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Dear Reader:

After more than four years of ad-
vocacy of New Federalism by the cur-
rent administration, and the reduc-
tion and proposed elimination of
many federal-city programs, the pro-
priety of the federal-city relationship
is being questioned. Is it necessary?
Should it continue? My answer is &
resounding “Yes!”

Certainly, some reform in our fed-
eral system was necessary. The in-
creasing tendency to address many
state and local concerns with new
separate federal programs gave rise
to “marble-cake” federalism in pro-
grams confused and interwoven in re-
lationships that defied reasonable ac-
countability. An effort began in the
late 1970s and continued the last four
years to curb these abuses. This
effort, with close involvement from
the ACIR, resulted in the early block
grant efforts, such as the Housing
and Community Development Act of
1975, where many separate federal
urban programs were joined together
in one program on a formula basis
and block grants went back to cities,

These grants were reasonably free
of red tape, allowed cities to address
their priorities and yet addressed
national urban concerns. The Com-
munity Development Block Grant
program has been enormously suc-
cessful, yet it is a program that has
been substantially reduced over the
last few years.

The New Federalism efforts to
straitjacket our system and produce a
pure “layer-cake” federalism of
federal-to-state-to-local defy one key
American experience—pragmatism,
Americans gravitate not to the theo-
retical but to the practical-—does it
work?

The federal-city partnership does
work. Neighborhoods that were ghet-
tos, or that were threatened with de-
terioration, have been restored by
early urban renewal efforts and later
the Community Development Block
Grant program. The Urban Develop-
ment Action Grant program has been
the most successful economic de-
velopment effort in our country’s his-
tory; it has produced nationally more
than 400,000 new jobs, all of which
are in the private sector. Revenue
sharing, one of the earliest block
grant efforts, produced much-needed
funds for local governments without
red tape. These federal-city efforts
and others have been enormously
successful. In the American experi-
ence, they have worked. The ACIR’s
leadership was critical in the de-
velopment of this practically oriented
approach to federalism,

The development of federal in-
volvement in urban problems grew
out of necessity. Our country saw a
growing urban nation with its cities
dying. Our states, for the most part,
were not even beginning to recognize
or address this concern. The reason is,
of course, that most states do not
have an urban focus. A nation of
cities can develop a national urban
understanding at the federal level.
But that national urban under-
standing is not evenly divisible by
fifty. Many states have but a handful
or fewer of urban areas. Our state
legislators are unfamiliar with urban
problems, and the state bureaucracy

is unskilled in urban issues. If cities
had waited for a fifty-state addressing
of urban concerns, many American
cities would have died, and the crisis
of the 1960s would have continued in
an exacerbated fashion. It was out of
American pragmatism that our fed-
eral government acted. Thank good-
ness it did.

There are many layer-cake federal-
to-state-to-city efforts, the results of
practical experience. The key is
where a reasonably common experi-
ence for fifty can be found. Education
and highway construction are two ex-
amples of this. While there may be
different nuances from state to state,
each state had a substantial ongoing
program. Here direct federal-city re-
lationships were necessary.

The administration’s efforts for a
complete New Federalism have stalled
and I think are finished in the purest
sense. However, the debate was
healthy and many excesses that had
peaked in the 1970s were cured. The
tendency toward too many unrelated
federal initiatives has been arrested.
The sound programs, however, have
continued.

The New Federalism debate has
helped focus on the need for a much
closer state-local relationship. I hope
that the increasing scarcity of federal
resources, as well as the New Feder-
alism debate, will cause states to be-
gin to focus on and address local prob-
lems. A distinguished urban writer,
Neal Peirce, has called for a new
state-local Magna Carta. States need
to grant true home rule to local gov-
ernments. The tendency of a higher
level of government to want to
meddle in the next lower level of gov-
ernment’s affairs is not a peculiarly
federal experience. All cities have
seen the same tendency at the state

{Continued on page 45)
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View from the Commission
Charleston (SC) Mayor Joseph P. Riley, Jr. says that New Federalism
does not replace the importance of good federal-city relationships.

1984-—Not a Good Fiscal Year for Big Brother

John Shannon points to profound changes in fiscal federalism during
the past 20 years. It’s “a world turned upside down” in which the
fiscal condition of the national and state governments cannot be taken
for granted.

Whatever Happened to Federalism?

Basic issues of federalism were upstaged last year by the campaign
and budget, but Washington found time to preempt states, revamp
industrial revenue bonds, and provide antitrust relief to localities.

States, Localities, and the Court
Recent Supreme Court decisions had intergovernmental impacts but
no clear pattern emerged—until the San Antonio ruling in early 1985.

State and Local Governments Adopt Strategic Policies

An array of new approaches in economic development and education
illustrates how government is adopting a stronger entrepreneurial
attitude.

Federalism and American Politics: New Relationships,

a Changing System

Political commitment to party and place has eroded substantially
since 1960. Senior Analyst Timothy Conlan examines the reasons for,
and consequences of, the vast changes in American political life.

The Chairman’s View
Robert Hawkins, Jr. discusses the role of ACIR’s research in
presenting well-reasoned alternatives to policymakers and citizens.

ACIR News
Commission Approves Reports on Cigarette Tax Evasion,
Local Financial Emergencies



John Shannon

Shortly after the end of World War II,
George Orwell painted a bleak future for
modern democracy: he warned that by
1984 the central government (“Big
Brother”) could become all powerful and
individual freedom a thing of the past.

In far less gloomy terms, students of
American federalism also made their pre-
dictions after World War II. Many agreed
with the assessment that the states were
the “fallen arches” of our federal structure;
they also viewed the centralization of
power in Washington as inevitabie if not
desirable.

When attempting to ascertain where we
are going, looking back over the shoulder
often proves more instructive than simply
speculating about the shape of things to
come. In this article, therefore, Orwell’s
year 1984 becomes the high vantage ground

from which to look back over the o’ranf
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changes of the last three decades so as bet-
ter to judge both the course of fiscal feder-
alism and the prescience of yesterday’s
forecasters.

FEDERAL AID—THE SLOW RETREAT

1984 marked Year Six for De Facto New Federalism: a
fiscal decentralization process slowly nudged along by
growing fiscal stringency at the federal level and given
added impetus by the strong public support for the Rea-
gan Administration’s conservative and decentralist phi-
losophy. Because federal aid continued to grow more
slowly in 1984 than did state and local own-source rev-
enue, aid from Washington dropped for the sixth straight
year as a percentage of state-local expenditures (Chart 1).

This new brand of austere federalism {creeping fiscal
decentralization) can best be understood by comparing it
to the old brand of affluent federalism which began at the
end of the Korean War and ended in 1978, the year of
the Russian invasion of Afghanistan and the California
taxpayer revolt.

® Old federalism was characterized by steadily growing
state-local dependence on federal aid as the nation in-
creasingly looked to Washington to set the domestic
agenda. New federalisin is marked by steadily decreas-
ing state-local reliance on federal aid dollars as the
country e Fects localities and the states to finance from
their own funds an increasing share of their ex-
penditure needs.

® (Old federalism was intrusive in characber a steadily
growing number of federal aid “strings” and conditions
were designed to alter state and local budgetary priori-
ties and to race state and local fiscal engines. New fed-
eralism is becommg partially extrusive in character:
th!: fcdcl [£83 EUVUI lllllcllt 18 pulluls dld fu.udb alld lrdt\ lt:'
sources from state and local governments to strengthen
the financing of its own national programs without a
commensurate rollback in federal court orders and
Congressional mandates.
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national government into areas that had heretofore
been the exclusive provinee of state and local govern-
ments. New federalism represents a slow retreat from
national government positions staked out during the
Great Society era.

¢ Old federalism called on Washington to provide extra
aid to stabilize state and local finances during periods
of economic recession. New federalism calls on the
states to help themselves by setting up “rainy day”
funds to cushion their finances from the shock of eco-
nomic downturns.

L]

® Old federalism flourished in a political environment
that resolved the doubts in favor of social equity con-
cerns, national defense containment, and domestic pub-
lic sector growth. New federalism operates in a politi-
cal environment that emphasizes economic efficiency
concerns, national defense expansion, and domestic
public sector containment.

This gradual decentralization process is not the orderly
and swift sorting-out process for which reformers yearn.
Nor does it resemble the program swap and tax turnback
proposals the Reagan administration advanced in 1982
for achieving a more orderly and decentralized allocation
of respensibilities between the national government and
the 50 state-local systems.



Nevertheless, De Facto New Fiseal Federalism is
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makers are being forced by fiscal and political realities to
allocate an increasing share of their resources for strictly
national government programs: defense, social security,
Medicare, and interest on $1.5 trillion debt.

The decisive 1984 reelection victory of President
Reagan—a candidate pledged to cutting budget deficits by
cutting expenditures, not raising taxes—holds promise of
both speeding up this sorting-out process and hurrying
fiscal decentralization along.

FEDERAL FISCAL CRISIS

Events is 1984 sharply underscored the fact that the
national government is afflicted with two serious fiscal
ailments: growing budget deficits and a badly flawed
income tax.

Massive Budget Deficits

There is an iron law that governs the federal budget
process: it takes a searing crisis to generate the con-
sensus needed for federal policymakers to take unpopular
actions such as making cuts in programs with strong con-
stitnencies or enacting major tax hikes. Absent a full
blown crisis, federal officials avoid making these hard

Chart 1
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Current Business reports,

budget choices by papering over the budget gap with
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expenditure demands. Unlike their state and local
counterparts, federal officials are not disciplined by a bal-
anced budget mandate.

In a semi-crisis situation, federal authorities can enact
modest “revenue enhancements” and slow down the
growth of those programs with relatively weak political
constituencies. Many of the federal aid programs to states
and localities fall into this weak political constituency
classification. As a result, federal aid is the first major
component of the budget to feel the fiscal squeeze—an
early warning signal to the constituencies of more popu-
lar federal expenditure programs that there may be
budget trouble ahead.

From a budgetary standpoint, 1984 was another very
bad year for the national government. For the fiscal year
ending September 30, 1984, the budget deficit totaled
$175 billion. Moreover, in December 1984, the Director of
OMB, David Stockman, revealed that the estimate for the
1985 budget deficit had been revised upward to $200
billion—an amount slightly larger than total 1984 tax col-
lections for all 50 state governments combined.

The national government has spent more than it has
raised in taxes in 23 of the last 24 years, but the size of
the annual deficit has become progressively greater over
the last three decades. In the late 1950s, annual federal
budget deficits averaged about 3% of total federal ex-
penditures; by the 1980s, the average had climbed to 17%
of total federal outlays (Chart 2).

When it comes to deficits, quantitative changes can
have qualitative effects. For years, growing federal
budget deficits have attracted remarkably little public at-
tention; but now they have reached such massive pro-
portions that they can no longer be ignored. In fact, the
size of the federal budget deficit has become the nation’s
number one economic problem—if not for the immediate
present, then for its threat to our future. The menacing
character of this budget deficit was clearly acknowledged
in President Reagan’s January 1984 budget message:

All signs point to continued economic growth, vigor-
ous investment and rising productivity without re-
newed inflation—all but one. Only the threat of in-
definitely prolonged high budget deficits threatens
the continuation of sustained noninflationary
growth and prosperity; it raises the specter of
sharply higher interest rates, choked-off investment,
renewed recession and rising unemployment.

In December 1984, the Reagan Administration un-
veiled a deficit reduction package designed to cut back
the growth in federal spending by $237 billion during
the 1986 through 1988 period.

If enacted, this deficit reduction plan—consisting of
spending freezes, cutbacks, and program wipe-outs—
would adversely affect virtually every major beneficiary
of federal domestic spending, including state and local
governments. Prior to this proposed deficit reduction
package, federal grants to states and localities were
projected to rise from $104 billion in 1985 to $117 bil-
lion by 1987. According to a preliminary estimate by
the National Association of State Budget Officers, the



adoption of the December proposals would cause federal
grants to fall to $95 billion by 1987. Thus, the pattern
of slow federal aid growth would be replaced by slow
actual decline. The most drastic proposal in this pack-
age called for eliminating the $4.5 billion annual fed-
eral revenue sharing program for local governments

in 1987.

Flawed Federal Income Tax
The year 1984 provided powerful new support for the
proposition that the national government’s primary
revenue instrument, the income tax, was deeply flawed
and in need of a major overhaul. In November, The
Treasury Department Report to the President succinctly
set forth the indictment against the income tax:

The present U.S. tax system desperately needs sim-
plication and reform. It is too complicated, it is un-
fair, and it retards savings, investment, and economic
growth.

Under the current progressive tax system, all tax-

payers face higher marginal tax rates in order to
make up the revenue lost by numerous special pref-
erences, exceptions, and tax shelters used by a rela-

tively small number of taxpayers.

As a result, the tax system is complex and in-
equitable. It reduces economic incentives, hampers
economic growth, and is perceived to be so unfair that
taxpayer morale and voluntary compliance have been
seriously undermined.’

The findings of ACIR’s 1984 annual public opinion
poll corrohorated this Treasury indictment of the fed-
eral income tax. For the sixth straight year, the federal
income tax again received more votes than any other
major tax when respondents were asked to select the
worst tax.

The Treasury Department report went beyond indict-
ing the present tax system to present a sweeping re-
form package to promote tax fairness, simplicity, and
economic growth. The two most important recommenda-
tions on the individual income tax front were:
® Heplacing 14 brackets of tax rates ranging from 11 to

50% with a simple three-bracket system with tax

rates set at 150%, 25%, and 35%.

® Raising the personal exemption for all taxpayers and
their dependents from $1,000 to $2,000.

To pay for this tax rate rollback and personal exemp-
tion increase, the Treasury proposed to decrease or re-
peal a large number of itemized deductions, exclusions,
and special tax credits. Of special concern to state and

Tnral onvoarnmante wara tha Troaciiry nranncale that
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called for eliminating the itemized deduction for all
state and local taxes and making taxable the interest
on all new state and local bonds issued for “private
purposes.”

'"Tax Reform for Fairness, Simplicity, and Economic Growth—The
Treasury Department Report to the President, Volume 1 Overview,
Department of the Treasury, November 1984, p. vii.
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Scurce:; U.S. Office of Management and Budget, The
Federal Budget for 1986, Table 22, and ACIR
staff computations.

It is too early to assess with accuracy the legislative
prospects for these tax reform proposals. On Capitol
Hill they must contend with a harsh reality: the ease
with which Washington lobbyists can throw sand into
the gears of tax reform machinery.

STATE-LOCAL RESILIENCY

Events in 1984 also obscured a bad]y underrated vir-
tue of contemporary federalism: the remarkable resili-
ency of state and local governments. Over the last dec-
ade, these jurisdictions absorbed in vapid order a series
of powerful jolts: double digit inflation, a taxpayers’ re-
volt, two severe recessions, and a sustained slowdown
in federal aid flows. Yet, as the 1984 fiscal year ended,
most states and many localities were enjoying surplus
funds thereby giving them a measure of fiscal dis-
cretion that few observers would have predicted two
vears earlier. They could replenish badly depleted
working balances, build up “rainy day” funds,
strengthen the financing of local schools and infra-
structure projects or grant tax relief.

The rapid 1983-1984 economic recovery—a rising tide
that carried up most revenue ships—stands out ag one
of the most obvious causes for the general strengthen-
ing of the state-local sector. The road to state-local fis-
cal recovery was paved, however, by the tough decisions
necessary to balance budgets during the 1982 recession,
the most severe economic downturn since the Great De-




pression. These unpopular actions called for ex-
penditure belt-tightening; they also required numerous
tax hikes that came hard on the heels of the tax revolt.
Public acceptance of repeated state-local tax increases
is especially revealing. It proves that even in the post-
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when there is convincing evidence that expenditure
programs have been pruned and that tax increases are
necessary to maintain program standards. Public accep-
tance of tax increases can also be attributed to the fact
that states and localities must operate in the dis-

ciplined environment of balanced budgets.

SUMMARY—A WORLD TURNED UPSIDE
DOWN

If a student of American federalism had fallen into a
deep sleep in late 1964 and reawakened—like Rip Van
Winkle—in late 1984, he would quickly conclude that
his world of fiscal federalism had turned upside down.

¢ In 1964, economists feared that large federal budget
surpluses would soon create a major “fiscal drag”
that would jeopardize the ongoing economic recovery.
In 1984, economists feared that massive federal defi-
cits would not only jeopardize the ongoing economic
recovery but would soon plunge the nation into an-
other major recession.

¢ In 1964, the Johnson administration’s economists ar-
gued that the state and local governments lacked the
revenue sources needed to meet their rapidly growing
expenditure requirements. In 1984, Treasury econ-
omists (using a highly controversial current services
approach) projected substantial state-local surpluses
for the foreseeable future.

e In 1964, a federal task force (Heller-Pechman) urged
the Congress to enact a federal revenue sharing pro-
gram with the states in part because the national
government would soon have surpius funds to share.
In 1984, the Reagan Administration urged the Con-
gress to put an end to the federal revenue sharing
program because the national government now had
only budget deficits to share.

Table 1

From which level of government do
you feel you get the most for your
money—federal, state, or local?
Percent of U.S. Public

May WMay May May March
1984 1982 1980 1978 1976

Federal 24 35 33 35 36
Local 35 28 26 26 25
State 27 20 22 20 20

Don’t Know 14 17 19 19 19

Source: 1984 Changing Public Attitudes on Governments and
Taxes, ACIR, S-13, 1984,

® In 1964, the federal individual income tax was
viewed as the revenue instrument of choice. In 1984,
the federal income tax received more votes than any
other major levy when the American public was
asked “Which is the worst tax, that is, the least
fair?”

® In 1964, the federal government was held in high es-
teem. In 1984, the federal government placed third
when respondents were asked “From which level of
government do you feel you get the most for your
money—Tfederal, state, or local?”

The modern day Rip Van Winkle will quickly dis-
cover that the year 1984 did not represent an abnormal
blip on federalism’s big trend screen. The fiscal de-
centralization process that started in 1978 should con-
tinue to move along at a fairly good clip for several
more years. It is a trend powered by growing fiscal aus-
terity at the national government level and strong pub-
lic support for President Reagan’s conservative policies.

Fortunately for our intergovernmental system, state
and local officials have demonstrated an outstanding
ability to adjust quickly to great changes—cyclical
changes in the economy, fiscal changes in Washington,
and preference changes in the body politic.

Historical Postscript

The English historian, Thomas Carlyle, described the
unitary government of France on the eve of the Revolu-
tion as a regime suffering from apoplexy at the center
and paralysis at the extremities. A future historian of
American federalism might well conclude that on the
eve of the great federal budget battle our inter-
governmental system was marked by growing fiscal dis-
tress at the center and remarkable fiscal resiliency at
the extremities.
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favor of a federal system. To put the issue more bluntly,
this verdict vindicates the wisdom of the American
experience—that of not placing all of our policy eggs in
Big Brother’s fiscal basket.
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John Shannon is Kestnbaum Distinguished
Fellow of ACIR.



Whatever
Happened to
Federalism?

Intergovernmental Issues
Upstaged in 1984

Susan Golonka

If the spotlight on federalism was dim in
1983, federalism lay in the shadows in
1984, upstaged by election year politics.
Deficit reduction and the budget were the
main issues that drove the agenda in 1984,
leading Senator Dave Durenberger
(R-MN) to complain, “All we do is play the
money game. We're not dealing with peace
to the world, with feeding the hungry. We
just sit around and play the numbers.”!

The Republican platform called for the return of

”
anntinl fadaral fia ctions” to the states but

nelther it nor the Democratic platform proposed com-
prehensive schemes to define or alter roles and respon-
sibilities among national, state, and local governments.
Despite this, a federalism agenda, although not recog-
nized, was implicit. Democratic proposals to address a
menu of domestic issues generally involved state and
local governments. While President Reagan’s New Fed-
eralism initiative was mentioned only once, the Repub-
lican platform advocated block grants and a reduced
national role in welfare and Udu\,atluu and its p pu:sl tion
on federal courts carried important implications for fed-
eralism. The issue of federalism reform may galvanize
few voters but recommendations for budget cuts, tax re-
form, deregulation, private partnerships, and likely ju-
dicial appointments all portend changes in the federal
system.

Although attention to federalism issues paled in com-
parison to the previous years of the Reagan administra-
tion, a scattering of events significant to the federal
system did occur at the national level. With S‘uppﬁi‘u
from the President, Congress passed a municipal anti-
trust bill, relieving cities and counties of the threat of
treble damages under federal antitrust laws. At the
same time, both Congress and the President supported

measures which would constrict state and local author-
ity in a wide range of areas and in some cases impose
new costs, For example, legisiation enacted in 1984 set
new restrictions on state and lecal issuance of indus-
trial development bonds, established penalties for states
that fail to set a minimum drinking age of 21, pre-
empted local regulduun of cable TV, and mandaied
expanded state Medicaid coverage. The Supreme Court
issued a number of decisions involving federal pre-
emption of state laws, the legitimacy of state tax meth-
ods and federal grant law. One would be hardpressed,
however, to find a pattern linking these decisions (see
box, p. 15).

In short, intergovernmental developments in 1984
lacked a coherent or unifying theme. Talk of states’
rights and a reduced federal role was juxtaposed with
preemptory and regulatory activities. The hotly con-
tested debates in previous years over swaps, turnbacks,
and broad intergovernmental reform were narrowly fo-
cused in 1984 on discrete, usually unrelated, issues.
This article explores major intergovernmental events in
Washington during the past year, and considers the
issues and opportunities ahead.

EXECUTIVE BRANCH DEVELOPMENTS
Initiatives from the White House

Noticeably missing from President Reagan’s 1984
“State of the Union” address was any mention of New
Federalism, sorting out functions, or block grants. After
failing to gain significant support for his New Federal-
ism initiative in 1982 and the four mega-block grants
he proposed in 1983, the President appeared reluctant
to advance major new intergovernmental changes.
Nevertheless, the President’s FY 1985 budget message
included several modest proposals to “improve the
management of intergovernmental assistance through
new block grants, the consolidation of restrictive cat-
egorical programs, and the elimination of unnecessary
regulatory constraints.”” The President proposed a new
science and mathematics education “block grant” to
train teachers, consolidating programs for older Ameri-
cans, consolidating child nutrition programs, and
expanding the existing primary health care block grant
to include black lung clinics, migrant health, and fam-

ily planning programs. In response, Congress passed a
seience and mathematies education ]'\1" hnf cave scant

...................................... t gave scant
consideration to the remaining recommendations.

On the tax side, the President proposed new restric-
tions on tax-exempt private purpose bonds and con-
tinued to press for enterprise zone legislation which
would provide tax incentives for investment in econom-
ically distressed areas. The Senate approved enterprise
zones as part of the deficit reduction package, but the
plan was dropped during the House-Senate conference.
State and local public interest groups, fearful that en-

'Diane Granat, “98th Congress Leaves Thorny Legacy for 99th,” Con-
gressional Quarterly, 20 October 1984, p. 2700.

Otfice ot Management and Budget, Special Analyses, Budget of the
United States Government FY 1985, (Washington: U.S. Government
Printing Office, 1984), p. H-3.
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ter p[ ise zones would be substituted for w{iauug eco-
nomic development programs, gave only limited sup-
port. The President’s proposals te place state-by-state
volume caps on industrial development bonds and to
limit the volume of bonds issued for any one user were
adoped by Congress in the Deficit Reduction Act of
1984.

Federalism Draws the Short Straw
Two instances in 1984 showed the President opting

for national authority at the expense of states: a
nationwide minimum drinking age, and proposed fed-
eral preemption of product liability. Additionally, the
President, discounting strong objection from some
states, opposed amendments to the Coastal Zone Man-
agement Act relating to federal off shore oil and gas
leasing policies and procedures.”

