








Preface 

I n the 1974 legislation renewing the General 
Revenue Sharing program (P.L. 94-488), Congress 

directed the Advisory Commission on Intergovern- 
mental Relations to undertake a number of studies of 
the federal system. These included an evaluation of 
"state and local. governmental organization 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 govern- 
ments in terms of service and financing responsibil- 
ities, as well as annexation and incorporation respon- 
sibilities." The Commission has responded to this 
directive with two reports on the general subject of 
the functional responsibilities of state and local 
governments. The first is State and Local Roles in the 
Federal System (Report A-88) which deals with the 
nature and development of the functional roles of 
states and their political subdivisions. The second is 
this volume, which focuses on the federal govern- 
ment's influence on state and local functional re- 
sponsibilities. 

The report has two parts: a general review of the 
intended and unintended influences of the federal 
government's policies and programs on state-local 
functional assignment (Chapters 1-5); and a technical 
appendix, consisting of an empirical study (employ- 
ing quantitative analysis) of the impact of federal 
grants on the assumption and transfer of functions 
by municipalities of 25,000 and over population in 
the period 1967-77. 

Abraham D. Beame 
Chairman 
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Chapter I 

Introduction 

A t various points in the Commission's report on 
State and Local Roles in the Federal System' 

reference was made to the large and expanding fed- 
eral influence on the financing and operations of 
state and local government. One overall set of figures 
suggests the magnitude of this influence in a general 
way: in FY 1960, federal grants constituted 14.7% of 
all state and local expenditures; in FY 1979, they had 
risen to 25.6V0.~ Individual cases at the local level il- 
lustrate the point more dramatically. 

Jacksonville, FL, for example, was described in 
1977 as a city "quietly going on U.S. welfare." Fed- 
eral funds had risen from $1.2 million to $76 million 
in just eight years. The city had come to rely on 
federal money for most of its capital outlay. In 1976, 
it received $10 million in community development 
funds, $1 1 million in Economic Development Ad- 
ministration funds for public works construction, 
and millions more from the Environmental Protec- 
tion Agency for sewage treatment projects.' 

A reporter for the Florida Times-Union thought 
the key to the increase lay in "the oil crisis and the 
subsequent economic recession that cut heavily into 
city revenues and brought the federal government to 
the aid of the unemployed"' (see Chart I). 

Until then (1974), Jacksonville had taken 
its $10 million or so in federal revenue shar- 
ing money and put it into nonrecurring capi- 
tal outlay expenditures so it would not be- 
come dependent on it. Now the money is 
routinely pumped into the operating budget 
just to keep things going. The proposed 



1977-78 budget puts all $9.4 million federal 
revenue sharing into University Hospital. 

The federal government put in the public 
service employment program to cut unem- 
ployment by putting the jobless on city pay- 
rolls at federal expense. Originally seen as a 
program to expand city services, 400 public 
service employees are now being used just to 
keep service at the present l e ~ e l . ~  

Not only had Jacksonville experienced a growing 
dependency on federal funds to support its most 
basic operations, but there seemed to be no end in 
sight for the trend. A city councilman said, "there's 
no question that we have become a branch of the fed- 
eral g~vernment ."~ The mayor stated, "I don't see 
how it can stop."' 

Tulsa, OK, is another example. Its conservative 
"image of independence" was threatened by its 
growing dependence on federal aid. In 1978, two 
University of Tulsa economists found that the total 
amount of federal aid was $48 million and not the 
$21 million that was the generally accepted figure. 
They also found that federal aid accounted for 27% 
of the city's funding for traditional services. The 

Chart 1 
JACKSONVILLE'S ALLOTMENT OF 

FEDERAL FUNDS 
1968- 76 

SOURCE: Randolph Pendleton, "City Quietly Going on 
Welfare," The Florida Times-Union, Jackson- 
ville, FL, August 7, 1977, p. B1. 

reason most Tulsans were stunned by the revelation 
was that a lot of federal funding was channeled into 
separate trusts and authorities that were not included 
in the city budget. It was estimated that if all the fed- 
eral money to both groups and individuals were add- 
ed up, the total would come to $450 million a year.' 

What was surprising about Tulsa's growing de- 
pendence on federal aid was that it did not conform 
to the usual stereotype of a city on the verge of im- 
minent financial collapse. Tulsa had a "growing tax 
base, low taxes, an expanding economy, a minority 
population of only 12070, and a housing stock of 
which only 2% is s~bs tandard ."~  Yet, over the last 
decade, the city became increasingly dependent on 
federal money, simply because it was "a~ailable." '~ 

One more example illustrates the impact of federal 
funding on localities-Muncie, IN, the real-life 
model of "Middletown" made famous by the Lynds 
in the 1930s. According to Theodore Caplow and 
Penelope Austin, "two-thirds of the households of 
Muncie depend on federal funds to some extent. "" 
Furthermore, "in the decade between 1968 and 1977, 
Muncie received a total of $679,357,000 in aid (much 
of which of course went to individuals rather than 
local government) through 29 agencies and 976 
federal programs."'* This was a figure four times 
what civic and business leaders thought it was." 
Caplow and Austin gave the following breakdown on 
the sources of some of the money: 

About $30 million a year comes in Social 
Security benefits; veterans' pensions add 
$8.9 million; welfare, $10 million. The city's 
biggest employer, Ball State University, re- 
ceived $11 million in scholarship aid last 
year, $3 million more for research. Thirty- 
eight percent of Ball Memorial Hospital's 
patients paid with Medicare or Medicaid 
funds last year. 

Federal aid totaling $10 million helped 
build the new sanitary system. The public 
schools received $1 million last year in direct 
federal aid. The bus system was subsidized 
with $500,000 of federal help. Interest on the 
city's debts-$5.5 million a year-was 
picked up by Washington. 

With the local property tax frozen by the 
Indiana legislature since 1974, $1.3 million 
in federal revenue sharing helped keep the 
city afloat in 1978. 

Federally paid CETA workers filled nu- 



merous municipal gaps, hauling trash, clean- 
ing highways and drainage ditches, dispatch- 
ing fire and police assistance, running the 
animal shelter and the ambulance service, 
staffing the children's home and the health 
department, and filing much of the city's 
paperwork. l 4  

Jacksonville, Tulsa, and Muncie thus illustrate vi- 
vidly the extent of the federal presence in the financ- 
ing and conduct of certain local governments. State 
governments generally have not fallen into such a 
condition of dependency as these cities, but increas- 
ingly they too have felt the effects of federal policies 
and programs. One clear indication came in a 1978 
survey in which state administrators were asked 
whether their agencies received federal aid. Seventy- 
four percent of those responding replied in the af- 
firmative, compared to  64% in 1974 and 34% in 
1964. A majority of the administrators whose agen- 
cies received federal aid reported increases in such aid 
over the past five years. ' 

Given the potent influence of the federal govern- 
ment, then, what does it mean in terms of functional 
assignment at the state-local levels? The purpose of 
this report is to explore that question. Specifically, in 
what ways and to what extent does the federal in- 
fluence affect the assignment of functions among 

states and their political subdivisions. 
The report is in part a "recapitulation" because it 

draws on earlier ACIR studies which have touched 
on federal impact issues, such as the 14-volume study 
of the intergovernmental grant system of 1976-7816 
and, most recently, the federal role study." The 1974 
ACIR series on functional assignment also dealt with 
the federal influence,IB most pointedly in regard to 
regional councils, but did not consider it in any com- 
prehensive manner. Since that time, of course, the 
federal influence has become more pervasive and 
more apparent. 

This treatment only highlights the full scope of the 
federal impact on state-local functional assignment. 
It is hoped that even such a summary can also be 
helpful in suggesting an analytical approach to fur- 
ther exploration of the influence issue. 

The analysis distinguishes between two kinds of 
federal policies and actions: (1) those which by their 
nature are intended to move state-local governments 
in a certain functional direction; and (2) those which 
are not so designed and yet may well have an effect 
on the service demands placed upon those govern- 
ments and their capacity to meet them and thus, in 
the final analysis, on functional assignment. Separate 
treatment is not to deny, of course, that many federal 
policies and actions have both intentional and unin- 
tentional impacts on functional assignment. 
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Chapter 2 

Federal Action Designed To 
Influence "Who Does What" 

T he federal government uses both indirect and 
direct means when it intends to influence state 

and local action. Through conditional grants-in-aid 
(categorical and block), it seeks to induce recipients 
to  spend funds on specified functions. Under various 
Constitutional provisions, such as the commerce 
power and the 14th Amendment, it directs state and 
local governments to do certain things, such as con- 
trol air and water pollution or maintain fair employ- 
ment practices. 

In practice, the difference between inducement via 
financial assistance and direction via laws and 
regulations-under the interstate commerce, general 
welfare, and other clauses in the Constitution-may 
not be as clearcut as the ordinary meanings of the 
terms suggest. Thus, there is a real question as to  how 
much choice a state/local jurisdiction has in accept- 
ing or rejecting financial aid, particularly after an 
aided program has become well established and the 
recipient government had developed a substantial de- 
gree of dependency on the federal money to keep the 
program going. In addition, initiation and conduct 
of both kinds of federal action are carried on in a 
political environment involving active give and take 
among elected and appointed officials of all three 
levels of government, far removed from a command- 
obey atmosphere.' 

Yet, there remains an essential difference between 
the amount of compulsion in an order and in a grant- 
in-aid, a difference which the courts still recognize. 
Entirely apart from the legal interpretation, there is 
the matter of the ability of the recipient of the federal 



action (the state or local government in this case) to 
avoid doing what is asked by the federal government. 
Monitoring compliance with federal grant conditions 
being what it is, grant recipients have much more lat- 
itude in evading the intent of a grant than that of a 
regulatory order contained in or pursuant to a federal 
statute. 

The following analysis first explores the effect of 
federal grants-in-aid, since historically they have 
been the more significant of the two federal ap- 
proaches to influencing state/local functional deci- 
sions. They represent a much larger fiscal investment 
on the part of the federal government.' 

CONDITIONAL GRANTS-IN-AID 
Federal conditional grants-in-aid affect functions 

or activities of state and local governments because 
of two characteristics of such grants: their specifica- 
tion of the types of functions or activities for which 
the grant monies must be spent, and their specifica- 
tion of the types of entities that are eligible to receive 
the grant. The relationship of eligibility specification 
to the issue of functional responsibility is obvious on 
its face-if a jurisdiction is not eligible, it cannot . receive the federal grant; and, if it does not receive 
the grant, it cannot attribute its performance of that 
function to the grant. 

The relationship between the functional limitations 
of a grant and the recipient's decision to take on or 
drop a function is not so clear. It depends on how the 
recipient uses the grant. Does he actually use the 
money for the prescribed function? If so, does he 
offset the grant's effect by reducing proportionately 
the amount of his own money he uses for that pur- 
pose? These questions must be answered to arrive at 
a conclusion on whether and to what extent condi- 
tional grants do in fact induce changes in functional 
responsibility among state and local governments. 

Influence on Functions Performed 
Answering these questions is a two-stage process. 

First, a conclusion must be reached as to whether the 
federal grant causes the recipient to change its expen- 
ditures for the function. Second, if a change does oc- 
cur, it must be determined whether that change has 
led to assumption of an additional function or aban- 
donment of an existing one. The first stage involves 
determination of the impact of federal grants on the 
recipient's expenditures. The second involves deter- 
mining the extent of that impact, if it is found to ex- 

ist, and whether it affects specific functions of spe- 
cific governmental recipients. 

THE EFFECT ON RECIPIENT EXPENDITURES 

States and localities can use federal grants to: (1) 
add to already available funds and thereby (a) in- 
crease expenditures for an existing function, or (b) 
initiate spending for a new function; or (2) substitute 
the grant money for already available funds and 
thereby reduce part or all of their own funds for a 
particular function. 

In case (I), the transaction is said to have a stim- 
ulative effect. The grant stimulates state and/or local 
expenditures over and above what would have been 
raised and spent by them to finance a particular func- 
tion or activity. In other words, for every federal 
dollar in aid, more than a dollar of state-local spend- 
ing results. 

In the second case, the grant has a substitution ef- 
fect. A grant recipient, because of the increased 
federal money, is able to (1) increase total spending 
for other nonaided functions or reduce overall spend- 
ing and cut taxes; (2) increase total spending for the 
aided function; and (3) reduce its own spending on 
the aided function. This transaction is referred to as 
fungibility, or the reallocation of funds among dif- 
ferent budget categories. 

Apart from increased emphasis on recipient 
reporting and auditing, certain conditions have been 
attached to grants to try to restrain fungibility. The 
most common are matching and maintenance of ef- 
fort provisions. 

Under the former, the federal government requires 
the recipient to match a certain proportion of the 
federal grant. Most grants during the period 1930-47 
had dollar-for-dollar matching provisions. The in- 
terstate highway system, begun in 1956, had 90-10 
matching provisions. The Great Society programs of 
the 1960s usually set up 80-20 requirements. In the 
past two decades, there has been a definite trend 
toward low matching provisions.' 

Trying to maintain financial commitment once a 
program is in place is generally taken care of by 
maintenance of effort or nonsupplant requirements. 
The former stipulates that the recipient government 
must match the federal grant with a sum at least 
equal to its previous expenditure for the aided pro- 
gram or function. The latter requires the recipient to 
spend from nonfederal sources what it would have 
spent in the absence of the federal aid. Both types of 
requirement reduce the recipient government's ability 



to reallocate funds to other functions or activities by 
substituting federal funds for its own in the aided ac- 
tivity. 

The Actual Impact 

How have federal grants really worked? Have they 
stimulated expenditures or been used to  substitute for 
state-local funds? One observer stated as late as 1975 
that "no comprehensive evaluations of the impact of 
grants-in-aid have been made, but many studies have 
examined selected aspects of their i n f l~ence . "~  

In a 1977 report for ACIR, a consultant group 
from the Maxwell School of Citizenship and Public 
Affairs of Syracuse University reviewed the findings 
of previous empirical studies of federal aid impacts, 
particularly with regard to the stimulative and sub- 
stitutive effects. The objective was to  establish the 
consensus among 19 studies that had been made dur- 
ing the period 1951 through 1976. The review found 
two areas of consensus: 

that a close and systematic relationship exists 
between federal grants and state-local expen- 
ditures, and 

that federal grants generally, but not always, 
appear to  stimulate additional state-local 
spending rather than substitute for it. 

The review also found that lesser agreement pre- 
vailed on the issue of the amount of additional state- 
local spending that is s t i m ~ l a t e d . ~  

The research survey was background for the Syra- 
cuse group's central focus in the ACIR report-as- 
sessment of the impact of the federal grant system as 
a whole on state and local government finances. A 
major emphasis was on the differing impacts of dif- 
ferent types of federal grants-formula, project, 
high matching, low matching, and no matching. The 
study found that in 1972: 

Federal grants in the aggregate stimulate 
state-local expenditures in the aggregate- 
expenditures increase more than proportion- 
ately per dollar of federal aid. 

But this does not prove that the system is 
stimulative, rather than substitutive, for any 
particulai program or period of time. It may 
be stimulative at a given point in time and 
either stimulative or substitutive over a span 

f time. 
1 e various grant types-project, formula, 
hit matching, low matching, and no match- 

ing-all led to  a stimulative response by the 
state-local sector, but the response differed 
among the types. 

The Syracuse study also noted that the findings of 
theoretical studies suggest that, regardless of the 
form of grant, the impact is greater if the aid is pro- 
vided for goods or services not previously supported 
by states and l~ca l i t i es .~  

Other studies have provided insights on other as- 
pects of the state-local impact of federal grants with 
implications for functional assignment. One such in- 
sight concerns "the distortion of local budget priori- 
ties due to local fiscal participation in a wide range of 
federal grant programs."' Elsewhere the implications 
of this development are described as follows: 

At the core of the issue are displacement 
effects which occur when local priorities are 
skewed and distorted by the need to generate 
and commit local funds to match federal 
categorical grants in program areas such as 
criminal justice and law enforcement, hous- 
ing and community development, transpor- 
tation, health, and education instead of be- 
ing used for some other purposes which may 
have greater local p r i ~ r i t y . ~  

The effect of these budget distorting effects is to 
make local budgets "resemble the federal govern- 
ment's domestic program s t r~c tu re . "~  As a conse- 
quence, local governments devote fewer resources to 
traditional services like police, fire, sanitation, and 
education and more to  welfare, hospitals, and higher 
education. One bit of evidence of this distortion can 
be seen in Table 1. 

This table and the report from which it is taken 
show that, during growth periods, New York City in- 
vested new revenues in functions that had federal 
dollar support-welfare, hospitals, and higher edu- 
cation. Budget cuts during 1975 and 1976 caused 
major cutbacks in locally funded services not eligible 
for federal funds-police, fire, sanitation, and pri- 
mary and secondary education. In other words, there 
was a disproportionate reduction in basic services 
and a shift toward federally funded services. This 
shift was counterproductive to  New York's long-term 
fiscal, administrative, and social well being because it 
attracted dependent groups and curtailed basic 
"housekeeping" services that benefited the entire 
city. l o  

A Rand Corporation researcher, in summarizing 
his organization's review of the urban impact of 
federal policies, agreed with much of the Levine and 



Table 1 
THE BUDGET DISTORTING EFFECTS OF FEDERAL AID IN NEW YORK CITY 

Percent 
Percent of Budget Increase 

Function FY 1961 FY 1976 or Decrease 

Welfare (including 
social services) 12.3% 22.6% + 10.3% 

Hospitals 8.2 9.7 + 1.5 
Higher Education 1.9 4.5 + 2.6 

SUBTOTALS 22.4% 36.8% + 14.4% 
Police 
Fire 
Sanitation 
Education 

SUBTOTALS 45.5% 30.3% - 15.1 % 

SOURCE: An Historical and Comparative Analysis of Expenditures in the City of New York, New York, NY,  Tem- 
porary Commission on City Finances, 1976, p. 15. 

Posner analysis. He warned, however, that a distinc- 
tion must be made between short-run and Iong-run 
effects because it is possible for grant programs to 
work in opposite directions and create long-run 
"perverse consequences." For example, "increased 
support for income maintenance and social services 
may relieve the local fiscal situation in the short run, 
but may attract so many new applicants that greater 
burdens are created in the future.'"' 

Finally, there are the perceptions of state and local 
officials on the question of how conditional federal 
grants affect their jurisdictions' spending decisions. 
In 1975, 66% of city officials and 81% of county of- 
ficials responding to a survey by ACIR and the Inter- 
national City Management Association (ICMA) said 
that they would allocate federal categorical grant 
funds differently if they had their choice. Further- 
more, 70% of the city officials and 77% of the coun- 
ty officials said they would shift local matching funds 
to other programs if the federal government suddenly 
cut off categorical grants for which their govern- 
ments provided matching funds. A slightly smaller 
majority of both groups gave a positive response to 
the question of shifting local matching funds if the 
Safe Streets block grant were suddenly terminated.I2 

Similar results are reported in the perceptions of 
state administrators. A 1978 survey found that 70% 

of the responding administrators would reallocate 
federal aid if it came without "strings," compared to 
52% in a 1964 survey." On the question of whether 
federal aid skewed state programs, well over half the 
agency heads believe it did.I4 

THE EFFECT ON THE ASSUMPTION 
AND TRANSFER OF FUNCTIONS BY 
MUNICIPALITIES: EMPIRICAL ANALYSIS 

It seems clear then that federal conditional grants 
do stimulate expenditures by recipient governments. 
They influence changes in state and local fiscal deci- 
sionmaking-the extent to which those governments 
support various functions and presumably their de- 
cisions to take on or give up a function or activity. To 
explore the impact on functional assignment in 
greater depth, several questions remain to be ad- 
dressed: 

How significant is federal aid in affecting 
state-local functional change? Studies cited 
by the Syracuse group noted that federal aid 
programs interact with other factors at the 
state and local levels in influencing recipient 
expenditure levels. Are such variables more 
or less influential than federal conditional 
aid? 



Does federal aid have more of an impact on 
the assumption or transfer of a function? 

Does it affect some functions more than 
others? 

ACIR undertook to answer these questions in a 
special study employing quantitative analysis. The 
objective was to test the impact of federal grant pro- 
grams on the assumption and transfer of local gov- 
ernment functions during the period 1967 to 1977, 
viewing such activity as the best measurable indicator 
of changes in functional responsibility. Data limita- 
tions restricted the study to the 845 municipalities 
with populations of 25,000 or more. Municipalities 
spending $10,000 or more on a function were pre- 
sumed to  be performing the function. 

Recognizing the influence of other factors in deter- 
mining the functional scope of municipalities, a 
model using a number of independent variables was 
determined to be the most realistic view of the assign- 
ment process-one in which federal assistance com- 
bines with state and local level factors in altering 
muncipal functions. The functions performed, those 
not performed, and the dynamics of the functional 
assignment process (i.e., the assumption and transfer 
of functional responsibility) were examined. 

The data base for the study consisted of the Bureau 
of the Census' expenditure figures for 1967, 1972, 
and 1977 in its Government Finances series, which 
distributes municipal expenditure among 26 func- 
tional classes. Data on state and local level determi- 
nants of functional activity were drawn from various 
sources identified in a review of the literature. 
Regression analysis was performed on these two sets 
of data. 

The scope, method, findings, and conclusions of 
the study are presented in full in the Technical Ap- 
pendix of this report. The pertinent findings and con- 
clusions may be summarized as follows: 

Federal assistance was found to have a 
limited but growing influence on the scope 
of municipal functional responsibility in the 
period 1967 to 1977. Perhaps reflecting the 
strained fiscal condition of many municipal 
governments, federal aid influence was 
mainly limited to maintaining existing muni- 
cipal functions that otherwise would be re- 
duced or eliminated and was only minimally 
supportive of functional growth and expan- 
sion. 
Although direct state expenditure (one of the 

other independent variables used in the re- 
gression analysis) continued to be a signifi- 
cant determinant of the number of functions 
municipalities provide, its influence, along 
with such other factors as state mandates, 
had declined since 1967. This evidence sug- 
gests that the flow of federal dollars is begin- 
ning to rival state and local influences in sup- 
porting the scope of municipal functional 
responsibility. 

Federal aid was not a significant determinant 
with regard to municipal assumption of 
functions. This finding undercuts the belief 
that federal assistance stimulates new func- 
tional initiatives by municipal government, 
but it should not be taken to mean that fed- 
eral aid had absolutely no stimulative effect 
on functional assumptions. Federal aid tend- 
ed to promote the assumption of controver- 
sial diseconomies of scale functions, such as 
corrections, public housing, and urban re- 
newal. State and local-level factors, on the 
other hand, influenced municipal assump- 
tion of a broader range of functions. 

In contrast to its effect on functional as- 
sumptions, federal aid was the strongest in- 
fluence on municipalities' giving up (trans- 
ferring) functions. The effect was negative: a 
decline in the level of federal aid received by 
a municipality generated the transfer of at 
least one function. Again, the effect was sig- 
nificantly greater for functions associated 
with controversial diseconomies of scale. 

In general, the study results point to a wan- 
ing of municipal control over the scope of its 
functional responsibility, and a growing, but 
narrow, influence of federal assistance. 

THE EFFECT OF FEDERAL CONDITIONS 
OF AID: THE LOVELL STUDY 

Research by Catherine Love11 and her associates 
under a National Science Foundation grant has pro- 
duced further evidence about the effect of federal 
grant conditions on the scope of local functions.15 
The study focused on federal and state mandating on 
local governments, and defined mandates broadly as 
any responsibility, action, procedure or anything else 
imposed by Constitutional, legislative, administra- 
tive, executive, or judicial action as a direct order or 
required as a condition of aid.16 It examined the im- 



pact of 1,259 federal mandates (223 direct orders and 
1,036 conditions of aid) and 3,415 state mandates 
(3,268 direct orders and 147 conditions of aid) in 10 
jurisdictions-one county and one city each in Cali- 
fornia, North Carolina, New Jersey, Washington, 
and Wisconsin. Information was gathered by field 
associates, who prepared field research reports on the 
basis of investigations that combined interviews, 
analysis of department, program and jurisdiction 
documents, and a judgment about the validity and 
importance of each in reaching a conclusion. 

One question addressed was: Was an activity sim- 
ilar to the one mandated carried out before the man- 
date? In 51 % of conditions-of-federal-aid mandates 
on which the investigators reported, the activity was 
not carried out before the mandate was imposed and 
in an additional 11 % the activity was carried out only 
partially. '' 

The mandates were further analyzed as to whether 
they were programmatic or procedural requirements. 
The former specify the output required of a jurisdic- 
tion-an endproduct or objective in delivery of some 
service or performance of some function. Procedural 
mandates regulate and direct behavior of a jurisdic- 
tion, requiring the provision of some activity, good, 
or service as inputs into the production of public ser- 
vices outputs.I8 The programmatic mandates of the 
Lovell study are more di~ectly relevant in terms of 
functions performed as services delivered to the 
public, which is the focus of this study of functional 
assignment. 

The Lovell study found that in 33% of the pro- 
grammatic conditions-of-federal-aid mandates, the 
activity was not carried out before the mandate was 
imposed.19 That, combined with the previously cited 
finding, indicates that federal conditions-of-aid man- 
dates imposed on activities not previously performed 
by the cities and counties were mostly procedural 
mandates. 

A final analysis from the Lovell study relevant here 
is the functional breakdown of the federal con- 
ditions-of-aid mandates. Transportation, community 
development, environment, general government (or- 
ganization of the government as a whole), and gener- 
al regulations (activities not specific to a single func- 
tional department) were most influenced by the fed- 
eral conditions-of-aid mandates, as far as mandating 
an action for an activity not previously performed. 
Health was least i n f l ~ e n c e d . ~ ~  

In interpreting these Lovell study results, as well as 
the study results cited later in this chapter, one must 
be sensitive to the report's clearly stated caveat: 

In examining and analyzing the findings, 
it is important to remember that the number 
of jurisdictions studied is small and although 
jurisdictions in five regions of the country 
were selected and attempts were made to in- 
clude jurisdictions of different sizes and 
types, the findings in no way represent a ran- 
dom sample of states or jurisdictions. The 
research was exploratory and tentative and 
designed only to begin to understand man- 
date issues and to develop research strategies 
rather than to present definitive fiscal find- 
ings (emphasis in original). 2 '  

Nevertheless, Lovell states these findings, based on 
the careful judgments of trained investigators, 
strongly indicate that federal conditions-of-aid do 
stimulate city and county performance of activities 
not previously performed. However, the stimulation 
is felt more on procedural than programmatic activi- 
ties. 

CITY OFFICIALS' VIEWS ON 
FUNCTIONAL TRANSFERS 

A final bit of evidence on one aspect of the in- 
fluence of federal aid requirments on state/local 
functional assignment comes from the perceptions of 
recipient governmental officials. A joint survey by 
ACIR and ICMA in 1975 asked city officials to 
"check the three most important reasons that best ex- 
plain your municipality's decision" to shift respon- 
sibility for a function(s) or component(s) to another 
governmental unit. Federal aid requirementdincen- 
tives was the reason least frequently checked out of a 
total of eight. It registered 20070, whereas achieve- 
ment of economies of scale-most frequently 
checked-scored 58%. Yet, 63% of the officials of 
cities over 500,000 population gave federal aid re- 
quirements/incentives as one of their three reasons.22 

Influence on Designation 
of Recipients 

Having explored how federal conditional grants in- 
fluence functional assignment by stimulating 
state/local expenditures for specific functional pur- 
poses, attention turns now to the second way in 
which such grants exert that influence: by designating 
which types of government at the state and local 
levels shall be eligible. Categorical and block grants 
are treated separately. 



CATEGORICAL GRANTS BLOCK GRANTS 

An ACIR tabulation found that of the 492 cate- 
gorical grants funded on January 1 ,  1978, 186 went 
exclusively to  state governments, 27 went exclusively 
to local governments, 70 went to both state and local 
governments, and 209 went to a combination of state 
or local governments or nonprofit organizations (see 
Table 2) .  States were eligible, exclusively or in combi- 
nation, for all but one of the 3 1 subfunctions listed in 
the table. The subfunction "other general govern- 
ment" was the exception. There were only four 
subfunctions for which some type of local govern- 
ment was not eligible-hospital and medical care for 
veterans, other labor services, other transportation, 
and water transportation. 

In general, the distribution reflects a shared grant 
eligibility for the great majority of functions. The 
states are particularly strong in energy and resource 
conservation, ground transportation (highways), so- 
cial services, health, and public assistance and other 
income supplements. The only subfunctional group 
in which local units stand out as the exclusive re- 
cipient is elementary, secondary, and vocational edu- 
cation; and the local unit here is of course the school 
district. These generalizations conform with the 
functional analysis of expenditures by type of gov- 
ernment in ACIR's companion report, State and 
Local Roles in the Federal 

In designating eligible local government recipients, 
the statutes on categorical programs generally do not 
distinguish among types of local unit, except for 
educational programs, which single out local educa- 
tional agencies (school districts). Thus, as seen in 
Table 3, in 152 programs, eligible local governments 
are identified by such general terms as "local public 
agencies, " "public nonprofit bodies, " or "local 
public institutions or organizations"; in 53  they are 
simply "local governments"; and in 29, "political 
subdivisions." Only 15 specify city or municipality, 
and five name county, although in many of the laws 
designating "local governments" or "political subdi- 
visions," cities and counties may be included in the 
general term. In 14 cases special functional agencies 
are specified, such as housing agencies or pollution 
control agencies. By and large, it seems fair to con- 
clude that, except for the education function, the fed- 
eral government does not exercise nearly as much in- 
fluence on functional assignment among local gov- 
ernments as it might in distributing its categorical 
grant monies-in the sense of favoring one or more 
of the local types over the others.24 

Block grants are also conditional aid programs but 
their functional restrictions are stated in broader 
terms than those of categorical grants. Thus, the 
comprehensive public health services grant is "to 
assist state health authorities in meeting the cost of 
providing comprehensive public health services."25 
The social services grant (Title XX of the Social 
Security Act) is "to enable states to provide social 
services to  public assistance recipients and other low 
income persons directed toward one of the five goals 
specified in the law."26 The law enforcement assis- 
tance grant is "to provide financial assistance to  
states and units of local government in carrying out 
criminal justice programs."27 The Community Devel- 
opment Block Grant (CDBG) is "to develop viable ur- 
ban communities, including decent housing and a 
suitable living environment, and expand economic 
opportunities, principally for persons of low and 
moderate income."28 The Comprehensive Employ- 
ment and Training grant (CETA) is "to provide job 
training and employment opportunities for 
economically disadvantaged, unemployed, and un- 
deremployed persons and to assure that training and 
other services lead to increased earnings and en- 
hanced self-sufficiency by establishing a flexible cen- 
tralized system of federal, state, and local pro- 
g r a m ~ . " ~ '  

State agencies alone are eligible for the health, 
social services, and law enforcement block grants. 
The remaining two block grants-CDBG and 
CETA-are available to  both state and local govern- 
ments and are examples of federal influence encour- 
aging certain local units, particularly counties, to 
move into new functional areas. 

CDBG 

Under the CDBG law, the program is open to 
states and units of general local government (or their 
designees) of all sizes regardless of their legal 
designation as cities, counties, towns, townships, 
parishes, or villages. In actuality, the program has 
established categories of eligibles and treats them dif- 
ferently depending on their size, location, and type of 
government. These differences affect the amount and 
continuity of funding and the degree of local deci- 
sionmaking power over the types of programs which 
qualify for funding. 

Three percent of the total CDBG appropriation is 
set aside for the Secretary of HUD's special discre- 



Table 2 
FEDERAL CATEGORICAL GRANTS, BY TYPE OF 

ELIGIBLE GOVERNMENTAL RECIPIENTS AND BUDGET SUBFUNCTION 
January 1,1978 

States, 
States Local Locals, 

States and Local Units and Nonprofit 
Budget Subfunction Only Units Only Organizations Total 

- 

Department of Defense-Military 
General Science and Basic Research 
Energy 
Water Resources 
Conservation and Land Management 
Recreational Resources 
Pollution Control and Abatement 
Other Natural Resources 
Agricultural Research and Services 
Mortgage Credit and Thrift Insurance 
Other Advancement and Regulation of 

Commerce 
Ground Transportation 
Water Transportation 
Mass Transportation 
Air Transportation 
Other Transportation 
Community Development 
Area and Regional Development 
Disaster Relief and Insurance 
Elementary, Secondary, and 

Vocational Education 
Higher Education 
Research and General Education Aids 
Training and Employment 
Other Labor Services 
Social Services 
Health 
Public Assistance and Other Income 

Supplements 
Hospital and Medical Care for 

Veterans 
Criminal Justice Assistance 
General Property and Records 

Management 
Other General Government 

Total 

Percent 

SOURCE: ACIR, A Catalog of Federal Grant-in-Aid Programs to State and Local Governments: Grants Funded FY 
1978(A-72), Washington, DC, U.S. Government Printing Office, 1979. 



Table 3 
FEDERAL CATEGORICAL GRANTS, BY TYPE OF ELIGIBLE 

LOCAL GOVERNMENTAL RECIPIENTS AND 
BUDGET SUBFUNCTION, 

January 1,1978 

Budget Subfunction 

Department of Defense-Military 3 
General Science and Basic 

Research 1 
Energy - 
Water Resources - 
Conservation and Land Management 3 
Recreational Resources 
Pollution Control and Abatement 
Other Natural Resources 
Mortgage Credit and Thrift 

lnsurance 
Other Advancement and Regulation 

of Commerce 
Ground Transportation 
Mass Transportation 
Air Transportation 
Community Development 
Area and Regional Development 
Disaster Relief and lnsurance 
Elementary, Secondary, and 

Vocational Education 
Higher Education 
Research and General Education 

Aids 
Training and Employment 
Social Services 
Health Care Service 
Health Research 
Education and Training of Health 

Workers 
Consumer and Occupational Health 

and Safety 
Public Assistance and Other Income 

Supplements 
Criminal Justice Assistance 
General Property and Records 

Management 
Other General Government 

Total 

'Totals do not agree with local totals in Table 2 because in this table some programs show more than one category of local 
government as eligible. 

SOURCE: ACIR, A Catalog of Federal Grant-in-Aid Programs to State and Local Governments: Grants Funded FY 1978 (A-72), 
Washington, DC, U.S. Government Printing Office, 1979, and supporting work papers. 



tionary fund, to be used for disaster needs, areawide 
projects, innovations, and new communities, and to 
correct certain inequities. Eighty percent of the re- 
mainder is allocated to standard metropolitan statis- 
tical areas (SMSAs) and 20% to nonmetropolitan 
(non-SMSA) or rural areas. 

The first distribution of the metropolitan portion 
is by formula on an entitlement basis to metropolitan 
cities (central cities and all other cities over 50,000 
population in SMSAs) and urban counties. The latter 
are SMSA counties over 200,000 population autho- 
rized under state law to undertake essential commu- 
nity development and housing assistance activities in 
their unincorporated areas. The remaining "dis- 
cretionary balance" in the SMSA allocation is avail- 
able for distribution by the Secretary of HUD to 
states for use within metropolitan areas and to all lo- 
cal governments within SMSAs that do not qualify 
for automatic entitlement. These local governments 
in SMSAs include cities under 50,000 population and 
counties other than urban counties. The amount for 
each state is determined by a formula similar to that 
used to distribute funds to the metropolitan cities and 
urban counties. Local governments compete with 
each other for funds within each state. 

The 20% non-SMSA portion is used for grants to 
units of general local government under 50,000 
population that are not located in SMSAs. As is the 
case with metropolitan small governments, nonmet- 
ropolitan small governments compete with each 
other in the same state. 

Cities are defined in the law as any unit of general 
local government classified as a municipality by the 

Census Bureau, or any town or township which (a) 
the Secretary of HUD determines has powers and 
performs functions comparable to those associated 
with municipalities, (b) is closely settled, and (c) con- 
tains no incorporated places. 

The CDBG program initiated changes of consider- 
able fiscal and institutional importance by distri- 
buting funds mainly according to formula-based en- 
titlements rather than project applications and by 
concentrating those entitlements on metropolitan 
areas, urban counties, towns, townships, and in some 
cases special purpose districts3%hile for the most 
part excluding states. One immediate change was the 
extension of funds for urban-type programs to a 
number of cities that had not previously participated 
in the seven HUD programs folded into CDBG. 

According to Thomas J. Anton a "spreading ef- 
fect" occurred. Table 4 shows this effect. In 1970, 
only 321 cities participated in the seven HUD pro- 
grams. By 1977, the total number of participating 
cities had risen to 620. Moreover, most of this in- 
crease is accounted for by cities in the smaller size 
categories. Participation by cities of 100,000 or less 
more than doubled between 1970 and 1975.31 

In addition to increasing the number of cities, the 
program had the effect of including new units that 
had previously not participated in community devel- 
opment programs. This was particularly true of 
counties, towns, townships, and special districts. Ini- 
tially, it was thought that these units lacked the ca- 
pacity and/or legal authority to deal effectively with 
community development programs. Urban counties, 
in particular, were regarded as deficient in this re- 

Table 4 
CITY PARTICIPATION IN COMMUNITY DEVELOPMENT PROGRAMS, 

BEFORE AND AFTER ENACTMENT OF BLOCK GRANT IN 1974 

City Population 
-- 

25,000- 49,999 
50,000- 99,999 

100,000-299,999 
300,000-999,999 

1,000,000 and over 

Number of Cities Participating 

I Totals 321 444 589 620 

SOURCE: Thomas J. Anton, "Outlays Data and the Analysis of Federal Policy Impact," unpublished paper given at 
The Urban Impacts Conference, Washington, DC, February 8-9,1979, p. 31. 



Table 5 
COMMUNITY DEVELOPMENT BLOCK GRANT PROGRAM: 

NUMBER OF UNITS TO WHICH 
ALLOCATION WAS MADE 

FY FY FY FY FY FY 
1975 1976 1977 1978 1979 1980 

Metropolitan Areas (SMSAs)' 312 313 319 325 325 328 
Metro Cities 521 522 537 559 562 573 
Urban Counties 73 75  78  81 84  85 
Small Hold Harmless Units of Government 299 301 305 2682 257* 

Discretionary Balance Funds (SMSAs) or 
(States and Puerto Rico)(Small Cities  fund^)^ 302 303 306 51 51 51 

Nonmetropolitan Areas 51 53 53 
Small Hold Harmless Units of Government 449 450 443 436 435 

Discretionary Balance Funds (States and 
Puerto Rico) (Small Cities Funds) 51 51 5 1 51 51 

Total Units of Government 1,342 1,348 1,363 1,344 1,338 6583 

Count includes state portion of split SMSAs. (Actual number of SMSAs in FY 1980 is 284.) 
Excludes communities waiving hold harmless (32 communities in FY 1978,44 communities in FY 1979). 

=Thereare no hold harmless units receiving direct entitlements in FY 1980. 
'Discretionary balance funds were allocated by SMSA during FY 1975-FY 1977, and by state for included Metro Areas 
from FY 1978 on. 

SOURCE: US. Department of Housing and Urban Development, Directoryof Allocations for FYs 1975-80, 1980. 

gard. Yet, by 1980, 85 urban counties were partici- 
pating in the program (see Table 5). 

Finally, the role of the state is minimal in the 
CDBG program. In limited situations, a state may be 
the recipient of funds, but its role is definitely subor- 
dinate to units of general local government. Al- 
though states are eligible to compete for the dis- 
cretionary funds which remain after entitlement, 
these funds are generally designated for use by local 
units in metropolitan or nonmetropolitan areas un- 
less granted pursuant to one of the special discretion- 
ary funds. In other words, the state is merely a con- 
duit of funds and can retain for itself only an allow- 
ance for the cost of general administration. 

CETA 

The effects of federal eligibility requirements on 
the allocation of functions also are seen in the CETA 
block grant. The Comprehensive Employment and 
Training Act of 1973 that enacted this first direct 

federal/local block grant represented the culmination 
of efforts that began in 1967 to coordinate and con- 
solidate manpower planning and service delivery.'= 

Title I of the act merged 17 pre-existing cate- 
gorical manpower programs into a block grant which 
goes to prime sponsors for comprehensive manpower 
services such as training, employment, counseling, 
testing, placement, and supportive services. Prime 
sponsors are mainly states, units of general local 
government of 100,000 or more population, or com- 
binations of such units (consortia) in which one 
member meets this population floor. The consortia 
provision makes it possible to obtain the program- 
matic advantage of a broader area coverage of the 
local labor market. 

"Units of general local government" means any 
city, municipality, county, town, township, parish, 
village, or other general purpose political subdivision 
which has the power to levy taxes and spend funds, as 
well as general corporate and police powers. In areas 
not covered by a nonstate prime sponsor (balance of 



state), states may assume this role. 
Prior to CETA, the federal government had dealt 

with manpower development and training through a 
system of categorical programs administered from 
Washington or by regional offices. The Department 
of Labor (DOL) had approximately 10,000 contracts 
with local service providers, mainly national 
community-based organizations (CBOs), such as the 
Opportunities Industrialization Centers (OIC), Ser- 
vice, Employment, and Redevelopment (SER), and 
the Urban League. Cities and counties were minimal- 
ly involved. 

The requirement in CETA that local prime spon- 
sors be general purpose governments constituted a 
major departure, moving from a categorical to a 
block grant approach and from a centralized to a 
decentralized system of administration. Significant 
for the functional assignment issue is the fact that 
most of the prime sponsors had not received federal 
support for manpower purposes prior to FY 1975. 

CBOs continued to be used, indeed at an expanded 
rate in the early years,33 but as subcontractors to the 
city and county prime sponsors rather than direct 
contractors with DOL. Cities and counties, as local 
program coordinators and integrators (singly or 
through consortia), thus took the critical role in ad- 
ministering the decentralized system. Of the two 
types of units, counties were more affected because 
they had been even less involved in manpower pro- 
grams pre-CETA than the cities. Counties clearly 
were the most prominent prime sponsors, as shown 
by Table 6. 

The state role in manpower development and train- 
ing also changed significantly. In some ways this role 
was enhanced because of the balance-of-state provi- 
sion. In others, it was diminished. Prior to CETA, 
for instance, grantees were expected to use state em- 
ployment services (SES) to  provide appropriate man- 
power services. After CETA, the importance of the 
SES was reduced and these state agencies had to com- 
Pete with private organizations as principal pro- 
viders. CETA also created an ambiguous situation 
for the states in some respects. The program called 
on them to be reviewers, coordinators, and evalua- 
tors of programs but the absence of any pass-through 
provisions denied them a substantive role and en- 
sured that ultimate program authority would rest 
with the local units. 

