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PREFACE 

The Advisory Commission on Intergovernmental Relations was estab- 
lished by Public Law 380, passed by the first session of the 86th Congress 
and approved by the President September 24, 1959. Section 2 of the Act sets 
forth the following declaration of purpose and specific responsibilities for 
the Cormnission: 

Sec. 2. Because the complexity of modern life intensifies the need 
in a federal form of governrnent for the fullest cooperation and 
coordination of activities between the levels of governnent, and 
because population growth and scientific developments portend an 
increasingly coaplex society in future years, it is essential that 
an appropriate agency be established to give continuing attention 
to intergovernmental problems. 

It is intended that the Coanission, in the performance of its 
duties, will-- 

(1) bring together representatives of the Federal, State and local 
governments for the consideration of conmon problems; 

(2) provide a forum for discussing the administration and coordina- 
tion of Federal grant and other programs requiring intergovernmental 
cooperation; 

(3) give critical attention to the conditions and controls involved 
in the adninistration of Federal grant programs; 

(4) make available technical assistance to the executive and legisla- 
tive branches of the Federal Government in the review of proposed 
legislation to determine its overall effect on the Federal system; 

(5) encourage discussion and study at an early stage of emerging 
public problems that are likely to require intergovernmental 
cooperation; 

(6) recommend, within the framework of the Constitution, the most 
desirable allocation of governmental functions, responsibilities and 
revenues among the several levels of government; and 

(7) recommend methods of coordinating and simplifying tax laws and 
administrative practices to achieve a more orderly and less competi- 
tive fiscal relationship between the levels of government and to 
reduce the burden of compliance for taxpayers. 

Pursuant to its statutory responsibilities, the Commission from time 
to time singles out for study and recommendation particular problems, the 
amelioration of which, in the Commission's view, would enhance cooperation 
among the different levels of government and thereby improve the effectiveness 
of the Federal system of government as established by the Constitution. One 



s u b j e c t  s o  i d e n t i f i e d  by t h e  Cosunission concerns  t h e  broad q u e s t i o n  of f i s c a l  
b a l a n c e  i n  our  F e d e r a l  system. 

This  r e p o r t  w a s  adopted  by t h e  Commission a t  s u c c e s s i v e  mee t ings  
h e l d  on J u l y  21 and October 6-7, 1967. 

Far r i s  Bryant 
Chairman 

x v i  
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WORKING PROCEDURES OF THE COMMISSION 

This statement of the procedures followed by the Advisory Commission 
on Intergovernmental Relations is intended to assist the reader's consideration 
of this report. The Commission, made up of busy public officials and private 
persons occupying positions of major responsibility, must deal with diverse and 
specialized subjects. It is important, therefore, in evaluating reports and 
recommendations of the Commission to know the processes of consultation, 
criticism and review to which particular reports are subjected. 

The duty of the Advisory Commission, under Public Law 86-380, is to 
give continuing attention to intergovernmental problems in Federal-State, 
Federal-local, and State-local, as well as interstate and interlocal relations. 
The Comission's approach to this broad area of responsibility is to select 
specific, discrete intergovernmental problems for analysis and policy recom- 
mendation. In some cases, matters proposed for study are introduced by indi- 
vidual members of the Commission; in other cases, public officials, profes- 
sional organizations or scholars propose projects. In still athers, possible 
subjects are suggested by the staff. Frequently, two or more subjects compete 
for a single "slot" on the Commission's work program. In such instances 
selection is by majority vote. 

Once a subject is placed on the work program, a staff member is 
assigned to it. In limited instances the study is contracted for with an expert 
in the field or a research organization. The staff's job is to assemble and 
analyze the facts, identify the differing points of view involved and develop 
a range of possible, frequently alternative, policy considerations and recon- 
mendations which the Commission might wish to consider. This is all developed 
and set forth in a preliminary draft report containing (a) historical and 
factual background, (b) analysis of the issues, and (c) alternative solutions. 

The preliminary draft is reviewed within the staff of the Commission 
and after revision is placed before an informal group of "critics'' for search- 
ing review and criticism. In assembling these reviewers, care is taken to 
provide (a) expert knowledge, and (b) a diversity of substantive and philoso- 
phical viewpoints. Additionally, representatives of the National League of 
Cities, Council of State Governments, National Association of Counties, U.S. 
Conference of Mayors, U.S. Bureau of the Budget and any Federal agencies 
directly concerned with the subject matter participate, along with the other 
"critics" in reviewing the draft. It should be emphasized that participation 
by an individual or organization in the review process does not imply in any 
way endorsement of the draft report. Criticisms and suggestions are presented; 
some may be adopted, others rejected by the Commission staff. 

The draft report is then revised by the staff in light of criticisms 
and comments received and transmitted to the members of the Commission at least 
two weeks in advance of the meeting at which it is to be considered. 

In its formal consideration of the draft report, the Commission 
registers any general opinion it may have as to further staff work or other 



considerations which it believes warranted. However, most of the time available 
is devote6 o a specific and detailed examination of conclusions and possible 
re~omnendat~ons. Differences of opinion are aired, suggested revisions dis- 
cussed, amendments considered and voted upon, and finally a recommendation 
adopted (or modified or diluted as the case may be) with individual dissents 
registered. The report is then revised in the light of Commission decisions 
and sent to the printer, with footnotes of dissent by individual members, if 
any, recorded as appropriate in the copy. 



SCOPEOFTHEREPORT 

The Commission's study of Fiscal Balance in the American Federal System 
is contained in two volumes. In Volume 1, the Commission analyzes the basic 
structure of fiscal federalism, isolates the major shortcomings of the present sys- 
tem, identifies the fiscal sources of tension, and prescribes policies designed to 
strengthen the fiscal foundation of our intergovernmental system. In Volume 2, 
the Commission concentrates on the critically urgent problems caused by the growth 
of fiscal disparities among jurisdictions within metropolitan areas. Specifically, 
the Commission probes in depth the "fiscal facts of life" in the 37 largest metro- 
politan areas, draws on special case studies in 12 of these areas, and sets forth 
a series of recommendations designed to bring metropolitan needs and resources 
into greater alignment. The Commission was aided in its urban fiscal research by 
a grant from the Department of Housing and Urban Development. 

RECOMMENDATIONS 

Volume 1. Basic Structure of Fiscal Federalism 

A. Broadened Fiscal Mix and Greater Fiscal Flexibility 
in Federal Aid to States and Localities 

1. The CommissFon concludes that to meet the needs of twentieth cen- 
tury America with its critical urban problems, the existing in- 
tergovernmental fiscal system needs to be significantly improved. 
Specifically, the Commission recommends that the Federal Govern- 
ment, recognizing the need for flexibility in the type of support 
it provides, authorize a combination of Federal categorical 
grants-in-aid, general functional block grants, and per capita 
general support payments. Each of these mechanisms is designed 
to, and should be used to, meet specific needs: the categorical 
grant-in-aid to stimulate and support programs in specific areas 
of national interest and promote experimentation and demonstra- 
tion in such areas; block grants, through the consolidation of 
existing specific grants-in-aid, to give States and localities 
greater flexibility in meeting needs in broad functional areas; 
and general support payments on a per capita basis, adjusted for 
variations in tax effort, to allow States and localities to de- 
vise their own programs and set their own priorities to help 
solve their unique and most crucial problems. Such general sup- 
port payments could be made to either State or major local units 



of government if provision is made for insuring that the pur- 
poses for which they are spent are not in conflict with any 
existing comprehensive State plan. * ,9& ,*)w 
The Commission recommends enactment of legislation by the Con- 
gress authorizing the President to submit grant consolidation 
plans, such consolidations to be transmitted to the Congress 
and to become effective unless rejected by either House within 
a period of 90 days. 

The Commission recommends that Congress and the President 
strive toward a drastic decrease in the numerous separate auth- 
orizations for Federal grants--adopting as a general goal a re- 
duction by at least half the number; specifically the Commis- 
sion recommends as a modest beginning, the following major con- 
solidations: (a) elimination of all categorization and ear- 
marking from the vocational education program to provide in ef- 
fect a single vocational education grant to be usable in speci- 
fied fields but within the State allotment in such amounts 
among the fields as determined by the State; and (b) consoli- 
dation of the existing grants for water and sewer line construc- 
tion into a single authorization to be administered by a single 
agency. 

The Commission recommends enactment by the Congress of legisla- 
tion proposed by the Administration to authorize single applica- 
tions by State and local governments for interrelated projects 
and for joint funding of projects containing components deriv- 
ing funds from several Federal sources, in order to encourage 
States and localities to interrelate various functional pro- 
grams and to facilitate effective program administration at the 
national level. It is further recommended that States enact 
similar legislation where necessary. 

The Commission recommends to the President that the Bureau of 
the Budget initiate an aggressive program to simplify and sys- 
temize the varied matching and apportionment formulas for 
existing Federal grant-in-aid programs. 

B. strengthen in^ State and Local Fiscal and Tax Systems 

6. The Commission concludes that the development of a more equit- 
able, diversified, and productive State-local tax system is 
prerequisite to avoiding excessive local property tax burdens, 
proliferation of local nonproperty taxes, interlocal fiscal 
disparities and dependence on Federal aid. The Commission 
therefore recommends that the States (1) require and enforce 
effective local use of the property tax including, in some 
States, a more intensive use of this revenue source, (2) 

* Chairman Bryant dissented. 
9 Secretary Fowler entered a reservation and dissented in part. 
*** Mayor Naftalin did not concur in the portion of the last sentence which 

deals with comprehensive State plans. 
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equip themselves with a productive and broad-based tax sys- 
tem capable of underwriting a major portion of the State-local 
expanding expenditure requirements, and (3) shield basic family 
income from any undue burdens imposed by sales and property 
taxes. 

In order to strengthen the productivity of the sales tax, the 
Commission recommends action by the States to protect low in- 
come families from undue tax burdens on food and drugs under 
general sales taxes. 

In order to strengthen the productivity of the local property 
tax, the Commission recommends action by the States to help the 
localities finance the cost of relieving any undue local prop- 
erty tax burden on low income families. 

The Commission recommends that the States which have not done 
so, give serious consideration to providing more flexibility in 
their constitutions for long-range State financing programs. 

C. Improved '~ederal Coordination and Management 

10. The Commission recommends an elevation of attention on the part 
of the President and the Congress to the more general need of 
insuring the conduct and coordination of Federal grant and 
other programs in such a way as to improve the overall capa- 
bility of State and local government and consequently strengthen 
the American federal system. Its importance warrants assign- 
ment by the President of major responsibility in this area to 
an appointee having status equivalent to that of a member of 
the Cabinet. This official should be responsible for general 
liaison with State and local governments and be accessible to 
them regarding problems encountered in the administration of 
Federal grants-in-aid. Also this official should report at ap- 
propriate intervals to the President, Congress and the public 
on the extent to which grant-in-aid programs are achieving 
their objectives and the extent to which State and local gov- 
ernment is being strengthened in the process. 

The Commission further recommends the strengthening of the 
Bureau of the Budget's capability to sustain a vigorous pro- 
gram of interagency coordination of Federal grants-in-aid. 

11. The Commission recommends the enunciation by the President of 
a policy of decentralization of Federal decision-making in the 
administration of grant programs; among other actions, the Com- 
mission recommends decentralization to directors of Federal 
regional offices of most of the decisions connected with the 
review and approval of State or local plans developed as a 
condition of Federal formula-type grants and of amendments 
to such plans proposed by State and local governments. The 
Commission further recommends Presidential action to effect 
a major reduction in the wide variations in the regional bound- 
aries and headquarters sites of Federal field offices. 
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The Commission believes the establishment of a field staff of 
the Bureau of the Budget should serve many of the purposes of 
field offices, appropriations for which have been sought 
repeatedly by the Budget Director and the President within the 
last few years. In addition to increased coordinative activity 
in the field by the Bureau, the Commission recommends the 
strengthening of existing Federal Executive Boards by (a) trans- 
fer of supervision of the Boards to the Bureau, and (b) pro- 
vision of at least one full-time staff member for each of the 
major Boards. 

The Commission recommends that the President establish within 
an appropriate agency of the Executive Branch a computerized 
system for storage and retrieval of information essential for 
the administration of grants-in-aid, formulation of Federal- 
State-local fiscal policies and other policy and management 
purposes. The Commission further recommends that the Congress 
establish a similar system to provide information for review 
of grant-in-aid programs and for other legislative purposes. 
The Commission recommends that tapes and other data resulting 
from these systems be made available to State and local gov- 
ernments. 

D. Simplification of Administrative Controls 
Under Federal Grants 

The Commission recommends the enactment of general legislation 
by the Congress applicable to Federal grants-in-aid to State 
governments, whereby the Comptroller General of the United 
States would study and review the accounting and auditing sys- 
tems of State governments which receive Federal grants-in-aid 
and ascertain the general adequacy and integrity of such State 
auditing and accounting systems; the Commission further recom- 
mends that Tor those States certified by the Comptroller Gen- 
eral as meeting standards of adequacy and integrity, the re- 
sults of State audits of expenditures of Federal grant funds 
be accepted by the administering Federal agency in lieu of 
fiscal audits by agency personnel, such acceptance to cease 
when and if the Comptroller General finds that the accounting 
and auditing system of the particular State no longer meets 
the prescribed standards. Finally, the Commission recommends 
that this authorization be extended at the discretion of the 
Comptroller General to units of local government receiving 
sizeable grants directly from Federal agencies. 

The Commission recommends the enactment of legislation pend- 
ing in the Congress to authorize the modification, at the re- 
quest of a State and with approval by the head of the Federal 
department or agency, of the single State agency requirement 
associated with Federal grants-in-aid to State governments. 

The Commission recommends the enactment of general legisla- 
tion by the Congress, consolidating insofar as possible into 
a single Congressional enactment a set of planning require- 
ments--both functional and comprehensive--to be applicable 



to Federal grant-in-aid programs, both present and future, 
especially those concerned with or affecting urban develop- 
ment. 

The Commission recommends that Congress enact Legislation which 
would effect an overall rather than piecemeal revision of Sec- 
tion 701 of the Housing Act of 1954. Specifically, such legis- 
lation should employ Federal planning assistance to strengthen 
comprehensive planning as an arm of elected chief executives, 
at State, areawide and local levels; require a closer inter- 
linking of planning, programming and coordination at those 
levels; and relate all federally aided functional planning to 
comprehensive planning at the State, areawide and local levels. 
The Commission further recommends that provision be made for 
State planning agencies, especially in those States with on- 
going comprehensive State planning programs receiving Federal 
financial assistance under Section 701, to review and comment 
upon all local and areawide applications for urban planning 
assistance. The Commission takes no position as to the most 
desirable location of responsibility in the Federal Executive 
Branch for administering assistance to State and local compre- 
hensive planning activities. 

E. Strengthening the State Executive and Legislative Branches 
as Effective Partners in the Federal System 

18. In order to achieve adequate intergovernmental fiscal coordina- 
tion and to strengthen State government generally, the Commis- 
sion recommends the amendment of many State constitutions to 
reduce greatly the number of separately elected State offi- 
cials. 

19. The Commission recommends that where needed, State constitu- 
tions be amended to permit the Governor to succeed himself. 

20. The Commission recommends State constitutional and statutory 
action, where needed, to provide a gubernatorial budget cov- 
ering all estimated income and expenditures of the State 
government to be submitted to each session of the State legis- 
lature. 

21. The Commission recommends that each State develop a strong 
planning capability in the executive branch of its State gov- 
ernment. The planning function should include: (a) formula- 
tion for the consideration of the Governor and the legislature 
of comprehensive policies and long range plans for the ef- 
fective and orderly development of the human and material 
resources of the State; (b) provision of a framework for 
functional, departmental and regional plans; and (c) as- 
sistance to the Governor in his budget-making and program 
evaluation roles. 

22. The Commission recommends that State constitutions be amended, 
where needed, to authorize the Governor to reorganize the 
administrative structure of State government and to shift 
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functions among State departments and agencies with the ex- 
ercise of such reorganization powers subject to a veto by 
either house of the State legislature within a specified 
time period. 

23. In order to improve the fiscal and program coordination of 
Federal categorical grants going to State government the 
Commission recommends that the States themselves provide 
adequate funds and staff for this purpose; the Commission 
opposes the use of Federal grant funds to provide staff or 
facilities for the immediate office of the Governor. 

24. In order to help strengthen the position of State govern- 
ment generally and to afford adequate time for legislative 
c0nsiderati.m of State financial participation in Federal 
grant-in-aid programs, the Commission recommends State 
constitutional or other appropriate action, where necessary, 
to remove such restrictions on the length and frequency of 
sessions of the State legislature as may interfere with the 
most effective performance of its functions. Specifically 
the Commission recommends that the holding of annual sessions 
be given serious consideration in those States now holding 
biennial sessions. Further, in order that legislative 
compensation not deter the holding of annual sessions, the 
Commission recommends that legislators be paid on an annual 
basis in an amount commensurate with demands upon their 

Jc 
time . 

25. In order that the legislature may keep abreast on a policy 
basis with Federal and State actions on cooperative progyams, 
the Commission recommends that the States provide for year- 
round professional staffing of major committees of their 
State legislatures. 

26. In order that the State legislative voice may be heard in 
the formulation, financing and operation of Federal grant 
programs and other intergovernmental matters, the Commission 
recommends that State legislatures consider seriously the 
desirability of charging--by resolution or other appropriate 
means--elective presiding officers and/or chairmen and rank- 
ing members of those committees having jurisdiction in fields 
involving Federal-State relations with (1) following the 
development of proposed legislation in the Federal Executive 
Branch and the Congress, and (2) after appropriate consultation 
with State executive officials, presenting the views of legis- 
lators to congressional committees considering new or modified 
grant programs coming within the concern of State legislatures. 
The Commission further recommends that State legislatures 
provide adequate funding for this activity. 

* Governor Dempsey dissented. 
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Volume 2. Metropolitan Fiscal Disparities 

A. Greater Involvement of Private Enterprise 
in Urban Programs 

1. The Commission recommends that each of the industrial or 
highly urbanized States remove existing constitutional and 
statutory barriers to involvement of private enterprise in 
efforts directed toward enlarging and revitalizing the eco- 
nomic and fiscal base of their major cities, and that after 
such action take positive steps to enhance private-public 
cooperation in these endeavors. 

B. Strenpthening Local Government Organization 
and Neighborhood Initiative 

2. The Commission recommends the enactment of State legislation 
empowering a State agency--or a local agency formation com- 
mission--to (a) order the dissolution or consolidation of 
local units of government within metropolitan areas, and 
(b) enjoin the use of an interlocal contract within the 
metropolitan area when it is found to promote fractional- 
ization of the tax base without overriding compensating 
advantages; these actions should be taken pursuant to spe- 
cific statutory standards, with adequate tublic notice and 
hearings, and subject to judicial review." 

The Commission further recommends the amendment of formulas 
providing State aid to local governments so as to eliminate 
or reduce aid allotments to small units of local government 
not meeting statutory standards of economic, geographic and 
political viability ." 

3. The Commission recommends the enactment of State legislation 
authorizing large cities and county governments in metro- 
politan areas to establish neighborhood subunits of govern- 
ment with limited powers of taxation and of local self- 
government with respect to specified and restricted functions 
including the administration of specified portions of Federal, 
State and local programs. Such subunits would be dissoluble 
by the city or county governing body at any time." 

4 .  In order to improve the fiscal and program coordination of 
Federal and State categorical grants going to county and city 
governments the Commission recommends that the counties and 
cities themselves provide adequate funds and staff for this 
purpose; the Commission opposes the use of Federal and State 
grant funds to provide staff or facilities for the immediate 
office of the Mayor or county executive. 

Governors Rockefeller and Rhodes dissented. 



5. The Commission recommends that Congress amend Title IX of 
P. L. 89-754 to remove the population ceiling on local govern- 
ments served by State information centers. 

6. The Commission recommends the enactment of State enabling 
legislation where necessary and action by city governments 
to establish and finance neighborhood information centers 
and referral services to orient residents and migrants to 
the demands and responsibilities of an urban society and to 
assist them in meeting immediate social and economic needs. 
The Commission also recommends the inclusion in State enabling 
legislation of fiscal support for such centers. The Commission 
further recommends that Federal agencies providing assistance 
in city rebuilding and in combating poverty encourage the use 
of grant funds for establishing and manning these centers. 
Congress should provide incentives to States and communities 
to encourage them to do this, not through separate new pro- 
grams, but by amending pertinent existing grants to permit 
Federal grant funds to be used in this manner. 

C. Reducing Disparities in Educational Financing 

7. The Commission recommends that States add to their school 
aid formulas appropriate factors reflecting higher costs 
per pupil among disadvantaged as compared to advantaged 
children, especially in areas of high population density. 
The Commission further recommends the amendment of the 
Elementary and Secondary Education Act of 1965 to authorize 
the utilization of otherwise available Federal funds for 
incentive grants to States that make such revisions in their 
school aid formulas. 

8. The Commission recommends the enactment of State legislation, 
preceded by constitutional amendment where necessary, estab- 
lishing or authorizing an appropriate State agency to mandate 
the establishment of county or regional school property taxing 
districts; this is suggested for those States where school 
financing has not already been placed on a countywide or 
regional basis ." 

9. The Commission recommends the enactment of State legislation, 
preceded by constitutional amendment where necessary, authoriz- 
ing the establishment by the State educational agency of 
educational facilities designed to make available on a multi- 
district basis a specialized educational capability, including 
special personnel, to the children of the districts involved. 
The Commission further recommends that State governments pro- 
vide appropriate financial incentives for the creation of such 
multi-district facilities. 

10. The Commission recommends the amendment of the Elementary and 
Secondary Education Act of 1965 to authorize Federal incentive 

Governor Rockefeller dissented. 
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grants to State and metropolitan educational agencies for 
the establishment of (a) county or regional school taxing 
districts, (b) specialized multi-district facilities as 
recommended herein, or (c) other areawide educational 
arrangements to assist in equalizing fiscal resources with 
educational needs throughout the area." 

Improved Statistics for Metropolitan Areas 

The Commission recommends the establishment of a national 
system for the collection, analysis, and dissemination of 
social statistics, with full participation by Federal, State, 
and local governments, with special emphasis upon the develop- 
ment of such data for sub-state geographic areas (major cities, 
counties, and SMSA's) as well as State and national aggregates. 

The Commission recommends that the Internal Revenue Service 
expand its reporting of income statistics for Standard Metro- 
politan Statistical Areas to provide data for the units of 
general local government within such areas. 

The Commission recommends that Federal, State, and local 
officials work toward the establishment of data facilities 
for measuring for major urban functions the comparative per- 
formance levels of individual local units of government. 
This effort should be undertaken preferably by existing or 
new nongovernmental organizations and should look toward 
the establishment of optimal standards, the collection and 
analysis of data, and periodic publication of comparative 
figures. 

Congressman Fountain dissented. 





Chapter 1 

INTRODUCTION 

Much of t he  f i s c a l  imbalance wi th in  our f e d e r a l  system can be t r aced  t o  
a  revenue support  f o r  S t a t e  and l o c a l  governments t h a t  i s  something more than a  
three-legged s t o o l ,  but  l e s s  than a  s tu rdy  four-legged s t r u c t u r e .  Three powerful 
f i s c a l  instruments  now underpin most of S t a t e  and l o c a l  governments' response t o  
America's major domestic government needs.  These governments depend on proper ty  
taxes  ($26 b i l l i o n ) ,  consumer l e v i e s  ($21 b i l l i o n ) ,  and Federa l  cond i t iona l  g ran t s  
($17 b i l l i o n )  t o  f inance  t h e i r  burgeoning ob l iga t ions - - the  educat ion of our youth, 
t he  ca re  o f  the  poor, the  provis ion  of s t r e e t s  and highways, and the  maintenance 
of  law and o rde r  i n  our communities. While i nc reas ing  a t  a  r e l a t i v e l y  f a s t  r a t e ,  
the  revenue support  provided by income taxes  ($7 b i l l i o n )  s t i l l  f a l l s  f a r  s h o r t  
of t h a t  provided by t h e  "b ig  three"  S t a t e  and l o c a l  revenue sources.  

The r e l a t i v e l y  poor support  performance of  t h e  S t a t e  income taxes  has  
prompted "revenue sharing" advocates t o  urge t h e  Congress t o  bu i ld  up t h i s  
"fourth" l e g  of  t he  S t a t e - l o c a l  revenue support  system with some of t he  proceeds 
from the  Federa l  income t a x  by earmarking i t  f o r  S t a t e  and l o c a l  governments on 
a  "no s t r i n g s  bas i s . "  I n  the  view of  these  advocates,  adoption of t h i s  pol icy  
would promote a  more e q u i t a b l e  and balanced use of revenue ins t ruments ,  enhance 
the a b i l i t y  of S t a t e  and l o c a l  governments t o  so lve  t h e i r  own problems, reduce 
S t a t e  and l o c a l  dependency on Federa l  cond i t iona l  g r a n t s ,  and c o r r e c t  a  growing 
f i s c a l  imbalance between the  National  Government and S t a t e - l o c a l  governments--an 
imbalance a t t r i b u t e d  t o  t he  Nat ional  Government's supe r io r  t a x  ga the r ing  r e -  
sources i n  genera l  and t o  i t s  i n t e n s i v e  use  of t he  income t a x  i n  p a r t i c u l a r .  I t s  
advocates view revenue sha r ing ,  t he  in fus ion  of Federa l  income t a x  revenue i n t o  
the  S t a t e  and l o c a l  revenue system, a s  a  f i s c a l  innovation t h a t  i s  necessary  t o  
p ro t ec t  t he  p o l i t i c a l  i n t e g r i t y  of  a  decen t r a l i zed  system of government. Without 
a s t r o n g e r  revenue base S t a t e  and l o c a l  government w i l l  not  be a b l e  t o  underwri te  
the  n a t i o n ' s  growing expenditure demands. 

Severa l  s i g n i f i c a n t  developments s t rengthen  the  case f o r  those  urg ing  
a  "new deal"  i n  intergovernmental  f i s c a l  arrangements. Confronted with unre- 
m i t t i n g  expendi ture  pressures ,  S t a t e  and l o c a l  policymakers have demonstrated 
remarkable p o l i t i c a l  courage i n  r a i s i n g  taxes  i n  general  and proper ty  and con- 
sumer l e v i e s  i n  p a r t i c u l a r .  I n  l e s s  than 20 years  S t a t e  and l o c a l  proper ty  and 
consumer l e v i e s  have increased  almost f i v e f o l d ,  from $8 b i l l i o n  i n  1946 t o  $47 
b i l l i o n  i n  1967. Over h a l f  of  t h i s  unprecedented inc rease  i s  d i r e c t l y  a t t r i b u t -  
a b l e  t o  new and increased  taxes ;  l e s s  than h a l f  t o  t he  response of o ld  taxes  t o  
n a t i o n a l  growth. 

This  heavy pressure  on proper ty  and consumer l e v i e s  poses sharp  e q u i t y  
and f i s c a l  problems. Unless t h e  subs i s t ence  of  low income f a m i l i e s  i s  sh ie lded  



from t h e  reach  of  p r o p e r t y  and s a l e s  t a x  c o l l e c t o r s ,  t h e  p r o d u c t i v i t y  o f  t h e s e  
powerful  revenue i n s t r u m e n t s  i s  bound t o  be j eopard ized  by growing p u b l i c  p r o t e s t .  
The demand of  e l d e r l y  homeowners f o r  p r o p e r t y  t a x  r e l i e f  i s  becoming e s p e c i a l l y  
s t r i d e n t ,  and p u b l i c  o p p o s i t i o n  t o  bond i s s u e s  i s  becoming more a p p a r e n t .  

The w i l l i n g n e s s  o f  Congress t o  b o t h  suppor t  and s t i m u l a t e  S t a t e -  loca  1 
e x p e n d i t u r e  e f f o r t s  h a s  a l s o  g e n e r a t e d  c o n s i d e r a b l e  p o l i t i c a l  and a d m i n i s t r a t i v e  
concern.  The i n c r e a s e  i n  F e d e r a l  c o n d i t i o n a l  a i d  from $3 b i l l i o n  i n  1956 t o  ap- 
p rox imate ly  $17 b i l l i o n  i n  1967 h a s  prompted p o l i t i c a  1 m i s g i v i n g s  from persons  
f a v o r a b l y  d i sposed  t o  t h e  d i s p e r s i o n  o f  power and a u t h o r i t y .  They view w i t h  
a la rm S t a t e  and loca 1 governments ' growing dependence on Federa  L a i d  w i t h  expendi-  
t u r e  s t r i n g s  a t t a c h e d  because i t  permi t s  t h e  N a t i o n a l  Government t o  make many 
c r i t i c a  1 p o l i t i c a l  d e c i s i o n s  concern ing  t h e  a l l o c a t i o n  of p u b l i c  s e c t o r  r e s o u r c e s  
i n  f i e d s  h e r e t o f o r e  t h e  p rov ince  of S t a t e  and l o c a l  government. 

E q u a l l y  impor tan t ,  t h e  r a p i d  p r o l i f e r a t i o n  of F e d e r a l  a i d  programs i s  
c a u s i n g  apprehens ion  even among t h o s e  g e n e r a l l y  d i s p o s e d  i n  f a v o r  o f  a  s t r o n g  
n a t i o n a l  p o s i t i o n .  T h e i r  concern r u n s  t o  a d m i n i s t r a t i o n  and problems o f  manage- 
a b i l i t y  a s  g r a n t  programs o v e r l a p  and d u p l i c a t e  one a n o t h e r .  The enormous pro- 
d u c t i v i t y  o f  t h e  F e d e r a l  income t a x  s t a n d s  o u t  i n  s h a r p  c o n t r a s t  t o  a  c o n t i n u a l l y  
t h r e a t e n i n g  S t a t e  and l o c a l  f i s c a l  s i t u a t i o n .  Confronted w i t h  s t e a d i l y  r i s i n g  
e x p e n d i t u r e  demands, S t a t e  l e g i s l a t o r s  must r e l y  upon a  f a r  l e s s  p r o d u c t i v e  t a x  
system and a r e  hobbled by t h e  f e a r  o f  i n t e r s t a t e  t a x  compet i t ion .  They must grope 
t h e i r  way th rough  t h e  c r o s s f i r e  l a i d  down by t h o s e  u r g i n g  g r e a t e r  o u t l a y  of S t a t e  
funds on s e r v i c e s  t o  t h e i r  c i t i z e n s  and t h o s e  demanding t a x  r e l i e f .  

The f i s c a l  c r i s i s  i n  t h e  N a t i o n ' s  major  c i t i e s  power fu l ly  u n d e r s c o r e s  
t h e  f a c t  t h a t  even t h e  c o n s t r u c t i o n  o f  a  balanced t a x  system a t  t h e  S t a t e  l e v e l  
w i l l  n o t  i n s u r e  a n  e f f e c t i v e  and e q u i t a b l e  in te rgovernmenta l  f i s c a l  system. The 
growing f i s c a l  d i s p a r i t i e s  on t h e  m e t r o p o l i t a n  f r o n t  p o i n t  up t h e  unequal  d i s -  
t r i b u t i o n  o f  needs and r e s o u r c e s  among j u r i s d i c t i o n s  w i t h i n  t h e  same economic 
community. I n  comparison w i t h  t h e i r  suburban n e i g h b o r s ,  many major  c i t i e s  a r e  
ex t remely  s h o r t  on t a x  r e s o u r c e s  and l o n g  on e x p e n d i t u r e  r e q u i r e m e n t s .  

I n c r e a s i n g l y  t h e s e  l o c a l  j u r i s d i c t i o n s  a r e  t u r n i n g  t o  t h e  N a t i o n a l  
Government f o r  f i n a n c i a l  a i d .  However, a s  t h i s  Commission h a s  warned i n  t h e  p a s t ,  
i f  t h e  S t a t e s  l o s e  c o n t r o l  over  t h e  m e t r o p o l i t a n  problem t h e y  l o s e  t h e  major  
r e s p o n s i b i l i t y  f o r  domes t ic  government i n  t h e  Uni ted S t a t e s  and i n  t u r n  s u r r e n d e r  
any r e a l l y  s i g n i f i c a n t  r o l e  i n  t h e  American f e d e r a l  system. 

These f i s c a l  developments,  s i n g l y  and i n  combinat ion,  c o n s t i t u t e  a  c l e a r  
and p r e s e n t  danger  t o  bo th  t h e  s p i r i t  and s u b s t a n c e  o f  f e d e r a l i s m - - t h e  s y s t e m a t i c  
d i s p e r s i o n  of  p o l i t i c a l  a u t h o r i t y  among F e d e r a l ,  S t a t e  and l o c a l  governments.  