Drinking age: Last year, the President reversed his
earlier position and endorsed legisiation aimed at com-
pelling states to raise the minimum drinking age to 21.
The legislation utilizes a “crossover sanction” to accotn-
plish its objective: Any state that does not adopt a min-
imum drinking age of 21 within two years would face a
5% reduction in its federal highway construction money
in 1986 and a 10% reduction in 1987. Initially, the
President had been reluctant to support such an ap-
proach, preferring to continue an existing program of
incentives to induce the remaining 27 states to raise
their drinking age. Moreover, legislative authority in
this area seemed firmly fixed within the sphere of state
responsibilities—a tradition reaffirmed by the wording
of the 21st Amendment (repeal of prohibiticn). How-
ever, under pressure from members of Congress, Trans-
portation Secretary Elizabeth Dole, and strong grass-
roots lobbying efforts led by Mothers Against Drunk
Driving, the President endorsed the legislation which
was then quickly passed. “The problem is bigger than
the states,” he proclaimed at the signing ceremony.
“With the problem so clear-cut and the proven solution
at hand, we have no misgivings about this judicious use
of Federal power.” State officials are not quite so san-
guine, resenting use of the crossover sanction and in-
trusion into an area they had previously regulated.
South Dakota, challenging the measure, has filed a
lawsuit against Secretary Dole.

Product liability: Despite some opposition from
within the administration, the President continued to
support national product liability legislation. The bill, §
44, introduced by Senator Robert Kasten (R-WI), would
preempt state product liability laws but require state
courts to try liability cases and interpret the federal
law. State officials opposed the bill intensely:

The healthy diversity of state roducts liability law

would be eliminated by S 44, The capacity for com-

mon law growth necessary to adapt to changing local
conditions would be cut off. State legislative experi-
mentation would be precluded. No truly compelling
national objective would be achieved. The sweeping
preemption of state tort law in both versions of S 44
can only be characterized as radical and unjustlﬁed 5
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port is based on the fact that product 1labl]1ty law as it
has developed today has become a 31gn1ﬁcant burden on
the free flow of goods in interstate commerce.” Al-
though the bill did not reach the Senate floor, the
measure is expected to receive a big push in 1985.

Offshore leasing: Last year, the conflict between the
expansion of domestic energy sources and states’ envi-
ronmental and economic interests was heightened by
the Supreme Court 8 ruling in Secretary of Interior v.
California.” The federal-state conflict arose in 1881
when former Interior Secretary James Watt proposed
leasing the outer continental shelf (OCS) for o1l and gas
exploration and recovery over a five-year period. In re-
sponse, several states attempted to hold up OCS de-
velopment by bringing lawsuits against the national
government. In the California case, the Court ruled
that the Coastal Zone Management Act (CZMA) did not
require the national government’s offshore oil and gas
leasing activities to be consistent with the coastal zone
management plans of affected states. The Court deci-
sion limited the consistency requirement of the CZMA
to the actual drilling and production and not the leas-
ing. Although some studies have concluded that state
economic interests are often met under existing law,
states with active coastal recreation and fishing indus-
tries which are particularly concerned about the Court
decision and the environmental consequences of the
administration’s leasing policies, sought changes to
the act.?

In May, the Senate Commerce, Science and Trans-
portation Committee, led by chairman Bob Packwood,
(R-OR), approved a bill (S 2324) which would amend
the CZMA to make the consistency requirement apply
to the lease-sale phase and reverse the Supreme Court
decision, A similar bill was approved by a House sub-
committee. The bill slipped through the Senate, but
strong opposition from the oil industry and the threat of
a veto by the President prevented the bill from advane-
ing further. While Interior Secretary William P. Clark
argued that the bill “has the potential for adversely af-
fecting the activities conducted by virtually every
agency of the government,”® Sen. Packwood pointed out
that under the CZMA, state coastal plans and any
changes to them must be approved by the Secretary of

3For additional details on these issues, see Timothy J. Conlan, "Federai-
ism and Competing Values in the Reagan Administration,” Publius,
Spring 1985.

“Stever Weisman, "Regan Signs Bill Tying Aid to Drinking Age,” New
York Times, 18 July 1984, p. Al

5Testimony of State Representative Jeffrey Teitz (RI) on behalf of the
National Conference of State Legistatures. U.S. Congress, Senate,
Committee on Commerce, Product Liability Act, Hearing Before the
Subcommittee on the Consumer, 98th Cong. 2nd, Sess, March 5,
1984, pp. 419-20.

®wWhere They Stand on State-Federal Issues: Ronald Reagan and Wal-
ter Mondale Answer Six Questions Posed by State {egisfatures,” State
Legislatures, November-December, 1984, p. 28,

7104 S. Ct, 656 (1984).

8See for example, General Accounting Office, “Mitigating Sociceconomic
impacts of Energy Development,” March 1982.

SQuoted in Joseph A. Davis, "Senate Commerce Moves Bill on Ofishore
Leasing Actions,” Congressional Quarterly, 12 May 1884, p. 1138.
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Interior.'” The issue will continue in 1985 when the
CZMA comes up for reauthorization.

Meanwhile, Congress, in the FY 1985 Interior Appro-
priations bill, re-enacted the ban on offshore oil and gas
leasing in selected areas. Congress is also expected to
reconsider a proposed coastal zone management block
grant to be funded from outer continental shelf reve-
nues. The administration currently opposes this proposal.

Grant Management Reforms Continue

Although its support for deregulation and flexibility
vis-a-vis the states appeared to lessen in some areas,
the administration maintained its support for initia-
tives that would simplify the management of federal
grant programs. The Office of Management and Budget
{OMB) was at the center of these efforts, providing im-
petus for the single audit legislation enacted by Con-
gress in 1984 and the uniform relocation assistance
legislation approved by the in Senate in 1984 and ex-
pected to pass the full Congress in 1985,

Single audits: The past federal practice of auditing
grants received by state and local governments indi-
vidually often created burdens for those governments
that provided time, resources and information to myr-
iad federal auditors. These audits, furthermore, have
not provided the national government with a complete
financial picture of state and local governments or of
the total universe of grantees. The single audit concept,
developed during the 1970s, was formalized as Attach-
ment P to OMB Circular A-102 in 1979 in an effort to
remedy both problems. The voluntary Attachment P
procedure considerably diluted the concept of a single
audit by requiring extensive grant-by-grant compliance
testing. For this and other reasons, the Attachment P
approach to single audits was not widely used. ACIR
and others recommend legislation to stimulate imple-
mentation of the single audit concept.

In October, Congress enacted the Single Audit Act of
1984 which requires each state and local government
{including special districts and authorities) receiving
more than $100,000 in federal grants annually to con-
duct a comprehensive audit of all its onerations rover.

WO R RAITALOIVE QRSN ML QL 2 Uplidniails, CUVEr-

ing (1) financial accounting and reporting procedures,
(2) internal control systems, and (3) procedures for
compliance with federal requirements. In addition,
there is provision for grant-by-grant compliance testing
for major federal programs.

OMB has drafted guidelines for federal agencies in
their implementing regulations, which are to be com-
pleted in early 1985. State and local governments and

the accounting profession, supporters of the single audit

concept, are anxious to see how many supplemental

audits will be required by the agencies and how bur-
densome the compliance testing prove to be. The degree
of this legislation’s success will start to become evident
in 1985.

Relocation assistance: During 1984, the principle
was reinforced that relocation benefits for persons and
businesses displaced by federal or federally aided activi-
ties should be uniform, regardless of which federal pro-
gram is responsible. The ACIR has supported this prin-

ciple since 1965, and supported legislation in 1970, the
Uniform Relocation Assistance and Real Property Ac-
quisition Act, implementing it. Although enacted, that
legislation did not provide the means for achieving uni-
formity and substantial differences have continued
among federal agencies. Amendments to bring greater
uniformity have passed the Senate several times in re-
cent years, but the House has not acted. In 1984, sub-
stantial agreement was achieved between the two
chambers, but the relocation provisions bogged down in
the House when they were attached to the Surface
Transportation Act that failed to pass in the final days
of the session.

For two years, OMB has tried to bring federal agen-
cies together on a uniform set of implementing regula-
tions. By the end of 1984, agency agreement had been
achieved; only final stages of OMB’s clearance re-
mained to be concluded. When legislative amendments
pass (expected early in 1985) these uniform regulations
will be adjusted to reflect the expanded eligibility for
benefits, greater equality between residential and busi-
ness displacees, increased benefit levels, and further
simplified administrative procedures.

Consultation: The federally required inter-
governmental consultation process was officially trans-
formed on October 1, 1983 from a federally ad-
ministered process (under OMB Circular A-95) to a
state-administered process (under Executive Order
12372). Forty-eight states have established their own
procedures; the majority of these states made only mod-
est changes to the pre-existing review and comment
process. A controversial change from the outset, dis-
agreement continues over the results. OMB considers
the new state-administered process a success. However,
according to survey by the National Association of Re-
gional Councils, many grantees believe that the highly
touted potential for the system to increase federal
agency responsiveness has not been realized."!

LEGISLATIVE EVENTS
Intergovernmental Funding

Congress authorized and funded several new crant

Sehdnd SANA WAL ddatola TALJWA EMNIMAUU OU VOI Al LITYY Sl alil
programs last year, and, overall, federal aid continued
to increase modestly. In FY 1984, federal grant-in-aid
cutlays to state and local governments were $97.6 bil-
lion, compared to $93 billion in FY 1983, an increase of
5%. With inflation running at 4% in FY 1984, this
“real” growth amounted to 1%. As a result of the ap-
propriations and budget activity last year, budget out-
lays in FY 1985 for grants-in-aid are estimated to be
$107 billion, an increase of 10% from FY 1984.'% If in-

4 x 3 ] 2 v b od fthiwmavialaae AV
flation is maintained at 4%, as projected throughout FY

1985, a real increase of 5-6% would occur. So, in spite of
deficit worries, Congress has yet to repeat its actions of

'°Congressional Quarterly, 12 May 1984, p, 1138.

' Special Report No. 103, "Executive Order 12372—One Year After,”
{Washington: National Association of Regional Councils, November
1984). Aiso see pp. 28-29 below.

'?Office of Management and Budget, Special Analyses, Budget of the

United States, FY 1986, and FY 1985. (Washington: U).S. Government
Printing Office, February 1984), Section H.



Table 1

FEDERAL
GRANT-IN-AID OUTLAYS

(in millions of dollars)

_1983'
$ 482

ENERGY
NATURAL RESOURCES AND

ENVIRONMENT 4,018
AGRICULTURE 1,822
13,248

TRANSPORTATION
COMMUNITY AND REGIONAL

DEVELOPMENT 4,962

EDUCATION, TRAINING, EMPLOYMENT
AND SOCIAL SERVICES

HEALTH

INCOME SECURITY

OTHER
TOTAL OUTLAYS

'Federal Fiscal Years

16,125
20,742
24,758
GENERAL PURPOSE FISCAL ASSISTANCE 6,330
__ 526
$93,013

Percent Change
1985 1985/ 1984/
1984 fest) 1984 1983

$ 534 $ 583 1%

3,779 3,944 - 6%
1,832 2,209 . 1%
15,013 18,027 +13%
5,157 5,366 ' 4%
16,669 18,434 - 3%
21,837 24,768 : . 5%
25,678 26,531 : + 4%
6,677 6,576 : A
403 576 -23%
$97,577  $107,016

Source: Office of Management and Budget, Special Analyses, Budget of the United States Government, FY 1985 and FY 1986
{Washington: U.S. Government Printing Office, 1984 and 1985). Special Analysis H.

1981 when it actually reduced aid to state and local
governments.

In FY 1985, health and income security programs
which receive the largest portion of federal grant-in-aid
dollars are expected to increase by 13% and 3%, respec-
tively. Sizable increases of about 20% are expected in
the functional categories of agriculture and transporta-
tion (see Table 1).

Specific intergovernmental programs that received
increased appropriations for FY 1985 included the haz-
ardous waste Superfund, the Maternal and Child
Health block grant, compensatory education, impact
aid, the state education block grant, and comprehensive
emergency planning. General Revenue Sharing and
most employment training programs received funding
at their 1984 levels. Contract authority for highway
programs remained fairly constant. However, because
Congress failed to enact the interstate cost estimate for
the second year in a row, states will be unable to use
the more than $7 billion in funds authorized for FY
1984 and FY 1985 for interstate construction and inter-
state highway transfers.

Housing programs: In the Department of Housing
and Urban Development (HUD) appropriations bill,
Congress provided funding for the first new housing
initiatives in four years. Congress appropriated $615
million for the FY 1984 and FY 1985 Housing De-
velopment Grants (IloDAGs) and the Rental Rehabili-
tation Program which were authorized in the Housing
and Urban-Rural Recovery Act of 1983. In October,
HUD made the first HoODAG awards totalling more

than $288 million for 141 projects which will result in
an estimated 14,500 new or rehabilitated rental hous-
ing units in areas of substantial need. Cities and
counties receiving the awards can use them for grants,
loans, interest reduction payments, or other forms of
assistance to private developers. In return, developers
must reserve at least 20% of the units for lower income
families.

The Rental Rehabilitation program provides grants
on a formula basis to cities with populations over
50,000 and urban counties and states to assist in fi-
nancing moderate rehabilitation of privately owned
housing and commercial rental property. Last year,
after HUD received the appropriation, it disbursed
funds to nearly 400 cities and counties.

Despite a few exceptions, such as the new housing
appropriations, states and localities must necessarily
and increasingly rely on their own revenue sources for
any new spending initiatives.

Even if federal officials for domestic programs did at-

tempt to reverse course and return to the “good old

days,” the federal deficits would cut them off at the
pocketbook. Unless federal taxes are raised well
above the level necessary to close the budget gap,
which seems unlikely, the federal government does
not have the fiscal flexibility to reverse the flow of
influence and responsibility to the states.'

3Richard P. Nathan and Fred C. Dootittle, “The Untold Story of Rea-
gan’s New Federalism,” Public Interest. Fall 1984, p. 105.
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Moreover, the deficit reduction package enacted last
year demonstrated that indirect forms of federal aid,
such as the tax exemption on private purpose industrial
development bonds, will receive increasing con-
gressional scrutiny.

Deficit Reduction Act (DEFRA)

In mid-1984, Congress responded to public outery
over the growing deficit by approving a package of tax
increases and spending cuts which is expected to result
in a $63 billion “downpayment” on the deficit by FY
1988. DEFRA makes numerous changes in current laws
to achieve a $50-billion increase in federal revenues
and a $13-billion cut in spending. Increased revenues
will result from closing and postponing a wide range of
tax shelters and loopholes; retaining or increasing some
C{msumer taxes and cutting back deductions for real
estate l.u:px ectation. The Medicare pI ogrami, uearing th
brunt of the spending cuts, will experience a $7.6- bllhon
reduction between FY 1985 and FY 1988.

Spurred by strong state lobbying, House conferees on
DEFRA refused to accept a Senate provision that would
have reduced federal contributions to Medicaid by 3%
annually over the next three years. The defeat of this
cut, which would have increased state Medicaid costs by
$1.3 billion, was considered a major victory by interest
groups. !

The Bill does impose restriction on tax-exempt ]ji"i
vate purpose bonds and changes the tax treatment of
municipal sale-leasebacks and contracts. The act also
imposes additional state and local costs through man-
dated changes in AFDC and Medicaid (see below).

Controversy boiled throughout 1984 over the tax-
exempt status of private-purpose industrial develop-
ment bonds (IDBs). Congress looks askance at the rev-
enues lost due to the exemption, and at bonds issued in
small amounts for private enterprises that do not serve

a [JUUII.L purpusc. lIl LllU I ax EA({LILLJ/ u(ﬁu ﬂehpuﬂ.&ﬁofab(&y
Act of 1982 (TEFRA), Congress enacted a number of re-
forms designed to increase public accountability and
limit, the commercial use of IDBs. The TEFRA reforms,
however, did little to reduce the total volume of IDBs
issued; federal revenue losses from all tax-exempt
private-purpose bonds were estimated at more than $10
billion in 1984.'°

In DEFRA, Congress enacted additional IDB reforms.
To check the growth of IDBs, prohibit their use for
some purposes, and increase federal revenues by $400
million, Congress took major steps.'® The act sets a
$150 per capita or $200 million per state annual vol-
ume cap (whichever is greater) on issuing tax exempt
industrial development bonds. This restriction applies
to bonds for student loans, pollution control, private
health care facilities, and agriculture, and small-issue
IDBs, including those for projects in economically dis-
tressed areas. It exempts IDBs used to finance multi-
family housing, publicly owned convention and trans-
portation facilities, and public and nonprofit health
facilities.

Although Congress sought to restrict the use of IDBs,
it permitted state and local governments to issue tax-

exempt mortgage revenue bonds to help finance low-
and moderate-income housing.

In 1983, 14 states’ new issues of IDBs exceeded $150
per capita (excluding new issues for convention and
transportation facilities) although some of these states
would meet the total volume limit.'?

ACIR opposed the volume caps, but supported other
provisions of the bill which limit the use of IDBs for
purchasing of land or existing facilities and prohibit
using IDBs for airplanes, arena skyboxes, gambling fa-
cilities, and liquor stores.'®

The new restrictions were strongly opposed by cities
and counties which claimed IDBs are an important eco-
nomic development tool for stimulating and attracting
investment to distressed areas. Analyses by the Treas-
ury Department, however, conclude that IDBs are an
inefficient tool for economic development, providing fi-
nancing for projects that would occur without IDB fi-
nancing, and that IDBs only subsidize the relocation of
buginesses rather than create new firms and jobs.

Local officials remain wary that the changes will re-
sult in unwanted interference by states into local de-
velopment decisions. The National League of Cities, en-
couraging opposition to the IDB provisions, stated:
“Congress should let cities determine how to apply re-
strictions in their own communities, rather than im-
posing another level of government’s priorities upon
them.”'” The bill establishes a formula to allocate the
cap, although in the first year, the allocation may be
made at the governors’ discretion. After that, the state
legislature has the authority to make allocations. The
new legislation may foster intense competition as local
governments scramble to get their “fair share” of the
celling. ACIR has long been in favor of the states con-
trolling the issurance of IDBs by local governments,*°

Leaseback limits: Another thorn in the side of local-
ities is the bill's treatment of municipal sale-leaseback
arrangements. The provisions curtail accelerated depre-
ciation and the use of rehabilitation and investment
credits on personal and real property leased by local
governments. These restrictions drew strong resent-
ment from municipalities.

The municipal leasing provisions in the House and
Senate tax bills, which set a restrictive standard for
cities while retaining the generous tax treatment for
the private sector, set a discriminatory precedent for
the administration which urged the route of “pri-

"NMational Conference of State Legisiatures, “Budget and Appropriations
Update,” July 19, 1984, p. 1.

'31).8. Congress, Joint Committee on Taxation, “Estimates of Federal
Tax Expenditures for Figcal Years 1984-1989," (Washington: U.S. Gov-
ernment Printing Office, November 1984), pp. 9-17.

'8°First Installment of ‘Down Payment' Clears,” Congressional Quar-
terly, 30 June 1984, p. 1542.

YTreasury data reprinted in Advisory Commission on Intergovernmental
Relations, Strengthening the Federal Revenue System: iImplications
for State and Local Taxing and Borrowing (A-97), October 1884, p.
125.

BACIR Strenathening the Faderal Bay
2 figinening the rederal

"“Frank Shafroth, "Conferees to Determine Fat
Cities Weekly, 23 April 1984, p. 6.

o advisory Commission on Intergovernmental Relations, Industrial De-
velopment Bond Financing, June 1963.
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e In FY 1981, 534 categorical grants* and 4 block
grants** available to state and local governments
were funded. In FY 1984, 392 categorical grants
and 12 block grants were funded.

¢ A substantial portion of the decrease in the num-
ber of categorical grants is traceable to the con-
solidation of 77 programs into 9 new or revised
block grants by the Omnibus Reconciliation Act
of 1981. The single education and 4 health block
grants absorbed the largest number of
categoricals—37 and 27, respectively.

¢ The decline in the overall number of categorical
grants was shared proportionally between formula
and project grants as they retained roughly their
one-third (formula) and two-third (project) shares
from 1981 to 1984.

o Over the three-year period, significant numbers of
programs were terminated in such areas as energy
conservation and regulation (7 programs), pol-
lution control and abatement (8), care for migrants
and refugees (5), area and regional development
(6), and health maintenance operations (3).

® There was a pronounced reduction in the number
of programs designed to build the capacity of state
and local governments. These terminations en-
compassed about a dozen programs keyed to up-
grading management, personnel training, and
planning, in addition to the two assistance pro-
grams under the Intergovernmental Personnel Act.

DIMENSIONS OF THE FEDERAL
GRANT-IN-AID SYSTEM: 1981-84

® Despite the New Federalism focus on block grants,
the intergovernmental grant-in-aid system con-
tinues to be dominated by categorical grants.
Block grants received less than 15% of total fed-
eral grant-in-aid dollars in FY 1984 and Congress
has been slow to respond to administration pro-
posals for more block grants.

*Categorical grants are directed at specific, narrowly
defined activities and are distributed either according
to a legisiatively or administratively prescribed formula
(formula grants) or at the discretion of adminisirators
(project grants).

**Block grants are distributed in accordance with stat-
utory formulae for use in a variety of activities within a
broad functional area largely at the recipients’ discretion.

Source: Advisory Commission on Intergovernmental
Relations, A Catalog of Federal Grant-in-Aid
Programs to State and Local Governments:
Grants Funded in FY 1984, December 1584.

'Office of Management and Budget, Special Analyses, Budget of
the United States, FY 1986, (Washington, D.C.: U.S. Government
Printing Office, February 1984), p. H-22.

vatization” and public-private partnerships to make
up for reduced federal grants. For the first time, it
will set a double standard in federal tax laws. . .*

The national government is expected to raise $5.5 bil-
lion in new revenues from the municipal sale-leaseback
provision over the four year period FY 1984-87.%

Municipal Antitrust

“Unless you're an antitrust lawyer or a clever plain-
tiff, you can thank your lucky stars that the 98th Con-
gress, in its dying minutes . . . passed the Local Gov-
ernment Antitrust Act,” was a columnist’s comment.?*
Enactment of this law, which protects local govern-
ments from paying most damages under federal anti-
trust statutes, was viewed by many as the major legis-
lative victory for local officials in 1984,

Background: In 1978, the Supreme Court in City of
Lafayette v. Louisiana Power and Light Co. ruled that
cities and counties are subject to federal antitrust laws
unless a local government’s actions are based on a
“clearly articulated and affirmatively expressed” grant

of authority from the state.®® In a subsequent ruling in
Community Communications Co., Inc. v. City of Boul-
der, the Court reaffirmed its position and found that a
grant of home rule powers from the state did not itself
constitute sufficient expression of state authorization
for anticompetitive local conduct.>® Since the Boulder
decision in 1982, an estimated 200-300 suits have been
filed against cities and counties for anticompetitive be-
havior in such fields as cable TV regulation, land use
and zoning decisions, waste collection and disposal,
hospital and ambulance service, water and sewerage
systems, taxicabs, licenses, and concessions. The pros-
pect of paying damages—automatically trebled in anti-
trust suits—caused extreme concern among local offi-
cials who, prior to Lafayette and Boulder, had presumed

2INation’s Cities Weekly, 23 April 1984, p. 6.

22Congressional Quarterly, 30 June 1984, p. 15641,

23Neil R. Peirce, “Antitrust Legislation Will Only Save Money,” County
News, 19 November 1984, p. 10.

24435 U.S. 419 (1978).

25102 S. Ct. 835 {1982).
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that local governments, as creatures of the state, en-
joyed the states’ immunity from antitrust suits. A
common belief among proponents of local immunity was
that, without it, the fear of litigation would perversely
influence decisionmaking and implementation at the
local level:

Simply raising the antitrust specter may have a chill-
ing effect, stopping a municipal action in its tracks.
The dreaded cost of preparing a defense, both in time
and money, can delay, if not reverse, policies threat-
ened by lawsuit. In some cases—as in the City of
Boulder where the pending suit inhibited expanding
cable services for several years—the “chilling effect”
can inconvenience many people.?®

The potential financial consequences of municipal
antitrust suits struck thunderously in January 1984
when a $28.5 million judgment was awarded against
the Illinois village of Grayslake, adjacent Lake County,
and officials of both jurisdictions. In contrast to the
award, the annual budget for the village of Grayslake
is $1.4 million.?” In this case, a developer was denied a
sewer connection for a proposed housing and com-
mercial complex. The local officials claimed their deci-
sion served the public interest because sewage treat-
ment plant could not accommodate the additional de-
mand. However, the jury found for the developer who
alleged that the local officials engaged in a conspiracy
to prevent construction of low-cost housing in Grays-
lake.

