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Virginias Policy Paralysis

The  2001  session  of  the  Virginia  General
Assembly  created  such  an  astounding
range of problems for elected leaders and

statewide constituencies that  the effects are still
being analyzed and the political impacts predicted.

In fact, the realization of what didn't happen
is so unavoidable and unpleasant that few have
even attempted to rationalize the results.

Simply  put,  the  elected  leaders  of  this
Commonwealth met in Richmond to conduct the
business  of  the  people  by  setting  priorities  for
education,  the  economy,  transportation  and
human  resources.  But  they  could  not  agree  on
what  those  priorities  should  be,  as  expressed
through amendments to the state budget for fiscal
year  2002.  No  conference  committee  forged
a  compromise.  No  leaders  convened  a  summit
meeting between unyielding opponents. After five
months  and  several  special  sessions,  they  all
adjourned and went home.

How could  the  oldest  continuous  English-
speaking  legislative  body  in  the  Western
Hemisphere ever have allowed this to happen?

Certainly,  government  functions  will
continue  under  the  biennial  budget  approved
during the 2000 General Assembly session. The
car tax cut  continues on schedule,  in spite of  a
slowing economy and a gap in state revenues. This
required  the  elimination  of  salary  increases  for
teachers  and  constitutional  officers.  Most
university construction projects are on hold. State
agencies  are  scrambling  to  identify  funds  for
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federal and state mandates, wondering what will
be left over for everything else. Local governments
are left in limbo about when and how much they
can expect from the state for the millions of dollars
they depend upon for shared public service costs.

The  impact  of  the  situation  is  perhaps
heightened  by  evidence  of  a  growing  cynicism
among citizens regarding government.

Last year, a summit on "Governance in the
21st  Century"  was  convened  by  the  National
Academy of Public Administration, the Center for
Digital Government, and Government Technology
magazine.  Included  in  the  many  findings  and
recommendations  from  this  meeting  was
recognition that "the American public has become
increasingly  estranged  from  the  culture  and
process of government at all levels."

Participants  noted  that  "evidence  of
America's  disengagement  can  be  found  at  the
polls—with over  half  of  eligible citizens declining
to vote." In view of what amounts to a legislative
policy  paralysis  that  invites  additional
disengagement,  I  believe it  is  reasonable to ask
some questions.

Has  Virginia's  method  of  governance
become  so  outdated  that  it  is  no  longer
institutionally able to respond to the challenges it
faces? Will our state government leaders be able to
act on the opportunities created by new economic
forces and technology?

Or  will  we  fall  further  behind,  clinging  to
traditions  or  habits  that  hinder  our  potential,
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Is Virginia's
method of

governance
able to respond to

the challenges
it faces?

failing to prepare our children for the workforce
of the future, failing to invest strategically in our
colleges and universities, our natural resources,
and our transportation system, unable to provide
adequate care for our elderly and mentally ill?

I would suggest that there are two major
areas in need of action by Virginia's elected and
civic leadership. One is reform of our legislative
process.  The  other  is  the  restructuring  of  the
fiscal  relationships  between  state  and  local
government.  Both  require  a  commitment  to
change and a recognition that the solutions to
policy paralysis will not be found in the current
approach.  Beyond  partisan  finger-pointing,  or
the leadership qualities of any one candidate, the
public interest demands that we act. Surely, the
2001 Virginia  General  Assembly  has provided
us with a reason to act.

Limitations of the Lawmaking Process
he  2000  "long"  session  of  the  Virginia
General  Assembly  saw  nearly  3,200  bills

submitted  for  consideration.  This  is  triple
the  number  of  bills  the  General  Assembly
considered  in  1950.  Within  the  time  limits
imposed by the session, even the best speed
reader alive could not adequately review all these
bills, let alone understand them, appreciate their
possible  impact  on  the  folks  back  home,  or
discuss  them  knowledgeably  with  affected
constituencies.  And  yet  members  of  the
legislature had to do the best they could. The
bills  were  before  them,  and  had  to  be  acted
upon—with  or  without  thoughtful  review.

I  realize that  the General  Assembly has
a  committee  structure,  with  excellent  staff
support,  to  help  members  get  through
the process.