D e s p i t e  t h e  powerful c e n t r a l i z i n g  t r e n d s  o f  t h e  l a s t  f i v e  decades ,  t h e  
b a s e s  o f  American f e d e r a l i s m  remain s t r o n g .  The e i g h t e e n t h  c e n t u r y  p o l i t i c a l  
p l a n  t o  d i f f u s e  p o l i t i c a l  a u t h o r i t y  i s  s t i l l  embedded i n  o u r  C o n s t i t u t i o n .  I n -  
deed ,  t h i s  Commission n e c e s s a r i l y  proceeds from t h e  assumption t h a t  f o r  t h e  f o r e -  
s e e a b l e  f u t u r e  t h e r e  w i l l  be no b a s i c  changes i n  our  formal  c o n s t i t u t i o n a l  a r r a n g e -  
ments f o r  a  N a t i o n a l - S t a t e  system,  i n  c o n t r a s t  t o  a  u n i t a r y  o r  s i n g l e - l e v e l  form 
of  government . 

F e d e r a l i s m  i s  a l s o  s e a r e d  i n t o  t h e  American p o l i t i c a l  v a l u e  system. I t  
i s  s a f e  t o  assume t h a t  d e s p i t e  t h e  growing a d m i n i s t r a t i v e  and f i n a n c i a l  invo lve-  
ment o f  t h e  F e d e r a l  Government i n  t h e  domes t ic  p u b l i c  s e c t o r ,  t h e  concep t  o f  
" g r a s s  r o o t s "  government w i l l  c o n t i n u e  t o  e n j o y  s t r o n g  popular  s u p p o r t .  



Federalism also draws its strength from social reality. Despite the 
¸ at ion's growing economic and cultural interdependence, our society is still 
pluralistic--a Nation of diverse regional and local attitudes and needs. 

The Commission placed the subject of fiscal balance on its study agenda 
at a time when there was a firm prospect of a Federal revenue surplus and an 
intensification of revenue stringency at the State and local level. In this 
context, "the fiscal balance1' issue appeared to hinge largely on how best to de- 
ploy part of the Federal surplus to relieve State and local deficits and to im- 
prove the quality of the combined Federal-State-local tax system. 

During the intervening months, the preoccupation with excessive Federal 
surpluses was pushed to the background by the growing concern over a record 
Federal deficit and the threat of inflationary pressures culminating in the Admin- 
istration's request for tax increases. There has been no lessening of fiscal 
pressure on the State and local front. That problem, especially the revenue 
pressures on the older industrial cities, is actually becoming more critical as 
the demands of the underprivileged become more strident. 

At this time, when the Nation is debating the appropriate response to 
the Administration's request for higher taxes and when the prospective budgetary 
situation remains uncertain, we are impressed with the hazards of prescribing a 
single, simple solution to the manifestations of fiscal tensions in the American 
federal system. We are convinced that the future of fiscal federalism must be 
built on firmer foundations than the fluctuating outlook for the Federal budget. 
Our need is for a broader, more balanced Federal-State-local approach to fiscal 
policy. 

In a very real sense, therefore, this study of the fiscal balance in our 
federal system entails an assessment of the contribution that Federal, State and 
local governments can make to our national objectives and aspirations--to the 
well-being of the American people. 

Our evaluation of more effective means of financing the nation's domes- 
tic requirements has unearthed a bewildering number of proposals to improve our 
intergovernmental fiscal arrangement. In evaluating relative merits of the vari- 
our proposals, we have been guided by the critical values we deem necessary for 
preserving a strong and viable federal system of government. 

We believe that, to the extent possible, any proposals calling 

for a substantial change in financing the intergovernmental 

system should be consistent with the basic requirements of 

federalism--a broad scope for decentralized decision-making and 

a substantial role for the States. 

We believe further that any proposal calling for substantial 

increase in Federal assistance should: 



e Preserve and, i f  poss ib l e ,  enhance S t a t e  and l o c a l  f i s c a l  

e f f o r t ;  

e Fur ther  t h e  achievement of n a t i o n a l  pol icy  goals ,  inc luding  

p rov i s ion  of p o s i t i v e  support  f o r  Federal  t a x  and expenditure 

p o l i c y  ob jec t ives ;  and 

9 Compensate f o r  the f i s c a l  overburden imposed by the  heavy 

concent ra t ion  of high cos t  c i t i z e n s  i n  p a r t i c u l a r  govern- 

mental j u r i s d i c t i o n s  and the  inc reas ing  absence of s e l f -  

support ing taxpayers i n  those j u r i s d i c t i o n s .  



Chapter 2 

STRENGTHENING THE BASIC STRUCTURE OF FISCAL FEDERALISM- 
FINDINGS AND RECOMMENDATIONS 

Whether measured i n  terms of t h e  number of g r a n t s ,  t h e i r  d o l l a r  magni- 
t udes ,  o r  t h e i r  e f f e c t s  on intergovernmental  r e l a t i o n s h i p s ,  t h e  Federa l  ca tegor-  
i c a l  grant - in-a id ,  t he  p r i n c i p a l  t o o l  of f i s c a l  f ede ra l i sm f o r  a cen tu ry ,  has  
had near  explos ive  growth s i n c e  1963. The impact of Federa l  a i d  on S t a t e  and 
l o c a l  government over t h e  p a s t  two decades has  been f e l t  more a c u t e l y  by Gover- 
no r s ,  S t a t e  l e g i s l a t i v e  l e a d e r s  and budget o f f i c e r s .  Many of them be l i eve  t h a t  
t h e  i n c r e a s i n g  number of g r a n t  programs has  l e d  t o  g r e a t e r  Federa l  i n t e r f e r e n c e  
i n  t h e i r  a d m i n i s t r a t i v e  and po l i cy  r o l e s  and t h a t  of l a t e  g r a n t s  have tended t o  
be l e s s  s t i m u l a t i v e  and most coe rc ive  i n  t h e i r  impact. At  t h e  n a t i o n a l  l e v e l ,  
t h e r e  h a s  a l s o  been a growing r ecogn i t ion  of  problems a s s o c i a t e d  wi th  manageabil- 
i t y  and admin i s t r a t ion  of a l a r g e  number of  narrowly def ined  c a t e g o r i c a l  a i d s .  

A hard look a t  the  Federal  a i d  system r e v e a l s  a  second major def ic iency:  
a  f a i l u r e  t o  s o r t  out  c l e a r l y  the  b a s i c  purposes f o r  which the  National  Govern- 
ment should extend a i d  t o  S t a t e  and l o c a l  governments. The c l a s s i c  o b j e c t i v e s  
of  f i s c a l  a id - - equa l i za t ion ,  s t imu la t ion ,  demonstration and genera l  support--  
a r e  not c l e a r l y  d i f f e r e n t i a t e d  under t h e  present  a i d  system. I n  the    om mission's 
view, t he  need i s  urgent  t o  s o r t  out  t hese  bas i c  a i d  o b j e c t i v e s  and t o  in t roduce  
a g r e a t e r  degree of " f l e x i b i l i t y "  i n t o  the  e n t i r e  a i d  system. 

NEW FEDERAL AID "MIX" 

Recommendation No. 1 

The Commission concludes t h a t  t o  meet t he  needs of  twen t i e th  

century  America wi th  i t s  c r i t i c a l  urban problems, t h e  e x i s t i n g  

intergovernmental  f i s c a l  system needs t o  be s i g n i f i c a n t l y  

improved. S p e c i f i c a l l y ,  t he  Commission recommends t h a t  t h e  

Federa l  Government, recognizing t h e  need f o r  f l e x i b i l i t y  i n  

t he  type of support  i t  provides ,  au tho r i ze  a combination of 



Federal categorical grants-in-aid, general functional bloc 

grants and per capita general support payments. Each of 

these mechanisms is designed to, and should be used to, meet 

specific needs: the categorical prant-in-aid to stimulate 

and support programs in specific areas of national interest 

and promote experimentation and demonstration in such areas; 

bloc grants, through the consolidation of existing specific 

grants-in-aid, to give States and localities greater flexi- 

bility in meeting needs in broad functional areas; and general 

support payments on a per capita basis, adiusted for variations 

in tax effort, to allow States and localities to devise their 

own programs and set their own priorities to help solve their 

unique and most crucial problems. Such general support pay- 

ments could be made to either State or major local units of 

government if provision is made for insuring that the purposes 

for which they are spent are not in conflict with any existing 
-9. 

comprehensive State plan." 

A new mix of Federal aid would have important advantages. First, the 
extension of broad functional Federal aid and the initiation of Federal general 
aid would maximize the advantages of decentralized decision-making by giving 
State and local policymakers greater freedom in setting their own expenditure 
priorities. Because of great diversity in domestic governmental needs across 
the nation, greater freedom at the State-local level is the necessary budgetary 
corollary to an efficient allocation of public resources. 

Second, this recommended policy would redirect the categorical system 
into those areas where each type of aid enjoys clear-cut advantages. 

Third, the call for general support grants clearly recognizes the reve- 
nue-raising superiority of the Federal Government--a superiority reflected both 
by the greater growth in the yield of the Federal income taxes as the economy 
expands and by the vulnerability of State and local governments to interjurisdic- 
tional tax competition. 

' Statements of reservation and dissent submitted by Chairman Bryant, Secre- 
tary Fowler, and Mayor Naftalin are presented on pages 11 and 12. 



Categorical Aid Overhaul 

The present grant-in-aid needs major overhauling. In terms of manage- 

ability at least, the law of diminishing returns applies to the steady prolifera- 
tion of Federal categorical grants. Elsewhere in this report we emphasize the 
need for a drastic reduction in the number of separate aid categories. Begin- 

ning with such a reduction, the existing system could evolve toward a pattern of 
very broad categories, accompanied by planning and other requirements for the 
utilization of funds. But equally important, aid would have to be provided in 
magnitudes more commensurate with the intensity and seriousness of the problems. 

Broad Functional Grants 

The evolution in intergovernmental fiscal arrangements clearly points 
to more intensive use of the larger and broader functional grant. The Partner- 
ship in Health Act is an illustration of this kind of approach. This is a very 
effective method for reconciling national policy objectives with State and local 
fiscal and program requirements. 

An expanded program of grants in broad functional areas can zero in on 
critical problem areas such as urban poverty. This fact gives this approach the 
highest rating from an efficiency standpoint. A striking fact emerges from the 
Commission's analysis of fiscal disparities in metropolitan areas: between 1957 
and 1965 the growth in State and Federal aid had the effect of slightly widening 
the disparities rather than narrowing them. This demonstrates the need to give 
our intergovernmental aid system greater equalization power below the State level. 

General Support Grant 

In the Commission's view, the case for Federal general support payments 
to State and local governments on a per capita basis adjusted for variations in 
tax effort is compelling and is supported by a broad range of considerations. It 
is the logical "next step" in the evolution of Federal assistance for domestic 
governmental purposes. 

Because general support payments would place State and local governments 
in a better financial position to solve their own problems, the federal system 
would be consequently strengthened. The infusion of this type of Federal aid 
would strengthen the financial base of State and local governments, while the 
unconditional character of the grant is in keeping with the objective of provid- 
ing broad scope for decentralized decision-making. When adjusted to reflect vari- 
ations in tax effort, it recognizes a substantial role for the State. The State 
that assumes financial responsibility for programs administered under its juris- 
diction would be rewarded for going the extra mile on the tax-expenditure route. 

General support grants harmonize with one of the strengths of the Amer- 
ican system--its diversity. States and localities must take different approaches 
to problems and all benefit by their experimentation. The National Government 
has a clearcut interest in creating a fiscal environment that is conducive to 
experimentation. If the benefits of diversity are to be exploited, and indeed 
enhanced, the National Government must help create a fiscal environment that will 
enable States and localities to exercise wide latitude in determining their bud- 
getary priorities. 



Most S t a t e s  have made a r a t h e r  impressive t ax  increase  r eco rd ,  and a 
few S t a t e s  a commendable e f f o r t  t o  make t h e i r  h ighly  r eg res s ive  s a l e s  and prop- 
e r t y  taxes somewhat more bearable  f o r  low income f a m i l i e s .  A genera l  S t a t e  and 
loca l  f i s c a l  problem of major proport ions remains, however, so long a s  expendi- 
t u re s  c o n s i s t e n t l y  outrun the  n a t u r a l  growth i n  S ~ a t e  and l o c a l  t ax  y i e l d s .  

A program of Federal  per  c a p i t a  genera l  support  g r a n t s  would ope ra t e  i n  
t he  r i g h t  d i r e c t i o n  from the s tandpoin t  of i n t e r s t a t e  equa l i za t ion  and could be 
ad jus t ed  co se rve  as  a powerful equa l i za t ion  instrument below the  S t a t e  l e v e l .  
A per  c a p i t a  d i s t r i b u t i o n  formula would produce a moderate degree of equa l i za t ion  
between wealthy and poor S t a t e s ,  providing a t  the  same time the  most a i d  t o  the  
more populous S t a t e s .  I f  t he  poorer S t a t e s  were allowed to  sha re  more than 
p ropor t iona l ly  i n  the per  c a p i t a  genera l  support  program, the  equa l i za t ion  e f f e c t  
would be h ighly  s i g n i f i c a n t .  

More important ,  such a genera l  support  p lan  has  the  p o t e n t i a l  f o r  sub- 
s t a n t i a l l y  reducing d i s p a r i t i e s  between the  r e l a t i v e l y  a f f l u e n t  suburbs and f i s -  
c a l l y  hard-pressed c i t i e s .  For example, i f  Federa l  genera l  support  were d i s t r i b -  
u ted  t o  l o c a l  governments on t h e  b a s i s  of  noneducational  expendi tures ,  it would 
go a long way toward r e l i e v i n g  t h e  c e n t r a l  c i t y  "overburden" due i n  l a r g e  p a r t  
t o  t h e  heavy concent ra t ion  of low income persons i n  t he  major c i t i e s .  New York 
C i ty  wi th  approximately 45 percent  of t he  S t a t e ' s  populat ion accounts  f o r  over 
60 percent  of a l l  l o c a l  governmental expenditure f o r  noneducational  purposes i n  
New York S t a t e .  Newark, w i th  approximately 6 percent  of New J e r s e y ' s  popula t ion ,  
accounts  f o r  almost  12 percent  of  a l l  l o c a l  noneducational  expendi ture  i n  t h e  
S t a t e  of New Je r sey .  I n  S t .  Louis ,  t h e  r a t i o  of noneducational  expendi tures  t o  
populat ion i s  almost  2 t o  1. That c i t y  has  about  16 percent  of t h e  S t a t e ' s  popu- 
l a t i o n  but  must f inance  31 percent  of Missour i ' s  l o c a l  noneducational  expendi- 
t u re s .  

I f  proper ly  s t r u c t u r e d ,  genera l  support  g r a n t s  could thus  r e i n f o r c e  
National  Government urban po l i cy  ob jec t ives  by reducing f i s c a l  t ens ions  between 
suburbia and t h e  c e n t r a l  c i t y ,  and s t r eng then  t h e  f a b r i c  of an  urban America. 
Moreover, because genera l  support  performs a v i t a l  equa l i za t ion  t a s k ,  i t  i s  r e l a -  
t i v e l y  f r e e  of  t h e  charge t h a t  i t  d ivorces  t a x  and expenditure r e s p o n s i b i l i t i e s .  
The r educ t ion  of intergovernmental  f i s c a l  d i s p a r i t i e s  i s  a prime r e s p o n s i b i l i t y  
of  t h e  National  Government, p a r t i c u l a r l y  i n  view of  i t s  supe r io r  f i s c a l  capab i l -  
i t y .  

The gene ra l  support  technique holds  r e a l  promise i n  terms of he lp ing  
S t a t e s  and l o c a l i t i e s  t o  de f r ay  t h e  overhead c o s t s  of  bundling many c a t e g o r i c a l  
and func t iona l  b loc  g r a n t s  i n t o  e f f e c t i v e  s e r v i c e  packages. Thus, i t  could se rve  
t o  emphasize t h e  i n t e r r e l a t i o n s h i p  between va r ious  types  of a i d s .  Moreover, gen- 
eral support  a s s i s t a n c e  would overcome some of t h e  handicaps s a i d  t o  occur i n  
smal le r  and poorer communities t h a t  l a c k  t h e  t a l e n t  f o r  "grantsmanship" t h a t  i s  
requi red  t o  t ake  optimum advantage of  c a t e g o r i c a l  a i d s .  

The "Pass-Through" I s s u e  

The most con t rove r s i a l  aspec t  of t h i s  genera l  support o r  revenue-sharing 
proposal  is the  manner i n  which Federa l  gene ra l  support  funds should be routed  t o  
l o c a l  governments. The Commission does not take  the  d o c t r i n a i r e  p o s i t i o n  t h a t  
a l l  funds would have t o  be funneled through the  S f a t e ,  nor on t h e  o the r  hand does 
i t  advocate a bypass- the-Sta te  pol icy .  The  omm mission's p o s i t i o n  i s  t h a t  i f  Con- 
g r e s s  dec ides  t o  d i s t r i b u t e  gene ra l  purpose a i d  d i r e c t l y  t o  l o c a l  governments, i t  



should recognize the  po ten t i a l  coordinating r o l e  of the  S t a t e  by insur ing t h a t  
l o c a l  governments do not  spend Federal general  support funds on p ro jec t s  or  pro- 
grams i n  c o n f l i c t  with comprehensive S t a t e  plans. 

A S t a t e  planning requirement would encourage S t a t e s  t o  meet t h e i r  respon- 
s i b i l i t y  fo r  planning and coordinating the  order ly  and e f f e c t i v e  u t i l i z a t i o n  of 
the  S t a t e ' s  physical  and human resources. We do not view such a proviso a s  an  
i n v i t a t i o n  t o  discriminatory ac t ion  by any Sta te .  It would not a f f e c t  the  com- 
ponents of any d i s t r i b u t i o n  formula l a i d  down by the  Congress. The money "due" 
the  l o c a l i t y  under such a formula could not  be diver ted t o  other  l o c a l i t i e s  o r  
t o  the  S t a t e  i t s e l f .  However, such funds could not be expended i n  ways prohib- 
i t e d  by the S t a t e ' s  development plans. 

This Commission recognizes t h a t  the  times a r e  not auspicious f o r  i n i t i a -  
t i n g  the  unconditional d i s t r i b u t i o n  of Federal Government resources,  and t h a t  
many recen t ly  enacted Federal programs a r e  not adequately funded. However, Fed- 
e r a l  a i d  i s  projected t o  r i s e  subs tan t i a l ly  over the  next decade, a f fo rd ing  an 
opportunity t o  channel pa r t  of t h i s  increase  i n t o  general purpose grants  t o  S t a t e  
and l o c a l  governments. 

Moreover, once we c u t  through the  f i s c a l  gloom occasioned by Vietnam 
requirements and take a r e a l i s t i c  view of the  revenue growth po ten t i a l  of the  
Federal income tax,  i t  becomes read i ly  apparent t h a t  a general support proposal 
makes good long-range f i s c a l  sense. I f  m i l i t a r y  outlays decl ine ,  the  National 
Government could conceivably be confronted with a surplus s i t u a t i o n  i n  a few 
years ,  assuming normal increase  i n  ex i s t ing  Federal programs. Thus, due t o  the  
enormous growth po ten t i a l  of the  Federal income tax ,  we could once again be con- 
fronted with the  f i s c a l  mismatch si tuation--affluence a t  the National l e v e l  and 
r e l a t i v e  str ingency i n  S t a t e  and l o c a l  quarters--with i t s  perverse t ax  coro l l a ry ,  
Federal income tax  reductions and S t a t e  and l o c a l  t ax  increases.  

We do no t  share the concern, expressed by some, t h a t  general  support 
g ran t s  would r a d i c a l l y  reduce the  pressure on S t a t e s  t o  strengthen t h e i r  own t a x  
systems; nor do we share the  fea r  of separating t ax  and expenditure responsibi l -  
i t y .  While i t  i s  t rue  t h a t  each do l la r  of Federal  general  support a i d  reduces 
somewhat the  need t o  r a i s e  tax  revenue a t  the  S t a t e  and l o c a l  l e v e l ,  fo r  the  
foreseeable fu tu re  the re  i s  no reason t o  believe t h a t  general  support payments 
would reach such magnitudes or  t h a t  the  pressure t o  increase S t a t e  and l o c a l  
expenditures would diminish t o  such an extent  a s  t o  obviate the  need f o r  fu r the r  
S t a t e  and l o c a l  t a x  increases.  Moreover, wi thin  t h i s  r e a l i s t i c a l l y  modest range, 
a g rea te r  r e l i ance  on the income tax  and somewhat l e s s  pressure on t r a d i t i o n a l  
S ta te - loca l  l e v i e s  would add t o  the  progress ivi ty  of the  t o t a l  t a x  system. P o l i t -  
i c a l  r e a l i t i e s  w i l l  hold general  support payments f a r  below a l e v e l  t h a t  would 
f r e e  the  S t a t e s  and l o c a l i t i e s  from pressure t o  r a i s e  revenue from t h e i r  own 
sources. To put the i s sue  more sharply,  the re  i s  no reason t o  bel ieve t h a t  the 
Congress would tu rn  over the keys of the Federal Treasury t o  S t a t e  and l o c a l  
o f f i c i a l s .  

I n  f a c t ,  under the  Commission's proposal Congress i s  urged t o  bui ld  
r e l a t i v e  tax e f f o r t  i n t o  the general  support program a s  a precondit ion fo r  receiv- 
ing "no s t r ings"  Federal ass is tance.  These natural  l i n e s  of defense surely  w i l l  
s u f f i c e  t o  encourage S ta tes  and l o c a l i t i e s  to  exploi t  t h e i r  own tax resources t o  
the f u l l e s t  extent pract icable .  Moreover, S ta tes  and l o c a l i t i e s  might be wel l  
advised to  use general  support funds to  meet t r a n s i t i o n a l  costs  of realigning the 
d i s t r i b u t i o n  of tax burdens on more equi table  l i n e s  to  the net  benef i t  of the 
public. 



By the  same token, i t  i s  highly unl ikely  t h a t  Congress would permit "no 
s t r ings1 '  money t o  dr ive  out  ca tegor ica l  a i d  money. A s  long a s  Congress holds the  
purse s t r i n g s ,  i t  w i l l  be under unremitting pressure t o  a t t a c h  condit ions t o  i t s  
grants  i n  order t o  make sure t h a t  na t iona l  expenditure policy object ives  a r e  
r ea l i zed  with t a x  d o l l a r s  co l l ec ted  from a nat ional  revenue system. This pressure 
w i l l  serve a s  a powerful countervail ing force t o  the demands of S t a t e  and l o c a l  
o f f i c i a l s  f o r  ever l a rge r  shares of unconditional a id .  

This C m i s s i o n  r e j e c t s  the argument t h a t  unconditional a s s i s t ance  would 
be f r i t t e r e d  away by the i r r e spons ib le  and capr ic ious  a c t s  of S t a t e  and l o c a l  of-  
f i c i a l s .  Even a cursory examination revea l s  t h a t  education,  hea l th  and welfare,  
and highway needs determine S t a t e  expenditure p r i o r i t i e s  i n  very much the same 
way a s  they influence Congressional a i d  decisions.  Moreover, the charge of i r r e -  
s p o n s i b i l i t y  invar iably  r e s t s  on the highly questionable tendency t o  generalize 
from a few p a r t i c u l a r  ins tances .  There i s  a l s o  the obvious re jo inder  t h a t  i f  we 
want S t a t e  and l o c a l  policymakers t o  assume a more responsible p a r t  i n  governing 
and servic ing the  needs of the  American people they must be t r ea ted  a s  responsi-  
b l e  par tners  i n  our f edera l  system. 

While from a s t r i c t l y  budgetary standpoint  i t  can be argued t h a t  the  
var ious  methods f o r  a id ing S t a t e  and l o c a l  governments--i.e., revenue sharing,  
Federal t a x  c r e d i t s ,  complete Federal assumption of welfare f inancing responsi-  
b i l i t i e s  and more generous F e d e ~ a l  s u p p o r ~  of e i t h e r  narrow categor ica l  o r  broad 
funct ional  aids--are competi t ive,  the  point  must be emphasized t h a t  i t  i s  neces- 
sary  t o  take a broader view of these so-called a l t e r n a t i v e s .  Each approach has 
i t s  own f i s c a l  and p o l i t i c a l  s t r eng ths  and weaknesses; none i s  a panacea f o r  a l l  
the i l l s  of our intergovernmental f i s c a l  system. 

The i n t e r e s t s  of f i s c a l  federalism a r e  bes t  served by recognizing t h i s  
f a c t  and providing the  proper combination of remedial ingredients  necessary t o  
strengthen our f e d e r a l  system. Categorical  a i d s  w i l l  undoubtedly continue t o  
serve the Nation's needs we l l ,  e spec ia l ly  f o r  purposes of s t imulat ion o r  demon- 
s t r a t i o n ,  i n  those ins tances  where the  nat ional  i n t e r e s t  i n  areas  of t r a d i t i o n a l  
S ta te - loca l  concern a r e  c l e a r l y  iden t i f i ed .  The Commission i s  heartened by the  
Par tnership  i n  Health Act of 1966 which was designed t o  "decongest the  ca tegor i -  
c a l  a r t e r i e s "  with a funct ional  bloc grant  that allows S t a t e s  and l o c a l i t i e s  
necessary l a t i t u d e  t o  work out appropr ia te  programs i n  a f i e l d  where Federal  sup- 
por t  i s  warranted. 

Recently, the Commission recommended a p a r t i a l  tax c r e d i t  fo r  S t a t e  and 
loca l  personal  income taxes agains t  the Federal income tax i n  order to  o f f s e t  the  
de te r ren t  e f f e c t  which in tens ive  Federal use of t h i s  levy has had upon the S t a t e  
income tax movement. In  e f f e c t  the Advisory  omm mission's tax c r e d i t  proposal i n  
1965 was designed to  r e s t o r e  to  the S ta tes  the  personal income tax  option--a tax 
policy a l t e r n a t i v e  tha t  has become l e s s  a t t r a c t i v e  t o  S t a t e  p o l i t i c a l  leadership  
a s  Federal use of t h i s  tax has become more in tens ive .  I f  S ta tes  a r e  to  remain 
v iab le ,  they should have an opportunity t o  tap  t h i s  f i r s t - r a t e  revenue source 
under p o l i t i c a l  condit ions t h a t  make it  no l e s s  a t t r a c t i v e  than general  r e t a i l  
s a l e s  taxes. 

But contemporary American federalism a l s o  requires  another new approach: 
one i n  which the re  i s  the  widest poss ible  scope f o r  developing S t a t e  and loca l  
solut ions  to  S t a t e  and l o c a l  problems i n  contras t  t o  a solut ion prescribed by a 
Federal ca tegor ica l  grant .  Such an approach i s  typ i f i ed  by the general  support 
grant .  



Oppos ing Views 

Governor Bryant's Dissent on Recommendation No. 1: 

In my view, the revenue sharing concept contains many far- 
reaching fiscal implications for our federal system. Con- 
ceivably, in terms of its future effects upon fiscal feder- 
alism, revenue sharing could rank in significance alongside 
the adoption of the Sixteenth Amendment. In the absence of 
widespread agreement as to the desirability of such a change 
and in the absence of effective and specific checkpoints or 
conditions governing revenue sharing, I cannot support the 
concept at this time. Furthermore, the goal of complete fis- 
cal equalization among States which is advanced by some of 
the proponents of revenue sharing is one that I am not ready 
to accept. I still believe in an intergovernmental system 
that not only permits but encourages a reasonable degree of 
fiscal self-determination by the States with consequent diver- 
sity in their tax and expenditure policies. 

Secretary Fowler's Dissent on Recommendation No. 1: 

I am in agreement with this recommendation insofar as it calls 
for a more flexible grant-in-aid system and for consolidation 
of grants into broad functional areas. I also strongly favor 
more State and local participation in the development of joint 
governmental programs. The Administration is taking action 
along these lines in carrying out the President's directives 
in his message to the Congress on "Quality of American Govern- 
ment" on March 20, 1967. 

As to methods of giving additional assistance to State and 
local governments beyond the present programs, many alterna- 
tives have been advanced including: substantial Federal tax 
credits for State income taxes; Federal assumption of a larger 
share of welfare costs (either directly or through such de- 
vices as guaranteed income or negative income tax); expanded 
urban programs with adequate funding of the Model Cities pro- 
gram and more flexibility provided through an urban develop- 
ment fund which merges different grant programs; and general 
support grants with a wide range of proposed formulas for 
distributing funds to States and to localities. 

In my view, it would be premature to choose at this time 
between these and other alternatives, and, consequently I do 
not endorse making a recommendation in this area at this time. 
We are faced with extremely heavy demands on our Federal fis- 
cal resources. Even in the post-Vietnam period there will be 
many claimants for Federal expenditures and for tax reduction. 
East of the alternatives proposed involves large amounts of 
money. Some of the new grant programs which are now small will 
certainly increase, and the plight of our cities, so well docu- 
mented in this report, demands that our urban programs expand 
substantially. Furthermore, a proposal in principle is far 
from being a fully developed proposal. All the alternatives 



involve difficult problems ot implementation relating to tech- 
niques, intergovernmental relationships, standards and the like, 
and a wide difference of opinion presently exists as to the 
proper solution of chese problems. 

Mayor Naftalin's Partial Dissent on Recommendation No. 1: 

I am in complete agreement with this recommendation except for 
that portion of the last sentence which introduces a comprehen- 
sive State plan proviso. 

I believe local governments, especially the large cities, are 
in a far better position in terms of personnel capability, 
knowledge and interest to establish needs and set program pri- 
orities within their boundaries. States have yet to demonstrate 
a sufficient sense of urgency about urban problems let alone 
develop the competency to make this State planning requirement 
work. 

STRENGTHENING THE GRANT SYSTEM AT THE FEDERAL LEVEL 

The Commission views the widespread dissatisfaction with aspects of the 
Federal aid system as a great opportunity to introduce new methods of channeling 
Federal funds to State and local governments. Even ardent conservatives concede 
that a number of categorical or functional grants are here to stay regardless of 
the make-up of future Congresses. Yet it would be desirable from their point of 
view to replace some of them with other forms of aid in order to promote State 
and local independence and individual self-reliance. Those who espouse general 
support payments as a means of inculcating a higher degree of progressivity into 
the Federal-State-local mix are quick to emphasize that many improvements could 
be made in the Federal aid system. Even the most staunch defenders of the cate- 
gorical system have come to recognize that certain reforms are needed if the 
grant device is to continue as an effective vehicle for intergovernmental comity. 

In the four years from 1962 to 1966 the number of separate grant author- 
izations more than doubled, from 161 to 379. Seventeen departments or agencies 
now administer one or more grants; and for eight departments or agencies, imme- 
diate administrative responsibility is assigned to 38 separate major subunits, 
such as bureaus or offices. Many of the grants are for closely related functions 
and activities. 

Evidence from public officials at all levels of government indicates 
that the profusion and excessive categorization of grants has had adverse conse- 
quences. State and local officials complain of an "information gap"--confusion 
and uncertainty as to what grants are available, who administers them, what the 
varying requirements are, how closely related grants differ, how to go about mak- 
ing proper application. The information gap gives an advantage to the larger and 
better organized States and cities in getting Federal money. It encourages 
"grantmanship," a game which has attracted private consultants who, for a fee, 
guide the potential applicant through the maze of bureaucratic procedures and 
complicated catalogs of available grants. 



The functional line agency specialists at State and local levels are 
likely to be well-informed about grants relating to their particular programs be- 
cause of long-established channels to their counterparts in Federal bureaus. 
Chief executives, on the other hand--Governors, Mayors, county executives--have 
few built-in lines of communication. Consequently, they may find it difficult 
to carry out their basic responsibility for overall coordination and assessment 
of the impact of many individual grants on the total service needs and fiscal re- 
sources of their State or locality. Even where chief executives are properly 
informed, the inflexibility of many separate funds and requirements makes it dif- 
ficult to mobilize available resources--local, State and Federal--for the most 
effective combined attack on community problems. This problem becomes more 
serious as we increasingly recognize the necessity for a comprehensive inter- 
functional approach to cope meaningfully with the most critical problems of human 
and physical development at the local level. 

Excessive categorization increases the possibility of overlapping and 
duplication among grants. It may enable eligible applicants to "play off" two or 
more Federal agencies against one another, especially when the grants have differ- 
ent matching ratios. 

Obviously, something must be done to simplify and reduce the number of 
separate grant categories; of late there are encouraging signs of concern and 
action at the Federal level. 

Under the leadership of the Secretary of HEW, whose department adminis- 
ters over half of the 379 grants, the Comprehensive Public Health Planning and 
Public Health Services Amendments were developed in 1966 and were enacted by 
Congress. They provide for consolidating some 20 categorical grants, such as 
those for control and prevention of tuberculosis, cancer, heart disease and ven- 
ereal disease, and establish a single set of requirements, a single authorization 
and a single appropriation. 

