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Dear Reader:

Clearly 1981 was a big year
for restructuring our federal
system and for those of us inter-
ested and actively involved in
that effort:

[0 It was a yvear when the
President made ‘‘New Fed-
eralism’ a high priority item
on his domestic agenda—
citing the need to restore
responsibilities and revenues
to states and localities.

01t was a year when the
states’ chief executives and
legislators strongly urged a
sorting out of the mix-
master we know as our fed-
eral system so that responsi-
bilities such as income

maintenance would be
assumed by the federal
government and responsi-
bility for programs such as
elementary and secondary
education, highways, and
law enforcement by state
and Jocal governments.

O It was a year when local
officials began to rediscover
their state capitols and to
work with state leaders to
solve the problems and to
meet the challenges posed by
additional responsibilities
and fewer federal aid dollars.

These changes and more are
described in this issue of Inter-
governmental Perspective,
which features the Commission’s
annual assessment of federalism
in the preceding year. The mate-
rial covered this year is particu-
Iarly important since so many
changes are apparently under-
way, changes many of us hope
constitute a transition from a
federally dominated federalism
to a more balanced inter-
governmental system.

The first article, by David
Walker, Albert Richter, and
Cynthia Colella, deals with
changes in federal grant system,
efforts at deregulation, and
other intergovernmental devel-
opments emanating from Wash-
ington during*1981. The article
highlights what has been cited

as the beginning rather than the
ending of change.

Fiscal conditions of 1981
clearly were important factors in
the yvear's developments. The
second piece, by Susannah
Calkins and John Shannon,
describes what happened in the
intergovernmental fiscal world
in 1981, and how these happen-
ings fit in with longer term
trends and developments.

The impact of these fiscal and
programmatic actions of 1981 on
states and localities, the subject
of the third article by Jean
Lawson and Carl Stenberg, has
been highly significant. Of
particular interest in this article
is the effect on state legislative-
executive and state-local rela-
tionships.

1981 was significant to ACIR
since it saw completion of its
seminal work analyzing and
making recommendations re-
lating to federal, state, and
local roles and responsibilities.

All in all, the year has been a
monumental one for inter-
governmental relations, and for
the Commission. [ am pleased to
be a part of what is happening
in both.

Lamar Alexander
Governor of Tennessee
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View from the Commission

Tennessee Governor Lamar Alexander, Vice Chair of the
Commission, highlights some of the key intergovernmental
happenings during 1981 and introduces the Commission
staff’s annual assessment of federalism.

1981: A Threshold Year for Federalism

While clearly 1982 will be an important year for inter-
governmental relationships, these events should not
completely overshadow the developments of 1981. ACIR
has called it a threshold year for federalism, for it may well
be considered the beginning rather than the end of
dramatic change. :

The First Ten Months: Grant-in-Aid, Regulatory and

Other Changes

Significant changes in the federal grant system, along with
initiatives in the regulatory area, relevant court decisions,
and other intergovernmental events emanating from
Washington are discussed in this article by ACIR Assistant
Director David Walker and staffers Al Richter and
Cynthia Colella.

The New Formula for Fiscal Federalism: Austerity Equals
Decentralization

Fiscal federalism, always a significant intergovernmental
concern, became a top domestic agenda item in 1981, as the
federal government joined states and localities in slowing
down the growth of spending. This and other events and
trends developing in the year are described here by ACIR
Assistant Director John Shannon and Susannah Calkins.

“Rebalanced Federalism” The States’ Role and Response
In 1981 the spotlight turned to the states as they prepared to
assume additional responsibilities at the same time they
were dealing with cuts in federal aid and many were facing
immediate or future budgetary difficulties. State legislative-
executive and state-local relationships in particular seemed
to be in a period of flux in 1981. Assistant Director Carl
Stenberg and Jean Lawson analyze these and other trends
in this article.

And Briefly: Books
During 1981, ACIR published 18 reports, two ‘‘In Briefs,”

and three Information Bulletins. They are briefly
summarized here.

44 ACIR Members




1981: A Threshold
Year for Federalism

On January 26, 1982, President Ronald Reagan in
his first State of the Union address launched an
effort to ‘““make government again accountable to the
people, to make our system of federalism work
again.”

The President’s “‘single, bold stroke’” to reduce the
role of federal government in domestic affairs con-
tained two major elements. The first is a tradeoff:
Washington would take over the state portion of
Medicaid and in return food stamps and the coun-
try’s major welfare program, Aid to Families with
Dependent Children (AFDC), would become the
states’ responsibility. The second portion would
gradually hand over to states and localities some 124
categorical grant programs in areas including urban
mass transit, waste water treatment, low income
energy assistance, vocational rehabilitation, black
lung disease, migrant health clinics, and legal aid.

A number of key assumptions seem to underlie the
President’s New Federalism agenda. These include:
(1) “‘grass roots”’ governments are best equipped to
diagnose and deal with problems; (2) states are
willing and able to assume greater responsibility for
the administration and financing of social programs;
(3) state and local officials will cooperate and colla-
borate more closely than in the past and will be able
to “‘get their acts together” in the near future; (4)
the federal government has grown too large, influen-
tial, and costly and its operations need to be over-
hauled and streamlined; and (5) the appropriate roles
of different levels of government can be identified
and functions can be reassigned in a reasonably
systematic manner.

Questions relating to crucial issues such as mini-
mum welfare standards, equity among states and
among recipients, state management and fiscal
capacities, and state-local relationships are yet
unanswered. They are the subject of extensive con-
sultation and debate among state and local officials,
interest groups and others.

Although the latest proposal has been criticized
as a “diversionary tactic’’ and a “smokescreen” to
draw attention away from serious economic difficul-
ties, it has been generally acknowledged as a
dramatic and innovative approach eschewing the
traditional efforts to ‘‘tinker’’ with longstanding
systemic problems and proposing major changes in
our intergovernmental relationships and responsi-
bilities.

In his speech to the nation, President Reagan cited
ACIR'’s recent work which found that the federal

government has become ‘‘more pervasive, more intru-
sive, more unmanageable, more ineffective, more
costly and above all more unaccountable.”” As a
result of that study, ACIR called for a major sorting
out of the federal system, with Washington assuming
responsibility for welfare and other income redistri-
bution programs at the same time reducing sub-
stantially the number of federal assistance programs
through termination, consolidation, or devolution to
state and local governments and the private sector.

The proposals outlined in January are clearly the
most dramatic elements of the President’s New Fed-
eralism vision. And although they dominated the
headlines and talk show debates throughout the
early weeks of the new year, they should not com-
pletely overshadow what has already happened on
the intergovernmental front during the first year
of the Reagan Administration. For example, in 1981,
federal aid to states and local government declined
in “absolute’” dollars for the first time in two
decades.* In 1981, nine new block grants were en-
acted, consolidating 77 categorical grants and 60
grants were quietly eliminated in one of the most
sweeping changes in the structure of the grant
system since the enactment of General Revenue
Sharing in 1972. And in 1981, the strength of work-
ing partnerships between states and local government
and governors and state legislators was put to the
test as states began to take on additional responsi-
bilities, once the domain of federal policymakers,
generally without additional monies to help pay for
them.

These and related developments are analyzed in
this issue of Intergovernmental Perspective,
ACIR’s annual assessment of intergovernmental
activity during the preceding year. As is customary,
this assessment reflects the view of the ACIR staff,
not the Commission. ACIR policy and recommenda-
tions are of course noted throughout the articles;
however, the product is that of staff and should not
be construed as a formal Commission position.

Although 1981 was probably one of the most
significant years for intergovernmental relations in
recent times, it may well be considered the beginning
rather than the end of dramatic change. One way to
put 1981 in perspective is to consider it as a threshold
year for what may be more profound change yet to
come—a first step toward what President Reagan
hopes will be a major realignment and revitalization
of our intergovernmental system.

Carol S. Weissert
Editor

*This dectine is in federal aid 1o states and local governments, and does not
include grants for payments to individuals.



The First Ten Months:
Grant-in-Aid,
Regulatory, and

Other Changes

by David B. Walker, Albert J. Richter,
and Cynthia Cates Colella

In his inaugural address, President Reagan
declared his intention ‘““to curb the size and
influence of the federal establishment and
to demand recognition of the distinction
between the powers granted to the federal
government and those reserved to the states
or to the people.”! Thus far, in pursuing
these goals in the intergovernmental
sphere, the Administration has focused on
cutting down the size and influence of
federal grants-in-aid to states and local-
ities and on federal regulatory activities
affecting those governments. This article
examines how the Reagan Administration
and the 97th Congress have fared in their
first ten months in accomplishing these twin
objectives and in making management and
other institutional changes affecting states
and localities. It also highlights the past
year’s trends in court decisions on issues
relative to federalism.

1Weekly Compiiation of Presidential Documents, January 26, 1981.

Changes in the Grant System

One of the most dramatic and perhaps far reaching
consequences of Reagan Federalism is the reduction in the
size of the federal grant-in-aid system for the first time
in the history of federal intergovernmental aids. The
nature of that system may well be changing also, with
greater responsibility for priority setting among categorical
programs and for general administration shifted to state
and local governments. The shift is particularly toward
state government from Washington bureau heads via the
consolidation of narrow categorical grants into broad,

functional block grants.

The Fiscal Dimension

Table 1 highlights what has happened fiscally, based on
OMB'’s October 1981 figures. In the last years of the Carter
Administration, despite Congress’ dropping the states from
the General Revenue Sharing program (representing about
$2 billion), total grants-in-aid continued their year-to-year
increase (although in constant dollars they had reached
their zenith in FY 1978). Thus, grant outlays rose from
$91.5 billion in FY 1980 to a peak of $95.9 billion in FY
1981. In FY 1982—when the initial impact of Reagan
Administration policies will be felt—total grant outlays
are estimated to drop to $86.8 billion, a decline of 9.5%.
Projected outlays for the following two years indicate
some stabilization —$87.7 billion for FY 1983 and $88.7
billion for FY 1984. However, these projections are based
on the continuation of programs already in existence,
and Administration officials have indicated their intention
to propose further policy changes along the lines of those
that produced the reductions between 1981 and 1982. If
those intentions are realized, total grants will be further
reduced in FYs 1983 and 1984. Even should those reduc-
tions not occur, the current projections of little or no
increase in total grant dollars will translate into a real
reduction, considering the impact of inflation.

The 1982 reductions came about primarily through
consolidations of 77 categoricals and two earlier block
grants into nine blocks with a funding level substantially
below that of the separate categoricals. Part of the ration-
ale of switching to blocks was that by giving recipients
greater flexibility and by loosening the red tape of cate-
gorical grant administration, substantial savings would be
realized. The Administration cited 25% as an achievable
reduction. According to OMB, this is very close to what
actually happened: FY 1981 estimated obligations for the
77 superseded categorical programs totaled $8.2 billion,
while the Administration’s September 1981 appropriations
request for the nine blocks for FY 1982 totaled about $6.1
billion, a decline of 25.3%.

The Administration did not rely solely on the grant
consolidation process to reduce the size of the grant system,
however. It moved to terminate or withhold funding for
grant programs other than those included in the blocking,
mainly through the Omnibus Budget Reconciliation Act
of 1981. In October 1981, OMB reported that some 62
categorical programs funded in FY 1981 would not be
funded in FY 1982 and therefore would be deleted from
OMB'’s Catalog of Federal Domestic Assistance. The
62 included the various grant programs administered by
the Title V multistate regional commissions, two discre-
tionary programs of the Secretary of HUD, the inter-
governmental personnel grant program, and four programs
of the Environmental Protection Agency.

Table 1 also indicates the fiscal dimension of the
Reagan Administration’s emphasis on block grants. In FY




Table 1

FYS 1980, and 1981-1984 (Est.)

Actual
1980
General Purpose
General Revenue Sharing $ 6.829
Other 1.764
Subtotal (8,593)
Broad-based
Block Grants 9,385
Other 1.038
Subtotal (10,423)
Other (categoricals) 72,448
TOTAL $91.,464
General Purpose
General Revenue Sharing 7.5%
Other 1.9
Subtotal {9.4)
Broad-based
Block Grants 10.3
Other 1.1
Subtotal (11.4})
Other (categoricals) 79.2
TOTAL 100.0%

{dollar amounts in miltions)

Qutlays for General Purpose, Broad-based, and Other Grants,

Est. Est. Est. Est.
1981 1982 1983 1984
$ 5.158 $ 4.010 $ 4.033 $ 4.027
1,762 1.912 231 2,436
(6,918) (5.922) (6.344) (6.463)
9.647 10,186 10.855 11,162
941 381 328 295
(10.588) (10,567} {11,183} (11.457)
78,383 70,285 70.183 70.818
$95.889 $86.774 $87,710 $88.738
Percentages
5.4% 4.8% 4.6% 4.5%
1.8 2.2 26 2.8
(7.2) (6.8) (7.2) {7.3)
101 11.7 12.4 12.6
1.0 0.4 0.4 0.3
(11.1} (12.1) (12.8) {12.9)
81.7 81.1 80.0 79.8
100.0% 100.0% 100.0% 100.0%

Source: Office of Management and Budget, “Grants-in-Aid to States and Localities: Octaber [1981] Update.” October 15. 1981,

1980, block grant=s made up 10,3, of total grant owtlavs
and in FY 1981, they were 10,17 but in FY 1982 they will
ri=e 1o 11,7 . While the legislation ereating the new blocks
wis effective ot the beginnine of FY 1952, two of the blocks
do not zo into effect until FY 1983, and for four others the
states have the option 1o defer assumption of the programs
until FY 1983, The expected gradual transition is re-
flected in terms of outlavs rather than oblivations or
budueet authority. Hence. the following vear - FY 1983 —
probably 1= a fairer representation of the eventual etfect

of the new block grant enactments. Block srants are esti-
mated to constitute 12,477 of total erant outlavs in FY 1983
and 126 in FY 19%4. Additional consolidation through
future legislation of course would raise these percentages.

Functional Effects

Table 2 shows how the chanves in the fiscal dimensions
of the vrant system wrought by Reavan Federalism have
atfected different functional areas. Here, the illuminating
comparison ix hetween the Carter projected FY 1982 budgzet
and OMB'« estimate of the enacted Reagan program for
that vear. The greatest reduction has come in Education,
Training, Emplovment. and Social services—a $7.1 billion
drop between the Carter and Reavan budeets, Major
decreases here were in emplovment and training assistance
and rehahilitation services and handicapped research. The
second veneral area of marked decline was Income Security

(521 bhillion, with principal reductions= in the child nutri-
tion program. public assistance, and low - income enerdgy
assistance. The 5500 mithon of unallocated “contingencies
for entitlement reform™ in the 1982 Reazan budoet 1= part
of the Admini=tration’™s 125, cut.

Block Grants: The Shift in Responsibility

[n addition to ts= fiscal impact. the moveinent to block
vrants will also have an effect on the basic federal <tructure

the sharine of power amoene the national. state. and local
vovernments=. Block erant= put more discretion mnte the
hands of state and local covernments,

The Reagan Proposals

In the spring of 1981 the Administration proposed legis-
lation consofidating some 85 cateeorical programs into
<even block crants. It proposed mergimy 33 separate ele-
mentary and secondary education programs into two hlock
sTant provrams— one to the states and one to local educa-
tion avencies (LEA< combining 34 categorieal erants for
health and <ocial services into four block grants to states:
and absorbing the catevorical Urban Ievelopment Action
CGrant tUDYAG) program into the existine Community
Development Block Grant,

The Administration praposed funding the <even new
block erant= at a level abour 257 below that of the super-
seded catevoricals, on the grounds that handing over the




money without many of the restrictions associated with
categorical grants would realize ravings through improved
administrative efficiency. More specifically, the Adminis-
tration argued. for example. that the health and social
services provsrams proposed for blocking were uncoordi-
nated, were based on varving criteria. and had separate
planming processes and other administrative requirements.
The new blocks=. on the other hand, would enable the
states to plan and coordinate their own service programs,
establish their own priorities. and exercise program con-
frols over resources provided to focalities and nonprofit
reciptents. similarly, the social services block would drop
the plan approval process and matching and maintenance
ol effort requirements. would not require a pass-through.
would require auditing and reporting only every other
vear, and would permit {ransfer of 107, of the blocked
funds to other HHS blocks. The Community Development
Block Grant. while eliminating only one catevorical. would
offer savines by replacing detailed applications with a
statement of objectives, plus periodic certification by
recipients of compliance with primary programs soals and
civil rights protections,

Essentially, the absence of strings in these proposals gave
them more of the look of special revenue sharing than of

the earlier block vrants.”

The Nine That Made It

The major features of the block crants enacted u the
Omnibus Budget Reconciliation Act of 1981 are shown
on pages 8-11. Nine block grants were created or revised.
Two involve existing block grants: the Health Incentives
Girant for Comprehensive Public Health. incorporated in
the Preventive Health and Health Services block. and the
Title XX Social mservices block, expanded into the new
Social Services block. In two cases [Primary Care and
Low-Income Home Energy Assistance!, a single catesorical
was transformed imto a block: at the other extreme, the
Education provram consolidated 37 categoricals,

Four of the blocks are for health, three for =ocial <ervices
ane cash pavments for the poor. and one each for educa-
tion and community development. Seven are administered
by the Department of Health and Human Services and one
each by the Departmments of Housing and Urbhan Develop-
ment and Inducation.

?Special revenue sharing typically has no matching or maintenance etfort
provision, distributes funds automatically without an application, and requires
ne plan approval

Federal Grants-in-Aid Outlays, in Billions, By Function
FYs 1980 {(actual), and 1981 and 1982 (est.)

Table 2
Function Actual Carter
1980 Jan. 1981
estimate
National Defense $ 01 $ 0.1
Energy 0.5 0.6
Natural Resources and
Environment 5.4 53
Agriculture 0.6 0.8
Commerce and Housing
Credit * *
Transportation 13.1 12.9
Community and Regional
Development 6.5 6.2
Education, Training,
Employment, and
Social Services 21.9 21.7
Health 15.8 18.8
Income Security 18.5 21.8
Veterans' Benefits
and Services 0.1 0.1
Administration of
Justice 0.5 0.4
General Government 0.2 0.2
General Purpose
Fiscal Assistance 8.5 6.7
Contingencies for
Entitltement Reform —
TOTAL 91.5 853
“Less than $50 miilion.
Source: Office of Management and Budget, "Grants-in-Aid to States and Localities: October (1981} Update,” Gclober 15, 1981,

Est. 1981 Est. 1982

Reagan Carter Reagan
Oct. 1981 Jan. 1981 Oct. 1981
estimate budget estimate

$ 0.1 $ 0.1 $ 01

0.6 0.8 0.6

5.3 5.3 4.8

0.8 0.6 0.6

12.7 12.8 12.4

6.3 6.4 6.0

21.3 23.5 16.4

19.3 20.2 19.8

22.0 22.9 20.5

0.1 0.1 p 0.1

0.4 0.3 0.2

0.2 0.2 0.1

6.8 6.7 5.8

- 05

95.9 99.8 86.8




Major Features of Block Grants Created or Altered by

1. Number of programs
superseded (identified in
OMB's Catalog of Federaf
Domestic Assistance)

2. Funding level {in
millions): superseded (old)
programs (est FY 81
abligations) and new pro-
gram {Reagan FY 82
apgaropriations request)

3. Nonfederal matching

4. Administrative costs—
limits on federal funding

5. Earmarking

6. Specific prahibitions
on fundable activities or
eligibles

7. Transferability of
funds

8. Mainienance of effort
or non-supplant pravision

9. Pass-through provisions

10. General procedural
requirements —Title XVII
of Act: {1} Publication
of proposed use report,
(2) public hearing, {3}
biennial tinanc:al and
compliance audits

11. Other required state
administrative procedures:
a. Apptication tor grant

Community Development
(small cities and rural
areas)

1 giscretionary grant
{Budget Reconciliation
Act also expanded exist-
ing Community Develop-
ment Biock Grant by fold-
ing in 3 categoricals)

Old—8%796
New—$952

10% by state i it elects
to channel (see ‘'pass-
through'™ betow)

50% of costs, not to
exceed 2% of federal
allotment

No

No

No

State qualifies as dis-
tributor of block grant
only if governor certifies
that state will meet four
specified conditions.
Otherwise, HUD makes
distribution

Not applicable

Elementary and
Secondary Education

37 categoricals

Old—%735
New—$519
None

Up to 20% of funds can be

used for state operated pro-

grams and administration

No

No

Expenditures must he at
least 90% of level for
second prior FY, Federai
funds must supplement

State must pass through at
least 80% to local educa-
tion agencies on basis of
enroliment adjusted for
number of higher cost
children

Mot applicable

Yes, but for as long as
3 years and Secretary
approves criteria used to
distribute funds locally

Preventive Health and
Health Services

1 existing biock [Health
incentive Grant for Com-
prehensive Public Health
Services) and 6
categoricals

Old-—$160
New —3$84
None

10% of federal aliotment

Yes, for FYs 1982-84
specific amounts

States may not use funds
for inpatient services,
cash payments, purchase
or improvement of prop-
perty, or federal matching

Up to 7% may be trans-
ferred for specified health
purposes

Federal funds wiil be
used to supplement and
not supplant nontederal

No

Yes

Yes, annuaily

Alcohol, Drug Abuse,
and Mental Health

10 categoricals

Oid—$524
New-—3432
None

10% of tederal aliotment

Yes; specific amounts

States may not use funds
for inpatient services,
cash payments. purchase
or improvement of prop-
erty or federal maiching

Up to 7% may be trans-
ferred for specified neaith
purposes

Federal funds will be
used to supplement and
not supplant nonfederal

Earmarking’ includes
mandated funding in

Fys 82, 83, 84 of com-
munity health centers
federally funded in FY 80

Yes

Yes, annually




Omnibus Budget Reconciliation Act of 1981 (PL 97-35)

Maternal and Child
Health Services

9 categoricals

Old—3$411
New—S$291

33 state for each $4
federal

None

Yes. but no specific

amounts

Similar to Preventive
Health and Health Ser-
vices block grant

No

No

(Applicability under
review 11/81)

Yes

Primary Care

2 categoricals

Old—3$321
New-—$215 (FY 83)

FY 83—20%. FY 84—
33 1/3%

State use of block grant
for administrative costs
nrohibited

Yes, health centers fund-
ed in FY 82 musl get same
amount in FY 83.

