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on the subject, covering categorical grants, the range of reform efforts that stop short
of consolidation, block grants, and the changing state servicing and aid roles. This
report summarizes the major findings and conclusions and replicates the texts of the
recommendations contained in the earlier volumes. It also presents concluding
observations based on these studies and a final Commission recommendation. The
report was approved at a meeting of the Commission on December 15, 1977.
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I n its 1967 report, Fiscal Balance in the Ameri-
can Federal System,! the Advisory Commission on
Intergovernmental Relations called for a new federal
aid “mix” which would recognize the need for flexibil-
ity in the types of financial assistance provided state
and local governments. This mix would involve a
combination of federal categorical grants-in-aid,
block grants, and per capita general support pay-
ments (general revenue sharing). Each of these mech-
anisms was viewed as accomplishing different objec-
tives. The categorical grant would help finance
specific programs in the national interest and under-
write demonstration and experimentation projects; the
block grant would allow states and localities consider-
able flexibility in meeting needs within broad func-
tional areas while at the same time furthering na-
tional objectives; and general revenue sharing (GRS)
would provide additional financial resources to state
and local governments without functional restraints
to conduct programs in response to their own priori-
ties.

Surveying the intergovernmental scene in the
spring of 1974, the Commission found that a tripartite
federal aid system embodying each of the elements
which it had recommended seven years earlier in fact
had been established. Yet it also found that the
system had by no means become stabilized. As the
first GRS legislation came up for renewal, debate was
widespread over how the funds were used by state and
local governments, and Congress’s re-enactment of
the program was uncertain. Growing confusion sur-
rounded the distinctive statutory and administrative

Chapter I

Introduction

features of block grants; and continuing concern was
voiced over the future role of categorical grants. The
Commission concluded that a reassessment of its
general 1967 recommendation was timely. Having just
completed a re-examination of general revenue shar-
ing and essentially reaffirmed its initial support for
that program,? the Commission launched this series of
studies, The Intergovernmental Grant System: An
Assessment and Proposed Policies, focusing on block
grants and categorical grants.

The basic purpose of the study is to evaluate the
traditional and recent issues involving these grant
programs and consider ways of enhancing the effec-
tiveness of each. Major questions addressed include:

e Does the form of a grant make any difference
in achieving its legislative purpose? What are
the special values of the several kinds of

. categorical grants? .

» Have grant management reforms had a per-
ceptible impact? What problems still beset the
categorical system? Are they as serious as ever?
What further reforms are needed?

* What has been the experience with block
grants? Has practice conformed to theory?
Has experience been the same for all the block
grants? What factors are essential to their
success? What are their special strengths and
limitations?

+ What kind of impact — fiscal and administra-
tive — is the federal grant system havingat the
state and local levels?



« How fragmented is the federal aid system?
What about claims that there are 500, 1,000,
1,600 or more grants to state and local gov-
ernments?

In recognition of the pivotal role of states in the
intergovernmental grant system, the study also exam-
ines the states as prime recipients of federal assistance,
as direct providers of services to their citizens, and as
dispensers of aid (from their own and from federal
sources). This part of the study constitutes an updat-
ing of the Commission’s .1969 report on State Aid to

Local Government.’
The complete study consists of 14 volumes, listed

in the accompanying box. This final volume, the 14th
in the series:

—summarizes the major findings, conclusions, and
recommendations of the entire study;

—analyzes what the changes in the federal grant
system of the past decade have meant in terms of
four key intergovernmental issues, based mainly
on the findings and conclusions of the earlier
volumes; and

—concludes with an Epilogue which identifies the
broad trends that characterize current federal-
state-local relationships in the assistance area
and the reasons for trends; interprets the long-
term impact of these trends on the system of
American federalism; and summarizes the Com-
mission’s view of this impact as it emerges from
the 60 recommendations produced by the study.
The Epilogue closes with the Commission’s
summary recommendation for a five-point inter-
governmental strategy to meet the challenges
created by the current federal grant system.

tAdvisory Commission on Intergovernmental Relations (ACIR),
Fiscal Balance in the American Federal System (Report A-31),
Washington, DC, U.S. Government Printing Office, October
1967.

2See ACIR, General Revenue Sharing: An ACIR Re-evaluation
(Report A-48), Washington, DC, U.S. Government Printing
Office, October 1974,

3See ACIR, Strate Aid 1o Local Government (Report A-34), Wash-
ington, DC, U.S. Government Printing Office, April 1969.

Officials (Report A-54), March 1977.

55), January 1977.

(Report A-65), January 1977.

(Report A-57), March 1977.

The Intergovernmental Grant System:
An Assessment and Proposed Policies

1. Block Grants: A Roundtable Discussion (Report A-51), October 1976.

2. Categorical Grants: Their Role and Design (Report A-52), May 1978.

3. A Catalog of Federal Grant-in-Aid Programs to State and Local Governments:
Grants Funded FY 1975 (Report A-52a), October 1977.

4. Improving Federal Grants Management (Report A-53), February 1977.

5. The Intergovernmental Grant System as Seen by Local, State, and Federal

6. Safe Streets Reconsidered: The Block Grant Experience, 1969-1975 (Report A-
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8. The Partnership for Health Act: Lessons from a Pioneering Block Grant
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Chapter 11

Major Findings

and Conclusions

A TYPOLOGY OF
FEDERAL GRANTS!

The federal grant-in-aid system consists of three
general kinds of grants: categorical grants, block
grants, and general revenue sharing.

Categorical grants are grants that are intended for
use only for the specific program for which the aid is
extended and usually are limited to narrowly defined
activities. This study identifies four kinds of categori-
cals: formula-based, project, formula-project (com-
bining some aspects of the first two types), and open-
end reimbursement grants.

Formula grants are those for which funds are
allocated among recipients according to factors speci-
fied in legislation or in administrative regulations.
Project grants are nonformula grants for which po-
tential recipients submit specific, individual applica-
tions in the form and at the times indicated by the
grantor. The third or mixed type of categorical grants
are project grants for which a formula specified in
statutes or regulations is used to determine the
amount available for a state area. Distribution takes
place in two stages, with the first stage involving state
area allocations governed by formula and the second
entailing project applications and discretionary
awards. For open-end reimbursement grants — often
regarded as formula grants — the federal government
commits itself to reimbursing a specified proportion
of state-local program costs, thus eliminating “compe-
tition” among recipients as well as the need for an
allocational formula.

The second of the tripartite components of the
present federal grant system is the block grant. It goes
chiefly to general purpose governmental units in
accordance with a statutory formula for use in a
variety of activities within a broad functional area
largely at the recipient’s discretion. Activities for
which the funds may be spent are more numerous
than those of a categorical grant and there are fewer
conditions constraining recipients’ discretion in the
spending.

The third component is general revenue sharing,
under which funds are distributed by formula with
few or no limits on the purposes for which they may
be spent and few if any restrictions on the procedures
by which they are spent.

The differentiation of the three kinds of grants
(and among the four kinds of categoricals) reflects
varying combinations of three types of characteristics:

« the range of funding discretion vested in the
federal grant administrator;

« the range of discretion bestowed on the recip-
ient in choosing activities upon which to ex-
pend grant funds; and

» the type, number, detail and scope of condi-
tions attached to the grant program.

Measuring each of the six grant types by these
three characteristics indicates that, in general, project
grants tend to place the most restraints on recipients.
They are characterized by a high degree of federal
funding discretion, substantial federal intrusiveness
through imposition of extensive performance condi-
tions, and very restricted recipient scope in choice of



permitted activities. At the other end of the spectrum
is general revenue sharing, featuring formula entitle-
ment and therefore no federal administrative discre-
tion in fund distribution, minimum federal prescrip-
tion of performance conditions, and the widest scope
of permitted activities. Block grants, formula-based
categoricals, formula-project categoricals, and open-
end reimbursement grants fall between these two
extremes.

The spectrum image is crucial — the classification
of grant types is a continuum, shading gradually from
maximum federal prescription and control to maxi-
mum recipient discretion.

CATEGORICALS:
A CURRENT APPRAISAL?

The ACIR’s reappraisal of the categorical grant
reviewed the history and rationale, counted and
documented the number, and examined the key
features of this mainstay of the federal grant system.
The study also looked at Congress’s authorizing and
oversight role, reviewed public officials’ attitudes
toward categoricals, and identified some of the more
urgent difficulties afflicting them. Highlighted among
the major findings and conclusions were the follow-
ing:

The Count

Number and Estimated Dollar
Volume of Categorical Grants,
by Type
(Fiscal Year 1975)

Number
Number Percent
Formuia-based 146 33.0%
- Allotted
formula (97) (21.9)
Project grants
subject to
formula dis-
tribution (35) (7.9)
Open-end re-
imbursement (14) (3.2)
Project 296 67.0
Total 442 100.0%

Estimated
Outlays
(bHlions)
Amount Percent
Formula-based $25.8 69.1%
Allotted
formula (8.6) (23.1)
Project grants
subject to
formula dis-
tribution (2.8) (7.4)
Open-end re-
imbursement (14.4) (38.6)
Project 11.6 30.9
Total $37.4 100.0%

Continuing Fragmentation

s While the number of categorical grant programs
to state and local governments has grown steadily
over the past decade, reaching a total of 442 for
funded programs in FY 1975, it is well below the
1,000-1,600 figure frequently cited. But though these
numbers have been exaggerated, the administrative
problems have not.

s The philosophy of “New Federalism,” with its
stress on revenue sharing, block grants, decategoriza-
tion, decentralization and simplification, barely
dented the traditional system of categorical aid.
Despite Presidential and Congressional initiatives,
long-standing problems persist, with categorical pro-
grams still accounting for nearly 809 of all federal aid
dollars.

» The problem of program numbers is not so much
that of duplication and overlap, in the sense of two or
more grants authorizing aid for identical activities,
but excessive specificity, with clusters of several
grants for servicing, planning, training and demon-
stration in the same narrow program area. This
applies particularly to project grants. Often a single
social problem has been attacked from many direc-
tions, with programs distinguished by the particular
activities they support, the clientele group they serve,
the manner in which services are delivered, or the
places on which they focus.

Administrative Problems

* = State and local governments still raise many of
the same complaints about the categorical aid system
that they did a decade ago, chiefly excessive paper-



work and administrative complexity. Yet certain
shifts are notable, including mounting concerns about
the uncertainty of funding; the relationship of cate-
gorical grants to block grants and revenue sharing;
and the emergence of new conditions affecting general
state-local policies and governmental processes. At
the same time, recipient jurisdictions continue to
believe that these problems are federally centered and
have little to do with their own internal management
and decisionmaking capabilities.

s Each of the four kinds of categorical grants
possesses distinguishing characteristics and significant
advantages and disadvantages. It is the large number
of project grants, however, which is the source of the
greatest current concern — involving 296 programs
and $11.6 billion in 1975.

e The federal executive branch has sought to
coordinate, standardize and simplify categorical ap-
plication and administrative procedures through gov-
ernmentwide management and other circulars, or-
ganizational reforms, and decentralization to the
field. Yet the overall record thus far must be rated as
merely poor-to-adequate, thanks to executive-
legislative conflicts, Congressional committee-agency
links, departmental specialization, the relative weak-
ness of critical managerial units within the Executive
Office of the President, and the shifting nature of the
problems constituting the grants management chal-
lenge.

s Ironically, while efforts have been made to
reduce red tape in grant application and award
procedures over recent years, during the same period
new problems have arisen from the impact on grant
recipients of a number of governmentwide regulations
involving national policies in environmental protec-
tion, equal employment opportunity, equal access to
public services, and other fields. These regulations,
which are administered by a complex network of
federal departments, agencies and Presidential units,
have too often become points of confusion and
conflict between the levels of government and within
the federal bureaucracy itself.

Fiscal Features

» In absolute dollar terms, categorical assistance
expanded more than sixfold between 1960 and 1976,
passing the $45 billion mark in the latter year. In
constant dollar terms, the 1976 figure amounted to
nearly two-and-a-half times its 1960 counterpart and

as a percentage of state-local expenditures the hike (in
inflated dollars) came to 33% over this 16-year period.

s The program emphasis of categorical assistance
has shifted significantly over the past decade and a
half, with health, educational and environmental
programs experiencing marked proportionate in-
creases, while transportation and agricultural outlays
decreased proportionately. Aid is now offered in
nearly every area of state and local activity, though in
some fields the federal contribution is quite small.

» A number of different, competing, and even
contradictory philosophies and objectives have deter-
mined the allocation of aid among state and local
governments, including the need for a specific service,
fiscal capacity, the actual level of recipient expendi-
tures, and such general criteria of political “fairness”
as equality among the states or total population. The
1975 distributive pattern in the aggregate was a
product of 146 separate formulas and thousands of
project grant awards, rather than any coherent na-
tional policy. Allocational patterns have shifted as
formulas have been revised, new grants created, and
the emphasis upon particular functional areas has
altered. Over recent years, differences in the total per
capita grant allocations among the states have nar-
rowed, though there has been a slight but continuing
tendency to favor the smaller and less urbanized
states. Contrary to a common belief, federal aid has
not consistently favored the states least able to finance
their own public services — the reverse has some-
times been true — and only a small number of grants
explicitly reorganize interstate differences in fiscal
capacity.

Purposes and Cost-Sharing Arrangements

" w Analysis of categorical statutes, their formal
conditions, and age suggests that project grants tend
to be used somewhat more for stimulative program
purposes, while formula-based grants embody more
of a support approach. These tendencies are clouded,
however, by the significant proportion (one-fourth to
one-fifth) of the grants in both sectors that incorpo-
rate both goals, as well as by the proportion of the
total that are essentially national programs relying on
state and/ or local governments for their administra-
tion out of practical political necessity or conven-
ience.

= Matching and other cost-sharing provisions in
grant authorizations continue to reflect considerable



diversity and little clear rationale for their selection.
At the same time, the overall number of categorical
programs requiring no recipient matching has in-
creased in recent years (by over 70 from 1967 to 1975),
but this trend has not affected most of the big money
formula-based and open-end grants. The overall fiscal
effects of matching requirements would appear to be
stimulative. However there is considerable debate
over the evidence because of

* the different measures used,

* the varying program preferences of recipient
governments,

« the difficult-to-determine effects of other re-
lated provisions like maintenance of effort, and
the potential — even among categoricals — for
fungibility, over time, in program areas already
involving large recipient outlays, and in jurisdic-
tions that perform a wide range of services and
participate in many aid programs.

The Congressional Role

s In a formal sense, Congress is the chief architect
of the categorical aid system, and many of the sys-
tem’s features are reflections of its subcommittee
structure, the coalition character of its parties, the
perennial constituency concerns and narrow program
specialization of most of its individual members, and
the continuing political and institutional constraints
on its leadership and oversight role — despite recent
reforms. Some current proposals for improved legis-
lative processes are intended to reduce the resulting
weaknesses. Yet, at bottom, Congress — and the
categorical grant system — mirror the American po-

litical process as a whole, with its many points of -

access and power, its loosely structured political
parties, its fluctuating sources of policy initiatives and
leadership, its difficulty in sustaining a long-range
planning effort, and its tendency to react to, and act
upon, specific problems rather than move toward
comprehensive national goals and explicit policy ob-
jectives. :

“MIDDLE RANGE REFORM:”
IMPROVING GRANTS
MANAGEMENT?

Noteworthy in the evolution of the federal grant
system over the past decade were the organizational
and procedural efforts to remedy some of the opera-

tional defects in the system. These might be called
“middle range reform™ efforts because they work
within and accept the likely continuance of categori-
cal grants. Moreover they stop short of a transforma-
tion of federal aid into a general revenue sharing and
block grant oriented system. Examination of these
developments produced the following major findings
and conclusions as of early 1976.

Organizational Responses

s Considerable attention has been devoted to the
better “coordination” of assistance programs
throughout the past decade. A wide variety of ad-
ministrative reforms have been executed or pro-
posed, in the service of this objective. However none
of these have had more than limited success in elimi-
nating conflicts or differences of policy and procedure
in the operation of a system of federal assistance pro-
grams largely characterized by fragmentation, incon-
sistency, complexity and duplication.

s Traditional administrative theory suggests that
organizational coordination can best be obtained
through a hierarchical organization under the direc-
tion of the chief executive. Hence many analysts have
recommended the creation of a “focal point™ unit for
intergovernmental relations located close to the Presi-
dent. An alternative theary suggests that sufficient
coordination often can be attained without recourse
to hierarchical organization or centralized manage-
ment. These conflicting theories make the selection of
an optimal coordination system difficult. Moreover
the past record of efforts based on both theories in the
intergovernmental area show few positive resulits.

s The attempts to improve coordination among
programs have démonstrated that federal agencies
have few incentives to standardize, simplify, or
“target” their activities. Their primary concern
(shared by most Congressional committees which
oversee them, as well as most interest groups) is to be
able to account for and make effective use of each
specific grant program they administer. This naturally
leads to differences in requirements and procedures.

s One of the most important constraints on coor-
dinative activities and federal coordinating agencies
has been the limited interest and attention of the
President and his top-level staff. The record offers
little reason to suppose that priorities will change.

» A multiplicity of coordinating agencies some-
times has led to conflict among them and made it



difficult to identify specific areas of authority and
responsibility. Coordinating systems frequently have
been altered or discarded and replaced after short
periods of use:

= Starting in 1970, the Domestic Council was
formally responsible for developing basic domestic
policy, while the Office of Management and Budget
was charged with budget development and manage-
ment oversight. In practice, this division of functions
between the two was not sharply defined, and neither
monopolized the activities assigned to it.

» The Bureau of the Budget, later the Office of
Management and Budget, initiated (sometimes in
response to Congressional enactments) many of the
procedures to coordinate and simplify the operation
of the categorical grant system. Yet the office has not
become the significant force for management im-
provement which had been anticipated; most of its
attention and resources continue to be concentrated
on its budgetary activities and these, in turn, rarely
have been geared to management purposes.

» From late 1972 until its abolition in 1977, the
Domestic Council served as the primary liaison be-
tween the President and policy-level officials of state
and local government. Hampered by a small staff, the
council devoted little attention to intergovernmental
relations and did not provide sufficient representation
of state and local concerns.

= The Federal Regional Councils have engaged in
a variety of useful special projects and provided
important communications links. But they, as yet,
have made only minor contributions to the coordina-
tion of federal program operations and the strength-
ening of relations among the levels of government.
The most significant constraint upon their activities is
the continuing centralization of decisionmaking for
many assistance programs and the lack of full admin-
istrative authority among the regional officials who
make up the council membership.

Procedural Reforms

= The reform of grant procedures has been ap-
proached mainly through three key management
‘circulars administered by OMB: Federal Manage-
ment Circular 74-7 (formerly OMB Circular A-
102) — uniform administrative requirements for
grants-in-aid to state and local governments; FMC
744 (formerly A-87) — cost principles applicable to
grants and contracts with state and local govern-

ments; and FMC 73-2 (formerly A-74) — audit of
federal operations and programs by Executive Branch
agencies. Evidence from various sources indicates that
the three circulars as a group achieved improvement
in the administration of the categorical grants and
their continuation was strongly supported by state
and local public interest groups and others. A review
of experience under the circulars also suggests that
they have not been complete successes and that they
need different kinds and degrees. of improvements to
attain their potential, especially in the manner and
degree of their interpretation and implementation.

s In the field of intergovernmental communica-
tions and consultation, new measures initiated over
the past decade also have worked to ease some of the
strains in the categorical grant system. Yet the record
is more spotty than that of the management circulars,
perhaps reflecting the plowing of newer ground than
in the areas covered by the management circulars. The
new initiatives included: The Regional Management
Information System (RMIS), an effort to equip the
Federal Regional Councils with new tools for their
task of interagency and intergovernmental coordina-
tion in the field; the Grant Tracking Information
Subsystem (REGIS), also focusing on regional offi-
ces; TC 1082, the Treasury circular requiring federal
grantor agencies to inform states of grant awards
made within their jurisdictions — it has not attained
its potential; the Catalog of Federal Domestic Assis-
tance, an indispensable source of information, despite
continuing complaints about inadequacies and imper-
fections; the Federal Outlays report, reporting infor-
mation on past expenditures by location of the expen-
diture; and the OMB Circular A-85 procedure for
consultation with chief executives of state and local
general purpose governments in advance of the is-
suance of new regulations.

) Strengthening State and
Local Coordination and Discretion

s The four parts of OMB Circular A-95, “Evalua-
tion, Review, and Coordination of Federal and Fed-
erally Assisted Programs and Projects,” had varying
degrees of success. Probably the most effective is Part
I, the Project Notification and Review System affect-
ing grant applications, through the support it has
provided for areawide planning and coordination
performed by regional councils. Serious doubts exist
about the degree to which Part I has helped states and
their political subdivisions coordinate with direct



federal projects. Similar doubts are raised regarding
the extent to which governors have availed themselves
of the opportunities offered by Part I1I to coordinate
federal program plans with state comprehensive
plans.

Overall indications are that governors and local
chief executives have not taken advantage of the
opportunities presented by the circular. In part this is
due to deficiencies in the apparatus established by
OMB, federal agencies, the states, and perhaps to a
somewhat lesser extent regional bodies and local
governments for channeling information and making
decisions, and in the resources and zeal which each
dedicates to making the several processes function.
There has been notable progress in responding to
criticisms of the A-95 process, insofar as it is reflected
in improving the provisions of the circular and the
efforts of the limited OMB: staff managing it. Yet
there is serious question whether the procedure can
work effectively without additional OMB central staff
and as long as primary responsibility for compliance
is left with the federal agencies.

» Annual Arrangements and CERC (Chief Execu-
tive Review and Comment) were demonstration pro-
grams initiated by HUD to help prepare local officials
for broadened discretionary powers expected under
the community development block grant. An Annual
Arrangement culminated in an annual negotiated
agreement between the local chief executive and HUD
whereby HUD agreed to approve specific grant pro-
grams in exchange for the city’s meeting certain
project selection criteria and taking certain prescribed
steps. CERC aimed to strengthen the chief executive’s
influence over federal grants coming into the city and
to support the city’s planning and decisionmaking
process. Some evaluations of Annual Arrangements
indicated substantial progress in preparation of city-
wide development strategies, creation of coordinating
mechanisms, and enhancement of the chief executive’s
leadership role. Others indicated tepid city responses
for various reasons. CERC seemed successful in
helping some cities strengthen chief executives’ in-
fluences over federal programs affecting their commu-
nities. Yet others felt that a chief executive’s profiting
from CERC depended on the authority that he
already wielded in his community.

» Integrated Grants Administration (IGA) was an
experimental, then demonstration program of the
administration geared to simplifying the job of recip-
ients in obtaining federal funds and to enhancing
their capacity to integrate federal and other programs,

including their funds, directed at common objectives.
Many of its weaknesses were inherent in the experi-
mental nature of the program, such as the vagueness
and apparent inconsistency of policies and procedu-
res. The program scored enough successes, however,
and showed enough potential for improvement to
help persuade Congress to authorize a five-year trial
through the Joint Funding Simplification Act of
1974,

BLOCK GRANTS — IN GENERAL¢

The study examined four of the five existihg block
grants: Partnership for Health, Safe Streets, Compre-
hensive Employment and Training (CETA), and
Community Development (CD). Their differing ori-
gins, developments, and characteristics produced a
variegated record. These differences were taken into
account in a comparative analysis of the four separate
programs, which reached certain conclusions about
the block grant in general. The principal ones were:

s While the block grant occupies a middle position
between categorical aids and general revenue sharing,
its characteristics are not sharply enough defined to
clearly differentiate it from the other components of
the federal assistance system, especially formula-based
categoricals. As a result considerable confusion exists
over the purposes, structure, operations, and limita-
tions of the block grant.

s Block grants have been associated with several
objectives, some of which are in harmony with the
characteristics of this approach while others are in
conflict with them. The diversity of these objectives
makes it difficult to evaluate block grants. In general,
however, the goals of decentralization, economy and
efficiency, generalist control, and coordination ap-
pear to be best suited to the block grant, while
targeting, innovation, and program enlargement can
be better achieved through other aid devices.

s Although they were unpopular in the Congress
during the 1950s and 1960s, the political and fiscal
environment of the 1970s seems more favorable to the
adoption of block grant proposals, particularly those
which involve consolidations of categorical aids.
However whether recipients will be accorded signifi-
cant discretion in using funds, and if so, whether they
can retain this flexibility as the program matures,
remains to be seen.

= Each of the four block grants is a “hybrid,” in
that it contains or is surrounded by categorical pro-



grams. Sometimes this is the result of political com-
promises necessary to gain enactment. In addition as
block grants age they become subject to “creeping
categorization,” as Congress, interest groups, and
federal administrators seek to emphasize specific
national priorities, guarantee funding of popular
programs, or raise appropriations levels. The net
effect of such action is to curb the flexibility of
recipients in the uses of funds. This phenomenon
appears to be a significant factor in understanding the
“life cycle” of such grants and makes them a rather
unstable instrument.

= Block grants have fostered new planning, advi-
sory, and decisionmaking bodies at the state, substate
regional, and local levels. While some of these organi-
zations have been instrumental in achieving the gener-
alist control, coordination and decentralization objec-
tives of the block grant, they have also produced
confusion, delay and red tape. Hence while a block
grant reduces federal personnel and paperwork, it
may increase the administrative costs borne by recip-
ients.

= Block grants, especially those of a federal-local
type (i.e., Community Development and CETA), pose
complex and politically sensitive problems involving
the designation of appropriate recipients, the defini-
tion of need in allocation formulas, and the appro-
priate role for state governments.

w Block grants do not normally embrace all feder-
ally aided activity in their respective functional areas.
Most of the programs which have emerged from
consolidations of categoricals have done little to curb
the historic fragmentation of federal grants-in-aid.

» Block grants have not been major change agents
in the intergovernmental system. Their fiscal magni-
tude relative to other federal and direct state-local
outlays in the functional area covered is usually small;
hence it has been difficult to build the “critical mass”
necessary to achieve a major impact on the problems
the program was intended to address.

FOUR BLOCK GRANTS:
THEIR RECORDS TO DATE

The separate studies of the four block grants
undertook to appraise the record of the individual
programs in achieving their original legislative pur-
poses and, most particularly, how the block grant
form in each case affected that record.

Partnership For Health Block Grants

® The Partnership for Health block grant (created
by Section 314(d) of the Comprehensive Health Plan-
ning and Public Health Services Amendments of
1966) developed the necessary support for enactment
with the convergence of two streams of thought: the
mounting criticisms of the increasing categorization
of public health programs and growing dissatisfaction
with the quality of health care being funded under
those programs.

» The modifications of the block grant authority
since 1966 evidence two main themes, which are
manifestations of the basic tension in the block grant
between furthering national priorities and supporting
virtually any state and local health programs. The
stronger theme has been the tendency of Congress to
recategorize the health grant system by creating
numerous new categorical programs outside the block
grant. The second theme has been the search for an
appropriate link between the block grant and the
comprehensive health planning called for by the
Partnership for Health Act.

» Six different, and in some cases conflicting,
clements of legislative intent were reflected in the
health block grant: lessening the administrative
burden that categoricals imposed on recipients; pro-
viding state health agencies with greater flexibility in
the use of federal aid; furtherance of national health
services priorities; assuring the complementarity of
the block grant and comprehensive health planning
activities; use of the grant primarily to provide ser-

-vices instead of covering administrative costs; and

broad participation of other public and private
nonprofit agencies in the provision of comprehensive
public health services.

« HEW’s administration of the grant fell into two
more or less distinct periods. The first was one of
adjustment to the new management problems posed
by the block grant, during which program administra-
tors made sporadic attempts to exercise a degree of
control over the content of the funded programs. The
second period began in 1970 when HEW decided not
to require submission of detailed state plans. It was
marked by very little attention to, and interest in, the
block grant.

= Once the block grant reaches the states, it ceases
to become an identifiable program and becomes in-
stead simply another source of funds. These funds are
merged with other funds for state and local health
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services. Decisions regarding allocation of the block
grant funds are made with limited involvement of
persons outside the state health agencies. Despite this,
most states involve local or regional agencies in the
operation of the 314(d) program by making suballo-
cations of block grant funds to these units.

s The Congressional intent of greater recipient
discretion clearly, has been realized. The states over-
whelmingly report that the block grant affords them
greater flexibility than did the categorical programs,
although many note that this has been severely limited
by the absence of significant funding increases for the
block grant.

" » The inadequacy of expenditure data makes it
difficult to get a clear picture of the pattern of 314(d)
expenditures. Such data as exist indicate that the
grant’s importance varies considerably among the
states. Also its role in support of certain health
activities is disproportionately large.

Safe Streets Block Grant$

After seven years, the Safe Streets program ap-
pears to be neither as bad as its critics contend nor as
good as its supporters maintain. While a mixed record
has been registered as between states, on the whole the
results are positive. This is not to say, however, that
changes are unnecessary. In brief, the ledger reads as
follows: '

On the Positive Side:

,IF‘
» Elected chief executive and legislative officials,
criminal justice professionals and the general public

.have gained greater appreciation of the complexity of

the crime problem and of the needs of the different
components of the criminal justice system.

» A process has been established for coordination
of efforts to reduce crime and improve the administra-
tion of justice.

» Safe Streets funds have supported many law
enforcement and criminal justice activities that recip-
ients otherwise would have been unable or unwilling
to undertake.

» A generally balanced pattern has evolved in the
distribution of Safe Streets funds to jurisdictions
having serious crime problems as well as among the
functional components of the criminal justice system.

s State and local governments have assumed the
costs of a substantial number of Safe Streets-initiated
activities.

s Many elected chief executives and legislators as
well as criminal justice officials believe that the federal
government’s role in providing financial assistance
through the block grant is appropriate and necessary,
and that the availability of Safe Streets dollars, to
some degree, has helped curb crime.

On the Negative Side:

= Despite growing recognition that crime needs to
be dealt with by a functionally and jurisdictionally
integrated criminal justice system, the Safe Streets
program has been unable to develop strong ties
among its component parts.

» Only a handful of state planning agencies (SPAs)
have developed close working relationships with the
Governor and legislature in Safe Streets planning,
policy formulation, budgetmaking and program im-
plementation, or have become an integral part of the
state-local criminal justice system.

a SPAs have devoted the vast majority of their
efforts to distributing Safe Streets funds and comply-
ing with LEAA procedural requirements.

» LEAA has not established meaningful standards
or criteria against which to determine and enforce
state plan comprehensiveness and SPA effectiveness.

s Excessive turnover in the top management level
of LEAA and the SPAs has resulted in policy incon-
sistencies, instability in professional staffing, and
confusion as to program goals.

CETA Block Grant’

CETA is now three years old. Although this short
life precludes an assessment of the long-term impact
of the act on unemployment rates and the national
economy, sufficient evidence is available to arrive at
judgments on how well the block grant has worked in
light of the intent of the act and what changes are
necessary to improve its intergovernmental adminis-
tration.

s Although 17 categorical grants were folded into
Title I, the CETA block grant did little to curb the
historic fragmentation of federal manpower pro-
grams. Forty-seven separate authorizations for this
purpose still exist, and these are administered by ten
federal departments or agencies.

» Title I formula appropriations account for less
than one-fourth of federal manpower outlays and
slightly over two-fifths of the total CETA appropria-



tion. In other words, categoricals dominate both
CETA and the overall federal manpower program
structure.

s Title I has been used largely for meeting cyclical
rather than structural unemployment needs. The
economic recession and spiraling unemployment rates
diverted attention away from the statutory goal of
placing individuals in unsubsidized jobs and led to
nearly half of the block grant funds being used for
public service employment or equivalent programs,
such as work experience. In addition there have been
marked decreases in the funding of activities geared to
skills needed by the private sector, such as on-the-job
training and classroom training.

= In contrast with categorical programs, local
elected officials have played a major role in CETA
decisionmaking However their lack of previous expe-
rience has led them to move cautiously and to rely on
existing programs and service deliverers.

s CETA has created new intergovernmental plan-
ning, program development, and coordination ma-
chinery. Four new layers have been imposed between
the Employment - and Training Administration’s
(ETA) central office and program participants, pro-
ducing delays in decisionmaking and contributing to
coordination difficulties.

s Consortia arrangements have been a popular
approach to manpower service delivery, for adminis-
trative efficiency as well as the availability of incentive
funds. While there is some coincidence between the
boundaries of consortia and labor market areas, there
is little evidence of participation by councils of gov-
ernments or other general purpose regional planning
organizations in the formation of these bodies. The A-
95 review and comment process has had practically no
impact upon prime sponsor decisions due to an
absence of adequate areawide manpower plans and to
time pressures on implementation of the act.

