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ALl MODARRES
Associate Director, Pat Brown Institute

Writing on California sinfrastructure is not amundane accounting task,
but a tale of accountability, promise and despair. As the sixth largest
economy intheworld, Californiacan hardly afford toignoreitslifeblood
of mobility, security and smart growth. Californiacannot be amajor Pa-
cific Rim, high technology center without a serious investment in its
higher education. It cannot attract the needed skilled and professional
labor population without attention to affordable, adequate housing. It
cannot build without attention to water and cannot move without seri-
ous attention to its transportation needs. A sustained high quality of life
isimplicitly reliant on an optimally operational infrastructure.

Will the sense of security and the promise of a bright future that
brought the post-World War Il generation to California continue to
erode? Will theimage of the Sunshine State becometarnished? Thereis
only one answer if we ignore the very infrastructure that was built to
help promote the growth of this state by the visionaries of California,
such asthelate Governor Edmund G. “Pat” Brown. Californiaisglobally
recognized as a place of consumption, luxury and comfort. This luster
will fade without attention to sustainability and smart growth.

Thefour authorswhose reports appear in this publication areamong
the most recognized expertsin their respective areas. Each was asked to
develop a report discussing the history, status and future of the four
selected infrastructures. These reports are not original research, but a
synthesis of work done by the authors and their colleagues. They repre-
sent this collective wisdom on each of the infrastructure topics.

Although hopeful, all four experts warn about the future that Cali-
forniamay faceif it doesnot invest in repairing and upgrading itsinfra-
structure. Inthe area of higher education, Dr. Douglass emphasi zes that
Cdlifornia’slast place among all statesin B.A. graduation rates and its
low investment in higher education could have a dire impact on the
economic competitiveness of the state. Without a truly competent 21st
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century labor pool, California’s chance of remaining the sixth largest
economy will be seriously compromised. M oreover, an eroding economic
position would impact the ability of the state to maintain and expand
other components of infrastructure, such as transportation, housing
and water delivery.

Given the natural connectivity of transportation and housing, Dr.
Deakinand Dr. Cervero arrive at asimilar conclusion, that planning agen-
cies will need to move away from compartmentalized approaches and
focus on local, regional and state-level solutions in anticipation of
changesin technology and communication. Both authors also advocate
smart growth and recommend fiscal/funding considerations for attain-
ing the principles of sustainability. Thistranslatesto institutional reform
and integration of transportation and land use.

Thereport on water, prepared by Dr. Erie and Dr. Brackman, high-
lightsthe history and the en-tangled water policy in California. How can
the state accommodate a doubling of its population with less water?
These experts point to the fragmented policy making environment asthe
symptom and cause of enduring water policy problems. The devolution
of policy making and the absence of astatewide/regional policy making
approach seem to emerge once again as the culprits in the emerging
challenge to California’s quality of life. The future of equitable water
delivery—much the same as higher education, transportation and hous-
ing—Iliesin responsible governance, visionary policy making, creative
budgetary considerations and accountability.

Californiawasimagined by itsboosters and built by itsvisionaries;
however, its future depends on citizens and on public and private advo-
cates, who can envision a state known for its smart growth agenda for
the 21st century. Once again, California has to be imagined as a place
that prioritizes environmental responsibility, commitment to theworking
population, advocacy for education, equitable planning and policy mak-
ing and responsible governance. The image of consumption has to be
banished to the pages of 20"-century history books and replaced with
an image of increasing social and environmental consciousness.
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A Californialnvestment Policy
for the21% Century

PHILIP ANGELIDES
California State Treasurer

Today | would like to speak with you about the economic challenges
we face as Californians—especially since the tragic events of Sep-
tember 11"—and how we need to respond in these uncertain times. |
will outline an investment policy that can see us through this diffi-
cult period and help us to achieve sustainable economic growth in
the decades ahead.

| begin by providing alittle perspective. The decade of the 1990s was
extraordinary. We had the good fortune to experience a remarkable eco-
nomic boom that made Cdiforniathevery crucibleof thenew globa economy.
Californiabecame the wealthiest Statein the richest nation on earth.

Then, asisinevitable, the up-cycle ended and a down-cycle be-
gan. Thisyear we already were struggling with an economic down-
turn when some of the most jarring events in our nation’s history
accelerated the slide. We have been reminded—with the collapse of
the dot-com industry, the roiling of the stock market, the emergence
of the energy crisis, and the trauma of September 11th—that nothing
lastsforever in thisworld and that, like most thingsin life, economic
progress is continually earned.