THE LOVELL STUDY ON MANDATES 
The Love11 study of the effects of federal and state 

mandates in five cities and five counties found that 

Table 6 
CETA PRIME SPONSORS, 

FY 1975 and FY 1980 

Counties 
Cities 
Consortia 
Balance of State 
Concentrated Employment 

Program (CEP) 

Total 399 473 

I SOURCE: U.S. Department of Labor. 

federal condition-of-aid mandates caused cities to be- 
gin new activities more often than counties. Activities 
were added particularly in the community develop- 
ment, environment, and general government func- 
tional areas.34 On the other hand, federal mandates 
more frequently induced counties to  expand activities 
previously carried on than cities, especially in the 
areas of community development and public protec- 
tion." 

FEDERALLY ENCOURAGED SPECIAL 
AGENCIES OR DISTRICTS 

In a 1964 report about the impact of federal urban 
development programs on local government organi- 
zation and planning, ACIR noted that a relatively 
new type of federal aid recipient had arisen-the 
special purpose unit of government with independent 
or semi-independent status. These new units, actually 
induced and sometimes even required by about a 
quarter of all federal programs at that time, included 
public housing and urban renewal authorities, state 
and local planning agencies, and local area redevel- 
opment organizations. 3 6  

The current incidence of these types of special unit 
is not discernible from Table 3 because in many cases 
they are authorized in legislation as one of the types 
of unit included in such general designations as "lo- 
cal governments" or "political subdivisions." It is 
generally accepted, however, that the federal govern- 
ment's role in fostering such special units has de- 
clined. One major reason was the vociferous criticism 
by the national associations of local officials of gen- 
eral purpose governments. 



This contributed to enactment by Congress of Sec- 
tion 402 of the Intergovernmental Cooperation Act 
of 1968. This 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." 

Subsequent federal legislation seems to reflect 
greater Congressional awareness of the special pur- 
pose government problem. Specifically, the General 
Revenue Sharing (GRS) legislation (discussed later in 
this chapter) limits the distribution of GRS funds to 
general purpose units and 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) were the 
designated recipients under the countercyclical pro- 
grams of Titles I1 and 111 of that act. The CDBG also 
is limited to general purpose units (except for certain 
"new communities") in contrast to the autonomous 
or semi-autonomous agencies-such as redevelop- 
ment agencies, housing authorities and Model Cities 
community development agencies-that were 
spawned by the predecessor categorical grant pro- 
g r a m ~ . ~ ~  

At the same time that the federal government has 
moved to emphasize general purpose units on the 
local scene, it has tended to encourage formation of a 
variety of separate bodies on the substate regional 
level. This level, of course, has not been occupied to 
any appreciable extent by state-authorized general 
purpose units. 

As of 1976, there were 32 federal programs that 
held substantial significance for substate regions, 
compared with 24 such programs in 1972. They en- 
compassed two general purpose programs-the fed- 
eral aid review and comment process (Office of Man- 
agement and Budget Circular A-95) and intergovern- 
mental personnel grants-plus 30 others serving a 
range of specific functional purposes including com- 
munity and economic development, environmental 
protection, transportation, social services, and pro- 
tection services. The agencies supported included 
areawide planning organizations, economic develop- 
ment districts, local development districts, metro- 
politan planning organizations, health systems agen- 
cies, areawide agencies for the aging, and community 
action agencies." These substate regional bodies and 
their relationship to functional assignment at the 
state and local levels are described in detail in Chap- 

ter 5 of the ACIR report, State and Local Roles in the 
Federal System. 40 

PRIVATE FEDERALISM 
A final aspect of the federal government's posture 

on the designation of eligible recipients of condi- 
tional grants is highlighted in Table 2: the designa- 
tion of private organizations alongside state and local 
governments. On January 1, 1978, there were 209 
categorical grant programs for which 
nongovernmental nonprofit organizations were eligi- 
ble along with state and local units, or 42% of the 
492 total. These were in addition to those for which 
nonprofit groups were eligible and governmental 
units were not. 

No statistics are available on the overall magnitude 
of this aspect of "private federalismw-the share of 
all grant dollars that go to these organizations-ac- 
cording to top federal management officials consult- 
ed by ACIR staff, but it is generally assumed to be 
exten~ive.~' A source in the Health and Human Ser- 
vices Department, which makes the great bulk of fed- 
eral payments to nongovernmental recipients, es- 
timated that 70% of all participants in that depart- 
ment's programs were private organizations. In the 
Community Services Administration, the successor 
to the Office of Economic Opportunity, an official 
estimated that approximately 90% of all its program 
participants are private groups. And more and more 
housing programs are being operated through non- 
profit agencies under CDBG. 4 2  

Data gathered by ACIR in a 1967 report and in 
1978 provide a clue as to the trend in the use of non- 
profit organizations as grant recipients. The 1967 
report found that 70 Health, Education, and Welfare 
Department (HEW) grant programs were limited to 
state and local governments, whereas 60 went to a 
combination of state and/or local and private non- 
profit groups.43 By 1978, 97 HEW programs were 
limited to state and local governments, an increase of 
39% over 1967, but 131 were available to state/local 
governments and nonprofit organizations, a rise of 
118%.*' 

Nonprofit organizations, then, have become in- 
creasingly strong competitors with state and local 
governments for federal conditional grant monies. 
This development suggests that, while the federal 
government may steadily increase its influence on 
stateAoca1 governments and their functional respon- 
sibilities by its constant expansion of conditional 
grant monies, that increase has been lessened by the 
continuing increase in federal reliance on nongovern- 
mental nonprofit organizations as grant recipients. 



DIRECT FEDERAL ACTION 
DESIGNED TO AFFECT STATEILOCAL 

FUNCTIONAL ASSIGNMENT 

Federal conditional grants-in-aid are designed to 
induce state and local governments to  move in certain 
functional directions by virtue of the functional and 
eligibility conditions that they carry with them. The 
federal government's use of direct orders or man- 
dates and its assumption or takeover of stateAoca1 
functions are direct actions that are designed to af- 
fect state/local functional assignment. Attention 
now shifts to these forms of federal action. 

'Mandates (Direct Orders) 

As used in this section, the term "mandates" 
refers only to  what are called direct orders by the 
previously cited Lovell study. Use of the more limited 
sense of the term follows the practice of the Congres- 
sional Budget Office report, Federal Constraints on 
State and Local Government Actions," which is 
relied upon heavily in the following discussion. The 
Lovell report included both direct orders and condi- 
tions of aid under the term "mandates." 

Direct orders or mandates can originate from any 
of the three branches of the federal government and 
may have as their basis either federal statutes or Con- 
stitutional provisions. Most mandates apply only to 
the private sector, and are excluded from this study. 
Others are directed exclusively toward state and local 
governments, and still others apply to both public 
and private  sector^.'^ 

Judicial interpretation of the Constitution, 
especially the Bill of Rights and the 14th Amend- 
ment, accounts for most of the federal mandates that 
apply to  state and local governments. Court decisions 
have affected a wide range of state and local ac- 
tivities, including school desegregation, free counsel 
for the indigent, and upgrading of prisons and men- 
tal institutions. Although these decisions usually per- 

'tain only to specific cases, they often have far 
reaching effects because the principles articulated 
have general applicability and failure to comply may 
invite a legal challenge of existing policies and pro- 
cedures. The impact of the Brown vs. Board of 
Education decision on school systems across the 
country is a good example of the broad ramifications 
of court decisions." 

Mandates also can be promulgated by federal 
statute. In its attempts to achieve social and 

economic objectives, Congress often uses its reg- 
ulatory powers to  mandate certain policies and pro- 
grams, based on the authority of the Commerce 
Clause, the necessary and proper clause, the su- 
premacy clause, and the 14th Amendment of the 
Constitution. These mandates, for the most part, 
have been directed at the private sector but the focus 
of some social and economic regulatory policy has in- 
volved state and local governments. Most have been 
concerned with either the environment or civil 
rights.48 Among some of the most important have 
been: 

The Clean Air Amendments of 1970 
(Public Law 91-604) require states to 
develop plans acceptable to the En- 
vironmental Protection Agency (EPA) 
to attain federal air-quality standards. 
The EPA can require states to plan 
changes in state transportation policies 
(for example, by giving additional sup- 
port to mass transit) as well as to regu- 
late the pollution-creating activities of 
private persons (by establishing, for 
example, emission-control requirements 
and inspection programs for private 
cars). 

The Federal Water Pollution Control 
Act of 1972 (Public Law 92-500) re- 
quires state and local governments to  
adopt better methods of treating sewage 
in order to curb the discharge of 
pollutants. 

The Safe Drinking Water Act of 1974 
(Public Law 93-523) requires all sup- 
pliers of drinking water (including, but 
not limited to, publicly owned systems) 
to test their water regularly for im- 
purities. If "maximum contaminant lev- 
els" are exceeded, acceptable treatment 
processes must be introduced or another 
source of potable water used. 
The Equal Employment Opportunity 
Act of 1972 (Public Law 92-261) pro- 
hibits state and local governments from 
discriminating in their employment 
practices on the basis of race, color, reli- 
gion, sex, or national origin. 
The Age Discrimination in Employment 
Act of 1967 (Public Law 90-202) pro- 
hibits discrimination in employment 
practices on the basis of age.49 



The power of Congress to regulate the private sec- 
tor has been consistently upheld by the Court since 
the 1930s. Until recently, Congress was assumed to 
have similar powers to mandate state and local ac- 
tivities, although it refrained from using them for 
political reasons. This assumption was challenged in 
the 1976 case of National League of Cities vs. Usery. 
The challenge rested on the 10th Amendment guar- 
antee of state sovereignty, which implies certain re- 
strictions on the commerce clause when applied to 
state and local governments. 

The Court's decision invalidated the 1974 Amend- 
ments to the Fair Labor Standards Act (P.L. 93-259) 
extending minimum wage and overtime pay to non- 
supervisory state and local government employees. 
These rights have been granted to employees in the 
private sector but in the Court's opinion an effort to 
extend them to public employees "impermissibly in- 
terfered with the integral functions of state and local 
governments and threatened their separate and in- 
dependent existence. 

Just how extensively this ruling will be applied is 
yet to be determined and major issues still require 
clarification. Furthermore, while the ruling suggests 
limits on the issuance of direct orders to state and 
local governments, it does not preclude, of course, 
the use of less coercive ways of achieving similar 
ends, such as conditional grants in aid. 

LOVELL STUDY 

The Lovell study of mandates provides some mea- 
sure of the effect of federal direct orders on city/ 
county assumption of functions, similar to what it 
provided on the effect of federal conditions of aid. In 
57% of federal direct orders on which the field inves- 
tigators reported, the activity was not carried on be- 
fore the order was imposed. In an additional 8% the 
activity was carried on only in part.s' Further 
analysis shows, however, that most of the orders af- 
fecting new activities involved procedural rather than 
program matters, indicating that these orders had 
less effect on functional expansion than at first ap- 
peared. l2 

Considering only functions with an adequate sam- 
ple, the areas of community development, general 
regulations (activities not specific to a single 
functional department), and environment were most 
influenced by the federal direct orders, as far as re- 
quiring an action or an activity not previously 
performed. Transportation was least influenced." 

Finally, the Lovell study found that like federal 

conditions of aid, federal direct orders caused 
cities-more often than counties-to begin new ac- 
tivities. 5 4  

FEDERAL SUPERSESSION (PREEMPTION) 

Federal laws on clean air, water pollution control, 
and safe drinking water-previously cited-are ex- 
amples of supersession or preemption, a type of man- 
date that has become increasingly common in areas 
of concurrent federal and state responsibility under 
the Constitution. Supersession has been defined by 
one observer as: 

. . . the process by which a state is deprived 
of jurisdiction over matters embraced by 
congressional acts, which acts require the 
states to pass laws of equal stringency or else 
the federal law will control; it is forced com- 
pliance with federal legislation by the states 
and it is the entering into a contract by the 
individual states and the federal government 
for the provision of services (through laws) 
regardless of state laws.55 

Joseph Zimmerman distinguishes between federal 
laws that provide for total and partial federal pre- 
e m p t i ~ n . ~ ~  Among the former are: 

The Flammable Fabrics Act, which stip- 
ulates "this act is intended to supersede 
any law of any state or political subdivi- 
sion thereof inconsistent with its provi- 
sions. " '' 
The Radiation Control for Health and 
Safety Act of 1968, which forbids state 
and local governments "to establish . . . 
any standard which is applicable to the 
same aspect of the performance of such 
product and which is not identical to the 
federal standard. "5' 

The Federal Railroad Safety Act of 
1970, which specifically authorizes states 
to adopt laws, rules, regulations, orders, 
and standards relating to railroad safety 
that are more stringent than the counter- 
part federal ones "when necessary to 
eliminate or reduce an essentially local 
safety hazard, and when not incompati- 
ble with any federal law, rule, regula- 
tion, order, or standard, and when not 
creating an undue burden on interstate 
commerce. "s9 



Partial federal preemption statutes set minimum 
national standards and authorize states to continue 
their regulatory activity provided their standards are 
at least as high as the national standards. Examples 
cited by Zimmerman include: 

The Safe Drinking Water Act. It states 
that "a state has primary enforcement 
responsibility for public water systems" 
provided the Administrator of the En- 
vironmental Protection Agency deter- 
mines that the state "has adopted drink- 
ing water regulations which . . . are no 
less stringent than" national standards 
Where a state fails to adopt or enforce 
such standards, the Agency applies na- 
tional standards within that state.60 

The Wholesome Meat Act, which grants 
the Secretary of Agriculture the authori- 
ty to inspect meat and transfer responsi- 
bility for meat inspection to a state that 
has enacted a law requiring meat inspec- 
tion and reinspection consistent with 
federal  standard^.^' 

Federal supersessive laws have the effect of keep- 
ing states entirely out of a function or activity, or 
keeping them out unless they perform in accordance 
with federal standards. These laws have a clear im- 
pact on the responsibilities of state and local govern- 
ments. The functional dimensions of the impact can 
be seen more clearly in Exhibit 1, which inventories 
the 48 supersessive acts enacted in the ten-year 
period-1 964-73. 

Health and public safety functions were affected 
the most during the peiiod studied. Environmental 
protection and conservation were also significantly 
influenced. Consumer protection, although third, 
ranks fairly close behind environmental protection 
and conservation. . 

The courts have held many acts of Congress to be 
preemptive even though they contain no explicit par- 
tial or total preemption section. In 1947, the U.S. 
Supreme Court explicated two tests of federal pre- 
emption: (1) "the question in each case is what the 
purpose of Congress was," and (2) does the act of 
Congress involve "a field in which the federal inter- 
est is so dominant that the federal system will be as- 
sumed to preclude enforcement of state laws on the 
same subject . " 6 2  

The Supreme Court has also placed some limits on 
federal preemptory powers. Cited earlier was the 
1976 National League of Cities cases in which the at- 

tempt to apply the minimum wage and overtime pay 
provisions of the 1974 Fair Labor Standards Act 
amendments to nonsupervisory employees of state 
and local governments was held to  be unconstitution- 
al-that it was a threat to the separate and indepen- 
dent existence of these governmental units. Preemp- 
tion has also been invalidated in cases, involving 
federal statutes lowering the voting age for state and 
local elections, forbidding the use of written exam- 
inations for applications for a police de~a r tmen t ,~ '  
and other laws. 

Zimmerman attributes the sharp increase in federal 
preemptory action since 1965 to: 

. . . the growing recognition of the interstate 
nature of many public problems, the general 
failure of states to  launch effective corrective 
programs to solve the problems, the estab- 
lishment of environmental and public inter- 
est groups which have lobbied effectively in 
Washington, DC, and concomitant public 
support for governmental action to solve en- 
vironmental problems in p a r t i ~ u l a r . ~ ~  

Zimmerman also notes a growing concern starting 
in 1971 that supersession is creating the potential for 
the evolution of a monocentric system of govern- 
ment. Straws in the wind are a 1971 dissent by Justice 
Hugo L. Black in a voting rights case, an article by 
representatives of the Council of State Governments 
criticizing expanding reliance on federal supersession 
and urging greater dependence on interstate cooper- 
ative devices, and the filing in Congress of numerous 
bills aimed at the Supreme Court's role in super- 
session by limiting its jurisdiction as authorized by 
the Constitution. On the other hand, Zimmerman 
observes a counterforce in the support for federal 
preemption sometimes provided by state and local 
officials: 

Experience with federal partial preemp- 
tion reveals that states have initiated socially 
desirable programs privately favored by 
some state legislators and administrators 
that probably would not have been imple- 
mented in the absence of federal preemption 
because the programs are too explosive po- 
litically on the state leveL6' 

Federal Assumption of 
StatelLocal Functions 

Next to ordering stateAoca1 governments to  under- 



Exhibit 1 
BREAKDOWN, BY CATEGORIES, OF SUPERSESSIVE FEDERAL 

LEGISLATION ENACTED FROM 1964 to 1973* 

Health and Safety (18-37.5%) 

Drug Abuse Control Amendments of 1965 
Federal Cigarette Labeling and 

Advertising Act 
Federal Coal Mine Safety Act 

Amendments of 1965 
National Traffic and Motor Vehicle Safety 

Act of 1966 
Highway Safety Act of 1966 
Federal Metal and Nonmetallic Mine 

Safety Act 
Child Protection Act of 1966 
Omnibus Crime Control and Safe Streets 

Act of 1968 
Natural Gas Pipeline Safety Act of 1968 
Radiation Control for Health and Safety 

Act of 1968 
Gun Control Act of 1968 
Federal Coal Mine Health and Safety Act 

of 1969 
Public Health Cigarette Smoking Act 

of 1969 
Federal Railroad Safety Act of 1970 
Occupational Safety and Health Act 

of 1970 
Federal Boat Safety Act of 1971 
Lead Based Paint Poisoning Prevention 

Amendments 
Health Maintenance Organization Act 

of 1973 

Agricultural Standards (3 - 6.2%) 

Food and Agriculture Act of 1965 
United States Grain Standards Act 
Egg Products Inspection Act 

Civil Rights (3 - 6.2%) 

Civil Rights Act of 1964 
Voting Rights Act of 1965 
Voting Rights Act Amendments of 1970 

Environmental Protection and Conservation 
(9 - 18.7%) 

Water Quality Act of 1965 
Highway Beautification Act of 1965 
Clean Air Act 
Clean Air Act Amendments of 1970 
Federal Environmental Pesticide Control 

Act of 1972 
Noise Control Act of 1972 
Federal Water Pollution Control Act 

Amendments of 1972 
Marine Mammal Protection Act of 1972 
Marine Protection Research and 

Sanctuaries Act of 1972 

Consumer Protection (7 - 14.6%) 

Fair Packaging and Labeling Act 
Flammable Fabrics Act, Amendment 
Wholesome Meat Act 
Consumer Credit Protection Act 
Poison Prevention Packaging Act of 1970 
Motor Vehicle Information and Cost 

Savings Act 
Consumer Product Safety Act 

Miscellaneous (8 - 16.6%) 

Atomic Energy Act of 1954, Amendment 
Uniform Time Act of 1966 
Employment Security Amendments 

of 1970 
Federal Deposit Insurance Act, 

Amendment 
Horse Protection Act of 1970 
Federal Election Campaign Act of 1971 
Emergency Petroleum Allocation Act of 

1973 
Emergency Highway Energy 

Conservation Act 

'Some acts can fall into more than one category but are listed in the primary category. 
SOURCE: James B. Croy, "Federal Supersession: The Road to Domination," State Government, Winter 1975, p. 35. 



take a new activity, the clearest and most direct way 
in which the federal government can affect the scope 
of their functional responsibilities is to assume or 
take over one or more of their functions. Only in the 
income security (welfare) area has there been any ap- 
preciable movement in this direction. 

Under the Food Stamp Act of 196466 and subse- 
quent amendments, low-income families receive food 
stamps that vary in amount according to the house- 
hold size and adjusted income of the re~ipient.~'  
Eligibility and benefit standards are national and 
most of the purchasers are public assistance recip- 
ients. State and/or local governments (the latter are 
usually counties) are responsible totally for recipients 
under the Aid to Families with Dependent Children 
(AFDC) program and to varying degrees (see below) 
for those under the Supplementary Security Income 
(SSI) program. The cost of the food stamps ($6.8 
billion in 1979) is borne fully by the federal govern- 
ment but the program is administered by the states, 
which also pay at least 50% of the administrative 
costs. 

The major federal effort to relieve states and 
localities of the welfare responsibility was through 
the SSI program, enacted in 1972 and effective in 
1974.68 Under SSI (Title XVI, Parts A and B of the 
Social Security Act), the federal government nation- 
alized the so-called adult categories of public as- 
sistance. Under a federally administered program the 
aged, blind, and disabled whose adjusted income and 
resources fall below specified national standards are 
provided with direct monthly payments to help bring 
them up to those standards. 

Even after initiation of SSI, the states retain sub- 
stantial responsibility for aid to the aged, blind, and 
disabled. They are required to supplement federal 
SSI payments in cases where this aid does not main- 
tain the December 1973 income level for recipients 
under the former state public assistance programs. 

States also may provide supplementary payments 
to help recipients meet needs not covered by the 
federal SSI payment. The state determines whether it 
will make such payments, to whom they will go, and 
the amounts to be paid. It may elect to administer the 
payments under its own rules and regulations, or en- 
ter into an agreement with the Secretary of Health 
and Human Services to have the federal government 
administer them along with the federal SSI payment. 
In the latter case, the federal government absorbs 
total administrative costs. As of October 1979, there 
were 40 states with optional needs programs, of 
which 17 elected federal admini~t ra t ion .~~ 

Both the food stamp and SSI programs represent 
only a partial assumption of the welfare function by 
the federal government. They are a continuation of a 
movement in this functional area that began in 
earnest in the 1930s with the federal government's 
provision of direct relief funds and the enactment of 
the Social Security Act. That movement continues to- 
day with perennial proposals for a more compre- 
hensive federal takeover of the income maintenance 
function.'O 

A question may be raised as to the reason for con- 
sidering these two welfare actions under the heading 
of federal assumption as different from other func- 
tional areas where the infusion of federal grant 
monies has made the federal government as involved 
as it is in these cases. The difference relates to what 
was noted at the outset of this chapter, namely, the 
difference between influence exerted through induce- 
ment (grants-in-aid) and through direct order. There 
is also a difference in intent. Grants are intended to 
move state/local recipients in certain functional 
directions, with the recipients retaining basic respon- 
sibility. The intent of a federal takeover is to relieve 
state and local governments of their responsibility for 
the function or activity. 
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Chapter 3 

Unintended Federal lnf luences 
on "Who Does What" at 

StatelLocaI Levels 

B eyond federal policies and programs that are in- 
tended to affect the activities of state and local 

governments, there are federal actions that affect 
those governments unintentionally. They do  so by in- 
fluencing the service demands placed on those juris- 
dictions and the resources available to meet the de- 
mands. Describing the unintentional federal in- 
fluence in these terms suggests the difficulty of iden- 
tifying all the federal impacts, to say nothing of 
attempting to evaluate their significance. That task 
essentially involves tracing how the federal govern- 
ment interacts with the total political, social, and 
economic forces of the nation. 

Obviously, this is not an assignment that can be 
undertaken within the limitations of this study, if in- 
deed any single study. The limited objective here is to 
outline the general dimensions of the picture by iden- 
tifying some of the principal unintentional influences 
and assessing their effect on state/local functional 
assignment, relying mainly on published reports and 
other secondary sources. 

Attention is first directed to leading examples of 
federal actions that create service needs at the state 
and local levels, and federal counteractions that have 
been taken to ease those service demands. Then the 
focus shifts to actions that influence general 
state/local capacity to perform and consequently 
their ability to attract functional responsibilities. 
Also an attempt is made to describe federal counter- 
actions where the initial federal influence has tended 
to diminish rather than foster state/local capability. 
The ultimate impact of the federal influence on 
stateAoca1 functional responsibility is described 
whenever possible. 



FEDERAL ACTIONS CREATING 
STATEILOCAL SERVICE NEEDS 

The unintended effects of the federal government's 
service, regulatory, assistance, and revenue-raising 
activities on the states and their localities are not 
spread evenly or equitably across the nation. Clearly, 
the letting of a large defense contract may affect only 
a relatively few communities, but in those commun- 
ities it may have a profound influence on the demand 
for schools, roads, public safety services, and water 
supply and sewage disposal. Similarly, the issuance 
of thousands of social security checks has more im- 
pact in areas where the aged tend to settle-the sun- 
belt communities-with consequent increase in de- 
mand for the types of services that they need. 

Only in a relatively few cases, however, have fed- 
eral policies had such a severe effect on local econ- 
omies as to set in motion a political reaction that led 
to special federal policies and programs to help ease 
the local impacts. The federal action takes the form 
either of measures to soften or reverse the effect on 
service demands or to increase local communities' 
resources for dealing with those demands. Because 
the federal government has acted (or seriously con- 
templates action) to  provide relief in these cases, they 
represent only the most dramatic illustrations of the 
unintended impacts of federal actions on stateAoca1 
service requirements. 

Three Examples of Special Impact 

The three areas examined are military installations, 
energy development, and refugee assistance. 

MILITARY BASES 

In periods of successive expansion and reduction 
of military installations, such as World War I1 and 
the Korean and Vietnam Wars, local governments ex- 
perience severe disruptions of local operations. In 
times of expansion, the influx of new people serious- 
ly strains local services. The school age population 
increases significantly, placing an added burden on 
the school system. Transportation and recreational 
facilities become strained, fire protection and law en- 
forcement forces are stretched thin, and sanitation 
services and public utilities are overloaded. 

When military bases are closed, communities can 
suffer economic depression from the outmigration of 
people and trade. The loss of revenue can force se- 

vere cutbacks in public services and employment. 
The school age population drops significantly and 
leaves the school system with the financial burden of 
maintaining unneeded facilities and paying under- 
utilized teachers. Police and fire departments may 
s i d a r l y  find themselves overstaffed. At  the same 
time increased unemployment places a strain on the 
state's unemployment compensation fund as well as 
public assistance and social service resources. 

These effects of military base expansion and reduc- 
tion have long been dealt with through federal impact 
aid. Starting with the Lanham Act of 1940, the 
federal government has given aid to  communities 
whose populations have increased because of an in- 
flux of defense workers and military personnel. 
Federal education impact aid is probably the best 
known of these programs. 

Under Public Laws 81 -874 and 81-875, the federal 
government pays the full costs of educating the 
children of parents who both work and live on mil- 
itary bases and half the cost of children whose par- 
ents either work or live on military bases. In addi- 
tion, a school district is eligible for federal funds if 
the federal government acquires real property in the 
area which substantially reduces the tax base.' 

What began as a modest proposal to cope with a 
major problem has grown tremendously. The orig- 
inal program covered only 512,000 children, but now 
covers about 2.4 million. Of the nation's 435 Con- 
gressional districts, 432 received about $770 million 
in aid in 1978. Many school districts get the money 
whether or not the federal presence constitutes a 
strain. Montgomery County, MD, for example, has a 
per capita income about 50% higher than the na- 
tional average and its government workers pay local 
sales, income, and property taxes, but the county still 
received about $6 million for the year 1978. Likewise, 
neighboring Fairfax County, VA, received $13 
million.' 

Federal impact aid is also given to communities 
that have been affected by base closures enabling 
them to make successful economic recoveries. The 
recovery histories of 21 Air Force installation clos- 
ings in communities and installations of all types and 
sizes that took place between 1969 and 1975 indicated 
that all 21 communities were recovering from the ef- 
fects of the closings, although at different rates and 
to different degrees. Much of the recovery success 
can be attributed to the fact that all the communities 
requested assistance from the Department of 
Defense's Office of Economic Adjustment (OEA), 
which is the executive coordinating agency of the 



President's Interagency Economic Adjustment Com- 
mittee (EAC). ' 

OEA's primary strategy is to provide guidance to 
community leaders in their efforts to make maximum 
use of federal money available through EAC's 20 
federal agency members. The Economic Develop- 
ment Administration, for example, has funds avail- 
able to help impacted communities obtain profes- 
sional community planning services and attract new 
industries to the area. Special defense injury loans 
are also available through the Small Business Ad- 
ministration. In addition, the Federal Surplus Prop- 
erty Act of 1947 contains provisions for public 
benefit discounts in acquiring military properties for 
civilian reuse. Moreover, the Air Force gives 100% 
discounts to impacted communities that want to re- 
use surplus defense property for aviation, education, 
health, or re~rea t ion .~  

ENERGY DEVELOPMENT 

Another highly visible example of federal influence 
in creating state/local service needs is found in the 
energy field. The national goal of securing more do- 
mestic energy resources has the potential to create a 
number of "boomtowns" during the next decade 
which will develop shortages in housing, recreation, 
and other public facilities and services. Craig, CO, 
for instance, a city of about 4,000 population in 
1970, experienced three years of energy-related 
growth from 1976-79. Some of the results were in- 
creases in crimes against people (900%), alcoholism 
(623%), child abuse (130%), and child behavior 
problems (1 ,000%).5 

Rock Springs, WY, had a similar experience. The 
city received only one month's prior notice when 
construction of a very large coal-fired power plant 
began in 1972. Subsequently, the doctor-patient ratio 
went from 1/1100 to 1/3700 within two years. The 
construction of a new supermarket took two years in- 
stead of the anticipated six months because of dif- 
ficulties in keeping a construction workforce going in 
a boom situation. Rock Springs and neighboring 
Green River were also faced with inadequate law en- 
forcement services and overcrowded  school^.^ 

Other communities have experienced similar prob- 
lems. In Wise County, VA, local mortgage credit vir- 
tually vanished. In Gillette, WY, land acquisition, 
construction and mortgage capital were in short sup- 
ply. Housing problems were critical at energy sites in 
Massachusetts, Colorado, and Central Appalachia.' 

A 1978 Department of Energy study identified 41 
counties across the country with the potential of sup- 

porting a synthetic fuels i n d u ~ t r y . ~  These counties 
could very easily face the same problems encountered 
by Craig and the other areas that have already suf- 
fered "boomtown" symptoms. 

In an effort to anticipate future energy-related 
problems, Senators Ford (KY), Glenn (OH), Huddle- 
ston (KY), and Hart (CO) introduced in the 96th 
Congress a proposed "Energy Impact Assistance 
Act" (S. 1699), which would provide energy impact 
funds for affected areas. As written, the proposed 
legislation would work in the following manner: 

The Farmers Home Administration's 
(FmHA) present energy impact assis- 
tance program, which is now limited to 
areas affected by coal and uranium pro- 
duction only, would be expanded to in- 
clude communities adversely affected by 
all types of new energy development. 
FmHA would provide local planning 
assistance and coordinate a number of 
other impact programs administered by 
a variety of federal agencies. A com- 
munity would be eligible for assistance 
under the program if there were no other 
aid available from existing sources. 

Assistance to local governments would 
be available through states via a revolv- 
ing fund mechanism. If a community 
were unable to borrow or prevented 
legally from incurring further debt, 
grants would be available. 

The program would be essentially a loan 
program. Repayment to the state revolv- 
ing fund would be required if a com- 
munity recovered its "upfront" costs 
from revenue produced from the energy 
development. Similarly, if a state had 
taken care of all its impact needs, then 
any funds paid back to the revolving 
fund would be shared with the federal 
government in accordance with the 
original federal contribution to the 
fund. As a consequence, it is expected 
that a considerable amount of the 
federal funding ($750 million for fiscal 
years 1981 through 1985) would be re- 
covered. 

The bill was reported out by the Senate Energy and 
Natural Resources Committee but was not acted on 
by the Senate in the 96th C ~ n g r e s s . ~  



THE INFLUX OF REFUGEES 
A third federally related problem that has strained 

state and local services and resources is the influx of 
refugees. As of May 31, 1980, 360,811 Indochinese 
refugees, mostly Vietnamese, had entered the United 
States and were arriving at a rate of 14,000 per 
month. As of June 12, 1980, over 800,000 Cubans 
had also sought political asylum in this country since 
the 1959 Cuban revolution. This figure included 
112,950 so called "boat people" who arrived in early 
1980. Finally, although there was no accurate count, 
some 8,000 Haitians had also entered, bringing their 
total to an estimated 17,000.10 

The federal government initially tried to follow a 
policy of dispersing the Indochinese, particularly the 
Vietnamese, evenly around the country. Many of 
them eventually moved to join relatives or other Viet- 
namese so that there were exceptionally heavy con- 
centrations in the metropolitan areas of Los Angeles, 
CA, and Houston, TX. The Cubans and Haitians 
were located primarily in Miami, FL (the refugee 
capital of the U.S.), although a sizable colony of 
Cubans resided in New Jersey. By mid-1979, ten 
states-California, Texas, Pennsylvania, Louisiana, 
Washington, Virginia, Illinois, Florida, New York 
and Minnesota-had absorbed over half the refugee 
population. ' ' 

The state and local services most affected by this 
influx of people are public housing, law enforcement 
(refugees are most often the victims of crime and 
need police protection), health, education, and other 
social welfare services. In the area of public housing, 
for example, it is not uncommon to find instances 
where as many as 25 refugees have crowded into one 
or two-bedroom apartments.12 

The Dade County School District (Florida) is an il- 
lustration of the problem's impact in the education 
field. Between April 28, 1980 and June 16, 1980, 
some 6,045 children of Cuban, Haitian, and other 
refugee groups were enrolled in school. It was es- 
timated that by the time classes began in September, 
10,000 to 11,000 would have registered. The excess 
costs to  provide special services, i.e., bilingual in- 
struction and health services, beyond the basic educa- 
tional costs were calculated at $1,000 per student per 
year. The total added financial burden to the school 
district was estimated at $10 to $1 1 million.'' 

The federal government has assisted state and local 
governments in coping with the most recent wave of 
refugees through the Refugee Act of 1980.'4 Under 
this act, all political refugees are eligible for as- 
sistance under the AFDC, Medicaid, and SSI pro- 

grams for a period of 36 months from the date of ar- 
rival, and the normal head of household requirement 
is waived for AFDC cases. In addition, the federal 
government will fully fund anything a state can or 
wants to offer in the way of social services, either 
through its own agencies or by contract with private 
nonprofit organizations. Refugees also are eligible 
for the CETA and food stamp programs, as well as 
federally financed public housing. In June 1980, it 
was estimated that the federal government would 
spend $1.7 billion to  care for refugees in FY 1980 and 
the projected figure for FY 1981 was $2.1 billion.15 

Despite these federal aid programs, state and local 
governments have been or can be adversely affected 
by the flow of refugees in two ways. First, 36 months 
of federal assistance is frequently not enough to in- 
tegrate fully many refugees into the system, especial- 
ly those with language problems and/or few or no 
marketable job skills. After federal assistance ex- 
pires, state and local governments are called on to 
assume responsibility for an essentially federal prob- 
lem. 

Second, some state and local governments have 
been affected by the failure of the federal govern- 
ment to grant refugee status to recent Haitian and 
Cuban "boat people" and thus make them eligible 
for benefits under the Refugee Act of 1980. So far, 
these people have been treated as illegal aliens (those 
released to friends and relatives are "parolees for 
deferred inspection") rather than political refugees 
seeking asylum because their reason for coming is 
viewed as an attempt to avoid economic hardship 
rather than an effort to escape political persecution. 
Their status, however, has not prevented them from 
using many state and local services. 

In July 1980, an amendment to the foreign aid 
authorization bill provided an additional $100 
million in federal funds in each of fiscal 1980 and 
1981 for reimbursement to state and local govern- 
ments for costs connected with the refugee influx. 
Without resolving the legal status of Cubans and 
Haitians, the law partially reimbursed state and local 
governments. 

Then in October 1980, Congress enacted legisla- 
tion to help alleviate funding problems for com- 
munities with a sudden influx of refugees.16 Among 
other things, it authorized three federal grant pro- 
grams to assist state educational agencies in pro- 
viding education to  Cuban, Haitian, and Indochinese 
refugees; provided $450 per refugee child in fiscal 
1981-83 to help cover the basic cost of educating 
Cuban and Haitian children who entered the United 



States after November 1, 1979; provided an addi- 
tional $350 to $750 per refugee child in fiscal 1981-83 
in special impact assistance for school districts 
educating large numbers of Cuban, Haitian, or In- 
dochinese children; provided $300 for each Cuban or 
Haitian refugee aged 16 or older enrolled in an adult 
education program in fiscal 1982 and 1983; and 
authorized the President to reimburse state and local 
governments for social services-such as Medicaid 
and Aid to Families with Dependent Children- 
furnished to the refugees." 

The Effects of Federal 
Property Ownership 

In addition to the geographically selective impacts 
of such specific federal policies and programs as the 
three just cited is the diffused effect of the federal 
government's presence as a property owner nation- 
wide. It is the single largest owner of real property in 
the United States, currently possessing 775.3 million 
acres of land-more than one-third of the country's 
entire area-23,988 installations, 2,598 million 
square feet of floor area, and various other buildings 
and structures and facilities. In 1978, U.S. real prop- 
erty was valued at approximately $279 billion: 23% 
in land, 53% in buildings, and 24% in structures and 
facilities. These holdings included forest reserves, of- 
fice buildings, harbors, housing projects, grazing 
lands, waterways, airports, cemeteries, hospitals, 
defense bases, parks, power lines, utility systems, 
museums, industrial facilities, communications 
systems, railroads, navigation and traffic aids, 
monuments and memorials, and islands used for 
military target practice.I8 

In a 1978 study, ACIR examined the effects of 
federal land ownership on local government. The 
study covered the nearly 90% of federal public lands 
administered by the Bureau of Land Management, 
the U.S. Forest Service, the Army Corps of 
Engineers, the Bureau of Reclamation, and the Na- 
tional Park Service. The principal conclusion was 
that federal ownership of these lands did not 
significantly add to the tax burden of the counties af- 
fected, nor did it increase the counties' level of ex- 
penditures. The report concluded further that federal 
compensatory aid to public land counties sufficiently 
offset either alleged denied tax base or imposed ex- 
penditure effects, or both, in such counties. ACIR 
recommended that Congress maintain its existing 
compensation programs, but also provide for addi- 

tional compensation to counties which meet certain 
"hardship" criteria.19 

The 1978 study did not deal with the question of 
"nonopen space" federal properties, such as office 
buildings and lands administered by agencies other 
than those cited above. A later ACIR study focused 
on this question.'O Among its more important find- 
ings is the eroding effect that federal tax exemptions 
have on state and local tax bases. Excluding "open 
space" lands, the total erosion in 1978 amounted to 
$210 billion of the $279 billion of U.S. property. To 
put this in perspective, if this $210 billion were fully 
taxable, and no other adjustments were made in cur- 
rent property tax rates or federal payment programs, 
$3.7 billion would have been added to state and, pri- 
marily, local treasuries. This is equivalent to an in- 
crease in total local property tax collections of almost 
6%. 

The effects of federal immunity from state and lo- 
cal taxes, the report contends, cannot be justified on 
the grounds that increased benefits accrue to an area 
because of the federal presence. Private business 
enterprises create a similar benefit stream but also 
provide taxes to pay for the increased demand for 
services that they create. A comparison of the bene- 
fits created by the aircraft industry in Seattle, the 
tourist industry in Miami, and the financial center in 
New York with those created by the National Capital 
area from federal office buildings or the many "mili- 
tary towns" throughout the country illustrates the 
point vividly. 

ACIR recommended that Congress authorize a 
program of payments in lieu of real property taxes to 
state and local governments in an amount equal to 
that which would be paid if the federal government 
were actually subject to the real property tax. 

The Metropolitan Area Impact 

While the federal government's responsibility for 
creating problems for local communities was fairly 
clear in the location and closing of military installa- 
tions, energy resource development, and refugee as- 
sistance, it was not so apparent in another field where 
the unintended effects of federal policies on local ser- 
vice needs and resources have been severe. This is the 
field of metropolitan areas and specifically the prob- 
lems of central cities and some of their older, near-in 
suburbs. The story of the federal contribution to the 
problem is a familiar one and is well summarized in a 
quotation from a Rand Corporation study: 



The overriding conclusion of this report is 
that federal policies have contributed and 
continue to contribute to the urban crisis. 
They have reinforced regional and urban 
population deconcentration and the growing 
concentration of the economically and so- 
cially disadvantaged in central cities. These 
are not the desired outcomes of social 
policies but have arisen inadvertently 
because federal programs tend to encourage 
new development at the expense of main- 
tenance or redevelopment and to aid the 
disadvantaged where they live. Many of the 
factors that have contributed to the central 
city problems are out of the hands of local 
governments and are embedded in the struc- 
ture of federal programs and policies. A 
federal strategy to assist cities in becoming 
healthier business and residential centers 
must embrace not only explicitly urban pro- 
grams but the complex web of social and 
economic policies that have affected location 
decisions. 2 '  

What are the major federal policies that unwitting- 
ly "contributed to the central city problems"? 
Federal taxation and credit management policies, to 
begin, encouraged suburban development. Since 
1913, the federal government has allowed the deduc- 
tion of interest charges and property taxes on private 
homes from federal income taxes. Furthermore, Sec- 
tion 1034 of the Internal Revenue Code allows the 
deferment of payment of capital gains taxes if re- 
investment in a second, more expensive, home fol- 
lows the sale of the first home. The net effect of these 
policies has been to foster home ownership. Unfor- 
tunately for the cities, most new housing construc- 
tion (80% since 1949) has occurred in the suburbs.22 

The federal government also has spurred suburban 
development through the regulation of private credit 
flows, mortgage insurance, and guarantees. Programs 
of the Federal Housing Administration (FHA) and 
residential mortgage guarantees through the Veterans 
Administration enabled many families in the post- 
World War I1 period to buy homes sooner and pay 
more for them than they would have otherwise been 
able to 

Federal policies in this area may not have been the 
major force in the process, but did reinforce underly- 
ing market forces. Money flowed from private lend- 
ing institutions, with federal encouragement, to 
places that the lending institutions felt offered the 

safest and highest yield. This resulted in a great 
amount of available credit for suburban areas, but 
left little for central city hou~ing .~ '  

Furthermore, FHA, until 1967, made a practice of 
"redlining" major sections of central cities and 
targeting their programs on the suburbs. Mortgages 
in slum districts or even in "gray areas" were 
seldom, if ever, insured. These areas continued to 
d e t e r i ~ r a t e . ~ ~  

Federal highway construction policies have also in- 
advertently contributed to the out-migration of more 
affluent households from the inner city to the 
suburbs, principally through high federal matching 
grants for expressways leading out of and around 
central cities. The contribution urban mass transit 
policies have made in stemming this flow is uncer- 
tain. The Rand Corporation study sums up federal 
transportation policies in this way: 

federal commitment to highway construc- 
tion has extended suburban rings. The rise of 
automobile commuting and the demise of 
mass transit has made automobile ownership 
a requisite for suburban living, confining the 
poor to central areas served by public 
transportation. The extent to which Urban 
Mass Transit Administration operating 
grants will lead to broadly improved public 
transport and therefore extend the metro- 
politan radius of accessibility for the poor is, 
as yet, uncertain. The formula for distribut- 
ing these grants favors small metropolitan 
areas.26 

Federal taxation, credit management and highway 
policies represent three key areas in which policies 
have had unintended and indirect effects con- 
tributing to social and economic disparities between 
central cities and their suburbs. The Rand Corpora- 
tion study summarized such policies and their in- 
fluences as in Figure I. 

