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In 1945 mass transit, consisting of buses,
subways, commuter trains, and trolleys,
carried 23 billion passengers in the United
States. Currently ridership numbers about 8
billion annually. The reasons for this drastic
decline are well-known: an affluent American has embraced the automobile as the
preferred means of travel, as federal and
state expenditures have supported massive
highway construction. These in turn have
contributed to a growing suburbanization of
housing and employment, further reducing
the use of public transportation. In recent
decades the decline in ridership and the
concurrent increase in costs, because of
inflation and rising wage scales, have
brought many private transit systems to the
brink of disaster. Faced with the loss of
transit service, local governments one after
another have assumed ownership of failing
private transit systems. For the most part,
mass transit systems are now publicly
owned.
In Virginia in 1973 only the cities of Bristol,
Martinsville, Staunton, and Winchester
operated public transit systems. Since then,
the cities of Charlottesville, Danville, Lynchburg, Norfolk, Petersburg, Richmond, and
Roanoke as well as the Washington
Metropo{itan Area Transit Authority (creating Metrobus), the Peninsula Transportation District Commission (creating PENTRAN), and the Tidewater Transportation
District Commission, all have begun operating transit systems. By 1977 these acquisitions and mergers, supported largely by
capital grants from the federal government,
had transferred virtually all of the transit
systems in Virginia into public hands. Mass
transit has thereby become an accepted
public service and, as such, is competing
with other local services for local tax dollars.
This news letter will review the growing
federal support of public transportation and
its impact on the development of local
transit systems, while also examining the

complementary role of the Commonwealth
in this process. The Metro system serving
the Washington metropolitan area is given
special attention to illustrate both the
intergovernmental nature of mass transit
policy making and the special problems of
financing local transit systems.
FEDERAL SUPPORT OF PUBLIC
TRANSPORTATION

Federal policy over the past two decades
has been marked by a growing financial
commitment to mass transit and a shift in
emphasis from capital grants to operating
assistance. 1 In addition, the objective has
shifted from the preservation and improvement of private rail and bus systems to
financing the takeover of private companies
by government. In the early 1970s federal
grants were also extended to cover growing
operating deficits, which until then had been
locally financed.
In the 1950s the prospect that commuter
rail service would be abandoned motivated
cities to address more actively the question
of transportation policy. Assistance was
sought from the federal government, but it
was not until 1961 that Congress authorized
$25 million for mass transportation demonstration projects and instituted a program of
lowinterest loans for transit facilities. The
idea of more extensive federal aid for public
transportation gained considerable political
support, and in 1964 Congress passed the
Urban Mass Transportation Act. This act,
the cornerstone of the federal transit
program, not only provided aid for the
improvement and development of mass
transportation systems but also encouraged
the planning and establishment of areawide
coordinated transit policy. The key provision of the act, Section 3, provided grants to
fund up to two-thirds (increased to 80
percent in 1973) of the cost of capital
equipment purchased for transit systems,
IGeorge M. Smerk, Urban Mass Transportation (Bloomington:
Indiana University Press, 1974). A detailed review of federal
involvement is given on pp. 18-89.