And now, everyoneisasking: How much longer will this new turmoil
last and how deeply will it affect our economy?

Beforel go any further, | just want to say that | am an optimist. | don’t
believe in foolish optimism, but | do believe that what |ooks doubtful
today can be turned into a solid gain tomorrow.

A story about Harry Truman comesto mind. During hiswhistle-stop
campaign for the presidency in 1948—in which he proved the pundits
wrong and won the election—he refused to be pessimistic despite the
heavy odds against him. One day he was speaking from the back of the
train, and he asked aman in the crowd how heintended to vote. The man
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said, “Mr. Truman, | wouldn’t vote for you if yours was the only
name on the ballot.” Truman turned to an aide and said, “Put that
man down as doubtful.”

| believe we should show the same spirit of determination. Aswe
struggle to survive these difficult times, let us not cast our eyes to
the ground despondently. Rather, we should look ahead at the chal-
lenges our State may face and, in both the public and private sectors,
invest in our physical and human infrastructure to support the enor-
mous growth we will experience in decadesto come.

There is no doubt that, in the coming year, the State budget will
face critical challenges. With the economy slowing and tax revenues
in decline, there is a projected budget deficit of $8 billion to $14
billion. So we must do what any family would do in tough times—cut
back on spending. Yet, even as they watch their pennies, prudent
families make an effort to plan ahead—setting aside money for their
children’s education, or even looking to buy their first home when
prices are down and interest rates are low.

Similarly, as the Governor and the L egislature struggle to close the
budget shortfall, we can take advantage of resources at our disposal—
from pension and investment funds to our ability to issue bonds at
historically low interest rates. These can serve as the engines of our
financial recovery and build long-term economic strength.

If youwill indulge me, | will give apersonal example. When | was
running my own real estate investment and management business
during the recession of the early *90s, | spent much of my time trim-
ming the costs of struggling projects so | would have the resources
to invest in new ventures that would build my company’s future.

In the businessworld, smart investors excel during hard times. In
every recession, they look for new opportunities and deploy their
capital wisely to fund ventures that will grow as the economy re-
bounds. This requires sound money management, toughness, dedi-
cation, and faith in the future.

Franklin D. Roosevelt, who presided over our nation in the dark
days of the Great Depression and World War |1, said, “ The only limit
to our realization of tomorrow will be our doubts of today.”
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Cdlifornia’s rise to economic preeminence after World War Il isa
testament to the power of vision and the willingness to invest in the
future. A previous generation of leaders—from Earl Warren to Goodwin
Knight to Pat Brown—had the courage to look ahead and make invest-
ments in the public infrastructure that still sustains us nearly half a
century later. They advanced aworld-renowned water project that gave
life to dry fields and distant cities. They fostered us a nine-campus
university system and a 23-campus state university system that edu-
cated the best workforce in the world. And they inspired a transporta-
tion system that, in its heyday, was unequaled.

Now isthetimeto revivethe legacy of those leaders. We are a State
of wealth, capacity, and potential. We must find ways to use our assets
to reinvigorate our economy today and create wealth for future genera-
tions of Californians. Even in this time of budget stress, we are replete
with resources. Here are acouple of examples.

The State of California’s $300 billion pension and investment portfo-
lio representsthe largest pool of capital in the global marketplace. Now
isthe timeto focusthis capital on California, to invest in badly needed
infrastructure and economic development projects that will stimulate
growth for decades to come.

With long-term tax-exempt interest rates at the lowest levels
since 1969, the State has an extraordinary opportunity to finance,
over a 30-year timeframe, public investments of value to today’s
economy and onward. Our State has the capacity to issue up-
wards of $25 billion in bonds over the next four years, with trans-
action structures that minimize paymentsin the upcoming budget
years. Now is the time to move forward with the financing and
construction of critical public needs—such as school repair and
construction—that constitute the public fabric of any successful
economy. Now is the time to finance the water supply and con-
servation and environmental protection projects to meet our
State’s ongoing needs. And now isthe time to accelerate the fund-
ing of public investments in areas such as information technol-
ogy, which can improve our productivity and give ballast to criti-
cal sectors of our economy.
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Felix Rohatyn—the highly-respected investment expert, who served
as U.S. Ambassador to France and who led New York City out of bank-
ruptcy in the 1970s—wrote something worth quoting in the Wall Sreet
Journal on September 25™;

“ A large-scale public investment program would have an impor-
tant long-term economic impact and is badly needed by urban as
well asrural America. It would also provide a great psychol ogi-
cal lift to Americans worried about the future.”

