to execute investment projects'’ (GAO, 2010a and
2010b). The legislation includes programme-specific use-it-or-lose-it clauses that require
states to obligate available funding within a specified timeframe to prevent
reappropriation to other states (Inman, 2010).

Targeted: areas and sectors

About one-third of ARRA funding has been allocated to public investment'' as a way
to support employment and enhance long-term growth. Spending is in priority directed
for traditional areas of federal capital investment such as transport (in particular
construction and repair of roads and bridges) and water resources. The Recovery Act
appropriated USD 26.6 billion for highway and USD 8.4 billion to fund public transit for
states and municipalities (see Table 8.A1.3 in Annex 8.A1 for more information).
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However, ARRA also aims to transform the American economy through innovation
and enhance green investment, in particular in the areas of energy. Within the
reinvestment spending of the Recovery Act, over USD 100 billion is invested in
innovative and transformative programmes. Game changing investments include:

e modernising transport, including advanced vehicle technology and high-speed rail
(USD 8 billion will be spent for high-speed rail projects);

e jumpstarting the clean energy sector through investments in renewable energy and
energy efficiency;

e building a platform for private sector innovation through investments in
broadband, Smart Grid and health information technology; and

e investing in groundbreaking medical research.

Certain programmes within the Recovery Act have additional provisions to target
particular sectors. For example, the Recovery Act requires that at least 20% of funds
provided to each state’s State Revolving Funds be used to fund projects that include green
infrastructure, water or energy efficiency improvements, or other environmentally
innovative activities (Recovery Act, 123 Stat. 169).

The allocation of funding across states has been balanced so that all types of states
(both those with much of their population in metropolitan areas and those with large rural
populations) receive significant funding, to balance the different interests (Inman, 2010).
ARRA selected some programmes that favoured urban states — such as Medicaid support
and the public transit programme — some that favoured rural states — such as highway aid,
and others that favour high-poverty areas. ARRA aims to give priority to projects that are
located in economically distressed areas as defined by the Public Works and Economic
Development Act of 1965." For infrastructure investment, the Recovery Act requires all
states to dedicate the funding to specific areas. For example, in the Highways
Programme, 30% of the funding has to be sub-allocated, primarily based on population,
for metropolitan, regional and local use.

Accountability and transparency

One of ARRA’s goals is to increase the transparency and accountability of
inter-governmental fiscal relations (United States Government, n.d.). The legislation
contains numerous provisions to ensure that the appropriated funds are spent as intended
by the Congress. State activities are subjected to extensive public scrutiny and to
enhanced oversight by a variety of federal entities, including federal programme
managers, agency inspectors general and the Government Accountability Office. Federal
efforts are co-ordinated by a newly established Recovery Accountability and
Transparency Board chaired by a presidential appointee and including 12 inspectors
general. The Government Accountability Office (GAO) reports on the use of funds by
selected states and localities on a bimonthly basis, which are published by the Recovery
Accountability and Transparency Board (RATB). The Office of Management and Budget
and federal disbursing agencies are also engaged in a rigorous quality review."

To ensure transparency with citizens, e-government tools have played a key role. The
government has set up a web site (www.recovery.gov) with detailed follow-up on
implementation to hold the government accountable for every dollar spent. In addition to
the federal government role, the Recovery Act also requires recipients of ARRA grants,
contracts and loans to report on the funds they received and spent, the number of jobs
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funded by the project and other key metrics. And beyond www.recovery.gov itself, the
federal agencies disbursing ARRA funds all have dedicated websites that provide a portal
for all agency-specific information on programmes, funds and progress. At the state level,
state governors play a significant role in overseeing recovery implementation and states
have been requested to set up web sites to ensure transparency on the use of recovery
funds and involvement from the public.