Only 5% of funds may go
to certain community
health centers

No

See “Earmarking.” Also.
any state not submitting
application for FY 83, 84
or not qualifying for its
allotrment has its allot-
ment distributed directly
by HHS

Yes

Yes, annually, and federal
approval required

Social Services

1 existing block (Social
Services for Low Income
and Puhlic Assistance
Recipients) and 1
categorical

Oid—$3,008
New—351.974

None

Naone

Yes, specific mnimums

Similar ta Preventive
Health and Health Ser-
vices block grant

May transfer up to 10%
tor specified health and
income security purposes

No

No

Not applicable

Community Services

7 categoricals

Old—%484
New —$225
None

% of federal allotment

Yes. at least 90% must go
to localities. nonprofits, sea-
sonal farrm worker groups.

May not be used to pur-
chase or improve fand or
buildings, except for cer-
tain energy-related home
repairs

May transfer up to 5% for
specitied social service
& income security purposes

NoO

See "Earmarking”

Yes

Yes, annually

Low-Income Home Energy
Assistance

1 categorical

Old—8$1.714
New—31.400

None

Up to 10%

Similar ta Community
Services, with 15%
limit on repair

May transfer up to 10%
for specified social
and health services

No

No

Not applicable

Yes, annually
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Major Features of Block Grants Created or Altered by

b. Assurances required in
application or other
statement, regarding:

c. “Secretary may not
prescribe the manner in
which the states will
comply” with assurances

d. Publication of intended
use report for public
comment

€. Public hearings

f. Annual report and
annual independent audit

g. “Secretary may not
esiabtish reporting re-
quirements that are
burdensome”

12. Transition provision

Source: PL 37-35. OMB, iniergovernmental Aftairs Division,

Community Development
{small cities and rural
areas)

Adequate information to
citizens on funds avail-
able, proposed activities
—Public hearings
—Citizen participation
in deveiopment of appli-

No such provision

Yes

No such provision

Annual audit. Performance
report required at times
set by Secretary

No such provision

Effective 10/1/81

Elementary and
Secondary Education

—Advisory committee to
state education agency
—Beginning in FY 84, an-
nual evaluation of
program effectiveness

No such provision

Yes, for 20% of siate
share

No such provision

State provides information
Secretary requires for
fiscal audit and evaluation

of sffoctiveness
07 erieclivengss

No such provision

Effective 10/1/82

Preventive Heatth and
Health Services

—Criteria to evatuate
performance
—Cooperation with fed-
eral investigations
-—|dentification of
program need
fi\‘lﬁlll!C“al WCe O

confidentiality

Yes

Yes

By state legislature

Yes

Yes

In FY 1882, federa)
agency agminisiers exist-
ing categoricafs until
state is ready 10 assume
block grant. Thereafter,

siates must administer or

lose funds.

Alcohol, Drug Abuse,
and Mentat Health

—Criteria to evaluate
performance
—Cooperation with fed-
eral investigations
—ldentification of
program need
—Maintenance o

confident:ality

Yes

Yes

By state legislature

Yes

Yes

In FY 1982, federat
agency administers exist-
ing categoricals until
state is ready to assume
biock grant. Thereafter,

states must admyj

lose funds.

nister or

Catalog of Federal Domestic Assistance Programs Covered by the Block Grants in the 1882 Omnibus Reconciliatian Act.’

All nine go to the states; but the State Community
Development grant requires lh(* states o meet four con-

ditions or else the relationshin rey verts to federal-local: the
GILICHS OF €150 Lne ILi1aliGnsniy Tis Lo leqera-ocdl; e

FEducation grant requires . uf the Tunds to he passed
through to local educ;ninn ALeNCIes:
Community Services, and Alcohol, Drug Abuse, and
Mental Health tADDAMH) grants carmark certaimn tunds
for pass through.

Table 3 shows how the enacted block grants compare

with the Administration’s proposals. The number of cate-

and the Primary Care.

goricals conzolidated fell short of the number proposed,
but not by much (77 to 851 There are obvious differences

in rhn “Tne (\E r]'n- hloe 'L\

titles do not reveal everything about the component cate-
goricals, In some cases, catecoricals covered under a
proposed block appeared in an enacted block with a guite
ditfferent composition. By the ttme the Congressional com-
mittees finished their work. many categoricals that were
proposed for blocking had been dropped. but others that
were not in the original proposal were in the final mergers.

wleing by their titles, but the

yaaong Dy thelr titte AL LIty



Omnibus Budget Reconciliation Act of 1981 (PL 97-35) (continued)

Maternal and Child
Health Services

Fair method far alioting
funds. guiding health care
assessment and services.
assuring quality
-- As-urance lthat service
s follow public
schedule. are not imposed
on poor. and are ¢n slhid-
ing scale
—-State agency coordina-
tion with Medicaid's
early screening and
related programs

Crary.

Na such provizion

Yes

N& such provision

Annual report. lwo year
audit

No such provision

In FY 1882, federal
agency administers exist-
ing categoricals until
state is ready to assume
block grant. Thereafler.
state must administer or
lose funds

Primary Care

- Estabhishment of cri-
teria to evaluate fiscal,
manager:al. clinical
performance

—State agency's capabil-
ity of managing. deter-
mining needs, evaluating
performance of CHCs

No such provision

Yes

8y slate legisiature

Yes

Yes

Effective 10/1/82

Social Services

None

No such provision

Yes

No such provision

Yes, at least every two
years

No such provision

Effective 10/1/81

Noverber 17 185! OME. 1881 Calakog of Federal Domestic Assislance; Federal Register, O._tober *

1951, o 48387 1t

Community Services

—Makeup of governing
board of CAA or nonprofit
private agency
-Prohibition of political
activities and transporta-
toen to polls
— Coordination with emer-
gency energy intervention
programs

Yes

Yes. Governor reguired
to provide plan of how
state praoposes to carry
out assurances on
apphcation

By state legisiature

Annual report to pubhc
but not 1o federai agency:
annual independent audit

No such provision

in FY 1982, HHS adminis-
ters existing categoricals
until state is ready to
assume block grant. There-
after. states must admin-
ister or tose funds

ang Novembhes 20, Sug?

Low-Income Home Energy
Assistance

—Conduct of outreach
activities
—Coordination with
similar and reiated
federal. state
activities
—-Cooperation with
federal investigations
— Provision of fair admin-
istrative hearing for
—-aggrieved claimants

Yes

Yes, Governor required
to provide plan of how
state proposes to carry
out assurances on
application

By state legislature

Annual report to public
but not to tederal agency;
biennial independent
audit

No such provision

Etfective 10/1/81
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Table 3

Number of Categorical Grants Consolidated by Block Grants:
Proposed by Administration, Enacted by Congress

Proposed Enacted
Number of Number of
Block categoricals Block categoricals
1. Local Education 10 — —
2. State Education 33 1. State Education 37
3. Heaith Services and Mental Health 17 2. Preventive Health and Health Services &
4, Preventive Health 10 3. Alcohol, Drug Abuse. and Menta! Health 10
5. Social Services 12 4. Materna!l and Child Health g
6. Emergency Hardship Assistance 2 5. Social Services 1
7. Community Development 1 6. Community Services 7
7. Primary Care 1
8. Low-Income Home Energy Assistance 1
9. State Community Development
i {Community Development-existing block) 3
TOTALS 85" 77!

‘These figures may not ve completely comparable, although both are derived from OMB astings. Programs in OMEB's “enacted ~ listing were dentified by retf-
erence to OME's 1981 Catalog of Federal Domestic Assisiance, those in the “proposed’ lising were not. The “proposed’” number is more likely an understate-
ment than an gverstatement in comparison with the “enacted” number
Source: ACIR staff computations based on US Office of Management and Budget. Fiscal Analysis Branch. Budget Review Dwision. "Grants-in-Aid in the

Rewised 1982 Budge!.” April. 1983 and U S Oftice of Management and Budgel. Infergovernmental Affairs Diwsion. “Catalog of Federai Demestic
Assistance Programs Covered by the Block Grants in the 1982 Omnibus Reconciliation Act. " November 12, 1981,

An tmportant i==ue 1= the deovee 1o which the nese blocks maodest, however, merely a=suring minununt compli-
mearporated the e of restrictions and the untyving of attce with veneradly accepted administrative practice
~trimes that the Ydministration soncht Here ceneraliog CThreerPreventive Health, ADANME and Primary
tions are also dithicult: the nine blocks vary alrhoach the Coares reguive an annual report and an annoasl inde-
<even humom services hlocks - especudiy the toar Tiealth pendent audir and the other <ix have somewhat Tess
one=  tend to be ahike FlUarnus FEQUITCIenT-,

. ) . . The ~ame three exphicitiyv divect the Secrctary not ta
~Only three reguire punchine - Stare Conpnonaty i : :

L exlablich reportime requirements thar are hurdensonme,
Development. Maternal and Child Health, and P = bo IRLLR =1 [S BT

mary Care, Ovvirall <o tar a- the ~tates ave concerned, i1 seemes falr to
Sixocarts <ome tyvpe of funed carmarkione all bur =tate conclude thot the condations attached to the blocks are
Commumity Development, Fducation, and Fow. mare onerot= thon they wounld be under the special revenue
Income Home neroy A<aistane. <harime model hut sencreally they are markediy fess than
Al seven of the human services Blocks prohibit nse of thev were ander the displaced catesarieal<. A~ the above
funds Tor cortain aetivities o eiible~ artaly sis ~tvoest< thi- coneralization helds with varvine
Four tPreventive Healrh ADAMIL Community =er- devrees of truth Tor each of the nine blocks,

vices, and Low-Tncome Home Fnergy Azsistance

explicitly prohibit the federal covernment trom pre- State-Local Roles

~eribine how the states will comply with the required With respect to the impact on =tate-local relations, the
perforimanee assurance. <trome stare orlentation ol the new hiocks expands the
Three cantam a maintenatee of effort or non<applant ~tate role and reduces =omewnat the local role in the over-
provision  Fdueation, Preventive Health, cned all federal vrant svstem. I the State Commmunity Devel-
ATYANL aprmment block. a federal-state relationship replaces 1the
Four  Preventive Health, ATPANMEL Prinnaoy Care, divect federad Tocal relationship of the superseded =mall
and Community Serviees- Sire subieet tooseneral Cittes diseretionary erant under the Community Develop-
procedural regquircinents as to proposed use reports, ment Block Grant. A <similar changze occurs in the Educa-
pubilic hearines, and brennial financial and complinmee tion block where 25 of the 37 supplanted catevoricals went
audits, ax set forth in Title XV of the Reconeihia- to local vovernment avencies and or local nonpredit or-
tion Act, but it may be noted that these requirements canizations, exclu=tvely or i additon to state agencies,
actually liberate the recipients m that they are fess Inothe Proventive Health hlock, four of the <ix superseded
~trincent than ~imilar requirements napo<ed on earlier catecaricals had a diveet tederal Jocal element: with
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Community Development and sociasl Services. four of seven. Only in Social Serviees and Low-Tncome
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deprived of a direct federal-local funding connection by the
=hift to block urants are the counties (Health, Social Ser-
vices), school districts tEducation!, nonprofit oreanizations
(Health, social Services), and small cities and raral com-
munities (State Community Development), Medium and
large cities are least alfected,

Yet. the interests of localities and nonprofit orcaniza-
tions are not unprotected. (Nonprofits are especially
numerous in the human services area.) Apart from pass-
throush requirements= tState Community Development
and Fducation), three earmarkings help protect local
funding, at least for a certain peried. In addition, Title
XVIT of the Act requires that in administering the four
blocks that now 2o only to states and replace categoricais
that formeriv went to local recipients. states must apen
up their policy decistons on block grant 1ssues by
preparing intended use reports. holding public hearings<,
conducting annual independent audits, and issumg annual
reports taudits and reports also are required under the
other blocks). Finally. seven of the nine place lmits on
state use ol program funds for administrative expenses.

implementation

President Reagan’s intention of using block grants to
implement his policy of returning power to the states thus
far has been fully reflected in the implementation of the
block grant iegislation enacted by Congress, During a
series of briefing sessions with state and local officials
throughout the country in late summer and early tall, the
Office of Management and Budget emphasized three
themes that were to guide the federal role in putting the
new programs into effect:

[isimplicity and flexihility, assured through minimal,
“hare bones” regulations and paperwork requirements;

“Jabsolute neutrality by the federal executive branch as
Lo priorities among program purposes with no inter-
ference or intrusion and no interpretation or embellish-
ment of the statutes; and

Ciplacing accountabihity at the state level, so that state
otfterals will he held responsible by their citizens
rather thian by federal administrators.

In pursuit of these thomes, OMB declared that OMB
Circulars A-S7 tindirect costs A 102 tuniform administra-
tive requiremetit=t, and A 94 cevaluation, review, and co-
ordination of federally supported development projects,
will not apply to the block granes. Awdiimy, foneg inde--
pensable i federal oversioht of <tate locat program unple-
mentation. will be conducted by an independent entity

chosen by the states, but the states will have to assure
that venerally accepted accounting principles are followed.
The General Accounting Oftice. however, will continue to
exercise its general auditing responsibility. The “hare
hones" resulation approach means that recalations will
not elaborate on the law sitnificantly and most of the
answers not in the law will come from the states rather
than frowm federal acencies” central or regional offices. In
veneral, a federal attitude of working with and deferring
to capable state processes will replace the traditional
federal-urantee adversary relationship. Moreover. this new
approach 1= to apply more widely than the new block
vrant=: OMHB announced in September its intention to
sumplhify the rezulations for categorical srants originally
proposed but bater dropped from the block grant enact-
ments.

States that may have been skeptical of OMB s pro-
nouncements should have been reassured to read HH= =
interim final rules on its seven hlock grant programs. The
rules state:

The Secretary has determined that the Department
should implement the block grant programs in a manner
that i< fully consistent with the Congressional intent to
enlaroe the states” ability to control use of the [unds
mvolved. Accordingly. to the extent possible, we will not
burden the states” administration of the program= with
definitions of permissible and prohibited activities, pro-
cedural rules. paperwork and recordkeeping require-
ments, or other regulatory provisions. The states will,
for the most part. be subject only to the statutory
requirement<, and the Department will carry out 1ts
functions with due regard for the limited nature of the
role that Congress has assiened 1o us.”

At varionus places, the HHS regulations underscore the
federal "hands off™ attitade. For example:

7100 the apphication process) The Secretary is not
prescrthime any particular format for the submission
or elaboratimy s contents bevond what is specified in
the et
SO0 public partaipation) The manner in which a state
obtains public comiment s at the state's discretion so
fony as- <tatutory reguirements are met, . .. The man-
ner i which these hearines are conducted 1s in the
state’s dixcretion =0 long as statatory reguirements
are rmet.

O =tate and federal oversizghty .. the block grants

‘Federal Register, October 1, 1981, p. 48582

Elements of Block Grants:
A Potential Aid to Congress

While the block grants that emerged in the Omnibus
Budget Reconciliation Act of 1981 stemmed from the
Administration’s proposals, they bore the marks of having
been worked oui by a number of separate committees
in each chamber of Congress, As a consequence, their basic
features lacked a degree of consistency and standardiza-
tion. An effort was made to overcome these shortcomings

-through Title XVII of the Act, which sets forth require-
ments generally applicable to the block grants, including
distribution of funds, proposed use reports, public hear-
ings, a transition provision, access to records by the Comp-
iroller General, and state auditing requirements. By its

own definition, however, Title XVII does not apply to all
the nine block grants and some months after enactmeént
there was still a question about which ones were aff&cted.

QOut of his concern for the lack of consistency in the =
composition of block grants, Sen. David Durenberger (MN)
undertook to explore the possibility of developingan
agreed-upon set of block grant elements which could be .
used, at the least, to guide Congressional committees and .
the Administration in their construction of future blocks. .
He also held out the possibility, if the effort was sucoessﬁ:i
to develop language which could be made to apply to . k
existing block grants by an amendment to the Recom:iﬁa
tion Act of 1981. To this end, the Senator held hoarmgs
by his Subcommittee on Intergovernmental Relations iri -
October at which representatives of public interest gmup&
and nonprofit groups generally supported his pmposat'
obiectives.
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will be exempt from the usual departmental grant
administration requirements (found in OMB Circulars
A-102 and A-87) ... we are establishing a fiscal and
administrative standard providing maximum discre-
tion to the states and placing full reliance on state law
and procedures.

0(On enforcement) The fundamental check on the
state’s use of block grant funds is the state’s account-
ability to its citizens, which is implemented by public
disclosure within the state of information concerning
use of the funds. Accordingly, when an issue arises as
to whether a state has complied with its assurances
and the statutory provisions, the Department will
ordinarily defer to the state’s interpretation of its
assurances and the statutory provisions.*

Similarly, the HUD regulations implementing the new
State Community Development Block Grant and the
revised basic Community Development Block Grant em-
phasize the federal government’s deference to state dis-
cretion:

These regulations maximize the legislative thrust to
provide states sufficient flexibility in administering
the program. . . . In exercising his obligation and re-
sponsibility to review a state’s performance, the Secre-
tary will give maximum feasible deference to the state’s
interpretation of the statutory requirements consistent
with the Secretary’s obligation to enforce compliance
with the manifest intent of Congress as declared in the
statutory enactment.?

The regulation makes it plain that the new approach
applies to the original entitlement CDBG as well as to the
new state block:

A central and major change was the deletion of the
application process for all grantees, entitlement and non-
entitlement. This change derived from the intent of both
the administration and Congress to deregulate a pro-
gram in which federal regulatory intrusion had un-
necessarily encumbered the process of receiving federal
funds without a concomitant contribution to program
quality.b

Since the new Education block grant does not take
effect until October 1, 1982, preparation of the regulations
is still in process.

Changes in the Regulatory Climate

A major trend in intergovernmental relations in the past
decade has been the expansion of the federal government'’s
role as regulator of state and local activities. Much of the
growth stems from the multiplication of conditional
grants-in-aid, but recently it has come increasingly from
the federal government’s use of instruments with greater
elements of compulsion: direct orders, requirements applied
to grants across-the-board to further certain social and
economic policies, fiscal sanctions applied to one program
to influence policy in another (crossover sanctions), and
preemption of state and local activities when they fail to
measure up to federal standards. While states and localities
can escape federal mandates attached to a specific grant-
in-aid by refusing the particular grant, they can not avoid
easily these other forms of regulation.

State and local officials have expressed increasing con-

“ibid., pp. 48583-48585.
sFederal Register, November 20, 1981, p. 57256.
sibid., p. 57257.

cern about the growth of this type of federal regulation,
complaining about mandated, unreimbursed costs and
unreasonable intervention into their affairs. Consequently,
they have a vital interest in the Reagan Administration’s
plans for reducing the burden of regulation.

The Reagan Approach

The Administration’s program for shrinking the public
sector and, more pertinently, for limiting ‘‘the intrusion of
the federal government into our daily lives’’7 has as its
principal emphasis, ‘‘freeing the economy of the hidden tax
of complying with federal rules and paperwork require-
ments which do not contribute to the public welfare.’’
While directed primarily toward regulation of private sec-
tor activities, the program also seeks to lift the weight of
regulation on state and local governments.

Soon after taking office, President Reagan announced
the creation of the Presidential Task Force on Regulatory
Relief, chaired by Vice President Bush, and charged it with
reviewing pending regulations for possible revision and
proposing appropriate legislative remedies. Shortly there-
after, the President temporarily froze the “midnight”’
regulations issued during the last days of the Carter
Administration, and in February he promuigated Execu-
tive Order 12291 on federal regulations.

The order requires agencies—other than independent
regulatory agencies—to compare costs to the benefits of all
new and existing major rules and to pick the least expen-
sive way of implementing the rules. Major rules are those
which have an economic impact of $100 million or more,
or cause a major increase in costs or prices or significant
adverse effects on competition, employment, investment,
or innovation. Under the direction of the Bush Task Force,
the Director of the Office of Management and Budget is
responsible for day-to-day administration of the regula-
tion control process, including prescribing criteria for deter-
mining whether a rule is major, ordering a rule to be
treated as a major one, and reviewing agency compliance
with the executive order.

In Congressional testimony in April 1981, Chairman
Murray L. Weidenbaum of the Council of Economic
Advisers, a leading authority on the economic impact of
federal regulations and a member of the Presidential Task
Force, submitted a list of 34 specific actions designed to
“either decrease directly the overhead costs of state and
local governments or increase the discretion of state and
local governments over regulatory matters with a state and
local impact.”’ They were divided into three groups: regu-
latory changes (five items), regulations postponed for
further review (15 items), and existing regulations or
regulatory programs targeted for review (14 items).?

The Task Force solicited ideas for regulatory reform from
nearly 100 organizations representing business, con-
sumers, and state and local officials. The public officials
suggested changes in nearly 500 regulations, including
both conditions of aid and the more direct regulatory
measures. By early fall 1981, the task force announced 52
steps—including the 34 previously identified—to relax more
than 1,200 regulations affecting states and cities. Among
the most important actions here were:

O Revised rules to permit local authorities more discre-

"Office of the Press Secretary, The White House, Fact Sheet: “President
Reagan'’s initiatives to Reduce Regulatory Burdens,” February 18, 1981.

8lbid.

9Statement by Murray L. Weidenbaum, Chairman, the President’'s Council of
Economic Advisers before the Senate Subcommittee on Housing and Urban
Affairs of the Committee on Banking, Housing and Urban Affairs, April 23, 1981.



The Congress’ Approach to
Regulatory Reform

The “Regulatory Reform Act,” S. 1080, would give
legislative sanction to much of the President’s regulatory
reform program and go further in amending the Adminis-
trative Procedure Act. The bill generally would follow
Executive Order 12291 in regard to the analysis of costs
and benefits of proposed major rules and the definition of
“major.” Significantly. however, it would make an
agency's determination of whether a rule will have a $100
million impact subject to judicial review. The bill would
not exclude the independent regulatory agencies from
executive branch regulatory analyses or from Presidential
review of these analyses.

On the general issue of judicial review, it instructs the
courts not to accord any presumption for or against any
agency action, which departs from the prevailing rule of
law permitting the courts to defer to agency legal
interpretations.