Immunity question: While local officials called for
total immunity from treble damage suits under federal
laws, opponents of broad grants of immunity, including
Senators Strom Thurmond (R-SC), chair of the Senate
Judiciary Committee, and Howard Metzenbaum
(D-OH), argued the deleterious consequences of unre-
strained anticompetitive or monopolistic behavior by
local governments. They contended that regulations
which restrict market entry, such as limits on taxicab
concessions, enable existing businesses to charge higher
prices to the consumer. They expressed concern that
public monopoly power, as was used in the Grayslake
case, threatens the rights of individuals to engage in
commerce, particularly if officials are performing pro-
prietary rather than traditional governmental functions.

Consensus among policymakers was difficult to reach
on a number of issues: the need for immunity; what
functions and types of government should be protected
if immunity is granted; and what level of government—
state or national—should extend immunity or other
protections. ACIR, adopting the position that the power
and responsibility to grant immunity lies with the
states urged Congress to amend the federal antitrust
laws with new guidelines for the states to do s0.?® How-
ever, local governments were reluctant to rely on states
to adopt immunity measures, and pressed Congress to
pass legislation which would accord local governments
immunity from federal antitrust laws. In 1983, four
bills were introduced in Congress but members were
unable to agree upon which activities should be im-
mune and what types of governments should be ex-
empted.

Further attention was directed to the issue in 1984
when the Federal Trade Commission (FTC), seeking
injunctive relief, brought the federal government’s first
antitrust complaints against local governments. The
FTC asserted that the cities of New Orleans and Min-
neapolis had entered into agreements with local taxi
companies to fix fares and to restrict the entry of new
taxicab companies. Shortly thereafter, the House, view-
ing the FTC’s actions as intrusive, voted to prohibit the
FTC from using its FY 1985 funds for municipal anti-
trust actions.

Government Antitrust Act was passed in the final days
of the 98th Congress. The bill prohibits awarding mon-
etary damages against local governments and their offi-
cials while maintaining injunctive relief in municipal
antitrust cases. It does not, however, address the issue
of antitrust immunity for local governments. (See Per-
spective, Fall 1984, page 4, for fuller discussion of the
bill.) At the Senate’s insistence, the bill also restored
FTC’s authority to pursue antitrust suits against local
governments.

President Reagan, signing the bill, said, “While the
antitrust laws serve very important purposes, they were
never intended to threaten public treasuries and the
taxpayer’s pocketbook, or to disrupt the good faith func-
tioning of local government.”?” Protection from damage
claims without granting total immunity is expected to
mitigate some of the most burdensome aspects of anti-
trust litigation that impede effective governance at the
local level, while continuing to discourage anti-
competitive actions by local governments. The act
makes clear that, for now, Congress views antitrust
immunity as inappropriate for local governments, al-
though continuing pressure from local governments
may induce Congress to return to the question in 1985,
In the meantime, local governments can look to their
state legislatures for further grants of immunity.

Federal Preemption
The sleeper issue of the 1980s may be the growing

proclivity of all three federal branches to preempt state
laws. Federal preemption of produect liability laws has
already been mentioned. Other legislative proposals
that would supersede state policies and regulations
were congsidered in a number of areas in 1984: cable
TV, public employee pensions, banking regulation, uni-
tary taxation, telephone access charges, and truck reg-
ulation. Taken singly, national assumption of policy in
each of these areas may not appear ominous. Viewed in
totality, however, and combined with numerous prior
preemption actions, they are seen by many as an im-
posing threat to the states as viable partners in the
federal system.

25Jerry R. Fensterman, “Antitrust and Local Governments,” Inter-
governmental Perspective, Fall 1983, p. 9.

’Ronald D. Waterman, “The Local Government Antitrust Act of 1984,"
Wisconsin Counties, December 1984, p. 21.

28Statement of S. Kenneth Howard, executive director, ACIR, before the
Senate Judiciary Committee, April 24, 1984,

**Quoted in “Reagan Signs Antitrust Measure, Ceremony Ends Long
Battle for Protection,” County News, 5 November 1984, p. 1.



STATES, LOCALITIES AND THE COURT

The Supreme Court’s 1983-84 Term may have been
as notable for what was not accomplished as for what

was. Decisions on what were arguably the two most
eagerly awaited cases of consequence to state and
local governments were postponed. Thus, Donovan v.
San Antonio Metropolitan Transit Authority, a case
testing the constitutionality of applying the federal

v F ombhne Q@ i
Fair Labor Standards Act to transit workers—one of

a number of cases hinging on the NLC v. Usery
doctrine—was sent back for reargument. (See Post-
seript.) In addition, although the Court granted
South Carolina’s request to file an original complaint
against the Secretary of the Treasury challenging
the constitutionality on Tenth Amendment grounds
of the Tax Equity and Fiscal Responsibility Act of
1982, it also found that the facts were insufficiently
developed to permit a hearing on the merits. The
Court subsequently appointed a special master to
amplify the record. Nonetheless, the past Term did
produce significant decisions of importance to states,
localities, and the balance of power in the federal
system.

Eieventh Amendment immunities

The Court’s most far-reaching pronouncement was
born of the now familiar Pennhurst State School and
Hospital v. Halderman, the 1981 landmark condi-
tional spending power decision in which the Court
propounded its “clear statement” rule, admonishing
Congress to be unambiguous when it “intends to im-
pose a condition on the grant of federal meneys.”

In its 1984 reincarnation, Pennhurst asked the
question whether a federal court could order Penn-
sylvania state and county officials to obey the Penn-
sylvania Mental Health and Mental Retardation Act
of 1966. In a 5-4 decision with sweeping implications
for federal judicial authority, the Court held that the
Eleventh Amendment prohibits federal courts from
ordering state officials to conform their conduct to
state law. Writing for the majority, Justice Lewis F.
Powell, Jr. noted:

(11t is difficult to think of a greater intrusion on
state sovereignty than when a federal court in-
structs state officials on how to conform their con-
duct to state law. Such a result conflicts directly
with the principles of federalism that underlie the
Eleventh Amendment.

[ ]
Preemption

As usual, the Court, in its 1983-84 Term con-
gidered a number of cases which tend to fall under
the broad heading of preemption. In most, the states’
arguments were unpersuasive.

A notable exception among state preemption losses
was the much publicized case of Silkwood v. Kerr-
McGee—the notoriety of which stemmed less from
the legal questions at hand than from public atten-

tion focusing on Karen Silkwood’s death. At issue be-
fore the Court was an Oklahoma statute allowing the
recovery of punitive damages for contamination in-
juries. Kerr-McGee contended that the statute con-
flicted with the federal Atomic Energy Act and the
Price-Anderson Act, which established an indemni-
fication scheme for operators of nuclear facilities.

The Court, however, found no such conflict nor frus-
tration of national objectives, and ruled that the
Oklahoma statute was not preempted by federal law.

In two other cases—Hayfield Northern Railroad
Company and Minnesota v. Chicago and Northwest-
ern Transportation Company and Brown v. Hotel Em-
ployees, Local 54—state laws alleged to have been
superseded by federal statutes were found by the Su-
preme Court not to have been preempted.

Despite these successes, more often than not, the
states found themselves on the losing end of the high
court’s preemption rulings. For instance, in Con-
necticut v. U.S., a case of intense interest to a num-
ber of states, the Supreme Court unanimously upheld
a U.S. district court’s rejection of Connecticut’s due
process, equal protection, and Tenth Amendment
challenges to the Surface Transportation Assistance
Act. The federal act preempts state statutes that
block tandem trailer trucks from state highways.

Additional preemption losses for the states in-
cluded Capital Cities Cable v. Crisp, Aloha Airlines v.
Director of Taxation of Hawaii, Michigan Canners
and Freezers Association v. Agricultural Marketing
and Bargaining Board, and Southland Corporation v.
Keating. In each case, federal statutes or regulations
were held to supersede state laws.

Tax Discrimination

States suffered losses in both major cases that
pitted certain state tax provisions against the inter-
state commerce clause. In Armco v. Hardesty, West
Virginia’s wholesale gross receipts tax was found to
discriminate unconstitutionally against interstate
commerce. Moreover, despite the states’ special
status under the Twenty-First Amendment regarding
commerce in liquor, in Baechus Imports, Ltd. v.
Dias, an Hawaiian sales tax exemption for certain
indigenous liquors was held to discriminate in favor
of local products in violation of the commerce clause.

Grant Law

Two significant cases questioning conditions at-
tached to federal aid were decided by the Supreme
Court in its 1983-84 Term. The first, Grove City Col-
lege v. Bell, tested the limits of Title IX of the Edu-
cation Amendments of 1972. Title IX is a crosscutting
requirement prohibiting sex discrimination in edu-
cation programs or activities receiving federal finan-
cial assistance. In a decision that has sparked lively

15



16

congressional debate, the Court ruled that the Title
IX prohibition was limijted to the programs receiving
aid rather than to institutions as a whole. In another
portion of that decision, however, the Court held that
a college itself need not be the recipient of direct fed-
eral assistance in order to trigger Title IX coverage;
students’ receipt of aid is sufficient to warrant reg-
ulation.

Another grant-in-aid program was at issue in Ir-
ving Independent School v. Tatro. Specifically, the
case involved a claim that a particular medical pro-
cedure necessary for those suffering from spina bifida
qualified as a “related service” under the Education
for All Handicapped Children Act. The Court agreed,
unanimously ordering the school district to comply.

Reguiation

In Secretary of Interior v. California, the admin-
istration won a major victory at the expense of state
statutory prerogatives under the Coastal Zone Man-
agement Act (CZMA). The case revolved around that
section of CZMA that calis for what are known as
“consistency reviews” by affected states where
coastal zones are concerned. Coastal zones belong to
the states; the Outer Continental Shelf to the federal
government. Not surprisingly, the federal interest in
energy matters and states’ interests in recreation,
fishing, and other environmental matters have often
come into conflict.

In the California case, that conflict was resolved in
favor of the federal interest, with the Court limiting
consistency reviews in such instances to later stages
of development when actual oil and gas exploration
begins.

Local Preference Contracts

A Camden, NJ, ordinance requiring that at least
40% of the employees of contractors and sub-
contractors working on city construction projects be
Camden residents was found unconstitutional in
United Building and Construction Trades Council of
Camden v. Mayor and City Council of Camden. Find-
ing the ordinance in violation of the Privileges and
Immunities Clause, the Court asserted that the
clause “applied not only to laws that discriminate on
the basis of state citizenship, but to laws that dis-

: PR,

criminate on the basis of municipal residency.”

POSTSCRIPT

On February 19, 1985, relatively early in the
decision-making season, the Supreme Court issued a
ruling that is likely to be its most important
federalism-related judgment of the 1984-85 Term—one
that ig likely to have profound future constitutional
ramifications. Justice Harry A. Blackmun, speaking for
a Court divided 5-4, overruled National League of Cities
v. Usery (1976), calling standards set forth in that case
“not only unworkable but . . . inconsistent with estab-
lished principles of federalism. . . .” Specifically, Black-

mun was referring to the third prong of the so-called
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" erted that in order for states and their gubdivisions to

invoke governmental immunity from national regula-
tions enacted and promulgated under the authority of
the Commerce clause they must prove that compliance
with the regulation would “directly impair their ability

‘to structure integral operations in areas of traditional
governmental functions.’ ” Such immunity was held to

“derive from the Tenth Amendment to the Constitution.

The Court has had difficulty grappling with the NLC
doctrine over the past decade. ggate and local govern-
ments have largely failed to use NLC effectively in
their challenges to national intrusion. As a result, the
usefulness of the NLC tests for constitutional inquiries,
has been questioned. But few observers were prepared
for the Court’s complete reversal in San Antonio. The
five-member majority went well beyond the already
unusual step of overturning recent precedent. The
Court denounced “judicially created limitations on Fed-
eral power,” calling “unsound in principle and un-
workable in practice, a rule of state immunity from
Federal regulation that turns on a judicial appraisal of
whether a particular function is ‘integral’ or ‘tradi-
tional’.” Moreover, the decision implied that to the ex-
tent that states are protected from regulatory in-
trusions by the federal government, that protection is
found not in the Constitution but in the “structure of
the Federal Government itself” and the political process
which, according to the Court, “insures that laws that
unduly burden the states will not be promulgated.”
Ironically, in recent years, scholars and state and local
officials have pointed to the decreasing influence of
state and localities in the national political arena. (For
ACIR’s research findings on this subject, see “Federal-
ism and American Politics,” page 32.)

Not surprisingly, the San Antonio dissent was sting-
ing. Justice Lewis F. Powell declared that the decision
“substantially alters the Federal system embodied in
the Constitution” and represents “an outright rejection
of the history of our country and the intention of the
Framers of our Constitution.” Justice Sandra Day
O’Connor accused the majority of reducing federalism to

a “weak ‘essence’.
At issue in San Antonio was extension of the Fair

Labor Standards Act’s minimum wage and overtime

provisions to employees of publicly owned mass transit

systems. The decision is likely to have a prompt impact

on state and local budgets.

Much more important, however, the Court’s opinion
holds long-range implications for the constitutional
status of states and localities. More than four decades
ago, the Supreme Court, in its first ruling on the Fair
Labor Standards Act, called the Tenth Amendment
“but a truism.” That description appeared to have been
rejected in National League of Cities. By its February
1985 holding, however, the Court seems to have con-
signed the amendment once again to a state of doctrinal
insignificance. In the words of the dissent, the decision
“reduces the Tenth Amendment to meaningless rhet-

oric. ... —CCC




No one expects Congress to obliterate the states in
one fell swoop. If there is any danger, it lies in the
tyranny of small decisions—in the prospect that Con-
gress will nibble away at state sovereignty, bit by bit,
until someday essentially nothing remains but a gut-
ted shell 3¢

Last year, Congress gave final approval to pre-
emptory legislation dealing with cable television rate-
setting and truck safety regulations. Congress is ex-
pected to resume consideration on the other issues
in 1985.

Cable TV: After four years or wrangling, Congress
passed a bill setting national policy for regulation of
the cable television industry. The Cable Communica-
tions Policy Act of 1984 resulted from long negotiations
between the cable TV industry and representatives of
municipal governments. After rulings by the FCC and
the Supreme Court earlier in 1984, which asserted the
FCC’s power to regulate the cable television industry
and to preempt conflicting state and local statutes, the
cities’ bargaining power was weakened and they be-
came more agreeable to a compromise. The legislation
recognizes the authority of municipalities to grant and
renew local cable franchises but establishes national
standards for renewal. After two years, local govern-
ments are preempted from setting rates for basic
services.

Commercial vehicles: In the Motor Carrier Safety
Act of 1984, Congress preempted all state commercial
motor vehicle safety laws and regulations. The bill in-
structs the Secretary of Transportation to establish fed-
eral standards for state inspection of commercial motor
vehicles. Existing and future state laws, standards, and
regulations governing motor carrier safety must be
submitted to the Secretary of Transportation for review
to determine whether they can coexist with federal
laws. States questioned the necessity of this preemption
because more than half the states had already adopted
programs based on a model developed by the Bureau of
Motor Carrier Safety.

The same bill amends the Surface Transportation As-
sistance Act of 1982, a controversial measure which
preempted state laws prohibiting tandem trucks on
interstate highways. The 1984 amendment offers some
flexibility to states, permitting state authorities to re-
quest exemption for specific segments of the interstate
system which cannot safely accommodate the longer
and wider vehicles permitted by the 1982 act.

Regulatory Federalism

Congress tightened its regulatory grip on state and
local units by imposing new penalties for non-
compliance, by adding conditions for receiving grants
and by mandating new state expenditures. Con-
gressional activity highlighted the tension between tar-
geting grants to specific needs and allowing greater
state flexibility in priority and program setting—a ten-
sion heightened by the curtailed growth in inter-
governmental grants.

With strong support from the administration, Con-
gress passed a bill to strengthen states’ efforts to collect

child support payments from delinquent parents. The
Child Support Enforcement Amendments requires states
to extend collection assistance to nonwelfare families
and employs a smaller carrot and a stronger stick than
the previous program. States that fail to meet the new
requirements, including mandatory wage withholding
by employers, may lose a portion of their federal AFDC
funds. A 5% sanction has been part of the previous pro-
gram but, because of its severity, was never enforced.
The new program establishes a graduated system of
penalties based on performance measures, in the hope
that the penalty will be imposed more often, if war-
ranted. At the same time, the national government’s
contributions to state administrative costs will decline
and a restructured incentive system is expected to re-
sult in lower incentive payments to states.

A bill reauthorizing aid to states for child-abuse pre-
vention programs included a hotly debated provision
designed to ensure that severely handicapped infants
receive adequate medical care. As a condition for re-
ceiving the aid, state child protection agencies are re-
quired to establish procedures for responding to reports
of medical neglect in so-called Baby Doe cases.

DEFRA cost impact: The Deficit Reduction Act was
not limited to spending cuts and tax increases. It
amended the AFDC and Medicaid programs causing in-
creased expenditures by both national and state gov-
ernments. Although these changes did not receive much
attention, they will have major financial impacts on
some states. The law requires that states not already
doing so provide Medicaid assistance for some poor,
pregnant women, as well as children not previously
covered. The bill provides $270 million in federal
matching funds. The Child Health Assurance Program
mandates Medicaid coverage to the following groups
meeting AFDC income and resource requirements: first-
time pregnant women, pregnant women in two-parent
families where the principal wage earner is un-
employed, and children in two-parent families born on
or after October 1, 1983, up to age five. At the average
state matching rate of 46%, the state share of these
costs over the next four years would be $239 million.
However, actual costs will be lower because states re-
quired to expand their coverage generally have lower
matching rates.®’

DEFRA also makes a number of changes in the
AFDC program. The bill raises the income limits for
AFDC eligibility and requires nine months of Medicaid
coverage to recipients who lose AFDC because they ac-
cept low-paying jobs. The bill also permits up to $50 re-
ceived in child support payments to be subtracted from
a family’s monthly income when calculating AFDC el-
igibility. This change will permit some families to re-
main on AFDC despite child support payments, and
qualify other families for AFDC benefits. As a result,
benefits paid by the national government will increase
by more than $200 million and some states will face
significantly increased AFDC costs.*

0 aurence Tribe, American Constitutional Law, (Mineola, NY: The
Foundation Press, 1978} p. 302.

3NCSL “Budget Update,” p. 2.

2ipid., p. 3.
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Other Grant Activity

Several new grant programs were enacted by Con-
gress, including a formula grant for states and local ed-
ucation agencies to train mathematics and sciences
teachers and a program to assist magnet schools carry-
ing out desegregation plans. The anticrime package in-
cluded a grant program to states for criminal justice
projects and created a new grant initiative which will
allow up to $100 million per year in federal criminal
fines and penalties to be distributed to existing state
victim assistance and compensation programs. In con-
trast to block grants, the money authorized in these
grants is for narrowly defined purposes and programs.

In the area of block grants, Congress reauthorized the
Alcohol, Drug Abuse and Mental Health Block Grant,
the Preventive Health and Health Services Block
Grant, the Maternal and Child Health Block Grant,
and the Community Services Block Grant, all at in-
creased funding levels.

THE FORECAST

In 1985, Congress will have the task of reauthorizing
a number of programs which expire before Qctober, in-
cluding the Coastal Zone Management Act, assisted
housing programs, low-income weatherization, and the
Higher Education Act. Items that Congress failed to
complete in 1984 will also be on the 1985 agenda. Im-
migration reform, reauthorization of the Clean Air and
Clean Water Acts, hazardous waste superfund, banking
deregulation, and highway construction are among
those issues that will face even greater difficulties in
the 99th Congress as elections year jitters are replaced
by deficit tremors. All of these issues, however, will
take a back seat to tax reform and deficit reduction.

Programs that aid and subsidize state and local gov-
ernments are prime candidates for spending reductions
in 1985. Indeed, the President’s FY 1986 budget rec-
ommended the elimination of General Revenue Sharing
{GRS), Urban Development Action Grants (UDAG), and
mass transit funding. In addition, large reductions were
proposed in public housing subsidies and modest reduec-
tions in welfare expenditures. Overall, the President
has requested reductions in federal aid to state and
local governments amounting to more than $6 billion.

The Treasury’s tax reform and simplification proposal
is also of great interest to state and local governments.
Like several tax reform plans introduced in Congress
(Bradley-Gephardt and Kemp-Kasten, for example), the
Treasury plan proposes to reduce marginal tax rates by
removing and modifying most of the existing deductions
(including the deductibility of state and local taxes),
credits, and exemptions.

The administration proposals have left many fearful
that the budget will be balanced on the backs of state
and local governments. Some observers of the federal
scene wonder if 1985 will the year of “whiplash federal-
ism.”** However, the administration’s proposals have
elicited strong reaction from many corners, indicating
that they are far from being fait accomplis. Congress is
already grappling with its own budget and deficit re-

duction plans and may choose to adopt one guite differ-
ent from the President’s budget. One thing is certain:
Congress and the administration face a rigorous agenda
of tough decisions in 1985, one that could lead to strik-
ingly new approaches or to resumption of stalemate.

CONCLUSION

Intergovernmental activity at the national level was
not inconsequential in 1984; neither was it extra-
ordinary. Fiscal pressure and election year politics
effectively eclipsed interest in major federalism reforms.
Changes that occurred were incremental—a few new
categorical grants, exemption from municipal antitrust
damages but not immunity from suits, new grant-in-aid
conditions, narrow Supreme Court rulings. In many in-
stances, changes were byproducts of activity driven by
other purposes, such as reduction of the deficit and de-
regulation of the private sector.

As the political debate over taxes, budget cuts, and
the deficit intensified, state and local officials turned
their attention from service delivery and balancing
their own budgets to participating in the national pol-
icy arena. A resolution passed by the National League
of Cities (NLC) in November declared that “resolving
the deficit problem is the most urgent priority con-
fronting the nation as well as the cities,” and NLC
President George Latimer called for the cities to become
the “watchdog” of the Treasury and the tax code.?®

Yet within the widely accepted notion that these are
desperate budgetary times requiring drastic measures,
there lies an opportunity for states and localities, and
the public interest groups which represent them. Inter-
governmental aid cuts, which are certain to occur, can
be made with a budget hatchet or, they can be accom-
plished through policy reform. State and local govern-
ments have begun to weigh the risks and decide be-
tween strategies: they can take a defensive posture and
man the barricades to minimize cuts, or they can agree
upon a level of cuts and present them in a positive
package of policy reform. The fundamental issues con-
fronting the nation present an opportunity for states
and localities to demonstrate that federal spending re-
ductions can be the byproduct of genuine federalism re-
form. In this way, the federal deficit crisis could prove
to be the mechanism that is needed to rebalance our
federal system.

*Memorandum of disapproval from the President to the Congress, the
White House, Washington, October 30, 1984.

**Term used by Harry N. Scheiber, “Some Realism About Federalism:
Historical Complexities and Current Imperatives,” in Emerging lasues in
American Federallsm, Advisory Commission on Intergovernmental Rela-
tions, (forthcoming),

*Raymond G. Dick, “Cities Taking 'Watchdog' Role on Deficit,” Nation’s
Cities Weekly, 3 December 1984, p. 1.

Susan Golonka is an ACIR Research Fellow.
Research Director Lawrence Hunter and Senior
Analyst Bruce McDowell also contributed to
this article.
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More than most election years, 1984 may
be remembered as a pivotal one for the
future of state and local governments for
two reasons: (1) a national mood emerged
lfi'v'ﬁi"iug basic Luaugua in the tax system,
and (2) public concern increased that state
and local governments can—and must—
help themselves by considering long-term
growth policies as well as fighting today’s
battles over fiscal austerity. The con-
junction of these events, and the healthy
national economy in which most—but not
all—states shared, provided state and
local leadership an opportunity—some
might say a mandate—to shape the future.
This article reviews some of the past
year’s events which illustrate that gov-
ernments as entrepreneurs play important
roles in assuring financial stability and
private-sector growth using fiscal, de-
velopmental, and educational strategies.

