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A Critique of the Nanlonal Water Ccmn1551on
B Ana1y51s of Cost Sharing®

Chapter I -- Introduction . -

ﬁThe approval cf Public Law 90w515 "The National Water Commission
Act "' September. 26, 1968, established the National Water Comm1351on and

.sPelled ocut its leglslatlve mandate, which in sum was. to study es s Vir-

tually all water problems, programs, and policies in the context of

. their relationshlp to the total environment, 1nc1ud1ng ‘esthétic values

affecting the qual1ty of life of the Amerlcan people. Il The Commis~- .

. gion began work in December of that year and in rhe- 1ntervening five

years made three interim reports to the Presldent held 'a series of re-
gional public meetings in early 1973 (which accommodated the views of

-some 351 witnesses); and accepted thousands of written statements- from
'addltlonal interested groups and individuals. Its final report was pre-
. sented to the’ Preeident and the Congress in June 1973, and contains rec-

cumendations for the improvement of policies, concerning the nation g

" water resources, which it believes will more ‘optimally contribute to the

welfare of Ameérican citizens. Among the many and varied topics. addressed
by thé Water Comm1951on in its report is the set of problems and issues
attendant to the manner in which water develogment projects ‘are cufrently
flnanced ‘In 1ts treatment of these so-calleéd cost sharing policies,.

the Commission is ecritical of the present arrangements for sharing’ the
expense of water projects among and between the different levels of
government and those individuals and groups who benefit in varying de-
gree from various types of projects. Its criticism is dirécted princi-
pally .at the inconsistencies of such p011c1es among programs, purposes-

_and agencies, and the resulting coufusion and patterns of- development

narked by distortion and deviation from principles of eff1c1ency “4nd
equlty._j Central to the recommendations proferred on this’ matter is
the theme.thkat "...the identifiable benef1c1ar1es of projetts’ services
should bear appropriete shares of development and 0perat1ng costsna. é

,.g,/ . M" s. PP 4.85,"-49_.9‘9

* Chapters 1 ~ 4 were preparedrby William Hunt and David Allee,‘éhapter V.
includes the efforis especially of Edward Cohn but also Leonard Dworsky,
Gene Reetz, Peter Willing and Peter Jutro as well as Dav1d Allee°

1/ National Water Commanlon. Water ' Pollcies for the Future - F:nal
“ Report to the Pregident and the Congress gf the United S;gges by the
“‘Naticnal Water Commission (haehlngton, b, C.: U. S. Govermment Pr:l.n%m:.M
ing Office, June 1973}, p. x,

3/ Ibid., p. 497.
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The discussion of this paper is an attempt to depict in broad per-
spective the role of cost sharing as an important major policy instru-
ment in water resources, Such a broad view of any subject would certainly
be incomplete without some attention to history. Chapter II attempts
to place the issue of cost sharing in historical perspective, outlin-
ing the major roots of present policies and hopefully serving perhaps
as a gentle reminder . that the present, too, 1s history.

Chapter III brlefly covers the National Water Commission recommen=~
dations, as well as debate on cost sharing as evidenced in the products
of other major official study'groups which have examined one or more
facets of water policy in preceding years. The chapter is primarily
conceptual in nature. The discussion attempts to cover major facets
of the nature of -the "process'" of policy making, focusmng parrleular
attentidn on thé "enviromment' within which this process takes place-
and within which decisions are made regarding public¢ water resources isw
sues. . Using the Report ‘of the National Water Commission as a starting
point, discussion will cover apparent assumptions (or presumptions), em-
" bodied. in the Report's ‘cost sharing proposals, concerning the "environ-

ment" alluded to above, as thiey pertain to: principles of public admin-

-istration, economic principles and their interface with the political:

enviromment, and the ndture of 1ntergovernmenta1 relations in the con-
text of a federal systeme The ensuing discussion will provide a theoretical

- eonceptualization’ of the decision’ making, pplicy making environment.

- The -focus will be on-congtraints imposed by such realities .as the insti-
tutional setting, the legal environment, political- -economic behavior,
and .pertinent aspects of the intergovernmental relat;onﬂ indigenous to

"~ the federal system. - Such realities, dlthough very real and perhaps of~
ten the more important varisbles in policy issues, are also character-

~ized by a. degree of complexity that militates .against their inclusion
in models upon whlch policy recemmendations of this kind seem often to
be based

In'Chaptef IV, thé matter of cost sharing‘as'a policy.variable in
water resources’ planning and’ development is explicitly addressed. Ra-
ther than to drrive at specific propogals, it is the.aim of the- discus~
sion in this chapter to come to an intelligent, mature perceptxon of the
role..of cost sharing as a major instrument of policy. The .approach to.
this understanding 1nvolvee can’ aﬂeessment of cost sharing stratepies and
philesophies, derived from' gome of the ideas presented in Chapter III
and from informally conducted interviews in Washington, D. C. In addi-
tion, a number of cases are discussed in which the cost sharing matter
is in some way a key issua. The cases include pertinent aspects of
Spec1f1c projects and selected leglelatlon. vy

A complex mosaic of pollcy takes form as. legislatxon is enaCLed,
and signed into law, as precedent is established administratively and
judicially, and as the mcod and values of the publlc contlnually fluc~
‘tuate. .Cost sharing doés not. océupy an easily defined niche in this -
maealc.; As the Nattonai Water: Commlssion has done well to. peint out,

'#J:;'

Present policree governing Federal and non*Federal cost:
sharing arrangements in the water resources field have.been s
established over a long period of time by unrelated congres310nal

T
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actions on particular projects and programs and by similarly
uncoordinated administrative determinations. As a result,
these policies are now inconsistent among programs, among purw
poses, and among agencies. 4/

A number of major themes emerge from an investigation of this.policy
mix regarding goals to be attained through cost sharing strategies.
Their identification helps ‘to glean from the policy mosaic a broad un-
derstanding of water resources cost sharing policies ~- what they do
and what.they are Lntended to do. T

Chapter v recapltulates the major flndlngs of the paper.  After a
summary of the major poxnts in the body of the paper, some concluding
comment is in order. To'this end, discussion at thlS point turns to
some recommendations. In keepznO-w1uh the interest of pursuing this
topic with -the bxoad oveérview 'in mind, the recomméndations do not merely
set forth SpElelc cost sharing prcposais. They are concerned instead
with the larger questions, generally, of how the subject of cost sharing
policy, should be- approached to Begin with, what role it should play, and
to what extent can/should ‘analysis' be clearly differentiated from

"value" statements. I .

The foregoing introductory comments outline the general structure
of the paper. - It would.be heélpful at this point to set forth some guide
as to what ends this discussion is geared. The intent is multlnpurpose,
and some of the major items are enumerated belbw.

1. Enunciation of the major themes and iésuesfin cost sharing.
+ 2. 1ldentification of the broad questions which ought to be . ad~

‘dressed at the outset of any examination of cost sharlng
~ . policies.

3, ‘'Understanding of the multJ~faceted impact of cost sharina““f
{pollcy. SR

b, Appteciat*on for the complexities of the‘pfocess of policy
- making in general, and specifically with respect to cost
sharlngn
55_.81gn1f1cance of policy considerations in the admlnlstrative o
~and plannxng functmr.s2 with emph351s on cost sharing
While thls llotlng is qeltWer exﬁaustlve nor 11m1ting, it hopefully ’
gives a feel or "sense' of Whgt this effort sets out to accomplish,

Throughout this paper, the historical section, the case examples,
as well as the conceptual discussion, are all hoped to be illustrative
of the manner in which policy changes come about in a complex socio-
political-economic enviromment., Such an understanding contributes to
making more meaningful proposals for which implementation and related
matterQ are more. carefuliy takenflnto con51deratzon.u

4/ Ibid., p. 485.
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Iontroduction

"...Present cost-sharing policies tempt Federal Water Project
‘beneficéiaries to: request projects that they would not -be
- willing to pay for -if.their own money were invelved..,

Only by placing development of wateir projects foF'purs .

poses that yield economic returns on a self-supportibg-basis ' ‘uin
- can-equity be promoted.... The best way to do this is for ..
“the . identifiable users of projects services i}. to bear 'their
proportional share of development and operating cnﬁts*éf the
“projects through systems of pricing or beneficiary ‘charges

- duch: as special -assessments, taxes, and fees. 5/ (Nationmal .
' Water Commission, 1973). - e

RIS
‘ The -just conclusion from all this is, that if the Nation
- refuses to make improvements of the more general kind, because
their benefits may be somewhat local, a State may, for the
same reason, refuse to make an improvement of the more local
“kind, because its benefits may be somewhat general ... But
. suppose, after all, there should be some degree of inequal-
.-ity: . inequality is certainly never to be embraced for its-.
own sake; but is every good thing to be“discarded which may =
be inseparably connected with some degree of it? If so, we ..
must discard all govermment... 6/ (Abraham Lincoln, 1848).
'The issue of who. should bear the costs of water development programs
and projects is both timely and timeless, as it has its-roots in the very
beginnings of the nation, while being the subject of debate today as well.
The question is unlikely to be ewver fully answered, and lies ultimately
at the’heart of the purpose of govermment itself., The aim of the follow-
ing discussion is much more modest, as it attempts to highlight an ap- 4
preciation for the historiecal flavor, and its significance to this topic.
Few-wou1d argue over the notion that as events unfold over time, their
interrelationships ard causai..linkages contribute to make the historical
process a kind of continuum leading up to the présent. The point is
that the activities of the present, although unique in 'that they are
happening now, are just as much & part of history as are the events of
some obscure past. . None@hele;s,_prescriptions-for“ﬁajdi‘policy changes
seem often to overlook this péint, as they paint 'a picture of a vague
':Yand:pomfortable‘fu;ureg;ig.which the recommended changes are working to
the betterment of all...JIn ite. 1973 report, the Wational Water Commis-
sion mentions the historical aspect of the development of policy, but

T,

5/ Ibid., p. 495.

] i

&/ William J. Hull and préﬁ;rm. Hull. THE.OTigin énd'Development of
the Waterways Policy of the United States (Washingtom, D. C.:. 7
WMsg,s.-«i""’I\Iat::i.tz}rl.all Vaterways Conference, Inrc,, 1967), p. 20. - ' ‘
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“seems to see it mainly as an aggravating element, which produces incon-
sistencies ",..among programs, among purposes, and;among.agenciesiql

The ‘Commission's criticism of the present inconsistencies can perhaps:

be viewed as‘gart of a long term trend towards a more uniform, rational
body of water resources policies. For an understanding of this incon-
sistent nature, it is 1nstruct1ve to consider: firat the root) of resource
use polxcy in general :

iota

Originhs of Resource Policies

The earliest policies which effectively began ‘to set precedénée
developed and changed in response to needs and COnsiderag?ons external-
to any deliberate concerns for natural resocurce problems—' (as we might
think of them today in terms of water supply, land use managemept; flood
control, soil conservation, water pollution, etc.), 1In addition to this
factor, early resource problems and policies were a matter hsually dealt
.with on an- 1nd1v1dua} or private basis, rather than being a public or

. governmental issue;2/ The perceived needs of a ‘growing nation through'’
to about the beginning of the twentieth century determined major policies
which affected natural resource use, The principal emphasis was typic~
ally upon other values (besides resources per se) and the impact upon .
resources was either-ignored or of gecondary concern.k9/ These needs T
revelved around such issues as national defense, interior cdmmunlcatiOhé,
and physical and scientific knowledge about its possesgions’ (includxng
vast new territories in the West) '

The flrst of these, national defense, prov1des some exampies worth
notlng. John Quinecy Adams' administration went to such lengths in 1827
as to actually undertake forest preservation programs, in the interest b
of insuring sufficient mast timber for ships. This issue faded as a
major public concern, of course, with the advent of steamships and 1ron
construction,t2/ War and preparatlon for it prior to World War I, and
for.all military struggles since, have increasingly brought resource_use

[

1/ Natlonal Water Commlssion, op. ¢it., p. 485.

gfﬁ; nest A Engelbert. ”POthlCdl Parties and Natural Resource Pollcies
" An Historical: Evaluatioh, 1790-1950," Natural Resources- Journal,
Vol. 1, No. 2 (November 1961}, p. 225

9/ Norman Wengert. Natural Resources and the Political Struggle (Gar-
den City, New York: Doubleday and”Company, Inc.,:1955), p. 15. o

10/ .The Administration of Natural Resources (London:
A51a Publlshlng House, 1961} . 7.

;;j:'John Furman Wallo ‘The Civil Works of the Unlted States Army Corps
of Engineers: Program Modernization (Ph. D Dlssertatlon, Cornell
Unl‘vers:.ty,_1973)s ppo 136, 140. o

-

12/ Engelbert, op. cit., p. 226,
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issues to the fore&lg/,ﬁln*fécﬁg the major fedéral.acqivity‘inrtpeﬂgater
résbureesrdevekupmenﬁ*area today has its beginnings rootgdrin:a,milltary
cirgumstance. The Army .Corps of Enginéers engages in planning and de=-"
velopmental. activity regarding water resources in the fields of naviga-
tion,, flood control, water pollution, and"récreation, to name only a
few of its responsibilities, But the original concern was in the need
for military engineering. It was at the beginning of the American Revo-
lution, in 1775, that the Contipental Congress made provisions for an
engineering organization, whose first major effort was {o fortify‘Bregq's
Hill izlpreparatiqn for vhat has become known as the Battle of Dinker
Hill.=~" From these early seeds developed today's Army Corps of Engi-
neers whose civil works functions touch many aspects of natural resource

use in the United States..

L Lo St . < R : S Coae
"~ The problem of interior communications in the early development of

the nation ggéin'proviQQS;gxémples of policies whose consequences for
Tresources were of secondary concern. ' Late in the eighteenth century,. .
?the“need“fo;’a,reasonahly reliable systeii of communication was beginning
to_aﬁsgrt'itgélff' At the same time, the'meshs of communication available
were‘psually;brimitive}and,unaertain,iat least relative to the territors

“ial edpanse of the country...The:conﬁuct of official and private business,

postal time schedules, the distribution of laws and public papers, and .
the carrjihgﬂcutnOf'jddigial business and,foreignﬂéommudicatipns all re-
lied in varying degree on the condition. of public¢ roads. By most stand-
‘axds, these conditiong were very poor.z2/ - Early ‘efforts to undertake a.
comprehensive plan for construction and improvement of roads and water-
ways at federal expense stumbled over what became a constitutional dig-
pute.. The debate (about which more will be covered later) concerned the.
implied powers of the general government on the one hand, and the strict-
constructionist views on the other,  In the 'end thél;tfiqt construction~
ist’view_prgvaileq, and with. thé:invention of the railrcad, the steam ..
locomotive, and the .use of private capital, in an atmosphere which was
to become dominated by a.laissez-faire attitude, private and state ini-
'tiativg,held_swéy‘gn the development. of reads and canals. Any develop-
mental scheme so large obviously has extensive implications affecting

the nation’s resqurces, but specific concerns regarding this matter wete

not addressed._ﬁl

Probably the most impbféant issue deaiing with the nation's natural .

resources in the era preceding the Civil War was the dispogition of the
so-called public domainu ‘In the policies that became established in this

13/ Wéﬁgért5'ThéfAdminigfigﬁibn:of'Natural Resources, p. 7. .