both those publicly owned and those
privately owned but governmentally subsidized. Although Congress authorized $375
million for 1965 to 1967, this amount was
insufficient to meet the needs of major cities
to expand and renovate bus and rail systems.
In the late sixities the slow but steady
failure of private mass transit continued. In
1970 Congress authorized $10 billion over a
ten-year period for mass transportation
programs, primarily for capital expenditures. An increasingly active pro-transit
lobby convinced Congress in 1973 to allow
the use of revenues from the Highway Trust
Fund for non-highway purposes for the first
time. Funds slated for the construction of
urban roads could be used instead for transit
projects. In addition, cities could forego the
construction of urban interstate highway
links, obtaining instead an equivalent
amount of general funds for alternative
transit (interstate transfer provision). States
and localities thus were given some flexibility
to set their priorities in terms of transportation generally rather than highways only.
The National Mass Transportation Assistance Act of 1974, authorizing $11.8 billion
over a six-year period, introduced federal
subsidies for transit operating costs. Urbanized areas with populations of 50,000 or
more became eligible for federal grants that
covered 50 percent of a transit system's
operating deficits as well as continued
support of capital expenditures (Section 5).
This was a major departure from the
limitation of federal grants to capital expenditures only. In addition, Section 5 operating
and capital grants were to be made to the
states by a formula based on urban
population size and density, whereas capital
grants under Section 3 of the 1964 act had
been made available on a discretionary basis
in response to individual applications by
states or local public agencies. The intent of
the 1974 act in offering operating assistance
was not to bailout failing transit systems.
Federal funds were expected to supplement
rather than substitute for direct transit
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income such as fare box receipts, advertising and concession revenues, and state and
local funds.
The Surface Transportation Act of 1978
continued the trend toward support of
operating expenses, as areas with populations of less than 50,000 benefited for the
first time from formula funds (Section 18).
These grants, specifically directed to small
urban and rural localities, cover both capital
expenditures and operating deficits, in the
same way that Section 5 grants under the
1974 act are available to large urban areas.
The 1978 ac t also reinforces the trend
towards a national policy encompassing all
transportation, and not just the development of highways. Significantly, the act was
titled "The Surface Transportation Act"
rather than the "Federal-Aid Highway Act,"
as in previous years. The simultaneous
consideration of funding for both highways
and transportation makes it landmark legislation.
Federal commitment to public transportation has grown from the original $25 million
demonstration program initiated in 1961 to
an authorization of $13.6 billion for the
period from 1979 to 1982. Of the $8.8 billion
distributed by the Urban Mass Transportation Administration (UMTA) from 1962 to
1977, $6.6 billion (75 percent) went to the
capital grants program. While the rail
systems in larger cities received the major
funding, a number of grants were used to
purchase private bus operations. During
this period 32,220 buses and 4,577 rail
vehicles \Nefe acquired with UMTA assistance.
From 1965 to 1978 Virginia localities and
transit authorities received $75 million in
UMTA grants. Section 3 capital grants
accounted for $34.6 million, mainly received
before 1978. However, the operating assistance that was introduced in the 1974
legislation has grown rapidly, and the seven
transit systems in Virginia eligible for funds
under Section 5 of the 1974 act have been
granted $36.2 million. More than half of
these funds became available in 1978, a fact
highlighting the federal government's recent
entry into operating assistance.
STATE FUNDING OF PUBLIC
TRANSPORTATION

The Commonwealth of Virginia has
supported expenditures for mass transportation in several ways, largely in response to
the above-mentioned federal programs
requiring nonfederal contributions. The
state has assumed a large part of the funding
required to match federal grants, although
the state's support has been directed mainly
to capital grant programs, especially for the
Metro system for the Washington metropolitan area.
The first appropriations for public transportation appeared in the 1974-1976 biennium budget when the General Assembly
designated $23.1 million for regional transportation commissions and localities. The
portion allocated for capital expenditures
was intended as matching funds for federal
capital grants; no state funds could be used
to match any federal operating assistance
program. Local governments could now
apply to UMTA with the assurance that the
state would fund 85 percent of the nonlocal