Mr. Rohatyn is correct. This is the right investment policy for
these times, and it is consistent with what the Treasurer’s Office has
advocated since | took office—even when the economy was more
robust. Investing in our future is good business and necessary
whether we arein troubled economic waters or enjoying smooth sail -
ing in the seas of prosperity.

In June of 1999, my officeissued areport called Smart Investmentsin
which we articulated the need for a State public investment policy to
keep Californiastrong into the 21% Century.

InMay of 2000, we built on our Smart Investmentsinitiative by launch-
ing a new policy effort—The Double Bottom Line: Investing in
California’'s Emerging Markets. That initiative called on the public and
private sectors—from public pension funds to venture capitalists—to
invest in California’s communities in a way that achieves the “double
bottom line” objectives of strong returns and broadened economic op-
portunity in our State.

In those two reports, we outlined a set of investment policies and
programs to respond to California’s potential challenges in the years
ahead. And we noted, two in particular may threaten our sustained eco-
nomic progress if we do not respond adequately.

Thefirst challengeisto find away to meet the tremendous demands
of projected growth, while preserving those unique environmental quali-
ties that have been so much a part of California’s economic strength.

Over the next 20 years, Californiawill add 12 million new residents,
morethan 5 million new jobs, and 4 million new households. Two million
children will be added to our public school system. Even more startling
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isthe fact that this growth will likely exceed that seen during the boom
years of the 1950s, 1960s and 1970s combined!

We need to embrace a set of policies—including investment initia-
tives—to change the growth patterns we have experienced for decades
because they threaten to degrade the environment and make Californiaa
less attractive place to live and work.

We must commit ourselves to curbing sprawl and to reinvigorating
the communities within our existing urban fabric. Our public policies—
from water supply and conservation to transportation to open space
preservation—must foster a new era of environmentally sustainable
growth for the 21% century.

The second overarching challenge that we noted in Smart Investments
and The Double Bottom Line—and one that is even more daunting—isto
find ways to grow that promote equdity of opportunity across our State.
For futureeconomic strength will bedlusiveif thereare“two Californias’—
with much of the State enjoying prosperity while a the sametimethere are
communities suffering from economic decline and devastation.

Thesetwo challengesare still squarely infront of us, even aswe enter a
period of recession. Californiawill continue to experience growth over the
long term—meaning we must remain committed to making theinvestments
in our public fabric that will sustain us in the years ahead. We made the
mistake in the early *90s of failing to focus on our growth challenges and
have been paying the price ever sincein areaslike water, energy, and trans-
portation. And, therecession islikely to exacerbate the economic opportu-
nity gap that has persisted despite the boom of the * 90s.

Since we launched our Smart Investments and Double Bottom Line
efforts, we have been at work putting in place public investment pro-
grams and initiativesto respond to our long-term economic challenges.
We intend to redouble our efforts as we enter this current period of
€economic uncertainty.

Here are some examples of what the Treasurer’s Office has done over
the past three yearsto direct public expendituresin away that builds our
communities today and for the future.

m  AttheTax Credit Allocation Committee, which | chair, we adopted new
criteria for awarding federal and State tax credits for the construction
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and rehabilitation of affordable rental housing. We now give priority to
projects in struggling neighborhoods in which the housing is part of a
comprehensive revitalization effort. We also reward projects that meet
aset of sustainable development goa s—for example, thosewithinwalking
distance of transit, schools, parks, and shopping. And, as importantly,
we successfully fought, over the past year, to increase annual funding
for this critical program from $450 million to $650 million.

m  AttheCdifornialnfrastructure and Economic Devel opment Bank, wehave
launched anew low-cost |oan program for locd infrastructure projects. This
preciousresourcewill betargeted to economically distressed communities,
in support of projects that are environmentally sensible.

m | successfully pushed for adoption of the Extra Credit Teacher Home
Purchase Program—a $164 million initiative to provide down-payment
assistance, low interest mortgages, and homeowner tax creditsfor teach-
ers willing to serve in low-performing schools. The program aims to
bolster schoolsin poor neighborhoods and to recruit and retain teachers
with experience and capability.

®  Since January of 1999, we have provided financing for nearly $700
million in water supply, conservation, and environmental protection
projectsto meet the needs of agrowing population and economy. And at
the Infrastructure Bank, we are now launching anew leveraged financing
program with the capacity to issue up to $2 billion in bonds—dramati-
cally increasing State lending for the construction of wastewater and
water recycling facilities, and other conservation programs.