14/ wall, op. cit. o A
}é/ Leonard D. White. The Federaliété e fy Stud§ in Administrative .
History, 1789-1801 (Eggg?ork:_xfheaFree Press, 1948), pp.- 479438,

-

16/ e . 'The Jeffersonians - A?Séudy‘inrAdmiﬁiéffétiﬁe'a

History, 1801-1829 (New York: The Free Press, 1951}, pp. 474~495, - -

-
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area, "...land was disposed of to take care of the veterans, to fulfill
the' riation's Manifest Destlny, to provide land~hungry 1mmlgrants‘w1th
'famllynfarm uylts, to span the continent with railroads, to encourage.
educatlon@ While the concern in esLabilshlng these p011c1es was fo-
cused on other objectives, they had important effects on the use and
allocation of land resources. As in the other examples that have been
" cited, these effects were in most cases elther ignored or of relatively
minor concern.

Other examples exist in this vein, and some are outlined here to
futther 111ustrate the 51gn1f1cant influence of the historical context.
The salience of a resourxce use issue seems to rise in proportion to its
perceived’ relatlve scarcity and rate of consumption. "Salt, for example,

‘was 4 cruciagl commodity in the eighteenth and early nineteenth centuries,

'so much so that the new Federal government took early steps to see that

- salt deposits on public lands were placed under Federal management to

- protect -the public from monopoly and sgeculation, a practlce which con-
tinued in déclining fashion to 1877."i The issue has .faded from prom-

inence in the twentieth century, however, owing ‘to changes in the commod=

ity's productlon and distribution.

Tariff policies can have important implications for resource use,
exemplified by Hamilton's tariff legislation, aimed at stlmulatlng early
American manufacturlng o A

_ Other examples of areas of policy develoPment affeoting tho roéoofce
base as a sort of by-product or side effect are govermment fiscal pol-
icy, money and credit policies, and developments in corporation"lawnlg,

A number - of'factors contfibuted finally to a focus of public atten-
tionon resource 1ssues, ralSlng them for explicit consideration.  The
embryonic stages of a trend toward a more uniform, conscious approach
to policy development for natural resources can be traced to the time
of the Civil War. 1In the éra from 1865 to the turn of the century, dom-
inated by the prominent issues of industrial development and homestead
settlement, there occurred also the creation of private and government
organizations concerned with developing scientific and technical know-
ledge. There was also a growing interest in this period in economics,
political science, and soziology. Perhaps the most significant effect
set in motien by tneée trends was that with numerous scientific and.

- technical knowlédgeg There was also a growing interest in this perlod'
in economics, political science, and sociology. Perhaps the most sig-
nificant effect set in motion by these trends was that with numerous
scientific organizations in existence, policy makers began to look more

17/ WYengert, Natural Resources and the PolitiggI”Strugglé; p; 15.
18/ Engelbert; loc. cit, |

15/ Wengert, Ibid., p. 16,
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frequently o them fon adv1ce.20/ "An era of development of consciously
emplo¥éd resource policies was ushered in with the beginning of the .-
"conservation' -movement, marked by “.,.the General Revision Act of 1891,

“which greatly modified entry onto  the publjc domain and provided the.
‘basis for the establishment of the first forest reservetlons." 21/

Other factors deserve brlef mentlon. The rampant Lndustrlallzatinn
of the latter nineteenth century increasingly required the. consumption
of growing and varied quantities of natural rescurces, whose supply,
allocation; and use were to become important considerations. The resur-
gence of the Malthusian problem has emerged in ‘the twentieth fcentury; -
. This concerns both the classical notion of insufficient food resources:
concurrent with a growing population, and the more general concept of -
the depletion of non-renewable resources, sPec1f1ca11y petroleum reserves,
The growing interest in science and technology has already been mentloned
but its effect-on. popular attitudes is" an additional’ factor that- has con~
centrated attention on resource programs and pollc1es. _To many, "...against
the pessimism and gloom of the neo~Malthusians ohe can place the cornil-
copian enthusiasm of the scientlsts and technolocists. But”whichever
viewpoint one chooses to adopt the importance of natural.fesources:and
what man does‘about them is inescapably a'primafy issue." 22/

Accompenylng, and in effect part of, this growing empha31s on: con-
sciously employed resource policies has been a growth in the empha51s
-on methodelogies for evaluation of water resource projects, centered
around the concept of benefit-cost analysis. Its use in this area grew
out of the standard set forth in the Flood Control Act of 1936 vrequiring
that "...the benefits to whomsoever they accrue be in excess of the es-
timated costs..." The 1936 act did not spell out any actual criteria,
however, and efforts in 1950 (the Green Book), 1962 (Senate Document
No. 97), and 1973 (Water Resources Council .-- Principles and Standards
-for Planning Water and Related Land Resources) have -addressed this is-
-sue with increasing sophlstlcatlou and mounting emph351s on the envir-.
onmental 1mpact account, (partlcular]y nonwmonetary values)

Administreﬁive'anﬁ”Politicel Enviroﬁment{

. Having depicted the larger historical framework within which' cost
sharing policies were conceived and deveIOped to their present state,
another topic of significance deserves mention in the historiecal context,
a*thouoh it will be discussed further and’ 1n ‘more conceptual terms in

20/ Wengert, Ibid,

Engelbert, 62. cit., p 227
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Wengert, The Administration of Natural Respurces, pp. 9-12.°

fua
T,

Stephen A. Marglin. Public Investment Crlterla“(Cambridgeg Masgs. :
The M,I.T, Press, 1967}, pp. 16~17.
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the next chapter. -Some:peculiar -characteristics of the American expe-
rience in the political and administrative arenas is illuminated by
looking at the U. 8. approach that has been taken'in dealing with the
various resource issues that have surfaced. This. approach has ‘beén
aimed .at specific, narrowly perceived problems, in a semewhat picécemeal
fashion. Deliberative natural rescurce policies that have developed,
then, have been in response .to problems which grew to such magnitude or
significance as to demand attention (land disposal, water supply, water
pollution, energy). Norman Wengert, writing about the American experi~
ence in public administration in natural resources, cites as a partial
cause the general American espousal of a "...philosophical -or ideological
hostility to national planning.“33~;=He*goes”on to further stress four
points which the historical experience has illuminated as typical of
American resources administration, These points are: T

1. The growth and development of American resogrces programs
has been pragmatic and pluralistic, directed to solving +
- .particular problems identified at the’ time a program was
--'inét@tuted., - : : ‘

2. The growth and development of American regources programs
had been dependent upon the leadership and zeal of indi- '
viduals, usually specialists or technicians, and the sup-
port of articulate groups. ' S ‘

3. The growth and development of American resources progféms‘
-has been deeply involved in politics, political struggle,
- and conflict,. ' '

4. American resources programs have been administered by spe-
- clalists and technicians, rather than by administrative |
“generalists, and their dominant objective has beén program . -
‘accomplishment, 25/ ‘ ' IR '

Aside from these general administrative and political characteris-
tics, the evolution of resources policies has evolved within the context
of party politics. In this light, it is worth 'noting the major findings
of Ernest Engelbert, who writes .abour this subject for the period 1790-
1950,26/ The brief account which follows draws primarily from this
analysis. :

Engelbert's study casts:the subject of the evolution of U. S. polw
icy for natural resources in the. light of political party,platforms and.
campaigns, voting and debate in the Congress, and presidehtial action
and administration, to the extent reflective of the philosophy of the
party in power. S

24/ Wengert, Ibid., p. 27.
25/ 1Ibid., pp. 27-28.

.26/ Engelbert, op. cit., pp. 227-256.



In the years prlor to 1860,4the key resource lssue was land

,,,,,

_ ...the Whlgs...mlght be: tltled as the party of conservation
‘since they were 1nterested in a partially controlled ‘devel~
opment of Amerxca s economy which: in turn was ‘reflected in’ ﬁ o

' more conservative attitude toward the development of the .
- public domain. One might conclude that -had this attitude
" ‘prevalled there would have been far less exploztatlon of the
T couﬁtry $ natural resources. 27/ :

: ‘The thrust of the Democratlc Par ty p051t1on, on t e other hand,

was for rapld settlement and development. The Democrats. proposals
..aWere also de31gned to offset the opportunlties for- 1arge ‘
scale speculation which land grants and internal improvement
ventures afforded, Cheap and available land laid the basis
for a democratic society and a system of free enterprise.
The gross exploitation of natural resources by large industry
that marked the close of the nineteenth century had not really
begun in the pre—C1v11 War agrarlan economy 28/ '

The Republlcan Party 8. program in the late 1850's:

. ..threw overboard the conservative manlfestatlons of both
the Whig and Democratic¢ parties and proceeded to emBrace a
phllosophy of unrestrlcted development. And this was at a
time when it was becoming increasingly evident that the op-
posite course should be followed and programs..f prudent re-~

gources management lnstltuted 29/

In this pre-1860 era, both p011t1c41 resource issues. and political par-
ties were closely aligned with sectional interests. ‘With regard to the
- Republicans, Engelbert goes on to say that it is to the1r credlt

L JltHat they beg gan to veer away from a‘ sectlonal approach and o
 te weigh questions on a more pronounced national basis.. Under'f
their leadershlp ‘the Department of Agriculture and thé “fand -
grant’ colleoes were. established. From these 1nst1tut10ns were'f
to ‘flow many of the hlessings that contributed to a wiser re-

sources policy. 30/

-~ As the author. p01nts ouu, a 51mpllsticwapproach in which 'a’'review
of the history of natural resources policies is interpreted- only in terms
of the. central phllosophles of polltlcal partles, would overlook Other S

27/ 1Ibid., p. 235.
23/ 1bid.
29/ 1Ibid., p. 236.

Ibid.
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important .factors... For instance, cpnflicts of,iﬁterégt between—va%ious
groups, the role-of.-crises, and other important influences play major
roles. To some extent of course, political party philosophies articu-
late and reflect these other motivating factors, but they certainly aren't
the only important explanatory variables. Nowetheless, it is afhelpﬁul
indicator, and for the post-1860 period, a capsulized version of such

an intérpretation is quoted -below:

K.Fbr the peridd.1861~1890 Repﬁblican Party pdsitionsﬂbn'natural: 

resources could be viewed within the framework of a rising o
- capitalism, the period 1891-1920 could be. seen as a reaction’
against wanton exploitation by private interest to which both..

the Democratic and Republican Parties were trying fo adjust,
and the period of 1921~1950 could be described as an era of
governmental intervention represented by the prevailing econ-

omic philosophy of-the Democratic Party. 31/

CoétEShéring—PoIicy Origins

.. Federal policies for sharing in the expense of water resource plan-
ning and development of projects and programs have their beginnings in
the earliest days of the national experience;’ Although the essential
‘adthority for federal involvement in this aréa is based in pertinent -
clauses of the U, S . Constitution,32/ the origins of federal invelvement

réally pre~date the Constitution. These origins were based in -a concern
for't:agsportation'and.communication. S ' o

“There was abrcad in the Nation well before the adoption of
the Constitution a spirit of public involvement which carried

with 'it, in the eyes. of Vashington and many others, a duty
incumbent both upon governments and individual citizens to
develop the Country's natural advantages by improvements in o
transportation. 33/ SRPUEE S '

" The problém of communications has been mentioned earlier. Although
debate over whether the "General Covermment" should properly engage in--
lmprovement of pest roads came to nothing in the late 1700's, this set---
‘ting is illustrative of. the atmogsphere at the time. And while the means
of communication were generally poor, as Leonard White has noted,

»«.they had to suffice to maintain as effective connection as
was then technically feasibie betweéen the center and its out-
lying agents, including foreign representatives, Thelslowness

31/ Ibid., p. 254. _ ‘ s iy
32/ L. Douglas James and Rebert R. Lee. Ecenomics of Water Resources

Planning (New York: MeGraw-Hill Book—ﬁompany,'l97l), p. 153."

IL\J
LT
~

William J. Hill and Robert W. Hull, op. cit., p. 9.
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'~ and unreliability of the means: of communication were however,
.- gerious . handicaps to the conduct of admlnistratlon in these-gu-f
-iﬂearly years. 34/ v : : _ o

. BN

; ;wThe companmon éoncern, transportatlon, was the key consmder&tlon.
In the postsrevolutionary.18th.century, trade occupied an urgent: place
among the zffairs of the nation, which fueled the ship building indus-~
try and laid emphasis on water transportation in general. The inland
watey transportation issue was even .moré closely tied to the communica-
tions problems.  Settlement and. development in the Vest were hampered
by poor. communlcatlons and expensiveé transportation snd travel over land,
Coastal, lake, and.riverine waterway systems evVentually became the
source of/an 1nland waterway system prov1d1np a link to the western
states .22/ . ‘ R . ‘

The beginning policy of internal-improvements cafi-be seen "...in
action taken by the First Congress in 1789 authorizing the Federal Trea-
sury to assume the costs of llghthouses, beacons, buoys and publlc pl&fs
which had been erected by the Colonial governments." 36/ -

, It was an atmosphere of sectionalism in which President Jefferson's
1806 Annual Message proposed that a comprehensive development of rcads
and waterways would,help to bring economic harmony to the country. Sec-
retary of the Treasury Albert Gallatin's 1808 Report om Roads and Canals
firily espoused this sentiment, formally recommenﬁlng federal” assumption
of costs of a broad internal improvements plan Serious action in -
this matter was interrupted by the War of 1812, and interest resumed in
1815 with President Madison's Seventh Annual Messaye in which he recalled

«+.the attentlon of Congress to the great importance of es-
tablishing throughout our Country the roads and canals’ ‘which
can best be executed under national authorlty..a 38/ R

Congress passed the flrst river and harbor bill in 1824 authorizing
federal public works for the improvement of rivers and harbors. This
was the first of many similar Acts, and tended to encourage state in-
volvement in local internal improvement plans. The state canal building
programs progressed -at a feverish pace through the 1820's, and eventualTy
the states overextended themselves: to- support these plans, Whlch became

34/ Leonard D. Whlte, The Federallsts, p. 479

35/ Leonard L. Dworsky. The Natlon and Its Water Resources (Cornell
University Water Resources and Marine Sciences Center, Ithaca,
N. Y., 1973), p. 19.

36/ Hull, op. cit., p. 10.

7[;"ibi¢% ‘.IL§;Y

—_— AP

a

8/ Ibid., p. 11.
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increasingly uncoordinated. in terms of a national pattern. The idea of

a national.plan fell apart in the late 1830's due to this state initia-
tive and to.the severe 1837 recession.32/ In the aftermath of this fail-
ure on the part of locally supported improvements, the question of fed-
eral responsibility for internal improvements revolved essentially around
a constitutionally-based dispute. Earlier, in 1817, only two years af-
ter he had favorably brought the issue to the attention of Congress, Pres-
ident Madigon vetoed a bill aimed at internal improvements at national
expense, 20/ Degpite his apparently favorable sentiments, it was the
constitutionality question which encouraged this actiom. As he wrote

in his veto message: : ' -

I am not unaware of the great importance of roads and canals
and the improved navigation of water courses, and that a
power in the National Legislature to provide for them might
be exercised with signal advantage to the general prosperity.
But seeing that such a power is not expressly given by the
Constitution, and believing that it cannot be deduced from
any part of it without an inadmissable latitude of construc-
"t:ic}n... _lhl/ i ; . . : ] '

The dispute continued to turn on the issue of constitutidnality,
with vetoes of internal, improvements legislation exercised by, Presidents
James Moproe, -Andrew Jackson and James K. Polk. Polk's véto messages
in 1846 and 1847 included explanations of his constitutional. arguments
against the bill. His analysis ess7ntially embraced the strict construc-
tionist view of the Constitution.ﬁz- The tide turned following the elo-~
quent address to the Congress, by Representative Abraham Lincoln. in
_.1848, a portion of which is quoted at the beginning of this chapter.