STATES’ FINANCIAL EFFORTS

During the past five years, state and local govern-
ments have been through extracrdinary financial
weather; two recessions, a 25% decline in the real value
of federal grants, and a sustained tax revolt which, in
effect, reduced state and local taxes by more than 13%.
After three decades of growth in real expenditures at
an annual rate of more than 4%, the real outlays of
state and local government per capita declined 6.5% be-
tween 1978 and 1983. A Treasury Department official,
in reporting these events, praised the states’ “admirable
fiscal responsibility” since 1979.

Voters appeared to concur with this judgment. Public
confidence in the performance of states and locahtles
was greater than in that of the national government.*
Efforts to limit or reduce taxes did notl score sweeping
victories at the voting booth. In fact, one-third of the
impressive increase in state-local receipts since 1983
has been due to legislative action by states and
localities—not only the rebounding economy. Still, no
state has adopted a new tax since 1978 (see Table 1}.

Debate over the future financial health of state and
local governments will carry great weight in shaping
the federal budget for fiscal 1986, particularly for such
programs as General Revenue Sharing. At the state
level at the close of fiscal 1984, a balance of about $6.3
billion was reported by the National Governors’ Associ-
ation (NGA) which estimated the general fund balance
for fiscal 1985 would be ahout $5.3 billion. The NGA
cautioned:

National totals . . . mask a wide range in the size and
trend of balances in the individual states. In 19584,
more than one-half of the aggregate general fund
balance was accounted for by eight states. . . . The
majority of the states still have balances of three per-
cent or less. . .. Only 16 states are expecting general
fund balances of greater than 5 percent in FY 1985.%

Perhaps as important will be the final disposition of
the tax reform issue and its consequences on state-local
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taxes makes these systems more sensitive to swings in
the national economy, and especially to those industrial
sectors most important regionally. The current experi-
ence of energy-producing and agricultural states under-
scores the point. Where tax reform will skew invest-
ment and employmant is not yet fully understood.

Contingency Funds
The most significant new trend in state finance is the
establishment of budget stabilization accounts—"rainy
day funds’—to hedge against revenue shortfalls.

'Testimony of Robert W. Raftuse, Jr., depuly assistant secretary, U.S.
Depariment of the Treasury, in hearings, House Subcommitiee on inter-
governmental Relations and Human Resources, December 12, 1984,
“ACIR, Changing Public Attitudes on Governments and Taxes
(S-13), 1984, p. 1.

“National Association of State Budget Officers/National Governors’ Asso-
ciation, Fiscal Survey of the States, February 1985, p. 2. (Processed.)
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Table 1

State Personal Income and Sales Tax
Legislation

Personal
Income Tax Sales Tax Commentary

Real State-Local Growth: 1959-77
Mew Tax Adoptions 13 i2 Sieady sirengihening of
Tax increases 75 76  state tax systems to un-
Tax Decreases N/A N/A  derwrite real expen-
diture growth.

Tax Revolt: 1978-80

New Tax Adoptions — —  Sharp contractions in
Tax Increases 2 6 state tax powers.
Tax Decreases 35 19

Recession: 1981-83

New Tax Adoptions — —  Dramatic tax hikes to

Tax Increases 28 30 offset recession-in-

Tax Decreases 2 1  duced revenue losses.
No countercyclical aid
from Washington,

“Wait and See’: 1984
New Tax Adoptions  — Industrial based states
Tax increases 2 9 eXxperiencing recovery;
Tax Decreases 10 3 other states are not,

Qimbnes ave wonibins
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see how the federal
government deais with
the deficit and the
economy.

Calculations not only count state tax rate increases and de-
creases, but also include adoptions and extensions of tem-
porary tax changes, major changes in personal exemptions or
credits or standard deductions, indexation of personal income
taxes, tax rebates, elimination of taxes, and changes in major
tax exemptlions.

Source: ACIR staff compilations.

Florida’s contingency fund stood alone from 1959 until
Michigan foliowed in 1977. Today, 24 states have such
funds, with 15 using an automatic method to determine
when the fund receives revenue. Eleven states divert
surplus revenues up to a ceiling, defined as a per-
centage of revenues, appropriations, or expenditures.
Four states’ formulas are based on personal income
growth. Rainy day funds amounted to slightly more
than $1 billion in 1984, and could reach between $1.7
billion and $3 billion next year.

To balance the state budget in case of shortfall, 10
states use appropriations from the fund; 14 provide for
automatic outlays. Fiscal experts suggest that a rainy
day fund, separate from a surplus in the general fund,
imposes an important discipline on spending decisions
during times of prosperity and austerity. To some ex-

tent, these funds are now regarded as a positive cri-
tavrinn hy oredit analvste whan rating atate hande
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State Tax Systems

Tax changes may replace education as the top pri-
ority on 1985%s legislative agenda in many states; ton-
tinuing pressure for tax cuts will be felt, despite the
1984 defeat of tax and expenditure limitations (TEL) in
eight of nine states.* State budget officials see prospects
for TEL efforts in Colorade, North Carolina, Louisiana,
Nevada, New Jersey, Virginia, Florida, Oklahoma, and

QOrecon
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Contributing strongly to public debate will be the
findings and recommendations of a large number of tax
studies. In 1984, commissions studied revenue systems

in a dozen states: Minnesota, New York, Massachusetts,
Tﬂ“nﬂ@epﬂ Iﬁwﬂ TDYQQ (‘ﬂ]lfﬂ'\"“]ﬂ KQT\EQ“ WQQ‘*’ V'I)"-

4 TIRNATAGTT, VWA, ATAGD, WwQliiUliina, DnAihsas,

ginia, Hawall New Mex1co and Utah. Prekusly, tax
studies were done in Connecticut, Pennsylvania, Rhode
Island, Illinois, Michigan, Georgia, Louisiana, and
Ohio. These studies were not spawned solely because of
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flected concern that the state’s tax system might be too
complex, retarding econemic development. New York's
aimed at simplifying the system.

These study groups follow no model structure. Min-
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zens’ groups, and businesses. In New York, only as-
semblymen and state senators sit on the commission,
but 600 persons are invited to make comments on all
work done by the body. The most recent New Jersey ]
T nnnl Benarditaae mAd Davaraia D~ 7 (e icainan
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was approved in December after three years of nego-
tiations between the governor and the state legislature.

State Lotteries

Voters in California, Oregon, West Virginia, and
Missouri added their states to the 17 others and the
District of Columbia which have lotteries. During 1983,
lotteries generally contributed less than 2% of total
state revenues, but in 1984 bettors nationwide spent
more than $5 billion on tickets. In several states, lot-
tery proceeds are functionally earmarked; the new Cali-
fornia lottery—expected to generate $500 million—
allots 34% of its revenues to public education. Mis-
souri’s lottery will direct 45% of its total revenue to the
general fund, and Oregon's will set aside 34% of the
proceeds to economic development and job creation.

Hailed as a major source of new revende, lottertes
have some fiscal limitations. Lotteries are, on the aver-
age, about five times more costly to administer than
more traditional revenue sources. In 1983, 2.5% of total
tax revenues went to tax administration costs; ad-
ministering lotteries averaged 12.6% of lottery rev-
enues. In four states, lottery administration costs ex-
ceeded two-thirds of revenues: Maine (76.9%), New
Hampshire (73.8%), Vermont (68.2%), and Arizona
(66.9%).°

“Intergovernmental Perspective, Fall 1984, pp. 4-5.
*National Journal, 19 Jan. 1985, p. 188.



Voters, continuing the surge of 1983, strongly sup-
ported 1984 bond issues for physieal infrastructure. In
November, $3.8 billion in bond issues were approved,
85% of the value on the ballots. A year earlier, voters
approved $3.4 billion, 90% of the total value. The
1983-84 approval rates contrast with recent years; in
November 1975, for example, voters passed less than
10% of the issues brought before them—only $619 mil-
lion in new bonds,

States and localities finance infrastructure by taxing
as well as borrowing. Last year, seven states increased
the motor fuel tax: Alabama, Connecticut (for the sec-
ond straight year), Louisiana, Oklahoma, South Da-
kota, Texas, and Wyoming. Another 18 raised the tax
in 1983. These tax revenues and the increased federal
motor fuels tax—raising about $5 billion annually—
have spurred road, bridge, and public transit spending.

The scale of current efforts is shown by the value of
state and local construction contracts awarded. During
the first nine months of 1984, such contracts were
awarded at an annual rate of $50.5 billion, nearly 12%
higher than the 1983 figure of $45.3 billion. The latter
figure was 10% higher than 1982, $41.3 billion.

State governments have been especially active on the
physical infrastructure stage, often devising innovative
mechanisms for planning, financing, and administering
their programs. Washington enacted a law that re-
quires at least $10 million annually be deposited in a
public works assistance fund, separate from the general
fund. The new fund wili pay principal and interest on
bonds issued for local public works projects. New Jersey
Governor Thomas Kean offered to issue state bonds on
behalf of lecal governments to give them the benefit of
the state’s generally higher bond rating.

A complex infrastructure financing mechanism—
MassBank—survived legal challenge when Massachu-
setts’ Supreme Judicial Court ruled in its favor. The
plan is still pending in the state legislature. It would
establish a development bank for business—related
physical infrastructure, to be financed by earmarked

SUPPORT FOR INFRASTRUCTURE

taxes on business corporations. The tax rate, adjusted to
raise up to $145 million annually, would be set as a
portion of total business tax collections. In return, the
state would offer savings to business through changes
in its unitary tax system, an extension of investment
tax credits, and continuation of an earlier reduction in
the state’s unemployment tax rate.

The court ruled that the assessment for physical in-
frastructure is, in fact, a tax but (1) it is constitutional,
(2) the legislature had the authority to delegate taxing
authority to a revenue commissioner, and (3} it is con-
stitutional for MassBank to spend revenue for a specific
purpose even though the funds were not appropriated
by the legislature.

The ACIR concluded in 1983 that physical in-
frastructure problems, while often serious, could be
dealt with largely through existing mechanisms; the
Commission suggested that improved coordmatmn be-
tween governments could further this process.” For ex-
ample, Cleveland's coalition, Build Up Greater Cleve-
land, will set priorities for infrastructure investment
and develop a funding plan supported by all major gov-
ernmental entities in Cuyahoga County. It recom-
mended $1.6 billion in capital investment through
1987, including about $700 million from local sources.

One of the biggest blows to state infrastructure pro-
grams was Congress’ failure to pass comprehensive
highway aid for the second straight year. Without legis-
lative approval for the Interstate Cost Estimate and
Interstate Substitute Cost Estimate, the Federal High-
way Administration cannot distribute more than $7 bil-
lion in federal-aid highway funds to states in fiscal
1985, Although both the House and Senate each passed
a highway bill, sharp differences between the conferees
blocked final agreement before Congress adjourned.

—MM

' See Financing Public Physical Infrastructure (A-96}, ACIR, June
1984.

ECONOMIC DEVELOPMENT INITIATIVES

State and local governments have long been involved
in economic and industrial development. Obvious as the
relationship is between government and business, 1984
suggests that their interactions are changing: govern-
ment is going beyond its traditional supportive role
{e.g., fiscal climate, public physical infrastructure) and
business decisions increasingly consider total impact on
communities and states. The rhetoric of partnership is
gradually turning into ongoing institutional behavior,

legs adversarial and more entrenreneurial,
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A survey of 570 local chambers of commerce in 1984
found that 70% of the communities had an economic de-
velopment plan, list of priorities, or a statement of ob-
jectives. In addition, 85% of the chambers noted im-
proved cooperation between local development
organizations.

Even as the effects of the recession began to fade,
states and localities redoubled their efforts to foster
economic development, broadly defined. Hard financial
and economic skills, tough realism honed by the reces-
sion, and genuine creativity are being melded together
to advance local economic growth. Past experiments
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matured and became ongoing efforts, and new ideas
moved from concept to start-up venture.

Recent years have witnessed an expansion into new
directions. State and local governments still fund physi-
cal infrastructure, but now they also promote high-
technology, apply new technologies to mature industries,
provide the bulk of job training, support small busi-
nesges, and target their aid to distressed communities.

This expansion results largely from two forces, the
national government’s retrenchment from large pro-
active economic development programs and the increas-
ing capacity of states to fill this vacuum. State and
local government initiatives play a relatively small role
in the condition of the overall economy; at the same
time, their initiatives create products, services, jobs,
and revenues which aid the national economy.

Creating Employers

To create jobs—with all their benefits—governments
no longer focus on public employment; creation of em-
ployers has the priority. The variety of efforts fall into
several categories: making capital more available, pro-
viding other incentives to business, and adopting state-
wide development, strategies.

Delaware’s Blue Collar Jobs Act of 1984, enacted in
August, illustrates some of the diversity. The measure
includes tax incentives for businesses moving into or
expanding within the state, with other incentives for
targeted industries and geographic areas. A .1% un-
employment insurance tax on all employers is expected
to raise $1.5 million, earmarked for dislocated worker
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and school-to-work programs.

Making Capital Available

Venture capital: Few people think of state and local
governments in terms of venture capital, largely the
province of private firms and individuals. More than 20
states, however, are now involved. These plans have
varied forms: state or quasi-publicly owned, state or in-
dependently operated, an earmarked fund or tax incen-
tives for direct investments in targeted industries and
locales. By stimulating the private sector, they seek to
diversify their economies as well as to create jobs.

Several cities, including Louisville and Baltimore, are
setting up modest venture capital pools when efforts to
attract private funds fail.® Baltimore and Milwaukee
are targeting their pension funds toward long-term
small business loans.

Lender commitments: Another good example of
public-private partnership is the lender commitment
program. lllinois Governor James R. Thompson an-
nounced in October the commitment of more than $1
billion by about 300 lending institutions within the
state. The nation’s first such program, for $200 million,
was announced earlier in the year by Washington Gov-
ernor John Spellman. Eight other states, including
Maine, Ohio, Utah, and Vermont are engaged in simi-
lar efforts, as part of the federal Small Business Re-
vitalization program which links bank loans with lim-
ited state and federal lending incentives to make long-

term capital available and affordable.” Typically, only
established small and medium sized businesses can
meet the rigorous loan criteria.

Industrial development bonds: The Tax Reform
Act of 1984 (TEFRA) imposed statewide volume limits
on industrial development revenue bonds. Although
these limits-—$150 per capita annually with a min-
imum $200 million allocation to each state—posed no
problem in 1984, states must cope with a lower ceiling
of $100 per capita in 1986. In addition, Congress’ action
forces states to allocate IDB issuance among all eligible
state and local agencies and authorities, with 50% of
the total allocation reserved for state-level use. State
legislatures, formerly largely uninvolved, are becoming
important participants in economic development be-
cause they must help determine equitable ways to allo-
cate IDB authority.

Five states, Arkansas, Iowa, Illinois, Minnesota, and
Wisconsin, enacted laws in anticipation of TEFRA’s
complex provisions on IDBs. The governors of Califor-
nia and Georgia signed executive orders after President
Reagan signed the measure in July. By the end of the
year, every state had taken steps to govern the alloca-
tion of IDB authority among state and local governments.

Other Incentives

Capital is not the only requirement for business de-
velopment. Enterprise zones and incubators offer other
incentives.

Enterprise zones: Although national legislation is
stalled, 21 states have established enterprise zone pro-
grams that confer tax and financial incentives on busi-
nesses in specific locations. Among the leaders in des-
ignated target sites are Louisiana (620), Florida (186),
and Arkansas (123). A number of the programs have
not yet become fully operational, and their long-term
viability is not known. One criticism of enterprise zones
is that their incentives have comparatively little value
for new businesses which have yet to turn a profit, re-
gardless of their prospects.

Incubators: For the fledgling enterprises in a com-
munity, business incubators are now designed to help
hurdle obstacles during start-up. Typically, a vacant
building is converted into flexible office or industrial
space and small business tenants are sought: high-tech
firms, services, artisans. Rents are low, many adminis-
trative services are shared; even management con-
sultation is available on a shared-cost basis. With flex-
ible but tough leases, failing businesses are jettisoned
and successful ones are sent off to fly on their own.

Sponsored publicly and privately, by nonprofit organ-
1zations and universities, incubators are spreading like
brushfire. Colorado, Illinois, Kansas, Michigan, Mis-
sissippi, North Carolina, and Pennsylvania are among
the states encouraging them. The corporate structure
behind incubators is as entrepreneurial as their ten-
ants. Flint, M], has a $3.5 million partnership between

*Economic Developments, 31 July 1984.
’Developments, Fall 1984.



PAY FOR COMPARABLE WORTH:
CONTROVERSIAL, MOVING AHEAD

The highly controversial issue of comparable
worth—roughly defined as the concept of equal pay
for work of equal value—grew in importance among
the states in 1984. Although the idea suffered
setbacks along the way, the contention that there is
a built-in gender gap in public employment is
drawing closer scrutiny. At least 30 states have
established mechanisms to evaluate jobs and to
recommend actions that would be needed to carry out
the concept of pay equity.

Minnesota the first state to adopt a comparable
worth pay pﬁuc_'y‘ uegaﬂ payments to its clerical
workers, funded by a biennial appropriation of $21.8
million for salary increases; during the next two
years, each clerical worker will receive an additional
payment averaging $1,600. The state anticipates a
similar appropriation will achieve full pay equity by
1987. New Mexico’s $3.2 million program began in
July 1983. In July, Iowa began a $10 million plan for
fiscal 1984-85; comparability is to be complete by
migd-1987.

R . [,

Despite these state-initiated steps, impetus for
widespread public attention came from the December
1983 ruling of a U.S. District Court judge in
AFSCME v. the State of Washington. On the basis of
Title VII of the Civil Rights Act of 1964, the judge
ruled that Washington had diseriminated against
employees on the basis of their sex. The state had
already begun a program of comparable worth
compensation, and obtained a stay of the AFSCME
decision whxle it carries forth an appeal Thus, under

ILS OWIl pldﬂ WdS[llIlgbUﬂ Uﬂgdll ILH prugraiin Hl duly,
about 20,000 of 45,000 state workers will receive
approximately 38 monthly through June 1985.
Meanwhile, two state-level personnel boards are
evaluating all job classes currently with at least 70%
female incumbents. Potential beneficiaries, according
to one estimate, could be entitied to as much as $500
million in back pay.

During 1984, legislative steps to advance
comparable worth were either defeated or tabled in
I.IVB states: \JUIOT&QO, I‘ lOI'lUH, lVliES()ﬂI'l l‘lEDl'HSKﬂ.,
and Pennsylvania.

A survey by the Council of State Governments
identified 23 states with formal study groups on
comparable worth; others used other means to assess
their personnel systems performance.! The CSG
survey found that only seven states had taken no

specific action on the subject. Where task forces or
commissions have been started, reports are expected
in one to two years.

The National Committee on Pay Equity, an
umbrella group representing some 200 organizations,
reported in September that job evaluation studies
had been completed in seven states: Connecticut,
Idahe, Ilinois, Mlch1gan, Minnesota, Washmgton
and Wisconsin.?

As the personnel experts and other consultants
examine state systems local systems will face
similar SCI“GLIH_'y' In uiii‘ii‘ieSGLu the Local Government
Pay Equity Law requires each jurisdiction to submit
an implementation plan for pay equity by October
1985. Urban counties surrounding Washington, D.C.,
and other central cities are responding to the issue
much as are the states, with studies.

The work of the various task forces and
commissions will be difficult; agreements on the
basic premises of discussion will not come easily.
Vlgorous dlspu'bes have been triggered over the
scientific basis of uub&‘fi‘mmﬁg‘ Cﬁmpai‘a‘imi‘: worth.
There is serious skepticism that formal job
evaluation can be isolated from the evaluators’
personal judgments. Finally, there is the most
frequently asked question: how realistic is it to set
government pay rates independent of market forces?

The concept of comparable worth, were it to be
fully validated and carried out, would sharply change
collective bargaining on pay rates. Depending on the
cost factors used, comparable worth standards could
cost state governments from qu; billion to $44
billlon—equivalent to total tax increases of from 6%
to 24%.°

Awesome as the fiscal implication may be to
states, the private sector’s concern is still greater.
Although state-level actions are most closely
monitored currently, an official of the U.S. Chamber
of Commerce estimated that comparable worth in the
private sector could cost up to $320 billion annually.

—DWL

'Keon S. Chi, “Comparable Worth in State Governments,” State
Government News, November 1984, pp. 4-6,

2See Who's Working for Working Women? (Washington, DC:
National Commitiee on Pay Equily, September 1984).

3For background and current information, see State Policy
Reports, June 22, 1984, pp. 9-23; July 26, pp. 15-17; September 28,
Pp. 24-26.
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the city, the Mott Foundation, and the Flint Com-
munity Development Corp. Heywood County, NC, re-

ceived the first state grant to stimulate job creation
through incubator facilities; an SBA “503” company,
the Smoky Mountain Development Corp., emerged with
funds coming from the state Technological Development
Avuthority, which administers North Carolina's New
Technology Jobs Act. A Pennsylvania survey showed
that incubators are more likely to attract local res-
idents rather than entrepreneurs from elsewhere; only
one in 44 firms expected to relocate if financially

successful.

Statewide Economic Strategies

The most ambitious effort to further economic growth
through state government was Rhode Island’s com-
prehensive Greenhouse Compact. It also suffered rejec-
tion by 80% of the voters in June, but it stands as a
significant chapter in such activities, raising many
questions that attracted national attention.

Deeply concerned by the state’s weak economy and
the steady outmigration of its youth, former Rhode
Island Governor J. Joseph Garrahy in late 1982 created
the Strategic Development Commission (SDC) to
analyze the state's industries and to recommend ways
of making them increasingly competitive. The SDC de-
vised what came to be called the Greenhouse Compact,
an ambitious attempt at state economic development
planning.

The multifaceted Compact sought to holster existing
businesses with product development loans, loans to de
velop new markets, and expansion programs. Some of
the loans would turn into grants if certain investment,
employment, and wage standards were met. The Com-
pact focused on specific state industries, including jew-
elry and boat building, hoping to vault them into the
position of industry leaders. It also would have created
four research centers, or “greenhouses,” to support the
basic research and then help to develop practical appli-
cations in the fields of robotics, services for the elderly,
medical technology, and “thin film” computer materials,

As originally conceived, the Compact would have
been wholly funded by a tax increase, but the state
legislature, which eventually adopted the plan, replaced
that idea with a mix of state bonds and general funds.
The funding proposal included a public combined ex-
penditure of $250 million over a seven-year period, with
the expectation of a private sector $500 million match.
To put these figures in perspective, Rhode Island’s 1983
economic development program budget was about $4
million, and the $250 million would have equalled
about one-quarter of the annual state budget.

Following adoption by the legislature the Compact
was put before the voters who turned it down by a re-
sounding 4-to-1 margin. Most observers credit the siza-
ble defeat to distrust of local politicians and suspicion of
state planning in general, This may be too simplistic,
Other factors were involved: (1) the proposal went well
beyond most states’ levels of involvement in supporting
private-sector activity; {2) the funding level was con-
troversial in itself, and (3) two critical groups—small

business and some Brown University economists-—were
not among the consensus supporters, the latter's opposi-
tion becoming visible and influential.

The Compact is not dead, however. Though it will not
be brought before the voters, Governor Edward DiPrete
has stated his intention not to allow the state needs

identified by the SDC to go unheeded.

Plant Closings

The shifts of the national economy in a global mar-
ketplace will continue to be symbelized by plant clos-
ings. To ease the ordeal of plant closings, 22 states con-
sidered plant closing legislation between 1981 and
1984 8 Last year, Massachusetts became the fifth state
to enact such a law, following Connecticut, Maine,
Michigan, and Wisconsin.

Using analysis begun in 1983 under the direction of
Governor Michael Dukakis, the Commission on the Fu-
ture of Mature Industries issued recommendations
which were adopted by the legistature. The public/
private agreement established: voluntary advance no-
tification by businesses of impending plant closings and
provisions by them to maintain income and health in-
surance benefits; a state fund to provide income and
health coverage as well as expand current retraining
and reemployment programs; a hands-on research sys-
tem to root out potentially troubled plants to provide
time for devising a solution; funds for plant modern-
ization and expansion; and, loans to help existing firms
bring new products to market.