Incentives to promote public-private co-operation

There are numerous major programmes in the ARRA that are intended to leverage
significant funding from the private sector, state and local governments, and other
non-federal sources. ARRA programmes built around leverage include loan guarantees
designed to bring private capital into clean energy investments, tax credits that match
private investment with federal dollars, subsidised bonds that use federal dollars to
leverage state and local infrastructure investment and construction programmes in which
the federal government co-invests with state, local, and private actors to build
low-income housing and other projects (Council of Economic Advisers, 2010a). The
Council of Economic Advisers estimates that for every USD 1 the federal government is
investing in ARRA projects that involve leverage, other entities are investing about
another USD 3, the majority of the additional spending coming from the private sector.
As a result, the act is playing a part in investments far beyond the federal spending itself.
The largest amount of co-investment is in clean energy, where a federal contribution of
USD 46 billion will support more than USD 150 billion in total investments in energy
efficiency, renewable generation, research and other areas of the transformation to a clean
energy future (Council of Economic Advisors, 2010a).

Implementation of the public investment scheme

Overview of implementation at the federal level...

In October 2010, 71% of the ARRA funding had been paid out according to the
official government website. As of 22 October 22 2010:"

e 55% of the category “contracts, grants and loans” — which mostly finance
public investment — had been paid out (i.e. USD 152.1 billion) and almost 80%
had been allocated (i.e. USD 219 billion);

o  84.5% of tax cuts (USD 243 .4 billion) had been awarded;
e 73% of entitlements (USD 165.7 billion) had been paid out.

...and at the sub-national level

Out of the USD 286 billion administered to states and localities, USD 154 billion, or
nearly 55%, had been paid out by the federal government on 3 September 2010 according
to the General Accounting Office (GAO, 2010b). A previous GAO analysis highlights
that outlays not only vary in amounts over time but have also shifted by sector.
Expenditures in health and education and training constituted 88 % of total outlays to
states and localities in fiscal year 2009, while outlays for transport, income security,
energy and the environment, and community development were all substantially less
(GAO, 2010b). As of July 2010, states had spent about 95% of their Medicaid funding
and about 72% of their education funding.
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However, it is projected that spending will shift from a primary focus on recovery to a
primary focus on investment (GAO, 2010c) (Figure 8.3). For infrastructure spending,
about USD 35 billion that the Recovery Act provided for highway infrastructure and
public transport for states and municipalities was obligated by the one-year deadline and
all states met the deadline (see Figure 8.4 for the allocation of spending in 16 selected
states, which receive two-thirds of inter-governmental assistance). Taken together,
transport spending — along with investments in the community development, energy and
environmental areas — that are geared more toward creating long-term economic growth
opportunities will represent approximately two-thirds of state and local Recovery Act
funding after 2011 according to the GAO.

Figure 8.3. Composition of state and local Recovery Act funding, FY2009 and FY2010
through 2019 estimated
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www.recovery.gov data.
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Figure 8.4. States’ and localities’ uses of funds in 16 selected states (which receive two-thirds
of the inter-governmental assistance): allocated funding May 2010
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Estimated impact on employment

As a job-creation measure, the US stimulus plan seems to have been successful.
Although estimates vary according to economists, there is a relatively broad consensus on
the fact that the US fiscal stimulus has contributed to raise aggregate demand and
supported employment. Administration estimates suggest that the primary fiscal stimulus
package passed in early 2009 has held employment some 2.5 to 3.6 million jobs above
what it would have been without the fiscal stimulus (Council of Economic
Adbvisers, 2010b). According to the Congressional Budget Office, the unemployment rate
in 2010 will be between 0.7 and 1.8 percentage points lower, as a result of the stimulus
package, and the US GDP will be between 1.5% and 4.1% higher (CBO, 2010).

Obstacles and co-ordination challenges across levels of government — lessons
learned?

Implementation challenges of ARRA across levels of government have been
numerous. They are notably linked to the following types of co-ordination gaps.'’