= Both sponsor planning councils and state man-
power services councils have had only limited impact
on prime sponsor decisionmaking, largely as a result
of the influence of chief elected officials and CETA
administrators.

s Although during the first year of CETA opera-
tions most prime sponsors decided to continue to use
existing program operators, as their familiarity with
the manpower field grew, there was an increased
tendency to make changes, especially to reduce the
involvement of state employment services and to
directly assume service delivery responsibilities.

a Contrary to expectations, community-based
nonprofit organizations have experienced increases in
the number of contracts and amounts of funds
awarded under the block grant compared with pre-
CETA levels.

s Largely because unemployment is weighted three
times more than low income, the CETA distribution
formula has tended to shift block grant dollars from
central cities to counties and from structural to
cyclical unemployment needs.

a Title I of CETA has a high rate of “positive”
placements, with slightly under three-tenths of the
enrollees being placed in unsubsidized employment
and over one-third entering school, joining the armed

.forces, or taking other steps to improve their em-

ployability.

Development Block Grant
(CDBG)®

Community

The federal-local block grant, as exemplified by the
CDBG, is more complex than. its more established
predecessor, the federal-state block grant. Its com-
plexities, in part, derive from the increase in the
number of recipients — from 50 to a couple of thou-
sands — as well as from the wider variety of different,
often conflicting and competing needs that this
greater number of participants possess. These factors,
in turn, render the development of an equitable,
workable, and politically viable allocation formula an
inordinately different task,

THE ACT

s The CDBG emerged as a hybrid block grant. It
contained a mix of funding mechanisms, program
objectives, and administrative regulations. Although
all the basic elements of a block grant were present,
many were preempted by additional requirements to
insure administrative control and accountability.

e The CDBG program combines a variety of past
approaches to community development. It provides

funds for metropolitan as well as nonmetropolitan ‘

communities, for physical projects as well as related
social services, and for urban renewal as well as new
growth. It relates comprehensive areawide planning
with local community planning, and attempts to
establish a firmer link between housing and commu-
nity development.

11
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» The program's broadly stated objectives were
geared to eliminating and preventing slums and
blight, and these suggest broad program discretion.
Yet the statutory language pertaining to eligible
activities and the subsequent administrative regula-
tions, in effect, restricted the extent of program
discretion by using a “laundry list” approach (13
eligible activities) for fundable projects.

» The mix of formula entitlement, hold harmless,
and discretionary funding has produced a more com-
plicated allocation scheme than is ordinarily found in
a block grant. In some cases, it has operated to
decrease rather than increase certainty of funding,
and has raised questions of equity and effectiveness.

s The eligibility requirements for formula entitle-
ments were drawn broadly enough to encompass the
intended units of large and medium size municipali-
ties as well as an unexpected number of urban coun-
ties. Small cities and states were given minor roles by
being eligible only for discretionary grants.

s Administrative requirements reflected a Con-
gressional compromise between the highly flexible
recipient-dominated approach of special revenue
sharing and the strong federal oversight approach of a
formula-based categorical program.

IMPLEMENTATION

= HUD has been able to distribute funds to more
cities, more quickly, with less administrative red tape
under the CDBG program than under the folded-in
categoricals.

s The funds have gone to many jurisdictions that
had little or no previous HUD program experience.
These include urban counties, suburban communities,
and smaller cities. The program has fostered city-
county and intracounty cooperation.

» Past participants (frequently older cities) con-
tinue to use their funding generally for projects
designed to eliminate existing slums and blighted
conditions and rebuild these decaying areas. Many
new recipients use their funds more for growth-related
development problems, in hopes of preventing future
slum or blight conditions. The overall effect of the
expanded eligibility provisions has been to shift some
of the former urban assistance funds away from the
urban areas and into the suburban areas.

a The entitlement formula has been the subject of
much criticism. It does not target sufficient funds to
cities with the worst slum and blightened conditions,

especially in light of the percentage of poverty and
overcrowding existing there.

» The multiple discretionary grant categories have
operated to allow a large amount of flexibility in
fulfilling the community development needs of nonen-
titlement recipients. However during the first year,
they have been plagued by unexpected shortfalls of
funds — due to the unanticipated high expenditure of
entitlement funds for qualifying urban counties.

« Small cities, as a result of these shortfalls, have
pressed for guarantees of more certain funding, either
through earmarked funds or arrangements to obtain
entitlement status.

s The objective of strengthening the role of local
general government is being achieved in two ways: (1)
state statutory actions have enhanced the legal au-
thority of localities, allowing them to exercise a
broader range of community development powers;
and (2) the act has resulted in increased local govern-
ment decisionmaking. Where previously only special
districts could act, generalists now have options to
assume or delegate the power.

» The administrative “strings” which are required
to safeguard certain national goals have not operated
as effectively as public interest monitors had hoped.
HUD, in its initial phase, had only loose require-
ments, which gave rise to questions of the degree of
allowable program permissiveness. However HUD
has now strengthened its program oversight.

» HUD’s role in planned review and program
evaluation is an open question. Its current position of
establishing substantive guidelines for fulfilling na-
tional goals strengthens the block grant. Nevertheless
HUD runs the risk of recategorization if, by so doing,
it develops a series of intrusive procedural require-
ments which infringe greatly upon local discretion.

THE IMPACT OF FEDERAL GRANTS
ON STATE AND LOCAL FINANCES?®

As part of its reassessment of federal grants, the
ACIR sought to fill some of the gaps in knowledge
about the impact of the grant system on state-local
expenditures. Issues in doubt included: whether
grants stimulate certain classes of expenditure or
simply result in tax reduction; whether stated alloca-
tion goals are achieved best by block or categorical
grants; and whether the grant system significantly
equalizes variations in recipient governments’ finan-



cial capacity. Among the study’s major findings and
conclusions were these:

» Previous empirical studies have generally found
that federal grants tend to stimulate state-local expen-
ditures — federal aid induces states and localities to
spend more than a dollar in total or for a particular
function per dollar of grants. However there is no
clear-cut consensus on the degree of stimulus.

» The findings of theoretical studies suggest that,
for a given public good or service, state-local expendi-
tures increase more from receiving an open-ended
matching grant than from receipt of a close ended
matching grant and least from a nonmatching grant.
Regardless of the form of grant, the impact is greater
if the aid is provided for a good or service not
previously supported by states and localities.

m The ACIR study found that grant impact does
differ for the different grant classifications — in a
fiscal sense, the form of grant does make a difference.
The various grant types — project, formula, high
matching, low matching, and no matching — allled to
a stimulative response by the state-local sector. This
response differed, however, among the various grant
instruments, regardless of whether or not construction
aids were included.

s Public sector wage rates are associated with
high-matching, low-matching, and no-matching
grants, but only when construction aids are excluded.
Both high- and no-matching grants are related to
lower public sector wage rates, while low-matching
grants are associated with higher wages.

s The major impact of each federal grant category
is on public sector employment levels — an effect that
differs markedly for the various types of grant instru-
ments. Thus the main effect of the federal grant
system overall is to stimulate state-local spending for
additional public employees — to increase service
levels rather than public sector wages.

Federal Grant Typology

= Not surprisingly the predominant grant form in
dollar terms is formula based (rather than project), is
given to states (rather than localities), and is low
match. This grant form accounted for $21.0 billion
(65%) of the 1972 grant total.

« Only 14 of the 100 U.S. Treasury grant catego-
ries generally required a high state-local match; 31, a
low-match provision; 28 were dominated by grants

with no matching requirements. Matching provisions
could not be determined for 27 grant categories.

s Direct federal-local grants generally are project,
rather than formula, based. Thirteen of 15 grant
categories, accounting for §2.7 billion of $3.4 billion
in federal-local grants, were predominantly of this
form in 1972.

Grant Participation

» Grant participation — the per capita level of
federal grant receipts — tends to be related to three
measures of need — directly with income but inverse-
ly with population size and urbanization. Grant
participation also is related to intergovernmental
fiscal arrangement variables. State dominant systems
tend to receive higher per capita levels of grants.

State-Local Fiscal Arrangements

s The 50 state-local systems exhibit considerable
diversity in their intergovernmental fiscal arrange-
ments. States in which the state sector dominates
financing tend to provide services directly, rather than
to support them at the local level by grants. States in
which the local sector dominates tend to have a higher
ratio of state grants and a higher local direct expendi-
ture share. State government dominant systems are
found in Alaska; Delaware, Hawaii, Vermont, Idaho,
Utah, West Virginia, Kentucky and South Carolina.
Local governments tend to dominate fiscal relations
in California, Nevada, New York, Illinois, Indiana,
Ohio and Texas. The latter group generally are more
populated, urban, and wealthier; in contrast, the
state-dominated fiscal pattern is found mainly in
rural, less populated, and below average income
states.

THE STATES AND
INTERGOVERNMENTAL AIDS?!®

“More of essentially the same” is the dominant
theme that emerges from the ACIR’s study of recent
developments in state aid. There has been some, but
relatively little, innovation, particularly with regard to
the functional areas aided and the type of transfer
mechanism utilized. The predominant characteristic
of state aid is its growth. Highlights of the study’s
major findings and conclusions include the following:

13
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s The growth in state aid during the 20th century is
virtually uninterrupted in both money and real terms,
even when adjusted for population increase. By 1975,
state aid (including federal amounts received and
passed through to localities) totalled $52 billion.

= States’ direct servicing role also showed a general
upward movement for the period 1957-1972. More
than half the states increased their direct servicing role
in nine functional areas — total direct general expen-
ditures, highways, welfare, health, police, natural
resources, libraries, financial administration and
general public buildings. No change was the predomi-
nant pattern for parks and recreation, local schools,
housing and urban renewal, airports and water
supply.

s Federal pass-through funds were estimated at
$7.1 billion in 1972 — a virtual doubling of the 1967
magnitude. In both years, welfare and education aid
accounted for more than 909 of total pass-through
funds. These pass-through estimates radically alter
the traditional measures of state aid flows. Pass-
through amounts represented 20% of state aid and
approximately 26% of federal aid to states. For 1972
inclusion of the pass-through as part of federal-local
aid leads to a 2.6-fold increase over the traditionally
considered federal-local grants, as well as a quadru-
pling of this form of assistance for education and a 52-
fold growth in welfare.

e The education function dominates state aid,
while federal grants are heavily concentrated in non-
educational functions.

o State aid for municipal-urban services has ex-
panded in the past five years, in terms of numbers of
states participating, number of programs enacted and
dollar magnitudes. However the total amount of
municipal-urban aid remains small and for many
municipal-urban services, state response is sporadic.

s State programs of general local support are
approximately the same dollar amount as federal
revenue sharing to local governments. Federal rev-
enue sharing, however, is more equalizing in nature
than state programs, because many of the latter
involve shared taxes. Indeed, about half of state
general support dollars are returned to localities on
the basis of origin.

s In terms of the six states studied to assess fiscal
impact, state aid was found to stimulate, rather than
substitute for, local expenditures. The stimulative
effect mainly resulted from the hiring of additional
employees, with little roll out in the form of increased
wage rates.

= State and local officials queried on the state aid
system found that inequitable distribution formulas
and uncertainty of state funding were the two most
serious problem areas. Respondents also indicated
that states play a very minor policymaking role
regarding funds passed through to localities; a finding
that may be attributable to the mandating activities of
state governments — a vehicle frequently used to set
program and performance standards. A surprising
lack of general oversight of the state aid system by the
executive and legislative branhches was also notable.
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Chapter 111

Recommendations

O n the basis of the major findings and conclu-
sions, the Commission adopted 60 recommendations
for improving the working of the intergovernmental
grant system and the several types of grant. These
follow by major subdivision, sometimes preceded by
summary findings and conclusions which the Com-
mission found of particular relevance to the recom-
mendation.

CATEGORICAL GRANTS!
1. Choosing the Type of Categorical Grant

The Commission finds that categorical grants may
be grouped into four types — project grants, formula
grants, formula-project grants, and open-end reim-
bursement grants. Each of these types has different
advantages and disadvantages, and is best suited for
different situations and purposes. Thus, in choosing
the form of categorical grant instrument to be used to
accomplish particular objectives, Congress should
consider systematically the advantages and disadvan-
tages accruing to the various interested par-
ties — grant recipients, interest groups, and adminis-
tering agencies.

The Commission concludes, however, that federal
categorical assistance still is excessively fragmented.
This condition continues to generate program, man-
agement and organizational difficulties for grantor
agencies and recipient jurisdictions. It severely com-
plicates the task of achieving effective legislative
oversight at all levels and hinders efforts to strength-
en politically accountable Executive Branch officials.

The Commission finds that the continuing growth
in the number of small, narrowly drawn, project
grants is primarily responsible for the proliferation of
categorical grants, and that avoiding, when possible,
the creation of additional project grants of this type
offers a significant means of controlling that pro-
liferation. Too often project grants have been used
almost automatically without adequate considera-
tion of other types. Of course project grants have
positive features that make them uniquely suitable in
certain circumstances — such as (a) when funds are
too scarce to serve a broad constituency and a more
precise targeting of funds to the jurisdictions with the
greatest program needs is desired; (b) when the
appropriate recipients are not easily identifiable until
they make application; (¢} when the distribution of
funds cannot be systematized appropriately ahead of
time or measured accurately by objective factors; and
(d) when national research or demonstration needs
take precedence over recipient needs. On the other
hand, they have other features that create friction in
intergovernmental relations. For example they gener-
ate excessive paperwork, they foster “grantsmanship”
and inequities among competing eligible recipients,
and they introduce uncertainty about continued fund-
ing (in addition to the level of funding). These are
added reasons for controlling the multiplication of
project grants.

Formula-based grants, in contrast, distribute funds
automatically according to more objective measures
of program need and/ or fiscal capacity as specified by
Congress; involve a narrower, less diverse range of
recipients; and incur substantially fewer administra-
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tive complications than the project grant application
and review process.

The Commission believes, therefore, that when
undertaking new categorical grant programs and
consolidating existing ones, Congress should more
thoroughly assess opportunities to use the formula-
based grant and use it when possible rather than the
project grant. Even when it is not possible or desirable
to use a formula for complete distribution of funds, a
modified formula or open-end reimbursement ap-
proach may be used to help allocate funds more
efficiently than is possible using only a project-by-
project approach. Hence . . .

The Commission recommends that, when consid-
ering new or reenacting old categorical grant pro-
grams, Congress and the President consciously evalu-
ate the advantages and disadvantages of the four
alternative types of categorical grants — project,
formula, formula-project, and cost reimburse-
ment — as well as the relative advantages and disad-
vantages of block grants, and select in each case the
type which meets the intended national purposes best
in light of the need to reduce the total number of
programs and to facilitate simpler, fairer and more
efficient administration of grant programs.

The Commission recommends, further, that in
those cases where the Congress and the President
determine that a categorical grant is to be preferred,
they use the following criteria in choosing among the
four types:

a. Formula grants should be used when a fed-
eral program has nationwide applicability
and when objective factors relevant to pro-
gram needs and recipient jurisdictions’ char-
acteristics can be quantified appropriately
and interrelated in a formula for the alloca-
tion of funds among recipients.

b. Project grants should be used when funds are
to be targeted precisely to a limited number
of recipients having unusually great needs,
when national objectives call for selective
research and demonstration projects, or
when appropriate formulas and eligibility
requirements cannot be devised for the sys-
tematic distribution of program funds.

¢. Mixed formula-project grants should be used
only when conditions for project grants ob-
tain, but where state allocations are needed
to curb administrative discretion in the
awards process.

d. Cost reimbursement grants should be used
when the Federal government wishes to
underwrite a specified proportion of legiti-
mate state or local government program
costs, whatever the total amount may be,
while permitting recipient governments dis-
cretion in establishing service levels.

2. Grant Consolidation Goal and Criteria

Strongly implied in the Commission’s appraisal of
the categorical grant system is the need for action to
reduce the excessive fragmentation that continues to
cause severe administrative problems and trouble
intergovernmental relations in that system. Hence . ..

The Commission reaffirms its 1967 recommenda-
tion that Congress and the President adopt as a
general goal the reduction in the number of categori-
cal programs and urges that the following factors be
utilized in attempting to identify the most likely
candidates for consolidation. Programs to be merged
should be, or be capable of being made:

a) closely related in terms of the functional area
covered;

b) similar or identical with regard to their
program objectives; and

c) linked to the same type(s) of recipient gov-
ernmental jurisdictions.

3. Possible Candidates for Consolidation

On the basis of a preliminary review of the 442
categorical grants that were operational in FY 1975,
using the criteria suggested in Recommendation 2 but
with primary emphasis on the functional inter-
relationship, the Commission concludes that the
merger of at least 102 programs into no more than 15
grant consolidations appears to be both feasible and
desirable. Hence . . .

The Commission recommends that as a first prior-
ity Congress and the Administration give serious
consideration to achieving grant consolidation in the
following subfunctional areas:

» Forest Lands Management
(involves five categoricals),
- Highway Beautification
(involves three categoricals),
« Transportation Safety
(involves eight categoricals),



» Comprehensive Urban Transportation
(involves ten categoricals),

« Comprehensive State Transportation
(involves nine categoricals),

« Pollution Prevention and Control
(involves seven categoricals),

« Public Library Aid
(involves four categoricals),

« Programs for Older Americans
(involves four categoricals),

« Child Welfare Services and Facilities
(involves three categoricals),

+ Vocational Education
(involves nine categoricals),

« Strengthening Instruction in Science,

Math, Language, etc.

(involves two categoricals),

« Vocational Rehabilitation
(involves seven categoricals),

« Domestic Volunteer Services
(involves three categoricals),

« Child Nutrition and School Meals
(involves eight categoricals), and

« Preventive and Protective Health
(involves 20 categoricals).

4. Presidentially Initiated
Grant Consolidation Plans

The Commission recommends that Congress enact
legislation authorizing the President to submit to the
Congress plans for consolidating categorical grant
programs, and requiring Congress to approve or
disapprove such plans by resolution within 90 days of
submission, and if approved, such plans to go into
effect upon approval by the President of the joint
resolution. The Commission further recommends that
the legislation authorize the President to make modi-
fications or revisions of plans submitted to Congress
anytime within 30 days after such submission.*

*Senator Hathaway supports the proposition that the President
periodically ought to submit grant consolidation plans to Con-
gress. However, he is concerned that any structure for implement-
ing such plans not alter Constitutional separation of powers or
undermine fundamental Congressional authority to legislate.
Recommendation 4, by granting the President authority to pro-
pose detailed grant consolidation plans and by confining Congress
to a position of either approving or disapproving such plans
within a set period of time would, in Senator Hathaway's view,
reverse our current Constitutional structure.

5. Congressional Review:
A “Sunset System”

The Commission recommends that Congress enact
“sunset legislation” providing at regularly scheduled
intervals for the termination, thorough reassessment
prior to the slated expiration dates, and reauthoriza-
tion, where warranted, of all grant-in-aid programs by
functional areas. In their reassessment, Congressional
committees should, as is already stipulated under Sec.
601 of the Intergovernmental Cooperation Act of
1968 (P.L. 90-577) for grants-in-aid without termina-
tion dates, give special attention to:

a) the extent to which the purposes for which

the grants-in-aid are authorized have been
met;

b) the extent to which the objectives of such
programs can be carried on without further
financial assistance from the federal govern-
ment;

c¢) whether or not any changes in purpose,
direction or administration of the original
programs, or in the procedures and require-
ments applicable thereto, shall be made; and

d) the extent to which such grant-in-aid pro-
grams are adequate to meet the growing and
changing needs which they were designed to
support.

In addition, the Commission recommends that the
relevant Congressional committees in their periodic
comprehensive reviews assess:

-a) the consequences of eliminating a program,
consolidating it with a related program, or
funding it at a lower level;

b) whether or not the statutory purposes of
programs are stated clearly enough to permit
adequate administrative and Congressional
evaluation;

¢) whether or not the cost-sharing arrange-
ments (such as matching and maintenance of
effort) included in grants are appropriate in
light of the programs’ purposes (such as
stimulation or support) and whether such
arrangements are actually effective in prac-
tice; )

d) whether or not the factors utilized in distri-
buting assistance funds are appropriate to
meeting fiscal equalization, program or other
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stipulated grant needs and whether such
factors actually serve as the best available
indicators of such needs; and

e) whether or not grant eligibility provisions are
designed to assure that potential recipients
are the most appropriate in light of their
respective fiscal, servicing, and jurisdictional
roles in the aided program area.

6. Advance Funding

The Commission finds that state and local perfor-
mance of federally funded programs is adversely
affected by the uncertainty of future levels of federal
funding of those programs.

The Commission, therefore, recommends that
Congress, in consultation with representatives of state
and local governments, take steps to reduce funding
uncertainties, including:

a) evaluation by the Appropriations Commit-
tees of Congress of existing grant activities to
determine whether any additional ones
should be funded a year or more in advance;

b) adoption of a rule for completing reauthori-
zation action on grant programs a year
before expiration of the authorization;

c) establishment of a two-year appropriations
cycle for grant programs that are amenable
to such a cycle, yet are now funded one year
at a time; and

d) setting budget targets for grant programs for
two years beyond the budget year.

7. Greater Responsiveness to
State and Local Timing Problems

The Commission recommends that Congress and
the Administration take steps to make the timing of
grant implementation procedures more responsive to
the scheduling requirements of state and local gov-
ernments. To this end, it is recommended that:

a) Congress make certain that the procedural
requirements imposed in grant legislation are
consistent with the schedule by which fed-
eral funds are appropriated and allocated;

b) Congress extend the practice of fixing firm
statutory deadlines for federal agency issu-

ance of regulations and for completion of
action on submitted state and local grant
applications; and

c) federal grantor agencies, in consultation
with representatives of state and local
governments, provide, where possible, in-
creased lead time in changing rules, regula-
tions, or allocation formulas.

8. Purposes of Matching

The Commission concludes that matching require-
ments may have several effects, including the encour-
agement of recipient concern for the efficient adminis-
tration of federally aided programs, and the
adjustment of federal and recipient shares of program
costs to reflect the degree of national, as opposed to
state or local, benefits. The Commission further
concludes that different kinds of matching require-
ments have different effects. A grant with no match-
ing requirement or a low matching requirement pro-
vides the strongest incentive for eligible participants
to participate in a program. High matching, on the
other hand, increases the price facing the recipient
and may discourage some eligible jurisdictions from
participating.

The Commission recognizes that a fixed matching
requirement may make it difficult for some jurisdic-
tions with high levels of program need, but low fiscal
capacity, to participate. In addition the differing
matching requirements that now exist for the wide
array of different grant programs may distort state
and local budget decisions in ways unintended by
Congress. Therefore . . .

The Commission recommends that Congress care-
fully consider the degree to which the costs of individ-
ual federally aided programs should be shared,
whether recipient contributions are necessary to en-
courage efficient administration, and whether recip-
ient governments should be expected to increase
financial commitments to the aided programs, and
design matching requirements accordingly. Matching
should be required primarily when Congress believes
recipient cost-sharing is necessary to encourage more
responsible recipient administration or when it wishes
to encourage new or additional spending for the
activity to be aided. Matching requirements generally
should not be imposed in prog.ams of aid to estab-
lished state or local activities for which federal aid is
small relative to recipient spending for the aided



activity. Grants with relatively high matching require-
ments usually should be restricted to instances when
Congress is more interested in eliciting significant
recipient financial support and is less concerned with
widespread adoption of the aided program.

9. Maintenance of Effort
and Non-Supplant Requirements

Congress has frequently used maintenance of effort
requirements in an attempt to assure that federal aid
will be used to supplement, and not substitute for,
recipient government spending for an aided activity or
function. The Commission finds, however, that there
is considerable doubt about the enforceability, and

“thus the effectiveness, of these requirements. There-

fore . ..

The Commission recommends that Congress re-
quest the General Accounting Office, or other ap-
propriate organizations, to research and report on the
effect of existing maintenance of effort requirements
in categorical grant programs.

10. Improving Allocational Provisions

The Commission concludes that, in many pro-
grams and functional areas, formula-based grants are
allocated among recipients according to very general
statistical indicators of program need where more
precise indicators are feasible and desirable. Further-
more, the Commission believes increased attention
should be given to assuring that grant funds are
allocated in proportion to the actual need for services.
Therefore . . .

The Commission recommends that grant formula
allocation provisions be examined carefully by the
appropriate legislative committees of the Congress as
part of the review called for in Recommendation 5,
and by the Executive departments and agencies, and
where desirable and feasible updated to include more
precise and specific indicators of program need. The
Commission further recommends that a critical re-
view be given to those formulas which distribute
funds according to total population or equal shares;
to minimum and maximum grant entitlements; and to
any formula factors which may have inappropriately
or unintentionally favored one set of recipients over
another.

11. Administration of Generally
Applicable Grant Requirements

The Commission concludes that the number and
importance of generally applicable requirements af-
fecting federal grant programs have become such that
these requirements need special attention. They affect
such widely divergent and fundamental matters as
civil rights, environmental protection, employment
conditions, merit systems, wage rates, relocation
benefits, access to governmental information, and
rights of the handicapped. The general objectives of
these requirements are desirable. Nevertheless instead
of standardizing and helping to simplify these ele-
ments in the administration of federal grants, across-
the-board requirements have been administered for
the most part in such a way as to allow significantly
different approaches among agencies, wide variances
in compliance from one program to another, and even
conflict in some cases. Hence . . .

The Commission recommends that:

a) Congress and the President review all new
and existing statutory requirements having
general applicability to federal grant pro-
grams, and for each such requirement assign
to a single administrative unit within the
Executive Branch, by legislation or executive
order, clear responsibility and authority for
achieving standardized guidelines and sim-
plified administration for effective com-
pliance by all affected federal agencies;

b) the Office of Management and Budget estab-
lish a clearinghouse for all such generally
applicable requirements, monitor their ad-
ministration, and bring to the attention of
the President and the Congress, from time to
time, any identified conflicts or duplications
among such requirements and potential op-
portunities for resolving such conflicts, con-
solidating similar requirements, and simpli-
fying administration; :

¢) all such generally applicable statutes and
regulations be reviewed by Congress and the
President for the purpose of consolidating
those which are related to each other and of
simplifying or terminating those that have
proven to be excessively burdensome, either
fiscally or administratively, or to be imprac-
ticable to implement;
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d) in developing administrative regulations to
implement generally applicable require-
ments, the federal administrative units desig-
nated in part (a) of this recommendation
consider the estimated costs as well as bene-
fits of securing compliance under potential
administrative measures, and that “certifica-
tion acceptance” procedures be incorpo-
rated, whenever appropriate;

e) the added costs of generally applicable
requirements — whether administrative or
otherwise and whether incurred by the cen-
tral administrative unit, the various federal
agencies subject to compliance, or the non-
federal grant recipients — be recognized in
law, and provisions be made for meeting
them; and

f) federal administrative regulations to imple-
ment generally applicable requirements al-
low and foster the practice of contracting by
grant recipients with other units of govern-
ment — whether local, state, regional or fed-
eral — better able to meet such requirements
on behalf of such recipients.

IMPROVING FEDERAL GRANTS
MANAGEMENT?

1. Basic Policy Position

On balance, while fully supporting the enactment
of additional block grants where appropriate and the
effective administration of existing ones, the Commis-
sion concludes that categorical grant programs will
continue to be an integral component of the federal
assistance system. Hence, the Commission believes
that efforts must be continued to improve grant
administration through such means as management
circulars, measures to improve intergovernmental
information and consultation, as well as procedures
for strengthening state and local coordination and
discretion. Hence . . .

The Commission recommends that the political
branches of the federal, state and general units of
local government assume their historic responsibility
for jointly establishing and sustaining the necessary
central management mechanisms to achieve improved
operations of governmental programs and to render
the civil service more fully accountable. The Commis-
sion further urges that the intergovernmental dimen-

sions (fiscal, programmatic and policy) of public
management be made an integral component of ail
such administrative systems.

2. The Central Management Mechanism

The Commission concludes that the federal Execu-
tive Branch needs a strong central management ca-
pacity, but recognizes that no single strategy for
organizing the Executive Office of the President could
or would over time suit the varying administrative
styles of individual Presidents. Hence . . .

The Commission recommends that the organiza-
tion of the Executive Office of the President for
central management purposes be flexible enough to
reflect Presidential desires, but that there should be in
place sufficient institutional staff to enable the Presi-
dent to exert vigorous and visible leadership in the
five basic central management activities essential to
smoother and more productive federal-state-local
relations: budget preparation and consultation; man-
agement, including governmentwide grants manage-
ment; domestic policy development; intergovern-
meintal liaison; and legislative reference. The
Executive Reorganization Act concept should be
revived to allow the President expeditiously to
achieve his desired Executive Office organizational
objectives.

The Commission further recommends that the
President appoint a high-ranking assistant for
intergovernmental affairs having direct access to the
President who, with a small professional staff, would
monitor and evaluate for the President the various
intergovernmental relations activities performed on a
governmentwide basis under whatever organiza-
tional arrangements the President may establish. A
key official in agencies responsible for budget
preparation, management, and domestic policy devel-
opment, as well as officers of Presidential appointive
rank responsible for intergovernmental affairs in each
department, would serve as strategic points of contact
for, and consultation with, the Presidential assistant.

Furthermore recognizing the present essentially
bifurcated pattern of manage-budget and policy or-
ganization, the Commission recommends that, if this
present arrangement is continued, the organization,
staffing and internal operating procedures of the
Office of Management and Budget be thoroughly
reviewed and evaluated by the President, the Direc-
tor, and the appropriate committees of the Congress,
with a view toward making OMB the primary focal



point with adequate staff for management improve-
ment on an interdepartmental, interprogram and
intergovernmental basis. Specific provision should be
made for regular consultation between the Office of
Management and Budget and officials and
representatives of state and local governments on
long- and short-range budgetary and fiscal issues.
Activities relating to intergovernmental relations and
grants management delegated by executive order to
the Department of the Treasury (TC-1082) and by
OMB Circular A-85 to the Advisory Commission on
Intergovernmental Relations should be vested in the
Office of Management and Budget. A key OMB
official should be specifically assigned intergovern-
mental responsibilities.

The Commission also recommends that the perfor-
mance of the Domestic Council or its successor in the
identification of domestic problems requiring na-
tional attention and the development of general
domestic objectives and policies through the report on
national growth and other activities be improved.
Meetings of the full membership of the council for the
consideration of domestic policy problems and issues
should be held on a regular basis. Other domestic
policy-related councils and boards with membership
which largely duplicates that (in full or part) of the
Domestic Council should be consolidated with the
Domestic Council. The creation of similar bodies in
the future should be avoided.

The Commission further recommends that OMB
and the Domestic Council continue to collaborate,
but more effectively, in “the determination of national
domestic priorities for the allocation of available
resources” and in assuring “a continuing review of
ongoing programs from the standpoint of their rela-
tive contribution to national goals as compared with
the use of available resources,” as was called for in
Executive Order 11541.

Finally, the Commission recognizes that organiza-
tional arrangements may change from time to time,
but believes that the essence of this recommendation
pertaining to the budget, management and policy
functions will remain valid and compelling.

3. The Federal Regional Councils

The Commission recommends that the President,
the Office of Management and Budget, and the Under
Secretaries Group for Regional Operations move
aggressively to eliminate the impediments to the more
effective operation of the Federal Regional Councils
by:

a) fully familiarizing policy-level officials of
state and local governments with the pur-
poses and activities of the councils;

b) analyzing the political and administrative
factors that permit decentralization of grant
sign off authority in some assistance pro-
grams and not in others, and securing the
decentralization of the former under the
direction of the principal regional official of
each appropriate department and agency;

c) obtaining greater conformity to the stan-
dard administrative regions and field office
locations set forth in OMB Circular A-105;

d) assuring the assignment by each FRC
member agency of the staff members re-
quired for ongoing council operations,
including the A-95 review and comment
procedure, joint funding, and special task
forces;

e) providing to council staff such special train-
ing as is required for the effective perfor-
mance of their duties; and

f) assuring continuing communications with
and support from Washington, largely
through a more active Under Secretaries
Group.*

4. Assignment of Responsibility
for Interprogram Grants Management
Within Individual Departments
and Agencies

The Commission recommends that the President
require the heads of federal grant administering
departments and agencies to assign leadership respon-
sibility for interprogram grants management activities
to a single unit with adequate authority, statute, and
staff in their respective departments or agencies. Such
activities, at a minimum, should include oversight of
the agency’s compliance with OMB Circulars A-85,
A-89, and A-95 and management circulars (including
FMC 74-7, FMC 74-4, FMC 73-2, and OMB Circular
A-105), and responsibility for leadership and com-
pliance with regulations under the Joint Funding
Simplification Act of 1974.