The President would be authorized to establish proce-

dures for agency compliance with the regulatory analysis

procedure, a power he might delegate to the Vice President
or to the Director of the Budget. Presumably under this
provision, the President or his delegate would have as
much authority to review and comment on agencies’
regulatory activities as is permitted under the executive
order. The President’s exercise of this authority would not
be subject to judicial review.

The proposed legislation also would (1} mandate a ten
vear “‘sunset’’ review of all major rules, and (2) require (as
the executive order does) an annual agenda and calendar of
rules expected to be acted on in the next year.

The Judiciary-Governmental Affairs conferees failed to
reach consensus on several issues and agreed to bring them
up on the floor. Included are the Governmental Affairs
Committee’s opposition to instructing the courts to depart
from the prevailing rule on agency legal interpretations,
and its support for a provision requiring the President to
observe time limitations in establishing compliance pro-
cedures for rule-making by the independent regulatory
agencies.!

‘Congressional Record, November 30. 1981. $S14135-6.

tion 1in providing the handicapped with access to mass
transit.

Withdrawal of DOT rales relating 1o urban transporta-
tion plannine analysis, untform traflic control deviees
among the states. and procedures for covernine huas
rehabilitation and emervency stockpiline.

“Withdrawal of the Education Department's rules
requiritne local school districts to mmstruct children not
proficient in Fnelish in their native lanvuages,
Heview of the Education Department’s rules requirime
<chools and colleces receiving tederal vrants to spend
a~ much on women’s athletie procrams as men 's.
Proposed chanves i adonnnistration of the Davis-
Bucon Act extablishimye prevailing waves for federally
aided construction projects

Chie mmdication of the <lowdown i reculatory activiry
wias the drop o the number of paces ot the Federal
Register. From February 1 to November 268, toxsn, 71,767
paces of the Register were published: for the <ame period
e 1921 the number was 47 925, a decline of 323

In November, the Administrinion reported that state and
local vovernments had been the blooest winners =o far in its
redulatory rollback . ONMD was guoted o~ claiming savines
to covernments and regulated industries of =51 million
i oanmal costs and $3.5 to 3539 hillion in one-time start-up
cost< The most castlv items eliminated were the handi-
capped access and hilincual education reguliations.

=tate and Jocal officials welcaomed the Administration’s
cifort=, hut pressed for more action. Thev were unhappy
that, rather than providime immediate reliel. most of the
citedd dererulatory actions mvolved review of ~ome remila-
tons or deferment of others <tll pendine. Some feit that
artention could he more productively focused on nmprovinge
the revnlation-development process. including granting
~tate~ and localities more participation in that process’

sope erties felt the Administration was placiong too much

emphiveere on centralized review of ealemaking, rather than
<teewsrne Boadlanental change i manor regulatory statutes.

LT R R M AT caaper Pederansre States. (ilies
Want ot et Accompany At Matiepal Journal, Seplemoer 12,
AR ot 1R e e
1R pp 1R .

The Washington Bt 7 ne RIS

TP e and Hameetn op oty

... there = no solid evidence that these reculatory pro-
orams are even modestly effective. In most instances,

the statutes mandate tasks so extensive that the agencies
cantoi meet deadlines, enforce the rules they set, defend
thems=elves in court, and conduct retrospective evalua-
tlon= of thenr effectiveness. More important, the statutes
aotten torbid the use ot a cost-benefit test 1in standard-
setting, encourade economicallyv inefficient reculations,
and contain a strony hias against economic growth U

Others faulted the mmconsistency of the Administration’s
effort, citing evideace that the procram favored husiness
and industry as against consumers and that derevulation
seemed to be pursued only when it was acreeable to those
heine reculated. ™

The impact of reculations 1= not determined solelv. of
vourse, by the regulatory development process and the
Linguave of the roles. At least as mmportant = the wav in
which the rales are enforced. Indications were that on this
front the Administration wa~ making significant changes,
The Washington Post reported in November 1981, that
the Administration was systematically cutting back its
enforcement of hundreds of {federal regulations,

systematically cuttinne back 11< entorcement of hundreds
of federal revulations,

Throuvh budeet cuts, avency reorcanizations and
<pecttic poliey directives, Reasan officials have stopped
touch reculatory enforeement. From the Department of
Agriculture and the Environmental Protection Avencey
to the Department of Transportation and the Depart-
ment of Labor, avencies are relaxing their once vivorous
oversizht of hbusinessex and local vovernment compliance
with federal reculation.

The article mamdyv aited cases affecting the private
~cctar, hut revalations aftecting covernments that were
mentioned were vl nght= and environmental protection
rufes,

-

Robert W Crandan, - by

tember:October 1981 p 1/
“alhid oy 1R et RimkRan] Ao e [ T ST = P Bodimmal laisoma |
thid., § 15 ann Michae! Wines, Rhotoao and Reabty,  Nalional Journal,

October 101981 p 1824
The Washingtan Post. Novemner 15, 1981 pp F1 F3

Regulation, Srii-
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Congressional Action

Meanwhile, on Capitol Hill, Congress was not ignoring
the regulatory field, reflecting at least in part its recogni-
tion that, while a great deal of reform can be achieved
through executive orders, appointments to key positions,
and modification of enforcement policies, legislation is
indispensable for certain improvements, such as making
orders permanent and applying reforms governmentwide.

The principal bills affecting regulatory reform in the
97th Congress are Sen. Paul Laxalt’s (NV) S. 1080 (the
House companion is Rep. George Danielson’s (CA) HR 746)
dealing with cost-benefit analysis, executive oversight,
and sunset review of regulations; Sen. Dale Bumpers’
(AR) S. 67 on the courts’ authority to overturn regulations
and permit outside participation in informal rule-making
procedures; Rep. Elliott Levitas’' (GA) HR 1776, (its Senate
companion is Sen. Harrison Schmitt’s (NM) S. 890)
providing for Congressional veto of rules; and Sen. William
Roth’s (DE) S. 1601, allowing agencies and affected parties
to develop new regulations in private negotiations.

The most comprehensive is S. 1080, the ‘““Regulatory
Reform Act.” It was voted out by the Judiciary Committee
and referred to the Governmental Affairs Committee,
which produced an amended version. In late November a
consensus substitute amendment was agreed to by the two
committees and is expected to be sent to the floor in early
1982 (see box).

The other three regulatory measures have seen little
action. The provisions of Sen. Bumpers’ bill (§.67) on oral
testimony and cross-examination of witnesses were re-
flected in the consensus version of S. 1080, but the require-
ment that the courts not accord any presumption in favor
or against agency action, while in the consensus amend-
ment, was not supported by the Governmental Affairs
Committee. Sen. Roth’s bill (S. 1601) on private negotia-
tions in rule-making was expected to be scheduled for
hearings in early 1982 and it was anticipated that Rep.
Levitas’ proposal for a Congressional veto would be offered
as an amendment in the coming floor debate on S. 1080.

The legislative veto proposal probably represents the
most direct effort by Congress to exercise control over rule-
making on a day-to-day basis. It has been introduced in
the past several Congresses. President Carter opposed it as
an unconstitutional encroachment into executive author-
ity. HR 1776 would allow either House 60 days to pass a
resolution striking down a rule. The veto would become
effective if the other chamber did not vote within 30 days
to nullify it. The President’s signature would not be
required. In contrast, a veto bill introduced in the Senate
by Sen. Carl Levin (MI) (S. 344) provides for a veto by
both houses and requires the President’s signature.

Thus far, spokesmen for the Reagan Administration
have indicated that they would accept Congressional
vetos—without any Presidential role—for independent
regulatory agencies that are not directly responsible to the
President, but would insist on a Presidential voice in any
Congressional move to veto regulations issued by executive
branch agencies.

Other Executive, Legislative Developments

The Administration and Congress took a number of other
actions in 1981, that affected federal-state-local relations.
Chief among the developments were the creation of the
Presidential Advisory Committee on Federalism, possible
changes in the A-95 project notification and review system,
the application of cross-cutting requirements to new block
grants, legislation to improve the administration of federal

aid, and changes in Federal Regional Councils, substate
regional councils, and multistate regional organizations.

The Presidential Advisory Committee on Federalism

One of President Reagan’s most visible steps toward a
restructured federal system was the establishment of the
Presidential Advisory Committee on Federalism. The
Committee, chaired by Sen. Laxalt, consists of 51 members
drawn from the White House staff, Cabinet members,
Senators and Representatives, governors, state legislators,
county commissioners, mayors, and private citizens. Its
two major functions, according to Richard Williamson,
assistant to the President for intergovernmental affairs
and a member of the Committee, are:

to give a ‘‘federalism spin’’ in the short term for a broad
range of Reagan policy initiatives, and, in the long term,
to develop ‘‘megacepts’’ or ideas for a basic restructuring
of the federal system.!®

The full committee has had one meeting and scheduled
a series of meetings of subcommittees to address specific
functional and other federalism issues. By late November
1981, a principal point of concentration appeared to be the
possible turnbacks of revenue sources to states and local-
ities. Some state and local government members of the
committee have been pushing, within the Committee and
outside, for the Administration and the Committee to
address the broader issue of sorting out and trading off
functions between the national and state governments.

Simultaneous with the creation of the Advisory Commit-
tee, President Reagan set up the Coordinating Task Force
on Federalism. Also chaired by Sen. Laxalt, the Task
Force's other members are five top White House aides, the
Director of OMB, and five Cabinet members. It is charged
with coordinating intergovernmental matters within the
Administration.

Regional Organizations

Efforts of the Administration and Congress in 1981 to
curtail the public sector and the federal role had particular
impact on two unique types of intergovernmental institu-
tions—substate regional councils and multistate regional
organizations. In the past two decades especially, the
federal government had done much to promote these
organizations with financial aid and program support, to
the point where, at the end of the 1970s, the nation was
virtually covered with both substate and multistate re-
gional planning organizations with active planning pro-
grams. Early in his Administration, however, President
Reagan proposed to eliminate most of the federal supports
for substate and multistate regional planning, to fold
certain other federal programs into new block grants, and
to cut the amount of funding for still others.

Congress made a number of changes in block grant
formats and provided somewhat more transitional funding
than the President proposed, but most of his proposals
with respect to substate regionalism were enacted. Except
for some urban transportation planning and areawide
aging funds as well as some transition funding from HUD
and EDA, the federal government has withdrawn its
financial support from the substate regional movement.
Moreover, the Title V multistate regions have been abol-
ished, Title II multistate river basin commissions have
been terminated as federal entities, and the Appalachian
Regional Commission’s fate beyond FY 1982 is in question.

Neal R. Peirce, “New Panels to Move Quickly to Help Reagan ‘Unbend’
the Federal System,” National Journal, May 2, 1981, p. 785.
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ACIR Recommendations:
A Winner and An Apparent Loser

The Reagan Administration’s “new federalism” requires
that the federal government display greater sensitivity
toward state and local desires while at the same time
reduce federal expenditures and influence. Implementing
these objectives, however, can produce mixed results.
Consider the status of two ACIR recommendations: fiscal
notes and contraband cigarette legislation.

Fiscal Notes. After floundering in Conegress for several
years, in 1981, fiscal notes legislation finally became law.
HR 14685, as signed by President Reagan on December 23,
reguires cost-impact estimates on bilis before Congress
affecting state and local governments. Already enacted in
at least 30 states, Sen. William V. Roth, Jr. described
fiscal notes as an ‘‘attempt to force the federal government
to recognize the serious problems it often causes for its
partners in the federal system.”

The proposal long has been a legistative priority for
ACIR and such groups as the National Governors' Associa-
tion, the National Association of Counties, and the
National League of Cities. ACIR’'s recommendation of
fiscal notes legislation is an outgrowth of its 11-volume
study, The Federal Role in the Federal System, in
which the Commission examined particular problems im-
peding the effectiveness of the federal system. Among its
conclusions, the report states ‘'that the current network of
intergovernmental relations has become dangerously over-
loaded, to the point that American federalism’s most
trumpeted traditional traits—flexibility and workability—
are critically endangered." Fiscal notes. by injecting
greater discipline and managerial sense into the operations
of the national government, are considered to be one solu-
tion to these problems.

Cigaretite Bootlegging. While fiscal notes fared well
under Reagan Federalism, the contraband cigarette law

was not so lucky. With the expected termination of the
Bureau of Alcohol, Tobacco and Firearms (ATF), the con-
traband cigarette program’s future is questionable. If the
program is transferred to another department or agency, it
will be reduced in scope. principally providing consultation
to states in need of assistance.

The program’s genesis goes back to 1977, when ACIR
published a study on cigarette bootlegging which recom-
mended federal legislation prohibiting the transportation
of contraband cigarettes in interstate commerce., ACIR
estimated 1975 net cigarette revenue losses to states of
$337 million. Principally as a result of the ACIR report,
in Octcber 1978, Public Law 95-575 was enacted making
it tllegal to transport, ship, receive, possess, distribute, or
purchase more than 60,000 cigarettes not bearing tax
indicia of the state in which they are found.

The cigarette contraband law is an example of a program
jeopardized not by its record but by the Reagan Adminis-
tration’s need to reduce federal expenditures. An August
1981, ATF evaluation of the contraband Cigarette
Program states:

The ATF Contraband Cigarette Program has met its
goals in a cost-effective manner. State cigarette revenues
have increased, major violators have been investigated
and prosecuted, state assessments have been used to
identify potential weaknesses within state controls, and
state capacities to more effectively deal with their
problems are improving,

The evaluation also concludes that ‘states actually col-
lected at least an additional $35.5 million from Qctober
1979 to March 1981, which can be attributed to ATF's
Contraband Cigarette Program.”

Thus we have examples of an intergovernmental victory
and a defeat. On the one hand, a law was enacted which
might improve federal. state, and local relations. On the
other, an intergovernmental program which apparently
was successful at meeting its goals may disappear.

—Neal M. Cohen
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“Sorrv, but all my power’s been turned back to the states.”’
Drawing by Lorenz; © 1981 The New Yorker Magazine, Inc.

governmental Cooperation Act of 1968) clearly require
the President to provide regulations for the coordination
of federal and federally assisted projects with one another
and with plans prepared by state and local governments.
If A-95 is repealed, there will be a need to assure such
coordination by other, albeit simpler, arrangements, al-
though it can be argued that through major cutbacks in
the size and number of federal grants and through the
development of a ‘“‘habit’’ of interlocal and state-local
information exchange during the A-95 years, the problem
1s more manageable than it was before.

It has been estimated that about 10% of the substate
regional councils serving as A-95 clearinghouses will go out
of business in 1982, as a result of federal budget cuts and
that another 50% will suffer major financial hardships. It
is unclear how this will affect the A-95 process. The states
may make the notifications and perform the reviews in
areas without regional clearinghouses and remaining
areawide clearinghouses may continue to perform their
duties despite reduced budgets. But it also is likely that
less effort will be directed to the task. Almost certainly, the
plans and policies upon which project reviews are based
will receive less attention, but there will be pressure to find
more efficient ways of effecting coordination. Increased
state and local resources are likely to be needed in most
regions to maintain even a slimmed down version of A-95
activity.

Federal Regional Councils

Federal regional councils (FRCs) were established by
President Nixon in 1969, for interagency and intergovern-

ment coordination of federal
activities in the ten adminis-
trative regions. Modified
several times since then, the
FRCs were restructured

by President Reagan in July
1981. Changes involve re-
ducing from 17 to nine the
departments and agencies
represented on the councils
by dropping, among others,
the Department of Com-
merce, the Office of Person-
nel Management, the
General Services Administra-
tion, and the Small Business
Administration. A notable
change is functional: Each
council is instructed to help
in explaining to elected offi-
cials, including state legisla-
tors, special initiatives in
the President’s federalism
program dealing with reform
of the federal aid system
through block grants,
devolution of federal pro-
grams and functions, and
reduction in the number and
impact of federal regulations
and administrative require-
ments.

Like the councils under
the Carter Administration,
the FRCs are to be under the
oversight and guidance of OMB but OMB is committing
less manpower to do the job.

Federal Assistance Improvement Act of 1981 (S. 807)

In 1980, the Senate passed S. 878, ““The Federal Assis-
tance Reform Act of 1980,”" aimed at reducing the com-
plexity and fragmentation in the federal grant system. The
bill included several provisions recommended over the
years by ACIR including processes for grant consolidation
and simplification of national policy requirements at-
tached to aid programs, simplification of audit procedures,
renewal and strengthening of the 1974 Joint Funding
Simplification Act, and several miscellaneous provisions
to improve information on aid availability and to permit
greater regulatory flexibility for state and local govern-
ments. The measure died with the 96th Congress when
the house failed to act.

In 1981, Sen. James Sasser (TN) introduced S. 45, a bill
similar to the predecessor S. 878, and Sen. Roth introduced
S. 807, ““The Federal Assistance Improvement Act of
1981.” The major difference between the two bills is that
S. 807 places special time and other procedural constraints
on Congressional consideration of Presidential proposals
for grant consolidation.

S. 807 received the endorsement of President Reagan
and was voted out by the Governmental Affairs Committee
in June with little or no opposition. Before going to the
floor, however, the bill was referred to the Rules Commit-
tee because the accelerated Congressional procedure would
require a waiver of Senate rules. Opposition to the waiver
requirement, as well as to the grant consolidation prin-
ciple, in general, by teacher, social welfare and related




organizations, resulted in the Rules Committee’s voting to
strike the ‘‘fast track’ language from the bill. As of the
end of November this left in doubt the fate of the grant
consolidation title and possibly the entire bill.

In the House, two bills similar to S.807—HR 4465 (Rep.
Harold Daub (NE) ), and HR 4643 (Rep. Clarence Brown
(OH) ), and one similar to S. 45—HR 3680 (Rep. Wendell
Bailey (MO)), were introduced. By late November, no
action had been taken on either of these measures.

A “New’” Hoover Commission

A measure to establish a Commission for More Effective
Government, modeled after the Hoover commissions of the
1940s and 1950s, passed the Senate in 1981.

The bill, S. 10, would give the commission a charge to
study the management, operation, and organization of the
executive branch and independent federal regulatory
agencies.

The commission would be made up of 18 members, six
appointed by the President, six by the Speaker of the
House, and six by the President Pro Tem of the Senate.

The View from the Judiciary

Major shifts in public policy take time to create waves in
the federal courts, so the impact on judicial decisions of the
first year of the Reagan Administration and the 97th
Congress was still largely a matter of conjecture. This did
not mean, however, that actions of the courts during the
year were without interest or significance for those
concerned with federalism issues..

Overall, the Supreme Court tended to avoid Constitut-
tional questions in its 1980-81 term. Hence, the year saw
little advancement in Constitutional doctrine. In several
important areas of the law, the Court’s decision produced
a great deal of confusion among legal scholars and practi-
tioners.!” This confusion extended to areas directly
affecting the distribution of power in the federal system,
including:

OTenth Amendment challenges to Congressional uses
of power;

OGrant law;

O Decisions under 41 U.S.C. Section 1983;

O Review of lower court institutional remedy cases; and

OState energy taxes.

Tenth Amendment Challenges

Since the mid-1930s, the states have been successful
in only one major Tenth Amendment challenge to Con-
gress’ Article I, Section 8 powers. That case, of course, was
National League of Cities v. Usery.!® In NLC, a chal-
lenge to Congressional use of the commerce power, the
Court held that federal legislation oversteps its bounds
where: (1) it regulates the ‘‘states as states;’’ (2) ad-
dresses matters that are indisputably ‘‘attributes of state
sovereignty;’’ and (3) directly impairs the ability of states
‘“‘to structure integral operations in areas of traditional
functions.” While liberal and conservative abservers alike
have criticized the reasoning which the Court employed
to make its landmark decision, many were hopeful that
future application of the three ‘‘tests’” would significantly

7See for example, Prof. Jesse H. Choper of the University of California at
Berkeley on equal protection, Prof. Yale Kamisar of the University of Michigan
on search and seizure, and Prof. Lawrence Tribe of Harvard University on the
First Amendment and judicial deference, as well as “The Supreme Court Re-
view and Constitutional Law Symposium,” The United States Law Week, 50
LW 2187 at 88, 89, and 90, September 29, 1981.

18426 U.S. 833 (1976).

strengthen states’ rights in the federal system. Subsequent
challenges to federal legislation based on the NLC criteria,
however, have proven unsuccessful. And, 1980-81 was no
exception.

Thus, in Hodel v. Virginia Surface Mining and
Reclamation Association,!® the Court dismissed a Tenth
Amendment challenge to the Surface Mining Control
and Reclamation Act of 1977, a partial federal preemp-
tion. The Court held that:

If a state does not wish to submit a proposed permanent
program that complies with the Act and implementing
regulations, the full . . . burden [of regulating private
mining activities] will be borne by the federal govern-
ment. Thus, there can be no suggestion that the Act
commandeers the legislative process of the states by
directly compelling them to enact and enforce a federal
regulatory program.2¢

The decision was significant, for once again it demon-
strated the seeming futility of trying to apply the NLC
criteria to partial preemptions.

Perhaps even more significant was the Court’s refusal
to review a lower court decision in the case of Los Angeles
County v. Marshall.2! That case involved the 1976
amendments to the unemployment insurance program—
amendments extending coverage to all state and local
employees. After over 40 years of participation in the
program, the effect of the amendments was to offer a
Hobson's choice to the states:

(1) to conform and tax themselves and their political
subdivisions for the costs of unemployment benefits, or
(2) to fail to conform and accept the utter demise of the
states’ existing unemployment compensation program.??

At first blush, these amendments appear not only to be
coercive but, using the three NLC criteria, to constitute
an infringement of the Tenth Amendment rights of the
states. However, the Supreme Court’s denial of certiorari
following a circuit court’s upholding of the amendments
seemed to bear out a footnoted suggestion in the NLC
decision itself that ‘“‘different results might obtain if
Congress seeks to affect integral operations of state govern-
ments by exercising authority granted it under the other
sections of the Constitution such as the Spending
Power. .. .”23 Decisions such as L.A. County and Hodel
have prompted legal scholar A. E. Dick Howard to lament
that “NLC is an empty vessel waiting to be filled up.’’ 2

Grant Law

Though technically a tax case, the Los Angeles County
decision raised questions concerning the voluntary nature
of grants and Congress’ ability to circumvent commerce-
related restrictions on regulating the states through its
power to tax and spend for the general welfare and through
enforcement of the Fourteenth Amendment. However, if
the Supreme Court offered little solace to state govern-
ments in L. A. County, it chastised Congress for its ten-

949 LW 4654 (June 15, 1981).

201bid at 4660.