contribution. In 1977, the state increased its
contribution to 90 percent, making the
breakdown on capital grants 80 percent
federal, 18 percent state, and 2 percent
local. Each state budget since the 1974-76
biennium has allocated $18 million for public
transportation, with the major share going
to the Northern Virginia Transportation
Commission for the Metro system. These
allocations derive from the Special Highway
Maintenance and Construction Fund the
revenues of which are produced solely by
highway user taxes. Virginia appropriates
no general revenues for mass transit.
In addition to capital grant support, the
1974-76 biennium budget also provided
assistance specifically for administrative
costs incurred by public agencies in providing public transportation. The original threeto-one ratio was increased in the 1978-80
budget; localities now need expend only one
local dollar to gain one state dollar. While the
appropriation for administrative costs has
tripled (to $1.2 million in 1978-80), that
category still amounts to only 4 percent of
total state appropriations for mass transit.
For the period from 1974 to 1980, Virginia
has appropriated a total of $59.2 million for
mass transit. By contrast, during this same
period a $1.3 billion commitment has been
made for the construction of highways.
Clearly, the move toward state funding of
public transportation in Virginia is a gradual
one.
State Highway Construction Allocations. Besides the appropriations made
specifically for mass transportation (from
the Special Highway Maintenance and
Construction Fund), some monies originally
allocated for the construction of urban
roads may be used instead for such mass
transit purposes as exclusive bus lanes,
fringe parking lots, bus passenger shelters,
and other facilities that relieve highway
traffic through the promotion of efficient
mass transit systems. 2 State funds rather
than federal grants are used for these
transit-related highway allocations.
The first of these state allocations was
made in 1972, and through 1978 some $32.2
million in state highway construction funds
has been shifted to transit-related projects.
This amount represents only 4 percent of
the highway construction budget. Of the
total allocations, $21 million (61 percent) has
been for the Metro system, under a decision
to allocate funds from the highway construction budgets for the five northern Virginia
localities associated with Metro (a total of
$35 million over a ten-year period is to be
thus allocated). These funds were designated for parking lots and other road improvements that will be necessary as Metro
construction is completed. In the interim,
the funds may be "borrowed" for other
transit purposes; for example, some of the
annual payments thus far have been used to
cover increasing Metro operating deficits. In
addition, when the Metro system received
a UMTA grant in 1973 to purchase four
privately owned bus companies, allocations
from the highway construction fund were
used to cover the local share (20 percent) of
the federal grant, since at that time the state

did not help to provide the local matching
funds.
Interstate Highway Transfers. The
federal law allowing the transfer of interstate
highway money from the Highway Trust
Fund to transit projects (discussed earlier)
has also been a source of funding, especially
for Metro. The transfer provision has been
used increasingly by some jurisdictions as a
result of the opposition of some urban area
residents to the costly construction and
environmental impact of interstate highway
segments. For example, the District of
Columbia and Maryland transferred to the
Metro system approximately $1 billion that
became available after they reduced their
combined planned 36.4 miles of urban
interstate highway to only 10.7 miles (though
not without controversy). Another project
completely dropped by the District of
Columbia after much debate and delay was
the Three Sisters Bridge across the Potomac.
-Unlike -its .. neighbor~ _Virginia has. _not
made much use of transfers, in part because
the state's governors and highway commissioners have been more oriented to highways. The only transfer has been that of an
allocation originally earmarked for a connection (1-266) from the proposed Three Sisters
Bridge to 1-66 in northern Virginia. The
cancellation of this project freed approximately $51 million for Virginia's portion of
the Metro financing.
Administrative Assistance. The state
plays a role in administering various grants
of the UMTA program. Section 5 formula
grants for capital and operating assistance
go directly to the regional transportation
commissions of northern Virginia, the
Peninsula, and Tidewater and to the City of
Richmond. The state, through the Public
Transportation Division of the Department
of Highways and Transportation, administers the grant funds for the transit systems in
the remaining eligible areas of Lynchburg,
Roanoke, and Petersburg. It also performs
an administrative function with respect to
Section 16(b)(2) capital grants, which are
made to private, nonprofit organizations
providing alternative transportation to the
elderly and handicapped. The Public Transportation Division first reviews and processes individual applications for these
funds and then submits a single application
to UMTA. The state also acts as a central
procurement agency to obtain the capital
equipment requested (e.g., vans equipped
with wheelchair lifts); the organizations
supply 20 percent of the cost and the federal
grant, 80 percent.
Survey of State Aid Programs. To
appreciate the role of Virginia in mass
transit, it is useful to look at the efforts of
other states. A 1975 study surveyed all fifty
states to determine the financial role of the
various states in mass transit operations in
localities of less than 200,000 population. 3
(Nine of the twelve systems operating in
Virginia in 1978 would be considered such
3U.S. Department of Transportation, Urban Mass Transportation Administration. Small City Transit: Summary of State Aid

Programs, Report No. UMTA-MA-Q6-0049-76-15 (March 1976).
Available from the National Technical Information Service,

2Va. Code, sec. 33.1-46.1.