*Mr. Cannon and Mr. White dissented on Recommendation 3.
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5. Monitoring Interagency Agreements

The Commission concludes that existing federal
aid legislation and administrative regulations estab-
lish duplicative planning and application processes as
well as overly complex and confusing rules for appli-
cants to follow. They also create duplicative federal
reviews of state and local planning, waste of federal
funds, and lost opportunities for one federal aid
program to reinforce the benefits of another. These
problems are. often susceptible to amelioration by
interagency agreements. While such agreements have
been in use for many years, there is a continuing and
growing need for greater emphasis on their use and
for creating the means to strengthen them.

The Commission recommends that the Office of
Management and Budget be given responsibility for
compiling and updating a list of the interagency
agreements in effect, for evaluating them, and initiat-
ing new ones or improvements to existing ones as
needed, to effectively further and support maximum
feasible coordination among the various federal aid
programs. The Office of Management and Budget,
acting through the Under Secretaries Group for
Regional Operations and the Federal Regional Coun-
cils, also should be given responsibility for monitoring
and supporting the proper and full implementation of
these agreements. Al new and amended interagency
agreements having a significant and broad intergov-
ernmental impact on the management of federal aid
programs should be reviewed and commented upon at
the draft stage by state and local governments
through the A-85 consultation process.

6. Interagency Committee Management

The Commission recommends that the President
reinstitute administrative guidelines and instructions
regarding the establishment, use and termination of
interagency committees, with a view toward:

a) monitoring and evaluating the operation of
such committees within the Executive
Branch;

b) supporting and strengthening those commit-
tees necessary to the effective operation of
federal assistance programs and related ac-
tivities; and

¢) discouraging the formation or continuation
of unnecessary or unproductive committees.

7. Congressional Support for Circulars

The Commission recommends that Congress pro-
vide specific statutory authorization for OMB Circu-
lars A-85 and A-95 and existing and future circulars
issued by the Office of Management and Budget
directed toward standardization, simplification and
other improvements of grants management.

The Commission further recommends that Con-
gress enact legislation clearly vesting in the Office of
Management and Budget the responsibility for devel-
oping the circulars, interpreting them, and otherwise
enforcing compliance by the grant administering
agencies. Monitoring by the OMB of agencies’ com-
pliance with the circulars should include approval of
agency regulations and related documents implement-
ing these circulars.

Finally, the Commission recommends that
Congress enact legislation requiring submission of
periodic evaluation reports on the circulars to the
Congress by the Office of Management and Budget.

8. Possible Modifications
of Standardization Requirements

The Commission recommends that the Office of
Management and Budget organize and head an inter-
agency review of FMC 74-7 for the purpose of
determining whether additionzl areas of administra-
tive requirements should be standardized and whether
existing standardized requirements should be modi-
fied. Representatives of state and local governments
should be given the opportunity to review and com-
ment on any revisions recommended by the inter-
agency group.

9. The States and
the Management Circulars

The Commission recommends that the states ex-
amine their legislative and administrative policies and
practices applicable to the expenditure of federal
grant funds by the states or their political subdivi-
sions. This includes conditions attached to the pass-
through of federal funds to localities, with a view
toward resolving in cooperation with the Office of
Management and Budget any conflicts between those
policies and practices and the provisions of federal
grant management circulars. Such examination
should include problems involved in claiming allowa-



ble overhead costs in performance of audits by
nonfederal agencies.

10. The States and A-95

The Commission recommends that states upgrade
their participation in the circular A-95 process. Spe-
cifically, the Commission recommends that governors
and/or legislatures take steps to assure that federal
program plans are reviewed for their conformity with
state policies and plans pursuant to part III of the
circular; and that where states have developed and
adopted statewide policies and plans impacting on
local government, the legislatures enact statutes or the
Governors issue executive orders making state grants
to political subdivisions that relate to such policies
and plans subject to the A-95 clearance process.

11. A-85 and
the Public Interest Groups

The Commission recommends that the public
interest groups involved in OMB Circular A-85 re-
examine their internal A-85 procedures and the re-
sources they deploy to them, and take steps necessary
to assure more fully responsive participation in the
process.

12. FRCs and A-95

The Commission concludes that there is a need for
better coordination within the federal establishment
itself with respect to federal aid programs and project
funding decisions, as well as direct activities having
interagency and intergovernmental impacts. Without
such coordination, program and project conflicts may
go unidentified and unresolved, and opportunities for
one program to reinforce another may be lost. The
Commission believes the A-95 project review and
comment process recognizes this need by requiring
individual federal agencies that are considering the
funding of projects of potential concern to other fed-
eral agencies to consult with such agencies. But these
consultation opportunities are limited only to those
identified by the “interested” funding agency itself.
The Commission further concludes that applying the
A-95 notification, review and comment procedures
internally within the federal government (rather than
only at the state and areawide levels) could meet this
recognized need for federal interagency coordination
more fully than it is presently being met; and that

FRCs would be appropriate mechanisms to do this
because they already have an A-95 role for monitor-
ing federal agency compliance with the state and
areawide review processes.

The Commission recommends that the Office of
Management and Budget designate the Federal Re-
gional Councils as federal clearinghouses under Cir-
cular A-95, making them responsible for:

a) notifying affected federal agencies of grant
applications having regional impact and
intergovernmental significance, as well as
comparable direct federal activities subject to
A-95;

b) preparing comments concerning the inter-
program and intergovernmental effects of
these proposed projects;

¢) transmitting their own comments as well as
individual agency reviews to the federal
action agency; and

d) more vigorously pursuing their currently
assigned responsibilities for enforcing fed-
eral agency compliance with existing Circu-

lar A-95 provisions.

e’

The Commission further recommends that Fed-
eral Regional Councils provide the means for resolv-
ing issues raised in the federal interagency review
process.

13. Joint Funding and Recipients

To strengthen state and local support for and use
of the Joint Funding Simplification Act, the Commis-
sion recommends that states and larger units of
general local government assign to a single agency
leadership responsibility for participation by their
respective jurisdictions in jointly funded projects.
Such responsibility should include the development of
proposed projects and coordination of the joint fund-
ing activities of participating departments.

14. Improving Grant Information

The Commission recommends that Congress and
the Administration take steps to improve information
that is available on grants-in-aid through the Catalog
of Federal Domestic Assistance and other sources.

Specifically, the Commission recommends that:

a) Congress amend Section 201 of the Inter-
governmental Cooperation Act of 1968 to

23
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require federal agencies, upon request of the
chief executive or legislative body of larger
cities and counties, to inform them on a
timely basis of the purpose and amounts of
grants-in-aid that are made directly to such
localities and authorities within such locali-
ties;

the Office of Management and Budget pub-
lish annually, prior to the conclusion of each
calendar year, a list of grant-in-aid programs
that are scheduled to terminate in the follow-
ing calendar year;

b

e’

c) the Office of Management and Budget as-
sume the initiative for assuring that all au-
thorized programs are listed in the Catalog of
Federal Domestic Assistance instead of rely-
ing on grantor agencies to identify such
programs; and

d) the Office of Management and Budget re-
vise the format of the Catalog of Federal
Domestic Assistance so that each listing
represents not more than one discrete pro-
gram or clearly identifies the separate pro-
grams included under that listing; that all
authorized programs are listed whether or
not funds are appropriated therefor, and that
the program titles in the state and local gov-
ernment indexes show the code for the type
of assistance provided (for example, formula
grants, project grants, direct loans, technical
assistance, training).

The Commission further recommends, in connec-
tion with paragraph (a) above, that states explore the
possibility of providing their larger localities with
information on the purpose and amounts of grants-in-
aid which the states send to such localities. Such
information should cover both direct grants from the
state and federal grants passed through the state gov-
ernment.

BLOCK GRANTS - IN GENERAL?
1. Block Grant Purposes

The Commission concludes that the block grant is
a necessary component of federal intergovernmental
assistance. This instrument balances the accomplish-
ment of national purposes within broad functional
areas with the exercise of substantial recipient discre-
tion in allocating funds to support activities which

contribute to the alleviation of state and local prob-
lems. With well-designed allocation formulas and
eligibility provisions, as well as adequate funding,
block grants can be used to: provide aid to those
Jjurisdictions having the greatest programmatic needs,
and give them a reasonable degree of fiscal certainty;
accord recipients substantial discretion in defining
problems, setting priorities, and allocating resources;
simplify program administration and reduce paper-
work and overhead; facilitate interfunctional and
intergovernmental coordination and planning; and
encourage greater participation on the part of elected
and appointed generalist officials in decisionmaking.

The Commission recommends that the Congress
utilize the block grant as the preferred instrument to
provide federal financial assistance to state and local
governments primarily in cases where:

a) a cluster of functionally related categorical
programs has been in existence for some
time;

b) the broad functional area to be covered is a
major component of the recipient’s tradi-
tional range of services and direct funding;

¢) heavy support for those recipient services
that the Congress determines to also have
national significance is intended;

d) no more than mild fiscal stimulation of
recipient outlays is sought;

€) a modest degree of innovative undertakings
is anticipated;

f) program needs are widely shared, both geo-
graphically and jurisdictionally; and

g) a high degree of consensus as to general
purposes exists among the Congress, the fed-
eral administering agency, and recipients.

2. Recognition of Essential
Block Grant Features

The Commission concludes that the proper design
of a block grant is a crucial factor conditioning the
achievement of the basic purposes of this instrument.

The Commission recommends that the following
guidelines be taken into account when developing
proposed block grant legislation:

a) the program objectives and priorities should
be clear and precisely stated;



b) a substantial portion of total federal aid for
providing services and facilities in the func-
tional area involved should be encompassed;

c) grants should be authorized for a wide vari-
ety of activities within the functional area
covered, and recipients should be given sig-
nificant discretion and flexibility in develop-
ing a mix of programs tailored to their needs;

funds should be distributed on the basis of a
statutory formula that accurately reflects
program need and that is consistent with the
purposes and priorities of the legislation;

d

-’

e) discretionary funds, if authorized, should
account for not more than 109 of total
appropriations;

f) eligibility provisions should be specific, favor
general purpose units of government, and
reflect their servicing capacity, legal author-
ity, and financial involvement;

g) matchin~g, if called for at all, should be
statutorily fixed at a low and preferably
uniform rate for all aided attivities;

h) planning, organizational, personnel, paper-
work and other requirements should be kept
at the minimum amount necessary to ensure
that funds are being spent in accordance with

the program’s authorized objectives;

S

i) the federal administering agency should have
authority to approve, within a specified
period, recipient plans and applications for
conformance with legislative objectives and
also to evaluate program results; and

j) capacity building assistance should be pro-
vided to recipients, as needed, to enhance
their ability to effectively administer the pro-
gram.

3. Avoiding Recategorization

The Commission concludes that recategorization is
an unfortunate occurrence that is often associated
with Congressional deliberations over the reauthori-
zation of block grant programs. To help preserve the
balance between national objectives and state and
local discretion . . .

The Commission recommends that the Congress:

a) refrain from earmarking funds or authoriz-
ing new categories of assistance within the
statutory framework of the block grant;

b) rely, to the maximum extent practicable, on
capacity building programs for recipients
and on the federal administering agen-
cy — through its plan review and approval
authority, technical assistance, and discre-
tionary grants — when a redirection of the
uses of block grant funds is sought to better
achieve Congressional intent; and

¢) authorize block grants for at least three years
or for a period of time consistent with any
“sunset” legislation that may be enacted; and
make multiyear appropriations, so that re-
cipients and the federal administering agency
will have sufficient time to make the transi-
tion from categorical to block grant decision-
making and to develop a solid record before
reauthorization.

4. The States’ Role in Block Grants

The Commission concludes that, as a general
principle, state governments with active interest and
involvement in the functions aided by federal block
grant programs should have a key role in planning,
coordination, administration, service delivery, moni-
toring, and evaluation under such programs.

The Commission recommends that under certain
conditions the states be designated in future block
grant legislation as the initial recipients of funds, and
that -they be required to pass through a stipulated
portion of such moneys to eligible general purpose
units of local government at least proportionate to the
local share of total state-local direct expenditures in
the functional area covered during the immediately
preceding three fiscal year period, to be used to
support authorized local programs and projects.
However in order to be eligible for such designation,
the state must demonstrate that:

a) appropriate policy, organizational, planning
and procedural arrangements have been es-
tablished to ensure the efficient and effective
use of federal aid; '

b) the personnel to be assigned to block grant
administration possess requisite planning,
managerial and other skills;
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c) establishing, where feasible, a planning
group representing the courts to prepare
plans for and make recommendations on
funding to the SPA.

8. Generalist Participation

The Commission recommends that Congress
amend the Safe Streets Act to:

a) define “local elected officials” as elected chief
executive and legislative officials of general
units of local government, for purposes of
meeting the majority representation require-
ments on regional planning unit supervisory
boards, and

b) encourage SPAs that choose to establish
regional planning units to make use of the
umbrella multijurisdictional organization
within each substate district.

CETA BLOCK GRANT?®

1. Recasting and Reorganizing
National Manpower Programs

In light of the rapid proliferation of manpower
programs, their frequently competing or duplicating
purposes and clientele groups, and spiraling federal
outlays for these numerous activities . . .

The Commission recommends that the President
and the Congress give high priority to sorting out,
redefining, and articulating clearly national man-
power goals; to relating a range of coordinative
management devices for their accomplishment at the
community level; and to developing the necessary
mechanisms for periodic evaluations of program
progress and accomplishments. As a long-term objec-
tive, the Commission is convinced that reorganization
of the federal agencies responsible for administering
manpower programs and consolidation and redirec-
tion of grants-in-aid to state and local governments in
this area are essential means of bringing the highly
fragmented existing employment and training, voca-
tional education, institutional training, vocational
rehabilitation, economic opportunity, and other pro-
grams into a more consistent, integrated, and coordi-
nated strategy for meeting the manpower goals and
needs of the nation’s local communities in an efficient,
effective, and equitable manner.

2. CETA and
National Manpower Policy

Given its fiscal magnitude and functional scope,
the Commission concludes that the Comprehensive
Employment and Training Act (CETA) could serve as
a catalyst for reforming federal manpower programs;
however, its potential in this area has been largely
untapped. Hence . . .

The Commission recommends that CETA be re-
tained, improved, and utilized more fully as the
preferred mechanism for providing and/ or coordinat-
ing all federally aided manpower services chiefly
designed to respond to the needs of state and substate
labor markets. The devices that should be considered
for achieving fuller program coordination include
grant consolidation; federal government reorganiza-
tion; joint funding; interagency agreements; more
meaningful comprehensive manpower planning, re-
view, and evaluation processes; and stronger intera-
gency coordination at the federal level through the
Executive Office of the President and the federal
regional councils.

3. A More Focused
Title I Block Grant

The Commission concludes that other federal
grant programs are geared to meeting public sector
cyclical needs and that prime sponsors under Title I of
CETA should give greater attention to the jong-term
goal of placing individuals in unsubsidized private
sector jobs. Hence . . .

The Commission recommends that Title 1 of
CETA be amended to prohibit the use of block grant
funds for public service employment or for equivalent
programs, except where prime sponsors certify that
relevant and current private sector employment needs
have been met and opportunities satisfied in their
respective labor market areas.

4. A More Equitable
Distribution Formula

The Commission concludes that the Title I distri-
bution formula has diverted funds away from areas
which have the most pressing long-term unemploy-
ment needs and from activities geared to meeting
them.



The Commission recommends that the act be
amended to provide that the Title I formula alloca-
tions be distributed on the basis of indices that gauge
long-term structural employment. Implementation of
this formula change is dependent upon, and must
await development of, reliable low-income and unem-
ployment data produced through special interim
studies and the 1980 census. The Commission further
recommends that the hold harmless provision of the
act be deleted.

5. Federal Actions to Facilitate
the States’ Involvement In Title 1

The Commission concludes that there is a need for
greater federal efforts to enhance the performance of
the states’ responsibilities vis-a-vis local prime spon-
sors in CETA block grants.

The Commission recommends that the Employ-
ment and Training Administration (ETA) provide
increased technical assistance and such other advice
and support as may be necessary to bolster the role of
state manpower services councils in reviewing prime
sponsor plans, coordinating state and local manpower
activities, and evaluating performance. The Commis-
sion further recommends that the ETA continue its
efforts to encourage prime sponsors to make greater
use of the state employment service in the provision of
manpower programs and, during the plan review
process, ensure that the undertaking of duplicative
services by the state employment service and CETA
prime sponsors in the same labor market areas will be
avoided.

6. The Special Problem of
Youth Unemployment

The Commission concludes that the Congress
should accord high priority attention to dealing
effectively with the pressing problems of youth unem-
ployment across the nation. Hence . . .

The Commission recommends that the Congress
amend the Comprehensive Employment and Training
Act to delete the youth employment provisions of
Title 111, Part A. The Commission further recom-
mends that the Congress consider the advisability of
establishing a youth employment services title with a
separate appropriation and allocation formula based
on the relative amount of unemployed youth served
by the prime sponsor above the national average.

COMMUNITY DEVELOPMENT
BLOCK GRANT’

1. Further Coordination and Consolidation

The Commission concludes that the block and
discretionary grant programs established by Title I of
the Housing and Community Development Act of
1974 provide the most effective and efficient strategy
for meeting the community development needs of
general purpose units of local government in metro-
politan and nonmetropolitan areas. Therefore . . .

The Commission recommends that efforts be made
to coordinate and, where feasible, merge administra-
tively the Title I program with those related commu-
nity development grant programs now administered
by other federal departments and agencies.

The Commission further recommends that the
Section 312 rehabilitation loans program be consoli-
dated with Title 1 of the Housing and Community
Development Act of 1974.

The Commission concludes that the community
development block grant, general revenue sharing,
and other block grant programs have not diminished
the necessity of federal support for local, regional,
and state planning, management, and technical assis-
tance or “capacity building” activities. Therefore . . .

The Commission recommends that the Congress
provide adequate funding for the Department of
Housing and Urban Development’s 701 comprehen-
sive planning and management assistance program,
until such time as a broader, consolidated planning
and management assistance program may be enacted.

2. Greater Recipient Discretion

The Commission concludes that the Community
Development Block Grant Program contains some
program constraints which unnecessarily restrict the
program discretion of its recipients. Therefore . . .

The Commission recommends that Congress
amend the act to allow greater discretion in identify-
ing and designing the programs to be funded. Specifi-
cally, the Commission recommends that the act be
amended to:

a) allow for the funding of .public services which
are necessary or appropriate to support
community development activities, pursuant
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to the objectives of the act, provided that no
more than 20% of the recipient’s grant be
used for this purpose where other federal
program funds cannot be provided for social
services;

b) allow for the funding of all facilities, whether
neighborhood or communitywide, which are
consistent with, and in support of, the com-
munity development objectives of the act;
and

¢) simplify the requirements for the Housing
Assistance Plan to the maximum degree
possible consistent with the act’s objectives.

3. Continuing the Simplification
of Administrative Requirements

The Commission recommends that HUD remain
sensitive to further opportunities for simplifying the
administrative requirements of the CDBG program,
and refrain from establishing additional procedural
requirements which unnecessarily burden the applica-
tion, administration, and performance reporting pro-
cesses in the program.

4. The Federal Role in Performance
Evaluation

The Commission supports the legislatively estab-
lished federal role in using performance reporting in
the CDBG program to monitor progress toward the
program’s national objectives and to assure that
federal funds are spent in accordance with them.

S. Building Greater Capacity
of Block Grant Recipients

The Commission recommends that:

a) HUD step up its sponsorship of research and
demonstration projects designed to enhance
the capacity of local governments to use the
CDBG within the broadest context of com-
munity governance;

b) HUD make more effective use of its publica-
tions, public information program, field of-
fices, and other mechanisms to provide tech-
nical assistance to CDBG recipients and

potential recipients; and that Congress au-
thorize the necessary resources for this pur-
pose;

c) Congress fund, and HUD use, Section 811 of
the Housing and Community Development
Act to support capacity building objectives
in CDBG recipient and potential recipient
governments, using appropriate state and
areawide agencies as vehicles for training and
technical assistance where advantageous;
and

d) HUD make a special effort, in cooperation
with the Environmental Protection Agency,
the Council on Environmental Quality, and
other appropriate federal agencies, to pro-
vide much more substantial technical assis-
tance to CDBG recipients than is presently
available for compliance with required envi-
ronmental reviews.

6. The Role of Regional Bodies

The Commission recommends that HUD revise its
guidelines to encourage councils of governments and
other general purpose regional planning bodies to
provide more technical assistance to applicant com-
munities in preparing their Housing Assistance Plans
(HAP).

The Commission further recommends that Con-
gress amend the act to authorize councils of govern-
ments and other general purpose regional planning
bodies to prepare a Regional HAP in lieu of local
HAPs. Upon acceptance by the affected local units in
accordance with the approval procedures of the
regional body within the region, the regional HAP
would be submitted to HUD in fulfillment of the
statutory application requirements.*

7. Strengthening the State Role

The Commission recommends that Congress
amend the act to establish a new federal category to
be used to stimulate and support the direct perfor-
mance of community development programs by any
state which has a demonstrated interest and capacity
in this area, as evidenced by the state’s:

a) having a community affairs agency,

*Commissioner Dunn and Mr. White dissenting.



b) engaging in planning for community devel-
opment,

c) providing technical assistance to local appli-
cants in community development programs,
and

d) providing substantial amounts of its own
funds for community development-related
purposes.*

8. A General Call for Allocation Revision

The Commission recommends that Congress
amend the act so that the funding allocation treats the
older, deteriorating cities and small communities in
metropolitan areas more equitably. The Commission
further recommends that in reviewing the operation
of the funding allocation in preparation for recom-
mending improvements to the Congress on or before
December 31, 1976, as provided in the act, the
Secretary of HUD give special attention to the fiscal
treatment accorded these two groups of recipients.

9. Advance Funding

The Commission concludes that the physical devel-
opment activities that the CDBG program supports
can most effectively be implemented by the assurance
of substantial and long-term fiscal commitments.
Therefore . . .

The Commission recommends that Congress ap-

propriate funds for the CDBG program for a six-year
period of advanced funding beyond the current fund-

ing entitlement with provisions for periodic Congres- °

sional review of the program’s goals, operation and
effectiveness.

THE STATES AND INTERGOVERN-
MENTAL AIDS?

1. State Revenue Sharing Programs —
Consolidation, Greater Urban Focus,
and Equalization Issues

The Commission concludes that state programs of
general local government support, many of which are
shared taxes returned to place or origin, commonly

*Commissioner Dunn dissenting.

are excessive in number, inadequate to equalize local
fiscal capacities, and neglectful of urban needs.

- The Commission recommends that all states estab-
lish programs of general local government support;
that such programs be of sufficient magnitude to
materially redress imbalances among local fiscal ca-
pacities; and that funds be distributed by an alloca-
tion formula reflecting population, tax effort, and
municipal overburden. The Commission further rec-
ommends that the multiplicity of such programs be
substantially reduced by consolidation to increase the
amount of state general support payments to local
jurisdictions that will be allocated according to this
strongly equalizing formula.

2. State Functional Grants —
The Allocation Issue

The Commission concludes that the fiscal equaliza-
tion and the program-needs objectives of state aid are
best met by separate grant devices. The Commission
further concludes that state functional grants are most
appropriately used to meet local program needs and
that programs of general local government support
are best geared to achieving fiscal equalization objec-
tives.

The Commission therefore recommends that states
use general local government support programs to ac-
complish significant equalization of local fiscal capac-
ities, and then rely on specific measures of program
need to allocate grants for the support of all condi-
tionally aided public programs other than minimum
foundation education programs.

3. Review and Consolidation of
State Functional Grants

The Commission concludes that the present condi-
tional aid system in many states is largely a product of
piecemeal legislative actions and is marked by a
multiplicity of narrow-based categorical aids.

The Commission therefore recommends that states
periodically review their categorical aids in each
functional area. The Commission further recom-
mends that state ACIRs be utilized by appropriate
central management units in the Executive Branch
and pertinent substantive legislative committees in
conducting such reviews. :

These reassessments should determine the extent to
which individual programs in the same functional
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area have met their statutory purpose(s), need redirec-
tion in light of changing conditions, duplicate or
overlap with other aid programs, and/or are related
to, or are a basic component of, a state-performed
service — all with a view toward consolidating du-
plicative and closely related aid programs; eliminating
ineffective or outdated grants; revising the statutory
goals and possibly the formulas of those that need
modernization; and determining whether the grant
device is the most effective, efficient and equitable
means of achieving the program’s goal in light of the
state’s direct servicing role in the functional area
involved.

In order to secure a thorough and orderly review,
the Commission further recommends that each state
provide by law for the simultaneous termination of
aid programs in each functional area upon a specified
review date, and at regular intervals (four or five
years) thereafter, unless such programs are reautho-
rized by appropriate legislative -action.

4. The State Legislature and
Federal Grants

The Commission recommends that state legisla-
tures take much more active roles in state decision-
making relating to the receipt and expenditure of
federal grants to the states. Specifically, the Commis-
sion recommends that legislatures take action to
provide for: inclusion of anticipated federal grants in
appropriation or authorization bills; prohibition of
receipt or expenditure of federal grants above the
amount appropriated without approval of the legisla-
ture or its delegate; establishment of subprogram
allocations, where state discretion is afforded in for-
mula-based categorical and block grants, in order to

specify priorities; and specification of the basis of
fund allocation and recipient eligibility and the condi-
tions of performance where states have a discretion-
ary role in passing funds through to local govern-
ments.

5. The Governor’s Role in the
Federal Grant Process

In light of continuing recipient management prob-
lems associated with federal grants to the states, the
Commission recommends that — pursuant to statute
or executive order — state agencies be required to
obtain the approval of the governor or his designee
before:

a) entering into grant negotiations with federal
grant agencies,

b) applying for federal grants, or

¢) accepting any federal grants.

6. Coordinating State Aid Appropriations
and Local Budgeting

The Commission recommends that state legisla-
tures act to enable local governments to anticipate the
amounts and timing of state aids with greater cer-
tainty by:

a) providing for advance funding of such aids
where appropriate; and by

b) prescribing a uniform fiscal year for local
governments that is geared to the legislative
appropriations calendar.
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Chapter 1V

A Decade of Change in
the Federal Grant System:
Its Impact on Certain Key

Issues in Intergovernmental

This 14-volume study focused on the expe-
rience of the past decade with block grants and
categorical grants and efforts to improve the manage-
ment of the federal grant system. Consideration of
general revenue sharing was excluded inasmuch as
that program had received separate consideration by
the Commission in 1974.! In closing, it is appropriate
to step back and appraise what the changes in the
federal grant system of the past decade have meant in
terms of certain key intergovernmental issues. Specifi-
cally what has been the impact on certain aspects of
federal-state-local relations of the shift from a basi-
cally categorical system to a tripartite system and the
related efforts to improve grants management? Apart
from its relevance to the purpose of the entire study,
this kind of concluding assessment seems fitting
because just ten years ago, in a comprehensive series
of recommendations directed at achieving better fiscal
balance in the American federal system,? the ACIR
called for a tripartite system, and for reform of grants
management.

The specific broad issues addressed in this chapter
are:

«Have the changes in the federal grant system
of the past decade increased the amount of

Relations

discretion exercised by state and local govern-
ments in the use of grant funds and have they
effected a noticeable devolution of authority?

«Have these changes helped to strengthen the
capacity of state and local governments?

»Have they altered the structure of local gov-
ernment?

«Have they brought about any changes in
state-local relations?

With respect to the changes wrought by block
grants and the grants management improvement
efforts, the analysis relies mainly on a synthesis and
application of findings and conclusions presented in
the earlier volumes of the study. On the effects of
general revenue sharing, the chapter is based chiefly
on the Commission’s 1974 study and the subsequent
works of others, particularly the Brookings Institu-
tion.

This analysis is undertaken with a full recognition
of the relative newness of general revenue sharing and
two of the four block grants examined and, therefore,
with a clear appreciation of the tentative character of
conclusions on experience to date under those pro-
grams.
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DEVOLUTION

On the face of it, the issue of whether there has
been a devolution of authority to states and localities
as a result of the establishment of a tripartite grant
system seems fairly obvious, considering the portion
of federal grants now represented by general revenue
sharing and block grants and the essential nature of
these two assistance mechanisms. With respect to the
first point, the following figures tell the story:

Percentage of Federal
Grant Dollars
by Grant Type,

FY 1966 and FY 1975

FY 1966 FY 1975
Categoricals 99.5% 76.0%
Block Grants 0.5 10.0
General Revenue
Sharing 0.0 14.0

Regarding the nature of GRS and block grants, a
useful summary is the typology of federal grant forms
presented in the introduction to this study.? The
typology distinguishes among the three grant forms
on the basis of three factors: the degree of administra-
tive discretion exercised by federal grant administra-
tors; the range of limitations on grantees in choosing
activities to be covered by the federal assistance; and
type, number, detail and scope of conditions attached
to the grant program. Application of these character-
istics to the three principal types of federal grant
assistance produces a continuum, with certain cate-
gorical grants at the extreme of limited recipient
discretion and “no strings” general revenue sharing at
the other extreme of broad recipient discretion.

Putting these two sets of information together
leads to the clear conclusion that there has been a
decided devolution of authority to state and local
governments via the evolution of the tripartite federal
grant system in the past decade.

The hitch, of course, is the degree to which the
three types of grant mechanism conform to the model
set forth in the typology. Has the shift to block grants
and general revenue sharing in the past ten years
really constituted as much of an increase in state and
local discretion in the expenditure of grant funds as is
indicated by the grant characteristics identified in the
typology and the rise from 0.5% to 24% in the share of
grant dollars attributable to revenue sharing and

block grants? To answer this question requires a
closer examination of what has actually happened
along the entire grant-in-aid front. It also calls for a
look at the issue of fungibility.

General Revenue Sharing

The general revenue sharing program is completely
an entitlement program — federal administrators
have no discretion in determining who shall get
money and in what amounts. From this perspective
alone, general revenue sharing represents a substan-
tial movement — in excess of $6 billion in FY
1976 — in the direction of increased state and local
authority.

Local recipients’ discretion in spending the funds
was limited in the original 1972 legislation by the
attachment of nine specific conditions, in addition to
certain fiscal and accounting requirements for all
recipients. These conditions covered functional lim-
itations on the expenditure by local governments of
GRS funds for operating and maintenance purposes,
use of funds as the nonfederal share of federal grants,
maintenance of the level of state aid to their localities,
filing of reports on the planned and actual use of GRS
funds, compliance with recipients’ own laws and
procedures in spending of revenue sharing money,
nondiscrimination in employment, compliance with
Davis-Bacon minimum wage requirements, by con-
tractors and subcontractors, payments of not less
than prevailing wages to the jurisdiction’s own em-
ployees, and use of GRS funds within a reasonable
period of time.

Yet despite these conditions, the ACIR concluded
in its 1974 report, “state and local policymakers have
enjoyed wide discretion in the use of the dollars.”
Three reasons were cited for this wide latitude. First,
there was a lack of revenue and expenditure mainte-
nance requirements and it was virtually impossible to
distinguish revenue sharing dollars from the recipient
jurisdiction’s own dollars. Second, Congress clearly
intended to provide wide discretion in the use of
revenue sharing dollars. Third, states and localities
received various assurances, from President Nixon on
down, that in implementing the law, the administra-
tion would not dictate how the money should be
spent.’

The 1976 legislation extending the GRS statute
eased up on some of the conditions and stiffened
others.6 It eliminated the functional limitations on
local operating and maintenance expenditures and the
prohibition on use of funds for the nonfederal share



of matching grants. Requirements for reporting the
use of funds were made more specific regarding the
amounts appropriated, spent and obligated but re-
quired publication of only a planned-use report and
dispensed with the actual-use report. More detailed
publication requirements were specified to accommo-
date public convenience. Separate public hearings
were mandated on the use of the revenue sharing
funds and on a recipient jurisdiction’s entire budget.
The nondiscrimination provisions were broadened,
including adding prohibitions against discrimination
for age, handicapped status, and religion. In addition,
the legislation provided for an “independent” finan-
cial and compliance audit at least every three years for
all governments receiving $25,000 or more a year. The
Secretary of the Treasury was given authority to
waive this requirement if a recipient demonstrated it
was making “substantial progress” to establish accept-
able auditing and accounting procedures.