Massachusetts’ action stands in contrast with Pitts-
burgh'’s experience. The Commonwealth Court of Penn-
sylvania ruled that the city’s plant-closing notification
ordinance was invalid; the city had exceeded its powers
under the state’s home rule law,

Other new, developing and mature programs have
not been mentioned here because there is now more
state and local activity than can be compiled briefly.
Problems are still far from resolution. Many oppor-
tunities still exist (greater reliance on public pension
funds figures prominently in many economic develop-
ment specialists’ dreams). Furthermore, these programs
mentioned are still guite controversial. But sub-
national governments are proving themselves to be in-
creasingly fertile lands for the seeds of homegrown
economies.

THE EDUCATION CONNECTION

Education continued to occupy center stage on the
states’ policy and budget agendas last year. The Edu-
cation Commission of the States (ECS) estimates that
nearly 250 high-level task forces or study commissions
in all 50 states have reported their recommendations
for school improvements. Governors made public edu-
cation a central point in their legislative programs, and
state lawmakers considered over 7,000 school-related
measures. According to a National Conference of State

“SState Legislatures, November-December 1984.



Democrats still control state legislative bodies by
more than a 2-to-1 margin, but Republicans
continued to make inroads last year. As the 1985
sessions opened, Republicans held 339 more seats,
controlled seven more chambers (for a total of 32),
and had enough votes to tie in two other states.
These gains are in clear contrast to the Republicans’
net loss of 215 seats and control of nine chambers
just two years ago, and continue a ten-year reversal
of the Democratic landslide of 1974.

Perhaps some of the most noteworthy GOP
advances were registered in the South where major
gains were made in that region’s largest states:
Florida, Georgia, North Carolina, and Texas.
According to Curtis Gans, director of the Committee
for the Study of the American Electorate: “My
impressicn is that the Republicans are going to be a
competitive party in the South, and maybe the
dominant party, in the next six years. It has been
building for quite some time, and this was a real
breakthrough year for them as far as the South was
concerned.”’ Five southern states did not hold
statewide elections last year.

State legislative election results also seemed to
bode well for women candidates, but the ocutcome was
less clear for minorities. More women than ever will
serve in legislatures, accounting for 14.4% (or 1,067)
of the state legislative seats. Hispanics also made
gains, now holding 108 seats, 1.5% of the total. Over
B0% of the Hispanic representation is concentrated in

STATE ELECTIONS: GOP GAINS

‘preparations are made for the next reapportionment

five states: Arizona, California, Colorado, New
Mexico, and Texas. The number of black legislators
increased by six over 1984, one of the smallest gains
since 1960. Blacks now hold 384 legislative seats,
about 5% of the total.

The issues of state legislative composition and
control will become increasingly important as

in 1990. A federal court decision in December may
have great impact on redistricting. A special panel of
judges split 2-1 in ruling that the districts used in
the 1982 Indiana legislative elections had been
drawn unconstitutionally because they failed to
reflect the entire state’s political composition.
Although the ruling favored Democrats in Indiana,
Republican officials in Washington and state capitals
saw their party as ultimately winning more seats if
the ruling is applied nationwide.

In the executive branch, nine new governors were
elected in 13 state contests. Republicans scored a net
gain of one governorship, with the partisan line-up
now standing at 34 Democrats and 16 Republicans.
Former Lieutenant Governor Madeleine Kunin was
elected in Vermont and became the Nation’s second
currently serving woman state chief executive. The
number of women lieutenant governors was raised
from three to five with the election of Harriet Woods
in Missouri and Ruth Mejers in North Dakota.—JR

'New York Times, 11 November 1984,

Legislatures {(NCSL) survey, education was cited by
over 60% of the states as one of the year’s leading
budget issues, out-distancing the second choice (tax-
ation) by better than 2-to-1." By year’s end, nearly half
the states had increased appropriations for elementary
and secondary education by 10% or maore,

Two significant factors have served as catalysts for
the recent nationwide initiatives to improve public edu-
cation. First is the 1983 report of the National Commis-
sion on Excellence in Education. The report, A Nation
at Risk, challenged the country to stem the “rising tide
of mediocrity” in public schools, and called for wide-
ranging reforms in virtually every segment of the edu-
cation system. The second factor is the recognition that
education is a basic element of economic growth and job
development, and that a highly-skilled and trained
workforce will be needed to support a more diverse and
high-tech industrial base. A conference touched on a
basic issue: “The current public debate has again
brought education center stage, and we currently have

more options and greater opportunities than ever before
to improve education for the next generation. We will
do well to remember that the kindergarten student of
1983 will be the college graduate of the year 2000.”'"
The current wave of public attention to and support
for education has been likened to'the post-Sputnik era
of the late 1950s. However, there are at least two im-
portant differences between the post-Sputnik initiatives
and current efforts. First, the earlier reforms had a dis-
tinctive “national” flavor, focusing in large measure on
new and expanded federal programs and funding. By
contrast, today’s education reform efforts are the prod-
uct of a vast array of state and local initiatives—a
“bottom-up” approach. Second, the post-Sputnik reforms
targeted science and mathematics; current efforts are

®National Conference of State Legislatures, State Budget Actions in
1984, Denver, September 1984.

University of Virginia Institute of Government, “News Letter,” Char-
lottesville, June 1984,
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directed toward quality improvements across the edu-

cation gpectrum.

Recent state actions have addressed five broad
themes directed toward improving the overall quality of
public education:
® Curriculum: course content and objectives, learning

goals, minimum classroom skill levels, and textbook

evaluations. In Delaware, for example, the state will
now develop program objectives and performance
standards for the two state-mandated courses in
math and science. Virginia has new procedures for
approving textbooks and is creating a new center to
evaluate classroom computer software.

¢ Classroom (or learning) time: about half the states
have increased the amount of time students must
spend in the classroom. As part of its comprehensive
reform package, Arkansas will increase daily instrue-
tional time by half an hour and will lengthen the
school year by three days beginning in 1987.

¢ Graduation requirements: over 40 states have in-
creased the number of academic courses needed for
high school graduation. For example, credit require-
ments in Kansas schools will be raised from 17 to 20
gtarting in 1988, In Nevada, math units will be
doubled. Fifteen states now require seniors to pass an
achievement exam before they can graduate.

® Teacher salaries: at least 17 states have raised sal-
aries, and another two dozen have similar proposals
pending. More than a dozen states, including Ten-
nessee, Florida, and California, have adopted “master
teacher” plans that tie salary increases to superior
performance. A pilot merit pay program in New Jer-
sey was begun last fall.

e Teacher training and standards: nearly 60% of the
states have adopted new requirements for teachers
including stricter certification standards, proficiency
exams, and inservice development programs. In New
York, for example, all new teachers must pass a pro-
ficiency test in basic teaching and academic skills.
Massachusetts’ Commonwealth Inservice Institute of-
fers grants to local education agencies for teacher-
planned and controlled training programs.

In evaluating the education reform record during the

past year, the ECS Task Force on Education for Eco-

nomic Growth gave high marks to states’ efforts. Ac-
cording to the task force chair, former North Carolina

Governor James Hunt, the initiatives represented “the

best example in many years of the vitality of the fed-

eral system.”!!

The scope of the states’ education reforms, however,
may pose another challenge to the “vitality” of the
intergovernmental system. Education traditionally has
been viewed as a function shared by state and local
governments. Yet, as state lawmakers become more in-
volved in determining course content, setting salaries,
and mandating standards, they also are eroding the
basic tenet of local control. Although many local school
officials are concerned about this centralizing trend,
some observers believe that the shift is justified. As
noted by a former cabinet member; “It’s certainly true
that, rather than leaving it up to the discretion of local

school boards, a lot of legislatures said ‘we’re going to
mandate reform by putting it into law,” and I say hur-
ray for that. 1 know the criticism that we are getting
curriculums written on the floor of state senates, but I
feel that the urgency right now justifies the action be-
ing taken,”'?

Some of the most notable reform efforts and funding
gains have been enacted in the Seutheast, where nine
states increased elementary and secondary education
appropriations by more than ten percent. Governors in
two states, South Carolina and Tennessee, finally won
approval for their comprehensive programs first offered
in 1983. In South Carolina, the legislature approved
Governor Richard Riley’s recommendation for a one
cent sales tax increase that will generate over $200
million to support higher teacher salaries and more
than 60 new school programs ranging from aid to dis-
advantaged students to prekindergarten child develop-
ment. Tennessee Governor Lamar Alexander’s “Better
Schools” program, perhaps the most ambitious package
of reforms in the country, includes a 22% increase in
elementary and secondary appropriations, the nation’s
most comprehensive teacher career ladder (master
teacher) program, salary hikes, and a sales tax increase.

In North Carolina, Governor James Hunt’s
$255-million reform package was passed with little dis-
sent and did not require a tax increase. The package
included funding for a 15% teacher salary increase;
programs for exceptional children; textbooks; vocational
education equipment; math, science, and computer labs;
and better student-teacher ratios for the fourth, fifth,
and sixth grades,

In Texas, the legislature approved a major education
reform package that will be funded from a variety of
tax and fee increases, raising $2.7 billion over the next
three years. Included among the reforms are a new
legislative education oversight board, tests for high
school graduation, an appointed (and smaller} state
board, salary increases, improved courses and instruc-
tion time, and a state aid formula designed to achieve
greater equalization.

In its report Education Finance in the States: 1984,
the ECS raised this question: who should fund edu-
cation and how should the monies be allocated? Accord-
ing to the report, a significant difference between cur-
rent reform efforts and those of a decade ago involves
the issue of equity. Earlier reforms stressed equity for
disadvantaged students; current programs emphasize
excellence for all students.

Similar concerns about equity in school finance were
voiced in early 1985 by the National Coalition of Advo-
cates for Students, comnprised of 18 child advocacy
organizations. The coalition cautioned that the national
emphasis on higher standards overlooked the needs of
children “at risk,” and could help create “a permanent
underclass in America.” Responding to the 1983 A
Nation at Risk report, the coalition observed: “(The
national report) was a bugle call . . . for greater aca-

''"The Washington Post, 31 July 1984,
"2Terrell Bell, quoted in The Washington Post, 9 September 1984.




INITIATIVES GAIN SUPPORT

Using initiatives to set policy proved to be more
popular than ever in November. Of the 40 initiatives
that reached the ballot, about 50% were approved, a
high rate in historical terms. On balance, there was
no clear pattern in the results to indicate a strong
conservative or liberal groundswell.

What is clear is a growing recourse to initiatives.
As recently as 1982, 225 measures were given formal
titles and approved for the process of distributing pe-
titions for signatures. In 1984, the total reached 305,
including 64 in California and 57 in Oregon. Next
among the leaders were Massachusetts (20); Florida,
Michigan and Washington (17), and Arizona (15).

The attrition rate for initiatives is high; only 13%
of the 1984 crop reached the ballot—Oregon’s eight
and California’s seven being highest.

Tax Revolt Abating?

Efforts to cut taxes or restrict expenditures were
not widely successful because state governments
have been hard-pressed for funds, even while oper-
ating on leaner budgets.! California, a bellweather
state for initiatives, suggested the national mood: the
state's voters rejected Proposition 36, billed as fur-
thering the tax cuts sought by 1978’s Proposition 13.
Opponents had claimed that Prop 36 would curtail
localities’ ability to issue bonds and raise fees for
services. Californians also voted down an initiative
which would have sharply reduced welfare spending.

Many campaigns surrounding tax-related refer-
enda turned heavily on “a deep-seated fear among
voters that any reductions in state government rev-
enues might adversely affect public education.”

Influence of Courts

The 1984 crop of initiatives gave added visibility to
the role of state courts. Increasingly courts are being
asked to determine the validity of proposals. Suc-
cessful challenges resulted in courts knocking initia-
tives off the ballot in Arkansas, Missouri, Florida,
and Oregon. As interest groups become more skilled
in proposing and opposing initiatives, court chal-
lenges are now mounted less on the specific content
of initiatives than on the underlying process. Pro-
visions for titling, signature certification, preparation
of voter information, and the like, are increasingly
questioned. Many challenges hinge on the random
sampling of signatures which is used to determine
their validity quickly and cheaply.

During 1984, several cases showed that some state
courts are willing to give close attention to the un-
derlying justification for the initiative and its proper
use. Rulings in four cases focused on the intended
use of the initiative—as established in the respective
states: that it is to propose statutes or constitutional

amendments. Courts in Nebraska, California, and
Montana rejected using an initiative to have an “ad-
visory” or “resolution” purpose. A Massachusetts de-
cigion also carefully laid out differences between a
law and a rule. These rulings in widely disparate po-
litical and geographic settings are strong evidence
that only limited legislative powers are vested in the
initiative process.

Little Legislative Action

The impact of the courts is not matched by state
legislatures, although most state laws and con-
stitutional provisions are from the pre-1920 era,
when multi-million-dollar campaign chests and tech-
nological mass political persuasion were not con-
templated. In 1984, only three new laws dealt
broadly with basic aspects of initiatives.* Arizona
now requires its attorney general to analyze popular
initiatives and referenda in the same way the legis-
lative council analyzes measures referred to the bal-
lot by the legislature. Ohioans will now receive a
summary of a proposed initiative—certified by their
attorney general—before being allowed to sign a pe-
tition about a law or the state constitution. Nebraska
changed provisions of its statute governing initiative
and referendum.

Some differences between states have great bear-
ing on the intent and conduct of the initiative; for
example, petition circulators may be paid in some
states but not in others. Initiative strategies of local
and national organizations consider these factors in
planning campaigns, whether to control hospital
costs, to sanction lotteries, or to permit wine sales in
grocery stores.

Today, business interests and citizen activists look
to the initiative as an important form of direct access
to government; governors and state legislators also
may take recourse in the initiative to bypass stale-
mates. Of the 27 states that do not authorize initia-
tives, 21 have considered adopting them since 1980.°

As shown here, the route to direct democracy is not
as uncluttered as contemplated by its early pro-
ponents. Initiative, with its complexity, unpre-
dictability, and differing groung rules, has been
likened to “a loose cannon on the political deck.”®

—DWL

“Voters Reject Tax Culs; Steer to Middle of Road,” The Initiative
News Report, Novemnber 16, 1984, pp. 1-2.

2Patrick B. McGuigan, “Voters Steer Mixed Course on November &
Ballot Measures,” Initiatlve and Referendum Report, November 23,
1984, pp. 1-2.

*Initlative Quarterly, Third Quarter 1984, pp. 1-7.

“Public Affairs Information, Inc., Initiative and Referendum Legis-
lation Enacted by the States in 1984 Session. (Processed.)
SLucinda Simon, “Representative Democracy Challenged,” State
Legislatures, August 1984, p. 13.

SInterview with Walter Klein, director, National Center for Initiative Re-
view, Denver.
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demic rigor, but does not recognize that some 20 to 25
percent of students . . . need very special help . . . and
that that help is going to cost money and is going to
take changes in schools and is going to take a long time
to bring about.”'?

Several states did, in fact, revise their school finance
systems in addition to increasing the amounts of aid.
Lawmakers included more accurate measurements of
district wealth and tax effort in the Delaware aid sys-
tem, and the Maryland legislature adopted a $616-million
five-year plan to equalize spending among school dis-
tricts. Minnesota implemented a new finance system
approved in 1983, and the Texas school reform package
included a new funding formula based on the varying
costs of educating different types of students.

Clearly, education was a major winner in 1984, bene-
fiting in large part from improving economic conditions.
One possibie bellweather of the public’s willingness to
continue to commit resources to schools—even if it
means higher taxes—may be seen in the birthplace of
the Proposition 13 tax revolt: California. Not only did
the legislature increase school spending by more than
14% to continue a major school reform plan enacted in
1983, but a majority of citizens also voted for higher
taxes for schools in all but one of 13 school district elec-
tions. The tax elections were held in late 1983 and
mid-1984. This high level of public support, however,
was not always sufficient to meet the two-thirds re-
guirement imposed by Prop 13; only five of the mea-
sures were enacted. Nevertheless, a significant change
in voter attitude is apparent. During the decade prior to
Prop 13, less than half of such school tax elections re-
ceived even simple majority votes.

STATE-LOCAL RELATIONS

The issues of education and economic development
exemplify stresses and adjustments inherent in the
state-local partnership. Heightening the importance of
this relationship, states have recently assumed a
stronger role in the intergovernmental system as
agents, planners, and administrators of major federal
and state programs.

Local government continues as the primary provider
of public services, as well as the largest category of
government employment and spending for domestic
programs. With revenue sources changing dramatically,
localities’ reliance on intergovernmental aid has grown.
Highlighted here are just three areas where the state-
local partnership—challenged during the past year—is
meeting the test.

State Mandates

Few issues cause more concern among local officials
than state-imposed mandates because these mandates
restrict local political and budget autonomy. Despite
widespread concern, little systematic data has been
available about mandates.

Although nearly all states have taken at least one
step toward establishing a mandate policy (such as

"*The Washington Post, 29 January 1985,

catalogs, studies, and fiscal notes), only a handful of
states has addressed the most critical dimension of the
issue: reimbursement. Last year's actions in at least
five states may offer some hope to those officials who
are searching for ways to deal with one of the most en-
trenched intergovernmental fiscal issues.

Citizens in New Hampshire and New Mexico ap-
proved constitutional amendments to limit the im-
position of new state mandates on localities. Both
amendments prohibit any state law or regulation that
requires additional local expenditures from taking
effect until the state provides the funding. The New
Mexico provision also permits the state to authorize
local governments to raise new revenues to pay the
costs of the mandate, while the New Hampshire
amendment allows a new mandate to take effect with-
out state funding if it is approved by a vote of the local
legislative body.

The Connecticut legislature added a reimbursement
provision to that state’s cost estimate (fiscal note) pro-
cess. Starting this year, any bill or amendment that
creates or expands a mandated service or program must
be referred to the joint fiscal committee unless each
house specifically dispenses with this requirement.
Measures that are reported must include a statement
that determines whether the state must provide reim-
bursement, and if so, specifies a timetable for pay-
ments.

The authority of the Massachusetts Division of Local
Mandates was significantly expanded in 1984. The divi-
sion had been responsible for determining the costs of
mandates enacted since 1981. Under the new law, the
office will examine mandates adopted prior to 1981, and
to recommend continuation, revision, or elimination of
programs. The agency at first will focus on those pro-
grams identified by local officials as being the least ef-
ficient and those which require additional personnel,
expanded services, or increased expenditures.

Twao significant court rulings and several legislative
actions in California last year provided substantial en-
couragement, and fiscal relief, to local officials. Al-
though considered a leader in the reimbursement area,
the California system has been subject to a number of
challenges in recent years.

The chain of 1984 events began when a trial court
ruled 16 unfunded state mandate laws unconstitutional.
This decision was followed by a state supreme court rul-
ing that local government unemployment insurance
programs and all their costs constitute state mandates.
These two decisions gave strong support to local offi-
cials who then gained passage of two major mandate
money bills and the establishment of a new reim-
bursement process. In addition, local officials received
legislative assurances that mandates would continue to
receive attention in 1985. According to Allan Burdick,
“All in all, 1984 will be remembered as the year the . . .
pendulum finally swung over to local government,
hopefully for good.”'?

'* “California County Annual Report,” Counly Supervisors Association of
California, Sacramento, CA, 1984.



Federal Grant Review

Another major aspect of the President’s New Federal-
ism program was implemented last year as states as-
sumed a greater role in reviewing federal grant pro-
grams under Executive Order 12372 issued in late
1983. Specifically, the order replaced the federally di-
rected A-95 grant review system with a state-
administered intergovernmental consultation process.
The order allows states, in conjunction with local gov-
ernments, to develop and implement their procedures
for reviewing federal grant decisions, changes affecting
federal installations, and other federal development
actions.

Implementation of the order evolved gradually, and
by year’s end all but two of the states had established
their own system. Several evaluation reports on the
new state procedures produced a mixed picture. For ex-
ample, of the 48 states administering the new process,
only six made major revisions; 20 made no significant
changes in the old A-95 review and comment process,
and 22 made modest modifications. Few organizational
or structural rearrangements in state and local gov-
ernments were evident, but significant modifications in
program coverage did occur. The federal agencies them-
selves (and especially HUD) subjected a shorter list of
activities to the consultation requirement, and 23 states
made further limitations—very significant ones in six
cases.'®

At least 40 states continued to rely upon regional
councils of government as the “review and comment”
bodies. Most of the regional councils responding to a
National Association of Regional Councils' survey re-
ported good or excellent relationships with their states
for this purpose; only seven councils reported poor
relationships.'®

The U.S. General Accounting Office reported on a
number of procedural differences among the re%ulations
established by the individual federal agencies."” The
Council of State Planning Agencies found that the time
for review under the state processes varies from 60 days
to less than two weeks. Computers and electronic mail
are used to streamline the processes in a number of
states.

Another key goal of the order—increased federal
agency responsiveness—has yet to be fully tested.

State ACIRs

Interest continues to grow in state intergovernmental
advisory agencies as vehicles to discuss and propose so-
lutions to state-local issues. Individually, these organi-
zations have very different characteristics, but an im-
portant common factor is their recognition that the
state-local partnership must be nurtured.

More than a dozen states considered proposals to es-
tablish an advisory agency, but most significantly three
states created or rejuvenated an ACIR during 1984. By
year’s end, 21 states had established an advisory panel,
and more states are expected to act favorably in 1985,

South Carolina adopted legislation to re-establish and
finance the ACIR that was originally set up by Gover-

nor Richard Riley in 1979. The 20-member commission
has a four-person staff and operates on a $239,000 an-
nual budget, with the state and localities each con-
tributing half. The commission’s 1985 work program in-
cludes state and federal revenue sharing formulas, the
cost of state and local industrial tax incentives, modi-
fications to home rule, annexation, and financial man-
agement.

The Connecticut legislature approved and Governor
William O’Neill sigried a measure to establish a
25-member ACIR that is expected to begin work early
in 1985. Members will serve two-year terms and repre-
sent state executive and legislative branches, mu-
nicipalities, school districts, regional planning agencies,
and the general public. A $60,000 appropriation will
finance the first year’s operation.

In Ohio, Governor Richard Celeste reactivated that
state’s ACIR, the State and Local Government Commis-
sion. First established in 1978, the 13-member panel is
chaired by the Lieutenant Governor and includes repre-
sentatives from the legislature, executive branch, cities,
counties, townships, and the general public.

CONCLUSION

The year 1984 in state and local government can be
characterized simply and accurately: it was a year that
saw further strengthening of public conviction that sub-
national governments have come of age, and that the
capacity is in place to build the foundations of a work-
able society. With this maturity, states and localities
are attempting to set priorities, attain consensus, and
exploit opportunities for innovation that are inherent in
a federal system.

At the same time, the economic stresses felt by these
governments are not over. The mood, however, is differ-
ent. It is now one of getting on with the tough tasks
less through confrontation and more by cooperation be-
tween our institutions and our people.

The year 1984 may eventually be remembered for its
seriousness, its optimism and—perhaps—its com-
mitment to the future.

S The Promise of Partnership, Council of State Planning Agencies,
Washington, February 1984.

6 Executive Order 12372—0ne Year Later, Special Report (No. 103),
National Association of Regional Councils, Washington, November 1984.
7 Letter report to the Director of the Office of Management and Budget,
U.S. General Accounting Office, Washington, October 17, 1984,

Jane Roberts is ACIR’s Senior Associate. Jer-
old Fensterman is a former State-Local Rela-
tions Associate, now with the Boston economic

development department. Donald Lief s
ACIR’s Commaunications Officer.
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HEALTH CARE: COSTLY,
CONTROVERSIAL

Possibly the most publicized referendum and initia-
tive battle waged in 1984 involved five proposals to cur-
tail rising health costs in Arizona’s hospitals. Voters re-
jected all five, after a $4-million-plus campaign that left
both party leaders and the private sector badly divided.
The Arizona experience illustrates several important
aspects of health care issues: (1) their enormous com-
plexity, (2) voters’ uncertainty over the degree of reg-
ulation that would be imposed and the impact of reg-
ulation, and (3) the huge economic stakes involved.

Health care issues confront state governments from
all directions: Medicaid costs which are the fastest
growing item in state budgets; rising hospital charges
which reflect, among other costs, the acquisition of ad-
vanced life-saving technologies; costly health insurance
programs for public employees, their families, and re-
tirees; and the needs of an estimated 20 to 30 million
people who do not qualify for Medicaid and have no
form of health coverage—the medically indigent.