Suburbanization was marked by an out-migration 
of younger middle income taxpayers, industry, and 
retail trade; and a consequent concentration in the 
core cities of the aged, poor, and disadvantaged and 
a deteriorating tax base. The functional implications 
for central cities were an increased need for public 
assistance, social services, and other services 
associated with its population, including changes in 
the criminal justice system. For suburban jurisdic- 
tions, it meant expanded demand for physical facili- 
ties and  school^.^' 



Figure 1 
SUMMARY OF THE INFLUENCE OF MAJOR FEDERAL POLICIES ON 

INTRAMETROPOLITAN AREA POPULATION AND RESIDENTIAL LOCATION 

Policy 

Highway Construction 

Mass Transit 

Federal Recreation 
Facilities 

Housing Policies 
Tax Structure 

Mortgage Guarantees 

Public Housing 

Building Codes 

Suburbanization Segregation 

Encouraged reduced residential 
density and nonmetropolitan growth 

Small encouragement to 
decentralization 

Negligible acreage in inner city 

Encouraged suburbanization and 
favored new construction 

Suburbs open only to 
those with automobiles 

Too small to allow low 
income suburbanization 

Led to suburbanization 
of high and middle 
income households 

Encouraged suburbanization and 
favored new construction 

Homeownership Programs 
for Poor 

Led to suburbanization 
of high and middle 
income households 

Concentrated in 
inner city 

Prevented construction 
of low cost new 
housing in suburbs 

Concentrated in 
inner city 

Infrastructure Grants Reduced cost of suburban 
development 

SOURCE: Adapted from Roger J. Vaughan and Mary E. Vogel, The Urban Impacts of Federal Policies: Vol. 4, 
Population and Residential Location, Santa Monica, CA, Rand Corporation, May 1979, p. xii. 

FEDERAL REMEDIAL EFFORTS 

Congress has responded to the central cities' prob- 
lems with a variety of programs over the years, in- 
cluding urban renewal, Model Cities, and Communi- 
ty Action. With respect to the specific policies that 
had negative effects, it partially rectified past FHA 
policies with passage of the Housing and Urban 
Development in 1968. Section 223(e) of the act 
permitted mortgage insurance for the "repair, 
rehabilitation, construction, or purchase of property 
in an older, declining neighborhood." 

Congress further strengthened this initiative in 
1977 with the Community Reinvestment Act 
(CRA),Z9 which mandated that "federally regulated 
lenders have an affirmative obligation to serve the 
convenience and credit needs of their entire commun- 
ities, including low and moderate income areas with- 
in them.jO Passed as Title VIII of the Housing and 
Community Development Act of 1977," the CRA re- 
quires federally chartered or insured banks and sav- 
ings and loan associations to publish a statement 
which includes " a map of the financial institution's 
local community, a description of the types and 



amounts of credit it makes available, a notice that its 
plans to branch, merge, or move are public informa- 
tion, and an invitation to the public to comment on 
its community lending performance."" 

Cities and local governments can review the state- 
ment and work with the institutions in an effort to 
improve their performance in community reinvest- 
ment, if that performance falls short of desired goals. 
If a mutually satisfactory agreement cannot be 
worked out between the institutions and the local 
authorities, and the institutions are still thought to be 
deficient in their performance, then the matter can be 
referred to the appropriate regulatory agency. A 
hearing can be scheduled and possible sanctions can 
include a denial of permission to branch, merge, or 
move.33 

Highway construction policies are not so easily 
reversed. Once highways are constructed, modifica- 
tions are difficult and expensive. The federal govern- 
ment has reacted to this problem by attempting to an- 
ticipate the effects in future construction. In a 
memorandum from the President to the Secretary of 
Transportation, for example, it was urged that 
"careful review [be] given to any transportation pro- 
posal which would encourage urban sprawl-one of 
the major causes of our energy consumption-or 
which would tend to attract jobs out of our urban 
centers."34 

In a related area-the construction of regional 
shopping malls-similar action is also being under- 
taken. A recent policy proposed by an assistant 
secretary of HUD would "flatly commit the federal 
government to discourage proposed regional malls 
when it's clearly shown they would undermine city 
business districts and seriously increase gasoline de- 
mand."'j Furthermore, before granting funds for 
beltway and highway interchange construction, the 
Department of Transportation must determine that 
"they are not detrimental to the economy of the city 
around which they will be built."36 

Nonmetropolitan Areas 

Federal policies have affected nonmetropolitan as 
well as metropolitan areas (nonmetropolitan includes 
small towns and small cities as well as rural areas). 
Unfortunately, the literature on the impacts on 
nonmetropolitan areas by federal policies and ac- 
tivities "ranges from guarded ~bservation to specula- 
t i ~ n . " ~ '  This is unfortunate because nonmetropoli- 
tan areas are beginning to experience growth and the 

problems associated with growth at an exponential 
rate. According to a White House study, the annual 
average growth rate of rural areas has been 1.3% 
since 1970, a rate that exceeds the urban growth rate 
by 40%.38 

Robert M. Press identifies a number of reasons for 
this growth: 

Retirees, with better pensions than ever 
before, can more easily afford to move 
to areas of their choice. They leave old 
friends, but make new ones. 

An increasing number of workers disen- 
chanted with urban life are taking jobs, 
often at less pay, in rural areas. 

Growth feeds on growth. More jobs 
have been opening in rural areas because 
of an increase in retirees and tourists 
there and the movement of industries in- 
to less urban areas. The jobs draw 
newcomers and keep some from leaving 
who might otherwise have gone to the 
cities.19 

The current problems of rural America are trace- 
able in large part to the newness of the rural growth 
phenomenon. In the past, there have been federal 
programs targeted at rural areas but they aimed at 
treating the problems of rural decline. The Rural 
Development Act of 1972 (P.L. 92-419), for exam- 
ple, attempted to upgrade the living conditions and 
employment opportunities in rural America with pro- 
grams designed to encourage the development of 
business, industry, community centers and services, 
and pollution control and abatement. Indeed, the 
historic commitment of the federal government to 
rural America and its problems has often sparked the 
feeling at least that urban interests have been slighted 
in favor of rural ones. Current rural problems, 
however, involve growth rather than decline and the 
new and unique nature of this development is only 
beginning to be appreciated. Press quotes one Con- 
gressional staffer working on legislation to expand 
aid to energy boom towns as saying, "this is the first 
time I've heard of retirement boom towns."40 This 
unfamiliarity with the problem extends to other 
federal rural experts as well as private groups in- 
terested in rural  problem^.^' 

Signs appear, however, that federal interest in 
rural development problems is on the rise. In 
September 1980, a new Rural Development Policy 
Act was signed into law by President Carter.42 It calls 



for the establishment of an Under Secretary for 
Small Community and Rural Development in the 
Department of Agriculture, authorizes a circuit rider 
program in the Farmers Home Adininistration to 
provide technical assistance, financial management, 
and development expertise to rural community of- 
ficials who otherwise would not have access to such 
assistance, and expands rural planning grants from 
$10 million to $1 5 million.43 

FEDERAL ACTIONS AFFECTING 
STATULOCAL CAPACITY 

TO PERFORM 

The federal government exerts influence on state 
and local capacity to perform, and therefore indirect- 
ly on their functional responsibilities, through three 
principal channels: fiscal resources, organization and 
procedures, and political processes. 

Fiscal Resources 

Under the heading of fiscal resources, to begin 
with , are the various federal aid measures cited in the 
previous section that help to offset the unintended 
negative impacts of particular federal policies and 
programs on certain limited geographic areas. The 
average state and locality, however, have to look to 
the total range of conditional and unconditional 
grants for help in shoring up their resources. 

GRS, ARFA, CONDITIONAL GRANTS 

The major federal support for state/local re- 
sources is the General Revenue Sharing programs 
(GRS). From 1972 through FY 1980, it provided 
states and general purpose local governments with an 
assured flow of more than $6 billion per year with 
practically no federal restrictions on their use. The 
legislation was renewed for three years in December 
1980 with no increase in funding.44 While the pro- 
gram remains essentially unchanged for localities, the 
act authorizes state participation only for the last two 
years and then only if states relinquish categorical 
grant funds to the amount of the shared revenue. 

The 1976-78 Antirecession Fiscal Assistance pro- 
gram (ARFA) combined elements of GRS and im- 
pacted aids. Established by Title I1 of the 1976 Public 
Works Employment Act and extended as part of the 
Administration's economic stimulus program by the 
Intergovernmental Antirecession Act of 1977, the 
program selectively distributed emergency assistance 

in the form of unrestricted grants to state and local 
general purpose governments which had been 
adversely affected by sustained periods of high un- 
employment. 

The amount allocated each quarter depended on 
national unemployment for the quarter ending three 
months earlier. The national fund was divided into 
two parts like GRS: one-third of the total for pay- 
ments to state governments and two-thirds to local 
governments. Among the governments, however, no 
payment was made unless the unemployment rate 
was higher than Total distribution was $1.7 
billion in 1977 and $1.3 billion in 1978. The legisla- 
tion expired in September 1978. 

GRS and ARFA are the only two unrestricted 
grant programs in recent history and therefore were 
the only sources of federal money for use by state 
and local governments for strengthening their general 
capacity. Other grants have been conditional, the 
block grants of course less so than the ~a t ego r i ca l .~~  
As noted earlier, however, even conditional grants 
might make funds available for other than the pur- 
poses designated in the authorizing statute, to the ex- 
tent that they are fungible, e.g., general capacity 
building. A review of grant impact studies cited 
earlier indicates that at any particular time a condi- 
tional grant might well be fungible, that is, substitut- 
able for the recipient's own money." In particular, 
there are strong indications that a substantial part of 
the CETA block grant money is fungible. 

The job displacement potential of the program is 
the major focus of most research done on CETA. 
According to Whitman and Cline of The Urban In- 
stitute, a study by the National Planning Association 
of the Public Service Employment Program (PSE)- 
the forerunner of CETA-found that, after one year, 
54 new positions had been produced for every 100 
PSE-funded positions. Another study by Johnson 
and Tomola showed job creation equal to 42% of 
CETA jobs after four quarters and only 3% after six 
quarters. Research by Borus and Hammermesh in- 
dicated a 50% job creation effect after four quarters 
and 24% after six. Finally, a Brookings analysis 
established that 82% of CETA positions were new 
ones and only 18% constituted displacement. The 
remarkable difference between the Brookings results 
and those of the other studies is due to Brookings' in- 
cluding nonprofit organizations and data from 
governments not used in the other studies. Whitman 
and Cline thought that substitutions may be higher 
than Brookings estimates.48 

The number of new jobs created was less than ex- 



pected and Whitman and Cline judged that the pro- 
gram was having an overall impact similar to GRS 
and ARFA. They summed up their conclusions in the 
following way: 

Considering that the expenditure impact 
of CETA is greater than the job creation im- 
pact, job creation coefficients ranging be- 
tween 25% and 47% are roughly in line 
with GRS and ARFA impacts. Wages and 
salaries are about half of total expense for 
current operation and capital outlay. If 
recipients were to spend a portion of funds 
displaced by CETA equal to the amount 
used for job creation, expenditure impact 
coefficients would be double job creation 
coefficients. Thus, there is no reason to 
think that the expenditure impact of CETA 
is substantially different from that of GRS 
or ARFA. Indeed, Gramlich's study showed 
essentially the same long-run impact for 
both types of grants.49 

The same authors examined the impact of the 
Community Development Block Grant (CDBG), 
relying mainly on a Brookings Institution study, and 
found a different situation from that of the CETA 
program. A major finding is that about 85% of 
CDBG funds were clearly allocated by all jurisdic- 
tions to new spending and program maintenance in 
both the first and second years of the program. 

Substitution accounted for only 7.2% in 1975 and 
4.8% in 1976. Unlike the impact of GRS and the AR- 
FA and CETA block grants, there was very little sub- 
stitution.'O An interesting aspect of this finding is 
that regardless of whether a jurisdiction is experienc- 
ing extreme, moderate, little, or no fiscal pressure, 
the degree of substitution is very low and virtually the 
same." This is a puzzling phenomenon because one 
would expect jurisdictions experiencing extreme fis- 
cal distress to engage in more substitution. 

Whitman and Cline give three possible explana- 
tions for this small substitution effect. First, the 
application and administration processes may be 
coercive enough to intimidate recipients into using 
CDBG funds for projects that they otherwise would 
not have supported. Second, because CDBG was a 
consolidation of previous categorical programs 
designed to be stimulative, recipients tended to use 
the block grant funds for projects they would not 
have otherwise undertaken in order to satisfy the old 
federal requirement. Finally, the Brookings field 
associates may have encountered problems in 

estimating the expenditure effects of CDBG because 
pre-existing programs made it difficult to determine 
what expenditures would have been made in the 
absence of CDBG funds. This problem perhaps led 
to an inflation of the expenditure  figure^.'^ 

CDBG thus seems to have an entirely different im- 
pact than that of GRS, ARFA, and CETA. A narrow 
set of program requirements and careful administra- 
tion have evidently led to clear expenditure stimula- 
tion. Still, Whitman and Cline suggest that these ex- 
penditure impact figures may be somewhat inflated 
and the recipients may have been able to manipulate 
CDBG funds to serve their own needs to a greater ex- 
tent than the Brookings study reflects." 

DIFFERENCES IN IMPACT BY TYPE OF UNIT, 
FISCAL USE, AND FUNCTION 

The impact of GRS receipts varies according to 
size and type of governmental unit and region. Coun- 
ties, for example, devoted the highest proportion of 
funds to maintain or increase operating expenditures. 
Cities were the next highest and towns and states fol- 
lowed in that order. Generally, the amount of GRS 
funds assigned to operating expenses increased with 
size of governmental jurisdiction and decreased for 
the two smallest classes of cities.'* 

Pronounced regional differences in fiscal impact 
also exist. Large shares of GRS were devoted to 
operating expenditures in big northeastern cities 
(93.4%) and north central cities (79.6%). With re- 
gard to capital outlays, the northeastern cities con- 
signed nothing and the north central cities allocated 
only 8.7% to this fiscal category. The high levels of 
fiscal stress in these cities is reflected in the fact that 
very little GRS was used for tax abatement. These al- 
location patterns are reversed in the moderate to 
small northeastern cities. Counties also exhibit a 
reverse pattern. 

Southern and western cities present different allo- 
cation patterns. Smaller shares in both groups went 
to operating expenditures (approximately 32%) and 
larger shares to capital outlays (32.5%)." A much 
more complete breakdown of GRS' fiscal impacts on 
state and local governments can be seen in Table 7. 

Evidence on GRS' impact on functions shows the 
four leading uses were for public safety, transporta- 
tion, environmental protection and recreation, and 
libraries. There is some disagreement between the 
Nathan and Adams and the Juster studies concerning 
the extent of the usage. These differences are con- 
trasted in Table 8.s6 



Table 7 
ESTIMATED FISCAL IMPACT OF GRS UPON STATE AND LOCAL 

GOVERNMENTS BY REGION, FY 1974 
(percentages) 

Fiscal lmpact Category 

Operating Capital Local Total 
Expendi- Expendi- Trans- Expendi- Local 

Region Number tures tures fers tures Taxes Other 

Northeast 
North Central 
South 
West 

Northeast 
North Central 
South 
West 

Northeast 
North Central 
South 
West 

Northeast 
North Central 
South 
West 

Northeast 
North Central 
South 
West 

Municipalities: 300,000 and Over Population 
93.4% 0.0% 93.4% 4.8% 1.7% 
79.6 8.7 88.3 14.4 - 2.6 
32.3 27.5 59.8 22.8 17.4 
31.5 37.5 69.0 9.6 21.3 

Municipalities: 100,000 to 299,999 Population 
12.7 2.1 14.8 71.8 13.4 
41.2 35.5 76.7 33.9 - 10.6 
32.1 37.5 69.6 27.5 0.9 
41.7 46.8 88.5 12.8 - 1.3 

Municipalities: 100 to 99,999 Population 

Counties 
25.4 35.3 
32.9 46.4 
22.8 47.6 
9.8 60.0 

States 
24.6 2.2 39.8 
20.6 20.2 28.6 
13.3 21.8 10.7 
18.3 9.4 32.8 

SOURCE: Ray D. Whitman and Robert J .  Cline, Fiscal lmpact of Revenue Sharing in Comparison With Other Federal 
Aid: An Evaluation of Recent Empirical Findings, Washington, DC, The Urban Institute, 1978, p. 128, based on 
findings on Survey Research Center, Institute for Social Research, University of Michigan, The Economic 
and Political lmpact of General Revenue Sharing, F.  Thomas Juster, ed., Washington, DC, U.S. Government 
Printing Office, 1976, Tables 2-9 and 6-7. The ISR nonresponse category was omitted in calculating the 
percentages. 



I Table 8 I 
COMPARISON OF BROOKINGS INSTITUTION AND 

INSTITUTE FOR SOCIAL RESEARCH (ISR) 
ESTIMATES OF FUNCTIONAL IMPACT OF REVENUE SHARING, 1974 

Municipalities Counties Townships States 

Brookings ISR Brookings ISR Brookings ISR Brookings 
- - - -. - . . . - -. . - 

Public Safety 27.8 20.5 13.9 23.6 3.2 13.3 5.0 
Environmental Protection 13.2 17.2 5.9 1.8 33.3 9.4 17.0 
Transportation 19.6 16.1 23.8 15.0 36.5 36.2 29.7 
Health 2.0 5.8 5.6 8.7 0 3.2 11.8 
Recreation and Libraries 12.4 17.1 10.1 9.9 7.2 10.8 4.8 
Social Service 5.5 0.8 5.4 5.3 0 4.0 4.6 
Education 0 3.3 7.8 4.6 0 0.9 13.7 
Other 9.7 10.3 18.0 14.6 19.8 15.4 7.0 
Not Allocated 9.5 8.8 9.6 16.3 0 6.8 6.5 
Total 
- - 

100.0 100.0 100.0 100.0 100.0 100.0 100.0 
- - - -- - - - - - 

SOURCE: Ray D. Whitman and Robert J .  Cline, Fiscal lmpact of Revenue Sharing in Comparison With Other Federal Aid: An Evaluation of Re- 
cent Empirical Findings, Washington, DC, The Urban Institute, 1978, p. 119, based on findings by Nathan and Adams, Revenue 
Sharing: The Second Round, p. 68; and based on findings in Survey Research Center, Institute for Social Research, University of 
Michigan, The Economic and Political lmpact of General Revenue Sharing, F .  Thomas Juster, ed.,  Washington, DC, U S .  Govern- 
ment Printing Office, 1976, Table 3-3, a weighted average of functional allocations by size groups using total revenue sharing 
allocations as weights. Whitman and Cline table shows no ISR figures for states. 

Usage varied to some extent according to type of 
jurisdiction. Using only the data from the Brookings 
study, the four leading uses of GRS by states were 
transportation, environmental protection, education, 
and health services, in that order. For municipalities, 
the functions were public safety, transportation, en- 
vironmental protection, and recreation and libraries. 
For counties, the leading uses by function were trans- 
portation, public safety, recreation and libraries, and 
health services. Finally, townships used GRS for 
transportation, environmental protection, recreation 
and libraries, and public safety in that order, with 
roughly two-thirds of the funds devoted to the first 
two. Recreation and libraries and public safety 
received only a little more than 1OYo combined. 

The implication of the data is that state and local 
jurisdictions were using GRS to support the tradi- 
tional functions they have performed. Counties are 
an exception to this generalization. The major func- 
tional uses of GRS by counties reflects the growth of 
urban-type functions performed by these jurisdic- 
tions. 

Whitman and Cline used studies by the Peat, Mar- 
wick, and Mitchell and Co., in assessing the ARFA 
program, although they questioned the functional 
impact data since it was based on interviews." The 
data show that the states spent most of the funds to 
support two functions-education (29%) and health 
and welfare (32%). Other functions received very 

small percentages of ARFA receipts compared to 
these two functions. 

Counties allocated most of their funds to four 
functions-public works (26Vo), health and welfare 
(26%), general government (21 Yo), and public safety 
(17%). There were some significant differences, how- 
ever, in the amounts spent for these functions be- 
tween large and small counties. Large counties al- 
located much more to public safety (23%) than small 
counties (8%). Small counties, on the other hand, 
devoted much more to public works (68%) than 
large counties (5%). A large variance can also be 
detected in the health and welfare function with 41 VO 
allocated to this function by large counties and 2% 
by small counties. The general function category 
shows that large counties spent 16% on the health 
and welfare function and small counties, 29%. Over- 
all the data tend to confirm the trend toward the as- 
sumption of urban functions by counties. 

The data on townships show an even split in the 
use of ARFA funds. The public safety function re- 
ceived 50% and the general government function, 
50%. 

The three leading functions that cities allocated 
ARFA funds to were public safety (29%), public 
works (30%), and general government (12%). With 
regard to the public safety function, however, there 
was a significant difference in the amount spent by 
large nonstressed cities (37%) and stressed and small 



cities (both 26%). A variance can also be detected in 
the public works function, with small cities allocating 
38% to this function and large stressed cities 26% 
and large nonstressed cities, 22%. Small cities and 
large nonstressed cities both devoted 9% to the gen- 
eral government function and large stressed cities, 
17%. 

The data's primary implication is that ARFA 
funds were used to support the functional respon- 
sibilities most relevant to each jurisdiction. States, 
for example, devoted large shares to health and wel- 
fare and education. Cities, however, allocated much 
of their funds to  public safety and public works. 

THE COST SIDE OF CONDITIONAL GRANTS 

Offsetting the resource aspect of federal condition- 
al grants, of course, are the costs to the recipient of 
the programmatic or procedural conditions they im- 
pose. Again, the Lovell report provides some perti- 
nent data. 

Forty-seven percent of the cost of federal condi- 
tions-of-aid mandates was paid for from sources 
other than federal or state aid, mainly the local gen- 
eral fund (45%), according to Lovell's investi- 
g a t o r ~ . ~ ~  Counties did better than cities, having to re- 
ly on their general funds for only 32% of the condi- 
tions-of-aid cost as against 56% in the cities.59 

On a functional basis-and lumping cities and 
counties together-the local drawdown on the gener- 
al fund for the mandates varied from as much as 
100% for environmental activities, to 75% for trans- 
portation, 56% for public protection, 30% for 
health, and 11 Yo for general government. "General 
government" mandates affect primarily the basic 
structural organization of the jurisdictions. Lovell 
comments, apropos the low local funding required 
for federal mandates of this category: "It comes as 
no surprise that when the federal government wishes 
to influence local structures, a province that has 
usually been left to the states, it does so by providing 
most of the resources as well as the mandates."&' 

Finally, the local share also varied according to the 
type of mandate. Thus, horizontal mandates (federal 
conditions-of-aid cutting across various depart- 
ments, programs or functions) required 100% local 
general fund support; vertical mandates (applicable 
to only one function, agency, or program) required 
only 50%. Viewed another way, 919'0 of conditions- 
of-aid of a programmatic nature had to be funded 
out of the local general fund, whereas only 52% of 
procedural conditions were so ~ u p p o r t e d . ~ ~  

GRS AND GENERAL PURPOSE 
LOCAL GOVERNMENTS 

One point merits further comment in regard to 
GRS as a general funding source for local govern- 
ments. While GRS is virtually unrestricted as to what 
functions it may be used for, it is limited as to who 
may use it at the local level, specifically, general pur- 
pose governments. As noted earlier, this reflects con- 
scious Congressional policy to cease encouraging the 
creation of special purpose units and thereby eroding 
the authority of general purpose units.63 

In following this policy in the GRS program, how- 
ever, Congress has not entirely satisfied the propo- 
nents of general purpose local governments, or at 
least the majority of them. The reason is that general 
purpose localities are defined in the legislation to in- 
clude towns and townships. In at least nine of the 20 
states that have that type of local unit-the so-called 
rural township states-townships often perform few 
services with few if any full-time employees." Their 
critics charge, therefore, that, instead of improving 
the overall efficiency and responsiveness of local gov- 
ernment, the GRS law has served to sustain or even 
revive local units that should have been left to expire. 
Their supporters, on the other hand, defend town- 
ships as the most local and therefore the most demo- 
cratic unit, deserving of support as much as any other 
general purpose unit. 

Thus, while not directing what services shall be 
performed but influencing the viability of units 
available to perform them, GRS has a critical impact 
on a key functional assignment issue at the local 
level. (For a fuller discussion of the GRS-township 
issue and its implications, see "Which Way Rural 
Townships?" in Chapter 4 of ACIR report A-88, 
State and Local Roles in the Federal System.) 

Administrative Impacts 

Besides affecting their resources, the federal 
government influences state and local governments' 
capacity to perform by affecting their procedures and 
organization. The main vehicle, again, is the condi- 
tional grant-in-aid. 

PROCEDURAL CONDITIONS OF AID 

The Lovell study throws light on the extent to 
which federal grant-in-aid programs impose pro- 
cedural requirements. Over 82% of the 1,260 federal 
mandates reported in the five cities and five counties 



included in the 1979 survey were conditions-of-aid 
rather than direct orders. Likewise, 82.1 % were clas- 
sified as procedural rather than programmatic or 
constraint  mandate^.^' The pace of mandating, 
moreover, has been increasing in recent years. 
Through 1960 only four conditions-of-aid mandates 
were issued. The number rose to 24 in 1961-65, 92 in 
1966-70, 559 in 1971-75, and 354 in the three-year 
period 1976-78.66 

Procedural mandates, to reiterate, are defined as 
those that regulate and direct behavior as a jurisdic- 
tion or one of its agencies or departments produces 
goods and services. They require the provision of 
some activity, good, or service as inputs into the pro- 
duction of public service outputs, whether these out- 
puts are mandates or whether they are otherwise 
routine local activities. The report distinguishes 
among the following types of procedural mandates: 
reporting, performance (nonfiscal mandates that are 
antecedent to a program quality or quantity goal), 
fiscal, personnel, planning/evaluation, record keep- 
ing, and residual  mandate^.^' 

The impact of procedural conditions-of-aid man- 
dates is revealed by two questions posed in the Lovell 
survey. When asked whether a procedure similar to 
the one mandated was used before imposition of the 
mandate, 63% of the responses indicated that it had 
not been carried out at all, and an additional 14% 
said that it had been carried on only par ti all^.^' Fur- 
thermore, 63 % claimed complete compliance and 
31% substantial compliance with procedural man- 
d a t e ~ . ~ ~  

Variations by Type of Grant 
The Lovell data do not distinguish among the types 

of federal grants to which the conditions of aid are 
attached. Virtually by definition, the three major 
types-General Revenue Sharing, block grants, and 
categorical grants-differ in the degree to which con- 
ditions are attached to the grant, with GRS having 
the fewest and the categoricals the most numerous 
and detailed conditions.'" 

ACIR's 1978 report on the intergovernmental 
grant system summarized the procedural require- 
ments of GRS, in the original 1972 legislation and the 
1976 amendments, as follows: 

These conditions (in the 1972 legislation) 
covered (in addition to certain fiscal and ac- 
counting r$quirements) . . . filing of re- 
ports on the planned and actual use of GRS 
funds, compliance with recipients' own laws 
and procedures in spending of revenue shar- 

ing money, nondiscrimination in employ- 
ment, compliance with Davis-Bacon min- 
imum wage requirements, by contractors 
and subcontractors, payments of not less 
than prevailing wages to the jurisdiction's 
own employees, and use of GRS funds with- 
in a reasonable period of time. . . . 

The 1976 legislation extending the GRS 
statute eased up on some of the conditions 
and stiffened others . . . . Requirements for 
reporting the use of funds was made more 
specific regarding the amounts appropri- 
ated, spent, and obligated but required pub- 
lication of only a planned-use report and dis- 
pensed with the actual-use report. More de- 
tailed publication requirements were spec- 
ified to  accommodate 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 broad- 
ened, including adding prohibitions against 
discrimination for age, handicapped status, 
and religion. In addition the legislation pro- 
vided for an "independent" financial and 
compliance audit at least every three years 
for all governments receiving $25,000 or 
morea year. . . . 7 I 

In another report of its grant series, ACIR iden- 
tified five basic design characteristics that differen- 
tiate the five block grants from other forms of fed- 
eral assistance. One of the five is: 

Administrative, fiscal reporting, planning, 
and other federally imposed requirements 
are kept to the minimum amount necessary 
to ensure that national goals are being ac- 
complished. 

Based on its study of four of the five block grants 
(health, safe streets, community development, and 
CETA), ACIR concluded that this feature was being 
observed by the four, albeit with varying degrees of 
completeness, depending upon the differing laws, ad- 
ministrative arrangements, and origins of the pro- 
grams. 

Of the three basic types of grant, categorical 
grants, of course, are the most laden with conditions, 
procedural and otherwise. This characteristic ap- 
peared most vividly when city and county officials 
were asked in a 1975-76 survey to identify their 
choices of the most serious problem areas in design 
and administration of federal categorical grants. 



Three out of the four most frequently noted prob- 
lems were: 

The complexity and volume of paperwork 
involved in the application, review, and ap- 
proval process for project grants; 

the time involved in the application, review, 
and approval process for project grants; and 

the complexity of reporting, accounting, and 
auditing requirements. 

Among other sore spots identified were "variations 
in reporting, accounting, and auditing requirements" 
and "strictness of performance standards."" 

Horizontal (Generally Applicable) 
Requirements 

As of the end of 1979, there were 59 horizontal or 
generally applicable regulations in the federal grant 
system. The requirements involve a wide range of 
areas such as environmental protection, citizen par- 
ticipation, equal opportunity, and labor wage stan- 
d a r d ~ . ~ ~  

The Love11 study found about two and one-half 
times as many vertical as horizontal procedural man- 
dates in the five cities and counties surveyed but a 
substantially larger proportion of the horizontal 
mandated activities were not carried on by the cities 
or counties prior to  imposition of the mandate. There 
was little difference, however, in the relative degree 
of compliance with the two kinds of procedural man- 
d a t e ~ . ~ ~  

In its examination of horizontal mandates in 1978, 
ACIR found interrelated problems of major signif- 
icance to state and local grantees: 

1) the lack of federal awareness of the costs 
that national policy conditions impose 
ongrantees; . . . 

3) the insensitivity of national policy condi- 
tions to the diverse needs, resources, and 
capacities of the state and local govern- 
ment grantees; and 

4) the ineffective interagency coordination 
of national policy conditions and the 
consequent inconsistencies among agen- 
cy regulations issued pursuant to each 
c~nd i t i on . ' ~  

Federal Adjustments 

The problems of procedural conditions, such as 
those criticized by local officials, along with other 

difficulties with grant administration, have stimu- 
lated various kinds of corrective responses at the fed- 
eral level. At one level came the adoption of Gen- 
eral Revenue Sharing and the movement for block 
grants in the early 1970s, directed at diminishing the 
volume and narrowness of conditions attached to 
federal funding. On another level, the federal gov- 
ernment has striven, with various degrees of success, 
to make grant conditions less onerous on aid recip- 
ients. It took steps to  rationalize, standardize, and 
simplify grant administration procedures. 

The impetus for reform came in Congress with the 
Intergovernmental Cooperation Act of 196877 and in 
the executive branch from a series of interagency ac- 
tions spearheaded and overseen by the then Bureau 
of the Budget (now Office of Management and Bud- 
get) with the objective of streamlining the grants ad- 
ministration process. The latter included the Federal 
Assistance Review (FAR) program, the Planning 
Assistance and Requirements Coordinating Com- 
mittee (PARC), the Joint Financial Management 
Improvement Program (JFMIP), and the Interagen- 
cy Audit Standards Work Group. The principal end 
products of these administrative circulars issued by 
Office of Management and Budget (OMB) were: 
OMB Circular A-102, "Uniform Administrative Re- 
quirements for Grants-in-Aid to  State and Local 
Governments," Federal Management Circular 
(FMC) 74-4, "Cost principles applicable to  grants 
and contracts with state and local governments," and 
FMC 73-2, "Audit of federal operations and pro- 
grams by executive branch agencies." 

ACIR reviewed the operation of these circulars ' 
and other federal efforts to  improve grants manage- 
ment in its 1977 report, Improving Federal Grants 
Management. Among its recommendations it urged 
OMB to conduct an interagency review of the key cir- 
cular, A-102, in the interest of expanding its coverage 
and possibly modifying existing requirements. Since 
that time, efforts have continued to improve grants 
management, including a report by OMB on the 
management of federal assistance which was man- 
dated by Congress in P.L. 95-224, the Federal Grant 
and Cooperative Agreement Act of 1977,79 and a 
1980 study by ACIR under contract with the Depart- 
ment of Housing and Urban Development of the ef- 
fectiveness of OMB Circular A-102.80 

In ACIR's examination of generally applicable 
grant requirements, cited earlier, it proposed steps to 
standardize, simplify, and otherwise minimize the 
problems associated with these  requirement^.^' 
OMB's study pursuant to the Federal Grant and Co- 



operative Agreement Act also addressed the issue of 
these requirements and proposed measures for im- 
proving their applicat i~n. '~ 

The consequence of all these and other activities at 
the federal level is some reduction of the negative im- 
pact of many procedural grant-in-aid conditions and, 
from the elevation of the problem on the agenda of 
federal administrators, a potential for further im- 
provement. 

A Positive Effect, Too 

In assessing the effect of procedural conditions on 
state/local performance capacity, it would be a mis- 
take to  conclude that the impact has been entirely 
negative, as may be implied by the foregoing. The 
federal government, after all, has a selfish interest in 
seeing that state/local recipients perform well with 
the dollars it sends them. A long list of federally 
stimulated procedural improvements could be re- 
cited, from a measure as technical as a technique for 
road construction to one as controversial as citizen 
participation. As W. Brooke Graves noted in 1964: 

In many a piece of grant-in-aid legisla- 
tion . . . the Congress gently nudges the 
states, sometimes in influencing policy, 
sometimes in the way in which they spend 
their money, or in the procedures they 
employ in administering federally aided pro- 
grams. These pressures have become so com- 
mon that they are now generally accepted, 
and relatively little adverse comment or 
criticism is heard regarding them. . . . 8 3  

Michael Reagan traces the salutary influence of 
federal grants on recipient administration as far back 
as 1939: 

At least since the adoption of the public 
assistance grant program in the mid-thirties 
and the 1939 amendment to the Social Se- 
curity Act that established a merit system re- 
quirement for participating state agencies, 
the general administrative requirements at- 
tached to a great number of federal grants in 
a variety of substantive areas have been ex- 
tremely important in inducing grant-re- 
ceiving governments to professionalize their 
organizational structures and their personnel 
and financial practices. Merit system and 
auditing requirements have had double ef- 
fects. Directly, they have established new 
standards of competence and accountability 

in the agencies handling federal funds. In- 
directly, these standards have constituted, if 
only by contrast, bench marks against which 
to measure the quality of operations of state 
agencies not subject to federal s u p e r ~ i s i o n . ~ ~  

ACIR, in a study of the intergovernmental grant 
system, probed the perceptions of local officials on 
the question: "How have the federal government's 
requirements for administration of grant funds, and 
its monitoring of those requirements, affected (a) 
overall administrative capability (e.g., personnel 
standards, organization), and (b) service levels of the 
programs receiving federal aids?" 

City officials expressed the view that federal grant 
requirements had a moderate improvement effect on 
local administrative capacity and a distinctly more 
positive effect on the levels of program service. 
County officials rated higher the effect of grant re- 
quirements on capacity building and gave a slightly 
less favorable rating to the impact on service levels. 
ACIR concluded that: 

These findings indicate these responding 
officials generally feel that federal grant re- 
quirements and the monitoring thereof on a 
nationwide basis do help improve the overall 
administrative capability of their local 
governments, and the levels of service they 
provide, despite the many difficulties that 
these same officials continue to attribute to 
these  requirement^.^^ 

Many state administrators acknowledge the con- 
structive influence of the federal government in their 
agencies' operations. The 1978 survey of state ad- 
ministrators reported: 

State administrators had mixed percep- 
tions of the degree to which federal supervi- 
sion and oversight of grant programs had 
contributed standards of administration and 
service in the states. About 40% of both 
1974 and 1978, found some improvement 
due to the federal presence, almost as many 
saw no discernible effects, while nearly 20% 
reported a negative effect . . . . 8 6 

An ACIR comment on block grants in its 1978 
grant-in-aid series is apt: 

The general absence of federal perfor- 
mance requirements presents a climate 
favorable to recipient jurisdictions improv- 
ing their governing capacities. Yet, that ab- 



sence also means that recipients lose the ad- 
vantage of federal prescription of good man- 
agement improvements ." 

ORGANIZATIONAL INFLUENCES 

The federal grant system also has influenced 
stateAoca1 recipient's capacity to perform through its 
effect on the distribution of authority within recip- 
ient organizations. A significant impact has been the 
effect on the critical tension between generalist of- 
ficials and specialist administrators. Other major 
points of federal influence are the legislative- 
executive relationship in state governments and the 
designation of single state agencies as administrators 
of federal programs. 

Generalists and Specialists 

With categorical grants still the dominant aid in- 
strument, the federal grant system has a strong 
tendency to deliver programs along functional lines. 
Ultimately, this serves to weaken the authority of 
state and local political officials-the generalists. In 
the early 1970s, Daniel Elazar commented that when 
governors lacked time or staff assistance to supervise 
the operation of grant programs, many state agencies 
were allowed "to gain a substantial measure of 
autonomy from their own central governments, often 
playing the federal government against the political 
generalists who were formally their supervisors for 
their own advantage. "'" 

That thjs situation still exists to a marked degree is 
evident from the 1978 survey of state administrators. 
Administrators of federally aided programs were 
asked whether their agency operations were less sub- 
ject to supervision by the Governor and legislature in 
their federally financed activities than in activities 
financed solely by the state. Forty-eight percent said 
"yes," approximately the same results as were re- 
ported in a similar survey in 1964, and somewhat 
higher than in 1968 and 1974 surveys.89 

The influence of functional specialists is similar at 
the local level, as this example from California illus- 
trates: 

Even where a federal agency deals directly 
with state government, it deals with a coun- 
terpart special-purpose agency, which in 
turn deals with a similar local agency. Thus 
our federal highway men speak to state high- 
way men who speak to city and county high- 
way men, and highways which needlessly de- 
file the landscape get built.90 

The thrust of the newer forms of federal aid is 
toward more support for generalist officials. Richard 
Nathan observed regarding CDBG: 

As enacted in 1974, the CDBG program 
reflects the Nixon Administration's aim to 
expand the role of officials (mostly elected 
officials) of general-purpose local govern- 
ments; at the same time, it seeks to limit the 
powers of the federal bureaucracy and of 
specialized local authorities and agencies. 
The principal means toward these ends is the 
latitude the CDBG program gives to local 
governments to establish their own priorities 
and programs (albeit within the broad 
framework of the "national objectives" and 
"permissible uses"). The House Banking 
and Currency Committee was explicit on this 
point, stating in its report that "local elected 
officials should clearly be in charge of man- 
aging block grant funds flowing to their 
communities. "" 

In commenting on the impact of the federal grant 
system on recipient capacity building in its com- 
prehensive 1978 grant study, ACIR made the follow- 
ing observations on the generalist-specialist issue in 
GRS and the block grants: 

The (GRS) distribution of funds to general 
purpose units essentially free of functional 
restrictions gives decisionmaking respon- 
sibility to generalist officials-legislative and 
executive. It enhances their opportunities for 
setting expenditure priorities and effecting 
interprogram coordination . . . . What 
emerges from the Brookings and National 
Science Foundation studies is that the pro- 
gram, as anticipated, clearly bolsters the role 
of generalists at both the local and state 
levels. . . . 

Eligibility provisions in the block grant 
statutes favor elected officials and ad- 
ministrative generalists, but the programs 
vary in the degree to which generalists have 
taken advantage of their opportunities. 
Under LEAA, Governors have not often ex- 
ploited their possibilities and legislatures 
generally have been little involved in 
criminal justice planning and oversight. 
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 authorities have been ab- 
sorbed into the CD program and whether the 
elected officials for whom the specialists are 
part time or not. Local legislatures appear to 
be taking advantage of their enlarged oppor- 
tunities to shape community development 
plans, though again the tenure issue condi- 
tions the nature of their response. . . . 9 2 

The movement of the federal grant system as a 
whole for building general management capability at 
the state and local levels is less direct but certainly in 
the same general direction of strengthening the role 
of top executives. Among the various measures that 
may be cited in this movement are the Comprehen- 
sive Planning Assistance and Intergovernmental Per- 
sonnel Acts, the many research and demonstration 
projects on capacity building underwritten by HUD, 
and the OMB Circular A-95 process of review and 
comment on applications for federal grants. 
Preceding and often laying the groundwork for some 
of these later measures were several activities, in- 
cluding Chief Executives Comment and Review 
(CERC), Annual Arrangements, and Integrated 
Grants Administration and its successor the Joint 
Funding Simplification Act. 93 

State Legislative Control over Federal Grants 

State legislatures share in the generalist-specialist 
problem but also have a problem of their own arising 
from federal grants. Many of them have no, or only 
partial, control over federal funds coming into their 
state government. They thereby have a serious weak- 
ness in an essential element of legislative authority- 
the power to control revenues and expenditures. 

A 1975 survey of state budget officers by ACIR 
found that some state legislatures, because of the 
absence of a comprehensive executive budget or for 
other reasons, were not covering all anticipated 
federal grants in their appropriation measures. In ad- 
dition, some legislatures were missing other oppor- 
tunities to exert their authority in state decisions that 
affected receipt and disposition of federal grants.'* 
ACIR recommended that legislatures include all fed- 
eral aid in appropriations bills; prohibit spending of 
federal funds over the amount appropriated by the 
legislature; and set specific spending priorities by es- 
tablishing subprogram  allocation^.^' 

In May 1980, the National Conference of State 
Legislatures (NCSL) reported the following status of 
state legislative control over federal funds:96 

"High" or "Active" degree of control: (11 
states)-Alaska, Delaware, Louisiana, Massa- 
chusetts, Michigan, Nevada, New Hampshire, 
Oregon, Pennsylvania, South Carolina, and Ver- 
mont. 