Hearings of the Senate Subcommittees on Intergovernmental Relations and 
on Executive Reorganization in 1966 spotlighted the problems of coordinating the 
profusion of grants. Leading Administration officials have said that the prolif- 
eration in numbers hampers the effective execution of both new and continuing 
Federal programs. 

In his message on "The Quality of American Government" in March 1967, 
President Johnson announced that he had requested the Director of the Bureau of 
the Budget to review the range of Federal grant-in-aid programs to determine 
additional areas ready for consolidation. 

Despite these favorable portents, the prospect for reductions in the 
number of categorical grants is dim. Consolidation is a process fraught with 
difficulty. Categorical grants have evolved in response to certain policy and 
"practical" considerations, and while such considerations can hardly justify 
present excessive categorization, they can raise substantial obstacles of a con- 
gressional, bureaucratic and interest-group nature. The complexity and divergent 
program goals of the grant structure can also retard the development of workable 
consolidations. 



Grant Consolidation Plans- 
Recommendation No. 2 

The Commission recommends enactment of legislation by the Con- 

gress authorizing the President to submit grant consolidation 

plans, such consolidations to be transmitted to the Congress 

and to become effective unless reiected by either House within 

a period of 90 days. 

This proposal calls for Presidential authority to submit grant consoli- 
dation plans to the Congress under a procedure similar to that used for adminis- 
trative reorganization plans. This approach to consolidation has been incorpor- 
ated in Title VI of the proposed Intergovernmental Cooperation Act of 1967. Each 
plan would involve a consolidation of individual programs within the same func- 
tional area. It would place administrative responsibility in one Federal agency, 
specify the formula or formulas for making grants, and describe the differences 
between the new formula and those under each of the programs being merged. It 
would become effective at the end of 9 0  calendar days of continuous session of 
Congress after the date of transmittal unless either House passed a resolution 
opposing the plan. 

The Commission favors grant consolidation by Presidential submission of 
a proposed merger because it would: 

Allow development of grant proposals within the Executive 
Branch which reflect operating experience; 

Facilitate elimination of conflicting, overlapping and 
uncoordinated requirements and procedures; 

Encourage development of programs incorporating broader 
national objectives and offering quicker response to chang- 
ing conditions; 

e Preserve congressional discretion to determine major pro- 
gram objectives by the requirement that consolidation plans 
"lie on the table" for 90 days; 

Be no different in terms of the constitutional principle of 
separation of powers than the transfer of a function of gov- 
ernment to a new agency under a reorganization plan. 

Since the political difficulties in grant combination are high, the Com- 
mission believes that it is in the interest of the Congress, the President and 
the people-at-large to lessen these difficulties somewhat through the adoption of 
the "reorganization plan approach." Undoubtedly, were Congress willing to grant 
the consolidation authority, more consolidations would take place than under the 
normal legislative process. Special interests opposed to consolidation would be 
less able to exercise negative influence through delay and other tactics. If the 
goal is consolidation, then this approach is the most effective means of achiev- 
ing it. 



Reduction in Number of Federal Grants- 
Recommendation No. 3 

The Commission recommends that the Congress and the President 

strive toward a drastic decrease in the numerous separate auth- 

orizations for Federal ~rants--adopting as a qeneral goal a 

reduction by at least half the number; specifically the Comis- 

sion recommends as a modest beginning, the following major con- 

solidations: (a) elimination of all categorization and earmark- 

ing from the vocational education program to provide in effect 

a single vocational education grant to be usable in specified 

fields but within the State allotment in such amounts among the 

fields as determined by the State; and (b) consolidation of the 

exist in^ grants for water and sewer line construction into a 

single authorization to be administered by a single agency. 

The Commission believes that it is both desirable and feasible to reduce 
the number of separately authorized Federal grants by at least a half, without 
sacrificing the essential controls associated with a so-called functional grant. 
The Commission does not concede that protection of the Federal interest requires 
specification in advance of the amounts to be expended within precise categories. 
This is not to say that it is inappropriate for Congress and the administering 
Federal agency to indicate general areas of desired priority. The Federal agency, 
through the process of project approval or plan review, is able to "blow the whis- 
tle" if the proposed usage of funds departs too far from congressional or execu- 
tive intent. In brief, the Commission believes that major consolidation is a 
if intergovernmental administrative chaos is to be avoided. 

In the Cmission's view, two functional groupings--vocational education, 
and water and sewer facilities--offer compelling opportunities for immediate ac- 
tion. 

Vocational Education 

The vocational education program has been characterized over the years 
as one of increasing categorization, accompanied, it is true, by some increasing 
flexibility in recent years for the transfer of funds among categories at the 
State level. As long as ten separate categories exist--ranging from the early 
Smith-Hughes and George-Barden programs to the new authorization added by the 
major legislative revisions of 1963--unnecessary complexity is created for the 
States, and an unnecessary and unwarranted degree of Federal specification of 
category priority will remain. The Commission believes that a single vocational 
education grant should be created with the usage of the grant limited to specified 



o c c u p a t i o n a l  f i e l d s  deemed t o  be i n  s h o r t  supp ly  o r  o t h e r w i s e  o f  n a t i o n a l  concern.  
I t  should  be up t o  each S t a t e  t o  weigh t h e  p r i o r i t i e s  among f i e l d s  and make appro-  
p r i a t e  d e t e r m i n a t i o n s .  These d e t e r m i n a t i o n s  would be s u b j e c t  t o  n e g o t i a t i o n  i n  
g e n e r a l  p o l i c y  terms i n  t h e  c o u r s e  o f  t h e  submission of t h e  S t a t e  v o c a t i o n a l  edu-  
c a t i o n  p l a n .  

Water and Sewer F a c i l i t i e s  

O f  a l l  t h e  g r a n t  programs e n a c t e d  by Congress ,  t h o s e  most c r i t i c i z e d  f o r  
t h e i r  o v e r l a p ,  c o n f l i c t  and d u p l i c a t i o n  have been t o  s u p p o r t  w a t e r  and sewer l i n e  
c o n s t r u c t i o n ,  b o t h  i n  urban and r u r a l  a r e a s .  Two s e p a r a t e  programs a r e  adminis-  
t e r e d  by t h e  Departments o f  Housing and Urban Development and A g r i c u l t u r e  (Farmers 
Home A d m i n i s t r a t i o n ) .  C o n s o l i d a t i o n  of t h e s e  two g r a n t s  r a i s e s  problems o f  i n t e r -  
depar tmenta l  j u r i s d i c t i o n  t h a t  a r e  no t  p r e s e n t  i n  c o n s o l i d a t i n g  v o c a t i o n a l  educa-  
t i o n  g r a n t s .  

S e p a r a t e  a u t h o r i z a t i o n s  f o r  w a t e r  and sewer f a c i l i t i e s  g r a n t s  s tem i n  
p a r t  from t h e  c o n g r e s s i o n a l  committee j u r i s d i c t i o n  p a t t e r n .  Urban problems a r e  
t h e  concern  o f  one committee and r u r a l  problems t h e  concern  o f  a n o t h e r .  Separa -  
t i o n  on t h e  b a s i s  o f  r u r a l  o r  u rban  l o c a t i o n  seems h i g h l y  dubious from t h e  p o i n t  
o f  view o f  a p p l i c a n t ,  e n g i n e e r i n g  c o n s i d e r a t i o n s ,  and economical g r a n t - i n - a i d  
a d m i n i s t r a t i o n ,  p a r t i c u l a r l y  when t h e  " r u r a l "  a p p l i c a n t s  a r e  f r e q u e n t l y  i n  
u r b a n i z i n g  a r e a s .  

A d m i n i s t r a t i v e  d i f f i c u l t i e s  are i n e v i t a b l e  i n  a  s i t u a t i o n  where two d i f -  
f e r e n t  F e d e r a l  depar tments  p r o v i d e  g r a n t  a s s i s t a n c e  f o r  e s s e n t i a l l y  t h e  same t y p e  
o f  f a c i l i t y .  The two depar tments  have  a t t e m p t e d  th rough  i n t e r a g e n c y  agreement  t o  
a v o i d  d u p l i c a t i o n  and a s s u r e  t h a t  a p p l i c a n t s  are d i r e c t e d  t o  t h e  program t h a t  
s u i t s  t h e i r  needs  and do n o t  "p lay  o f f "  one agency a g a i n s t  a n o t h e r .  They have 
developed a  s t a n d a r d i z e d  p r e l i m i n a r y  a p p l i c a t i o n  form t o  c o o r d i n a t e  t h e i r  a p p l i -  
c a t i o n  a n d  a p p r o v a l  p rocedures .  T h e i r  e f f o r t s  have succeeded o n l y  p a r t i a l l y  i n  
r e d u c i n g  c o n f u s i o n  and d e l a y  i n  g e t t i n g  p r o j e c t s  on t h e  way. 

The Commission b e l i e v e s  t h a t  t h e  c a s e  f o r  c o n s o l i d a t i n g  t h e s e  programs 
i n t o  a s i n g l e  g r a n t  i s  compel l ing.  The problem h e r e  i s  n o t  s o  much t h e  c o n s o l i -  
d a t i o n  o f  t h e  s u b s t a n t i v e  a s p e c t s  of t h e  g r a n t s  b u t  r a t h e r  t h e  q u e s t i o n  o f  which 
agency should  a d m i n i s t e r  t h e  combined program and i n d e e d ,  whether  o r  n o t  i t  i s  
a d m i n i s t r a t i v e l y  and p o l i t i c a l l y  f e a s i b l e  f o r  a s i n g l e  agency t o  c a r r y  on t h i s  
f u n c t i o n  i n  v iew of  t h e  e s s e n t i a l i t y  o f  w a t e r  and sewer s e r v i c e s  t o  many d i f f e r -  
e n t  program o b j e c t i v e s  pursued by d i f f e r e n t  a g e n c i e s  o f  t h e  F e d e r a l  Government. 

The i n t e r n a l  o r g a n i z a t i o n  o f  t h e  Execu t ive  Branch of  t h e  F e d e r a l  Govern- 
ment i s  o r d i n a r i l y  n o t  w i t h i n  t h e  p roper  concern  o f  t h i s  Commission. Y e t ,  t h e  

w a t e r  and sewer g r a n t  s i t u a t i o n  h a s  been f r a u g h t  w i t h  so  much in te rgovernmenta l  
d i f f i c u l t y  t h a t  t h e  Commission h e r e  v e n t u r e s  an o r g a n i z a t i o n a l  s u g g e s t i o n  f o r  t h e  
c o n s i d e r a t i o n  o f  t h e  P r e s i d e n t .  I t  should  be p o s s i b l e  f o r  a  s i n g l e  agency-- the 
Department o f  Housing and Urban Development--to a d m i n i s t e r  a l l  o f  t h e  funds and 
make a l l  o f  t h e  g r a n t s  w i t h  r e s p e c t  t o  w a t e r  and sewer l i n e s .  These u t i l i t i e s  

a r e  b a s i c a l l y  a  community f a c i l i t y  and a l t h o u g h  an  i n c r e a s i n g  number o f  g r a n t s  
a r e  b e i n g  made i n  r u r a l  a r e a s ,  most o f  t h e s e  a r e  t o  u r b a n i z i n g  p o r t i o n s  o f  t h e  
c o u n t r y s i d e .  The Commission b e l i e v e s  t h a t  p r e s e n t  requ i rements  r e g a r d i n g  c e r t i -  
f i c a t i o n  o f  adequa te  sewage t r e a t m e n t  a v a i l a b i l i t y  a r e  a p p r o p r i a t e  and t h a t  r e -  
s p o n s i b i l i t y  f o r  a l l  g r a n t s  f o r  sewage t rea tment  works a s  d e f i n e d  i n  t h e  F e d e r a l  
Water P o l l u t i o n  Cont ro l  Act ( i n  c o n t r a s t  t o  sewer l i n e s )  cou ld  a p p r o p r i a t e l y  be 
c e n t e r e d  i n  t h e  w a t e r  p o l l u t i o n  c o n t r o l  agency i n  t h e  I n t e r i o r  Department.  



Simplified Federal Grant Applications and 
Joint Funding-Recommendation No. 4 

The Commission recommends enactment by the Congress of legis- 

lation proposed by the Administration to authorize single 

applications by State and local povernments for interrelated 

proiects and for joint funding of projects containing compon- 

ents deriving funds from several Federal sources, in order to 

encourage States and localities to interrelate various func- 

tional programs and to facilitate effective program adminis- 

tration at the national level. It is further recommended that 

States enact similar legislation where necessary. 

Federal grant assistance increasingly has to assume "interdisciplinary" 
characteristics as the problems of urban society to which the grants are directed 
become more interrelated and interdependent. Today, the interdisciplinary 
approach encounters practical administrative difficulties when the necessary funds 
stem from several different authorizations. All of this is symptomatic of what 
the Codssion considers to be the principal administrative problem associated 
with the present system of categorical grants--the extreme proliferation in num- 
bers of separate statutory authorizations and resulting appropriations. 

A State or local government in putting together an integrated program 
must apply separately, for example, for the educational component, welfare com- 
ponent, job training component, urban renewal component and so on. Keeping the 
separate applications moving in tandem through local, State and Federal bureau- 
cracies becomes nearly an exercise in administrative futility. Inevitably, the 
competition within certain funding sectors is less intense than others so that 
the applicant State or local community may find part of its components approved 
and the other suspended in a morass of administrative and fiscal uncertainty. 
This situation represents a case in support of a more flexible mix of Federal aid 
techniques. 

Pending real progress in achieving Federal aid flexibility as recommended 
earlier, the Commission supports the Administration proposal to have Congress au- 
thorize joint application and joint funding of grant components as a means of ren- 
dering the existing aid system more workable. The proposal seeks to remove or 
simplify administrative and technical impediments to consideration, processing, 
approval and administration of "package" projects. It would do this by (1) au- 
thorizing removal or modification of certain statutory requirements; (2) author- 
izing agency heads to delegate the approval and administration of Federal assis- 
tance programs to other agencies; (3) providing for a special fund in each agency 
to finance joint projects; (4) describing ways Federal agency heads can foster 
joint projects; and (5) authorizing the President to set implementing standards 
and procedures. Yet, with certain exceptions, the proposal would not change sub- 
stantive provisions of law governing assistance programs, such as eligibility 
criteria, matching ratios, and apportionment formulas. 



Depending upon the ded ica t ion  to  cooperat ion and the  depar ture  from nar- 
row func t iona l  i n t e r e s t s  on the  p a r t  of many program admin i s t r a to r s ,  t h i s  j o i n t  
funding approach i s  workable--assuming i t  i s  re inforced  with s t rong d i r e c t i o n  a t  
the h ighes t  admin i s t r a t ive  l e v e l s  i n  the  Executive Branch. 

Standardizing Matching Ratios and Apportionment 
Formulas-Recommendation No. 5 

The Commission recommends t o  t h e  P res iden t  t h a t  t h e  Bureau of  

t h e  Budpet i n i t i a t e  an  aggress ive  program t o  s imp l i fy  and sys-  

temat ize  t h e  va r i ed  matching and apportionment formulas f o r  

e x i s t i n p  Federal  grant - in-a id  programs. 

Among t h e  present  t o t a l  of 379 g r a n t s ,  t h e  C m i s s i o n  i d e n t i f i e d  25 d i f -  
f e r e n t  matching r a t i o s  ranging from 20 percent  t o  100 percent  Federa l  cont r ibu-  
t i on .  A widening of the  range has  been p a r t i c u l a r l y  pronounced w i t h  t h e  mul t i -  
p l i c a t i o n  of g ran t s  i n  r ecen t  years:  i n  1962, g r a n t s  were e s t a b l i s h e d  a t  n ine  
d i f f e r e n t  r a t i o s ;  i n  1963, 11; i n  1964, 10; i n  1965, 18; and i n  1966, 9. 

The Conunission has  at tempted t o  determine the  s p e c i f i c  reasons  f o r  con- 
g re s s iona l  dec i s ions  t o  use p a r t i c u l a r  matching r a t i o s  and apportionment formulas 
i n  180 g r a n t s  administered by t h e  Department of Heal th ,  Education, and Welfare. 
I n  checking congress ional  cormnittee r e p o r t s ,  documented explanat ions  were found 
f o r  only 21 of  180 matching r a t i o s  and f o r  only 4 of 64 apportionment formulas. 

The wide v a r i a t i o n  i n  these  matching r a t i o s  and apportionment formulas 
c a s t s  doubt a s  t o  whether t h e r e  i s  any r a t i o n a l e  behind each program. I t  r a i s e s  
the  ques t ion  whether t he  d i f f e rences  among programs accu ra t e ly  r e f l e c t  consciously 
determined d i f f e rences  i n  the  degree of n a t i o n a l  i n t e r e s t .  The lack of documen- 
t a t i o n  i n  the  l e g i s l a t i v e  process sugges ts  a negat ive  answer. Widely vary ing  
r a t i o s  and a l l o c a t i o n  formulas complicate an a l ready d i f f i c u l t  job of coordina t ion  
a t  t h e  r e c i p i e n t  l e v e l .  The d i s p a r i t y  among a l lo tment  and matching r a t i o s  a l s o  
e x e r c i s e s  a s t rong  pol icy  p u l l  upon the  e x t e n t  and manner of  S t a t e  and l o c a l  
u t i l i z a t i o n  of  t he  Federa l  g ran t s  involved. I n e v i t a b l y ,  S t a t e  and l o c a l  execu- 
t i v e s  and f i s c a l  o f f i c e r s  search  f o r  t h e  most advantageous combination from a 
matching po in t  of  view. This g ives  substance t o  t h e  saying t h a t  "grant  money 
d r ives  ou t  loan  money" i n  S t a t e  and l o c a l  u t i l i z a t i o n  of Federal  a i d .  S i m i l a r l y ,  
90 percent  money w i l l  d r ive  out  50 percent  money, and 100 percent  money w i l l  d r i v e  
out  a l l  o the r  k inds  of a l t e r n a t e  f inancing  t h a t  might otherwise be a v a i l a b l e .  

Acknowledging t h e  sound pol icy  and program reasons  f o r  v a r i a t i o n s  i n  
matching and apportionment, it i s  c l e a r  t o  t h i s  Commission t h a t  t h e  v a r i e t y  of 
d i f f e r e n t  l e v e l s  and requirements i s  excessive.  Reducing the  number of g ran t  
ca t egor i e s  a s  we have recommended would i t s e l f  reduce i n c o n s i s t e n c i e s ,  but  addi -  
t i o n a l  a c t i o n  i s  needed t o  r a t i o n a l i z e  matching r a t i o s  and apportionment formulas; 
a conclusion reached by t h i s  Commission and o t h e r s  who have looked a t  t h e  problem 
even before  t h e  r ecen t  expansion of c a t e g o r i c a l  g ran t s .  

I n  a 1961 r e p o r t  t h e  Conunission concluded t h a t  t h e  "review and r e d i r e c -  
t i o n  of g r a n t s  has  proceeded on a sporadic and uncoordinated b a s i s  and t h e r e  has  



not been continued, systematic attention to the problem either from the congres- 
sional or executive side." The Commission recommended periodic congressional 
review of Federal grants to State and local governments. Legislation to imple- 
ment this recommendation was introduced in the preceding three Congresses, and 
presently it constitutes Title V of the proposed Intergovernmental Cooperation 
Act of 1967. In the same report, the Commission also recommended that: 

. . . existing grant-in-aid programs be assessed periodically 
by executive agencies and by the Congress in terms of (a) ac- 
complishment of objectives set forth in the authorizing legis- 
lation, (b) an estimate of the extent of the program needs 
still unmet, and (c) where appropriate, a description and eval- 
uation of alternative plans or methods for achieving the objec- 
tives set forth in the enabling statute. 

In its later report on equalization in grants-in-aid, the Commission 
made the further recommendation that Federal grant administering agencies be 
required by the President to review periodically (a) the adequacy of the need 
indexes employed in their respective grant programs and (b) the appropriateness 
of their equalization provisions and that this review be coordinated by the Bureau 
of the Budget and with the periodic congressional review procedure recommended 
earlier. 

These previous Commission recommendations together with the one at hand 
woul'd establish both legislative and executive machinery that could bring under 
constant surveillance the varying matching and apportionment provisions as well 
as other aspects of grants-in-aid with likely rationalization and simplification. 

Where grant programs are consolidated either through affirmative legis- 
lative enactment or through Presidential initiative subject to congressional veto, 
the disparity in allotment and matching ratios obviously becomes resolved in the 
process of merging. The Commission recognizes that however much logic may cry 
for the combination of grants, the political barriers in some cases will just be 
too high. Therefore, the Commission urges that the Bureau of the Budget proceed 
immediately to erect a "second line of defense1'--namely, the initiation of legis- 
lative proposals to modify matching and allotment ratios of "unmergeable" grants 
so as to minimize the destructive effect that such disparities now exercise. 

STRENGTHENING STATE AND LOCAL FISCAL SYSTEMS 

The best guarantee of fiscal flexibility for State and local govern- 
ments is a highly productive and equitable revenue system. Most States, however, 
have not yet availed themselves of the opportunities open to them. We hold this 
to be true although State and local policymakers have demonstrated remarkable 
courage on the tax front in assuming the political hazards implicit in tax in- 
creases that produced about half of the $30 billion growth in tax collections 
registered during the last decade. The other half can be attributed to economic 
growth. 

If States in particular are to remain effective partners in our federal 
system, they dare not abdicate their responsibility for: 



e Pro tec t ing  the  l o c a l  proper ty  taxpayers from being forced 
t o  ca r ry  a  d i sp ropor t iona te  sha re  of  the  f inancing  of t he  
n a t i o n ' s  domestic needs i n  genera l  and educat ional  needs 
i n  p a r t i c u l a r ;  

8 Reforming t h e  S t a t e - l o c a l  revenue system s o  a s  t o  s h i e l d  
subs is tence  family income from t axa t ion ;  

Tackling the  tough f i s c a l  equ i ty  i s s u e s  c rea t ed  by the  
fragmentat ion of t h e  met ropol i tan  t a x  base--more s p e c i f i -  
c a l l y ,  perform t h e  c l a s s i c  e q u a l i z a t i o n  r o l e ,  i . e . ,  pro- 
v ide  compensatory a i d  t o  t h e  poor j u r i s d i c t i o n s  and,  
conceivably through shared. t a x  incen t ive  arrangements, 
encourage l o c a l  cormnunities i n  met ropol i tan  a r e a s  t o  co- 
o r d i n a t e  t h e i r  expendi ture  p o l i c i e s  so a s  t o  develop co- 
ope ra t ive  approaches t o  areawide problems; and 

IB Minimizing t h e  p r o l i f e r a t i o n  of l o c a l  nonproperty taxes--  
l e v i e s  t h a t  most l o c a l  governments a r e  i l l -equipped t o  
adminis te r  and which can d i s r u p t  e s t a b l i s h e d  competi t ive 
r e l a t i o n s h i p s  among j u r i s d i c t i o n s .  

Broad-Based Tax System- 
Recommendation No. 6 

The Conmission concludes t h a t  the development of a  more equi- 

t a b l e ,  d i v e r s i f i e d  and productive S ta t e -  l o c a l  t a x  system i s  

p r e r e q u i s i t e  t o  avoiding excess ive  l o c a l  property t ax  burdens, 

p r o l i f e r a t i o n  of l o c a l  nonproperty t axes ,  i n t e r l o c a l  f i s c a l  

d i s p a r i t i e s  and dependence on Federa l  a i d .  The Commission 

t h e r e f o r e  recommends t h a t  t he  S t a t e s  (1) requ i r e  and enforce  

e f f e c t i v e  l o c a l  use  of t h e  proper ty  t a x  inc luding .  i n  some 

S t a t e s ,  a more i n t e n s i v e  use of t h i s  revenue source ,  (2)  equip 

themselves wi th  a  product ive ,  and broad-based t a x  system cap- 

a b l e  of underwri t ing a major po r t ion  of t h e  S t a t e - l o c a l  expanding 

expendi ture  requirements ,  and (3) s h i e l d  b a s i c  family income from 

any undue burdens imposed by s a l e s  and proper ty  t axes .  

There i s  untapped revenue p o t e n t i a l  remaining i n  the  S t a t e - l o c a l  t a x  
system. At t h e  present  time s i x  S t a t e s  a r e  without  a s a l e s  tax: Alaska,  Dela- 

ware, Montana, New Hampshire, Oregon and Vermont. F i f t e e n  a r e  without  an income 
tax:  Connecticut ,  F l o r i d a ,  I l l i n o i s ,  Maine, Nevada, Eew Hampshire, New J e r s e y ,  
Ohio, Pennsylvania,  Rhode I s l a n d ,  South Dakota, Tennessee, Texas, Washington and 



Wyoming. Add i t i ona l ly ,  many l o c a l  governments, p a r t i c u l a r l y  i n  the  South and 
Southwest,  could make more e f f e c t i v e  use of the  property tax .  

While the  champions of  t h e  graduated personal  income t ax  and the  s a l e s  
t a x  advocates  s t i l l  engage i n  p o l i t i c a l  sn ip ing ,  t h i s  c o n t e s t  has l o s t  much o f  
t he  b i t t e r n e s s  t h a t  i n  former t imes  had transformed the  S t a t e  t ax  arena i n t o  a 
dark and bloody p o l i t i c a l  ba t t l eg round .  The importance of  the change cannot be 
overemphasized because b i t t e r  c l a s h e s  between s a l e s  and income t ax  advocates  f o r  
yea r s  hamstrung e f f o r t s  t o  cons t ruc t  a more d i v e r s i f i e d  and product ive S t a t e  t ax  
system. 

The perennia l  sales-versus-income-tax debate i s  now a luxury few S t a t e s  
can a f f o r d .  

During t h e  l a s t  seven years  Kentucky, Wisconsin, Idaho ,  Massachuse t t s ,  
New York, V i r g i n i a ,  Minnesota, Michigan, West V i r g i n i a  and Indiana  have adopted 
t h e  "second" t a x ,  whi le  Nebraska adopted an i n t e g r a t e d  revenue package--both a 
g e n e r a l  s a l e s  and a personal  income tax.  Except f o r  Ind i ana ,  Michigan and West 
V i r g i n i a ,  a l l  of t he  "second" t a x  enactments took p l ace  on t h e  s a l e s  t ax  s i d e  of  
t h e  ledger .  Thus, i n  t he se  l a s t  few y e a r s ,  t he  growing f i s c a l  p r e s su re s  r a i s e d  
t h e  number of s a l e s -p lus -pe r sona l  income t ax  S t a t e s  t o  30. 

A broad-based sa l e s -pe r sona l  income t ax  combination enables  a S t a t e  t o  
c r e a t e  a d i v e r s i f i e d  and product ive  revenue system whi le  holding t ax  r a t e s  t o  
moderate l e v e l s .  To pu t  t he  i s s u e  more s h a r p l y ,  i t  enables  a S t a t e  t o  maximize 
i t s  revenue p o t e n t i a l  while  minimizing v u l n e r a b i l i t y  t o  i n t e r s t a t e  tax  competi- 
t i o n .  

Food Tax Credit or Exemption- 
Recommendation No. 7 

In  o rde r  t o  s t r eng then  t h e  p r o d u c t i v i t y  of t h e  s a l e s  tax. t h e  

Commission recommends a c t i o n  by t h e  S t a t e s  t o  p r o t e c t  low in-  

come f a m i l i e s  from undue tax burdens on food and drugs under 

g e n e r a l  s a l e s  taxes .  

S t a t e s  have demonstrated t h a t  t h e  s a l e s  t a x  need n o t  be  s eve re ly  r eg re s -  
s ive - - tha t  e i t h e r  t h e  exemption of food o r  a system of income t a x  c r e d i t s  and ca sh  
r e funds  can r i d  t h i s  t a x  of i t s  wors t  f e a t u r e  f o r  t h e  g r e a t  mass o f  taxpayers .  At  
t h e  p r e s e n t  time 14 S t a t e s  exempt food o u t r i g h t  wh i l e  6 S t a t e s  ( Indiana ,  Colorado, 
Hawaii, Iowa, Massachuset ts  and Nebraska) permit S t a t e  income taxpayers  t o  t ake  
a c r e d i t  f o r  s a l e s  tax payments on food a g a i n s t  t h e i r  personal  income t a x  l i a b i l -  
i t i e s .  

These r e c e n t  and p ioneer ing  t a x  c r e d i t  and re fund devices  enab le  t h e  
coo rd ina t ion  of income and consumption t axa t ion .  Hawaii and Iowa a r e  experiment- 
i n g  w i t h  a d iminish ing  income t a x  c r e d i t  f o r  s a l e s  t a x  payments--one t h a t  d e c l i n e s  
a s  income r i s e s .  This  ingenious  device  removes t h e  r e g r e s s i v e  impact of t h e  s a l e s  
tax thereby  c r e a t i n g  a c l ima te  of  pub l i c  opin ion  more favorably  d isposed  t o  i n t e n -  
s i v e  u s e  o f  t h e  levy .  



The Commission noted i n  i t s  repor t  Federal-State Coordination of Personal 
Income Taxc- t h a t  pioneering S t a t e  e f f o r t s  with the personal income tax  c r e d i t  il- 
l u s t r a t e  the  benef i t s  t h a t  can flow from S t a t e  and loca l  experimentation with new 
ideas. Because the personal income tax c r e d i t  system can considerably l igh ten  the 
r e l a t i v e l y  heavy S t a t e  and loca l  tax load now borne by the poor, i t  can contr ibute  
t o  the ef fect iveness  of the general  s a l e s  tax and perhaps the property tax  a s  
sources of S t a t e  and loca l  revenue. O r  t o  put the i ssue  more a f f i rma t ive ly ,  a  
b e t t e r  r econc i l i a t ion  of consumption and property taxes with the a b i l i t y  t o  pay 
p r inc ip le  by means of income tax c r e d i t s  can help S t a t e  and loca l  tax policymakers 
cut  the Gordian knot t i e d  by two opposing pressures--the demand fo r  tax  r e l i e f  f o r  
the  poor and the need f o r  add i t iona l  revenue. 

Property Tax Overburden- 
Recommendation No. 8 

I n  order to  strengthen the productivity of the loca l  property 

t a x ,  the Commission recommends ac t ion  by the S t a t e s  t o  help  

the l o c a l i t i e s  f inance the cos t  of r e l i ev ing  any undue loca l  

property tax burden on low income fan i  l i e s .  

I f  by some s t roke of magic the  l o c a l  assessor  could equal ize  a l l  property 
t a x  assessments a t  f u l l  va lue ,  or  a t  some uniform percentage thereof ,  the co l l ec -  
t i o n  of t h i s  t a x  would s t i l l  c r e a t e  spec ia l  hardships f o r  property owners with low 
incomes. 

Although the  value of the  family residence serves  a s  a  f a i r l y  good proxy 
of a b i l i t y  t o  pay taxes i n  a  r u r a l  soc ie ty ,  and s t i l l  does i n  suburbia,  t o t a l  
household income stands out  a s  a  f a r  more precise  measure of taxable capaci ty  i n  
our modern urban socie ty .  This point  can be grasped quickly from examples of the  
hardship t h a t  the  payment of r e s i d e n t i a l  property taxes imposes on low income 
households. With re t i rement ,  the  flow of income drops sharply and a  $300 a  year 
property t a x  b i l l  t h a t  once could be taken i n  s t r i d e  becomes a  d ispropor t ionate  
claim on t h e  income of an  e l d e r l y  couple l i v i n g  on a  pension of $1,500. By the  
same token, i f  the  flow of income f a l l s  sharply a s  a  r e s u l t  of the  death or phy- 
s i c a l  d i s a b i l i t y  of the breadwinner, o r  due t o  unemployment, then again payment 
of the  r e s i d e n t i a l  property t a x  can become an ext raordinary  t a x  burden. 

The most notable  at tempt t o  cope with the  regress ive  impact of the  pro- 
per ty  tax upon low income people can be found i n  Wisconsin's 1964 t a x  c r e d i t  plan 
t h a t  provides s u b s t a n t i a l  property t a x  r e l i e f  t o  low income e l d e r l y  persons--both 
homeowners and r e n t e r s  meeting spec i f i ed  income c r i t e r i a .  This t a x  r e l i e f  program 
i s  financed from S t a t e  funds and administered by the S t a t e  Tax Department. 