21631 F. 2d 767 (D.C. Cir.), cert. denied, 101 S. Ct. 113 (1980), reh. denied
(December 1, 1980).

22Charles S. Rhyne, et al, Federal Grant Conditions, Seminar Workpaper
prepared for the 1979 NIMLO Mid-year Seminar, Washington, DC, March 25-27,
1979, p. 93.

23426 U.S. 833 at 852, n. 17. By extension this includes the taxing power as
is the case with unemployment insurance.

24A. E. Dick Howard, Speech before the Federalism Conference sponsored
by the Institute for Contemporary Studies, Washington, DC, September 9, 1981.
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dency to impose vague and potentially costly conditions on
grant recipients through its spending power.

Hence, in Pennhurst State School and Hospital v.
Halderman,?® a challenge to the so-called ‘‘Bill of
Rights” contained in the Developmentally Disabled
Assistance and Bill of Rights Act of 1975, the Court
ruled that the "*Bill of Rights”’ was too vague to constitute
a condition of aid: “‘[I]f Congress intends to impose a
condition on a grant of federal moneys, it must do so
unambiguously.’’#6

Two additional statements made by the Court in Penn-
hurst may (though not necessarily) have a profound effect
on future judicial grant rulings. In the first, Justice
Rehnquist warned that “Though Congress’ power to legis-
late under the Spending Power is broad, it does not include
surprising stat~s with post-acceptance or ‘retroactive’
conditions.”’?” While it is unclear what would constitute
a ‘‘retroactive’’ condition, it is at least conceivable that
“[t]aken seriously, this approach would call into question
basic features of the grant system such as enactment of
new cross-cutting conditions which apply to existing
programs,’’'2

Adding even more to the admonitory tone of the Court
in Pennhurst was a footnoted suggestion that “‘[t]here
are limits on the power of Congress to impose conditions
on the states pursuant to its Spending Power.”’>"
Thereafter, among other cases, the majority cited NLC.
Whether or not this may be taken as an intimation that
the Court in the future, will be disposed to “*fill up the
empty NLC vessel’’ is impossible to tell—a footnote
does not a strong precedent make. ‘‘Still,”’ according to
George Brown, “Supreme Court footnotes are often
harbingers of things to come; and this particular statement
may force lower courts to take more seriously challenges
to grant conditions based on state sovereignty grounds.’’3¢

Section 1983

If the Supreme Court, in its 1980-81 term, treated the
commerce power in a ‘‘business-as-usual’”’ manner and
vacillated at best on the spending power, it did appear
resolute in refusing to further extend the reach of 42 U.S.C.
Section 1983, an 1875 amendment to the Civil Rights Act
of 1871 which was designed to enforce the Fourteenth
Amendment.?! Briefly, Section 1983 allows injured par-
ties to sue persons acting under color of state law for
deprivations of Constitutional rights. Originally known as
the Ku Klux Klan Act and designed to protect the rights
of southern blacks, since the 1960s the law has engendered
a litigation explosion against state officials and municipali-
ties which, many contend, threatens their budgets through
costly and sometimes capricious damage suits. Particularly
disturbing to states and localities were two 1979-80
Supreme Court decisions, one of which treated municipali-
ties as ‘‘persons,” but ‘‘persons’’ disallowed from using a
“‘good faith’ defense in court3? and another which ex-
tended the reach of Section 1983 beyond Constitutional
deprivations to deprivations under federal statutes.??

"

2549 LW 4363 (April 29, 1981).
*1bid at 4367.
?7\bid at 4369.

2George D. Brown, “The Courts and Grant Reform: A Time for Action,”

Intergovernmental Perspective, Vol. 7, No. 4, Fall 1981, p. 8.
2949 LW 4363 at 4367, n. 13.
30Brown, op. cit.

31See Cynthia Cates Colella, “The Mandate, the Mayor, and the Menace of

Liability,” Intergovernmental Perspective, Fali, 1981, p. 15.
32Qwen v. City of independence, 455 U.S. 622 (1980).
33Maine v. Thiboutot, 448 U.S. 1 (1980).
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Though these rulings still stand, the 1980-81 term showed
a judicial unwillingness to further liberalize the law.

Thus, both the Pennhurst case and Middlesex
County Sewerage Authority v. National Sea Clam-
mers Association? suggested that when federal statutes
provide their own exclusive remedies for violations (for
instance, termination of funds to a grantee), ‘“they may
suffice to demonstrate Congressional intent to preclude the
remedy of suits under Section 1983.”’% Since many grant
programs do have exclusive remedies, the rulings could
significantly limit Thiboutot-type suits.

Of equal significance, on the Section 1983 front was the
Court’s 6-3 decision in Newport v. Fact Concerts, Inc.,38
in which it ruled that ‘‘a municipality is immune from
punitive damages under Section 1983."37 Although,
according to preliminary estimates, 169 local jurisdictions
across the nation remain liable, under pending cases, for
approximately $4.2 billion in Section 1983 compensatory
damages claims, the Court’s decision offered considerable
relief for 38 localities previously facing over $1 billion
in punitive damages.?

Although this article deals primarily with the Court’s
1980-81 term, an extremely notable Section 1983 decision
has already been reached in the current (1981-82) term.
The opinion signals a continuation and furtherance of last
year’s trend toward more conservative interpretations
under the 100-year old civil rights act.

In Fair Assessment In Real Estate Association v.
McNary,* the Court weighed Section 1983 against the
principle of comity and found that comity ‘‘bars taxpayers’
damages actions brought in federal courts under 42 U.S.C.
Section 1983 to redress the allegedly unconstitutional
administration of a state tax system.”’ 4" The decision is
immediately important for, in effect, what the Court did
was to renounce its jurisdiction over a major class of
potential suits under Section 1983—namely those claims
involving questions of state and local taxation. While the
judgment against the petitioners was unanimous, the
opinion was only narrowly reached. Thus, the four-justice
concurrence, written by Justice Brennan, was in strong
disagreement with the route taken by the Rehnquist-led
majority, calling its decisive weighing of comity and re-
nunciation of jurisdiction, ‘‘unprecedented.’’ ¢!

Institutional Remedies

A fourth major area of intergovernmental concern is the
use of federal judicial equity powers at the lower court
level to control the daily administrative operations and
budgets of state and local institutions. In the past, such
institutional remedies focused largely on schools, but in-
creasingly the trend has shifted toward correctional insti-
tutions and facilities for the mentally ill and retarded.
Overall, in this area, the Burger Court has offered little
direction to the lower courts. Thus, while

there are Burger Court opinions—notably those of
Justices Rehnquist and Powell—that reflect a federal-

34Slip Opinion, Docket No. 80-396 (June 26, 1981).

¥Blbid at p. 17.

%Slip Opinion. Docket No. 80-396 (June 26. 1981).

¥lbid at p. 11.

3¢Brief Amicus Curiae of the National Institute of Municipal Law Officers in
Support of Petitioners, City of Newport, et al, in the Supreme Court of the United
States, October Term, 1980, The City of Newport, R.l. v. Fact Concerts, Inc.,
No. 80-396, pp. 21-23.

398lip Opinion, Docket No. 80-427 (December 1, 1981).

4o1bid at 1.

“'Ibid, Justice Brennan concurring at p. 3.



ism-based concern about permitting federal courts to
displace state and local control of their own institutions
... when one looks at the Burger Court’s record overall,
it is hard to conclude that there has been much signifi-
cant curbing of the use by lower federal courts of their
equity powers vis-a-vis the states and localities.?

Aside from Pennhurst, in which the Court ruled on
statutory rather than Constitutional grounds, the most
significant institutional case to come before the Supreme
Court in its 1980-81 term was Rhodes v. Chapman,* a
suit alleging that double-celling at the Southern Ohio
Correctional Facility (SOCF) constituted cruel and un-
usual punishment under the Eighth and Fourteenth
Amendments. Unfortunately, the facts in Rhodes will
probably keep the case from being considered a real
advancement in Constitutional doctrine, for double-celling
notwithstanding, SOCF, in the opinions of both the
Supreme Court and the district court, is a model institu-
tion. Hence, the Supreme Court ruled that double-celling
in that facility was not unconstitutional and therefore was
able to avoid the whole question of remedies in institutions
which clearly violate the Constitution.*

Despite the ruling of Constitutionality, Justice Powell’s
opinion did appear to warn the lower courts about excessive
intrusiveness in state and local institutions:

When conditions of confinement amount to cruel and
unusual punishment, ‘‘federal courts will discharge
their duty to protect Constitutional rights.”” In dis-
charging this oversight responsibility, however, courts
cannot assume that state legislatures and prison officials
are insensitive to the requirements of the Constitution
or to the perplexing sociological problems of how best to
achieve the goals of the penal function in the criminal
justice system. . . .4

State Energy Taxes

Finally, although they are commerce power-related, two
cases involving the taxation by energy rich states of their
energy resources deserve special mention. One involved
Louisiana’s so-called “first-use’’ tax on natural gas; the
other, Montana’s severance tax on coal. The first was held
to violate both the Supremacy Clause and the Commerce
Clause, while thesecond was held not to breach the
Constitution on either ground.

Maryland v. Louisiana* involved a Louisiana state
tax imposed on pipeline companies. The tax itself was
rather complicated and fell on the first use of any natural
gas brought into Louisiana which was not previously
subject to taxation by another state or the United States.
It primarily affected gas produced in the federal Outer
Continental Shelf (OCS), subsequently piped into Louisi-
ana for processing, and thereafter sold almost entirely to
out-of-state customers.

~

42A. E. Dick Howard, “Judicial Federalism: The States and the Supreme
Court,” paper prepared for presentation at the Federalism Conference spon-
sored by the Institute for Contemporary Studies, Washington, DC, September
9, 1981, p. 18.

4349 LW 4677 (June 15, 1981).

“See for example, the Alabama prison system which the Supreme Court
acknowledged as unconstitutional. Pugh v. Locke, 406 F. Supp. 318 (MD Ala,
1976), aff'd as modified, 559 F. 2d 283 (CA5 1977), rev’d in part on other
grounds 438 U.S. 781 (1978) (per curiam).

4549 L W 4677 at 4680.

4649 LW 4562 (May 26, 1981).

In the Court’s 7-1 opinion,* the Louisiana tax ran
afoul on two major counts. First, under the U.S. Natural
Gas Act, the Federal Energy Regulatory Commission
(FERC) is charged with determining pipeline and producer
costs and allocating the various costs among producers,
processors, and consumers. However, Section 1303C of
the Louisiana tax act mandated that the tax be borne by
the consumers of natural gas. Plaintiffs‘8—the State of
Maryland, several other states, the United States, the
FERC, and a number of pipeline companies—argued that
the Louisiana law conflicted with federal law and was
therefore in violation of the Supremacy Clause, a conten-
tion with which the Court agreed ruling that, ‘‘the Louisi-
ana statute is inconsistent with the federal scheme and
must give way.”'4

Second, the Louisiana tax and other state laws provided
for Louisiana consumers both exemptions from and credits
for the tax which were not uniformly applied to out-of-
state consumers. Again, the Court was unequivocal, hold-
ing that, ‘“The first-use tax is unconstitutional under the
Commerce Clause . . . [because it] impermissibly dis-
criminates against interstate commerce in favor of local
interests. .. .”’%0

The Court came to completely different conclusions one
month later in the case of Commonwealth Edison v.
Montana.’! The controversy involved the coal-rich state
of Montana and its imposition of a severance tax on coal
mined in the state, including that mined on federal lands.
As much as 90% of Montana’s coal is shipped to other
states. Appellants—a number of Montana coal producers
and their out of state customers—claimed, as in the
Louisiana case, that the Montana tax was in violation
of both the Supremacy and Commerce Clauses. The
Supreme Court disagreed with the producers and utilities
on both counts.

First, unlike the Louisiana tax, the Montana tax is
figured at the same rate no matter what its destination.
Thus, despite the fact that most of the coal goes to out-of-
state customers, the Court declared that ‘‘the tax burden
is borne according to the amount of coal consumed, not
according to any distinction between in-state and out-of-
state consumers . . . [and therefore] does not violate the
Commerce Clause.’’52

Second, the Court examined the tax to determine if it
was in violation of the Supremacy Clause. On this point,
too, it ruled for Montana. After weighing the state’s
statute against both the Mineral Lands Leasing Act of
1920 and national energy policies generally, the six man
majority found that the tax was neither inconsistent
with the federal statute nor did it frustrate federal policy.

Given the very different conclusions reached in the
Louisiana and Montana cases and the compelling nature
of the issue involved, the Supreme Court will have ample
opportunity in the future to reexamine interstate conflicts
on severance taxes and other energy issues. In fact, it has
agreed to consider in its 1981-82 term, a case pitting oil
companies against the Jicarilla Apache tribe, as well as
two cases in which Rhode Island and Massachusetts are
contesting New Hampshire’s hydroelectric policy. The

“7Justice Powell did not participate in the consideration or disposition of the
case.

“8The case was brought under the original jurisdiction of the Supreme
Court.

4949 LW 4562 at 4563.

59|bid.

5149 LW 4957 (July 2, 1981).

52]bid at 4958.
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“battle’’ between the energy-poor and the energy-rich
states is far from over.

Highlights: The First Ten Months

After only ten months, any assessment of the work of the
Reagan Administration and the 97th Congress must be
tentative. With this caveat, thus far it clearly appears that
the Administration has had a profound influence on the
direction of American federalism. In pursuit of the
President’s goal of curbing the size and influence of the
federal government and establishing a clearer separation
between the powers of the national and state governments,
Reagan Federalism has altered the size and nature of
grants-in-aid and the regulation of state and local activi-
ties. It has had other consequences for intergovernmental
relations as well.

On grants-in-aid:

{0 While the upward trend of grants-in-aid, adjusted for
inflation, reached its peak in FY 1978, the climb in
nominal dollars continued uninterrupted through FY
1981. The first year of the Reagan Administration will
see a sharp reversal of that trend: a drop of 9.5% in
nominal dollars. The drop stems from merging 77
categorical grants into block grants, termination of
some 60 additional categoricals, and funding cutbacks
in many others.

O The conversion to nine new or modified block grants
and the Administration’s record to date in implement-
ing the enacted legislation represents a real devolution
of power and responsibility from the federal govern-
ment to the states. This is despite the fact that, as
enacted by Congress, the blocks do not grant as much
flexibility to the states as the Administration originally
had proposed.

O1In terms of state-local relations, the move to blocks has
strengthened the role of the states, particularly vis-a-
vis counties, school districts, small cities and rural
communities, and nonprofit organizations. Medium
and large sized cities were less affected since they
generally were involved in a direct federal-local
relationship in few of the categoricals replaced by the
blocks. The state role was made no stronger relative to
localities, because Congress assured localities an
opportunity to be heard on the allocation of block
grant monies that formerly were distributed as direct
federal-local categoricals.

OThe Administration’s intentions with respect to
General Revenue Sharing are not clear at this point.
During the election campaign the President said he
would not disturb GRS. He indicated a possible change
of mind when looking for places to make further budget
reductions in September 1981, but the threatened cut
was protested vigorously by state and local officials.

Whatever the President’s inclinations, he will have to
persuade Congress, which well may have other ideas.
On regulation of state and local goverhments:

[J As part of its overall effort to curtail federal regulation,
the Administration has made inroads toward reducing
the regulatory burden on states and localities through
the Task Force on Regulatory Relief, cost-benefit
analysis, and alteration of enforcement policy. States
and localities have benefited from changed approaches
in such regulatory areas as bilingual education and ac-
cess of the handicapped to mass transportation facili-
ties. Yet, no package of reform legislative proposals has

been developed.

O Congress is intent on giving legislative sanction to
cutting back on regulations, but executive-legislative
tensions assure some differences in approach from that
of the Administration. These differences are apparent
on the issues of Congressional veto of agency regula-
tions and legislation instructing the courts to cease the
policy of resolving doubts in favor of regulatory
agencies.

On other intergovernmental fronts:

(O The eventual value of the Presidental Advisory Com-
mittee on Federalism as a forum for furthering the
President’s goal of devolving authority to states and
localities is still unpredictable. Developing a consensus
on turning back functions and revenue sources to the
states may be a fruitful field for constructive action
by the group.

OThe Administration supports S. 807, the 'Federal
Assistance Improvement Act,” for its authorization for
the President to consolidate programs and other mea-
sures for improved grants management. On the other
hand, there is some doubt about the Administration’s
backing for the A-95 evaluation and review process,
which was established in response to a Congressional
mandate to improve coordination of delivery of services
under federal and federally assisted programs.

O There seems little doubt about the Administration’s
intention in regard to the federal government’s past
encouragement of the development and growth of sub-
state regional and multistate regional organizations.
Its initiation of actions to stop the funding of these
mechanisms or of federal aid programs that supported
them indirectly is a serious blow to the continued
viability and growth of these intergovernmental bodies.

Whether the trends in federalism established in the first
ten months of the Reagan Administration will continue
or abate depends of course on a multitude of factors, such
as the state of the economy and international affairs;
future budget decisions; how block grants actually work
out in practice in their effects on the delivery of services
and federal/state/local shifts in political power; and the
degree to which actions already set in motion generate
legal challenges and how the courts decide them. Perhaps
as much as anything, the long run outcome of these trends
will depend on how avidly the President pursues his ulti-
mate goal of transferring to the states not only responsi-
bility for programs, but also the tax sources for financing
them, and how vigorously the governors, state legislators,
and local officials mount a counterthrust reflecting their
deep convictions of the necessity for sorting out functions
by level of government.

The true significance for federalism of the first ten
months may well have been captured by the observer who
said that the first year ‘‘is more likely to be the beginning
than the ending of change.”’53

s3jule M. Sugarman, “State Reaction to Changes in Human Services Pro-
grams,” paper presented at the National Issues Seminar on “Block Grants: The
Continuing Evolution of American Federalism,” October 28, 1981, The Brook-
ings Institution, Washington, DC, p. 4.

David B. Walker is ACIR’s Assistant Director for Govern-
ment Structures and Functions; Albert Richter and Cyn:
thia Colella are senior analyst and analyst in that section.



The New Formula for
Fiscal Federalism:
Austerity Equals
Decentralization

by Susannah Calkins and
John Shannon

1981 was clearly a year when intergovern-
mental finance moved from bit player to
star billing in the theater of national public
policy. In Washington, the Congress and the
Administration focused their attention not
just on Poland, and the Golan Heights, but
also on the need to make far-reaching
changes to strengthen defense and to hasten
economic recovery. In this latter context,
major tax and expenditure cutbacks were
enacted with federal aid programs to state-
local governments particularly hard hit. At
the same time, there was the continuation
of the slow retreat of state-local spending
that started several years previously. That,
too, was part of the intergovernmental pic-
ture in 1981, as governments at all levels
applied the fiscal brakes to domestic
spending (Chart 1).

The Great Slowdown In State-Local Spending

Events in 1981 provided new evidence of the continued
contraction of the state-local sector. Again in 1981, state-
local spending declined as a percentage of gross national
product (GNP) and federal aid also dropped as a percent-
age of state-local revenue from own sources (Table 1).

In relative terms, the state-local sector is becoming both
somewhat leaner and less dependent on federal aid. Be-
tween 1975-81, total state-local spending (including federal
aid received) has declined slowly from about 15% to 13% of
GNP. Conservative values—efficiency, accountability, and
fiscal discipline—are now exerting increasing influence in
state-local tax and expenditure policies in this time of
economic and fiscal austerity.

This recent contraction stands in sharp contrast to the
long post-World War II period marked by rapid growth in
state-local spending in general and in federal aid in partic-
ular. Between 1949 and 1975, the state-local sector grew at
almost twice the rate of the economy, rising from about
8, of GNP to 15% during this 25-year period. The growing
state-local reliance on federal aid was also clearly evident,
increasing from 12% in 1949, to 35% of own source revenue
by 1978 (Table 1).

The 1949-75 expansion era was characterized by both the
presence of fairly easy access to additional resources and
liberal concern about meeting ‘‘unmet social needs.” The
spirit of those times was best reflected in John Kenneth
Galbraith’s Affluent Society that made the case for
diverting more resources into an ‘‘undernourished”
domestic public sector, and in the Johnson Administra-
tion’s War on Poverty.

The current five to seven year declining trend in state-
local spending also stands in sharp contrast to the fairly
dramatic and more recent rise in federal spending. The out-
lays of the federal government have increased from 21.4%
of GNP for the calendar year 1978, to an estimated 23.4%
for the calendar year 1981 —the highest percentage for any
peacetime year in United States history (Table 1). The
sharp increases in defense spending, social security, and
interest payments on the debt are primarily responsible for
this rather dramatic development.

What caused this turnaround on the state-local
front? The quick answer is the state-local tax revolt and
federal aid cutbacks. A more precise but complex answer—
set forth later in this article—points up that an array of
factors composed of external shocks and underlying social
changes had begun to push the pendulum to the right well
before the new administration took office.

Is this great slowdown in state-local spending
likely to continue? Again, the quick answer is yes. The
golden era of federal aid expansion appears to be over and
state officials seared by memories of the tax revolt are
likely to be very selective in raising taxes to fill the void
created by federal aid cutbacks. Several factors responsible
for the earlier state-local expansion are apt to be con-
spicuous by their absence for at least the next several
years, but some new ones, such as infrastructure replace-
ment, are emerging.

What are the implications of this great slowdown in
state-local spending and federal aid flows for our
federal system? Two developments appear fairly certain.
First, an era of scarce resources will sharpen the debate
over which level of government should finance what—a
pressing issue for our mishmash system of federalism.
Second, no matter how the debate turns out, federal aid is
likely to decline as a percentage of state-local own
source revenue,




Basic Causes of the Turnaround

The vrear turnaround appears to be the resalt of 1he
nteriaction of four <hock= to the state-local sv=tem and
three lone ranee chanves i Ameriean society and institu-
tion=. In tairls rapid ~uccession durieg the mid- 147 the
<tite focal svetem received three maor jolts:

CCThe 1971270 rece=sion represented the most severe
decline <since the Great Depres=ton of the 18930~ For
~tate annd local leaders, e=pectaltly in the northeast, this
Fert=siotn <ert ont g clear mes=aee the dovs ol wine

and roses are over.