Fiscal challenge

In the United States, 49 states have balanced budget rules enshrined in their
constitutions. Any reduction in revenues must therefore be compensated by an equivalent
reduction in spending. The crisis has considerably reduced states’ revenues, and state
budget gaps (i.e. difference between desired spending and projected revenues) have
reached unprecedented levels (Bloechliger et al, 2010). Because of balanced budget rules,
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sub-national governments had to take measures to balance their 2010 budgets. In addition
to raising taxes and increasing fees, these measures focused mostly on spending cuts —
across the board cuts, education, hiring and salary freezes, layoffs and early retirement,
health care, etc. The states cut expenditures by USD 31.3 billion in 2009 and
USD 55.7 billion in 2010. The United States is probably the most notable case of
pro-cyclical reactions by sub-national governments.

One of the objectives of the ARRA plan was precisely to stabilise state and local
government budgets in order to minimise and avoid reductions in essential services and
counter-productive state and local tax increases (www.recovery.org). ARRA programmes
like SFSF were incredibly important and successfully prevented a bad situation from
getting worse.

In this tight fiscal context, challenges to implementing a “maintenance-of-effort
provision” for infrastructure investment in the context of ARRA at the state level have
been “tremendous” according to the General Accounting Office (GAO, 2010c). Despite
massive federal support to enhance investment, many states and municipalities have had
to cut capital expenditures to balance their budget. The United States is actually the most
drastic example of capital spending cuts in the OECD — they have been much sharper
than in European countries (OECD, 2010b). Federal funds have provided a certain
amount of replacement spending in several states, despite the attempts of the legislation
to avoid this. For example, the federal authorities have shown some flexibility on this
point for California’s transport spending'® (GAO, 2010c).

Figure 8.5. US city spending cuts in 2009
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Source: National League of Cities in OECD (2010), “The Impact of Fiscal Consolidation at Sub-National
Level: Where do We Stand?”, GOV/TDPC/RD(2010)8, OECD, Paris.

Policy challenge: urgency vs. cross-sectoral co-ordination
There is an inherent short term vs. long term tension in public investment plans

launched during the crisis, between using public investment as a demand- and
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employment-boosting macroeconomic measure and trying to ensure maximum efficiency
of public investment over the long term. During the crisis and recession, the economic
and political context call for short-term measures, with the highest impact on
employment, which may not necessarily be the most appropriate in a long-term
perspective. This challenge is faced by all countries which have used public investment as
a key instrument in the recovery. The emphasis on speed in getting funds obligated,
although understandable as a goal, has probably overshadowed planning for maximising
economic impact. The priority has been the rapid absorption of funding, which provides
some advantages in terms of the short-term impact of the funding for employment support
— the first objective for ARRA — but limits the use of funding for large-scale investment
projects for long-term needs, which by nature take longer to design. To meet the one-year
deadline for obligating Recovery Act transport funds, states have had to focus on
small-scale projects which do not require long design phases.'” This task has been
complicated by the requirement that the stimulus funds not be used as a substitute for
funds already allocated to specific projects. The need for speed, plus the non-replacement
requirement, has been particularly constraining in the transport sector. Some 63% of the
highway funding (i.e. USD 16.2 billion) has been spent on pavement improvement and
widening (DOT, 2010).

The ARRA recovery plan has been designed with a strong sectoral dimension along
the lines of existing federal programmes (for highways, transit, housing, broadband,
energy, etc.), which provides some advantages for rapid implementation. More than
12 federal agencies and departments are responsible for the successful implementation of
ARRA programmes (Table 8.A1.1). A key challenge is to enhance co-ordination across
programmes and to develop co-ordinated approaches for the use of funding. At the
federal level, co-ordination bodies have been established such as the Recovery
Implementation Office in the White House, which co-ordinates the implementation of
ARRA and reports directly to Vice President Biden. In many states, the vertical approach
to investment has remained prevalent, although some initiatives have been taken in some
states to foster cross-sectoral co-ordination across programmes (for example in Colorado,
New York and Ohio, see Table 8.A1.2).

Given the potential positive and negative spillovers across jurisdictions’ investment
decisions, inter-state co-ordination is important. There are many non-federal
organisations that help co-ordinate among states on these issues, including the National
Governors Association, the National Association of Counties, the League of Cities, the
Conference of Mayors, the National Association of State Budget Officers and the
National Association of State Auditors, Comptrollers and Treasurers.