"Moderate" to "Active" degree of control: (14 
states)-California, Florida, Illinois, Kansas, 
Maine, Montana, New Jersey, North Carolina, 
North Dakota, Ohio, South Dakota, Tennessee, 
Virginia, and Washington. 

"Moderate" control: (5 states)-Arkansas, 
Georgia, Maryland, Minnesota, and Utah. 

"Moderate" to "Limited" control (5 states)- 
Idaho, Indiana, Missouri, Nebraska, and 
Wyoming. 

"Limited" control: (4 states)-Alabama, Iowa, 
Kentucky, and Wisconsin. 

No formal control: (7 states)-Arizona, Con- 
necticut, New Mexico, New York, Oklahoma, 
Rhode Island, and West Virginia. 

Unclassified: Colorado and Texas (although 
NCSL informally ranks Colorado "moderate" 
and Texas "Moderate" to "Limited"). 

No information on Hawaii and Mississippi. 

The NCSL gradation is based upon the following 
assumptions: (1) To exert a high degree of control 
over federal funds, legislatures must use mechanisms 
that operate on a year-round basis; (2) states can 
maintain a high degree of control through year- 
round use of one means of control (e.g., appropria- 
tions) or through a combination of control mech- 
anisms (interim application review and session ap- 
propriation control, etc.); and (3) state legislatures 
that are instituting comprehensive federal funds 
information systems are in a position to develop a 
high degree of control; therefore, more weight is 
assigned to control efforts in such states. 

In the 16 states with less than a "moderate" rating, 
the flow of federal aid funds is still tending to weaken 
effective legislative control over state appropriations. 
Yet, the tendency nationwide is definitely toward 
strengthened control. In 1978, the NCSL ranked 22 
state legislatures' control as "moderate" and 16 as 
"limited;" in 1980, 26 were "moderate" and four 
"limited." Moreover, consciousness of the problem 
has been heightened among state legislators 
throughout the country. 

The remedy for this particular impact problem 
does not lie, as it might seem, entirely with the states. 
A 1980 General Accounting Office study found that 



the federal government shares responsibility, point- 
ing out that federal grant provisions have been inter- 
preted to discourage involvement of state legislatures 
in federal-state grant relationships. It recommended 
amending the intergovernmental Cooperation Act to 
provide that 

. . . on a crosscutting basis applicable to 
all federal grant programs, grant provisions 
assigning responsibilities to state executive 
officials not be construed as limiting or ne- 
gating the powers of state legislatures under 
state law to appropriate federal funds, to de- 
signate state agencies, and to review state 
plans and grant applications." 

Single State Agency Requiremente8 

The federal grant system has tended to influence 
state administrative organization through the single 
state agency requirement. This requirement stipulates 
that a state must establish or designate a single agen- 
cy to administer or supervise the administration of a 
grant program. It was first attached to the Federal 
Aid Road Act in 1916, which called for creation of a 
department of highways in each state to administer 
the program. Later it became most prominent in the 
public assistance titles of the Social Security Act. 

From the federal perspective, the single state agen- 
cy requirement insures that national objectives are 
achieved by fixing responsibility, maintaining profes- 
sional standards, and avoiding duplication of effort. 
From the state perspective, however, the requirement 
tends to undermine generalist authority by reinforc- 
ing the delivery of programs along functional lines,99 
and also frustrates state control over its own ad- 
ministrative o rgan iza t i~n . '~~  Examples of the latter 
have occurred most prominently in Oregon, Hawaii, 
Wisconsin, and, most recently, Florida. 

The Florida case is of special interest because it 
arose after Congress had moved to give the states 
relief from the single agency mandate. Section 204 of 
the Intergovernmental Cooperation Act of 196810L 
allows a federal grant administrator to waive the re- 
quirement if he finds that it prevents establishment of 
the most effective state administration and that the 
waiver will not endanger achievement of federal pro- 
gram objectives. 

The state of Florida applied for a waiver of the 
mandate in the 1973 Rehabilitation Services Act, 
since it wanted to integrate administration of 
rehabilitation services along with other human ser- 
vices in its newly formed Department of Health and 

Rehabilitative Services. The Secretary of HEW 
denied the waiver because the 1973 act went beyond 
the usual requirement of a "sole state agency" to 
specify that the designated agency "shall be subject 
only to the supervision and direction of such agency 
and its executive officer. " 

The state took the case to court and lost at the 
federal district and appellate levels. The U.S. 
Supreme Court refused to hear further appeal. As a 
consequence, Florida's Governor Graham acted to 
have rehabilitation services administered by private 
nonprofit organjzations under contract, instead of 
reorganizing state government. I o 2  Also in response to 
the Florida decision, ACIR recommended that Con- 
gress modify the waiver provision of the Zntergovern- 
mental Cooperation Act of 1968 to overcome the 
problem raised by the 1973 Rehabilitative Services 
Act. I o 3  

State and Local 
Administrators' Perceptions 

A final bit of evidence to weigh in assessing 
federal actions affecting stateAoca1 capacity to per- 
form is the perceptions of state and local officials. 
Pertinent response in the 1978 survey of state admin- 
istrators are highlighted as follows: 

Administrators believed that federal in- 
volvement was higher than it should be 
in program policies, administrative 
operations, evaluation of results, per- 
sonnel policies, and organization struc- 
ture. They believed that actual involve- 
ment extended well beyond that desired 
in program policies, administrative 
operations, and personnel matters. Eval- 
uation of program results, they felt, had 
the highest degree of federal involve- 
ment, but they did not feel this was im- 
proper. l o 4  

A growing proportion of administra- 
tors-from 1964 through 1978-said 
that without federal "strings" attached, 
they would allocate aid monies differ- 
ently. This shift possibly was a byprod- 
uct of their heightened sensitivity to the 
shortcomings of categorical grants. But 
the underlying problem of strings had 
not been alleviated by the increased im- 
portance of block grants and General 
Revenue Sharing. l o '  



In midsummer 1979, the National League of Cities 
(NLC) surveyed mayors and city council members on 
problems, programs, and needs. They asked which of 
a list of nine specified items was a particularly fre- 
quent source of problems with federal programs 
most in need of change. The most frequently checked 
(65% of the 1,011 respondents) was "application, 
administrative and financial reporting require- 
ments."lo6 

FEDERAL ACTIONS AFFECTING 
STATEILOCAL POLITICAL PROCESS 

To a varying extent, what state/local governments 
do depends on the political process by which citizens 
communicate what they want those governments to 
do and what resources they are willing to provide. 
The federal government affects this process-and 
thereby exerts another unintended, indirect influence 
on functional assignment-through its effect on cit- 
izen participation in federally aided programs and on 
the activities and power of interest groups. 

Citizen Participation 

In 1976 legislation extending the GRS program, 
Congress requested ACIR to undertake a study of 
citizen participation in federal, state, and local fiscal 
decisions. In its report, completed in March 1979, 
ACIR included a section describing citizen participa- 
tion requirements imposed on state/local federal aid 
recipients and appraising their impact. lo' 

These citizen participation requirements, ACIR 
concluded, have the dual function of assisting the 
people in the exercise of their Constitutional rights of 
access to government and helping state and local gov- 
ernments identify the needs of the diverse groups 
which are to be assisted fairly and equitably under 
various federal aid programs. 

ACIR surveyed federal, state, and local officials, 
examined how citizen participation works in five se- 
lected programs, and made an extensive literature re- 
view. It found that, as of December 1978, citizen par- 
ticipation requirements were contained in 155 sep- 
arate federal grant programs-almost one-third of 
the total-accounting for over 80% of grant funds. 
Most (81 %) had been adopted since 1970. Over half 
were in HEW programs and about three-fifths of 
these were in the Office of Education. Further: 

The establishment of boards or committees 
and prescription of their membership was 

the most usual type of mandate-found in 
89 programs. These bodies were confined to 
an advisory function, except for 24 pro- 
grams involving 16 separate committees. 

Public hearings were the next most common- 
ly mandated participation mode. 

Other types included giving notice of the 
preparation of a grant application or a plan, 
conducting workshops, and offering oppor- 
tunities for giving testimony or review and 
comment. They varied in regard to the inter- 
ests involved and the stage of decisionmak- 
ing affected. 

The most far-reaching federal aid legislation with a 
citizen participation component-in the sense of 
numbers of governmental units affected-was the 
1976 extension of GRS. The original 1972 law re- 
quired only that state and local government recip- 
ients annually publish copies of their reports on ac- 
tual and planned use of revenue sharing funds. The 
1976 renewal legislation tightened up the process for 
publishing information and required public hearings 
on the proposed use of revenue sharing funds and 
their relationship to the recipient jurisdiction's 
adopted budget. These provisions were continued by 
the 1980 extension legislation. 

ACIR found substantial variations in form and ap- 
plication of citizen participation governmentwide. 
Similar programs within the same department or 
agency, or programs in the same functional area, or 
programs dealing with similar phases of the decision- 
making process differed in respect to whether they 
did or did not require citizen participation, and how 
that participation should be encouraged. 

The impact of different kinds of federal citizen 
participation requirements varied, but overall it was 
modest. Major participants in the process were the 
middle class. Even special efforts targeted to certain 
low income groups often did not produce significant 
participation by them. 

ACIR also found: 

Citizen participation requirements tended to 
have a stimulative effect on localities' expen- 
ditures. 
The amount of influence exercised by the 
citizen in decisionmaking apparently varied. 
In some programs, such as GRS and coastal 
zone management, citizens and policy- 
makers felt that the citizens did affect the 
setting of priorities. In the CDBG program, 



citizen participation affected the selection of 
activities and the level of social service ex- 
penditures. In other programs, particularly 
those requiring only public hearings, deci- 
sions often were made prior to the citizen 
participation process and, thus, it was mere- 
ly a rubber stamp effort. 

Citizen participation processes tended to 
help citizens feel closer to individual pro- 
grams, but did not necessarily reduce their 
overall feeling of alienation toward govern- 
ment generally. 

ACIR concluded that: 

the federal government has a responsibility 
to ensure that requirements accompanying 
financial aid to state and local governments 
. . . will be applied in a way that will 
strengthen and support public decisionmak- 
ing process by providing consistent oppor- 
tunities for citizens to be heard prior to poli- 
cy and/or administrative decisions directly 
affecting them. At the same time, the Com- 
mission observes that the more than seven 
score requirements for citizen participation 
now appended to a like number of federal 
assistance programs, taken as a whole, are 
diverse, complex, confusing, sometimes ar- 
bitrary, less effective than they might be, 
and difficult for some federal aid recipients 
to comply with. The Commission also ob- 
serves that the majority of federal grant pro- 
grams available to state and local recipients 
do not presently incorporate citizen parti- 
cipation  requirement^."^ 

The Commission recommended federal legislation 
to establish general citizen participation policies for 
advisory processes to be applied consistently in feder- 
al aid programs, and to require the President to des- 
ignate a single agency responsible for consistent ap- 
plication and evaluation of the policies government- 
wide. 

Interest Group Activity 
Citizen participation, of course, does not exclu- 

sively or even principally involve individual citizens 
acting just for themselves. More likely a "citizen par- 
ticipant" represents an interest group. Thus, mem- 
bers of advisory boards or committees (the most 
common federally mandated citizen participation 
mode) are chosen for their identification with some 

social, economic, or political interests. 
In ACIR's tabulation of the principal interests re- 

quired by law to be represented on nonfederal 
boards/committees involved in federal grant pro- 
grams, only a few categories could be taken to repre- 
sent the public at large or the general public. Even 
these might well be representatives of a particular 
community interest group, albeit one that regarded 
itself as having no interest other than the general 
welfare. The other categories tabulated clearly fell 
under the heading of what are usually considered 
"interest groups," including: consumers, clientele, 
program beneficiaries, functional community organi- 
zations (such as health bodies), ethnic minorities, in- 
stitutions of higher education, economic interests 
(such as farmers, businesses, industries, labor, and 
banking), parents, and provider professionals. 

Federal citizen participation requirements recog- 
nize, of course, the reality of interest groups since the 
mandates often are imposed specifically to assure 
that certain "interests" are represented in the deci- 
sionmaking process, usually groups that would 
otherwise go unrepresented, such as minorities or the 
disadvantaged. But interest groups influence state 
and local governments in other ways than through 
their participation in federally aided programs, and 
the federal government affects their role in these ac- 
tivities. One way it does this is by stimulating crea- 
tion and growth of program clientele groups: 

Federal funds encourage or stimulate the 
development of strong political constituents 
which often use the federal fiscal presence as 
a way to leverage increased and long-term 
involvement of the state or local govern- 
ments in the aided service. Federal grants 
that start new services create a clientele that 
continues to be dependent on the service 
regardless of the continued availability of 
federal funds. When federal funds do expire, 
local officials are faced with the dilemma of 
increasing the budget to accommodate the 
new service or alienating a public that has 
grown accustomed to the service.lo9 

Federally fostered clientele groups make it difficult 
for state and local governments to change their fund- 
ing priorities if federal funds cease. 

State agency heads recognize the value of interest 
groups as allies in support of their agencies' pro- 
grams. From their survey of state administrators, 
Hale and Palley found that "many agency heads find 
interest groups helpful in efforts to persuade legis- 



lators to enact programs or increase funding lev- 
els."'1° Further, agency administrators are more like- 
ly to enlist interest groups' support for agency funds 
when federal funding sources are available than when 
they are dependent on state funds and gubernatorial 
support. The availability of federal funds encourages 
administrators to make budgetary end runs by using 
third parties as lobbyists for budgetary increases. As 
the complexity and diversity of federal aid increases, 
so does this type of activity. 

Hale and Palley's survey revealed that only 40% of 
the respondents said that they encouraged interest 
groups to lobby for funds when no intergovernmen- 
tal relationships existed. On the other hand, 66% 
said they did promote interest group support when 
federal aid came from two or more federal agen- 
cies.'I1 

To the extent that clientele and other interest 
groups depend on federal funding and other federal 
influences, that influence also affects functional in- 
novation at the state level, according to Deil Wright's 
1978 survey of state administrators. Twenty-eight 
percent of the administrators who designated the 
source from which initiatives came for program 
changes said that they came from clientele groups. 
When asked to rank various sources of new ideas for 
program improvement, the administrators gave rank- 
ings of 5.8 to clientele groups, 5.3 to professional 
associations, and 2.6 to university personnel out of a 
possible maximum of 12.0. Only three sources within 
the state government or from another government 
had rankings above 5.0. Among six functional 
categories, clientele groups provided most of the new 
ideas for human resource agencies, professional 
associations for criminal justice agencies, and univer- 
sity personnel for human resources units."' 

The federal influence on interest groups has an ad- 
ditional, more subtle and general effect on state and 
local functional responsibility. By its effect on cer- 
tain interest groups, it tends to move power from the 
state and local levels to Washington. The process was 
alluded to by Jeffrey Pressman in his comment on 
the decentralization effect of President Nixon's 
"New Federalism": 

the consequences of transferring authority 
from the national to the state level is of more 
than academic interest to groups whose 
strength differs from one level to the other. 
Labor unions, along with groups represent- 
ing large cities, poor people, and minorities, 
have long been more effective in Washington 
than they have been in state capitals; these 

groups have been particularly concerned 
about the political implications of the New 
Federalism. It is all very well to talk about 
recreating Washington-centered interest 
group alliances at 50 state capitals, but the 
problems of developing new routes of access 
in previously unfriendly terrain are enor- 
mous."' 

Parris Glendening and Mavis Mann Reeves make 
somewhat the same point in noting that: 

Urban organizations . . . function more 
adequately at the national level, while cer- 
tain business groups as the National Associa- 
tion of Manufacturers or the United States 
Chamber of Commerce may be able to 
achieve better results with the states.' " 

Thus, to the extent that interest groups have power 
to dictate which governmental level will deal with an 
issue, and to the extent that they prefer the federal 
level, the attractiveness of the federal government 
tends to diminish the likelihood that the issue will be 
left to the other two levels. 

One final point can be made about the federal im- 
pact on interest groups and their influence in turn on 
state and local functional responsibility. A feature of 
interest group development in the past 15 to 20 years 
is the growth in strength of the so-called public in- 
terest groups (PIGS), consisting mainly of the na- 
tional associations of state and local elected officials, 
such as the National League of Cities (NLC), the 
U.S. Conference of Mayors (USCM), the National 
Association of Counties (NACo), the National Gov- 
ernors' Association (NGA), the Council of State 
Governments (CSG), and the National Conference of 
State Legislatures (NCSL). 

A principal focus of their activity is the relation- 
ship of their constituent groups with the federal 
government, and this is manifested by the location of 
all but two of their main (or sole) offices (CSG and 
NCSL) in Washington. These associations maintain a 
close watch on federal legislative and administrative 
developments, particularly the amounts and manner 
in which federal funds are distributed, and have 
scored successes in the adoption of such programs as 
GRS, the Community Development Block Grant and 
Action Grant, CETA program, and various counter- 
cyclical measures. In a nonfiscal area, they were in- 
strumental in the insertion in the Intergovernmental 
Cooperation Act of 1968 of the provision requiring 
preference for general purpose units of government 



in federal grant programs and subsequent legislation 
carrying out the provision, such as the General 
Revenue Sharing and CETA statutes. 

Glendening and Reeves, quoting Suzanne Farkas, 
note that, in one respect, the actions of the public in- 
terest groups sometimes might be contrary to the in- 
terest of their constituents in a way that involves 
state/local functional assignment: 

Suzanne Farkas points up the possible 
divergence between the interest of the gov- 
ernment and the interest of constituents in 
regard to representation of metropolitan 
areas. The urban lobbies which represent the 
elected officials, such as the mayors, work to 
gain legislative representation and access for 
municipalities as presently constituted. The 
question arises as to whether this fragmented 
individual city approach is consistent with 
the interest of the citizens of the metro- 
politan area. Farkas asks, "Is government 
acting on government limited in its capacity 
to consider the metropolitan area as an ur- 
ban interest by virtue of the vested concerns 
of the intergovernmental lobby?"'15 

A NATIONAL GROWTH 
POLICY 

The inadvertent nature of many federal influences 
on state/local functioning, and the magnitude of 
those influences, is one of the reasons for the interest 
shown in recent years in the development of a na- 
tional growth p ~ l i c y . ' ' ~  ACIR was among those call- 
ing for such a policy in 1968 when it examined the in- 
tergovernmental issues arising from urbanization and 
economic growth. It concluded, among other things, 
that "Lacking a policy framework, specific program 
decisions concentrating on particular objectives have 
sometimes produced inadvertent results in terms of 
urbanization trends, altering or partially cancelling 
out basic program goals."'" It warned that a con- 
tinuation of this mode of operation would lead to 
costlier public and private consumption, increased 
social and psychological strain among inhabitants of 
urban areas, continued urban sprawl, economic de- 
cline in smaller urban places outside of metropolitan 
areas, and a persistent inability of central cities to at- 
tract industry and provide jobs. ACIR recommended 
that the federal government adopt a national urban 
growth policy. 

National Growth Reports 

President Nixon in his 1970 State of the Union 
Message called for a "national growth policy," and 
subsequently Congress passed Title VII of the 
Housing and Urban Development Act of 1970. This 
title mandated a comprehensive executive branch 
process of study to develop a national urban growth 
and stabilization policy "giving coherence and 
rationalization to what heretofore have been isolated 
and uncoordinated federal policies and pro- 
grams."'Is It required the President to submit a 
report with recommendations to Congress every two 
years. 

The first biennial report in 1972 stated the Ad- 
ministration's view that "national urban growth 
policy" was too narrow, and substituted the term 
"national growth policy." It declared that "no single 
policy, nor even a single coordinated set of policies, 
can remedy or even significantly ameliorate all of our 
ills. " l 9  The report cautioned against proceeding too 
quickly and stressed the importance of building a 
careful process for evolving a general strategy for na- 
tional development. 

The 1974 and 1976 reports were similarly strong on 
identifying issues and summarizing population, so- 
cial, and economic trends affecting overall growth 
and development. The 1976 report included process 
recommendations, such as simplifying public partici- 
pation requirements in federal programs and ration- 
alization of federal planning assistance requirements, 
but for substantive recommendations it referred the 
reader to the Budget Message, the State of the Union 
Message, and legislative proposals. ' 20 

In 1977 Congress amended the 1970 act, narrowing 
the policy focus in contrast to the Administration's 
broadening action in 1972. It deemphasized 
"growth" and renamed the policy "National Urban 
P~ l i cy . " '~ '  The House Conference Report stated that 
"the conferees intend that the National Urban Policy 
Report include an analysis of the urban fiscal cri- 
sis,"122 which perhaps was a clue to the rationale for 
the change. 

Curiously, in October 1976 Congress had taken an 
action emphasizing the national character of growth 
policy rather than an urban or rural emphasis. It 
asked the President to convene a White House 
Conference on Balanced National Growth and 
Economic Development. The conference was held in 
January 1978. A Senate report which accompanied 
the authorizing legislation based the need for such a 
conference on the nation's inability to achieve 



satisfactory employment levels; an uneven distribu- 
tion of economic growth and population; excessive 
environmental pollution; the adverse consequences 
of public decisions and policies; and a general lack of 
ability to anticipate environmental, social, and 
economic problems precipitated by chaotic growth 
and increased consumption levels and public de- 
mand. 

The 1978 National Urban Policy Report reflected 
the intent of Congress in restricting its emphasis to 
trends affecting urban areas rather than a broad dis- 
cussion of the growth of the nation as a whole, It also 
reflected 

the conviction of this (Carter) Administra- 
tion that a sharper focus on urban develop- 
ment issues is more useful to Congress than 
the general surveys submitted by previous 
Administrations. l Z 3  

The report described the national urban policy pro- 
cess, sketched much of the data and analysis used in 
that process, and summarized the ideas contributed 
by various sources. 

Prominent among the latter was the report of the 
1978 White House Conference. The Conference con- 
cluded, among other things, that existing national 
policy processes have to be improved so as to involve 
all levels of government and include citizen input, 
clarify national goals, and provide "more sensitivity 
and rational trade-offs among multiple objectives 
and  program^."'^^ 

Most importantly, the 1978 report included the 
President's Urban Policy, entitled "A New Partner- 
ship to Conserve American Communities," de- 
scribed as a "comprehensive set of policies to guide 
federal actions and programs for urban Amer- 
i ~ a . " ' ~ ~  The policy consisted of nine objectives, cov- 
ering a range of subjects: local management and 
planning capacity and effectiveness of federal pro- 
grams, state assistance to urban areas, neighborhood 
organizations, fiscal relief to distressed communities, 
incentives for attracting private investment, the em- 
ployment problem, elimination of discrimination, 
health and social services, and the physical environ- 
ment and nonphysical aspects of urban life. Each 
contained a policy statement and strategies for imple- 
mentation of various degrees of specificity and con- 
creteness. ' 26 

"National urban policy must reflect a comprehen- 
sive set of federal commitments" was the fourth 
principle guiding the policy. "By providing a clear 
statement of objectives," the report explained, "a 

national urban policy makes it less likely that these 
actions will work at cross-purposes with one 
an~ the r . " '~ '  

Improving the effectiveness of federal programs 
requires better coordination at both the admin- 
istrative and legislative levels, according to one of the 
leading objectives: 

It is essential that we manage existing 
federal programs more effectively than in 
the past. Further, we must make sure that 
federal actions affecting cities are aimed at 
consistent objectives. The federal govern- 
ment must develop the capacity to evaluate 
the impact on cities of all key federal actions 
(including those not directly related to cit- 
ies). The federal government must be willing 
to amend change, or abolish government ac- 
tions not consistent with national urban 
policy. 

In addition, future actions must be 
measured carefully in terms of their impacts 
on urban areas and urban problems. All gov- 
ernment actions should be evaluated ahead 
of time with respect to possible urban im- 
pacts and, to the extent possible, be shaped 
and carried out in a manner consistent with 
an overall urban policy. l Z 8  

The "strategy for implementation," however, is 
limited to the White House role. 

The 1980 report built on and refined the 1978 re- 
port. It reviewed the development of the 1978 policy 
and described how legislative initiatives, executive 
orders, and administrative actions moved the federal 
government toward implementing the nine elements 
of that policy. A detailed analysis of national trends 
was presented, divided between the central city and 
suburban and nonmetropolitan communities. Final- 
ly, the report presented a detailed program for 
federal action for the 1980% reaffirming the basic 
policy directions established in 1978. Its five elements 
called for strengthening urban economies, expanding 
job opportunities and job mobility, promoting fiscal 
stability, expanding opportunity for those disadvan- 
taged by discrimination and low income, and encour- 
aging energy-efficient and environmentally sound ur- 
ban development patterns. '29 

Impact Analysis 
Following up on the Administration's determina- 

tion-in the words of the 1978 urban policy state- 



ment-to "develop the capacity to evaluate the im- 
pact on cities of all key federal actions," a new urban 
and community impact analysis (UCIA) system was 
established in mid-1978 under the auspices of OMB. 
It required impact analyses of all major budgetary, 
legislative, and regulatory initiatives proposed by 
federal agencies. Instructions for preparation and 
submission of the analyses by executive branch agen- 
cies were provided in OMB Circular No. A-116, 
issued in August 1978. 

The first trial run of the process-for the FY 1980 
budget round-was appraised in an article by an offi- 
cial and a consultant to OMB who were involved in 
the design and early operation of the system.130 They 
found that despite the various constraints of the ini- 
tial effort, the process worked surprisingly well. 

Most major agencies have taken the re- 
quirement seriously and are doing competent 
work. An informal network of specialists 
has taken shape through the government to 
carry out the UCIA mandate, creating an in- 
stitutional capacity and sensitivity for 
analysis of the geographic implications of 
policies. I 

Altogether, 12 agencies prepared 24 UCIAs for the 
fall review of the FY 1980 budget; 13 indicated no 
major initiatives and therefore submitted no UCIAs; 
and 19 others were granted exemptions under the 
terms of the circular. The heaviest burden fell on the 
Departments of Housing and Urban Development, 
Interior, Transportation, HEW, and Labor, but even 
here the burden was not excessive. 

The ultimate question about the UCIA process, the 
authors believe, is what effect the analyses have on 
actual decisions. 

UCIAs can hardly be expected to replace 
all the other pressures that come to bear in 
the formation of policy. What is more, the 
real impact of the process may be as a deter- 
rent inducing agencies to build a greater ur- 
ban and community sensitivity into their 
proposals from the outset, so that the 
changes will be incorporated into the pro- 
posals prior to preparation of the UCIAs. 
Finally, since the ultimate consumers of the 
UCIAs are the President and his top advi- 
sors, the success of the process depends crit- 
ically on the priority these officials attach to 
it. "' 

The authors conclude that the UCIA process is no 

substitute for the regular political processes through 
which governmental policies are set, and at best, the 
UCIAs can provide a tool of policy analysis that 
raises issues for policy determination. Whether the 
process survives and prospers, therefore, will depend 
as much on the nature of the political support for 
raising these issues as on the technical merits of the 
analyses. 1 3 "  

ACIR's Study of the Federal Role 
In its 1980 examination of the national govern- 

ment's role in the federal system, ACIR identified a 
number of unintended impacts of federal policies and 
programs on state and local governments that devel- 
oped because of the breakdown of constraints which 
once limited and disciplined the national role. It 
found that federally mandated legislation often im- 
poses unanticipated burdens and costs upon state and 
local governments and therefore recommended that 
Congress require the Congressional Budget Office, 
for every bill or resolution reported in the House or 
Senate, to prepare and submit an estimate of the cost 
which would be incurred by state and local govern- 
ments in carrying out or complying with the bill or 
resolution. The Commission also found that federal 
administrators similarly often do not take adequate 
account of the potential cost impact on states and 
localities when issuing regulations. Consequently, it 
proposed legislation requiring each federal depart- 
ment and agency to prepare and publish detailed 
analyses of projected economic and noneconomic ef- 
fects likely to result from any major new rule it might 
propose.' 34 

Rural Growth Policy 
When Congress narrowed the focus of the biennial 

growth report to the urban sphere it left an obvious 
gap. In December 1979, the Administration moved to 
fill the gap when it unveiled its Small Community 
and Rural Development P01icy.l~~ It was the first 
time that a President had developed a policy to ad- 
dress the problems of rural areas, even though the 
Rural Development Act of 1972 had called for such a 
plan. Among the reasons given for the policy was 
that: 

Confused and often contradictory policy 
goals and implementation responsibilities 
have frustrated past efforts to address rural 
needs both within the federal government 
and between the federal government and 



state and local governments and community- 
based organizations. We need clear policy 
direction and a framework for integrating 
current federal efforts and reviewing future 
policy initiatives in order to evaluate the im- 
pact of actions we take and resources we 
commit. 36 

Generally paralleling the urban policy, the rural 
development policy spelled out an action agenda and 
institutional changes to establish the organizational 
and procedural capacity to carry out the agenda. A 
vital part of the action program was the establish- 
ment of state rural development councils. At the end 
of 1980, councils had been set up in most states but 
assessments of their impacts on the real needs of local 
communities were mixed.';' 

A tangible result of the Carter Administration ini- 
tiatives on rural growth policy was White House sup- 
port for the Rural Development Policy Act, enacted 
in September 1980.Ii8 The new law called for the 
establishment of an Under Secretary for Small Com- 
munity and Rural Development at the U.S. Depart- 
ment of Agriculture, authorized a circuit rider pro- 
gram to be administered by the Farmers Home Ad- 
ministration (FmHA), and expanded the authorized 
funding for the rural planning grant program and 
broadened its scope to include technical assistance 
and rural community planning. Chances for the cir- 
cuit rider program to become an effective capacity 
building effort in the near future, however, were set 
back when FmHA late in 1980 elected not to pursue 
regulations to implement the program, largely be- 
cause of the small appropriation for FY 1982.139 
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Chapter 4 

The Net Federal Impact: 
Regional Variations 

I n the earlier description of three cases of special 
federal impacts, the geographic unevenness of 

those impacts was noted. That unevenness is not con- 
fined to such special cases; indeed, the geographic 
variation in the overall effect of federal policies on a 
regional basis has been spotlighted in recent years in 
the widely publicized "Sunbelt-Frostbelt" controver- 
sy. In concluding the general analysis of federal in- 
fluence on state/local functional responsibilities, a 
brief examination of regional variations is in order. 

The issue concerns the net effect of federal rev- 
enues and expenditures in particular states. A state is 
said to be in a "deficit" position vis-a-vis the federal 
fiscal impact when the net revenues its residents pay 
to the federal government exceed the expenditures 
made by the federal government in that state. The ex- 
penditures include transfer payments to residents and 
purchases of goods and services produced in the 
state. 

Figures for the mid-1970s indicate that many 
northeastern and midwestern states suffer from the 
"deficit" phenomenon. A cluster of midwestern 
states-including Minnesota, Iowa, Wisconsin, Il- 
linois, Indiana, Michigan, and Ohio-received back 
only a little more than 77% of the money their res- 
idents paid to the federal government, according to 
ACIR estimates for FY 1974-76. With a few excep- 
tions, northeastern states, as a group, just about 
broke even and received one dollar back for every tax 
dollar their residents paid to the federal government. 
Notable exceptions, however, were Delaware and 
New Jersey which received only 70 and 90 cents, re- 
spectively. On the other hand, some states, most of 



them in the south, southwest, or far west, received 
more federal funds than their residents paid in fed- 
eral taxes. Mississippi, for example, received $1.62 
for every federal tax dollar paid.' These disparities 
occur, it is alleged, because certain types of federal 
expenditures, mainly defense expenditures, are 
biased against the midwestern states. 

Disparities continue to  occur, according to rep- 
resentatives of the deficit states, because the present 
intergovernmental expenditure and aid system fails 
to  take into consideration changed economic condi- 
tions. For many years, they contend, the south was 
economically depressed and military expenditures of 
various kinds were considered a necessary means of 
upgrading the region. In recent years this has 
changed. The south, in general, is no longer eco- 
nomically depressed and some midwestern states may 
be in more need of military expenditures and other 
forms of federal aid. 

A recent ACIR study assessed the change in re- 
gional economic conditions and the imbalances in the 
intergovernmental expenditure and aid s y ~ t e m . ~  
Among its more important findings are: 

Convergence. Over the last 50 years 
(perhaps over the last century), 
economic activity and population 
movements have resulted in growing 
equalization of well-being among the 
eight regions of the country as measured 
by per capita incomes. In 1930, per 
capita incomes in the midwest states 
were more than twice those in the 
southeast. By 1977, they were less than 
25% greater. 

Decentralization. The growing equaliza- 
tion of well-being has been accompanied 
by a very substantial dispersion of 
population and economic activity away 
from the regions of earliest industrializa- 
tion. In 1900, for example, the midwest 
states had 31 % of the nation's total per- 
sonal income and the southwest only 
12%. By 1977, these figures were 21% 
and 20%, respectively. 
Divergence in the 1970s. During the ear- 
ly 1970s, the variations in the rates of 
regional economic growth appear to 
have widened. Although convergence 
and dispersion of the magnitudes ob- 
served have required generally lower 
rates of growth in the older industrial 

regions, they seem to have fallen even 
further behind national growth rates in 
the 1970s. Between 1950 and 1970, for 
example, the average annual rate of 
growth of personal income in the mid- 
west states was only 8 %  or 9% below the 
national average. Between 1970 and 
1975, it fell to 25% below the national 
average growth rate. 

Dislocation. These enormous regional 
shifts in economic activity have, by and 
large, been accomplished without con- 
commitant disparities in regional unem- 
ployment rates. As recently as 1970, the 
states of the midwest region all had 
below average unemployment rates. 

Industrial maturity. National changes in 
demand patterns for different products 
cannot account for differential regional 
growth rates. Despite their slower 
growth, the sectoral mix of industries in 
the northeast and midwest is still fa- 
vorable, although these advantages are 
disappearing. On the basis of its 1968 
sectoral composition of employment, 
New York State would have been ex- 
pected to show employment increases of 
about 13% between 1968 and 1973 
(about the same as the national average). 
In fact, employment declined by about 
1 % in New York State. 

Competitive factors. Since the turn of 
the century, regional manufacturing 
wage rates have generally been converg- 
ing, largely as a result of a slow but 
steady relative increase in wages in the 
southeast. The more rapidly growing re- 
gions are generally those with relatively 
low wages, although the far west, with 
high wages and high growth, is an im- 
portant exception, as is New England 
with relatively low wages and low 
growth. Despite the overall convergence 
in regional wages, the differences may 
still be large enough to be consistent 
with further competitive shifts in in- 
dustry. 

National stabilization. For the last 25 
years, at least, the economies of the 
northeast and midwest have been robust 
only when national growth rates have 



been high. Other regions, however, con- 
tinue to grow, sometimes quite rapidly, 
even during recessions. 

Federal flows-of-funds. Over the last 25 
years, the rapidly growing states have 
received substantially more in federal 
government expenditures than their res- 
idents have paid to the federal gov- 
ernment in taxes and other revenues. 
The northeast and midwest states gen- 
erally receive far less than they provide 
in revenues to the federal government. 
In 1952, the ratio of expenditures to 
revenues was 1.51 in the southeast and 
only .75 in the mideast. Over time, these 
differences have narrowed very substan- 
tially. By 1974-76, the ratios were 1.1 1 
and 1.02 in the southeast and mideast, 
respectively. The Great Lakes states, 
however, have consistently low ratios of 
expenditures received from the federal 
government relative to revenue paid. 
Taxes paid by their residents to the fed- 
eral government are very closely related 
to their per capita incomes, the higher 
the incomes, the higher the taxes. No 
such relationship holds with respect to 
expenditures.' 

In sum, the study supports the thesis that there are 
regional disparities in the amounts of federal revenue 
paid and expenditures received. Many argue that as a 
matter of equity there should be a balance between 
federal tax payments and federal expenditures within 
any given state or region. Others claim, on the other 
hand, that the federal fiscal system is essentially a 
redistributive one. It should, therefore, be expected 
that poorer states or regions will receive more in fed- 
eral expenditures than they pay in federal taxes. In 

other words, poorer states and regions should expect 
surpluses and wealthier states and regions deficits in 
their balance of payments with the federal govern- 
ment. 

Setting questions of equity aside, the imbalances 
created by the net flow of federal funds would seem 
to create winners and losers insofar as the capacity to 
perform functions is concerned. Those states or re- 
gions that get back more than they pay into the fed- 
eral government would seem to have greater capacity 
to perform because of enhanced financial resources 
and conversely, those that receive less than they pay 
into the federal government would seem to have a 
lessened capacity to perform. 

If the analysis pursued in this report is valid, how- 
ever, the significance of the imbalance for state/local 
functional capacity is not as clearcut as that. The im- 
pact depends on how federal mandates and condi- 
tions of aid, as well as how the net flow of federal 
funds, affect the service needs, fiscal resources, and 
administrative capacity of state and local govern- 
ments. It might be, for example, that high federal ex- 
penditures are mainly for energy development pur- 
poses, which might have greater negative than 
positive impact in terms of the service needshesource 
equation of the affected state/local governments. 
Measurement of regional variations in the impact of 
the federal government on state/local functional 
assignment, therefore, requires more than an analysis 
of the federal balance of payments in the various 
regions, however difficult even that analysis is. 
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Chapter 5 

Summary 

T he large and expanding role of the federal gov- 
ernment-in direct activities and in grants-in-aid 

to state and local governments-suggests a powerful 
influence on the allocation of functional responsibil- 
ities at the state and local levels. In this report we 
have attempted in a broad-brush manner to identify 
and describe the scope and characteristics of this in- 
fluence, first, by looking at federal actions which are 
intended to affect "who does what" at the state/ 
local level, and second, by identifying many actions 
which, while not intended to have such an effect, yet 
may do so by affecting service demands placed on 
state and local governments and their capacity to 
meet those demands. In an oversimplified form, the 
types of federal action identified and whether their 
effects on state/local functional assignment are in- 
tended or unintended are charted in Figure 2. 

INTENDED INFLUENCES 

Federal actions intended to affect state/local func- 
tional assignment include conditional grants-in-aid, 
mandates or direct orders, and direct assumption of 
functions or activities previously performed by state 
or local governments. Constituting over 25% of state 
and local expenditures (FY 1979), conditional grants 
are clearly the most potent influence. Categorical and 
block grants, which specifically limit the functions or 
purposes for which the grant money must be spent, 
constitute about 90% of all federal grant monies. 

Studies of expenditure impacts have shown that 
conditional grants in the aggregate stimulate expendi- 



itures by grant recipients, although particular grants 
might be stimulative at one point and substitutive at 
another. Thus, conditional grants have the potential 
for influencing recipients to add or drop a function. 

An Advisory Commission on Intergovernmental 
Relations (ACIR) staff study undertook to ascertain 
the degree of impact of federal conditional grants 
through the use of quantitative statistical methods. It 
examined the effect of federal grants and certain 
state and local factors on 845 cities over 25,000 
population in the ten-year period, 1967 to 1977. It 
found that: 

Direct federal attempts at influencing 
municipal functional assignment have met 
with some success. 
Yet their fostering of municipal assumption 
(addition) of functions tended to be limited 
to controversial diseconomies of scale func- 
tions, such as corrections, public housing, 
and urban renewal. State and local level fac- 
tors influenced municipal assumption of a 
broader range of functions. 

On the other hand, federal aid was the 
strongest influence on cities' giving up 
(transferring) functions. The effect was 
negative: a decline in the level of federal aid 
received by a municipality generated the 
transfer of at least one function. 

On balance, federal assistance was found to 
have a limited but growing influence on the 
scope of municipal functional responsibility 
and was beginning to rival state and local in- 
fluences. 

Perceptions of local officials appear to support the 
conclusion that, to some degree, federal grants in- 
fluence the addition of local functions. A five city- 
five county study by Catherine Love11 and associates 
at the University of California-Riverside for the Na- 
tional Science Foundation found, at least prelim- 
inarily, that in 5 1 % of conditions-of-federal-aid 
mandates, an activity was not carried on before the 
mandate was imposed. One-third of these mandates 
were programmatic, rather than procedural man- 

Figure 2 
SCHEMA OF FEDERAL INFLUENCE 

ON STATE-LOCAL FUNCTIONAL ASSIGNMENT 

Type of Effect on State-Local Functional Assignment 

Unintended 

Type of Federal Service Performance 
Action (selected) Intended Needs Capacity 

Direct 
Order (mandate) X 
Assumption of Function X 
Supersession X 
Base Openings, Closings X X 
Energy Development X 
Refugee Aid X X 
FHA and VA Mortgage Insurance X X 
Highway Construction X X 

Indirect 
Grant Money 

GRS 
Blocks 
Categoricals 

Grant Conditions 

SOURCE: ACIR staff. 



dates, indicating that the influence was less on pub- 
lic-serving activities than on internal or input activ- 
ities. Transportation, community development, envi- 
ronment, government organization, and crosscut- 
ting regulations were the activities most influenced. 

A 1975 survey of city officials by ACIR and the In- 
ternational City Management Association reported 
that "federal aid requirements/incentives" was on 
about a par with "inadequate services" and "juris- 
dictional limitations" as a reason given by city of- 
ficials for shifting responsibility for a function to an- 
other governmental unit. The three were the least- 
mentioned of eight possible reasons; "achievement 
of economies of scale" was far and away the most 
frequently mentioned. 

The federal government has an opportunity to af- 
fect the "who" in "who does what" through its 
designation of eligible recipients of grant programs. 
Eligibility for categorical grant programs is shared 
widely among state and local governments in the 
great majority of functions. States are the dominant 
eligibles in energy and resource conservation, high- 
ways, social services, health, and public assistance. 
Locals stand out only in education. 

In designating eligible local government recipients, 
the federal government generally does not distinguish 
among types of local unit, except for educational 
programs which single out local educational agencies 
(school districts). Thus, the federal government does 
not exercise nearly as much influence on functional 
assignment among local governments as it might. 

Three block grants go exclusively to state govern- 
ments. Of the remaining two, the Community De- 
velopment Block Grant (CDBG) has increased the 
number of cities receiving federal community de- 
velopment funds but most significantly has stim- 
ulated many counties to become active in this func- 
tion. The Comprehensive Employment and Training 
Act (CETA) block grant moved general purpose local 
governments-chiefly cities and counties-strongly 
into the federally aided manpower field which had 
previously been occupied at the local level mainly by 
nonprofit organizations. Counties were more affect- 
ed than cities because they had been even less in- 
volved in manpower programs prior to CETA. 

While the federal government's tendency to foster 
special agencies or districts at the local level through 
grant assistance has been countered in recent years by 
growing pressure to preserve the authority of general 
purpose governments, these units continue to grow in 
number. At the substate regional level, where states 
have not authorized general purpose units other than 

counties, federal programs have tended to foster 
special purpose bodies. 