Changes in national health policy since 1981, put in
place both by Congress and the Reagan administration,
with health care block grants and regulatory shifts,
gave greater visibility and flexibility to state govern-
ments in the overall health care system. That was the
good news. But state and local officials already had the
bad news about Medicaid:

e 227 million Medicaid recipients in 1984—nearly

double since 1969.
® Medicaid spending between 1981 and 1983 grew at

almost twice the rate of state tax revenues (22%

compared with 14%).

Under Medicaid, the state-adminisiered program es-
tablished in 1965, the federal government reimburses
about 55% of state costs for medical care of the poor,
chiefly those receiving AFDC and social security pay-
ments for the aged, blind, and disabled. The Inter-
governmental Health Policy Prgject (IHPP) reported
that the state share of Medicaid was $17.5 billion of the
total $38 billion price tag for fiscal 1984. Prospects for a
reduced federal share are not ruled out by state officials.

Belt-tightening by states in Medicaid during 1981-82
was eased somewhat in 1984, with some staies revers-
ing the trend by expanding conditions for eligibility for
specific services.

Curbing Medicaid’s Cost Spiral

A system of fixed-fee reimbursement for Medicare
patients was authorized by the Social Security Amend-
ments of 1983, and has begun to have enormous impact
on state Medicaid programs. The prospective payment
concept calls for reimbursement on a fixed-fee basis for

services, regardless of the patient’s condition or length
of hospital stay. This approach has caught fire in state
government.

Some states chose to piggy-back onto Medicare’s
diagnosis-related groups (DRGs)—nearly 500 categories
of disease for which reimbursement schedules were es-
tablished. IHPP found in 1984 that five states, Penn-
sylvania, Michigan, Ohio, Minnesota, and Washington,
began planning to implement these prospective pay-
ment systems for hospitals based on DRGs. Other
states, including Utah, New Hampshire, Indiana, and
North Carolina, are considering DRGs in their Medi-
caid payments. The concept, more than the specific
DRG fee, is spreading: lllinois and Nebraska legis-
latively authorized contracting for hospital services on
a bid or negotiated basis. Other states have adopted
various systems of contracting with group health asso-
ciations fo provide services for a fixed sum. Dick Mer-
ritt, director of IHPP, reported that “probably two-
thirds of the states . . . have prospective payment ele-
ments in their systems,” which discourages hospitals
from adding marginal services.

Nursing Homes and Hospices

The longevity of millions of Americans has given rise
to new approaches to care for the elderly, in terms of
both dollars and the quality of life—and death.

Nursing home care is still the largest cost element in
Medicaid, but private insurance costs for nursing homes
loom ever-greater. In response, many states are seeking
alternatives to nursing homes. An example is the pri-
vatization of nursing homes through “lifecare.” Lifecare
is a living arrangement for older persons who make a
down payment and monthly payments for which they
receive an apartment and a range of support services.
So far, 11 states have enacted laws covering these
facilities—often begun by church-related groups but
now a growing for-profit industry.

The hospice movement and home care are also in-
creasingly favored alternatives to nursing home care for
the terminally ill. At least 15 states have laws or reg-
ulations that deal with hospices. Maryland and West
Virginia require health plans to include coverage for
hospice. Connecticut reguires health insurance policies
to include home health care for the terminally ill.

State Employee Health Benefits
Like corporations recognizing that health benefits are
a major cost factor in their products, state governments
have begun to limit the upward trend in their total in-



surance contributions. In 1984, for example, eight
states paid at least $175 monthly in health insurance
premiums for each covered employee and his or her
family. Five of these states contributed at least 90% of
the entire premium. Ten states paid at least $50 in
monthly medical insurance premiums for single state
retirees over 65; nine of the ten paid at least 90% of the
premium. State contributions per employee and family
mounted dramatically in 1984 in such states as Ten-
nessee (74%), Mississippi (69%), Florida (49%), and
Utah (47%).

To curb increases like these, 21 states now have pro-
grams which fix the amount that the state as an em-
ployer will contribute toward the cost of the premiums,
regardless of the plan’s actual expense. Second surgical
opinions are now mandatory in 10 states. Two states,
Utah and Wisconsin, are cited by researchers at the
National Governors’ Association as achieving notable
results.

Utah, a pioneer with its self-ingured, self-
administered benefit program, permits audits of hos-
pital costs and other major expenses. Reimbursements
can be made efficiently by draft arrangement over the
telephone and by contracting with low-cost physicians.

Wisconsin, under new legislation, encouraged state
employees to enroll in health maintenance organiza-
tions (HMOs). In 1984, the second “open season” to
choose their coverage, employees opted strongly for
HMOs—more than T0% compared to 17% two years
ago.

Further changes in state employee health insurance
can be expected when a number of state commissions
complete their current data collection and analysis.
Towa’s work may be the furthest advanced.

Medically indigent—A Dilemma

How to provide medical care for those who are, in
many ways, completely outside the various public and
private systems is perhaps the most poignant of the
health issues faced by states and local governments, the
latter typically counties. The medically indigent are

L 1 n i ard lanlrino 3
basically poor and uninsured, lacking access to public

health care or Medicaid.

State programs for the indigent vary greatly, and are
often mandated as a local—typically county—responsi-
bility. The localities set eligibility criteria, and usually
provide emergency services. Their capacity to offer pre-
ventive services is normally limited. New York is an
exception, with a generous range of services, from acute
to preventive care.

Recent state efforts to improve services to this group
include: expanding private insurance coverage, expand-
ing public program eligibility, easing financial burdens
on providers of uncompensated care, and increasing the
efficiency of service delivery.

For those who lost their jobs, 19 states mandated con-
tinuation of benefits for periods from one to 18 months.
In 31 states, conversion privileges were required, pro-
hibiting insurers from refusing to allow persons to con-
vert to individual coverage after losing their group
health insurance. For those with “high risk” medical
conditions, several states established insurance pools to
permit higher-cost coverage, but participation has been
modest.

Beyond insurance, some states have sought to devise
better ways of bringing services to the medically indi-
gent. These approaches include such delivery systems
as rural or neighborhood health clinic networks. Ul-
timately, financing poses a major problem, with recipi-
ents not eligible for Medicaid and no federal matching
funds available for the services.

State financial strategies are varied. They include
South Dakota’s pending catastrophic county poor relief
fund, which will pay counties (if enough of them ap-
prove the concept) 90% of the amount in excess of
$20,000 per year any county pays on behalf of an indi-
vidual eligible for county poor relief. Colorado’s Medi-
cally Indigent Program pays hospitals directly for ser-
vices to uninsured patients.

Florida and New York have revenue pools; Florida's
derived from a 1.5% tax on each hospital's net rev-
enues, and New York’s from a surcharge levied on total
hospital reimbursements paid by insurers. Study groups
in Ohio and Washington recommended comparable “fair
share” requirements for hospitals., Also in Washington,
legislation requires that a hospital's level of charity
care be given consideration in the certificate-of-need
process—that is, before proposed capital investments
can be approved.

Finally, three states which regulate hospital charges,
Maryland, Massachusetts, and New Jersey, now recog-
nize bad debts and charity care as allowable costs for
rate-setting purposes.

These varied attacks on the problems of the medically
indigent are incremental, perhaps only skirmishes in a
protracted battle, but the states are demonstrating that
there is no shortage of innovative thinking in health
policy. —DWL
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Federalism

and American
Politics: New

" uwww

Relationships,
A Changing

System

Timothy J. Conlan

America’s political system has changed
substantially since 1960. Patterns of poli-
tics based upon lasting commitments to
party and place—community, state, and
region—have eroded significantly. They
are being replaced by an increasingly
national political marketplace in which
competing candidates, interest groups,
and parties vie for media attention and
rely upon modern marketing techniques
to win support from an ever more volatile
and skeptical public. Specifically, the past
25 years have witnessed the final
withering-away of once powerful political
“machines”; the development of a new
process for nominating presidents, char-
acterized by the proliferation and
heightened influence of presidential pri-
maries and by the declining role of state
and local party leaders at national con-

ventions; and the rise of television as pos-
sibly the most important single force in
modern politics. As strong party loyalties
have waned, the role of independent poli-
ticians, voters, and issue-oriented activists
has expanded in contemporary elections.
There has been an explosion of organized
interest groups, “single-issue” politics,
and new group-related sources of cam-
paign finance.

The party system has been at the center of many of
these changes. Some believe the parties are trapped in
a permanent pattern of decline. Others see parties
adapting creatively to their new and complex political
environment or undergoing a new phase of realign-
ment. Normative assessments of these changes also
vary widely. Some applaud what they perceive as
greater openness, responsiveness, and heightened issue
consciousness in contemporary politics. Others lament
what appears to be growing volatility and frag-
mentation in a political system more reliant on the
media and interest groups. To the extent that parties
are indeed losing relative influence, however, indi-
viduals sharing both perspectives have raised concerns
about the long-term exercise of effective representative
government. Scholars in particular have come to view
political parties as an indispensable link between
elected leaders and the general public in a democratic
society. According to the nonpartisan Committee for
Party Renewal:

Strong parties and a strong party system remain the
best hope for representative and responsible democ-
racy in an extended and diverse republic like ours.
They are the only institutions in our electoral system
that can be held accountable for what government
does. Those elected to public office in their name
must make policy, not just advocate it, and are an-
swerable for their actions to the electorate as a
whole, not to a narrow constituency of limited and
special interest.!

Because of their obvious importance, these changes
have been much studied and debated. Almost over-
looked, however, have been the implications of these po-
litical developments for the conduct and institutions of
intergovernmental relations. In particular, federalism
and the political party system appear to intersect in
three significant ways:
® Historically, the highly decentralized structure of

American political parties provided an important ave-

nue of state and local influence and communication

in Washington and helped maintain political balance
among the different levels of government. In recent
years, changes in the parties’ roles in the political
system appear to have upset some of these traditional
relationships, especially where traditional party func-

'Commitiee for Party Renewal, "Principles of Strong Party Organiza-

tion,” Party Line (September 1984); 17.



tions have been assumed by competing political insti-
tutions with predominantly national orientations.

® Both the processes and outcomes of intergovernmental
policy making appear to have been affected by such
political changes. Organizations representing the cli-
ents and providers of new intergovernmental pro-
grams have contributed to the proliferation ofp
Washington-based interest groups and encouraged
the expansion of national lobbying offices repre-
senting state and local governments. It may be no
coincidence that one of the most prolific periods of
federal growth and activism corresponded with an era
marked by rapid political evolution and declining
state and local party influence in Washington.

@ Finally, the extent to which contemporary politics has
altered roles and relationships within the federal sys-
tem may have important implications for the basic
values federalism was established to promote: in-
tegrating diverse community values within the
framework of broadly shared national perspectives;
providing multiple arenas of meaningful public ex-
pression and participation; promoting policy experi-
mentation and programmatic diversity; maintaining
an effective system of shared and separated powers;
and promoting more effective and responsive govern-
ment by avoiding unworkable concentrations of gov-
ernmental responsibility. Although it may be possible
to pursue such values through other instruments of
government or to concentrate on other possibly com-
peting values, these objectives represent the stakes
involved in the interplay of politics and federalism.
This article explores how these intergovernmental

issues has been affected by political change in America.

Drawing upon the Commission’s ongoing study of

Transformations in American Politics and Their I'm-

plications for Federalism, it analyzes, first, changes in

contemporary political processes that have had signif-
icant consequences for federal, state, and local roles in
our political system. Traditional party roles in main-
taining federalism, challenges to those roles by com-
peting institutions, and emerging party adaptations to

such challenges are discussed. The potential policy im-

plications of these changes are then examined, followed

by an exploration of their long term consequences for
fundamental federal values.

Parties and Political Batance
in the Federal System

Because the United States has never had ideo-
logically coherent, mass membership parties on the
European model, political scientists are accustomed to
thinking of American parties as relatively weak and
loosely crganized bodies. Yet, the party system tradi-
tionally has been the single most important political in-
stitution in American politics. The parties provided ac-
cess to the governmental system for much of the elec-

2Walter Dean Burnham, Critical Elections and the Mainsprings of
American Politics (New York: W. W. Norton, 1970}, p. 72.

®Angus Campbell, et. al., The American Voter, abridged edition
{New York: John Wiley and Sons, 1964).

“Julius Turner, Party and Constituency: Pressures on Congress
{Baltimore: Johns Hopkins Press, 1951).

SAustin Ranney and Willmoore Kendall, Democracy and the Amer-
ican Party System (New York: Harcourt, Brace, & World, 1956), pp.
160, 161.

torate and served as an arbiter for prevailing values in
individual communities.

This central role was most clearly manifested by the
large urban machines, but it was not limited to them.
In the late nineteenth century, political parties mobi-
lized the electorate so fully and effectively that they
were compared to “armies drawn up for combat.”? At
that time, parties dominated the popular press, con-
trolled large numbers of government positions, and—
through parades, clubs, and gatherings—provided a
major source of popular entertainment. More important,
until the mid twentieth century, American parties re-
tained a paramount role in the most basic electoral
functions of representative democracy: recruiting and
nominating candidates for office, structuring debate on
public issues, organizing and mobilizing the electorate,
financing palitics, and informing citizens about candi-
dates and government policies. Consequently, it is not
surprising that some of the earliest research in political
behavior underscored the influence of parties at both
ends of the representational process: a citizen’s identifi-
cation with one political party or the other was found to
be the single most important factor in predicting how
that individual would vote,® while in Washington a
representative’s party affiliation was found to be the
best indicator of what his or her position would be on
the majority of roll call votes.*

Party Decentralization

Equally significant, the structure of traditional
American parties was intimately linked to the main-
tenance and operation of the federal system. American
parties were traditionally organized in a highly de-
centralized manner. Indeed, less than 30 years ago a
major authority on parties declared that:

There is perhaps no point on which writers on
American politics are so . . . agreed as that our state
and local party organizations, taken collectively, are
far more powerful than our national party organiza-
tions. As Professor Macmahon puts it, “Considered
nationally political parties in the United States may
be described as loose alliances [. . . of state and local
Earty organizations] to win the stakes of power em-

odied in the presidency.®

‘ ‘ . .. the party system
traditionally has been the single
most important political
institution in American politics.
The parties provided access to
the governmental system for
much of the electorate and
served as an arbiter for
prevailing values in individual

communities. , , 3:
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‘ ‘ . .. the traditional party
system provided broad channels
for representing the interests of
state and local officials in
national policymaking and
strong mechanisms for
protecting those interests in the

political arena. , ,

This system strongly reinforced constitutional pro-
visions intended to ensure state representation in the
federal government, such as the electoral college and
the structure of the Senate. National office holders
owed their election to state and local party organiza-
tions and were closely attuned to the vagaries of local
politics. “In the United States,” wrote Edward Banfield
and James Q. Wilson, “the connection between local
and national politics is peculiarly close. . . . Con-
gressmen and Senators are essentially local politicians,
and those of them who forget it soon cease to be poli-
ticians at all.”® In fact, some members of Congress held
important positions within state or local party organi-
zations themselves and could be viewed as local as well
as national political officials.

For their part, presidential candidates were chosen by
an assemblage of independent state and local party
chieftains at the national convention. Historically, the
ranks of such candidates were often swelled by gover-
nors running as “favorite sons” and leading unified
state delegations. Such leaders frequently sought to
broker the convention's decision and perhaps to gain
the nomination themselves as “dark horse” candidates.
Once the nominations were made, the chosen candi-
dates relied for their election upon the permanently or-
ganized state and local parties with their armies of ad-
herents and party workers.

Thus, the traditional party system provided broad
channels for representmg the interests of state and
local officials in national policymaking and strong
mechanisms for protecting those interests in the politi-
cal arena. As Morton Grodzins expressed it:

The parties . . . disperse power in favor of state and
local governments. . . . States and localities, working
through the parties, can assume that they will have
an important role in many national pro ams.
[Theyrare more influential in federal affairs than the
federal government is in theirs’.

The corresponding absence of party discipline and
hierarchy at the national level often reinforced the de-
centralizing thrust of state and local party influence by
raising obstacles to concerted legislative action in
Washington. Because legislative opponents of the presi-
dent and congressional party leaders were insulated
from effective party sanctions—especially in the period

after 1910—the natural difficulties of coalition building
in & large and diverse nation were often magnified by
national parly weaknesses. On those rare occasions
when presidents did attempt to use their political in-
fluence to defeat congressional opponents or to punish
unreliable party members at the polls, their efforts
generally failed dismally

This is not to say that parties alone were reSpOHlelE
for maintaining governmental decentralization in the
United States, nor that they were incapable of serving
nationalizing purposes at specific points in time. During
periods of national crisis, when strong leadership and
popular support existed on behalf of vigerous and inno-
vative federal policies, the parties served as convenient
and necessary vehicles for mobilizing popular support
and for encouraging effective legislative coalition build-
ing. At other times, the structure of the party system
simply reinforced other factors promoting decentraliza-
tion in the political system, notably the pervasive and
intense popular attachment to the values of localism
and laissez-faire, and constraints imposed on the federal
government by reigning legal doctrines and provisions
of the Constitution.

Over time, however, most of the explicit con-
stitutional protections for states in the federal system
were altered or eroded. Changing judicial interpreta-
tions greatly broadened the range of implied federal
powers, and popular election of senators and presiden-
tial electors replace state legislative selection. Thus, by
the early 1960s, prominent scholars widely credited the
decentralized structure of American political parties
with primary responsibility for shaping and preserving
the decentralized character of the federal system itseif.
According to Grodzins:

The nature of American political parties accounts
in largest part for the nature of the American gov-
ernmental system. The specific point is that the par-
ties are responsible for both the existence and form of
the considerable measure of decentralization that ex-
ists in the United States.®

Changing Roles ot Parties

Over the past 25 years, the role of political parties in
American politics has departed increasingly from this
traditional, decentralized system—so much so that vet-
eran political observer Theodore White maintains that
our political system has changed “so dramatically .. . as

to amount to a revolution.”® In the process, the parties’
capacity to act as balance wheels in the federal system

SEdward Banfield and James Q. Wilson, City Polltics (New York: Vin-
tage Books, 1963}, p. 2. Emphasis added.

"Morion Grodzins, “Centralization and Decentralization in the American
Federal System,” in A Nation of States, ed. Robert Goldwin (Chicago:
Rand McNaly, 1968), pp. 7, 9.

8Morton Grodzins, The American System, ed. Danie! Elazar (Chicago:
Rand McNally, 1966), p. 254; see also William Riker, Federalism:
Origin, Operation, Significance (Boston: Littte, Brown and Co., 1964},
pp. 91-101; and David Truman, "Federalism and the Parly System,” in
American Federalism in Perspective, ed. Aaron Wildavsky {Boston:
Little, Brown and Co., 1967), pp. 81-100.

*Theodore White, America in Search of ltself, The Making of the
President, 1956-1980 (New York: Warner Books, 1982), p. 70.
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has diminished, in part because certain traditional
party functions have been assumed by competing
institutions—Ilike the mass media—that are more
national in scope and orientation.

Public Attitudes. For example, even though party
identification remains the single most important factor
influencing how most people vote, it appears to have
lost much of its past effectiveness as a voting guide,
and personal loyalties to parties have grown at-
tenuated. The number of self-described political inde-
pendents climbed from 22% of the population in 1952 to
35% in 1980 and encompassed a much broader cross-
section of the popluation. In sharp contrast, the number
of persons declaring a strong loyalty to either party de-
clined from 35% to 23% of the population during this
period.'® Although party identification, especially
among Republicans, appears to have made a significant
rebound in 1984, it is presently unclear whether this
constitutes a short- or long-term reversal of the
post-1960 decline, or if it represents, perhaps, the be-

ginning of a long-expected party realignment.'’ Never-
theless, faith in the parties has diminished sufficiently
that, by 1983, an ACIR-Gallup poll found that almost
half the population (45%) believed that organized inter-
est groups best represent their political interests, com-
pared with only 34% who believed that either of the
major political parties does so.

Most important, there is little doubt that patterns of
party voting have changed in recent years. Voters’ will-
ingness to defect from their party and vote for a candi-
date from another party has increased markededly.
Over 60% of American voters reported that they “split
their ticket” in 1980, com Pared with about one-third
who did so in the 1950s.'* Similarly, the percentage of
congressional districts supporting a congressional can-
didate from one party and a presidential candidate from
another averaged 35% in the 1970s, compared to just
25% in the 1950s.'3 Comparable behavior is apparent
for other offices at all levels of government.

The Nominating Process. The weakening hold of
parties on the electorate has been paralleled by the
dwindling capacity of party organizations and leaders to
control candidates’ use of the party label in elections.
This erosion in party contrgl over nominations began at
the state and local level in the wake of the widespread
adoption of primary elections. Primaries were explicitly
intended to reduce the influence of party organizations
in the electoral process by removing control over nom-
inations from party conventions and granting it directly
to voters instead. Initially, and especially in states and
localities with strong party organizations, party leaders
were often able to circumvent this effect and retain con-
trol over the nominating process by stimulating high
turnout among party stalwarts, But over time, as most
party organizations have faltered in their ability to de-
termine voter behavior in primaries, they have often
lost their once effective and predictable control over
nominations.

At the natjonal level as well, presidential primaries
during the 1960s began to erode the capacity of
national party conventions to select the presidential
nominee. Previously, primary elections had been used
by party leaders mainly for advisory purposes, to test
the viability and weaknesses of different candidates.
Due in part to a series of far-reaching reforms in the
Democratic Party's delegate selection process, however,
the number of presidential primaries increased from 17
in 1968 to 31 in 1980 and the number of delegates se-
lected by primaries rose to more than two-thirds of the
total.!*

'OMichigan Survey Research Center, reprinted in Robert J. Samuelson,

o Mgt
“Fragmentation and Uncertainty Litter and Political Landscape,” National

Journal (20 October 1973); 1731; and Nelson W. Polsby and Aarcn
Wildavsky, Presidential Elections, 6th ed. (New York: Charles Scrib-
ner's Sons, 1983), p. 319

1“Dramatic Shift Found in Voters' Party Ties,” Washington Post (19
November 1984): A6.

2Everett Carll Ladd, Where Have All the Voters Gone? (New York:
W. W. Nerton, 1982), p. 78.

3Norman Ornstein, et.al., Vital Statistics on Congress, 1982 (Wash-
ington: American Enterprise Institute, 1982), p. 53.

“Nelson Polsby, Consequences of Party Reform (New York: Oxford
University Press, 1983), p. 64. 3¢
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‘ ‘ . . . the parties’ capacity to
act as balance wheels in the
federal system has diminished

... because certain traditional
partv functions have hean
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assumed by competing
institutions—like the mass
media—that are more national in
scope and orientation. , ,

In combination with other party reforms, the vastly
increased role of primaries has significantly altered the
process of selecting presidential candidates. The role of
the media as an indispensable means of direct commu-
nication between candidates and voters has increased,
as has the influence of political amateurs and dedicated
issue activists who form the core of new, independently
established candidate organizations. On the other hand,
the influence of state and local parties and government
officials has diminished as critical nominating decisions
have been removed from inside the halls of the party
convention and transferred to an often fluctuating and
poorly defined primary electorate. As a result, the nom-
inating process has become far more open and votatile,
often benefiting lesser known and less established poli-
ticians who are able to capitalize on waves of publicity
stemming from a few unexpected early primarly vic-
tories.

These changes in the electorate and in the nomin-
ating process have combined with the availability of
new and independent electoral resources to diminish
the parties’ role in conducting campaigns. Primary elec-
tions encourage candidates to develop an independent
and personalized campaign organization to seize their
party’s nomination. Consequently, primary victors in-
creasingly find that they have less need to rely on the
support of party organizations during the general elec-
tion.

This tendency has been strongly reinforced by: (1) the
availability of new campaign technologies that allow
candidates to communicate directly with voters; (2) the
proliferation of independent campaign specialists and
professional consultants who perform election tasks
ranging from polling and media advising to overall
campaign management and strategy; and (3) the vast
expansion of non-party financial and organizational re-
sources, including new sources of funding, increased
electoral activity by organized groups, and the
post-1960 influx of issue-oriented volunteers.

Competing Institutions in Poiitics

orcing these changes in
party functions has been the growing influence of com-
peting institutions in the political arena: Media, inter-

est groups, and financial organizations.