Springfield, Virginia.

35
operations.) That survey reveals that state
aid to public transportation in such cities
varies from large, well-established programs
that have been in operation for years to
small scale efforts involved mainly with
assistance for administration. Unlike Virginia, the majority of the states finance their
capital or operating assistance through
general revenues, rather than through
highway funds.
Reliance on general revenues adds another dimension to the funding process. Transit
agencies must then compete with all other
public services forthe tax dollar, introducing
more uncertainty into the funding process.
Reliance on revenues from dedicated taxes
reduces the competition for funds but in this
instance also forces transit needs to battle
the powerful highway lobby for the highway
fund revenues.
In what ways do the states aid these cities?
Of the twenty-two states that give capital
assistance, two do so only for projects
without federal funds, ten states provide
from 50 percent to 100 percent of the statelocal funds required to match federal UMTA
grants (Virginia provides 90 percent), and
ten states give capital assistance to both
federally and nonfederallY funded projects.
Since state capital assistance generally
precedes operating assistance, it is not
surprising to find that only sixteen states
offer the 1atter. (Virginia does not provide
any operating assistance.) In fourteen of
these states, this aid is given regardless of
federal participation. In general, the operating assistance is distributed according to
either (1) a formula based on population and
transit-related variables such as vehicle
miles travelled; (2) a percent of the statelocal share of the operating costs, or (3) a
percent of the deficit for those projects
receiving no federal funds.
THE METRO SYSTEM

The Metro rail and bus system for the
Washington metropolitan area illustrates
the interplay of federal, state, and local
governments in their efforts to create
workable transit systems. The origins of
Metro date back to 1966 when, after years of
complex intergovernmental negotiations,
the Washington Metropolitan Area Transit
Authority (WMATA) was created and
charged with the planning, financing, construction, and operation of the public transit
facilities within the Washington metropolitan area. The authority involves the governments of two states, three cities, four
counties, and the District of Columbia, as
well as the federal government. The five
Virginia localities involved are the cities of
Alexandria, Fairfax, and Falls Church and
the counties of Arlington and Fairfax. The
Northern Virginia Transportation Commission, established by the Virginia General
Assembly in 1964, acts as conduit for the
financial participation of these Virginia
localities in WMATA.
In 1967 WMATA adopted a plan for a 95.6
mile rapid rail transit system, with 33.2 miles
in Virginia. Metrobus was started in 1973
when WMATA purchased four private bus
companies operating in the area. Though
more trips are currently provided by the

buses than by subway, the ratio of bus to
subway trips is shifting as more of the
subway system is opened.
The cost of Metro was originally put at
$2.4 billion, with the expectation of a
profitable operation. However, as a result of
numerous congressional delays, high interest rates, unprecedented wage increases,
and rapid inflation, the projected costs to
complete the Metro rail construction and to
cover the annual bus operating deficits have
undergone frequent upward revisions. The
cost of the completed system will now be
more than $7 billion, with operating deficits
projected at over $100 million annually.
State and federal governments have been
slow to increase funding to meet these
deficits, while localities have had to resort to
stopgap financial measures that have
caused local budgeting problems.
By 1974 Virginia localities had committed
substantial revenues to the Metro system,
but little actual construction had resulted.
The local funds required to support the rail
construction and the operating deficits of
the buses were becoming too much for the
local governments to bear alone, even for
those of northern Virginia, one of the
wealthiest areas in the nation. Some of the
outlying localities were reluctant to approve
further expenditures until they received firm
assurances that the entire system would be
built and until a more equitable formula for
sharing the costs was developed. At one
point consideration was given to limiting the
system to the 47.7 miles already under
construction. However, the financial arrangements required each local government
not only to pay for construction within its
boundaries but also to contribute by formula
to the operation of the whole system. With
these complex intergovernmental agreements, fair restitution to any locality not
served by a curtailed system would be
impossible. Completion of the entire system
was reluctantly accepted simply because
there was no practical alternative.
Having accepted this decision, northern
Virginia localities sought help from the state
in meeting their burgeoning local commitments. However, the Virginia General
Assembly did not always prove to be
sympathetic. In 1975 the state legislature
was asked to enact a one cent addition to the
sales tax applicable only to the five localities
in northern Virginia. However, the bill never
left the House Finance Committee; in that
election year, passage of any tax increase
was impossible. In addition, Governor Mills
Godwin, citing both the escalating costs of
the Metro system and the possible future
requests for state funds, vetoed $10 million
in state funds destined for Metro. (These
funds were reinstated the following year.) In
1978 the same sales tax proposal fell one
vote short in the House of Delegates. A bill
to include gasoline among the commodities
covered by the state sales tax, with the
revenues earmarked for transportation
expenditures, also failed. The General
Assembly had passed in 1976 a similar gas
tax measure, but it would have become
effective only if all northern Virginia localities
adopted it, and the Fairfax city council