Capacity challenge

Given the urgency requirements in the use of funding and the rigorous reporting
requirements, local governments with an efficient administration which allows them to
take immediate action are likely to be the most successful in securing ARRA funding
(CGS, 2009). States and governors have had to build or expand capacity for strategic
planning and workforce capacity to develop and monitor a rapid growth in contracts.
They also have to facilitate local government and private sector opportunities to utilise
federal grant and loan programmes to the maximum extent. The challenges for the
absorption of funding for SNGs have mainly been linked to the contracting capacity as
well as the monitoring one. Some local governments lack the trained manpower needed to
carry out intensive contracting processes (NGA, 2010). This, combined with the staff
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reductions carried out at the state level, has raised problems for the absorption of
funding."®

Distressed areas and small municipalities have been less able to apply to relevant
programmes and absorb the funding in the relevant timeframe. For example, in a survey
carried out in Michigan in 2009' in more than 1300 municipalities, 89% of small
municipalities (below 1500 inhabitants) reported not having received funding through
formulas for existing programmes, whereas 64% of large municipalities (above
30 000 inhabitants) reported receiving such funding. For competitive grants programmes,
67% of small municipalities reported not having applied for such grants, whereas only
7% of large municipalities did not apply for these programmes.

Information gap

Although federal agencies have actively communicated around the ARRA
programme, as transparency is a founding principle of the act, small municipalities have
had more difficulties in gaining access to information. There seems to be a correlation
between city size and access to information: for example, the same Michigan survey
shows that 51% of municipalities with fewer than 1 500 inhabitants felt badly informed
about ARRA opportunities, whereas 74% of municipalities of more than
30 000 inhabitants felt well informed.

The information gap is not only bottom-up, but top-down, linked to the lack of
information and data on local needs. For example, economically distressed areas targeted
by ARRA have been defined by the Public Works and Economic Development Act
of 1965 and may not necessarily correspond well to the areas most affected by the
2008 crisis. According to the GAO, this is also linked to the difficulty in obtaining current
data (GAO, 2010c). Hence, some states have developed their own eligibility requirements
for economically distressed areas using data or criteria not specified in the Public Works
and Economic Development Act (this is the case for example of Arizona, California and
[linois).

Little evaluation is conducted on the long-term impact of ARRA-funded projects, in
particular for infrastructure and transport. For infrastructure investment, little analysis is
conducted on whether investments produce long-term benefits, since the requirement for
performance monitoring is based on inputs (such as number of kilometres of roads or
level of expenditures) rather than outcome or long-term objectives. The Recovery Act did
not include requirements that the Department of Transportation (DOT) or the states
measure the impact of highway and transport investment on economic performance to
assess whether these projects ultimately produced long-term benefits® (GAO, 2010c).
The Department of Transportation is not currently assessing the impact of Recovery Act
funds on the transport system but is considering ways to better understand and measure
impacts (GAO, 2010c). At the state level, the quality of data collection varies across
states, and some states currently measure, collect and track extensive performance metrics
based on their individual priorities and definitions.

A few lessons in terms of multi-level governance

The crisis and subsequent recession have highlighted some governance gaps in the
United States, in particular the need for enhanced dialogue and policy coherence across
levels of government. The US Government has created new dialogue structures, such as
the newly named Office of Public Engagement and Intergovernmental Affairs*’ — an

MAKING THE MOST OF PUBLIC INVESTMENT IN A TIGHT FISCAL ENVIRONMENT: MULTI-LEVEL GOVERNANCE LESSONS FROM THE CRISIS © OECD 2011



184 _ 11 8. UNITED STATES

integral part of the executive branch, which aims to increase consultation and
co-operation with state and local leaders.

Collaboration, accountability, speed and transparency have been the essential
conditions for rapid implementation of the ARRA recovery scheme
(DiGiammarino, 2010). The implementation of ARRA has been fast, showing that in
times of urgency it is better to rely on existing programmes and investment schemes
rather than building new sets of rules from scratch. In the United States, reliance on the
existing federal framework for most investment programmes (highways, transit,
housing, etc.) has facilitated the understanding of the federal requirements associated with
this funding and the monitoring process. The states met the one-year deadline for
obligating Recovery Act transport funds in part because state officials are working with a
familiar federal framework.