A further word is needed about the nondiscrimina-
tion and Davis-Bacon provisions, which are the only
so-called, “across-the-board” requirements applicable
to GRS.” The nondiscrimination provision applies to
all programs and activities of recipient governments,
but its coverage is limited to the direct use of shared
revenue. In effect if a recipient government “demon-
strates by clear and convincing evidence” that shared
revenue was used in a specific program area, the
nondiscrimination provision does not apply to other
programs or activities in that government, even
though these programs may be indirectly affected, as
in cases where shared revenue simply substitutes for
funds that otherwise would have been used for these
programs. The Davis-Bacon “prevailing wage” condi-
tions apply only to construction projects for which
more than 25% of the cost was paid out of revenue
sharing,

Apart from the presence or absence of conditions
on assistance recipients, there is another aspect of the
federal grant relationship involved in the issue of
devolution. This is the matter of eligibility and the
“reach” of the program.

Since the GRS legislation makes all general pur-
pose units eligible, and excludes only special purpose
units, including school districts, it has brought into
contact with federal grant programs many units of
local government that had never had that experience
previously.8 As the Brookings Institution stated:

Though firm evidence is not readily avail-
able, it seems likely that only a minor
fraction of all the local jurisdictions that

now receive shared revenue had ever be-
fore received grant funds directly from the
federal government.®

Thus while many cities and some counties and
other jurisdictions which had been familiar with the
categorical grant system from past exposure felt that
the general revenue sharing program was relatively
free of federal conditions, jurisdictions having their
first experience with the federal government in the aid
relationship found themselves now subject to federal
conditions, however minimal relatively, which they
had never previously experienced. The way in which
some of the conditions were applied, moreover, meant
that the federal government was intruding not only
into their decisions and practices in regard to general
revenue sharing funds but all moneys received and
spent by those jurisdictions. Thus hearings must be
held on the relationship of the proposed use of
revenue sharing funds to the recipient jurisdiction’s
entire budget. The original legislation also gave the
Secretary of the Treasury broad power to prescribe
necessary accounting and auditing procedures to
assure compliance with the law, and empowered the
Comptroller General to conduct necessary reviews.
The Secretary’s power was considerably reduced in
the 1976 extension but the Comptroller General’s was
untouched.

Thus the general revenue sharing program is
bringing the federal presence to the local level much
more extensively than had been the case with categor-
ical grants in the past. Where it applies federal
requirements to the gamut of local expenditures,
moreover, it probably extends the federal presence far
beyond the expectations of those who originally
supported the general revenue sharing legislation as a
move toward devolution and as a lightening of the
federal hand.

BROOKINGS STUDY

The Brookings monitoring study addressed the
issue of devolution indirectly. The study looked at the
degree to which the revenue sharing program ap-
peared to increase public interest and participation in
decisionmaking. Where a positive result was found it
was taken to reflect a strengthening of the recipient
governments and hence a flow of influence to them
relative to the grantor federal government.

Examination of the decisionmaking process was
centered on the budget process. Major concern was
over the degree to which the budget process for
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handling general revenue sharing funds was set up
separately from the established procedure for hand-
ling other state and local funds.

Brookings made preliminary findings on this issue
in its first monitoring report.!% It found that one-third
of the jurisdictions in its survey sample showed some
degree of separate handling of the revenue sharing
funds, which seemed to involve increased public and
interest group participation. Another nine jurisdic-
tions indicated no separate treatment of the GRS
funds but did display a changed behavior in local
groups’ participation in the budget process. The
authors emphasized the importance of local condi-
tions as important factors explaining differences
among the budget processes of the several jurisdic-
tions. However, they did feel that there was some
evidence of change in the degree of local interest and
participation in the budget process affected by GRS.

In its second monitoring report,!! Brookings found
that for about one-fifth of the sampled jurisdictions,
revenue sharing was associated with either a shift in
political influence among the generalists (especially
local legislative bodies) or with a relatively competi-
tive decisionmaking process in allocating these funds.
Elsewhere a less pronounced impact was found but
the study felt that the overall effect was not politically
neutral. Their conclusion was that there was no
dramatic change in the politics of state and local
governments as a consequence of receiving GRS
moneys, but there was some shifting in broadening
the political influence and strengthening of the gener-
alist officials. The second monitoring review con-
cluded that the long-run effect was hard to predict at
that point.

Block Grants

The ACIR’s examination of the four block grant
programs concluded that, while they had a mixed
impact on the sharing of authority between the federal
government and state and local governments, on the
whole, they served to broaden the scope of the
activities aided and to decentralize decisionmaking. 2
To understand the range of differences implied by the
word “mixed,” it is necessary to look at the individual
block grants.

PARTNERSHIP FOR HEALTH

Under the Partnership for Health (PHA) grant,
expansion of the functional scope covered by the

grant was partly illusory. The functions performed
under the grant were largely those that had been
performed previously by state health departments
under the covered-in categorical grant programs. In
addition, following establishment of the program,
Congress specified particular health problems to be
addressed by the block grant, and enacted numerous
new categorical programs that could have been cov-
ered under PHA.

The failure to expand the program’s functional
coverage was due in large part to the fact that,
contrary to original expectations, Congress did not
gradually increase the amount of appropriations for
this block grant. The relative tightfistedness of federal
funding also served to circumscribe the degree of
discretion exercised by state health departments in
identifying needs and developing public health pro-
grams to deal with them. Hence while discretion was
increased under PHA, as a practical matter it was
used as a filler of small gaps not covered by larger
federally aided and state-supported specialized servic-
ing efforts.

The intrusiveness of the federal government in
imposing performance and procedural conditions
declined over the life of the PHA. The early years of
uncertainty over balancing national and state con-
cerns witnessed a number of controversies over state
program content, reflecting federal officials’ habitua-
tion to the categorical mode of operations and their
concern about accountability to Congress. As time
passed, HEW assumed a more hands-off approach,
responding to the low-level funding of the program,
Congress’s growing tendency to enact separate new
health categoricals, and the administration’s emphasis
on administrative simplification and recipient discre-
tion.

SAFE STREETS

In some respects, the Safe Streets Act was more
effective than the health block grant in decentralizing
authority. In the first place, the program covered a
broad scope of law enforcement activities. Second,
substantial discretion was given to the states in identi-
fying problems and designing programs to deal with
them. The states were called on to prepare statewide
plans, review and approve applications from state
agencies, regional planning units, and local govern-
ments, coordinate implementation efforts, and moni-
tor and evaluate recipient performance. State plan-
ning agencies (SPAs) were created to do these things.

Yet limits were placed on states’ discretion. A



certain amount of funds had to be set aside for
corrections expenditures and the level of expenditures
had to be maintained for juvenile justice purposes.
Judicial planning committees were required to pre-
pare plans and set priorities for court improvement.
In addition, variable matching was mandated for
different functions, limits were placed on the amount
of funding to be allocated to personal service ex-
penses, and an annual comprehensive plan was re-
quired for federal review and approval. These restric-
tions apply specifically to the state government, which
was the key unit in the administration of the program.
In passing funds to local jurisdictions, moreover,
four-fifths of the state governments narrowed the
scope of localities’ use of the pass-through funds.

Just how serious these limits on recipient discretion
were is difficult to measure. Some local officials,
receiving Safe Streets money through the double filter
of the federal and state governments, saw little differ-
ence between the block grant and categorical grants in
the limits on local discretion. On the other hand, SPA
directors felt that they had a “great” amount of
discretion, despite the various federally imposed lim-
itations.

Performance and procedural requirements im-
posed by LEAA administrators constituted additional
limitations on recipients’ freedom of action. Such
conditions applied to the timing of application ap-
proval, limited the areas to be covered by Part C
action funds, and specified requirements for develop-
ment of the annual criminal justice plan. Administra-
tive guidelines, especially in the financial reporting
area, were criticized as restrictive, repetitive and
overly detailed. Finally, federal administrators’ cate-
gorization of Part C grants further limited recipient
discretion. .

In short, the crime control block grant does not
necessarily minimize federal strings.

CETA

General application of the term “hybrid” to the
CETA block grant reflects in part a mixed record in
meeting the block grant criterion of providing broad
discretion to state and local jurisdictions. In the first
place, the block grant appropriation represented only
one-third of the total appropriations for the CETA
act, and only one-fifth of the total of federal financial
assistance for employment and training. In addition,
it was surrounded by a cluster of 47 categorical grants
in the manpower area administered by ten separate
departments and agencies.

The CETA program fell somewhere between GRS
and categorical grants with respect to recipient discre-
tion in identifying and prioritizing needs and allocat-
ing resources. Prime sponsors were given latitude in
determining the mix and beneficiaries for a variety of
purposes, so long as they directed adequate attention
to specified target groups. In the first year, many
sponsors did not fully use their discretion, but rather
relied on previously existing categorical programs in
deciding on target groups to be served as service
providers. Yet some changes were made, particularly
as national economic and local unemployment condi-
tions became more acute. These changes then some-
times induced federal administrators to try to restrain
prime sponsors’ use of discretion; as, for example,
when the sponsors turned away from contracting with
the state employment service for services traditionally
provided by those agencies.

With respect to establishing program conditions,
CETA presents a mixed picture. In its first year, the
Employment and Training Administration (ETA) was
far from intrusive, giving the impression to some ob-
servers that it was leaning over backward in favor of
local autonomy. Responding to criticism on this
score, there was indication that in the second year,
ETA was moving more toward a categorical mode of
federal oversight and technical assistance.

COMMUNITY DEVELOPMENT

Like CETA, the Community Development Block
Grant does not cover a substantial portion of federal
outlays for its broad legislative purpose. Recipient
jurisdictions may pursue any of 13 eligible activities

. covered by the block grant. Yet two major HUD

programs were not folded in — the Section 312
Rehabilitation Loan program and the Section 701
Comprehensive Planning and Management Assis-
tance program. Also, although a linkage between
housing and community development was established
by requiring applicants to submit a housing assistance
plan in order to qualify for community development
funds, direct block grant expenditures for housing
subsidies were abandoned and housing assistance was
covered in other titles of the act. Finally, the block
grant did not cover several other federal community
development related programs that were not under
HUD or authorized by the Congressional committees
that produced the grant merger.

Recipients are, in general, given a high degree of
flexibility in decisionmaking, but there are certain
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limitations on the types of activities eligible for aid.
Thus public service projects are limited to those that
meet a five-part test in the act. Public facilities may be
funded only when they serve neighborhoods, except
that, by HUD regulation, sewage treatment facilities
are eligible in areas where other community develop-
ment related activities are not underway.

In its first year of operations, HUD, like ETA,
took a general hands-off attitude in monitoring
performance and procedural requirements such as
those that apply to application and planning pro-
cesses. It received some criticism for this posture and
responded with regulations and guidelines delineating
minimum federal requirements in certain areas. It was
still too early to discern the effect of these actions on
the block grant.

* * *

To sum up the extent of devolution of decision-
making under the four block grants, as measured by
the degree of latitude provided for determining the
scope of activities, by the discretion allowed in setting
goals and program priorities, and by the measure of
freedom from performance and procedural condi-
tions imposed by the federal government — while all
devolved to some extent, all fell short (in varying
degrees) of what might be considered the norm for
this feature of the prototype block grant. All these
programs are hybrids to a varying degree, sur-
rounded by a number of related categorical aids or
subdivided by new categories of assistance or ear-
marked funds within the framework of the block
grant itself. Further they have been subjected to
administrative categorization as the programs have
matured. Yet the shortfall of devolution through the
block grant, varying as it does among the four
programs, seems like an essential characteristic of a
grant form that is designed to strike a balance be-
tween the achievement of national objectives and the
meeting of recipient needs.

Middle Range Reform Efforts

In the discussion of the Partnership for Health
block grant, the administration’s emphasis on admin-
istrative simplification was cited as one of the rea-
sons that HEW assumed more of a hands-off attitude
toward monitoring implemention of that program.
Administrative simplification was one of the key ob-
jectives of the entire gamut of middle range reform
efforts of the past decade, aimed at improving grants
management short of grant consolidation. The way in

which that effort relates to the devolution of decision-
making deserves further elaboration.

Among the middle range reform measures, two
types of actions tended to enhance the decisionmak-
ing discretion of grant recipients. The first are those
measures which ténd to impose restraints on the
actions of federal grant administrators in their rela-
tions with grantees. Such restraints, in a sense, draw
lines beyond which the grantor agencies may not
venture in imposing conditions, either procedural or
performance, upon their grantee associates. Included
in this class are the various management circulars and
other administrative mechanisms directed toward
simplifying and standardizing grant administration
procedures. The effectiveness of these measures as
constraints, of course, depends upon the care with
which they are observed by federal agencies upon
whom they are imposed, and as was pointed out in
another volume in this series, observation of these
management requirements has not been uniformly
adequate.!?

The other type of middle range reform measure
tending to devolve power to state and local govern-
ments are those which “free up” the recipients in
exercising their authority over the spending of grant
funds. Among these were the integrated grants admin-
istration demonstration and its successor, the Joint
Funding Act. Their central objective was, and is, to
simplify the process by which state and local grantees
can identify, apply for, and administer funds from
several federal assistance programs to carry out a
single project. Other administrative reform efforts
with freeing up spillovers were the Chief Executives
Review and Comment (CERC) and Annual Arrange-
ments initiatives, which laid the groundwork for the
Community Development Block Grant. The former
gave chief executives in selected cities the right to
review and comment on all grant applications affect-
ing their jurisdictions. The latter was a negotiated
agreement between HUD and a local community to
bring about better coordination of the department’s
separate categorical grant programs. It was geared to
simplify federal procedures and expand the authority
of local elected officials.

Like the measures that impose constraints upon
federal administrators, this latter group has had only
limited success. However the jury is still out, for the
Joint Funding Simplification Act is still in process of
development, and the Community Development
Block Grant is in the early stages of “proving out” the
concepts of CERC and Annual Arrangements.

With some justification one might also add to the



freeing up group the entire series of efforts to im-
prove intergovernmental communications and con-
sultation. These included the Regional Management
Information System (RMIS), the Grant Tracking
Information Subsystem (REGIS), Treasury Circular
1082 requiring federal grantor agencies to inform
states of grant awards made within their jurisdictions,
the Catalog of Federal Domestic Assistance (an in-
dispensable source of information despite continu-
ing complaints about inadequacies and imperfec-
tions), the Federal Outlays report providing informa-
tion on past expenditures, and the OMB Circular
A-85 procedure for consultation with elected chief
executives of state and local general purpose govern-
ments in advance of the issuance of new regulations.
To the extent that this range of procedural reforms
made it easier for state and local officials to adminis-
ter federal grant programs, their time and energies
were released for strengthening their internal policy
and resource management.

Countercyclical Aid

Nothing in the recent past has affected the federal
grant system as much in dollar terms as the counter-
cyclical programs of 1976 and 1977. Initiated with
Titles I and II of the Public Works Employment Act
of 1976, this economic stimulus package allocated
almost $13.9 billion to states and localities from
November 1976 through November 1977. The $13.9
billion amounted to almost 7% of state and local
- governments’ own-source revenue of $200.6 billion in
1975-76.

For FY 1978, the administration requested coun-
tercyclical assistance of almost $10 billion, or 12.1%
of estimated federal outlays to state and local govern-
ments. This total was distributed as indicated in the
next column.

With the stimulation of economic recovery
through the creation of additional jobs as the overall
objective, these funds were intended to be quickly
injected into the economy. Three paths were chosen:
public works projects (the local public works of the
Public Works Employment Act), maintenance of
basic state and local public services (antirecession
provisions), and public service employment (CETA
Titles 11 and VI). Fund distribution in each case is
geared to rates of unemployment in the areas aided.
Recipients are given the broadest spending discretion
though the antirecession program, which was essen-
tially an extension of GRS. Payments are to be used
for the “maintenance of basic services.” The local

Countercyclical 1978 Revised
Program Budget
(in millions)
Public Works
Employment Act of
1976 amended
Title I—Local Public $2,789
Works
Title ll—
Antirecession
Fiscal Assistance 1,550

CETA Act of 1973
amended

Title l—Employment

and Training

Assistance 672
Title VI—Temporary

Employment

Assistance 4,872

public works program provides for 100% federal
project grants, with few limits on the Secretary of
Commerce’s discretion apart from consideration of
certain factors reflecting unemployment levels. Recip-
ients have wide latitude in choice of projects on which
to use the money — “construction, renovation, re-
pair, or other improvement of local public works
projects.” The CETA Titles II and VI programs offer
prime sponsor recipients less discretion than they
have under the CETA Title 1 block grant program
inasmuch as the grants are limited to use for provid-
ing transitional employment and related training in
jobs involving needed public services. Yet the choice
of possibilities within the public service jobs category
is itself broad, so that these programs can be regarded
as extending considerable discretion to recipient juris-
dictions. Overall, therefore, the package of four
countercyclical programs represents a substantial
devolution of spending authority to state and particu-
larly local governments.

Intrusiveness: Generally Applicable
National Policy Requirements

The earlier section on general revenue sharing
indicated that recipients of GRS funds are subject to
civil rights and Davis-Bacon requirements. These are
only two of some 31 requirements, enacted by the
Congress to carry out national policy objectives,
which apply more or less across the board to all grant
programs. In addition to nondiscrimination and labor
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and procurement standards, they impose conditions
under environmental protection, planning and project
coordination, relocation and real property acquisi-
tion, public employee standards, and access to
government information and decision processes.
These requirements came into being largely in the
1960s and 1970s and the number applicable to grant
programs continues to grow year by year. Current
indications are that grant programs may become
subject to additional guidelines in conserving energy,
curbing inflation, and reducing unemployment.!4

The consequence of this Congressional approach
to achievement of national policy objectives is an
encroachment on state and local discretion of a much
wider and deeper magnitude than is indicated by
looking only at the conditions that apply to individual
grants. Any conclusion that the entire grant system
has moved in the direction of providing greater
discretion to state and local recipients as a conse-
quence of the enactment during the past ten years of
block grants and general revenue sharing, therefore,
must be carefully weighed against the counter effect of
the 31-odd, so-called, across-the-board, national pol-
icy objectives as conditions of receipt of federal
financial assistance and the fact that general revenue
sharing . . .

establishes a direct and continuing fiscal
relationship between the national govern-
ment and all 38,000 units of local govern-
ment, 90% of whom (the units under
10,000 people) have had little or nothing
to do with the federal government in the
past.!’

The Issue of Fungibility

A frequently cited explanation for Congress’s
heavy reliance on categorical grants is that they are
effective instruments for Congress to influence state
and local recipients to do certain things, involving
expenditure of money. In other words, a leading
objective of the grants is to stimulate state and local
recipients to spend more money on specific activities
identified in the categorical grant.

An analysis of legislative intent conducted by
ACIR staff tends to confirm this reading of Congres-
sional motivations. For its study of categorical grants,
the Commission staff perused the law and legislative
history behind formula-based or project grants. Exer-
cising considerable subjective judgment in examining
the record, the staff estimated that about 509% of the

146 formula-based grants and about 63% of the 296
project grants were in whole or part intended to be
stimulative at the time they were enacted by Congress.
In other words, 259 or 599% of the total of 442
categorical grants in 1975 had at least a partially
stimulative purpose when passed by Congress.!6

LOCAL OFFICIALS’ VIEWS

Local officials surveyed by ACIR showed that
there was little doubt in their minds about the effect of
categorical grants. Two-thirds of the city officials and
four-fifths of the county respondents believed that
they would allocate federal grant funds differently if
they had a chance. More than three-fourths of both
groups thought that the reallocation would be moder-
ate or substantial. Clearly, as seen by these officials,
federal categorical grants tend to skew local decision-
making, both in the use of the federal funds and in the
local match.!” The skewing effect represents the stim-
ulus of the federal categorical grants.

In response to parallel questions regarding block
grants, local officials seemed to feel that categoricals
tend to skew local priorities more than the two block
grants examined (Safe Streets and Partnership for
Health).!8 This supports the theory that block grants
allow recipients greater discretion in the use of funds.

Considering then, Congressional intent, the per-
ceptions of local officials, and the nature of block
grants, one might expect that any shift in the compo-
sition of the total grant structure away from categori-
cal grants and toward block grants and general
revenue sharing would alter the fiscal impact of that
system. There would be less federal influence in
determining recipient priorities — in other words,
more devolution of decisionmaking. Is this what has
actually happened? The issue gets down to a question
of whether the system has become more or less stimu-
lative or substitutional.

ACIR-SYRACUSE ANALYSIS

An ACIR-Syracuse University study examined the
issue of stimulation vs. substitution in an analysis of
the effect of federal grants on state and local expendi-
tures, employment levels, and wage rates.!® This study
looked at state-local expenditures in the aggregate,
rather than individual grant programs or functional
sections of the total grant package. It concluded that
all federal grants tend to call for additional state-
local own-source expenditures, but that this result is



greater for some types of grants than for others. Both
project and formula grants were found to generally
stimulate state-local expenditures. The overall degree
of stimulation was somewhat higher for project grants
than for formula grants, suggesting that project grants
tend to be more in line with state-local expenditure
preferences and reflect a greater degree of voluntarism
than formula grants.

The study divided federal grants into high, low,
and no state-local matching, with a high state-local
match defined as 50% or more. As might be expected,
the greatest degree of expenditure stimulus was asso-
ciated with high matching grants.

In sum, the ACIR-Syracuse study found that the
federal aid system in aggregate stimulated new expen-
ditures among state and local recipients; that the
stimulation was greater through project grants than
formula grants; and that it was highest in the high-
match grants. The fact that the study was focused on
grant aggregates left unanswered the issue of whether
specific grants or grants in specific functional areas
have a stimulative or substitutive effect.

THE FUNGIBILITY OF SPECIFIC GRANTS

In its analysis of cost sharing arrangements in
another volume of this series, the ACIR drew conclu-
sions from a study of the literature on grants stimula-
tion or substitution and its own analysis of the issue.20
The analysis concluded that a number of factors may
influence whether a particular grant program is stim-
ulative or substitutive. The principal factor is the
recipient’s taste for the aided activity in preference to
other competing uses of funds. Other factors are the
size and servicing range of the recipient government,
the number and variety of grant programs in which it
participates, the timing and size of the grant relative
to the ongoing recipient spending for the aided activ-
ity, the type of grant, and the grant’s fiscal require-
ments. Taste and a recipient’s fiscal and servicing
condition provide the motivation for using federal
funds to substitute for nonfederal funds. What makes
fungibility practical is the size of the grant, the
number of grant programs, and presence or absence
of local political pressure.

The Brookings Institution study of general revenue
sharing for the one-year period ending June 30,
1974 — a period during which expenditures for oper-
ating and maintenance purposes by local govern-
ments were restricted to certain “priority expenditure
categories” — endeavored to identify the extent to
which recipients used the revenue sharing funds as

their actual-use reports indicated. For that period, the
study found that local jurisdictions’ officially reported
expenditures of shared revenue for law enforcement
were four times greater than new spending for such
purposes actually identified by the Brookings field
research. The report concluded:

The differences revealed by this special
study of the programmatic impact of
revenue sharing clearly indicate that rev-
enue sharing funds have not gone for new
public safety and law enforcement pro-
grams in anything like the amounts sug-
gested by the ORS (Office of Revenue
Sharing) actual-use data. This is not to say
that the Treasury data are wrong, only
that public safety and law enforcement are
areas in which official designations for
general revenue sharing uses reflect espe-
cially high substitution effects as opposed
to the new spending effects.2!

The Brookings authors argue that in attempting to
differentiate among different federal grants as to their
effect on recipient governments’ expenditure deci-
sions, the fungible or substitutive nature of these
funds must be carefully considered. They assert that
all forms of federal aid to state and localities are
fungible, no matter how ingenious the conditions
placed on the use of grant moneys. Thus, they con-
tend, fungibility is an issue not only in noncategorical
grants, such as revenue sharing, but also in categorical
grants, where the allocational impact is “ultimately
determined by the preferences that recipient govern-
ments have for the particular public goods and ser-
vices at which such grants are aimed; for these types
of grants, fungibility is also a very real issue.”22

The Brookings study derived several general points
about substitution vs. new spending effects that arise
from many studies made of the issue of fungibility:

l. The older the grant, the greater will be its
substitution or displacement effects.

2. Project grants can be expected to have
greater new spending effects than formula
grants.

3. The higher the matching ratio, the greater
will be the ratio of substitution to new spend-
ing effects.

4. Grants made to special purpose jurisdictions
(such as school districts and housing and
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urban renewal districts) will have greater new
spending effects than grants made to general
purpose units of state and local govern-
ments. .

5. Overall, the broader the permissible uses and
the fewer restrictions on the federal grants,
the greater will be the substitution effects.??

Part of the reason for Congress’s decision to
authorize general revenue sharing and block grants is
the desire to permit greater state and local discretion
in the expenditure of assistance funds. This contrasts
with their reason for choosing the categorical instru-
ment, namely, their desire to specify the use and the
conditions under which those funds may be spent. Yet
research studies to date, admittedly inconclusive,
suggest that, while categorical grants as a type are less
fungible than block grants and GRS, in certain
circumstances they are likely to be highly fungible.
These include situations where the recipient receives a
multitude of intergovernmental fiscal transfers, has a
number of independent revenue sources, and provides
an expanding or broad range of public services. If this
analysis is correct, to the extent that such circumstan-
ces become more common among grant recipients,
the recipients are exercising a greater degree of discre-
tion in the use of categorical grant funds. To that
extent, moreover, the shift from categorical grants to
block grants and general revenue sharing becomes less
significant as a factor in increasing recipient discre-
tion in the spending of federal funds. Of more signifi-
cance is the growing size of the aid flows, the increas-
ing number of programs, and the rate of recipient
participation. All this is not to say that GRS and
block grants have not enhanced recipient fiscal discre-
tion. They have, but so has the continued and ex-
panded reliance on categoricals, especially in combi-
nation with the newer forms of funds transfer.

The question raised about fungibility also casts
doubt about the long-standing allegations by state
and local officials, fortified by the survey findings
cited earlier, that federal grants have a heavy skew-
ing effect, at least at this point, on local budget
priorities.

Summary

By definition almost, the shift to the tripartite
grant system has seemed to effect a notable devolu-
tion of decisionmaking to the state and local levels of
government. This change has been abetted by two

trends in the middle range efforts to reform grants
management — the imposition of limits on federal
grant administrators’ freedom to impose conditions
on grantees, and the freeing up of local recipients in
their administration of grants. In the past two years,
moreover, the infusion of some $14 billion in counter-
cyclical aid has tended to tilt the grant system further
in the direction of increased recipient discretion.

While in theory GRS and block grants are biased
toward the devolution of authority to state and local
recipients, in practice their influence has not been
entirely this way. GRS imposes some conditions upon
recipients, notably in regard to budgeting, reporting
and auditing. Most significantly, for the first time it
brings the federal aid presence to a multitude of
smaller jurisdictions that previously were not exposed
to that presence.

The four block grants examined are hybrids in
varying degree, in the sense that they depart from the
model block grant. They are surrounded by categori-
cals, constitute only a part of the total federal funds
applied to their functional areas, and are subject to
varying numbers and complexity of procedural and
performance requirements.

All grants are subject in some degree to special
requirements established by Congress for the attain-
ment of certain national objectives. This includes
GRS, which is subject to nondiscrimination and Da-
vis-Bacon wage rate conditions. The nondiscrimina-
tion requirements, in fact, are more demanding under
GRS than under other programs. All the across-the-
board requirements represent a substantive and grow-
ing means of increasing federal intrusiveness into the
conduct of state and local government, heightened in
the case of GRS by its near universal coverage of all
general purpose units.

The issue of the degree to which the switch from
categorical grants to GRS and block grants has
liberated decisionmaking at the recipient level de-
pends to some extent on the degree to which categori-
cal grants are fungible. Evidence, while not conclu-
sive, is sufficient to suggest that fungibility, although
most pronounced in GRS and block grants, exists
among all types of grants, including categoricals, and
is dependent upon factors other than the type of
grant — particularly the number of separate grants
and the total cash flow. Hence the switch from a
monolithic categorical grant system to one in which
categoricals make up only 75% of the grant dollars
means that there has been some increase in the
decisionmaking flexibility of grant recipients. While
much of it is due to the introduction of block grants



and GRS, much is also attributable to the expansion
in the number and dollar magnitude of categorical ~
grants.

CAPACITY BUILDING

Closely related to the decentralization of power
through the grant system is the effect of grants-in-aid
on the capacity and performance of recipient jurisdic-
tions. Their ability to perform is crucial to their
continued viability as partners in the federal system as
well as to their effectiveness in executing the national
objectives of the federal government. Hence it is a
matter of intergovernmental concern whether the
changes in the federal grant system of the past decade
have had any serious effect on the management
capacity and performance of recipients, and if so,
what that effect is.

Management has been said to consist of three
different elements: policy management, resource man-
agement, and program management.?* Policy man-
agement includes the identification of needs, analysis
of options, selection of programs, and allocation of
resources on a jurisdictionwide basis. Resource man-
agement consists of the establishment of basic ad-
ministrative support systems, such as budgeting,
financial management, procurement and supply, and
personnel administration. Program management in-
cludes the implementation of policy or daily opera-
tion of agencies carrying out policy along functional
lines.

Policy and resource management are basically the
responsibilities of elected officials and generalist ad-
ministrators. Program management falls to profes-
sional and other functional specialists.

It is generally acknowledged that states and their
localities are weaker in policy and resource manage-
ment than in program management.2s Some of the
responsibility for this situation is ascribed to the
federal categorical grant system, which has long been
criticized for strengthening the functional specialists
at the expense of generalists.26 In fact, a strong
argument advanced by the advocates of the “New
Federalism™ and the supporters of general revenue
sharing and block grants was that these forms of as-
sistance would help shift the balance more in the
direction of the generalists.?’

To what extent has the recent alteration in the
makeup of the federal grant system affected recipient
capacity? More specifically what features of this new
system have strengthened generalists as against func-

tional specialists, and helped them in their essential
responsibilities of integrating their jurisdictions’ ef-
forts to meet community needs effectively and effi-
ciently? Preeminent among the generalists, of course,
are the top elected officials.

Again, as in the discussion of the issue of decentral-
ization, the answer seems pre-ordained by the nature
of the new elements in the federal grant struc-
ture — GRS and block grants — and their prefer-
ence, as just stated, for the interests of elected officials
and other generalist administrators. The purpose of
the analysis, however, is to attempt to appraise the
extent to which practice:so far has conformed to
intent and theory and to note whether there have been
any offsetting or supporting influences from the
categorical sector.

General Revenue Sharing

One respected scholar of federalism observed in
1975 that

General revenue sharing can be viewed
as a dollar representation of an alliance
among generalists, especially executives,
at all levels to counteract the accumulated
influence of the program professions. . . .
General revenue sharing was, in large
measure, “caused” by the executive-
generalists coalition . . . . Both logic and
fragmentary evidence suggest that it (re-
venue sharing in its initial five-year form)
has enhanced the role of executives in
determining priorities and influencing pol-
icy. There is some doubt as to whether the
same can be said for legislatures such as
state representatives, county commission-
ers, and city councilmen.?8

The field research of the Brookings study sup-
ported these conclusions with respect to executives, if
not local legislators. On the basis of the first two
periods of its monitoring of GRS — from December
1972 through June 1974 — the study found that
about one-fifth of the local governments in its sample
gave evidence that revenue sharing had been asso-
ciated with either a shift in political influence among
generalist officials (particularly an increase in the role
of local legislatures) or with a relatively competitive
decisionmaking process in allocating these funds.
Brookings concluded that while its research did not
bear out the expections of some that GRS would
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bring a dramatic change in the politics of state and
local government,

the evidence from our field associates does
not support those who expected no politi-
cal effect, that state and local decisions
about revenue sharing would merely be
business as usual. There has been some
shifting and broadening of political influ-
ence, as well as a strengthening in the
traditional roles of generalist officials.?®

The Brookings study found few significant changes
in the budgetary processes of recipient jurisdictions as
a consequence of such legal requirements of the GRS
law as the submission and publication of annual
planned and actual-use reports, and the establishment
of a trust fund for the shared revenue. For the first
round of the field research, effects were reported for
only four of the 65 jurisdictions. The two in which the
effects were significant were small jurisdictions in
which the revenue sharing requirements stimulated
development of more systematic financial systems and
procedures. In the second period of field research,
covering July 1973, to June 1974, six jurisdictions
were identified as having made changes in their
financial systems and procedures as a result of rev-
enue sharing requirements.3?