®  And, from January 1999 through today, we have financed over $5.5
billion in public school construction and repair to meet the needs of a
growing population and economy.

Of course, we recognize that public works and community develop-
ment programs are only a small part of the wide array of State public
policy initiatives needed to meet the challenges of sustainable growth
and economic opportunity. That iswhy we also have diligently labored
to mobilize the powerful instrument of financia capital in waysthat bol-
ster California’s future economic prospects.

In this regard, we have put in place a set of investments that
begin to fulfill the promise of our Double Bottom Line and Smart
Investmentsinitiatives.

CALIFORNIA POLICY ISSUES / NOVEMBER 2001
8




Angelides / CALIFORNIA INVESTMENT POLICY

Here are some actions we have taken:

m  The Treasurer’s Office has purchased $960 million in home mortgages
made under the Community Reinvestment Act to low- and moderate-
income families and communities, providing new capital to lenders to
make even moreloans.

m  We have increased State deposits in California lending institutions by
$2.9 billion, making available well-priced capital for home and business
lending. We are now depositing State funds with over 120 community
lendersin our State, serving abroad range of urban and rural markets.

m CaPERS and CaSTRS, in the last year, have committed over $1.5
billion in new capital investment for real estate development—from
mixed use to office to commercial to housing—targeted to California
communities. $400 million have been all ocated for affordable housing, a
critical need for our residents and our economy.

m  CaPERS has just launched the California Initiative—a $475 million
venture fund to grow businesses in underserved neighborhoods.

®  And, at my urging, CaPERS and Cal STRS each have adopted agoal of
investing 2 percent of their portfolios—which totals about $5 billion—
in California sunderserved communities, our own emerging market.

To summarize, we have been able to make afundamental shift in
State investment policies and to direct more than $12 billion in State
resources and investment capital over a three-year period into pur-
suit of the policies that we outlined in the Smart Investments and
Double Bottom Line initiatives.

| cite these initiatives not as a pat on the back, but to give an idea of
waysthat Californiacan useits vast resources to boost our economy today
and to create enduring economic strength. We have the means to ensure
sustainable growth. Asimportant, we can al so ensure that the gap between
the “two Californias’—which was wide during prosperous years—does
not become agaping chasm in lean years. Thisisnot anew idea.

After the nation had made slow but steady progress against the
Depression, it plunged into arecession in the Summer of 1937. President
Franklin D. Roosevelt responded in the Spring of 1938 with an invest-
ment program to assist economic recovery. | want to quote from his
Fireside Chat radio address to the American people on April 14", 1938.
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“Inthefirst century of our republic we were short of capital, short
of workers and short of industrial production, but we were rich,
very rich in free land, and free timber and free mineral wealth.
The federal government of those days rightly assumed the duty of
promoting business and relieving depression by giving subsi-
dies of land and other resources.”

Thus, from our earliest days we have had a tradition of substantial
government help to our system of private enterprise. But today the gov-
ernment no longer has vast tracts of rich land to give away and we have
discovered, too, that we must spend large sums of money to conserve
our land from further erosion and our forestsfrom further depletion. The
situation is also very different from the old days because now we have
plenty of capital, banksand insurance companies|oaded with idle money;
plenty of industrial productive capacity and many millions of workers
looking for jobs. It isfollowing tradition aswell as necessity, if govern-
ment strives to put idle money and idle men to work, to increase our
public wealth and to build up the health and strength of the people—to
help our system of private enterprise to function again.

| submit that we may well find ourselvestoday in asimilar situation.
And thismakesit all the moreimperativethat, aswe reduce State spend-
ing to balance our budget on the one hand, that we look at the invest-
ment tools that are still available to rebuild our infrastructure and our
economy for the decades of growth that lie ahead.

Despite our current challenges, | believe we are on the verge of a
great era in California—if we approach it wisely. We can sustain the
Cdlifornia Dream in the 21% century if we summon the strength in this
time of crisisto invest anew in our economy and our people.

Thank you for the opportunity to speak to you today, and to de-
scribe an investment policy that will prepare usfor a bright future.
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Sear ching for the Next Pat Brown:
Californialnfrastructurein theBalance

BRUCE E. CAIN
Director of the Institute of Governmental Studies, UC Berkley

A few weeks ago, Ethan Rarick, who iswriting abiography of Pat Brown,
invited metoview somefilmsof Brownat U.C. Berkdey’sPacificFimArchive
One of the most interesting showed Pat Brown announcing hisintent to run
for CdliforniaGovernor in 1958.