Leadership from the top has proven critical in the implementation of ARRA. In the
United States, the Vice President demanded and drove action and held federal agencies
and state governors accountable for every Recovery Act dollar they received. The
Vice President has held over 15 Recovery Cabinet meetings and conducted 57 conference
calls which have collectively included the governors of all 50 states, five representatives
from US territories, 119 mayors and 37 county executives. At the state level, each state
designated a person in charge of recovery implementation. Several cities also designated
a point person to manage recovery. The fact that the Recovery Act was presented as a
distinct package made it easier to appoint a single responsible person on the state and
agency level.

Collaboration led to new processes being developed to implement the Recovery Act.
These processes ranged from large-scale changes within federal agencies to smaller but
impactful innovations like the Vice President’s 24-hour rule, or Agriculture Secretary
Vilsack’s review of all Recovery Act awards made by his agency. The Vice President’s
24-hour rule is that ARRA teams had to get back to any agency, state, city or other
recipients within 24 hours if they had a question or problem concerning the Recovery
Act. This contributed to the speed and the accountability of Recovery Act implementation
(DiGiammarino, 2010).

The use of technology was also greatly important in contributing to the
accountability, speed and transparency of the Recovery Act. Enhanced systems and new
processes were created both across government and federal agencies. A new reporting
system was set up that requires prime and sub-recipients of recovery contracts, grants or
loans to report ten days after quarter close on what progress they have made with the
money. Twenty days after they post, the data is reviewed and published on
www.recovery.gov for anyone to review. Technology has also allowed federal employees
to more quickly collaborate to solve problems: allowing them to track more data in better
ways to increase accountability, and synthesise and publish that data to meet transparency
goals.

The high level of transparency requested in the use of funding has also stimulated
new governance approaches to keep citizens informed at each step of the implementation
(through government web sites to share information) and strategies to develop input
directly from the public as well as local governments and the private sector. A thoughtful
planning process that involves multiple stakeholders can help both to identify priorities
and the opportunities to co-ordinate a variety of funding sources to help achieve broader
goals. In Virginia, for example, the governor has taken a grass-roots approach to planning
for the stimulus package and has set up a website seeking input from citizens, local
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governments and community groups (see Table 8.A1.2). However, given that planning
processes are by nature quite long, relying on pre-existing investment strategies in a crisis
context facilitates reactivity.

Looking forward

The implementation of ARRA has highlighted some multi-level governance
challenges in the United States that are relevant to address even outside of a crisis
context. Although challenges remain important at the state level, particularly in respect of
fiscal matters, the crisis and recovery may also be opportunities to further improve the
governance of public investment with attempts to complement sectoral approaches by
multi-sectoral ones, conditioned by inter-departmental dialogue, with possible merging of
different funding sources from the central government. Co-funding mechanisms in a
multi-year process could also be discussed as a follow-up to ARRA on a more permanent
basis. The proposed new infrastructure plan goes in that direction, as it proposes to set up
a government-run infrastructure bank to leverage federal money with state, local and
private sector investments to finance projects and better prioritise investment projects.

The issues arising from the lack of a strategic territorial approach to investment prior
to the crisis may have contributed to a renewed focus on regional policy in the recovery
context. An increased co-ordination process at federal level for regional development
policy is notable. In August 2009, the Obama administration also released a
“Memorandum for the Heads of Executive Departments and Agencies”, framing the
new US approach to place-based policies. The intent is to create a more effective,
multi-level governance framework, to influence how rural and metropolitan regions
develop through streamlining otherwise redundant and disconnected programmes,
and to identify principles for regional policy that are clear and measurable.