" Mr. Lincoln expressed a looser vision of the Constitution, whose implied
_powers laid- the basis for federally funded internal improvements. Pres-
" ident Millard Fillmore, in 1850, further asserted an espousal of this
view and by this time, the basis essentially was established for: federal
internal improvement programs.+ C ' ' S

- As mentioned earlier, the Constitution is still the basic author-
ity for_federalfresppnsibilitiesm'andhhance the source of cost sharing’
precedence, in water resources development. More specifically, the
source is implied in essentially five clauses:44/ ° h '

39/ Ibid., pp. 16-17,

40/ 'Ffahk_E}tsmitﬁQ‘,Land and Water, 1492-1900 (New York: Cheléea House
. Publishers, 1971), p. 178. R e

41/ Ivid., p. 179.
42/ 1bid., pp. 180-197.
43/ 1Ibid., pp. 198-208.

44/ James and Lee, op. cit., pp. 153-156.
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1. The commerce clause (Article I, Section 8) giving the
Federal Govermment the power to regulate commerce, with
implications for control of navigation, and interstate

- sale of hydroelectric power. : N
2.-_Treaty~mak1ng power (Arblele II, Section’ 2) -— ﬁlthough
- there are not an abundance of major rivers crossing in-
ternational boundaries, gives jurlsdlctlon to the Presi~-
dent, (with'2/3 vote of the Senate) over water resources
development on such water bodles, glven that an appropri-
. ate treaty has teen made. o o T

3. 'Pr0pr1etory power (Article IV, Section 3),“—- 01v1ng the"“j”

United States jurisdictiom over water resources develop-'

ment on publicly owned land. :

4, The War power (Artlcle I ' Section 8), g1V1ng the power to
"provide 'for the common defense " has Been used as auth-
- ority in Tennessee Valley hydroelectrlc power development
" in connectlon w1th the World War I effort (nltrates pro-
ductlon) e
5. The general welf&re-cl%uee“(Afticle I, Séction 8), which -
- in recent decades has reslly been at the basis of ‘consti-
‘tutional authority for water, project develoPment at na-~
tional expense. ~

4 -

h

It hHas been in thls atmosphere, then, that federal assumptlon of
re3pon51b111ties and eost sharing policy have evolved Other major areas

-------

up in constltutlonallty questlons as was the navzgatlon—lnternal improve~
ments 1ssue orlglnelly..

Inltlal flood control efforts ‘date to 1717 in the U. S., when plan-
tation owners near New Orleans built a flood protection project on the
Misesissippi. Federal involvement essentially started with the creatlon
of the Mississippi River Coummission in 1879, which assuméd responsibil-
ity for flood contrel. I* was in the wake of severe flooding that in
1936 the government initiated, with the Flood Control Act of 1936, a
major program of flood econtrol for the country-—

Water supply was originally not a matter of federal concern at all,
The traditional situation was one in which a relatively small demand was
satisfied by a relatively abundant source of supply located conveniently
nearby. As accelerating growth in demand has continued, supply tremains
ultimately a constant. Urbanization, concentrating large numbers of _
people in small areas, has naturally tended to lead toward depletion of -
nearby sources, and to a need for larger scale plans for water supply .

45/ Ibid., p. 230,
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for domestic and industrial use. The emergence of the water supply is~
sue ‘as a large sScale and complex matter has led to 1ncrea5ed financxal
1nvolvement for the. federal Uovernmenta 46/ - :

Although there-ls no federal ¢cost -sharing per se on hydroelectric
power development, there may be federal cost sharing when viewed on a
de facto basis. Hydro power is often one of a number of features on
Corps of Engineers and Bureau of Reclamation Projects, and the methods
of cost allocatlon ‘and repayment have been criticized as not fully cov-
ering’ the hydro power investment .42/ The passage in 1920 of the Water -
Power Act, creating the Federal Power Commission to oversee these mat- '~
ters, may be viewed as a key event in the federal role in this area.48/
Prior to this'time, thermal power generation had predominated as the =
source of electricity, due primarily to inefficient transmission tech- -
nology, 80 that generation at distant hydro-site$ was unfeasible. Be-
ginning avound 1910, fuel shortages and transmission technology, advances
combined to bring hydroelectrlc power into more widespread use.4 . The
stage for federal Jurlsdlctlon had essentially already been set, in’ es-
tablished précedent for control of navigable waterways, by a series of -
Court interpretations involving the commerce clause, and datlng to '
'_Gibbons v. Ogden, 22 U. S. 1 (1824), 50/

L

As in other areas, federal jurisdiction in counnection with the nav-
igation issue set the stage for assumption of financial responsibilities
in water -quality control. Section 13 of the River" and Harbor Act of
1899 established authority for the Army Corps of Engihcers to reculate
the dlscharge of materials into ‘navigable waters which-impose potential
hazards to: navigation.: Althoiligh strict interpretation confined the ap-
plicability of this statute to navigation until 1971, it has established
authority to some extent ‘for fedéral intervention in water ‘quality con~
trol.él. AS'Wlth the water'quantity issue, the view, long: ‘held, that -
the natidn‘s rivérs and stréams secemed to have a 11mlt1€$$ source and
capacity to-assimilate waste, gradually: eroded as urbanlzation and in-"
dustrial growth have expanded Positive major action by the ‘federal
government ‘in this aréa began with the Water Pollution Control Act of
1948.. Engctmént of this law, the culmination of legislative efforts

-from the late 1930's, firmly establishéd an authoritative stance for the
federal jurisdiction over water pollution. The policy has evelved to
the present, with amendments in the intervening years modifying and

46/ ‘'Ibid:, pp. 285—286w
47/ National Water Comm1551on R ult., p. 491,

48/ ~Charles F. Phillips, : .Jr. The Economics of Regulation (Homewood
Illinois: Richard D. Irwin, Inc.,, 1965), pp. 592=595.

49/ James and Lee, op. cit., p. 326.
50/ FPhillips, op. cit., p. 593.

51/ Wall, op: cit., pp. 402-405.
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iy Lo 52
adding to the authority established in the 1948 Act.f‘/ The most recent

addition to this body of laws dealing with water peollution has been the
Federal Water Pollution Control Act Amendments of 1972. The major pro~
vision®'of this bill call-fory 'the control, through certain standards

and’ guidelines, of municipal and 1ndustr1al pollutlon, accompanled by
enforcement mechanisms not included in prior laws; and for federal con-
struction grants for sewage treatment facilltles. 53/

Whlle Water—based recreatlon has" hlways been ‘an important source
of 1e15ure-t1me acthlty, it ‘has’ received incréased attention as a na-.
tional policy ‘concern in recent ‘'years with concomitant urbanlzatlon,
more leisure time, ‘and access to dlstent sites provided by ‘today's trans~
portation. network, The Federal Uater Project: Recreation Act of 1965 ex-
plicitly embraced recreation ds 'an express project purpose, and provides
the basis for present recreation plannlng and development in connecétion
with water resource projects. 54/ o - :
The orlglns of present day federal” respons1b111t1es 1n the enhance-
ment of fish and wildlife has a familiar pattern. The preservatlonlst
tone at the basig of these pollcles wasn't always viewed as. important. .
But with ‘the. advent of increasingly 1nten51ve agricultural activ1ty coupled
with extersive urbanization, the accompanying ‘water resource developm
for other purposes precipitated threatening effects on fish and w1ld11fe
resources, The key legislative milestone in this area is the Fish and -
Wildlife Coordination Act of 1959, Earlier policy had been aimed- at the
amelioration of damaging effects of water projects. The 1959 Act marks
a turning point, requiring 2 more active assessment of fish and’ w11d11fe
consideratxons in conJunctlon with other project obJectlves.‘SS/

The fore301ng d13cuss1on of policy orlglns of today g cost sharing
responsibilities incumbent upon governments and beneficiaries of water-
programs and projects reveals a general pattern.L The eakliest mllestones,
involving decisions concerning navigation and internal improvements,
were slowly arrived at and involved major constitutional issues. Owing
to the complex‘and systemic nature of both the hatural and SOClal .8ys-
tems; and their mutual 1nterrelatedness, federal jurisdiction crept into
other considerations over time. The need for a broad federally sponsored
overview is perhaps based u}timatexy in such notions as Garret Hardin's
"Traoedy of the Commons " and Alfred E. Hahn s "The Tyranny of Small

i
o
BRI H

52/ Leonard B, Dworsky. Analysis of Federal Water Pollution Control
Legislation, 1940~1966, Cornell University Water Resources and
Marine Sciences Center, Ithaca, N. Y., PP. I- 34

53/ u. s. Envirommental Protection Agency. ”The Federal Water Pollutlon
Control Act Amendments of 1972 " Environmental Facts (Washlngton,
D. C.), July 1973, = S

54/ James and Lee, op.’cit,, pp. 395-396.

55/ 1bid., pp. 422-423.
56/ Garrett Hardin. "Tragedy of the Commons," Sclence, Vol. 162 (December 13,

1968), pp. 1243-1248.
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Decisions.'— w31/ On the other hand, there continues to be the counterbal-
ancing effect of what has been so aptly labelled "muddling throuO?“ in
the formulation, establishment, and administration of policies.==' At
any rate, the adoption of pollCles for federal assumption of responsibil-
ities has responded in one way or another to compelling needs, for which
private and local piecemeal response was either inadequate or altogether
lacking. The mechanics of the policy development in this area has been

a matter of seemingly uncoordinated and unrelated actions over time, as
the National Water Commission has pointed out. The prime concern in

each case seems to have been an overriding national need to act, so that
specific cost sharing matters themselves have been not only uncoordinated
in many instances to begin with, but in addition, issues of secondary
concern. Cost sharing seems to have been more a matter of balancing

this overriding need to act, with a desire to avoid an overly central~
ist federal government posture. ‘Recognition of such cost sharing objecw
tives and considerations, in addition to formal economically~oriented
welfare optimization schemes, is a matter addressed further in Chapters
IIT and IV. ' This vision of the historical overview has hopefully illum-
inated to some extent the climate in which the specifics of cost sharlng
pollcy have been and are decided :

Chapter III -~ Economic, Political,
Institutional Considerations

Introductioﬁ

The 1973 fipal’ report of the’ Natlonal Water Commission belongs to
a history of similar studies on water programs and policies in the United
States. . In fact, ".,. at least 20 investigative bodies have been ap-
pointed to look into what should be done about the nation's water re-
sources..." since about the beginning of the 20th century.59/ 4 number
of these have ‘touched upon the subject of cost sharing in one way . or
another, but thls most recent effort has dealt with the topic at least
as deeply and far-reaching as any. Partxcularly owing to the general
posture taken with regard to cost sharing, the'Water'Commission's docu-~
ment has apparently even been referred to by somé as 'the last water
report.'80/ g pointed out earlier, recommendations call for a shift
in the burdén of developing water resources to local ‘beneficiaries, and
generally a reduction of the federal role., The essence of the philo-
sophy inherent in the report is perhaps most succinctly captured in the
following statement:

57/ Alfred E. Hahn. "The Tyranny of Small Decisions: Market Failures; .
Imperfections and the Limits of Ecenomics,™ szlos, 1966, ppn 23-47,

éﬁf ZCharles E. Llndblom._ "The Science of Muddling Through, Publlc Ad~:
mlnlstratlon Rev1ew (Sprlna 1959), pp. 79- 88.

59/ Constance Holden.' ”Water Commission: No More Free Rides for Water
Users,” Science (13 April, 1973), p. 165.

60/ Ibid.
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Its basic message is that the policy of using general tax
- revenue to pay- for water resource development® has served its -
purpese. -'..,the West for which this policy was designed,’
says Commission chairman Charles F. Luce, “his' been won.' 61/

-~ The £bllpwing discussion will ecover pertinent aspECté'of-some of
the prior.water policy studies referred to shove, as well as those rec- '
ommendations of the most recent effort which deal with cost sharing.  ~
Following this introductory background material, discussion turns to
ecdnomic, and political-institutional-considerations which seem to fol- -
low from a reading of the 1973 Viater  Commission's cost shiring recom~
mendations, ... T e R C

t

Prior Studies

1. . The First Hoover Commission -- It was a climate of concern for .
efficiency in the government's administrative functions in which Congress

in 1947fauthorized.thQHCom%}ssion on Reorganization of the Executive

Branch of the Govermment.92/ The efforts of the First Hoover Commission

did not explicitly address the matter of cost sharing in water resources
development, although its general treatment of water resources has impli-
cations for cost sharing. Briefly, this commission directed its efforts
toward reforms which hopefully would lead to "...a more responsible and

& more responsive government, a govermment which will act with dispatch,
with greater internal coordination and harmony, w}th consistency of ad-
ministrative policy, and economy of operation.'£3/ 1p addressing this -
topic, the Commission focused on what it perceived as defects in the or-
ganization of water development and use, citing the lack of formal re-
view, of projects, the contradictory overlaps of jurisdiction between
agencies, and the internal inconsistency of policies within agenciés =
themselves, Cost sharing received attention as a sub-issue. As the

Natural Resourées;task[force-poinﬁed out:

Varying administrative standards of feasibility, benefit-cost
evaluation 'and cost allocation have added to the confusicn in
_these areas.: Inter-agency rivalry has fostered a sort of
Gresham's law with respect to Federal fipancial policies;, tﬁe
tendency being far higher standards of repayment by State, 64/
local,'andvprivate beneficiaries to be replaced by lower s

61/ Ibid.

[=)]
N
s

Well, op. cit., p. B~76.

63/ 'Tha.Commissdon'bn‘Organization of the Executive Branch of the Gov-
- ernment, Concluding Report —- A Report to the Coqg;esg, May_1949.

_54£a.q T N 7,7 Thé Hobvef Commission Report (New York: MéGrag-

Eill Book Company, 1949}, p. 283.
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..-Besides these references to "...inequities among. beneficiaries and a

- season, - for flood control.

drain on the Federal treasury ,,." and resultant interagency conflict,
the task force referred to problems arising out of the "...ipherent con~-

~flict in use of reservoirs for flood control and. their use for power or

irrigation...", because of the tension between the need for even flow
for power development and gg? need for empty reserveirs prior to flood
==/ " The owverall thrust of the First Hoover
Commission's recommendations for the amelioration of this inefficiency
and wastefulness was to consolidate, bringing the conflicting agencies

‘into one agency. At the same time, the Commission realized the existence

of limits to centralization economies and recognized a need for a cer-

tain amount of decentralization "... under proper centraééiontrols.a.",

ko aceount: for such factors as vatying local conditions.=2

2, The President's Water Resources Policy Commission -:?In response

prfmsrdly to Executive Order No. 10095, this study commission, chaired by
_?mmriS'L; Cooke; completed its_Work~in_Decembe§/1950, submitting its re~

6

{part, A Vater Policy'fofvtﬁe“Amefican Peaple.2*! . The ‘Cooke Commission
“was directly concerned with water policies and programs, whereas in the

First Hoover Commission report, the water' area was one.of many topics.
Cost sharing was a more substantial subject in the 1950 study, and was
dealt with at some'léngth'in:Chapter=S,H”Reimbursement.qég The Commis-
sion noted first the extremeé positions in the cost sharing policy con~
troversy -- at one end of the spectrum, advocates of rapid developmert
favor complete assumption of financial responsibilities by the Federal
Goverpment; at the other ‘end, those who would restrict water resources
development support complete reimbursement by beneficiaries), limiting
development to self-supporting, self-liquidating investments, The re-

..port goes on to recognize the rather complex nature of this matter, not-

ing the intermingling and interrelatedness of private and social (or
widespread) benefits, the issues attendant.to state and local partici-

.patien,. the hational interest, and the problem of excess gain for a few

individuals arising out of some water resource investments. In addition
to a discussion of these issues affecting cost sharing, the. Commission
identified what it perceived as basic objectives of reimbursement policy.

