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n inevitable consequence of the trau-
Amatic events of 1974 upon our federal

system and our attitudes towards
government, its officials, and its programs,
was a turn to introspection. In 1975, the need
for introspection was confirmed by the major
opinion samplers who, almost unanimously,
reported a shaken confidence, not in the sys-
tem itself but rather in our elected leaders.

The self-questioning trend was further
strengthened by still another crisis: the virtual
financial collapse of our country’s largest
city — New York. In 1972, this Commission
completed a study entitled City Financial
Emergencies. The study originally was desig-
nated “Municipal Bankruptcy,” but the title was
changed because the Commission thought that
the term bankruptcy was too harsh — and un-
realistic. Yet, only three years later, New York
City came within hours of default on its obliga-
tions and is still deep in that crisis, even after
last minute aid from Washington.

In 1975, slowly but inexorably, we began to
analyze how it came to pass that we were where
we were. Some actions resulted. The Congress
implemented key parts of a budget reform pro-
cess which for the first time gives it a way to
examine overall federal spending and to make
choices and assign spending priorities. The
Congressional budget reform process and the



increased involvement of state and local offi-
cials in the preparation of the Administration’s
budget have led to an increased understanding
of the interrelationships between federal, state,
and local taxing and spending policies. Such
understanding could lead eventually to a much-
needed national fiscal policy.

Presidential candidates in both parties are
questioning the long-prevalent notion that dol-
lars alone will solve any problem. And frank
discussions began about “new” national eco-
nomic facts, including contrasting problems of
the “old, mature” cities of the Northeast to the
apparent advantages of the ‘“new” Southern
Rim. Two key concepts endorsed by ACIR re-
ceived much attention as national assumption
of some welfare costs became a reality, and the
review of all federal programs on a regular basis
was introduced in Congress with bipartisan
support. The effects of public employee salary
increases and pension fund contributions on
government spending no longer were forbidden
topics, and even the phrase “national planning”
was uttered once again by federal policy-
makers and others.

A proposal to reassess our ability to make
decisions in our federal system of divided re-

sponsibilities — and then implement them —
gained serious currency in the form of a
proposed Bicentennial Commission on Ameri-
can Government, a recommendation which this
Commission has endorsed.

Yes, 1975 was indeed a year of introspection.
The question, of course, was whether this
questioning of old hypotheses would continue
as the economy improved and the severe shock
of our deepest recession since the Great De-
pression wore off. One can only hope that it
will, and that it might result in a much-needed
reallocation of our limited national resources,
not only within the public sector but also be-
tween private and public spending. Important in
all this is the emerging realization that our na-
tional resources are not unlimited, as many
once had thought.

The following summary of major happenings
in Federalism 1975 represents one view of the
year. Each of the 26 members of ACIR would
bring a different perspective to these fast-
moving events. Therefore, none need accept
responsibility for this summary in its entirety.

Robert E. Merriam,
Chairman
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INTRODUGTION

This is not a time to be thinking of creating
new programs. It is a time for thrift, not out of fear
for the future, but in respect to realities.

Governor Cecil Andrus of idaho
1976 State of the State Address

overshadowed other intergovernmental

events during 1975, a year that was fiscally
bleak for most state and local governments.
The federal government, in an effort to deal
with the worst recession in 40 years, incurred a
record deficit and simultaneously worried
about stimulating further inflation. Hence, 1975
was marked at all levels of government by fiscal
austerity or strain.

There was a reluctance to pass new programs
and a tendency to reexamine the old; a rejection
of new taxes, new bond programs, and new
constitutions; and a subtle hardening of public
sentiment toward labor union demands, social
services spending, and the belief that govern-
ment action is the best solution to probiems.

Many states and local governments faced the
hard decision to raise taxes or reduce
spending. They often did both. The federal
government also refrained from initiating broad
— and expensive — programs.

Economic conditions — and the accompany-
ing fiscal caution of the voters and their repre-
sentatives — were the backdrop for certain
emerging trends that dominated the vyear:

The near default of the nation’s largest city

m The gap between those states with
budget surpluses and those facing




serious revenue shortfalls became
much greater during 1975.

® Persistent inflation exacerbated the
fiscal imbalance among the three
levels of government at a previously
unknown pace.

B There was an increased tendency to-
ward Federal involvement in state
and local fiscal affairs.

® Heavy emphasis was placed on eval-
uation of existing programs rather
than initiation of new and different
areas.

® A heightened awareness of inter-
governmental issues and an in-
creased concern about the assign-
ment of financing responsibilities
and operating responsibilities of gov-
ernments also characterized the year.

Over the past few years, the demand for fuel
and food has greatly enriched the coffers of the
states which produce those items. In contrast,
during 1975, the industrialized states were hit
very hard with the inflation and accompanying
recession to the point where many are currently
experiencing painful financial difficulties. The
gap between the currently fortunate and unfor-
tunate is a wide one. Minnesota, for example,
ended Fiscal Year 1975 with a surplus of $400
million. At the same time, governors of Massa-
chusetts, Connecticut, and New York, among
others, were both forced to cut back services
and to suggest tax increases. These states and
others in the industrial Northeast and Midwest,
that are not part of the so-called “Southern
Rim,” sought means to improve their business
climates. Both New York and Wisconsin have
recently changed their corporate income tax
laws with reference to firms that have large
plants and payrolls within their borders but
make most of their sales out-of-state. And New
York’s commerce commissioner released a
strategy program that includes personal in-
come tax cuts in the highest brackets and fur-
ther tax credits for plant expansion.

The interstate disparity was mirrored at the
national level in the difficulty Congress had in

dealing with national goals in the sensitive
areas of energy and the economy, particularly
with such issues as decontrol of natural gas,
public service employment, and aid to New
York City.

Another fiscal disparity was evident among
the levels of governments in their revenue
raising capacity. The federal government
profits from inflation since taxpayers are
pushed into higher brackets and the govern-
ment reaps a large, tax harvest. The Congres-
sional Budget Office assumes a 6 percent infla-
tion and 6 percent real growth over the next five
years, and it estimates that the federal personal
income tax collections will rise from $135 bil-
lion in 1976 to $330 billion in 1981 without any
changes in the tax law. States with income and
sales taxes also fare reasonably well during
inflation. The local governments are the big
losers with their unresponsive property tax. The
public is taking an increasingly dim view of tax-
ing unrealized capital gains on the home they
want to live in, not sell. And, to compound the
problem, state legislatures are enacting more
and more homestead exemptions, assessment
freezes, and tax lids.

Partially as a result of this disparity, the fed-
eral government considered involvement in
several areas of state-local finances.

One area where a tendency for federal
involvement is appearing is in the municipal
bond market. As a result of the New York City-
New York State financial crisis, at least some
state and local governments were forced to sell
their bonds at higher interest rates (costing
them millions of dollars), and some, including,
Yonkers, New York City, New York State, and
the Pennsylvania Housing Financing Agency
were unable to market their bonds at all when
underwriters failed to bid on them. Full disclo-
sure also became a hot issue when New York
City and a few other issuers did not fully dis-
close all material facts to investors. The City of
Richmond, State of Ohio, and Allegheny
County (Pennsylvania), suffered problems in
selling bonds due to disclosure probiems.
These difficulties spawned much discussion of
the need for change. The Congress considered
several proposals to establish reporting and
disclosure requirements for state and local gov-
erment issuers and to provide a taxable subsi-
dized bond option for states and localities. Fur-



thermore, hearings began in the House on fgd-
eral regulation of state and local pension
systems.

The state of the economy — and its impact
on those states with high unemployment —
provided the impetus for another key trend ap-
parent at the federal and state-local levels: a
rethinking of new programs and reassessment
of the old.

There were no new block grants, and very few
significant categorical grants, passed in 1975.
Yet there was major activity to determine the
actual impact of existing programs. Three block
grants, the Omnibus Crime Control and Safe
Streets Act, the Housing and Community
Development Act of 1974, and the Comprehen-
sive Employment and Training Act of 1973,
were closely examined to determine their
impact on the structure and functions of local
government and to make recommendations on
improving their effectiveness. Efforts were also
made to insure that these programs were not
additionally burdened with unduly restrictive
regulations, and recommendations were of-
fered by ACIR and others that current restric-
tions be removed in subsequent legislation.

General revenue sharing was another area
where Congressional caution was evident.

National groups representing state and local of-

ficials made a major effort to get the program
renewed in 1975. Their purpose in urging expe-
ditious passage was two-fold: to assure general
revenue sharing’s exemption from new Con-
gressional budget timetables and regulations
and to allow states and local governments the
lead time they need for orderly planning of use
of those funds in their own budgets. Revenue
sharing legislation has not yet passed, how-
ever, although hearings were held and numer-
ous studies were published on the workings of
the law during its first four years.

One major new legislative proposal that was
postponed due to the national economic con-
cerns was national health insurance, which in
1974 was a legislative objective of the Ford
Administration and many Congressional lead-
ers alike. Economic conditions in 1975 made
passage of such a far-reaching and expensive
bill almost impossible.

Hand-in-hand with this cautiousness went
the increased use of priority-setting devices

during the year at the federal and state level.
One of the most promising efforts at the federal
level was the implementation of the first phase
of the Congressional budget process, to be
fully operational in 1976. During 1975, the
House and Senate passed two budget resolu-
tions setting a limit on spending for Fiscal Year
1976. Both Houses rejected several bills that
would have caused them to exceed their spend-
ing targets.

The final trend apparent in 1975 — increased
interest in and concern for intergovernmental
issues — is also closely tied to the economic
conditions and resultant responses. The in-
creased interest in intergovernmental affairs
can be illustrated in four areas:

It became clear to many at the federal level
in 1975 that states and local governments must
be more involved in managing the economy.
For many years, the three levels have operated
quite independently in the economic area. Too
little interest was exhibited at the national level
as to how federal programs actually impacted
on — or intermeshed with — state and local ex-
penditure levels, revenues, goals, and needs.
Today the impact of federal actions on those
economies is becoming a more vital concern to
national decisionmakers.

One way the federal government can
stimulate the economy is to pump money into
state and local governments. Such stimulation
could come through passage of public works
programs, counter cyclical grants, or extension
of the Comprehensive Employment and Train-
ing Act. The Congress considered these
options in 1975 and passed legislation to pro-
vide money for each. An extension of CETA and
a major bill providing $6 billion for public works
jobs and counter cyclical aid were vetoed by the

. President. The Congress and the Administra-

tion did agree during the year to aid the private
sector through tax cuts.

Block grants became a focal point for both
evaluation of current programs and sugges-
tions for new efforts. They also were a source
of some controversy in 1975, as proponents of
the grants urged removal of some current
“strings” on the programs and fought against
any further restraints on the recipients’ use of
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program funds. Opponents urged passage of
categorical grants which they said better met
the needs of the poor and minority groups. One
minor block grant (Partnership for Health) was
renewed during 1975, but the major attention
was focused on the Safe Streets Act, Compre-
hensive Employment Training Assistance Act,
and the Housing and Community Development
Act of 1974. At the end of 1975 and early in
1976, the Ford Administration supported
several new major block grants in the areas of
health, education, energy, and social services.
In his State of the Union message, President
Ford called for a new “balance” in the federal
system — “a balance that favors greater re-
sponsibility and freedom for the leaders of our
state and local governments.” The fate of these
proposals is uncertain, at best, in a Congress
where there is still some skepticism of state
and local governments’ abilities to decide
priorities and follow through with meaningful
programs.

And finally, the year highlighted a key inter-
governmental functional question — which
level of government can do what the best? Wel-
fare was the foremost concern in 1975 with
federal, state, and local governments studying
their own roles and making recommendations
for the system’s improvement. Many proposals
supported a federal takeover of welfare costs.

So the year was one of belt-tightening and re-
evaluation. Even those states with surpluses
were cautious about spending their extra
money. Perhaps the most revealing comments
about 1975 were made in early 1976 in the
various ‘‘state of the state” messages across
the country. These were grim indeed.