Nonprofit organizations have become increasingly 
strong competitors with state and local governments 
for federal conditional grant monies. Hence, while 
the federal government may steadily expand its in- 
fluence on state/local governments and their func- 
tional responsibilities by its constant expansion of 
conditional grants, that increase has been lessened by 
the continuing increase in federal reliance on non- 
profit organizations as grant recipients. 

The federal government intentionally influences 
stateAoca1 functional responsibility by direct action 
as well as through grants-in-aid. Direct action in- 
cludes legislative and administrative mandates (direct 
orders) and federal assumption (takeover) of 
state/local activities. Mandates have been directed 
mostly at the private sector, but some social and 
economic regulatory policy has involved state and 
local governments, mostly in environmental and civil 
rights matters. Until National League of Cities vs. 
Usery, Congress' power to mandate state and local 
activities was assumed, for political reasons, to be as 
broad as its power to regulate the private sector. Now 
that assumption is in question, and additional delim- 
itation of federal power to order stateAoca1 actions 
awaits futher litigation. 

One type of mandate that has become increasingly 
common in areas of concurrent federal and state re- 
sponsibility is the supersessive or preemptive law. 
Federal supersessive laws have the effect of keeping 
states entirely out of a function or activity, or keep- 
ing them out unless they perform in accordance with 
federal standards. Forty-eight supersessive acts 
enacted from 1964 to 1973 affected health, public 
safety, environmental protection and conservation, 
and consumer protection functions, in that general 
order of frequency. 

The Love11 study found that in 57% of federal di- 
rect orders, the activity was not carried on prior to 
imposition of the order, and in an additional 8% the 
activity was carried on only in part. A conclusion on 
the function-expanding effect of the federal influence 
is tempered, however, by the fact that most of these 
orders involved procedural rather than program mat- 
ters. Community development, general regulations 
(affecting more than one department), and environ- 
ment were most influenced by the federal direct or- 
ders; transportation was least affected. Like federal 
conditions of aid, federal direct orders caused cities 
to begin new activities more often than counties, un- 
doubtedly reflecting the greater functional scope of 



the former. 
Next to ordering state/local governments to under- 

take a new activity, the clearest and most direct way 
the federal government can affect the scope of their 
functional responsibilities is to assume or take over 
one or more of their functions. Such action has oc- 
curred in the food stamp and supplementary security 
income (SSI) programs, but this represents only a 
partial assumption of the welfare (income security) 
function by the federal government. 

UNINTENDED FEDERAL INFLUENCES 

Describing the unintentional influences on 
state/local functional assignment involves the highly 
complex process of tracing how the federal govern- 
ment interacts with the total political, social, and 
economic forces of the nation. This study could only 
outline the general dimensions of the phenomenon by 
identifying some of the principal unintentional in- 
fluences. It examined the federal impact, first on the 
service needs of state and local governments, then on 
their capacity to meet those needs. 

Three "special impact'' cases illustrate federal pro- 
grams or policies that create state/local service needs 
in particular geographic areas of the country-the 
development and closing of military installations, the 
development of new energy sources, and the recep- 
tion and processing of political refugees. In each case 
the federal government has provided, or is planning 
to provide, special assistance to the localities and 
states affected. In addition to these geographically 
selective impacts is the diffused effect of the federal 
government's presence as the single largest owner of 
real property in the U.S. A 1978 ACIR study con- 
cluded that the federal government's vast "open 
space" land holdings did not significantly add to the 
tax burden, nor increase the level of expenditures, of 
the counties affected. 

Federal programs and policies have dramatically, 
though unintentionally, contributed to the problems 
of metropolitan areas, and particularly the central 
cities and their older, near-in suburbs. Taxation, 
credit management (FHA and VA mortgage insur- 
ance), and highway policies encouraged suburban 
development and aggravated social and economic 
disparities between central cities and their suburbs. 
Suburbanization was marked by an out-migration of 
younger middle-income taxpayers, industry, and re- 
tail trade and a consequent concentration in the core 

cities of the aged, poor, and disadvantaged and a 
deterioration of their tax base. The functional im- 
plications for central cities were an increased need for 
public assistance, social services, and changes in the 
criminal justice system; for the suburbs, an expanded 
demand for physical facilities and schools. Congress 
responded to the central cities' problems with a vari- 
ety of programs over the years, including urban re- 
newal, Model Cities, Community Action, and 
CDBG. 

Nonmetropolitan areas only recently have experi- 
enced some of the growth problems long familiar in 
metropolitan regions; federal programs and policies 
in these areas have been preoccupied with the effects 
of economic decline. The recent concentration of 
growth in nonmetropolitan areas has stimulated 
federal interest in rural development problems, ex- 
pressed most concretely in the Rural Development 
Policy Act. 

The unintended federal influence is felt not only in 
the service needs of states and localities but also in 
their capacity to meet those needs, that is, their re- 
sources and administrative procedures and organiza- 
tion. The exemption from state/local taxation of 
over $200 billion of "nonopen space" federal prop- 
erty is a prime instance of federal policy eroding 
state/local fiscal resources. Special impact aids, on 
the other hand, are examples of ways that the federal 
government has helped shore up those resources. But 
most statesAocalities have to look to the general 
system of federal financial assistance for such sup- 
port. 

Most important in this regard is the General Rev- 
enue Sharing (GRS) program. Akin to GRS but more 
selective in its availability was the antirecession fiscal 
assistance program (ARFA) of 1976-78. While condi- 
tional aids are nominally restricted in their use, when 
they are fungible they are available for more general 
use by state/local recipients. This has been shown to 
be the case for the public service part of the CETA 
program. CDBG funds, on the other hand, have been 
less subject to use for non-CDBG purposes. 

The impact of GRS receipts on the operating and 
capital expenditures and taxes of localities varies 
according to the size and type of governmental unit 
and region. The functional application of the funds 
also varies to some extent according to type of 
jurisdiction. Generally, however, state and local 
jurisdictions are using GRS to support their tradi- 
tional functions. Counties' use of GRS, on the other 
hand, reflects the growth in the urban-type functions 
of these jurisdictions. The same distributional pat- 



tern held true for ARFA funds. 
Sometimes offsetting the attractiveness of federal 

conditional grants as resources are the programmatic 
or procedural conditions they impose. The Lovell 
study reported that 45% of the cost of federal con- 
ditions-of-aid was paid out of the local general fund, 
with cities having to rely more on local sources than 
counties. 

Functionally, local funding of the cost of man- 
dates varied from as much as 100% for environmen- 
tal activities, to 75% for transportation, 56% for 
public protection, 30% for health, and 11% for 
general government (basic structural organization). 
The high federal contribution for general govern- 
ment activities reflects the high financial incentive the 
federal government has to offer in order to be effec- 
tive in an area usually left to the states. Ninety-one 
percent of conditions-of-aid of a programmatic 
nature had to be funded out of the local general 
fund, while only 52% of procedural conditions were 
so supported. 

By including townships as GRS recipients, Con- 
gress, according to township critics, has sustained or 
even revived a unit that should have been left to ex- 
pire. Township champions defend it as the most local 
and responsive type of local unit. 

Besides affecting their resources, the federal 
government influences state and local governments' 
capacity by affecting their procedures and organiza- 
tion, again mainly through conditional grants-in-aid. 
The Lovell study showed that over 82% of the fed- 
eral mandates reported were conditions-of-aid, and 
that 82% of these were procedural. In 63% of the 
procedural conditions-of-aid, the affected activities 
had not been carried on before the imposition of the 
mandate. Complete compliance with these mandates 
was claimed in 63% of the cases, substantial com- 
pliance in an additional 3 1 Yo. 

Virtually by definition, GRS, block grants, and 
categorical grants vary as to depth and breadth of 
conditions attached, with GRS having the fewest and 
the categoricals the most numerous and detailed. 

The problems created for states and localities by 
procedural conditions, along with other difficulties 
with grant administration, have stimulated various 
kinds of corrective responses at the federal level. At 
one level came the adoption of General Revenue 
Sharing and the movement for block grants in the 
early 1970s, directed at diminishing the volume and 
narrowness of conditions attached to federal fund- 
ing, and on another level, the federal government has 
striven, with various degrees of success, to make 

grant conditions less onerous for aid recipients. It has 
taken steps to rationalize, standardize, and simplify 
grant administration procedures. 

Procedural grant conditions have by no means had 
entirely negative effects. They have induced im- 
provements in state/local administrative practices, 
such as the merit system in personnel actions, the 
Hatch Act limits on partisan political activities, the 
imposition of citizen participation requirements, and 
financial management procedures. A large portion of 
local officials and state administrators polled in re- 
cent surveys acknowledge the salutary administrative 
influence of conditional federal grants. 

The federal grant system has influenced state/local 
recipients' capacity to perform through its effect on 
the distribution of authority within recipient organi- 
zations. With categorical grants still the dominant 
aid instrument, the system has a strong tendency to 
deliver programs along functional lines. Ultimately, 
this serves to weaken the authority of state and local 
political officials-the generalists. The thrust of the 
newer forms of federal aid, however-GRS and the 
block grants-is toward more support for generalist 
officials. In addition, federal efforts to assist in 
building general management capability at the state 
and local levels is less direct but certainly in the same 
general direction of strengthening the role of top ex- 
ecutives. 

Another problem of grant recipients' internal 
organization affected by federal grants is state legis- 
lative control over those grants. Many state legisla- 
tures have little or no control and thereby surrender a 
part of their essential authority over state revenues 
and expenditures. The solution lies with the state 
legislatures themselves, however, not the federal 
government, and latest information indicates that the 
tendency nationwide is definitely toward strength- 
ened legislative control. 

A final area of federal impact on recipient organi- 
zation concerns the requirement that a state establish 
or designate a single state agency to administer or 
supervise the administration of a grant program. 
From the state perspective, this mandate tends to 
undermine generalist authority by reinforcing the 
delivery of programs along functional lines, and 
frustrates state control over its own administrative 
organization. A waiver was made available by the 
Intergovernmental Cooperation Act of 1968, but an 
important exception to the waiver authority was 
opened up in a recent court case in Florida. 

To a great extent, what state/local governments do 
depends on the political process by which citizens 



communicate what they want those governments to 
do and what resources they are willing to provide. 
The federal government affects this process, and 
thereby exerts another unintended, indirect influence 
on functional assignment, in various ways, including 
its effect on citizen participation in federally aided 
programs and on the activities and power of interest 
groups. The more than 150 requirements for citizen 
participation attached to federal assistance programs 
are diverse, complex, confusing, sometimes arbi- 
trary, less effective than they might be, and difficult 
for some federal aid recipients to comply with. 

Interest groups are involved in citizen participation 
requirements but they affect state and local govern- 
ments in other ways and the federal government in 
turn affects them. One way it does this is by stim- 
ulating creation and growth of program client 
groups, which make it difficult for state and local 
governments to change their funding priorities if 
federal funds cease. State agency heads enlist interest 
group support for their programs and find it easier to 
do so when federal funds are involved. Interest 
groups, often fostered by federal programs, are an 
important source of ideas for state program innova- 
tion. Many interest groups have their greatest success 
in pushing their causes at the federal level, so that to 
the extent that they can influence the governmental 
level at which an issue will be dealt with, they are a 
force for transfer of increasing responsibility to the 
federal government. 

The inadvertent nature of many federal influences 
on state/local functioning, and the magnitude of 
those influences, is one of the reasons for recent in- 
terest in the development of a national growth policy. 
The original 1970 legislation for such a policy was 
amended in 1977 to call for a "national urban pol- 
icy." In December 1979 the Administration unveiled 
its Small Community and Rural Development Policy 
and in September 1980 Congress enacted the Rural 
Development Policy Act. 

By its policies, programs, and presence the federal 
government creates service needs for state and local 
governments and affects their fiscal and admin- 
istrative ability to cope with those needs. The uneven 
distribution of this influence nationwide, and the 
direction and pace of its trend, are part of the reason 
for the familiar sunbelt-frostbelt controversy. The 
controversy has subsided from its peak but still is a 
concern in discussions of regional economic develop- 
ment problems. A 1980 ACIR study assessed the 
changes in regional economic conditions and the im- 
balances in the intergovernmental expenditure and 

aid system and made major findings on such issues as 
convergence of regional growth rates, decentraliza- 
tion, divergence in the 1970s, dislocation, national 
stabilization, and federal flows of funds. The study 
supports the thesis that there are regional disparities 
in the amounts of revenue paid and received. Assess- 
ment of the effect of these disparities on state/local 
functional capacity requires analysis of the way 
federal orders and conditions of aid, as well as the 
net flow of federal funds, affect the service needs, 
fiscal resources, and administrative capacity of state 
and local governments. 

In conclusion, several points may be selected for 
highlighting, particularly in regard to intended 
federal influences: 

Empirical analysis clearly establishes that 
federal grants-in-aid influence the addition 
or transfer of functions by municipalities, 
especially the latter, and that the functions 
affected tend to be controversial, 
noneconomies of scale types of function (see 
Chapter 2 and the Technical Appendix). 
In choosing types of government to be eligi- 
ble for grants-in-aid, the federal government 
generally respects the traditional allocation 
of functions between states and local govern- 
ments as a group. The vast majority of 
grants that go to local governments refrain 
from selecting among types of local unit. A 
significant exception, in terms of dollars and 
the unrestricted use of grant money by recip- 
ients, is General Revenue Sharing, which 
specifies general purpose local units of 
government and specifically includes town- 
ships among these units. Some who con- 
demn this federal action as shoring up an 
uneconomic, inefficient type of local govern- 
ment, contend that it proves the wisdom of a 
federal policy of channeling federal monies 
through the states, which are familiar with 
the strengths and weaknesses of various 
types of local unit and sensitive to what is 
needed to improve their whole structure of 
substate government. 
To the extent that the federal government 
has been selective in its choice of eligibles for 
block grants in recent years, it has tended to 
boost the cause of counties, reflecting coun- 
ties' expanding assumption of urban func- 
tions. 
To the extent that the federal government 



has addressed the issue directly in recent 
years, it has tended to favor general purpose 
rather than special purpose local government 
recipients. Yet, the number of special 
districts continues to grow. Morever, the 
number of federal programs encouraging 
substate regional districts keeps expanding. 
Another threat to the functional scope of 
general purpose local government appears to 
be the federal government's expanded re- 
liance on nongovernmental, nonprofit or- 
ganizations as grant recipients. 

The steady expansion of supersessive or 
preemptive orders by the federal government 
has acted to keep states out of certain func- 
tional (or subfunctional) fields or to upgrade 
their standards of performance in functional 
fields where they are already active. 

According to Lovell's preliminary study of 
mandates, federal direct orders are pushing 
local governments mainly into the functional 
areas of community development and en- 
vironment, but not transportation. On pro- 
cedures, they are most prevalent in imposing 
across-the-board requirements. Direct order 
mandates affect cities more than counties, 
undoubtedly reflecting the greater number 
of urban activities conducted by cities. 

While there has been a steady trend toward 

federal encouragement of functional expan- 
sion at the state and local levels via grants 
and direct mandates, and toward federal 
financing of state/local functions, there has 
been little movement toward federal take- 
over of state/local functions. 
The unintended influences of federal policies 
and programs on state and local fiscal and 
functional responsibilities are complex and 
diverse, This chapter has identified many of 
them, but by no means has it described their 
full scope, to say nothing of assessing their 
significance. The federal government has 
sought to remedy the effects of the more ob- 
vious and severe unintended impacts by 
adopting ad hoc remedial programs. If it 
wants to exercise a comprehensive and 
deliberate control over these unintentional 
influences, it seems reasonable to develop a 
procedure for analyzing the effects of new 
policies and programs while they are in the 
proposal stage. This apparently is the objec- 
tive of the urban and community impact 
analysis process set up as part of the Carter 
Administration's Urban Growth Policy. 
How succesful it can be remains to be seen, 
and will depend on how much it influences 
regular political processes. 





Technical Appendix 

The Impact of Federal Grant 
Programs on Municipal Functions: 

Empirical Analysis 

[Note: The basic findings from the following analysis 
were summarized and interpreted in Chapter 2 .  This 
Technical Appendix presents the analysis in full 
primarily for scholars and technical analysts who are 
interested in further development of the concepts and 
statistical techniques employed.] 

A s part of its overall examination of the as- 
signment of governmental functions at the state 

and local levels, the Advisory Commission on Inter- 
governmental Relations (ACIR) sought to test, by 
quantitative analysis, the impact of federal grant pro- 
grams on the assumption and transfer of local gov- 
ernmental functions during the period, 1967-77. A 
review of existing theory and research made it 
quickly apparent that the federal grant influence is 
not direct: it is conditioned by forces at the state and 
local levels. Moreover, the limitations on available 
data indicated that the study would have to be re- 
stricted to municipal governments, and within that 
group, only those of 25,000 population and over. As 
carried out and described in this appendix, therefore, 
the study is an effort to determine, by empirical anal- 
ysis, the determinants of the number and mix of 
functions performed by municipal governments of 
25,000 population and over, with the principal focus 
on the influence of federal aid programs. The func- 
tions performed, those not performed, and the dy- 
namics of the functional assignment process (i.e., the 
assumption and transfer of functional responsibility) 
are examined. 



questions: 

1) To what extent has there been a change in the 
assignment of functions to municipalities? 

2) What is the nature of this change? Specif- 
ically, have municipalities tended to assume 
more functions over time or have they transfer- 
red existing functions to other governments? 
What types of functions are more likely to be 
transferred as opposed to being assumed anew? 

3) What has been the influence of federal aid 
programs on observed changes in functional 
assignment? 

4) What other factors combine with federal aid 
to produce an identifiable impact on the func- 
tional responsibilities of municipalities? 

The analysis first defines functional assignment 
and reassignment. Then it reviews research con- 
ducted on the determinants of municipal functional 
change-including the significant work on innova- 
tion theory-and identifies 13 specific determinants. 
Two analytical imperatives emerge from this review: 
the need for a multivariate model of determinants, 
reflecting the impact of state and local as well as fed- 
eral influences, and the importance of variations in 
program content in explaining impact. To respond to 
the variation in function the 26 functions identified 
by the Census Bureau are classified according to their 
response to supply and demand factors that influence 
municipal preference for functions. Then the sample 
of municipalities under study is described, the issue 
of functional definition is addressed, and the data 
used to measure the determinants of functional 
change are identified. 

The findings section explains the statistical tech- 
nique used in the analysis and summarizes the results. 
The Appendix ends with conclusions, principally on 
the impact of federal assistance on the assignment of 
municipal functions. 

MUNICIPAL FUNCTIONAL ACTIVITY: 
A CONCEPTUAL DEFINITION AND 
REVIEW OF RECENT PATTERNS 

In its 1974 study of substate regionalism, ACIR re- 
ported that "functions are continually being assigned 
and reassigned in an urban federal system."' Two 
years later, ACIR noted that shifts in functional 
assignments took on a specific character and direc- 
tion: 

Table A-1 
NUMBER AND PERCENT OF 

MUNICIPALITIES OVER 
25,000 POPULATION WITH 

RESPONSIBILITIES FOR 
SELECTED FUNCTIONS, 1960 

Municipalities 

Function Number Percent 

Welfare, Federal 57 9% 
Judicial 8 1 12 
Hospitals 87 13 
Education 146 22 
Welfare, General 

Assistance 159 24 
Sewers 402 60 
Health 468 70 
Sanitation 483 72 
Park and Recreation 597 89 
rota1 Number of Cities 668 100 

SOURCE: Roland Liebert, Disintegration and Political 
Action: The Changing Functions of City 
Governments in America, New York, NY, 
Academic Press, 1976, p. 22. 

- --- 

Table A-2 
NUMBER AND PERCENT OF 

MUNICIPALITIES OVER 25,000 
POPULATION RESPONSIBLE FOR 

SPECIFIED NUMBERS OF 
FUNCTIONS, 1960 

Municipalities 

Number of Functions Number Percent 

SOURCE: Roland Liebert, Disintegration and Political 
Action: The Changing Functions of City 
Governments in America, New York, NY, 
Academic Press, 1976, p. 26. 



Accompanying the upward shift of func- 
tional responsibility during the past decade 
has been another trend-assumption by 
many municipalities of responsibility for 
functions never previously performed, such 
as public transportation and solid waste.2 

Conceptually, it is important to distinguish be- 
tween functions transferred out by a municipality 
and functions assumed or added. The determinants 
of each type of change as well as the functions asso- 
ciated with each type may differ. In this study the 
processes of assuming and transferring functions are 
referred to as functional reassignment. 

Liebert's 1960 study of municipal functions in 
cities (N = 668) over 25,000 in population identified 
significant variation in the nature and scope of func- 
tional responsibility.' Defining the scope or inclu- 
siveness of functional activities as the number of 
functions performed by a local government, Liebert 
found that none of the functions studied were univer- 
sally provided by all communities. 

This is strong empirical evidence of how 
varied the American system is in providing 
public services through local  government^.^ 

Liebert found that certain functions were more fre- 
quently provided by governments than others (see 
Table A-I). People-oriented functions-welfare, ed- 
ucation, hospitals, and judicial functions-were in- 
frequently provided (less than 25% of the commun- 
ities surveyed). Environmentally oriented func- 
tions-sewers, sanitation, health, and parks-were 
provided by between 60% and 90% of the commun- 
ities studied. 

In absolute terms, Liebert found that nine was the 

largest number of functions performed and these 
were provided by less than 1% of the 668 communi- 
ties studied. Nearly a quarter of the communities 
provided two or less functions (see Table A-2). 

In a more recent study of the scope of municipal 
functions, Dye and Garcia5 examined 12 functions of 
the central cities of the 243 standard metropolitan 
statistical areas (SMSAs) that existed in 1972 and a 
sample of 340 suburban cities in the SMSAs. Cities 
were recorded as performing a particular function 
when they were shown in the 1972 Census of ~ o v e r n - '  
ments to have spent more than a nominal amount on 
the function. The authors found that the average cen- 
tral city provided 9.8 functions and the average sub- 
urb, 7.9. Little variation was noted in the number of 
jurisdictions performing the "common functions": 
police, fire, streets, sewage, sanitation, and parks. 
Among the remaining six functions, however, there 
were these variations in the percentages of perform- 
ing jurisdictions: 

Education Welfare 
Cities 31.3% 32.9% 
Suburbs 15.8 8.0 

Hospitals Housing 
Cities 32.1 % 58.8% 
Suburbs 4.0 13.5 

Libraries Health 
Cities 72.0% 70.4% 
Suburbs 16.8 58.2 

Table A-3 categorizes the municipalities sampled 
in the ACIR's 1976 report by the nature of functional 
change they experienced from 1966 to 1976.6 The 
sample is broader than either of the two previously 

Table A-3 
NUMBER OF FUNCTIONS TRANSFERRED AND ASSUMED 

BY MUNICIPALITIES 2,500 AND OVER IN 
POPULATION, 1966-76 

Number of Number of 
Municipalities Municipalities 

Total Number Transferring Total Number Assuming 
of Functions One or More of Functions One or More 
Transferred Functions Assumed Functions 

SOURCE: ACIR. Pragmatic Federalism: The Reassignment of Functional Responsibility 
(M-105), Washington, DC, US. Government Printing Office, July 1976, pp. 29 and 
65. 



cited studies, and direct comparisons should be ap- 
proached with caution. About 43 % of the municipal- 
ities surveyed experienced some form of change in 
functional responsibility during the ten-year period. 
Initial examination of the table would suggest that 
this change was skewed in the direction of functional 
transfers. This conclusion, however, would prove to 
be incorrect. Though 45 % more municipalities trans- 
ferred a function than assumed a new function, the 
mean number of functions assumed per municipality 
(1.2) was not much different than the average num- 
ber of functions transferred (1.6) by municipalities 
over 2,500 in population. Nevertheless, this finding 
stands in sharp contrast to the findings of Liebert 
and Dye and Garcia, who found functional scope in- 
creasing during the last decade. The disparity in find- 
ings is partially a function of the larger number of 
municipal activities studied by ACIR. 

Several caveats on the Dye and Garcia and Liebert 
studies should be noted. Both studies examined a 
limited number of functions of a traditional nature. 
These functions did not tap the innovative dimension 
associated with many newly acquired activities. In 
addition, both studies were limited to a particular 
time and were unable to comment on changes over 
time in the assignment of functional activities. 

Liebert takes note of this first problem: 

All of these are traditional functions, none 
are recent innovations. These nine functions 
accounted for approximately 82.5% of mu- 
nicipal governments general expenditures.' 

In spite of the fact that these functions cover the 
overwhelming majority of municipal expenditures, 
they do not embrace the multiplicity of functions and 
subfunctions performed by municipal governments. 
This point is particularly important when studying 
the functional impact of federal assistance. Many aid 
programs are designed specifically to stimulate the 
assumption of functional activities not normally as- 
sociated with municipal government. As of January 
1, 1975, ACIR staff estimated that there were 132 
categorical grant programs which specifically encour- 
aged (through fiscal incentives) local government ex- 
penditure~.~ Special housing programs, mass trans- 
portation, and special education are a few of the 
functions that federal aid programs are directed at 
stimulating. Studying functional inclusiveness only in 
terms of traditional and stable activities actually 
limits the scope of federally induced functional 
change that can be observed. 

Related to the narrow scope of functional activities 

studied is the more annoying problem of defining a 
functional activity. A crime laboratory is substantial- 
ly different from the ambulatory services that might 
be provided by a city police department; yet, both ac- 
tivities are subsumed under the same functional 
heading-police services. Moreover, there is the 
problem of functional comparability across munici- 
pal governments. Many activities are not uniform 
across municipal governments, making comparisons 
both difficult and in need of greater specificity. 

These issues are not peculiar to the work of these 
authors. They remain problematic even after the 
completion of this study. There is also a practical rea- 
son for drawing attention to these issues. In both the 
Dye and Garcia and Liebert studies, there is strong 
probability that the degree of functional change is 
underestimated, since the functions included were 
limited to the traditional ones. This is particularly 
significant given the dramatic increase in functional 
change inferred from the works of Liebert, Dye, and 
Garcia, as well as the earlier ACIR study. Thus, any 
study of functional assignment and its changing pat- 
tern is likely to underestimate the phenomenon. 

THE DETERMINANTS OF 
FUNCTIONAL ACTIVITY 

AND CHANGE: A REVIEW 
OF CURRENT RESEARCH 

Early Studies 
Although they lack a clear theoretical orientation, 

a number of studies have provided an intriguing, 
though not always conclusive picture concerning the 
impact of federal aid on local functional activity. A 
secondary analysis of these studies substantiates the 
existence of a number of conditional relationships 
between federal aid and functional change among 
substate governments. Specifically, these studies 
demonstrate that federal aid programs have an indi- 
rect impact on the assignment of local functional re- 
sponsibility via indigenous state and local influences. 

The ACIR's 1976 study on the transfer of func- 
tions9 found that community size was significantly 
related to the frequency with which municipal gov- 
ernments made transfers. Using data from that 
study, Table A-4 shows that 43% of cities over 
25,000 population transferred at least one function 
between 1966 and 1976. In fact, these communities 
on the average transferred one-third more functions 
than did communities under 25,000 population. The 
same study noted a statistically weaker, but signifi- 



cant, relationship between municipal size and the as- 
sumption of functional responsibilities. It is note- 
worthy that no significant variation was observed in 
the frequency of functional change (either the as- 
sumption or devolution of services) across region or 
form of government. 

Certain functions are just as likely to be trans- 
ferred as to be assumed. Among these are solid 
waste, public health, sewage collection and treat- 
ment. Conversely, certain other functions are infre- 
quently the object of functional change. These in- 
clude planning, education, social services, and hous- 
ing. This service pattern is quite similar to one noted 
earlier in Liebert's work. Environmentally oriented 
activities (sewers, public health, solid waste) are 
readily provided or transferred out by municipal gov- 
ernments, while people-oriented policies do not draw 
support for functional change (see Table A-5). 

Survey data collected by ACIR'O indicate that the 
federal grant system is considered by local officials to 
be an insignificant factor in explaining the transfer of 

Table A-4 
FREQUENCY OF FUNCTIONS 

TRANSFERRED, BY 
POPULATION SIZE, 1966.76 

Percent Mean 
Communities Number of 

Population Size Transferred Transfers 

500,000 and over 79% 4.2 
250,000-499,999 82 2.8 
100,000.249,999 48 1.9 

50,000=99,999 39 2.0 
25,000-49,999 4 1 2.0 

10,000-24,999 35 1.5 
5,000- 9,999 29 1.5 
2,500- 4,999 25 1.5 

SOURCE: ACIR, Pragmatic Federalism: The Reassign- 
ment of Functional Responsibility (M-105), 
Washington, DC, US. Government Printing 
Office, July 1976, Tables IV and VI. 

Table A-5 
NUMBER OF MUNICIPALITIES ASSUMING OR 

TRANSFERRING A FUNCTION, BY FUNCTION, 1966.76 
Assuming Function Transferring Function 

Function Number Percent Rank Number Percent Rank 

Solid Waste 199 (5.9) 1 288 (8.6) 1 
Transportation 136 (4.1) 2 56 (1.7) 10 
Public Health 137 (4.1) 3 182 (5.4) 2 
Public Works 81 (2.4) 4 43 (1.3) 15 
Law Enforcement 67 (2.0) 5 182 (5.4) 3 
Water Supply 58 (1.7) 6 57 (1.7) 10 
Firelcivil Defense 51 (1.5) 7 59 (1.7) 10 
Sewage Treatment 47 (1.4) 8 163 (4.9) 4 
Social Services 45 (1.4) 9 134 (4.0) 7 
Building Inspection 35 (1.1) 10 66 (1.9) 8 
Environmental Protection 29 (1.0) 11 27 (1 .o) 18 
Administrative and Legal 28 (1 .o) 11 52 (1 5 )  13 
Planning 24 (1 -0) 11 62 (1.8) 9 
Recreation 24 (1 .o) 11 44 (1.3) 15 
Miscellaneous 2 1 (1 -5) 15 9 ( -0) 19 
Tax and Assessment 13 ( -4) 16 153 (4.6) 5 
Education 13 ( -4) 16 48 (1 -4) 14 
HousinglCommunity Development 8 ( .3) 18 15 (0.5) 6 
Elections 0 19 44 (1.3) 15 

N = 3,319 
rho = 463 
SOURCE: ACIR, Pragmatic Federalism: The Reassignment of Functional Responsibility (M-105), Washington, DC, 

U.S. Government Printing Office, July 1976, Table XXVIII, p. 58, and Table IX, p. 36. 

I 



new functions. Among the eight reasons for making 
transfers, local officials ranked federal aid require- 
ments and incentives last, with only 20% of the re- 
spondents citing this reason. The dominant reasons 
cited for changes were economies of scale and other 
fiscal efficiencies which would accrue to the local 
government as a result of functional reassignment. 

Nearly all of the communities which assumed re- 
sponsibility for a function (i.e., 96.6%) had been re- 
quired by their respective states to perform a new 
function during the period, 1967-76." Though the 
ACIR study did not match state mandated functions 
with those activities assumed by individual munici- 
palities, it is evident from these descriptive statistics 
that state mandates have had a significant effect on 
the functional growth of municipal governments. 

Federal aid was more influential in altering the as- 
signment of environmentally oriented than other 
types of functions (see Table A-6). One may con- 
clude, therefore, that federal influence on functional 
change, though generally modest, seems to vary 
greatly with the nature of the functional activity and 
of state influences (i.e., mandates). 

Innovation Theory: 
The Indirect Effect of Federal 
Aid on Municipal Activities 

The study of program innovation provides a the- 
oretical framework for assessing the direct and in- 
direct influence of federal aid on local functional re- 

sponsibilities. Innovation theorists generally conceive 
of federal aid programs as a leveraging factor or in- 
centive for municipal governments to engage in func- 
tional activities not currently performed by the recip- 
ient governments, This leveraging influence can also 
lead municipal governments to devolve/transfer cer- 
tain functional responsibilities. The adoption of in- 
novative service delivery systems (i.e., consolida- 
tions, etc.) often results in the abandonment of mu- 
nicipal functional responsibility to a higher level of 
government or to a newly formed integrated govern- 
ment. Adoption of new crime detection and eval- 
uation devices, for example, had led many city police 
departments to drop responsibility for crime 
laboratories and share this function with adjacent 
governments. 

Federal aid is specifically seen as the most ex- 
ogenous variable in a multivariate model of factors 
influencing functional activity and change, as rep- 
resented in Figure A-I. The empirical question is 
how the other variables in the model shape and struc- 
ture the impact of federal assistance on the function- 
al responsibility of municipal governments. 

Agnew, Brown and Herr1= address this question by 
separating federally initiated innovations from those 
that are locally initiated in their analysis of func- 
tional change. The authors find that adoption of in- 
novations sponsored by municipal authorities (e.g., 
automated data processing and fluoridation) tends to 
conform to an S-shape curve. Initially, adoption is 
slow, changing to a rapid rate of adoption and finally 

Table A-6 
PERCENT RESPONDENTS CITING 

FEDERAL GRANT REQUIREMENTS AND INCENTIVES AS A 
FACTOR INFLUENCING TRANSFERS OF MUNICIPAL FUNCTIONS 

Percent Citing Percent Citing 
Function Federal Influence Function Federal Influence 

Environment Oriented Functions People-Oriented Functions 
Environmental Protection 30 % Social Services 17 % 
Transportation 3 1 Recreation 5 
Public Works 8 Law Enforcement1 
Water Supply 29 Fire Protection 8 
Sewage Collection 39 Education 17 
Solid Waste Disposal 12 Public Health 6 
Planning (physical) 36 Housing 53 

Mean percent 26.4% Mean percent 17.6% 

SOURCE: ACIR, Pragmatic Federalism: The Reassignment of Functional Responsibility (M-105), Washington, DC, 
US. Government Printing Office, July 1976, p. 42. 



Figure A-7 
HYPOTHETICAL MODEL OF FACTORS INFLUENCING 
STRUCTURAL AND FUNCTIONAL CHANGES AT THE 

SUBSTATE LEVEL OF GOVERNMENT 

State-Level Factors 
C 

Error Term 

Federal Aid StruciurallFunctionaI Change 
A 

Municipal-Level Factors 
D 

SOURCE: AClR staff. 

returning to a quiescent period of moderate adoption 
(see Figure A-2). Federally sponsored innovations 
(e.g., public housing and urban renewal) exhibit a 
steady increase in the rate of adoption over the same 
time period. Only in the case of locally initiated in- 
novations was an extra-local factor (i.e., state 
policies) related to adoption. Centrally sponsored in- 
novations appear to be a function of community size, 
possibly reflecting the federal government's bias 
toward larger, and presumably needier cities in the 
allocation of federal assistance." 

BinghamI4 and Brown, et al, have demonstrated 
that the content and promoter of innovations have a 
significant effect on municipal adoption of innova- 
tions. Innovations and changes in the processes of 
ongoing activities were most frequently adopted by 
municipal governments. These innovations often en- 
tail adopting technological changes which offered 
greater efficiency and economies in the operation of 
traditional city services (e.g., data processing). 

Efforts at promoting the adoption of new services 

and functions (e.g., urban renewal and public hous- 
ing) have met with significant opposition from mu- 
nicipal officials. They represent a direct threat to the 
status quo and an additional demand on already 
scarce municipal resources. 

Process-oriented innovations are frequently initi- 
ated and adopted by municipal governments. Federal 
grant monies, on the other hand, have been 
employed as an incentive for municipal governments 
to adopt a host of new and often controversial ser- 
vices, often including product innovations. Federal 
success at initiating adoption is largely dependent 
upon the content of the innovation and the size and 
flexibility of the fiscal incentive. 

Addressing the question of incentives and the 
specific manner in which these factors operate to 
alter the functions of substate governments, Agnew, 
et al, found that: 

. . . the absence of any early lag in the tem- 
poral adoption patterns for public housing 
and urban renewal reflects the role of the 



central propagator in supporting the innova- 
tion, thus reducing the time for an innova- 
tion to 'catch on.'" 

Here, the provision of financial assistance character- 
izes the role of the central/federal propagator. The 
authors, however, qualify the direct effect federal aid 
has on the adoption of functional changes: 

Promotion of the innovation by a central 
propagator affects the locus of the threshold 
conditions in that promotional efforts with 
regard to the innovation are directed in some 
systematic fashion toward only certain kinds 
of communities, and adoption per se is af- 
fected accordingly. l 6  

This qualification indicates that the impact of federal 
assistance on functional change is dependent on 
other intra- and intermunicipal factors (e.g., size, 
government structure, local attitudes, state policies, 
etc.). 

Bingham's study of innovation in U.S. cities found 

that functional change is greatly influenced by the 
proper and timely use of federal fiscal incentives as 
well as the nature of the function: 

A major conclusion of this study, then, is 
that bureaucrats are not particularly non- 
innovative, nor are local governments par- 
ticularly slow to adopt innovations as has 
sometimes been suggested. The problem ap- 
pears to be one of incentive. If incentive is 
provided, be it need or amenity, local 
government will probably respond and, 
surprisingly, will respond within a very short 
time. The difficulty appears to be in pro- 
viding incentives. Under our present system, 
process innovations are most likely to pro- 
vide the incentive consistent with the provi- 
sion of public services. This, of course, poses 
special problems for those interested in as- 
suring that local governments adopt specific 
product innovations. In the case of product 
innovations, an incentive must be presented 
to stimulate adoption. l 7  

Figure A-2 
GROWTH CURVES FOR MUNICIPAL INNOVATIONS, BY TYPE OF POLICY 

A. Municipally Sponsoredllnnovations 

I 

TI Time TI+ 1 

B. Federally Sponsored/lnnovations 

SOURCE: John Agnew, Lawrence A. Brown, and J. Paul Herr, "The Community Innovation Process: A Conceptualiza- 
tion and Empirical Analysis," Urban Affairs Quarterly, Beverly Hills, CA, Sage Publications, September 
1978. 



Derthick notes that the study of federal aid and its 
impact on local functions has correctly identified the 
need for leveraging incentives, but has failed to iden- 
tify the intervening variables that maximize the lev- 
eraging capacity of federal assistance programs: 

To achieve results, federal officials must 
have enough knowledge of local politics to 
perceive what incentives are necessary; they 
must supply the incentives in sufficient 
quality; and they must direct the incentives 
to those holders of local power whose sup- 
port is required to achieve the federal pur- 
pose. In short, they must intervene success- 
fully in local politics. l 8  

Derthick has identified the political environment as 
an important intervening variable between the fed- 
eral government's aid program and its eventual im- 
pact on the functional activity of recipient govern- 
ments. She maintains that federal aid mobilizes a va- 
riety of local interests and, consequently, sets the 
stage for potential conflict over how newly acquired 
resources (i.e., federal aid) are to be allocated: 

The introduction of federal benefits into 
the local political systems has a number of 
effects which are difficult for either federal 
or local officials to anticipate accurately and 
which may or may not contribute to the 
achievement of federal purposes. l 9  

As Agnew, et al, have found, the effectiveness of 
federal aid programs is partially a function of local 
initiatives taken as a result of federal incentives for 
such action. A knowledge of local initiatives and how 
they vary in impact (i.e., across different functional 
areas) is critical in the evaluation of federal aid pro- 
grams. 

Studies of the Economic Opportunity Act's Com- 
munity Action Program (CAP) demonstrate the im- 
portance of local political factors as a mediating fac- 
tor between federal initiatives and local functional 
activity. Vanecko, Orden, and Greenstone and Peter- 
sonz0 have found that the political receptivity of local 
elites and the presence of organized interest groups 
were positively associated with the success of CAP 
programs in influencing local governments to estab- 
lish permanent antipoverty programs. 

It would appear then, from these earlier studies of 
federal project grants, that relative to other factors 
(e.g., local elite attitudes, population size, and state 
mandates), federal aid has a minimal impact on the 
assignment of functional activities among municipal 

governments. That conclusion, however, presumes a 
bivariate relationship between the determinants of 
functional inclusiveness and change, and that pre- 
sumption is premature. Rather than hypothesizing 
direct bivariate relationships between federal aid and 
the dependent variable, a more profitable and real- 
istic assessment of this relationship might be charac- 
terized as multivariate. Here a number of factors, in- 
cluding federal aid, operate to collectively determine 
changes in the assignment of functional activities. 
Figure A-1 presents a hypothetical characterization 
of a multivariate model. The bivariate relationship 
between federal aid and the dependent variable is me- 
diated by state and municipal-level factors. The di- 
rect relationship between federal aid and the depen- 
dent variable is hypothesized as either insignificant or 
weaker than the mediated or intervening relation- 
ships. 

The distinction between bivariate and multivariate 
models is not merely a methodological exercise. It 
has significant theoretical and empirical conse- 
quences for understanding and evaluating public pol- 
icies. 

It is theoretically and politically naive to conceive 
of public policy in terms of simple bivariate relation- 
ships. The policymaking process is too complex and 
idiosyncratic to be constrained by so simple a frame- 
work. A multivariate model provides a more realistic 
representation of the actual behavior of municipal 
governments. The additional factors included here 
are those that involve the other two levels of govern- 
ment-state and municipal. 

It is appropriate at this point, then, to set forth 
these state and municipal factors. 

State-Level Determinants 
of Functional Activity 

Situated between the donor and the local recipient 
of federal assistance is a significant and sometimes 
ignored level of government in the study of municipal 
functional activity-the state. Some students of fed- 
eral-local relations presume that state government 
has a negligible direct and minimal indirect impact on 
the federal-local aid relationship. That presumption 
needs substantial qualification. A significant portion 
of federal aid monies to local jurisdictions is passed 
through the state g o ~ e r n m e n t . ~ ~  In some instances, 
this pass-through function is merely an accounting 
procedure with little state involvement. In other in- 
stances, it represents a significant involvement by the 



state in federal-local relations. Allocation of Law En- 
forcement Assistance Act (LEAA) monies, for exam- 
ple, requires the state to establish a state planning 
agency (SPA)22 which solicits, reviews, and awards 
grant monies to local jurisdictions. A pass through is 
mandated, but the question of to whom is up to the 
SPA. This type of pass-through role thus can lead to 
an emphasis on state goals and priorities. 

In addition to its pass-through authority, state 
governments exert a great deal of pressure on the 
assumption and transfer of local functions, and, 
therefore, indirectly influence the federal-local 
relationship. Under Dillon's Rule, state governments 
can dictate what local governments may or may not 
do. This authority manifests itself in a variety of 
ways, each of which is relevant in examining federal- 
local aid impacts: (1) laws mandating local ser-' 
vices/activities; (2) laws prescribing or limiting the 
structure of local government and its functional au- 
thority; (3) direct state expenditures; and (4) state- 
local financial assistance. 