‘Citing the fact that existing policies had been ".,. oriented troward

thisolatedgysingle purpose functions designed to serve local needs and

private interests...", the Commission urged that policies reflect the -
multi~purpose nature of water development, and the "side by side" exis-
tence of both private and public activity involved. Driefly the objec-
tives outlined were that: - ' :

65/ Ibid., p. 284.

66/ ~ Concluding Report
May 1949, pp. 32, 37, 39.

== A Report to the Congress,

6‘/-1The Presidenﬂb Water ResourcéS'Poiicy Commission., A Water Policy
for the American People (¥Washington, D. C.: VU. S. Government
Printing Office, December 1950), 3v. ' o

68/ Ibid., pp. 67-86,



~20~

a. Reimbursement policy should reflect comprehensive multi-purpose
plannlno and develoPment, S ;a;ﬁ
g 'foB: relmbursement pollcy should dlstlngulsh publlc from prlvate
) benefits, and that publlc beneflts should be non«relmbursable-

C. relmbursement pollcy g prime obJectlve should be to recover
‘costs, assoczated w1th purely prlvate galn': : e

Lo dy relmbursement should be a key, though not the only,.criterlon
'for dec1d1ng whether or not to. implement: programs, .and -

' £ relmbursement can be ‘used’ to 1nduce local flnanclal part1clpe—
tion. 69/ '," U . “'1 K - -‘

. The general recommendations which concluded the Comm1551on s treat~
~ment of cost sharing emphasized a need for un1form1;y and consistency
in a national policy: The major theme present in the recommendations
~:is that collectable repayment for benefits rece;ved should be pursued.
as far as possible, whether through direct assessment ot th¥ough agree-
“ments with local institutions such as state and lecal goverogmenkts or
special districts, ~ Congress was to make a clear d:.st:.nctlon5 in the -
making of approprlatlons between the following portlons of the . total
‘1nvestment in a: prOJect oY program:! S : SR

a. that c0n51dered relmburseb]e by dfrect‘beneficiariesf

'b. that con51dered secondary in nature, for whlch relmbursement
should be the re5p0n51b111ty of the appllcable etare and local governn
mental institutions;

Ca - that to be covered by general revenue, and con51dered as con-
trlbutory to natlonal benefits. 70/ . R

3. The Subcommittee. to Study'civ1l Works, Fommitree‘on‘Pﬁbllc Works
(House of Representatives, 82nd Congress, 2nd Session) -~ In response
to a House resolutlon adopted August QO 95' thvs Subcommltnee submit~

Corps of hnoxneers, Unxted Stares A*m“ ”/L/ ‘The central concern was
with the large backlog of authorizations which seem to build up over
tlmeﬂ so Lhat the list tends to mot be current.- ‘The Subcommittes's

..6_9./ .I:x.‘:iﬂa pp. 68-69,
70/ Ibid., pp. 82-84,

71/-+ Committee on Public Works, House of Representatives, Subcommittee
to Study Civil Works, 82nd Congress, 2nd Session. The Civil Func-
Lions Program of the Corps of Engineers, U. §, Army, House Commit-
Leotee Print No. 21 (Washington, D. C.: U.'S”;Government-Printigg
Office, -December 5, 1952), LT SORS
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repoft“and }ecoﬁ@endapions cover..a variety. of topics pertinent:to this | ;
concerh,'and“;ouches‘b7ief1y on cost sharing in its discussion of econ~ .
omic,justificationspza - Summing up.its thoughts on this topic, the.
Subcommittee stated: = . Ll . ; : -

The subcommittee believes that a skeptical approach .
should be taken in the acceptance of favorable economic an~-
alysis based entirely on theoretical and mathematical compu-—,
tations. A more practical measure of the worthiness of an -
undertaking is the willingness of the immediate beneficiaries
to.participate in the work by the contribution of funds pro--

portionate to the local benefits. 73/

4. The Second Hoover Commission -~ Created by -the passage in 1953

of the Brown~Ferguson Act, this commission was assigned to look again

at the organization of the executive branch of the govermment with an

eye to efficiency, as the First Hoover Commission did. The Second Hoover':
Commission was. given the additional task, -however, of addressing the is-:
suegqﬁﬂwhethe§4;he Federal Government should.be performing some active-
ities.at all.~~" In its report on Water Resources:and Power (v. 1), o
the Commission's Task Force on Water Resources and Power addressed is- K
sues essentially by. function, dealing in turn with irrigation, naviga-
. tion,-flood control, and power .2/ Although the first order emphasis
seems to have been on organization, the task force dealt with cost shar-
ing by extension, as a sort of second order consideration, As c¢ited in
the report, this task force stated that: T T R

The most difficult problem of water resources dévelop~ "
ment is the balancing of. the interests, demand:, and respon-
~sibilitieés of individuals, local groups, States,-and the"
Federal govermment. 76/ - : L R

Cost sharing necessarily falls within this area, for which the task
force saw a need for coordinated .national policies in water development.
The obstacles noted were overlapping and conflicting interagency juris-
dictions, as well as conflicting interests between states and the federal
government ., L : S B L

72/ Ibid., pp. 34-35.

73/ Ibid., p. 35.

74/ Cirizens Committee for the Hoover Report. 3Status of the Hoover Re-.
povi -- 1949-1953, v. 1, p. 11.

U. 5. Commission on Organization of the Executive Branch of the .
Goverument. Water Resources and Power, Vol. 1, June 1955,

I

6/ Ibid., p. 11.
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_ . The Task Force. teuched on cost sharing, or . relmbursement, policies
in 1ts treatment: of cost’ allocation for multl-purpose dams, - It cited a
‘tendency for controversy to ‘arise between the Corps of Engineers, the
Department of Interior, and the Federal Power Commission, which all-have
an iaterest in cost allocatlon.ll It recognized as the major reason

for federal responsibility -in paylng for water, development pro;ects the

general basxs of furtherlng ”-f;

_...the natlonal 1nterest or .to accomplish broad natlonal ob~
'_A:JECthES, where projects, because of size or complexity or
" potential multiple purposes or benefits, are beyond the means

~ or the needs of local or private enterprise. Under other

circumstances the responsibility for development should be
discharged by State or local governments, or by local organw-
lzatlons, or by private enterprise. 78/ :

' _This theme is found again in the dlscu531on of flood control in
’;“Whlch the Task Force,stated that.-while largely federally funded, "Meny
flood»control projects now in use- and many more that are being consid-
‘ered for authorzzatlon or appropriatlon are . largely, if not altogether,
1ocal in thelr ut111ty.” 79/ L

jIn 1ts dlscuss1on of the navigation 1ssue, the Task Force recommended

'That Congress authorize a user charge on: xnland Waterways ex--3
cept for smaller pleasure craft, sufficient to cover mainten-
ance and operation, and authorize the Interstate Commerce
Commisslon to- flx such- charges. 80/ P

The posltlon taken in the report concernlng federal marketlng of
power was that rates charged should cover actual costs, at a minimum,
thus reducing inequitable competltion with private lndividuels enoaged
in the same activity._- R

In sum, the overall tenor of the recommendatlons of the Task Force
on Water Resources and Power was that the federal government should avoid,
~ or be properly regulated in, those activities which tend to compete with
private enterprise, and/or are nonessential and unnecessary in terms of
efficiency. 81/

80/ Ibid., p. 85..



. T

. 5._ hs_pommlssiopﬁggﬂ}ppgpwgvernmental_Relatxons w= This commission,
established by the Taft-Halleck Act, P.L. 109, July 10, 1953, submitted
its. final report in Juhe of 1955. - The Commission was -directed "...to
examine ‘the role of ‘the National Government in relation to the States
and their polltical subdivisions."82/ cost sharing 1s necessarily a
maJor consxderation in the area of intergovermmental relations, and vice.
versa, and the Commission's report touches on this important topic a
number of times. The theme advanced throughout the document is that
national action should be reserved ".,.for residual participation where -
State and local goverments are not fully adequate, and for continuing
resporsibilities that only the National Government can undertake."ﬁé/
While seeing a need for décentralization and for the strengthening of :
local govermment, the Commission saw that adequate state and local fin-'
ancial resources. Z?VE necessarily to .accompany a readjustment of national-
state relations. In- the functional area of.natural résources and
conservation, the Commission.took the general’ p031tion that R

_ss+the capital costs of multi-purpose, ba51nw1de water resource
developments be equitably divided between the National Govern~.
"ment and the Statés” concermed, in the Tight of benefits ;ecelved
abillty to pay,‘and other attendant circumstances. 85/ '

The basis for equitable division of financ1al responsibllltles was’ per="
céived as a' correspbndencé between the. right of gub-pational governments
to share in planning and development, and a concomitant ”...resPon51b11-
ity of the inhabitants to pay a reasonable portion of the project costs."
The feeling was that ‘such -a guideline for division of responslblllties
would tend to resist domination of activities in th1s area by the Fedn'
eral Govermment. 86/ . :

6. Thé Senate Select Coumittee on National Water Resourcés ~- This
committee, created by the Senate-in 1959, was directed “to review water =
resources activities in the U. 8. in the context of the natlonal inter-
est, and ‘to focus on the quantity and quality of water which would be
reéquired up to the year 1980.. In passipg Sénate Resolution 48, estabu“*
lishing the committee, ‘the Senate was.expressing concern in the face of -
seemingly unceasing growth in the demands being placed on the nation's
water resources, and 1n view of the fact that llttle had been done "...on

82/ The Cormission on Intergovernmental Relations. A _Report to. the. .
-_Presidenq_gg; Iransmittal to the Congress, June 1955, p. v,

83/ Inid.)’p. 6.
84/ Ibid., p. 47.
85/ Ibid., p. 243.

86/ 1Ibid.
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. the many series. of recommendatlons 1n,the water resources field i

Areas seen by the Committee as most lmportant included the need for con-"

tinued basic research, long term comprehensxve planning, apnd a need to *

bolster state participation in planning and development .—' Cost shar- -°

ing 1tse1f was given brief mention, but, was not viewed as a crucial is- ¢

sue. It was the opinion of the Committee that the majority of federal -

water resources activities had been in areas in which local interests

either. could not or would not have acted. It noted that the ideal cost

sharing arrangement would be one in which federel/non-federal division

of cost burdens. reflected the proportion of national to local bEHEfltS-

Noting, however -that, 1dent1fy1ng such a division is mot an easy task

the Committee summed up its p051t10n, statlng that 1t was’ -

- +«esnot overly. concerned with the cost sharlng aspect of our
water. resources problems, because ++. present policies tend
to-'even out the sharing of costs over the long run, among
all the people. 89/

7. The Task Force on Federal Flood Control Policy ~- On August 10,
1966, President Lyndon B, Johnson transmitted to the Congress this Taﬁcgo
Force 's report, “A Unified National Program for Managing Flood Losses.' -
This effort was dlrected .at the goal of arriving at a broader and more
unified -national flood control policy, in the face of continued rising -
flood losses and continued uneconomic uses of the nation's flood plalns,
which tend to be encouraged by ex1st1ng policy.- :

One of the basxc areas covered by the Task Force was that of cost
sharing, which it perceived as being a key feature in managlng efforts
to stem flood damages,,for essentlalry two reasons -~- :

as Cost sharlng can be utilized to stimulate efforts in invest-
ments and land use by subnatlonal entities, ‘

b, Furtherlng requirements by states and 1oca1 groups .to share in
the -costs of flood ‘damage reduction is likely to lead to stronger, more
informed and 1nte111gent actions by these groups.

, In pr0p051nﬂ that cost -sharing arrangements be modified to achieve
a‘eore equitable system!,ehepiesk_Force set forth five points it con-
sidered essentiel to such modifications. These points are stated below:

87/ Theodore M. Schad. "Perspective on National Water Resources Plan-
ning," Journal of the Hudraulics Division -- Proceedings of the
American Society of Civil Engineers, HY4, July 1962, p. 34.

LN

88/ Senate Select Committee on National Water Resources, Senate Report
29, 87th Congress, lst Session, pp. 17~-19.

89/ 1Ibid., p. 23.

90/ House Document No. 465, 89th Congress, 2d Session, August 10, 1966.
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.- The more widely the beneficiaries share in costs, regard-
‘less of the type of project, the more likely the programs will ..
promote efficient and socially desirable use of flood plains,

... The larger the proportion.of costs that arerepaid the
_ greater the check on uneconomic investments. :

"*‘T{_There_is:sbédiaiﬁadéantage tb any pblicylWﬁich identi-.
- fies b¢néfi¢iaries'andﬁgharges'them“some porticn of.the‘qost="4;
. 0f achiéving economic future development in the flood plain.

_f';wThére_is no :?ésénable basis. for differing ¢05t~shéripg E
. . requirements for salt water protection as contrasted trith -
- fresh water protection projects or for varying requirements

" “between regions.

_ . Fifth, and. absolutely essential, cost-sharing policy.
.- Should be consistent for all federal construction agencies. 91/

The report of the Task Force went on to .suggest a distinction in .cost.
shaﬁihg'arrangemenps:fdr,flobﬂncdﬁtﬁoi between investments protecting
‘existing property, and those protecting future development. Other areas
discussed were the need for uniformity in cost‘dllocation procedures, a
policy for public acquisition of flood plain lands, and extension of . .

loari authority to ‘enable local interests to meet financial obligations

afiéing but of cost ghhring]arrangemepts.gg/

~ Chapter IV -~ The National Water Commission --
- | . Economic¢ Efficiency
A full ‘analysis and review of present cost sharing arrangements
-and the specific recommendations seen by the Commission as needed for.
.a more sensible policy can be found in Chapter 15, "Paying the Cost of
. Water Dévelopment Projects,” of thé National Watér Commission's fifal
‘report, Water Policies for the Future, June 1973.23/ fThe following brief
summary outlines the major points of the analysis and recommendations.
In its appraisal.of present cost sharing policies for water resource
-pregrams and projects, the Commissiol focuses on what it -views 'as in-
consistent incentives in several respects. - 'Citifg inconsistency -in
present policies among means for the same purpose, among agencies for
similar‘Rurpqsgs, and among purposes generally, the Cemmission urges

reform ﬂ;w}to;prbVide”ansistént-incgntives{for*bargainipg*to achieve
+ =0 PYOV £ Lent. . (rves for bargalning to a

B 1

¥

91/ Ibid., p. 42.
'9_2_/ Ibid-’ Pps 42“450

93/ National Water Commission, op. cit., pp. 485-499,

Platteull
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selection of the most desirable proJects from both national and local
v1ewP01nts." 94/ S e i -

"The report goes on to show that wide variations exist, particularly
in the area of flood comtrol, in the breakdown of cost shares between
federal and non-federal interests, for different methods of achieVinu
a given level of flood protection in various Corps of Engineers projects.
Furthermore, it points out that different agencies handllng the same or
similar purpose have different cost sharing policles,‘so that 'unproduc~
tive competition'™’ 1s encouraged, in which local interests ' ‘shop around’
for the best deal in terms of financial responsibilities. In the case
of multi~purpose projects, the Commission argues that the 1ncent1ve ex-
ists for local interests to bargain for project formulatlon in which
costs are allocated to purposes requiring minimal or no cost sharing
responsibilities for them.