Michigan Governor William G. Milliken was
typical in his view: “This year, as last year, we
will have to deal with a depressed economy by
appropriating wisely and managing well. There
is no room for waste, or even for an overly gen-
erous definition of what is essential.”



THE NEW YORK
FISCAL GRISIS

city occupied the attention of policy-

makers, the news media, and citizens for
most of 1975. Teetering on the brink of bank-
ruptcy for months, New York got a reprieve
through a combination of federal, state, and
local actions as the year ended. Still, even with
this unprecedented intergovernmental coopera-
tion, few predicted the problem was solved.

The fallout of the New York City crisis was
felt by states and local governments across the
nation. The most immediate effects of the situ-
ation, such as the increase in interest rates for
many state and local borrowers, were of
primary concern to policymakers. Yet the im-
pact on the American federal system was also a
prime issue. ' '

It is the intergovernmental chronology,
causes, impact, and implications of the New
York fiscal crisis which we wili highlight in this
chapter. .

The possible default of the nation’s largest

The
Intergovernmental
Chronology

The New York City fiscal crisis was precipi-
tated when the city was no longer able to
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borrow money in the municipal market, but the
roots of the problem go back to numerous
actions and inactions over the last decade and
more. New York State has traditionally exer-
cised limited oversight over activities of its
largest city. Thus the city’s fiscal and budget-
ary problems were largely ignored or unnoticed
by the state until they were so massive that
even the city and state working together were
unable to solve them.

Throughout 1975, the state assisted in many
ways. First it provided loans to the city, then it
set up agencies to sell the city’s securities and
to oversee the city’s financial operations. Late
in the year, the state passed a tax package to
raise funds earmarked for the city.

When various state actions floundered or
proved inadequate, attention turned to the fed-
eral government for possible assistance. The
President met with New York’s state and local
officials, and the Congress held hearings on
the situation to assess its seriousness and con-
sider possible federal action. Late in 1975, after
demonstrated self-help actions by the state to
increase taxes and by the city and state agen-
cies to cut spending and thereby ameliorate
future budgetary problems, the President
recommended and Congress authorized sea-
sonal federal loans for the city for a three-year
period.

Intergovernmental
Causes

Many of New York's problems are shared by
other central cities, principally in the Northeast
and Midwest, but in some other regions as
well. The broad issues affecting these cities, as
expressed by their mayors and other elected
officials include:

B City costs have escalated with infla-
tion, and revenues are down due to
the recession and an eroding tax
base resulting from flight from the
cities.

® Public employee wage and benefit
costs have increased substantially.
There has been too much state inter-
vention in areas where cities feel they

should have freedom; too little where
cities need help.

® Federal categorical grants requiring
state and local matching funds have
sometimes led to use of local funds
in areas where the need is marginal at
best. Instead of following their own
priorities, the governments are drawn
to federal programs by the federal
money and sooner or later are
saddled with substantial local costs.

8 Court cases have sometimes prohib-
ited cities and states from cutting
back on services in times when they
have become overly burdensome on
the budget.

One major problem plaguing New York City
that is not common among other large cities
has been the city’s poor budgetary practices
and accounting systems. New York used capi-
tal funds for non-capital expenditures and in-
flated revenue estimates that were the basis
for short-term borrowing. The most devastating
practice was that of borrowing snowballing
amounts to cover operating deficits. This short-
term borrowing led to a debt nearly 11 times as
large as it was five years ago. Long-term bor-
rowing increased nearly three times during the
same time. Zooming interest costs took 16
cents out of each dollar of the city’s budget in
1975.

These budgetary practices, one must note,
often resulted from a conscious choice — artic-
ulated to the citizens many times — that New
York City would provide for its poor, would edu-
cate its young, and give traditional — and some
untraditional — services to its people, no mat-
ter what. Former New York City Mayor Robert
F. Wagner expressed it this way in his 1965
budget message: “| do not propose to permit
our fiscal problems to set the limits of our com-
mitments to meet the essential needs of the
people of this city.”

Theodore H. White, writing in New York Mag-
azine, further expounded the philosophy when
he called New York, “The City of the Soft
Touch.” “The city wants more; it loves to give
more,” he said. “Yet, in New York, good will



has not only run its course, but sped beyond all
legal or social speed limits.”

Intergovernmental
Iimpact and
Implications

The major impact of the New York City fiscal
crisis on other cities and states came in the
form of increased interest rates on their bonds
and notes. The average municipal bond yield in
November 1973, was 5.17 percent. In November
1975, it was 7.52 percent. The New York crisis
certainly was not the only, or even the major,
cause of the rapid increase — a general in-
crease in interest rates and increased federal
borrowing were among other factors that
pressed interest rates upward. However, the
New York fiscal situation definitely affected
municipal interest rates (particularly those on
lower quality issues).

Oregon’s Senate President Jason Boe, in an
article in State Legislatures, estimated the New
York crisis cost his state at least $156,000 per
year in additional interest on one of their Triple
A bond issues in the summer of 1975. “In a
state whose total biennial budget barely ex-
ceeds New York City’s annual expenditures for
welfare, charity, and debt services alone, that
represents a bundle of the taxpayers’ money,”
he said.

The small Tennessee town of Murfreesboro,
which recently floated bonds for capital im-
provements, had its interest rates go up at least
a half percentage point. On that basis, Mur-
freesboro is paying $20,000 a year extra —
which averages about $1 on each local property
assessment.

According to a staff summary prepared for
the House Committee on Banking, Currency
and Housing, Oregon and Murfreesboro were
lucky — they at least obtained funds, although
at a higher price. Many borrowers were crowded
from the market, the report said.

A New York Times article estimated that New
York City’s problems could cost municipal and
state governments an extra $3 billion for a sin-
gle year of borrowing money at swollen interest
rates. That amounts to $14 for each person in
the United States.

The Joint Economic Committee calculated
that the New York crisis will cost state and
local governments $1 billion over a ten-year
period in increases in interest on their bonds.

The immediate problem has been partially as-
suaged and the immediate impact assessed.
But key intergovernmental questions remain
unanswered.

= Should states bear, and are they fi-
nancially capable in all cases of
bearing, the full responsibility for
providing assistance to their local
governments in dire financial
trouble?

m What is the federal role, if any, in as-
sisting states and local governments
in financial trouble?

m Should the federal government regu-
late state and local bond sales or can
this responsibility be left with the
states and/or the issuers?

m |s there a federal role in regulating
state-local pension systems?

B |s there a better alternative to tax-
exempt bonds for state and local
governments and how should this
market be strengthened?

® Should the Federal Bankruptcy Act
be amended to deal with the adjust-
ment of any future debts of states
and local governments?

A further look at each is in order.

State Role in Future Financial Difficulties. In
1973, the Advisory Commission on Intergovern-
mental Relations made a series of recommen-
dations aimed at preventing or alleviating city
financial emergencies. The crucial role in im-
plementing these recommendations belongs to
the states: they should be responsible for ward-
ing off fiscal crises of their cities by close
supervision and guidance and for providing a
mechanism for immediate action should fiscal
problems arise.

The Commission recommended that every
state:



m designate or establish a single state
agency responsible for improving
local financial management func-
tions such as accounting, auditing,
and reporting;

m enact and strictly enforce legislation
to regulate the use of short-term op-
erating debt that carries beyond the
end of the fiscal year; and

m establish by statute a set of guide-
lines to determine when the financial
condition of local governments ne-
cessitates state intervention and to
set forth the procedures for carrying
out remedial state action.

The fact that New York State was unable to
soive its largest city’s crisis alone does not
invalidate the ACIR recommendations that were
based on the conclusion that the states have
the necessary capacity except in the event of a
major depression. New York State could have
prevented the New York City emergency and
rendered any necessary assistance if it had
taken appropriate legislative and supervisory
actions earlier.

New York’s situation does painfully remind
us that most states have not exercised fully
adequate supervision of their local govern-
ments, and that, in cases of emergency, the
federal government will come under strong
pressure to intervene in some fashion.

Federal Role in Future Financial Difficulties.
Further research should be undertaken to deter-
mine when and in what way the federal govern-
ment would again provide assistance to a finan-
cially strapped city.

The key issue is one of constitutionality: how
much should the federal government get in-
volved in the day-to-day operations of a city. A
second key issue is whether the states under all
circumstances, including recessions of varying
depths, have the financial capacity to cope with
all such emergencies, provided they establish
good detection and supervision practices.

Joseph Califano, Jr., former assistant to
President Lyndon B. Johnson, in an article in
the New York Times discussed the Consti-
tutional gquestion in a piece headlined “Presi-
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GovernoMayor.” He asked the question: Is it in
the best interest of our nation for the President
to become the mayor of New York City and the
governor of New York State? “For that is cer-
tainly what millions of New Yorkers, Mayor
Beam, and Governor Carey seem to be begging
him to do,” he said.

Regulation of State and Local Bonds. In 1975,
Congress brought municipal bond dealers
under federal regulation with enactment of
Securities Amendments Act. This action also
made municipal bonds subject to Rule 10b-5 of
the Securities and Exchange Act that makes it
“unlawful” to make any untrue statement of a
material fact or to omit to state a material fact
in public sales of securities.

The amendment to the law holds investment
bankers responsible for disclosures but ex-
empts cities and states from the registration
and reporting requirements of the securities
law.

The law has resulted in some confusion over
what information should be provided to munici-
pal bond investors. One means to clarify what
information is needed would be a federally
imposed uniform system of financial account-
ing and reporting by state and local issuers

-which sell a substantial amount of securities in

the capital markets. This plan has been pro-
posed by the Ford Administration.

A further step in federal control would be a
passage of a bill pending in Congress spon-
sored by Senator Thomas Eagleton which calls
for cities and localities to register new bond
issues with the Securities and Exchange
Commission. Still another option under consid-
eration is legislation requiring municipal issu-
ers to supply information to investors. A bill co-
sponsored by Senators Harrison Williams and
John Tower would require issuers of specified
amounts of securities to prepare annual finan-
cial reports and distribution statements but
would not require the filing of the documents
with the Securities and Exchange Commission.

Many cities and states oppose these and
other moves calling for federal regulation of
their bonds. The Municipal Finance Officers
Association has developed full-disclosure
guidelines and other elements of a plan that
presumably would rely on the states or a volun-
tary association of issuers for implementation.



State-Local Pension Systems. The New York
crisis has highlighted the need for intensive
scrutiny of state-local pension systems. Many
provide inordinately expensive benefits, are
underfunded, or have suffered from poor
administration and abuses. The crisis has also
underscored that the ultimate cost of certain
benefits, particularly if inflation continues at a
high rate, will be monumental and in some
cases beyond the financial capacity of the
governments involved.

Some states are currently moving in the di-
rection of ACIR’'s recommendations on this
point: strict state regulation of locally adminis-
tered retirement systems, or aiternatively, con-
solidation of local retirement systems into a
state-administered system.

There is some consideration of extending
current federal law regulating private pension
systems to cover state and local employee sys-
tems. Most state and local governments object
to such a proposal. Hearings have been held —
but further action is awaiting results of a House
study to be completed at the end of 1976.

Alternatives to Tax-Exempt Municipal Bonds.
Over the past few years, state and local govern-
ments have received several sharp reminders
that the market for their bonds at reasonable in-
terest rates has grown more and more
unreliable. The problems besetting the munici-
pal bond market include:

s the tax exemption is only attractive
to a limited number of potential in-
vestors (primarily commercial banks,
fire and casualty insurance compa-
nies and high-income individuals),
and

m the municipal bond market is subject
to cyclical instability. When money
is tight and interest rates rise, tax ex-
empt rates rise faster than taxable
rates.

In addition, there is the well known tax equity
problem: those most attracted to tax-exempt
bonds are the wealthy who should not have this
preferential shelter.