As a result, integrated approaches to regional policy have begun to surface across the
federal government. One example of this renewed focus is the attention granted to
clusters. Specifically, USD 300 million has been requested for regional innovation
clusters in the FY2011 budget. The National Economic Council is co-ordinating these
efforts, which will involve six agencies: the Departments of Commerce, Education,
Energy, Labor, the National Science Foundation and the National Institute of Standards
and Technology. Ultimately, these federal agencies will seek bids from regional
economies around the country, which will require a “bottom up” self-organising effort by
states and localities, universities and federal research labs, workforce development
agencies and the private sector. Another example is the Livable Communities Initiative, a
new inter-departmental approach to regional policy, which has been introduced in the
US Congress. This legislation and interim administrative actions will support regional
efforts at the Departments of Housing and Urban Development, Commerce,
Transportation, Environmental Protection, and the United States Department of
Agriculture.
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Notes
1. Notably through the Troubled Asset Relief Program (TARP).
2. The Recovery Act appropriated USD 8.4 billion to fund public transit throughout the

country through existing Federal Transit Administration (FTA) grant programmes.

3. USD 48.6 billion to award to states for education by formula and up to USD 5 billion
to award to states as competitive grants.

4. According to the OECD Economic Survey of the United States, to achieve the goal of
reducing the federal deficit to 3% in 2015, spending restraint is unlikely to suffice, so
taxes will also have to increase (OECD, 2010).

5. This would include in particular an extension of the R&D tax credit
(USD 100 billion). Other tax cuts for multi-national companies, oil and natural gas
companies would on the other hand be suppressed (Financial Times, 2010).

6. Additionally, many of the competitive grant programmes did not go directly to state
or local governments, but rather to entities such as non-profit organisations, private
businesses or consortia.

1. These mechanisms are particularly important in the Highways Program and education
programmes, among others.

8. The way in which the maintenance-of-effort provision has been defined (i.e. level of
investment planned the day of enactment of the ARRA Act) has been criticised as
some officials suggested an averaging of prior expenditures and commitments would
be more workable than a point-in-time estimate, although this might also commit
states to spending levels that were established when the economy was stronger.

9. Unless other timelines are established in the legislation for a specific programme (for
the Education Program for instance), the timeline is 30 September 2011.

10. It is just the tail of the actual spending path that will stretch into future years; more
than 70% of the total ARRA has either been outlaid or already been claimed as tax
reductions.

11. WWW.recovery.gov.

12. To qualify as an economically distressed area, an area must: i) have a per capita

income of 80% or less of the national average; ii) have an unemployment rate that is,
for the most recent 24-month period for which data are available, at least 1% greater
than the national average unemployment rate; or iii) be an area that the Secretary of
Commerce determines has experienced or is about to experience a “special need”
arising from actual or threatened severe unemployment or economic adjustment
problems resulting from severe short- or long-term changes in economic conditions.

13. www.recovery.gov/FAQ/Pages/FundsAwardedExplanation.aspx.

14. www.recovery.gov.
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15. The terminology “gap” refers to the OECD (2009) analytical framework on multi-
level governance.

16. Projects already launched with state bond monies risked being cut off when the state’s
budget woes caused it to stop issuing bonds in December 2008. The state is using
stimulus funds to continue some of these projects, and it will use future bond sale
receipts to pay for stimulus-funded projects.

17. This characterisation does not apply to certain programmes that were intentionally
designed to spend out more slowly and have a longer term impact, such as high-speed
rail.

18. For example, Officials at the Iowa Department of Education expressed concern that

recent staff reductions at the state level and a steady loss of experienced business
managers in many LEAs across the state could result in less oversight of funds.

19. The Michigan Public PolicySurvey is a biannual survey of each of Michigan’s
1 856 units of general purpose local government. A total of 1 204 jurisdictions in the
spring 2009 wave and 1 303 jurisdictions in the fall 2009 wave returned valid surveys
(Center for Local, State and Urban Policy, 2010).

20. This is the long-standing practice of the federal government with regard to highway
spending; states have historically been given significant discretion in their use of
highway funds.