. Lastly, the report contends that present p011c1es providing. for
repayment arrangements for non—federal cost shares are inconsistent
among agencies and among purposes. This is in refetrence to several areas
in which present policies provide that the -federal govermment fund the
full -cost of project construction initially, permitting local repayment
for the non-federal share to be made over a periodd of time, In the ar-
_.rangemeﬂts for this klnd of repayment agreement, variations exist con-

cerning length of repayment period and interest rate to be charged A
variation in and of itself, of course, does not necessarlly constitute.
a real inconsistency. The Commission recognizes this, but directs its
criticism at variations which are not logically founded on sound econ~
omic prineiples., One of the underlying reasons for the advocation of
consistency is the avoidance of unintended subsidy. While not generally
disfavoring the idea of sub31dy itself, the genmeral rule put forth on
this matter in the report is that direct beneficiaries, to the extent
identifiable, should ordinarily bear costs associated with benefits they
receive, Subsidies should be employed only when this is not possible
and/or when some compelling social purpose is served, However with the
exception of water based recreation no compelling social purposes are
identified, nor is there any guidance presented for’ the 1dent1f1cat10n
of such purposes. : ‘

In conclusion, the Commissioo'spells out specific legislative re-
forms in cost sharlng pollcy b; purpose, following the general criterion
that o

Insofar as practlcable and admlnlstratlvely feasible, the
identifiable benef1C1ar1es of project services should beat
appropriate shares of development and operating costs through
systems of pricing or user charges (eg., special assessments,
taxes, fees, etc.),... 95/

94/ 1Ibid., p. 490.

95/ 1Ibid., p. 497.
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Adoption of -the recommendations, it states, w111 lead’ toward achlevement
:of the following general goals' 96/ ‘ : -

1, Prov131on of incentives: for tbe selectlon of effleient projects,
'properly lntegratipg water resources policies harmonlously into other
natlonal programs. . . :

. :;r BV

2. Provision of incentives for proper timing, locatlon, quallty

and quant1ty of serv1ces. . . .

3. Equitable sharlng of project costs by beneficiaries.

An Economic Model of Cost Sharing in a Barﬂainingfcontext

The underlying theoretical b331s in support of ‘the stahce taken by
the Water Commission, particularly with regard to the arguments for .con-
sistency and for application of-the "beneficiary-pays pr1n01ple," is
perhaps most 1uc1d1y set forth-by Harold E. Marshall in his article,
"Eeoromic Efficiency Implications of Federaleocal Cost Sharing in Wa-
ter Resource Development, "97/ fThe following brief summary highlights
the key points of his analysis.

Marshall essentlally analyzes two cases in relatinCr the effects
of cost sharlno arrangements, in terms of local decision making responses,
to the attalnment of social efficiency in water resources investment
decisions, with regard to project design and selection. The two'cases
examined in the article deal with: : 5

a. dlvxsxon of cost sharlng responsxbilltles for d1fferent tech-
niques, or means, of providing a partlcular project purpose and

( b, the effects of drfferent local cost share requirements on ef-
fic1ency, in the selectlon of the scale-or size of a progect..

Although the hypothetlcal example w111 relate to flood control
the principle is said to be appllcable generally, Different techn1ques
are theoretically available to provide the same project output. For
example, upstream reservoirs, -flood plain management/insurance programs,
fluoéprooflng of. individual structures, -and localized structural solu-
tions such as vatrious combinations of walls; levees, and’ stréam’ channel~-
ization all could conceivably contribute to some satisfactory curtail=’
ment of the losses imposed by floods. The share of investment costs,
and of operation and maintenance costs (0 and M), required to be incurred
by local’ interests varies.from technique to.technique, as formally es-
tablished legislatively and/or admlnlstratlvely.-

96/ Ibid., pp. 495-496. .
91/ 'Herold smory Marshall "Economlc EffiCLency Implications of Federa1~
‘" Lotal Cest Sharing in Water Resource Development,” Water Resources

Research, Vol. 6, No, 3, June 1970, pp. 673-682,
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" Tn-addition to these variations in formalized requirements, James C.
Loughlin has cited a further gsource of inconsistency. Under provisions
of the Flood Control Acts of 1936 and 1941, and the Watershed Protection
*:.gnd ‘Flood Prevention Act of 1954 (P.L. 566), local cooperation require-
ments for certain types of flood control projects {geneérally all 'such-
projects excepting large Corps of Engineers and Bureau of Reclamation
reservoirs) iﬁelude, among other things, the provision that local interests:

a, supply lands, easements, r1ghts-of~way, and make the necessary
relocations. for. the constructlcn of. the project; and

‘b.” be respon51b1e for operatlon and malntenance after pTOJECt
completion. - ‘ ‘ :
Loughlln s observatlon ig" that these requlrements vary almost at random
from project to. pr03ect, further distorting any sense of equity in the
“distribution of cost burdens in the flood- control program. His analy-
sis includes a sample of 47 Corps of Engineers local protection flood
control projects, rYepresenting nearly all such projects authorized in
“-the Rivers and Harbors Acts of 1965 1966, and 1968, The findings
brlefly were that R ‘

...lands, easements,'and rlghts of-Way, as a percentage of
project first costs, ranged from 3% to 47%. “Including the
capitalized value of local operation and maintenance costs,

" nonfederal econeomic’ cost varied from 8% to 54% of total econ~
-omic cost (first cost plus.capitalized operation and mainten-’
ance). Furthermote, rank correlation between the nonfederal
‘and “dost~shares and benefits received from the projects. 1nd1-

cated no close assoc1at10n between these variables. 98/

- With regard to this latter observation, Loughlin calculated values for
Spearman's coefficient. of rank correlation between flood.control:bene-~
fits and landls; easements, and rights-of-way (expressed as’a percentage
of first eost); and between flood: control benefits and nonfederal- econ-

"omic cost (expressed as é percentage of total economic cost). These
values are + 16 and’ +,15, respectlvely. 99/ '

Marshall s examlnatlon of the’ theoretlcal economic eff1c1ency ime
plicatlons of these kinds ¢f ineconsistencies begins by first stating
the familiar necessary condition for least cost productlon (viewed from
society's vantage point),- that :

?'%% At the margln the ratlo of the changes in output
1 2 “with respect to one unit changes in the 1nputs must
dQ P equal the inverse price ratiow
dX

2-

98/ James €. Loughlin. "Cost-Sharing fer Federal Water Resource Pro-
‘grams With Empha81s on Flood Protectlon,” Water Resources Research,
Vol. 6, No. 2, April 1970, p. 368. ':_ e

99/ Ibid.
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.. (where for  any two techniquee of providing flood; eontrol benefits, for
“eexample, Q represents:units of project output,- Xl and Xq represent units
of the two techniques, and P, and P, are the social costs per unit of
technlques Xy and Xz, resPectlvely)

_ He then shows that with different proportions of costs requlred
.to be paid by a locality, for different means of achieving a given level
‘0f flood damage reduction, the locality will want to maximize local
benefits (By) subject to a budget constraint (L), and 'in view of the
proportion of total costs of the different techniques which the local~
ity would be required to supply (thege proportions are designated aj.

and as in this example).’ Wlth;a as the Lagrange Multiplier, the deci-
sion for the.locality effectively becomes one of maxlmlzatlon of the
.expression : -

@ - A (L Py - azP:aXz) = T

Settlng the partlal derlvatlves of this expreSSLOn w1th respect to each
technique equal to zero, the resulting expressions,

(dBL/dQ)(éﬁ/i}Xl) -J;{ 2P = 0,
o | o "1 . and
(@BL/AQ) ( 40/ ) = % a,®, = O,

translate into the conditions necessary. for maximization from the point
of view of the locality, expressed in the equation T

(DI DX/ oy X, = P]L/azp2 o T

Comparison of thlS to the above conditlonal equation for social opn
tlmallty, a1 should equal a, in order for locally viewed optimization .
to: coincide with the 'socially” viewed optimum. In: other 'words, the in--
dicatlon is that local. requlrements for cost sharing should be identical
for different means of achieving’ the same end. To the extent that a.
locality seeks to maximize: eff1c1ency benefits decruing within its jur-
isdiction, Marshall's analytlcal scenario suggests that a condltlon of
inequality between aj and aj encourages the locality ‘to choose amounts
of X1 and X,-that are either more or less than the. amounts whlch the
condition for-a . socially viewed optimum would prescrlbe (hence resulting
in something less than the social optimum) . s

.The seeond case Marshall examines deals w1th the effect ‘which 1o-l;3
cal requiremerits for cost sharing have on the selection’of the scale = .
of a project chosen to provide a particular purpose. ®'Examples are se~
lection of an optimal size dam height for a flood control reservoir, .
or determination of the optlmal dimensions of a local flood protection
levee system, From society's point of view, the condition for optimal-
1ty is expressed by the equatlon

" dB/dQ dc/dq
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(where L- represents total benefits accruing to society and.is function-
ally “determined by Q, the amount oprroject output; and 1t} represents L ;
total costs ‘té society).: S L R

On the other hand, a locality, maximizing net benefits for itself,
will ‘¢choose ‘a scale of project design which approximates. the condition
of equa11ty between ‘marginal beneflts it receives and eosts it incurs
at the margln - ie.,' : ST TR P

i IR

dBL/dQ dCL/dQ e ':\ e

(where ‘DL represents beneflts accrulng locally and CL represents costs.
incurred locally through the appllcable cost sharing rule). In that
marginal benefits accruing locally can be thought of as some proportion,
k of marginal benefits accruing to the whole of society, and likewise
that marginal costs borne locally can;be thought'of as- some proportion
n of marginal social costs, the maximization condition viewed locally
can be alternatively: expressed as’ o ovoosnc Lo L :

k(dB/dQ) = n(dC/dQ)

The implication drawn for economic efficiency is that cost shares
imposed locally should be in proportion (at the margin) to locally ac-
cruing marginal benefits effected by the project (ie., k = n), in oxder
to promote selection of the socially viewed optimal scale.

Some Institutiongl Considerations o - s

The analytical framework, elucidated above by Marshall, which seems
to form the basis for the cost sharing recommendations of the 1973 Na-
tional Tater Commission, ig:solidly based in sound principles of micro-
economics. . Any critical discussion of the logic involved.is beyond ‘the
scope of this paper. The efficacy of this model as an appropriate ba-.
‘gis ‘for policy formulation in this case, however, is not entirely self. -
evident. The rather restrlctlve_assumptrons,whlch accompany the compef
titive market model, a model whose workability seems implicit in the
Water Commission's recommendations, must also ‘hold .for the theory to.
remain applicable 'in the case of water resources.development projects
and programs, The. fact that some of the assumptions necessary for the
-analytics of the competition model to hold may not be strictly adhered
to admittedly does not invalidate the- theory. It is the rigor of the .
mathematical logic of the competitive market model which requires unfail-
ing adherence to the assumptions. The crucial test for the model's va-
lidity, in terms of an examination of: the assumptions, is whethexr the
failure of adherence to them is fundamental, or merely.g matter of de- .
gree. -Some’ important exemples of these. assumptlons are, generally

8. vendablllty or merketablllty of products

b. the absence of natural monopoly srtuatlons, and of 51gn1f1cant
externalities; and R

¢. the free and widespread availability of information.



An examination of 'the "nature' of the "enviromment" in which investment

~decisions are made seems to indicate that there is'to some extent a
fundamental departure from these assumpticns. ‘The point is that political-

sinstitutional considerations and imperfections in the "real world" where
such policies would be imposed are very real constraints when considering
the problem of translating such recommendations into operational teality.
The following discussion attempts to place these kinds of constraints
into perspective.” Uhile the various ideas ‘on this topic are here fac-
tored out or singled out to some extent, for the purpose of discussion,

< it is important to bear in mind that there exists a great deal of inter-
play, and no one aspect can be'dealt with in isolation, but only in full
recognition of the existence of and interrelation with the others.

- First.of all, the waterkeconomﬁ constitutes a complex system which
offers a variety of goods and'uses which vary as to their public or pri-
, vate nature over a wide spectruin. The potential offerings of this sys-
.. tem-are highly interrelated ds well. In many cases, one use or one pat-

tern of uses may in some waypreclude others, In still other situations,
‘different uses may be realized siriultaneously. Simultaneous uses may
-be either strongly competitive, or may be characterized by compatibil-
ity. Examples of the former include the conflict that arises between
use of a waterway to assimildte waste, and recreidtional usej .and the -
competitive ‘tension between thé needs of “anadromous fisheries, and stor-
age systems for hydroelectric or flood control development., Examples
of the latter include the simultaneous enjoyment of "consumptive" uses,
such as water supply for domestic use or irrigation, and '"non-consumptive'
uses ("in-the-channel" uses which depend on flow, as distinguished from
supply), such as navigation, waste disposal, recreation, fish and wild-
life enhancement, or fleod control, In a theoretical sense, these dif-
ferent use priorities can be left for determination to the market. #For
the consumptive uses, the assumptions necessary for an efficient resource
allocation in a competitive market framework are more reasonably satig-
fied, but still in question. For example, water supply and hydrecelectric
power are vendable goods, whose benefits and costs can largely be appro-
priated to the users., In-the~channel uses are not so easily allocated
in a competitive market situation, at least on an individual basis. Two
obvious examples are flood control and secondary benefits stemming from
irrigation or domestic water supply: _Everyone protected by a particular
flood control project is:protected... Varying degrees of protection can-
not be sold to individuals based on willingness and ability to pay.
While primary use in the case of irrigation or domestic water supply. .
. .may be reasonably “packageable" and marketable on an individual.basis,"’
-the.so-called ""secondary"” benefits- are elusive and often widespread.
Thp,évailability of.water supply allows a community to prosper; increased
return. from land values derived from an irrigation project acts as .a sig-
nificant vehicle of the "multiplier" effect in portions of the local
economy. 100/

100/ ‘Most_qﬁ the ﬁfeceding'diécdésiﬁﬁ}is_drawnffromLVincént,Oétfom,
"The Water Economy and Its Organization,” Natural Resources Journal,
Vol. 2, No. 1, April 1962, pp. 55-59. o ‘
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In an abstract sense, it is perhaps argueable that even these lat~
ter kinds of benefits can be allocated of the basis of economic compe~
tition. . Instead of single . 1nd1viduals, state and local governments,

" special dlstrlcts, or other collective local entities may be thought of

as playlng the role of- "consumer' “in the market.. Unfortunately, thid
is not -an easy step, Which the following observations will hopefully
show. Locallties vary in inten51ty .as to thelr .perceptions of g water
problem. They are not so wmany atomistic units re3pond1ng automatically

'LL to the pr1c1ng 1ncentives of cost-sharing arrangements. .The collective

mind of the comnunitly. may not only vary, but may diverge from the view-

'Z}'point which a national efficlency-oriented approach would prescribe.