refused to do so. The 1979 legislature again
denied requests from northern Virginia.
Governor John Dalton opposed an increase
in the local sales tax to finance regional
public transportation, objecting to the use of
a state tax source and stating his desire to
hold state expenditures to present revenues. To date, the Commonwealth and the
five northern Virginia localities have
contributed approximately $250 million to
Metro financing, of which only $57 million
has been state funds, mostly of the sort
already discussed in the section on "state
funding."
Undoubtedly, another request for state
financial assistance will be made by northern
Virginia during the next legislative session.
Still to be resolved is the crucial question of a
permanent, earmarked source of funds to
help pay for Metro capital and operating
deficits; U.S. Transportation Secretary
Brock Adams has announced that the
federal allocation of transit grants would
favor localities with dedicated funds. Also,
the eight jurisdictions associated with Metro
have never been able to agree on a
permanent formula to allocate revenues and
costs to individual localities. Like fares, the
allocations are renegotiated annually in
time-consuming, sometimes bitter sessions
that threaten to subvert the tenuous spirit of
regional cooperation.
The financial debate also continues at the
federal level. At issue is the debt on $1 billion
in revenue bonds for construction, sold by
Metro but guaranteed by the federal
government. Previously, semiannual interest obligations were met on an. emergency
basis through combinations of congressional appropriations and the use of investment
income that Metro has earned on unspent
construction funds. Under a tentative
agreement (awaiting congressional approval
at the time of this writing) the federal
government would pay two-thirds of the
interest and principal. Metro, with help from
the local and state governments, would pay
the remaining third. Assuming the legislation
is adopted, the localities and states involved
will then have to decide whether to make
such a long-term commitment. To date the
localities have not been asked to contribute
to these revenue bond payments, and some
have gone on record in opposition to them
until a firm commitment is made at the
federal 1eve I.
SOME UNRESOLVED ISSUES

The transit industry has not been selfsupporting for many years and, as the Metro
example shows, has required increasingly
larger subsidies to keep it in operation.
These deficits most likely will persist and
even grow in the future. Federal, state, and
local governments are being forced to
evaluate such trends and to make decisions
about their level of commitment.
Much depends on how one views mass
transit. Seen as a private good that was
bought voluntarily at prices set by the
market, mass transit would be a business
expected to make a profit. However, viewed
as a public service, as it more often is, mass
transit attempts to meet political objectives
rather than economic tests. Localities

choose to support mass transit to meet the
needs of "captive riders"-the poor, the
young, the elderly, and the handicapped,
many of whom have no other means of
transportation at their disposal. Objectives
such as influencing land use patterns,
relating travel routes to employment opportunities, and reducing traffic congestion and
pollution in the downtown business district
have become more important than avoiding
an operating deficit. These goals are likely to
be incompatible with a profitable mass
transit system. In light of the growing
deficits, however, governments are finding it
more difficult to justify ever-increasing
subsidies, even in terms of social benefits.
The federal government has moved toward
support of mass transit as an alternative to
the automobile. For localities such as those
of northern Virginia, however, the problems
of how much taxpayers are willing to pay
and how the cost should be distributed have
not yet been resolved. The taxpayers in
northern Virginia have felt the pressure put
on the property tax in financing Metro
deficits and are seeking other tax sources.
Furthermore, the state has not yet decided
on the extent of its obligation to ensure a
viable metropolitan transit system. The
intergovernmental financial arrangements
inherent from the start require a multilevel
participation in the solution.
Has the flow of federal and state dollars
been beneficial? This question raises broader ones associated with aid to local governments in general: Does such aid tend to
improve the programs that local governments offer? Does it act to decrease the
control that citizens have over t he programs
that most directly affect them? With respect
to transportation, the availability of federal
dollars has proven to be a powerful incentive
to public ownership. However, the pursuit of
federal and state aid may have diverted local
resources into areas that do not represent
the greatest local need. In addition, because
federal and state assistance sharply reduces
the amount of local money needed, localities
have been encouraged to make capital
investments rather than to maintain existing
equipment, the cost of which until recently