A number of the GRS research projects sponsored
by the National Science Foundation looked into
various aspects of the program’s impact on the capac-
ity of recipient jurisdictions. One survey of some 2,000
state and local officials with responsibility for admin-
istering the GRS program reported that while a
substantial minority of respondents felt that priority
setting had not been made less difficult by GRS, a
clear majority of both mayors and fiscal officers
reported that planning for future expenditures had
been simplified. “Instead of causing planning difficul-
ties, respondents generally perceive GRS as a helpful
contribution.”3!

Another of the National Science Foundation’s
Research Applied to National Needs (NSF/RANN)
project studied planning and participation in ten large
cities. It found that majorities of the general public,
community leaders, and municipal officials felt that
GRS had increased cities’ capacity to deal with local
problems more effectively. This seems to be prin-
cipally linked to the availability of more money, as
indicated by the fact that the most enthusiastic re-
sponses came from heads of departments that re-
ceived funds.32

A third NSF/RANN project examined the effects

of GRS on 97 southern California cities. It reported
that 949 of the city officials responding stated that no
changes in the formal budget process had been
brought about by the advent of the GRS program.3?

Another NSF/RANN sponsored study surveyed
state administrators regarding the effect of general
revenue sharing in the 50 states, where the impact was
clearly more modest than at the local level. One
section was centered on the state budgetary process,
paralleling generally the territory covered by the
Brookings study. With a caution about the limited
character of the survey, the surveyors reported that
state administrators believed that the Governor was
clearly the dominant actor in decisions on GRS, with
over 609% of those responding ranking him as the most
influential.34

One of the NSF/RANN reports indicated that
GRS requirements might be dysfunctional in regard
to citizen participation and policy planning, because
they bar funds from being used for general adminis-
trative expenses, such as policy planning and citizen
participation, and restrict cities from spending funds
in innovative areas where they might be counted as
matching funds for federal grants.35 These restrictions
were removed by the 1976 amendments. However, the
act has been faulted for not giving a positive boost to
the planning function, considered an essential element
in priority setting and interprogram and intergovern-
mental coordination. Thus one observer in early 1975
criticized the absence of a requirement in the legisla-
tion that expenditures be based on, or consistent with,
local or areawide comprehensive plans.3¢ This criti-
cism, however, must be considered in light of the fact
that not all of the local jurisdictions that are eligible
for GRS are really general governments, i.e., units
performing a range of services for their constituents.
Limited servicing units after all have no need for a
comprehensive planning function.

Block Grants

As with devolution, the impact of the four block
grant programs on the capacity and performance of
recipient jurisdictions has been mixed. On the whole,
these programs:

1) served to improve coordination and com-
munication among functionally related agen-
cies and the meshing of federal with state and
local activities, and

2) strengthened state and local capacity
through program requirements as to plan-



ning, personnel, training, and (in two cases)
designation of the responsible state agency.

The ACIR studies of the four block grants identi-
fied as one of the basic characteristics of this device
that “eligibility provisions are statutorily specified
and favor general purpose governmental units as
recipients and elected officials and administrative
generalists as decisionmakers.” Yet these generaliza-
tions again conceal a range of performance among the
individual block grants.

PARTNERSHIP FOR HEALTH

The limited scope of the Partnership for Health
grant and the fact that the folded-in categorical
programs already were usually administered by a
single state agency meant that it offered little in the
way of improved coordination. Neither was the pro-
gram a very powerful instrument for upgrading state
administration through federal prescription of ad-
ministrative requirements. By 1970 HEW no longer
required the submission of detailed state and compre-
hensive health service plans. This reflected the view
that, because of the stabilized, low level of funding,
states were able only to continue previously funded
health programs at the earlier level, so there was no
expectation that they would change their plans and
operations much from year to year. It was also a
response to the increased emphasis on administrative
simplification launched in the late 1960s.

The program did, however, meet the test of prefer-
ring elected officials and administrative generalists.
Governors were clearly designated in the act as the
prime eligible recipients. In addition, various other
statutory provisions that might have undercut the
Governors’ dominant role were written or applied in
such a way as to bolster their position.3!

SAFE STREETS

The Safe Streets block grant had a somewhat
greater impact on recipient capability than the health
grant, although the effect was also uneven. In the first
place, the program covered a broad scope of law
enforcement functions, providing a setting favorable
to the integration of previously dispersed activities.
This was complemented by the substantial discretion
given to the states to establish an implementing
organization and procedures. On the other hand,

limits were placed on state flexibility in defining
program scope and conducting implementation.
These included mandated minimum set-asides or
expenditures for corrections and juvenile justice and
delinquency and ceilings on the amount of funding to
be allocated to personal service expenses. Further
LEAA administrators attached limitations on state
discretion through restrictive and detailed guidelines.

The Safe Streets Act calls for creation of supervi-
sory boards at the state and, where used, regional
levels consisting of representatives of various govern-
mental, functional and public interests. In 1973
amendments, Congress sought to affirm its position in
favor of generalists by requiring that a majority of the
members of the regional planning boards be local
elected officials. Due to state-to-state variations in the
definitions of “a local elected official,” however,
officials commonly considered as functional special-
ists are sometimes named to these boards. Thus the
boards do not always represent the generalists’ point
of view.

Nominally the act placed a good deal of responsi-
bility on the state Governor. He was designated to
establish the state planning agency (SPA) and name
its members, and he could designate the regional
planning units. In practice, however, Governors have
not assumed a lead role under the Safe Streets
program, due mainly to the pressures of other respon-
sibilities. One effect was to restrict the scope of the
authority of the state planning agency to activities
authorized and funded under the Safe Streets Act,
contrary to the expectation of some that the SPA
should extend its influence over the entire criminal
justice system within a state, whether or not it was
covered under Safe Streets Act funding.

Another consequence has been limited state legisla-
tive involvement, resulting in part from the relative
low funding level of the program. Where legislatures
have tried to assert a more aggressive role, they often
have been resisted by the Governor and by LEAA.
Consequently the 1976 amendments to the act pro-
vided for an “advisory” review of SPA comprehensive
and criminal justice improvement plans by the legisla-
ture prior to their submission to LEAA.

ACIR concluded that generalist participation is
not easy to achieve, even though the LEAA program
is a block grant program. Generalists’ interest and
involvement appears to depend largely on the
amount of federal funds available, whether the of-
ficials are part or full time, and the degree of statu-
tory clarity as to participants, their roles, and their
authority.
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CETA

The limitations on the functional scope of the
CETA block grant constituted a formidable impedi-
ment on recipients’ capacity to effectively coordinate
manpower services. In FY 1976, the block grant
appropriation represented only three-tenths of total
appropriations for CETA, and only one-sixth of the
total of federal financial assistance for employment
and training. In addition a cluster of 59 categorical
grants in the manpower area surrounded it.

CETA had other obstacles to its success as a
coordinating device. Local prime sponsors found it
difficult to coordinate with parallel programs funded
by HEW, and in some instances were reluctant to
work with state employment agencies. The state
manpower services councils were designed to provide
statewide coordination of various manpower pro-
grams but did little in the first year.

CETA gives preference to elected officials as op-
posed to functional specialists. Yet in many places the
CETA administrator and staff dominate decision-
making. Hence the block grant does provide general-
ists with an opportunity to exert considerable influ-
ence, but the major extent and effect of their
involvement are conditioned by a number of factors,
such as local unemployment rates, CETA funding
levels, and whether the elected official occupies a part
or a full-time position.

COMMUNITY DEVELOPMENT

The Community Development block grant does, of
course, “block™ the funding for seven previously
separate federal programs, but, like CETA, it covers
only a portion of the federal outlays for the broad
purpose specified in the legislation. This restricts the
opportunity for interprogram coordination. Also, as
noted earlier, while in general the CD grant is charac-
terized by broad recipient discretion, even within the
scope of the folded-in programs it restricts that
discretion by certain limitations on the types of
activities eligible for aid and by performance condi-
tions.

A Brookings Institution study of the first year of
implementation of the CD block grant found that the
outstanding political effect was its concentration of
responsibility for community development and hous-
ing activities on local chief executives.?® These include
county administrators, mayors in mayor-council or
commission cities, and city managers in council-
manager cities. With a few exceptions, the local chief

executive was a dominant actor in the first-year
application process. However the chief executives
took widely different approaches to their involvement
in the application process. Brookings found further
that, at the support staff level, planners in planning
departments were especially prominent in CDBG
activities. In many cases they had the duty of prepar-
ing the application and preparing the housing assis-
tance plan. This constituted a substantial broadening
of the responsibilities usually assigned to planners.

The Brookings study looked at the effect of the
CDBG on specialist officials and special purpose
agencies. The predecessor urban renewal and model
cities programs had required that special bodies be
created to receive and administer these grants. In the
first year of the block grant program, these specialist
agencies did not suddenly close down; some, in fact,
actually expanded their influence. Yet the trend was
for their role to decline, especially in the case of model
cities units.

Brookings concluded that the extent of program
specialists’ participation in the CDBG program de-
pended essentially on local circumstances. Important
factors were the way in which special purpose bodies
were regarded by the public and generalist officials,
and the degree to which the general government had
the necessary expertise to develop the application and
implement the community development program.
Sometimes the generalists without experience and
skill in preparing applications were forced to rely on
program specialists or, where the general government
did assume policymaking responsibility for the new
program, it may have turned to a special purpose
agency to administer it. In those cases where specialist
staffs were merged into the general government, they
tended to have more influence under CDBG than
specialist agencies that retained their independence.
Brookings offered this as a tentative finding.

Brookings concluded generally that the CDBG
program had prompted administrative reorganization
which in a number of cases had been conducive to
more comprehensive planning and policy develop-
ment at the local level. This, they stress, was a
preliminary conclusion based on the first year’s imple-
mentation.

The study also found that the role of local legisla-
tures in CDBG in the first year was sometimes
prominent but far from dominant. Little more than
one-third of the legislatures in its sample were found
to be actively involved in the block grant process. The
active involvement was more likely in the case of
governments with prior experience with the predeces-



sor categorical grants and for central cities. Involve-
ment tended to center around formulation of program
proposals but less in designing procedures for prepar-
ing block grant applications.

The role of local legislative bodies in the Commun-
ity Development Block Grant changed dramatically
from their role in the predecessor urban renewal and
model cities programs. Under the latter, local legisla-
tures had no history of important participation in any
phase of program planning and execution. They only
reviewed and approved or disapproved some plans
submitted by the city to HUD, and invariably they
approved them. Under the CDBG program, these
bodies have a greater opportunity to shape these
applications and appear in many cases to be taking
full advantage of the opportunity.

Middle Range Reform Efforts

Only two categorical assistance programs can be
considered to provide direct federal financial help in
the strengthening of central management at the recip-
ient level. These are the Comprehensive Planning
Assistance (701) program and the Intergovernmental
Personnel Act.*0 The former, established in 1954, was
originally concerned almost exclusively with land use
planning but was later expanded to include compre-
hensive management assistance. In the early 1970s,
funding cutbacks of the program forced elimination
of many management aspects that had been encour-
aged and left most of the money for physical planning
‘purposes. The Intergovernmental Personnel Act of
1970 is the single federal program specifically aimed
at strengthening policy and resource management.
The grant funds have been used in part to finance
broad management capacity development projects.
Increased authorization for FY 1978 is expected to
enable the program to expand its activities.

A number of middle range reform measures of a
procedural nature have helped to strengthen the
general capability of state and local grant recipients in
a more indirect fashion. Some were cited earlier as
helping to decentralize decisionmaking.

Parts I and II of the OMB Circular A-95 are
designed to strengthen the planning and decisionmak-
ing processes of state and local grant recipients and
give them a chance to influence federal program
decisions affecting their jurisdictions. Part I, applica-
ble to grant programs, has generally been acknowl-
edged to be useful in achieving this aim, although
improvement is needed. Part 11, applicable to direct
federal development projects, has been less successful.

Part III gives Governors a chance to review and
comment on state plans required under federal pro-
grams with respect to their consistency with state
plans and policies. Again the effect has been some-
what disappointing, but it does offer encouragement
for an enhanced state planning capacity. Part IV of
the circular provides for coordinating federal plan-
ning and development districts with substate districts
to help bring some order to the tangled undergrowth
of federally spawned districts.

CERC and Annual Arrangements, the two demon-
stration programs of the early 1960s setting the scene
for the CDBG, had capacity building effects. They
were after all intended to serve as vehicles for coor-
dinating federal programs coming into local jurisdic-
tions, and they focused the coordinating power on
the chief executive. Evaluations of the effect of these
two approaches, however, were mixed.

Another federal effort with an indirect effect on the
local capacity to coordinate was the integrated grants
administration program. Its basic aim was to simplify
the job of recipients obtaining federal funds but a
secondary aim was to enhance a recipient’s capacity to
integrate federal and other programs, including their
own funds, directed at common objectives. As was
noted earlier, it was successful enough to lay the
groundwork for Congressional enactment of the Joint
Funding Simplification Act in 1974.

Finally, the OMB Circular A-85 process of consul-
tation with certain public interest groups before the
issuance of new or revised regulations having an
impact on state and local government gives the elected
generalist officials, through their national organiza-
tions, leverage to exert influence in the development
of new federal policy in such a way as to favor those
generalist officials’ interests.

Summary

The GRS program seems to offer great potential
for improving recipient capability. The distribution of
funds to general purpose units essentially free of
functional restrictions gives decisionmaking responsi-
bility to generalist officials — legislative and execu-
tive. It enhances their opportunities for setting expen-
diture priorities and effecting interprogram
coordination. It also gives them resources for
strengthening their jurisdiction’s management capa-
bility, if they are so inclined.

Yet revenue sharing funds are not entirely without
conditions, and often for good reasons. Prescribed
budget procedures and use reports, fiscal manage-
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ment requirements referred to in the Brookings study,
expenditure constraints in the civil rights and Davis-
Bacon provisions, and the new independent audit
requirements cloud any GRS claim to being a “no
strings” financial assistance program. On the other
side of the coin and unlike many traditional categori-
cal programs, freedom from other restrictions means
that the federal government foregoes the opportunity
to promote certain conditions designed to bolster
recipient capability. The legislation does not, for
example, encourage a strengthening of the central
planning function in larger recipient jurisdictions that
have a need for comprehensive planning.

Evidence of the net impact of GRS on recipient
capability is still fragmentary and tentative. What
emerges from the Brookings and National Science
Foundation studies is that the program, as antici-
pated, clearly bolsters the role of generalists at both
the local and state levels. While the NSF-sponsored
research also indicates that GRS simplifies fiscal
planning at the local level, it is not clear whether this
represents an improved mechanism and process, or
merely the greater fiscal flexibility that comes from
access to more revenue.

Eligibility provisions in the block grant statutes
favor elected officials and administrative generalists,
but the programs vary in the degree to which general-
ists have taken advantage of their opportunities.
Under LEAA, Governors have not often exploited
their possibilities and legislatures generally have been
little involved in criminal justice planning and over-
sight. Local chief executives have received a boost
from the CD Block Grant, while the role of the
specialists in the program depends to a large extent on
how the predecessor special housing or renewal au-
thorities have been absorbed into the CD program
and whether the elected officials for whom the special-
ists work are part time or not. Local legislatures
appear to be taking advantage of their enlarged
opportunities to shape community development
plans, though again the tenure issue conditions the
nature of their response.

The potential for planning and program integra-
tion under the block grants is circumscribed by the
limited scope of functions covered and of the flexibil-
ity given to recipients to define scope. The general
absence of federal performance requirements presents
a climate favorable to recipient jurisdictions’ improv-
ing their governing capacities. Yet that absence also
means that recipients lose the advantage of federal
prescription of good management improvements. In
the CETA program, prime sponsors find it difficult to

coordinate with old line manpower agencies at the
state level, such as the employment services and
vocational educational units.

Among the grants management improvement ef-
forts, the Comprehensive Planning Assistance and
Intergovernmental Personnel Acts are the only in-
stances of direct federal support for building general
management capability at the state and local levels.
Indirect influences were felt through the A-85 and A-
95 processes, CERC, Annual Arrangements, and
Integrated Grants Administration and its successor,
the Joint Funding Simplification Act.

THE PATTERN OF
LOCAL GOVERNMENT

Has the shift in the grant amalgam in the past
decade tended to alter the basic pattern of local and
areawide governments? Have the efforts to strengthen
grant administration had any such effect? Among the
principal kinds of changes that might occur are
alterations in the balance between

— general purpose and special purpose units;
— multifunctional, general purpose and limited
functional, general purpose jurisdictions;

— small and large units;

— cities and counties;

— areawide agencies and local agencies; and
— various kinds of areawide agencies.

General Revenue Sharing

Indications are that the framers of the general
revenue sharing law in the Nixon Administration
were not deliberately intending to affect the structure
of local government in drafting that legislation.! In
fact, it could be argued that the idea of influencing
local structure contradicted the objective of decentral-
izing decisionmaking to states and localities. Yet there
were interested groups that saw GRS as a potential
vehicle for bringing about improvement in local
government organization. Thus in its GRS recom-
mendation, the ACIR included a proviso that only
major units of local general government should be
eligible for funds at this level. The intent was to
encourage jurisdictional consolidation, curb special
district formation, and avoid the propping up of
geographically smaller, functionally limited, and fis-
cally dependent localities.4?

After enactment of GRS, it soon became apparent
that the allocational formulas and the entitling at the



local level of all general purpose units of government
potentially could have a structural effect. Based on a
year or so of actual experience, numerous observers
drew conclusions on what the effects had been, or
speculated on what they would be.2 Probably the
most current and thorough was the Brookings Institu-
tion’s study, which by the fall of 1977 had completed
two of its three projected monitoring reports.

THE BROOKINGS STUDY
The first Brookings report concluded that:

structural intervention under revenue
sharing probably has been less extensive
than under categorical grants. But certain
strings and formula features of revenue
sharing have important structural effects,
including some that seem to be quite for-
tunate. These effects may become far
more pronounced as the program con-
tinues. 44

In its second report,*S Brookings took another look
at this aspect of the program.

The Impact on Small and Limited
Function Units in Rural Areas

The report first examines the effect on small and
limited function governments in rural areas. Such
governments are eligible to receive revenue sharing
funds, thereby increasing their ability to resist aboli-
tion. They receive additional preferential treatment
from the guarantee to each recipient government of
20% of the average statewide per capita grant. Under
the allocational formula, this amount cannot exceed
one-half of a unit’s total taxes and intergovernmental
receipts, but any locality that receives only minimal
support from other levels of government can count on
receiving 50% of additional revenue for every dollar it
collects in taxes.

Two policies of the Office of Revenue Sharing
provide further incentives for the creation and con-
tinued existence of small and limited function units.
First, new units do not have to collect taxes in order
to receive revenue sharing funds, but instead receive
allocations during their first year of operation on the
basis of “estimated revenues” derived from the collec-
tion of other governments of similar size. Second,
neighboring governments have no incentive to oppose
incorporation, since the funds needed to bring a unit
up to the 20% floor do not come from the county area
entitlement, in which the neighboring governments
share, but rather from a statewide pool.

Combined with the 209% floor, then, have these
administrative policies actually had the effect of
propping up small governments? Brookings found
that, although there had been a slight increase in the
number of new governmental units incorporated since
the adoption of revenue sharing, the data were not
conclusive. For one thing, the formation of new
governments seemed to be generally motivated by
factors other than financial feasibility, such as local
desires to avoid annexation, prevent encroachment on
tax bases by other governments, or improve the level
of services. Where revenue sharing was explicitly
considered in the incorporation action, it seemed to
come only after the basic decision to incorporate had
already been made. The financial incentive in revenue
sharing was further diluted by the fact that in some
states new governments stood to receive additional
revenues in the form of state aid that were several
times the amount available for revenue sharing.

Brookings made similar findings with respect to
continuation in existence of small and limited func-
tion governments. It reasoned that such units were
probably more influenced by their wish to maintain
control of land use and local autonomy than issues of
financial viability, particularly in the case of small
suburban governments which wished to avoid annex-
ation by cities. Brookings therefore concluded that
general revenue sharing has a limited impact on the
decision of small and limited function governments
not to disincorporate.

Another potential effect of revenue sharing on
local government structure has to do with possible
encouragement for small units of government to
expand the scope of their activities, due to the injec-
tion of revenue sharing funds. Shared revenue gener-
ally constitutes a larger fraction of total revenue in
small governments than in large areas. Also small
governments typically provide a more limited range of
services.

The study concluded that the incentive for small
units to spend in new functional areas was neutralized
by the uncertainty about the program’s continued
existence.

This uncertainty apparently reinforced a
general unwillingness on the part of local
officials to move into new program areas,
and thus to have caused smaller govern-
ments to allocate shared revenue to capi-
tal expenditures for traditional functions,
such as roads and sewage.46 -

Brookings reasoned that extension of the program
to 1980 with its lessening of future uncertainty
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might provide a stronger incentive for smaller units
of government to expand the scope of their activi-
ties.

IMPACT ON LOCALITIES
IN URBAN AREAS

The Brookings analysis of the effect of GRS on
small and limited function governments was basically
confined to such units in rural areas. The study also
looked at the principal affects on localities in urban
areas, focusing on the use of special districts, the
impact on annexation, the adoption of new functions,
and intergovernmental cooperation efforts.

Since special districts are not eligible to receive
shared revenues, a general purpose government that
creates a district cannot take credit for taxes assessed
by the district. Also if the local unit is constrained by
the requirement that its revenue sharing may not
exceed 50% of its combined taxes and intergovern-
mental revenue, it may not be given credit for any
intergovernmental aids the district receives. On the
other hand, when a general purpose unit exercises
sufficient supervision of special districts within its
borders so that the districts are judged “dependent”
by the Census Bureau, that unit can claim credit for
the district’s taxes in computing its shared revenue
allocation. Thus local governments have a moderately
strong incentive to establish fewer special districts and
to expand their control over existing districts.

Yet the Brookings study found that through June
1974 this expected impact had been limited, based on
reports from field associates and state and boundary
agency officials. The apparent reasons were the low
level of understanding among local officials of how
special districts affected local revenue sharing alloca-
tions and, more important, the modest gain in rev-
enue sharing that would result from absorbing
districts. The latter is due to the heavy reliance of
special districts on user charges rather than property
taxes.

Brookings speculated on other reasons for local
officials’ limited interest in converting special districts
to their advantage in revenue sharing. Absorption of
the districts would deny localities the advantages that
special districts offer in evading state limits on debts
and taxes, and in avoiding the use of local tax revenue
to guarantee bonds. In addition, many special
districts are created in response to federal programs
and local officials may have abstained from attempt-
ing to absorb the districts for fear of generating
problems with federal officials. Finally many districts

are governed by bodies of elected officials, raising
possibilities of political controversy if attempts were
made to abolish them.

Brookings thought that the incentives offered by
revenue sharing for local governments to annex more
territory were weaker and more uncertain than those
for absorbing special districts. Two main reasons were
identified: first, federal regulations prohibit a govern-
ment from increasing its allocation through annexa-
tion until the population in annexed areas is at least
5% of that of the annexing unit; and second, and
perhaps more important, the cost of extending ser-
vices to the annexed areas may offset the additional
revenue to be gained.

Evidence on the actual impact of revenue sharing
on annexation was inconclusive. The total amount of
annexation in the country declined over the years the
program had been in effect. Appraisals from state and
boundary officials indicated greater impact of annex-
ation than reports from local officials. Brookings
concluded that annexation decisions “tend to be
influenced by noneconomic factors in many cases, but
at the same time the additional resources provided by
the revenue sharing program may in some cases
facilitate annexation actions.”™’

Another way that some observers expected revenue
sharing to affect the structure of urban local govern-
ments was through stimulation of new functions.
Brookings found that revenue sharing has not caused
large numbers of small governments to appreciably
extend the scope of their activities. Their findings
suggested that spending for new functions and pro-
grams depends on the financial condition of the
recipient and the political orientation of its leaders.
Where a unit was under fiscal pressure, it tended to
use revenue sharing funds to substitute for other
revenues. Also, generally speaking, conservative offi-
cials were inclined to use the funds for tax stabiliza-
tion or capital projects in established functional areas.
Factors that moved localities to take on new or ex-
panded functions were high levels of interest group
activity, increasing suburbanization producing pres-
sure to take on certain “urban” services, and restruc-
turing of county governments to permit them to offer
urban services. Brookings concluded from its research
sample that overall there had not been a “blossoming
of new governmental activity caused by revenue shar-
ing.”48

A final area of impact of revenue sharing on the
structure of local governments in urban areas exam-
ined by the Brookings study was cooperation among
such units. There is a presumption among some



critics, the study says, that GRS discourages coopera-
tion by making it easier for individual units to go it
alone. Brookings’ findings did not generally support
this belief. They indicated that revenue sharing in a
number of cases stimulated intergovernmental coop-
eration, although mostly in program areas where
cooperation was already widely practiced, such as
transportation. The fact that cooperation was in the
“customary mold of most such arrangements” indi-
cated that it involved neither an observed inducement
or impediment to more basic and far-reaching kinds
of regional cooperation for multiple or more contro-
versial functions. On the other hand, the availability
of revenue sharing did not handicap existing regional
institutions, which are considered important elements
of metropolitan restructuring of local units by many
reform groups.4

Summarizing its analysis of the impact through
June 1974, of revenue sharing on local government
structure, responsibilities, and interrelationships, the
Brookings study concluded that this impact had been
much more modest than was originally anticipated.
While the program contains incentives for localities to
modify the way they finance and organize their
activities, these incentives have not been strong
enough to bring about significant changes in local
government structure. Yet the study also found evi-
dence that the long-range effects might be more
pronounced. The uncertainty over the durability of
the program caused much of the hesitancy of smaller
and limited function governments to use revenue
sharing to fund new activities. Some of that uncer-
tainty may have been removed by the program’s
extension to 1980.

Brookings stated that its most significant finding
was that:

revenue sharing does not appear to pro-
vide incentives of significant strength to
make a substantial impact on the structure
of state and local government. The roles
and functions of various levels of govern-
ment appear to be determined by political
and economic forces that may be rein-
forced by revenue sharing, but are not
significantly altered.s®

OTHER STUDIES

In December 1975, a summary report covering the
research efforts on GRS formulas and processes by
the National Science Foundation’s Research Applied

to National Needs (NSF/RANN) concluded that:

the research findings suggest that the GRS
program had the effect of increasing the
activity level of small local governments,
but had minimal impact on consolidation
or annexation or take over of special
districts, although it did result in some
increases in intergovernmental coopera-
tion.5!

This overall conclusion is consistent with the
Brookings second report with one exception — the
latter found less evidence of increased activity among
small local governments. A specific finding in the
NSF report which supports its conclusion on this
issue is the report by the Michigan Survey Research
Center that about 809 of state and local officials
responding to their survey felt GRS did encourage
small governments to increase their activities.5?

In the literature on GRS another point of disagree-
ment with the Brookings appraisal is evident. Brook-
ings concluded that regional institutions had suffered
no handicaps from revenue sharing. Others believe
that regional bodies are adversely affected. As one
observer commented in early 1975:

Despite the investment of millions of
federal dollars in comprehensive planning
at the local and regional levels under
Section 701 of the Housing Act, projects
funded by revenue sharing do not have to
conform with officially adopted plans of
this type. Furthermore, these projects do
not even have to be submitted to an A-95
clearinghouse to be reviewed and com-
mented on for plan consistency. Since they
do not qualify as general purpose local
governmental units, councils of govern-
ments and regional planning commissions
do not directly receive revenue sharing
payments. In short, general revenue shar-
ing virtually ignores regionalism.?

Block Grants

The evolution of state and local government in the
United States has produced a varied pattern of assign-
ment of functions between state and local govern-
ments. The variation exists among states for the same
function and within individual states for different
functions. Hence it was inevitable that block grants
for different functions would have a diverse impact on
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the structure of local government and, as described in
the next section, on state-local relations.

PARTNERSHIP FOR HEALTH

The Partnership for Health program has had no
discernible influence in altering local government
structure. Local general purpose governments gener-
ally are not involved in state decisions allocating the
block grant funds. Most states suballocate part of
these funds to their local health departments, usually
county agencies, but there are no indications that this
in any way strengthens or weakens these units vis-a-
vis other units at that level. A major reason is that the
amount involved is only a relatively small part of the
total local health budget.

Regional comprehensive health planning (CHP)
agencies might have been expected to participate in
state allocation decisions, but rarely did. Sponsors of
the Health Planning and Resource Development Act
of 1974 that established health systems agencies to
replace CHPs hoped that the new regional bodies
would be more involved in general state health plan-
ning. There are no indications as yet that they are.

SAFE STREETS

The Safe Streets Act has affected substate planning
agencies, the role of general purpose units, and the
balance between cities and counties in criminal justice
activities.’

The act requires the state criminal justice planning
agencies (SPAs) to pass through at least 40% of the
federal planning funds to units of general local
government or combinations thereof to develop local
components of the state’s comprehensive criminal
justice plan. In addition, the administrative guidelines
require that priorities in funding local planning be
given to the state’s major urban and metropolitan
areas, other areas of high crime incidence and poten-
tial, and to efforts involving combinations of local
units.

The ACIR’s 1970 study of LEAA found that
combinations of local units, chiefly regional planning
agencies established at either the state or local initia-
tive, received the bulk of local planning subgrants.’4
By far most of these regional planning units (RPUs)
consisted of existing multijurisdictional enti-
ties — such as state planning districts, councils of
governments, regional planning commissions, local
development districts, and economic development

districts — whose functions were expanded to include
crime control planning. A 1975 survey of 43 states,
however, found that 57% of the RPUs were created
specifically and exclusively for areawide criminal
justice planning purposes.

Establishment of the RPUs was criticized by repre-
sentatives of the big cities, who felt that their cities
were outvoted in such regional bodies by the represen-
tatives of other local jurisdictions on the planned
agency, such as counties, townships and suburban
municipalities. Nevertheless, the Commission’s 1975
re-examination of LEAA found little change with
respect to the role of the regional planning units in the
administration of planning funds.5¢

The Safe Streets Act also initially required the state
planning agencies to distribute 75% of action block
grants to general units of government or combina-
tions thereof. In 1970, the ACIR reported that critics
felt that, because of lack of further federal guidance
under the block grant, not enough money was being
directed to the big cities, and too much was going to
small jurisdictions. The ACIR concluded, however,
that the record on the impact of action grants on
urban places was mixed. Overal), cities and counties
over 50,000 population received the bulk of action
subgrants, but some SPAs distributed small amounts
of funds to many jurisdictions under 10,000 which
had less serious crime problems.5’

Between 1970 and 1975 the legislation was changed
to provide that, instead of 75% of action funds being
passed through to local jurisdictions, the pass-
through percentage would be variable, based on the
local proportion of state and local expenditures for
criminal justice during the preceding fiscal year. The
ACIR concluded that under the variable percentage,
large cities and counties received proportionately
more funds than their population would warrant. The
flow of dollars seemed more closely related to the
incidence of crime than to the size of population.’8 At
the same time, there was evidence that cities were not
receiving a percentage of pass-through funds propor-
tionate to their share of total crimes, as compared to
counties, both nonsurburban and suburban. Thus
cities had 83% of the crime, 70% of the population,
and only 52% of the block grant money which went to
both cities and counties together. The ACIR report
suggested several reasons for this apparent preference
for counties:

» Counties have substantial responsibility for
crime control activities in unincorporated
areas as well as in small incorporated areas.



e Crime reporting is better in cities than in
counties, tending to understate the actual
incidence of crime in the latter.

« There is a trend toward consolidating crimi-
nal justice activities at the county level.

» And the county preference may reflect an
improved sharing in responsibilities for crimi-
nal justice activities between the cities and the
counties.’

CETA

The CETA program introduced a new element into
manpower activities — the requirement that prime
sponsors be elected officials of general purpose units
of government. This meant essentially cities and
counties, or consortia composed of cities and counties
combined — multicounty, city-county, and multicity
arrangements that meet the statutory population
floor.