" Presumably, water resources investments ate undertaken pursuant to the
goaliof 1ncrea31ng the welfare of individuals. Implementation of a
competitive market-oriented cost sharing policy, in-which communities
are treated abstractly as individual "actors" in a market, will not-
necessarlly lead to an efficient allocation.of resources (to say nothing
. of equity), De0151ons, regardlng the kinds of local expenditures required
., for a particalar investment, result not only from the.preferences and.
..tastes of the individuale of the community affected by the outcome (per—

haps- sometimes they.don't at all), but also by the structure and process
which underlies the making of the decisions in the first: place, . James
Buchanan anj Gordon Tullock treat ‘this géneral concepi- in a? 1nterest—
ing- way' Consider the curve labelled C in Flgure 1
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Percentaga of’Ind1v1duals in Communlty Required'to’ Take Part
in Collectlve Determlnatlon of D301510n

This ‘curve represents the relatlonshlp, generally, between expected
Upolitical éxternality costs,” and the percentage of individuals required
to be involved .in making the cﬂmmunlty s decision, Political. externallpgl
costé are those coéts which are incurred by individuals who have not;- -
partlcipated and’ who disagree w1th the outcome. Conceptually, tbese

oL

01/ James M. Duchanan and Gordon Tullock. The Calculus of Consent e ML
Logical Foundations of Constitutional Democracy (Ann Arbor, Micﬁ—
igan: The Unlversity of Mlchlgan Press, 1971), pp. 63-84.-

102/ Ibld,, i - 65.
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costs are higher when community action is decided by fewer membe?S'of
the community, decreasing to zero when 100 percent of the communlpy.mgst

PN

agree on a course of action,
“-~~Simi1af1y,'curve D in Figure 1 relates decision making costs to -the
percentage of the community required to be involved in ‘the process. 103/
The general nature of the velationship, of cb&;?ég is that the more iik-
dividuals involved; the. greater will be'the costs of arriving at ‘g de~
cision. - The curve labelled (C+D), represeénted by the summation of C and
D, represents the total expected costs zrising out of community decision
making, expressed conceptually as a function of the percentage of indi-
viduals. in the community required to make a collective decision.i0%/ -
The point.of all this is, first, that an optimum decision making rule’”
is suggested (depicted in the general case of Figure 1" by k precent),

- where. (C+D) +is at a minimum., More importantly, there is nothing’ to sug-
gest-that the minima and the k values will not vary among and between '
different groups and/or different decisions. Furthermore, policy gov~
erning decision making may dictate a non-optimal k value, as well,

e Chapter V:~- A Simple Market Model is Inadequate

As weé-have seen, the Commission implicitly bases many of its rec-
ommendations on a competitive market model of the American economy.
The principle espoused is that the beneficiary should pay, presumably
,in'pgoportien to his berefit at the margin:-- just as a price would op-
erate in an effective matket model. The nétion is that such a principle
will lead to an efficientand ‘éptimum ‘allocation between (1) different™
water uses and (2) between water and all other expeniitures (schools "
roads, factories; ete,). o =~ F. i S

..+ The competitive market model has served this nation vell., Never-
theless, econemists and political decision makers have consistently rec-
--ognized that 'the model does' not always work as well as we would like.
o B Vil e S R - : . : . - o
_ Therefore, it is appropriate to review in greatér detail the many
reasons why the model might not lead to the best of possible worlds,
.especially as applied to water related problehs, " :

) Public Goods

In order for the competitive market model to work -- ie., to optimize
the allocation of resources -- the product must be marketable., In order
for a good to be marketable, the producer must be able to exclude from
its use and enjoyment all- those who refuse to.pay the price. “A public

103/ Ibid., p. 70.

104/ . Ibid., p. 71.
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good is one vhere such exé¢lusion is. 1mpossxb1e or difficult.. National
.defense is often cited as an example of a public, good Flood control
is also a public good, A levee protects equally thpse who want it and
those who do not. Engineering dictates that the same level of protec-
tion be provided to my neighbor as to myself, He cannot lwe a 100-year
channél-. and I a 25-year levee. The resolution must be collective; it
cannot be iadividuall, Hence; ithe market model must.be modified to ap~
ply to flood control, The problems. of collective decision maklng must.
. be satisfactorlly taken 1nto account ‘or some other model dev1sed .

: The Natlonal Water Comm15$1on recommends that the gtates bear the =~
cost of flood protection, This recommendation does not- sufficiently ap-. .
proximate the market model to give us hope that an optimum expenditure
on fleood. control will result. The state may be in-little better position
than ‘the federal government to exclude those. indiV1duals who refuse to . ¢
pay from the use of the protective devices. . e B L

The 31tuation is the equlvalent of ask1ng ‘a.person to spend 49, 000
for a new car knowing that two other people will get a car for free,
Obviously, a lot less cars will be sold than if each buyer must pay
$3,000 for a new car (assuming the marginal cost in either case is $3 ,000) .
Some indeed will be $old ‘for $9,000, but not very many. Similarly, some
flood control would be produced under the benefic;ary pays pr1nc1p1e,
but not an optimum. s .j S : : e

The point here ig théf there is no easy way to force flood control-
into a meaningful competitive market model.. As a result, the manifestas«
tions of ‘the public good == oy marketability -- problem will remain, no .-
matter where financial resporsibility is placed:. private, local, state
or federal. These manifestations are well known. Tiere is the "hold
out" problem. A hold-out is one who refuses to pay his share, hoping
that others will pay for the entire project. The hold~out thus gets a
free good -~ because he cannot be excluded from use and enjoyment. The
organlzatlbnal component of a'public good problem .is ‘that those desir- -
ing the good will not organize to produce it, knowing that hold-outs will
exist, Another manifestation of non-marketability is discord over quan-
tity of flood control.: Since only one quantity can, be provided for an
area, discord and. debate among - corsumers cannct be resolved in theé mar-..
Ket place. A public choice is needed. . The closer this choice is to the.-. .
people affected, the more likely the hold-outs will dilute the support
for the project and hence its scale and effectiveness will suffer. While
some local cost sharing 1s certainly necessary to discourage mindless
raids on the Federal Treasury, full 1oca1 cost sharlng w111 lead to
underlnvestment. S .

" Congress has shown remarkable awareness of flood control as a. pub-
lic good; hence, for example, Congress has provided different cogt ghar-
ing between reservoirs and local protection works. This "inconsistency"
as the National Water Commission views it, is made understandable when
the collective decision making problem is faced squarely. Hold-outs are
more likely when more jurisdictions and people are involved; hence, in
order to induce needed protection, different cost sharing is reasonable.
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oo None.of what we have said is meant to. unply that’ a hard. look at.
flood control cost sharing is not in order. The sole purpose is to show
that the basis for the hard look should not be a simplistic economic
model which experts have long recognized does not apply to flood control.

Finally, there are other water projects which are public goods;
ie., not marketable. Some of these,arei not as-purely public:goods as
.£lood control. . These .include:: low flow-augmentation, navigation, beach
erosion and recreation. . : : < e T

Néturéi Mbnoﬁoiiés

The campetltlve model requires numerous producers of a given pro-
.,zduct.; Sometimes, however, economies of scalé are such that efficiency

.. . dictates production by one firm. This is the natural monopoly sxtuatlon.
One firm dominates the market for a given product. The key notion is-
that once the activity takes place at all, the cost of servicing addi~
tional customers is very small.292/ Left to its own devices, the pri-
vate sector would create .a monopoly ox: oligopoly, wherein prices do not
reflect value. (marginal costs) : Hence, competition cannot lead to the
best of possible. worlds.-. SR Do o

The major example of a natural monopoly in the water resources field

is inland waterways... The National Water Commission's recommendations *
:that users pay.the. average cost would. lead to underutilization of the
_‘natlon 8 waterways.,.Thls is- because there would still be many who could
use. the waterway: at little increase. in overall. system costs. In other.
words, they could bear the marginal cost of their use, which is all-the
competitive model usually requires. However, the adlitional uses could
not bear the much ‘larger. average ecosts of the. system.L06/ .Tn- addition,
Wthe 51tuatlon worgens as'potential uwsers drop -out. This'is because the
average cost. rises. rapidly as-users decrease in number ultlmately, total
-nonuse is possxble. : : : - -

It would be nice lffthe competitive model covered every situation
neatly. Unfortunately; natural monopolies just don®t fit. So we have-
compromised. First; we measure the benefits in order ‘to limit the Fecope
of.our undertaklng.. But then we are not so foolish as'to try to colleet

EE

105/ To economlsts the key notion is that ‘the producer is faced- w1th a
downward sloping demand curve; ie., the output of the producer af-
fects the market price. : - -

106/ As a- technlcal a31de, the private enterprise solution ig a natural
monopoly practicing discriminatory pricing. The: National Water-

- Commission does not recommend discriminatory pricing. Discrimin-’
atory pricing means a different price for each user. 1In order to
work very detailed information on benefits (revenues) to each user
must be generated. An administrative might more about the benefits
to each user would result;- : - K A S
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‘elther the beneflts or the average costs, because such an attempt Would
lead to 1neff1ciency, not efficiency@ o : SR ;

Externallt1es

A market transactlon is- 1dea11y supposed to affect only the buyer
and ‘the seller: . This means that. there must be no.effects which aré not
compensated. The seller must fully pay for all the. factois of produc-
tion; i.e., all the capital, labor and other resources used to prodide
the product, The buyers' use of the product should likewise affect no
other party, either beneficially or adversely, unless: appropriate com-
-pemnsation is made. Water is singularly difficult to “isolate into- single
‘buyer-geller. transactlons.‘ Water, after all, flows. downhlll - and
underground.. Each use affects many users. and potential users, The prob-
lem. is; compounded because many of the structures “and managemept_techniques
-used by resource planners Will also generate both positive and. negatlve
-.externalities., S S Yo : : ; : S

ConSLder for example, nav1gatlon tralnlng dykes along the’ stsouri
River. Suppose further that the training dykes affect hydraulic resis-
tance, thereby raising flood peaks. At the same time the dykes greatly
stabilize banks, lessening erosion, thereby making swimming in the Big

- Muddy more enjoyable.. In addition: certain: secondary107/ commerce, agri-
culture and- ipdustry are induced to- move into areas along the river,
Certain fish, w1ldlife and:vegetation are adversely affected; others are
beneflted Further assume that these impactsi~~ all from a simple “one-
purpose! structure -- occit dlfferentlally as* between Jurlsdlctions- '
1ocal, state, ruralwurban. o o o :

Impose over thls settxng a requlrement that the beneflciary pay.
Assume that, indeed a sponsor ~- somé benefited city harbor authority --
is formed. What shall the sponsors pay for? .If payment 1s limited to
the costs of the project (including mitigation where quantlflable), then
several non-quantifiable externalities will be left out of the sponsor's
determinations. The issue goes further, however. Consider the adverse
- flood effects. What mitigation-is to be envigioned and. what 'is expected
of the sponsor? Perhaps a’"levee tight be appropriate mitlgation, but
suppose the levee is not justified. Should a lump sum mitigation pay- -
ment be made? If so, to whom? Each jurisdiction or each property owner?
If the latter, must the old property owner warn any new buyer of the
hazard? If not, the owner could collect a windfall, leaving the next
purchaber with the full effect of the adverse externallty. S

In addltlon, the sponsor may be flnancing the pro;ect ‘out of sec~
-ondary benefits based on induced commerce, industry and agriculture. We
can envision a. prOJect with virtually'.noe national benefits but a large .

“._number of local or reg10na1 benefits. - Such a project might well ‘be able
v to meet the CommlSSlon s cost sharlnv criteria. However, we certainly

107/ By "secondary" is meant a mere=t:ansferﬂffcﬁqanpﬁher}fegion.
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would not expect a state or local govermment to be much concerned about
whether the funds to pay for a project came from another region or not.
In other words, the principle of beneficiary pays might not promote na-
tional efficiency but regional transfers. This result is the exact op-
posite of the Commission's purpose and recommendations.

Finally, the sponsor would be producing some positive externalities;
should the federal govermment force. such beneficiaries to compensate the
sponsor?  The plot thickens if we realize that improved recreational swim-
ming and fishing are in the nature of a public good: - it is difficult to
exclude the beneficiaries from use and enjoyment. -How then is compensa-
tion to be made?

The above example assumes that all of the effects of the one pur-
pose project are known and the beneficiaries are reasonably identifiable.
The best cost sharing solution, even under such optimum conditions, is
not obvious. Superimpose several multipurpose projects, -and several
differert types of programs related to water, each with their own inter~.
- related set of positive and negative external effects. Add that full
knowledge of all effects is not alﬁays known -- either in physical,
economic or social terms -- so that we are dealing with a range of possi-
bilities and that water development and management is inherently a long
term proposition with attendant uncertainties. - These considerations
give a mere flavoring of the theoretical and practical problems associ-

ated with the beneficiary pays principle. -

ETPS

Common Property

This term is generally used to describe a resource whose use cannot
be excluded from other users. It is similar to a public good, except
that a resource (like fish or water) is involved and not .a product (like
flood control or national defense). The danger associated with.a common
property resource is overuse. This overuse results because none of the
users eéquates: the overall marginal cost of resource use to overall mar-
ginal revenue, Commercial fisheries, sport fisheries, wilderness areas
and recreation areas are likely to be overused in the absence of public.
management of some sort. ' a

Two distinct problems arise in terms of proper management. The
first and more basic is to assure that the resource is not permanently
destroyed or impaired; examples are "sustained yield" concepts used in
timber managément and fishery management., The second is to insure that
economic resources are not overexpended on common property exploitation;
to the extent that overexpenditure occurs, economic resources. are taken
from more productive uses elsewhere in the economy. It is far more im-
portant to accomplish the first objective than the second, The first
insures maintenance of the resource for future generations. ' The first
is usually amenable to regulatory control and can be determined on a
physical basis.. The second requires much more detail on costs and pro-~
fits; rate setting becomes necessary. In addition, some of the values
inherent in a common resource are often non~quantifiable (wilderness
area enjoyment, for example). Finally, user charges for a common resource
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often raise distributional questions. Over51mplify1ng rlch people can
get to outlining wilderness and recreation areas; poor people often can-'
not. A.user charge accentuates the dlfference. ' A
In summary, wise management.ofra.COmmon property resource should be’
. geared primarily to the maintenance of the resource substantially unim-
palred To this end, user charges of some sort may be appropriate or
not, depending on the nature of the resource; ‘number and type ‘of compet-
ing. uses, dlstrlbutlonal effects and the greater or Iesser ‘existence of )
quantiflable values from each use, = : e

Other Market querfectlons

There are three further problems with the market model  ds applled
to water. resource use and management. - These three problems are: ' (1) the
market discounts too heav11y future values: (2) the market discounts too
heavily,: and fails to reflect, changes in technology and taste; and (3) the
market does not produce a sufficient quantlty of non~monetary values.’ )
These problems should be cenceived of as a'set of empirical observations
rather than theoretically derived limitations, such as natural monopol- ;'
ies, publlc goods, externalities .and common property. In some cases,
one or:more of the theoretical limitations may partially explain the em—"
pirlcal observation. But other factors, ‘such as shortsightedness of "
private. 1nvestors, risk; and lack of knowledge of scientific advances,_‘l
are also important. - :

Vhatever the reasons, market discount of future values is observ—
able in undersized private or local dams and reservoivs, which have of-
ten preempted desirable sites. - A welated problem of uneconomic cost
cutting was brought home at Buffale Creek last year arid in the passage
of the Dam Safety Act; similar evidence is provided under P.L. 97 and
874 expendltures for 1oca1 and pr1vate 1evees and reserv01rs.

Envxronmental goods are adversely affected Such goods are 11ke1y
to increase in value in the future because they will become rarer, are
unique and canpot be replaced. It should be noted that the Pinchot type
of conservation was in large measure a response to this type of market
failure, For example, the fear that current profits would lead to "over-
cutting" of the forests led to the notion of "sustained yield;" in other
words, the market was feared to overrate current profits and underrate
future profits., : :

One o£ the reasons that the market underrates future profits is the
risk or uncerualnty associated with these "profits" (or benefits). Fed-
eral 1nyolvement spreads the risk morxe fully than either private or lo- _
cal involvement. Undoubtedly, this f'deep potket' approdch leads to some -
"overbuilding and .a.few "white elephiants,'L just as with large private
corporations.h But it is difficult tovargue-that thé overall level of
water resource expenditures by the federal ‘govermment has gotten out ‘of
hand, Could we; have expected that loecal and-'private financing would _
have produceduphe flood - control measures necessary to at least partially ™
control the.l973 floeds along the: MlSSlSSippl and MiSSOurl Rivers9‘ We
think not. - S .

R
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Future changes in technology and taste are also likely to escape
the workings of the private market. As a result, resources may be ex-*
p101ted unneceSsarlly ~--"a new technology might have saved the resource.
Fusion and solar energy may provide a basis for going slow in fission
and . fossil energy exploitation; but it is not likely-that the private .
“market would recognize the possibility. In any event; a large role for
the federal government in' research and development, as well as fosterlng
demonstratlon progects for promlsing new.- technologles, is apprOprLate.