But  all  members  serve  on  numerous
committees and subcommittees, where much of
the work  must  be done to  evaluate,  eliminate
or  approve  proposed  legislation.  Committee
meetings and subcommittee meetings are often
scheduled at the same time. The legislative day
literally begins at dawn and ends long past dusk.
To illustrate this pressure-cooker atmosphere, in
some cases last year legislation was acted on by
committees before the actual bills were printed
and  distributed  for  review.  This  is  the  kind  of
system that works against the best intentions of
legislators  to  develop  good  public  policy.  We
certainly  get  many  new  laws  each  year.  We
have a state insect, we've dealt with symbols and
sayings on license plates, we're working on a
state song, and we've guaranteed every Virginian
the right to fish and hunt.  Complex legislation

does get considered and approved—but legislators
are  often  forced  to  accept  the  views  of
consultants  or  lobbyists  simply  because  they
have  no  time  to  consider  information  and
understand  the  consequences  of  opposing
or  supporting  such  legislation  themselves—
especially if it is controversial.

The struggle to focus on priorities is made
even  more  difficult  by  the  fact  that  major
statewide issues like transportation and tax policy
are  lumped  together  during  the  same  session
with  school  board  salaries  and  parking  regula
tions. The prohibition against Virginia governors
succeeding  themselves  also  contributes  to  a
context that favors short-term goals.

The most likely route for complex or con
troversial issues, however, is to be assigned to a
study commission.

For  example,  the  problems  inherent  in
Virginia's unique independent city structure have
been recognized  for  some time.  In  1952 there
was the Committee to Study Urban Growth.  In
1966 there was the Hahn Commission; then the
Commission on Constitutional Revision in 1968.
This was followed by the Stuart  Commission in
1971, the Michie Commission in 1977, the Joint
Legislative Audit and Review Commission study
of Local Fiscal Stress and State Aid in 1986, the
Grayson  Commission  in  1986,  the  Governor's
Advisory  Commission  on  the  Dillon  Rule  in
1992,  and  the  Commission  on  the  Future  of
Virginia's Cities in 1998.

While  anyone  in  executive  or  elected
positions  can  understand  the  need  to  build
coalitions and consensus, the deferral of action
on these issues has become a policy in itself.

The  record  shows  that  it  is  time  for  the
legislature to reform itself.

Author  Roger  Bohn  provides  a  useful
analogy of  the current  problem with institutions
such as the General Assembly in his article "Stop
Fighting  Fires,"  published  in  a  recent  issue  of
The  Harvard  Business  Review.  "Fire  fighting,"
he  writes,  "is  an  old  familiar  way  of  doing
business . . . But fire fighting consumes an orga
nization's  resources  and  damages  productivity.
People rush from task to task, rarely completing
one  job  before  being  interrupted  by  another.
And  serious  problem  solving  degenerates  into
quick-and-dirty  patching.  Managers  must
perform a juggling act, deciding where to allocate
overworked people and which crises to ignore for
the moment."

If  you've  ever  taken  part  in  a  General
Assembly  session,  you  will  recognize  these
symptoms.
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This trend is examined even more precisely
in  the  book  "The  Attention  Economy:
Understanding the New Currency of  Business"
by  Thomas  H.  Davenport  and  John  C.  Beck.
They  contend  that  the  effects  of  information
technology  have  produced,  quite  literally,  an
attention  deficit  for  organizations.  Information
overload and time limits combine for situations
that  lead  to  mistakes,  missteps  and  policy
paralysis. They say that "organizations must find
more effective ways to allocate attention toward
the information and knowledge that matters, and
the  first  step  in  better  allocating  attention  is
knowing where it's going today."

To  its  credit,  the  General  Assembly  has
taken  steps  to  do  just  that.  Senate  Joint
Resolution 243, introduced in the 2000 session
by  Newport  News  State  Senator  Tommy
Norment, directed the Joint Rules Committee to
study ways to improve the legislative process, and
to establish a Citizen Advisory Board to assist in
developing  recommendations.  Two  reports,
released  late  last  year,  provide  thoughtful  and
important  guidance  for  change.  The  Citizens
Advisory  Committee  found  that  standing
committees  are  too  large,  there  are  too  many
subcommittees,  filing  deadlines  should  be
moved up,  and  staff  responsibilities  should  be
revised.  They also recommend a constitutional
amendment  relating  to  the  time  frame  for
General Assembly sessions, and the use of medi
ation to structure solutions to complex issues.

The Joint  Rules  Committee  engaged the
National  Conference  of  State  Legislatures  to
help  it  consider  changes  in  the  legislative
process.  This  report  provides  a  wealth  of
information  about  what  works  in  other  states,
and  what  Virginia  needs  to  do  if  it  wants  to
preserve  the  character  and  effectiveness  of  a
part-time  citizen  legislature.  It  recommends
various mechanisms to streamline the legislative
process, including limits on legislative commis
sions,  coordinated  meeting  times  for
committees,  a  strategic  plan  for  the  use  of
technology,  and  additional  time for  considering
budget issues. In addition,  I  believe the use of
special legislative sessions for major issues could
be  increased  to  reflect  the  intensive  staff  time
and  focus  needed  to  formulate  effective
statewide policies.