had been financed solely from local revenues. Similarly, assistance for operating
deficits diminishes incentives for cost
control and thus encourages wasteful
managerial practices.
A future financing problem may well arise
from the cost of providing transit facilities
that are accessible to the handicapped and
elderly. Both the 1964 urban mass t ransportation legislation and Section 504 of the
Rehabilitation Act of 1973 declared that
handicapped citizens were not to be denied
equal access to, nor participation in, any
program receiving federal funds. At issue is
the cost of a fully accessible transit system.
The Department of Transportation estimates that $2.8 billion would be required to
implement all the changes necessary in rail
and bus systems, and that such changes
would then generate increased annual
operating costs of $68.8 million. The
Regulatory Analysis Review Group, created
by President Carter to minimize the inflationary impact of federal regulations, found
this cost to be unacceptably high and
recommended that only key rail stations
(rather than all of them) be made accessible,
with bus services usable by the handicapped
extended to fill this gap.
With respect to Virginia, the 1973 Federal
Highway Act authorized funding of up to $65
million to make the Metro subway fully
accessible to the handicapped. However,
until the buses that are an integral part of the
Metro system are also made accessible (a
process that has just started), the
wheelchair-bound will have difficulty using
Metro. To date, no bus system in Virginia
has been fully adapted to meet the special
needs of the elderly and handicapped.
At the same time alternative services,
known as paratransit, have developed. Vans
equipped with wheelchair lifts, taxis, and
dial-a-rides, all serving on a demandresponse, flexibly routed basis, seem to
meet the needs of these citizens, especially
in small communities with low density
populations. A number of these systems
already exist in Virginia. These alternatives
do not cost so much as ensuring access to all
buses in a system. Spokesmen for the

disabled, however, argue that Section 504
clearly mandates that the handicapped shall
not be denied full participation in federally
funded programs. Further, they claim that
providing separate systems violates the
equal protection clause of the Fourteenth
Amendment. Proposed new federal regulations would make paratransit acceptable as
a short term option, but ultimately all bus
routes must be made accessible. This
conflict between high cost and the rights of
the elderly and handicapped is yet to be
resolved.
CONCLUSION

During the last few decades the decline in
ridership and concurrent increase in the
costs of operation left private transit
companies in financial difficulties. Local
governments, armed with federal funds,
stepped in, first to aid in renovating the
transit systems but later to assume public
ownership. Federal, state, and local governments are now involved in providing mass
transportation as a public service.
Transit operations continue to require
increasingly larger subsidies. In Virginia the
immediate problem concerns the funds
necessary to complete the Metro rail
construction and to fund the Metro bus
operating deficits. Repeatedly, the General
Assembly and the governor have failed to
find a satisfactory way of dedicating tax
sources. At the local level, public officials
must decide whether benefits from transit
operations justify their increasing costs. The
answer to this question in Martinsville, for
example, was no, and that city thus had the
first publicly owned transit system in
Virginia to go out of business. Other
localities are reviewing their service levels in
an attempt to reduce operating deficits.
Concern with the availability of petroleum
products and with the need for energy
conservation will also play a role in their
decisions. Ultimately several questions must
be considered: How much are jurisdictions
willing to pay? What tax resources are to be
made available to finance public transportation? How are the costs to be distributed
among federal, state, and local governments?
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