Flnally, non~monetary values tend to be more underrated in. the mar-
ket place than in public projects., In the latter case, environmentalists
‘and others are liKely to have & greater opportunity to voice their con-
fcerns. A somewhat more -comprehensive view of value and worth is likely
in the public sector. .The problen which the benef1c1ary pays principle
poses is that there is no way to fepay in money many env1ronmental'costs
of projects. Yet such costs -- such as damming the Grand Canyon®<- may
-be the most severe costs of all, the costs which society is least likely
to want to bear. The "discipllne of the market! cannot act to preserve
and enhance ‘non-menetary values. Other, non-market arenas, such as Con-
‘gress, must become invelved for wilderness protection, scenlc rlvers, en~
dangered spec1es and other nonumonetary conszderat1ons. :

Inbome-Distribution

Economlsts are fond of warning that the market mechanism ‘is effl-
”Tcient but that the distribution of wealth may not always be what we would
like. ‘Some people just may not ‘get much from.the "system." Distribution
problems may be either (1) spatial or regional, or: (2) aspat1a1 or between
different income groups., The Commission discusses. only.the former and
concludes that such problems should be handled outside of the water
agencies. We shall discuss specific recommendations later in this re-
port. For now, However, it is. merely necessary to point out that the
beneficiary pays principle favors. those who: can pay. The distribution

of ‘thecufrent economic: system has often been judged inappropriate by

the: people speaking through their representatives. Impartial or blind
adherence to the Commission's repayment principle would tend to perpetuate
such mal dlstrlbution.

There are several areas where the llnkage between water development
and distribution ‘of wealth is strong. In such .cases, modified cost
sharing: -~ approved by Congress,: of course -- is both. approprlate and
justifiable. Examples include irrigation water for Indians, urban rec-
reation, urban envirohmental enhancement and pollution control, depressed
area development, flood control and drainage associated with model cities
and urban renewal, and a few small boat harbors,

e have placed the dlstrlbutional issue last, not because it is
léast 1mportant but because we should first understand the enormity of
the exceptions to the market model in the water management field., IDe-
cause the model is deficient in its own terms, a stronger case for expli~
cit consideration of the distributional results of water projects and
cost sharing is made out.
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Summ arz -
Cet e have dlscussed eight categorles of market "fallures. ' publlc

goods, natural monopolies, externalities, common. property, future value
(and risk), technology change (and knowledge), noq-monetary values, -

* There 1s considerable overlap among categories. These exceptions to the.
751mp115t1c economic model of the Commission are profound and pervasive.
‘Thereé ‘ate. few water uses, water programs ox water management. .approaches
which fail to embody several of the exceptions. The exceptions become
'the rule. EREERE - :

' We do nok contend that the mere ex1stence of market fallure justx-
“fies public intervention in gemeral nor federal intervention in part1cu~
" lar. We believe that public intervention is, and should be, legitimized
by the political process. - Once 1eg1t1mized however,  the. purpose of the
intervention should. not be subverted by cost sharing pOliGIES which are
‘based upon free market considerations which do not apply. .For example,
‘the political process has determined that the market will :not ‘produce
‘an optimum quantity .of fload ¢ontrol, Flood control is a public‘good

"+ risk and uncertainty.are involved and pay-offs are often:in the future.

Individuals discount the future excessively., Local governments only. a
little less so. If the beneficiary must pay the full costs, we insure
that an optimum quantity will not be produced. Hold-outs are bound to
occur. If one jurisdiction wants the protection badly enough to.pay. for
it, a positive externality will result to other areas which inherently
must also be protected. Each jurisdiction and.each person will want
different levels -of protection.. Endless. debate over who .really benefits
and who caused’ the problem originally will ensue, / ;. Agreement will

be difficult to achieve. . In effect, the very. reason for government . in-
volvement -- underproductlon ~-- will-assert 1tself anew through an un=-
wise cost sharlng arrangement... Lo

We turn now to an alternative approach to cost sharlng problems.

" This approach is based in part upon the market imperfections discussed
above;- and in part upon the political and organizational theories and .
pract1ca11ties which the Commission has failed to adequately con31der.
Qur - approach is: - - e

1. The need for water resource programs and the strategies
for implementing them should be established by the political
.processes of the nation- that involve interaction between’ a11
-three basic levels of American Government. Cost sharing should
-not be used as a device for determining whether a given program

should be undertaken. The Commission believes that some of.
=thé traditional programs should not be undertaken or ccntln—'_
ued. Whether such programs should be undertaken should net ~¥j
be subject to the beneficiary pays principle. That principle
“will indeed result in fewer of the traditional programs.
© This is because the market .failures which gave rise to the fed-
eral programs.will 51mp1y reassert themselves, resultlng in -
underproductlon.- L : :

. .. b TR
S . RS R AR e A

108/ Suppose part of the problem is loss of upland cover or upstream
channel encroachment.
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2. Once the political process has established the need
for an increase or decrease in a given program or a given :
‘Strategy,-cOstWSharing'appropriate,tdzimplementing the program.
or strategy should be undertaken. For éxample, the Commission
indicates in Chapter 5 that greater use of flood plain manage-
ment strategies are needed in the flood control field. ' This
being the case, it is appropriate for Congress to devise the
Ycarrots ‘and sticks" needed to implement wise flood plain:man-
agement. Among these inecentives should be new 'cost -sharing D
arrangements.  Full cdnsideratieqwshodld be givgn te the econ~ i«
omic, political, organizational and equity nature of the prob- ;
~lem and solutions, including the éxtent of future andinon- ..
monetary values, the number of jurisdictions involvéd, the
need for coordination of solutions, distributional effects,

and the ability to identify beneficiaries.

3. Central to the approach is the néed for a clear un-
derstanding of what is hoped to be accomplished by federal
cost sharing and other incentives as they pertain to'a spe-
cific program or strategy. Only in ‘this manner can we monitor .:. .
the effectiveness of the incentives and, from time to time, :
make such- adjustments .as appear necessary. For example, sup-
pose as was the case in the Water Resources Planning Act of
1965 it is determined that greater state participation is
needed in river basin planning. A system of federal planning
.grants to states is made and .various Title 11 commissions set
up. -Suppose further that the program does not seem to be
working: 'states still do not appear to be sufficiently par-

~ticipating. A-change is needed. The possibilities include:
(1) dropping the program all together; (2) increasing the . .
grants; and/or (3) establishing other incentives such as giv-
ing commissions some control over the allocation of federal
planning and/or implementation funds. '

Ve believe that the three step approach outlined above is in fact

how cost: sharing™and other incentives have been approached historically
by the Congress.  One of the important tasks of the National Water -Com- .
-mission should have been an assessment 6f the nation's programs and S
strategies, their relationship to cost sharing and a report on needed
modifications (1} to accommodate changing needs and néw- strategies and

(2) to eliminate cost sharing which was not éffective. We feel that .
the Conmission has missed the mark by reliance on an inappropriate econ~
omic model and on a doctrinaire political model of state supremacy that
failed to recognize the full opportunities for reshaping federal programs
to really meet state needs. '

- In the absence.of a systematic and appropriate reevaluation of cost
sharing and related incentives, it is difficult ‘to' comment upon the spe-~
cific recommendations of the Commission. We believe, héwever, that a
sense of the results of the approach we are recommending can be obtained
by offering tentative counter recommendations.
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LDefore proceeding to our counter recommendat;ons, we would like to
comment upon the four "inconsistencies in.present cost sharing and the
remedies offered by the Commission. We believe that the Commission has
failed to tell us which of these "inconsistencies" are serious 'and which
are trivial; ie., which are producing poor . results and Whlch merely of-
fend a sense of” symmetry. The four are: ‘

"1. Incon31stency among means (remedy cost sharing should be con-
sistent by purpose). . This is a very serious problem because alternative
strategies are.often precluded due to cost sharlng.- Fox- example, there
is-no federal cost sharing for many flood plain management Strategies
which appear to offer promise. The Commission presents the germ of a
very impotrtant concept on pp.. 14-20: "“The authorized scope of an agency's
approaches:to project development should be broadened to- permit alter-
native means of producing desired ends.” . Unfortunately, :the .Commission
fails to apply this concept to most of its analysis of federal programs
and not at all to cost sharing.. '

2. Incon31stency amnng agencles for 51m11ar purposes (remedy
consistencY among agencies for same purpose).: "Shopping around” is not
per se-bad, as it may proV1de 1nterests multiple access to agencies and
sharpen creative ‘agency competition. In this light a wvariation in cost
sharing is but one of many variations and rarely determinative. On whole,
other- studles have found thls ig a trivigl and decllnlne problem.

3. Incon31stency amonv water purposes (remedy . none presented)
The ‘Commission wisely recognizes that a single cost sharing percentage
for all federal involvement is inappropriate. ' Unfortunately, this per=-
ception 1s not' fully carried forth in the specific recommendations,
where total repayment' is called for (with a few minor exceptions). Dif-
ferent cost sharing for different purposes is entirely appropriate, de~
pending upon the nature of the problem and potential solutions. - Greater
federal shares for flood control than for water supply is. justified on
public goods conSLderatlons expressed gbove,

4, Ingoneistency among repayment arrangements (remedy: wuniform 109/
repayment arrangements). The notion here is not to hide.the "subsidy,"=—
- It is submitted that this is:a trivial problem which the Cormission would
not have raised but for its concern w1th the irrigation program of the
Dureau of Reclamation. For example, recommendation 3,. Chapter 16 calls
for retention of the federal ‘tax exemption on, state and loeal bond in-
terest, clearly a hldden "subs1dy AT 2 s :

109/ Ve prefer the use of the word ”1ncent1ve to "subsidy." The lat-
ter implies getting something for nothing. Incentive implies a
" quid pro quo; ie., an attempt to overcome .an economic, polltlcal
“ILOT organlzational barrler to solv1ng a problem., Cost . sharing '
should be a type of incentlve, . ‘ R I

'.&,\'
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Counter Recommendatlons Based on Market Fallure Analy51s

: . o . e ; :
We: turn now. to the Comm1351on s epec1fic recommendatlons and our

tentative counter recommendations for incentives, including cost sharing:

~Municipal Water. We believe that the major current preblems in the
provision of municipal water from surface sources . are:. (a) waste due to
underpricing .of peak period and non~essential uses- (b) tendency by fed-
eral .ggencies to overbuild in order to meet local "draught" ‘gituations;
and (c) lack of coordinated emergency measures smong many small water
districts. To insure that water supplies are not wasted we recommend
that. any Jurlsdlctlon de51r1ng federal 3331stance in water supply prg-
-duction must: : : : ot

N ; Have 4 plan provrdlng for promotlng the eonservatlon

o ‘of water, including where approprlate, avariable pricing scheme
designed to discourage low .grade uses and a publicity campaign
to encourage water conservation. This proposal is far differ-
. ent than a beneficiary pays principle. Our proposal recognizes
that the first glass of water is mpch more important than the
“third weekly ‘car wash ‘or summer lawn watering. The former
should be cheap or even free; the latter very expensive, at
least covering the costs of the capac1ty needed to meet the
peak uses lnvolved : ‘ SR

. b. Prov1de, where p0551b1e, for severe: draughts by con~"
tract and coordination with other 'basin transfer institutions,
rather 'than'by single basin supply-demand relatlonshlps. We
" believe that the approach of the, (NEWS study, For example, ‘is
. wise and should be supported.by: approPrlete incentives. ‘In
: this manner environmental insult from large ‘dams “‘and reservoxrs
can be mlnlmlzed in both the short and long run, - o ;,-gv,'”

Further, we prefer current cost sharlng ‘to ‘the Comm1531on 5 recemw
mendatlons.- The differences .are: The Commission would set a- hloher

;. repayment rate:of interest and the Commission would defer payment with
interest-instead of without, .Attempts to encourage provision.of water
for future-use:ris justified because 1ocal jurisdictions have often been
extremely short-sighted, as we might expect from our discussion of fu-
ture values and risk earlier. As a result, there are many undersized
,ulocal resetvoirs whose capacity has been rapldly used, thereby creat-
~ing further shortages and preempting valusble sites. In addition, in-

5. clusicn of water supply in'a federal project is an attempt t6 encourage
i, multi=~purpose use of a reservoir and the water resource.’ This objec~

‘tive has been legitimized by prior Commissions and rétains considerable
valldlty : Flnally, note tliat local shares are generally greater than
the amount 'many local jurisdictions would expend for water supply on

. their own. ' This is because of the hiOh'safety factor built into federal
. reserveoirs and- because of the future value concern of the federal gov~~
ernment., : - : :

, Further 1ncent1ves may be needed by way of cost sharing in order
to induce appropriate local managenment’ technlques. At this time, however,
a period of further experimentation with present cost sharing-is appropriate.
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Finally, insufficient attention has:béen paid. to’ ‘groundwater use,
The federal govermment should particlpate in the planning and financing
of groundwater management for water supply on the game basxs as for

;- surface watet.

Irrigation'Water. The federal water effort must shift from the
rural and agrxcultural setting to the urban setting, where the. greater
and more pressing needs afe. Further this shift must be accomplished-
in ‘an. orderly fashion and not in a precipitous one. To this end, na~
 tional engineering competence must be preserved; a suitable productive
capacity in agriculture must be maintained in order to support national
defense: pollcy and to-allow for envirommentally derived limitations on

o fertillzer and pesticide use; alternate uses of the West's waters includ-

ing scenic uses, must be established and pursued; and the role and direc-
tion of national agricultural policy must be monitored. for implications
in terms of irrigation policy.’ ‘Even with recent price increases:there
“is little basis yet for retalning incentives. to irrigation at the cur-
_rent. level at least in the short run., Winning or opening the West is
.;notéany longer a high priority national water goal. :Therefore, an in~
‘crease .in irrigation cost. sharing -and placing irrigated agricultire on
‘the same basis as municipal water supply with a further reassessment of
‘cost sharxng at a future date ;s sug gested

A major exception to our recommendatlon for increased 1rrigat10n
cost sharing is water for Indian irrigation. Several of the tribes
sharply criticized the Commission for its recommendations on Indian Wa-
ter Rights during public¢ hearings.. The Commission as a result reviewed
its position on Indian Water Rights. In.any evernt, Wounded Knee ‘and
other occurrences have placed the "Indian Problem'" center stage nation-
ally Curiously enough, the Commission failed to recognize that water
may well be one of the solutions to: this .national problem.. Repeatedly,
Indlans testifying before the Commlssion emphasized ‘the ‘importance of:
“(1) quantifying and retaining their treaty rights to water, and of
(2) the need .to assistance in actually developing and utilizing: these
rights.  Surely it is reasonable to use the Bureau of Reclamation's en-
'glneerlng competence to. agsist in the development and use of Indian
‘water rights fox those tribes Whlch ‘desire it. Therefore, we recommend
full federal cost sharihg for sich progects and waiver of tradltlonal
-benefltwcost requlrements on social -and distrlbutive orounds.

Nav1gat10n. MaJor changes in nav1gatlon cost sharing should be
‘undertaken only as. part of a National Transportation Policy and in full
consideration of the natural monopoly and.multi-purpose aspects of navi-
“gation improvements. - Since lncreased use of waterways. costs little :in-
“erementally, since many itéms moving by barge are of the low wvalue, high
Bulk variety, since barge costs are low relative ‘to ‘other carrlers,
“$ince low transport. costs have played a major.role in economic growth -
and national .cohesiveness, and since ‘repayment: is . likely to be based on
regional transfer, wé are opposed to the full repayment scheme of the
- "“Gommission. WNevertheless, we' realize that waterways are no longer the
major transportation mode of the nation and that opening frontiers is
of secondary importance. Therefore, we conmcur in .an-interim’ increase
in navigation cost sharing to cover operations and maintenance of the

[ T
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system. In-addition, we recormend full federal cost sharing for capita1‘
outlays: and maintenance associated with (1) avoidance of envirommental: «-
insult, and (2) multi-purpose recreational use of waterways, in order
to encourage sound and more compréhensive“planning and project design.