Paralleling and often reinf

Mass Media. Most significant, perhaps, has been the
expanding role of the mass media in American
politics.'® Indeed, two noted scholars of the electoral
process have characterized television as:

. - - the new political god. It has supplanted the po-
litical party as the main conduit between candidate
and voter. It is the principal influence acting on the
voter in a campaign and Eis chief source of infor-
mation. It is the medium of information he is depend-
ent on and the one he trusts most implicitly, How-

ever, it is both an expensive and unpredictable mas-

ter.!

Changes in communications technology historically
have had political and intergovernmental implications.
One famed media analyst has gone so far as to argue
that “a speed-up in communications always enables a
central authorit7y to extend its operations to more dis-
tant margins.”!" In the early years of the United
States, news travelled slowly—limited by the sluggish
pace of often primitive transportation—and the local-
istic pattern of communications tended to reinforce the
decentralized system of governmental authority.’®
Moreover, newspapers at the time were often closely af-
filiated with political parties, frequently depending on
them for news, patronage, and advertising and forming
an integral part of their communications network.

This decentralizing influence of communications be-
gan to erode with the invention and application of the
telegraph (in the 1840s) and radio (in the 1920s). Wire
services and radio networks offered speed-of-light elec-
tronic communications between distant places, binding
the nation much more closely together. In part because
of the rise of the wire services, reporters adopted a less
partisan—but somewhat more sensational—style of
writing, calculated to please more diverse audiences.

The most significant changes, however, followed the
introduction of television. Television has had a signif-
icant impact on politics and the news industry, as well
as shaping popular culture and entertainment, Since
1963, when the networks first shifted from 15- to 30-
minute evening newscasts, a majority of the population
has said that television is its major source of news.

Intergovernmentally, the overall effect has been to
shift the focus of political attention away from locali-
ties, away most particularly from the states, and
teward the national government. The economics of
broadcasting dictate that most network news stories
originate in a comparatively small number of
locations—with Washington and New York being the

'*This section on the mass media is based largely on David Beam's
chapter, “Mass Media, National Politics: Political Communications and
American Federalism” in ACIR, Transformation in American Politics
and Their Implications for Federalism (forthcoming).

'®William Crotty and Gary Jacobson, American Parties in Decline
{Boston: Little, Brown, 1980), p. 67.

'"Marshall McLuhan, Understanding Media: The Extensions of Man
{(New York: New American Library, 1964), p. 96.

'8Frederick Williams, The Communications Revolution, rev. ed.
(New York: New American Library, 1982}, p. 172.



major focal points. Because television is at once more
national in coverage and more political in content than
other news media, there is reason to believe that its de-
velopment has contributed to expanding the national
agenda. At the same time, coverage of state and local
government activities, by the media as a whole, often
seems inadequate. Although the states enjoy essentially
coequal status constitutionally, evidence suggests that
this tier of government fares least well in terms of
media coverage and public comprehension.'®

Apart from such direct interactions between govern-
ment and television, TV has also affected government
through its impact on the political process. Sum-
marizing his experiences from two decades of observing
presidential elections, Theodore White argues that
“American politics and television are now so completely
intertwined that it is impossible to tell the story of one
without the other.”?®

No aspect of the electoral process has been influenced
more by television than presidential nominations. The
glare of the cameras has helped erode the deliberative
capacity of national conventions and reduced the role of
state and local party leaders. At the same time, media
coverage has magnified the importance of early state
primaries and caucuses. Presidential nominating cam-
paigns are now “brokered” by television commentators,
opinion pollsters, and tiny electorates in such states as
New Hampshire, lowa, Maine, and Vermont. Many po-
litical observers believe that the personal attributes of
successful nominees have been altered by the change of
process.

During the course of the campaign itself, candidates
now rely very heavily on television to reach voters,
rather than upon the cadres of local party workers that
once offered their aid. However, the cost of television
time, and the fees of professional campaign managers
who know how to use the media and other modern
technologies, have created new forms of dependencies.

Interest Groups. Interest group developments in re-
cent years have also affected the conduct of con-
temporary politics.?* Although interest groups and vol-
untary associations have always been prominent fea-
tures of American political culture, never have they
been as numerous, entrenched, or politically active as
they are today. Estimating the number of interest
groups over time ig a difficult task, but there is broad
agreement that their ranks have grown. By one recent
count the number of groups established between 1960
and 1980 increased by as much as 60%.%*

‘ ‘ Presidential nominating
campaigns are now ‘brokered’
by television commentators,
opinion pollsters, and tiny
electorates in such states as New
Hampshire, lowa, Maine, and

Vermont. , ,

On the whole, these modern interest groups contrast
sharply with the traditionally decentralized parties by
their heavy focus on Washington. Responding to “the
increased salience of national politics,” the number of
groups represented in the nation’s capital more than
doubled in the 20 years after 1960.2% This includes both
groups that were formed in Washington and other pre-
viously established groups that migrated there. By far
the fastest growing types of organizations have been
citizen or “public interest” groups, civil rights and mi-
nority groups, social welfare organizations, and groups
representing women, the elderly, and the handicapped.
Because many of these organizations have relatively
short life spans, however, and because business, trade,
and professional associations also increased sub-
stantially in number, the overall distribution of group
types represented in Washington has changed relatively
iittle during this period.?*

Many factors have contributed to interest group
formation—from economic growth and specialization to
rising levels of education—but a commonly overlooked
source in recent years has been the federal government
itself. As careful scholarship has decumented, many re-
cent groups were formed in response to new federal
programs, as program clients and service providers
banded together to share information and expand their
resources.”” Indeed, many groups have benefitted from
direct governmental assistance to help them sustain or
expand their operations.”® Still other groups have orga-
nized for defensive purposes, responding to the per-
ceived negative consequences of governmental action.

The increase in the size of the interest group popu-
lation is only one component of their rise to prominence
in national politics. Of equal significance have been
changes in the way interest groups conduct their politi-
cal activities. Many scholars contend that, during the
last 20 years, interest groups have undergone a politi-

M. Kent Jennings and Harmon Zeigler, “The Salience of American
State Politics,” American Political Science Review 64 (1970): 523-34;
and Virginia Gray, "Palitics and Policy in the American States,” in Poli-
tics in the American States, eds. Virginia Gray, Herbert Jacob, and
Kenneth Vines (Boston: Little, Brown, and Co., 1983), p. 16.

20Wwhite, America in Search of Itself, p. 165,

“1The foliowing section on interest groups draws heavily on research
by Ann Marting, “The Nationalization of Interest Group Politics: New
Roles, New Strategies, and New Problems,” in ACIR Transformations
in American Politics and Their implications for Federalism, {forth-
coming).

?2Kay Lehman Schlozman and John T. Tierney, “More of the Same:
Washington Pressure Group Activity in a Decade of Change,” Journal of
Politics 45 (May 1983): 355-356; see also Jack L. Walker, “The Origins
and Maintenance of Inferest Groups in America,” American Political
Science Review 77 (June 1983): 394-386.

SBibid,

2*%Kay Lehman Schiozman, “What Accent the Heavenly Chorus?”
Paper prepared for the 80th Annual Meeting of the American Political
Science Association, August 30-September 2, 1984, Washington, tables
2and 3.

#3amuel H. Beer, "The Adoption of General Revenue Sharing: A
160, and Lawrence D. Brown, New Policies, New Politics: Govern-
ment’'s Response to Government's Growth (Washington: Brookings
Institution, 1983), pp. 39-46.

Walker, “Origins and Maintenance of Interest Groups,” pp. 398-400.
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cal metamorphosis. They have done so by adopting

methods of influencing government policymakers that

traditionally had been performed by political parties.

The result has been a gradual blurring of the dis-

tinctions between interest greup and party politics and,

ultimately perhaps, a change in the political status of
th

Prior to 1964, interest groups in Washington pri-
marily engaged in “institutional lobbying,” focusing
their efforts on influential legislators and administra-
tors. Such lobbying usually consisted of exchanging
technical advice and information, and, on occasion, ap-
plying various forms of political pressure. Seldom, if
ever, did these kinds of political interactions include di-
rect contributions to candidates for national office. Nor
did they usually involve contact or interchanges with
constituents on a daily basis.*’

More recent research suggests that, in addition to
these traditional activities of institutional lobbying, in-
terest groups increasingly engage in broader forms of
political activity, including political education, grass-
roots lobbying, coalition building, and electoral fund-
raising through political action committees.® Although
traditional lobbying and information services still
command the major share of most groups’ resources,
media contacts, coordinating efforts with other groups,
and mobilizing mass membership campaigns are among
the fastest growing interest group activities.

Although interest groups have always engaged in
them to some extent, such techniques for financing
campaigns, mobilizing the public, and building legis-
lative coalitions have traditionally been the province of
political parties. In the last few years, the functions of
interest groups and the parties have continued to inter-
sect even further. Although there have long been elec-
toral relationships between the parties and certain in-
terest groups, several groups have recently begun to
devote substantial new financial and political resources
to expanding their influence within the parties and to
enlarging the scope of party activity in general. For ex-
ample, some business interests have begun closely coor-
dinating their electoral contributions with the Repub-
lican National Committee, while on the Democratic
side, labor and education organizations have become in-
timately involved in the party’s presidential nomination
process.

Campaign Finance. Nowhere has the intersection of
politics and interest groups changed more dramatically
than in the field of campaign finance.?® Interest-group-
affiliated political action committees (PACs) have
grown at an astonishing rate over the past ten gears,
from 608 in 1974 to 3,525 by January of 1983.*" More-
over, PAC contributions to federal congressional cam-
paigns alone increased from $11.2 million in 1974 (ac-
counting for 15.7% of campaign funds} to $83.6 million
in 1982 (about 28% of total funds).’

Although these data suggest much about con-
temporary group participatien in politics, most impor-
tant from an intergovernmental perspective are several
nationalizing trends in campaign finance. First, in part
because of the growing role of nationally-organized

Figure 1
Party Contributions and Expenditures
For Congressional Candidates, 1981-82
State and Local Party Committees

Democrats $1.6 million

Republicans $1.2 million
National Party Committees

Democrats $3.4 million

Republicans
. gB

millic

B Direct Candidate Contributions
B Other Spending for Candidates
Source: Federal Election Commission
Figure 2
Congressional Candidate
Expenditures, 1981-82

Non-Party
Contributions
Direct Party
Contributions
$2 million

Source: Federal Election Commission

PACs, congressional {and some state and local) cam-
paigns appear to be drawing larger proportions of funds
from outside affected states or congressional districts.
As gne congressman lamented:

The state of Iowa is a classic example of the problem.
We're mainly rural and small business, but in elec-
tions the Republicans are largely funded by business,
much of which has nothing to do with the state, and

the Democrats are funded by labhor, much of which

#’Lester Milbrath, The Washington Lobbyists {Chicago: Rand
McNally, 1963); and Raymond Bauer, lthiel de Sola Pool, and Lewis
Dexier, American Business and Public Policy {New York: Atherton
Press, 1963).

#8Gee Jeffrey M. Berry, Lobbying for the People (Princeton, NJ:
Princeton University Press, 1977); and Schlozman and Tierney, “More of
ihe Same,” p. 361.

#Thig section draws heavily on Cynthia Cates Colella, “Campaign
Finance: The High Cost of Democracy,” in ACIR, Transformations In
American Politics and Their implications for Federalism, {forth-
coming).

%Federal Election Commission, "FEC Publishes Finat 1981-82 PAC
Study,” Press Release, 20 January 1984,

31Federal Election Commission, “FEC Releases New PAC Figures,”
Press Release, 29 November 1983.



doesn’t have anything to do with the state. ... We're
seeing regional politics and state and citizen politics
become national. National groups determine out-
comes, whereas local constituencies used to provide
the crucial role. This is new.’

This pattern of funding has become sufficiently common
that another member of Congress, when asked why he
accepted large contributions from out-of-state PACs, re-
plied that “I just don’t feel right asking constituents in
my district for campaign funds.”**

Second, federal campaign election laws have had a
dampening effect on state and local party activities and
financial contributions to congressional candidates. (For
details, see “State Parties and the National Law of
Campaign Finance,” Intergovernmental Perspective,

Fall 1984.) Finally, stemming partly from these legal
provisions, the relatively powerful and expanding fiscal
role of the national parties, especially the Republican,
has given powerful intraparty impetus to the national-
ization of campaign finance. The national party com-
mittees now contribute far more to congressional (and
many state) candidates than in the past. Indeed, in re-
cent elections, the national committees of both parties
have far outstripped state and local committees in their
contributions and expenditures on behalf of con-
gressional candidates. In 1981-82, for example, spend-
ing in support of congressional candidates by state and
local party committees totaled $1,627,964 for Democrats
and $1,213,999 for Republicans.™ In contrast, such
spending by the national, senatorial, and congressional
committees equaled $3,437,602 for fhP Demacrats and a
whopping $18,697, 179 for the Republicans (see Figure
1). Such large sums, in turn, reflect the sophisticated
direct mail fundraising operations established by the

national Republican committees in recent years and
now heing imitated hv their Demaocratic counterparts

In the view of at least one observer, this ﬁnanc1al de-
velopment carries the potential for permanently revers-
ing the historically decentralized structure of American
political parties:

The decentralization and weak organizational
structure characteristic of American parties at the
national level are changing, and will continue to

**Rep. Jim Leach, gquoted in Elizabeth Drew, Politics and Money:
The New Rpad to Corruption (New York: Macmillan, 1983}, p. 34.

33Rep. Carroll Hubbard, Jr., quoted in Joel Brinkley, “Going for the
Jugular on PAC Money,” New York Times, 30 July 1984, p. A10.

*Fred Ejtand, Federal Election Commission, personal conversation
with Cynthia Cates Colella, ACIR, November 1984,

% xandra Kayden, “The Nationalizing of the Party System,” in Parties,
Interest Groups, and Campaign Finance Laws, ed. Michael J. Malbin
{Washington: American Enterprise Institute, 1980}, p. 276.

*These and all subsequent figures are derived from the following
sources: Cornelius Cotter and John Bibby, “Institutional Development of
Parties and the Thesis of Party Decline,” Political Science Quarterly 95
(Spring, 1980): 1-27; Leon D. Epstein, “Party Confederations and Politi-
cal Nationalization,” Publius 12 (Fall, 1982): 67-102; M. Margaret Con-
way, "Republican Political Party Nationalization, Campaign Activities, and
Their implications for the Party Systemn,” Publius 13 (Winter, 1983}):
1-17; and Larry Sabato, “Parties, PACs, and independent Groups,” in
The American Elections of 1882, eds. Thomas Mann and Norman Orn-
stein {(Washington: American Enterprise Institute, 1983), pp. 72-110.

change until the parties . . . become national bureauc-
rac%gs with hierarchies, divisions of labor, and so
On.( 2

Party Adaptation and Nationalization

nnnnnnn STra U Y ,-n"’n \i
llle‘&e Il‘s\,d.l UUVUIUPIHCIIL‘) aemonsirg

.
whatever loss in relative influence they may ha
fered, political parties in the United States have begun
adapting in complex and sophisticated ways to their
new political environment. Overall, parties at both the
state and national levels have enlarged their staffs and
budgets, modernized their activities, and expanded the
services they provide to candidates. Because the
national parties have frequently assumed a leadership
role in such adaptations, traditional patterns of party
decentralization are being modified.

Although the national parties traditionally have been
viewed as weak and part-time entities, by the latter
1970s striking gains were being made. Responding in
part to party weaknessess apparent in the wake of the
Watergate scandal, the Republican National Commitiee
(RNC) launched a concerted effort to expand its re-
source base and organizational capabilities. National
committee staff, which totaled an estimated 138 in the
non-election year of 1967, grew to 220 by 1977."% At the
same time, the committee’s 1965 budget of $1.5 million
was enlarged to $9.7 million by 1978.

This enhancement of party resources has allowed the
Republican National Committee and its congressional
counterparts to provide a broad array of expanded ser-
vices both to candidates and to its state and local affili-
ates. At the congressional level, the party has shown
unprecedented activity in recruiting and training
strong candidates to run in targeted districts. It also
provides an array of valuable electoral services, from
sophisticated polling to fundraising assistance and co-
ordinating PAC contributions to candidates. Finally,
the RNC has engaged in large-scale programs of tele-
vision advertising in recent years that provide a
nationwide political umbrella for Republican candi-
dates.

Although it has remained respectful of state party
prerogatives, the Republican National Committee
(RNC) has also become involved in a range of activities
at the state and local levels. In addition to recruiting

‘ ‘ Nowhere has the
intersection of politics and
interest groups changed more
dramatically than in the field of
campaign finance .... most

hup{)i"tant f.l. Oom an

intergovernmental perspective
are several nationalizing trends
in campaign finance. Il i}
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and assisting congressional candidates at the district
level, it has provided a range of contributions and ser-
vices to gubernatorial and state legislative candidates
in selected races. In 1980, for example, it spent $3 mil-
lion in assisting more than 4,000 state legislative can-
didates, including direct financial contributions of $1.7
million. Moreover, the RNC has engaged in a variety of
efforts to help modernize state and county party organi-
zations and to improve their fundraising and candidate-
assistance capabilities. Organizationally, then, the
national Republican party has assumed a strong role in
modernizing the party, reversing the traditional pattern
of weak national leadership. As Leon Epstein observes,
“the Republicans have nationalized their party effort by
a method analogous to the federal government’s grant-
in-aid system,”"

The national Democratic party has engaged in a
process of nationalization as well, although it began in
a distinctly different fashion. Gver the course of the
past 20 years, the Democratic party has begun to de-
part from the traditional confederal pattern of party
structure—characterized by the legal independence and
political autonomy of state and local party
organizations—by asserting the national party’s control
over the presidential delegate selection process and
promoting broadened citizen participation in party af-
fairs. “The old hegemony of the state parties [has been]
broken,” conclude Huckshorn and Bibby, “at least in
the area of delegate selection.”*

Although the promulgation of new and frequently
elaborate national party rules affecting this process has
sometimes led to conflicts with state and local parties,
the Supreme Court has affirmed the national party’s
authority to regulate its own affairs, even granting it
precedence over contradictory state laws. Indeed, the
Court’s recognition of broad national party authority
may ultimately rank among the most significant de-
velopments affecting the intergovernmental balance of
power in party affairs, for both Democrats and Repub-
licans. In addition, such decisions could have major re-
percussions for state regulation of state and local politi-
cal parties if similar reasoning is applied to judgments
at that level 3®

The Democratic National Committee (DNC) and its
congressional counterparts have alse begun to emulate
the successful organizational initiatives of the RNC. Al-
though the DNC lags far behind in fundraising and
candidate contributions, it has started to develop an
expanded direct mail fundraising operation; to offer ad-
ditional resources, training, and services to con-
gressional candidates; and to experiment with a small
program of national party advertisements. It has also
attempted in recent years to assist in modernizing state
party activities and to enhance Democratic par-
ticipation in elections through get-out-the-vote efforts.

Significant efforts have been undertaken to modern-
ize parties at the state level as well. Available evidence
suggests that most state party organizations today are
more professional, employ larger and more specialized
staffs, have larger budgets, and engage in a wider

‘ ‘ Intergovernmentally, the
overall effect [of television news]
has been to shift the focus of
political attention away from
localities, away most particularly
from states, and toward the
national government.

range of services and activities than did their counter-
parts in the early 1960s.

Despite the overall growth in state party organiza-
tional capacity, however, state parties continue to vary
considerably in terms of their resources and capa-
bilities. Some, especially in many small states and in
the South and West where party organizations tradi-
tionally have been weak, have only begun to join in the
process of party modernization. Variations in resources
and capacities are even greater at the local level, al-
though virtually all of the once powerful local “ma-
chines” have disappeared. Thus, whatever the ultimate
influence of parties vis-a-vis their functional com-
petitors, it is clear that the relative balance of influence
and resources within the parties has significantly
shifted over time.

Behavioral Responses to the New
Political Environment

Taken as a whole, these political developments have
had important implications for the conduct of politics,
the behavior of elected officials, and ultimately for
intergovernmental relations. These effects have been
especially evident in Congress. Although it was not un-
common in the past for Senators and Representatives to
be active in or closely linked to state and local party
organizations, most members today have adopted highly
independent political styles. “The conditions favering
individualistic politicians,” observes one congressional
scholar, “have become even more prevalent now than in
the past.”*’

This situation reflects both contemporary party inad-
equacies and the growing significance of nonparty po-
litical resources. Thus, most current members of Con-
gress report little interaction with or reliance upon
state and local party resources. Even by the early
1960s, a commonly accepted view among members of
Congress was that “If we depended on the party organi-
zation to get elected, none of us would be here.”*! More

37Epstein, “Party Confederations,” p. 86.

%Robert Huckshorn and John Bibby, "State Parties in an Era of Political
Change,” in The Future of American Political Parties, ed. Joel Fleishman
(Englewood Cliffs, NJ: Prentice-Hall, 1982), p. 81.

See San Francisco County Demacratic Central Committee, et. al., v.
March Fong Eu, et. al,, Docket No. C-83-5599-MHP, U.5.D.C. N.CA
(1984).

“Thomas E. Mann, “Electicns and Change in Congress” in The New
Congress, sds. Thomas Mann and Norman Ornstein (Washington:
American Enterprise Institute, 1981), p. 39.

“'Charies C. Ctapp, The Congressman: His Work as He Sees It
{New York: Anchor Books, 1963), p. 397.



recently, an indepth study of the “home styles” of 18
congressmen discovered that:

.in only two or three cases is there an mtegrated
workmg relationship between the congressman’s per-
sonal organization and the local party organization.
That is exactly the way most of cur House members
want it—separate organizations pursumg separate
tasks. The task of the congressman’s personal organi-
zation is to keep him in Congress. Most members

. prefer to remain mlmma%Ty involved in local poli-
tlcs not to become local political leaders.*?

As previously indicated, humerous resources now ex-
ist that permit members of Congress—and other major
political officials—to build personalized campaign orga-
nizations capable of winning elections with little party
help or even over party opposition. Moreover, once
elected to office, most members of Congress find that
their legislative and constituent service responsiblities
provide additional opportunities for developing direct
and positive relationships with constituents of both po-
litical parties and for cementing the loyalties of past
supporters.

Nowhere is the changing role played by parties in
congressional elections more evident than in the chang-
ing sources and expenditures of campaign funds. In
1982, congressional candidates spent approximately
$343 million on their campaigns, of which an estlmated
$100 million was devoted to television advertlsmg
Only 2% of total campaign contributions in that elec-
tion were obtained from party sources (not including
indirect expenditures in support of party candidates)
down from 17% ten years earlier (see Figure 2).** And,
as has been shown, that party assistance which is pro-
vided comes increasingly from national committees.

Enhanced political independence by members of Con-
gress has both positive and negative ramifications for
voters, legislators, and the political system as a whole.
The most apparent intergovernmental repercussion,
however, has been declining interdependence between
state and local parties and members of Congress. As
former congressman Abner Mikva has written, modern
legislators—because of their electoral independence—
have “little or no loyalty to the state organization”
upon their arrival in Washington.*> This assessment is
reaffirmed by others, who stress the increased impor-
tance of non-party sources of campaign finance:

Congressional and senatorial candidates must rely
heavily on nonparty sources for funds. Therefore, rep-
resentatives and senators, once in office, feel little
sense of obligation to their state and local parties.
and the parties lack significant influence on the be-
havior of legislators in _the halls of Congress.*®

The New Politics and
Intergovernmental Policy

As the preceding section has demonstrated, the
American political system has been significantly
altered—and in several respects nationalized—over the

.. . interest groups have

I L
gone a political

metamorphosis . . . by adopting
methods of influencing
government policymakers that
traditionally had been performed

by political parties. , ,
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important than in pa st years as channels for state and
local influence and communication in the federal sys-
tem, while the relative role of the parties’ national
committees has greatly expanded. As the political sig-

nificancs af natinonal eonress of camnaion finance have

nificance of natienal sources of campaign finance
also increased, voters and public officials alike have
altered long familiar patterns of behavior.