The Wisconsin l e g i s l a t u r e  (and more recen t ly  the  Minnesota l e g i s l a t u r e )  
took the  pos i t ion  t h a t  i f  a n  e l d e r l y  householder i n  the  below $3,000 income c l a s s  
had t o  tu rn  over more than 5 percent of t o t a l  income t o  the  r e s i d e n t i a l  property 
t a x  c o l l e c t o r  he was confronted wi th  an  ext raordinary  burden and t h a t  amount i n  
excess of 5  percent i s  e i t h e r  refunded by the  S t a t e  t o  the  property owner, or  
applied a s  a  d i r e c t  c r e d i t  aga ins t  h i s  S t a t e  income tax ,  i f  the  taxpayer f a l l s  i n  
t h a t  category. The r e n t e r  i s  a l s o  e n t i t l e d  t o  r e l i e f  and 25 percent of h i s  r e n t  
i s  considered a s  imputed property t a x  payment. Of s p e c i a l  s ign i f i cance  i s  the  
f a c t  t h a t  t h e  S t a t e  and not  l o c a l  government f inances t h i s  t a x  r e l i e f  program. 



The reduction of tax disparities between high and low income communities 
within metropolitan areas can be cited as a beneficial side effect of the Wiscon- 
sin plan. Because the poor tend to cluster together, the mailman will deliver 
most of the property tax refund checks to households in the low income communi- 
ties. Thus, the granting of tax relief to the low income elderly moves in the 
"right" equalization direction from both the interjurisdictional and interpersonal 
standpoints. Moreover, the tax credit can be viewed as the most efficient tax 
relief mechanism because it can be so designed to maximize the amount of aid ex- 
tended to low income homeowners and renters while minimizing loss of revenue. 

In a number of States, homestead exemption, a durable by-product of the 
1930's depression, offers some protection from undue property tax burdens on low- 
income occupants of dwellings and farms. This method bestows property tax relief 
to all homeowners, however, not just those with low incomes, and misses completely 
the low-income families in rented properties. Moreover, as this Commission re- 
ported in its 1963 study on The ~ o i e  bf the States in strengthening the Property 
Tax, the policy of homestead exemption involves a substantial amount of injustice - 
among individual taxpayers and taxing jurisdictions at a large and usually unwar- 
ranted sacrifice of local property tax revenue. 

Flexibility in Long-Range State Financing- 
Recommendation No. 9 

The Commission recommends that the States which have not done 

so, give serious consideration to providing more flexibility 

in their constitutions for long-range State financing programs. 

In its 1961 report, State Constitutional and Statutory Restrictions on 
Local Government Debt, this Conmission recommended that local governments be given 
greater flexibility in borrowing so that they can exercise maximum initiative in 
meeting their awn needs. The Commission believes that the States' power to bor- 
row should also be liberalized and for essentially similar reasons. 

Expanded State legislative authority to borrow becomes increasingly in- 
portant as States are asked to participate in numerous Federal grants-in-aid for 
capital improvement projects, such as airports, hospitals, and university build- 
ings. Such power can also help States to take a more positive role in assisting 
their local governments by increasing their fiscal capacity to contribute to the 
non-Federal share of Federal programs administered locally. 

Most State constitutions restrict the borrowing freedom of State govern- 
ments (legislatures). In the main the restrictions were imposed as a consequence 
of overextension of State credit to fiaance internal improvements in the nine- 
teenth century and the ensuing defaults in periods of economic depression. Often 
they have not restricted the amount of borrowing, but shifted it instead to 'hon- 
guaranteed debt," incurred through such devices as revenue bonds, public corpora- 
tions, and lease-purchase agreements. Debt in this form rather than as a general 
obligation of the States has meant higher costs and sometimes the creation of ad- 
ditional administrative machinery. The Conunission also notes that a basic cause 
of earlier debt defaulting has disappeared as countercyclical devices have been 
built into the American way of life and the Federal Government has developed 
tools for controlling boom-to-bust fluctuations in the economy, thus reducing the 



l i ke l ihood  of severe  economic dec l ines .  I n  a d d i t i o n ,  most S t a t e s  (30) now a r e  
equipped wi th  more d i v e r s i f i e d  t ax  systems t h a t  a s su re  a  more s t a b l e  S t a t e  reve- 
nue y i e ld .  

I n  view of  s trengthened S t a t e  f i s c a l  systems, the  development of  economic 
s t a b i l i z e r s ,  and the  f a c t  t h a t  c o n s t i t u t i o n a l  debt  r e s t r i c t i o n s  do no t  r e a l l y  
p lace  an e f f e c t i v e  l i m i t  on borrowing ye t  r e s u l t  i n  h igher  i n t e r e s t  c o s t s ,  the  
Commission urges  the  S t a t e s  t o  g ive  se r ious  cons idera t ion  t o  easing the  cons t i t u -  
t i o n a l  r e s t r a i n t s  on S t a t e  borrowing au tho r i ty .  

ADMINISTRATION OF FEDERAL CATEGORICAL AIDS 

To t h i s  p o i n t ,  t h e  Commission has  focused on the  po l i cy  i s sues  r e l a t i n g  
t o  t he  b a s i c  s t r u c t u r e  of our f e d e r a l  system--how i t  i s  f inanced and where i m -  
provements i n  f inancing  arrangements can be made. Now, we tu rn  t o  t he  equa l ly  
important  i s s u e s  r e l a t i n g  t o  how f i s c a l  federa l i sm can be b e t t e r  managed and ad- 
minis te red-- the  p o l i c i e s  needed t o  supply new tone t o  the  sinews of  t he  intergov- 
ernmental f i s c a l  system t h a t  s t r e t c h  through the  Federa l ,  S t a t e ,  and l o c a l  l e v e l s .  

Organizational Changes-Recommendation No. 10 

The Commission recommends an e l eva t ion  of  a t t e n t i o n  on the  p a r t  

of t h e  P res iden t  and the  Congress t o  t h e  more genera l  need of 

insur ing  the  conduct and coordina t ion  of Federa l  g r a n t  and o t h e r  

programs i n  such a way a s  t o  improve the  o v e r a l l  c a p a b i l i t y  of  

S t a t e  and l o c a l  government and consequently s t rengthen  the  Amer- 

i can  f e d e r a l  system. I t s  importance warrants  assignment by the  

P res iden t  of maior r e s p o n s i b i l i t y  i n  t h i s  a r e a  t o  a n  appoin tee  

havinz  s t a t u s  equ iva len t  t o  t h a t  of a member of t h e  Cabinet.  

Th i s  o f f i c i a l  should be r e spons ib l e  f o r  gene ra l  l i a i s o n  wi th  

S t a t e  and l o c a l  aovernments and be a c c e s s i b l e  t o  them rega rd ing  

problems encountered i n  t h e  admin i s t r a t ion  of Federa l  vrants -  

in-aid. Also t h i s  o f f i c i a l  should r e p o r t  a t  a p p r o p r i a t e  i n t e r -  

v a l s  t o  t h e  P r e s i d e n t ,  Congress, and t h e  pub l i c  on t h e  e x t e n t  

t o  which mant- in-a id  prosrams are achieving  t h e i r  o b j e c t i v e s  



and the extent to which State and local government is being 

strengthened in the process. 

The Commission further recommends the strengthening of the Bur- 

eau of the ~udget's capability to sustain a vigorous program of 

interagency coordination of Federal grants-in-aid. 

In considering the overall management problem of coordinating Federal 
grant-in-aid programs a distinction must be made between (a) Presidential desig- 
nations of responsibility for maintaining liaison with other levels of government 
on a day-to-day basis and (b) the responsibility for supervising interagency re- 
lationships in the formulation of grant policies and the administration of grant 
programs. One is personal, the other institutiona 1. 

Designations for intergovernmental liaison responsibilities will vary 
with the differing modes of operation of different Presidents tind may vary from 
time to time within a single Administration. Yet despite variations in style, 
any President nowadays must exhibit direct concern with intergovernmental policies 
and relationships and have the requisite personal staff to counsel him on these 
matters. At the same time, the broad task of daily interagency management and 
coordination requires a large staff with in-depth expertise on all grant programs 
and administration. 

The Conmission believes that establishment of a White House focal point 
for intergovernmental affairs constitutes a necessary administrative response at 
the national level to administrative and other problems which have been generated 
by the rapid expansion of grants-in-aid in recent years. The Commission sees no 
other feasible manner whereby the President can be properly alerted to the emer- 
gencies in both the interlevel and interagency arenas that this growth has pro- 
duced. The President needs a constant point of contact with State and local of- 
ficials having difficulties with the administration of Federal grant programs, 
and States and localities need a regular avenue of access at the highest level. 
The President also needs a wide-ranging troubleshooter to take on the tough as- 
signment of resolving the most critical interjurisdictional grant conflicts with- 
in the Federal establishment. 

Equally important, the Commission believes the President needs a "beefed 
up" effort by the Bureau of the Budget with respect to its interagency coordinat- 
ing functions. The Bureau already is intimately acquainted with the management 
difficulties connected with grants-in-aid. In its activities relating to budget 
procedure, legislative reference, organization and management, and general advice 
to the President, the Bureau has developed considerable expertise for supervising 
interdepartmental relations in the formulation and administration of grant poli- 
cies and programs. With more staff and fiscal support, these functions will be- 
come more expert. Close collaboration between the administration official charged 
with intergovernmental af fairs and the Bureau will create an effective top manage- 
ment front to cope with the grant-related problems of communication, personal con- 
tact, interagency conflict, program consolidation and coordhation. 

The Cormnission therefore is convinced that grant-in-aid coordination 
should be assigned a major place in the revamped organizational structure of the 



Bureau of  the  Budget and t h a t  s u b s t a n t i a l  amounts of new funds and s t a f f  should 
be provided t o  support  t h i s  much-needed expansion. The Commission a l s o  be l i eves  
t h a t  both the  P res iden t  and the  Bureau of the  Budget would b e n e f i t  from the  desig-  
na t ion  of a White House o f f i c i a l  on intergovernmental a f f a i r s  t o  s e rve  a s  the  
p r e s i d e n t ' s  eyes and e a r s  on Federal  g r a n t  management mat te rs  and a s  h i s  ambassa- 
do r -a t - l a rge  t o  the  S t a t e s  and l o c a l i t i e s .  

Headquarters-Field Office Coordination- 
Recommendation No. 11 

The Commission recommends the  enuncia t ion  by the  Pres ident  of 

a pol icy  of decentra l i z a t i o n  of Federa l  decision-making i n  

the admin i s t r a t ion  of g ran t  programs; among o the r  a c t i o n s  the  

Commission recommends d e c e n t r a l i z a t i o n  t o  d i r e c t o r s  of Federa l  

r eg iona l  o f f i c e s  of most of  the dec is ions  connected wi th  the 

review and approval  of S t a t e  o r  l o c a l  plans developed a s  a 

condi t ion  of Federa l  formula-type g r a n t s  and of amendments t o  

such plans proposed by S t a t e  and loca l  governments. The Com- 

mission f u r t h e r  recommends P r e s i d e n t i a l  a c t i o n  t o  e f f e c t  a 

major reduct ion  i n  the  wide v a r i a t i o n s  i n  t he  reg ional  bounda- 

r i e s  and headauar ters  s i t e s  of Federa l  f i e l d  o f f i c e s .  

The widespread agreement on the  need f o r  improved Federa l  machinery f o r  
management coordina t ion  o f t e n  focuses on the  a r e a  of headqua r t e r s - f i e ld  r e l a t i o n s  
i n  admin i s t r a t ion  of t he  g r a n t  system. The e x i s t i n g  d i so rde r  i n  t hese  r e l a t i o n s  
stems from t h e  wide v a r i a t i o n s  among t h e  12 r eg iona l  o f f i c e  s t r u c t u r e s  of  g ran t -  
admin i s t e r ing  departments and agencies  i n  t h e  number of  r eg ions ,  t h e  number and 
i d e n t i t y  of  t he  S t a t e s  t h a t  make up i n d i v i d u a l  r eg ions  and the  c i t i e s  i n  which 
r eg iona l  o f f i c e s  a r e  loca ted .  As a r e s u l t ,  t h e r e  a r e  problems of  communication 
and informat ion  exchange on comon reg iona l  problems among Federa l  agencies ;  some 
reg ions  a r e  t oo  l a r g e ,  r e q u i r i n g  ex tens ive  t r a v e l  by r eg iona l  o f f i c i a l s ;  i n  c e r -  
t a i n  major c i t i e s ,  t h e  few Federa l  o f f i c e s  a r e  hampered i n  t r y i n g  t o  provide i n -  
formation f o r  a coordinated approach t o  l o c a l  problems. 

Headquar ters - f ie ld  r e l a t i o n s  a r e  a l s o  r u f f l e d  by (a) v a r i a t i o n s  among 
departments and programs i n  a u t h o r i t y  t o  d e a l  w i th  t h e  S t a t e s  o r  l o c a l i t i e s ,  (b) 
l a c k  o f  adequate de l ega t ion  of  a u t h o r i t y  t o  dea l  wi th  in teragency and in tergov-  
ernmental problems i n  t h e  f i e l d ,  and (c) v a r i a t i o n s  among departments and pro- 
grams wi th  r e s p e c t  t o  channeling a p p l i c a t i o n s  through r eg iona l  o f f i c e s  o r  d i r e c t l y  
t o  Washington. 

The Commission i s  convinced t h a t  adequate d e c e n t r a l i z a t i o n  i n  t h e  g ran t -  
i n -a id  sphere can be achieved only i f  t h e r e  i s  continued pressure  by t h e  Execu- 
t i v e  Of f i ce  of the  P res iden t  t o  de l ega te  t o  d i r e c t o r s  of r eg iona l  o f f i c e s  most of  
t h e  dec is ions  connected wi th  the review and approval  of S t a t e  and l o c a l  p lans  



required by formula grants. The most appropriate method of reaching decentraliza- 
tion objectives is the issuance of a general order by the President setting forth 
general policy of the Federal Government with respect to the types of decisions 
and kinds of competence to be expected of the Federal field establishment. 

To complement this policy of decentralization and to improve overall 
field office-State-local relations, the Commission endorses major reduction in 
the wide variations in the regional boundaries and headquarters sites of the Fed- 
eral field establishment. The present 12 regional office structures have com- 
bined to create a condition where 16 States must deal with eight or more differ- 
ent regional office locations and only a dozen have fewer than five to contend 
with. Such variations in boundary and office locations contribute to the infor- 
mation gap, cause resentment and confusion at the State and local levels, add 
impetus to the tendency to deal directly with Washington, and--if unchecked-- 
would work counter to an effective policy of decentralized decision-making. 

Interagency Field Coordination- 
Recommendation No. 12 

5 

The Comission believes the establishment of a field staff of 

the Bureau of the Budget should serve many of the purposes of 

field offices, appropriations for which have been souvht re- 

peatedly by the Budpet Director and the President within the 

last few years. In addition to increased coordinative activ- 

ity in the field by the Bureau. the Comission recommends the 

strengthening of existing Federal Executive Boards by (a) trans- 

fer of supervision of the Boards to the Bureau and (b) provis- 

ion of at least one full-time staff member for each of the mi- 

or Boards. 

Closely linked to the issue of improved departmental headquarters-field 
relations, or vertical coordination, is the issue of improved interagency commun- 
ication--horizontal coordination--in the field. The latter problem arises whether 
or not the departmental field structures are reformed. It will mount in signifi- 
cance if the emerging trend toward an interdisciplinary approach takes hold. In- 
deed, the effectiveness of this approach rests in large measure on greatly streng- 
thened interdepartmental coordination in the field as well as in Washington. 
Thus, the time has come for Federal field representatives to begin to act like 
one family. 

The Bureau of the Budget has recently established a special Intergovern- 
mental and Field Projects Unit, stationed in Washington but with its staff spend- 
ing considerable time in the field. This new field staff will enable the Bureau 
to intensify its review of Federal operations and intergovernmental relations in 
the field, and conduct special problem-oriented studies and projects. 



The Commission believes that this proposal offers a flexible approach to 
strengthened interagency and intergovernmental coordination in the field. It 
should help the president's top staff agency to know more, from direct first-hand 
experience, about how Federal grant programs are carried out at the point of im- 
pact; how disputes are settled and frictions eased; how to improve the flow of 
information to State and local officials quickly and fully; and how to overcome 
bottlenecks to prompt decision-making. The direct result will be improved working 
relationships with State and local governmental units and more efficient use of 
Federal grant funds. 

The instrument of the Federal Executive Board created through presiden- 
tial initiative in 1961 has been most helpful in assuring an increased flow of 
communication among Federal agencies in major regional headquarter cities--such as 
New York, Philadelphia, Boston, Dallas, Chicago, Denverad San Francisco. 

The Boards have provided a forum wherein information can be exchanged 
and mutual problems discussed by the regional directors of the Federal agencies 
concerned. However, the Boards have suffered a significant handicap in that the 
elected chairman of the Board usually has had to "scrounge" from his particular 
agency the staff services required. Since the chairmanship of the Board tends to 
rotate among agencies there is little staff continuity. In the Connnission's view 
the effectiveness of the B0ard.s would be enhanced considerably if each were gran- 
ted an allotment of funds sufficient to cover the salaries of a full-time execu- 
tive secretary. 

Since the objectives of the Federal Executive Boards lie in the area of 
general governmental management rather than personnel administration, it would 
seem more logical for their supervision and "backstopping" to reside in the Bur- 
eau of the Budget rather than the CFvil Service Commission, as at present. 

Overall, the Conmission is convinced that the broad objective of improved 
interagency Federal coordination in the field would best be met both by estab- 
lishing a Bureau of the Budget field staff and by strengthening the Federal Execu- 
tive Boards. This dual thrust would have the following advantages: 

The Bureau of the Budget field staff could help provide the 
kind of FEB involvement in substantive problem areas that 
they now lack, but were intended to assume. 

The FEB1s would constitute a convenient forum within which 
the Budget Bureau could strive for improved interagency field 
operations. 

The FEB's would greatly facilitate the Budget Bureau's task 
of identifying major troublespots in the field in both the 
interdepartmental and intergovernmental areas. 

The linking of the FEB's to the Budget Bureau field staff 
would enhance the possibility of comunicating and imple- 
menting effectively the goals and policies of the Adminis- 
tration. 

The joint efforts of the two operations would inevitably 
strengthen the top management capabilities of both the 
departments and Bureau of the Budget in Washington. 



Computerization of Information- 
Recommendation No. 13 

The Commission recommends that the President establish within 

an appropriate agency of the Executive Branch a computerized 

system for storage and retrieval of information essential for 

the administration of grants-in-aid, formulation of Federal- 

State-local fiscal policies and other policy and management 

purposes. The Commission further recommends that the Congress 

establish a similar system to provide information for review 

of grant-in-aid programs and for other legislative purposes. 

The C d s s i o n  recommends that tapes and other data resulting 

from these systems be made available to State and local gov- 

ernment s . 
To help the President discharge his responsibilities as chief adminis- 

trator, the Executive Office should have ready access to full and accurate infor- 
mation about the nature and conduct of the programs being administered by Federal 
departments and agencies. The grant-in-aid system has become incredibly complex-- 
fiscally, legally and adiiinistratively. This means that the Executive Office 
should be equipped with the most up-to-date information systems technology that 
can be brought to bear upon this difficult area of governmental affairs. 

Our study of the grant-in-aid system revealed that the Bureau of the 
Budget is now handicapped in performing its oversight and coordination responsi- 
bilities by lack of an adequate computerized information system. Accurate overall 
data on such aspects of the grant system as matching ratios and apportionment for- 
mulas, planning requirements, eligible recipients, dollar amounts of grants by 
recipients and clientele groups, geographic distribution, and fiscal capacity and 
fiscal effort of State and local governments are difficult to come by, and when 
needed involves laborious research. This type of information is essential for 
understanding the intricacies of the existing complex grant systems. Quick access 
to it on a current basis is vital for appraising present programs and suggesting 
improvements such as specific grant consolidations, simplification and standardi- 
zation of performance requirements and restructuring of allocation formulas and 
matching ratios. 

An effective information system then is necessary for developing top- 
level policy proposals on grants and coordinating administration of them. Further, 
it is vital to effective execution of the total management and coordination re- 
sponsibility of the chief executive. 

We are impressed at the extent of computerization throughout the Federal 
departments and agencies which now involves 2,620 computers, costing over 
$1 billion yearly, and requiring 71,200 employees to operate. It would seem 



equally, if not more, essential that these tools of modern management be used for 
overall policy, planning and management purposes at the apex of the Federal hier- 
archy. We are aware of the current efforts of the Intergovernmental Task Force 
011 Information Systems, sponsored by the Bureau of the Budget. Yet, we also know 
that its primary focus is development of an information system for use by State 
and local governments--not the development of a computer capability as a tool for 
top management control. 

The Congress has similar yet differing needs for objective data in dis- 
charging its responsibility. As indicated in the recent study of the Joint Com- 
mittee on Legislative Reorganization, it now suffers from lack of an adequate 
information storage and retrieval system. 

Congress shares responsibility for disorderly growth of the categorical 
grant system. A major contribution of an up-to-date computerized information 
system would be to provide a source of data on the existing pattern of grants so 
that Congress would have the information to enable it to avoid decisions that 
would cause further duplication or inconsistencies among grant programs. 

SIMPLIFICATION OF ADMINISTRATIVE CONTROLS 
UNDERFEDERALGRANTS 

The Commission has documented three types of grant requirements as 
causing unusual and--in most instances--unnecessary difficulties for participat- 
ing jurisdictions: auditing and accounting requirements, the "single State agen- 
cy," and planning provisions. 

Acceptance of State Audits- 
Recommendation No. 14 

The Commission recommends the enactment of general legisla- 

tion by the Congress applicable to Federal grants-in-aid to 

State qovernments. whereby the Comptroller General of the 

United States would study and review the accounting and aud- 

iting systems of State governments which receive Federal 

grants-in-aid and ascertain the general adequacy and integ- 

rity of such State auditing and accounting systems: the Com- 

mission further recommends that for those States certified 

by the Comptroller General as meeting standards of adequacy 

and integrity, the results of State audits of expenditures 



of Federal grant funds be accepted by the administering Federal 

agency in lieu of fiscal audits by agency personnel, such ac- 

ceptance to cease when and if the Comptroller General finds 

that the accounting and auditing system of the particular State 

no longer meets the prescribed standards. Finally, the Com- 

mission recommends that this authorization be extended at the 

discretion of the Comptroller General to units of local govern- 

ment receiving sizable grants directly from Federal agencies. 

Every Federal agency administering grants-in-aid to State and local 
governments is charged by the Congress and by regulations of the Comptroller Gen- 
eral with assuring the proper and legal use of Federal grant funds made available 
to such State or local governments. Consequently, each administering Federal 
agency and each major bureau engaged in grant-in-aid administration deploys the 
requisite number of fiscal auditors throughout the States at appropriate intervals 
to audit the grant-in-aid accounts. 

The General Accounting Office as part of its "spot audit" program to as- 
certain the effectiveness of agency audits of Federal expenditures also audits 
grant-in-aid expenditures at the State and local levels. Federal agency auditing 
activities have had to keep pace with the growth in absolute number and variety 
of Federal grant-in-aid programs. Also since World War 11, State governments have 
had to improve the capability of their accounting and auditing systems due to the 
growth, complexity and magnitude of State expenditures. 

The Commission believes that intergovernmental relations could be simpli- 
fied and a significant saving in total governmental manpower and taxpayer dollars 
could be achieved if State audits were accepted in lieu of Federal audits in those 
States having as high a standard of accounting adequacy and integrity as that 
required for the Federal Government itself. The Commission believes that the 
Comptroller General, as the arbiter of the propriety of Federal expenditures, is 
in a position to appraise periodically and to certify as to the adequacy or inade- 
quacy of the accounting and auditing systems of each of the 50 States. There is 
no logical reason why the same type of arrangement could not prevail with respect 
to major cities and urban counties except for the additional manpower requirements 
that might be imposed upon the General Accounting Office. 

The Commission realizes that such a procedure may raise objections that 
(a) the General Accounting Office has never done this before, and it would be in- 
jected into a completely new relationship with State and local governments; (b) 
separation of powers between Legislative and Executive Branches might be compro- 
mised; and (c) many State auditors themselves desire more and not less Federal 
audit . 

It is clear that the Comptroller General would have to be provided with 
additional manpower in order to carry out the foregoing recommendation. It is 
equally clear, however, that the manpower increment for the General Accounting 
Office would be less than the collective saving in personnel for the executive 



agencies. If Congress should conclude that separation of powers is a problem in 
connection with this approach, then participation by the Bureau of the Budget 
both in the establishment of auditing standards for grant-in-aid expenditures and 
in the maintenance of a list of "approved" State auditing systems could be pro- 
vided. 

The intent of this proposal is not to shortcut in any way the exercise 
of fiscal prudence and fiscal accountability at all levels of government. The 
Commission believes, however, that some new intergovernmental arrangements in 
the accounting and auditing field would enable the achievement of these objec- 
tives at a significant saving in time, energy, and improved Federal-State-local 
relations. 

Single State Agency Requirement- 
Recommendation No. 15 

The Commission recommends the enactment of legislation pending 

in the Congress to authorize the modification. at the request 

of a State and with approval by the head of the Federal depart- 

ment or agency, of the single State apency requirement associated 

with Federal grants-in-aid to State governments. 

Few Federal provisions have been as persistent a source of irritation to 
Federal-State relations as the one that stipulates that a "single State agency" 
must be named, or a State unit be named as the "sole agency" to administer or sup- 
ervise a grant program. The merits of this requirement appear to be largely his- 
torical. In the formative years of the public assistance programs, it was essen- 
tial that the single State agency requirement be vigorously enforced to bring or- 
der out of chaos in the existing as well as the newly emerging public assistance 
programs in the States. It was also necessary that the Federal agency have one 
and only one State agency to deal with in matters regarding public assistance and 
only one agency to hold responsible for administering these programs. 

Current conditions call for a more liberal interpretation of this re- 
quirement. States need to restructure their govenmental organization to keep pace 
with the added functions and responsibilities that are thrust upon them by the 
complexities of modern life. Just as change dictated Federal establishment of the 
Department of Health, Education, and Welfare, and subsequently, the severance from 
the Social Security Administration of functions now administered by the Welfare 
Administration, so it has been and will continue to be necessary for State govern- 
ment to reorganize. It is quite probable that sound State reorganization propos- 
als will run into trouble trying to meet both the needs and desires of the parti- 
cular State and, at the same time, satisfy in all cases the single State agency 
requirement. 

Rigid application of the single State agency requirement can tie up a 
Governor, as well as the legislature, in restructuring State government. More- 
over, an ' . ~terdisciplinary" approach like that built into an increasing number 
of grant programs and a rigid single State agency requirement are incompatible. 



In the pending Intergovernmental Cooperation Act (S. 698; H.R. 5528 and 
associated bills), the head of the administering Federal department or agency is 
authorized to waive the single State agency requirement upon the request of a re- 
cipient State if the department or agency is convinced that the alternate admin- 
istrative arrangement will not undermine the program objectives being sought 
through the grant. 

Consolidation and Simplification of Planning 
Requirements-Recommendation No. 16 

The Commission recommends the enactment of general legislation 

by the Conpress, consolidating insofar as possible, into a sin- 

gle Congressional enactment a set of planning requirements-- 

both functional and comprehensive--to be applicable to Federal 

grant-in-aid programs, both present and future, especially those 

concerned with or affecting urban development. 

A great many new planning requirements have been introduced into the 
categorical aid system since 1964. Some relate to planning for a particular func- 
tion such as air pollution or water supply. Others require planning of a compre- 
hensive character, i.e., tying together and interrelating the different functional 
plans. In November 1966, 82 grants had plannFng requirements of one kind or an- 
other. AS these have evolved some have been very specific--even to the point of 
stipulating the type of advisory board that must review the State or local plan. 
Others have required merely a certification that the particular project does no 
violence to the comprehensive plan for the area. 

The Director of the Bureau of the Budget has said that overlapping plan- 
ning requirements are one of the ma j or admtnis trative and intergovernmental prob- 
lems of the day. Duplication can defeat the purpose of planning and generate con- 
fusion. Confusion can also be caused where functional planning is not related to 
general plans. Finally, there is danger of overplanning in some areas alongside 
planning gaps elsewhere. In all this, the role of State planning frequently has 
been overlooked, although the Department of Housing and Urban Development consis- 
tently has encouraged State governments in the administration of "Section 701" 
fu~cls to develop an improved planning competence at their level. 

The Commission believes that the time has come when planning require- 
ments as -well as grants themselves need to be consolidated into a lesser number 
of separate statutory enactments and that there must be an improved planning in- 
terrelationship among local, State, and National levels of government. The Com- 
mission urges a formulation of appropriate legislation, based on existing studies, 
establishing a consolidation and simplification of such requirements. Such leg- 
islation might include some or all of the following features: 

0 Every major functional grant program should require a func- 
tional plan. 



Every functional plan should be consistent with and promote 
an areawide functional plan. 

All functional plans for a particular area should be based 
on the same demographic, economic and social data. 

0 Each functional plan should be consistent with and promote 
the comprehensive plan(s) for the area. 

All requirements for comprehensive planning should have com- 
mon elements. 

If there exist separate comprehensive plans for the local, 
regional or metropolitan and State levels, procedures should 
be established to assure that no area is subject to more 
than one comprehensive plan at each of these levels. 

Procedures should be developed to give prime consideration 
to the overall planning efforts conducted under the auspices 
of top policymakers at the local, areawide and State levels. 

Revision of Federal Planning Assistance- 
Recommendation No. 17 

The Commission recommends that Congress enact legislation which 

would effect an overall rather than piecemeal revision of Sec- 

tion 701 of the Housing Act of 1954. Specifically, such legis- 

lation should employ Federal planning assistance to strengthen 

comprehensive planning as an arm of elected chief executives, at 

State, areawide and local levels; require a closer inter-linking 

of planning, programming and coordination at those levels; and 

relate all federally aided functional planning to comprehensive 

planning at the State, areawide and local levels. The Comrnis- 

sion further recommends that provision be made for State plan- 

ning agencies, especially in those States with ongoing compre- 

State planning programs receiving Federal financial assistance 

under Section 701, to review and comment upon all local and area- 

wide applications for urban planning assistance. The Commission 

takes no position as to the most desirable location of responsi- 

bility in the Federal Executive Branch for administering 



assistance to State and local comprehensive planning activi- 

ties. - 

Beyond the problem of simplification of planning requirements in Federal 
grant programs is the broader issue involving the scope and impact of the Federal 
Government's program of planning assistance to State and local governments. Spe- 
cific questions concern the type of planning being encouraged, its geographic 
focus, effect on State-local relations, and relationship to programing and bud- 
geting at the State and local levels. 

The 701 program, initiated in 1954 and administered by HUD, has been the 
chief Federal instrument for encouraging the development of local, areawide and 
State comprehensive planning. It can be given much of the credit for the fact 
that some 46 States have statewide planning agencies and most municipalities and 
metropolitan areas have local and areawide planning bodies. Yet, planning in the 
United States is not without its shortcomings, raising questions about possible 
ways of improving the Federal planning assistance program. Thus, despite a grow- 
ing recognition in the 701 program of the importance of planning for social needs, 
emphasis is still heavily weighted on physical factors even as the problems of 
human resource development and renewal are being accorded increasing attention. 
Moreover, while much is said about the futility of planning divorced from deci- 
sion-making, the planning assistance program does little to encourage the linking 
of planning with programing and budgeting. Finally, there is no program to as- 
sist planning in rural areas, although the 701 program has been used to fund many 
"semi-rural" planning projects through grants to localities under 50,000 popula- 
tion. 

Proposals for correcting these and other weaknesses of the present plan- 
ning assistance program have been introduced in the 90th Congress. On the basis 
of its review of the various proposals, the Commission is persuaded to endorse 
the approach represented in the proposal of Senator Scott (R., Penn.) .* 

This bill would set a framework for intergovernmental coordination, en- 
couraging State and local governments to cooperate in comprehensive planning and 
programming activities. Administration of responsibilities under the bill would 
be assigned to the expanded Office of Comprehensive Development and Emergency 
Planning in order to provide a central, top-level focus for coordination of Fed- 
eral development grant programs. The bill would establish a minimum base of 
continuing grant support to State, metropolitan area, and development district 
planning, replacing the Section 701 system of intermittent, project type grants 
for planning. 

The bill provides a mechanism for interrelating planning for physical, 
economic and human resource development. It offers incentives to States and 
areawide districts to contribute to the Federal planning-programming-budgeting 
system, thus facilitating a more complete assessment of State and local develop- 
ment needs and demands and improving the ability of the Federal Government to 
allocate its resources more efficiently. 

* "Comprehensive Planning and Coordination Act of 1967" (S. 799). 