MANDATED SERVlCESlACTlVlTlES 

One of the most direct and effective means of 
altering local functions is a state requirement to per- 
form a specific function not previously provided by 
the local jurisdiction. As defined in a recent ACIR 
report, state mandates include: 

. . . any constitutional, statutory or ad- 
ministrative action that either limits or 
places requirements on local governments.23 

For purposes of organizing this review, revenue and 
expenditure side (i.e., tax limits, and authorized 
functions) mandates are separated from structural 
and institutional mandates (i.e., annexations, con- 
solidations, etc.) 

Fiscally, state-mandated activities are most contro- 
versial when the state fails fully or even partially to 
reimburse local governments for the cost of pro- 
viding the mandated service. When this happens, 
state mandates limit local discretion not only through 
the imposition of new functions, but by placing an 
added drain on scarce local revenues. Excessive man- 
dated service costs can effectively prohibit a local 
jurisdiction from participating in a federal aid pro- 
gram due to overtaxed revenues necessary for match- 
ing and other grant costs.24 

State mandates can and often do take the form of 
specific functional prohibitions. These can be ef- 
fected through state assumption of exclusive func- 

tional responsibility (e.g., welfare) or through 
positive limits on the functional authority of mu- 
nicipal governments. They can also take the form of 
failure to authorize a locality to perform a function. 
The Community Development Block Grant (CDBG) 
program made certain counties eligible if they had 
certain specified community development powers. In 
some cases, states had to act to give them such 
powers. 

Empirically, there is substantial evidence to docu- 
ment the importance of state mandated activities. As 
noted earlier, ACIR identified state requirements as a 
major determinant of newly adopted functional 
activities.15 The most commonly mandated functions 
included solid waste disposal, educational programs, 
and a variety of public and private personnel ac- 
tivities (i.e., workers compensation, retirement pro- 
grams, etc.). 

On the revenue side, state mandates take the form 
of restrictions on local revenue activities. These in- 
clude limits on tax rates or prohibitions on imposi- 
tion of certain taxes, such as local income or sales 
taxes. Combined with the provision of mandated ac- 
tivities, state limitations on local taxing authority can 
have a chilling effect on local functional discretion 
which can spill over to the federal-local domain. 

STRUCTURAL DISCRETION 

Mandates and state-imposed revenue limitations 
influence the assumption of functional activities. The 
other side of the state-local relationship concerns the 
structural limitations states impose on functional 
transfers. Consolidations, annexations, and the for- 
mation of special and general purpose districts each 
represent means by which local government might al- 
leviate the burden or divest itself of costly and ineffi- 
cient functions. State laws regulating the conditions 
and methods for implementing structural changes in 
local governments can have an unintended and severe 
effect on the federal aid-functional change relation- 
ship. 

Consider the case of the community seeking to 
build a new sewage treatment plant. Aware of the 
enormous costs and geographically wide benefits of 
such a project, the community seeks to enter into a 
cooperative grant-seeking venture with adjacent 
communities. In preparing its grant application, the 
participants note that the proposed treatment plant 
will be a joint venture of the participating communi- 
ties under the authority of a special sewage district. 
Award of this grant and its eventual implementation, 



however, is dependent upon state legislative approval 
for the formation of a special district. Such a require- 
ment takes time to implement, and may minimize the 
applicants' prospects of receiving federal monies. In 
other instances, state laws may prohibit any munici- 
pal involvement in a functional activity. Under these 
conditions, the consequences for the functional im- 
pact of federal aid is clear.16 

STATE FISCAL ASSISTANCE TO 
LOCAL GOVERNMENTS AND DIRECT 
STATE EXPENDITURES 

The allocation of state aid monies, particularly 
those for federally aided functions, may have the ef- 
fect of limiting local participation in federal aid pro- 
grams. Localities which receive state assistance-par- 
ticularly when such aid imposes no compliance bur- 
dens-will have a diminished need for federal aid. A 
higher level of direct state expenditures on certain 
functions may similarly reduce a municipality's need 
to provide those functions. 

Empirically, there is limited evidence to support 
either of these conclusions. ACIR's earlier study of 
federal aid programs and their fiscal impact on state 
and local governments indicated that the correlation 
between state and federal aid monies to local munic- 
ipalities (as a percent of local financing) was sta- 
tistically insignifi~ant.~' This, at least, would suggest 
that as of the early 1970s the two sources of local 
assistance were not related. This finding is not alto- 
gether surprising. The functional scope of most state 
aid programs is significantly narrower than the total 
federal aid package. Three functions (i.e., education, 
highways, and welfare) accounted for 81% of all 
state aid to municipal governments in 1975.2' The 
functional narrowness of state aid reduces the possi- 
bility of a significant relationship between the two 
aid measures. 

The absence of a significant direct relationship be- 
tween state and federal aid to municipal governments 
does not eliminate the possibility of identifying an in- 
tervening effect for state aid monies. Research by 
Gray and Williams found that federal assistance (law 
enforcement assistance funds) had a significant im- 
pact on the fiscal importance municipal and state 
governments assigned to federally encouraged law 
enforcement functions. This pattern was more pro- 
nounced for municipal governments where state de- 
pendence (measured in terms of state funding of spe- 
cific functional activities) was minimaLZ9 

In the absence of specific requirements, state agen- 

cies and municipal governments would be: 

. . . expected to mobilize their strength to 
maximize control of newly available re- 
sources without changing their poli~ies. '~ 

Municipal governments and state agencies with sub- 
stantial state funding are thus able to thwart federal 
initiatives for functional change. 

The Gray and Williams study is limited to the 
single function of law enforcement, and their find- 
ings may apply only to this particular activity. The 
authors partially acknowledge this problem, but of- 
fer little explanation for its potential theoretical 
meaning. Conceivably, law enforcement represents a 
policy area where federal intrusion is least desired by 
recipient state and local officials. In less coveted 
policy areas (i.e., pollution control and transporta- 
tion), state dependency may not be a strong obstacle 
to the influence of federal aid programs. 

Collectively, the four state variables identified may 
have an interactive or additive impact on the federal 
aid-functional change relationship. Conversely, it is 
possible that each state factor is intimately related to 
the others so that one or more factors may be redun- 
dant. Though such speculative thinking is best re- 
solved by empirical analysis, Stonecash provides an 
exploratory examination of some of these state level 
factors and their interrelationships." In one class of 
fiscally active states (i.e., those with higher direct 
state expenditures), he states, these do not appear to 
be more restrictive in terms of local taxing authority 
and mandated services. 32 Moreover, such states make 
fewer and smaller financial transfers to local juris- 
dictions. j3 

Stonecash's findings suggest that a certain com- 
bination of state-level policies toward local govern- 
ments (e.g., minimal mandates, minimal restrictions 
on local taxing authority, and minimal state trans- 
fers) set the stage for both active federal grant par- 
ticipation and its accompanying level of functional 
alteration. These analyses are tentative, and do not 
include any data on federal grant levels. They do, 
however, point the way for broader types of research 
and establish the basic relevance of state-level phe- 
nomena in assessing the functional impact of federal- 
local aid programs. 

Municipal-Level Determinants of 
Functional Activity 

Municipal-level determinants of functional activity 
consist of the political and socioeconomic traits of 



municipalities. Within each category there are a num- 
ber of specific concepts and theories which provide 
an empirical basis for assessing the linkage between 
federal aid programs and changes in municipal func- 
tional activities. 

POLITICAL DETERMINANTS 

Adopting the perspective suggested by Derthick, a 
number of researchers have examined the impact of 
competing demands for governmental services and 
the formal structure of municipal governments (i.e., 
reformed and unreformed governmental structure) 
on functional change. 

Interest group theorists maintain that individuals 
who share sociodemographic traits generally share 
basic attitudinal orientations toward the political 
system (as well as other societal  institution^).)^ In- 
dividuals who share these common belief systems will 
behave in a cooperative fashion in order to influence 
the decisions and actions of various political institu- 
tions. This theoretical approach suggests that the ac- 
tivities of homogeneous communities will differ from 
the activities of more heterogeneous communi t i e~ .~~  

Social heterogeneity refers to a condition where 
residents of a municipality differ on more social 
demographic attributes than they share. The choice 
of attributes on which to measure the degree of social 
heterogeneity is based on consideration of group af- 
filiations which are relevant to an individual's 
preferences for governmental services, an issue to be 
discussed in the operational section of this study. 

A number of researchers have found that socially 
heterogeneous communities place a large and diverse 
set of demands on the scarce resources of municipal 
 government^.'^ Consequently, the functions of heter- 
ogeneous communities will be quantitatively large (in 
terms of dollar expenditures) and qualitatively di- 
verse (i.e., more functions provided). Heterogeneous 
communities have a tendency to provide minimal 
levels of service (i.e., dollar expenditures) in a wide 
variety of functional areas. Homogeneous com- 
munities are less likely to generate a large volume of 
diverse demands, providing local government with 
the opportunity to concentrate outputs in policy 
areas where a consensus of preferences exists. The 
homogeneity of preferences provides a greater pro- 
bability of savings through economies of scale and 
other efficiencies which result from consensual 
political environments. )' 

Analysts have assumed that small communities 
with a homogeneous set of public policy preferences 

will be resistant to federal attempts at altering local 
functions. If these homogeneous communities al- 
ready have a limited number of functions (as a result 
of fewer and less variant demands), federal efforts to 
alter current functions are likely to fail. Federal 
policymakers have assumed that: 

. . . traditional policymaking patterns of 
small communities are highly resistant to the 
kinds of externally generated change repre- 
sented by shifts in federal aid  program^.'^ 

More heterogeneous communities, fiscally pressed by 
excessive and competing demands, might look more 
favorably upon federal assistance as a means of sup- 
plementing overtaxed local revenue sources. Sokolow 
suggests that variation in municipal responses to 
federal aid incentives is a function of demand side 
differences among recipient governments. Smaller, 
more homogeneous communities possess two traits 
that enable them to resist federal incentives that seek 
to alter municipal functional activity: 

1. The absence of interest group competition: by 
definition, homogeneous communities lack 
significant socioeconomic differentiation among 
their constituent population. This is not to sug- 
gest that smaller, rural communities lack 
organized interest groups, but rather that these 
groups merely represent a pronounced consensus 
of preferences. 

2. Decision strategies emphasize consensus: as a 
direct response to the sharing of policy prefer- 
ences, decisionmaking in smaller communities is 
directed at consensus or unanimity of preference. 
Conflict is formally minimized. 

The natural conflict produced by the diversity of 
preferences in larger cities minimizes opportunities 
for consensus building, leaving political leaders to 
identify coalitions of interest groups which produce 
sufficient majorities for governmental action. When 
confronted with new and external resources (i.e., fed- 
eral aid), large urban communities are likely to ap- 
propriate this money in a manner consistent with pre- 
vious spending patterns for locally raised revenues 
(e.g., substitution). Rather than target aid at federal- 
ly sponsored activities and risk renewed political bat- 
tles, "large cities allocated the bulk of their early rev- 
enue sharing funds to operating and maintenance 
purposes, as a substitute for increased taxes."39 

Smaller, less fiscally strained cities, are likely to 
either resist offers of federal assistance, or accept aid 
when the intended purpose of the federal assistance 



program is consistent with local policy preferences. 
Sokolow found that when smaller cities accepted 
federal assistance (i.e., General Revenue Sharing) 
they were more likely to make a larger number of ex- 
penditures on new services, capital equipment, and 
other activities supported by the federal aid program, 
than to substitute federal monies for local taxes: 

In general, the smaller governments, 
cities, counties, and townships allocated 
their first revenue sharing funds for a variety 
of equipment purchases and construction 
remodeling projects. They were able to catch 
up on deferred maintenance and capital im- 
provement projects. One writer character- 
ized some of these expenditures as 'nice-to- 
have' but not essential.40 

Nathan, et al, note that the uncertainty associated 
with the continued funding of General Revenue Shar- 
ing may have led many localities to avoid long-term 
projects (i.e., new functional activities). ' I  

The absence of any competing demands for use of 
aid monies may make it possible for certain munici- 
palities to assume new functions. Collaborative find- 
ings on this point are provided by Kettl. Examining 
expenditure patterns for CDBG monies, Kettl con- 
cluded that the central cities of Bridgeport, New Lon- 
don, and Norwich, CT, were unable to allocate 
CDBG monies in a manner consistent with what 
some took to be the legislative intent of the program. 
Expenditures for community development, long- 
term revitalization and systematic citywide programs 
were largely ignored for more politically expedient 
"tot lots and other neighborhood projects."42 

The bargaining produced scattered, short- 
term neighborhood projects. Over the first 
three years of the program, funds for con- 
centrated redevelopment projects decreased, 
while cities spent more for neighborhood 
parks and facilities and neighborhood public 
 service^.^' 

The aforementioned studies provide only limited 
evidence to support the mediating effect social heter- 
ogeneity has on the federal aid-functional change 
relationship. General Revenue Sharing (GRS) and 
CDBG are not characteristic of the federal aid sys- 
tem, nor are California and four cities in Connecticut 
a sufficient sample from which to generalize. In spite 
of these limitations, we expect heterogeneous politi- 
cal environments to be obstructive of federal aid 
goals because of the competing and politically vol- 

atile demands they generate toward government. Un- 
der these circumstances, control over federal aid pro- 
grams and their impact on local functional activities 
is neither in the hands of federal nor local officials. 
Rather, the locus of control is with the numerous and 
fragmented interest groups operating within the 
boundaries of the municipality. 

The hypothesized impact of social homogeneity on 
the federal aid-functional change relationship is two- 
staged. Initially, socially homogeneous communities 
are likely to resist federal aid incentives for func- 
tional change by nonparticipation. When participa- 
tion does occur, however, it is the socially homo- 
geneous communities that are most likely to exhibit 
changes in functions consistent with the intent of 
federal aid programs. 

GOVERNMENTAL STRUCTURE 

Lineberry and Fowler4* and Karnig" identified a 
negative relationship between reformed governmen- 
tal structures (i.e., manager-council, at large rep- 
resentation, nonpartisan elections, strong civil ser- 
vice) and the number of functions performed by mu- 
nicipal governments in the mid-1960s. The authors 
offer a linkage explanation for this relationship: 

The translation of social conflicts into 
public policy and the responsiveness of poli- 
tical systems to class, racial, and religious 
cleavages differs markedly with the kind of 
political structure. Thus, political institu- 
tions seem to play an important role in the 
political process-a role substantially inde- 
pendent of a city's demography. It is clear 
that political reforms may have a significant 
impact in minimizing the role which social 
conflicts play in deci~ionmaking.~~ 

Unreformed governmental structures (partisan 
elections, ward representation, mayor-council and 
weak civil service) provide a conduit through which 
the demands of the socially disadvantaged can be ef- 
fectively communicated to government, Unreformed 
governmental structures enhance the influence of the 
poor and other relevant interest groups by increasing 
personal contact between elected officials and the 
electorate through ward representation, and pro- 
viding voters a valuable guide to candidates and 
issues through partisan elections. If federal aid is 
viewed as a conditioner of the services of municipal 
governments, its influence here presumably would be 
inversely related to the accessibility and openness of 



municipal government (i .e., unreformed governmen- 
tal structures). 

It is important to note that Lineberry and Fowler 
found no evidence to support earlier contentions that 
communities with reformed and unreformed govern- 
mental structures are demographically dissimilar. 
Given the work of Sokolow, it might be expected that 
reformed governments would be socially homoge- 
neous while communities with unreformed govern- 
mental structures would exhibit a substantial degree 
of social heterogeneity. Lineberry and Fowler found 
little evidence to support this conclusion: 

Cities with reformed and unreformed in- 
stitutions are not markedly different in terms 
of demographic variables. Indeed, some 
variables like income, ran counter to the 
popular hypothesis that reformed cities are 
havens of middle class. Our data lent some 
support to the notion that reformed cities are 
more homogeneous in their ethnic and 
religious populations. Still, it is apparent 
that reformed cities are by no means free 
from the impact of these  cleavage^.^' 

SOCIO-ECONOMIC DETERMINANTS 

Under the heading of socio-economic traits, a wide 
range of variables has been studied by Liebert and 
Dye and Garcia in terms of their relationship to 
changes in the functional inclusiveness (scope of 
functions) of municipal governments. Generally, 
each operational index has attempted to measure mu- 
nicipal need and/or municipal capacity to fulfill need 
(e.g., population size, age, suburban status, wealth, 
etc.). Municipalities in need of certain services, but 
fiscally unable to provide for these activities, are like- 
ly to be responsive to federal aid initiatives. The 
availability of resources (both local and extra-local) 
and the public support to expend these resources 
(i.e., tax rate) provide strong incentives for changes 
in municipal functional activity. 

Drawing on the work of Liebert and Dye and Gar- 
cia, changes over time can be identified in the pattern 
of observed relationships between indicators of need 
and capacity and the functional scope of municipal 
governments. Larger communities tend to provide 
more functions for their constituents than small com- 
munities (Table A-7). The strength of this relation- 
ship, however, diminishes across time (i.e., between 
1960 and 1 WO), possibly reflecting the introduction 
of a new influence on the scope of functional activ- 
ities. Similarly, the relationship between inclusive- 

ness and municipal age, though positive, diminishes 
in strength over time. The significant changes in the 
magnitude of these observed correlations suggest that 
other variables are operating over time to affect the 
relationships between indicators of need and func- 
tional inclusiveness. This is particularly relevant in 
the case of municipal age where the variance between 
communities is virtually constant over time, leaving 
only the dependent variable to vary over time as a 
function of some other factor@). 

Liebert found age to be the best predictor of func- 
tional inclusiveness in his four variable model. He 
suggests that older cities by virtue of their age are 
likely to have acquired more functional responsibil- 
ities. Older cities predate the "good government" 
movement when the growth of government was un- 
bridled by organized concern for efficiency and 
economy in municipal government. 

Conceptually, age is an ambiguous variable and in 
fact a surrogate measure of time. In this regard its ex- 
planatory power is limited to statements that direct 
the researcher to a specific period in the past when 
the dependent variable's content and character were 
shaped. Unfortunately, time as an explanatory vari- 
able does not tell us what phenomenon (at a parti- 
cular time) is responsible for shaping the dependent 
variable. Time needs to be substituted for a more spe- 
cific set of concepts that are associated with the per- 
iod in which the character and quantity of functional 
responsibility was structured. Our own analysis at- 
tempts to affect this substitution by identifying 
municipal level factors associated with functional re- 
sponsibility and functional reassignment. 

Using 1960 level data, Liebert found that function- 
al inclusiveness was significantly related to per capita 
municipal expenditures (R = .320).48 Dye and Gar- 
cia, studying a relatively comparable sample of muni- 
cipalities in 1970, found the expenditure-functional 
inclusiveness relationship increased significantly in 
magnitude (R = .650)49 (see Table A-7). The expan- 

'sion of federal grant assistance under the Johnson 
Administration may have stimulated a significant in- 
crease in the assumption of functional responsibil- 
ities by adding revenues to  the resource base of cer- 
tain municipal governments. Consequently, the in- 
creased relationship between expenditures and pro- 
gram activity may be a function of federal assistance 
rather than increased utilization of local revenues. 

Dye and Garcia note that the assumption of new 
functional responsibilities does not necessarily mean 
an accompanying decline in expenditures for other 
basic services (i.e., services previously provided by 



Table A-7 
DETERMINANTS OF FUNCTIONAL INCLUSIVENESS OVER TIME1 

Variable 

1960 1970 
Liebert DyeGarcia 

Zero Zero 
Order Beta Order Beta 

Municipal Agea .580 .469 .470 .330 
Suburban Status b - .450 - .I41 N A N A 
Population Size .530 .052 .260 .090 
Tax Revenues-1972 .740 N A .630 .390 
Total Expenditures Per 

Capitac .320 .259 .650 .410 

'The zero-order correlation represents the relationship between each independent variable (i.e., age, status, etc.) and 
functional inclusiveness. The beta represents the same relationship controlling for the effect of all other indepen 
dent variables listed in the table. 

aYears since municipality surpassed 50,000 in population size. 
b ~ i t i e s  within SMSA excluding central city. 

CExcluding fire and police expenditures. 
SOURCE: Roland Liebert, Disintegration and Political Action: The Changing Functions of City Governments in 

America, New York, NY, Academic Press, 1976, pp. 104-151; Thomas R. Dye and John A. Garcia, "Struc. 
ture, Function, and Policy in American Cities," Urban Affairs Quarterly, September 1978, p. 113. 

the municipality). If such a condition prevailed, new- 
ly assumed functional responsibilities would be 
fiscally offset by the reduction in or outright elimina- 
tion by one means or another of current functional 
responsibilities. As Dye and Garcia note: 

Despite good theoretical reasons for 
believing that an increase in functional re- 
sponsibilities might reduce the level of sup- 
port given other common functions, our 
analysis fails to produce any evidence of 
such a negative spillover. . . . Increased 
functional responsibilities do not adversely 
effect spending on common municipal func- 
t i o n ~ . ' ~  

Theoretical meaning for some of these observed re- 
lationships is provided by Clayton and S t e ~ e n s . ~ '  
Studying the frequency with which local governments 
transfer functional activities by contracting them out 
to another jurisdiction, the authors test a three vari- 
able model to explain this functional phenomenon: 

. . . the more recent the date of incorpora- 
tion, the lower the individual resident in- 
come level, the greater the relative power of 
a specific user group with homogeneous de- 
mands, and the greater the homogeneity of 

resident demand, the more likely a city is to 
spend a larger proportion of its receipts on 
services contracted for with a county pro- 
v i d e ~ . ~ ~  

The authors' model accounts for 73% of the varia- 
tion in municipal contracting activities for a sample 
of California communities.sThough the authors do  
not speculate as to the causal ordering of variables in 
their model, an implicit ordering can be deduced 
from their own analyses. 

Recent incorporation provides a community with 
the opportunity to decide whether to raise the capital 
necessary to establish individual agencies and service 
delivery systems or to contract with a county or adja- 
cent community. Older municipalities are committed 
to previous expenditures and have existing bu- 
reaucracies and physical plants which are unlikely to 
accept expiration passively. Newer cities generally 
have smaller tax bases and, consequently, have a 
need to avoid costly bureaucracies and capital ex- 
penditures for the construction of physical plants. 
Less wealthy communities stand to benefit most from 
the economies of scale achieved by contracting with 
adjacent areas. Finally, the homogeneity of pref- 
erences associated with new and less wealthy com- 
munities provides a strong political base from which 
to enter intergovernmental service agreements: 



. . . homogeneity would lead recipients to 
desire similar service output levels and qual- 
ities and would lead them to concur in their 
tastes for service mixes.'4 

A MODEL OF MUNICIPAL 
FUNCTIONAL ASSIGNMENT 

Two themes emerge from the literature on func- 
tional assignment that must be reflected in any study 
of this phenomenon: (1) the need to use multivariate 
models in the study of functional assignment, and (2) 
the importance of program content, i.e., the nature 
of the function, for explaining the assignment issue. 

Multivariate Relationships 

Figure A-3 depicts the basic model of functional 
change used in the previously discussed literature on 
functional assignment. The most exogenous variable, 
federal aid, interacts with state and municipal level 
phenomena to produce an indirect effect on the na- 
ture of functions performed. The direct relationship 
between federal aid and functional scope is hypoth- 
esized as statistically weak to moderate, whereas all 
multivariate relationships are hypothesized as being 
of significant magnitude. 

Though the model depicted in Figure A-3 exhausts 
most potential determinants of the dependent var- 
iable, it does not address the manner with which 

Figure A-3 
A MODEL OF THE FEDERAL AID.FUNCTIONAL SCOPE RELATIONSHIP 

B 
State Level 

(A) Mandated Activities 
(B) Local Discretionary Powers 
(C) Direct State Expenditures 
(D) State-Local Fiscal Aid 

D 
A Functional Scope 

Federal Aid 
(A) inclusiveness 

(A) Total Dollar Assistance (B) Change 
(1) Transfer 
(2) Assumption 

C 
Local Level 

(A) Social Heterogeneity 
(B) Political Structure 
(C) Fiscal EfforUCapacity 
(D) Social Need 

SOURCE: AClR staff. 



these variables collectively or individually affect 
functions provided by the municipalities. The hy- 
pothesized relationship for the individual variables is 
displayed in Table A-8. 

Delineation of the precise operation of the multi- 
variate model is beyond the scope of this study. The 
reader should not, however, dismiss the importance 
of discerning how federal aid operates through state 
and municipal environments to structure functional 
assignment. This study is an initial step in detecting 
the determinants of functional assignment and their 
relative influence on this phenomenon. Future re- 
search will need to build upon the findings of this 
study by examining the interaction among various 
determinants as they influence functional assign- 
ment. 

The policy implications of a multivariate model are 
noteworthy. If federal aid affects functional activ- 
ities independent of state and municipal-level factors, 
federal policymakers need not concern themselves 
with complex intergovernmental relations when 
devising grant strategies to alter the program outputs 
of municipal governments. If, however, federal aid's 
impact on municipal functional activity is mediated 
significantly by either state and/or local conditions, 
federal policymakers will be wise to consider these in- 
tergovernmental dimensions when devising federal 
grant strategies. The specific nature of state and 
municipal determinants of the federal aid-functional 
change relationship will define the parameters of 
viable action for federal decisionmakers. 

The Importance of 
Functional Content 

Liebert, Agnew, et al, and Bingham in works cited 
earlier have demonstrated that the determinants of 
functional change vary with the nature of the func- 
tion. This finding has not been applied, however, in 
explaining the assignment of local functions. One 
reason is the ambiguous and elusive meaning of func- 
tion. Another is the unmanageable number of func- 
tional categories and/or the cumbersome systems for 
classifying functions. The latter problem (which must 
be overcome if empirical analysis is to be conducted) 
can be minimized by conceptually linking the system 
of classification with the phenomena under study. 

For the purposes of this study, a new, but not 
unique, functional classification will be employed. 
The central assumption of this typology is that it is 
politically and economically more advantageous for 
municipalities to provide certain functions than 

others. The basic elements of the typology are the 
economies of scale (i.e., supply side factor) and the 
homogeneity of preferences (i.e., demand side fac- 
tor) associated with each functional activity. 

A Supply Side Explanation of 
Functional Assignment 

A number of political economists have studied the 
problem of functional assignment from the perspec- 
tive of the market place." The basic tenet of this ap- 
proach is that individuals and governments will 
always act to maximize their benefits and minimize 
their costs, while pursuing a specific goal (i.e., the ra- 
tionality axiom). From this perspective, the assign- 
ment of functional responsibility is not an end itself, 
but rather a means of delivering goods and services to 
a constituent population. 

The relevant question when diagnosing functional 
assignment according to this school, is "how effi- 
ciently government provides citizens with public 
goods and services that citizens   refer."'^ Employing 
the rationality axiom as the basis for evaluating the 
performance of government, political economists 
have defined efficiency in terms of maximum policy 
outputs for the smallest per unit cost. Drawing on the 
theory of  firm^,^' size economists suggest that max- 
imum efficiency is achieved under conditions of cen- 
tralized production-economies of scale. Applying 
the plant analogy to the production of municipal ser- 
vices, many reformers maintain that ". . . increasing 
the size of governmental units will be associated with 
higher output per capita and more efficient provision 
of services. " 5 8  

The size hypothesis has met with conflicting em- 
pirical results. H i r~ch ' s*~  research on this question 
has revealed a pattern in which economies of scale 
are associated with particular activities and not 
necessarily with the size of the governmental body or 
service district. 

The conclusion to be drawn from Hirsch's 
efforts is that economies of scale vary among 
different services supplied in the public sec- 
tor. Some services are more efficiently pro- 
duced by larger jurisdictions; some are more 
efficiently produced by smaller units.60 

A number of researchers have confirmed Hirsch's 
findings concerning the nature of scale economies 
and disec~nomies.~'  Table A-9 presents a summary 
of this research. Each function is characterized ac- 



Table A-8 
DESCRIPTION AND INTERPRETATION OF HYPOTHESIZED RELATIONSHIPS 

BETWEEN SELECTED INDEPENDENT VARIABLES AND 
FUNCTIONAL SCOPE OF MUNICIPALITIES 

Variable 
Direction of 
Relationship Interpretation 

Federal level 
Federal Aid 

State level 
Annexation 

Functional Discretion 

Mandates 

Consolidation 

Direct Expenditures 

Local Level 
Home Value 

Government Form 

Property Taxes 

Social Need 

Social Heterogeneity 

Positive 

Positive 

Positive 

Positive 

Positive 

Negative 

Positive 

Positive 

Positive 

Positive 

Positive 

Higher level of federal assistance is related to greater 
functional responsibility. 

Greater municipal discretion to annex adjacent land 
is related to greater functional responsibility. 

Greater freedom to choose areas of functional activi- 
ty is related to greater functional responsibility. 

Higher level of state-mandated service activity is 
related to greater functional responsibility. 

Greater municipal discretion to consolidate with 
other cities is related to greater functional responsi- 
bility. 

Higher level of direct state expenditures is related to 
fewer municipal functional responsibilities. 

Higher valued housing stock is related to greater 
functional responsibility. 

Cities with unreformed governmental structures (i.e., 
partisan elections, etc.) perform more functions than 
cities with reformed governmental structures. 

Higher level of property taxation is related to greater 
functional responsibility. 

Higher level of social need is related to greater func- 
tional responsibility. 

Higher level of social heterogeneity is related to 
greater functional responsibility. 

SOURCE: AClR staff. 



Table A-9 
ECONOMIES OR DISECONOMIES 

OF SCALE ASSOCIATED WITH 
FUNCTIONS PROVIDED BY 

MUNICIPAL GOVERNMENTS 

Function 
Economies1 

Diseconomies 

Highways 
Parking 
Sewerage 
Water Supply 
Sanitation 
Libraries 
Financial 

Administration 
Electrical Supply 
Gas Supply 
Transit 
Park JRecreation 
Airports 
General Control 
Liquor Stores 
Natural Resources 

Health 
Hospitals 
Fire 
Higher Education 
Special Education 
Local Schools 
Corrections 
Housing1 

Urban Renewal 
Police 
General Assistance 
Categorical 

Assistance 

Economies of Scale 
I 1  

, I  

I 9 

I I  

1 9 

Diseconomies of Scale 
' ' 
9 9 

,I 
I I 

9 I 

, I  

SOURCE: Werner Hirsch, "Local Versus Areawide Ur- 
ban Government Services," National Tax 
Journal, December 1964, pp. 331-339; and 
William Fox, et al, Economies of Scale in 
Local Government: An Annotated Bibliogra- 
phy, U S .  Department of Agriculture, Re- 
search Report #9, 1979. 

associated. 62  

Policies for which important economies of scale 
can be expected are generally capital intensive rather 
than labor intensive. Normally, economies of scale 
accrue when a capital intensive enterprise can spread 
the high costs of capital over a large number of cus- 
tomers (e.g., the building of a sewer treatment plant). 
Labor intensive policies (e.g., police and fire services) 
exist when the costs of providing the service cannot 
be evenly and efficiently distributed over a large 
number of customers without: (1) increasing service 
coverage and thus increasing costs disproportionately 
to benefits, or (2) taxing individuals who are not 
benefited by the service. 

Independent of other influences, municipalities 
will tend to transfer out functions for which they are 
unable to fully exploit the economies of scale-water 
services, transportation, and waste disposal. Those 
functions for which economies are not available if 
performed by a larger jurisdiction will be retained 
and/or assumed by municipal governments. 

A Demand Side Explanation of 
Functional Assignment 

In response to the nonpolitical nature of supply 
side explanations, political economists have devised a 
demand theory of functional assignment which is re- 
lated to people's feelings about governmental ser- 
vices. Noting that policy outputs are essentially the 
result of demands transformed into governmental 
decisions, these demand-oriented theorists suggest 
that changes in the activities of municipal govern- 
ments are a function of the opinion consensus that 
forms around demands for government action.63 

A supply side explanation of functional integration 
assumes: (1) everyone has similar tastes for municipal 
services, and (2) municipal size is not an important 
determinant of people's tastes for goods and services 
provided by government. Demand side theorists sug- 
gest that these assumptions are unwarranted. Indi- 
viduals generally have different tastes for goods and 
services produced by municipal government. 

Homogeneity of preferences enables municipalities 
to avoid duplication while maximizing the pref- 
erences of the largest number of citizens. At the same 
time, the larger the service area (population served), 
the more diverse demands for that public service will 
be. A number of researchers have identified this con- 
dition as the source of opposition to changes in func- 



tional responsibility or in jurisdictional size.64 
Citizens perceive their preferences diluted by the in- 
clusion of other actors in the decisionmaking pro- 
cess, and thus oppose functional reassignment or 
changes in jurisdictional boundaries: 

The heterogeneity or homogeneity of pop- 
ulations within political units is also likely to 
affect the social interaction costs of political 
decisions. Both decisionmaking costs and 
potential political externalities are likely to 
be lower in a group of people with similar 

Yet, the relationship between population size and 
heterogeneity of preferences is not the same for all 
functions. Certain services produce little variation in 
articulated preferences. Thus, citizens show little 
disagreement over the kinds of service they want 
from garbage collection and sewage disposal. 
Regardless of the number of citizens serviced, 
preferences for these services are likely to be 
homogeneous and free of conflict. 

More fragile and controversial policies-edu- 
cation, police, housing-are likely to produce a 
greater variety of preferences and, hence, increased 
potential for conflict. Larger service populations for 
these services thus make it more difficult to achieve 
consensus on the nature of the policy output, produc- 
ing a diverse set of activities within each of the func- 
tions. A qualitative distinction, therefore, can be 
identified among services along a conflictual-non- 
conflictual dimension. Some policies engender 
greater controversy and heterogeneity of preferences 
in a constituent population (e.g., education, police, 
welfare, and housing). Conversely, other policies fail 
to generate a variety of preferences producing a con- 
sensus of preferences by default for the delivery of 
these public services (e.g., waste disposal, transporta- 
tion, pollution abatement). 

Employing a similar dichotomy, W i l l i a m ~ , ~ ~  
tho ma^,^' Kirkpatrick and Morgan,68 and M a d 9  
have each identified a significant relationship be- 
tween functional areas (i.e., controversial and non- 
controversial) and elite support for functional assign- 
ment across levels of government. Williams suggests 
that the essential differences between the two cate- 
gories of functions is the "importance of the service 
in maintaining preferred  value^."'^ Functions for 
which preferences are strongly held are likely to 
generate greater elite interest and desire for local con- 
trol. Functions where less strongly held preferences 
produce a policy consensus are likely candidates for 

consolidation with other units. Municipal govern- 
ments are likely to avoid responsibility for functions 
which generate excessive political controversy as a re- 
sult of heterogeneous citizen preferences. Less con- 
troversial functions are more conducive to a stable 
political environment which enhances the provision 
of these functions by municipal governments. 

Exceptions to this pattern of functional assignment 
are expected, of course. Police, fire, and some other 
governmental functions (i.e., courts, executive man- 
agement agencies) are traditional functions of mu- 
nicipal government. Liebert suggests that historical 
inertia may block significant changes in the assign- 
ment of these functional responsibilities since they 
are associated with the initial incorporation of muni- 
cipal governments. 

Figure A-4 brings together the demand and supply 
dimensions in a typology of substate functional 
change. It is expected that support for municipal 
functional assignment will be greatest for those func- 
tions characterized as noncontroversial economies of 
scale. Conversely, support for municipal functional 
assignment will be weakest for services characterized 
as controversial diseconomies of scale. Both noncon- 
troversial diseconomies of scale and controversial 
economies of scale activities are hypothesized as gen- 
erating moderate to low levels of support for mu- 
nicipal functional assignment. For the purposes of 
this study, it is assumed that municipal assignment of 
functional responsibilities involving controversial 
economies of scale are less likely to occur than mu- 
nicipal assignment of noncontroversial diseconomies 
of scale functions. 

It is important to remember that the hypothesized 
typology of functional assignment represents the ex- 
pected preferences of municipal officials for func- 
tional assignment. There is substantial empirical 
evidence to support the attitudinal claim made in the 
typology of functional assignment. Stein7' and 
ACIR7= have found that the preferences of municipal 
officials for functional assignment conform to the 
hypothesized typology. 

These preferences, however, are distorted by a 
number of extra-municipal forces (i.e., state and 
federal). The central issue is not whether the typology 
is supported by the current assignment patterns, but 
whether we can account for the deviation between 
preferred assignment patterns and observed patterns 
of functional assignment. In this regard we can deter- 



Figure A-4 
A TYPOLOGY OF MUNICIPAL FUNCTIONS: 

A SUPPLY AND DEMAND SYNTHESIS 

I SUPPLY SIDE 

Economies of Scale 
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mine the extent to which functional assignment is 
structured by conditions of supply and demand as 
opposed to federal, state, or municipal influences. 

OPERATIONAL MEASURES 

This section identifies the data base used to make 
the model of municipal functional assignment opera- 
tional. It describes the nature of the sample of 
municipalities examined, and the definitions and 
data used to measure (1) the changes in functional 
assignment, and (2) the factors of influence. The 
statistical techniques employed to manipulate the 
operational measures are explained in the succeeding 
section. 

The Sample of Municipalities 

Previous studies of functional change have ex- 
amined cities over 50,000 in population size (e.g., 
Liebert and Dye and Garcia) or those over 5,000 in 
population (e.g., ACIR). In many ways, the wide dif- 

ference in the composition of these samples may ac- 
count for the variation in research findings. Mu- 
nicipalities below 25,000 in population size tend to be 
engaged in a limited number of functions due largely 
to their reduced level of demand. Consequently, 
grouping these municipalities with those in the over 
25,000 category creates problems of comparability. 
Further, available data for individual municipalities 
under 25,000 in size is limited and, in some instances 
(i.e., federal aid allocations), virtually nonexistent. 
For these reasons, only municipal governments 
25,000 and over in population as of 1967 were in- 
cluded in this study. This procedure netted an effec- 
tive sample size of 845 municipalities, which are 
shown by population category in Table A-10. 

To assess changes in functional assignment over 
time, data. has been collected for the years 1967, 
1972, and 1977. Since yearly changes in functional 
assignment are not expected, the two five-year inter- 
vals (i.e., 1967-72 and 1972-77) provide ample oppor- 
tunity to observe the nature and determinants of 
functional reassignment (i.e., transfers and assump- 
tions). 



Table A-10 
DISTRIBUTION OF MUNICIPALITIES 
WITH POPULATION OF 25,000 OR 

MORE IN 1967, 
BY POPULATION SIZE 

Municipalities 

Population 

1,000,000 + 
500,000-999,999 
250,000-499,999 
100,000-249,999 
50,000- 99,999 
25,000- 49,999 

Number 

6 
15 
31 
100 
239 
454 

845 

Percent 

0.7% 
1.8 
3.7 
11.8 
28.3 
53.7 

100.0% 

SOURCE: U S .  Bureau of the Census, 1977 Revenue 
Estimates of Municipality Population Size, 
Department of Treasury, Office of Revenue 
Sharing, U.S. Government Printing Office, 
August 1979. 

Functions and Functional Activities 

Liebert and Dye and Garcia examined common 
governmental activities, often excluding relatively 
new functions which are the object of federal aid ini- 
tiatives. Both studies tended to define functions 
coterminous with the administrative-service delivery 
structure associated with the function. In so doing, 
the authors failed to consider that many functions 
are, in fact, broad policy areas encompassing a varie- 
ty of specific activities. Some police departments, for 
example, operate mobile crime laboratories, others 
do not, a fact of noncomparability which will not be 
revealed when the laboratory activity is included 
under the police function. Still more troublesome are 
functional activities performed by different agencies 
within municipal governments. Ambulance services 
are often provided by the police, fire, or health de- 
partments in the same municipal government. 

Because of the limited availability of data bases, 
this analysis provides only a little more functional 
specificity than those in the above studies. Functional 
definitions used are those provided in the Census of 
Governments' municipal government finance sur- 
~ e y . ~ '  The finance survey provides municipal ex- 
penditure data for 26 functional activities (see 
Exhibit A) .  Ideally, greater functional specificity 
would be desired. The Census Bureau detail is suffi- 

cient, however, to overcome some of the problems of 
functional ambiguity. 

A municipality is considered to provide a function 
when its annual operating expenditures for the func- 
tion are $10,000 or more. Any operating expenditure 
below $10,000 was deemed trivial and not charac- 
teristic of an ongoing municipal function.74 All ex- 
penditure and aid allocations have been deflated for 
national rates of inflation using 1967 as the base 
year. 

The specific dependent measure employed in this 
study changes with the type of analysis conducted. 
One dependent variable employed in both a time- 
series and static analysis is functional inclusiveness. 
Inclusiveness as defined in the Dye and Garcia and 
Liebert studies refers to the total number of func- 
tions performed by a municipal government. 

An analysis of changes in functional inclusiveness 
implies either the transfer/devolution of functions or 
the assumption of new functions. In addition to  ex- 
amining the rate of change in functional inclu- 
siveness, therefore, the nature of functional change 
requires that the manner by which change has oc- 
curred (i.e., transfers and assumptions) be measured. 

The importance of distinguishing between trans- 
fers and assumptions is underscored by the fact that a 
municipality can assume and transfer an equal num- 
ber of functions showing no net change in the scope 
of functions. Without examining the rates of both 
transfers and assumptions, one might fail to detect or 
underestimate the degree of functional change. 

Operationally, therefore, four dependent measures 
are studied: (1) functional inclusiveness; (2) change in 
functional inclusiveness; (3) transfer of functions; 
and (4) assumption of functions. 

Measuring the Influence Factors 

FEDERAL LEVEL 

Reliable data for federal grant allocations often is 
not available and frequeptly is limited to aggregated 
state level figures. Data bases which provide func- 
tional specificity for municipal grant allocations are 
limited to the Bureau of Census' Government Fi- 
nances and the Community Services Administra- 
tion's (CSA) Federal  outlay^.^' Though the CSA 
data now is recognized as the most accurate account- 
ing of aid allocations for municipal government, its 
availability and reliability for the period, 1968-72 is 
severely limited.76 Government Finances is available 
prior to 1972 with sufficient functional specificity to 



fulfill the data needs of this study. The Census 
Bureau's measure of federal grant assistance excludes 
any federal aid monies passed through the state to the 
municipal government. It identifies as federal aid 
monies only those payments made directly to munici- 
pal governments. Thus, these figures overstate the 
actual amounts of state-local aid and understate the 
amounts of federal-local aid. 