The most frequently discussed alternative to
the tax-exempt municipal bond is the taxable
subsidized bond. Interest on such a bond
would be taxed, but the Treasury would pay a
large enough portion of the interest so that the
issuer would break even or enjoy a small gain.
Such a taxable subsidized bond would compete
in the market with all other types of taxable
securities and therefore would be of interest to
a much broader range of purchasers. This pro-
posal would also eliminate the long-standing
tax inequity associated with exempt bonds.

Several bills providing for some sort of tax-
able municipal bond are currently before the
Congress. Two related bond market proposais
are also under consideration. One would pro-
vide insurance on tax-exempt municipal bond
offerings; and the other would establish an
intergovernmental RFC or Urbank, which would
borrow on the taxable market and relend to
states and municipalities on an advantageous
basis.

Federal Bankruptcy Laws. The Advisory Com-
mission on Intergovernmental Relations recom-
mends amendment of the federal bankruptcy
laws to make the procedures for municipal
bankruptcies — financial reorganizations —
more workable. President Ford proposed such
amendments late in 1975, and indications are
that the legislation will pass in 1976.
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THE EGONOMY

Ithough the impact of the New York

crisis was quite significant, the effect

of the national economy in 1975 on
other states and local governments was much
more universal and substantial.

The combination of inflation and recession
affects state and local governments by greatly
increasing prices for goods they must purchase
and by raising personnel costs. Revenue
growth slacks off as the real growth rate de-
clines and unemployment takes its toll. Higher
unemployment requires additional state and
local expenditures for welfare and other social
services. Since most states and local govern-
ments are restricted in the amount of debt they
can incur, and most are prohibited by their
constitutions from operating at a deficit, reve-
nue shortfalls must be made up by cutting ser-
vices, reducing work forces, or raising taxes.
These actions in turn tend to worsen the reces-
sion.

Federal-State
Spending

In general, state and local spending tends to
rise and fall with the economy while federal
spending levels and the associated deficits or
surpluses are in part determined by fiscal poli-
cy or economic stabilization objectives.



Over the last two years, the spending growth
rate of the states has fallen sharply according
to ACIR calculations. When corrected for in-
flation, state and local spending for the first
three quarters of 1975 (exclusive of federal aid)
increased over the comparable period in 1974
by only 0.3 percent. This figure is the lowest
rate of increase in state and local spending
from own sources in 25 years. The previous
year’s increase had been 1.7 percent while the
increase from 1972 to 1973 was 6.2 percent.

Between Fiscal Year 1974 and 1975, the
states’ average expenditures increased by 15
percent, but their revenues increased only 10
percent, according to a survey conducted for
the National Governors’ Conference. The same
NGC estimates indicate that from Fiscal Year
1975 to 1976, expenditures will increase by 10
percent and revenues by only 8 percent.

State and local combined efforts to adjust
budgets will remove around $6.9 billion from
the economy in 1975, according to figures
issued in December by the Joint Economic
Committee’s Subcommittee on Urban Affairs.
Some $3.6 billion of the $6.9 billion total is in
increased taxes; $3.3 in reductions in expendi-
tures from current service levels.

During 1975, 20 states increased major taxes
(individual and corporate income and general
sales taxes). Even more reduced current levels
of service.

At the local level, the Joint Economic Comit-
tee study found that 122 of the 140 govern-
ments surveyed entered Fiscal Year 1975 with a
combined surplus of $340 million, which is
expected to be a deficit of $40 million by the
end of the fiscal year. In high unemployment
areas, 47 percent of the surveyed jurisdictions
raised or planned to raise taxes and 61 percent
reduced or planned to reduce service levels. In
low-unemployment areas, only 25 percent
raised or planned to raise taxes and 38 percent
reduced levels of services. The 140 local gov-
ernments studied in the sample included 43
with populations in excess of 500,000; 23 with
populations between 250,000 and 500,000; 22
with populations from 100,000 to 250,000; and
52 with populations less than 100,000.

A survey of cities and towns in Rhode Island
‘reflected the high unemployment there. Con-
ducted in late 1975, the study found that half of
the cities surveyed imposed some kind of ceil-

ing on their 1975-76 budgets. About one-third
indicated they had postponed capital improve-
ments and the replacement of equipment pre-
viously scheduled. Over half instituted hiring
freezes in 1975. Two-thirds said property tax
receipts were lower than in previous years.

During 1975, federal expenditures rose 10.6
percent over 1974, Much of this increase can be
attributed to accelerated outlays for food
stamps, unemployment compensation, and
public welfare payments, made necessary by
the recession, and to a stepup in federal grants
for highway construction and pollution abate-
ment, in part to provide additional employment
in the hard-hit construction industry.

Interstate
Differences

Yet 1975 was not a bad year uniformly. in
fact, seven states reduced tax rates or enacted
major exemptions, deductions, or credits. At
least two states increased their sales tax credit
against the state income tax; four states in-
creased the income tax credit for low-income
taxpayers or for such things as medical and
dental expenditures; and one state repealed its
supplemental income tax.

The states that enacted such tax relief were
in one of two categories: farm states or energy
producing states. The eight states with income
based heavily on agriculture began Fiscal Year
1976 with a surplus of $0.8 billion according to
the Joint Economic Committee. The 13 energy
producing states entered the 1976 Fiscal Year
with a combined surplus of $1.8 billion.

Several of these states with surpluses have
used these funds to aid their harder pressed
local governments. lowa, for instance, appro-
priated funds for interest free loans to counties
to use as matching money for Highway Trust
Funds prior to the lifting of the matching re-
quirements. Several states set up mini-CETA
operations which provide funds for manpower
at the local level. .

In contrast, the 18 states with the highest un-
employment rates began the 1976 fiscal year
with a relatively small total surplus — $0.4
billion — which is especially meaningful when
compared to their surplus beginning Fiscal
Year 1975 of $2.3 billion. This grouping of
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states is an important one since it includes
several states with the largest budgets.

According to the National Governors’ Confer-
ence, the energy producing states had year-end
balances equal to nearly 18 percent of expendi-
tures in Fiscal Year 1975. The agricultural
states had balances of more than 13 percent of
1975 expenditures. The high unemployment
states had balances of less than 1 percent of
their 1975 expenditures.

New York State’'s problems have been dis-
cussed. Other states with budgetary problems
in 1975 were lllinois, Massachusetts, and
Michigan.

In June, lllinois made a 6 percent across the
board cut in Fiscal Year 1976 appropriations in
order to save $330 million. By October, the
state was facing a liquidity problem that threat-
ened the state’s ability to meet all its financial
requirements.

Massachusetts eliminated over 2,600 state
positions during 1975 and still had to borrow
$450 million to meet obligations for Fiscal Year
1975. The state then had to increase taxes to re-
pay those loans. Major new taxes were
expected to balance the budget for Fiscal Year
1976.

In October, Michigan projected a $300 million
deficit for Fiscal Year 1976. Most state agency
budgets were cut 3.5 percent — in addition to a
previously announced cut of 1.5 percent.

Local
Cutbacks

Local governments too were feeling the eco-
nomic pinch throughout 1975. Detroit, for
example, laid off 550 policemen, 300 firemen,
and 800 other municipal employees when it had
to prune $23 million out of its budget by July 1.

The Atlanta City Council ordered a five day
unpaid vacation for all its workers in mid-1975.
New Britain, Connecticut, put half its employ-
ees on a four-day work week, and Cleveland laid
off over 1,000 city employees and cut garbage
collection to every other week.

Some cities, including Detroit and New York
City, reduced the visiting hours of city
museums and other cultural exhibits. Constuc-
tion projects were halted in many areas of the
country.

There are some, including David T. Stanley of
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the Brookings Institution, who believe that this
rethinking on size of work force and types of
machinery needed to efficiently operate a city
can be beneficial.

“Nobody says anything about the fact that
most local governments have laid off hardly
anybody in a couple or three decades,” he said
in a speech before the National League of
Cities’ Congress of Cities in December 1975.
“To the extent a bureaucracy is swollen rather
than meeting legitimate needs, it can take a
reduction with less pain to the citizens than
otherwise be the case.”

Federal
Action

Aiternative federal responses to the eco-
nomic conditions of 1975 that were considered
included: measures to stimulate spending in
the private sector, accelerated public works,
public service employment, and anti-recession
grants to state and local governments.

In 1975, the Congress was most successful
in passing legislation utilizing the first re-
sponse: stimulating spending in the private
sector through tax cuts. It passed two bills, one
in the spring and an extension in December,
providing for a reduction in federal revenues
through individual and business tax cuts, and
partially offsetting increases in taxes on the oil
industry. Among provisions of the early bill
were a 10 percent rebate on 1974 individual
income taxes up to a maximum of $200; an
increased low-income allowance (a minimum
standard deduction designed to free poverty
level families from paying federal taxes); an
increased standard deduction for 1975; a re-
fundable 10 percent tax credit up to $400 on
earned income of $4,000 or less for a family
with at least one dependent child; a 5 percent
credit up to $2,000 against taxes for the pur-
chase of a newly built home; and various busi-
ness investment tax credits.

The individual tax cuts totalled $18.1 billion
and business tax cuts $4.8 billion. Oil industry
tax increases amounted to $2 billion.

In December, the Congress passed a six-
month tax cut extension that continued 1975
reductions at an $8.4 billion level through June
30, 1976. The law also contained language
making a conditional commitment to hold



down outlays if the tax reductions were extend-
ed past June 30.

A major bill to provide for public works and
counter cyclical grants to state and local
governments was passed by the Senate in late
1975 and held over for expected early House
action in 1976. This bill would authorize $2.5
billion for state-local public works projects and
$500 million for the Job Opportunities Program
(Title X of the Public Works and Economic
Development Act). It ailso would provide $1.5
billion for counter cyclical grants to state and

local governments with high unemployment. A
Presidential veto appeared likely in late 1975
since President Ford had often expressed his
view that such public service spending was
inflationary.

In the final area, pubiic service jobs, the Con-
gress passed a bill to provide nearly a million
“emergency” jobs which was vetoed by the
President and later sustained in the Congress.
Other bills to provide jobs through the public
sector were under consideration at the end of
the year.
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ENERGY
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ne of the main factors dividing states in-
Oto those with surpiuses and those with

deficits in 1975 was their energy pro-
ducing ability. Those states that had the oil and
gas resources were, along with a few farming
states, the only states with sizable surpluses
during the year.

While the development of a national energy
policy was stymied by the complexities of the
issue and by divisions within the Congress and
between the Congress and the President, one
major energy bill became law at the end of 1975.
The bill, The Energy Policy and Conservation
Act of 1975, calls for:

= continuation of federal controls in the
pricing of domestic oil for at least
three years with provision of a new
pricing formula for domestic oil
designed to roll back the current
price;

# authorization of government audits to
verify information submitted to fed-
eral agencies by energy producers and
distributors;

a aguthorization for the President to
ration petroleum in emergency situa-
tions and to enter into international
energy sharing arrangements; and



® gstablishment of mandatory fuel effi-
ciency standards for new auto-
mobiles.

Another key feature of the new law is an auth-
orization of $150 million for a block grant
program to be administered by the Federal
Energy Administration to assist states in the
development and implementation of state-
administered energy conservation programs.
The legislation identifies these programs: light-
ing and energy efficiency standards for, and re-
strictions on, the hours of public buildings; pro-
motion of carpooling and use of public transit;
and thermal efficiency and insulation require-
ments for new and remodeled buildings. Within
federal guidelines, states can establish con-
servation programs tailored to local economic,
geographic, and weather conditions.

Two key bills in the area of coastal zone
management were passed by the Senate and are
expected to pass the House in the second ses-
sion of the 94th Congress.

The Coastal Zone Management Act Amenad-
ments would provide impact aid funds to states
where coastal areas are adversely affected by
outer continental shelf development or the
development of other major energy facilities.
The Senate-passed bill provides for grants and
loans to affected coastal states in the amount of
$200 million.