Two thingsabout what | saw that day struck my modern political sensi-
bilitiesas odd. First, Pat Brown, whose warmth and people skillswereleg-
endary, appeared to be very stiff and uncomfortable in front of the camera.
Even Gray Davisand PeteWilson seemed morerel axed. But thentelevision
campaigningwas, after all, fill initsinfancy in 1958.

The other thing that seemed downright un-modern was the certainty of
his pro-growth message, which he repeated throughout the campaign. “I
deeply believe,” he said, “that we still have agreat state to build. We have
millionsof childrento school—and school well. We have water to transport
and tidelands to tap. We have highways to build and highway safety to
achieve. We have discrimination to dispel, genuine underprivileged to pro-
vide for, and perhaps most important of all, hundreds of thousands of new
jobsto be created for an expanding population.”

Consider how those same remarks would be received today: envi-
ronmentalists would object vehemently to tideland oil drilling, conser-
vationists would argue that more highways mean only moretraffic, and
many ordinary Californians would question whether wereally need ad-
ditional people in the state.

Asother participantsin this conferencewill discussin greater detail,
Cdlifornia’s infrastructure development has not kept up with its recent
growth. State infrastructure spending has dropped from closeto 20% to
under 3% in the last thirty years. The state has serious deficiencies in
transportation, water, higher education and housing—ironically, things
that Californiawasrenowned for under Pat Brown.
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But why isthisso?lsit that modern political leadersdo not think this
is an important problem? Read the remarks of State Treasurer Phil
Angelidesand | think you will conclude that no, that is not the problem.
Thereexist able palitical figureswho care about the quality of California’s
infrastructure and are willing to speak out onit evenif theissue does not
rank first inthe polls. The problemisnot that thereisno onewilling to be
the next Pat Brown, but rather that the complexity of the political and
socia environment in Californiamakesit harder to be Pat Brown.

What has changed? To begin with, California has a bad case of
“infrastructure ambivalence.” Yes, we want good roads, schools, water,
and so on, but we do not like what often comes with those things. There
are, for instance, unavoidable environmental costs. Water projects can
endanger fisheries in the Delta. New roads and housing can separate
and destroy ecosystems. Drilling for oil and building more power plants
can increase air pollution. We now know a lot more about the conse-
guences of growth on the quality of our lives than we did in 1958, and
our standards have risen.

Asour feelings about growth have become more skeptical, attitudes
about infrastructure have become more ambivalent. In 1958, growth and
infrastructure werelinked in apositiveway. California sattitudein this
golden period was “build it and they will come.” But as our population
has soared over 30 million, the attitude in recent years hasbecome“let’s
not build it, because they might come.”

The problem is somewhat anal ogous to the moral hazard problemin
insurance. Buying insurance against a particular risk can encourage
unwanted behavior if the consequences of risky actions are softened by
the insurance. Similarly, when we build infrastructure to alleviate the
problems caused by growth, we might be unintentionally encouraging
more growth because we are softening the adverse consequences of
excessive devel opment. Hence, some have suggested, let theroads clog,
the waters become dirty and the children fall behind in their education,
and maybeit will deter unwanted growth. But at what cost to those of us
who are here already?

It does not help in today’s political climate that some of the new
immigrant growth threatensthe old predominantly Anglo-Saxon culture.
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This makes growth | ess attractive to some and creates more opposition
toall thingsthat encourageit. But most Californiansare not so extreme;
rather, they are ambivalent and often inconsistent in their determination
to solveinfrastructure problems.

A second change that has hindered the cause of strong infrastructureis
that public goodsin general have become aharder sell in America. Part of
thisis that taxpayers have become less trusting of their representatives to
make decisions that allocate money to build things for the common good.
Theriseof initiative government, thewidespread imposition of term limitsat
the state and local levels, and the recent popularity of constitutionally-
targeted taxesand expenditureshave lessened the ability of elected officias
to make decisions—wise or otherwise—on our behalf.

This has put many infrastructure decisions squarely in the hands of
voters, often in the form of bond or initiative measures. Voters, when
confronted with these decisions, will ask the question: What'sin it for
me?When it comesto social investmentslike education, individual vot-
ers may not benefit, but society is better off when children are well
educated. Other infrastructure needs may service future generations or
favor one part of the state over another. For all these reasons and others,
voters may find it hard to make the right investment decisions over a
series of independent elections.