Though the Census Bureau's data on municipal 
federal aid allocations is reliable, its lack of detail 
limits the scope of our analysis. Census data do not 
distinguish between project and formula grant allo- 
cations. Researchers have found that the fiscal im- 
pact of federal aid differs between project and for- 
mula grant  mechanism^.^^ Project grants tend to be 
more restrictive in the conditions that are placed on 
recipient governments. It is expected that project 
grants rather than less restrictive formula grants will 
be more effective in leveraging functional reassign- 
ment (i.e., transfers and/or assumptions). This 
hypothesis, however, remains a moot question until 
more detailed data on federal aid allocations be- 
comes available. 

STATE LEVELT8 

In examining the state's impact on municipal func- 
tional activity, state-level scores were assigned to 
each city within a specific state. This technique pre- 
serves the unit of analysis at the municipal level while 
enabling consideration of cross level relationships. 

Measures of state-level mandates and discretionary 
authority granted to local governments are assumed 
to be uniform across all municipalities within a single 
state. No logical fallacy (i.e., generalizing from the 
whole to the part) is committed by assuming that the 
state-level operationalization is an accurate measure 
of the municipal value on the same variable. Man- 
dated functions and local discretionary authority, 
with some exceptions, are uniformly applied to all 
general purpose governments of the same class. The 
exceptions concern smaller municipalities (i.e., muni- 
cipalities below 25,000 in size), which are exempt 
from certain state mandates. 

The ACIR's 1978 study of state mandates identi- 
fied 77 potential mandates across eight  function^.'^ 
Using that data, this analysis employs two measures 
of mandated activities for each state: (1) the percent 
of total activities mandated by each state, and (2) the 
percent distribution of mandated activities by func- 
tion. As noted before, each municipality will be 
assigned a mandated activities score according to the 

state in which it is located. 
State statutes regulating the powers of municipal 

governments are used in constructing separate func- 
tional, structural and fiscal indexes of local discre- 
tion. Listed below are the classes of state statutes 
used as indicators of local d i s ~ r e t i o n . ~ ~  

I. Local structural discretions1 
A. Local annexation authority/requirements 

1. Petition of property owners 
2. Public hearing 
3. City ordinance 
4. Referendum in annexing city 
5. Referendum in annexed area 

B. Local consolidation authorityhequire- 
ments 

1. Referendum in one community 
2. Referendum in both communities 
3 .  Consolidation allowed 
4. Referendum required in unincorpo- 

rated area 
C. Home rule authority 

1. Granted in state general law 
2. Structural home rule granted 

11. Local functional discretions2 
Contract power vested with locality 
Interstate service agreements allowed 
Intrastate service agreements allowed 
Requires action of local government 
Interservice agreements must be in accord 

with state law 
Only one juridiction need have functional 

authority for interservice agreement 

111. Local fiscal discretion 
A. Referendum for bond issues required 
B. Maximum life of bond issues regulated by 

state 
C. Interest ceiling on bond issues regulated 

by state 
D. Property tax limits imposed by state 
E. Short-term borrowing followed 

Scale scores for each of the state-local relations 
variables (i.e., home rule, mandates, annexation, 
consolidation, functional and fiscal discretion) were 
constructed by a simple summation technique. After 
confirming the dimensionality of each item in the 
scale, values of 1 or 0 were assigned to each scale 
items (1 = discretion extended to locality, 0 = 
discretion not extended to locality). The item values 
were then summed to arrive at a single scale score. 

State aid to local jurisdictions tends to be func- 



tionally narrow and relatively stablea3 over time. The 
condition of uniform variable values across munici- 
palities within a single state is not, however, a valid 
assumption for state-local aid transfers. Within each 
state, nonuniform allocations are made across a va- 
riety of functional activities. State-local fiscal aid is 
often allocated on the basis of population, need, and 
general fiscal conditions. In order to measure this 
state-level activity properly, it is necessary to identify 
the amount of state aid each municipality has re- 
ceived by function. An aggregated state level within a 
state receives an equal amount of state aid. Total 
state aid allocations to municipal governments as 
well as functional state aid allocations are obtained 
from the Census Bureau's Government Finances. 84 

Direct state expenditures are outlays made for 
functions performed solely by the state government 
for the benefit of all jurisdictions and individuals in 
the state. The measure of direct state expenditures 
employed in this study assumes uniform variable 
values for all communities within a state. Each muni- 
cipality within a state is assigned a score correspond- 
ing to the state's total direct expenditures in 11 func- 
tional areas. Again, Government Finances reports 
data on direct state expenditures by state, functional 
activity, and year. 

Our measure of state aid includes both categorical 
grants and shared taxes. 

LOCAL LEVEL 

One of the most difficult variables to conceptualize 
(and, therefore, to make operational) is the degree of 
social heterogeneity present in a community. Heter- 
ogeneity is often confused with other factors; e.g., 
social conflict and ethnicity. These factors are often 
related to social heterogeneity but are not necessary 
nor sufficient in defining a heterogeneous or ho- 
mogeneous municipal environment. 

Some of the confusion over the nature of this con- 
cept also is attributable to the variables which define 
diversity within a community. Heterogeneity is de- 
fined in terms of the number of different categories 
into which individuals can be grouped. In this regard, 
variable groupings (e.g., levels of education, income 
groupings and types of occupations, etc.) is the rele- 
vant unit of analysis when defining social heteroge- 
neity. Sullivan and Liebersona5 similarly have defined 
heterogeneity in terms of the diversity of individual 
group associations. 8 6  

Lieberson has devised a diversity in population 
measure (Aw) which is interpretable in probability 

terms, since it represents the proportion of character- 
istics upon which a randomly selected pair of indi- 
viduals from the same community will differ. The 
measure, constructed for each community, is based 
on the following computational formula: 

Where: 
Yk = The proportion of the population falling 

in a given category within each of the variables. 
V = Number of variables. 
p = Total number of categories within all of the 

variables. 

The choice of variables (i.e., traits) is critical in 
defining social heterogeneity. For the purposes of 
this study, five traits are identified as relevant to the 
policy process and changes in the assignment of func- 
tions. The traits and their corresponding categories 
are: 

I. Ethnicity 
a) Foreign stock (foreign born or of 

foreign parentage) (.25) 
b) Nonforeign stock (.75) 

2. Education (for individuals 25 years and 
older) 
a) Less than five years (.05) 
b) Five to eight years (.25) 
c) Four or more years of high school (.70) 

3. Occupation 
a) Manufacturing ( .3  1) 
b) Retail/wholesale (.29) 
c) Government (. 15) 
d) Other (.25) 

4. Housing structure 
a) Owner-occupied (.60) 
b) Renter-occupied (.40) 

5. Family income 
a) Below 125% of poverty level (.05) 
b) Greater than 125% of poverty level less 

than $14,999 (.52) 
c) $15,000 to $24,999 (.3l) 
d) Over $25,000 (. 12) 

The figures to the right of each variable category 
represent the population distribution for a hypo- 
thetical community and are used to illustrate the 
operational measure. The social heterogeneity score 
for the hypothetical community is computed thus: 



Y'k = (.25)' + (.75)' + (.05)' + (.25)' + (.70)' + (.31)' + (.29)' + 

The result, 330,  is interpreted as the percent of 
traits on which two randomly selected persons will 
differ. A score of .530 thus indicates a relatively 
moderate level of heterogeneity. 

Fiscal and social need measures have been widely 
employed in other studies, and there appears to be a 
general consensus on the appropriate operational 
measures for these variables. Social need generally 
refers to the needs of a resident population and their 
ability to meet these needs. Certain persons are more 
demanding and in need of basic governmental ser- 
vices, independent of their personal resources. The 
aged, young, and unemployed make a significant de- 
mand on public services and are less likely to con- 
tribute to the fulfillment of that collective need. The 
following are employed as indicators of community 
need: 

A. Population size. 
B. Total population below 18 years of age and 

over 65 years of age. 
C. Total number of families with annual in- 

comes below 125% of poverty level. 
D. Total population unemployed. 
E. F.B.I.unif~rmcrimerate.~'  

* 

In making the concept of fiscal capacity opera- 
tional, resources available to the community were 
separated from those resources actually committed to  
public services by the community. Measures of ca- 
pacity are drawn largely from the public policy litera- 
ture and conform to the interrelationships identified 
in this literature. Median home value (i.e., owner- 
occupied) was chosen as an index of the concept 
fiscal capacity. The main source of revenue for local 
governments is the property tax (i.e., a percent of 
home valuation) and this provides an adequate mea- 
sure of available municipal resources. 

Measures of fiscal effort are similarly opera- 
tionalized in terms of the major revenue source for 
local government-the property tax. The rate at 
which a community taxes itself provides an indica- 

tion of the community's willingness to commit its 
scarce resources toward fulfilling community needs. 
For the communities studied, the full value local tax 
rate, which is statutorily set by the local government 
(though often regulated by the state), is employed as 
a measure of fiscal effort.ss 

The form of municipal government is made opera- 
tional in terms of two structural arrangements for 
local governance: (1) mayor-council and (2) council- 
manager. The latter form of government is generally 
comprised of at-large representation and strong merit 
system and nonpartisan elections. Mayor-council 
governments are thought to be more responsive to 
constituent demands for services, providing a variety 
of mechanisms (i.e., partisan elections, single mem- 
ber districts, etc.) through which constituent prefer- 
ences can be clearly articulated to elected  official^.^^ 

See Exhibit B at the end of this Appendix for a 
summary description of variables used in the model 
of functional assignment. 

FINDINGS 

The findings from the analysis are considered 
under seven headings: 

Inclusiveness: the scope of functional re- 
sponsibility. 
The extent of functional reassignment. 
Participation in federal aid programs. 
The determinants of functional scope: a 
multivariate analysis. 
The determinants of functional reassign- 
ments: assumptions, transfers, net change. 
The determinants of inclusiveness by func- 
tional category. 
The determinants of functional reassignment 
by functional category. 

Inclusiveness: The Scope 
of Functional Responsibility 

The scope of municipal functional responsibility 
has remained stable during the ten-year period under 
study (see Table A-11). The average number of func- 
tions provided by each municipality has changed less 
than one function per community during either of the 
two time periods. The standard deviation scores, 
which measure the degree to which individual munic- 
ipalites deviate from the average inclusiveness score 
for all communities, reveals a tightly clustered 



Table A-1 1 
FUNCTIONAL INCLUSIVENESS OF MUNICIPAL GOVERNMENTS, 

1967,1972, AND 1977 

Municipalities 
Number 

of Functions 
Provided No. % No. % No. % 

Mean 
Standard Deviation 

SOURCE: AClR staff calculation based on US. Department of Commerce, Bureau of the Census, Census of Govern- 
ments Finance File, 1967, 1972, and 1977. 

distribution of municipalities around the mean in- 
clusiveness score for each year. 

No municipality provided its constituents services 
in all 26 functional areas. In fact, no municipality 
provided more than 21 functions. The maximum of 
21 was provided by less than 1 Vo of the communities 
with an average of 12 functions provided over the 
ten-year span. Every community provided services in 
at least four functional areas. Fire, police, general 
control, highways, and financial administration 
make up the core of functions which are common to 
all but a few city governments over 25,000 in popula- 
tion size. 

A majority of the municipal governments have ex- 

perienced a net change in functional inclusiveness 
over the last decade (see Table A-12). The pattern of 
net functional change, however, has fluctuated be- 
tween net gains and losses. Between 1967 and 1972, 
net functional change was evenly distributed between 
increases and decreases in functional scope, with a 
slightly negative mean change of -.04 and with 40% 
of the communities experiencing no net change in 
their functional scope. 

The second half of the decade is skewed towards a 
net increase in functional responsibility. The number 
of municipalities experiencing a net decline in their 
functional scope decreased by 15 Vo, while over one in 
three communities increased their functional respon- 



sibilities by one or more services-a dramatic shift in 
the direction of new functional change. 

For the ten-year period, then, aggregate changes in 
municipal functional responsibility appear modest. 
At the same time, there seemed a slight decline bet- 
ween 1967 and 1972 that was replaced by a modest in- 
crease by 1977. 

COMPARISON WITH HYPOTHESIZED 
TYPOLOGY 

As seen in Table A-13, the assignment of func- 
tional responsibility among the 845 municipalities 
conforms moderately with the hypothesized typology 
set forth earlier in Figure A-4. As expected, functions 
associated with noncontroversial economies of scale 
were most frequently provided by municipal govern- 
ments, while controversial diseconomies of scale 
functions were unlikely to be the object of municipal 
service delivery. This trend is stable over time. Con- 

flicting with the hypothesized pattern, controversial 
economies of scale functions were provided by slight- 
ly more municipalities in 1967 than functions as- 
sociated with noncontroversial diseconomies of 
scale. This difference, moreover, widens significantly 
over time. Municipal responsibility for controversial 
economies of scale functions increased slightly while 
municipal responsibility for functions associated 
with noncontroversial diseconomies of scale dropped 
by 8%. 

This particular finding, however, is not altogether 
surprising. Noncontroversial diseconomies of scale 
provide little incentive for continued municipal 
responsibility. Economically, these functions are too 
costly to provide at the municipal level. Politically, 
their transfer may not draw strong public opposition 
since they generate little in the way of diverse public 
preferences. Moreover, the services of a transferred 
function are not lost to the citizens of the affected 
municipality. In most cases, services continue to be 

Table A-12 
THE NET CHANGE IN THE FUNCTIONAL SCOPE OF MUNICIPAL 

GOVERNMENTS, 1967072,1972-77, AND 1967-77 

Municipalities 

Net Change in 1967-72 1972-77 1967.77 

Number of Functions Number Percent Number Percent Number Percent 

-5 
- 4 
- 3 
- 2 
- 1 

0 
+ 1 
+ 2  
+ 3 
+ 4  
+ 5  
+ 6  
+ 7 
+ 8  
+ 9  

+ 10 
Mean 
Standard Deviation 

SOURCE: AClR staff calculation based on U.S. Department of Commerce, Bureau of the Census, Census of Govern- 
ments Finance File, 1967, 1972, and 1977. 



Table A-13 
PERCENT OF MUNICIPALITIES PROVIDING SPECIFIED FUNCTIONS, WITH 

FUNCTIONS GROUPED ACCORDING TO HYPOTHESIZED TYPOLOGY 
(See Figure A-4), 1967,1972, AND 1977 

Function, by Type 1967 1972 1977 

NoncontroversiallEconomies of Scale 

Highways 
Parking 
Sewerage 
Water Supply 
Sanitation 
Libraries 
Financial Administration 
Electrical Supply 
Gas Supply 

Average 

NoncontroversiallDiseconomies of Scale 

Health 
Hospitals 
Fire 
Higher Education 
Special Education 

Average 

ControversiallEconomies of Scale 
Transit 
ParkslRecreation 
Airports 
General Control 
Liquor Stores 
Natural Resources 

Average 

ControversiallDiseconomies of Scale 
Local Schools 
Corrections 
HousinglRenewal 
Police 
Public Welfare 
Categorical Assistance 

Average 

SOURCE: AClR staff calculation based on US.  Department of Commerce Bureau of the Census, Census of Govern- 
ments Finance File, 1967, 1972, and 1977. 



delivered to the same population but by a higher 
(and, therefore, larger) governmental jurisdiction, 
better capable of achieving economies in the delivery 
of the transferred service. 

Close inspection of Table A-I3 reveals a significant 
amount of variation in the municipal assignment of 
services within each hypothesized functional cate- 
gory. In each instance, the deviation of individual 
functions from the category mean is statistically sig- 
nificant. As was noted earlier, the dimensions of the 
functional reassignment typology provide only a 
loose framework within which to evaluate municipal 
incentives for functional assignment. The typology 
identified conditions under which preference of local 
governments (i.e., locally elected officials) might 
structure the mix of municipal services. As Table 
A-13 indicates, there is a significant difference bet- 
ween the hypothesized preferences of local officials 
for municipal functional assignment and the actual 
allocation of service responsibility. Assignment pat- 
terns which did not conform to the hypothesized ty- 
pology involved functions strongly associated with 
either the private or public sector. As Liebert has 
noted, fire, police, and general control services are 
performed by any newly formed general purpose 
government, and thus may be too well entrenched to 
be abandoned by municipal governments. Gas, elec- 
tric power and parking, on the other hand, are func- 

tions long associated with the private sector. Local 
governmental involvement in these activities has been 
chiefly limited to regulation in order to provide mu- 
nicipalities the benefits of service and policy control 
without the capital risks associated with responsibili- 
ty for direct service delivery. 

Other variables intervene to influence the actual 
functional assignment away from the assignment 
typology. Chief among them are the federal 
(including aid), state and municipal level factors 
identified earlier. 

Functional Reassignment: 
Magnitude and Changes 

It would be risky to conclude from the findings in 
Tables A-4 and A-12 that functional reassignment 
has been nonexistent or limited during the past ten 
years. Functional reassignment may have been sub- 
stantial during this period, yet appear to be insig- 
nificant in the aggregate because of off-setting 
transfers and functional assumptions. This point is 
partially confirmed by the distribution of munici- 
palities along the measure of net functional change 
and the variation in the mean functional change score 
for the two periods. Table A-12 reveals that nearly an 
equal number of communities experienced an in- 

Table A-14 
ASSUMPTION OF FUNCTIONAL RESPONSIBILITY BY MUNICIPAL 

GOVERNMENTS, 1967-72 AND 1972-77 

Number of 1967.72 1972.77 
-- 

Functions Municipalities Assuming Total Municipalities Assuming Total 
Assumed by a Function(s) Functions Function(s) Functions 
Municipality Number Percent Assumed Number Percent Assumed 

Mean 
Standard 
Deviation 

SOURCE: AClR staff calculation based on U.S. Department of Commerce, Bureau of the Census, Census of Governments Finance File, 
1967,1972, and 1977. 



Table A-15 
TRANSFER OF FUNCTIONAL RESPONSIBILITY BY MUNICIPAL 

GOVERNMENTS, 1967-72 AND 1972-77 

Number of -- 
1967-1 972 1972.1 977 
-- -- 

Functions Municipalities Trans- Total Municipalities Trans- Total 
Transferred by ferring Function(s) Functions ferring Function(s) Functions 
a Municipality Number Percent Transferred Number Percent Transferred 

------ 
845 99.9 496 845 100.0 600 

Mean 58 .75 
Standard 
Deviation 
.- 

.75 .63 

SOURCE: AClR staff calculation based on US.  Department of Commerce Bureau of the Census, Census of Governments Finance File, 

i 1967, 1972, and 1977. 

crease or a decrease in their functional scope during 
each of the five-year periods studied. Shifting the 
perspective now from the number and scope of func- 
tions performed at particular times to the number 
and type of functional changes (assumptions and 
transfers) provides a clearer picture of the nature and 
dynamics of functional reassignment among munici- 
pal governments (Tables A-14 and A-15). 

In the aggregate, 461 functions were assumed by 
the 845 municipalities in the period between 1967 and 
1972, with 496 functions transferred. From 1972-77 
functional assumptions increased by 72.9% to 797 
with functional transfers experiencing a modest in- 
crease of 21.0% up 600. Table A-16 indicates that 
62.4% of the municipalities assumed at least one 
function during the last decade, while a larger per- 
centage-73.0%-transferred at least one function. 
When assumptions and transfers are examined 
together as a measure of functional reassignment we 
find that 92.7% of the municipalities experienced 
reassignment of at least one functional activity. 

The important question, for this analysis, how- 
ever, is not how many functions a municipality has 
assumed and/or transferred but whether it has either 
transferred and/or assumed any new functional ac- 
tivities. From that perspective, municipal activity has 
been modest, although the evidence in Tables A-14 to 
A-16 clearly reveals that a steady increase in func- 
tional responsibility has occurred. 

Over time, there is a skewed pattern to the func- 
tions experiencing reassignment (see Table A-17). In 
1967-72 and 1972-77, the same four functions- 
health, general assistance, parking and housinghr- 
ban renewal-were most frequently reassigned. The 
rank order correlation between the percent of munic- 
ipalities experiencing functional change on each of 
the 26 activities for both periods is significant 
(rho = .904), revealing a consistent pattern to the 
functions reassigned over time. 

Table A- 16 I MUNICIPALITIES ASSUMING. 
I TRANSFERRING. AND 

REASSIGNING ONE OR / MORE FUNCTIONS, 1967-77 

I Number Percent 

more functions I Assumed One Or 527 62.4 

I Transferred one or 
more functions 625 73.0 

Reassigned one or 
more functions 783 92.7 

SOURCE: AClR staff calculation based on U.S. Depart- 
ment of Commerce, Bureau of the Census, 
Census of Governments Finance File, 1967, 
1972, and 1977. 



Table A-1 7 
NUMBER AND PERCENT OF MUNICIPAL GOVERNMENTS EXPERIENCING 

REASSIGNMENT OF FUNCTIONAL RESPONSIBILITIES FOR THE 
PERIODS 1967-72 AND 1972-77 

1967.72 1972.77 

Function, by Type Number Percent' Number Percent' 

Noncontroversial Economies of Scale 

Highways 
Parking 
Sewerage 
Water Supply 
Sanitation 
Libraries 
Financial Administration 
Electrical Supply 
Gas Supply 

Average Percent 

NoncontroversiallDiseconomies of Scale 

Health 
Hospitals 
Fire 
Higher Education 
Special Education 

Average Percent 

ControversiallEconomies of Scale 

Transit 
ParkslRecreation 
Airports 
General Control 
Liquor Stores 
Natural Resources 

Average Percent 

Controversial/Diseconomies of Scale 
Local Schools 
Corrections 
HousinglRenewal 
Police 
Public Welfare 
Categorical Assistance 

Average Percent 

'Of 845 municipalities in universe. 
SOURCE: AClR staff calculation based on U.S. Department of Commerce, Bureau of the Census, Census of Govern- 

ments Finance File, 1967, 1972, and 1977. 



Five functions experienced a net increase among 
the 845 municipalities (more assumptions than trans- 
fers) from 1967 to 1977 (see Table A-Id), while seven 
experienced a net decline. Functional responsibility 
for ten functions remained unchanged; and, in the 
case of four services, the number of municipalities 
with the service both increased and decreased over 
the ten-year period. Functions experiencing trivial or 
no change are generally activities basic to all general 
purpose governments (i.e., police, fire, ,general con- 
trol, etc.). Functions experiencing net changes have 
all been the object of extensive federal grant as- 
sistance. This does not constitute evidence supportive 
of a direct federal aid impact on functional change. 
Table A-18, however, does show that change is most 
likely to involve functions associated with significant 
federal-local aid allocations. 

The distribution of functional assumptions is 
biased toward a few functions. Health, housinghr- 
ban renewal, parking, and general assistance account 
for nearly half of the functions assumed between 
1967 and 1972 (see Table A-19). The trend changes 
slightly by 1977. Housinghrban renewal and public 
welfare other than categorical assistance remain the 
dominant functions assumed by municipal govern- 
ments, but corrections and transit replace health and 
parking among the top four. 

The top four functions assumed from 1972 to 1977 
accounted for 60% of all assumptions for that 
period, revealing a slightly smaller distribution of 
assumptions among the remaining 22 functions than 
in the prior five-year period. Those functions which 
had previously been assumed continued to be the ob- 
ject of new program initiatives by municipal govern- 
ments as a group. This latter observation is sup- 
ported by a strong rank order correlation (rho = .765) 
between the percent of municipalities assuming each 
function in 1967-72 and 1972-77. 

Transfer of municipal services has been a more in- 
frequent occurrence, though its incidence increased 
by 18% between 1972 and 1977. Transfers tended to 
be concentrated among a few functions and these 
were the same as those in which assumptions were 
clustered-health, parking, public welfare, other 
than categorical assistance, and housinghrban 
renewal (see Table A-20). In both five-year periods, 
these four functions accounted for over half of all 
municipal transfers. 

The significant correlation between functions as- 
sumed and transferred within both periods (see 
Figure A-5 and Table A-21) suggests that activities 
assumed by certain municipalities are transferred by 

Table A-18 
FUNCTIONAL REASSIGNMENT, B\( 

rYPE OF CHANGE AND FUNCTlOh 

I. 

II. 

111. 

Consistent Change in One Direction 
During Two Five-Year Periods 
A. Net Increase 

Transit 
ParkslRecreat ion 
Correct ions 
HousinglUrban Renewal 
Water Supply 

6. Net Decrease 
Parking 
Libraries 
Health 
Hospitals 
Categorical Assistance 
Higher Education 
Special Education 

No Change During Two Five-Year 
Periods 

Highways 
Sewerage 
Sanitation 
Financial Administration 
Electrical Supply 
Gas Supply 
Fire,Prevention and Suppression 
Natural Resources 
Police 
General Control 

Erratic Change During Two Five-Ye 
Periods: Up and Down or Down and Up 

Liquor Stores 
Local Schools 
Public Welfare 
Airports 

SOURCE: AClR staff calculation based on US.  Dep; 
ment of Commerce, Bureau of the Cens 
Census of Governments Finance File, 19 
1972, and 1977. 



Table A-19 
NUMBER AND PERCENT OF MUNICIPAL GOVERNMENTS ASSUMING 

FUNCTIONAL RESPONSIBILITIES FOR THE PERIODS 
1967-72 AND 1972.77 

Function, by Type Number Percent* Number Percent* 

NoncontroversiallEconomies of Scale 

Highways 
Parking 
Sewerage 
Water Supply 
Sanitation 
Libraries 
Financial Administration 
Electrical Supply 
Gas Supply 

Average Percentage 

NoncontroversiallDiseconomies of Scale 

Health 
Hospitals 
Fire 
Higher Education 
Special Education 

Average Percentage 

ControversiallEconomies of Scale 

Transit 
ParkslRecreation 
Airports 
General Control 
Liquor Stores 
Natural Resources 

Average Percentage 

ControversiallDiseconomies of Scale 

Local Schools 
Corrections 
HousinglRenewal 
Police 
Public Welfare 
Categorical Assistance 

Average Percentage 

'Of 845 municipalities in universe. 
SOURCE: AClR staff calculation based on US. Department of Commerce, Bureau of the Census, Census of Govern. 

ments Finance File, 1967, 1972, and 1977. 



Table A-20 
NUMBER AND PERCENT OF MUNICIPAL GOVERNMENTS TRANSFERRING 
FUNCTIONAL RESPONSIBILITIES FOR THE PERIODS 1967-72 AND 1972-77 

Function, by Type Number Percent' 

NoncontroversiallEconomies of Scale 

Highways 
Parking 
Sewerage 
Water Supply 
Sanitation 
Libraries 
Financial Administration 
Electrical Supply 
Gas Supply 

Average Percentage 

NoncontroversiallEconomies of Scale 

Health 
Hospitals 
Fire 
Higher Education 
Special Education 

Average Percentage 

ControversiallEconomies of Scale 

Transit 
ParkslRecreation 
Airports 
General Control 
Liquor Stores 
Natural Resources 

Average Percentage 

ControversiallDiseconomies of Scale 

Local Schools 
Corrections 
HousinglRenewal 
Police 
Public Welfare 
Categorical Assistance 

Average Percentage 

Number Percent' 
-. 

'Of 845 municipalities in universe. 
SOURCE: AClR staff calculation based on U.S. Department of Commerce, Bureau of the Census, Census of Govern- 

ments Finance File, 1967, 1972, and 1977. 



Figure A-5 
RANK ORDER CORRELATIONS BETWEEN PERCENT OF MUNICtPALITIES 

TRANSFERRING AND ASSUMING FUNCTIONS, BY TIME PERIOD 

Assumptions , .765 

h 
0 
'S 

1967-72 .706 

SOURCE: AClR staff calculation based on U.S. Department of Commerce, Bureau of the Census, Census of Govern- 
ments Finance File, 1967, 1972, and 1977. 

other municipalities. This pattern is more pro- 
nounced between 1972 and 1977, witness the in- 
creased size of the correlation between percent of 
functions assumed and transferred for this period 
(see Figure A-5). 

The correlation between the percentage of munici- 
palities assuming a function in 1967-72 and the 
percentage transferring a function in 1972-77 
(rho = .922) reveals an instability in the assignment of 
certain functions. A small number of municipalities 
assumed responsibility for specific activities in the 
earlier period, only to shed responsibility for them by 
1977. Table A-22 lists the number of municipalities 
which experienced both transfers and assumptions of 
the same function between 1967 and 1977. Four func- 
tions-parking, public welfare, health, and hous- 
inghrban renewal were most frequently the object of 
shifting functional responsibilities. There is, 
however, no particular pattern to the changes these 
functions experienced within each community. There 
was a near equal number of communities which as- 
sumed and then transferred these activities as there 
were communities which transferred and later as- 
sumed the same functions. 

The findings in Tables A-21 and A-22 suggest some 
interpretations. It is possible that different factors 
caused the assumption and transfer of the same func- 
tion. Conversely, the same factors may have induced 
both the transfer and assumption of particular func- 
tions depending on the factor values associated with 
each municipality. For example, federal aid might 
stimulate the assumption of new functional respon- 
sibilities, while the acute and prolonged absence of 
federal assistance might lead to the shift of the same 
activity in another municipality. 

Many municipalities which slipped into and out of 
certain activities performed these functions on a 
limited basis. In separate interviews by the author 
with officials from a number of these communities, it 
was apparent that short-term programs were as- 
sumed and later transferred or devolved after 
available authority and revenues were exhausted. 
Between 1967 and 1972, for example, the city of Bur- 
bank, CA, undertook a redevelopment program in 
the central business district. This project, entailing a 
municipal expenditure of over $500,000, was made 
possible through a special incremental tax arrange- 
ment authorized by the state of California and sup- 



Function 

Table A-21 
RANKINGS OF FUNCTIONS, BY PERCENT OF MUNICIPALITIES EXPERIENCING 

REASSIGNMENT, ASSUMPTIONS, AND TRANSFERS, 
1967-72 AND 1972-77 

Reassignment * Assumptions Transfers 

1967-72 1972.77 1967-72 1972.77 1967-72 1972-77 

Health 
General Assistance 
Parking 
Housing 
Libraries 
Sanitation 
Sewerage 
Airports 
Local Schools 
Categorical Assistance 
Transit 
Fire 
ParkslRecreation 
Hospitals 
Special Education 
Corrections 
Financial Administration 
Liquor Stores 
Water 
Higher Education 
General Control 
Police 
Highways 
Electric 
Gas 
Natural Resources 

'Reassignments = transfers + assumptions. 
SOURCE: AClR staff calculation based on U.S. Department of Commerce, Bureau of the Census, Census of Governments Finance File, 

1967,1972, and 1977. 



Table A-22 
NUMBER OF MUNICIPALITIES EXPERIENCING CONFLICTING SERVICE 

REASSIGNMENTS, BY FUNCTION, FOR THE 
PERIODS 1967-72 AND 1972.77 1 

Function 
Function Assumed in 1972 Function Transferred in 1972 

and Transferred in 1977 and Assumed in 1977 

Public Welfare 
Parking 
Health 
HousinglRenewal 
Libraries 
Sanitation 
Local Schools 
Airports 
Sewerage 
Liquor Stores 
Transit 
ParkslRecreation 
Higher Education 
Police 
Highways 
General Control 

SOURCE: AClR staff calculation based on US. Department of Commerce, Bureau of the Census, Census of Govern- 
ments Finance File, 1967, 1972, and 1977. 

ported with federal monies. Once the project was 
completed (the building of a parking facility), Bur- 
bank ceased to be in the business of urban renewal. 

The operation of parking facilities is a function 
which municipalities often assume and abandon with 
some rapidity. Modesto, CA, contracted with a pri- 
vate concern in 1972 for the operation of its munic- 
ipal parking system (meters and lots). Renegotiation 
of the contract proved unprofitable and, in 1977, the 
city assumed responsibility for parking services. 

Municipalities' Participation 
in Federal Aid Programs 

For changes in functional assignment to be af- 
fected by federal aid, there must be a significant level 
of municipal participation in the federal aid system. 
Clearly if a substantial number of communities are 
not receiving any fiscal support from the federal 
government, there can only be a minimal impact for 
federal assistance on functional scope. It is impor- 
tant, therefore, to get a reading on the extent of 
federal aid participation among the municipalities 
studied. 

Table A-23 shows that these municipalities' par- 
ticipation in the federal aid system, relative to their 
involvement in state aid systems, has grown signi- 
ficantly during the last decade. In 1967 slightly more 
than half of the 845 municipalities participated in at 
least one federal aid program. Participation in- 
creased to 62.9% in 1972 and in 1977, after five years 
of general revenue sharing and the initiation of the 
Comprehensive Employment and Training and Com- 
munity Development block grants, it swelled to 
100%. Participation in grant programs other than 
General Revenue Sharing rose by 23% during 
1972-77-a greater increase than that for 1967-72. 
Revenue sharing, it should be emphasized, accounted 
for less than one-third of the increase in municipal 
utilization of federal aid programs between 1972 and 
1977. 

The findings in Table A-23 suggest a causal rela- 
tionship between federal aid and functional scope. 
Yet, it does not necessarily follow that all par- 
ticipants in the federal aid system either experience 
changes in functional assignment or that such 
changes are a result of federal aid received. More- 
over, as was noted earlier, the factors other than 
federal assistance-specifically, state and municipal 



Table A -23 
PERCENT OF MUNICIPALITIES OVER 25,000 POPULATION PARTICIPATING 

IN FEDERAL AND STATE DIRECT AID PROGRAMS, 1967,1972, AND 1977 

Percent Mean Federal Percent Mean State 
Participation in Dollar Participation in Dollar 

Year Federal Programs Allocation State Aid Programs Allocation 

1967 52.4% $ 846,182 93.7% $ 3,852,453 
1972 62.9 1,927,900 94.5 7,117,975 
1977 100.0 8,374,149 99.7 13,871,314 
1977' 86.2 2,121,703 - - 
'Federal aid programs excluding General Revenue Sharing. 
SOURCE: AClR staff calculation based on US. Department of Commerce, Bureau of the Census, Census of Govern- 

ments Finance File, 1967, 1972, and 1977. 

influences-also affect the functions performed by 
municipal governments. Any effect federal aid may 
have on municipal services is likely to be mediated by 
these state and substate influences. 

The Determinants of Inclusiveness: 
A Multivariate Analysis 

The original model specified three levels of in- 
fluence and 14 variables within those levels which af- 
fect the assignment and reassignment of municipal 
functional responsibility. In order to assess the 
relative importance of each indicator and the overall 
explanatory power of the entire model, multiple re- 
gression is now employed as an analysis technique. 

Regression analysis provides a standardized regres- 
sion coefficient for each hypothesized determinant of 
functional inclusiveness. The coefficient, which 
ranges between + 1 .OO and -1.00, characterizes the 
relationship between each determinant and func- 
tional scope, controlling for the effects of all other 
variables in the model. The sign associated with each 
coefficient indicates whether the independent vari- 
able has a positive or negative relationship to func- 
tional scope. A positive coefficient between federal 
aid and inclusiveness indicates that larger amounts of 
federal aid are associated with a larger number of 
functions. Larger coefficients reflect the relative im- 
portance of each variable in accounting for the varia- 
tion in functional scope among municipalities. 

Empirically, regression analysis provides a means 
of predicting the functional inclusiveness values for 
each community from the observed values of the hy- 
pothesized determinants of functional scope. Know- 

ing the actual inclusiveness score provides a means of 
assessing the predictive powers of the model by com- 
paring predicted and observed inclusiveness scores. A 
summary measure of the fit between predicted and 
known inclusiveness values is provided by the R 
square (R2). This represents the proportion of varia- 
tion in inclusiveness explained by the hypothesized 
model. 

A problem that is often encountered in multiple re- 
gression analysis is the degree to which individual 
determinants of functional inclusiveness (or any 
other dependent variable) are correlated. It is ex- 
pected that many, if not most of the hypothesized 
determinants of functional scope are related. An ex- 
tremely high intercorrelation between predictors, 
however, will create a condition of redundancy for 
the hypothesized model of functional scope (i.e., 
multicollinearity). If this condition exists, it will be 
difficult to separate the unique effects of the cor- 
related predictors on the functional scope. 

Inspection of the correlation matrix for the hy- 
pothesized predictors of functional scope reveals that 
property taxes and state aids for each year are highly 
intercorrelated (r = .986). The standard procedure for 
dealing with this problem requires that either one of 
the two variables be dropped from the model or that 
a third variable be created which is a combination of 
both variables. The latter procedure is ill-advised in 
this instance, since the two variables, though statis- 
tically related, are conceptually dissimilar. For the 
purpose of analyzing functional inclusiveness and 
reassignment (i.e., assumptions and transfers), state 
aid has been eliminated from the prediction model.90 
This choice is based on two facts: (1) the effects of 
state aid on functional scope without property tax in 



the regression model are insignificant in each year 
studied; and (2) state aids to municipal governments 
generally are in the form of shared revenues and 
taxes and are not targeted to specific functions. Fur- 
thermore, shared taxes and revenues are allocated on 
the basis of population size and/or the municipality's 
current tax base (i.e., origin basis), thus accounting 
for the extremely high intercorrelation between prop- 
erty tax revenues and state aids.g' In fact, the ma- 
jority of state aids are allocated to independent 
school districts, special districts, and county govern- 
ments, and not municipal governments. This is prin- 
cipally a function of the large percent of state aids 
appropriated for public schools, welfare, and hos- 
pitals-functions generally not performed by munici- 
pal governments. 

The decision to drop state aid rather than property 
taxes from the analysis is based on the explicit causal 
ordering between these two variables. Property taxes 
determine, in most states, the level of state aid re- 
ceived by each municipality. In this regard, property 
taxes and state aid both measure the same thing- 
municipal fiscal effort. 

The regression model's general predictive power is 
significant in each year studied. Over 60% of the 
variation in municipal functional scope is accounted 
for by the model, with a high of 65% explained in 
1967 and a low of 62% explained in 1977 (seeTable 
A -25). 

The predictive powers of individual variables re- 
veal that only six of the 13 variables studied con- 
tributed significantly to an explanation (i.e., predic- 
tion) of municipal functional scope in any one year. 
In spite of this narrowness in the number of signifi- 
cant determinants of functional inclusiveness, there 
is a fairly even distribution of significant deter- 
minants across each level of government. 

FEDERAL 

The influence of federal assistance is negligible in 
both 1967 and 1972 (i.e., b = .016 and .020) (see 
Table A-24). This changes dramatically in 1977, with 
the coefficient increasing to .364, second in mag- 
nitude only to property taxes. The increased explan- 
atory power of federal aid is clearly linked to the in- 
crease in municipal participation in federal aid pro- 
grams. It is possible that the amount of federal aid is 
less important in structuring the number of functions 
a municipal government finances, than the mere par- 
ticipation in the federal aid system. In any case, 
however, it would be hasty to conclude from this 

finding that the introduction of general revenue shar- 
ing in 1972 alone accounts for the increased impact 
of federal aid on inclusiveness between 1972 and 
1977. In fact, there is substantial evidence to indicate 
that revenue sharing did not produce a significant in- 
crease in expenditures for new program acti~ities.~' 
The size of the regression coefficient for general 
revenue sharing (.142) supports the view that GRS 
monies were used mainly for property tax relief 
through expenditures on established functional ac- 
tivities. 

The augmented influence of federal aid on func- 
tional scope reflects either an increase in grant 
utilization (Table A-23) and dollar allocations or the 
influence of other mediating factors (i.e., state and 
local level determinants). The former explanation is 
quite plausible since a significant expansion in the 
size and number of grant flows occurred between 
1972 and 1977. Changes in other factors and relation- 
ships, which may affect the impact of federal aid on 
functional scope, offer additional explanatory in- 
sights. The diminished coefficients for local deter- 
minants in 1972 and 1977 tentatively suggest that 
federal aid may have merely picked up the slack 
created by the reduced influence of municipal and to 
a lesser extent state level determinants (i.e., direct 
state expenditures). 

STATE 

The regression coefficients for state level deter- 
minants of functional scope exhibit a slightly erratic 
pattern over the ten years. Only direct state expen- 
ditures and mandated services have significant coeffi- 
cients across two or more years. Direct state expen- 
diture is a significant predictor of functional scope in 
each year, though the magnitude of its coefficient 
diminishes by 20% between 1967 and 1977. 

As hypothesized, the size of direct state expen- 
ditures is negatively related to municipal functional 
scope, suggesting that as this measure increases, 
municipal functional scope decreases. Direct state ex- 
penditures reflect the state's assumption of respon- 
sibility for providing services, thereby tending to 
limit localities' need to engage in a wide variety of 
functions. 

State-authorized local functional and fiscal discre- 
tion have only a minimal and uneven influence on the 
number of functions provided by municipal govern- 
ments. State laws regulating municipal annexation 
had a significant but weak impact on functional 
scope in 1967; their impact diminished to insig- 



Table A -24 
THE REGRESSION MODEL AND ESTIMATES OF THE EFFECTS OF 

FEDERAL, STATE, AND MUNICIPAL.LEVEL INDICATORS ON 
FUNCTIONAL INCLUSIVENESS, 1967,1972, AND 1977 

Standardized Regression Coefficients 

Variables 1967 1972 1977 

Federal Level 
Federal Aid 

State Level 
Annexation 
Home Rule 
Functional Discretion 
Fiscal Discretion 
Mandates 
Consolidation 
Direct Expenditures 

Municipal Level 
Home Value 
Governmental Form 
Property Taxes 
Social Need 
Social Heterogeneity 

.364 * 
GRS .I42 

SOURCE: AClR staff calculations based on U.S. Department of Commerce, Bureau of the Census, Census of 
Governments Finance File, 1967, 1972, and 197; and Consolidated City Data File, 1948-77. 

nificance in 1972 and 1977. Similarly, consolidation 
laws were weakly related to inclusiveness in 1972, 
with no statistically significant relationship between 
the two variables in any other year. Restrictions on 
local fiscal authority tended to suppress functional 
scope only in 1977. 

State-mandated activities, widely thought to ac- 
count for a significant number of newly performed 
functional activities, had a positive and significant 
effect on the number of municipal services provided 
in 1967 and 1972. Moreover, this relationship in- 
creased in magnitude between 1967 and 1972 but 
diminished to insignificance in 1977. This finding, 
however, requires some qualification, since the 

original hypothesis suggested that mandated services 
were intended to affect new municipal activities and 
not those already provided by municipal govern- 
ments. The operational measures for this concept in- 
cluded activities performed by most municipal gov- 
ernments (i.e., fire, police, and general personnel ser- 
vices). The impact of these mandates, then, is likely 
to be reflected through increased expenditures for 
current functional activities and not in the expansion 
of new functional responsibilities. This, however, 
does not lessen the potential impact of state man- 
dates on functional scope. State mandates place add- 
ed fiscal pressure on funded activities, reducing the 
resources available for new functional activities. 