A second bill, the Outer Continental Shelf
Management Act, would establish policy guide-
lines for the development of the outer con-
tinental shelf, including the requirement that the
Secretary of Interior establish a five-year leasing
program. In addition, the bill would provide
governors from coastal states with greater
authority in the development of the outer con-
tinental shelf.

Several other energy measures were con-
sidered and held over for the second session of
the 94th Congress. These included a program of
loan guarantees to commercial businesses to
encourage production of synthetic fuels;
amendments to the 7970 Clean Air Act changing
timetables for compliance with pollution limits
on cars and industrial plants; a bill setting up a
regulatory system for screening and controlling
toxic chemicals entering the environment; and
deregulation of natural gas.

The House Interior Committee declined to
report afederal land use bill, and a bill providing
for federal regulation of strip mining was vetoed
by the President and sustained in the House.

State-Local
Action in Energy

Meanwhile, at the state and local levels, the
trend toward passage of energy conservation
legislation which began in 1974 continued.

During the year, states:

m imposed strict conservation mea-
sures on state facilities, buildings,
and equipment and encouraged simi-
lar programs for local govern-
ments;

@ provided public education and in-
formation on energy programs and
solutions;

m reviewed energy impacts of all state
programs;

s supported mass transit and carpool-
ing programs;

m passed state building code legisla-
tion; and

m passed legislation and worked with
utility commissions to determine
whether alternative rate structures in
different areas would promote con-
servation without unacceptabie ad-
verse impacts on the economy of a
state or area.

In addition to these broad areas, several
states provided for some state or local control
over citing of oil refineries and nuclear plants.
The nation’s most stringent control over nuclear
plants was passed during the year in Vermont
where legislative approval is required before any
construction may begin on such facilities.

Massachusetts passed a law giving that
state’s Energy Facilities Siting Council author-
ity to approve sites for onshore facilities result-
ing from offshore development.

In Connecticut, a local referendum must be
held in the town in which construction of an oil
refinery is planned, according to a 1975 law.
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local governments totalled nearly $54 bil-

lion — an increase of nearly $8 billion over
Fiscal Year 1974. Estimates of likely Fiscal Year
1976 spending in this area predict another $6-
10 billion increase.

In 1975, nearly $19 billion of the $54 billion
total went into grants for payments to in-
dividuals: unemployment, Medicaid, housing
payments, public assistance, and food stamps.
The largest single purpose was Medicaid at $6.8
billion in 1975. '

Of the remaining $34.9 billion, the largest
groupings of expenditures were: education ($4.7
billion), commerce and transportation ($5.9 bil-
lion), community and regional development
($3.3 billion), revenue sharing and general
purpose fiscal assistance ($6.9 billion), man-
power ($3.17 billion), social services ($3.2
billion), and natural resources ($2.5 billion).

As significant as the numbers are, the
packaging of federal aid may prove to be more
meaningful in the long run. This packaging has
shifted somewhat over the past few years away
from specialized functions through categorical
grants toward block grants and general revenue
sharing.

In Fiscal Year 1975, nearly 10 percent of the
total federal aid went to block grants; around 14
percent to general revenue sharing. The rest

In Fiscal Year 1975, federal aid to state and



— and largest amount — went to categoricals.
However, only ten years ago, categoricals ac-
counted for nearly the entire amount — 98 per-
cent. Yet even with the advent of general revenue
sharing and block grants and slippage in per-
centage of total amount of aid, categorical
grants are still growing in number, and now
total over 600.

The block grant as originally envisioned
would authorize federal aid for a wide range of
activities within a given area and give recipient
governments substantial discretion in identify-
ing problems and designing programs to deal
with them. It would also keep conditions
associated with grants to a minimum, yet
promote certain broad national goals.

The five programs currently recognized as
block grants fulfill these qualifications in
varying degrees.

The very first block grant, Partnership for
Health, passed in 1966, has been greatly
reduced in importance over the years through
subsequent attachment of categorical grants to
the program. The block grant component has
become one small part of what is essentially a
string of categorical grants contained in the
1975 Special Health Revenue Sharing Act.

The Omnibus Crime Control and Safe Streets
Act, passed in 1968, was a new program which
attempted to provide maximum discretion to
state and local governments in the criminal
justice area. Yet, it too has had certain
“categorized” programs added.

Two recent block grants, the Comprehensive
Employment and Training Act and the Housing
and Community Development Act, were formed
as consolidations of existing programs. The
final block grant, Title XX, replaces the old
system under which states provided services to
needy recipients. The current program has a
ceiling on federal outlays and outlines ciientele
categorization but does provide the states con-
siderable discretion in the area of program
review.

Partnership
for Health

The first block grant, the Comprehensive
Planning and Public Health Services Amend-
ments — more commonly known as the Partner-

ship for Health Act — consolidated nine cate-
gorical public health service formula grants and
seven project grant programs into one. The law
called for each state to submit a plan for com-
prehensive health planning which designated a
single state agency to administer the planning
and approve federal grants to areawide health
planning agencies.

The block grant portion of the law, Title
314 (d), provided grants to state health and
mental health authorities with a mandate that 70
percent of the funds be passed through to local
health departments.

In legislation passed in 1975, the so-called
Special Health Revenue Sharing Act, the block
grant portion was authorized funding at a some-
what modest $100 million for Fiscal Year 1976
and $110 million for Fiscal Year 1977. Section
314 (d) makes up only one small part of the law
which also contains authorization for specific
programs such as community health and mental
health centers, rodent control, national health
service corps, rape prevention and control, and
migrant health.

The
Safe Streets Act

The Omnibus Crime Control and Safe Streets
Act of 1968 was the first truly comprehensive
block grant program established by the
congress.

Unlike other block grants which were con-
solidations of previously existing programs, the
Safe Streets Act was the first major federal effort
in the criminal justice field. It vests substantial
discretion with the states and local governments
to assist their efforts in reducing crime and
improving the administration of justice.

The program will expire at the end of 1976 and
thus was the object of oversight hearings
during late 1975. The Advisory Commission on
Intergovernmental Relations conducted an ex-
tensive study of the program and made a series
of policy recommendations.

Among findings of the study were that:

m LEAA has “raised the consciousness”
of elected officials and the general
public to the crime problem and the
needs of the criminal justice system;
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LEAA funds have been used for many
activities that otherwise would not
have been possible; and

mmost governors, legisiators, and
criminal justice officials believe that
the federal role in providing broad
assistance in this area is appropriate
and that availability of Safe Streets
dollars, to some degree has helped
curb crime.

Yet, on the other hand, the findings revealed
that:

monly a handful of state planning
agencies (responsible for planning
and distribution of funds) have
developed close working relation-
ships with governors and legislators;

e state planning agencies have devoted
the vast majority of their efforts to dis-
tributing Safe Streets funds and to
complying with LEAA procedural re-
quirements but have not become
integral parts of the state-local
criminal justice system; and

m excessive turnover in the top manage-
ment of LEAA and the state planning
agencies has resulted in policy incon-
sistencies, professional staff in-
stability, and confusion as to program
goals.

The ACIR meeting in November 1975, urged

the Congress to “purify” the act by removing or_

refrain from adding strings, and giving states
and local governments maximum flexibility,
within the block grant framework, to determine
the best means to meet the needs of their con-
stituents in the broad area of criminal justice.

The Commission also recommended that
Congress pass legislation to:

m remove present corrections and juve-
nile justice categories and refrain
from further efforts to earmark funds
for particular services or interests;
provide for the allocation of funds to
major cities and urban counties in a
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simplified manner so that those juris-
dictions can submit one plan for the
approval of state planning agencies
alleviating the need for further appli-
cations for specific projects (a “mini”
block grant approach); and

massure that the Law Enforcement
Assistance Administration develop
meaningful standards and perform-
ance criteria against which to deter-
mine the extent of comprehensive-
ness of state criminal justice planning
and funding and more effectively
monitor and evaluate state perfor-
mance against those standards and
criteria.

In addition, the Commission urged the state
planning agencies to give greater attention to
the needs of the courts in planning and funding
and to encourage their participation on super-
visory boards. The Commission recommended
stronger gubernatorial and legislative roles in
the planning, funding, and evaluation of the
Safe Streets program, and strengthened state
planning agencies by integrating them into the
total state criminal justice efforts.

The Ford Administration supports renewal of
the program with some increase in authorization
levels and the addition of an advisory committee
to review discretionary grant awards.

The
Comprehensive
Employment
and Training Act

In 1973, Congress passed the Comprehensive
Employment and Training Act (CETA) which
consolidated 22 public service employment pro-
grams. In late 1974, the Congress expanded the
program and incorporated the Emergency Jobs
and Unemployment Assistance Act of 1974,
which became Title VI of CETA.

Title VI authorized state and local govern-
ments to spend $2.5 billion to hire unemployed
workers to perform community services in fields
such as health, education, sanitation, and
recreation. It was intended to create about



110,000 additional jobs for 13 months. By March
31, 1975, according to the Congressional
Budget Office, more than 250,000 persons were
enrolled under Title VI and under the older Title Il
of the Act. By June 1975, that number had risen
to about 310,000. Those employed tended to be
male, aged 22-44, with 12 years or more of
education. However, indications are that CETA
has also reached a number of non-whites and
veterans, and employed them in greater
numbers than their representation in the unem-
ployment pool.

One controversial effect of the expanded
CETA program was that government employers
forced to lay off workers because of the reces-
sion often rehired the same employees with
CETA funds.

The Housing
and Community
Development Act

This block grant, enacted in 1974, has passed
its first year as “the most closely scrutinized
program in the history of HUD and its predeces-
sors,” according to Community Development
Digest, apublication which tracks activity on the
program.

The law replaced seven categorical grants:
urban renewal, model cities, water and sewer
facilities, open space, neighborhood facilities,
rehabilitation loans, and public facilities loans.
Recipient governments may use the funds any-
where within the local government’s jurisdiction
to serve the needs of low- and moderate-income
people or to meet urgent community develop-
ment needs.

HUD, the Congress, and non-governmental
organizations have looked at the operation of the
program and released findings. Congressional
committees have held regular oversight ses-
sions on the program throughout 1975. More will
follow as the program nears its June 1977
termination date.

Among key problems the program has
encountered thus far are: delays caused by strict
environmental review requirements; problemsin
finding adequate data to fulfill the requirements
of the housing assistance plans; and disagree-
ments over the allocation formula. Many of the
delays caused by the strict environmental review

requirements were the result of the inexperience
of local governments in conducting such
reviews. The key allocation probiem has been
that after the needs of cities and urban counties
were met, there was not enough money left in
the program for discretionary grants to smaller
communities. A supplemental appropriation of
$54.6 million was made for the first program year
providing for metropolitan area discretionary
grants.

The community development program has
also provoked city-suburban confrontation in at
least one area. In 1975, the city of Hartford,
Connecticut, blocked seven of its suburbs from
collecting their portions of the money allocated
under the law. The basis of the suit is that
Hartford needs the money for housing the poor
and the elderly more than the suburbs need it for
roads, sewers, and parks. A United States
district judge issued a temporary injunction
denying the seven suburbs over $4 million in
funds.

Social Services
(Title XX)

Title XX of the Social Security Act was signed
by the President on January 4, and became
effective on October 1, 1975.

Under this program, the federal government
provides matching funds up to 75 percent of the
cost for a long list of social services programs
such as child day care, foster care, and social
programs for the aged, mentally handicapped,
alcoholics, and drug addicts. The program calls
for a 90 percent federal match for family
planning programs.