The significance of the designation of cities and
counties as prime sponsors was two-fold. First, these
governmental units replaced private nonprofit organi-
zations as the principal local agencies for the adminis-
tration of manpower funds. Cities and counties were
thereby given an opportunity to expand their func-
tional responsibilities into this field. Most had not
received federal support for manpower purposes prior
to FY 1975, but since counties had been generally
more active in the manpower area prior to CETA,
cities were expected to be the greater gainers.

Another major impact of the CETA program on
local structure has to do with regional bodies. Such
bodies were not identified in the legislation as eligible
prime sponsors. That fact alone tended to reduce their
influence in relation to cities and counties. In addi-
tion, councils of government and regional planning
commissions had very little to do with the formation
of consortia, an area in which they might have been
influential. In practice, the decision to form a consor-
tium normally was made by the chief executive or
administrative officer of the city or county or both.
The regional bodies’ role was further weakened by the
fact that very little of the manpower programs was
channeled through the A-95 regional notification and
review process.

COMMUNITY DEVELOPMENT

The Community Development block grant statute
expresses an intent to strengthen the role of general
purpose units of local government. It includes within

the term “unit of general local government” certain
special purpose agencies that were eligible to provide
public facilities or services to a new community under
the predecessor categorical programs. Under the
CDBG, these special purpose agencies can receive
funding directly through the competitive discretion-
ary process or by assignment from a unit of general
local government. However the act’s entitlement
grants to local general governments encourage those
units to take over the tasks of the special purpose
bodies or to render them more dependent. In addi-
tion, in some instances the act has prompted the local
general governments to obtain from their states the
necessary enabling legislation to carry out the respon-
sibilities of the special purpose agencies and authori-
ties, the lack of which had formerly been a prime
factor in relying on these functional units of govern-
ment. The net effect is to increase the stature of local
general purpose units and diminish that of special
purpose units in the conduct of community develop-
ment activities.

A second important effect of the CD block grant
on local government structure is the acceptance of
urban counties as entitlement jurisdictions. Although
the intitial designation of counties as eligible units
may have been merely in recognition of the few urban
counties with well developed governmental powers,
the effect of their inclusion in the favored funding
category (particularly with only minimal powers
required of them in the housing and community
development area) has worked to augment county
power. This is evidenced by new state enabling legisla-
tion for counties in some areas and the proliferation
of intracounty cooperation agreements.

The stimulation of intracounty cooperation agree-
ments itself was one of the most significant develop-
ments affecting local government structure. These
agreements arose pursuant to the definition of an
urban county which required that the county have
both a population of 200,000 or more and powers to
perform “essential community development and
housing activities.” Counties can achieve the neces-
sary population or authority by entering into cooper-
ative agreements with incorporated areas within the
county. The population of those areas is added to that
of the unincorporated areas to reach the 200,000
minimum. Similarly, their redevelopment authority
is credited to the county.

A final potential area of local government impact
brought about by the Community Development Block
Grant involves areawide bodies. The act requires
applications for CD funds to be submitted to state
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and areawide clearinghouses for A-95 review, but the
initial HUD interpretative regulations stated that the
applicant need not conform rigidly to areawide plans
or secure approval of areawide planning agencies. The
language of the regulations was less stringent than
prior legislative review requirements under two of the
consolidated categorical programs (open space and
water-sewer facilities). This apparent retreat raised a
question regarding the importance of the areawide
agencies in the new federal strategy. After the first
year, however, the Secretary of HUD indicated that
she was looking to state and areawide clearinghouses
to play a more active role in the coordination of the
CDBG program. Accordingly HUD issued new
guidelines for the A-95 comments, underscoring the
intergovernmental importance of the clearinghouse’s
role. Thus HUD appeared to be taking a stronger
pro regionalism stand.

Other Influences on Local Structure

Apart from the introduction of general revenue
sharing and block grants, there have been other
changes in the intergovernmental grant system in the
last decade which have had an impact on local
government structure. Two such developments are the
explicit Congressional direction that grant adminis-
tration at the federal level favor general purpose units
of local government over special purpose units, and
the stimulation by federal grant programs of the
creation of separate substate regional bodies for the
administration of different federal grants. In practice
these have been addressed mainly to problems created
by categorical grants, but potentially at least they
apply to all varieties of federal assistance programs.
In fact evidence regarding the general purpose
government preference is most readily available for
the noncategorical programs.

PREFERENCE FOR
GENERAL PURPOSE UNITS

The policy of preference for general purpose units
came via the Intergovernmental Cooperation Act of
1968, the landmark legislation by which the federal
government attempted to cope with some of the
increasing intergovernmental frictions arising from
the proliferation of categorical grant programs. Sec-
tion 402 of that act provides that in cases where
federal law makes both special purpose and general
purpose units of local government eligible to receive

loans or grants, in the absence of substantial reasons
to the contrary, federal aid administrators shall make
the grants or loans to the general purpose units.

No study has been made of the extent to which this
provision has actually been implemented by federal
grant administrators. Yet undoubtedly this policy
declaration has had an influence on subsequent legis-
lation affecting local governments adopted by the
Congress. Specifically, the general revenue sharing
legislation, as already noted, limits the distribution of
GRS funds to general purpose units and specifically
excludes special purpose units. Title I of the CETA
legislation limits local prime sponsors to elected
officials of general purpose units, and these units (plus
Indian tribes) are the designated recipients under the
countercyclical programs of Titles II and 1II of that
act. The Community Development Block Grant is
limited to general purpose units as recipients. Al-
though special purpose agencies were permitted under
the CDBG to receive Community Development
funds, their claims are secondary to those of cities
and counties.

SUBSTATE REGIONALISM

The growing impact of the federal grant system on
substate regionalism has come through the rapid rise
in the number of federal programs that take an
areawide approach to community problems. In early
1964, only five programs used such an approach. By
1972 there were at least 24 areawide programs and by
1976 they numbered 32. These include two general
purpose programs — the federal aid review and com-
ment process (OMB Circular A-95), and intergovern-
mental personnel grants (IPA) — plus 30 others
which serve a range of specific functional purposes,
including community and economic development,
environmental protection, transportation, social ser-
vices, and protective services.

This new network of federally spawned metropoli-
tan and nonmetropolitan areawide agencies across the
country has been characterized by considerable incon-
sistency among programs as to boundaries, powers,
relationship to local general purpose governments,
planning requirements, and composition of govern-
ing bodies. In response to these inconsistencies, the
federal government has established processes for
coordinating these programs with each other and with
the planning processes at local, regional and state
levels.

The foremost of these is the federal aid review and



comment process provided in Part I of OMB Circular
A-95. Initially this process stemmed from reviews
required in individual programs in the early 1960s.
Subsequently a relatively broad physical development
program review was introduced by the Demonstra-
tion Cities and Metropolitan Development Act of
1966. Title 1V of the Intergovernmental Cooperation
Act of 1968 called for a governmentwide review
policy, requiring state and local governments as well
as specific civil rights, environmental, and other
groups to be notified of proposed federal aid projects,
and given an opportunity to review and comment on
them before they are acted upon by the appropriate
federal agency. Designated regional planning bodies,
usually regional councils, perform the “clearing-
house” role of notification and passing local reviews
onto the federal agency along with the regional
bodies’ own comments. This process provides an
opportunity to coordinate the federally assisted re-
gional programs with each other and to coordinate
local applications for federal aid with regional plan-
ning.

The effectiveness of the A-95 process gets mixed
reviews. Supporters point to such developments as the
increasing number of clearinghouses and the fact that
some 200 federal aid programs are now covered by the
process. In addition, they cite the fact that social
services as well as physical development programs are
not subject to the process and federal agency com-
pliance is fairly widespread. More skeptical observers
acknowledge some improvements in the communica-
tions and program coverage areas, but see the end
result as still largely a papermill process with little real
impact on the flow of funds or on interprogram
coordination.

Regional councils are also affected by Part IV of
A-95, since it requires maximum feasible use of the
same geographic boundaries for areawide federal aid
programs in the same area and coordination among
any different regional agencies in the area which may
have been established either for purposes of individ-
ual federal aid programs or for other related pur-
poses. Unfortunately recent checks also have indi-
cated continuing difficulties in successfully
implementing this part of the circular. Too many
different boundary designations and separate organi-
zations still are involved in planning for, and adminis-
tering areawide federal aid programs in the same
regions. Substate districting efforts have not ended
the separatist tendencies of program specialists. Con-
fusion and duplication continue, while program coor-
dination suffers.

Summary

The past ten years have seen a clear thrust in
support of general purpose units of local government
as recipients of federal assistance. The Inzergovern-
mental Cooperation Act of 1968 gave explicit Con-
gressional endorsement of the policy as a directive to
federal administrators, but the clearest evidences of
the implementation of the policy is in legislation
creating general revenue sharing and the two block
grants that go exclusively or primarily directly to local
general governments: Community Development and
the Comprehensive Employment and Training Act.

The designation of general purpose units as exclu-
sive eligibles has induced state statutory actions which
have enhanced the legal authority of localities, allow-
ing them to exercise the broader range of community
development powers in areas where previously only
special districts or authorities could act. In CETA, the
similar designation has given city and county govern-
ments responsibility in a functional field formerly
largely occupied by nongovernmental agencies.

Of the two basic forms of general purpose local
units, counties seem to have increased in their relative
stature over cities. The 73 urban counties that quali-
fied for CD funds in the first year far exceeded the
number anticipated, indicating a significant expan-
sion in counties’ undertaking of urban responsibili-
ties. Counties also responded to new opportunities to
engage in manpower activities, and did relatively
better than cities in attracting Safe Streets funds.

Although the general revenue sharing program was
not intended by its sponsors to have any impact on
local government structure, its eligibility and alloca-
tional provisions gave it that potential. Yet at least
through the first two years of the program there was
little evidence that some of this potential was being
realized, as in the failure to create new municipalities
or to prop up small existing ones, or to discourage
creation of special districts. These shortfalls of expec-
tation may have been traceable to the uncertainty of
the life of the program at the time the research
conclusions were reached. They might also have been
due to the existence of other political forces opposing
such changes.

If there was a clear thrust toward preference for
general purpose local governments there was federal
ambiguity with reference to substate regionalism. The
leading study of GRS found that revenue sharing had
not imposed any handicaps on regional institutions.
Yet the exclusion of such institutions from direct
participation as eligibles and the failure to apply the
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A-95 review and comment requirement to revenue
sharing could not but constitute a missed opportunity
to strengthen substate regionalism. The stimulation of
creation of new regional limits or the use of existing
regional bodies for the performance of regional crimi-
nal justice planning under the Safe Streets Act was
supportive, as was the eventual decision by HUD to
apply the A-95 process to Community Development
Block Grant funding. Other features of the block
grant practices were not favorable — CETA excluded
them from serving as city-county manpower consortia,
and they were not eligible for CD grants even for the
limited function of planning, which is the principal
activity of most regional bodies.

Over the past decade, categorical grant programs
continued to proliferate separate regional programs,
with many differences among them as to area served,
powers, composition of governing bodies, and rela-
tionships to existing local units. The principal federal
effort to bring some consistency to the confused pat-
tern — the A-95 coordination, evaluation, and review
process — while improving with time, is still falling
short of coping with the problem.

STATE-LOCAL RELATIONS

A second area where alterations in the federal
grant system have had an impact on governmental
structure is that of state-local relations. The key
question is whether the changes have modified the
relative roles of state and local governments in the
performance and financing of services, and in the
state’s constitutional and historic parental relation-
ship to local governments.

General Revenue Sharing

In its 1967 report, Fiscal Balance in the American
Federal System, the ACIR took note of the increasing
tendency for federal grants to bypass the states. The
arrangement became known as “direct federalism,”
representing the tendency to make grants directly to
local units, either removing the states entirely as
recipients or giving localities equal status with them as
eligible recipients.!

The general revenue sharing program is, of course,
another example of the direct federalism approach.
Two-thirds of GRS funds are distributed directly to
local governments, with one-third going to the state
governments. States may develop an optional formula

for distributing the local share within their boundaries
pursuant to certain criteria established by the law but,
although a few states have considered possible reallo-
cation, none has done anything about it.

Local funds are made available to all general
purpose units, including counties and townships, so
that nearly 38,000 receive GRS funds. Hence not only
has the amount of money distributed directly to local
governments been markedly expanded, but also the
number of jurisdictions now having direct relation-
ships with the national government.

While local units look directly to the federal
government for their GRS funds, potentially they are
by no means free of the power of the state govern-
ment in spending those funds. Except as it is con-
strained by provisions of state constitutions and
statutes, the state government has basic responsibility
for local operations. Thus state governments could
exercise their prerogatives to influence the way in
which local units spend their general revenue sharing
funds.

The Brookings study examined this issue in 17
states.62 It found that in seven, the state government
played a significant role in the expenditure of general
revenue funds. This role ranged from prescribing
accounting forms through granting advice, holding
seminars, and providing technical assistance. In seven
other states, state governments had a restricted role,
essentially limited to supplying basic information on
budgeting and supporting state public interest groups
in providing advisory services. In three states the state
government played no role or a very minimal one. In
general, state governments’ exercise of influence on
the way in which localities spent their GRS moneys
depended on the state’s established approach to
supervising local finances.

One section of the general revenue sharing statute
requires states to maintain their level of aid payments
to their general purpose localities. There has been
little or no question raised about state compliance
with this requirement. Brookings reported, based on
both its 1973 and 1974 studies, that not only did the
states maintain their levels of expenditures, but actu-
ally increased the amount of state aid as a conse-
quence of GRS. The largest increases occurred in the
area of school aid. Brookings surmised that recent
and anticipated federal and state court decisions on
educational equalization were at the root of the state’s
decisions to expand state aid at the same time that
local governments were receiving more general rev-
enue sharing money.63



Partnership for Health

The ACIR study of the 314(d) health block grant
found little local government involvement in state
decisions on allocating the federal block grant and
extensive variation in local participation in the use of
the funds. Determination of the block grant’s net
impact on state-local relations was very difficult.
There was certainly no alteration in the relative roles
of the two levels in the health field, but the effect on
day-to-day operating relationships was not clear.
Most state officials surveyed perceived no real change
but a substantial minority did. The ACIR concluded
that at the least there was little to suggest that
significant harm had resulted.5

Safe Streets

In the Safe Streets Act, Congress was entering a
functional field where the federal government had
previously had only minimal responsibility and where
both state and local governments had long been
deeply involved. The predecessor Law Enforcement
Assistance Act of 1965 only provided funds for
training and research and thereby laid little ground-
work for the 1968 legislation. Under the latter, state
governments were assigned the pivotal role because it
was believed that they were best equipped to integrate
and coordinate a fragmented criminal justice system.
They were expected to serve as planners, coordina-
tors, resource allocators, administrators, decision-
makers and innovators.

From the start a top priority in the program was
development of a criminal justice planning capacity.
The act required that the Governor designate a per-
manent administrative and decisionmaking body,
composed of a full-time staff and a supervisory or
policymaking body, to receive block grants and make
subgrants to state and local governments. The intent
was to guarantee gubernatorial supervision and au-
thority over planning and management in order to
avoid duplication of effort and conflict at the state
level and between state and local criminal justice
agencies. The organizational location of the SPA
within the state government was a decision left pri-
marily to the states. Most SPAs have been, and con-
tinue to be directly under the control of the Gov-
ernor. Under Part B of the act, Congress provides
funds specifically to support the SPA’s planning and
administrative activities.5

The act requires that local governments participate
in states’ comprehensive planning activities and states

must make at least 409 of allocated planning funds
available to local governments or combinations there-
of. LEAA guidelines encouraged local participation
in planning on a regional, metropolitan, or other
“combined interests” basis. The agency further sug-
gested that where multijurisdictional organizations
were not in existence, SPAs were to create regional
planning units (RPUs) to help in developing annual
comprehensive plans. In practice, for the most part
local governments have participated in establishing or
reconstituting RPUs.6

Almost all RPUs perform or coordinate planning
activities and review grant applications. In recent
years there has been a slight increase in the number of
states in which RPUs award action subgrants to units
of local government and a substantial decrease in
those that expend action funds as the ultimate grantee
and award planning subgrants.s’

The status of RPUs is uncertain. Although two-
fifths of the states with RPUs have decentralized
substantial planning and funding authority to them,
many SPAs remain skeptical about their planning
and decisionmaking capacities. In contrast, most local
governments rate their RPU planning as either
highly developed or adequate.5®

Probably the most critical decision involving state-
local relationships is the authority to distribute Part C
action funds. The SPAs are given this authority. Still
the state and specifically the SPA role has not been as
potent as originally intended by the Congress, due to
requirements for annual plan submission to LEAA,
delays in guideline issuance by LEAA, a high rate of
continuation funding, an emphasis on fund distribu-
tion, and a lack of authority to plan for the state-local
criminal justice system. These factors result in many
SPAs developing project-specific, short-term plans
rather than long-term, balanced plans.

The statutory provision on the distribution of Part
C action funds tends to be neutral with respect to the
state-local balance. As was noted earlier, the percen-
tage which has to be allocated to local governments is
variable, based on the local proportion of state and
local expenditures for criminal justice during the
preceding fiscal year. Within the specific allocations
to local governments as a whole, however, the SPA is
responsible for making decisions on awards to indi-
vidual local jurisdictions.

Overall, despite the assurance of a minimum allo-
cation of action funds to local governments, the
general thrust of the Safe Streets Act is to bolster the
role of the state in the criminal justice functional area.
This comes about through the establishment and

57



58

prescription of activities for SPAs, the location of the
SPAs in the state government structure, and the
SPA’s authority to determine grant awards to local
governments within the overall allocation of funds to
local agencies.

CETA

The CETA program altered the traditional state-
local fiscal and administrative arrangements for man-
power programs in two principal ways: first, in regard
to prime sponsors, and second, in regard to the way in
which service was to be delivered. The new element
regarding prime sponsors was that at the local level,
these were to be elected officials of general purpose
governmental units. In FY 1975 prime sponsors
consisting of cities, counties or consortia thereof
received about 68% of the total funds allocated. The
remainder went to state prime sponsors. These state
prime sponsors were responsible for administering
manpower programs for jurisdictions under 100,000
population ineligible to receive direct funding.

The state government has a coordinating role over
all manpower prime sponsors, including those at the

Jocatl level, through the mechanism of the state man-

power services council (SMSC). In practice, in the
first year of implementation of the CETA program,
the SMSCs actually provided little coordination.
Perhaps as a result of this, local prime sponsors had
little comment about the coordinating councils.®

The CETA program also affected the states’ role
vis-a-vis local governments in the delivery of man-
power services by state agencies. Under previous
manpower programs, the state employment service
(SES) and vocational education department were
“presumptive” deliverers of their respective services.
Under CETA, SESs are just one of several possible
service providers available for use by prime sponsors.
One effect of this changed status was the reduced SES
role in the functioning of CETA at both the local and
state levels. The CETA law also provides that prime
sponsors do not need the concurrence of the state
vocational education department in their choice of the
vocational education service provider. As a conse-
quence, according to one survey only 449 of the local
prime sponsors plan to use the traditional vocational
education institutions for vocational education train-
ing.70

Community Development

All but one of the seven categorical grants consoli-
dated into the Community Development Block

Grant had been available only to local units. The one
exception — open space — was available to both
states and localities.

Under the block grant, the bulk of the moneys are
distributed through the entitlement formula, for
which state governments are not eligible. After the
entitlement grant sum is determined, funds are next
distributed to hold harmiess jurisdictions, and the
remainder of the funds are made available through a
discrétionary grant process. Discretionary grants are
available to states and to all units of local govern-
ments that do not qualify for the automatic entitle-
ment.

The role of state government is thus reduced to a
minimum under the act. In limited situations, a state
may receive funds, but its role is clearly subordinate
to the units of general local government. The discre-
tionary funds for which states may compete are
generally designated for use in certain metropolitan or
nonmetropolitan areas unless granted pursuant to one
of the special discretionary funds. But for the most
part, the state is merely a conduit for funds, retaining
for itself only an allowance for the cost of general
administration. Thus whatever role the state had in
the previous categorical programs by being eligible
along with cities for open space grants has now been
diminished, if anything, in its subordinate role under
this block grant.

Categorical Grants

Apart from revenue sharing and block grants,
state-local relations have been affected by changes in
the categorical sector of the federal grant system in
the past decade. One aspect of those changes is the
shift in the composition of eligible recipients. A
summary picture is presented in Table IV-1.7!

The six-year period 1969-75 saw a slight drop in
the proportion of the total programs which went
exclusively to state governments, almost doubling in
the proportion of those for which both state and local
governments were eligible, a drop in the proportion
going solely to local units, and little change in the
proportion going to state and local governments and
other recipients.

The tally relates, of course, to the number of
programs, not to the dollar amounts involved. On a
dollar basis, while there was a slight decline in the
number of programs going to states exclusively, states
still were by far the largest recipient of federal assis-
tance moneys. This principally because many of the
big money programs were still federal-state programs,



Recipient Number
State Governments

Exclusively 123
State and Local

Governments 24
Local Governments

Exclusively 20
State and Local

Governments and

Others* 139

306

*Public and private nonprofit organizations.

Table IV-1
Number of Categorical Grant Programs,

by Type of Recipient,
1969 and 1975

1969

1975
Percent Number Percent
40.2% 162 37.7%
7.8 62 14.0
6.5 20 45
454 198 44.8
99.9% 442 100.0%

Source: U.S. Congress, Senate Committee on Government Operations, Federal Programs of
Grants-in-Aid to State and Local Governments, 91st Congress, 1st Sess., Washington,
DC, U.S. Government Printing Office, 1969: ACIR, A Catalog of Federal Grant-in-Aid
Programs to State and Local Governments: Grants Funded FY 1975 (Report A-52a),
Washington, DC, U.S. Government Printing Office, October 1977.

such as public assistance, medicaid, and highway
construction.

The percentage for which state and local govern-
ments were both eligible in 1975 over-represents the
number on which local governments were on a com-
plete par with the states, because about one-sixth of
this number (11/62) were programs which, by the
authorizing statute, either came through the state or
with the approval of the state government. Examples
are grants for waste treatment works construction, a
number of Appalachian Regional Commission devel-
opment grant programs, and several disaster assis-
tance programs. A similar caution needs to be regis-
tered about the proportion of programs that went
exclusively to locals. Almost half of these came
through the state government or with the state
government’s approval. Most of these were programs
of elementary, secondary and vocational education,
such as three programs for educationally deprived
children.

The drop in percentage of programs going solely to
local governments reflects to some degree the block-
ing of the community development categorical grants.

In almost half of the programs, both in 1969 and
1975, state and local governments shared program
eligibility with “other” recipients, usually private and
public nonprofit agencies. Considering that the 45% is
on the base of an inventory of programs almost 50%
larger in number in 1975 than in 1969, it is evident
that the numerical weight of private federalism con-
tinues to expand. The implications of this expansion
for state-local relations probably can be viewed in two
ways. First, it can suggest that state governments are
losing control over an increasing number of federal
grant programs by virtue of the fact that they have
much less legal leverage over public and private
nonprofit agencies than they have over local govern-
ments. On the other hand, this trend might not
necessarily indicate a diminution of state influence,
since the state government has an important role to
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play in defining the new public-private sector relation-
ships in the area of human resources, an area in which
the public and private nonprofit agencies are primar-
ily involved.”2

Generalizations about what these figures by them-
selves tell us regarding the relative positions of states
and local governments in the categorical grant system
are hazardous. Taking account of the reservations
expressed about the two middle groups, it may be
suggested that local governments have slipped a little
and states have risen a little over the ten-year period.
If the state role in regard to the expanding public and
private nonprofit sector is important, as noted above,
then this tentative conclusion is further strengthened.
In any case, however, these figures do not seem to
support the view that the trend in eligibility designa-
tions in categorical programs over the past ten years
has favored local governments vis-a-vis state govern-
ments.

Countercyclical Assistance

As noted earlier, there has been nothing in recent
years to match the impact on state-local participation
in federal grant programs of the countercyclical
measures proposed for fiscal year 1978. This group of
programs, building on parts of the Public Works
Employment Act of 1976 and Titles II and VI of the
Comprehensive Employment and Training Act of
1973, is designed to inject massive sums of money to
stimulate the economy by providing jobs at the state
and local levels.

The differences among the four programs in the
economic stimulation package with respect to eligible
recipients and provisions for distribution of available
funds have a bearing upon the relative roles of state
and local governments and various kinds of local
governments. Under Title 1 of the Public Works
Employment Act, funds are available on a project
basis to any state or local government. The term
“local government” is all inclusive and is not limited
to general purpose units. Section 108(b) specifies that
priority and preference shall be given to local govern-
ments as against state governments. Overall prefer-
ence for both states and local governments is given to
those with unemployment rates above a specified
minimum.

Title II of the same act — the antirecession
title — distributes the funds according to formula,
with one-third going to the states and two-thirds to
local governments. In each case the share is deter-

mined by the relative amount of unemployment in the
state or local jurisdiction and the revenue sharing
amount computed for purposes of distributing GRS
to local governments. Eligible local units are, there-
fore, limited to general purpose units, according to
the definition found in the general revenue sharing
statute. The only exception to this is that a local unit
must be an “identifiable local government” in order to
receive part of the local share. Identifiable local
governments are those for which the Secretary of
Labor has made a determination concerning the rate
of unemployment for purposes of CETA.

Funds available under Title II of CETA, Public
Services Employment, are distributed by formula to
prime sponsors and Indian tribes. Eighty percent of
the funds are so distributed, with 209 being allocated
at the discretion of the Secretary. Prime sponsors are
defined as states and general purpose local govern-
ments of population of 100,000 or more or combina-
tions of general purpose units of government. The
formula factor is the number of unemployed in areas
of substantial unemployment.

Under Title VI of CETA, Emergency Public Ser-
vice Jobs Program, the formula again is used and the
eligible recipients are prime sponsors as defined under
Title I of CETA. Ninety percent of the funds are
distributed by formula and 109 are left to the discre-
tion of the Secretary. The formula contains some
different factors measuring the severity of unemploy-
ment compared to the factors used in Title 1.

Considering these four countercyclical programs as
a group, it seems that their fiscal thrust is clearly in
favor of local governments, and particularly general
purpose units. Title I of the Public Works Act specifi-
cally identifies local units (although not general pur-
pose units) as the recipients to receive priority and
preference. Title II of that act piggybacks onto the
general revenue sharing formula, modified by unem-
ployment data. Again local governments, and specifi-
cally general purpose units, are at an advantage
because of the general revenue sharing formulation.

In the two titles of CETA, linkage of recipients to
the recipient definition in the CETA act itself again
gives an advantage to local general purpose units.

Thus the conclusion seems inescapable that, at
least under the economic recession conditions to
which the countercyclical programs are addressed, a
massive influx of grant money is working to boost the
role of local governments in the manpower field.
Against the background of traditional state preemi-
nence in the manpower area, as through the employ-
ment service, unemployment compensation, and vo-



cational education, it seems clear that the
countercyclical programs, at least for the temporary
period for which they are said to be designed, are a
thrust in the direction of direct federalism, with all its
implications for a shift in the balance of power
between state and local governments.

Summary

The development of the tripartite federal aid sys-
tem during the past decade has had a mixed impact on
the structure of state-local relations. The initiation of
general revenue sharing gave a sharp boost to the
trend toward direct federalism that emerged strongly
in the early 1960s. This was subsequently reinforced
by the Community Development and CETA block
grants. The former represented no change for that
functional field, since of the seven programs folded in
by the block grant six had been direct federal-local
programs. Yet it constituted a conscious decision by
Congress to perpetuate the policy of not involving
state governments in dealing with critical community
development problems. The CETA block grant, on
the other hand, represented a switch toward more
direct federal-local relations in a functional area
where states had previously played more of a key role.
The change involved the designation of general pur-
pose units of local government as prime sponsors and
the policy followed by prime sponsors of not relying
primarily on state manpower agencies as providers of
manpower services, contrary to previous practice in
federally assisted manpower programs.

The Partnership for Health grant followed the
traditional pattern of a federal-state linkage in the
distribution of public health funds. The Safe Streets
block grant, providing federal assistance for the first
time in a functional field previously left almost exclu-
sively to state and local governments, undoubtedly
boosted the role of state governments by virtue of the
key roles assigned to the Governor and the state
planning agency and the system for allocation of
planning and action funds.

A major development in the relative responsibili-
ties of states and their localities in the federal grant
system was the injection of countercyclical antireces-
sion funds in fiscal years 1976 through 1978. Rising
from $1.9 billion to an estimated $9.9 billion in the
latter year, these moneys go directly to local jurisdic-
tions, and in FY 1978 they represent more than all
previous direct federal-local funds combined. The
latter now constitute about 229 of all federal aid to

states and localities. The long-range effects of the
antirecession programs on the state-local relationship
will depend on whether or not, under the title of
countercyclical aid or something else, they become
permanent parts of the aid structure, and if so, to
what extent.

Generalizations about the effect of changes in the
categorical grant system on state-local relations in this
period are difficult to draw. The patterns of state and
local government eligibility for categorical grants
indicate that local governments have not improved
their relative positions and may have lost some
ground, measured by the changes in proportions of
the total number of grant programs in 1975 compared
with 1966. In dollar terms, the same conclusion is
probably warranted, considering that the big money
categorical programs are essentially federal-state pro-
grams.

Yet the trend in the overall grant funding picture,
embracing GRS and block grants as well as categori-
cals, remains clear — a distinct movement in favor of
local governments vis-a-vis state governments.

RECAPITULATION

We have examined four issues in intergovern-
mental relations in an effort to ascertain how these
have been affected by the historic recent shift in the
federal grant system from a categorical system to a
tripartite categorical-block-revenue sharing system.
The four overlap to some extent and although they
obviously do not cover alil the contemporary issues in
intergovernmental relations, they embrace some of
the more significant ones: devolution, capacity build-
ing, the impact on local government structure, and the
impact on state-local relations. At the risk of over
simplification, the sense of the analysis may be sum-
marized as follows.

On devolution of authority from the national to
the state and local levels, GRS and block grants have
effected a transfer of decisionmaking away from the
federal government, and this movement has been
abetted to some extent by various middle range
reform efforts and, in the past two years, by the
massive infusion of countercyclical funds to create
jobs and stimulate economic recovery. Still the move-
ment toward devolution has probably not been as
strong as some of the original advocates of GRS and
block grants may have expected. GRS is not entirely
without strings, and it represents the means by which,
for the first time, thousands of local jurisdictions
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have become engaged with the federal government in
a grant relationship. The federal presence has been
further extended through the gradual and continuing
growth in the number of generally applicable require-
ments imposed by Congress on grant recipients for
the promotion of certain social and environmental
policy objectives. Finally, the degree to which devolu-
tion has occured in the past decade is affected by the
issue of fungibility. All grants — including categori-
cals, but especially block grants and of course
GRS — apparently are fungible, to greater or lesser
extent, thanks in large measure to the great increase in
the number and dollar flows of federal aids. This
suggests that while recipient discretion has been
increased by the introduction of block grants and
GRS, it has also been enhanced by the continuing
dollar expansion and numerical proliferation of cate-
gorical grants.

On capacity building at the state and local levels,
the evolution of the grant system in the past decade
has produced two major thrusts — greater emphasis
on strengthening the role of generalists as against
specialists, and increased opportunities for local and
state initiative, rather than any direct positive assis-
tance by the federal government. Generalist elected
and appointive officials are responsible for goal and
priority setting and interprogram and intergovern-
mental coordination, key elements of a jurisdiction’s
ability to perform effectively. Increased opportunities
are offered through revenue sharing funds which,
though subject to conditions, give recipients broader
discretion. The hybrid character of block grants
restricts the functional scope and flexibility they
bestow on recipients, and yet they provide a more
favorable framework for planning and program inte-
gration than categorical grants. Certain changes in the
composition and administration of categorical grants
have brought modest increases in the federal govern-
ment’s efforts to help build management capacity at

the state and local levels.

Regarding local government structure, the clear
emphasis of the past decade has been on support of
general purpose units of local government. Of the two
basic types, municipalities and counties, the counties
have gained the more, by virtue of their frequently
newly acquired role in community development and
their greater activity in the manpower field. But
revenue sharing has not had as great an effect on local
government as was anticipated by many observers.
Limitation to general purpose units has not meant a
decline in number of special districts nor a prolifera-
tion of new municipalities. GRS also has provided no
encouragement to rationalizing the substate regional
picture, which has become more proliferated with
many additional federal programs (including the Safe
Streets block grant) prescribing different regional
arrangements and federal efforts to make them work
in harmony falling short of their objectives. The
federal posture toward substate regions remains am-
biguous.