The tools for change have been provided
to  the  General  Assembly.  The question  before
us is:  Will  they be used? I  fully  realize this  is
a  big  order  for  a  Commonwealth  that  still
finds  many  of  its  strongest  political  roots  in
rural  traditions  and  resistance  to  change.  But

the  future  must  take  root  in  the  present.
The consequences of inaction are a commitment
to  mediocrity.

Fiscal Imbalance
long  with  legislative  reform,  restructuring
.  the  fiscal  relationship  between  state  and

local governments became an even more com
pelling issue following the failure of the General
Assembly  to  approve  an  amended  budget  for
FY 2002.

In recent years, media attention and public
awareness has increased concerning the problems
facing  local  governments.  The  problems  stem
in  part  from  the  Commonwealth's  unique
"independent  city"  constitutional  provisions,
limitations imposed by the state on local  initia
tives and authority, a prohibition on annexation,
and a system of shared service responsibilities
that is both inconsistent and unpredictable in the
roles assigned to local agencies.

And  anyone  involved  in  government
knows  about  the  problematic  effects  of  the
Dillon  Rule.

Named  after  a  chief  justice  of  the  Iowa
Supreme Court who had a low opinion of local
officials,  this  judicial  doctrine  is  used  in
interpreting state law when there is a question of
whether a local government has a certain power.
It means that unless otherwise provided in law,
the local government does not have the power
in question.

As  expected,  this  approach  leads  local
governments to Richmond year after year to ask
permission from the state for  just  about every
thing.  In spite of  this,  I  do not  believe that  the
Dillon Rule is the real source of the fiscal imbal
ance we face today in state and local relations.

Rather,  the  common  denominator  for  all
local governments in the struggle to close the gap
between public service demands and the dollars
to do the job is  Virginia's  tax structure.  It  sets
strict  limits  on  the  revenues available  for  local
service delivery. Other states that operate under
some variation of the Dillon Rule might limit the
role  of  local  governments  while  providing
services from the state level.  In Virginia,  prob
lems are caused when local governments are told,
in effect, "you can't do it, and we won't do it."

Local  governments  derive  their  taxing
authority from the General Assembly.

Although there is a great deal of variation
from locality  to  locality,  cities  and  counties  get
most of their revenue from taxes on real property,
personal property, sales, consumer utilities, and
business, professional and occupational licenses.

The tools for
change have been

provided.
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Tax laws are more
complex and

more difficult to
administer.

According to documents from the Senate
Finance Committee staff, these five tax sources
accounted  for  84  percent  of  locally  generated
revenue for cities and 91 percent for counties in
fiscal  year  1999.  Of  these  five  principal  local
taxes, only the taxes on real property and tangible
personal  property  (as  well  as  machinery  and
tools) remain uncapped.

The tangible personal property tax was the
fastest growing source of local revenue between
1995 and 1999. However, in 1998, the Personal
Property  Tax  Relief  Act  (the  car  tax  act)  was
approved by the General Assembly. As we know,
this  act  provides  that  the  Commonwealth  will
reimburse localities  for  the amount  they would
normally collect, thus eliminating it as a tax for
car  owners.  The  act  limits  reimbursement  to
localities  by  the  Commonwealth  to  120,000  of
assessed value for  a vehicle,  multiplied by the
effective tax rate in effect in the summer of 1997.

The increasing costs to the state for this
reimbursement  ($1.4  billion  for  the  2000-2002
biennium) creates budget issues for both the state
and localities. From the state's perspective, car tax
reimbursement is counted as "aid to localities,"
and it is second only to public education (S7.9
billion) as a spending requirement. From a local
perspective,  however,  we  are  only  getting
reimbursed for a revenue source we counted on
anyway, so it is not a new source of revenue to use
for increasing local costs. In addition, it is now a
more restricted source of revenue, because any
future increases would have to be in the form of
a local add-on to the state-reimbursed level, and
would be seen as an additional local tax.

To further complicate the challenges of the
state and local fiscal relationship, local govern
ments,  while  pleading their  case in  Richmond,
have encountered substantial skepticism among
legislative leaders on the issue of whether local
governments have sufficient financial resources
to carry out the responsibilities assigned to them.

Legislators point to statistics showing local
revenue growth over the past 10 years that, while
growing more slowly than state tax revenue, has
consistently outpaced inflation.