The 1975 fGcal eri=iz of New York Oy was to manisel-

pal finance what the collapse of Penn Central and the

tecteringe of Chirvsler were 1o corpoerate finance, I

paintully underscored the risks of creative accounting

and coused many localities to reassess the nature ol

their lone-tenm commitnients, =uch as pensions.

Caltfornia’ = Propo-ition Do 1975 and 1= atrermath

~erved as an additional warnme that intlation-induced

tax hike~ ad <hitt= o tax burdens can tuel the ires

ol taxpaver di~content.

Iaxpinver econontic distres= and growine impatience with
bie, cumber=omse covernment cubimmated woith the electiom
af o new national admnostraton mud aomuch more con
~ervative Coneres- - Fepublican scenate and o House to
the richt of center despite it Democratio medority, While
all of these developaments strenethened the hands of fisciaf
COT=CTV Iy e, =0tk were miore dranatic thon others, The
impact of the 187 8270 reces<ion and the New York tiscal
Clisl= were o<t certatnly considerably Jes< <ignilicant
thini the mpact of Proposition B3 aoud the Tast election

These event= take on ereater ~tenilicance beciaase they
catne gt a tinne when dreat clumves were takimy place in
our soctety and fiseal institunons

» Feonomic change  from sivmficant real crowth wath
low rates of intlation (o relativels Tow real vrowrh and
tneh inflatwon, Onee the ceonomice pie ~tops 21owlie
public spending i seen as more Cdisoretionary T he
cinse voter= obiect te havine ther real <standand of
Livine reduced by toexes, When burdened withointhanon-
ary tronbies. the cltizenry = more apt to support those
whao prooni=e to reduce vovernment spendins.

» Demographic change—{rom i haby boom and o tneh
rate of population merease to an a2ng population.
Thix means= ri=inte ~chool enralbnent= are clhianeine o

declinine enrollinent< Most vovernors and local ofti-
Clal= can no lonzer count on g powertul =chool lahtn
torun pobitical interference tor Trequent Tax Heredses.
There = al=o pres—ute from the aeins popudation Yo
mcome <ceurity, medical benelite, and other prosmams
henetfitine the elderly ) thiese dermands competimes tor
funds acaimst hoardicapped cducation. environmental
protection. and other tvpes of domestwe ~ector =pemdine,

e Public confidence change--1rom relativels hich pub
[t contidence i the abibty of covernment 1o <olve
<ocial and econemic proeblvims to arelativels Tow publin
e=timete of thi= abifits . Dack i the Tare 1050« abom
75 - of public opanon poll respondents nudicated thiat
thes trusted covermment to do rivht always or most of
the time. By 197, thar number had dropped 1o about
A7 The number who thousht that covernmernt
wi~tes o Lot ot tax money ro<e fraom 1 taabout =0
Aurine thi< ~ame 23-v e period

'Natianal income and Product Accounts.

estimates,

Federal
Total Expenditure

Calendar Public Including Excluding
Year Sector Federal Aid Federal Aid
1949 23.0% 16.0% 15.2%
1954 26.4 19.0 18.2
1959 26.8 18.7 17.2
1964 27.6 18.5 16.9
1969 30.4 20.0 17.8
1974 3z2.1 20.9 17.8
1975 34.5 23.0 19.5
1976 33.5 22.4 18.8
1977 325 22.0 18.5
1978 316 21.4 17.8
1979 31.2 21.1 17.8
1980 33.1 22.9 19.6
1981 Est. 33.4 23.4 20.4

Table 1

Government Expenditures’ as a Percentage of Gross National Product, Selected Years, 1949-81

Exhibit:
Federal Aid
as Percentage of
State and Local
Revenues From
Own Source

State and Local
Expenditure
Including Excluding
Federal Aid Federal Aid

7.8% 6.9% 12.2%

B.2 7.5 10.7
9.6 8.2 17.0
10.7 9.3 17.9
12.6 10.4 20.6
14.3 11.2 27.3
15.0 11.4 30.7
14.7 1.1 321
14.0 10.5 33.3
13.9 10.3 34.9
13.5 1G.2 33.0
13.5 101 33.0
13.0 10.0 29.9

Source: ACIR staff computations based on U.8. Department of Commerce. Bureau of Economic Analysis, The National Income and Product Accounts of the
United States, 1929-76; Statistical Tables and Survey of Current Business, various years: U.S. Bureau of Census. Budget of the United States Govern-
ment, varicus years; Fiscal Year 1952 Budget Revisions, unpublished budget data; Economic Report of the President, January 1981 and ACIR stafi




Chart 1

1954-81 Per Capita, In Constant Dollars
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| Prop.

| Prop.

Reagan
Budget

ihe 1970< we “underinvested” in defense. The
Feacan Administration has placed top priority
on a vreatlyv inereased level of detense expendi-
sures in read terms. The venerals and admirats
will be elaimine an increasing share of the
federal budeet for the next several vears,

* The Social Security Trump Card. For vears
Conuress could inerease soctal security 1ax
rate= with little oppoxition. Now there 1=
concern that the ~ocial security trust fund many
tert bave sufficient funds to meet retirce and
Medicaid claims and also crowimg opposition
to <teadily rising <ocial security taxes, Con-
fronted with this =ituation, Congress will have
to cut benetits or <ipphon off general tax

or both  to maimtam the solvencey
of the svsten.

* The Taxflation Card. In recent vears Con-
gress has allowed infiation to push taxpavers
into hivher and higher tax brackets: the result
Was dan ever ncreasing tax take, Now Con
vress has enacted substanual tax rate reduce-
tions which will eventually turn into i tax
indexation system. A< a result, heretofore
politically pasless inflation-mduaced revenue
increases will no loneer be available.

¢« The Deficit Finesse, Durme the 1954-74
period, there was Hittde pubhie objection to
tederal policymakers covering revenue short-
tall< with deficrt financing, thereby avoiding
the political pain caused by tax hikes or ex-
penditure cutbacks. In 19 of the Last 20 vears,
Convre=s spent more than it collected; these
delicits cumulatively total about 2300 billion.
Now, confronted with chromenflation ot
mejor proportions. the deftet finesse can no
lonwer be worked with the same case as in
carlier vears. The Convress. the middle class,
and the business community all revard
perennial dehioits o= convineing evidence of
poor fscal discipline and a4 major contributor
to two ot the nation s most serious domestic
probiems: intlation and hich interest rates,

13

TE#vVenue -
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Accentuating these chanves was the =hittinye
political chimate of the United States. exemphified
by the Heavan election in 19850, The new president
wis swept into office advocating a reduction in
taxes. culs in expenditures, reduced deficies, and
increases 1 defense expenditures. He promptly
setzed the mntnatinve: by the end of the sunnmer,
Conuress at hi< urging enacted 5 nEgjor tax cut;
expenditure~ for detens~e increased sharply: and

expenditures {or sacial provrams, particularly in

Growing Fiscal Stress at the Federal Level

The continued vrowth of federal spessdine in general and
feleral deticnts o partieubar has riveted public attention
on the need 10 control the tederal tnideer, CGrome are the
diave when poliovmiaker- could expand covernment outlays
at Lcte or no political risk. Tns=tead, Washineron hands
hive found rhat the fizcal trump cards which the federal
sovernment possessed in the past have been plaved out.

¢ The Defense Trump Card, The federal sovernment’'s
abibity to finance expansion in ~octad provrams as well
de ~onne tax rediictions by crating defense has come 1o
ancend, Now there i< prowing <sentiment that during

grants-in aid to state~ and localities had heen cut.

Fiscal Discipline—The Budget Control Act

The itnpact of the Admini<tration provraim on actual
provriars and expenditures —especially federal orant-
rnehit have been considerably less Gmpressive were it not
tor the <killfu! a~e which the Administration and 1= Con-
sression:al allies made of the Congressional Budget Act
to push its programs and budgetary objectives through
Congress,

Betore the enactment of the landmark Congressional
Budget Impoundment and Control Act of 1973, there
wis no process by which Consress could set overall budeet

policy: Onee an admimistration’s huideet had been ~ent to



Congress, it was carved up into individual segments subject
to the jurisdiction of the various appropriation committees
and the segments were never put together again in the
course of Congressional action. The 1974 Act established
standing budget committees in both houses which were
given the responsibility of developing and enforcing a
target budget total by May 15 of each year and the final
budget total by September 15. The bill also contained a
little-noticed provision which gave authority to the

budget committees to request the individual authorizing
committees to make substantive changes in order to
“reconcile’’ estimated spending levels with budget targets.

The new Reagan Administration made maximum use
of these reconciliation procedures to realize its budget and
program objectives. Because the cuts in spending which the
new Administration contemplated were so drastic, changes
in authorizing laws needed to be made. The Administra-
tion sidestepped the lengthy two-step authorizing and
appropriating process by having the Budget Committees
include in the first concurrent resolution, instructions to
the authorizing committees to reduce existing programs in
authorization language as well as in funding. The Omni-
bus Reconciliation Act of 1981, passed in July, made
substantive changes in over 250 existing laws, ranging from
changes in program administration and client eligibility
to reduced spending levels. The Act also merged 77 smaller
categorical grants programs into nine block grants in
pursuit of the Administration’s objective of simplifying the
federal aid programs and giving states more discretion in
their administration.

The extraordinary fiscal discipline exercised by the
House and Senate Budget Committees during the early
stages of the Congressional consideration of the 1982
Budget enabled the Administration to make severe cuts in
the 1982 budget proposed by the Carter Administration.
Because both houses of Congress were required to consider
and vote upon the omnibus reconciliation bill as a whole,
interest groups and Congressional supporters found it
more difficult than at any previous time to protect their
particular constituent interests.

Fiscal Prognosis: Continued Austerity

Fiscal pressures at the federal level and the legacy of the
tax revolt at the state-local level will serve as powerful
constraints on state and local governments.

Continued Stress at the Federal Level

At the present time, the federal tax system cannot
generate sufficient revenue to cover Uncle Sam’s expendi-
ture commitments without the help of deficit financing. It
will take one of the following unlikely developments to
reduce the stress:

Oa dramatic lessening of international tensions, thereby
permitting a major reduction in federal defense
outlays;

O a rapid and long-sustained economic recovery, with
negligible inflation and modest interest rates, that
would both generate substantial additional revenues
and outlays, especially for income maintenance pro-
grams;

[0 a major increase in federal revenue yields either by
deferring both the scheduled income tax reductions and
indexation or by the imposition of a major new tax
such as a value added tax; or

Orenewed public acceptance of massive deficit financing.

Federal fiscal tensions may ease slowly because of mar-

ginal improvements on the expenditure, revenue, and
deficit fronts. The Administration may decide to slow
down the rapid growth of defense outlays; the revenue pic-
ture could improve modestly with slow economic recovery
and with certain ‘‘revenue enhancement’’ actions and,
most importantly, federal policymakers can postpone and,
indeed already have postponed, promises to balance the
budget by a date certain, replaced by a goal of steady
progress toward a balanced budget.

Federal Aid—Most Vulnerable to Cutbacks

Aid to state and local governments is the low man on the
federal fiscal totem pole. This explains why in 1981,
funds going to state and local governments took the
sharpest cut. The Administration had constantly empha-
sized that its program calls for substantial increases in
real dollar terms for defense programs and that funds for
social security and that other benefits for the truly needy
would be protected. Interest on the public debt is, of
course, fixed or growing in response to increased deficits or
rising interest rates. The relatively fixed character of these
segments of the budget cause the remainder of the domestic
programs to be subject to proportionately greater stress.
To sum up, federal aid is especially vulnerable because it
consists of funds given to other governments; in times of
cutback, charity begins at home. Congress feels that out-
cries caused by the cuts are more likely to be directed at
state-local governments than at Congress.

States—Fiscally Conservative

There is no evidence that states will raise taxes suffi-
ciently to fill the void left by the sharp cutbacks in federal
aid, although many states are increasing taxes somewhat.
Governors and state legislators have felt the heat of the tax
revolt of the 1970s, in the form of restrictive actions rang-
ing from relatively mild full disclosure requirements to
draconian Proposition 13-type remedies. These fiscal con-
straints of the 1970s will not be swept aside easily.

In addition, many states are not in a position to under-
take new spending for social programs, even if their citizens
endorsed such moves. The big spenders of the past, such as
New York and other northeastern and midwestern states,
are pursuing very conservative tax policies in order to
improve their competitive business climate. In the southern
and western states, which are in a better economic posi-
tion, both governors and their citizens have generally
exhibited a conservative taste when it came to ordering and
paying for public goods and services. Although some states
are enjoying the plentiful revenues which severance taxes
on oil or coal provide, most of them are acutely conscious
that their wealth will last only as long as their oil reserves
hold out. They have little enthusiasm for increasing cur-
rent spending and, in many cases, are accumulating
“rainy day’’ reserves. Only Alaska is showing a dramatic
increase in expenditures.

Intergovernmental Prognosis: Less Federal Influence

Fiscal austerity will both stimulate a sharp debate abcut
federalism—who should do what—and change the contours
of the intergovernmental fiscal landscape.

Federalism: The Great Debate

The cutback in federal funds and the tax revolt at the
state level have prompted renewed attention to the goals
and nature of federalism in general and the need for a
thorough overhaul of the federal aid system in particular.
Increasingly. federal dollars and accompanying dictates

y m



Bave ivaded all phases of ~tate-tocal eperations. In=tead
ot brinceing clear-cut federal controel, however. bevislative
and adminstratve directives have resulted inoa mishmash
of federal <tate-local authority with the resultant loss of
etffictenrey . accountability, and public confidence. Thus. the
federal ard ~vstem with 1t= 500 provrams= and thousind= of
UstrinesT has become borh higchlv imtrusive in character
and repurant to =tate and local vovermments- and many of
the seneral publie.

The Advisary Commis=ion on intersovernmental Rela
tians has accorded the hichest priority on it current
avenda te g Taorting out’ of responsihilities and resources
amenge the three covernmental levels and the ACTR <talf
has been analyvzine aiternative approaches. As Chart 2
powts up sharply. the debate tocn=e~ on three widels dif-
terine =tratecies  block vrant= tax turnbacks and prosram

swaps  lor <treamhnme the concested tederal orant sy
tem. The chart sets forth the advantaves and dissadvant
aves of cach ~trateey and the leadie proponents of each
approacts.

In <hort. the current concentration on needs for better
nianazentent of scarce covernment resources has prompted
a healthy interest m federali=m which had been mis=ine
duringe the decades of ever-expandine naticnal provrams,
Justar the erd of 1951, spake=men tor the White House
indicated thar the upeoming federal budeet would delinite-
v incorporate propo<als implementine President Beavan -
ol't expressetl hopes 1o return substantial resources aned
provram responstbilities to the <tates and localitie-.

Cutbacks in Federal Aid

Nonutter how the debate on federalisin 1= resolved. one

{nstrument of
Choice When . .

Primary objective is to build
greater flexibility into the federal
aid system while still preserving
some Congressional control.

Other At least everyone’'s second choice.
“Advantages’ Allows federat budget cuts in
trade for greater discretion for
grantees. Allows hetter budget
controt by lump-sum rather than
matching grants.

Block grants criticized for lacking
specific enough purpose, lacking
guarantees that a national pro-
gram interest is served, and for
being vulnerable to recategoriza-

Sources of
Opposition

Source: ACIR siatf analvsis

Diversity among the states is
preferred and the primary objec-
tive is decentralization to return
both overall taxing and spending
responsibitities to state/local
governments.

It becomes easier t0 contain the
growth of the federal government
in particular and of all levels ot
government in general.

Difficuft to agree on programs to
be returned back: fear of inade-
quate nonunitform public services:
worry over adequacy of resource
turnbacks and their solution to
tion. fiscal mismatch.

Chart 2

Decongesting An Overloaded Intergovernmental (Aid) System
(An Analysis of Three Alternative Strategies)®

Decongestion Block Grants or “Special Revenue  Resource Turnbacks—Federal Program Sorting Out—Assigns 1o
Strategy Sharing” —Many categorical grants aids for certain programs are the federal government complete
would be consolidated into lump- eliminated and balanced by respansibility for ail major
sum broad functional grants with revenue or tax turnbacks (sharing income maintenance/welfare type
most strings untied. of a federal tax, or sharing of a programs; freed of this responsi-
federal tax base) bility. states would assume fuli
responsibility in other areas for
which federal grants would be
eliminated.
Leading Reagan Administration—Current Reagan Administration— ACIR
Advocate Proposals Long-term Objective NGA/NCSL

Primary objective is tc combine
maore uniform benefits and fairer
financing of welfare-type pro-
grams with mare discretion and
possible variation in areas of
state-local responsibility.

if the federal government as-
sumes responsibility for poor
people and their needs. states
will be in a far better position to
take care of their “poor” local
governments.

Strongly opposed because (a)
centralization of weifare policy in
Washington, {b) higher costs from
leveling up benefits. and tc) dis-
proportionate fiscal relief to the
frost belt and California.

These ilrateq es are not mutually exclus.ve, especially if oniy limited progress can be made on any one frant
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fiscal development is likely—there will be a progressive
reduction in federal support to state and local govern-
ments.

As noted earlier, the period between 1954 and 1976, saw
federal aid to states and local governments grow at a faster
rate than any other major component of the state-local
system. In addition, the stimulative effect of these grants
was far greater than suggested by the dollar amounts.
Equipped with matching ratios and expenditure main-
tenance requirements, many of the older federal grant
programs were designed to increase state and local spend-
ing and to change their budgetary priorities.

Federal aid is estimated to drop to 25.7% of state-local
own source revenues in fiscal 1982, and will probably fall
well below 20% in the not-too-distant future (Chart 3).
The quantitative decline in the federal fiscal presence is
accompanied by an insistent state-local demand for a
commensurate reduction in federal aid strings. Moreover,
these demands certainly find a receptive audience in the
Reagan Administration.

In short, no matter what form the reform—block grants,
tax turnbacks, or program sort-outs—the federal govern-
ment will certainly play a diminished role in recent and
current grant-in-aid areas of domestic government,
whether it relates to dollars or mandates.

A Bigger Role for States

Cutbacks in grant-in-aid programs and the trend toward
block grants instead of a multitude of narrow categorical
grants have pushed the states into assuming a more impor-
tant role on the intergovernmental scene. Not only are the
states compelled to be less dependent upon Washington for
financing, but the transfer of a number of categorical
programs to block grants and the Administration’s efforts
to relax federal mandates and release federal “‘strings’

gives the states increased freedom and greater responsi-
bility to manage their own affairs and those of their
political subdivisions.

Fortunately, over the past 20 years, the states have
strengthened their revenue systems immensely. In 1960,
34 states made use of general sales taxes; by 1981, 45
states did. In 1960, 31 states drew revenue from personal
income taxes, while in 1981, 40 states did. In 1981, there
were 36 states which made use of both sales and personal
income taxes and only two which used neither. For exam-
ple, most states which choose not to impose an income tax
are able to rely on powerful alternative revenue sources:
severance taxes for Texas and Wyoming and sales taxes
on tourist trade for Florida and Nevada.

Now, although states are restrained in raising taxes,
the automatic growth of the two powerful revenue pro-
ducers—income and sales taxes—should enable most of
them as the economy improves to gradually replace the
lost resources due to federal aid cuts. It should also be
noted that states no longer face the continuous pressures
for increased expenditures for education because school
enrollments are no longer rising sharply.

As the states assume the enhanced role promoted by the
current Administration, cities and other local governments
will pay less attention to Washington and more to their
state capitals. Although the federal aid cutbacks are
painful for both donor and recipient governments, they
may promote a leaner and more rational aid system, which
should prove more responsive to the citizens it serves.

Political Prognosis: No Consensus

There are two sharply opposing interpretations of just
what fiscal austerity means for America over the next
several vears. While labels are sometimes demeaning and
often deceiving, major thrusts of current public opinion

Federal Aid to State
And Local Governments
Federal grants-in-aid as a percentage of
state and local governments’ own source revenue
1981 and 1982 figures are estimates 26.1
241
22.4 22.9
21.6
20.6
19.3
S 477
1964 '66 ‘68 70 72
*Estimates.
Source: Advisory Commission on Intergovernmental Relations.

‘ 29.
8.5 29.1 9.4
27.3
25.7*
‘74 '76 '78

Chart 3

311 31.0 31.7 31.3 317

‘80 ‘82




can be explained in considerable measure through contrast-
ing conservative and liberal viewpoints.

The Liberal View

Because of their equity concerns, most spokesmen for
liberal causes take a rather dim view of what lies ahead.
They argue that in our society only a rising domestic public
sector tide helps the poor. When the domestic public sector
reaches high tide and then begins to recede they predict
that the ships of the poor and the disadvantaged will be
the first to crash against the rocks of fiscal austerity.

The New Federalism proposals create another problem
for many liberals who claim that middle and upper income
taxpayers generally have more influence at the local and
state levels than do the various underprivileged groups. In
contrast, representatives of minorities, central cities, and
social welfare groups still have fairly strong influence at
the federal level. Thus, they argue that any major shift of
resources and responsibilities from the federal government
to the states should be opposed on the grounds that it
would work to the disadvantage of the disadvantaged—
especially the poor people living in poor central cities.

The difficulties in making shifts of responsibilities be-
tween levels of government have been intensified by the
fact that there appears to be no real political consensus as
to which level of government should perform which func-
tions. Although the Reagan Administration has frequently
announced its intention of returning both functions and
resources to lower levels of government, public opinion is
vet unformed on the issue. The most recent ACIR survey
of public opinion (September 1981) asked from which of a
series of enumerated functions should the federal govern-
ment withdraw. The responses indicated that there was at
that time no coalescing public support for complete public
withdrawal from any specific program now partially
funded by the federal government. If a commanding con-
stituency is needed for achieving the sorting out objective,
it will have to be molded from the general beliefs of many
that the federal government has grown too big.