We believe further that particularly in States having an ongoing compre- 
hensive planning program, the Federal planning program should give the State plan- 
ning agency authority to review and comment on all applications for urban planning 
assistance from local and areawide bodies. Such a provision would provide further 
support for Statewide coordination of planning activities. On the specific issue 
of the organizational location of responsibility for administering the enlarged 
program, however--whether it should be in HUD, OEP, or some other unit--we take 
no position. 

An improved planning program of the kind here envisioned would, in our 
opinion, achieve the objectives of the Administration and community development 
district proposals, and in addition would: 

Strengthen planning as an essential arm of the elected chief 
executive: Governor, Mayor, or county executive; 

Make possible the coordination of all of the planning require- 
ments of other Federal legislation by emphasizing comprehensive 
planning and relating functional planning to it on an inter- 
governmental, interagency, and interprogram basis; 

Encourage expansion of the concept of comprehensive planning 
to include programing and coordination, giving emphasis to 
the need for tying planning to decision-making and implemen- 
tation; and 

Provide Federal financial support for planning at State, met- 
tropolitan, district, and local levels on a continuing (formu- 
la) rather than sporadic (project) basis, subject to approval 
of annual work programs. 

STRENGTHENING STATE AND LOCAL CAPABILITIES 
FOR GRANT ADMINISTRATION 

Since its inception, this Commission repeatedly has urged the strengthen- 
ing of State and local governments and the modernization of their constitutions 
and charters in order that these levels of government may be equipped to discharge 
effectively their responsibilities, thereby avoiding unnecessary centralization of 
power and responsibility in the central government. In this report, the Commis- 
sion sets forth a number of specific recommendations for the strengthening of 
State government. These recommendations are submitted in the context that exist- 
ing State government structure often is inadequate for the State's responsibili- 
ties in connection with grant-in-aid programs. 

Frequently, the legislature and the Governor are unable to assert the 
full strength of State government in its relationships with the Federal Govern- 
ment. The Commission believes that if the States are to effectively coordinate 
grant-in-aid programs and be fully viable and dependable partners in the federal 
system certain structural changes are imperative in many States. In the recom- 
mendations which follow, the Commission adds its voice to the growing insistence 



throughout the land for revitalization and modernization of State and local gov- 
ernment. 

STATE EXECUTIVE BRANCH 

Relatively few governors actually command the executive branch of State 
government. Executive leadership in many States is straitjacketed by limitations, 
mostly constitutional, in six basic areas: the "long ballot ," tenure potential, 
gubernatorial role in the budget process, State planning capability, executive 
reorganization authority and program coordination mechanisms. 

While the limitations may have been appropriate at one time they are out- 
moded for this day and age when States are on their mettle to perform as an effec- 
tive partner in our federal system. The Governor deprived of meaningful controls 
over expanding programs and governmental agencies has little prospect of taking an 
activist role on behalf of his State in the resolution of issues vital to the pub- 
lic. 

The spectre of unbridled use of power is raised by some as an argument 
against the removal of existing limitations on gubernatorial authority over the 
executive branch of State government. The bars to arbitrary gubernatorial action 
are numerous and powerful. They include the marked increase in interparty compe- 
tition in practically all States; strong program interests within the State admin- 
istration; the ever-present cluster of special interest groups; and the prospect 
of a modernized, strong legislature. 

Others favor the institutional status quo in order to keep certain func- 
tions "out of politics," give impetus to staff professionalism, and provide con- 
tinuity in program policies and administration. They fail to recognize that these 
objectives are more likely of accomplishment in the long run when they are suppor- 
ted by a rational administrative structure with the Governor serving as the top 
management official. 

Still others continue to interest themselves with the informal political 
role of the governor vis-a-vis his party, the bureaucracy, the legislature, and 
the electorate without realizing that the formal powers of the governor condition 
his informal powers and not vice versa. 

The electorate in fact and the State constitutions in theory assign the 
Governor the responsibility of being chief executive, but the gap between legal 
expectations and effective power is usually great. The removal of formal limita- 
tions placed on the Governor stands out as the best method of closing this gap. 
Effective management of State affairs should not be left simply to the accidental 
appearance in the Governor's office of an extraordinary political leader operating 
in a favorable set of circumstances. 



The "Longn Ballot-Recommendation No. 18 

I n  order t o  achieve adequate intergovernmental f i s c a l  coordi- 

nat ion and t o  strengthen S t a t e  government general ly ,  the  Corn- 

mission recommends the  amendment of many S t a t e  cons t i tu t ions  

to ' r educe  g rea t ly  the  number of separate ly  e lec ted  S t a t e  of-  

f i c i a l s  . 
Many of the  general  c r i t i c i sms  of the  grant  system by S t a t e  a s  well  a s  

loca l  o f f i c i a l s  appear t o  be caused by the fragmentation of executive au thor i ty  
caused by the  "long bal lo t ."  I n  several  S t a t e s ,  the  heads of important agencies 
responsible fo r  administering grant programs a r e  e i t h e r  e lected o r  appointed by 
e lec ted  boards or  c m i s s i o n s  over which the  governor lacks any r e a l  author i ty .  
Nearly one-half of the  S ta tes  s t i l l  e l e c t  the  head of the S t a t e  educational 
agency; many S t a t e  departments of hea l th ,  mental hea l th ,  o r  welfare a r e  adminis- 
tered through a complex system of boards and c m i s s i o n s .  This e l e c t o r a l  frag- 
mentation is  fu r the r  complicated by the  f a c t  t h a t  most l i n e  agency o f f i c i a l s  now 
a r e  more concerned with t h e i r  own p a r t i c u l a r  function than with i t s  contr ibut ion 
and re la t ionsh ip  t o  overa l l  S t a t e  policy. Grant-aided u n i t s  a r e  more l i k e l y  t o  
communicate with counterpart  agencies a t  the Federal or  l o c a l  l e v e l s  than with 
the  Governor o r  other S t a t e  agencies. 

The Commission f inds  t h a t  these by-products of the  "long bal lo t ' '  place 
S t a t e  Governors a t  a tremendous disadvantage i n  keeping informed of an  i n  coor- 
d inat ing the  flow of Federal grants-in-aid i n t o  t h e i r  S t a t e s ,  e spec ia l ly  where 
independently e lec ted  o f f i c i a l s  a r e  the  rec ip ien t s  of such grants. J u s t  a s  fewer 
and fewer c i t i e s  f ind  the  "connnission form" of c i t y  government with i t s  p o l i t i c a l  
fragmentation to le rab le ,  S ta tes  a r e  f inding a s imilar  need t o  c e n t r a l i z e  execu- 
t i v e  power i n  t h e i r  chief executives. 

Gubernatorial Succession-Recommendation No. 19 

The Commission recommends t h a t  where needed, S t a t e  const i tu-  

t ions  be amended t o  permit the Governor t o  succeed himself. 

The Commission f inds  it i r o n i c  t h a t  Mayors of large  c i t i e s  typ ica l ly  
a r e  f r e e  t o  serve successive terms; the 'y res iden t  of the  United States--one of 
t h e  most powerful o f f i c i a l s  i n  the  world--is entrus ted under our Const i tu t ion 
fo r  two four-year terms; ye t  only 29 of the  S t a t e s  permit t h e i r  Governors t o  
serve two o r  more successive four-year terms. Such tenure l imi ta t ions  disregard 
the  need f o r  long range program and policy planning, e spec ia l ly  i n  the  grant-in- 
a i d  f i e l d ,  deny vo te r s  the  opportunity t o  r e e l e c t  Governors of proven leadership  
a b i l i t y ,  ignore the  growing influence of l i n e  agency o f f i c i a l s ,  and tend gener- 
a l l y  t o  weaken the  posi t ion of the  S t a t e s  i n  the  federal  system. The C m i s s i o n  
believes t h a t  the  American people must s top  s ingl ing out S t a t e  government t o  be 
a weak instrument i n  r e l a t i o n  t o  other  l eve l s ,  for  t h i s  undermines the  v i t a l i t y  
of t h e  federa l  system. 



Executive Budget-Recommendation No. 20 

The Commission recommends State Constitutional and Statutory 

action, where needed, to provide a ~ubernatorial budget cover- 

inp all estimated income and expenditures of the State povern- 

ment to be submitted to each session of the State legislature. 

In nearly all the States the Governor has been given final authority for 
budget preparation and all but a few utilize the-executive budget system. But 
even though the Governor may have final formal responsibility for the prepara- 
tion and execution of the budget, limitations often infringe on his authority 
throughout the budget-making process. In just 11 States is the Governor author- 
ized to submit to the legislature only those agency budget requests approved by 
him; in the rest, original estimates must also be included. Furthermore, in only 
15 States are executive agencies prohibited from appearing independently before 
the legislature to request more funds than those approved by the Governor. Fin- 
ally, a majority of the States prohibits the Governor from transferring funds 
within agency appropriations, and earmarked revenues further restrict the discre- 
tion of many. 

The Commission believes that a strong executive budget is essential for 
effective executive management at any level of organized activity--public or pri- 
vate. Additionally, even though taxes may be earmarked, the Commission is of the 
opinion that all State funds should be encdpassed within a single budget. The 
Commission is also convinced that all Federal funds coming to the State govern- 
ment should be incorporated within the Governor's budget. Only through such a 
process can the State's fiscal situation be correctly presented and understood. 

Strengthening State Planning Capability- 
Recommendation No. 21 

The Commission recommends that each State develop a strong 

planning capability in the executive branch of its State 

government. The planning function should include: (a) 

formulation for the consideration of the Governor and the 

legislature of comprehensive policies and long range plans 

for the effective and orderly development of the human and 

material resources of the State; (b) provision of a frame- 

work for functional, departmental, and regional plans; and 

(c) assistance to the Governor in his budget-making and 

program evaluation roles. 



The growing range and complexity of Federal grants emphasizes the Gov- 
ernor's need for direct access to and control of planning resources. Identifi- 
'cation of future State needs is a necessity for all Governors today--and this 
depends upon intelligent forecasting of overall social and economic trends and 
the relevance of grant programs to these trends. Yet, the coordination of de- 
partmental plans, many of which are now required by Federal grant legislation as 
a condition to receiving funds, is nonexistent in most States. In only one-third 
of the States are agencies required to obtain the approval of the Governor prior 
to submitting applications for grant assistance. Some State offices of planning 
provide technical assistance to localities and are frequently assigned a coordin- 
ative role for the utilization of Federal funds to both State agencies and their 
local units. But effective planning requires close contact with other State 
agencies--especially the budget office--as well as with the Governor. A number 
of approaches to accomplishing this goal have been used in the States, including 
location of the planning staff as an independent unit directly under gubernator- 
ial control, or alternatively within a department of administration headed by an 
appointee of the Governor. 

Executive Reorganization Authority- 
Recommendation No. 22 

The Commission recommends that State constitutions be amended, 

where needed, to authorize the Governor to reorganize the admin- 

istrative structure of State government and to shift functions 

among State departments and agencies with the exercise of such 

reorganization powers subiect to a veto by either house of the 

State legislature within a specified time period. 

The rapid growth of cooperative Federal-State programs, as well as the 
burgeoning demands being placed on State government for expanding traditional 
services and initiating new programs, indicate the need for greater gubernator- 
ial discretion in the area of administrative reorganization. The procedure per- 
mitting the President to initiate changes in the administrative structure of the 
Federal Executive Branch under the provisions of the Reorganization Act of 1949 
should be considered by more States. Only seven have given their Governors sim- 
ilar power wherein the chief executive may reorganize the structure of the execu- 
tive branch and shift functions among State agencies, subject to a veto by the 
legislative branch. 

In previous reports the Commission has urged modification of provisions 
of Federal law which restrict the flexibility of the Governor and the legisla- 
ture with regard to the organization of State government. In addition to strik- 
ing the Federal shackles, the Commission believes that those imposed by the State 
itself likewise should be removed so that new cooperative Federal-State activ- 
ities and other functions of the State government can be organized as effectively 
as possible. 



Financial Assistance for State Program Coordination 
Activities-Recommendation No. 23 

In order to improve the fiscal and program coordination of 

Federal categorical grants going to State government the Com- 

mission recommends that the States themselves provide adequate 

funds and staff for this purpose; the Commission opposes the 

use of Federal grant funds to provide staff or facilities for 

the immediate Office of the Governor. 

The executive office of most Governors needs strengthening. A Governor 
requires substantial staff support to assist him performing the policy-initiation 
and management responsibilities of his office. The practice in some States is to 
assign staff from line departments to the Governor's office and this may be help- 
ful for program development and maintaining coordination when department heads 
are appointed by the Governor and serve at his pleasure. Nevertheless, the ever 
increasing responsibilities of the Governor's office require a regular personal 
staff for developing policy recommendations to the legislature; serving as liai- 
son with Federal, State, and local agencies; planning and coordinating programs-- 
including grants-in-aid; and attending to innumerable public relations and polit- 
ical party details. 

While agreeing that deficiencies in the central coordination of grants- 
in-aid in a number of States undermine the effectiveness of these programs and 
that strengthening the capabilities of the Governor's office is an urgent neces- 
sity in these cases, the Commission believes strongly that such improvement is a 
job for the States themselves. If States cannot or will not devote a minute per- 
centage of the State budget providing their Chief Executives with an adequate 
staff, and if the Federal Treasury is called upon for this purpose, then feder- 
alism exists only in theory. The Commission is confident that the States can 
and will remedy this deficiency; strengthen thereby both States' responsibilities 
and States' rights in the American governmental system. 

STATE LEGISLATIVE BRANCH 

An examination of the State legislative role indicates that while State 
responsibilities in the federal system have grown, legislative organization, 
staff assistance, specialized services, and institutional spirit are still geared 
largely to the simple problems and small population of bygone days. The perfor- 
mance of a State legislature determines in large measure the success of the State 
in exercising its responsibilities. However, the record of State legislatures 
is not encouraging. 

With reference to the public visibility of the State legislature, a 
Gallup Poll taken in November 1966 found that only 20 percent answered "yes" to 



the following question: "Do you happen to know who will represent your district 
or locality in the State Senate next year?" In response to a similar question 
concerning State Representatives, 24 percent answered "yes." 

In terms of popular esteem, the same poll found 69 percent of the sample 
indicating their legislature was doing a "fair" or "poor" job; only 12 percent 
judged it to be "excellent." 

On the matter of compensation, the latest survey by the Council of State 
Governments shows that the salary, per diem, and living expense allowances of 
legislators have increased during the past three years; yet the median compensa- 
tion for the last biennial period still fell in the $5,800 to $6,300 range. 

Regarding legislative sessions, annual sessions were approved in 1966 
in California and Kansas; but 29 State legislatures still meet biennially, in- 
cluding Kentucky and North Dakota, where reform efforts were turned down by the 
voters in 1966. 

In terms of the length of the legislative session, California and Ten- 
nessee voters sanctioned unlimited sessions, but 33 States still have time lim- 
its on their regular sessions, including North Dakota where an unshackling pro- 
posal was not supported at the polls. 

On housekeeping matters, 15 State legislatures do not maintain a printed 
daily journal of the previous day's legislative proceedings and a comparable num- 
ber do not include all rulings of the presiding officers in their legislative 
records. 

In terms of introduction of bills, all but one State legislative body 
have pre-session bill drafting services, but pre-session filing is permitted in 
only 14 States. 

On committee proceedings, 40 do not keep verbatim records of hearings, 
and the minutes of committee proceedings and hearings are maintained in only 
half of the legislatures. 

One-third of the States provide professional staff to only one major 
standing connnittee in each house of the legislature and only two provide year- 
round staffing. 

Regarding permanent legislative service agencies, 44 States now have a 
legislative council or similar agency to provide research information to legis- 
lators and most of the remaining 6 have some form of substitute service; yet in 
12 instances, these services do not include legislative counseling for members 
and committees; in 16 legislatures they do not include preparation of bill and 
law summaries; in 15 they do not include continuous study of State revenue and 
expenditures; and in 14 they involve no budgetary review and analysis. 

Only one-tenth of the States provide individual offices for all legis- 
lators; an additional 6 provide individual offices for Senators and in approxi- 
mately 10 States, legislators share of £ice space. 

Finally, one-third of the States provide individual secretarial help 
for legislators and an additional 4 States provide ,secretaries for Senators only; 
the rest of the States have pool arrangements--except for 8 or 9 that make no 
formal arrangements for secretarial help. 



Strengthening the State Legislature- 
Recommendation No. 24 

In order to help strengthen the position of State government 

generally and to afford adequate time for leczislative consid- 

eration of State financial participation in Federal grant-in- 

aid programs, the Cormnission recommends State constitutional 

or other appropriate action, where necessary. to remove such 

restrictions on the len~th and frequencv of sessions of the 

State legislature as may interfere with the most effective 

performance of its functions. Specifically the Conunission 

recommends that the hold in^ of annual sessions be ~iven serious 

consideration in those States now holding biennial sessions. 

Further, in order that legislative compensation not deter the 

holding of annual sessions, the Commission recommends that legis- 

lators be paid on an annual basis in an amount commensurate with 

demands upon their time .+: 

Despite great efforts by many public spirited organizations to modernize 
this feature of State government, 1967 finds more than half of the State legis- 
latures still meeting on a biennial basis. Many of these legislative bodies 
convened in January and had adjourned by April--faced with a rigid 60 or 90-day 
constitutional limitation. In this day and age of increasing responsibility and 
complexity in governmental affairs, problems requiring State legislative action 
do not time themselves so as to arise only in alternate years. 

Moreover, adequate meshing of State and Federal appropriations becomes 
impossible when consideration of State enabling legislation or appropriations may 
lag nearly two years behind the action of Congress. 

The Commission urges the lifting of a number of existing constitutional 
restrictions upon the length and frequency of legislative sessions in order to 

* Governor Dempsey dissents from this recommendation and states: "I do not 
subscribe to this recommendation because it is my feeling that the operation o f  
State legislatures should be decided completely by the States themselves on the 
basis of their individual needs, experience and desires. The biennial sessions 
system in Connecticut has worked well and has permitted Connecticut to handle its 
business efficiently and economically. The Connecticut record of leadership in 
many fields of legislation attests to this." 



provide a more e f fec t ive  partnership i n  Federal-State programs. Equally s ign i f -  
i c a n t ,  the Commission urges t h i s  course of ac t ion to  correct  what has come t o  be 
a symbol of weakness and impotence in  S t a t e  government--the l imi ted ,  b iennia l  
session of the S t a t e  legislature--and thereby strengthen the federal  system. 

Closely r e l a t e d  t o  the  question of annual sessions i s  the problem of 
l e g i s l a t i v e  pay. As was noted e a r l i e r ,  the median compensation f o r  the  most 
recent b iennia l  period s t i l l  f e l l  i n  t h e  $5,800 t o  $6,300 range desp i te  s i g n i f i -  
cant  e f f o r t s  i n  many S ta tes  t o  increase the sa la ry ,  per diem, and l i v i n g  expense 
allowances of l e g i s l a t o r s .  The Conmission i s  convinced t h a t  the  sa lu ta ry  fea- 
tures  of annual sessions--especially a s  they involve grant-in-aid operations-- 
w i l l  f a i l  t o  have the  maximum e f f e c t  i f  l e g i s l a t i v e  st ipends ignore the  increased 
time, increased r e s p o n s i b i l i t i e s ,  and increased l e g i s l a t i v e  p res t ige  t h a t  i s  
i m p l i c i t  i n  a change t o  annual sessions. 

Year-Round Staffing of Major Committees- 
Recommendation No. 25 

I n  order t h a t  the  l e n i s l a t u r e  mav keep abreas t  on a policy bas i s  

with Federal and S t a t e  ac t ions  on cooperative programs, the  Com- 

mission recommends t h a t  the  S ta tes  provide f o r  year-round profes- 

s iona l  s t a f f i n g  of m i o r  committees of t h e i r  S t a t e  l eg i s la tu res .  

S t a t e  l e g i s l a t i v e  leaders  a r e  concerned with the  lack of l e g i s l a t i v e  
pa r t i c ipa t ion  i n  framing Federal-State cooperative programs. I n  most S t a t e s  the  
l e g i s l a t u r e  i s  not informed of developments i n  Federal-State program r e l a t i o n -  
ships t h a t  might have a bearing on l e g i s l a t i v e  policy fo r  the future .  Even i f  
s t eps  were taken by t h e  executive branch t o  maintain a f u l l e r  flow of information 
t o  the  S t a t e  l e g i s l a t u r e  about Federal grant  programs, i t  i s  questionable i f  leg- 
i s l a t i v e  committees could make an  e f f e c t i v e  contribution.  They a r e  hampered by 
lack of year-round s t a f f .  I n  many S t a t e s  t h e  between-sessions l e g i s l a t i v e  s t a f f  
i s  small and attached t o  the  S t a t e  l e g i s l a t i v e  council. It would be faced with 
an  almost impossible t a s k  i f  i t  attempted t o  keep abreas t  of the  evolution of a 
multitude of Federal s t a t u t e s  and regula t ions  i n  a l l  of the  subject  matter  f i e l d s  
i n  which t h e  S t a t e  i s  involved. This information problem might be p a r t i a l l y  
overcome i f  the p r inc ipa l  substant ive  committees on t h e  l e g i s l a t u r e  were profes- 
s iona l ly  s t a f fed  on a year-round bas i s  and were made responsible f o r  keeping 
abreas t  of major re levant  i s sues  i n  Federal-State re la t ions .  A g rea t  deal  of 
valuable invest igatory  and preparatory work i n  connection with i n i t i a t i o n  of 
l e g i s l a t i o n  a f f e c t i n g  grant  programs and with budget ana lys i s  could be performed 
by l e g i s l a t i v e  cormnittees between sessions i f  they w e r e  provided wi th  in te r im 
s t a f f  f a c i l i t i e s .  



State Legislators and Congressional Hearings- 
Recommendation No. 26 

Itl order that the State lesislative voice may be heard in the 

formulation, financing, and operation of Federal grant programs 

and other intergovernmental matters. the Commission recormnends 

that State legislatures consider seriously the desirability of 

charging--by resolution or other appropriate means--elective 

presiding officers and/or -,hairmen and ranking members of those 

committees having jurisdiction in fields involving Federal- 

State relations with (1) following the development of proposed 

legislation in the Federal executive Branch of the Congress 

and (2) after appropriate consultation with State executive 

officials, presenting the views of lenislators to Congres- 

sional committees considering new or modified grant programs 

sion further recommends that State lesislatures provide ade- 

quate funding for this activity. 

The list of witnesses appearing before congressional committees in con- 
nection with Federal grants-in-aid always includes a liberal assortment of may- 
ors, county officials, and representatives of the professional or functional area 
being aided or about to be aided by the legislation in question; a Governor's 
name appears on the witness list now and then; but a State legislator's hardly 
ever! The traditional State legislative practice of presenting memorials to 
Congress is a largely meaningless form of communication and in no sense is an 
adequate substitute for a direct dialogue. 

The Commission believes tkrt an increased interchange of views between 
key State legislators and congressional committees would be helpful in revitali- 
zing the role of the legislature in major areas of United States domestic af- 
fairs, improving intergovernmental relations, and assisting the deliberations of 
congressional committees. Moreover, such enunciation of State legislative views 
before Congress, it is hoped, might be worked out in conjunction with comparable 
State executive branch efforts. In any event the Cormnission is of the opinion 
that a dialogue should begin between State legislators and Members of Congress. 



Chapter 3 

FISCAL FEDERALISM AND ECONOMIC GROWTH- 

THE IMPETUS FOR REVENUE SHARING 

We have no nat ionwide q u a n t i t a t i v e  norms f o r  judging t he  adequacy of 
t h e  response of our  system of d e c e n t r a l i z e d  government t o  t he  needs of t he  
American people. This  i s  an i s s u e  t h a t  must be reso lved  p e r i o d i c a l l y  on 
e l e c t i o n  day i n  thousands of j u r i s d i c t i o n s .  

Tax, expendi ture ,  and debt  d a t a ,  however, do permit  u s  t o  t r a c e  i n  a  
gene ra l  way t h e  respons iveness  of S t a t e  and l o c a l  governments t o  t h e  cha l l enges  
of change. These publ ic  f i nance  s t a t i s t i c s  c o n s t i t u t e  t he  p r i c e  t a g  t he  50 
S t a t e s  and 80,000 l o c a l  governments p lace  on governing and s e r v i c i n g  t he  needs 
of a  growing America. 

Judged by t he se  f i s c a l  measuring s t i c k s ,  t he  post-World War I1 response 
of S t a t e  and l o c a l  policymakers was t r u l y  remarkable. Between 1946 and 1966, 
S t a t e  and l o c a l  t a x  c o l l e c t i o n s  i nc r ea sed  from $11 b i l l i o n  t o  $59 b i l l i o n  and, 
when r e l a t e d  t o  t he  economy, from 5 percent  t o  8 percent  of Gross Nat iona l  Prod- 
u c t .  The w i l l i n g n e s s  of S t a t e  and l o c a l  governments t o  suppor t  educa t ion  i s  
r e f l e c t e d  i n  t h e  t en - fo ld  i n c r e a s e  i n  school  expendi tures ,  from $3 b i l l i o n  t o  
$33 b i l l i o n .  The i r  investment  i n  c a p i t a l  p l a n t  i n  t h e  twenty y e a r s  fo l lowing  
t he  war exceeded $240 b i l l i o n  and e n t a i l e d  an i n c r e a s e  i n  ou t s t and ing  S t a t e  and 
l o c a l  deb t  ( a f t e r  repayment) from $16 b i l l i o n  t o  $107 b i l l i o n .  

The t a sk  of s e r v i c i n g  t h e  needs of a growing popula t ion  might be 
expected t o  i nc r ea se  i n  d i r e c t  p ropo r t i on  t o  t h e  number of people served.  But 
when t h e s e  people i n t e r a c t  i n  an i n c r e a s i n g l y  urbanized  environment t h e i r  needs 
t ake  on new dimensions and a s  they become more a f f l u e n t ,  t h e i r  demands f o r  
pub l i c  s e r v i c e s  become more s o p h i s t i c a t e d  and s t i l l  more i n s i s t e n t .  

While some S t a t e  and l o c a l  governmental a c t i v i t i e s  lend themselves t o  
c o s t - c u t t i n g  techniques  by t he  replacement of manpower w i th  machine-power, a  
wide range of governmental o p e r a t i o n s  a r e  e s s e n t i a l l y  f a c e - t o - f a c e  c o n f r o n t a t i o n s  
between t he  government employee and t h e  c i t i z e n .  I n  t he se  peop le - r e l a t ed  s e r v i c e  
s i t u a t i o n s ,  i t  i s  d i f f i c u l t  t o  economize wi thout  impai r ing  s e r v i c e  q u a l i t y .  
There i s  a  l i m i t  t o  t he  number of p u p i l s  a  t e ache r  can i n s t r u c t  e f f e c t i v e l y .  The 
same s e r v i c e  l o g i c  a p p l i e s  t o  t he  pub l i c  h e a l t h  nurse  and t h e  s o c i a l  worker.  

Thus, the  pub l i c  s e c t o r  i s  p rope l l ed  t o  ever  h ighe r  l e v e l s ,  l a r g e l y  
beyond t h e  c o n t r o l  of i t s  p o l i t i c a l  managers, by t he  exp los ive ly  dynamic f o r c e s  
of a  growing and i n c r e a s i n g l y  mobile popula t ion ,  t he  need f o r  an ever-widening 
scope of governmenta 1 a c t i v i t y ,  the  demand f o r  h ighe r  q u a l i t y  of job performance, 
and t he  s e r v i c e - t y p e  ope ra t i on  t h a t  no t  on ly  d e f i e s  c o s t - c u t t i n g  techniques  



c h a r a c t e r i s t i c  of  i n d u s t r y  bu t  a l s o  i s  sub jec t  t o  r i s i n g  p r i c e s  f o r  t h e  products  
i t  consumes. 

We t u r n  now i n  some d e t a i l  t o  t he  measurement of change s i n c e  World War 
I1 and examine a  number of  revenue and expendi ture  p r o j e c t i o n s  f o r  b e t t e r  i n s i g h t  
of t h i n g s  t o  come and an approximation of  t h e  r e l a t i o n s h i p  between prospec t ive  
S t a t e  and l o c a l  revenue y i e l d s  and expendi ture  demands. 

While p r o j e c t i o n s  a r e  approximations a t  b e s t ,  t h e r e  i s  no ques t ion  t h a t  
t h e  un remi t t i ng  p re s su re  f o r  a d d i t i o n a l  revenue poses a  c l e a r -  c u t  cha l lenge  t o  a  
decen t r a l i zed  system of government. P o l i t i c a l  i n f luence  and c o n t r o l ,  o f  neces- 
s i t y ,  g r a v i t a t e  t o  t h a t  l e v e l  of government t h a t  exper iences  t he  l e a s t  p o l i t i c a l  
d i f f i c u l t y  i n  r a i s i n g  revenues. 

It i s  t h i s  f a c t  t h a t  has  g iven  the  revenue-sharing i s s u e  i t s  sharp  p o l i t -  
i c a l  and f i s c a l  focus .  The major f e a t u r e s  of va r ious  revenue-sharing proposa ls  
a r e  descr ibed  subsequently i n  t h i s  po r t i on  of  t h e  r e p o r t .  

EXPENDITURE AND RECEIPT PATTERNS-NATIONAL INCOME 
ANDPRODUCTACCOUNTSFRAMEWORK 

The dynamic c h a r a c t e r  of t h e  pub l i c  s e c t o r  has  been p a r t i c u l a r l y  appar-  
e n t  s i n c e  t h e  end of  World War 11. It has  played an i n c r e a s i n g l y  r e l a t i v e  r o l e  
i n  t h e  Gross Na t iona l  Product--a  f a m i l i a r  y a r d s t i c k  f o r  measuring economic a c t i v -  
i t y .  

Fede ra l ,  S t a t e  and l o c a l  government purchases of  goods and s e r v i c e s  grew 
from $27 b i l l i o n  o r  13 percent  of t h e  Gross Na t iona l  Product i n  1946 t o  $154 b i l -  
l i o n  o r  21  percent  i n  1966; and t h i s  r e p r e s e n t s  on ly  t h e  d i r e c t  c o n t r i b u t i o n  of 
t h e  pub l i c  s e c t o r  t o  t he  GNP. I f  o t h e r  government expendi tures  such a s  t r a n s f e r  
payments and i n t e r e s t  on debt  a r e  added t o  t h i s  f i g u r e ,  t h e  government s e c t o r  
r i s e s  t o  about $208 b i l l i o n  i n  1966 (excluding $2.3 b i l l i o n  of t r a n s f e r  payments 
t o  f o r e i g n e r s )  and r e p r e s e n t s  28 percent  of GNP, a s  compared wi th  $43 b i l l i o n ,  
about  21 -pe rcen t ,  i n  1946 (Table 1). Thus, t he  r o l e  of  government i n  t h e  na- 
t i o n a l  economy has  i nc reased  s i g n i f i c a n t l y  s i n c e  V-J Day. 

Dramatic Growth in State and Local  Expenditures 

The c o n s t i t u e n t  governmental e lements  of t h e  pub l i c  s e c t o r  i nc reased  a t  
ve ry  d i f f e r e n t  r a t e s .  For  example, s i n c e  t he  end of  World War 11, t h e  S t a t e  and 
l o c a l  expendi ture  growth r a t e  has  f a r  outpaced both  t h a t  of t h e  Fede ra l  Govern- 
ment and t h e  p r i v a t e  sec tor .*  While t h e  Na t iona l  ~ o v e r n m e n t ' s  sha re  of  GNP 
(purchases of goods and s e r v i c e s )  c r e p t  up between 1946 and 1966, t h e  S t a t e  and 
l o c a l  government sha re  more than  doubled--from 4.7 percent  of  GNP i n  1946 t o  
10.4 percent  i n  1966. Th i s  performance of S t a t e  and l o c a l  governments i s  a l l  t h e  
more remarkable because of  t h e  v o l a t i l e  na tu re  of  Na t iona l  Government expendi- 
t u r e s ,  i nc lud ing  a s  they do n a t i o n a l  defense  and i n t e r n a t i o n a l  commitments. 

* See Table A- 1 (Appendix A). 



TABLE 1.--ELEMENTS IN THE PUBLIC SECTOR AND THE GROSS NATIONAL 
PRODUCT, 1946, 1956 AND 1966 

Item 

Federal Government 
Purchases of goods and services 
Aid to State and local governments 
Transfer payments 
Less payments to foreigners 

Net interest paid 
Subsidies less current surplus of 
government enterprises 

1 / State and local governments- 
Purchases of goods and services 
Transfer payments 
Net interest paid 
Less current surplus of govern- 
ment enterprises 

Less Federal aid 

2 / Total- 

Exhibit: Gross National Product 

Amount Percent of GNP 
1956 1946 1966 1956 1946 1966 - - - - - 

1/ Total expenditure less Federal aid. - - 
2/ Excluding transfer payments to foreigners. - 
*Less than 0.05 percent. 