Electric Power. Federal involvement should be based upon condi-
tions similar.to those for municipal water supply in’order to avoid ,
waste and environmental insult. e strongly agree with the principle - “iv.
of in-lieu taxes as set 'forth by the Commission. We would go further .
and allow power revenues to be used for negotiation purposes in assist-
ing areas of origin. This is common practice for major utility comp an~
ies, such,aﬁxcqn—Edison, and similar latitude 'should be allowed public
administrators, Where the:atrea of origin desires a water-related ex--
change, such' as outdoor recreation, alboat:hérbor or irrigation, power
(or water:-supply) revenues should be available to implement a negotiated
agreement.: This does not inVolVe-ah?increase_in federalxcost[sharing;“:
instead .the allocated cost of the area of,origin_exchange_should be- added
to the allocated power costs, o D - - g

.. Hater Based Recreation. "The,Commissiéhirecommends:fullﬁrepayment'
out. of user,charges:of-specifié'reéreatiqn costs;_current.cosﬁ sharing
requires 50 percent repayment by.a.local'épqnsor.] It is tot clear that
the Commission;recogniZes”thatiit=is recommending a departure. from the a
normal current institutional*érrangemént;' The Commission is apparently - .
recommending federal management of water based recreation; currently a
local sponsor must agree in advance to pay for the recreation compeonent, -
There is some confusion as to the logic of Commission's departure from
its basic principle of linking local desires to local repayment. Never-
theless,: an -expanded federal management role based on the following ra=- :-
tionale_is.attractiVe;1’Fir9t;.many'local'areas of origin have little - *'°
management: expertise or ability to gauge the actual likely returns from. # -
recreation.  Hence, the. element of risk looms large for locals but is -
winor for the federal govermment. In addition, recreationists may come
from areas outside the local jurisdiction, so there is little local in~
centive to act except on a money-making basis; ie., non-monetary values
are underrated.. Relatedly, experience has shown that current’ recreation
arrangements are often a major bottleneck to needed projects. - Finally, i1
note that preliminary demand estimates for'necreation‘reservoirs have '
been.notorigusly low., This reflects the great increase in demand for
water based recreation. s : : :

A goal of;100 percent monetary repayment out of user charges is
unwise. . .Indeed; use of federal management agencies allows the institu-
tional setting for a more flexible multi-purpose goals for water: based
recreation. Reservoirs close to urban areas should be encouraged, as -
should other forms of water'based'recreation and open space. . Use of' .
water based recreation facilities by the poor should be .encouraged.

Where overuse is a problem, non-market forms of rationing should be ccn-
sidered. However, peak use charges may be appropriate, as with power

and water supply. User payment is at best a coequal goal with: (1) non-: .:.
menetary values of ‘recreation, (2) urban recreation and open space, and - ..
(3) distributive equity among income groups. Returds to reservoir rec-
reation should be limited to 50 percent of costs and no reimbursements
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should be made for urban and depressed area recreation and open space -

- associated with local flood control, navigation and ‘related projects up
to 15 percent of orlginal pro;ect ‘costs. Finaglly, we endorse the cur-
rént practice of full federal cost sharing for additional acreage for:
future recreation use for 10 years or until the management agency decides
to use the acreage. Consisteat with our comments on distributive equity
we ¢an find no rationale for anythlng less than full repayment with in-
terest of small boat harbor costs assoclated directly or . indirectly,’
with privately owned, ‘individual boats.. Only the highest 10 percent of
the population in terms of income can afford such boats; the natlon has
better uses for- federal money. _ i

Munic1pa1 Waste Collection and Treatment., Wastewater management
is the single most: ‘pressing problem area.in the water resources field.
All of the efforts of local, state, regional and federal government will
be necesgary to restore and maintaln the integr1ty of the nation's wa~ -
ters. for ourselves and for future generatlons._ A call now for the elim-
ination of the -construction’ grants program in 10 years is grossly pre-
mature. The battle has hardly begun and the Commission is calling for
troup withdrawals. The "stick" of regulation is to be retained:at least
by the states, but the Ycarrot'" of grants-is to be discarded altogether.
The Commission has sadly miscalculated the. real needs of a massive gov-
ermment program to accompllsh a goal with enhormous public. support --
perhaps éven more enormous than that for the. space program in its in~ "
fancy. After debste and con31deratlon Congress wisely rejected the to-
tal user charge approach, optlng instead for a wix.of grants and chargeso
in the 1972 legislation. ‘ . '

The problem with the grants pronram has not been its existence but
its ineffectiveness, This ineffectiveness is tied, not so much to fund-"
ing timing and levels, as the Commission suggested but rather to a lack
of a quid pro ‘quo for the grants. The quid pro.quo must be effective:
planning and coordination of wastewater goals. and hardware and of water N
development and use and water quallty : . -

Flood Control, Dralnage _and Shorellne Protection. The crucial is-
sue in:flood contrél is whether an effective, unified, national program
of flood plain management can be implemented. .The Commlss1on endorses
such an approach, bit its cost sharing proposals work in the. apposite
direction, It is unllkely that local entities or the states will undep~’
take such programs without federal incentives., It is equally unlikely
that the federal agencies will undertake such programs without a change
in current cost sharing which prov1des for no federal cost sharing in
wany new.and prémising ‘management technlques.- The solution is to equate
traditional ¢ost sharing with cost shar%ng for new techniques with a-
large federal financial involvement. In. addition, a requirement of a.
positive state or -local program of land control to dlscourage unwise
flood plain use 1s'needed -

R

One Smele example is the Prairie du Chlen project of the Corps of
fingineers. This is' discussed in more detall elsewhere. The Corps pro- -
posed a non-structural alternatlve (evacuatlon, land purchase and rec~
reation and open space use) A 20 percent local contribution was.
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recommended, based upon the average historical A-B-C's for. the.district
1nvolved The report has been tied up in Washington's bureaucratic red.
tape although it is recognized in the current Rivers and Harbors Dill.
Innovative and creative solutions such.as this will go much further in
remedylng the current imbalances .and defects in the flood control area .
than the beneficiary repayment principle. The latter will lead to use

of flood plains without .either structural protection or other flood plain
nmanagement; the federal government will eventually pay in disaster re-
lief expenditures (eg.,. the-Agnes Relief Bill totalled $1.8 billion).

The innovative solutions are there, but the Congress, OMB and other agen-
cies must allow them to see the light of day by appropriate cost sharing
and related. incentives and by swift. approval of creative pro;ects.

In the area of flood control we belleve that local repayment should
be walved where undertaken .in. conJubctlon with a model cities program
and certain Appalachia programs. 'The nommal benefit-cost eriteria should
also be waived. 1In this manner, . the flood control program could be made:
more respon51ve and flexible in meeting other and perhaps higher national
needs.. .. -

Finally, none of the above should be . taken to involve an increase
in overall. federal expenditures on flood control.. Rather, a substitu-.
‘tion of funds from structural measures alone to more flood plain manage-

-, ment strategxes and to flood control in support of other national goals:

would be fac111tated In short, a meaningful national policy for flood:.
plain management is the ob;ectlve. Such a policy is 1ong overdue. '

Enhancing Environmental Values. We do not believe that enhancement
of “common species of fish and wildlife" should be left primarily to lo-
cal or state 3ur1sd1ctlons. A national problem is involved, the effects
of which are sometimes most pronounced locally. We live in a highly mo~:
~bile, highly interconnected. society. It is important that a New York
_Lre31dent know that the ecology of California is being preserved; next
year that New York resident may live in California or send his children::
to school there. In addition, environmental groups. are likely to have
more influence at the national level than at the local or even state
level.

Therefore, federal agencies should have the authority to encourage
environmental. eﬁhancement growing out of their traditional roles and prow
jects, . In order to encourage this enhancement we recommend, full federal
cost.sharing of env1ronmenta1 modifications up to 15 percent of basic
project costs. Such cost sharlng should be applied over:and.above mere
mitigation and should include not only fish and wildlife but also historic
and archeological site preservation,.open space, urban env1ronmenta1 en-
hancement and ecological systems in: general :

Regional Development. The water agenc1es should be encouraced to.
assist the nation in deallng with distributive problems. Such problems -
may be spatial or aspat1a1 or both. The purpose is to insure respon-
siveness to the nation's larger needs. Where water development is closely
linked to a distributive goal, such as in certain model c1ty programs,
relaxation of normal cost sharing is appropriate to encourage interagency
cooperation; eg., HUD and Corps. o : :
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As with env1ronmenta1 enhancement -mere cost sharing is not Suffl—
clent.. Coordinated planning at the agency and local 1evels is needed.-
New.. 1nst1tutional forms may be involved (eg., the RRC's development dls—
tricts). ﬂhere such coordination has been carried out -- and it will
not. be easy -~ cost sharlng should not be allowed to act as a barrier.-
_ Low Flow Augmentatlon. The low flow augmentatlon program has not .
proceeded. smoothly. This is'due in part to a fear that it would be
used in place of tradltlonal treatment works, thereby allowing the pol-. :
luter to continue polluting, ‘and, in part, to EPA's obJectlons to the .~
technique. The 1972 legislation casts low flow augmentation in a new
light, National emissions standards are established, calling ultimately
for the best available technology for point sources, with costs to be
taken Ainto account. Low flow augmentaelon should therefore be viewed
-as an attempt to improve water quallty where (1) point source degradation
cannot be controlled even by the best available process and waste treat-:
ment: technology; and (2)° where non—p01nt sources are degrading’ water
quality (eg., urban or agricultural runoff).  Even in these cases, we
must recognize that low flow augmentation is not very helpful against
classes of pollutants which the natural water processes cannot degrade;
eg., certain pesticides, synthetic organics, 'viruses, and heavy metals.
Therefore, low flow augmentation should be considered only where the
non~point source and residual point ‘source pollution by degradable pol-
lutants are major probleme. In addition an &ppropriate pollution control
agency, such as EPA or a state or regional equivalent should make the "
determination of whether low flow augmentation 'is the best means of
atheving hloher water quality.

e'-\

' We recommend total or at least pr1mary federal cbst sharlng where
1t is determlned that low flow augmentation is the preferred technxque i
for 1ncrea51ng water quality beyond the quallty obtainable under the™
emission standards of the 1972 legislation. This 18 because neither the
sources of pollution’ nor the beneficiaries are likély to be either iden~
tifiable or chargeable. The externality nature of the problem and ‘the
publlc good nature of ‘the solution contend against any attempts to im-
pose the beneficiary pays principle. -

... Our discussion of Chapter 15 emphasized the money collection prob-
_1ems assoc1ated w1th a beneficiary pays principle, The thrust of our
argument was that water and water strategies cannot be eff1c1ent1y al-
located by a free-market model not does return of Ffinancing to:States
and other non-federal agencies’ suff1c1ent1y approximate a free market
.'model to engender a prlori faith that eff1ciency would ocour. -

The Commission's view of economics 1S'refleeted in another guise
in Chapter 3. The Commission argues that price is the equivalent of
value and that the price of water in different uses can be technically
simulated, though not directly observed. Therefore, thé simulated price
of water should be a magor ‘decision-making tool in water allocation.
Vl(recommendeglqns -3, p. 3 19) . —=x 110/ price is indeed the equivalent of.

110/ Actually the Commission goes even further, 'Even where a direct ..
simulation is not possible (aesthetics), a second order systems
evaluation is possible to imply a simulated price.
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exchgngervalue_given'a;competitivé free-market model if not wvalue in

' use.:. The Commission recognizes that water is not exactly a free-market

good, but feels the price of water can be simulated in such a way as to
make it the equivalent of a free market price and hence equal to true.
value. The specifie techniques chosen leave much to be desired, although
we have no doubt they are the best available. For example, the price

" for irrigation is based on producer surplus; for power, the cost of the

next Best’?lternétive ~~.ie,, private monopoly prices;  for recreation,
consumér surplus; etc. - None of these prices are equivalent to exchange

value in the market model sense., In addition, the solutions to water

problems are often themselves not the product of a perfect or even nearly

perfect prices. . Consider labor rates distorted by unions. Shall we sim-

“icommon is that a dollar sign is placed in front of them. Price does not

ulate the "real cost’ of labor and. thereby have. lower economic costs .
than the  actual cost of the project. TS N R :

77" Ve submit that the only thing that the "economic values" have in -

equal value in the water resources field,. . Certainly economic evalua-
‘Lions are critical to wise decision making. . Such evaluations may show

'where“grosswdistortions are. arising, may.suggest alternatives not read-

ily apparent.otherwise, and may illuminate th?'stake that a particular
interest group actually has in a proposal.lll But this is a far cry
from elevating "economic values' to a primary pesition in water resources
planning.

We turn now to Chapter 7c, "Pricing as A Means of Motivating Detter
Use." We offer two preliminary observations. First, some goods and
services are more amenable to a political than to an economic allocation.
We believe water is one good where the former should predominate, Sec-
ond, we raise the question of why reliance on market simulating pricing
has not been the primary allocation tool used by the uation on its wa-
ters. We suggest that the reason is a general perception and consensus
that such pricing would not achieve the goals and objectives of society.

Nevertheless we believe that pricing can and should play a role in
implementing political decisions about water use. We can ail agree that
if the price of something is raised, the amount purchased will decline
to a greater or lesser extent. Hence, if we want to discourage a use,
we can price it high. Other means, such as rationing, are also possible
and these should also be used in implementing political decisions.

For reasons stated earlier, we do not believe in full cost pricing
nor in market-simulation priecing. Dut we do agree that pricing is a
tool and find common ground with the Commission when it states as a con-
cession to potential critics, "The Commission is primarily concerned
about allocation of resources at the margin, that is, the last increments
of use." We, too, are concerned with the increments of water and power

111/ For example, local supporters often have an inflated sense of the
impact of construction of a civil works on sales and employment in
their area. Therefore, economic analysis of "secondary benefits'
makes sense even though not included in the B/C ratio.
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which are. seldom used but very "esipensive.'~ . We find that expense to be
not only economic but, even more 'so, environmental. We find that elec=
tric toothbrushes and extensive car- washing are ‘not worth a Grand Can~.
yon, -a Storm King Mountain or even a- Lake Cayuga.’ We have no compu1510n
about settlno last increment water and sewerage:-charges in excess of
'"full costs' because we believe that the: full costs cannot be measured

in dollars., We remind the Commission that its charge to give considera-
tion. '"to conservation and more efficient .use of existing supplies ..." 7
grew- pr1mar11y out ‘of concerns by env1ranmenta1rsts and areas of orlgln,;
not. economlsts..f o R R : -

Our recommendatlons on water supply, power and 1rr1gatlon for Chap-f
ter- 15 embody, we believe, -a more positive and.flexible approach to i
pricing as a political tool than the Commission's recommendation #3.
We therefore oppose the recommendation., We also feel that recommenda-
tions #1 and 2 rely too heavily on one polltlcal tool and:are too doc-
‘trinaire. We prefer to recommend that water management agencies explore
all techniques for avoiding the waste of resources, by pricing, ration-,
ing, land use controls, publicity campaigns, ‘and rélated methods and that
water management agencies present the results of their deliberations to.
approprlate 1eg1s1ative bodles for a polltlcal determinatlon.