The public’s inclination to approve general social investments has
probably been lessened by demographic trends over the last twenty
years. Major portions of California have undergone a kind of “social
sorting.” The middle class has exited from inner citiesinto homogenous
suburbs, leaving the problems of urban crime and poverty behind. New
citieshaveincorporated around good tax basesin order to prevent poorer
communities from retaining their wealthy areas or annexing unincorpo-
rated areas to pay for city services. This leaves areas that can pay for
services without the obligation to do so and the areas that cannot pay
with the responsibility of meeting their needs on their own.

Clearly, there is a danger that if responsibility for providing infra-
structure is pushed down to the local level, there may not be a good
match of needs and means—this on top of an attenuated sense of state-
wide social responsibility that comes with social sorting.
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Although Californialocalities have been resourceful infinding ways
to get taxpayersto fund the services that they expect from their govern-
ments (e.g., special fees, assessments of various sorts, etc.), there are
limits to this pay-as-you-go approach. Many of these payments are
regressive and benefits tend to be targeted to the most powerful and
influential in the electorate. Thischangesthe character of infrastructure
inCalifornia, making it morelike privateinvestmentsfor thosewith clout.

One last structural feature that has made infrastructure planning
harder is the increasing complexity of the planning process per se.
Michael Neuman and Jan Whittington in their recent Public Policy Insti-
tute of California monograph describe the state's infrastructure plan-
ning process as ad hoc (“the inevitable byproduct of project-based fi-
nancing and budgeting”), complex and slow. At thelocal level, counties,
citiesand special districts must contend with overlapping and fractured
jurisdictions. Many of these features were present in Pat Brown's day,
but have gotten worse over time.

Will we get better infrastructure by improving and rationalizing the
process? Although abad process certainly makesit harder to overcome
vested interests, achieve coherence and secure cooperation, it is not so
clear that, given California’s growth ambival ence, abetter processisthe
key solution to our infrastructure problems.

In thelong run, our infrastructure ambival ence and attenuated sense
of social responsibility doom simple solutions. Intheimmediate future,
Cdlifornia’s situation has been worsened by two recent devel opments.
First, there is the legacy of September 11. Due to our heightened con-
cerns about safety from terrorism, there will now be new costs to add
onto the estimated billions it will take to bring our infrastructure up to
speed. At this point, it is hard to tell whether our concerns will abate
enough so that we can prioritize saf ety expenses, or whether it will result
in large across-the-board additions to the costs of new roads, bridges,
tunnels, water canals and so forth.

Second, in the short run, is the question of the California economy.
The prospectsfor the next fiscal year are certainly gloomy, and thiswill
only delay attemptsto rectify our infrastructure problems. Phil Angelides,
in his contribution to thisvolume, urges Californiato invest during diffi-
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cult times, and perhapsit will happen thistime. But the more common reac-
tion in arecession is to postpone big-ticket expenses for better days.

So what isthe next Pat Brown to do in the face of so many political
and social impediments?1 think that there are afew lessonsto be gleaned
from our generally futile effortsto addressinfrastructure concernsin the
last decade:

1

2)

3)

Californiashould avoid being swallowed up in the government rational -
ization debate. | personally have been involved in several ultimately
futile discussions at various levels about the need to rationalize
California’sfractured planning process (e.g., Bayvision 2020, the State’s
Constitutional Revision Commission, Contra Costa County’sreview of
Charter reform). In each instance, political inertiaproved to betoo great
for reform to succeed. We need to accept that infrastructure planning
has to operate in a fractured environment and incentivize the desired
behavior within that structure.

We must avoid the ideological extremes of pure government and pure
market approaches. As David Dowell and others have convincingly
argued, many efficiencies can be achieved by using pricing and market
schemes to make infrastructure decisions. This makes sense especially
if we care about demand management and conservation. But as the re-
cent energy crisis demonstrates, too little government supervision and
regulation can also be a problem when market manipul ation of an essen-
tial good is possible and profitable. The next Pat Brown needs to work
out the details of this mixed private-public model.

Just as we know more about cholesterol than we did in the 1950s, we
know more about the dangers of a growth rich diet, squandering our
natural resources and satisfying our demands with unchecked supply.
We have learned that sometimes we can do more with less, and that
conservation and demand management must be part of any state plan to
provideinfrastructure. Finding that balance will truly require the talents
of anew Pat Brown.
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