Source: U.S. Department of Commerce, Office of Business Economics, The National 
Income and Product Accounts of the United States, 1929-1965 (Washington, 
D.C., U.S. Government Printing Office: August, 1966); and Survey of 
Current Business, July, 1967. 



Defense and i n t e r n a t i o n a l  o u t l a y s  a s i d e ,  Fede ra l  Government expendi tures  
f o r  c i v i l i a n  domestic purposes neve r the l e s s  have been growing rapidly."  Fede ra l  
c i v i l i a n  domestic expendi ture  ro se  258 percent  between 1946 and 1966, wh i l e  ex- 
pendi ture  f o r  defense  and i n t e r n a t i o n a l  purposes i nc reased  by 285 percent .  Be- 
tween 1956 and 1966, t h e  i nc reases  were 133 and 66 percent  r e spec t ive ly .  S t a t e  
and l o c a l  expendi tures ,  which t o  a l l  i n t e n t s  and purposes a r e  s o l e l y  f o r  domestic 
c i v i l i a n  a c t i v i t i e s ,  r o se  644 percent  between 1946 and 1966, and 130 percent  
between 1956 and 1966. I n  t he  l a t t e r  decade, Fede ra l  expendi tures  on t h e  domes- 
t i c  f r o n t  ro se  a t  about  t h e  same r a t e  a s  those  of S t a t e - l o c a l  governments. 

However, t h e  Fede ra l  s e c t o r  has  a c t u a l l y  been c o n t r i b u t i n g  more t o  t h e  
i n c r e a s e  i n  "domestic government" i n  t h e  United S t a t e s  i n  r ecen t  y e a r s  t han  have 
S t a t e  and l o c a l  governments i f  t he  source of f i nanc ing  i s  taken  i n t o  account ,  a s  
shown by t h e  fol lowing t abu la t i on :  

Percent  
Expenditure f o r  C iv i l i an -  Amount I n c r e a s e  

Domestic Purposes 1966 - 1956 1956- 1966 
-- ( b i l l i o n s ) - - -  

D i r e c t  expendi ture  $131.5 $56.9 131% 
Federa 1 Government 49.7 21.3 133 
S ta t e -  l o c a l  governments 81.8 35.6 13 0  

Expenditure from own sources  131.5 56.9 13 1 
Fede ra l  Government 64.5 24.6 162 
S t a t e -  l o c a l  governments 67.0 32.3 107 

The growth i n  government r e c e i p t s  was from $51 b i l l i o n  i n  1946 t o  $213 
b i l l i o n  i n  1966. I n  r e l a t i o n  t o  t he  GNP, r e c e i p t s  s tood a t  28.7 percent  i n  1966, 
up from 24.4 percent  i n  1946 (Table 2) .  

Impressive Increase in State and Local Tax Yields 

S t a t e  and l o c a l  r e c e i p t s ,  exc lus ive  of Fede ra l  a i d ,  r o se  s t e a d i l y  from 
5.7 percent  of  GNP t o  9.4 percent  between 1946 and 1966. While Fede ra l  r e c e i p t s  
r e l a t i v e  t o  GNP f l u c t u a t e d ,  a t  t he  c lo se  of the  20-year per iod  they ended up i n  
roughly t h e  same r e l a t i o n s h i p  t o  GNP a s  they began with--  19 percent .  The growth 
i n  S t a t e  and l o c a l  t a x  c o l l e c t i o n s  has l ikewise  f a r  outpaced growth i n  Fede ra l  
t a x  c o l l e c t i o n s  s i n c e  t h e  end of  World War I1 (Figure 1) .  To achieve  t h i s  re-  
s u l t ,  S t a t e s  and t h e i r  p o l i t i c a l  subd iv i s ions  enacted new t axes  and inc reased  
e x i s t i n g  t axes .  Fede ra l  Government r e c e i p t s  i nc reased  l a r g e l y  a s  a  r e s u l t  o f  
h ighe r  r a t e s  f o r  c o n t r i b u t i o n s  t o  s o c i a l  insurance  and automatic  growth i n  income 
t a x  y i e l d s  i n  response t o  an expanding economy. 

* For purposes of  t h i s  s tudy ,  Fede ra l  Government expendi ture  f o r  c i v i l i a n  
domestic purposes i s  def ined  a s  t o t a l  expendi ture  l e s s  expendi ture  f o r  n a t i o n a l  
defense ,  i n t e r n a t i o n a l  r e l a t i o n s ,  space r e sea rch ,  and t h a t  po r t i on  of i n t e r e s t  
on debt  t h a t  i s  a t t r i b u t a b l e  t o  those  func t ions .  Because t h i s  s tudy  i s  based 
on 1946-1966 expendi ture  d a t a ,  i t  does not  take  i n t o  f u l l  account the  e x t r a -  
o rd ina ry  i nc rease  i n  m i l i t a r y  o u t l a y  occasioned by growing U.S. involvement i n  
t h e  Vietnam c o n f l i c t .  



TABLE 2.--GOVERNMENT RECEIPTS, NATIONAL INCOME AND PRODUCT ACCOUNTS 
BASIS, 1946, 1956 AND 1966 

Amount Percent Increase Percent of GNP 
Item --- 1966 1956 1946 1946-1966 1956-1966 1966 1956 1946 

- - - - - -  (billions)------- 

1 / All governments, total- $213.1 $109.0 $50.9 319% 96% 28.7% 26.0% 24.4% 
Taxes 167.5 93.7 43.9 282 79 22.5 22.4 21.0 
Contributions for social insurance 38.2 12.6 6.0 537 203 5.1 3.0 2.9 
Other 7.4 2.7 1.0 640 174 1.0 0.6 0.5 

Federal Government, total 143.2 77.6 39.1 266 85 19.3 18.5 18.7 
Taxes 108.8 66.7 33.4 226 6 3 14.6 15.9 16.0 
Contributions for social insurance 33.3 10.6 5.5 5 05 2 14 4.5 2.5 2.6 
Other 1.2 0.3 0.2 5 00 3 00 0.2 0.1 0.1 

UI o State and local governments, total 84.7 34.7 12.9 55 7 144 11.4 8.3 6.2 
Federal grants-in-aid 14.8 3.3 1.1 1,245 348 2.0 0.8 0.5 
Receipts from own sources 69.8 31.4 11.8 492 122 9.4 7.5 5.7 
Taxes 58.7 27.0 10.5 45 9 117 7.9 6.4 5.0 
Contributions for social insurance 4.9 2.0 0.5 880 145 0.7 0.5 0.2 
Other 6.2 2.4 0.8 6 75 158 0.8 0.6 0.4 

Exhibit: Gross National Product 743.3 419.2 208.5 256 7 7 - - - 

1/ Excludes intergovernmental transactions. - 

Source: U.S. Department of Commerce, Office of Business Economics, The National Income and Product Accounts of 
the United States, 1929-1965 (Washington, D.C., U.S. Government Printing Office: August, 1966); and 
Survey of Current Business, July, 1967. 
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Despi te  t h i s  spec t acu la r  r i s e  i n  t ax  y i e l d s ,  the o v e r a l l  burden of 
Na t iona l ,  S t a t e  a  d  l o c a l  t axes  i n  t h e  United S t a t e s  is lower than  t h a t  of most 
Western N a t i o n s . ~ ?  A r ecen t  r e p o r t  i s sued  by the  Organizat ion f o r  Economic Coop- 
e r a t i o n  and Development computes t he  American t a x  burden, i nc lud ing  s o c i a l  insur -  
ance t axes ,  a t  27.3 percent  of GNP i n  1965, which placed i t  i n  t e n t h  p lace  a s  t o  
s i z e  of t ax  burden among o t h e r  Western Nations:* 

Sweden 
France 
Aus t r i a  
Norway 
West Germany 
Nether lands 
Belgium 
Denmark 
I t a l y  
United S t a t e s  
Canada 
Switzerland 

EMPLOYMENTGROWTH 

Fur the r  evidence of t he  dynamic c h a r a c t e r i s t i c  of  f i s c a l  f ede ra l i sm i s  
a v a i l a b l e  i n  employment da t a .  The Na t iona l ,  S t a t e ,  and l o c a l  governments em- 
ployed about  11- 112 m i l l i o n  c i v i l i a n s  i n  October 1966, 16.7 percent  of t h e  month- 
l y  average of n o n a g r i c u l t u r a l  c i v i l i a n  employment t h a t  yea r  (Table 3 ) .  Of t h a t  
t o t a l ,  which inc ludes  both f u l l - t i m e  and pa r t - t ime  employees, 2.9 m i l l i o n  worked 
f o r  t h e  Fede ra l  Government, 2  m i l l i o n  f o r  t h e  S t a t e  governments, and over  6 m i l -  
l i o n  f o r  l o c a l  governments. This ,  however, i s  l i k e  looking a t  one frame of a  
motion p i c t u r e .  

Unparalleled Growth in State and Local Payrolls 

S t a t e  and l o c a l  government employment has  grown by l eaps  and bounds 
s i n c e  1946. With burgeoning demands f o r  domestic pub l i c  s e r v i c e s ,  S t a t e  govern- 
ment employment jumped from about 800 thousand t o  we l l  over  two m i l l i o n  i n  t h e  
pas t  20 y e a r s ,  and l o c a l  government employment more than doubled from almost 
t h r e e  m i l l i o n  t o  over  s i x  mi l l i on .  

As a  r e s u l t ,  w i th  d i f f e r i n g  r a t e s  of Fede ra l ,  S t a t e  and l o c a l  employment 
growth, t h e  d i s t r i b u t i o n  of  pub l i c  employees among the  t h r e e  l e v e l s  of government 
s h i f t e d  from 215 Fede ra l  and 3/5 S t a t e - l o c a l  i n  1946 t o  114 -314 i n  1966. Simi- 
l a r  bu t  l e s s  marked s h i f t s  a r e  ev ident  i n  t he  t r end  of p a y r o l l  c o s t s  (F igure  2) .  

1/ See Appendix G f o r  numbered t e x t u a l  footnote  r e f e r ences .  - 

* The OECD f i g u r e  does not  agree  exac t ly  w i th  t he  26.7 percent: f i g u r e  f o r  1965 
t axes  and s o c i a l  insurance con t r ibu t ions  on a  n a t i o n a l  income and product account 
b a s i s ,  but  i s  c l o s e  enough t o  t h a t  f i g u r e  f o r  comparative purposes.  The Agency 
f o r  I n t e r n a t i o n a l  Development r epo r t ed  s i m i l a r  comparative t a x  burdens f o r  1965, 
wi th  t h e  U.S. f i g u r e  a t  26.7 percent  (AID, PCJSRD, June,  1966). 



TABLE 3.--PUBLIC AND PRIVATE CIVILIAN EMPLOYMENT IN THE 
UNITED STATES, 1946, 1956 AND 1966 

Percent Increase or 
Decrease (-) 

Item 1966 1956 1946 1946-1966 1956-1966 --- -----  (thousands)------ 
1 / Civilian labor force, total- 75,770 66,552 57,520 31.7% 13.9% 

Employed 72,895 63,802 55,250 31.9 14.3 
Agricultural 3,979 6,283 8,320 -52.2 -36.7 
Nonagricultural 68,915 57,517 46,930 46.8 19.8 

Unemployed 2,875 2,750 2,270 26.7 4.5 
Percent of civilian labor force 3.8 4.1 3.9 - - 

2 / Public civilian employment, total- 11,479 7,685 6,001 91.3 49.1 
Federal ~overnmentq/ 2,861 2,410 2,434 17.5 18.7 
State and local 8,618 5,275 3,567 141.6 63.4 
State 2,211 1,268 804 175.0 74.4 
Local 6,407 4,007 2,762 132.0 60.0 

Public civilian employment as a 
percent of total nonagricultural 
employment : 
Total 16.7 13,.4 12.8 xx xx 
Federal Government 4.2 4.2 5.2 xx xx 
State and local 12.5 9.2 7.6 xx xx 
State 3.2 2.2 1.7 xx xx 
Local 9.3 7.0 5.9 xx xx 

Public civilian employment- 
percentage distribution: 
Total 100.0 100.0 100.0 xx xx 

Federal Government 24.9 31.4 40.6 xx xx 
State 19.3 16.5 13.4 xx xx 
Local 55.8 52.1 46.0 xx xx 

1/ Average of monthly figures. - 
2/ As of October of each year (full-time and part-time employees). - 
3 1  Comprises all Federal civilian employees, including those outside the United - 

States. Data include civilian employees of the National Guard paid directly 
from the Federal Treasury (in October 1966, 40,000 persons). 

Source: U.S. Department of Labor, Bureau of Labor Statistics, Employment and 
Earnings and Monthly Report of the Labor Force, June, 1967; and U.S. 
Bureau of the Census, Compendium of Public Employment (1962 Census of 
Governments, Vol. 111), and Government Employment in 1966, Series GE- 
No. 4. 
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GOVERNMENTAL FINANCES FRAMEWORK 

While t h e  y a r d s t i c k s  provided by t h e  Gross Na t iona l  Product and employ- 
ment a r e  h e l p f u l  i n  comparing t h e  r e l a t i o n s h i p  of t h e  pub l i c  t o  t h e  p r i v a t e  sec-  
t o r ,  they only  g ive  an i n k l i n g  of t h e  i n t e r n a l  dynamics of f i s c a l  federa l i sm.  To 
look a t  t h i s  f a c e t  of  our  f e d e r a l  system, we must t u r n  t o  da t a  on governmental 
f i nances  provided by t h e  Bureau of t h e  census '  Governments Div is ion .  

This  f a m i l i a r  framework involves  even l a r g e r  d o l l a r  magnitudes than  t h e  
GNP framework. The d i f f e r e n c e  a r i s e s  because Census da t a  take  account not  on ly  
of  t he  va lue  o f  goods and s e r v i c e s  produced, bu t  a l s o  of the  t r a n s f e r  func t ions  
of government i n  r e d i s t r i b u t i n g  incomes t o  a l l e v i a t e  t he  economic ha rdsh ip  of t h e  
poor, t o  provide income maintenance f o r  t h e  r e t i r e d ,  and t o  compensate f o r  t.he 
s a c r i f i c e s  of v e t e r a n s  of pas t  wars. Census da t a  a l s o  r e v e a l  t he  r o l e  of borrow- 
ing  i n  t h e  f i nances  of  Na t iona l ,  S t a t e  and l o c a l  governments. 

Thus, i n  Census terms,  a l l  governments i n  t h e  U.S. spent  a  t o t a l  of 
$225 b i l l i o n ,  and obta ined  $226 b i l l i o n  i n  revenue during f i s c a l  yea r  1966. They 
had $427 b i l l i o n  of ou t s t and ing  debt  a t  t he  end of t h e i r  1965-66 f i s c a l  y e a r s ,  
w i th  f i s c a l  yea r  ne t  borrowing of $10 b i l l i o n .  I n  Table 4 ,  t h i s  snapshot  i s  en- 
larged t o  r e v e a l  t he  f i s c a l  d e t a i l  f o r  va r ious  l e v e l s  and k inds  of  governments 
t h a t  comprise ou r  f e d e r a l  system. 

Census da t a  on governmental f i nances  show t h e  same tremendous growth 
i n  government i n  t h e  United S t a t e s  s i n c e  t h e  end of World War I1 t h a t  was ev iden t  
i n  the  changing r e l a t i o n s h i p s  of  the  pub l i c  t o  t he  p r i v a t e  s e c t o r  r e l a t i v e  t o  t he  
Gross Na t iona l  Product ,  and employment y a r d s t i c k s .  Taking 1948 a s  t he  base ,  t o -  
t a l  expendi ture  of a l l  governments almost quadrupled,  from $55 b i l l i o n  t o  
$206 b i l l i o n ;  revenue t r i p l e d ,  from $67 b i l l i o n  t o  $203 b i l l i o n ;  and indebtedness  
rose  more t han  50 pe rcen t ,  from $271 b i l l i o n  t o  $417 b i l l i o n  (Table 5)  .* Except 
f o r  insurance  t r u s t  t r a n s a c t i o n s ,  growth i n  S t a t e  and l o c a l  government f i nances  
outpaced t h a t  of t h e  Na t iona l  Government. Whereas t h e  gene ra l  expendi ture  of t h e  
Fede ra l  Government about t r i p l e d  and i t s  gene ra l  revenue grew about 2-112 t imes ,  
S t a t e  and l o c a l  gene ra l  expendi ture  and gene ra l  revenue quadrupled. Indebted-  
nes s  of  t h e  Nat iona l  Government ro se  26 percent ,  whi le  S t a t e  and l o c a l  government 
debt  ro se  more than  400 percent  dur ing  t h e  per iod  (F igure  3 ) .  

A s u b s t a n t i a l  share  of t he  i nc rease  i n  t he  magnitude of  government f i -  
nances dur ing  t h e  postwar per iod  i s  a t t r i b u t a b l e  t o  popula t ion  and p r i c e  i n -  
c r ea ses .  The e f f e c t  of those  f a c t o r s  can be e l imina t ed  from the  da t a  by convert-  
i n g  government f inance  i tems t o  per  c a p i t a  amounts i n  cons tan t  p r i c e s .  I n  t hose  
terms,  t h e  i n c r e a s e s  i n  most government f inance  i tems a r e  not  a s  impressive a s  i n  
abso lu t e  c u r r e n t  d o l l a r s .  But even i n  cons tan t  (1958) d o l l a r s , .  S t a t e  and l o c a l  
f i nances  outpaced Fede ra l  Government f i nances .  I n  cons t an t  p r i c e s ,  Fede ra l  debt  
a c t u a l l y  dec l ined  r e l a t i v e  t o  popula t ion ,  whi le  S t a t e  and l o c a l  pe r  c a p i t a  debt  
more than  doubled ( s ee  Table 5 ) .  

* The yea r  1948 i s  t h e  f i r s t  post-war f i s c a l  year  f o r  which comparable Census 
da t a  a r e  a v a i l a b l e .  F i s c a l  1946 (ending i n  midyear f o r  t he  Fede ra l  Government, 
f o r  almost a l l  S t a t e s ,  most school  d i s t r i c t s ,  and many o t h e r  l o c a l  governments) 
inc luded  p a r t  o f  t h e  l a s t  war y e a r ;  and comprehensive da t a  f o r  f i s c a l  1947 were 
not  developed by t h e  Bureau of  t h e  Census f o r  a l l  governments. 



TABLE 4.--SUMMARY OF GOVERNMENTAL FINANCES, BY TYPE OF GOVE-, 1966 

Local Governments 
All Federal State All Local School Special 

Item Governments Government Governments Governments Counties Municipalities Townships Districts Districts 

Amount (millions) 

Direct expenditure, total 
General 
Utility and liquor stores 
Insurance trust 

Revenue from own sources, total 
General 
Utility and liquor stores 
Insurance trust 

Debt outstanding 
Net increase in debt during year 

0\ 

Percentage Distribution 

Direct expenditure, total 
General 
Utility and liquor stores 
Insurance trust 

Revenue from own sources, total 
General 
Utility and liquor stores 
Insurance trust 

Debt outstanding 
Net increase in debt during year 

n.a. = Dato not available. 

Source: U.S. Bureau of the Census, Governmental Finances in 1965-66. 



TABLE 5.--THE POSTWAR GROWTH OF GOVERNMENTAL FINANCES, IN CURRENT AND CONSTANT DOLLARS. 

I tem 

11 Expendi ture ,  t o t a l -  
~ e n e r a l l t  
U t i l i t y  and l i q u o r  s t o r e  
In su rance  t r u s t  

Revenue, t o t a s /  
~ e n e r a d l  
U t i l i t y  and l i q u o r  s t o r e  

wl .J In su rance  t r u s t  
Debt ou t s t and ing  a t  end o f  f i s c a l  

y e a r  

Expendi ture ,  t o t a l  
Genera l  

In tergovernmenta l  
D i r e c t  

In su rance  t r u s t  
Revenue t o t a l  

Gene ra l  
In su rance  t r u s t  

Debt ou t s t and ing  a t  end of f i s c a l  
y e a r  

C u r r e n t  P r i c e s  
P e r  C a p i t a  

T o t a l  P e r c e n t  
P e r c e n t  I n c r e a s e  o r  

I n c r e a s e  Dec reese  (-)  

A l l  Governments 

F e d e r a l  Government 

P e r  Cap i t a  i n  Cons t an t  P r i c e s  
(1958=100) 

P e r c e n t  
I n c r e a s e  o r  
Dec rease  (:) 

1966 1948 1948-1966 



TABLE 5 (CONCLSD).--THE POSTWAR GROWTH OF GOVE6WMENTAL FINANCES. IN CURRENT AND CONSTANT DOLLARS, 

I t em 

Expend i tu re ,  t o t a l  
Gene ra l  
U t i l i t y  and l i q u o r  s t o r e  
In su rance  t r u s t  

Revenue, t o t a l  
Gene ra l  

In tergovernmenta l  (from F e d e r a l )  
From own sou rces  

U t i l i t y  and l i q u o r  s t o r e  
In su rance  t r u s t  

Debt ou t s t and ing  a t  end of f i s c a l  
y e a r  

BY LEVEL OF GOVERNMENT 

C u r r e n t  P r i c e s  P e r  Cap i t a  i n  Cons t an t  P r i c e s  
P e r  C a p i t a  (1958= 100) 

T o t a l  P e r c e n t  P e r c e n t  
P e r c e n t  I n c r e a s e  o r  I n c r e a s e  or  

I n c r e a s e  Dec rease  (-) Decrease  ( - )  
1966 1948 1948 1948-1966 1966 1948 1948-1966 1948-1966 1966 

- - - - -  ( m i l l i o n s ) - - -  

S t a t e  and Loca l  Governments 

1/ Dup l i ca t ive  t r a n s a c t i o n s  between leve  1s o f  government a r e  exc luded .  - 

Note: D e t a i l  may no t  add t o  t o t a l s  because  o f  rounding.  

Source: U.S. Eureau of t h e  Census,  H i s t o r i c a l  S t a t i s t i c s  on  Governmental  F inances  and Employment, 1962 Census of Governments. Vol.  V I ,  
No. 4 (U.S. Government P r i n t i n g  O f f i c e ,  Washington, D.C., 1964) ;  and Governmental  F inances  i n  1965-66. 



Figure 3. 
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FURTHER GROWTH IN P R O S P E C T  

In recent years a number of investigators have projected State and local 
revenue and expenditure patterns. They have taken two basic approaches: (1) 
projection of the government sector within the framework of the National economy 
(~ational income and product accounts); and (2) projection of governmental fi- 
nances within the classification framework of the Census of Governments. 

The first approach is exemplified by a projection of U.S. economic 
growth to 1970 and 1975 recently published by the Joint Economic Committee of 
the U.S. Congress. It estimates an almost doubling of GNP by 1975 with a com- 
mensurate growth in governmental expenditures. In relation to GNP, Federal aid 
and State and local expenditure can be viewed as the growth elements in the 
governmental sector. 

The Committee assumed for the purpose of its study that there would be 
no change in Federal tax or expenditure policy. On this assumption, they came 
up with a substantial Federal Government surplus ($17.6 billion for 1970 and 
$54.2 billion for 1975). In fact, however, as the Committee points out, a 
policy that permitted such Federal surpluses simply to accumulate would impede 
maximum economic performance and would result in serious dislocations.2/ Accord- 
ingly, the Committee made alternative projections, based upon policy decisions 
mainly involving adjustments in the public sector. After allowing for a small 
surplus, the remainder of the Federal surplus was distributed one-third to tax 
reduction and two-thirds to increased Federal expenditure, largely in the form 
of aid to States and localities. Based on these policy assumptions, the GNP 
projections remain unchanged, but the government sector is increased from 27 
percent of the GNP in 1965 to almost 30 percent by 1975. 

The Joint Economic Committee's projections for 1975 conform closely 
to projections of the National Planning Association. That organization esti- 
mates 1975 GNP at between $1.1 and $1.2 trillion; Federal Government expenditure 
between $185 and $221 billion; State-local expenditure, between $154 and $178 
billion; and total government expenditure, between $318 and $365 billion. 

On the basis of explicit economic and demographic assumptions, the 
"government finances approach" examines each major revenue and expenditure item 
in detail to explain its determinants and to project its future behavior. 

Two recent studies based on this approach are: (1) "Project '70," 
conducted under the auspices of the State-Local Finances Project of George 
Washington University and published in a series of separate documents by the 
Council of State Governments;* and (2) Fiscal Outlook for State and Local GOV- 
ernment to 1975. Tax Foundation, Inc. (New York: 1966). 

The "Project '70" study projected the State-local tax base for each tax 
source by State, and estimated the yield of each in calendar 1970, assuming the 
rates and structures in existence in mid-1965. It also included projections of 
Federal assistance to States and localities under the then existing grant pro- 
grams. On this basis State and local taxes were projected at $70.3 billion 

* A summary entitled "Project '70: Projecting the State-local Sector," 
appears in Review of Economics and Statistics, May 1967. 



(the fiscal 1965 total was $51.2 billion); total available revenue, including 
Federal aid, was projected at between $102 and $108 billion in 1970, and total 
fund requirements at $122 billion. The difference between "fund requirements" 
and "available revenues" would be made up from a $14 billion to a $20 billion 
increase in the annual rate of new borrowing. 

The Tax Foundation study which makes projections of State and local 
revenue, expenditure, and outstanding debt for fiscal 1970 and 1975, uses 
essentially the same approach and assumptions and arrives at similar findings. 
A comparison of the two projections appears in Tables 6, 7 and 8. 

The Committee for Economic Development takes a somewhat different 
tack in projecting State and local revenues and expenditures to 1975.4~ Using 
an aggregative technique, but applying the same general assumptions as to the 
growth in the economy and changes in population, the CED concludes that it 
"would require an increase of about $24 billion in general expenditures of State 
and local governments between 1965 and 1975 simply to maintain the 1965 overall 
level of scope and quality . . ."?I Hence (with 1965 general expenditure at 
$74.5 billion) CED projects State and local general expenditure for 1975 (in 
1965 prices) at $98.5 billion. 

However, CED finds also that keeping the State and local tax structure 
constant and with normal additions to debt the State-local revenue yield would 
be $126 billion in 1975. This, according to CED, would allow for a "scope 
and quality" increase of 21 percent in general expenditure, bringing it to $119 
billion. Then, if the States were to follow the CED recommendations to broaden 
their use of the general sales tax and also to make more extensive use of 
personal income taxes, they could raise their "scope and quality" of the ser- 
vice to 33 percent and i crease their State-local expenditure to $131 billion 

6 7 (again at 1965 prices).- 

We noted earlier the close conformity between projections of State- 
local expenditures to 1975 developed by the Joint Economic Committee and the 
National Planning Association on a national income and product accounts basis. 
Because "Project '70," Tax Foundation, and CED projections are based on the 
"government finances" concept, it is difficult to wrench all five projections 
into the same mold. The four projections for 1970 are similar in magnitude, 
but the four projections for 1975 begin to diverge as the recapitulations in 
Table 9 shows. The convergence of 1970 projections and divergence of 1975 
projections may well stem from underlying assumptions. Over the long pull, 
varying assumptions as to rates of growth in the components of government 
expenditures can result in substantial differences in the aggregates. The 
common thread that runs through all the projections is obvious: State and local 
government expenditures will rise sharply over the next decade. 



TABLE 6.--COMPARISON OF PROJECTED LEVELS OF STATE 
AND LOCAL GOVERNMENT FINANCES. 1970 AND 1975 

( B i l l i o n s )  

I t e m  

Source o f  funds :  
Genera 1 revenue ,  own 

s o u r c e s ,  i n c l u d i n g  n e t  
l i q u o r  s t o r e  p r o f i t s :  

I l l u s t r a t i o n  I 
I l l u s t r a t i o n  I1 

Revenues from Federa  1 
Government: 

I l l u s t r a t i o n  I 
I l l u s t r a t i o n  I1 

To t a  1 borrowing : 
High revenue i l l u s t r a t i o n  
Low revenue i l l u s t r a t i o n  

T o t a l  funds  a v a i l a b l e  

Use o f  funds:  
Genera 1 e x p e n d i t u r e s  
Debt r e t i r e d  
C o n t r i b u t i o n  t o  employee 

r e t i r e m e n t  
D e f i c i t  on u t i l i t y  o p e r a t i o n s  
A d d i t i o n s  t o  l i q u i d  a s s e t s  
T o t a l  funds  r e q u i r e d  

Funds a v a i l a b l e  l e s s  funds  
r e q u i r e d  

Counc i l  of S t a t e  
Governments Tax Founda t ion  -= _- 

C s  l e n d a r  F i s c a l  F i s c a l  
1970 19 7 0 1975 

Source:  Tax Founda t ion ,  I n c . ,  F i s c a l  Outlook f o r  S t a t e  and Loca l  Government 
t o  1975 (New York: 1966) .  



TABLE 7.--COMPARISON OF PROJECTED LEVELS OF STATE AND LOCAL 
GOVERNMENT TAX COLLECTIONS, 1970 AND 1975 

( B i l l i o n s )  

Council of S t a t e  
Governments, Tax Foundation 

Calendar F i s c a l  F i s c a l  
Tax 1970 1970 19 75 

T o t a l  t axes  $70.3 $69.6 $90.2 

I n d i v i d u a l  incoine 
Corporat ion income 
Property 

Sa l e s  and g ros s  r e c e i p t s ,  
t o t a l  

General 
S e l e c t i v e ,  t o t a l  

Motor f u e l  
Tobacco 
Alcohol ic  beverage 
Other 

Motor v e h i c l e  and 
o p e r a t o r s '  l i c e n s e s  

A l l  o t h e r  
Addi t ions  s i n c e  1965 

Source:  Tax Foundation, I n c , ,  F i s c a l  Outlook f o r  S t a t e  and Local Government t o  
1975 (New York, 1966). -- 



TABLE 8.--COMPARISON OF PROJECTED LEVELS OF STATE AND LOCAL 
GOVERNMENT GENERAL EXPENDITURES, 1970 AND 1975 

( B i l l i o n s )  

Council of S t a t e  

Funct ion 

Governments, 
Calendar 

Tax Foundation 
F i s c a l  F i s c a l  

T o t a l  gene ra l  expendi tures  $108.3 $105.9 $142.0 

Educat ion,  t o t a l  
Local schools  
Higher educat ion 

Highways, t o t a l  
Current  
C a p i t a l  

Pub l i c  we l f a r e  
Cash a s s i s t a n c e  
Medical vendor payments 
Other  

Hea l th  
Hosp i t a l s  
P o l i c e  and f i r e  
I n t e r e s t  on gene ra l  debt  
Sewerage and s a n i t a t i o n  
A l l  o t h e r  gene ra l  

11 Inc ludes  $1.1 b i l l i o n  p u b l i c  wel fare  expendi ture  under t h e  Poverty Program. - 

Source: Tax Foundation,  I n c . ,  F i s c a l  Outlook f o r  S t a t e  and Local Government t o  
1975 (New York, 1966) ,  and The Council  of S t a t e  Governments, F inancing  - 
P u b l i c  Welfare: 1970 P r o j e c t i o n s ,  J u l y ,  1965. 



TABLE 9.--RECAPITULATION OF STATE-LOCAL EXPENDITURE 
PROJECTIONS, 1970 AND 1975 

Estimated 
State-Local 
Expenditures 

1970 1975 
1 / Joint Economic Committee of Congress- $119 $173 

2 / National Planning Association- 117 172 

3 / Tax Foundat ion, Inc .- 118 158 

3 / Council of State Governments- 122 - 
4 / Committee for Economic Development- - 152 

I/ "Equilibrium Full Employment Position," National Income and - 
Product Accounts Basis--Mean of High and Low Projections. 

2 / "Judgment Projection" --Nat ional Income and Product Accounts - 
Basis. 

3 / "Funds Required1'- -Government Finances Framework. - 
4/ "General Expenditures"--Government Finances Framework. Orig- - 

inal CED estimate of $131 billion, based on 1965 prices and 
using the "strengthened tax system, was inflated to 1975 
prices for comparability with Tax Foundation estimate by as- 
suming a price change of 1.5 percent per year. 

Source: ACIR Staff Estimates. 