The Title XX program replaces an old system
under which the federal government required the
states to provide certain designated services for
recipients of Aid to Families with Dependent
Children and certain services for the aged, blind,
and disabled. Under the current law, states may
select arange of programs that suit their special
situations as long as at least one program is
directed to each of these five broad goals:

mto help people become or remain
economically seif supporting;

m to help people become or remain able
to take care of themselves;
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m to protect children and adults who
cannot protect themselves from
abuse, neglect, and exploitation and
to help families stay together;

m to prevent and reduce inappropriate
institutional care as much as possible
by making home and community ser-
vices available; and

® to arrange for appropriate placement
and services in an institution if this is
in an individual’s best interest.

The law gives states the authority to deter-
mine what services will be provided to whom. It
also calls for specific public accountability.

In July of each year, the governor must pub-
lish the state’s plans for use of Title XX funds for
the next year in the most widely read newspaper
in each area of the state. The public then has 45
days to study the plan and send any comments
to the state social services agency. After the
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review period, the social service agency must
publish its final plan, explaining what changes,
if any, were made to the initial plan and must
summarize the comments it received.

The history behind the pasage of Title XX is an
interesting one. Prior to 1972, there was no limit
on the amount of money states could receive
under the federal matching for social services. In
1972, however, the Congress passed a ceiling of
$2.5 billion on the program.

In 1972, HEW proposed regulations to impose
the limit by mandating specific requirements on
the eligible recipients and programs that could
be provided. Over 200,000 letters of complaint —
many from state officials — came to HEW and to
the Congress after publication of the regula-
tions. Congress then postponed implementa-
tion of the regulations until December 31, 1974.
A coalition of governors, social services
organizations, and Congressional representa-
tives hammered out their own compromise bill
which passed the Congress and became Title
XX.



CATEGORIGAL

GRANTS

grams, the largest single category of fed-

eral grants to state and local governments
is still the categorical grant. By 1975, there
were over 600 categorical grant programs in
operation. Categoricals have grown rapidly
since the early 1960s but have not surpassed
1,000, as some analysts have claimed. To reach
such a large total, it is necessary to count all
forms of aid — loans, insurance programs, tech-
nical assistance, shared revenues, as well as
cash grants. Such figures are misleading since
categoricals are cash grants and should not in-
clude other forms of aid.

Categorical grants range from health to edu-
cation, planning to personnel. A summary of the
activity in the area of various categorical grants
in 1975 follows.

Health
Planning

The National Health Planning and Resource
Development Act was signed by President Ford
in January 1975. This act created a network of
211 health planning agencies (called health sys-
tems agencies or HSAs) designated to plan, de-
velop, coordinate, and regulate the way health
care is provided within their jurisdiction. The
new HSAs will replace a proliferation of plan-
ning and resource agencies and will be respon-
sible for developing area health service plans,
approving or disapproving applications for fed-
eral health grants, reviewing and commenting

Even with the advent of the block grant pro-
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on requests for state approval of new institu-
tional health services, and making grants and

awarding contracts for programs and projects

aimed at accomplishing the goals of the area
health systems plans.

The law provides for state level involvement
through gubernatorial designation of bounda-
ries for the health system agencies in their
states. The Secretary of HEW, following
consultation with the governors, determines the
makeup of agencies from three choices: private,
non-profit corporation, public regional planning
bodies, or single units of general purpose
government. The state involvement is important
since states had not previously played a key role
in health planning. Yet in Congressional
deliberations on the law, national associations
representing states and counties actively pro-
moted a strong role for elected officials — and
opposed legislation calling for the regional
bodies to be private, non-profit entities.

One reason for the.increased interest in the
heaith planning area, according to National
Journal, is the possibility of a national health in-
surance program in a few years. Any such mas-
sive new federal health financing program would
rely on a network of state and local agencies to
help implement and monitor the program.

These groups have also been successful in the
implementation of the law thus far. “We are
bending over backwards in our regulations to ac-
commodate them within the framework of the
law,” said Eugene J. Rubel, the HEW official
directly responsible for implementing the law.

Although over three-fourths of the previous
health planning agencies were private, non-
profit organizations, it appears that fewer wili be
redesignated under the new structure. Many
counties, cities, and regional councils have de-
clared their interest in serving as the HSAs.

The Act authorizes funds until Fiscal Year
1977 of over $400 million for health planning and
regulation and over $1 billion for resource
development, which includes programs origi-
nally funded by the Hill-Burton program.

“701” Planning
Assistance

The Comprehensive Planning Assistance
program, more commonly known as “701,” was
revised as part of the Housing and Community
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Development Act of 1974. Final regulations were
issued in the fall of 1975. These new regulations
spell out procedures and requirements for
obtaining the “701” funds that are far more
detailed than in the past.

Applicants for funds must demonstrate their
capacity to undertake, maintain, and comply
with the following activities and criteria: an on-
going comprehensive planning process that in-
cludes chief executive leadership, coordination
of functional planning systems, and the devel-
opment of acomprehensive plan (including land
use and housing elements by 1977); environ-
mental and historic preservation assessments;
citizen involvement in determining major plans
and policies; and equal opportunity in program
participation and benefits.

Applicants must also demonstrate the capa-
bility to coordinate planning and progress in im-
plementing policies, plans, and programs and
must develop a multiyear work program state-
ment. In addition, the regulations make clear
that HUD will not approve applications for
activities that duplicate existing or ongoing
plans or studies.

Under new HUD administrative rules, applica-
tions for “701” assistance are negotiated in one
year and funded in the next.

Although the law authorized $150 million for
the program for Fiscal Year 1976, only $75
million was appropriated.

Intergovernmental

Personnel Act

The Intergovernmental Personnel Act of 1970
provides funds to improve the management ca-
pabilities of local government officials. As
enacted, the law provided that the federal match
for programs funded by the Civil Service Com-
mission be 75 percent for the first three years of
the Act (until July 1, 1975) and 50 percent
thereafter.

The programs are currently operating at the 50
percent match level, but legislation has passed
the Senate and is pending in the House to extend
the 75 percent match for an additional year.

Release of Impoundments

Release of impounded funds early in 1975
made money under two major programs avail-
able to state and local governments.



On February 24, President Ford authorized the
release of $9 billion of $18 billion authorized for
Fiscal Year 1976 in the Federal Water Pollution
Control Act of 1972. The $9 billion includes $4
billion released by the President in January, as
well as the additional $5 billion released as a re-
sult of the Supreme Court decision that the im-
poundment of funds for sewage treatment plant
construction violated the law.

Also in February, President Ford released $2
billion in impounded highway funds. Then, fol-
lowing requests from the nation’s governors, the
state matching requirement was lifted for two
years so the states could use the money imme-
diately to hire workers and aid their own eco-
nomies.

Older
Americans Act

In late 1975, the Congress passed, and the
President signed into law, a three-year exten-
sion of the Older Americans Act. The bill calls
for $1.7 billion for Fiscal Year 1977-1978,
including basic grants for state and local
programs aiding the elderly, for support of a
community service jobs program for older

workers, and for senior volunteer programs run
for ACTION.

The law requires states to set aside at least
one fifth of the grant funds for special types of
service programs for the elderly including trans-
portation, home health and other home-based
services, legal and tax counseling, and housing
repair and renovation programs.

Land and Water
Conservation
Fund Act

The Senate has passed legislation to amend
the Land and Water Conservation Fund Act of
1964. The Act provides $300 million for a pro-
gram of grants to state and local governments
for planning, acquisition, and development of
outdoor recreational lands. Currently federal
and state governments contribute equal shares
to recreational land purchases. This bill would
change that ratio to 70 percent federal and 30
percent state or local to encourage state acqui-
sition rather than development. The bill would
also provide special incentives for urbanized
states.
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general revenue sharing in 1975. National

organizations representing state and local
officials attempted to persuade the Congress to
reenact the program in 1975 in order to assure its
exemption from the new Congressional budget
timetables and regulations and to allow states
and local governments the lead time they need
for orderly planning of the use of these funds in
their own budgets. These attempts failed.

The year ended without passage of the bill and
with many expressions of concern for passage
in1976. HUD Secretary Carla Hills, for example,
speaking before the National League of Cities in
December said, “you stand a 50 percent chance
of losing these funds altogether.”

She blamed “political gamesmanship” for the
delay in revenue sharing’s reenactment and said
the combination of politics and earnest opposi-
tion “is jeopardizing the most valuable domestic
program we have.”

~Senator Edmund Muskie issued a warning
early in the year when he told an ACIR
conference on American Federalism in Action in
February that the program faced ‘rough
sledding in Congress.” He said renewal would
be “neither automatic nor easy.”

Hearings were held in both the House and the
Senate on revenue sharing. Most of the wit-
nesses — particularly state and local represen-
tatives — favored renewal of the program.

There was much rhetoric and little action on



Opponents included civil rights groups who
testified that local governments used the money
to aid in discriminating. They stated the money
could be better used if it was targeted to certain
groups that needed it. ElImer Staats, Comptrol-
ler General of the United States, also testified
that he supported dropping general revenue
sharing altogether and broadening categorical
programs instead.

Much concern was expressed in two areas:
the problems of determining use of the money
and enforcement of civil rights provisions.

The General Accounting Office, responding to
the problems with the planned and actual use
reports required under current law, recom-
mended to Congress that it discard the current
reporting system and replace it with a single
comprehensive financial statement for each
recipient, showing the sources and uses of all
funds, not just revenue sharing. GAO recom-
mended that such a report be a three-year finan-
cial report at the end of each fiscal year and in-
clude estimates of all revenues and expendi-
tures for the current fiscal year and comparable
actual spending and tax figures from the

previous year and budgeted figures for the
coming fiscal year.

In response to the second main area of con-
cern — enforcement of civil rights provisions —
the Office of Revenue Sharing issued new regu-
lations governing the non-discrimination provi-
sions of the revenue sharing act. These regula-
tions prohibit state and local governments
which receive revenue sharing funds from using
the money for any programs or activities which
subject individuals to discrimination on the
basis of sex, race, color, or nationality.
Governments found to be so discriminating are
required to use revenue sharing funds to correct
any inequities in programs financed by those
revenue sharing funds.

The new rules also forbid personnel practices
based on an employee’s status as the head of a
household so that, for example, pregnant
women cannot be treated differently unless
pregnancy interferes with performance of the
job. The new regulations also prohibit job
classifications setting sex as a qualification
unless need for such a classification can be
proven.
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ny summary of the intergovernmental

year would be incomplete without a

look at a number of federal programs
and policies that, while not specifically
targeted at state and local action, had major
intergovernmental impact. These programs
include welfare, transportation, growth policy,
and federal standards in the areas of workmen’s
compensation, public employee labor rela-
tions, and public pensions.

Welfare

The federally administered Supplemental
Security Income program for the aged, blind,
and disabled dominated headlines throughout
part of 1975 when it was discovered that over
$400 million in overpayments had been sent out
since the program'’s beginning in January 1974.

The program established for the first time in
this country a wholly federally financed and
administered program of aid for the aged, blind,
and disabled. Directed by the Social Security
Administration, the program provides a federal
income floor for 4.2 million eligible persons and
establishes nationally uniform eligibility re-
quirements. The federal share of this program
was over $4 billion in Fiscal Year 1975,

Overpayments have long been a problem with
welfare-related programs. When the states ad-
ministered this program, for instance, their



overpayment rate for a six month period in 1972
was 13.1 percent. In the same six month period
in 1974, the federal overpayment was 12.9 per-
cent.

Another major concern throughout 1975 was
food stamps. The food stamp program has
increased at a phenomenal rate since its
inception in 1964 with a budget of $35 million
and 424,000 participants. In 1975, the program
provided 19 million participants with food
stamps at a cost of $4.7 billion. Current
estimates are that the program will cost between
$6.1 and $6.5 billion in Fiscal Year 1976.

Suggestions for reform of the program vary.
The Ford Administration has recommended a
plan to cut 4.3 million. persons out of the
program and reduce benefits for 5.3 million
others. Another proposal, sponsored by Senator
Dole (Kans.) and McGovern (So. Dak.) would
give all eligible families free stamps instead of
making them pay some cash for them. The pro-
posal, say the sponsors, would not increase
cost — but would save money by simplifying
administrative procedures.