The Conservative View

Because of their efficiency and private market concerns,
conservatives view the great slowdown in state-local spend-
ing as a most welcome development that was long overdue.
They argue that the domestic public sector has steadily
gained weight for decades and that it now will have to stop
gaining and hopefully slim down a little. They are encour-
aged by the fact that first local governments, then state
governments, and finally the federal aid programs have
been put on more restrictive diets.

They argue that this leaner revenue diet will not do
serious harm to the health of state and local governments
or their constituencies. On the contrary, they predict that,
as a result of the taxpayers’ revolt and now the New
Federalism, state and local governments will soon become
more trim and less dependent on Washington than they
have been for years. This, in turn, should make states and
localities more accountable, innovative, and efficient pro-
viders of public services. They point out that the far-
reaching civil rights and reapportionment reforms of recent
years should allay fears of those who are concerned about
the equitable treatment of the poor and the minority
groups at the state and local levels. Finally, they contend
that the federal government can best improve the fortunes
of poor people and poor cities by restoring the nation to
economic health.

The “Do It Yourself”’ Era

In retrospect, students of American fiscal federalism may
well point to 1981 as the beginning of the ‘““do it yourself”’
era of intergovernmental relations—a period to be marked
by major and sustained constraints on federal fiscal re-
sources with consequent reduction in federal ability to aid
and direct state and local governments. To put the issue
more directly, the federal government is now badly over-
extended. It can no longer finance an effortless expansion
of domestic programs and still honor the Reagan Adminis-
tration’s commitments: to strengthen national defense and
to stimulate a sluggish economy with major tax cuts.

The combined impact of substantial increases in defense
outlays, major cuts in the federal income tax, and resulting
large deficits forced the Congress to place federal aid
programs on the chopping block. This action came at a
time when state and local governments had limited ability
to raise their own taxes—the legacy of the recent tax revolt.

The budgetary and political implications for states and
localities appear fairly clear: until fairly recently most of
them were doing more with more; for the next several years
most are likely to do less with less. Where states and
localities were relying increasingly on federal financial
support, they will now be relying increasingly on their own
revenue raising efforts. Fiscal austerity and budgetary
cutbacks at the federal level are forcing inexorably a
growing decentralization of our intergovernmental system.

Susannah Calkins is a senior analyst in ACIR’s Taxation
and Finance section. John Shannon is Assistant Director
for Taxation and Finance.
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‘“Rebalanced
Federalism:”

The States’ Role and
Response

by Jean Lawson and
Carl W. Stenberg

American federalism has taken on a new
look for the 1980s. The changes are occur-
ring, in part, as a result of actions by the
Reagan Administration to decentralize,
deregulate, and devolve the intergovern-
mental grant-in-aid system. They also are
due to conditions of fiscal stress affecting
all levels of government, including: ‘reduc-
tions in the amount of federal aid to states
and localities; inflation, high interest rates,
and increased unemployment caused by a
sluggish national economy; and tax lids and
spending limits enacted by the states in
response to the taxpayers’ revolt that began
in 1978, with the passage of Proposition 13
in California.

This article examines the fiscal condition of the states
and localities, the role of the states as intergovernmental
middlemen under the New Federalism, and the changes
that are occurring both in state-local and state executive-
legislative relationships as a result of the fiscal crunch and
the shift away from categoricals to block grants.

Doing More With Less

During 1981, President Reagan’s New Federalism in-
volved a three-fold effort:

(Oreturning more program responsibility and discretion
to the states by consolidating many of the narrow
categorical grants into block grants with funds
appropriated for broad, functionally related activities;

O turning back revenue sources to help fund the pro-
grams being picked up by the states; and,

(Oreducing the number and cost of federal regulations
imposed upon states and localities.

The reduction in federal aid, an undeclared plank in the
New Federalism platform, was a significant conditioner
of the response to these initiatives by state and local offi-
cials. Sometimes it overshadowed the other aspects of New
Federalism, especially the block grants.

Early in 1981, the President proposed consolidating
about 85 categorical programs into seven block grants with
a 25% reduction in total funding. The Omnibus Budget
Reconciliation Act of 1981, enacted by Congress in late
summer, provided for consolidating 77 categoricals and two
earlier block grants into nine new or altered block grant
programs. Funding levels for most of the converted cate-
goricals were reduced and some 62 unblocked programs
were eliminated. The block grant provisions target the
states as primary grant recipients and decisionmakers.
Whereas many of the superseded categoricals had involved
a federal-local relationship, all nine of the new programs
are directed to the states. The states have wide latitude in
allocation decisions; only two of the block grants carry
passthrough guarantees for the benefit of local govern-
ments, although three others require earmarkings that
help protect local funding for at least a limited period.
Decentralization under the New Federalism means that
states have more discretion in spending the federal funds
they receive and that they have greater program responsi-
bility, but the budget cuts mean that there are fewer
federal dollars available and greater uncertainty as to
who will receive them and how they will be used.

The President has labeled the block grants as an inter-
mediate step in the process of returning to state govern-
ments both responsibility for certain program areas and
the revenue sources to help them perform these functions.
This shift would eliminate the need for the people’s money
to make the trip to Washington and return to the states
with “‘carrying charges.” President Reagan told delegates
to the National League of Cities (NLC) convention in
March 1981, that his Administration’s aim is ‘‘to recapture
the bounty of vigor and optimism deTocqueville found in
Anmerican cities”” by ‘‘re-establishing the proper relation-
ship between the federal, state and local governments. The
block grant program in our package is the first step. . ..

It is something we, in the years ahead, can build upon.”

Although the reaction to the Administration’s federalism
proposals has been mixed—more positive in the beginning,
less so when the extent of the budget cuts became known—
on balance it has been favorable. Over the preceding few
years the ACIR and other groups repeatedly had called
attention to the need for grant system reform and for
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greater prudence by the Congress and federal agencies in
extending the national government’s role into new areas
of domestic affairs. The National Governors’ Association
(NGA), the National Conference of State Legislatures
(NCSL), and NLC endorsed the idea of grant consolida-
tion, but their feelings about the budget cuts were mixed.
The governors felt they could absorb a 10 to 15% reduction
without cutting back on essential services if they were
allowed to set their own program priorities. State legisla-
tive leaders agreed that the added flexibility of block
grants would cushion the impact of cuts. The U.S. Confer-
ence of Mayors (USCM) and NLC, along with other local-
oriented organizations, however, were far more pessimistic
about how the states would handle their new role. Mayor
Richard Hatcher of Gary, IN, then president of USCM,
pointed out that his group intended to draw a line between
“real block grants and deep budget cuts dressed up to look
like block grants and sent to state capitals where we’ll
have to go through another layer of bureaucracy to find
them.”

As Congress acquiesced in nearly all the President’s
requests for cuts in intergovernmental aid and it became
apparent that the cuts would be far deeper than 10 or 15%,
uneasiness began replacing the initial optimism at the
state level. In early November, Vermont Gov. Richard
Snelling, NGA Chairman and an early and vocal supporter
of New Federalism, told a joint meeting of the House and
Senate Subcommittees on Intergovernmental Relations
that *‘. . . as state and local officials everywhere contem-
plate the deep funding cuts and limited flexibility in the
current block grants, they ponder how far the block grant
approach to federal funding is worth pursuing.”’! He
reminded the members that state and local aid had ab-
sorbed nearly 33% of the federal cuts even though such aid
made up only about 15% of the federal budget.

The Spotlight Turns to the States

States Respond to Block Grants

The federal budget cuts and the creation of nine new or
revised block grants have combined to put the states in the
spotlight for much of 1981. Issues of block grant implemen-
tation during the initial transition phase have generated
nationwide interest. The states’ responses are being studied
by task forces within the federal agencies, OMB, and the
major public interest groups.

The swiftness with which the block grant proposals
moved through Congress, coupled with wide variations
among the states in their ability to cope with budget and
program management changes, were major obstacles to a
smooth transition. While much of the administrative
machinery was already in place for the federal-state cate-
gorical programs that were merged, first-year flexibility
under the new block grants was limited. All but four states
were operating on a July-to-June fiscal year, rather than
the federal budget cycle of October 1 to September 30;
tax rates had been set; the governors had already made
their budget recommendations for FY 1982; and, in many
instances, the legislatures had completed their sessions
and adjourned sine die.

In spite of these constraints, nearly all the states had
begun preparations to deal with the shift away from
categoricals before the Omnibus Budget Reconciliation
Act was passed. Only California, New Hampshire, and

Testimony of The Honorable Richard A. Snelling Before the Subcommittees
on Intergovernmental Relations’ Committee on Governmental Affairs, November
5,1981, p. A 14,

New York did not assume responsibility for some or all of
the block grants that became effective with the beginning
of the federal fiscal year.

The table on page 32 outlines the actions taken by both
governors and state legislatures in response to the block
grants. Some of the states have established permanent,
long-range processes and procedures. Others are concentra-
ting on the short-run transition period, hoping to buy time
before making final decisions. Basically, while the states
have approached the challenges of implementation in a
number of ways, certain patterns have emerged across the
country. A two-step process involving an extensive infor-
mation gathering/dissemination effort and the use of
collected data to set priorities is the general rule. A special
group, usually designated by the governor or by the
affected agencies themselves, holds public hearings, makes
formal recommendations to the chief executive on where
adjustments might be made and on how the programs
could be administered most efficiently, and serves as a
liaison between the governor, the legislature, and local
government representatives. This group helps develop
plans for special sessions of the legislature and makes
recommendations on legislative changes. It is also note-
worthy that:

O Most states have established special task forces or
commissions usually composed of the heads of the
agencies most affected by program changes, the state’s
chief financial officer, the legislative leadership, and
representatives from local governments and interest
groups.

O Thirty states are using lead groups, either alone or in
conjunction with task forces, to coordinate the work
on block grant implementation.

[J At least seven states—Alabama, Florida, North
Carolina, Tennessee, Vermont, Virginia, and West
Virginia—have held convocations, hearings, or work-
shops that dealt primarily with block grants and
budget cuts.

OBy the end of the year, six states had called special
legislative sessions, and some others had dealt with
block grant issues when their legislatures reconvened
after summer vacations.

The (Fiscal) State of the States

The events that made federalism a talked-about issue in
1981—the election of Ronald Reagan and the Administra-
tion’s proposals to revamp federalism while balancing the
federal budget—were the culmination of trends that had
begun several years before as the electorate became more
disillusioned with all government and more reluctant to
pay higher taxes or approve greater indebtedness in order
to finance activities in the public sector. After rising
dramatically through the 1960s and 1970s, federal aid (in
““constant’’ dollars) to states and localities peaked in 1978,
and then began a slow but steady decline over the next
three years. Spurred by the $2.3 billion loss of state
General Revenue Sharing, aid to states and localities
dipped sharply in FY 1982, as state-local spending also
continued to fall. This decrease in the amount of federal
aid has reversed a 30-year trend by changing the state-local
sector from a fast-growth to a slow- or no-growth industry.

While these federal budget cuts have grabbed most of the
headlines during 1981, they ‘‘pale by comparison with the
cuts already going on across the country in states and
localities,”” according to a Washington Post article in




State Actions in Response to Federal Block Grants
as of December 15, 1981

Legislative Actions

‘Established
New Committee

or Gave Made Changes Made Changes
Execulive Actions Existing Com- in the in the
States Established Created New mittees Re- Autharity of Authority
Lead or Coor- Agency, Cam- Conducted Convened Con- Called into sponsility the Governor of Legisia-
dinating mittee or Public vocations, Special to Oversee {Over Block ture {Over
Agency Task Force Hearings Retreats Session Block Grants Grants) Block Grants
United States, Total 30 32 3 7 6 29 7 15
Alabama . L4 . L]
Alaska
Arizona . L] -
Arkansas L
California L) .
Colerado L] .
Connecticut . . L] . L]
Delaware L] L]
District of Columbia - L
Fiorida . . .
Georgia . .
Hawait .
tdaho [] -
tHinois . - L]
tndiana . L3 - .
towa . . . - [ [] .
Kansas . . »
Kentucky L] .
Louisiana . . L]
Maine . L] L] -
Maryland L] .
Massachusetts . ]
Michigan . .
Minnesota . L4 - L
Mississipp . . L .
Missouri . . L]
Montana - . . -
Nebraska L L] . L]
Nevada b4 . ) L] .
New Hampshire L] L .
New Jersey . . . .
New Mexico . L] .
New York L) L] . [
North Carotina L] . . . .
North Dakota . [] . .
Ohio . . - .
Cklahoma . .
Oregon L] . L] . []
Pennsylvania . L L
Rhode Isiand . L]
South Carolina L] . . .
South Dakota . .
Tennessee L L] .
Texas .
Utah .
Vermont . ] L] 3 .
Virginia .
Washington L . .
West Virginia . L . .
Wisconsin L4 . .
Wyoming

Source: ACIR statt comgpilations
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mterest rates, and high levels of 1nﬂat10n and unemploy
ment, many states have had little choice but to cut back
their budgets and bring their tax structures into line with
citizen demands and expectations.

H o 1 Ar
Between 1977 and 1980, largely in response to real or

imagined after-effects of Proposition 13 fever, 36 states
reduced their personal income tax rates, 22 cut sales taxes,
and nine indexed their income taxes to protect citizens
from “‘bracket creep’’ due to rising inflation. Today,
number of these states are suffering revenue shortfalls and
are having to add rather than subtract taxes. Particularly
targeted in 1981, were gasoline and various ‘‘sin’’ taxes
such as on liquor and tobacco.

According to a survey conducted by NGA and the
National Association of State Budget Gfficers (NASBG),
the states, as a group, will be spending more than they
take in during FY 1982, for the third consecutive year.
Their aggregate general fund reserves will drop to a level
sufficient to finance only four days of operations. This
balance is expected to be less than 2% of expenditures or
about $2.3 billion by the end of FY 1981, down from 9%
or $11.3 billion at the end of FY 1980.3 Wide variations
do exist among the states, however, with those dependent
upon the automobile and housing industries showing signs
of considerable fiscal strain, while energy-rich states that
receive substantial revenues from severance taxes have
been building large balances. For most of the states, how-
ever, the figures are overly optimistic, since they were
compiled before the effects of the federal budget cuts and
tax changes could be gauged. They are useful, however, as
a measure of the states’ fiscal health before the advent of
the New Federalism. Clearly, many were already in serious
fiscal trouble and their problems have been exacerbated—
primarily by the continuance of serious inflation and
unemployment and secondarily by the federal budget cuts.
For example, a spot survey conducted by NGA in the fall of
1981, shows how the fiscal health of some states has
deteriorated:

O1In California, the governor issued an executive order
reducing state agency budgets by 2% and delaying
construction payments in order to reduce spending by
$460 million.

O Indiana agencies cut costs by 10% with further cuts
expected before the end of FY 1982. A $120 million
emergency fund was used to alleviate cash-flow
problems.

OThe governor of Michigan issued an executive order
to cut spending by $270 million to cover an expected
deficit. The state had a negative cash-flow balance of
$600 million and used its short-term borrowing power
to alleviate the problem.

OIn Washington, a revenue shortfall of $655 million is
expected for the biennium. All state agencies have been
required to cut spending by 10.1% and tax increases
may be necessary to avoid even deeper cuts from state
programs. .

0 Wisconsin’s governor cut state spending by 8% across-
the-board. The state is using short-term borrowing to
alleviate its $150 million negative cash-flow balance.*

2“State Governments Facing Financial Crunch: Slack Economy, Tax Revolt
Cited,” The Washington Post, May 10, 1981, p. A 1.

3Fiscal Survey of the States 1980-1981, National Governors’ Association and
National Association of State Budget Officers, pp. 6-7.

“Bulletin, National Governors’ Association, October 16, 1981.

.......... A by 4hain
All states except Vermont are ;equu €Q Oy UiElr constitu-

tions to balance their budgets, and they are having diffi-
culty in meeting that responsibility. Fortunately for state
and local governments, however, tax-cut fever seems to

be cooling. Voters in Massachusetts approved Proposition
2% in November 1980, but other major tax limitation
initiatives lost that year in both Oregon and Michigan.
Tax-cut or spending-limit proposals also were defeated in
Arizona, Nebraska, Nevada, Ohio, South Dakota, and
Utah. Voters may have decided that, realistically, reduc-
tions in services and increases in taxes may well go hand-
in-hand. For example, Gov. Al Quie of Minnesota, who
came into office pledging to cut taxes and protect taxpayers
against ‘‘bracket creep’’ through income tax indexation,
found himself in May facing $400 million in proposed new
taxes and possibie repeal of indexation. The box on page 34
describes this state’s experience in performing its precarious
balancing act.

State highway funding is another good example of state
fiscal problems. The cents-per-gallon nature of most states’
gasoline tax, coupled with reduced gasoline consumption,
has produced fewer dollars for state highways. Meanwhile,
inflation has driven up the cost of both maintenance and
construction and the need for more money has put addi-
tional strain on the general revenue funds of many states.
Some have had to make supplemental appropriations from
general revenue to keep their highway departments solvent.
Others, where certain functions such as the state police
are paid jointly by general revenue and highway funds,
find that reduced funding in one area puts tremendous
pressure on the other. In addition, high interest rates and
voter disapproval have combined to keep many states out
of the bond markets. For example, voters in West Virginia
turned down a $750 million revenue bond amendment in
November 1981. This defeat was noteworthy because it
marked the first time in that state’s history that voters had
failed to ratify any road bond amendment appearing on
the ballot. West Virginia has found that it must turn
down some federal highway grant money, for it cannot
meet the matching requirements. For that state, it has
become a choice between completing highways already
under construction or using available money to repair
roads already built. In either case, the state must generate
more revenue for the highway fund through increases in
gasoline taxes or it must make supplemental appropria-
tions from general revenue to cover the deficit.

Other trends for the states in the 1980s, are not fully
developed in some areas, but certain patterns are dis-
cernible in others. Clearly the states’ ‘‘middlemen’’ posi-
tion in the federal system is growing as are the vertical and
horizontal pressures that are being placed on state deci-
sionmakers. State governments are being forced to raise
taxes as well as cut levels of services, and this politically
undesirable combination may well generate friction
between the executive and legislative branches over poli-
cies, priorities, and programs. Balanced budgets require
tradeoffs among vital services: education versus highways,
social services versus capital improvements, general aid
versus categorical programs. Budgeting is becoming even
more of a zero-sum game where money channeled into
one program will result in a like reduction in another
program. States are under mounting pressure from local
officials and interest groups to make decisions equitably
and to fill holes in social ‘‘safety net’’ programs created by
cutbacks at the federal level. While they have more au-
thority over their own programs, there is not nearly enough
money to satisfy all competing demands. And their actions
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Minnesota and Budget Cuts

Overshadowing questions about the effect of federal
budget cutbacks in Minnesota is a home-grown fiscal crisis
that has defied resolution. Faltering economic conditions
have repeatedly proven revenue projections wrong, with
the result that three times in the past 18 months, the
state’s political leadership have been faced with the task
of balancing a budget that won't stay balanced.

At the heart of Minnesota’s problems are a sickly econo-
my that is pushing tax revenues down and an indexed
income tax that is keeping them there. The state’s income
tax was indexed in 1979, as part of a $700 million package
of income and property tax relief. Backers of the package
included both Republican Gov. Al Quie, who made indexa-
tion an issue in his 1978 campaign, and the Democrats in
the legislature, who pushed greater property tax relief for
homeowners. Further tax cuts passed the legislature the
next year, but by the middle of 1980, the bottom bhegan to
fall out of the state revenues that were the basis for tax
relief.

Although the state’s economy had long been considered
highly stable. the new jobs added to it during the 1970s,
in manufacturing and construction proved extremely
vulnerable to economic downturns. Also hard hit by a
nationwide economic slump were the state’s mining and
wood products industries. While the agricultural sector had
taken up the slack in Minnesota's economy at other times,
it, too, was lagging.

When budget cuts of $195 million were needed in mid-
1980, Gov. Quie made them unilaterally, making most of
the reductions in state aid to education. Another $500
million shortfall Joomed at the end of the fiscal year in
June 1981, though. The legislature took steps to balance
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the budget, shifting certain state payments into the
upcoming fiscal year, and, with the governor's approval.
increasing the sales tax and adjusting the indexing formula
to recover additional income. The lawmakers also raised
the amount of short-term borrowing permitted to the

state and voted to allow the budget to show a deficit

during its two-year cycle,

The state was unable to extricate itself from its financial
bind. however, as fresh revenue forecasts last fall pro-
jected a $768 million deficit for the biennium that began
Oct. 1. Gov. Quie called the legislature into special session
in December. but vetoed a bill that relied on tax increases
and further adjustments in indexation to ease the state’s
fiscal troubles. Given the financial pressures on taxpayvers.
he said. state expenditures should be cut by $630 million,
much of it in state payments to local governments for
individual property taxes. The legislature was still seeking
a solution at year’s end, and some observers expected dis-
cussions to run until the regular session convened in
January.

The fiscal uncertainty is taking its toll on local govern- |
ments as well, since three out of four dollars collected by :
the state are returned to cities, counties, and school dis- '
tricts. Already local aid payments for November and
December have been withheld. Local officials are especially
concerned that failure to receive a legislative guarantee
that the pavments are forthcoming will leave them with
deficits for the year. Such deficits could damage their
bond ratings, a development that would mirrer the state’s
difficulties. Standard & Poor’s, the hond rating agency
that last summer lowered Minnesocta’s rating, announced
in December that ratings for the state’s securities might he
subject to vet another change.

—Robert Yeargin




The States’ Capacity and Urban
Policy: Cautious Optimism

State government, once described as ‘‘the weak sister™”
in the federal system, has transformed itself into a modern
and capable unit of government.

The evidence for such an assertion is found in numerous
constitutional and administrative reforms. One can point
to dramatic contrasts between prevalent state institutional
patterns of 1960 and 1980:

OFifteen states in 1960, still saddled their governors with
two-year terms, as against only four [in 1980], and
16 prohibited their chief executives from succeeding
themselves, compared to five in 1980.

OWhile two decades ago 31 legislatures gperated pri-
marily on a biennial session basis, [in 1980] only 14
functioned in this fashion and these frequently were
called into special session in the second year.

dStanding committee structures were a proliferating
phenomenon in 1960, with the median combined figure
for both houses standing at 48, but [in 1980] three-
fifths of the state senates had 20 standing committees
or less.