On state-local relations, the principal impact over-
all has been the encouragement of more direct federal-
local relations, with a consequent net diminution of
the role of the states in the federal grant system. This
is clearly the direction of GRS and the CD and CETA
block grants. Considering the categorical grants alone
—apart from the special countercyclical pro-
grams — local governments have, if anything, suf-
fered a minor downgrading vis-a-vis states in their
relationship with the federal government. Most re-
cently, the sudden and powerful injection of counter-
cyclical funds, channeled directly to local communi-
ties, has been the most significant development in
constantly shifting federal influence on state-local
relations. While these measures were initiated as tools
for combating the effects of economic recession, it is
not at all certain that they will be completely phased
out when the current recession is over.
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F ederal grants-in-aid have been a crucial con-
ditioner of intergovernmental relations in this cen-
tury. Complex and controversial program, personnel,
administrative, jurisdictional as well as fiscal issues
have been raised by their extraordinary growth,
especially during the past dozen years. And most of
the range of “theories” that have been enunciated to
describe or to prescribe 20th century American feder-
alism have focused heavily on the purposes, patterns,
forms and functions of federal aid — whether it be
“cooperative,” “creative,” “new,” “permissive,” “tech-
nocratic,” “picket fence,” or “bamboo fence” federal-
ism. In short, these intergovernmental fiscal transfers
and their many implications for, and impacts on,
elected officials, generalists, and general governments
at all levels have been central to most efforts to
describe and diagnose “cures” for the American
federal system.

The preceding 13 volumes in this study probed
most of the recent developments in federal (as well as
state) aid. Out of the welter of facts, findings and
attitudes that this massive research effort has identi-
fied, certain broad trends emerge. Some of these
trends suggest continuity and an extension in magni-
fied form of those present a decade ago. Others,
however, reflect a marked departure from past prac-
tices and approaches. Whether a new system of inter-
governmental relations has, in fact, emerged in the
70s, depends in large measure on the degree to which
these current trends combine to form a predominant
pattern of continuity or a major new mosaic resulting
from significant change.

Chapter V

Epilogue

THE TRENDS

What then are the broad trends that characterize
current federal-state-local relationships in the assis-
tance area? The overwhelmingly dominant trait of
contemporary intergovernmental relations, to which
nearly all the others are linked, is the extraordinary
degree of “marbleization” that has emerged over the
past decade. Never have the functioning, funding,
management and manpower of nearly all state and
local servicing endeavors been more affected by
federal assistance and other related involvement than
now. Whether this is merely a larger version of the
earlier marble cake metaphor developed by McLean,
Grodzins and Elazar or whether it resembles a new
style “wedding cake” constructed of several layers of
marble cake depends on one’s interpretations of the
11 following subsidiary developments.

« The partnership ideal now encompasses all the
older members — the federal government, all
the states, some special districts, and some
urban cities and counties, as well as a whole
range of new ones — all local general govern-
ments, almost all school districts, some addi-
tional special districts and authorities, 2,000
substate regional bodies, and some nonprofit
units. Put differently, the eligibility and entitle-
ment provisions of GRS, CETA and CDBG —
to cite only the more obvious — have added a
host of new local members to the “partner-
ship,” with GRS alone reaching all 38,000 local
general governments.
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« The power position of these members, as the
earlier analysis suggests, is somewhat more
blurred now than it was a dozen years ago.
States are in reduced but still preferred position
(since they still receive about 709% of all federal
aid to states and localities), but cities, counties
and school districts now are accorded a much
more honored role than ever before (the direct

assistance accorded them soared from 10% of

the total of federal aid in 1965 to 30% in FY

*78). The federal government retains its senior

partner role fiscally, but more and more its

problem solving, managerial, and intellectual
capacities are being questioned by the other

partners.

« In terms of federal administrative discretion,
more assistance money (about 75%) now flows
pursuant to statutorily dictated formulas than
was the case in the mid-60s. GRS, of course,
and the bulk of the funds under all five block
grants, as well as all formula-based and open-
ended categoricals fall in this group. A major
feature of this trend was the development for
the first time of substate allocational formulas
for the new forms of aid going to units of local
general government. All this has prompted a
new form of “grantsmanship” — involving
strenuous efforts to favorably fashion the
formulas and to influence eligibility provi-
sions, generally with dollar dispersion a prime
result and enhanced regional competition
another recent byproduct. It also has placed
heavy responsibilities on statistics gatherers to
produce better figures to gauge “need,” “ef-
fort,” regional cost of living or service differen-
ces, and the like.

« In terms of services aided, all of the big efforts
of intergovernmental and national import (like
welfare, health, hospitals, transportation and
education) are federally aided — with social
programs experiencing the greatest dollar and
proportionate gains since 1965 — but so are a
range of activities that not so long ago were
deemed wholly state-local responsibilities (like
rural fire protection, libraries, jelly fish con-
trol, police, and historical preservation). In
some cases, federal grants have generated
entirely new service program roles among
recipient governments, as with community
development and manpower for certain cities

and urban counties. The only real counter-
trends to this functional marbleizing was the
partial “federalization” of the adult welfare
categories in 1972 and the emergence of a tiny
but perceptible trend toward recipient (espe-
cially state) refusal to participate in certain
programs (i.e., OSHA).

« The forms of federal assistance, at least out-
wardly, have changed drastically since 1966,
with all the traditional types of categorical
grants (project, project-formula, formula, and
open end) still in use, along with at least five
block grants and general revenue sharing.
Categoricals accounted for 79%, block grants
12%, and GRS 9% of the 1977 federal aid
package. In jurisdictional terms, cities and
counties have benefited far more from the
enactment of these newer forms of aid, while
states are caught much more in the older
categorical system.

« Conditions now are attached to all forms of
federal aid. The procedural requirements (civil
rights, citizen participation, and auditing re-
quirements) that were added to GRS in 1976
and the hybrid nature of most of the block
grants along with their tendency to pick up
program and other constraints over time,
render inaccurate the older description of these
two forms of aid as essentially “no strings” and
“few strings” assistance programs, respectively.
Moreover the emergence of a range of across-
the-board requirements in the environmental,
equal access, equal rights, relocation, historic
preservation, and personnel areas only under-
scores the fact that the conditions now attached
to practically all federal assistance are infi-
nitely more complex, more controversial (with
more judicial decisionmaking), more pervasive
(in terms of the number of jurisdictions af-
fected), and more penetrating (in terms of the
focus of some on the internal operations of
whole governmental jurisdictions) than their
largely program-oriented predecessors of the
mid-60s.

« Despite the above, the form of aid can make a
difference. Recipient discretion still is greater
with general revenue sharing than with the
other forms, and insofar as block grants cover
a fairly wide portion of functional turf and are
adequately funded, they, too, confer greater



discretion than do the categoricals. Moreover
certain ostensible categoricals in practice be-
come block grants due to a range of factors
that can produce lax federal agency oversight.
Above all, perhaps, the servicing and fiscal
discretion that comes as a consequence of
receiving a number of federal grants —
whether categorical, block or GRS — must not
be discounted at this point in time. Put more
succinctly, and relating this discretionary
theme to the previous one, increasing condi-
tions characterize the recent evolution of all
federal assistance and some of these conditions
are more intrusive in a procedural and sys-
temic sense than the old style categorical
strings. Still the practical effect on those states
and localities that receive a large and mixed
package of federal aid now is potentially, if not
actually, to expand their fiscal and program
options.

« Paralleling the above, the fiscal impact of
federal aid is more difficult to gauge now than
ever before. Earlier studies tended to agree that
this impact was chiefly stimulative of greater
state and/or local outlays, either in the aided
area or aggregatively. Recent surveys are less
conclusive and some suggest merely an addi-
tive or even a substitutive effect — especially in
the newer forms of aid and with larger urban
jurisdictions participating in multiple federal
programs. In this connection, the fact that
both the community development and man-
power block grants require no matching (as
well as GRS, of course) should not be over-
looked.

« Institutionally, the states and traditional local
governmental units, as the foregoing has indi-
cated, have all been affected by the expansion
in federal assistance. And a clear attempt has
been made for over a decade now to favor
general governments and generalists. With the
states, significant strengthening of the execu-
tive branches generally has occurred over the
past decade and a half, but it is difficult to
establish any direct links between this develop-
ment and the growth of federal aid during the
same period. With legislatures, there is some
evidence in some states that recent efforts to
strengthen their power over the purse strings
does relate to this rapid growth and to the
feeling, on their part, that the executive

branches have been the prime beneficiaries of
this rising dollar flow. At the local level, most
of the newer direct federal programs have
stressed the role of elected officials and a
systematic approach to program implementa-
tion, but there is meager evidence that this has
produced many fundamental management
changes in these recipient jurisdictions.

« From another angle, this apparent effort to

bolster generalists and general governments
has been something of a charade. At the
substate regional level (and some would add
at the multistate level as well) more than a
score of federal aid programs have helped
foster the creation of hundreds of single pur-
pose, multicounty planning bodies. This is due
‘to the fact that more times than not the
multipurpose, generalist-dominated regional
unit has not been designated to carry out the
functions of these federal regional programs.
The somewhat cluttered institutional scene at
the muitistate level and the heavily cluttered
terrain at the substate level, then, is primarily a
product of federal aid programs enacted over
the past 15 years. In all but a handful of
instances, however, the institutions engendered
by these efforts lack political legitimacy and
authoritative legality.

« A critical indirect effect of many of the above
trends has been the gradual weakening of the
representative character of our governments.
The imposition of some across-the-board re-
quirements, e.g., affirmative action hiring poli-
cies, has tended to remove from state and local
legislators decisions on vital social issues, or at
least” blurred their accountability for such
decisions. Increased mandating of public par-
ticipation procedures on recipient jurisdic-
tions also diffuses legislative responsibility.
Initiation of legal challenges to the substance
or implementation of grant programs further
circumscribes, or threatens to circumscribe,
the decisionmaking authority of Congress,
state and local legislators, and administrators
at all levels.

These, then, are some of the major trends that have
emerged during the past decade, and they combine to
support the summary generalization that never has
the maze of fiscal, functional, regulatory and adminis-
trative links between and among the federal govern-
ment, the states, and all substate units been more

67



68

complex, costly and convoluted than it is now. What
has prompted this mesmerizing (for the critics) and
marvelously intricate (for the proponents) marbeliza-
tion?

SOME REASONS WHY

Legally, the past decade has seen the near fading
away of any real attempts to define national purposes
in constitutional terms. The federal right to spend for
whatever purposes it desires was sanctioned by the
Supreme Court in the 1920s and took on expanded
legal and practical meaning in the 1930s. Yet through
the early 60s, questions of national purpose and even
linkages to expressed powers cited in Article I,
Section 8, of the U.S. Constitution were part of the
official and public debate accompanying Congres-
sional enactment of major new grant programs. The
federal government still defers to the states in matters
affecting energy regulation, water rights, and work-
men’s compensation. Yet the fact that no Court
decisions have come down disputing the right of the
federal government to involve itself in any grant-in-
aid activity leads one to wonder how long these state
bastions will remain standing, particularly in regard
to energy and water.

Politically, the functional triads that have always
formed the national basis for program enactments
have multiplied in recent years. These forces (consist-
ing of middle level administrators, subcommittee
members, and interest group spokesmen) have not
only a national, but frequently a state or local base as
well. Moreover to the numerous functional and new
social groupings have been added the public interest
groups representing elected state and local officials
who have been in the forefront of the campaigns to
achieve GRS, CETA and CDBG and who sometimes
find allies among the upper echelons of the federal
departments and of units in the Executive Office of
the President. Moreover though the functionalists
and generalists appear to be in opposition to one
another, they combine to achieve a strong centralizing
thrust. These centralizing political trends, however,
have been matched by almost a reverse development
within Congress and its parties where the forces of
dispersion seem as strong as ever, despite recent
reforms and new and aggressive leadership.

Fiscally, the recession provides the short-term
explanation for some of the recent expansion in the
flow of aid, especially to the older cities hit hard by
unemploynient. But, in a long-term sense, the slow
down in economic growth and the revenue and

jurisdictional rigidities at the local (and in some cases
the state) level have also contributed to this develop-
ment. But few programs — GRS being the chief
exception — have attempted to use fiscal effort in
allocating funds. And the proxies used for “need”
frequently are questionable. Put differently, targeting
was difficult to achieve, at least until the recent
countercyclical legislation (and some would argue
whether it targets). The inevitable Congressional
(especially Senatorial) tendency to spread funds
widely and thinly has dominated, and equity consider-
ations — whether gauged by “need” or “effort” —
were lost or compromised in formulas that incorpo-
rated two or more factors that frequently “fought
each other.” All this has been aided by state and local
coalitions — whether of elected or functional officers
— that naturally have fought any real attempt to
differentiate the “haves” from the “have-nots.”

Administratively, this marbleization has been abet-
ted by several developments. One is the idea that
intergovernmental administration is merely a variant
of managing a program within a single administrative
system. This view conjures up the image of the old
public administration hierarchy and of chain-of-
command theories. It was reinforced by the Exec-
utive-Legislative Branch impasse of the Nixon years
and is partly sustained now by many of the conditions
attached to grants, largely pursuant to Congressional
dictates. Yet the residuals of contemporary federalism
still leave state and local personnel part of their
respective and separate systems, as was underscored
in the NLC vs. Usery case. Moreover in a supervisory
sense, sometimes conflicting, lax and understaffed
federal agency efforts frequently make even monitor-
ing a fiction.

At the state level, while “single agency” require-
ments generally have been less intrusive than for-
merly, variations on these provisions persist and have
even prompted a pending court case between Florida
and HEW. Among bureaucratic developments at this
level is the emergence of divided loyalties that surveys
of state administrators have identified. Managers of
federally aided programs — whether block grants or
categoricals — tend to look upward to Washington as
much as outward to state policymakers. No doubt a
comparable pattern of behavior exists among local
administrators in a similar fiscal position. A strong
Washington belief in the theory of federal administra-
tive control, supported in practice by various grant
conditions and by the loyalty of state and local
functional counterparts are some of the administra-
tive developments that have contributed to the mar-
bleization.



Equity considerations also have played a major
role. Various of the crosscutting aid requirements
relate to this factor and a large number of the more
recently enacted programs have been argued in terms
of helping poor people, poor governments, or both.
Part of this, of course, stems from the perennial
tendency of equity issues to be pushed to the highest
levels of adjudication and/or legislative amelioration.
But part of this also is a product of the marked
increase over the past decade in the number of interest
groups and of members of Congress who champion
equity politics. Centralization, categoricals, condi-
tions and-caustic criticisms of state and local govern-
ments have been the hallmarks of these groups.

Attitudinally, as some of the foregoing suggests,
the acceptance by decisionmakers at nearly all levels
of what might be called “interest group pragmatism”
is the dominant philosophic reason for the heavily
marbleized system of the 70s. In some respects, this is
merely an outgrowth of the constitutional relativism
discussed earlier. But it signifies more. Within the
national legislative process, it is reflected in the new
style omnibus bill with its various titles, mix of aid
programs, varying groups of eligible recipients, and
ambiguous or even conflicting goals which work
against each other. Politically, it is an extension of the
coalition building process that is the driving force of
all major political parties and of all efforts to enact
major legislation. It also is reflected in the steady
decline recently in the capacity of our two major
parties to absorb and prioritize the demands of the
myriad of interests that our increasingly more articu-
late and heterogenous society produces.

In terms of traditional American pragmatism and
its bottom line question, “Will it (or does it) work?”
this attitude actually represents something of a depar-
ture. Questions of administrative feasibility, of real
recipient need and fiscal resources, of actual (or
potential) servicing results, after all, are rarely raised
now when grants are enacted or renewed. Many
agency evaluations conceal as much as they reveal,
and probing oversight hearings are as rare now as
they were common 20 years ago. Nonetheless, it is a
pragmatic attitude that is at play here — a widely
shared sentiment that — to paraphrase the late
Speaker Rayburn, “To get your grant, you go along
with another.” Grants, after all, are a major facet of
Congressional and federal bureaucratic activity — not
to mention interest group, both private and public,
concern. They convey the image of action; they can be
useful in election campaigns; they can help ameliorate
interjurisdictional, as well as interest group, conflicts;

and, above all, they suggest that the national govern-
ment is being responsive to a range of public needs.
Moreover most of the media, most of the intellectual
opinion molders, and most politicians still adhere to
this theory of responsiveness. “Interest group pragma-
tism,” then, though rarely a point in any office-
holder’s formally enunciated political creed, serves as
a major force in this prolix process of “marbleiza-
tion.”

A NEW SYSTEM?

Tracing the prime factors underpinning the recent
trends in federal assistance gives the impression that
the “system” is both qualitatively and quantitatively
quite different from the prevailing pattern of the mid-
60s.

To some, this difference merely represents a logi-
cal, if not inevitable, outgrowth of Creative Federal-
ism — with its inclusive ideal of partnership, expan-
sion of direct federalism, growing urban program
focus, move into functional areas heretofore almost
wholly within the state-local domain, and above all
perhaps, expansive definition of national goals which
are to be achieved by a range of subnational and
quasigovernments using a widening variety of inter-
governmental fiscal transfer mechanisms, chiefly of
the conditional type.

Others, while conceding that the current system
has roots in Creative Federalism, also point to the
impact of many of the paradoxes stemming from the
New Federalism and certain Congressional initiatives
of the Nixon-Ford period. For out of these eight years
came:

« not only a conscious effort to curb the growth
of categorical grants, but also a net gain of at
least 100 additional programs;

. not only a strenuous effort to standardize and
simplify grant administration, but also the
emergence of both more varied federal agency
contacts with more recipient jurisdictions at
the local level than had existed before and
greater conditional complexities in these rela-
tionships; the latter resulted, from a growing
Congressional tendency to utilize some grants
for regulatory purposes and all grant mecha-
nisms for furthering certain social and environ-
mental goals;

- not only a drive to achieve a devolution of
power to generalists and general governments,
with some initial preference for the states, but
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also a distribution of general revenue sharing
funds both to a wide assortment of essentially
limited governments as well as to all genuine
general governments; and attempts to achieve
“special revenue sharing” which produced
three block grants that are struggling to retain
the degree of recipient discretton initially con-
templated, because now they also are attempt-
ing to achieve the more explicit national goals
specified in their respective programs;

« not only a conscious favoritism towards tradi-
tional governments at the state and local level,
but also policies which consciously or uncon-
sciously favored the emergence of at least 1,800
single, though broad purpose units at the
substate regional level during this period, and
of 15 federal multistate units (established
solely pursuant to federal legislation);

- not only some attempt to sort out (demarble-
ize) the assignment of basic program respon-
sibilities according to appropriate govern-
mental levels, but also involvement (with the
exception of the partial federalization of the
adult welfare categories) of more state and
especially local governments in more, and
frequently new, joint servicing efforts than was
ever the case in the heyday of Creative Federal-
ism; and

« finally, not only the growth of more categori-
cals and more across-the-board conditions,
both suggestive of a continuing federal (espe-
cially Congressional) concern with encourag-
ing specific programs and with achieving, if
not mandating, a range of national goals, but
also the growth of greater recipient discretion
— thanks to the fact that this sizeable and
varied tripartite assistance package appears to
be at least partially substitutive fiscally and to
enhance program discretion in cases where
jurisdictions partake of many programs.

Those who ponder these paradoxes tend to agree
that the fall-out from the Nixon-Ford years is a prime
conditioner of the current system as well as a major
modifier of the one that functioned in the mid-60s.

Still another set of analysts recognizes the contri-
butions of Creative Federalism and New Federalism,
but focus on the efforts of Congress in 1976 and 1977
to assemble a package of assistance programs that
would stimulate the national economy and stabilize

state and local governmental operations. In the minds
of these observers, it is this federal response to the
recent recession and the lagging recovery that consti-
tutes the major molder of the present aid system.

With the local public works program (authorized
by Title 1 of the Public Works Employment Act of
1976 and expanded by legislation enacted in May
1977), the antirecession fiscal assistance program
(established by Title I1 of this 1976 omnibus legisla-
tion and extended as part of the Intergovernmental
Antirecession Act of 1977), and the major expan-
sion of the public service employment programs
(Titles 11 and VI) of the Comprehensive Employment
and Training Act of 1973 (with the Carter Adminis-
tration’s proposals that were enacted into law in June
1977), a new three-part countercyclical initiative was
launched. The countercyclical program is exerting a
crucial impact on recipient governments and on the
overall aid system as well. This effort is distinctive,
they emphasize, because it involves substantial
amounts of money ($13.9 billion from November
1976, to November 1977) and most of it is bypassing
and substitutive in character. Moreover it achieves
a degree of targeting to older, declining central
cities with heavy unemployment that other assistance
programs have rarely achieved. In addition, it in-
volves a mix of general support (countercyclical
revenue sharing), block grants (CETA Titles Il and VI
in practice if not in form tend generally to conform to
most of the traits of this grant device), and categori-
cals (Local Public Works) — all ostensibly geared to
using state and local governments as agents of na-
tional economic stabilization policy and to using a
range of different assistance devices with different
purposes to help stabilize state and local finances in a
period of severe economic uncertainties.

These analysts argue that the goals, strategy, meth-
ods of implementation, linkages with other ongoing
assistance programs, and unclear (as of the moment)
results of this novel countercyclical effort combine to
form the most important force affecting current
intergovernmental relations. They also would con-
cede, however, that ongoing efforts to devise a new
federal urban strategy tend to reveal that many are
unaware of the power of this program and of the fact
that it already constitutes the most expensive urban
undertaking that the federal government has ever
mounted. This unawareness may be connected with
the “temporary” character of this program. But will it
be temporary? Many observers think not, given its
importance to many major urban jurisdictions. Oth-
ers, however, cite growing economic and fiscal trends



that foreshadow early efforts to curb federal spend-
ing. These trends include the growing federal deficit,
unremitting inflation, the worsening international
balance of payments, and rising eoncern over the
deteriorating climate for business investment. Coun-
tercyclical and other programs of fiscal stimulation
would likely be vulnerable to budgetary retrench-
ments undertaken in response to these trends.

Has a “new system” been fashioned from Creative
Federalism, New Federalism, and the countercyclical
undertaking? Anyone comparing the basic features of
the system in 1967 (as they were depicted in the
Commission’s two-volume study of Fiscal Balance in
the American Federal System) and those of its 1977
counterpart must respond affirmatively. Certain
trends (ever-expanding definitions of national pur-
pose; novel and proliferating conditional programs,
especially for urban jurisdictions; more and more
participating partners; the bypassing of states; and the
growing power of functionalists and functional gov-
ernments) that were identifiable a decade ago clearly
have continued, and in vastly expanded form, despite
certain subsequent countertrends. To these, older
trends have been added: new assistance devices; a new
activism on the part of generalist public interest
groups; a new trend toward recipient substitution of
aid funds for their own fiscal resources; new recipient
discretion that flows from the two foregoing develop-
ments; a new creeping conditionalism that has regula-
tory and national purpose, as well as programmatic
connotations; and the novel use of a new portion of
the assistance package as an instrument of national
economic policy implicitly focusing on hyperdis-
tressed older cities. o

These older and newer trends combine to suggest
that the nation, in fact, has evolved — without really
knowing it — a new American federal system with a
transformed and terribly complex network of inter-
governmental relations. The novelty of this system,
however, has been largely unobserved, because the
dynamics that shaped it have been largely piecemeal,
partial (in a program sense), heavily pluralistic (in
terms of inputs and outputs), and perennial. In short,
the process at first glance was, and is the traditional
one in our system, and it tends to conceal the full
impact of a range of incremental intergovernmental
initiatives. Yet the volume, variety, pervasiveness and
pace of the recent initiatives suggest nontraditional
tendencies for the mast part, as well as basic reasons
for the conclusion that the present system is substan-
tively different from its predecessor of only a decade
ago.

VARYING VIEWS OF
THIS NEW SYSTEM

While it is impossible to fathom fully the long-term
impact of all of these features of this new system of
American federalism, varying interpretative views are
beginning to emerge.

From the traditional federalists — and this group
now includes both advocates of the old dual federal-
ism theory and some adherents of the later coopera-
tive federal concept — comes a series of criticisms.
The most severe is their charge that the current
system, in effect, is quasi-unitary but without even the
few positive features of a unitary system. The inter-
governmentalizing of most domestic American gov-
ernmental activities, in their view, has produced a
dangerous centralization, an overloading of the sys-
tem, and a massive muddling of the appropriate ad-
ministrative, fiscal, and servicing roles of the differ-
ing levels.

The ever widening range of recipients, the growing
array of aid programs, and the attachment of assorted
administrative conditions to all forms of assistance,
they believe, have generated the most intrusive federal
position ever and an extraordinary centralization of
programmatic, regulatory and fiscal decisionmaking
in Washington. The size of the assistance flows to
several recipients has only engendered a habitual
dependency on the national government, thus under-
cutting the vital sense of state-local self-reliance that is
the real basis of a functioning federal system. The
increasing bypassing of the states and bilateral federal
links with a host of substate governments, undercut
administrative effectiveness and constitute a complete
misreading of the long-term solutions to metropolitan
and rural problems. After all, only the states, they
emphasize, have the power to address authoritatively
the structural, fiscal, jurisdictional and land use
challenges that confront most of these substate units.

Above all, these critics worry about the all-
important accountability question. Marbleizing has
erased clear lines of accountability. Some of the
confusion stems from newer aid programs that treat
recipients as mere agents of national policy, they
point out. Some of it relates to the growth in condi-
tions which blurs the ostensible differences among
categoricals, block grants, and general revenue shar-
ing. Some of it can be traced to the shared views of
specialists that are linked by specific aid programs,
while some of the dilemma can be traced to the
workings of citizen participation requirements. Even
the more traditional theory of generalist control is no
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longer clear cut, since its application at one level can
conflict with its application at another. Diverse theor-
ies of accountability have emerged, they point out,
which in practice make it impossible to hold any set of
officials at any level legitimately responsible for the
totality of their official actions.

In their reform efforts, these traditionalists urge
strengthening of the states, greater state involvement
in local and regional problems, and above all a
clarification of the proper federal role in the system.
They formerly preferred block grants and general
revenue sharing and still favor these forms of assis-
tance over categoricals. Yet they recognize the contin-
uing tendency to add intrusive conditions to any form
of federal assistance. Hence they feel the time has
come to begin a sorting out of the fiscal-functional
roles of each of the levels with a view toward some
demarbleizing of the current system. This does not
mean that they expect a return to dual federalism, but
they do expect a clearer, more circumscribed defini-
tion of the proper federal role to emerge from the
effort. And this, for them, would mark the beginning
of achieving a more balanced, more effectively func-
tioning federal system — one in which the traditional
features of diversity, subnational experimentation
and initiatives, and a more viable concept of political
accountability are encouraged.

Defenders of the new system, who might be classed
as national federalists, reject these criticisms, arguing
that we have become one nation in fact and federalism
is a dynamic — not static — process governed by the
heavily pluralistic politics that undergirds the entire
system. They maintain that a successful federation is
one that adapts itself to the needs of the times. And
recent intergovernmental relations underscore the
continuing capacity of American federalism to be
adaptable and responsive to a range of current chal-
lenges. The present heavily marbleized pattern merely
reflects the undeniable fact that ours is an interde-
pendent economy and society. As such, they feel, it
should be welcomed, since it suggests a degree of
national cohesion that this country has rarely exhib-
ited in the past and various other nations lack now.

The concern with achieving broad national goals in
the environmental, equal rights, and equal access
areas, they hold, constitutes an affirmative answer to
the aspirations of the entire body politic, not merely
to certain sectors of it, and from the one source that
can act authoritatively for the nation as a whole.
Categoricals and heavily conditioned block grants are
viewed as the most appropriate means of promoting
national objectives. The growing urban focus in

federal aid, the direct contacts with local units, and
the expanded dollar flows triggered by the counter-
cyclical program reflect a national sensitivity to the
severe fiscal and servicing shackles that constrain
local governments, especially older central cities.

The wide diversity of servicing areas and of recip-
ients that are aided by federal grants, they emphasize,
is the inevitable concomitant of certain efforts neces-
sary in a bewilderingly heterogeneous society like
ours. These include amelioration of group and inter-
jurisdictional antagonisms, tapping the talent of var-
ious subnational governmental and quasigovernmen-
tal units, and giving a sense of being part of the system
to groups and governments that in the past have felt
excluded. Conditions are part of the price of partici-
pating in assistance programs, they emphasize, and
the range of purposes that these constraints now seek
to achieve are commendable ones, geared to achieving
minimum national levels of program performance, to
enhancing recipient administrative and personnel
capacity, and to attaining certain widely accepted
social and environmental goals.

That the fulcrum for these endeavors should be the
federal level is a logical outgrowth of a series of long-
term secular developments that have produced an
interdependent national society and economy. Flexi-
bility, equity, accessibility, responsiveness, and above
all a new nationalism are the hallmarks of the na-
tional federalist defense of the present system.

The reform efforts of these nationalists pretty
much constitute a continuation of current trends,
though with some modifications. Categoricals and
constrained block grants would be their preferred
intergovernmental fiscal transfer devices. If GRS is
retained, it should be used as a lever to promote state
and local governmental reorganization. The federal
regulatory role would be stepped up, given the unend-
ing pressures at the national level on the energy,
environmental and developmental fronts. Conditions
as a means of achieving quasiregulatory purposes
would continue, but in a form and an administrative
fashion that would facilitate their more effective
implementation. A well orchestrated urban develop-
ment policy is very much a part of the creed of some
of these nationalists, with some adopting a federal-
state approach to the challenge and others adhering to
the present largely federal-local strategy though with
more funding and a better linking of the existing
multiple federal program efforts. For both groups,
only the national government can provide the leader-
ship for such a difficult undertaking.

A third body of critical opinion incorporates



elements of both of the above schools of thought,
though the chief concern of these pragmatic federal-
ists 1s whether the present system works well or even
works. Like the nationalists, adherents of this view-
point are not much interested in static theories of
federalism or with philosophic questions relating to
centralization or devolution. But they are concerned
with the system’s functioning and its effects; hence
some of their criticisms resemble those of the more
traditional federalists.

These pragmatists focus generally on the overload
issue and specifically on the effectiveness of federal
aid programs, both singly and aggregatedly. In too
many instances, they contend, federal efforts have
fallen far short of their stated goals. Poor program
design, unrealistic expectations, and naive assump-
tions about implementation and the workings of
intergovernmental relations — not just inadequate
funding — have produced these poor performance
ratings.

While conceding the practical (and political) need
for conditions in most grant programs and the valid-
ity of national social and environmental goals, these
pragmatists point to the many wide gaps between
principle and practice in this area of federal controls.
They contend that the aggregative impact of these
numerous and separately supervised conditions on
individual recipient governments has produced a
condition that is counterproductive to their realiza-
tion. In addition, the failure of Congress and the
federal agencies to provide the manpower necessary
for effective program supervision and evaluation, they
claim, makes a mockery of the idea that recipients are
agents of national policies. Moreover they believe that
the very theory underpinning categorical and, to a
lesser degree, block grants with its greater or lesser
stress on conditions is thrown into doubt in those
cases where recipient fiscal and program discretion
actually is enhanced by participating in several aid
programs.

They note the federal efforts to establish substate
units by means of strings attached to a score of grants
and to influence the internal operations of recipient
governments and conclude that legitimate and effec-
tive jurisdictional or institutional changes can only be
achieved by authoritative actions at the state-local
level and in response to indigenous needs at these
levels. Thus institutional strings attached to federal
grant dollars have produced only synthetic results.

The pragmatic federalists, then, focus on the actual
operations of the intergovernmentalized system of the
mid-70s and find in them a series of defects — defects

which impede the effective delivery of services and
which undermine the capacity of the system to solve,
or at least to ameliorate, basic social and economic
problems confronting the nation. As federalists, they
are not totally enamored of economic efficiency and
administrative effectiveness in a system such as ours.
Yet as pragmatists, they find the trend toward inter-
governmentalizing nearly everything to be either futile
or counterproductive, functionally. And this runs
counter to their preoccupation with actual perfor-
mance and genuine problem solving.