The concern over welfare was by no means
limited to the federal level. Several “revolts” oc-
curred across the country as local officials
balked at the strain high welfare costs were
placing on their already tight budgets.

One such revolt took place in New York state.
In August, local officials in two counties refused
to authorize borrowing of additional funds to
carry welfare programs through the end of the
year. The counties did later pay their welfare
recipients, but well after representatives of 27
counties in the state met to discuss their
common problems. The officials at the meeting
adopted a resolution unanimously calling for
welfare reform by both the state and federal
governments.

Additional support for those counties’ piea for
help was provided by the Temporary State
Commission to Revise the Social Services Laws,
which made a series of recommendations at the
end of the year to the Congress and the 1976
New York State Legislature. The Commission
recommended increased federal funding for
welfare — specifically that the federal share in
each state be increased to cover half of the pres-
ent state-local share of program costs. This
change would, in effect, increase the federal
share of AFDC and Medicaid, and would save

New York’s state and local governments $1 bil-
lion a year, according to the Commission.

Transportation

In the first comprehensive national transpor-
tation policy ever issued by the U.S. Department
of Transportation, Secretary William T. Cole-
man, Jr., outlined three top federal transporta-
tion priorities.

These priorities were: more energy-efficient
use of automobiles, the financial survival of rail-
roads and airlines, and more effective urban
mass transportation.

He said federal subsidies in many instances
were developed “without adequate considera-
tion of the competing interests” and as a conse-
quence, there are inequities in the present sub-
sidy practice. A federal subsidy should be the
last resort, he said.

A major bill to reorganize the Highway Trust
Fund was sent by the Administration to the Con-
gress in the fall with little resultant action. The
Administration’s proposal calls for one cent of
the federal gasoline tax to remain earmarked for
the Highway Trust Fund, two cents to be
returned to the General Fund of the U.S. Trea-
sury and the remaining one cent to be repealed
in any state which increases its own gas tax by
one cent.

The proposed legislation, which will again be
under consideration in 1976, would also con-
solidate more than 30 categories of federal
highway aid into four broad program areas: the
Interstate System, an urban transportation as-
sistance program (in areas of more than 50,000
population), the rural transportation assistance
program (in areas not covered by the urban
program), and the highway safety improvement
program. The ACIR supports a consolidation of
federal aid in the transportation area.

In December, the House and Senate passed
and sent to conference separate bills authoriz-
ing a two year extension of the Highway Trust
Fund, due to expire June 30, 1976. The House
bill calls for $8.9 billion extension; the Senate
bill provides $7.2 billion for interstate and other
federal aid highway construction.

In November, the federally funded ConRail
System for restructuring the nation’s Northeast
and Midwest railroads took effect. The system
provides that 5,700 miles of existing track be
abandoned unless the states appropriate 30
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percent of line operating costs to match 70
percent federal money.

In a related move in December, the Congress
passed a bill authorizing up to $6.5 billion in
financial assistance — grants and loans — for
the nation’s ailing railroads. A large portion of
the money ($2.1 billion) will be loaned to Con-
Rail. The bill will also lessen federal regulation
of the rail system, giving railroads more flexibil-
ity in setting freight rates. At the end of 1975, the
bil's future was hinged on a possible
Presidential veto.

Administratively, DOT consolidated all of its
previously separate urban transportation plan-
ning regulations governing highway and transit
programs into a single new issuance which
requires a single metropolitan planning organi-
zation (MPO) in each area with real authority to
program federal-aid transportation projects in
urban areas.

National
Growth Policy

Although the Domestic Council is required to
produce national growth reports for the Con-
gress on abiennial basis, the policy and process
of implementing a national growth policy are
sorely lacking. The report is probably a good
first step, yet several problems are evident in-
cluding that the report’'s recommendations do
not really inciude stated or proposed adminis-
tration policy. What few recommendations there
are in the report are not assigned to specific
organizational units for implementation, are not
broken down into specific targets for action
within a specific time period, and are not
accompanied by budgetary recommendations or
proposed legislation.

The ACIR has recommended that the national
growth policy report become one of the Presi-
dent’s primary managerial tools; that it should
be directly related to Congressional, state,
local, and regional growth policies, as well as
to the policies of the federal executive depart-
ments; and that the federal government
increase its efforts to strengthen state, local,
and regional capabilities to more effectively
manage and help coordinate growth-related
programs.

There has been federal action supporting the

28

development and implementation of growth
policies at the state, local, and regional level.
Chief among these efforts are HUD’s “701” plan-
ning assistance, GSA’s and OMB’s federal-aid
simplification effort, and the Civil Service Com-
mission’s intergovernmental personnel pro-
gram. In addition, for many years the federal
government has supported substate regions and
regional planning efforts which can effectively
deal with growth policy.

Certain state and local governments have pro-
vided some leadership in the area of growth
policy. According to the Council of State
Governments, every state exercises at least
some statewide planning and/or land use con-
trol authority. Forty-four states have estab-
lished statewide systems of substate districts
and assigned regional planning responsibilities
to an areawide planning organization in three-
quarters of these regions.

Federal legislation to provide incentives and
support for states in the land use area has been
introduced each of the past four years. This
year, once again, it was defeated.

Workmen’s Compensation,
Public Pensions,

and Collective

Bargaining

Three areas which are currently state respon-
sibilities, but which may soon become federal
as well, are workmen’s compensation, public
pension plans, and collective bargaining.

Workmen’s Compensation. Hearings were
held in 1975 on legislation providing for federal
standards on workmen’s compensation. A study
by the Senate Labor Subcommittee is consider-
ing how the cost should be distributed among
the affected levels of government.

A 1972 study on the subject estimated that
costs for 34 states could increase by over 20
percent if increased medical and death benefits
were applied to millions of workers, including
government employees, not currently covered
by federal law.

A further question in this area concerns the
constitutionality of Congressional authority to
invoke the commerce clause to legislate in areas
historically within the purview of state and local



governments. This argument may be decided in
a Supreme Court decision on the constitution-
ality of the 7974 Fair Labor Standards Act
Amendments expected early in 1976.

Public Pensions. A similar question arises in
the area of federal legislation covering public
pension plans. A law passed in 1974 set up
requirements for private pension plans and
required that four separate Congressional
committees study public employee retirement
programs and report back to Congress.

The private pension legislation provides for a
detailed system of reporting and disclosure of
the plan and its financial status, coverage for
anyone 25 years of age or with one year of ser-
vice, and accommodation to a series of vesting
guidelines, standards for benefit accrual, fund-
ing criteria, and fiduciary responsibility.

These features could conceivably be reguired
in a plan covering public pensions also.

The New York City fiscal problem has high-

lighted the problems of potential underfunding
of retirement funds. Yet the situation is not new.
A 1973 study by ACIR concluded “underfunded,
locally administered retirement systems pose
an emerging threat to the financial health of
local governments.” A study of Pennsylvania
cities conducted in mid-1975 confirmed that
finding when it showed that one-quarter of the
44 cities studied had inadequately funded pen-
sion plans.

The ACIR, and others, have recommended
that supervision of local retirement funds
should be the responsibility of the state, not the
federal government.

Coilective Bargaining. Still another area
where legislation providing for federal mandat-
ing has been introduced is collective bargaining.
One bill currently pending in the Congress
would extend the jurisdiction of the National
Labor Relations Act and the National Labor
Relations Board to state and local employees.
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Funding Simplification Act, there was a new

basis for optimism that more would be done
to improve federal grant administration. A year
later, the outlook is bleak.

In late 1974, with the signing of the Joint

Office of Federal
Management Policy

in December of 1975, the Congress passed a
bill transferring the Office of Federal Manage-
ment Policy (OFMP), formerly a unit of the
General Services Administration, to the Office
of Management and Budget.

The OFMP was disbanded as a separate office
and its responsibilities were reassigned to three
divisions within OMB: the Budget Review Divi-
sion, the Organization and Special Studies
Division, and the Evaluation and Program imple-
mentation Division.

In GSA, the Office of Federal Management
Policy had operated three circulars of interest to
state and local governments: 73-2, which pro-
vides guidelines for audits by executive branch
agencies and encourages use of state and local
audits; 74-4, which sets conditions on which
state and local governments can claim indirect
costs; and 74-7, which provides for the
standardization of application procedures for
federal grants.



An equally important function of the office to
state and local governments was that it operated
the Joint Funding Simplification process.

OFMP’s problems first surfaced in July 1975
when a House-Senate conference committee
authorized a reduction in its appropriation of
nearly $800,000. The budget request was for
$1.88 million; the conference committee appro-
priated $1.1 million. A supplemental appropria-
tion to bring the OFMP back to its prior
operating level was made contingent upon sub-
mission of areport by the Office of Management
and Budget on the responsibility and operation
of the OFMP.

The OMB report recommended that the OFMP
remain within the General Services Administra-
tion; that it be renamed the Office of Manage-
ment Systems Implementation; and that OMB
assume more policy oversight to allow the
OFMP to concentrate on implementation.

But by the time the OMB report was submitted
to the Congress, a House subcommittee had
already decided against granting any supple-
mental appropriation.

In mid-December, a House-Senate conference
committee reported out a bill calling for a
$500,000 appropriation for the remainder of
Fiscal Year 1976 and an additional $120,000 for
the three-month transition period between the
1976 and 1977 fiscal years. The funds are not
additivnal appropriations but are to be taken
from the GSA Fiscal Year 1976 budget. The bill
passed both Houses and was signed into law.

Joint
Funding

As of January 1, 1976, the joint funding pro-
gram, established by law in 1974, will be admin-
istered from the Organization and Special
Studies Division of the Office of Management
and Budget. Charles Bingman, Deputy As-
sociate Director of that division, said that a re-
evaluation and redefinition of priorities in the
administration of the program will be made early
in 1976. He said “a small task force arrange-
ment” will work with the program in the early
months since there were only three people
transferred from GSA with experience in the
administration of joint funding.”

The joint funding process permits a single
application, single audit, and single point of

federal contact for programs funded from more
than one federal source.

The process calls for the applicant to identify
the sources of federal assistance relevant to a
particular project from a list of programs
identified by the federal agencies. The federal
regional councils accept and approve proposals
for implementation through the joint funding
approach and designate a “lead agency” from
among the departments whose funds will be
used. The lead agency becomes the grantee’s
single contact with the federal government in
connection with the grant, receiving all reports
and conducting the single audit.

Draft regulations were published in the
December 24, 1975, Federal Register.

A-95 Changes

Several changes were made in the admin-
istration and procedures of the A-95 clearing-
houses during 1975. OMB Circular A-95 sets up
a procedure for coordinating federal and
federally assisted programs and projects with
each other and with state, regional, and local
plans and programs. Although there are four
parts to the circular, the key one is Part |
dealing with state and local review of applica-
tions for federal assistance.

The circular requires that state and areawide
A-95 clearinghouses (usually the state and
regional planning agencies) be notified of
any application for federal aid within the clear-
inghouses’ jurisdictions. The clearinghouses
then notify other appropriate state agencies and
local bodies. All notified parties examine the
application and determine if there are any
actual or potential conflicts between the appli-
cation and state, areawide or local plans, or
other federal-aid applications and programs.
The comments of the clearinghouses and other
reviewing bodies are submitted with the appli-
cation to the funding agency.

The A-95 program was expanded in January
1976 to include an additional 38 programs,
largely in the human resource area. This will
bring the total number of covered programs to
about 200.

In addition, Federal Management Circular
74-7 was revised to provide a new face sheet for
grant preapplications and applications. The
sheet also serves as the form for federal
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agencies to report to clearinghouses on actions
taken on applications reviewed under A-95 and
to notify states of grants awarded pursuant to
Treasury Circular 1082.