21. The White House Office of Intergovernmental Affairs works closely with state, tribal
and local officials to ensure effective government co-ordination. State, tribal and local
governments are critical to the creation and implementation of national policy; thus,
maintaining a strong partnership is the best way to provide strong leadership and
bring change to US citizens. See www.whitehouse.gov/administration/eop/iga.
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Annex 8.A1

Figure 8.A1.1. ARRA highway and public transport obligations by project type

Highway obligations Public transporiation obligations

Pavement improvement: 2%

reconstruction/ Operating

rehabilitation ($6.4 billion) ($185 million)

P ti Rail car purchases and

resurace (35' "pk?' "“" B'm' 'E}' it o, rehabilitation ($324 million)
Preventive maintenance

(4 mm}m ($730 million)
Other capital expenses

New road construction y ($1 billion)

($1.6 billion)

Bridge replacement

($1.3 billion) Bus purchases and
rehabilitation

Bridge | ($2 bilion)

($1.2 billion)

New bridge construction Transit infrastructure

($713 million) construction ($4.5 billion)

Other ($4.7 billion)

Sounce- GAD analysis of DOT data.

MNotes: Highway and public transportation percontages may not add to 100 because of rounding.

Public transporiation obligations include Recovery Act funds that were transfemad from FHWA io
H&memmmmggmmmﬂyﬂmm

s expanses”
includes leases, training, finance costs, mobility management project administration, and other capital
programs.

Highway data are as of August 2, 2010, and public transporiafion data are as of August 3, 2010.

Source: GAO (2010) analysis of DOT (2010) data.
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Table 8.A1.4. Examples of municipal fiscal distress in the United States

City (state) Budget shortfalls
Mid-year budget shortfall and decreasing budget for next fiscal year, resulting in layoffs,
reductions in police and fire overtime and reductions in services.
USD 127 million shortfall, likely resulting in a next round of layoffs and furloughs after
having already eliminated more than 500 positions.
USD 6.5 million deficit in the city’s current USD 50.3 million budget, resulting in the
proposed elimination of 117 out of 897 positions, including 80 police and fire positions.
Boston (Massachusetts) USD 130 million shortfall, resulting in layoffs of more than 500 municipal employees.
Cleveland (Ohio) USD 23 millipn shortfall, and the city estimatgs tlhat for every USD 1 miIIioq about

20 general city employees or 12 police and firefighters would have to be laid off.
USD 4 million budget shortfall in 2009-10, covered through cutbacks in personnel and
programmes.
USD 190 million budget shortfall; 637 full-time positions to be eliminated, including
347 layoffs and cuts to street repairs, libraries and senior services.
USD 120 million shortfall, resulting in layoffs of 80 positions and early retirement of 322 city
workers.
Budget decrease of USD 10.5 million from in 2009, covered by requiring all city employees
to take 12 unpaid furlough days and the deferral of capital improvements.
Reduced city positions by 55, including 16 in the police department and 28 in the fire
department.
USD 2.8 million shortfall, resulting in USD 200 000 cut in police services and USD 450 000
cut in fire services.
USD 98 million shortfall in 2009-10, USD 408 million in 2010-11, and predicting total
Los Angeles (California) shortfall near USD 1 billion by 2013; the city has already removed 2 400 positions from the
city payroll through early retirement, furloughs and other workforce reductions.
General fund revenues declined by USD 15 million, resulting in eliminating funding for
387 positions.
USD 436 million shortfall and expecting USD 80-100 million more due to declining revenue
collection and state cuts; mayor asked city departments for 25% cuts.
USD 72 million budget shortfall, resulting in the elimination of 310 positions and the city
using USD 25.4 million of a USD 30.6 million Fiscal Stabilization (“rainy day”) Fund.
USD 8.5 to USD 12 million shortfall in next fiscal year, which would mean eliminating 136 to
192 positions.
USD 13.7 million in budget cuts, resulting in four positions eliminated and furloughs of
158 employees.

Source: Based on Hoene (2009) in OECD (2010), “The Impact of Fiscal Consolidation at Sub-National Level:
Where Do We Stand?”, GOV/TDPC/RD(2010)8, OECD, Paris.
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