However, Na t iona l  and S t a t e  aggrega tes  concea l  wide v a r i a t i o n s  i n  l o c a l  
revenue c a p a b i l i t i e s  and expendi ture  requirements--a  c r i t i c a l  po in t  t h a t  t he  
au tho r s  of t h e s e  s t u d i e s  bo th  recognize 2nd emphasize. Even i f  i t  i s  t r u e  t h a t  
t h e r e  wil l .  be no revenue-expenditure gap on t h e  average ,  such gaps w i l l  develop 
i n  p a r t i c u l a r  S ta tes - -gaps  which w i l l  have t o  be met from new t a x  and non-tax 
sou rce s ,  i nc r ea sed  r a t e s ,  and more borrowing. One r ecen t  s tudy ,  commissioned 
by t he  Na t iona l  League of C i t i e s ,  a c t u a l l y  p r o j e c t s  an aggrega te  revenue gap 
f o r  munic ipa l  governments a lone  of $262 b i l l i o n  over  t he  next  10 yea r s .  7/+c - 

The p r e d i c t i v e  va lue  of expendi ture  and revenue p r o j e c t i o n s  d imin ishes  
a s  t h e  focus of a t t e n t i o n  s h i f t s  from the  n a t i o n  t o  t h e  S t a t e  and p a r t i c u l a r l y  
t o  t h e  community. For example, many of our  g r e a t  c i t i e s  appear  t o  have a  
r a t h e r  b leak  f i s c a l  p rospec t  d e s p i t e  t h e  f i n d i n g  t h a t  on t he  average S t a t e s  and 
l o c a l i t i e s  should be a b l e  t o  make ends meet. 

The m u l t i p l i c i t y  of  l o c a l  governments adds a  " t h i r d  dimension" t o  any 
revenue and expendi ture  p ro j ec t i on - - an  in te rgovernmenta l  f a c t o r  t h a t  t ends  t o  
minimize t h e  e f f e c t i v e n e s s  of  both t he  l o c a l  p roper ty  t ax  base and S t a t e  
e q u a l i z a t i o n  e f f o r t s  and t o  maximize t h e  e f f e c t i v e n e s s  of f o r c e s  pushing i n  t he  
d i r e c t i o n  of g r e a t e r  expendi tures .  For example, t he  i n d u s t r i a l  assessments  t o  
be found i n  me t ropo l i t an  t a x  havens o r  i n  "low r a t e "  j u r i s d i c t i o n s  a r e  locked 
up and t hus  en joy  a  p a r t i a l  t a x  exemption p r i v i l e g e .  On t h e  expendi ture  s i d e  
t he  m u l t i p l i c i t y  of school  d i s t r i c t s  and u n i t s  o f  gene ra l  government c r e a t e  
t h e i r  own compet i t ive  demand f o r  emu la t i on - - i f  one school  d i s t r i c t  ex tends  t h e  
school  day o r  t he  school  y e a r ,  t h e  neighboring j u r i s d i c t i o n s  w i l l  soon be con- 
f r o n t e d  w i t h  t h e  demand f o r  comparable improvements. 

The m u l t i p l i c i t y  of governments and i t s  p o l i t i c a l  c o r r o l l a r y  "home 
ru l e "  can work a g a i n s t  t he  most e f f i c i e n t  a l l o c a t i o n  of resources- -a  "surp lus"  
s i t u a t i o n  i n  one community o r d i n a r i l y  w i l l  f inance  p r o j e c t s  of i n c r e a s i n g l y  
lower p r i o r i t y  r a t h e r  than  underwr i te  a  h igh  p r i o r i t y  func t ion  i n  a  neighbor- 
i n g  community confronted w i th  a  " d e f i c i t "  s i t u a t i o n .  It should a l s o  be noted 
t h a t  t he  m u l t i p l i c i t y  of l o c a l  governments c r e a t e s  a  p o l i t i c a l  m i l i e u  t h a t  
makes S t a t e  e q u a l i z a t i o n  e f f o r t s  more c o s t l y  than  e f f i c i e n t .  I n  o rde r  t o  h e l p  
t he  poorer d i s t r i c t s  o r  communities, i t  i s  u s u a l l y  neces sa ry  t o  provide a  mea- 
s u r e  of a i d  t o  a l l  d i s t r i c t s  i nc lud ing  t h e  most weal thy.  

It i s  f a r  e a s i e r  t o  po in t  ou t  t he  po l i cy  l i m i a t i o n s  of Na t iona l  and 
S t a t e  p r o j e c t i o n s  than t o  c a l c u l a t e  a  s u r p l u s  o r  d e f i c i t  f o r  each major u n i t  
of l o c a l  government i n  t h e  United S t a t e s .  No o rgan i za t i on  has  y e t  found i t  
expedien t  t o  t ake  on t h i s  pa in s t ak ing  t a s k ,  and t h e  Commission has  n o t  done so.  

Neve r the l e s s ,  t h e r e  i s  an  impera t ive  need f o r  t he  type  of  in format ion  
t h a t  w i l l  enable  policymakers t o  draw r e l i a b l e  i n f e r ences  about t he  shape of 
t h ings  t o  come a t  t h e  l o c a l  l e v e l  i n  genera l  and f o r  me t ropo l i t an  communities 
i n  p a r t i c u l a r .  More s p e c i f i c a l l y ,  what i s  t he  f i s c a l  prognosis  f o r  our  major 
c e n t r a l  c i t i e s  and t h e i r  suburban communities? The Commission's assessment  i s  
presented i n  Volume 2 .  



REVENUE SHARING 

Those t roubled  wi th  t h e  f i s c a l  c o n s t r a i n t s  w i th  which S t a t e  and l o c a l  
governments contend a s  they s t r i v e  t o  respond t o  t h e  peop le ' s  burgeoning needs 
a r e  understandably a t t r a c t e d  t o  sugges t ions  t h a t  t h e  Fede ra l  Government deploy 
more of i t s  r e sou rces  t o  t h e i r  needs. They rece ived  s t rong  encouragement a t  
t h e  time of  t h e  1964-65 Fede ra l  t ax  r educ t ion ,  when much pub l i c  d i s cus s ion  in-  
s i d e  and o u t s i d e  t h e  Fede ra l  Government focused on t h e  s t r i k i n g  revenue growth 
p o t e n t i a l  of t h e  Fede ra l  t a x  s t r u c t u r e  and t h e  long-run prospect  of  c o l l e c t i o n s  
from p re sen t  t axes  outrunning a n t i c i p a t e d  Fede ra l  expendi ture  commitments. 
Revenue sha r ing  i s  but  one of  s e v e r a l  a l t e r n a t i v e  methods f o r  u t i l i z i n g  a  
Fede ra l  su rp lus  (Appendix B ,  Table B-2). 

The idea  of  i nc reased  Fede ra l  f i n a n c i a l  a s s i s t a n c e  was given impetus 
by t h e  sugges t ion ,  made by Chairman Walter  H e l l e r  of t he  Council o f  Economic 
Advisors i n  1964, t h a t  t h e  Fede ra l  Government sha re  some of i t s  growing income 
t a x  c o l l e c t i o n s  w i th  t he  S t a t e s  when ano the r  t ax  reduct ion  oppor tuni ty  pre-  
sen ted  i t s e l f .  I f  S t a t e  and l o c a l  t r e a s u r i e s  could be b u t t r e s s e d  wi th  gene ra l  
purpose f i n a n c i a l  a i d  they would be f r e e r  t o  shape responsive remedies t o  t h e i r  
p a r t i c u l a r  l o c a l  needs. To t h e  e x t e n t  t h a t  Fede ra l  t axes  c o l l e c t e d  through 
the  progress ive  income t ax  could be s u b s t i t u t e d  f o r  f u r t h e r  i nc reases  i n  S t a t e  
and loca 1 c o l l e c t i o n s  from reg re s s ive  s a l e s  and proper ty  t axes ,  t h e  f a i r n e s s  
of t he  o v e r a l l  American t a x  system would be improved. 

Fede ra l  t ax  sha r ing  proposa ls  had been sponsored i n s i d e  and o u t s i d e  
the  Congress f o r  some years .  These e a r l i e r  p lans  f o r  gene ra l  purpose revenue 
sha r ing ,  however, were on the  b a s i s  of  t he  p lace  of c o l l e c t i o n  and were c r i t i -  
c i zed  f o r  f a i l i n g  t o  t ake  account of  S t a t e  needs and resources  and f o r  ignor-  
i n g  the  f a c t  t h a t  people may pay t h e i r  t axes  i n  one S t a t e  but  l i v e  and work i n  
one o r  more o t h e r s .  D r .  H e l l e r  proposed t h a t  t he  Fede ra l  Government sha re  some 
of i t s  income t a x  c o l l e c t i o n s  on the  b a s i s  of popula t ion  and t h a t  i t  depa r t  
from t h e  long s tanding  p r a c t i c e  of l i m i t i n g  i t s  a i d  t o  s p e c i f i c a l l y  i d e n t i f i e d  
purposes and func t ions .  

Key Features 

While t h e  revenue-sharing idea  has  not  been embraced by the  Na t iona l  
Adminis t ra t ion ,  i t  has  a t t r a c t e d  s t r o n g  Congressional  i n t e r e s t .  I n  t h e  89th  
Congress, a t  l e a s t  57 members sponsored o r  co-sponsored 5 1  tax-shar ing  b i l l s .  
The 90th Congress i n  i t s  f i r s t  s e s s ion  a lone  almost doubled t h i s  number w i th  
o t h e r  110 Members sponsoring o r  co-sponsoring over  90 sepa ra t e  b i l l s  among 
which a r e  35 d i f f e r e n t  v a r i a t i o n s  on the  tax-shar ing  theme (Appendix B ,  Table 
B-2). 

Bas i s  of sharing--Most of t h e  b i l l s  (69) introduced i n  t he  90th Con- 
g r e s s  make p rov i s ions  f o r  shar ing  from one t o  f i v e  percent  of f e d e r a l  income 
t a x  c o l l e c t i o n s .  S ix  b i l l s  use t axab le  income r a t h e r  than a c t u a l  t a x  co l -  
l e c t i o n s  i n  determining the  amount s e t  a s i d e  f o r  d i s t r i b u t i o n  t o  t h e  S t a t e s .  
Two use  t o t a l  f e d e r a l  t a x  revenues and another  two employ tobacco and a l coho l  
t a x  c o l l e c t i o n s .  

A l loca t ion  f a c t o r s -  -Popula t ion ,  pe r  c a p i t a  income, and revenue o r  t ax  
e f f o r t  a r e  t h e  most popular  a l l o c a t i o n  f a c t o r s  w i th  56 b i l l s  us ing  a  combination 
of t he se .  Two b i l l s  use only  popula t ion ,  two use popula t ion  and per  c a p i t a  in -  
come, and one b i l l  u se s  t h e  combination of popula t ion  and revenue e f f o r t .  



S t a t e  s h a r e s  based  on each  o f  t h e s e  f a c t o r s  a r e  s e t  o u t  i n  Tab le  B-3. The 
r e t u r n  o f  F e d e r a l  r evenues  d i r e c t l y  t o  t h e  S t a t e s  o f  c o l l e c t i o n  was t h e  most 
p o p u l a r  f a c t o r  i n  t h e  8 9 t h  Congress and s t i l l  commands some s u p p o r t .  Twelve 
b i l l s  u s e  t h i s  f a c t o r ,  a l t h o u g h  i t  does  n o t  e q u a l i z e  among r i c h  and poor  
S t a t e s .  Some p r o p o s a l s ,  most n o t a b l y  t h o s e  a d v o c a t i n g  a i d  t o  e d u c a t i o n  o n l y ,  
have o t h e r  s p e c i a l  a l l o c a t i o n  f a c t o r s  such  a s  p u b l i c  s c h o o l  e n r o l l m e n t .  

P r o v i s i o n  f o r  l o c a l  s h a r i n g - - T h i r t y - t w o  b i l l s  make no p r o v i s i o n  f o r  
l o c a l  p a s s - t h r o u g h ,  l e a v i n g  t h i s  t o  t h e  i n d i v i d u a l  S t a t e s .  Of t h e  remain ing  
number, f o r t y - f o u r  s p e c i f y  t h a t  a  c e r t a i n  p e r c e n t a g e ,  g e n e r a l l y  45-50 p e r c e n t  
of t h e  S t a t e  a l l o c a t i o n ,  go EO l o c a l  governments.  One b i l l  p r o v i d e s  f o r  
d i r e c t  s h a r i n g  from t h e  N a t i o n a l  Government t o  t h e  m e t r o p o l i t a n  a r e a s  w i t h  a t  
l e a s t  1 . 5  m i l l i o n  peop le ,  under  s p e c i f i e d  c o n d i t i o n s .  

None o f  t h e  b i l l s  i n t r o d u c e d  t h u s  i s  d i r e c t e d  e x p l i c i t l y  t o  t h e  
r e d u c t i o n  o f  f i s c a l  d i s p a r i t i e s  among j u r i s d i c t i o n s  i n  m e t r o p o l i t a n  a reas .  
A p e r  c a p i t a  d i s t r i b u t i o n  formula  would produce a  moderate  degree  of  e q u a l i z a -  
t i o n  between wea l thy  and pogr  j u r i s d i c t i o n s  p r o v i d i n g  a t  t h e  same t ime t h e  
most a i d  t o  t h e  more populous  j u r i s d i c t i o n s .  But i n  o r d e r  t o  s u b s t a n t i a l l y  
reduce  d i s p a r i t i e s  between t h e  r e l a t i v e l y  a f  f  l u e n t  suburbs  and f i s c a l l y  h a r d -  
p r e s s e d  c i t i e s ,  t h e  p o p u l a t i o n  f a c t o r  i s  n o t  enough. O t h e r s  may need t o  be 
i n c l u d e d .  I f ,  f o r  example,  t h e  l o c a l  a l l o c a t i o n  formula  were based  on non- 
e d u c a t i o n a l  e x p e n d i t u r e s ,  c e n t r a l  c i t i e s  would r e c e i v e  g r e a t e r  a i d  t h a n  t h e  
suburban j u r i s d i c t i o n s .  The 35 l a r g e s t  c e n t r a l  c i t i e s  c o n t a i n  approx imate ly  
18.5 p e r c e n t  o f  t h e  N a t i o n ' s  p o p u l a t i o n ,  y e t  t h e y  would r e c e i v e  28  p e r c e n t  o f  
p e r  c a p i t a  funds  a d j u s t e d  f o r  n o n e d u c a t i o n a l  t a x  e f f o r t - - a  c l e a r - c u t  method 
f o r  compensat ing t h e  c e n t r a l  c i t y  f o r  i t s  m u n i c i p a l  overburden.  By t h e  same 
token ,  t h e  suburban communities i n  t h e s e  35 m e t r o p o l i t a n  a r e a s ,  w i t h  2 1  p e r c e n t  
o f  t h e  p o p u l a t i o n  i n  t h e  U n i t e d  S t a t e s ,  would r e c e i v e  18.3  p e r c e n t  o f  t h e  
s u p p o r t  g r a n t s .  Thus,  w h i l e  coming t o  t h e  a i d  o f  a l l  communit ies ,  t h e  most 
a s s i s t a n c e  would be  ex tended  t o  t h o s e  communities w i t h  g r e a t e s t  need.  S t a t e ,  
l o c a l  and s e l e c t e d  c i t y  s h a r e s  o f  a $4 b i l l i o n  s u p p o r t  g r a n t  a r e  s e t  o u t  i n  
T a b l e  B-4. 

E x p e n d i t u r e  con t ro l s - -The  g r e a t  a t t r a c t i o n  f o r  S t a t e  governments i s  
t h e  p r o s p e c t  o f  " n o - s t r i n g s 1 '  u s e  o f  t h e  r e s u l t i n g  funds .  Both S t a t e  and l o c a l  
a d m i n i s t r a t o r s  have long sought  t o  o b t a i n  b l o c  g r a n t s ,  f r e e  from r e g u l a t i o n s  
a s  t o  match ing  and u s e ,  a s  d e s c r i b e d  e l sewhere  i n  t h i s  Repor t .  

E x p e n d i t u r e  c o n t r o l s  on t h e  F e d e r a l  t a x  money b e i n g  s h a r e d  w i t h  
S t a t e s  range  from t o t a l l y  " f r e e  money" i n  n i n e  b i l l s  t o  comprehensive and 
s t r i n g e n t  S t a t e  and l o c a l  government m o d e r n i z a t i o n  p l a n s  i n  a n o t h e r  (Reuss 
H.R. 1166).  The remain ing  b i l l s  p r o v i d e  c o n t r o l s  r a n g i n g  from compliance w i t h  
c e r t a i n  F e d e r a l  s t a t u t o r y  requ i rements  such a s  c i v i l  r i g h t s  and f a i r  l a b o r  
p r a c t i c e s  t o  t h e  submiss ion  of comprehensive S t a t e  spend ing  p l a n s .  Most b i l l s  
c a l l  f o r  p e r i o d i c  review of  t h e  program by t h e  F e d e r a l  e x e c u t i v e  and l e g i s l a t i v e  
b ranches .  

R e l a t i o n  t o  F e d e r a l  g r a n t - i n - a i d  programs--Out of  t w e n t y - e i g h t  b i l l s  
c a l l i n g  f o r  a  cu t -back  o f  e x i s t i n g  g r a n t s - i n - a i d  i n  t h e  l e g i s l a t i v e  preamble 
o n l y  t h r e e  a c t u a l l y  have a  p r o v i s i o n  d i r e c t i n g  such  a cu t -back .  Two o t h e r  
b i l l s  make such  a  c u t  -back p r o v i s i o n a l .  



Illustrative Proposals 

The evo lu t ion  of t h e  concept of Fede ra l  g e n e r a l  support  f o r  S t a t e s  and 
l o c a l i t i e s  can be i l l u s t r a t e d  by s e v e r a l  of t h e  s p e c i f i c  proposa ls  pending i n  
t h e  90th  Congress. 

J a v i t s  b i l l  (S. 482)--This b i l l  focuses t h e  shared revenues on expendi- 
t u r e s  f o r  t h e  major "people r e l a t e d "  func t ions - -hea l th ,  educa t ion  and we l f a r e .  
It provides  f o r  one percent  of t axab le  income r epo r t ed  on i n d i v i d u a l  income 
t a x  r e t u r n s  t o  be s e t  a s i d e  i n  a  revenue-sharing fund, 85 percent  t o  be d i s -  
t r i b u t e d  t o  t h e  S t a t e s  on t h e  b a s i s  of  popula t ion  and r e l a t i v e  revenue e f f o r t  
w i th  t h e  remaining 15 percent  used t o  supplement t he  sha re s  of S t a t e s  w i th  
below average pe r  c a p i t a  incomes. A l o c a l  pass- through p rov i s ion  r e q u i r e s  t h e  
S t a t e s  t o  submit a  l o c a l  shar ing  p l an  each yea r  bu t  leaves  t h e  exac t  amount t o  
be shared up t o  each S t a t e .  The l o c a l  a l l o c a t i o n  must t ake  i n t o  cons ide ra t i on  
popula t ion ,  d e n s i t y ,  pe r  c a p i t a  income, l o c a l  c o s t s  and any o t h e r  r e l e v a n t  
f a c t o r s  necessary  t o  the  i n d i v i d u a l  S t a t e .  The l e g i s l a t i o n  p r o h i b i t s  t h e  use  
of  t he se  funds f o r  highways, proper ty  t a x  r e l i e f ,  debt  s e r v i c e ,  d i s a s t e r  r e l i e f  
and a d m i n i s t r a t i v e  expenses. 

Tydings b i l l  (S. 673)--This b i l l  i s  unique i n  providing d i r e c t  a i d  
t o  me t ropo l i t an  a r e a s  of 1.5 m i l l i o n  people r eques t ing  a  per  c a p i t a  a l l o c a t i o n .  
A Commission on Federal ism would be e s t a b l i s h e d  t o  d i s t r i b u t e  t o  S t a t e s  a  
maximum of  one percent  of aggrega te  i n d i v i d u a l  and co rpo ra t e  income t ax  r e -  
c e i p t s .  The d i s t r i b u t i o n  would be on a  popula t ion  b a s i s  except  where a  S t a t e -  
l o c a l  t a x  e f f o r t  r a t i o  i s  below the  n a t i o n a l  average. Where d i r e c t  a l l o c a t i o n  
i s  made t o  a  met ropol i tan  a r e a ,  t he  per  c a p i t a  amount a l l o c a t e d  t o  t he  S t a t e  
f o r  t h e  a r e a ' s  popula t ion  i s  reduced t o  t w o - f i f t h s  of t h e  f u l l  amount i t  would 
have rece ived--an  i n c e n t i v e  t o  a  S t a t e  f o r  f a c i l i t a t i n g  t h e  c r e a t i o n  of a  
me t ropo l i t an  approach. Comprehensive S t a t e  and l o c a l  spending p l ans  a r e  t o  be 
submit ted t o  t h e  Federal ism Commission a c t i n g  i n  an advisory  capac i ty  only.  
It would, however, make an annual  r e p o r t  t o  t he  Congress w i th  an a n a l y s i s  and 
judgement a s  t o  t h e  o v e r a l l  e f f e c t i v e n e s s  of the p lan  a s  i t  opera ted  i n  the  
previous yea r .  

Reuss b i l l  (H.R. 1166)-  his b i l l  r e q u i r e s  t h e  modernizat ion of S t a t e  
and loca 1  governments a s  a  i r e c o n d i t i o n  o f  l a r g e  s c a l e  Fede ra l  f i n a n c i a l  a i d .  
It provides  f o r  a  $50 m i l l i o n  s t r a i g h t  app rop r i a t i on  f o r  i n i t i a l  planning 
g r a n t s  t o  S t a t e s  t o  modernize S t a t e  and l o c a l  government; each S t a t e  t o  r ece ive  
a  pe r  c a p i t a  s h a r e ,  bu t  not  l e s s  than a  minimum of $250,000. This  money i s  f o r  
developing a  comprehensive S t a t e  and l o c a l  government modernizat ion p lan .  The 
p l an  must meet c e r t a i n  requirements  many of  which p a r a l l e l  recommendations of  
t h e  Advisory Commission on Intergovernmental  Re la t i ons .  The p lan  i s  s u b j e c t  
t o  t he  approval  of a  r e g i o n a l  coo rd ina t ing  committee, composed of r ep re sen ta -  
t i v e s  of Governors and t h i s  Commission. The Nat iona l  Government i s  t o  make 
a v a i l a b l e  a  sum of $5 b i l l i o n  annual ly  f o r  t h r e e  yea r s  i n  t h e  form of b loc  
g r a n t s  t o  a s s i s t  t h e  S t a t e s  i n  implementing t h e i r  p lans .  The d i s t r i b u t i o n  t o  
S t a t e s  i s  on t h e  b a s i s  of popula t ion ,  but  up t o  20 percent  of t h e  money can 
be r e d i s t r i b u t e d  t o  low-income S t a t e s  based on t h e i r  r e l a t i v e  poverty l e v e l ,  
u rban iza t ion ,  and t a x  e f f o r t  a s  determined by t h i s  Commission. Each S t a t e  
must d i s t r i b u t e  a  minimum of 50 percent  of i t s  a l l o c a t i o n  t o  i t s  l o c a l  govern- 
ments. 

Goodell b i l l  (H.R. 4070) and Lai rd  b i l l  (H.R. 5450)--Two s t r o n g  revenue- 
sha r ing  advocates  have in t roduced  b i l l s  t h a t  a r e  s i m i l a r  i n  t h e i r  sha r ing  b a s i s  
and t h e i r  S t a t e  d i s t r i b u t i o n ;  both c a l l  u l t i m a t e l y  f o r  an app rop r i a t i on  of 5  per- 
cen t  of t o t a l  i n d i v i d u a l  income t a x  r e c e i p t s .  Both b i l l s  d i s t r i b u t e  90  percent  



of t h i s  app rop r i a t i on  on t h e  b a s i s  of popula t ion  and tax  e f f o r t  and t e n  percent  
t o  t he  17 S t a t e s  w i th  t h e  lowest per  c a p i t a  income on t h e  b a s i s  of  popula t ion  
and per  c a p i t a  income. The Goodell b i l l  earmarks 45 percent  of t h e  S t a t e  
a l l o c a t i o n  f o r  l o c a l  government w i th  t he  exac t  formula determined by each S t a t e .  
The La i rd  b i l l  l eaves  t h e  d i s t r i b u t i o n  of t h e  money e n t i r e l y  t o  t h e  d i s c r e t i o n  
of t h e  S t a t e s .  Both b i l l s  c a l l  f o r  a  cutback i n  t h e  p re sen t  g ran t - in -a id  pro- 
gram but  on ly  the  La i rd  b i l l  d i r e c t s  and au tho r i ze s  such a  cutback.  The Lai rd  
b i l l ,  i n  a d d i t i o n ,  provides a  Fede ra l  income t ax  c r e d i t  f o r  S t a t e  and l o c a l  
t axes  paid by i n d i v i d u a l s ,  beginning a t  1 0  percent  and inc reas ing  10  percent  
each yea r  t o  a  maximum of 40 percent .  

Foreign Experience With Revenue Sharing 

Seve ra l  f o r e i g n  c o u n t r i e s  have used t h e  gene ra l  support  device and 
t h e  same gene ra l  cons ide ra t i ons  ( equa l i za t i on  and l o c a l  r e s p o n s i b i l i t y  i s s u e s )  
were a l s o  r e l e v a n t  i s s u e s  abroad. The l e s sons  of f o r e i g n  exper ience ,  however, 
a r e  not  c l e a r - c u t  and t h e r e f o r e  may not  be of  gene ra l  a p p l i c a b i l i t y  t o  t h e  
United S t a t e s  e i t h e r  now o r  i n  t h e  f u t u r e .  Nonetheless ,  one of t he  more gene ra l  
f i nd ings  t h a t  does emerge r a t h e r  s t r i k i n g l y ,  i s  t h e  adopt ion  of t h e  income t a x  
a s  a  revenue source  f o r  t h e  c e n t r a l  government, thereby s h u t t i n g  o f f  o r  con- 
s t r a i n i n g  i t s  use by lower governmental l eve l s .  This  s i t u a t i o n  of  f i s c a l  
imbalance, t h e r e f o r e ,  genera ted  p re s su re s  f o r  devices  t o  channel  money from 
t h e  Fede ra l  t o  t h e  S t a t e  s e c t o r  involv ing  t h e  complex p o l i t i c a l  problems of 
c r e a t i n g  a shar ing  arrangement acceptable  t o  s e v e r a l  competing governmental 
u n i t s .  I n  I n d i a ,  however, t a x  sha r ing  avoids  t h i s  p o l i t i c a l  con f ron ta t i on ,  
s i nce  t h i s  i s  w r i t t e n  i n t o  t h e  Cons t i t u t i on ,  w i th  a  s t a t u t o r y  body--the Finance 
Commission--appointed every f i v e  y e a r s  t o  determine t h e  a c t u a l  t a x  sha re s  f o r  
each reg ion  o r  S t a t e .  

Although t h e  t a x  sha r ing  debate i n  t h e  United S t a t e s  i s  most g e n e r a l l y  
l i nked  s o l e l y  t o  t he  shar ing  on t h e  i n d i v i d u a l  income t a x ,  t h e  gene ra l  support  
programs of both Canada and Germany inc lude  a d d i t i o n a l  t axes  a s  w e l l .  I n  t h e  
l a t t e r ,  f o r  example, t h e  co rpo ra t e  income tax  i s  a l s o  shared between t h e  Fede ra l  
and S t a t e  governments and t h e  1966 Commission on F i n a n c i a l  Reform recommended 
inc luding  a l s o  t h e  turnover  t ax  ( a  s a l e s  levy  on success ive  s t a g e s  of  product ion)  
a s  we l l  a s  t he  g a s o l i n e  t a x ,  provided t h e  S t a t e  u se  t h e  r e c e i p t s  on ly  f o r  urban 
road cons t ruc t ion .  

By and l a rge ,  e q u a l i z a t i o n  has  been t h e  o b j e c t i v e  of t a x  sha r ing  
arrangements i n  o t h e r  coun t r i e s .  Canada goes q u i t e  f a r  i n  t h i s  d i r e c t i o n ,  
providing g r a n t s  i n  t h e  amounts necessary t o  b r ing  the  per  c a p i t a  y i e l d  from 
the  va r ious  t axes  included i n  t he  base up t o  the  average l e v e l  i n  t he  two 
w e a l t h i e s t  Provinces.  Germany a l s o  has e q u a l i z a t i o n  f e a t u r e s  b u i l t  i n  t o  i t s  
system wi th  t h e  i n t e r e s t i n g  f e a t u r e  t h a t  S t a t e s  a r e  obl iged  t o  g r a n t  a  p a r t  
of t h e i r  r e c e i p t s  t o  m u n i c i p a l i t i e s ;  t h i s  sha re ,  however, i s  determined by 
S t a t e - -  r a t h e r  than--Federal law. 

The exper ience  i n  Ind i a  i s  d i f f e r e n t .  Although some a t t e n t i o n  i s  
given t o  e q u a l i z a t i o n ,  t h e  r e s u l t s  a r e  r a t h e r  mixed because some of t h e  t axes  
t h a t  a r e  r e tu rned  a r e  done so on the  b a s i s  of o r i g i n  of c o l l e c t i o n .  Thus, 
t he  more e f f i c i e n t  t ax  admin i s t r a t i on  powers of  t he  Fede ra l  s e c t o r  a r e  c a l l e d  
i n t o  p lay  s p e c i f i c a l l y .  Some observers  read  t h e  pas t  experience i n  Ind i a  a s  
a  demonstrat ion t h a t  under t a x  sha r ing ,  S t a t e  governments do not  seem t o  make 
an adequate t a x  e f f o r t  o r  c a r e f u l l y  s c r u t i n i z e  t h e i r  publ ic  expendi tures ,  and 
t h a t  t a x  sha r ing  o b l i g a t i o n s  tend  t o  erode t h e  counter  c y c l i c a l  powers of  t he  
c e n t r a  l Government. 



Chapter 4 

SIGNIFICANT FEATURES O F  FISCAL FEDERALISM 

In assessing the fiscal balance in our federal system, we need to exam- 
ine (a) the legal system that parcels out political responsibility for revenue- 
raising and expenditure decisions, (b) the social and political diversities and 
fiscal disparities that flow from the basic decision to decentralize tax and ex- 
penditure authority, and (c) the various intergovernmental fiscal arrangements 
designed to minimize fiscal disparities that result from the uneven distribution 
of revenue resources and public service requirements. 

WIDESPREAD DIFFUSION OF FISCAL AUTHORITY 

Decentralized decision-making is an enduring objective of our Federal 
system, and a substantial measure of it is ensured by the sharing of responsibil- 
ity for tax and expenditure decisions between officials representing the National 
Government, 50 States, and over 80,000 local governments. 

Judicial decisions and legislative actions have rendered largely obsolete 
the doctrine of strictly limited national powers. States, however, are still 
free to exercise those powers that are not specifically delegated to the National 
Government by the Constitution, nor expressly prohibited to them under the 
Constitution.* 

Multiplicity of Local Government 

Local governments derive their powers from the States, and are organized 
in various ways according to the particular State constitutions and statutes under 
which they operate. As a result, there is considerable interstate variation in 
the kinds of local government and the division of responsibility between State 
and local governments for the provision of particular governmental services. 

At the beginning of 1967 there were 81,253 local governments in the 50 
~tates.l/ Two trends are evident: a sharp reduction in the number of school 
districts, partially offset by a marked increase in the number of special 
districts.21 

United States Constitution, Amendment X. 



Type of Government 

Total 

U. S . Government 
States 

Local governments 
Counties 
Municipalities 
Townships 
School districts 
Special districts 

*Adjusted to include units in Alaska and Hawaii, which were 
reported separately prior to adoption of statehood for these 
areas in 1959. 

*Includes about 1,700 entities which under earlier Census 
classification practices would have been regarded as depen- 
dent agencies of other governments rather than as separate 
governments. 

The number of local units of government varies widely from State to 
State. In 1967, Illinois, Pennsylvania, Kansas, Minnesota, Nebraska, South 
Dakota and California each contained more than 3,500 local governments, alto- 
gether accounting for almost two-fifths of the local government units in the 
United States, although accounting for only one-fourth of the country's popula- 
tion..?/ Connecticut and Rhode Island have no county government, and less than 
half of the States have organized townships. Independent school district govern- 
ments provide public education in almost all States, yet in Hawaii, Maryland, 
North Carolina and Virginia this form of local government is completely absent. 
In Hawaii, public education is State administered, and in the other three States 
it is a county and municipal function. In about half of the States where inde- 
pendent school district organization dominates, public school systems are also 
operated by general purpose governments. 