Treasury

Circular 1082

Treasury Circular 1082 (originally OMB
Circular A-98) is a means by which federal
agencies inform designated state officials of the
purposes and amounts of grants-in-aid to the
states or any of its political subdivisions.

The circular was expanded in its coverage in
regulations published in the Federal Register on
November 21, 1975. The regulations provide for
a broader definition of the term federal
assistance, thus allowing more programs to fall
under the procedures of the circular.

In addition, changes in the circular include:

m A loosening of strict requirements for
supplemental reporting (providing of
federal assistance information
beyond that which is directly required
under the program). This information
may be given in the form most agree-
able to the recipients within a reason-
able period of time. Basic reporting
(or reporting of grants of direct
interest to states) must still be pro-
vided on approved forms and within
seven days of grant approval.

m Agencies are now required to provide
their own written procedures for com-
pliance with the circuiar and then
abide by those rules.

OMB
Circular A-38

Oftice of Management and Budget Circular
A-38 was designed to provide state tax officials
with names and addresses of military persons
who claimed their state as their legal domicile.
The circular requires the armed forces to obtain
from each member a declaration of the legal
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residence and to send a W-2 type statement to
that state. If the serviceman has no current legal
residence on file, the circular says the wage
statement should be sent to the state in which
the military member is serving.

Although state officials have indicated they
had problems with the circular, under current
law it is the only way states can obtain any kind
of list of military persons claiming their state as
domicile — and thus eligible for state income
taxation.

In September 1975, citing conflicts with the
new Privacy Act, OMB rescinded A-38. However,
the Department of Defense announced in
November that it would continue to provide the
same information to states that had been pro-
vided under A-38.

As part of a study of state and local taxation of
the military, ACIR examined the workings of the
A-38 process. It found that there were dis-
crepancies in the number of forms actually
received by the states and the number reported
to ACIR by the military services as having been
sent. In addition, the information received by the
states was often rendered useless by lack of
address or blurred forms.

For example, according to Army figures re-
ported to ACIR, Wisconsin should have received
7,580 wage statements in 1974. It received only
1,536. Another state reported receiving 21,107
wage statements rather than the 25,692 reported
to ACIR by the services.

Several states also reported frequent lack of
addresses on the forms. Moreover, one income
tax official reported that attempts to obtain
addresses from the services subsequent to
receipt of the wage statements yielded only a
series of illegible labels.

At its November 1975 meeting, the Commis-
sion concluded that the OMB Circular A-38
information program was an inadequate re-
sponse to the income tax requirements of both
military personnel and state and local tax
administrators. The Commission recommended
that the Congress amend current federal law to
require withholding of state and local income
taxes from military pay.
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S1TRUGTURES

In addition to the money impact, federal aid

has a political impact on its recipients

through the incentives it creates for changing
the ways in which those governments are
structured.

General revenue sharing provides one such
excellent example. Research on the impact of
the program indicates that revenue sharing
tends to prop up certain duplicative, obsolete
and/or defunct units of government. The law
provides that all general purpose, local govern-
ments must receive at least 20 percent of the
statewide per capita local grant. Therefore, even
those governments that are obsolete or inactive
(such as Midwest townships, which are often
little more than road districts, and some
counties in states such as Massachusetts and
South Dakota which have few responsibilities
beyond administering courts) receive funds
which induce them to stay afloat even if they
have little to do.

Block grants also tend to have an influence on
the structure and functioning of recipient
governments. Two important laws in this
respect are the Comprehensive Employment and
Training Act and the Housing and Community
Development Act.

CETA funds are available to so-called “prime
sponsors,” that is, to each of the 50 states and to
those local governmental units with a popula-
tion of 100,000 or more.

This orientation toward large general purpose
governments represents a major change from
the legislation it replaced. The earlier cluster of
catedorical programs provided for grants from
the Department of Labor to organizations such
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as community action agencies, unions and cor-
porations, as well as local governments, to carry
out manpower programs.

There was — and continues to be — some
controversy concerning the role of counties in
the CETA legislation. Large cities which
received the bulk of the previous categorical pro-
grams seem to be receiving less money under
the CETA program. Estimates made for internal
Congressional use by the Department of Labor
show that cities over 100,000 lose substantially
under the new formula.

The provision for counties in the manpower
bill did not represent a totally new role for that
level of government since many had provided
welfare, health, corrections, and other programs
related to employment for some time. However,
it did have the effect of rearranging the
assignment of functions among local govern-
ments in many areas.

“When we consider where the counties were
in manpower two years ago, this legislation rep-
resents a tremendous advance for us,” said
Ralph L. Tabor, Director of Federal Affairs at the
National Association of Counties.

During the first year of CETA, 147 individual
counties served as prime sponsors for the
funds. In the second year that number rose to
177.

In addition to strengthening county govern-
ments with increased funding and expanded
services, the bill also encourages cities and
counties to work cooperatively to provide
services with the money. In 1975, 136
combinations of city and county governments
were funded to deliver manpower services under
CETA.

The second block grant, the Housing and
Community Development Act, also favored
general purpose governments as recipients as
opposed to the wider range of single purpose
recipients eligible under the earlier categorical
grants (such as redevelopment agencies,
housing authorities and Model Cities agencies).
The Community Development law provides
entitlement funds to cities with populations of
over 50,000 and certain counties over 200,000
with essential community development powers
based on a formula that takes into account pop-
ulation, poverty, and overcrowded housing.

Prior to the passage of this bill, counties had
little experience with housing and community
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development responsibilities. What experience
they had was primarily concentrated in the areas
of water pollution and waste treatment.

Aswith CETA, it appears that the inclusion of
counties in the program has affected the amount
of money going to cities. Figures from the
Department of Housing and Community Devel-
opment indicate that the six largest cities fared
as well under the new bill as under the old ones
(although this may directly relate to the hold
harmless provision for several major urban
programs). Yet HUD figures do show that total
aid to cities from 50,000 to 1 million population
dropped from $1.25 billion under earlier housing
programs to $970 million under the current
program. :

Another problem arose in 1975 when the
number of counties qualifying for funds greatly
exceeded previous estimates, causing a sub-
stantial redistribution of funds. HUD cancelled
invitations for discretionary fund applications
until subsequent appropriations réopened dis-
cretionary program funding.

This law has also changed the relationships of
government at the local level. Many cities and
counties had to go to their state legislatures
seeking changes in state law to allow them to
borrow money, provide loans, and own and
operate housing as they must do to qualify
under the federal law. Since the states are only
eligible for 20 percent of the total funds (half of
which would go on to metropolitan areas), they
are usually eager to give the local governments
necessary power so the money can come into
the state.

The importance of this legislation is appreci-
ated by cities and counties.

“The administration of community develop-
ment programs under the Housing and Commu-
nity Development Act will doubtiess increase
the responsibility of municipal officials, partic-
ularly, with respect to program planning,
management, and evaluation,” said a report on
the program in Nation’s Cities, the magazine of
the National League of Cities.

A publication of the National Association of
Counties concurred. “The new law is anticipated
to substantially alter many of the traditional
roles, responsibilities and relationships at the
local level in the area of community develop-
ment,” said a NACo summary report on
community development.



olllFT TO

THE SOUTHERN

nother important happening which has
A gained increasing recognition is the de-

mographic and financial shift in the
balance of power among the regions of the
United States. One author calls it a shift of
power and resources to “the Southern Rim.” By
any name, the development has vast implica-
tions for our federal system.

This rim, according to Kirkpatrick Sale in a
book entitled Power Shift, includes those states
across the bottom of the country that have the
most perfect climate, most extensive coastline,
most developed inland waterways, most effi-
cient highways and railroad system, the most
available space, the most oil, gas and
resources, the longest growing season, and on
and on.

In a 1968 report entitled Urban and Rural
America: Policies for Future Growth, ACIR
predicted that the “lion’s share” of future popu-
lation increases would come in the largest,
fastest growing urban areas with the South and
West continuing to experience the greatest
gains in populiation.

These fast growing areas may significantly
benefit if a Senate-passed bill becomes law.
This bill would require the Census Bureau to
reestimate population figures for states and
cities over 50,000 population every year and for
smaller jurisdictions every two years. Federal
aid provided on a population basis could then be
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revised frequently. The oider large inner cities of
the Northeast would probably suffer.

Figures compiled by the Advisory Commis-
sion on Intergovernmental Relations support the
thesis that per capita income of states once
thought “poor” has risen at a fast rate, while the
per capita income as a percentage of the
national average of the “rich” states has fallen.

For instance, the Commission found that in
1929, Mississippi, the state with the lowest per
capita income, was only 41 percent of the
national average. Today it is 69 percent. In 1929
Connecticut was the state with the highest per
capitaincome at 146 percent of the U.S. average.
Today Connecticut is 119 percent of that
average.

The disparities are even clearer by region. The
Southeast states have had their per capita
income rise from 53 percent of the national
average in 1959 to 83 percent in 1974. At the
same time, the Northeast, still the wealthiest
region, declined from 150 percent to 116 per-
cent of the national average.

Figures compiled by the Appalachia Regional
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Commission substantiated these compilations.
They looked at the period from 1969 to 1972 and
found that the gap in per capita income between
the Appalachian states and the nation as awhole
was tending to close.

Equalization

This change in the relative wealth of sections
of the country has obvious implications for a
federal aid system which has as one of its pur-
poses to equalize the economic condition of the
people and governments in the country.

However, alook at this aspect of federal aid by
the Advisory Commission on Intergovernmental
Relations found that in the aggregate, federal
aid is only mildly equalizing. ACIR analyzed the
correlation between state personal income and
total federal aid to states per capita, federal
general revenue sharing per capita, and total
federal aid other than revenue sharing. The
analysis revealed that there are only miniscule
differences among the three approaches in their
equalization power.



CONGRESSIONAL

AGT

BUDGET REFORM

the most significant pieces of legislation

enacted this decade was the Congressional
Budget Reform and Impoundment Act of 1974.
The fundamental purpose of the law was to
establish the procedures and the mechanism to
enable Congress to deal comprehensively and
effectively with the federal budget.

The new procedures became fully effective in
Fiscal Year 1977, beginning in October 1976,
and revolve around two concurrent resolutions.
The first, adopted each spring, will set forth a
target budgetary ceiling. The second, adopted
near the end of the budget cycle, will revise or
affirm fiscal appropriations totals contained in
the first resolution within the priorities set
earlier. Any bill pushing spending beyond the
limit will be considered out of order and may be
blocked by one member’s objection. If the tax
bill considered by that Congress is insufficient
to meet the revenue requirements anticipated
by the spending limit, Congress will either have
to send it back to the tax committees or vote to
raise the deficit.

1975 was a “trial” year for the new budget
procedure set up by the law. During the “trial”
period, the House and Senate passed two
budget resolutions setting alimit of $74.1 billion
for the Fiscal Year 1976 deficit. In order to stay
within the spending targets, the Senate made

l ntergovernmentally and otherwise, one of
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cuts in its military authorization and child
nutrition bills, and the House turned back a bill
that would have let federal employees retire
early. The Fiscal Year 1977 budget resolutions
will contain not only total spending and revenue
figures considered in the Fiscal Year 1976 “trial
run,” but also a breakdown of spending into 16
categories. The Budget Committee reports will
divide spending totals among the committees
responsible for spending legislation. The
budgetary timetable is:

On or Before:

President must submit
current services bud-
get to the Congress

November 10

President submits an-
nual budget message
to the Congress

15 days after
Congress convenes

Standing Congres-
sional committees
make recommenda-
tions to Congressional
budget committees

March 15

Congressional Budget
Office reports to Bud-
get Committees on
alternative budget
totals and subtotals

April 1

Budget Committees
report first budget
resolution

April 15

May 15 Congress passes its

first budget resolution

Congress passes all
pending bills

Seven days after
Labor Day

Congress passes sec-
ond budget resoution

September 15

Congress passes bud-
get reconciliation bill

September 25

October 1 Fiscal Year begins
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The procedures have great significance to
state and local governments. With bills passing
now at all times of the year, many of them pro-
viding funds retroactively, state legislatures are
often caught off-guard and out of session.
Planning ahead is difficult, if not impossible,
often with only intuition or “inside knowledge”
to provide information on the potential success
or failure of bills involving millions of dollars to
states.