Ultimately, the most critical issue raised by these de-
velopments concerns their effects on the practical oper-
ations of government and on the substance of public
policy. The general absence of direct and precise links
between political changes and specific government
policies tends to cloud this issue in a wealth of ambigu-
ities, and individual assessments of the outcomes are
c.l_]_b1ect to widely varying standards of evaluation.
Nevertheless a number of significant institutional and
policy consequences have been convincingly linked to
contemporary political change, including some that di-
rectly affect federalism and intergovernmental policy
and others that involve the governmental system as a
whole.

On the broadest level, most observers believe that the
political system today is more open, more responsive,
and more sengitive to specific issues than in the past.
At least during the late 1960s and 1970s, voters’ atti-
tudes toward major public issues appeared to exert a
greater influence over their decisions at the ballot box
than was true in the 1950s, while the independent in-
fluence of party identification and social group affili-
ation declined.*” Moreover, political conventions are
now far more representative of women and minorities.’ 18
New groups—and new forms of interest groups—today
play an active role in the nation’s capital, represent a
wider spectrum of political interests, and utilize new
channels of access to public opinion through the mass
media and modern technelogy. Finally, the national
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legislature has become more responsive to citizen ini-

tiatives and more active in identifying new issues of
public policy.

At the same time, many observers believe the con-
temporary political system is excessively fragmented,

volatile, and hyperresponsive to narrowly defined inter-
ests. Opinion analysts have detected “a much more vol-
atile electorate . . . active and involved—but . . . with
weaker institutional ties.”*® Political conventions—while

more representative of major demographic segments of

the population—appear to be increasingly dominated by
dedicated issue activists, largely out of step with the
party rank and file.”® Moreover, because of high levels
of political fragmentation both inside and outside of

Congress, many observers believe that the always diffi-

cult task of legislative coalition building has become

even more difficult, as members find it more and more

costly to exert the political discipline needed to resolve

the hard political decisions of the day.?! At least one

authority on Congress has related such problems di-

rectly to the declining influence of political parties:

Why ... do we hear all the contemporary hoopla

about single-issue groups? Probably because poli-
ticians fear them now more than before and thus al-
low them to play a larger role in our politics. Why
should this be so? Simply because the parties are too
weak to protect their members and thus to contain
single-issue politics.?*

These issues are of obvious concern to citizens and
public officials alike. Within the context of American

politics as a whole, they have significant ramifications
for federalism and intergovernmental policymaking.

Intergovernmental Consequences

Congress and Intergovernmental Programs.
Some analysts detect a more direct relationship be-
tween the declining influence of state and local parties
on Congress and the content of recent inter-
governmental policy. National policy activism and his-
toric rates of growth in federal government respon-
sibilities were among the most significant inter-
governmental developments of the last quarter century.
Although many factors contributed to this growth, po-
litical change and declining state and local party in-
fluence appear to have played a significant role. As
Lewis Kaden has argued:

The last twenty-five years have brought enormous
changes in the types of persons elected to the Senate
and the House, and the techniques used in their suc-
cessful campaigns. The core element in this transfor-
mation has been the decline in importance of state
party organization. . . . As Senators and Members of
the House develop independent constituencies among
groups such as farmers, businessmen, laborers, envi-
ronmentalists, and the poor, each of which generally
supports certain national initiatives, their tendency
to identify with state interests and the positions of
state officials is reduced.®®

Specifically, changes in the political environment of

Congress appeared to influence both the scope and the
design of intergovernmental programs. As more and
more members of Congress felt encouraged or compelled
in recent years to build independent ad hoc political co-
alitions back home, the role of policy entrepreneur be-
came increasingly prevalent. Initiating new programs
and demonstrating legislative activism proved to be
useful methods both for strengthening alliance with po-
litically helpful interest groups and for appealing to in-
dividual constituents. The activities of former Repre-
sentative John Brademas epitomized this electoral
strategy. In 1968, Brademas reportedly utilized his
legislative position on the House Education and Labor
Committee to “mobilize the education community” on
behalf of a difficult reelection bid.?! Later, he authored
and helped enact a new federal aid program, the Envi-
ronmental Education Act of 1970, which enabled him to
demonstrate his commitment to a highly popular issue.
As two of his former staff assistants have written:

Rradoma {h ™ + RN

Brademas [D-IN] felt very strongly that Congress can
and should play a significant role as initiator and
creator of public Eolicy. ... |The Environmental Ed-
ucation Act was his baby; he authored it, he felt re-
sponsible for it. . . . [TThe environmental response was
becoming a burning and timely political issue in late
1969. . .. This bill gave Brademas a perfect oppor-
tunity to move into the environmental area, such op-
portunities would be limited for members of the Edu-
cation Committee.”®

Similar cases of intergovernmental policy entrepre-
neurship abound in the legislative annals of the 1960s

and 1970s.%¢

The end results of this new legislative style were of-
ten paradexical. Although individual initiatives were
often responsive to legitimate interest group and ¢
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stituency needs, their cumulative effect upon citizen at-
titudes toward government and on the inter-
governmental system as a whole appeared to be
counterproductive.”” Meanwhile, many members of
Congress found that legislative activism provided no
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‘ ‘ Although their direct
channels of representation have
been enhanced, state and local
officials are now viewed

ol W
increasingly in Washington—no

as uniquely constituted co-
governors—but as a few more
voices among a multitude of
special interest claimants. , ,

[ o

substitute for stable coalitions at the local level and be-
gan perceiving their environment as a legislative
treadmill. No matter what new programs were enacted,
the popular attitude seemed increasingly to be: “What
have you done for me lately?”®®

Such political pressures have not only affected the
overall scope of the intergovernmental system, they
have significantly influenced program structures and
design as well. At least throughout the 1960s and
1970s, Congress demonstrated a strong preference for
narrowly defined categorical grants and tended to resist
efforts at carefully targeting federal programs to needi-
est areas and individuals. As David Mayhew has em-
phasized, categorical grants can be a particularly useful
congressional tool for building electoral support. Be-
cause they provide “particularized benefits” to discrete
congressional constituencies, they enable legislators to
claim political credit for tangible benefits delivered to
their districts.?”

Another often overlooked policy development in the
last 1960s and 19705 was the enormous expansion that
took place in intergovernmental regulation. As fiscal
constramts on federal spending grew in the 1970s,
intergovernmental regulation became increasingly
popular as a means of permitting continued con-
gressional activism while placing most of the costs onto
state and local governments. By one count, 34 major
regulatory statutes were adopted between 1964 and
1980, each directly or indirectly regulating state and
local governments in new and intrusive ways.” As one
former official in the Johnsen administration has ob-
served:

Confronted with a problem and a showing that other
levels of government are “defaulting,” |Congress’|
strong tendency is to pass a law. |In the 1960s],
money was Washington’s antidote for problems. Now,
the new fiscal realities mean that Congress provides
fewer dollars. Still determined to legislate agalnst
problems, Congress uses sticks instead of carrots.®!

State and Local Representation in Washington.
State and local governments aiso responded io the new
political environment. Following the well-worn path
trod by countless other groups, organizations repre-
senting the full-range of state and local officials—from
the state house to townhall—have either located in

Washington or established major offices there. Espe-
cially when viewed in historic perspective, this trend
has been striking. In 1957, the National Association of
Counties had a professmnal staff of one and a budget of
$18,000. Twenty-five years later, its staff had swelled to
60 and its budget totalled $5 million.?? The U.S. Con-

ference of Mayors, which had a budget of $88,000 in

1960, had grown to a $3.5 million operation by 1983
with a staff of 40. In 1954, the Conference of Mayors
was joined in Washington by the American Municipal
Association (now the National League of Cities), which
by 1983 had a staff of 55 and a budget of $4.5 million.
Perhaps the most dramatic change occurred in the case
of the National Governors Association (formerly the
National Governors Conference), which did net open a
Washington office until 1967. Fifteen years later the
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had established a Washington center housing numerous
individual states and affiliated organizations. During
the 1960s and 1970s, many individual cities and coun-
tries also expanded their Washington presence by es-
tablishing independent offices or hiring a part-time
national representative. Localities, too, have been
joined by a host of specialized organizations and others,
like the National Association of Towns and Townships,
representing smaller jurisdictions.

Some have interpreted this expanded organizational
presence as a sign of growing state and local political
strength and sophistication. Clearly it has helped en-
able subnational officials to play a leading role in en-
acting and shaping certain major pieces of federal legis-
lation, such as general revenue sharing and community
development block grants. At the same time, however,
this organizational boom also reflects erosion in the
unique political role once occupied by these officials and
their party organizations in the political system.
Viewed from this perspective, it constitutes a form of
compensation for lost political influence rather than a
sign of mounting strength. As Haider expressed it: “For
governors and mayors, individually and collectively,
national party influence is generally declining. .

[Theyl have acted upon the political necessity of band-
ing together to deal with their federal constituency.””
Although their direct channels of representation have

*85ee for example, Steven Roberts, “Congressmen and Their Districts:
Free Agenis in Fear of the Future,” in The United Siates Congress, ed.
Dennis Hale, (Chestnut Hill, MA: Boston College, 1882), p. 76.

*David Mayhew, Congress: The Electoral Connection (New Haven,
CT: Yale University Press, 1974), p. 129

SCACIR, Regulatory Federalism: Policy, Process, Impact, and Re-
form {Washington: U.5. GPO, 1984), pp. 19-24.

%'Samuel Halperin, “Federal Takeover, State Default, Or a Family
Problem?” in Federalism at the Crossroads: Improving Educational
Policymaking ed. Samuel Halperin (Washingion: Institute for Edu-
cationat Leadership, 1976}, pp. 2.3.

82These and the following data are derived from Donald Haider, When
Governments Come to Washington (New York: The Free Press,

1874}, chapter 1; Timothy Conlan, Congressional Response to the
New Federalism: The Politics of Special Revenue Sharing and its
Implications for Public Policy Making (Ph. D diss., Harvard University,
1982), pp. 11, 12; and SIAM Intergovernmental News 7 (Winter 1984):
4-6.

53Haider, When Governments Come 1o Washington, pp. 110, 111,

43



44

T + o~
‘latlﬂnal CIi51S, Wiieli SWronig

leadershlp and popular support

existed in behalf of vigorous and
innovative federal policies, the
parties served as convenient and
necessary vehicles for mobilizing
popular support and for

encouraging effective legisiative

coalition building. , ,

been enhanced, state and local officials are now viewed
increasingly in Washington—not as uniquely con-
stituted co-governors—but as a few more voices among
a multitude of special interest claimants.

Political Change and Federal Values

In the broadest sense, these congressional and public
interest group developments testify to the degree to
which contemporary changes in the political system
have had important intergovernmental consequences.
Such changes have served to open national political
processes to new responsibilities and new constituents.
But at the same time they may have helped to alter the
very nature of the federal system. In the view of one
authority on federalism:

[We] have moved to a system in which it is taken
as axiomatic that the federal government shall in-
itiate policies and programs, shall determine their
character, shall def gate their administration to the
state and localities according to terms that it alone
determines, and shall provide for whatever inter-
vention on the part of its administrative agencies as
it deems necessary to secure compliance with those
terms.®*

Over the past fifteen years the United States has
crossed the fault line from a federal system to a de-
centralized national system. . . . When it comes time
to make policy, all eyes look to Washington, and fed-
eralism is viewed as one among many cross-pressures
rather than as a pathway through them. When it
comes time to implement policy, federalism is trans-
formed into a managerial model in which the states
and localities are cast in the roles of middle and

%Daniel Elazar, “Is the Federal System Still There?" in Hearings on
the Federal Role, Advisory Commission on Intergovernmental Relations,
{Washington: U.S. GPO, 1980), pp. 84-85.

%5Stephen Schecter, “The State of American Federalism in the 1980s,”

in American Federalism: A New Partnership for the Republic, ed.
Robert B, Hawkins, Jr. (San Francisco: Institute for Contemporary Stud-
ies, 1982), p. 61.

8 John Naisbitt, Megatrends (New York: Warner Books, 1984), chap-
fer 5.

lower echelons of management that cannot be trusted
to follow orders without being paid off and reined in.
The political idea of states as pol}tles and localities as
communities has all but disappeared.®®

Such pessimistic assessments of the contemporary
status of American federalism are not universally
shared. Some noted observers perceive, instead, that
our governmental institutions are poised to enter a bold
new era of decentralization.®® Adherents to this view
point to recent actions by a national administration
publicly committed to fosterlng a “new federalism,” and
they emphasize the growing fiscal constraints con-
fronting the federal budget. Moreover, the extra-
ordinarily high levels of party unity exhibited in Con-
gress on key economic and spending issues in 1981,
coming in the wake of unprecedented national party ac-
tivity in the 1980 congressional elections, may indicate
the potential of future party-building efforts for enhanec-
ing Congress’ capacity to confront broad and complex
public issues in a comprehensive fashion.

As the nation’s constitutional bicentennial ap-
proaches, basic and perennial issues of governmental
performance—and the political system’s role in pro-
moting or hampering them—will receive renewed pub-
lic attention and reflection. Among the issues certain to
be considered will be the federal system’s performance
in furthering the values it has traditionally been
viewed as promoting:

* integrating and preserving diverse community val-

ues within a shared national framework;

+ providing multiple arenas of meaningful public ex-

pression and participation;

+ promoting policy experimentation and program-

matic diversity;

« maintaining an effective system of shared and sepa-

rated powers; and

* promoting more effective and responsive govern-

ment by avoiding unworkable concentrations of
public responsibility.

If these values remain major publie priorities and the
federal system continues to be viewed as an effective
governmental instrument to achieve them, then meth-
ods of assuring federalism’s vitality through our politi-
cal system will remain important items on the public
agenda. In a political culture geared increasingly to the

‘ ‘ At bedrock, the
maintenance of federalism is not
a political end in itself but a
vehicle to broader public goals.
If the influence of state and local
political institutions wanes,
important avenues of public
participation may wither. , ,



reflexive pursuit of more direct forms of democracy,
thoughtful citizens may wish to place greater emphasis
on representative instruments like political parties and
federalism that help to manage and constrain the po-
litical agenda and impose greater structure on the
policy-making process.

At bedrock, the maintenance of federalism is not a
political end in itself but a vehicle to broader public
goals. If the influence of state and local political insti-
tutions wanes, important avenues of public par-
ticipation may wither. To the extent that iocal govern-
mental and political bodies constitute “training schools
of democracy,” as Tocqueville put it, the civic foun-
dations of democratic government are at stake. More-
over, the erosion of federalism’s capacity to provide a
territorial dimension to political representation that is
distinct from the functionalism of interest group plural-

111
ism may rob our national governing hedies of a useful

and 1mportant perspective in the making of public pol-
icy.®” Thus, the stakes in the evolution of American
politics extend beyond issues of distributing power and
influence among the different levels of government, but
address the wellsprings and vitality of democracy itself
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“HOW LONG DO THEY GO ONZ"

Senior Analyst Timothy J. Conlan is project
director of ACIR’s study of changing Ameri-

can politics and federalism.
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(Continued from page 1)

level. The feeling is that the group
above knows how to do it better.
Home rule for local governments
through state constitutional amend-
ments would go a long way toward
strengthening our cities. State aid
and state aid formulas need to be re-
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State ACIRS, such as we have in
South Carolina, can be valuable in
this process.

The federal revenue sharing for-
mula was a thoughtful effort to ad-
dress the needs of our urban areas.
Few states have such thoughtful for-
mulas to redistribute state aid to
local governments. Most often they
are weighted in favor of rural areas.
Pm‘hnnq A or 60 years ago, whean tha

rural or suburhan areas represented
poverty and the urban areas repre-
sented fiscal strength, this approach
was reasonable. However, the two
caravans passed each other in the
1840s and 1950s, the well-to-do mov-
ing out of the city and the poor mov-

ing in. These formulas are now woe-

fully unfair and out of date. I hope a
new state-city Mapgna Carta can begin
to help to address the problems that
the federal-city relationships was cre-
ated to do, and in which the ACIR did
such important work.

My vision of the New Federalism
includes a continuation of federal-city
relationships where they are neces-
sary and prudent, particularly in the
areas of community development and
economic development. Further, I
hope for a strengthened state-city re-
lationship. This may not produce pure
layer-cake federalism, but it will pro-
duce a sound workable system that can
strengthen each level of government.

-Innnnl'l P. D il

= UU‘JP.II
Mayor
Charleston, South Carolina

Richter Retires, Headed 21

o Ema Fhsaaioa - [« R W2
Major Studies During 18%:

Years With ACIR

Albert d. Richter, ranking senior ana-
lyst on ACIR’s staff, retired December 31
after 18Y%: years with its research divi-
sion. Mr. Richter was project leader for
21 major reports and a major contributor
to 16 others. His most recent respon-
gibilities included compilation of two au-
thoritative reports: (1) the catalog of fed-
eral grant-in-aid programs to state and
local governments and (2) the survey of
intergovernmental arrangements for de-
livery of local public services.

In its resolution of appreciation, the
Commission enthusiastically noted Mr.
Richter's breadth of experience which “in
several ways enhanced” ACIR’s repu-
tation for top-quality research—
“balanced, factual, and authoritative, as
well as usable by practitioners and aca-
demics.”
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Dear Reader:

In December, ACIR held a
grand dinner to celebrate its 25th
anniversary. The evening cele-
brated many of those individuals
who gave so much of their time
and energy to the formation and
success of ACIR. Portraits of
Frank Bane, our first Chairman,
and Bill Coleman, our first execu-
tive director, were unveiled,
Likewise, Senator Muskie and
Congressman Fountain were
singled out for their contributions
to the Commission.

We were also celebrating more
than individuals. We were cel-
ebrating an idea and an approach
to government. Soon we will be-
gin to celebrate these ideas
through the bicentennial of the
drafting and ratification of the
Constitution. There is no more
appropriate time to remind our-
selves of ACIR’s role in the fed-
eral republic. For it is that role
that gives us steadfastness of
purpose and clarity regarding our
objectives.

There is no better place to start
than with the Founding Fathers.
While the Founding Fathers did
not see the need to create an
ACIR, they would see its need to-
day. Then as now, problems
plague relationships between the
national government and the
states. The Articles of Con-
federation created a weak
national government, one in-
capable of bringing equal means
to bear upon pressing problems of
the day. The constitutional con-

vention in Philadelphia was in di-
rect response to these problems.

Their answer to these problems
was the creation of a general gov-
ernment with adequate authority
te pursue national objectives. The
Founding Fathers thought that
the division of powers within the
general government as well as be-
tween it and the states would re-
main in equilibrium providing
balance and reasonable govern-
ment. Yet there was an even
more fundamental principle in
operation. The Founding Fathers
held that geod government could
be brought about through reflec-
tion and choice rather than by ac-
cident and force. In other words,
citizens could create their gov-
ernments through reflection on
the first principles, morals, and
politics.

While few governments had
ever been created through reflec-
tion and choice, none had been
created on the scale of our ex-
periment in self-governance, with
the burden placed upon citizens to
be not only their own governors
but also to be constitution makers
in deciding the rules by which
their governments would operate.
Yet the ability to reflect and
choose implies that citizens have
alternatives and information re-
garding the likely consequences of
selecting one form of organization
over another.

This is precisely where ACIR’s
role begins. In an increasingly
complex federal system, there
must be agencies committed to
providing citizens and policy-
makers with well-thought-out
studies on important issues facing
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the federal system. However, to

be of value these studies must be

more than mere factual sum-
mations of existing research. They
must also meet the following cri-
teria:

¢ They must provide citizens and
policymakers with a range of
well-reasoned alternatives from
which they can reflect and
choose. This does not hinder the
Commission from taking
positions—far from it. Rather it
lays down the basis upon which
the commission and others can
choose.

¢ Our studies must pay par-
ticular attention to the role
that citizens play as con-
stitution makers as well as
governors. For these roles were
the cornerstone of the Ameri-
can revolution in self gover-
nance.

e We must seek ways to bring
about equilibrium in the fed-
eral system. Not only between
the federal and state govern-
ments but also between state
and local governments.

# Finally, we must broaden our
network of constituents to in-
clude those not commonly
thought to be part of the inter-
governmental system. Neigh-
borhoods, special districts, and
townships are important play-
ers in the intergovernmental
system; we should understand
their role in and contribution to
a healthy federal system.

Some have guestioned whether

ACIR has outlived its usefulness.




The implication is that we have
conducted all of the needed stud-
ies. As one who supports the elim-
ination of unnecessary govern-
ment agencies, I cannot think of
any agency that a federal system
needs more than ACIR. Unless we
can argue that the federal system
will stand still, which we can't,
there will always be a need for
nonpartisan and well-thought-out
studies that address emerging
problems in the federal system.
In the last two years we have
undergone many changes. We
have strengthened our staff with
new appointments, are in the
process of adopting a new re-
search agenda, and will be more
active in disseminating our stud-
ies to a broader cross-section of
citizens and elected officials. With
the appointment of John Shannon
as executive director and Larry
Hunter as research director, I am
confident that ACIR can meet the
challenges of the next four years.

P A

Robert B. Hawkins, Jr.
Chairman

ACIR Approves Reports On
Cigarette Tax Evasion, Financial
Emergencies

At its December 6 winter meeting in
Washington, the Commission approved
three studies which updated previous
ACIR research: on cigarette tax evasion,
local government financial emergencies,
and intergovernmental contracting for
public services.

Cigarette tax evasion: A key finding
was that organized interstate smuggling
has declined dramatically since the
1970s, in large measure due to the 1978
Cigarette Contraband Act. This measure
was enacted in part as a result of ACIR's
1977 report.

Balancing this current finding was the
estimate of $255 million in cigarette
taxes lost in FY 1983 by state and local
governments. An overwhelming share of
this net loss occurred through tax-
exempt sales on military bases and In-
dian reservations. The Commission con-
cluded that, with some states’ cigarette
taxes increasing, the attractiveness of
organized bootlegging could be on the
rise. To prevent the resurgence of large-
scale bootlegging, the Commission called
for further actions:

e Continued congressional support for
the cigarette enforcement efforts of
the Bureau of Aleohol, Tobacco, and
Firearms.

® Active state law enforcement, in-
cluding stronger efforts if needed
when state cigarette taxes are in-
creased.

® (loser cooperation between military,
federal, and state officials to reduce
the incidence of bootlegging on mili-
tary installations.

® Renewed efforts by states to reach
agreements with Indian leaders for
precollection of cigarette taxes on
sales in reservations.

Local government finances: The re-
port on local government financial emer-
gencies updated ACIR’s 1973 study. The
researchers investigated all local gov-
ernment financial emergencies and de-
faults that occurred since 1973. They
also evaluated the nation’s 30 largest
cities for signs of financial management
practices that might lead to defaults. Be-
tween 1973 and 1983, only three general
governments filed for bankruptcy; gov-
ernment defaults on general obligation
notes were also rare.

The study found no evidence that
localities are experiencing increased
emergencies or that they are likely to in
the near future. The report, which in-
¢luded no policy recommendations, con-
cluded that there is less danger of finan-
cial emergencies now than in the past
although the practice of borrowing to
cover short-term deficits continues as a
potentially serious problem in some jur-
isdictions. A new form of risk has arisen:
increased local exposure to court judg-
ments and investment losses.

The Commission observed that the
study focused on the existence or like-
lihood of extreme emergencies and on fi-
nancial management practices but not on
the current fiscal conditions of localities.

Intergovernmental arrangements:
Updating its study of a decade ago, the
Commission approved a report on inter-
governmental relations for delivering
local public services. The 1983 survey
produced several major findings:

® States have made notable progress
in the past decade in expanding
localities’ authority to enter into

joint agreements and inter-
governmental contracts.

® Over half the cities and counties
provide services under some form of
agreement with other governments.

e Since 1972, local governments have
substantially expanded their use of
private sector contractors. This re-
flects a preference of many cities to
contract with private firms and also
various state laws which have au-
thorized greater use of contractors.

The Commission adopted three rec-
emmendations on the subject:

1. States should authorize functional
transfers among political sub-
divisions including transfers to the
state government.

2. Proposed transfers should require
voter approval in each jurisdiction
involved when the transfer is ini-
tiated by petition.

3. States should examine their laws
authorizing localities to contract for
services, and eliminate any strin-
gent procedures and conditions that
are unnecessary to protect the pub-
li¢ interest.

Each of the three reports will be pub-

lished by ACIR and will be available in
early 1985.
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