But  even  legislative  staff  members
acknowledge that there is substantial variation in
revenue  growth  and  expenditure  requirements
among localities. An average annual growth rate
of 6.7 percent a year for localities between 1989
and 1999 reflects the fact that the highest growth
rate was 12 percent and the lowest growth rate
was  .7  percent  for  local  governments  across
Virginia.  Only  in  the  aggregate  does  local  tax
revenue  keep  pace  with  growth  in  Virginia

personal income. But, as noted in an August 3,
2000 report  to the Senate Finance Committee,
"aggregate  data  masks  many  fundamental
differences  between  and  within  different  types
of localities."

This aggregate profile is certainly at odds
with other credible sources. An extensive study of
revenues and tax structure by the Barents Group
for  the  Hampton  Roads  Planning  District
Commission  found  that  cities  and  counties
in  Hampton  Roads  will  not  be  able  to  keep
up with growing expenses caused by growth and
inflation by the year 2005—especially for public
education—unless  changes  in  the  current  tax
structure are implemented.

The fiscal situation facing Virginia's urban
communities has at least three components that
are,  of  course,  interrelated.  First,  you have the
much-discussed phenomenon of rapid suburban
development,  or  "urban  sprawl"  outside  the
political  boundaries  of  a  city  but  still  within  a
metropolitan region.

More  affluent  citizens  move  to  areas
surrounding  cities,  while  lower  income popula
tions, with more service needs and less taxpaying
ability, remain as residents.

An  increasingly  limited  urban  tax  base
supports  lower  quality  services,  which  allows
blighting  factors  to  thrive.  But  blight  knows no
political boundaries, so "first ring" suburbs begin
to feel the pressure of service delivery demands
and  the  revenue  constraints  placed  on  local
governments  by  the  state.  Even  successful
economic  development  cannot  counter  this
pattern because when cities land new industries
and jobs,  the  benefits  flow largely  to  the  state
through income and sales taxes, leaving costs and
responsibilities for schools, roads and quality of
life improvements to local government.

Secondly,  economic  growth  factors  have
shifted outside the traditional manufacturing and
industrial sectors that drove the economy in the
19th and 20th centuries. In his excellent review
of this issue, Thomas W. Bonnett, author of the
book  "Is  The  New  Global  Economy  Leaving
State-Local  Tax Structures Behind?"  notes that
"When the current state-local tax structure was
constructed, most local and regional economies
were  tightly  bound  to  geography.  In  that  era,
most people worked, shopped, and lived in the
same community. In these 'closed' systems, juris
dictions had a relatively easy time taxing income
and consumption  to  raise  sufficient  revenue  to
support public services."

He goes on to say that  "The shift  to the
new service  economy is  the  best  documented
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challenge to the current tax structure, but other
social,  demographic  and  technological  trends
pose difficult challenges as well. The shift from a
manufacturing-based  economy,  the  changing
nature of work, the shift to electronic commerce,
the  mobility  of  firms  and  interjurisdictional  tax
competition, the deregulation of telecommunica
tions  and  electric  utilities,  and  the  aging  of
America are trends that together could jeopard
ize the future viability of the current state-local
tax structure. Each of these trends has important
tax implications."

These  trends  will  impact  both  state  and
local  government.  Although  Virginia  state
government enjoyed the budgetary and political
benefits  of  double-digit  growth  for  several
budget  cycles  during  the  late  1990s,  a  heavy
dependence  on  the  income  tax  comes  with  a
price. When the economy stalls, state revenues
tied  to  withholding  taxes  and  income brackets
show a direct, immediate and downward impact.
This dependence is made more dramatic by the
fact that, since 1994, an increasing number of tax
credits and deductions have been granted. These
changes have made Virginia's income tax laws
more complex and more difficult  to  administer,
and have also shifted more of the tax burden to the
general population and business community, away
from those who benefit from the tax preferences.

According  to  staff  briefing  documents
from the  House  Finance  Committee,  the  fiscal
impact of changes enacted since 1990, including
the  car  tax,  will  total  about  $3.5  billion  in  FY
2002-2004. This does not include the legislative
goal of a food tax deduction.

State  laws  and  constitutional  provisions
accelerate  the  above-mentioned  trends  by
hampering creative responses by cities to these
trends, and, magnified by the Dillon Rule, make
the  impact  more  severe  in  our  state  than
elsewhere. I believe we can expect to see this
impact continue to increase in severity as long as
political  rewards  are  given  by  the  electorate
for tax cuts that do not reflect the actual cost of
services.  As  more  and  more  sectors  of  the
economy escape the tax structure, fewer and fewer
corporate and individual tax payers will face the
burden of paying for the public services we all
expect.  The  taxes  that  are  the  easiest  to
collect (those tied to local consumer activities and
geography) also tend to be the most regressive.