While state governments, indeed, have made substantial
gains toward improving their capacity, uncertainty re-
mains over how states will perform when their responsibili-
ties are increased as the result of a reduced federal role.
Such concerns are particularly acute when considering the
states” historical performance in urban policy. Perhaps, the
states’ greatest programmatic failure in the last 20 years
will become their most significant test in the next decade:
providing adequate assistance to urban and distressed
communities.

A reason for new concern over state aid to distressed
communities is that the Reagan Administration, strong
believers in the state governments’ improved capacity. has
attempted to replace the federal-local link with a new
state-local partnership. President Reagan's philosophy is
encapsulated in his "Principles of Federalism.”” Ttem
number eight reads: “‘substitute, when appropriate,
state government for the federal government in dealings
with local government.’” As such, the small cities non-
entitlement portion of the Community Development Block
Grant {CDBG) has been recriented away from a locally run
to a state-administered program. At the same time, federal
urban policies are being cut back: in job training, rent
subsidy policy, and economic development. Federal bud-
getary and programmatic actions will challenge state
policymakers to either begin new urban initiatives or leave
the void created by federal program cuts.

The direction state governments choose may evolve
largely from their existing urban policy capacity. In the
forthcoming report, The States and Distressed Com-
munities: The 1981 Report, ACIR attempted to measure
the level at which states are currently assisting their
distressed communities. The study reviews the progress
states are making in housing, economic development. com-
munity development, fiscal reform, and local self-help
programs. ‘'Distressed communities’ are defined as any
areas (various types of general units of local government
including rural, urban, and suburban places) which are
declining or in need in relation to other areas of the state.
Within the five program areas, 19 activities were identified

as significant indicators of state community assistance
performance by state and local experts who respoended to
surveys conducted in 1979 and 1980. The survey findings
revealed a consensus as to the most important actions that
states might take.

In general, the ACIR research indicates that onlv a
small number of the 50 states have made extensive use of
the full range of powers and tools at their disposal. Only
one state—Massachusetts—has adopted 15 of the 19 pro-
grams. Four states—California, Connecticut, Michigan,
and Pennsylvania—have enacted 12 to 14 of the targeted
aids. Nine states have nine to 11 of the programs; 27 states,
five to eight; and nine states have one to four. In recount-
ing these numbers, it should be emphasized that they in-
clude only those programs which are targeted according to
the criteria which were developed for the ACIR report.

States, for obvious reasons, have been particularly slow
in establishing urban programs in policy areas where there
has been a traditional federal presence. For instance,
states may have to respond quickly te fill voids left by
federal budget cuts in the CETA and Section 8 rent subsidy
programs. Currently. only three states have job training
programs exclusive of federal funding, while eight states
have multifamily housing programs independent of federal
Section 8 monies.

Nevertheless, the ACIR data also suggest that those
states with major urban populations or established urban
strategies have created and maintained programs to assist
distressed communities. For example, there is a high
correlation between the extent of urbanization within a
state and the adoption of the 19 programs. Conversely,
those states with a largely rural population tend to have
the least number of targeted programs. While the percent-
age of urban population within a state does not totally
explain the adoption of targeted programs—other political
and historical factors undoubtedly exert an influence—a
relationship between urbanization and targeted state-local
assistance nonetheless seems to be present. Of ten states
that have adopted ten or more of the 19 programs, the
median percentage of urban population is 80%, based
on 1980 census data. In the 17 states which have adopted
five or less of the 19 programs. the median percentage of
urban population is a much lower figure, 54% . On the other
hand, 11 states whose resident population is more than
70% urban have adopted only five to nine of the program
indicators. States with predominantly urban political
constituencies, because they tend to have a greater need
for targeted programs, have been among the leaders in
adopting aid for distressed communities.

Similarly, states which have adopted comprehensive
urban strategies also tend to have enacted many of the pro-
grams in the 19 indicator areas. For example. of the eight
state strategies described in the ACIR study, California.
Connecticut, Florida, Massachusetts, Michigan, and
Pennsvlvania have policies in ten to 15 indicator areas,
while Oregon offers eight of the targeted aids. Only North
Carglina lags behind with programs in four indicator
areas.

Therefore, while states prepare to test their capacity for
handling block grants and other programs which tradition-
ally have been a federal responsibility. there is some cause
for optimism in the urbhan policy area. While on an aggre-
gate level, the ACIR study demonstrates that the states
role in urban policy is largely unfulfilled, a closer examina-
tion indicates that in those states where significant needs
exist urban programs have been established.

—Neal M. Coher




reduced. Loss of funds in these assistance programes in-
creases the pressures for additonal <ervices trom local
vovernmenis to the poor, the bandicapped. and the elderly
—many of whom live in the central cities

When the local share of General Revenue Sharing was
mcluded in President Reavan's call for a 12, hudget cut.
local otficials complamed bitterly, Thix would have
amounted to about a $550 million reduction i local aid
for FY 1982, bevinnine on October 1. 1981, These fears
were allaved when Congress and the President reached an
avreement to fund GRS through FY 1952 but the pro-
gram s future bevond that poimt remaims uncertain.

Given the uncertainty of federal aid levels and the taxinge
fimitations that some localities face, many have <souvht 1o
diversify their tax <structures. According to the Municipal
Finance (Hicers Association, user charges as a source of
revenue Increased by 19 between 1972 and 1979, and
miscellaneous revenues jumped nearly 427 during the

same pertod. 1. Richard Conder. o North Carolinag counts
commmissioner and first vice president of the National
Association of Counties iNACO, pointed cut the dilemma
facine local otficials who have only property taxes as thewr
major =ource of revenue:

There 15 no wav in the world we can continue to -
crease our property taxes on a local level and even hive
a conmmunity, much less vet re elected, We had one vase
i North Carcling Last vear where one county conmimis-
stoner ot his necktie cut off. These peaple et hot down
there. And they can find us. © . =o. we're the anes who
are on the firine line. We've vot 1o face these people
every dav.s
Several trends emerce from the analvsis of the role ot
local covernments in the coming decade. Local sovern-
Ooaead o American Federalism in the 1580s; Changes and Consequences.
Conference Summary, o .0 | :

Three Cities Apply the “Bootstrap”
Approach to Recovery

For three cities whose past financial troubles have put
them in the national spotlight, last year’s federal budget
cuts pose yet another stumbling block on the road to fiscal
stahility. While recent reporis have emphasized the prog-
ress of New York, Cleveland, and Detroit in handling their
economic and financial hardships, how the cities will
overcome this latest hurdle is not yvet known; undoubtedly
their responses will vary.

No one doubts that the cities’ strides in dealing with
their praoblems—both those that have bheen thrust upon
them and those of their own making—are real:

(O New York City, which weathered its fiscal crisis in
1975, last year balanced its budget according to gen-
erally accepted accounting principles for the first time
in more than a decade, a year ahead of the schedule
mandated by the state-established Financial Control
Board.

OCleveland voters approved a city income tax increase
last February. the second since the city defaulted on
short-term notes in 1978, and the city’s budget director
is projecting a $4 million surplus for the current fiscal
year.

U In Detroit, voters boosted the local income tax last
June, and public workers have foregone pay raises to
keep the Motor City, dependent on the stricken auto
industry, rolling.

The budget cuts will make it more difficult for the three
cities to hold their own from here on, though. New York
City expects to sustain losses of about $700 million, of
which $177 million supported public service employment
under the Comprehensive Employment and Training Act
(CETA). Also lost will be federal dollars for A¥DC,
Medicaid, mass transit, highways, and wastewater treat-
ment facilities. In Cleveiand, officials must plan around a
$36-million hole left by the cutbacks to achieve the
balanced budget required by the city’s state-established
fiscal commission. CET A salaries accounted for approxi-
mately $18 million of the total loss. Public service employ-
ment cuts put Detroit in a bind as well. When city officials

decided to put 1,800 CETA workers on the c¢ity payroll
because their work was essential, the result was to add $36
million to a deficit for the last fiscal year that at one point
reached a projected $200 million.

The reductions in federal aid that the cities have
absorbed are modest compared to their total budgets: $15
billion in New York, $1.5 billion in Detroit, and $550 mil-
lion in Cleveland. Yet balancing these budgets has required
both skill and luck under the best of circumstances recent-
lv. And when a city is flirting with a deficit, a few million
dollars make a difference, as Detroit’s experience with lost
CETA funds illustrates. A major difficulty is that both
Detroit and New York depend on state and federal help for
as many as 40% of the dollars they spend each year. And
funds that are available one vear may not be the next. In
fiscal 1980, for example, Detroit supplemented its own tax
revenues of $370 million with $620 million in state and
federal aid. Of that total, CETA funds, General Revenue
Sharing, and countercyclical aid accounted for approxi-
mately $170 million, while community development block
grants and urban development action grants provided
another $100 million. Gone now is countercyclical aid,
which helped cities weather economic downturns in the
1970s, while CETA, community development block grants,
and urban development action grants have all been scaled
down in varying degrees by the Reagan Administration.

Between federal cutbacks and adverse economic condi-
tions, local leaders will not be able to depend on state aid,
either. In Michigan, for example, observers note that the
state government is in even worse financial straits than
Detroit. State revenue sharing has been among the pro-
grams trimmed as continually slipping revenue projections
have forced a series of budget cuts over the last year. The
fiscal year that begzan last October has already seen state
spending reduced by $270 million, and another quarter-
million-dollar cut is projected for the spring of 1982,

More than ever, then, cities such as Detroit, New York,
and Cleveland will be thrown back on their own resources.
But long-term trends and short-term reverses in the econ-
omy are sapping local resources. While Detroit’s business
community has plaved an active role in helping rebuild the
city, the ever-deepening slump in car sales is taking its toll
on the auto manufacturers. The Ford Motor Company’s
plan to occupy a large portion of the expanded Renaissance
Center, for example, has fallen victim to losses of $2 billion
over the past 21 months. And the company is reported
willing to sell all or part of its 65% interest in the main
complex.




mentsand nonprofit organizations are apparenthy losiny
much of their special relationship with Washineton and
beme compelled to develop o eloser working partnership
with their state covernments. C1ties are foeusing on pro-
viding traditional essential services —fire and police protec-
tion and education. and are exploring the roles that volun-
teers or the private sector can play.

Many have bevun looking for areas where <pending can
he cut without jeopardizing essential serviees. by s Mareh
21981 speech 1o NLOC delecates, the President pointed ot
the need for cities to make wise cholces sthout how their
mones will bhe spent.

Were viving local vovernment the power to decide what
will be done with the money. Handled efficiently. the
level of benetits may not sulter as mieht be suveested at
tir<t elance, however, there could well be something i
local covernment that can. and should be, cut back

during times of cconoemie hardship. If <o, ceitiesr will
decide where cuts will be made i cuts are necessary.

Changes in State-Local Relations

Coupled with the etfects of a <lueeixh cconomy and the
taxpavers revolt, the federal hlock crants and budeer cuts
are causing dramatic chanves in state-local relation<hips.
The heavy cuthback in federal anl and the destenation of
states a= prime block drant recipients have made local
otficials decidedly uneasy, As admini=traters of the new
block erants, the states must now make the paintul
chotces  which prozrams should be continued. which
<hould be cut. and by how much, They must also decide
how to deal with cities facine bankruptey, how to tarcet
funds <o thev will reach those areas and cltizens muost in
need, anid how to respond to mereased political pressure
from interest croups and local elected offieials as well as
from a middle class fed np with too many tederal and state

Even a revival in auto sales, though, is unlikely to re-
verse the trends of the last 30 years. Detroit has been losing
population for three decades and, for much of that time,
manufaciuring jobs as well. Providing almost half of the
area’s employment in 1960, manufacturing accounted for
less than a third two decades later. Contributing to that
slide in the future will be the auto industry’s shift to small-
er cars, which will not require as many workers to
assemble.

Many of the forces at work in Detroit may be found in
Cleveland as well. Now with 576,000 citizens. the city lost
almost a third of its population between 1970 and 1980.
During the same period, about 20¢% of its manufacturing
jobs were lost and the property tax base dropped 37% in
real dollars after being adjusted for inflation.

As befits the nation’s largest city, the case of New York
is more complex. To a great extent, its economy has made
a transition from manufacturing to one that is largely
service-based. Service-related employment now accounts
for 404 of the city’s work force, up from 25% two decades
ago, while manufacturing jobs have slipped from a quarter
to 15% of the total. The loss of 600,000 jobs between 1969
and 1975, included many in manufacturing, and more than
half of the 110,000 jobs that have been created in the past
three years have been in the service and finance areas, such
as banking, advertising, consulting, law, and data process-
ing.

This transformation has served New York well at a time
when recession has hit manufacturing centers particularly
hard. The city's employment picture has remained
healthy, and inflation has provided windfall receipts from
sales, income, and business taxes. This extra income—and
maore generated by rapidly rising property values in
Manhattan—enabled the city to balance its budget a year
earlier than required. Reduced state income taxes have also
stimulated the city’s economy, helping to stem the outflow
of private sector jobs.

This picture of relative fiscal health is misleading,
however, hecause the city's economy generates only 60%
of the funding New York needs. Most of the rest must be
obtained from Albany or Washington. But state and fed-
eral governments, facing their own financial difficulties
this year, certainly will not be able to give New York City
all its wants or needs. What city officials cannot get in
long-term intergovernmental assistance, then, they will
seek out in “one-shot’ revenues that help balance the
budget. such as $100 million the city received from Wash-
ington last vear to purchase land for the Westway highway

project. Budget officials, who have been criticized in the
past for forecasting revenues too conservatively, say that
because the economy has slowed, the city should not
expect revenues beyond those projected this year. For the
longer run, there are fears of a $1 billion shortfall in fiscal
1983.

In a sense, the three cities exemplify the “era of limits”
that has arrived for local governments across the country.
Cleveland and New York, working out their fiscal salva-
tion under state supervision, have illustrated the hard
lesson that cities, like individuals, must live within their
means or suffer the consequences. Elected officials and
voters alike have responded to the cities’ financial crises
by taking steps that were not feasible before. In New York,
approximately 75,000 municipal jobs, a quarter of the
total, were eliminated from the payvroll. The process
claimed 20% of the police force, 19,000 teachers, and 2,000
of the city's 2,500 street sweepers. Cleveland had to default
in 1978, before voters would increase the municipal income
tax, which at 1% was among the lowest in Ohio. They
balked at another hike—from 1.5% to 2% —in November
1980, before finally accepting that one last February. But
a new atmosphere, illustrated by $200 million in new con-
struction downtown, has replaced the open antagonism
between city hall and the business community that led up
to the city’'s default.

Detroit, on the other hand, is demonstrating how strong
political leadership can keep a city from shiding into
insolvency. Public employment there has been trimmed as
the population has dropped over the last 30 years, but the
city’'s current financial weakness has called for strong
medicine to ward off potentially terminal problems. That
medicine took the form of a three-part fiscal package with
a city income tax increase—on both residents and com-
muters-—as its centerpiece. Playing a large part in the
voters’ approval of the increase last June was enthusiastic
support from Detroit's corporate community, which
donated almost a half million dollars, far more than its
goal, to pay for the referendum. Before the city could
collect the tax, though, public unions had to agree to forego
wage increases already tn their contracts and the city had
to sell $113 miliion in bonds to cover its deficit for the last
fiscal year. Mayor Coleman Young used muscle where
necessary to make the package work; when one union
balked at giving up its raises, he did not hesitate to pass
out 600 layoff notices to underscore his point that failure
to agree would mean lost jobs.

—Robert Yeargin
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programs and accompanying regulations. How are these
issues affecting the relationships between states and
localities? In a climate of growing scarcity, when local
governments rely on federal and state aid for nearly 80%
of their own-source revenues, local officials are more than
a little reluctant to end their special relationship with
Washington and trust their fiscal fate to state officials.

Local officials feel they have had good cause to fear
negotiating with their state leaders. Governors and mayors
of the larger cities have been traditional rivals for power
within a single state and this may be their greatest reason
for distrusting one another. Presidents often have their
favorite big city mayors, but governors seldom do.

The mayors are not alone in looking toward the state
capitols with a jaundiced eye. Columnist Neal Peirce
points out that the states’ past record

makes many minority and poor people’s groups anxious
about reform of the system. And they remain nervous
even if they are shown studies by the National Gover-
nors’ Association and others which purport to demon-
strate that state aid is now, in fact, more responsive on
the average, to geographic areas of poverty and need
than are federal programs.®

Gov. George Busbee of Georgia, past president of NGA,
reminds states and localities that their mutual interests
should being them closer together, but he admits past
mistakes by state leaders have made cooperation more
difficult.

You might think that a state-local alliance would be
the most natural thing imaginable, and in fact, I do
think our differences have been somewhat exaggerated.
Still, the anxiety expressed by so many local officials
over the new authority of the states in administering
block grants is an indication of a sad reflection on state-
local relations when so many mayors and county officials
seem to trust an anonymous federal bureaucrat on the
other end of a telephone line, more than they trust their
elected state officials. . . . In part, I believe that this
deterioration of trust and communication can be attrib-
uted to mistakes the states made in the past in looking
after the needs of our cities and towns.1°

For some states the problems grow more acute, since they
cannot afford to help their local governments now even if
they would like to. For example, Colorado had expected a
surplus of nearly $150 million at the end of FY 1982.
Instead, it is experiencing real difficulty in balancing its
budget after federal budget cuts went into effect. Tensions
are mounting between the state and the City of Denver
whose officials argue that they should not have to pay for
providing health care, museums, a zoo, and other cultural
facilities to people who come to the city from all over the
state. Randy W. Harrison of the Colorado Commission on
State and Local Government Finance warned that “we
are going to have to live with these kinds of arguments on a
continuing basis.”’ 1!

Colorado’s experience calls into question the ability of
the states to respond to pressures from the federal govern-
ment to accept more responsibility for state and local
programs and from localities to handle the block grants
and budget cuts so there will be no major cutbacks in

9“A Look At Our Flawed Federalism—Bypassing the States,” Neal Peirce,
Education Times, March 3, 1981, p. 2.

Quoted in The States and Distressed Communities: The 1981 Annual
Report, Advisory Commission on Intergovernmental Relations, Washington, DC.

'"Business Week, p. 163.

“NOT QUITE THE BUILDING MATERIALS
| WAS HOPING FOR"

Wil FHERZ BlLoag

—Copyright 1981 by Herblock in The Washington Post

services at the local level. The answer involves more than
the fiscal conditions of the states. What is their capacity
to respond politically and institutionally?

Recent studies indicate that they may be in better shape
than ever before. While attention has been focused on
Washington, the states have been involved in a *‘quiet
revolution’ that has left them much changed from the
weak partners they were a quarter of a century ago. A
recent ACIR report indicates that ‘‘state governments
have been transformed. Continuing a reform period un-
paralleled in their history, they are emerging, for the most
part, as competent, vigorous, and assertive government.
They are more open, more responsible, more accountable
than they were in the past.”” Most have modernized their
constitutions, strengthened the role of their chief execu-
tives, and provided more and better trained staff for their
legislatures, most of which now meet annually.

While addressing the Council of State Governments’
Governing Board on December 11, 1980, Gov. Robert List
(NV) pointed out that states have obligations as well as
rights:



We have begged for a chance to ‘‘come to bat,” and 1
believe the president-elect is receptive to our plans. It is
now time for us to accept this offer and to show the
nation we understand that states’ rights also means
states’ responsibilities.

A question remains, however, about the connection
between a state’s move toward modernization or reform
and its ability or willingness to perform its role as middle-
man in the intergovernmental system. While it is far too
early to tell how well states will perform, there is some
concern that whatever flexibility is provided by the new
block grants may never reach the local level. One of local
officials’ greatest fears is that states will administer the
new block grants much like categoricals. If so, localities
will receive fewer state and federal dollars and those dollars
may well be tied up with more state strings.

A second source of potential conflict between the states
and their local governments stems from state-imposed
constraints placed upon localities’ ability to raise revenue.
If localities are hampered by tax lids, expenditure limits,
debt limitations, and/or fixed boundaries that handicap
the cities from expanding their territories in order to draw
upon the more affluent suburban fiscal base, then it will
be even more difficult for them to deal with the current
fiscal crunch or to meet block grant matching requirements
imposed by the states. A related area of disagreement
involves state mandates which require certain actions by
local governments without providing funds to cover the cost
of carrying them out. For example, states often set pension
levels, wages, and working conditions for municipal or
county employees or grant collective bargaining rights
without fully weighing the consequences for local officials.
One 1981 example, recently struck down by the courts, was
a Massachusetts law requiring cities and towns to main-
tain certain levels of police and fire protection in spite
of severe revenue reductions resulting from passage of
Proposition 2V2. Some progress has been made in this area
for currently, at least-30 states have enacted legislation
calling for fiscal notes on the cost of state-imposed re-
quirements. Localities still have cause for concern, how-
ever, since only 14 states have mandate reimbursement
laws,

Even though local officials, accustomed to taking their
problems to Washington, are not optimistic that they will
receive the same sympathetic hearing when they visit their
state capitols, there is mounting evidence that shared
problems may finally bring them and their state counter-
parts to the bargaining table. The peace initiative has
come primarily from the nation’s governors, who, after
supporting the move to free more grant money from federal
strings, found themselves saddled with deeper budget cuts
than they had anticipated. Responding to the need to
discuss common problems, NGA, for the first time in its
history, invited a panel of mayors and county officials to
appear at its 1981 annual meeting in Atlantic City. The
local officials aired their grievances with the governors in
what has been described as a ‘‘strained but polite’’ discus-
sion. They reminded the governors that cities must have
broader authority from the states to levy local taxes if they
are to maintain basic services in the face of mounting
economic pressure. Mayor William H. Hudnut, president
of NLC, pointed out to NGA that if the present era “. ..
signals a . . . shift in American politics—toward a far more
parsimonious federal government over years to come then
the states, cities, and counties will either sink or swim
together. This is a new day when we’re all poor together.