MUNICIPAL 

Three of the five municipal level variables were 
consistent and strong predictors of municipal func- 
tional scope. Social need is the model's best predictor 
of inclusiveness in two of the three years studied. The 
magnitude of the coefficient for social need in 1977 
was less than half the size of its coefficients in 1972 
and 1967. The diminished influence of social need on 
functional scope may reflect the reduced variation in 
social need among municipal governments, or the in- 
creasing influence of other factors, replacing need as 
a dominant predictor of functional scope. Broadened 
eligibility requirements in 1977 for federal aid pro- 
grams may have reduced the effect of social need on 
inclusiveness by introducing a large number of less 
needy communities into the federal aid system. 

Total property taxes was the model's most consis- 
tent and significant determinant of functional scope. 
Its relative explanatory power remains virtually un- 
changed over the ten-year period, though it did in- 
crease somewhat in 1977. As hypothesized, available 
local revenues have a positive influence on the 
number of functional activities performed by munic- 
ipal governments. 

Social heterogeneity provides a moderate but con- 
sistently significant set of coefficients for the predic- 
tive equation, despite its diminishing impact in 1977. 
Greater social heterogeneity is related to a higher 
level of functional scope, reflecting the increased de- 
mand for municipal public services. On the other 
hand, home value, a measure of municipal fiscal ca- 
pacity, and the form of municipal government had 
no independent effect on the scope of municipal 
functional activity. 

DISCUSSION 

Examined collectively, the results of this regression 
analysis reveal a pronounced growth in the influence 
of federal aid on the assignment of functional 
responsibility and a decline in the influence of state 
and municipal level determinants, Though state 
direct expenditures continue to be a significant deter- 
minant of functional inclusiveness, their influence, 
along with other factors (i.e., mandates) has waned 
appreciably since 1967. The reduced explanatory 
power of state and, to a lesser extent, municipal-level 
factors is replaced by the increased influence of 
federal aid. This conclusion is drawn from the in- 
creased size of the 1977 federal aid coefficient and 
the relatively stable R2 for each year studied. 

The initial evidence would suggest that the flow of 

federal dollars has begun to rival state and local in- 
fluences which previously dominated the assignment 
of functional responsibility. The findings of the re- 
gression analysis, however, do not support the view 
that the influence of federal aid is independent of 
other factors, nor do they provide strong evidence 
that federal aid is the sole determinant of functional 
scope. To the contrary, the moderate regression co- 
efficient associated with federal aid suggests that 
other variables, along with federal aid, operate to af- 
fect the number and mix of functional services of- 
fered by municipal government. 

The Determinants of Functional 
Reassi nment: Assumptions, 
Trans f ers, and Net Change 

The overwhelming majority of the municipalities 
studied transferred and/or assumed two or less func- 
tions during either of the time periods studied. This 
narrow scope of functional change does not allow us 
to employ regression techniques in testing the hy- 
pothesized model of functional reassignment, since 
the assumptions associated with multiple regression 
analysis do not apply to a categorical dependent 
variable (e.g., dichotomies). Hence, an alternative 
method must be used, and for this study discriminant 
function analysis is employed. 

The chief advantage of discriminant analysis is 
that it provides a means of classifying cases on a 
nominal or ordinal dependent variable (e.g., trans- 
ferhontransfer) on the basis of their independent 
variable values. Discriminant function analysis 
results in a widely recognized summary statistic-the 
percent of cases correctly predicted. This statistic 
enables us to identify whether the model can correct- 
ly predict which municipalities will transfer and/or 
assume new functional responsibilities. A discrimi- 
nate coefficient for each independent variable ac- 
companies the analysis and can be interpreted much 
as a standardized regression ~oefficient.~) 

Net functional change is made operational in terms 
of those municipalities experiencing: (1) a net decline 
in functional scope; (2) those experiencing no net 
functional change; and (3) those municipalities expe- 
riencing a net increase in functional scope. Separate 
dichotomous measures of functional transfers and 
assumptions were employed. Municipalities were di- 
vided into two categories: those which transferred 
and/or assumed one or more functions, and those 
which did not transfer and/or assume any functional 
activities. 



NET FUNCTIONAL CHANGE 

The hypothesized model of functional change cor- 
rectly classifies nearly two-thirds of the communities 
on net functional change for the period 1967-72 
(Table A-25). Only two of the 13 independent vari- 
ables, however, produced significant coefficients, 
suggesting that the general model is both narrow and 
weak in predicting the occurrence of net functional 
change. 

Property taxes were positively related to functional 
change, indicating that, at least during this early 
period, available community resources were a domi- 
nant predictor of net functional change. Among 
state-level indicators of change, mandated services 
was the only significant predictor of net change. The 
impact of state mandates on functional change, how- 

ever, was not in the predicted direction, since state- 
mandated services were found to be a factor reducing 
the number of new functional initiatives, rather than 
increasing the number of functional activities per- 
formed by a municipal government. This would ten- 
tatively support an earlier hypothesis that state man- 
dates place a greater fiscal stress on funded services, 
thus limiting the fiscal capacity of a municipality to 
assume and/or maintain new functional activities. 
The magnitude of this relationship is moderate and 
should not be interpreted as indicating that state 
mandates force wholesale cutbacks in municipal 
functional activities. Federal aid, as might be ex- 
pected, had no influence on net functional change 
during the 1967-72 period. 

The model's predictive powers improve moderate- 
ly for the period, 1972-77. The model correctly 

Table A-25 
DISCRIMINANT COEFFICIENTS AND ESTIMATES FOR THE EFFECTS OF 

FEDERAL, STATE, AND MUNICIPAL-LEVEL INDICATORS ON 
NET FUNCTIONAL CHANGE, 1967.72 AND 1972-77 

Discriminant Function Coefficient 

Federal Level 
Federal Aid 

State Level 
Annexation 
Home Rule 
Functional Discretion 
Fiscal Discretion 
Mandates 
Consolidation 
Direct Expenditures 

Municipal Level 
Home Value 
Governmental Form 
Property Taxes 
Social Need 
Social Heterogeneity 

Percent of Cases 
Correctly Predicted 65.7 76.5 

' P .O5 
NS= Not statistically significant. 
SOURCE: AClR staff calculations based on U.S. Department of Commerce, Bureau of the Census, Census Of 

Governments Finance File, 1967,1972, and 1977; and Consolidated City Data File, 1948-1977. 



classified 76.5% of the municipalities on net func- 
tional change. This modest increase in predictive 
power was accompanied by a greater number of 
state, municipal, and federal factors directly in- 
fluencing changes in municipal scope. 

Federal aid had the strongest influence on net 
change of any variable, increasing from an insignifi- 
cant coefficient in 1967 to a coefficient of 303 in 
1977. As hypothesized, then, federal aid had a posi- 
tive influence on net functional change. 

Mandated services increased in influence, retaining 
its negative impact on new functional initiatives. 
Fiscal constraints imposed by the state on municipal 
budgetary activities had a weak but significant effect 
on functional change in 1977. Here, a positive rela- 
tionship indicates that fewer state-imposed fiscal 
restrictions (i.e., greater fiscal discretion), were 

related to an increase in functional scope. This rela- 
tionship reflected an upsurge in state regulation of 
municipal fiscal matters during the early part of this 
decade. Prior to 1972, few states overtly interfered in 
municipal fiscal matters, except through standard 
home rule charters, debt limitations, and state con- 
stitutional provisions. An ACIR study found that 
prior to 1970, only 14 states had adopted controls on 
local taxing and spending powers.94 By 1976, 40 
states had imposed some form of control on munici- 
pal expenditures. 

Municipal-level determinants of functional reas- 
signment changed between 1972 and 1977. Property 
taxes, previously the only significant municipal-level 
determinant of net change, no longer was an effective 
predictor of functional change. Instead, social need 
was found to be the strongest municipal-level deter- 

Table A-26 
DISCRIMINANT COEFFICIENTS AND ESTIMATES FOR THE EFFECTS OF 

FEDERAL, STATE, AND MUNICIPAL LEVEL INDICATORS ON 
FUNCTIONAL ASSUMPTIONS, 1967-72 AND 1972.77 

Discriminant Function Coefficient 

Federal Level 
Federal Aid 

State Level 
Annexation 
Consolidation 
Functional Discretion 
Fiscal Discretion 
Mandates 
Home Rule 
Direct Expenditures 

Municipal Level 
Home Value 
Governmental Form 
Property Taxes 
Social Need 
Soclal Heterogeneity 

Percent of Cases 
Correctly Predicted 

*P 4 . 0 5  
NS = Not statistically significant. 
SOURCE: ACIR staff calculations based on U.S. Department of Commerce, Bureau of the Census, Census of 

Governments Finance File, 1967, 1972, and 1977; and Consolidated City Data File, 1948-1977. 



minant of change during this period. The negative 
coefficient associated with the effect of social need 
on net change shows that municipalities with higher 
levels of need were more likely to experience a reduc- 
tion in the number of functions provided to their 
constituents. This suggests that municipalities ex- 
periencing excessive demand for goods and services 
from a population with a diminished capacity to 
finance these goods and services are likely to find 
themselves retrenching rather than adding to the 
package of municipal services. 

The reduced importance of property taxes as a 
determinant of net change could mean that the nega- 
tive impact of social need on functional growth pre- 
vailed in spite of increases in tax revenues. The 
diminished explanatory power of local property taxes 
may further reflect worsening economic conditions 
during this period. High rates of inflation have ar- 
tificially increased property tax revenues to the point 
where their previous relationship with net change was 
le~sened.~' 

Social heterogeneity had a moderate but signifi- 
cant and positive effect on functional change. Di- 
verse populations can generate increased demands 
for services, which frequently result in the delivery of 
new municipal services. It would appear, however, 
that social need tempers the degree to which social 
heterogeneity stimulates functional growth. 

FUNCTIONAL ASSUMPTIONS 

The predictive model for functional assumptions is 
moderately accurate, correctly predicting the as- 
sumption experiences of 75.4% of the communities 
studied (see Table A-26). For the period 1967-72, mu- 
nicipal-level determinants completely' dominate the 
explanation of functional assumptions. Social need 
and property taxes are of equal importance in classi- 
fying communities on their functional assumption 
experiences. Higher levels of social need and the 
availability of local revenues together account for 
municipalities assuming at least one new functional 
activity during this period. 

The determinants of functional assumptions dur- 
ing the second half of the decade are dominated by 
state-level factors. Both property taxes and social 
need diminish to insignificance during the period 
1972-1977. Four of the eight state-level determinants 
have significant coefficients. State laws regulating 
consolidation are the model's strongest predictor of 
assumptions. Municipalities in states with permissive 
consolidation laws are more likely to assume new 

functional responsibilities. 
A cautionary note is necessary on this finding. 

Since 1947, there have been 68 attempts at consolida- 
tion by referendum with 17 successfully imple- 
mented.96 State laws regulating consolidations were 
significantly less restrictive than the national average 
in each of the states with successful consolidations. 
Seven cities that merged successfully with their 
overlapping county were dropped from the Census 
Bureau's listing of municipal governments used in 
this study (see Table A-27). Each of these cities ex- 
perienced a dramatic decline in functional respon- 
sibility after being absorbed by the county govern- 
ment. The remaining cities experienced either no 
change or an increase in functional responsibilities 
and retained their census classification as a municipal 
government. 

Our own data base reflects the census reclassifica- 
tion of cities which were either absorbed by county 
government or were transformed to a city-county as a 
result of con~olidation.~' Cities experiencing a reduc- 
tion in functional responsibilities are not included in 
the analysis, thus producing the positive relationship 
between state consolidation laws and functional as- 
sumptions. 

State-mandated services continued to have a sig- 
nificant and negative effect on functional growth, 
suppressing the number of new functions a govern- 
ment performs in order to support new mandated ex- 
penditures for current functions. Greater home rule 
authority and flexible laws regulating the provision 
of municipal services (e.g., intergovernmental service 
agreements) have a significant and positive impact on 
the assumption of new functions. Though these rela- 
tionships are moderate, they reflect the increased im- 
pact state laws had on the assumption dimension of 
functional reassignment between 1972 and 1977. 

In neither period was federal aid a significant 
determinant of functional assumptions. This finding 
is paradoxical, since previous analyses of inclu- 
siveness (functional scope) and net functional change 
revealed that federal aid did affect functional reas- 
signment during the latter half of the decade. The 
fact that federal assistance does not generate func- 
tional assumptions severely undercuts the belief that 
federal assistance stimulates new functional initia- 
tives by municipal governments. Still, this particular 
finding is not altogether surprising. 

Though federal assistance stimulates municipal ex- 
penditures in the aided area,9s this effect may be 
limited to traditional and current functional respon- 
sibilities. Dye and Garcia99 found no relationship be- 



Table A-27 
FUNCTIONAL INCLUSIVENESS SCORES IN VARIOUS YEARS FOR 
MUNICIPALITIES ADOPTING CITY-COUNTY CONSOLIDATIONS BY 

REFERENDUM BETWEEN 1947 AND 1977 
Number of Functions 

Jurisdiction 

Baton Rouge, LA 
Hampton, VA 
Miami, FL # 
Newport News, VA 
Nashville, TN 
South Norfolk, VA 
Virginia Beach, VA 
Jacksonville, FL 
Columbus, GA 
Suffolk, VA # 
Lexington, KY 
Carson City, NV # 
Juneau, AK # 
Sitka, AK # 
Anchorage, AK 
Anaconda, MT # 
Butte, MT # 

'Period in which consolidation was adopted. 
#Dropped from sample due to reclassification as a county or citycounty. 
SOURCE: Vincent Marando, "City-County Consolidations: Reform, Regionalism, Referenda, and Requiem," Western 

Political Quarterly, December 1979, pp. 409-429; and AClR staff calculations from Census Bureau 
unpublished data. 

tween expenditure levels for common functions (i.e., 
fire, police, and general control) and either the ac- 
quisition of new functions or expenditure levels for 
newly acquired functional activities. The fact that 
federal aid stimulates expenditures and not func- 
tional assumptions underscores the unique character 
of expenditures and functional assumptions. These 
findings should not be interpreted as implying that 
federal aid has absolutely no stimulative effect on 
functional assumptions, however. Specific functions 
or groups of functions may be the object of special 
federal efforts to stimulate municipal functional 
assumptions. Separate analysis of individual func- 
tional assumptions should provide a clearer under- 
standing of the effect of federal aid. 

There has been a dramatic shift from municipal to 
state level determinants of functional assumptions 
over the last decade. Between 1967 and 1977, munici- 
pal level factors decreased in their influence on 
assumptions, replaced almost totally by state level 
factors. As noted earlier, this change is partially 

reflective of vigorous state regulation of municipal 
fiscal activities after 1972. 

FUNCTIONAL TRANSFERS 

The model accounts for the transfer experience of 
66.2% of the communities studied (Table A-28). 
During the period 1967-72, only direct state expen- 
ditures had an independent and direct effect on mu- 
nicipal transfer activities. Greater state direct expen- 
ditures lessened the need for municipal service deliv- 
ery and hence, stimulated functional transfer, 
presumably to the state government. 

Between 1972 and 1977 the determinants of func- 
tional transfers broadened to include federal, state, 
and municipal-level factors. By far the strongest de- 
terminant of transfers was federal aid, which had a 
significant and negative effect on functional trans- 
fers. A decline in the level of federal aid received by a 
municipality generated the transfer of at least one 
function. 



The upsurge in municipal utilization of federal aid 
programs in the 1970s created a growing reliance on 
federal assistance. This reliance, however, did not 
produce a greater assumption of new functional re- 
sponsibilities, but rather the maintenance of ongoing 
functional activities. Federal assistance during the 
last five-year period enabled municipalities to avoid 
transferring activities that they found increasingly 
difficult to finance. As was noted earlier, this did not 
eliminate the possibility that federal assistance 
stimulated the assumption of particular functions or 
categories of functions. This latter issue will be ex- 
amined in greater detail in the analysis in the follow- 
ing section. 

Direct state expenditures had a diminished effect 
on functional transfer in 1977. State laws regulating 

tures as the dominant state level determinant of func- 
tions transferred. Consistent with previous findings, 
flexible consolidation laws have a negative effect on 
functional transfers. 

Two municipal level factors emerged as significant 
predictors of functional transfers between 1972 and 
1977. Social need and property taxes both had a sig- 
nificant and complementary effect on the level of 
transfers experienced by municipal governments. The 
negative sign associated with the coefficient for prop- 
erty taxes reveals that declining levels of municipal 
resources necessitated the shedding of at least one 
functional activity. Declining tax bases, coupled with 
a rising level of social need, created an environment 
in which the maintenance of basic services (e.g., 
police, fire) required the reassignment of certain 

consolidations have replaced direct state expendi- functions. 

Table A-28 
DISCRIMINANT COEFFICIENTS AND ESTIMATES FOR THE EFFECTS OF 

FEDERAL, STATE, AND MUNICIPAL-LEVEL INDICATORS ON 
FUNCTIONAL TRANSFERS, 1967-72 and 1972.77 

Discriminant Function Coefficient 

Variable 1967-72 1972.77 

Federal Level 
Federal Aid 

State Level 
Annexation 
Consolidation 
Functional Discretion 
Fiscal Discretion 
Mandates 
Home Rule 
Direct Expenditures 

Municipal Level 
Home Value 
Governmental Form 
Property Taxes 
Social Need 
Social Heterogeneity 

Percent of Cases 
Correctly Predicted 

*pL.05  
NS= Not statistically significant. 
SOURCE: AClR staff calculations based on U.S. Department of Commerce, Bureau of the Census, Census of 

Governments Finance File, 1967, 1972, and 1977; and Consolidated City Data File, 1948-1977. 



To summarize, functional transfers in the second 
half of the decade were structured by an even mix of 
federal, state, and municipal-level indicators. Never- 
theless, federal aid clearly was the dominant determi- 
nant of functional transfers during this latter period, 
underscoring the degree of municipal dependence on 
federal aid and its impact on functional assignment. 

DISCUSSION 

A perplexing finding in the descriptive analysis sec- 
tion was the degree to which functions frequently as- 
sumed were also the object of functional transfers. 
This phenomenon was initially thought to be a result 
of either: (1) different variables affecting the assump- 
tion and transfer of the same function, or (2) differ- 
ing thresholds for the variables affecting both the 
transfers and assumptions of the same function. The 
latter explanation assumed that transfers and func- 
tional acquisitions were at opposite ends of the same 
continuum. The former explanation suggests that the 
two types of functional reassignment, though sharing 
common functions, are significantly different in 
terms of the processes and factors which affect their 
occurrence. 

The findings in Tables A-26 and A-28 provide 
some insights into the causes of this phenomenon. 
Only in one instance (i.e., state consolidation laws) 
did the same variable structure both the assumption 
and transfer of functional activities. This confirms 
the hypothesis that different variables structure func- 
tional transfers and assumptions. The determinants 
of assumptions wax and wane between municipal and 
state variables, while transfers exhibit a broad range 
of determinants. The evidence thus far points to the 
existence of two distinct dimensions of functional re- 
assignment. 

The Determinants of inclusiveness 
(Functional Scope) by 
Functional Category 

Directing our attention to the determinants of in- 
clusiveness by functional category (e.g., controver- 
sial economies of scale, controversial diseconomies 
of scale, etc.), we observe significant variations 
(Table A-29). The hypothesized model of inclusive- 
ness is more accurate in predicting functional scope 
for services associated with significant political and 
economic liabilities (controversy and diseconomy of 
scale). Moreover, the variation in R2 (i.e., percent of 
variation explained) appears to be a function of the 

varying influence each independent variable has on 
inclusiveness of different functional categories. 
These findings are consistent with the hypothesized 
typology for functional assignment. 

As noted earlier in the theory section, certain func- 
tions engender less political controversy (e.g., water 
supply, sanitation, libraries, etc.). Their assignment 
to municipal government is unlikely to be altered by 
either state or federal-level factors. Municipal-level 
conditions (i.e,, need, demand for services, available 
resources) are the most direct determinants of in- 
clusiveness for noncontroversial economies of scale 
functions. 

Municipal responsibility for functions associated 
with controversial diseconomies of scales is generally 
ill-advised due to the excessive political and economic 
costs. Assumption of these functions-welfare, cor- 
rections, housing and urban renewal-requires extra- 
local incentives in order to defray the excessive costs 
of operation as well as to justify the additional 
political conflict likely to be generated. The reader 
should note that measures of federal aid and direct 
state expenditures include monies only for those pro- 
grams included in each functional category. 

The findings in Table A-29 substantiate the 
hypothesized relationships between inclusiveness and 
the determinants of functional assignment. State and 
federal-level determinants have their most significant 
effect on controversial and noncontroversial disecon- 
omies of scale functions. Moreover, the strength of 
these relationships increased over time. In fact, 
federal aid, which is an insignificant determinant of 
overall inclusiveness in 1967 and 1972, has a signifi- 
cant influence on inclusiveness for controversial 
diseconomies of scale functions in each year studied. 
Municipal-level determinants do not diminish in their 
influence on inclusiveness scores for controversial or 
economically inefficient functions. The additional in- 
fluence of state and federal-level factors merely adds 
to the overall explanatory power of the model, a con- 
dition which did not prevail when examining the 
model's explanatory power for functional activities 
in the aggregate. The assignment of controversial 
diseconomies of scale functions requires both the 
need and capacity generated at the municipal level as 
well as the incentives and occasional coercion provid- 
ed by state and federal programs and policies. 

The relative influence of individual determinants 
conforms with the general model for functional in- 
clusiveness reported in Table A-24. Among munici- 
pal level determinants, property taxes, social need, 
and social heterogeneity are consistently significant 



I Table A-29 
REGRESSION COEFFICIENTS AND ESTIMATES FOR THE EFFECTS OF 

FEDERAL, STATE, AND MUNICIPAL.LEVEL INDICATORS OF 
FUNCTIONAL INCLUSIVENESS, BY 

FUNCTIONAL CATEGORY AND YEAR, 
1967,1972, AND 1977 

1967 1972 1977 

Function ESN ESC DSN DSC ESN ESC DSN DSC ESN ESC DSN DSC 

Federal Level 
Federal Aid - .lo4 -.OW -.021 .307* .066 .OW .045 .095* .119* .195* .201* .510* 

State Level 
Annexation -.OW .o70 .032 .292* -.o70 .013 -.052 .194* -.081 -.022 -.037 .177* 
Consolidation - .o19 - .057 .loo* .124* - ,006 .051 ,220' .145* .055 .002 .205* .036 
Function -.106*-.062 .077* .118* -.om* -.104* .089* .087* -.079*-.086* .ogle .102* 
Fiscal .051 - .088' .010 - .066' .103' - .048 .004 - .048 .116' - .Of2 .086 .007 
Mandates - .018 - .133* .OM - .233* .002 .052 .o70 -.227* -.OOS -.o~I .038 -.137* 
Home Rule - .058 .023 -.OW .073 .1Wg - .055 .017 .O12 - .017 .099 .OW .050 
State Expenditures - .221' - 234' - .190* - 268' - .om - .267' - .loo* - .263* - .093 - .271 - .I06 - .264' 

Municipal Level 
Property Tax .146* .414* .379* .IM* .197* .404* .088 .219* .231* ,494, .227* .271* 
Home Value - .014 - .061 .o!% - .03 .016 - .065 .022 - .018 .OW - ,045 .029 - .031 
Governmental Form - .085 - .last .063 .050 - .051 - .126* .072 .097* - .025 - .I 17' .125' .065 
Social Need .313* .566* .340* .375* .319* ,531. .252* .407* .199* .425* .236* - .012 
Social Heterogeneity . 2 w  .090* . i 4 ~  . 2 w  .217* ,138' .129' -272' .204* .O!X .079 .227* 
R Square .418 .412 543 .777 .401 .436 .503 .741 .439 .414 .653 .730 

'PL.05 
Key: ESN-Functions characterized by noncontroversial economies of scale. 

ESC-Controversial economies of scale. 
DSN-Noncontroversial diseconomies of scale. 
DSC-Controversial diseconomies of scale. 

SOURCE: AClR staff calculations based on U.S. Department of Commerce, Bureau of the Census, Census of Governments Finance File, 
1967, 1972, and 1977; and Consolidated City Data File, 1948-1977. 



Table A-30 
STANDARDIZED REGRESSION COEFFICIENTS FOR THE EFFECTS OF 

FEDERAL, STATE, AND MUNICIPAL-LEVEL INDICATORS ON 
FUNCTIONAL ASSUMPTIONS FOR THE 

PERIODS 1967-72 AND 1972-77 
1967.72 1972.77 

DeterminanV - 
Category ESN ESC DSN DSC ESN ESC DSN DSC 

Federal Level 
Federal Aid 

State Level 

Annexation - .154* - .139* .053 .014 - .009 - ,124' - .037 - .057 
Consolidation ,027 .022 .006 .092 - ,082 - .066 - .098 - .loo* 
Functional Discretion .048 .051 ,034 .068 .021 - ,042 .OOO .059 
Fiscal Discretion .091* .087* .054 - .079 - .026 .027 .043 .052 
Mandates .092' .078' ,018 - .048 ,074 .135* .049 .025 
Home Rule .027 ,001 .003 - ,084' .086* - .021 .029 - .101* 
State Expenditures .040 .002 - ,035 - .081' ,009 - .039 - .010 .003 

Municipal Level 

Property Tax .021 .OOO .025 .395' .023 ,039 .010 .147* 
Home Value .066 .006 .069 .006 .074 .135* .049 .059 
Governmental Form .074 .065 .064 .030 .068 .001 ,021 - .033 
Social Need .015 .037 -.035 .437* - .080 - .045 .039* .243* 
Social Heterogeneity .060 ,082' .016 .018 - .045 - ,072 - .056 .020 

'PL .O5 
Key: ESN-Functions characterized by noncontroversial economies of scale. 

ESC-Controversial economies of scale. 
DSN-Noncontroversial diseconomies of scale. 
DSC-Controversial diseconomies of scale. 

SOURCE: AClR staff calculations based on U.S. Department of Commerce, Bureau of the Census, Census of Governmenis Finance File, 
1967,1972, and 1977; and Consolidated City Data File, 1948-1977. 

predictors of inclusiveness for each functional 
category. There are, however, a number of note- 
worthy exceptions to this pattern. In 1977, social 
heterogeneity diminished in significance, replaced by 
governmental form as a significant determinant of 
functional inclusiveness for the middle categories. 
Social heterogeneity remained a significant determi- 
nant of inclusiveness for controversial diseconomies 
of scale functions and as expected, it had its greatest 
influence on those functions most susceptible to ex- 
ploitation by diverse social groupings. 

State-level determinants of inclusiveness exhibit a 
slightly erratic pattern across the four functional 
categories, though the findings in Table A-29 reveal a 
significant influence for such determinants on the 
assignment of controversial diseconomies of scale 
functions. State expenditures are consistently related 
to functional inclusiveness for all categories of func- 
tions. Moreover, they exert their strongest influence 

on the assignment of controversial diseconomies of 
scale functions. Through direct expenditures, the 
states have assumed fiscal responsibility for func- 
tions which municipal governments have been reluc- 
tant to perform. 

State-mandated services had a significant and 
negative impact on inclusiveness for controversial 
diseconomies of scale services, but their impact was 
insignificant on other functional categories. As ex- 
pected, the states' granting of local functional discre- 
tion was moderately related to all categories of func- 
tional inclusiveness. This relationship did not vary in 
magnitude, even though the direction of the relation- 
ship changed from negative to positive for disecon- 
omies of scale functions. Flexible state laws gov- 
erning municipal functional discretion had a moder- 
ate and positive effect on municipal functional as- 
signment of all diseconomies of scale functions, but 
tended to suppress the number of economies of scale 



Table A-31 
STANDARDIZED REGRESSION COEFFICIENTS FOR THE EFFECTS OF 

FEDERAL, STATE, AND MUNICIPAL-LEVEL INDICATORS ON 
FUNCTIONAL TRANSFERS FOR THE 

PERIODS 1967-72 AND 1972.77 

Determinantl 
Category 

- 1967.72 1972.77 

ESN ESC DSN DSC ESN ESC DSN DSC 

Federal Level 
Federal Aid 

State Level 

Annexation 
Consolidation 
Functional Discretion 
Fiscal Discretion 
Home Rule 
Mandates 
State Expenditures 

Municipal Level 

Property Tax 
Home Value 
Governmental Form 
Social Need 
Social Heterogeneity 

- 
'P L .05 
Key: ESN-Functions characterized by noncontroversial economies of scale. 

ESC-Controversial economies of scale. 
DSN-Noncontroversial diseconomies of scale. 
DSC-Controversial diseconomies of scale. 

SOURCE: AClR staff calculations based on U.S. Department of Commerce, Bureau of the Census, Census 01 Governments Finance File, 
1967, 1972, and 1977; and Consolidated City Data File, 1948-1977. 

functions performed by municipal governments. The 
operational measure for functional discretion was 
heavily tied to the municipality's ability to engage in 
intergovernmental service agreements with other mu- 
nicipalities. It is possible that this form of functional 
assignment was preferable for diseconomies of scale 
functions (i.e., as a means of defraying costs across 
two or more municipalities) while functions asso- 
ciated with economies of scale were more profitable 
when assigned to individual municipalities. This in- 
terpretation is consistent with the supply dimension 
of our functional typology. 

State annexation and consolidation laws have an 
uneven effect on the inclusiveness of certain func- 
tional categories. If any trend is discerned, it is that 
fewer state restrictions on annexation and consolida- 
tion increased the number of diseconomies of scale 
functions provided by municipal governments. Flexi- 
bility in changing municipal boundaries thus seemed 

to provide some incentives for local governments to 
assume functions they might not otherwise perform. 

Determinants of Functional 
Reassignment (Assum tions and 

Transfers) by Functiona I' Categories 

Attempting to analyze the determinants of func- 
tional assumptions and transfers for specific service 
areas presents a serious methodological problem. An 
extremely small percentage of the communities 
studied transferred or assumed a function within 
each of the defined categories of municipal services. 
Neither regression nor discriminant function analysis 
can be employed in evaluating the explanatory model 
in instances where the distribution of cases is so 
skewed as to make the number of municipalities 
studied virtually invariant on the dependent variable. 



For this reason, the summary statistic-percent of 
cases correctly predicted-is not reported. 

Tables A-30 and A-31 report the standardized re- 
gression coefficients for each independent variable 
for assumptions and transfers, respecti~ely. '~~ Cau- 
tion should be taken when interpreting the results of 
these analyses. The intent here is only to identify the 
basic trends in the correlates of reassignment across 
functional categories and time. 

The assumption of specific functional responsibil- 
ities by municipalities between 1967 and 1972 appears 
to relate in varying degree to state and municipal- 
level determinants (Table A-30). Federal aid had no 
significant effect on the assumption of any category 
of functional activity during this period. Assumption 
of conventional economies of scale functions was 
strongly influenced by state grants of local home rule 
and fiscal discretionary authority. Flexible laws 
regulating annexation, home rule and municipal 
fiscal discretion had a positive effect on the acquisi- 
tion of traditional municipal functions (e.g., finan- 
cial administration, sewage, highways, etc.). Overall, 
state determinants waned in their influence on the 
assumption of diseconomies of scale functions, re- 
placed by the significant influence of municipal prop- 
erty taxes and social need. 

The most significant change in the determinants of 
functional assumptions between 1972 and 1977 was 
the increased influence of federal aid and the 
diminished effect of municipal variables on the ac- 
quisition of controversial and noncontroversial 
diseconomies of scale services. The provision of 
housing, corrections, welfare and local school ser- 
vices were each strongly enhanced by the availability 
of federal aid between 1972 and 1977. During the 
same time period, social need and property taxes 
declined significantly in their influence on functional 
assumptions. Social need, however, did retain its role 
as the dominant determinant of assumptions for con- 
troversial diseconomies of scale services. 

No specific pattern was observed for the influence 
of state level determinants. Observed relationships 
are likely to be reflective of trends unique to specific 
functions within each category. 

Transfers of specific activities by functional cate- 
gory exhibit a wide range of determinants (Table A- 
31). During the first half of the decade, determinants 
of functional transfers for all categories were evenly 
divided between state and municipal-level variables. 
The impact of federal aid on functional transfers was 
limited to those functions associated with disecon- 
omies of scale. This latter finding supports earlier 

observations that declining levels of federal aid are 
associated with the shedding of less conventional 
functional responsibilities (i.e., housing, urban re- 
newal, corrections, health, hospitals, etc.). 

During the period 1972-77, federal aid continued 
to have a significant and negative impact on transfers 
of diseconomies of scale functions. The magnitude of 
this relationship increased, reflecting the added 
dependence of municipal governments on federal as- 
sistance. State-level determinants diminished signifi- 
cantly in their influence on functional transfers in 
this five-year span. This trend was most pronounced 
in the case of functions associated with diseconomies 
of scales. Municipal-level determinants exhibited 
substantial variation in their effect on functional 
transfers. Declines in available property taxes tended 
to increase transfers of noncontroversial economies 
of scale functions, while diseconomies of scale func- 
tions were unaffected by variations in available mu- 
nicipal revenues. Conversely, social need and hetero- 
geneity both had a significant and positive impact on 
transfers of controversial diseconomies of scale ac- 
tivities, but was unrelated to transfers of services in 
other functional areas. This would suggest that rising 
need and accompanying levels of diverse social pref- 
erences serve to encourage municipal governments to 
divest themselves of politically divisive and 
economically inefficient functions. 

The evidence in Tables A-30 and A-31 appears to 
support the hypothesis that functional content has a 
significant intervening effect on the determinants of 
functional reassignment. Those service activities 
associated with significant economic and political 
liabilities are consistently more susceptible to func- 
tional reassignment when federal assistance is either 
on the increase or decrease. Moreover, a significant 
influence for federal aid on the assumption of certain 
functions has been identified. There is strong 
evidence to support the conclusion that federal aid is 
most stimulative of functional assumptions for ser- 
vice activities which require strong fiscal and political 
incentives for municipal programmatic action. 

CONCLUSIONS 

The findings of this study clearly point to the 
growing, but narrow, influence of federal assistance 
on the assignment of municipal functional responsi- 
bility. Reflective of the strained fiscal condition of 
municipal governments, federal aid is limited to 
maintaining existing functional activities and only 



minimally supportive of functional growth and ex- 
pansion. The chief determinant of this impact is the 
significant increase in the number of communities 
receiving federal aid during the period between 1972 
and 1977. 

The research suggests that federal policymakers 
are limited to promoting the assumption of con- 
troversial diseconomies of scale functions, whereas 
state and municipal officials have a broader range of 
functional activities over which they can affect func- 
tional assumptions. Conversely, federal influence on 
the transfer of service responsibilities is broad, 
though significantly greater for functions associated 
with controversial diseconomies of scale. 

Federal authorities seeking to influence the as- 
sumption of functions must be aware of the medi- 
ating influence of state and municipal-level factors. 
Moreover, the added influence of functional content 
only serves to underscore the complexity and unique- 
ness of each mechanism of functional change. 

It should be noted that direct federal attempts at 
influencing municipal functional assignment have 
met with some success. Federal aid supportive of mu- 
nicipal assumptions of housing and urban renewal, 
and correction programs generally have met with a 
positive response by municipal governments. It is not 
clear, however, whether other aid programs directed 
at less controversial policies were, in fact, intended to 
stimulate functional change. The conclusion that fed- 
eral assistance is not stimulative of functional as- 
sumptions presumes, without clear justification, that 
all federal aid programs were intended to achieve this 
goal. This question must temper any conclusions ar- 
rived at concerning the impact of federal assistance 
on municipal functional assignment. 

Historically, the findings point to a waning of mu- 
nicipal control over its own functional scope. State 
and federal influences play an important role in the 
assignment of functions to municipal governments. 
Increased fiscal aid and increased direct state expen- 
ditures have placed municipal governments in a more 

dependent posture. Again, loss of municipal control 
over functions is not without qualification. Tradi- 
tional functions and those which afford municipal 
governments significant economies with little politi- 
cal costs continue to be structured by local condi- 
tions. 

An important finding is that functional transfers 
and assumptions are separate dimensions of func- 
tional reassignment. The fact that the two mecha- 
nisms of functional change are structured by dif- 
ferent forces has a significant impact on the nature of 
federal, state, and local policies. As Dye and Garcia 
have shown empirically, the assumption of one func- 
tion does not necessarily require a concomitant de- 
cline in other functions. Moreover, the spillover ef- 
fects so troublesome in many policy endeavors are 
only minimally problemmatic when simultaneously 
pursuing policies stimulative of functional transfers 
and assumptions. 

The findings of this study are not without signifi- 
cant qualifications. The number and scope of func- 
tions studied remains a severe limitation on our 
knowledge of functional assignment and its determi- 
nants. Essentially, the problem here is definitional in 
nature. What constitutes a function? Operationally, 
any response to this question is likely to lead to an in- 
ventory of program subfunctions or activities. As an 
indication of the complexity of the task, a 1942 study 
of governmental programs in the City of Detroit 
identified over 400 separately funded and adminis- 
tered functional activities.'O1 Police patrols and po- 
lice communications, for example, are significantly 
different in terms of their demand and supply charac- 
teristics. This problem, however, is not widespread. 
With the exception of fire and police services, func- 
tions seem to consist of relatively homogeneous pro- 
gram activities. Any added insights to be gained from 
examining the program activities that comprise each 
of the 26 functions studied would be at the expense of 
greater generalization, which has been the object of 
this study. 
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Exhibit A 
DEFINITIONS OF FUNCTIONS 

Function Definition 

Airports 

Correction 

Local Schools 

Higher Education 

Special Education 

Financial Administration 

Fire 

General Control 

Hospitals 

Health 

Highways 

Natural Resources 

Provision, operation, and support of airport facilities. lncludes 
own expenditures for leased facilities but not those of lessees. 
Excludes regulation of air transportation. 

Confinement and correction of adults and minors convicted of of- 
fenses against the law; and pardon, probation, and parole activities. 
Excludes jails primarily for detention of person awaiting trial and 
confinement of person serving short-term sentences for minor of- 
fenses. 

Elementary and secondary schools and any other educational in- 
stitutions other than institutions of higher education. lncludes 
other activities operated through school system. 

Universities, colleges, junior colleges, and other schools beyond 
the high school level operated by government. 

Special programs and institutions for the blind, deaf, and other 
handicapped persons if their primary purpose is to train or 
educate such persons. Excludes programs and institutions for the 
handicapped that are primarily for physical rehabilitation and care 
of such persons. 

Office of finance director, auditor, comptroller, treasurer, and other 
central accounting, budgeting, and purchasing activities. lncludes 
tax assessment and collection, disbursement of funds, in- 
vestments, etc. 

lncludes fire fighting, organization and auxiliary services, rescue 
squads, inspections, etc. 

Judicial, legislative, and executive functions of municipal govern- 
ment. 

Establishment and operation of hospital facilities, provision of 
hospital care, support of other public or private hospitals. 

Health services, other than hospital care and financial support of 
health programs of other governments. lncludes research labs, 
education, statistical compilation, nursing, environmental health 
programs (e.g., inspection of water supply), immunization pro- 
grams, etc. 

Expenditures for streets and highways and related structures 
(including garages and administrative buildings), snow and ice 
removal, and street and highway lighting. 

Activities through which governments seek to conserve, promote 
and develop their natural resources of soil, water, forest, minerals, 
wild life, etc. 



Exhibit A (cont.) 
DEFINITIONS OF FUNCTIONS 

Function Definition 

Parking Facilities 

ParkslRecreation 

Police 

General Assistance 

Categorical Assistance 

Sanitation 

Sewerage 

Liquor Stores 

Water Supply 

Gas Supply 

Electric Supply 

Transit 

Libraries 

Provision and operation by government of parking lots, garages, and 
other distinctive parking facilities on a commercial basis. Purchase 
and maintenance of parking meters. 

Provision of recreational and cultural-scientific facilities and ac- 
tivities. lncludes golf courses, zoos, museums, etc. 

Preservation of law and order and traffic safety whether ad- 
ministered as part of police department or separately. 

Support of and assistance to needy persons contingent upon their 
need, including provision and operation of welfare institutions. 

Direct payments to beneficiaries under the federal categorical 
public assistance programs-old-age assistance, aid to families 
with dependent children, supplemental security income. lncludes 
cash benefits under these programs in excess of or supplementary 
to those financed with federal participation. 

lncludes street cleaning and waste collection and disposal ac- 
tivities. Excludes regulatory activities for health purposes. 

Provision and maintenance of government sewers and sewage 
disposal facilities, and combined water and supply and sewage 
disposal system. 

lncludes only expenditure relating to the establishment and opera- 
tion of liquor stores. Excludes licensing and law enforcement of li- 
quor laws. 

Expenditure for the purchase and production andlor acquisition of 
watersupplies, including interest on debt. 

Expenditure for the purchase and production andlor acquisition of 
natural gas supplies, including interest on debt. 

Expenditure for the purchase and production andlor acquisition of 
electrical supplies including interest on debt. 

Expenditure for the purchase and maintenance of public transporta- 
tion systems including bus and rail systems. 

lncludes libraries operated by the government concerned, support 
of privately operated libraries and governmental libraries for public 
use. 

SOURCE: U.S. Department of Commerce, Classification Manual, Governmental Finances, Washington, DC, U.S. 
Government Printing Office, 1976, pp. 50-67. 



Exhibit B 
DESCRIPTIONS OF VARIABLES IN THE MODEL OF 

FUNCTIONAL ASSIGNMENT 

Variable Name Description 

Federal Aid 

Annexation 

Home Rule 

Function 

Mandates 

Consolidation 

Direct Expenditures 

Home Value 

Governmental Form 

Property Taxes 

Social Need 

Social Heterogeneity 

Total direct federal dollar assistance to each municipal govern- 
ment by individual year. 

Scale score for the restrictiveness of state laws regulating mu- 
nicipal annexations. (High score, less restrictions on municipal 
annexation.) 

Scale score for the restrictiveness of state home rule laws andlor 
constitutional provisions. (High score, less restrictions on home 
rule authority.) 

Scale score for the restrictiveness of state laws regulating mu- 
nicipal functional discretion (e.g., interservice agreements, etc.). 
(High score, less restrictions on functional discretion.) 

Percent of state-mandated functional activities, based on a total 
number of 77 possible mandated activities. 

Scale score for the restrictiveness of state laws regulating mu- 
nicipal consolidation. (High score, less restrictions on municipal 
consolidations.) 

Total direct state expenditures on 11 functional areas for indi- 
vidual years. 

Median owner-occupied home value. 

Reformed (I) and unreformed (0) governmental structures. 

Total full value property tax revenues for individual years. 

Factor score summarizing presence of large number of dependen 
populations in municipal boundaries. 

Additive score summarizing degree to which population is compris- 
ed of a large number of diverse socioeconomic groups. 
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