As  noted  earlier,  the  Commonwealth  of
Virginia  has  largely  grappled  with  these  chal
lenges through a series of study commissions.
Several special legislative sessions have allowed
intense and focused debate and results on certain

issues over the years,  but  this is  still  seen as
unusual,  and study commissions are  far  more
likely.

Most  recently,  the  Commission  on
Virginia's  State  and  Local  Tax  Structure
produced  thoughtful  and  provocative
recommendations for action.

The  Commission,  made  up  of  citizen
members  from  every  congressional  district,
concluded that "measures should be taken (1) to
broaden  the  revenue  base  of  all  Virginia
localities, (2) to recognize in the formulation of
state  aid  programs  the  considerable  disparity
that  exists  in  the  social,  economic,  and  fiscal
condition  of  our  political  subdivisions,  (3)  to
establish a more efficient alignment of responsi
bility for the provision of public services with the
revenue sources required for their provision, (4)
to arrest and reverse the erosion of existing state
and  local  revenue  sources,  (5)  to  establish  a
permanent,  broad-based entity  committed to  a
continuing  analysis  of  state  and  local  fiscal
concern, (6) to protect and enhance an environ
ment in Virginia that sustains equitably our vital
business community, and (7) to promote greater
equity in the development and application of tax
instruments  for  all  our  citizenry."  Specific
recommendations included sharing state income
tax revenues with localities and revision of the
role and application of  sales and use taxes in
regional and interstate commerce.

During the 2001 session, as a response to
these recommendations, yet another study was
approved. Its mission is to examine the results of
the Tax Structure Commission and make more
recommendations  for  action  by  the  2003
General  Assembly.  At  the  same  time,  special
subcommittees  of  the  Senate  Finance  and
House Finance committees have been created to
review tax policies.

With  the  recent  announcement  of
Governor  Gilmore's  commission  charged  with
making recommendations for  broad reforms to
Virginia's  taxing  structure  and  its  Constitution,
we  now  have  at  least  four  legislative  groups
focusing on the same issue. I believe this brings
us back to the need for legislative reform.

Crisis  As  A Motivating  Factor
his  definition  of  policy  paralysis
in  Virginia  is  not  a  criticism of  individuals

or policies, for to do that would make it  politi
cally  divisive and easy to dismiss.  Rather it  is
intended to bring attention to the critical issues
that face the Commonwealth and each of us as
its  citizens.  It  is  predicated  on  the  belief  that
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much needs  to  be  done to  assure  our  state's
success in an ever-changing world: It is an asser
tion that Virginia cannot meet the challenges of
the  future  without  fundamentally  changing  its
processes of government. We must reform the
way our government works and the way we pay
for  government  so  that  it  can  and  will  work—
successfully  and  effectively—in  addressing  the
ever more complex issues facing us today and in
assuring us a vital and vibrant future.

The  story  of  Virginia's  past  has  been
written—a  proud  past  admired  by  most.
However,  Virginia's  future  will  depend  on  our
ability to reform our institutions and policies in a
positive way that will  allow our Commonwealth
to  address  the  forces  of  change—thoughtfully
and carefully, to be sure—rapidly enough to allow
informed decisions for progress.

Allowing the status quo to continue means
waiting for a crisis. Other states have used fiscal
and political  crisis  situations to  promote public
support  for  dramatic  policy changes.  However,
they  also  demonstrate  that  the  development
of  sound  and  effective  public  policy  is  not
necessarily fostered by screaming headlines and
campaign deadlines.

No  responsible  Virginian  should  favor
waiting  for  an  alternative  like  a  constitutional

convention,  with  all  of  the  uncertainty
that  would  involve.  However,  if  we  do  not  find
a  way  out  of  our  structural  dead  ends  in  the
near  future,  such  a  proposal  may  find  an
increasing number of advocates, especially at the
local government level.

What  happens  if  we  fail  to  heed  these
warning signs? Virginia's metropolitan areas will
lose the battle  of  the gap between expenditure
needs and revenue capacity. Maintenance will be
deferred. Talented employees will leave. Invest
ment will go elsewhere. It's already happening.

And the surrounding suburbs will face the
same problems within a generation. Prosperity at
the state level cannot be sustained if the success
of Virginia's urban centers is  sabotaged by the
legislative process and obsolete tax policies.

It is time for leaders at the state level, both
legislative and executive,  to take the helm and
move Virginia to a 21st century economy. •

ABOUT  THE  AUTHOR.  Mr.  Frank
a lawyer, has served on the Newport News City
Council  since 1988 and has been mayor since
1996. He has been a member of more than a dozen
organizations involved in planning, transportation,
economic development and community development
initiatives.
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