“—-_"

So we’d better get together.”’12

As the first step of ““Operation Olive Branch,” the
governors at that meeting established a new standing
committee on state-local relations. A similar cooperative
effort was undertaken by the International City Manage-
ment Association (ICMA) which created a state-local
“network’’ to ‘‘ensure a responsible and fair implementa-
tion of the President’s New Federalism, including the nine
new block grant programs.”’

Changes in State Executive-Legislative Relations

The same pressures that are driving states and localities
closer together, may also convince governors and legisla-
tures that the time has come for greater cooperation be-
tween their branches of government. Clearly, federal
agency officials working with state representatives on
block grant transition questions were unprepared for the
strength of the legislative-executive battles that quickly
developed in the wake of block grant passage: Their pre-
vious experience had been primarily with state executive
agency personnel. In the early 1960s, as the intergovern-
mental grant system expanded, governors began applying
for aid directly through their agencies and many state
legislatures were completely bypassed in the process. There
are now indications that the state legislatures are begin-
ning to take their policymaking responsibilities more
seriously. At least 11 have assigned themselves formal roles
in dealing with the new block grants. These range along a
continuum of involvement from joint legislative-executive
committees formed especially for the purpose of handling
block grant money to interim committees empowered to
allocate funds when the legislature is not meeting to laws
passed requiring that block grant funds be divided in the
same proportions as the categoricals they replaced or
requiring that the legislature be called back into session if
Congress approved the grant changes.

The legislatures have become more concerned in recent
years with their role in providing oversight of federal funds,
often through the appropriations process. The renewed
emphasis on block grants has speeded up the trend toward
more involvement in this area, and 1981 was a banner year
for passage of bills dealing with state legislative oversight
of federal money. According to an NCSL survey, about
40 states have instituted procedures that give their legis-
latures more control over federal funds entering their
states. In addition, states are establishing ‘‘tracking”
systems to determine how many federal dollars are coming
into the state and how they are being used. They also have
enacted measures calling for legislative approval of federal
grant applications. The box on page 57 examines 1981
actions of state legislatures in this area.

State legislators will be under more pressure from local
officials and interest groups as the focus shifts from Wash-
ington to the states. They will also be pressured by gover-
nors seeking their cooperation in making program decisions
and distributing the blame for cuts. Private nonprofit
groups like United Way of America are pushing for strong
legislative oversight of the block grant funds, for they feel
they can gain access more readily to the legislative branch.
Federal agencies have been pushing both legislatures and
governors to pick up administration of the new block grants
as soon as possible. The agendas of state legislative bodies
will undergo radical change in the coming decade as they
face the fundamental decisions involved in cutback man-

2"Qlive Branch From the Governors: State-Local Relations Panel Formed,”
Neal R. Peirce, Nation’s Cities Weekly, August 31, 1981, p. 1.
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agement. The chanees in executive-legislative relations,
especially the strugele for control of reduced federal dollars,
muyv well be one of the most important consequences of the
New Federalism, second only to the reinforcing of tradi-
tional state-focal ties and the eroding of many direct
federal-local contacts and Vleaptroe™ tendencies. In short,
much more than in decades past, the states” actions and
reactions will he under the intercovernmental spotlight
during the 15980

The Road Ahead
Axs the preceding discussion indicates, intergovernmental

relations in the United states are underszoing dramatic and
rapld change unparallefed in recent history, The latest

effort to “rebalance” tederalism could well have drastic
and lasting effect= on the role, functions. and powers of all
three levels of vovernment. As the “kevstones of the gov-
ernmental arch.” however, the <tates will bear much of the
burden for keeping a balanced mtergovernmental syvstem
in place durinyg the 14950s.

While the states” institutional modernization scorccard 1=
well-known, their capacity to absorh and compensate for
federal aid cuthack= will be demonstrated over the next few
vears. 'he extent of executive, Tegisiative, and Judicral
reforms over the past two decades suguests that the states
ax a whole are more representative, more responsive, and
more respons=ihle than ever hefore. But how each will ave-
tually adjust to this pertod of fiseal retrenchment and

A Banner Year For Legislative
Oversight of Federal Funds

Although increased state legislative oversight of federal
dollars was recognized as a trend by ACIR and others
during the late 1970s, 1981 was clearly a banner year for
legislative action in this area with four states, New York,
Massachusetts, Oklahoma, and Jowa enacting strong
oversight measures calling for legislative involvement in
applications procedures, the appropriations process and
“tracking’’ federal dollars coming into their states.

Probably the most interesting action took place in New
Y ork where for a while the issue was under consideration
in both the courts and the legislature.

The court batile was initiated by the legislative leader-
ship which claimed that the current system where the legis-
lature did not appropriate federal funds was unconstitu-
tional. Following two differing opinions, the New York
Court of Appeals, the state’s highest court, sided with the
lowest court that the state’s constitution requires '‘specific
legislative appropriation each time the monies in the state
treasury are spent.’’

The day after the final decision was handed down, the
governor signed into law the Acecounting, Financial
Reporting and Budget Accountability Reform Act of
1981, which overhauls and streamlines the state's finan-
cial management practices as well as setting forth specific
procedures for legisiative appropriation of federal funds
and approval of federal grant applications.

The measure says that no state monies may be expended
except through state appropriation and generally prohibits
transfer of money between funds without specific authori-
zation by statute. It gives the governor the right to make
“emergency’’ appropriations from various funds if the
revenues exceed the appropriation authority.

Under the application review procedures set out in the
law, the chairman of the Senate Finance Committee and
chairman of the Assembly Ways and Means Committee
approve, modify, or disapprove agency applications for
federal grants.

The 1981 Massachusetts enactment, drawn in large
measure from ACIR’s model bill, requires legislative
approval of all federal grant apphications as well as pro-
viding for legislative appropriation of federal funds. It says
that no state agency may establish new, or expand exist-
Ing, programs involving federal monies beyond the scope of
those already established, recognized, and approved by the
General Court and that no state agency may make expend-
itures of any federal grant funds unless such expenditures
are made pursuant to specific appropriations. If federal
grant funds become available after the appropriations

measure has been enacted, the treasurer may accept those
monies and the governor may spend them for one fiscal
vear after submitting to the chairman of the house and
senate committees on ways and means a statement de-
scribing the proposed expenditures and explaining why
they were not available and could not have been antici-
pated as part of the budget process.

A veto of the Massachusetts bill was overridden by the
legislature.

In 1981, Oklahoma enacted, also over the governor's
veto, a measure outlining detailed procedures for legislative
involvement in agency applications for federal funds and
setting up a tracking system for federal funds coming into
the state.

The new law established a Joint Committee on Federal
Funds made up of ten members of the Oklahoma legisla-
ture who approve, disapprove, or recommend amendment
of grant applications and cornprehensive state plans. The
Committee’s role as set out in the measure is a strong one,
No agency, board, or commission can apply for federal
financial assistance or expand federal block grant funds
after action to amend or disapprove as provided in the law.

Although the measure did not deal with appropriating
federal dollars, a November 1981, attorney's general opin-
ion may weil prompt the legislature to tackle appropria-
tions as well. It said, in part, that “federal funds received
by agencies of state government are subject to the provi-
sions of the Oklahoma Constitution . . . "’ including the
appropriations process. The attorney’s general opinion has
the effect of law unless overturned by the courts.
appropriate all block grant funds and sets forth a procedure
for legislative review of applications for categorical grants
for FY 1982, ending in fowa in June 30, 1982.

In order to better “track” federal funds, the legislature
asked the comptroller to prepare a list of federal funds
anticipated to be received and expended by state agencies
during FY 1982 and 1982, including for each amount an-
ticipated the agency designated to administer the funds,
the program for which the funds will be used, and the
amount of any state funds that will be used to match or
supplement the federal funds.

In addition, federal funds should be included in the
governor’s budget, including how the federal funds will be
used and the program to which they will be allocated. The
amount of state funds required to implement the program
to which the federal funds will apply shall also be indi-
cated. If some federal funds were not included in the
governor's budget because of time constraints, a supple-
mental statement should be sent from the governor listing
federal funds received and including how those funds will
be used and the programs to which they will be allocated.

—Carol Weissert
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administrative decentralization remains to be seen.

At this point it is possible only to speculate about the
states’ response to the New Federalism. However, at least
three areas will receive close attention in the months ahead
as implementation progresses.

First, some observers question whether the states will
give local units what the latter consider to be a ‘“‘fair
bﬂdre Of federdl DlOCK grdntb nven wnere mdnadtory
passthrough requirements are contained in federal law,
officials of local governments or nonprofit agencies which
previously enjoyed a direct relationship with Washington
worry that their state might not be as sympathetic and
responsive as Congress and the federal bureaucracy, or
might accord statewide needs top priority over individual
local needs.

On the other side of the coin, supporters of the Adminis-
tration’s proposals point out that by designating the states
as prime recipients the block grants are helping to re-
establish and reinforce traditional state-local ties. This

new nartnerchin chould nromote oreater state undergtand-
NewW parvnersnip snoui promotie greaier svawe unarsianda

ing of and sensitivity to local problems—a development
recently underscored by the outreach efforts of some state
and local public interest groups. Another encouraging sign
is the demonstration by a growing number of states of
their recognition of local needs and willingness to take
remedial actions by targeting their funds on economic
development, housing, education, and social service under-
takings in distressed communities.

A related area of doubt concerns whether the discretion
that the biock grant and reguiatory reiief initiatives seek
to give subnational units will be reinforced or thwarted by
the states. This is especially a concern of local officials,
who fear that state ‘‘strings’’ will replace federal rules,
regulations, and requirements as the states attempt to
ensure their accountability for the proper expenditure of
public funds. In some of the block grants, for example, this

fnndpnnv could mean that increased digcretion gver the use

of federal monies would be enjoyed only by the states; for
substate and local units, categorical relationships would
persist with a state rather than a federal agency making
award decisions. Similarly, if the states do provide in-

avanaad aid t~ 1o 1541 4 halen Fill mraoran Q
Creaseq aia Lo 1ocaiities 1o neip ilu program gaps resulti ng

from federal funding reductions, it is possible that the
dollars will be accompanied by additional administrative
and fiscal strings.

On the other hand, undoubtedly administrative deregu-
ldLlOll dﬂu progrdln l‘etfeflcflllleﬂb Wlll Ll lgger auua U_Y
individual and jurisdictional recipients of former cate-
gorical funds and interest groups associated with previous-
Iy regulated activities. Detailed procedural requirements
are one way in which the states can protect themselves,
and perhaps iocal governmenis, against charges of dis-
criminatory practices. It is also noteworthy that over the
vears, the states as well as the courts have granted more
and more discretionary authority to local governments
over structural, functional, personnel, and fiscal matters.
In a retrenchment environment where flexibility is vital,

this willingness could extend to local use of federal funds.
A third araa of interact hage to do with the states’ insti-

S il QIea O INeIesy 11as QO WILI LI sawves LsR:

tutional capacity to shoulder more ‘“middlemen’’ respon-
sibilities. Despite modernization, or perhaps because of it,
while governors now have more control over the executive
branch, state legislatures have strongly asserted themselves

1 Fodawal aid smattara livon th 1itionl » o
ifi ieqGeral aia maiwers. uiven wne poritical AG?%?\,USSiGﬂS of

program cutbacks, it is likely that legislatures will use the
power of the purse to assure themselves a prominent role
in reallocating federal funds. This could well generate

friction between the branches, and make the transition
from categoricals to block grants, or the phase-out of
categoricals, both controversial and lengthy. This is
especially the case, of course, in states where a different
party controls each branch. Compounding the problems of
this situation is the possibility that some legislatures may
find their zeal far exceeds their capabilities. The budget is
a continuous process, yet many legisiatures stiii meet for
relatively short periods of time and a few still meet bi-
ennially. Even those which use interim committees for
fiscal matters often find budgeting to be a complex and
time-consuming task which has little appeal to many legis-
lators. Hence, reviewing and making decisions on federal
aid appropriations could become a fairly superficial exer-
At the same time, over the past decade most states have
moved to establish machinery to ‘““track’ federal dollars
coming in to the state, review federal aid requests, and/or
appropriate federal funds. They are acquiring the profes-

sional ctaff and nraocram axnerience to evercice effactive
sionai stail ana program experience 1o exercise eiiective

oversight. These assets will prove valuable during the
current cutback period, and should help ensure responsible
legislative actions on federal aid matters.

In the final analysis, while the jury will be out for some
ume on uu: 101‘63011‘1’5‘ 1ssues, c;ear;y state and 10631 govern-
ments have reached what may well be a watershed for
federalism. After years of concern and complaints about
a ‘‘congested’’ federal system, a significant and more
than likely sustained effort is underway to relieve con-
gestion. The fiscal effecis of denationalizing activities
are and will be unpleasant for many jurisdictions. The
new administrative and allocative responsibility may
well rest uncomfortably on the shoulders of some state and
local officials, particularly since they may become de-
fendants in court actions. And for many individuais as
well as governments, “*doing more with less’ will be a
reality rather than a slogan.

Yet, perhaps never before have state and local officials
been challenged to do things that otherwise would not or
could not have been done. The New Federalism gives them
a chance to make their operations more efficient, effective,

aquitahla and aceauntahla__in chart ta fullv exercice the
gquitabie, anda accountai:ie—1in snory, (g [Uully exercise e

powers and resources they have acquired over the years in
response to the reformers’ pleas for institutional modern-
ization. Programs which have served their purposes or are
ineffective can be eliminated or retooled, new priorities can
be set, opportunities for shifting functions to other levels
on a contractual or permanent basis can be explored,
partnerships with citizen volunteers and neighborhood
groups can be forged, and privatization of certain services
can be accomplished. This opportunity to develop creative
solutions to public sector problems could well be one of the
most exciting consequence outcomes of the New Federal-
ism. Both practitioners and academicians will be keeping
a close watch on the states to see how they respond to this
challenge in the years ahead.

Jean Lawson is an ACIR fellow; Carl Stenberg is Assistant
Director for Policy Implementation.
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In 1981, the Advisory Commission:
on Intergovernmental Relations
issued 18 reports, ranging from
assessments of federal, state, and
local governmental roles in the
federal system to studies on com-
parative federalism; from an
analysis of state-local relations
bodies to a compendium of data on
the fiscal aspects of federalism. It
produced five volumes of its study,
The Federal Role in the Federal
System and three in a series on-
comparative federalism. In addi-
tion, the Commission published four
1ssues of Intergovernmental
Perspective, three Information
Bulletins and two In Briefs.

Single copies of the reports
described below are available from
ACIR, 1111 20th Street, N.W.,
Washington, DC 20575.

The five volumes in the Commis-
sion’'s work on The Federal Role
in the Federal System published
in 1981 are:

The Condition of Contemporary
Federalism: Conflicting Theories
and Collapsing Constraints
(A-78).

This volume examines the his-
torical, Constitutional, fiscal,
political, and cther forces that have
shaped our federal system for 200
vears and which continue to exert
influence at the present time. Since
1937, the report documents, Con-
stitutional limits on the size and
scope of the federal government
have been greatly diminished.
Further, political constraints have
vielded in the face of public opinion
which now expects the federal
government to play an active role
in a wide variety of areas. Fiscal
constraints have limited the
growth of state and local govern-
ments while the federal government
with its strong personal income tax
system continued to grow at a
greater rate. This report finds that
changes in public opinion, judicial
decisions, and the relatively strong
fiscal position of the federal govern-
ment for many years all contributed
to the increased role for the federal
government.

Intergovernmentalizing the
Classroom (A-81).
This case study on federal aid to

Ao

elementary and secondary educa-
tion revealed that, although the
federal contribution to total elemen-
tary and secondary educational
expenditures is only about 8%, the
federal role in basic education is an
important one, much more so than
it was just 20 years ago.

The Evolution of a Problematic
Partnership: The Feds and
Higher Ed (A-82).

This volume traces the federal
role in higher education from land
grants made to the states in the
19th Century to the formation of
the U.S. Department of Education.
Federal Financial aid for higher
education, very modest until the
1940s, skyrocketed to about $11.75
billion in 1977, constituting about
one-third of total private school
funds. In addition, federally
impased rules and regulations,
ranging from health and safety to
affirmative action, have stirred
considerable controversy in higher
education.

Protecting the Environment:
Politics, Pollution, and Federal
Policy (A-83).

This report looks at the dramatic
expansion of the federal govern-
ment’s activities designed to protect
the environment. Interestingly, the
study revealed that the effect of
increased federal intervention has
been to increase the states’ role in
environmental protection as well.

An Agenda for American
Federalism: Restoring
Confidence and Competence
(A-86).

The centerpiece of ACIR’s federal
role study is this volume which ex-
plores where the federal system
stands today, how it has changed,
particularly over the past 20 years,
and what can be done to improve it.
Many types of policy producing
and pelicy shaping variables were
found to contribute to the growth
of the federal role, but it was the
individual member of Congress,
either acting alone or in concert
with others, who stood out as
having the single most profound and

constant influence.

Based on the findings of the
study, the Commission adopted a
series of recommendations for re-
storing balance to federalism.
These recommendations are con-
tained in this volume.

The Federal Influence on State
and Local Roles in the Federal
Svystem (A-89).

Washington’s influence on the
day-to-day roles and responsibilities
of states and localities is docu-
mented in this report, one of a two-
volume study entitled State and
Local Roles in the Federal
System. Two kinds of federal
actions are looked at: those in-
tended to affect “who does what"
at the state/local levels and those
unintended, but nonetheless
influential, actions.

Payments in Lieu of Taxes on
Federal Real Property (A-90).

This report contains major con-
clusions and Commission recom-
mendations relating to whether the
federal government’s exemption
from state and local real property
taxes should be modified or elimi-
nated. ACIR estimates that states
and localities lose some $3.5 billion
in property taxes due to this exemp-
tion on property such as office
buildings, post offices, and military
bases.

Fiscal Management of Federal
Pass-Through Grants: The Need
for More Uniform Requirements
and Procedures (A-102).

This study focuses on require-
ments imposed by OMB Circular
A-102 from the national level
through the states to the ultimate
recipient and includes the Com-
mission’s recommendations for
improved administration.

Regional Growth: Interstate
Tax Competition (A-76).

This report, the third volume of
ACIR’s series on regional develop-
ment, looks at the effect of inter-
state competition on regional
growth. The Commission found that
although variations in state and
local tax levels do exist, tax differ-
ences are not a major cause of



regional competition for people,
capital. and jobs. However, the
Commission noted that within a
region—and particularly between
states in the same metropolitan
area—interstate tax differentials
can become the “‘swing” factor in
industrial decisions.

State-Local Relations Bodies:
State ACIRs and Other
Approaches (M-24).

The various approaches states
have taken to studying and im-
proving state-local relations are
documented in this report. State
and local officials have, in re-
cent years, become more sensitive
to intergovernmental issues and
their approaches to addressing
these issues were found to take five
basic forms.

The States and Distressed
Communities: The 1980 Annual
Report (M-125).

This report, a joint product of
ACIR and the National Academy
of Public Administration (NAPA),
reviews five policy areas and 20
state activities selected as priority
community assistance items from
surveys of state and local officials.

The Future of Federalism in the
1980s: Reports and Papers from
the Conference on the Future

of Federalism (M-126).

The papers commissioned for the
Conference on the Future of Fed-
eralism convened by ACIR on July
25-26, 1980, are contained in this
report. In addition, papers by ACIR
staff examine the problems of fore-
casting the future and review the
fundamental changes in American
federalism over the past 20 years.

Studies in Comparative
Federalism: Canada (M-127),
Australia (M-128), and West
Germany (M-129).

The Commission issued three
reports on comparative federalism,
studies requested by Congress in
1976. Each examines how other
countries with federal systems,
Canada, West Germany, and Aus-

tralia, have dealt with current
issues of fiscal federalism.

Measuring Local Discretionary
Authority (M-131).

A new composite index to measure
the degree to which states allow
localities to conduct their own
affairs is presented in this report.
The index was developed to give a
general indication of the relative
standing of the 50 states in the
critical area of discretionary
authority.

Significant Features of Fiscal
Federalism 1980-81 Edition
{M-132).

This year's edition contains a
wealth of information about federal,
state, and local taxing and spend-
ing, both histerically and currently.
For the first time, state-by-state
fiscal profiles are also included
allowing the reader to grasp at a
glance the fiscal landscape by state
and region.

1981 Changing Public Attitudes
on Governments and Taxes (S-10).
ACIR’s tenth annual survey of
public opinion on governments and

taxes revealed that public prefer-
ence as to what programs belong at
which level of government is heavily
influenced by terminology. The
question asked was ‘*From which
functions would vou like to see the
federal government withdraw?”’
When the choice presented was wel-
fare, 39% felt Washington should
give it up; but, when the choice was
listed as ““aid to the needy,” that
percentage dropped to 17%.

In response to the question, from
which level of government do you
get the most for your money, a
plurality of 33% of the respondents
chose local government, followed by
30% selecting the federal govern-
ment. This was only the second time
in a decade that local governments
received the highest proportion of
public support.

In Brief: State and Local Roles
in the Federal System (B-6).

This In Brief summarizes the
Commission’s research findings and
lists recommendations from the

Comumission’s two-volume series on
state and local roles in the federal
system, a companion series to its
work entitled The Federal Role in
the Federal System: The Dynam-
ics of Growth.

The In Brief describes the states’
movement from “‘fallen arches’ to
“arch supports” and local govern-
ments’ role as federalism’s work-
horse. It describes the fiscal picture
of both state and localities and
describes ACIR’s blueprint for
strengthening state-local relations.

In Brief: Payments in Lieu of
Taxes on Federal Real Property
{B-5).

An executive summary of the
Commission’s two-volume study on
tax-exempt federal property is
available.

The three Information Bulletins
published by ACIR in 1981 are:
Urban Enterprise Zones: An
Assessment of their Deregulatory
Components.
State Efforts to Prevent and
Control Local Financial
Emergencies.
Federal Block Grants: The States’
Early Responses

The four Intergovernmental
Perspectives issued in 1981 are:
1980 Spotlights Rebalancing
Federalism,” Winter 1981
“From Washington to States and
Localities: Decentralization Via
Block Grants and Turnbacks,”
Spring 1981
“Washington's Regulation of States
and Localities: Origins and Issues,”
Summer 1981
“The Courts as Umpires of the
Intergovernmental System,”
Fall 1981.
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