The new procedure is designed to remove
much of that uncertainty. One of the most im-
portant benefits to subnational governments is
that it will allow states more lead time in
developing their own budgets and a definite
schedule of Congressional action.

Other parts of the law important to states
require that:

= all appropriations bills must detail
theirimpact on state and local govern-
ments;

m the Director of the Office of Manage-
ment and Budget, in cooperation with
the Director of the Congressional
Budget Office, must provide fiscal,
budgetary, and program-related data
to states and localities to aid them in
determining the impact of federal
assistance on their budgets;

m the President is prevented from uni-
laterally impounding the Congres-
sional appropriated funds;

= the two concurrent resolutions must
include estimated levels of tax ex-
penditures under current tax laws.

In order to work, the process requires
commitment from members of both Houses.
Senator Edmund Muskie, Chairman of the
Senate Budget Committee, expressed the
demands of the process this way: “If we are
going to proceed with our legislative business
as usual, as we have done it customarily and just
treat the budget process as some kind of
nuisance over to one side, and not significantly
change our habits or our ways of doing things, it
is going to be meaningless. You just cannot
continue to do business as we have . . . and
make this process work.”



Observers generally agree that the first year of
the budget procedure has worked surprisingly
well. One reason for the success may be that the
current economy has dramatized the need for a
way to set spending priorities within an overall
framework and limit.

Representative Brock Adams, Chairman of

the House Budget Committee, expressed such
feelings when he said that the federal budget
has soared over the last seven years, yet no new
social programs have come out of the expanded
funds. Unless Congress can get a handle on the
old programs, he says, there will never be any
money for the new ones.
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OF THE
GOURTS
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INVOLVEMENT

has played an important role in interpret-
ing, supporting, and reforming the opera-
tion of the federal system.

Courts in 1975 carried on this tradition of clar-
ifying and modifying the dynamic field of inter-
governmental law. The U.S. Supreme Court
made key decisions concerning off shore oil
ownership and state commuter taxes and held
over another important case in the area of federal
standards and their application to state and
local employees. Several lower courts made im-
portant rulings in the area of land use and
zoning.

Throughout its long history, the judiciary

Off Shore Drilling. In a case decided in March,
the U.S. Supreme Court ruled that oil and gas re-
sources of the outer continental shelf belong to
the federal government, not the states.

The case was initiated when the State of
Maine claimed that lands off-shore on the outer
continental shelf were theirs for leasing to pri-
vate developers. The United States then brought
a complaint in the Supreme Court against 13
states with Atlantic coastlines (Maine, New
Hampshire, Massachusetts, Rhode Island, New
York, New Jersey, Delaware, Maryland, Virginia,
North Carolina, South Carolina, Georgia, and
Florida). The United States sought the Supreme
Court’s assurance that it owned the seabed and



subsoil under the Atlantic from the statutory
three-mile limit to the outer edge of the
continental shelf.

The states wanted the Supreme Court to
overturn a decision made in 1947 (United States
v. California) where the Court dismissed
California’s arguments that the original 13
states, as colonies, had title to offshore
resources up to the three-mile limit and that
California had the same ownership under the
doctrine of “equal standing.”

In the California case the Court ruled that the
colonies never had such ownership; that
dominion over the three-mile territorial sea and
its resources was first claimed by the national
government; and that such dominion was a
function of that national government.

In 1953, the Congress modified the Court’s
ruling when it gave the states title to offshore
resources out to the three-mile limit in the Sub-
merged Lands Act. But that Act specifically
reserved to the federal government the owner-
ship of resources beyond the three-mile limit.

The 13 states in the 1975 case claimed that the
Court had been in error in the 1947 decision and
that the Congress had repudiated that ruling
when it gave states title to offshore resources up
to the three-mile limit. The Court was unani-
mous in its decision against the states. It ruled
that any prior ownership of the lands in ques-
tion “did not survive becoming a member of the
Union.”

The decision cleared the way for the
Department of the Interior to lease tracts on the
outer continental shelf to the oil companies. Yet
actual leasing was delayed due to concerns ex-
pressed by the states that environmental factors
had not been adequately assessed, that there
had been insufficient consultation with the
states, and that suitable financial and safety
assurances for states were lacking. In mid-De-
cember, several bids for offshore drilling were
accepted by the Department of the Interior.

Fair Labor Standards. At the end of 1975, the
reargument of The National Leagueof Cities, et
al, v. Dunlop had yet to be heard by the U.S.
Supreme Court. The case has been before the
court a year, due to the iliness and ultimate
retirement of Justice Douglas, made even more
important by the apparent fact that the Court is
closely divided. Indications are there will be a
decision this spring.

The case is a critical one to state and local
governments. At issue is the constitutionality of
the 1974 Fair Labor Standards Act Amendments
which would extend federal minimum wage and
overtime pay protection to all non-supervisory
state and local employees including police and
firemen. The plaintiffs, the National League of
Cities, National Governors’ Conference, 20
states, and four cities, contend that the 1974
amendments violate constitutional federalism
by purporting to make state and local
government personnel policy the province of the
national government. In addition, they say, the
law could prove extremely expensive, especially
to already strapped cities, due primarily to its
special provisions relating to overtime for
firemen and police.

At least three bills pending in Congress to
mandate federal standards and practices (for
public pension funds, collective bargaining, and
workmen’s compensation) might be affected by
the ruling. A decision to uphold the application
of the amendments to state and local govern-
ments might encourage passage of those bills; a
decision to the contrary would surely hinder
passage of the pending legislation.

New Hampshire Commuter Tax. In March
1975, the U.S. Supreme Court found New
Hampshire’s commuter income tax to be uncon-
stitutional since it was imposed on non-resi-
dents who earn income in New Hampshire, but
not on New Hampshire residents.

The ruling overturned an earlier New Hamp-
shire State Supreme Court ruling that found the
tax constitutional.

The New Hampshire commuter income tax
imposed a tax on non-residents’ New Hamp-
shire-derived income above $2,000 at a 4 percent
rate. In cases where the non-resident’s state of
residence imposed a lesser tax, the New
Hampshire tax was reduced by the amount.

New Hampshire imposed no tax on its
residents’ earned income, and provisions in the
commuters’ income tax effectively exempted
from the tax income earned by New Hampshire
residents outside the state.

The U.S. Supreme Court found that non-resi-
dents were treated unequally in violation of the
Privileges and Immunities Clause of the U.S.
Constitution which provides that “the citizens of
each state shall be entitled to all privileges and
immunities of citizens in the several states.”
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Land Use/Zoning Decisions. Two somewhat
contradictory major decisions have been ren-
dered this year in the area of controlled growth
zoning. A federal circuit court panel overruled
the lower federal district court's ruling that
found unconstitutional a controlled growth
plan in the California town of Petaluma. The
Petaluma plan called for limiting the housing
development growth to 500 dwelling units per
year from projects of five units or more, based
on a rating system related to plan, design, and
provision of low-and moderate-income dwelling
units. The lower court found that such a plan
unconstitutionally denied the right to travel in
that it tended to “limit the natural population of
the area.”

The three-judge panel appointed by the Ninth
Circuit Court of Appeals, however, dismissed
the right to travel claim and said the plaintiffs
lacked standing toraise the constitutional rights
of third parties. The circuit court panel found
that the Petaluma plan was not an arbitrary
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exercise of the police power as delegated to the
municipality by the state.

Indications are that this case will be appealed
to the U.S. Supreme Court, following the circuit
court’s denial of a motion for rehearing.

The second case, Southern Burlington
County NAACP v. Mt. Laurel, was tried in a state
court and resulted in a decision in apparent
conflict with Petaluma and certain related
decisions. The New Jersey Supreme Court
struck down municipal zoning ordinances that
exclude poor or moderate-income families by
such devices as prohibiting apartments or
requiring single family homes to be built on
large lots. The court also ruled that every
municipality in the state has to provide a “fair
share” of the prospective housing requirements
of its surrounding region. Yet the court did not
define key words in the decision such as fair
share, region, and prospective housing, and it
did not provide means to enforce the decision at
the local level.
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what
is
acir?

The Advisary Commission on Inter
governmental Relations (ACIR ) was
created by the Congress in 1852 to
m;'lnlh;"lr [I['-l' ur_'lq_'hﬁll.}rl (A1 Il‘l'.' "II'A.“.'I".'|;-
can bederal system and to recam-
mend improvements. ACIR is a
permanent nationul bipartisan body
JL'I_ul_"_,r_'u!inE_l [i-IE' exacutve .!I'Il.f ri‘F_Ir'-
lative branches of Federal, stiate, and
local gavernmuenl and the pablic

The Commission is composed ol 26

members — nine representing the
Federal government, 14 representing
state and local government, and
three representing the public. The
President appoints 20 — three pr
vate citizens and three Federal execu
tive otficials directly and four gov

ernors, three state legslators, four
mayors, and three elected county of fL
cials From slates nominated by the
N,1|_i_4.||1.1| Lovernors '.-n.lfl.ff‘.'l-'T'll.'E'. thie
Council of Skate Governments, (e
National League of Clties/U S Can-
forence of Mavors, and the National
Asusgciation of Counties. The three
Senators are chosen by the President
of the Senate and the three Congress-
men by the Speaker of the House
Each Commission member serves a
two year term and may be reap-
painted

As a continuing body, the Commis
sion approaches its work by ad
dressing itself ta specific issues and
problems, the resolution of which
would produce improved coopera
tion among the levels of govern-
ment and more effective funcioning

of the federal system. In addition to
dealing with the all important tune
tional and structural rr-1.'|r'.111'|-}1|]'?-'1
among the various governments, the
Commission has also extensively
‘.||.|\.1|P|i critical stresses currently
being placed on traditional govern-
mental taxing practices, One of the
long range effarts af the Commis-
sion has been to seek ways o im
prove Federal, state, and local gov
ernmental taxing prachices and poli
vies to achieve equitable allocation of
resgurces, increased efficiency in col
lection and administrabion, and 1e-
duced compliance burdens upon the
L '.!.ll.: YIS

Studies undertaken by the Commis
sion have dealt with subjects as di-
vierke as fransportation and ds Spe-
vilic ds stale laxalion of oul of state
depositaries; as wide ranging as sub
state regionali=m to the more spr
clalleed issue ol local revenue diversi-
Firatinn. In selecting items for the
work program, the Commission con
siders the relative impaortance and
urgency of the problem, its man-
wprability Trom the point of view of
(inances.and staff available to0 ACIR
and the extent to which the Commis
s cdn make a | ruitful contribu
Ly |.~w.1.r.| III'.P ’-Hlllllﬂh .1|- |h|'
prablem

After selecting specific intergovern-
mental issucs fur investigation. AUIR
Follows a multistep procedure that
assures review and comment by rep-
resentanves of all E’||1I'I1I-. ~||.- ViEew d“
affected levels of governmuent, tech
mital experts, and interested groups
Ihe Commission then debates each
ssue and formulates its policy posi-
ton, ©ommisston findmss and red
ammendations are published and
draft billz and executive vrders de
'\.-'l;'lul.ll.'li ta-assist in implemeénting
ACIR palicies




	Cover Page
	Title Page
	Preface
	Contents
	Introduction
	The New York Fiscal Crisis
	The Economy
	Energy
	Intergovernmental Aid: Block Grants
	Categorical Grants
	General Revenue Sharing
	Other Major Intergovernmental Programs
	Improved Grant Administration
	The impact of Federal Aid on Subsnational Structures
	Shift to the Southern Rim
	Congressional Budget Reform Act
	Involvement of the Courts