When grappling with ways and means of making
the system more workable, these pragmatists focus
primarily on a range of procedures that would reveal
clearly what actually results — fiscally, managerially,
programmatically, and in a direct servicing sense —
from galloping intergovernmentalization. Better and
more accounting and auditing efforts, better and
more program evaluations, probing and periodic
legislative oversight hearings, a more vigilant and
intergovernmentally sensitized press corps, and more
interest groups of a generalist public policy character
are but a few of the means at all levels by which
practical results may be matched up against political
rhetoric and program promises. In a more compre-
hensive sense, zero-based budgeting, revamped legis-
lative budgetary processes, and well thought out
“sunset” procedures are sanctioned by this group. In
short, these pragmatists support whatever combina-
tion of forces and procedures that will expedite the
discovery of what works from what does not, so that
the experiment of American federalism may continue
unencumbered by the legacy of ineffective programs
and outdated political ideas.

THE COMMISSION’S POSITION

How does this Commission view the new system of
intergovernmental relations? As a bipartisan, national
body composed almost wholly of elected officials
drawn from the three traditional governmental levels,
the ACIR in its reports and in its recommendations
inevitably tends to avoid rigid ideological positions
and to focus on practical ways of alleviating overt as
well as potential points of conflict in the system —
whether fiscal, programmatic, jurisdictional or admin-
istrative. Its two basic biases are a commitment to a
federal principle involving meaningful decisionmak-
ing at all three traditional levels of government and a
desire to strengthen the interlevel relationships that
are the sinews of this system.

From the 13 preceding reports in this intergovern-
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mental grant system series and from certain earlier
Commission studies, there emerge some judgments —
sometimes explicit, sometimes implicit — regarding
many of the trends that have produced the new
system. What, then, do the 60 recommendations that
are advanced in the first 13 volumes reveal about the
Commission’s basic assessment of this overriding
development? Taken singly, but more frequently in
combination with others, these recommendations
indicate that the Commission favors some of the
developments that have emerged since 1967, but
deplores others.

The emergence of a tripartite federal aid system is
applauded. After all, this development implements
the basic Commission recommendation advanced in
its 1967 report on fiscal balance. But the continuance
of certain earlier trends and the emergence of some
new ones has prompted corrective recommendations
in five broad areas: intergovernmental management,
grant consolidation, general national policy require-
ments, systems controls, and functional assignment.
In effect, and in an empirical fashion, the Commis-
sion has adopted a pentagonal strategy to meet the
many challenges that the new system of intergovern-
mental relations has created.

Turning to the first component in this overall
strategy, Congressional and federal Executive Branch
efforts to simplify and standardize grants manage-
ment are welcomed. Yet given the paramount position
of aid programs in the national government’s domes-
tic undertakings, the administration of the manage-
ment circulars, the leadership and organizational
pattern of the Executive Office of the President for
intergovernmental relations, and the counterpart de-
partmental and field efforts, all need beefing up.
Several of the proposals adopted in the previous
reports identify specific ways this might be done. This
phase of the Commission’s strategy involves an effort
to strengthen the politically accountable federal exec-
utives and their generalist allies with better links to,
better understanding of, and better procedures affect-
ing counterpart officials at recipient governmental
levels being a major byproduct of this endeavor. It
also involves a comparable effort within the states and
localities, and more than a half dozen recommenda-
tions indicate how such an effort might be launched.

In all this, however, the multiple thrusts, the many
types, and the tremendous variety of the current aid
programs must be considered. These, after all, com-
bine to create the basic challenge to effective coordi-
native management in the Executive Branch. Yet given
the aid system as presently constituted, the Commis-

sion believes that no independent Presidential, de-
partmental, or even joint Congressional-Presidential
efforts on the management front alone can be effec-
tive. The ACIR, in effect, adopts the position that no
management improvements per se will succeed unless
a simultaneous drive is mounted to bring somewhat
greater clarity, more purpose, and more balance to
the current federal aid system. More basic reforms
then also are needed.

A second element in the ACIR strategy, then, is
consolidationist oriented. No meaningful restructur-
ing can occur if the nagging problem of numbers is
ignored. The proliferation of aid programs in, and of
itself would be no problem, the Commission believes,
if this development did not have aggregative impacts
— managerial, legislative oversight, fiscal, and servic-
ing — that put the so-called aid system beyond the
comprehension of both elected officials and the citi-
zenry, as well as generalists and program specialists.
No effort to standardize and simplify grant adminis-
tration can succeed if the substance of what is to be
standardized and simplified is not dealt with. And the
substance is the awesome arsenal of 442 categoricals
for state and local governments, plus more than 100
others for higher education, five block grants, and
GRS (as of FY 1975). No common sensical assess-
ment of each of these programs, the Commission
believes, would indicate that every single one of them
is in the national interest, administratively sensible,
fiscally viable, or even currently reflective of the
current priorities of various functional interest
groups. Hyperspecificity in a program sense, resulting
from a hypersensitivity to narrow gauge pressure
groups, and narrow definitions of policy issues, have
helped produce this problem of numbers. The peren-
nial difficulties of “keeping current” and of assessing
aggregative impacts have not helped the situation.

The Commission, therefore, reaffirms its 1967
recommendation calling for a range of consolidations,
noting that the conditions that prompted the initial
proposal have only become more critical during the
intervening decade. Regarding the existing block
grants (with the exception of Title I of CETA),
earmarkings within should be eliminated and the
closely related categoricals outside should be merged
with them. With the categoricals, a drastic reduction
in the number should be a basic policy goal of the
Congress and the President. Programs that are closely
related functionally, similar or identical in their objec-
tives, and linked to the same recipient governments
represent prime candidates for consolidation. And,
the Commission has developed a list of potential



mergers. Whether the result is a larger categorical or a
block grant program would depend on the basic
purposes that are envisioned for the new program.

To facilitate the development of a meaningful
consolidation process, the Commission urges enact-
ment of legislation authorizing the President to sub-
mit proposed mergers to Congress, subject to the
requirement that each such proposal must be voted up
or down within 90 days of submission. The latter
provision represents a modification of the Commis-
sion’s earlier recommendation that adhered closely to
the procedures of the old executive reorganization
process. This change, we believe, strikes a better
balance between executive initiative and final legisla-
tive decisionmaking in this highly sensitive area of
domestic programs.

These, then, comprise the consolidationist element
in the Commission’s overall approach toward reform-
ing the federal grant system. Comparable positions
regarding state aid can be found in the ACIR report,
The States and Intergovernmental Aid.! But, consoli-
dation alone, or even when linked with a greatly
strengthened grants management drive, does not
address the range of intergovernmental problems that
the current aid system has engendered. Improved
grants management and consolidation, after all, were
the focal points (along with the call for a tripartite
system) of the Commission’s 1967 reform agenda.
Both clearly are still desperately needed; but, in
response to new and troublesome trends that were
impossible to foresee a decade ago, other broad
reform proposals must be considered.

A third feature, then, of the ACIR’s 1977 strategy
for rendering the new system more purposive, produc-
tive and accountable involves the number and grow-
ing significance of generally applicable (national
purpose) requirements affecting practically all federal
aid programs. At first glance, these would appear to
fall properly within the purview of improved grants
management. But, on closer examination, it becomes
clear that these requirements now constitute a chal-
lenge in and of themselves, and no set of actions by
the Executive Branch alone could end the confusion
and controversy that has cropped up in this field.
After all, they include such widely divergent and
fundamental issues as civil rights, employment condi-
tions and rights, environmental protection, wage
rates, relocation benefits, access to governmental
information, citizen participation, and rights of the
handicapped.

These, of course, are Congressional enactments
and reflect general goals that are deemed desirable.

This Commission does not question these goals or
their desirability. But, we do question the manner of
their administration, their multiple cumulative im-
pact, and the long-term implications of using federal
aid devices for various regulatory purposes. These are
the questions, then, that force a separate considera-
tion of these new-type conditions.

In response to them, the Commission urges that
Congress and the President reassess all such require-
ments with a view toward consolidating those that are
partially or wholly duplicative of one another and
eliminating those that have been found to be incapa-
ble of implementation or inordinately burdensome
(which is to say counterproductive), fiscally or man-
agerially.

For each of those requirements that emerge from
this process, the costs of implementation to federal
agencies or recipient governments should be recog-
nized and provided for by law. Moreover, for each, a
single unit within the Executive Branch should be
given clear authority for achieving standardized
guidelines and simplified administration. In this ef-
fort, the estimated costs of compliance should be
considered and “certification acceptance” procedures
permitted, wherever appropriate.

In advancing these proposals, the Commission
strikes a balance between recognizing the merit of
most of the goals embodied in these crosscutting
requirements and narrowing the gap between promise
and performance that overlap, poor administration,
and nonattention to costs and manpower have pro-
duced. If these proposals were enacted and imple-
mented, the Commission believes the moral position
of the federal government would be enhanced, be-
cause the “politics of symbolic posturing” would be
counterbalanced by the “politics of fiscal and admin-
istrative reality.”

A fourth feature of this Commission’s current
grant reform agenda is a series of procedural changes
that combine to form a more effective complex of
systems controls. The primary component, of course,
is the proposed enactment of sunset legislation
which would provide at regularly scheduled intervals
for the termination and thorough reassessment of all

federal aid programs by broad functional areas well in

advance of scheduled expiration dates. Those
programs that are found worthy would, of course, be
reauthorized. The Commission has advanced nine
criteria that should govern the direction of the review
process, and, if applied, Congress’ capacity to
assemble the necessary information on which to base
a renewal, merger or termination decision would
never be in doubt.

~
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Closely linked to the sunset legislation proposal
is the overriding need, in our opinion, to identify and
to develop a widespread understanding of the assets
and liabilities of each of the three basic forms of
federal assistance (categoricals, block grants, and
general revenue sharing) and of the four types that are
subsumed under the categorical heading. The
Commission is convinced that no successful restruc-
turing or systems controls can be achieved until there
is a widespread appreciation of the fact that the
various features of a grant’s design — allocational
approach, degree of functional latitude or specificity,
recipient eligibility, and variety of administrative and
other conditions — reveal as much about the real
purpose(s) of an assistance program as the goals
stated in the initial purpose section (or title) of the
enabling statute. The many ways these design features
are combined produces the range of grant types that,
in this series, has been reduced to six basic ones (the
four forms of categoricals, the block grant device,
and GRS). And each of the six now has a track record.

Based on this record, the Commission has adopted
recommendations that pinpoint when it is most
appropriate to use one device rather than another. In
our view, grant design and form tell much about grant
goals as well as the likelihood of achieving them. And
this elemental aspect of the aid picture must be fully
appreciated if a sunset process is to succeed.

Other facets of the Commission’s emphasis on
developing better procedures and techniques for
systems controls include recommendations (1) for
various Congressional actions to help reduce
uncertainty about future funding levels of grant
programs; (2) for careful Congressional consideration
of the known effects of matching (and nonmatching)
when the cost sharing feature of a grant is being
decided; (3) for an authoritative study of the effects of
maintenance of effort and nonsupplanting
requirements; and (4) for a critical review by the
Executive Branch and the Congress of imprecise
proxies of program need used in allocational
formulas. All but the first of these four proposals
involves a specific (possible or actual) component of a
grant’s design, and each, in turn, has received widely
varying treatment in both the categorical and block
grant sectors of the overall aid package.

All of these specific proposals, of course, could and
should be integral parts of a sunset process. They
also relate clearly to the grant design recommenda-
tions previously cited. Yet the Commission treated
these four separately, because each has become a
source of recent intergovernmental (and in three

instances of interregional) friction. And this conflict
does not stem so much from their specific handling
within separate programs as from their aggregate
impact(s).

The Commission, then, believes that a systemic
approach involving the basic features of grant form
and design and a process that mandates a periodic
reassessment of these and other attributes of all aid
programs is essential if this system is to be brought
under some meaningful control. Only through such
an effort can the aggregative effects of the new system
be gauged and continued or corrected. It is these
(largely unanticipated) effects — far more than the
impact of individual programs — that have generated
some of the most profound changes in current inter-
governmental relations. It is the absence of an effec-
tive process which encourages an overview of the
“system” and its actual impact that is the source of so
much frustration in contemporary American federal-
ism. In these recommendations, the Commission
seeks that process, and, taken with the recommenda-
tions, it provides an array of information and possible
guidelines that could be helpful to those that might be
part of it.

The fifth and final feature of the Commission’s
pentagonal strategy for coming to grips with the new
system of intergovernmental relations involves the
fiscal-functional assignment question. Here, some
initial components of a demarbleizing approach are
advanced. In earlier reports (not in this series), the
Commission called for full federal takeover of the
funding responsibilities for all public welfare, includ-
ing general assistance and medicaid, and for state —
not federal — assumption of the dominant fiscal
responsibility for elementary and secondary educa-
tion.2 The basic rationale for the first reassignment is
that welfare programs are so interstate in nature and
already so dominated by federal policy that only full
federal financing (though with a possible continuing
state-local administrative role) makes any sense. With
the second, it is argued that the states can and should
be held accountable for reduction of school financial
disparities and for property tax reform, given their
legal authority and crucial fiscal role in both of these
interrelated areas.

In yet another earlier report, the Commission
urged the states and their localities to join in establish-
ing an assignment of functions process, so that re-
sponsibility among these levels of government might
be divided more consistently and logically. An ongo-
ing policy and process (involving state ACIRs) was
called for in each state. The enabling legislation would



(a) formulate general criteria (i.e., economic effi-
ciency, administrative effectiveness, fiscal and servic-
ing equity, and accountability) for answering basic
assignment questions; and (b) set up classification
standards for determining which levels should do
what in specific servicing cases. The Commission also
urged that the federal government respect state-local
policies in this area in its grant legislation and admin-
istration,

In these ways, the Commission has sought to
answer partially the question of who ought to be
funding and doing what. The answer, however, gives
few clues generally as to the appropriate federal role.
Yet pursuant to Congressional mandate enunciated in
its renewal of GRS last year, the Commission now is
involved in a study and evaluation of

. . . the American federal fiscal system in
terms of the allocation and coordination
of public resources among federal, state
and local governments including, but not
limited to, a study and evaluation of —

1) the allocation and coordination of
taxing and spending authorities be-
tween levels of government, including a
comparison of other federal govern-
ment systems;

2) state and local governmental organiza-
tion from both legal and operational
viewpoints to determine how general
local governments do and ought to
relate to each other, to special districts,
and to state governments in terms of
service and financing responsibilities,
as well as annexation and incorpora-
tion responsibilities; . . .

5) forces likely to affect the nature of the
American federal system in the short-
term and long-term future and possible
adjustments to such system, if any,
which may be desirable, in light of
future developments.

As a follow-up to this mandate, three volumes
currently are contemplated. The first, tentatively
entitled “The Federal Role: The Need for Latitude vs.
A Search for Limits,” will explore the social, eco-
nomic and political dynamics underlying the expand-
ing role of the national government, especially into
fields traditionally the responsibility of the states. The
second volume, currently titled “Who Does What?
The Governmental Geography of American Federal-

ism,” will summarize and, where possible, update past
Commission studies on the assignment of functions
among states, counties, municipalities, townships,
special districts, and regional organizations in light of
recent pertinent studies and of the results of the /1977
Census of Governments.

The third volume, “Comparative Fiscal Federal-
ism,” will assess the extent to which federal systems in
other industrialized nations have faced and dealt with
some of the issues of fiscal and functional federalism
that now are of concern in the United States.

Out of these future studies, a more definitive
Commission position on the controversial question of
the assignment of fiscal-functional responsibilities
among all three governmental levels doubtlessly will
emerge.

* * *

SUMMARY RECOMMENDATION:
A FIVE-POINT
INTERGOVERNMENTAL STRATEGY

In summary, the Commission has concluded that a
five-part strategy is necessary for meeting the chal-
lenges that the current system of federal assistance has
created. The overall strategy emerges from the three-
score recommendations adopted in this multivolume
study of The Intergovernmental Grant System: An
Assessment and Proposed Policies and from a few
others appearing in earlier reports. Hence . . .

The Commission recommends that the Congress
and the President give due consideration to the
findings and recommendations set forth in this series.
In terms of developing a much needed, well orches-
trated strategy for overcoming the manifold difficul-
ties caused by the increasing intergovernmentaliza-
tion of nearly every aspect of domestic American
governance, the Commission recommends that the
Congress and the President give full attention to:

1) a joint effort to simplify and standardize, wher-
ever feasible, the procedures and requirements
of federal assistance programs. The Commis-
sion recognizes that the executive actions alone
in this area have proven in the past to be
inadequate in the absence of clear Congres-
sional agreement and support. The Commission
further recognizes that while the Congress has
shown an increasing interest in rationalizing and
coordinating its own policy initiatives in inter-
governmental and other areas, many of the
management challenges still arise from multiple
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federal aid actions within many committees and
subcommittees dealing with domestic govern-
mental programs. The Commission, then, em-
phasizes that without a joint approach to federal
grants management there is no effective ap-
proach;

2) the merger of the more than 448 federal grants-
in-aid primarily to state and local governments
into a much smaller number of consolidated
grants (including both block grants, where ap-
propriate, and broader categorical programs).
The Commission is convinced that such consoli-
dations are an indispensable means of rendering
the present aid system more comprehensible and
manageable to policy officials in the executive
and legislative branches and to program admin-
istrators at all levels of government. The Com-
mission also finds this device to be one of the
essential ways of strengthening most of the
existing block grants and of curbing the extraor-
dinary program specificity of dozens of categor-
ical programs;

3) careful assessment, both before and after their
enactment, of the impact of generally applicable
intergovernmental regulatory standards and
procedures, including the federal capacity to
enforce them fairly and uniformly; the costs as
well as prospective benefits of their achieve-
ment; the suitability and necessity of the use of
intergovernmental aid programs as a major
instrument for pursuing these national objec-
tives; the clarity and precision of the objectives
and principles to be applied in their executive
and judicial interpretations; and the relation-
ships and possible contradictions between and
among these various national policy objectives.
The Commission emphasizes that these are the
minimum steps necessary to bring some sem-
blance of order to an area wherein regulations
have run riot; and

4) the ongoing evaluation of the achievements,
shortcomings, and impacts of federal grant-in-
aid programs, singly and collectively, and the
related need for greater attention to the objec-
tives and the design of different aid instruments,
including questions of grant form; the role of
eligible recipients; allocation and matching
provisions; maintenance of effort requirements;
and reporting and other conditions. The Com-
mission stresses that these efforts are indispens-
able if the system is to be seen whole and if the

crucial conditioners of. this system are to be
brought under control. '

In light of its conclusion that state and local public
services have become excessively intergovern-
mentalized and to fill the ohvious gap in a fully
developed corrective strategy, the Commission further
recommends that the Congress and the President
provide for (1) re-examination of federal, state and
local roles in, and contributions to the principal func-
tional areas of public policy, including assessments of
the desirability of fully nationalizing some functions
while reducing, eliminating or forestalling federal
involvement in others; (2) an assessment of the inter-
relationships among the full range of programs in
each policy field; and (3) a consideration of the pos-
sible use of instruments other than grant-in-aid to
realize national objectives. While the Commission
has previously indicated its position regarding the
areas of welfare and public education, similar studies
need to be made for other fields.

These, then, are the principal concerns of the
Advisory Commission on Intergovernmental Rela-
tions as it views the present federal assistance system:

« simplification,

» consolidation,

» sensible conditioning,

« effective evaluation, and
e reallocation.

A fivefold strategy, with some points directed at each
of these concerns, has been recommended. The Com-
mission believes that each of these issues must be
addressed by the Congress and the President if the
historical strengths and contributions of each of the
three governmental levels — national, state and
local — are to be realized in the years ahead and if
the federal system of the future is to be an effectively
functioning, accountable and authoritative one.

FOOTNOTES

!Advisory Commission on Intergovernmental Relations, The
States and Intergovernmental Aids (A-59), Washington, DC,
U.S. Government Printing Office, February 1977,

2Advisory Commission on Intergovernmental Relations, State
Aid 1o Local Government (Report A-34), Washington, DC, U.S.
Government Printing Office, 1969.



Listed below for quick reference and general un-
derstanding is a glossary of terms that occur in
various volumes of this series of reports on the
intergovernmental grant system. Most of the terms
are defined with greater precision at appropriate
points in the individual reports.

Types of Grants

Block Grant—A grant that is distributed in accor-
dance with a statutory formula for use in a variety of
activities within a broad functional area largely at the
recipient’s discretion.

Categorical Grant—A grant that can be used only for
specific, narrowly defined activities. Usually legisla-
tion details the parameters of the program and speci-
fies the types of eligible activities, but sometimes these
may be determined by administrators.

Conditional Grant—A grant that is awarded with
limitations (conditions) attached to use of the funds.
Both categorical and block grants are conditional,
although the categorical grant generally has a greater
number and severity of conditions.

Formula-Based Categorical -A categorical grant
under which funds are allocated among recipients
according to factors specified in legislation or in
administrative regulations.

Project Categorical —Nonformula categorical grants
awarded on a competitive basis to recipients who
submit specific, individual applications in the form
and at the times indicated by the grantor agency.

Glossary

Formula-Project Categorical—A project grant for
which a formula specified in statutes or regulations
is used to determine the amount available for a state
area, and then funds are distributed at the discretion
of the administrator in response to project applica-
tions submitted by substate entities.

Open-end Reimbursement Grant—Often regarded as
a formula grant, but characterized by an arrangement
wherein the federal government commits itself to
reimbursing a specified portion of state-local program
expenditures with no limit on the amount of such
expenditures.

Discretionary Grant—A grant awarded at the discre-
tion of a federal administrator, subject to conditions
specified by legislation. Generally used interchangea-
bly with project grant.

General Revenue Sharing—A financial assistance
program for states and their general purpose political
subdivisions under which funds are distributed by
formula with few or no limits on the purposes for
which they may be spent and few restrictions on the
procedures by which they are spent.

Special Revenue Sharing— Usually used interchange-
ably with the term block grant. The term was employed
by the Nixon Administration in connection with its
grant consolidation proposals. Those who consider
special revenue sharing a separate form, usually differ-
entiate it from the block grant by its lack of a matching
requirement and imposition of fewer conditions on
recipient performance.
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Target Grant—A grant which “packages” and coordi-
nates funds for wide-ranging public services directed
at a specific clientele group or geographic area. Major
examples include the Appalachian Regional Develop-
ment Program, the Community Action Program, and
the discontinued Model Cities Program.

Elements or Characteristics of Grants

Allocation Formula—The quantitative formula by
which grant funds are distributed to eligible recip-
ients. Usually it is specified in legislation, but some-
times is provided by regulations.

Cost-Sharing—The provisions by which the costs of
assisted programs are shared between the grantor and
the recipient (and sometimes by third parties).

Closed-end—A legislative appropriation with a limit,
i.e., an “end.” Contrasted with open-end.

Equalization—Varying the size of individual grants in
order to provide a more uniform service level among
recipients who have different fiscal capacities. Usually
achieved by using an income factor in the allocation
formula.

Fiscal Factor—A factor in an allocation formula that
reflects differences in recipients’ fiscal capacity. See
Equalization.

Generally Applicable Requirements—Performance
requirements that Congress attaches more or less
across the board to all grant programs. They are
usually imposed to achieve certain national policy
objectives, such as uniform relocation benefits, equal
employment opportunities, and environmental pro-
tection.

Hold Harmless—A grant provision that guarantees
recipient grants equal to at least some percentage
—often 100%—of a previous year’s grant. It is
designed to protect the recipient from sharp decreases
in grant revenue due to fluctuations in the formula’s
factors or to changes in the formula itself. Often used
only for temporary transition periods, staged at
decreasing percentages for successive years.

In-Kind Match—A recipient’s fulfilling of its cost-

sharing obligation by a contribution other than cash,
such as the rental of space or equipment or staff
services. Sometimes called “soft-match.”

Maintenance of Effort—A requirement that the recip-
ient maintain the level of program expenditures

financed from his own resources prior to receipt of a
grant and use the grant funds to supplement state-
local expenditures for the aided activities.

Matching Share—The contribution that recipients are
required to make to supplement the grantor’s grant
moneys.

High Match—A recipient’s contribution which is 50%
or greater.

Low Match—A recipient’s contribution which is less
than 50% of the total cost.

Nonsupplant Provision—A provision that does not
clearly specify an actual level of spending to be
maintained (as in a maintenance of effort provision)
but merely stipulates that recipients shall maintain
spending from their own resources at the level that
would have existed in the absence of the federal aid.

Open-end—A program for which Congress has estab-
lished no limit on the amount of federal funds availa-
ble for matching recipient expenditures. Examples are
the AFDC and Medicaid programs. See Closed-End.

Pass-Through—A process by which a state govern-
ment receives federal grants and passes the money
through to substate jurisdictions. Such action may be
mandated by the grant statute or result from a state
decision.

Program Need Factor—A factor in an allocation
formula that reflects differences in recipients’ pro-
gram needs. Examples are total population, number
of school age children, and miles of highway.

Soft-Match—Used interchangeably with the term “in-
kind” match.

Impact of Grants

Fungibility—A grant is “fungible” when the recipient
is able to use the grant moneys for purposes other
than those specified in the grant authorization.

Stimulative—A grant is stimulative when it increases
the expenditures of the grantee for the specified
activities over and above what they would have been
in the absence of the grant.

Substitutive—A grant is substitutive when it is used
by the recipient to reduce spending from the recip-
ient’s own sources for the aided activity, freeing these
own-source funds for other programs or for tax
stabilization or reduction.



Supportive—A grant is supportive when a reduction
or withdrawal of the grant is unlikely to weaken
support for the aided activity from the recipient’s own
resources.

Targeted—A grant is considered targeted when its
eligibility and allocation provisions are drawn tightly
so that only the most “needy” cases are assisted, and
the amounts of aid are directly proportional to pro-
gram needs.

Instruments or Features of Grants
Management

Annual Arrangements—A program used by HUD in
the early 1970s involving a written agreement with a
local chief executive whereby HUD committed itself
to approve a number of specific grant programs, with
dollar limitations, for the applicant city, and the city
in turn agreed to meet project selection criteria and
take certain other prescribed steps.

Catalog of Federal Domestic Assistance—A compila-
tion of federal programs of assistance available to
states, localities, and other recipients, prepared annu-
ally by the Office of Management and Budget and
updated semiannually.

Chief Executive Review and Comment (CERC)—A
program of the early 1970s under which a city’s chief
executive was given the right to review and comment
on all applications for federal assistance affecting city
services and activities before federal funding decisions
were made.

Federal Assistance Review (FAR)—A three-year
federal effort initiated in the late 1960s, conducted by
OMB and agencies represented on the Domestic
Council, for the purpose of decentralizing, standard-
izing and simplifying the federal grant system.

FM Circular 73-2—A federal management circular
establishing the principles for audit of federal opera-
tions and programs by Executive Branch agencies.

FM Circular 74-4—A federal management circular
establishing cost principles applicable to grants and
contracts with state and local governments.

FM Circular 74-7—See OMB Circular A-102 below.

Federal Regional Councils (FRCs)—Standing inter-
agency committees composed of regional officials
from 11 federal agencies. Located in each of the ten
standard federal administrative regions, FRCs are
created to assist state and local government by the

coordination of federal program grants and operations
in the field.

Integrated Grants Administration (IGA)—An experi-
mental, then demonstration program of the Adminis-
tration in the early 1970s, geared to simplifying the
job of recipients in obtaining federal funds and to
enhancing their capacity to integrate federal and other
programs, including their funds, directed at common
objectives. Superseded by the Joint Funding Simpli-
fication Act of 1974 and OMB Circular A-111.

OMB Circular A-85—-A management circular which
prescribes a procedure for federal agency consultation
with chief executives of state and local general pur-
pose governments in advance of the issuance of new
regulations that have an intergovernmental effect.

OMB Circular A-95—A management circular estab-
lishing a four-part procedure by which state and local
governments and certain others are involved in the
evaluation, review and coordination of federal and
federally assisted programs and projects before they
are approved.

OMB Circular A-102—A management circular estab-
lishing uniform administrative requirements for
grants-in-aid to state and local governments. For-
merly known as FMC 74-7.

OMB Circular A-111—A management circular estab-
lishing a procedure permitting and encouraging state
and local grant recipients to obtain funds from multi-
ple federal sources through the submission of a single
application, a single audit, and negotiation with a
single point of federal contact. Superseded the proce-
dure initially established by the IGA.

Planned Variations—A modification of the Model
Cities program in the early 1970s which permitted 20
selected cities greater flexibility in the use of federal
funds and provided greater coordination of all such
funds coming into the cities. Flexibility included
authorization to spend funds citywide rather than in
limited neighborhoods and to minimize federal ad-
ministrative requirements.

REGIS—A federal management information subsys-
tem which focused on regional offices and helped to
underscore the need for a better system of tracking
grant applications.

RMIS—The Regional Management Information Sys-
tem made available to FRCs as new tools for their
task of interagency and intergovernmental coordina-
tion in the field.
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Standard Federal Regions—Ten administrative re-
gions of the federal government established by OMB
Circular A-105. See Federal Regional Councils.

Treasury Circular (TC) 1082—The Treasury Circular
requiring federal grantor agencies to inform states of
grant awards made within their jurisdictions.

Legislation Affecting Grant Administration

Section 204, Demonstration Cities and Metropolitan
Development Act of 1966—The first federal legisla-
tive provision requiring applications for an array of
urban assistance programs to be referred to a metro-
politan planning body and general purpose local
governments in its area for comment as to their
consistency with comprehensive planning. It also
required areawide planning bodies to be composed of
or responsible to elected officials of an areawide
governmental unit or constituent general purpose
local governments.

Intergovernmental Cooperation Act of 1968—The
first successful multifaceted legislative effort by the
federal government specifically aimed at improving

the administration of federal grant-in-aid programs.
It addresses such issues as better information for
governors and state legislators regarding grants com-
ing into their states, the waiver of the single state
agency requirement, and better coordination of fed-
eral programs-having areawide and intergovernmen-
tal significance.

Intergovernmental Personnel Act of 1970—Another
landmark intergovernmental statute, with the purpose
of strengthening state and local personnel administra-
tion, training and developing state and local em-
ployees, and encouraging the temporary exchange of
personnel between the federal government and state
and local governments.

Joint Funding Simplification Act of 1974—The legis-
lation which prescribed the program implemented
through OMB Circular A-111 (see above).

Federal Program Information Act of 1977—Legisla-
tion providing for the continuation and improvement
of a central source of information about federal
assistance programs, including continual revision and
making the information accessible to potential assis-
tance recipients through the use of modern computer
technology.
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whatisAGIR?

The Advisory Commission on Intergovernmental Re-
lations (ACIR) was created by the Congress in 1959 to
monitor the operation of the American federal sys-
tem and to recommend improvements. ACIR is a per-
manent national bipartisan body representing the ex-
ecutive and legislative branches of Federal, state, and
local government and the public.

The Commission is composed of 26 members —nine
representing the Federal government, 14 representing
state and local government, and three representing
the public. The President appoints 20—three private
citizens and three Federal executive officials directly
and four governors, three state legislators, four may- ]
ors, and three elected county officials from slates |
nominated by the National Governors’ Conference, ,
the Council of State Governments, the National |
League of Cities/U.S, Conference of Mayors, and the |
National Association of Counties. The three Senators |
are chosen by the President of the Senate and the
three Congressmen by the Speaker of the House.

Each Commission member serves a two year term and
may be reappointed.

As a continuing body, the Commission approaches its
work by addressing itself to specific issues and prob-
lems, the resolution of which would produce im-
proved cooperation among the levels of government
and more effective functioning of the federal system. |
In addition to dealing with the all important functional |
and structural relationships among the various gov-
ernments, the Commission has also extensively stud-
ied critical stresses currently being placed on tradi-
tional governmental taxing practices. One of the long
range efforts of the Commission has been to seek ways
to improve Federal, state, and local governmental tax-
ing practices and policies to achieve equitable alloca-
tion of resources, increased efficiency in collection
and administration, and reduced compliance burdens
upon the taxpayers.

Studies undertaken by the Commission have dealt
with subjects as diverse as transportation and as spe-
cific as state taxation of out-of-state depositories; as
wide ranging as substate regionalism to the more spe-
cialized issue of local revenue diversification. In select-
ing items for the work*program, the Commission con-
siders the relative importance and urgency of the
problem, its manageability from the point of view of
finances and staff available to ACIR and the extent to
which the Commission can make a fruitful contribu-
tion toward the solution of the problem.

‘After selecting specific intergovernmental issues for
“investigation, ACIR follows a multistep procedure that
assures review and comment by representatives of all
points of view, all affected levels of government, tech-
nical experts, and interested groups. The Commission
then debates each issue and formulates its policy po-
sition. Commission findings and recommendations
are published and draft bills and executive orders de-
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