Regional differences in local government units are highlighted by data 
on the average number of local governments per county area. In 1967, 19 States-- 
almost all of them in the Southeast--had less than 17 local governments per county 
area. At the other extreme 13 States--mainly in New England and the Midwest--had 
45 or more local governments per county area.41 

The implication of these numbers for fiscal federalism are far reaching. 
The large number of local governments means for example, that the property tax 
base--the principal support of local government--is divided sometimes rationally 
but often quite irrationally among governmental units. Throughout the system as 
a whole, some units enjoy relative local fiscal ease while others totter on the 
brink of fiscal exhaustion as they pass through various stages of development. 
The fiscally poor frequently must pressure the overlying State government for 
sustenance. The variety of ways in which States have responded is a credit to 
the ingenuity .of man. The list includes shared taxes, local supplements to State 
imposed taxes, equalization grants, unconditional grants, and outright assumption 



of f i s c a l  and program respons ib i l i ty .  One of the s t rengths  of the federa l  system 
i s  i t s  demonstrated capacity to  adapt to  the d i v e r s i t y  of l o c a l  circumstances. 
I n  the process ,  however, a  c l e a r ,  order ly  d iv i s ion  of au thor i ty  and respons ib i l i -  
t i e s  a s  between S t a t e s  and l o c a l i t i e s  has been l o s t .  

Intergovernmental Distribution of 
Functional Responsibility 

With few exceptions,  domestic publ ic  functions have become the shared 
r e s p o n s i b i l i t y  of severa l  governmental l eve l s .  Indeed, i f  the source of f inan- 
cing i s  taken i n t o  account, there  i s  hardly a funct ional  a r e a ,  even among those 
t h a t  t r a d i t i o n a l l y  have been considered s t r i c t l y  l o c a l  l i k e  elementary and secon- 
dary school education and sewage and s a n i t a t i o n  i n  which Federal ,  S t a t e  and 
l o c a l  governments do not p a r t i c i p a t e  t o  some extent .  

As between S t a t e  and l o c a l  governments, the a l l o c a t i o n  of r e s p o n s i b i l i t y  
f o r  the performance of p a r t i c u l a r  functions a l s o  va r i es .  The d i s t r i b u t i o n  of the 
50 S t a t e s  i n  terms of the S t a t e  percentage of S ta te - loca l  d i r e c t  general  expendi- 
t u r e  i s  revealing ( the  U.S. average i s  35.1 percent):  

S t a t e  Percentage of Sta te-  
Local General Expenditure 

65% and over 
55 - 64.9 
45 - 54.9  
35 - 44.9 
25 - 34.9 
Less than 25 

Number s f  
S t a t e s  

For t o t a l  general  expenditure,  the S t a t e  share v a r i e s  from more than two- 
t h i r d s  i n  Alaska and Hawaii t o  l e s s  than a four th  i n  New Jersey and New York 
(Table A-2). The two newest S t a t e s  p re fe r  t o  provide governmental se rv ices  d i -  
r e c t l y  from the S t a t e  l eve l .  Two of our o ldes t  S ta tes  r e t a i n  the t r a d i t i o n  of 
"keeping government c lose  t o  the people." 

The re la t ionsh ips  f o r  the major functions of education,  highways and 
pub l i c  welfare explain most of t h i s  v a r i a t i o n  (see  Table A-2). Both Alaska and 
Hawaii provide a s  d i r e c t  S t a t e  se rv ices  much or  a l l  of the elementary and secon- 
dary education,  publ ic  we l fa re ,  and highway services  and f a c i l i t i e s .  Public 
ass is tance--a  p a r t i c u l a r l y  cos t ly  function i n  the more i n d u s t r i a l i z e d  S ta tes - - i s  
administered a t  the l o c a l  l eve l  i n  Ca l i fo rn ia  and New York, a s  well  a s  i n  about 
one-third of the o the r  S t a t e s .  Some S t a t e s ,  l i k e  North Carolina,  Virginia  and 
West V i r g i n i a ,  bui ld  and maintain loca l  roads; o thers  l i k e  New Je r sey  leave t h i s  
function e n t i r e l y  t o  the l o c a l i t i e s .  

The f a c t  t h a t  the performance of c e r t a i n  functions i s  assigned t o  l o c a l  
governments i n  some S t a t e s  does not  necessa r i ly  mean t h a t  the f inancing of those 
functions i s  l e f t  e n t i r e l y  t o  the l o c a l i t i e s .  Although both New York and New 
Jersey a r e  almost i d e n t i c a l l y  low i n  the  S t a t e  proportion of S ta te - loca l  d i r e c t  
genera l  expenditure,  they d i f f e r  considerably i n  the way l o c a l  spending f o r  those 



functions i s  financed. For example, New York l o c a l i t i e s  obta in  about one-third 
of t h e i r  general  revenue from the S t a t e  while l o c a l  governments i n  New Je r sey  
u n t i l  r ecen t ly  received from the S t a t e  only about one-seventh of t h e i r  general  
revenue .* 

INTERSTATE DIVERSITIES AND DISPARITIES 

As might be expected, decentra l iza t ion of f i s c a l  and p o l i t i c a l  au thor i ty  
cuts  two ways. On the plus  s i d e ,  i t  permits e l ec ted  o f f i c i a l s  to  t a i l o r  publ ic  
p o l i c i e s  and programs t o  f i t  wide v a r i a t i o n s  i n  the wil l ingness and a b i l i t y  of 
communities and S ta tes  t o  f inance publ ic  services .  On the negative s ide , -wide  
v a r i a t i o n s  i n  tax  burden and public service  l eve l s  ( p a r t i c u l a r l y  i n  welfare and 
education f i e l d s )  take on the normative color of f i s c a l  and soc ia l  " d i s p a r i t i e s , "  
thereby s t imulat ing publ ic  debate over the  f i s c a l  need f o r  equal iza t ion and the  
p o l i t i c a l  necess i ty  f o r  S ta te  or Federal in tervent ion and control .  

Persistence of Demographic and 
Social Diversity 

The i n t e r s t a t e  d i v e r s i t y  i n  a  number of demographic, economic and 
s o c i a l  ind ica to r s  i s  shown i n  data  reported annually by the Department of Health,  
Education, and welfare.>/ The i n t e r s t a t e  range i n  those ind ica to r s  i s  shown i n  
Fig. 4. 

Despite i t s  growing economic and c u l t u r a l  interdependence, the na t ion  
continues t o  manifest sharp p o l i t i c a l ,  s o c i a l  and regional  d i v e r s i t y .  The urbanr- 
r u r a l  mix, the s o c i a l  composition and the  age composition of a  s t a t e ' s  population 
a r e  the most important determinants of the publ ic  demand f o r  services  and i t s  
wi l l ingness  t o  pay fo r  them. While the income d i s t r i b u t i o n  has an important 
bearing on a  S t a t e ' s  f i s c a l  capaci ty ,  s o c i a l  da ta ,  such a s  the number of welfare 
r ec ip ien t s  and the amount paid t o  them, housing condit ions and educational  
achievement, measure the  extent  t o  which a  S t a t e  w i l l  t r a n s l a t e  demand i n t o  pub- 
l i c  programs. 

Convergence of State Personal Income and 
State-Local Tax Effort 

The amount of personal income received by res iden t s  of a  S t a t e  provides 
a  bas i s  f o r  comparing the s t a t e s '  taxable resources despi te  i t s  shortcomings a s  
a  measure of f i s c a l  capacity.d/  I n  1966 per cap i t a  personal  income i n  the  United 
S ta tes  averaged $2,963 and var ied  from a  low of $1,777 i n  Miss iss ippi  t o  a high 
of $3,690 i n  Connecticut--a range of 1:2.1 between the lowest and highest  income 
S t a t e  (Table A-3). Personal income has been growing a t  a  somewhat f a s t e r  pace 
i n  the  low income S ta tes  than i n  the high income S t a t e s ,  so t h a t  the  gap between 
high and low income S t a t e s  has been narrowing slowly. The measure t h a t  depic ts  
the tendency of data t o  be grouped around an average i s  the coef f i c i en t  of 

* Including Federal  a i d  channeled through the Sta tes .  



Figure 4 

DISPARITIES IN STATE AND LOCAL CHARACTERISTICS 
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Figure 4 

DISPARITIES IN STATE AND LOCAL CHARACTERISTICS 
(Concl'd.) 
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var ia t ion-- the  smaller  the c o e f f i c i e n t ,  the c lose r  the grouping around the averi  
age. The National  Planning Association est imates t h a t  the  c o e f f i c i e n t  of va r i a -  
t i o n  i n  the  l e v e l  bf per cap i t a  income among S t a t e s  has declined from 23.0 percent 
i n  1950 t o  21.0 percent i n  1960 and 20.4 percent i n  1964, and w i l l  decl ine  f u r t h e r  
t o  17.0 percent by 1975 when per cap i t a  personal  income f o r  the Nation a s  a whole 
i s  projected a t  $3,406 ( i n  1964 dol lars) .L/  

Income d i s t r i b u t i o n  i s  another important f ac to r  i n  the  revenue r a i s i n g  
p o t e n t i a l  of the S ta tes .  S t a t e  by S t a t e  data  from the 1960 Census of Population 
ind ica te  s i g n i f i c a n t  d i v e r s i t y  i n  the d i s t r i b u t i o n  of famil ies  by income s i z e  i n  
1959 (Table A-4). For the Nation a s  a whole, 21 percent of the  famil ies  had 
annual incomes of l e s s  than $3,000 and 15 percent had incomes over $10,000; the  
comparable f igures  f o r  Miss iss ippi  were 52 percent and 5 percent respect ively .  
I n  genera l ,  the  percentage of low income fami l i e s  i s  higher i n  the  southern S t a t e s  
than i n  the o the r  regions. Nevertheless,  a s  i n  the case of per cap i t a  incomes, 
the trend has been toward a gradual  convergence i n  the  i n t e r s t a t e  d i f f e r e n t i a l s .  

PERCEWC DISTRIBUTION OF FAMILIES BY INCOME LEVEL, AND 
BY REGION, 1959 AND 19659; 

$3,000 $5,000 $10,000 $15,000 
Under t o t o  t o  and 

Reg ion $3,000 $4,999 $9,999 $14,999 Over 

Northeast 12 14 4 5 20 9 
North Central  14 15 4 5 19 7 
South 25 19 3 9 12 5 
West 12 15 4 2 2 1 10 
United S t a t e s  17 16 4 2 17 8 

Northeast 14 2 0 48 12 6 
North Centra l  19 2 0 46 11 5 
South 33 2 3 3 4 7 3 
West 16 18 47 13 6 
United S ta tes  2 1 2 1 43 11 5 

"1965 data from U.S. Department of Commerce, Bureau of the 
Census, Consumer Income (Ser ies  P-60, No. 47, September 24, 
1965), p. 4; 1959 data  from Table A-4. 

The re la t ionsh ip  between S ta te - loca l  tax  revenue and personal  income i s  
a rough measure of tax e f f o r t .  By t h i s  measure, i t  is  apparent t h a t  the  more 
urbanized (higher income) S t a t e s  a r e  exer t ing an increas ingly  g r e a t e r  tax  e f f o r t  
(Table 10). The l e s s  urbanized (lower income) S ta tes  a c t u a l l y  experienced a 
decl ine  i n  t h e i r  r e l a t i v e  tax  e f f o r t .  I n  p a r t ,  t h i s  r e f l e c t s  the movement of 
lower income population groups from the r u r a l  t o  the  urban a reas  of the  Nation 
where they a r e  f requent ly  character ized a s  "high cos t  c i t i zens . "  



Significant Interstate Variations in the Use 
of Major Tax Sources 

Not only i s  the re  g r e a t  d i v e r s i t y  from Sta te- to-Sta te  i n  the  o v e r a l l  
S ta te - loca l  tax  e f f o r t ,  but  there  i s  a l s o  considerable i n t e r s t a t e  v a r i a t i o n  i n  
the  extent  to  which major tax  sources a r e  used. For p a r t i c u l a r  tax  sources,  tax 
r a t e s  and bases a r e  the prime determinants of the  i n t e n s i t y  with which a tax 
resource i s  exploited.  

S t a t e  s a l e s  taxes.--Forty-four S ta tes  now impose general  s a l e s  taxes a t  
r a t e s  ranging from 2 percent i n  6 S t a t e s  to  6 percent i n  Pennsylvania. A t  the 
end of 1967, most S ta tes  imposed a r a t e  of 3 percent o r  more. 

Number of 
Rate S ta tes  

Many of the S t a t e s  tax some kinds of se rv ices  under t h e i r  genera l  s a l e s  
tax  laws i n  addi t ion t o  the s a l e  of tangible  personal  property. Among them a r e  
u t i l i t y  se rv ices ,  r e n t a l  of rooms of t r a n s i e n t s ,  laundry, dry cleaning and rep 
p a i r  services .  Fourteen S t a t e s ,  including four of the seven with the  most r e -  
cen t ly  enacted s a l e s  t axes ,  exempt food--an exemption which reduces s a l e s  tax  
y i e l d  by 15 t o  20 percent.  These S t a t e s ,  together with t h e i r  s a l e s  tax  r a t e s ,  
a r e  l i s t e d  below. They include many of the S ta tes  with the highest  r a t es :  

California* 4% New Jersey 3% 
Connecticut 3-112 New YorV: 2 
Flor ida  3 Ohiof: 4 
Maine 4 Pennsylvania 5 
Maryland 3 Rhode Is land 5 
Massachusetts 3 T exa s9: 2 
Minnesota 3 Wisconsin 3 

"Local "piggyback" s a l e s  tax authorized: 1/2 of 1% i n  
Ohio; 1% i n  Cal i fornia  and Texas; and up t o  3% i n  New 
York. 

* Generally gross income a f t e r  deduction of  necessary business and t rade  cos ts .  

78 



TABLE 10.--STATE AND LOCAL TAX EFFORT, BY STATE, 1957 AND 1966 

Tax E f f o r t  R e l a t i v e  t o  
U.S. Average 

Percent  Tax Revenue 
A s  a Percent  o f  I n c r e a s e  o r  

Decrease (-) 
1966 1957 1957- 1966 

Persona l  Income 
1966 1957 S t a t e  and Region 

United S t a t e s  

New England 
Maine 
New Hampshire 
Vermont 
Massachuset ts  
Rhode I s l a n d  
Connect icut  

Mideast 
New York 
New J e r s e y  
Pennsylvania 
Delaware 
Mary land  
D i s t r i c t  of 

Co lumbia 

Grea t  Lakes 
Michigan 
Ohio 
Ind i ana  
I l l i n o i s  
Wisconsin 

P l a i n s  
Minnesota 
Iowa 
Missour i  
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeas t  
V i r g i n i a  
West V i r g i n i a  
Kentucky 
Tennessee 
North Caro l ina  
South Caro l ina  
Georgia 
F l o r i d a  
Alabama 
M i s s i s s i p p i  



TABLE 10 (CONCL ID). --STATE AND LOCAL TAX EFFORT, BY STATE, 1957 AND 1966 

S t a t e  and Region 

United S t a t e s  

Southeas t  (cont  ' d )  
Louisiana 
Arkansas 

Southwest 
Ok l a  homa 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Fa r  West 
Washington 
Oregon 
Nevada 
C a l i f o r n i a  
Alaska 
Hawaii 

Tax Revenue 
As a Percent  of 
Persona 1 Income 

1966 1957 - - 

Tax E f f o r t  Re la t i ve  t o  
U.S. Average 

Percent  
Inc rease  o r  
Decrease (-) 

1957- 1966 

11 Personal  income da ta  based on average of two ca lendar  y e a r s ,  1965-66 and - 
1956-57, r e spec t ive ly .  

Source: U.S. Bureau of t h e  Census, H i s t o r i c a l  S t a t i s t i c s  on Governmental Finan- 
c e s  and Employment (1962 Census of  Governments, Vol. V I ,  No. 4 )  1964; 
Governmenta 1 Finances i n  1964-65 (Revised February,  l967) ,  and U. S. De- 
partment of  Commerce, Survey of Current  Business,  A p r i l ,  1967. 



I n t e r s t a t e  comparisons of t h e  n e t  e f f e c t  of v a r i a t i o n s  i n  S t a t e  s a l e s  
t a x  r a t e s  and bases can be gleaned from the  t a b l e s  prepared by t h e  I n t e r n a l  Rev- 
enue Serv ice  spec i fy ing  f o r  each s a l e s  t a x  S t a t e  t h e  amount of s a l e s  t a x  
deduct ion  a l lowable  on Federa l  income t a x  r e t u r n s .  The a l lowable  deduct ion  f o r  
a  family of four  w i th  an income of about $7,500 on 1966 r e t u r n s  ranged from $26 
i n  Massachuset ts  t o  $155 i n  Michigan (Table 11) .  

S t a t e  personal  income taxes.--With a  wide range of r a t e s ,  personal  
exemptions and deduct ions ,  t h e  35 S t a t e  personal  income t axes  vary  cons iderably  
i n  t h e i r  impact on i n d i v i d u a l  taxpayers .  On t h e  b a s i s  ~f  1966 S t a t e  personal  
income t a x  c o l l e c t i o n s  r e l a t i v e  t o  t h e  1965 ad jus t ed  g ros s  income* i n  each 
S t a t e ,  t h e  e f f e c t i v e  personal  income t a x  r a t e  ranged from 0.4 percent  i n  
M i s s i s s i p p i  t o  3 .5  percent  i n  Oregon (Table 11 ) .  Figure 5  shows t h e  r e l a t i v e  
S ta te -by-Sta te  use  of personal  income t axes .  

S t a t e - l o c a l  proper ty  taxes.--The Southern S t a t e s ,  which f inance  sub- 
s t a n t i a l  po r t i ons  of S t a t e - l o c a l  expendi tures  from S t a t e  funds,  make r e l a t i v e l y  

l i g h t e r  u se  of t h e  p rope r ty  t a x  than  do t h e  o t h e r  S t a t e s .  Th i s  i s  borne ou t  by 
d a t a  from t h e  1962 Census of  Governments on e f f e c t i v e  p rope r ty  t a x  r a t e s  (Table 
11) .  With l o c a l  p rope r ty  t a x  revenue of about  $18 b i l l i o n  i n  f i s c a l  1962 (now 
about  $26 b i l l i o n )  t h e  average e f f e c t i v e  r a t e  (based upon market v a l u e  of r e a l  
e s t a t e )  was 1.4 pe rcen t  f o r  t h e  Nation and i t  ranged from a  low of 0.4 pe rcen t  i n  
Alabama t o  a  h igh  of  2.8 percent  i n  Massachusetts.  S imi l a r  r e l a t i o n s h i p s  e x i s t  
today. 

Moreover, t he se  S t a t e  averages  conceal  g r e a t  v a r i a t i o n s  i n  l o c a l  pro-  
p e r t y  t a x  burdens. For  example, a  S t a t e  w i th  an average t a x  r a t e  of 2 pe rcen t  of 
c u r r e n t  market va lue  w i l l  undoubtedly have some communities w i th  t a x  r a t e s  below 
1 pe rcen t  and o t h e r s  w i th  r a t e s  i n  excess  of 3  pe rcen t .  

Unu t i l i z ed  t a x  poten t ia l . - -The  ve ry  ex i s t ence  of  i n t e r s t a t e  d i f f e r e n c e s  
i n  t h e  u t i I i z a t i o n  of  pe r sona l  income, gene ra l  s a l e s  and p rope r ty  t axes  sugges t s  
unused t a x  capac i ty  a t  t h e  S t a t e  and l o c a l  l e v e l s .  This  i s  f u r t h e r  s u b s t a n t i a t e d  
by s e v e r a l  c a l c u l a t i o n s  desc r ibed  b r i e f l y  h e r e  and e l abo ra t ed  upon i n  Appendix D, 
e s p e c i a l l y  Table  D - 1 .  

I f  each S t a t e  had approximated the  average personal  income t a x  
e f f o r t  of the  10 "top" income t a x  S t a t e s ,  S t a t e  personal  income 
t a x  c o l l e c t i o n s  i n  1966 would have amounted t o  $11.2 b i l l i o n ,  
i n s t e a d  of  $4.8 b i l l i o n .  This  $6 b i l l i o n  gap between p o t e n t i a l  
and the  a c t u a l  r e f l e c t s  t he  f a c t  t h a t  15 S t a t e s  do not  even t ax  
personal  income whi le  most of t h e  o t h e r s  make only a  token e f -  
f o r t  t o  do so.  

I f  each S t a t e  had made the  same gene ra l  s a l e s  t a x  e f f o r t  a s  t he  
average f o r  t he  10 "top" s a l e s  t a x  S t a t e s ,  c o l l e c t i o n s  from t h i s  
source would have amounted t o  $14.4 b i l l i o n  i n  1966, compared t o  
a c t u a l  c o l l e c t i o n s  of $9.2 b i l l i o n .  This  $5 b i l l i o n  gap between 
S t a t e  p o t e n t i a l  and a c t u a l  performance can be a t t r i b u t e d  t o  t h e  
f a c t  t h a t  6 S t a t e s  do not levy the  s a l e s  t ax  and many of t he  
o t h e r  j u r i s d i c t i o n s  s t i l l  have what might be considered untapped 
p o t e n t i a l  f o r  base o r  r a t e  i nc rease .  

I f  a l l  t he  S t a t e  and l o c a l  governments made the  same proper ty  
tax  e f f o r t  a s  t he  average f o r  the  10  "top" proper ty  t a x  S t a t e s ,  



c o l l e c t i o n s  from t h i s  source would have amounted t o  $33.8 b i l -  
l i o n  i n  1966 compared t o  an a c t u a l  c o l l e c t i o n  of $24.5 b i l l i o n - -  
a  $9  b i l l i o n  gap. While t he  count ry  would be b e t t e r  o f f  w i th  
l e s s  dependence on t h e  proper ty  t a x ,  t h e r e  i s  no denying t h a t  
i n  l i g h t  of revenue needs and p r e v a i l i n g  t a x  l e v e l s ,  a  number 
of  S t a t e s ,  p a r t i c u l a r l y  i n  t he  South and Southwest,  a r e  leav ing  
a  ve ry  s u b s t a n t i a  1  proper ty  t a x  p o t e n t i a  1  untapped. 

Although S t a t e s  and l o c a l i t i e s  a r e  shown by t he  foregoing t o  have sub- 
s t a n t i a l  revenue p o t e n t i a l  remaining, t h e  c a l c u l a t i o n s  o v e r s t a t e  t h i s  p o t e n t i a l ,  
p a r t i c u l a r l y  wi th  r e spec t  t o  l o c a l  governments. We a r e  dea l i ng  w i th  50  sovere ign  
S t a t e s  and ove r  80,000 l o c a l  t ax ing  a u t h o r i t i e s  w i t h  d i v e r s e  requirements ,  a l l  
ope ra t i ng  under ve ry  cons ide rab l e  p o l i t i c a  1 c o n s t r a i n t s .  

Moreover, even f u l l  u t i l i z a t i o n  of t he  $20 b i l l i o n  "untapped p o t e n t i a l "  
would leave some S t a t e s  and many l o c a l i t i e s  f a r  s h o r t  of t h e i r  expendi ture  

requi rements .  It should be emphasized t h a t  f i s c a l  s u r p l u s e s  cannot  be expor ted .  
If  a l l  S t a t e  and l o c a l  governments l e v i e d  and c o l l e c t e d  t h e  f i s c a l  p o t e n t i a l  of 
t he se  t h r e e  t a x e s  some would have su rp lu se s  and would employ t h e s e  t o  f u r t h e r  
augment t h e i r  s e r v i c e s  o r  r e t i r e  ou t s t and ing  deb t .  Moreover, an untapped income 
t a x  p o t e n t i a l  i n  I l l i n o i s  would n o t  h e l p  Wisconsin. I n  f a c t ,  i t  is a  compe t i t i ve  
d e t e r r e n t  t o  f u r t h e r  u t i l i z a t i o n  of t h e  income t a x  by Wisconsin. S i m i l a r l y ,  a  
l o c a l  p rope r ty  t a x  s u r p l u s  i n  Grosse Po in t e  would n o t  h e l p  D e t r o i t .  A f u l l  t a x  
e f f o r t  by South Ca ro l i na  o r  Arkansas up t o  t h e  l e v e l  of t h e  " top  ten" s t i l l  
would n o t  g i v e  t hose  S t a t e s  t h e  r e sou rce s  necessary  t o  equa l i ze  adequate ly  t h e  
c o s t  of educa t ion  between well- to-do and "poverty" c h i l d r e n .  

Tax u t i l i z a t i o n  index.--The e x t e n t  t o  which S t a t e  and l o c a l  governments 
have u t i l i z e d  t h e  b ig  t h r e e  ( s a l e s ,  income and p rope r ty )  can  be measured by com- 
put ing  t h e  percentage  r e l a t i o n s h i p  between a c t u a l  and p o t e n t i a l  y i e l d .  The r e s u l t  
i s  a  S t a t e - l o c a l  t a x  u t i l i z a t i o n  index,  i n  which a  S t a t e  s c o r e s  " lOO%"u t i l i z a t i on  
i f  i ts  t a x  e f f o r t  equaled t h a t  o f  t h e  average of t h e  10 h i g h e s t  S t a t e s  u s ing  t h e  
persona l  income, gene ra l  r e t a i l  s a l e s  and p rope r ty  t axes ,  r e s p e c t i v e l y .  I n  a l l  
c a s e s ,  t a x  e f f o r t  i s  measured by t a x  c o l l e c t i o n s  expressed a s  a  percentage  of 
S t a t e  persona l  income. The u t i l i z a t i o n  r a t e s  f o r  t h e  S t a t e s  and t h e  D i s t r i c t  of 
Columbia a r e  summarized i n  t h e  fo l lowing  t a b l e :  

UTILIZATION RATES OF POTENTIAL STATE-LOCAL YIELD FROM PERSONAL 
INCOME, GENERAL SALES AND PROPERTY TAXES, 1966 

(Frequency D i s t r i b u t i o n  of S t a t e s )  

Combined Income, 
Percentage  Pe r sona l  General Sa l e s  and 

U t i l i z a t i o n  Income Sa l e s  Proper ty  Proper ty  

100% o r  more 8 7 4  
80% - 100% 3  8 14 
60% - 80% 6  13  13  
40% - 6 0% 8  10 16 
Less  than  40% 26 13  4  



TABLE 11.--STATE AND LOCAL TAX BURDEN, FOR SELECTED TAXES, BY STATE 

I n d e x  
( s t a t e  Amounts R e l a t e d  t o  U.S. Average)  

S t a t e  P e r s o n a l  S t a t e  G e n e r a l  Loca 1 G e n e r a l  
Income Tax S a l e s  Tax P r o p e r t y  Tax 

S t a t e  P e r s o n a l  S t a t e  G e n e r a l  L o c a l  G e n e r a l  
Income Tax, S a l e s  Tax, 

1 9 6 6 i 1  1/1/67?1 S t a t e  and Region 

Uni ted S t a t e s  

New England 
Maine 
New Hampshire 
Vermont 
Massachuse t t s  
Rhode I s l a n d  
Connec t i cu t  

Mideast  

Co New York 
w New J e r s e y  

Pennsylvania  
De lawa r e  
Maryland 
D i s t r i c t  o f  

Co lumbia 

Grea t  Lakes 
Michigan 
Ohio 
I n d i a n a  
I l l i n o i s  
Wisconsin 

P l a i n s  
Minnesota 
Iowa 
M i s s o u r i  
North  Dakota 



TABLE 11 (CONT ' D )  . - - STATE AND LOCAL TAX BURDEN, FOR SELECTED TAXES , BY STATE 

Index  
S t a t e  P e r s o n a l  S t a t e  G e n e r a l  L o c a l  G e n e r a l  ( S t a t e  Amounts R e l a t e d  t o  U.S. Average)  

S t a t e  Persona  1 S t a t e  Genera 1 Loca 1 Genera 1 Income Tax, 
196621 

S a l e s  Tax, 
1 /1/6721 S t a t e  and Region Income Tax S a l e s  Tax P r o p e r t y  Tax 

Uni ted  S t a t e s  

P l a i n s  (cont  ' d )  
South Dakota 
Nebraska 
Kansas 

S o u t h e a s t  
V i r g i n i a  
West V i r g i n i a  
Kentucky 
Tennessee 
North  Caro l ina  
South C a r o l i n a  
Georgia 
F l o r i d a  
Alabama 
M i s s i s s i p p i  
Lou is iana  
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 



TABLE 11 (CONCL1D).--STATE AND LOCAL TAX BURDEN, FOR SELECTED TAXES, BY STATE 

Index  
S t a t e  P e r s o n a l  S t a t e  Genera l  L o c a l  G e n e r a l  ( S t a t e  Amounts R e l a t e d  t o  U.S. Averape) 

Income T x ,  S a l e s  T  97 P r o p e r t y  Tax, S t a t e  Persona 1 S t a t e  G e n e r a l  L o c a l  G e n e r a l  
S t a t e  and Region 19662' 1/1/67- 1 9 6 2 1  Income Tax S a l e s  Tax P r o p e r t y  Tax 

Uni ted S t a t e s  1.7?$ $ 9621 1.4% 100 100  100 

F a r  West 
Washington - 
Oregon 3 . 5  
Nevada - 
C a l i f o r n i a  0.9 
Alaska 3 . 1  
Hawaii 3 . 0  

n .a .  = Data n o t  a v a i l a b l e .  

Co 
u1 - 1/ S t a t e  p e r s o n a l  income t a x  c o l l e c t i o n s  i n  1966 a s  a  p e r c e n t  o f  F e d e r a l  a d j u s t e d  g r o s s  income i n  1965. 

2 /  Est imated a v e r a g e  S t a t e  g e n e r a l  s a l e s  t a x  l i a b i l i t y  f o r  a  f a m i l y  o f  f o u r  w i t h  A G I  between $7,500 and  $8,000,  - 
January  1, 1967. 

31  Average e f f e c t i v e  r a t e  o f  l o c a l  g e n e r a l  p r o p e r t y  t a x  on l o c a l l y  a s s e s s e d  r e a l  p r o p e r t y ,  1962. - 
41 Weighted mean o f  t h e  33 S t a t e s ,  and t h e  D i s t r i c t  o f  Columbia imposing a  p e r s o n a l  income t a x  a s  o f  1 /1 /67 .  - 

Excluded from t h i s  t a b u l a t i o n  a r e  t h e  New Hampshire and Tennessee  f l a t  r a t e  t a x e s  on  i n t e r e s t  and d i v i d e n d s ,  
and t h e  New J e r s e y  "commuters t a x , "  which a p p l i e s  o n l y  t o  income e a r n e d  i n  New J e r s e y  by r e s i d e n t s  o f  New 
York. Michigan and Nebraska became p e r s o n a l  income t a x  S t a t e s  d u r i n g  1967. 

5 1  Ari thmet ic  mean o f  t h e  42 S t a t e s  and t h e  D i s t r i c t  o f  Columbia imposing a  g e n e r a l  s a l e s  t a x  a s  of  1 /1/67.  - 
Minnesota and Nebraska became s a l e s  t a x  S t a t e s  d u r i n g  1967. 

6 1  I n  a d d i t i o n  b u t  n o t  r e f l e c t e d  i n  t h e s e  d a t a ,  l o c a l  s a l e s  t a x e s  a r e  a u t h o r i z e d  and imposed by numerous l o c a l  - 
governments a t  r a t e s  r a n g i n g  between 11.2 p e r c e n t  and 3  p e r c e n t .  F o r  a d d i t i o n a l  d e t a i l  s e e ,  Advisory Commis- - - 

s i o n  on I n t e r g o v e r n m e n t a l  R e l a t i o n s ,  Tax o v e r l a p p i n g  i n  t h e  Uni ted  S t a t e s ,  S e l e c t e d  T a b l e s  Updated--A Supple -  
ment t o  Report  M- 23,  December 1966 and subsequen t  annua 1 Supplements .  

71 Local  s a l e s  t a x e s  a r e  l e v i e d  by a  number o f  m u n i c i p a l i t i e s .  - 
Source:  U.S. Bureau o f  t h e  Census ,  S t a t e  Tax C o l l e c t i o n s  i n  1966, and P r o p e r t y  T a x a t i o n  i n  1962 ( S t a t e  and  L o c a l  

Government S p e c i a l  S t u d i e s .  No. 4 7 ) .  November 1964; U.S. T r e a s u r y  Depar tment ,  I n t e r n a l  Revenue S e r v i c e ,  . . 
S t a t i s t i c s  o f  Income, 1ndi ; idual  Income Tax R e t u r n s ,  1965, and 1966 s t a t e  S a l e s  Tax T a b l e s ,  Document 
No. 5622. 



STATES P I T H  BROAD-BASED PERSONAL INCOME TAXES 



While no S t a t e  scored 100%, based on 1966 tax  c o l l e c t i o n s ,  Hawaii, 
Arizona, Utah, Ca l i fo rn ia ,  Colorado, Wyoming, New York and Wisconsin came c loses t - -  
over 80% out  of a poss ible  100% (Table D-2). As a r e s u l t  of recent S t a t e  t ax  
enactments t h a t  w i l l  be r e f l e c t e d  i n  c o l l e c t i o n  data  wi thin  a year o r  two, a num- 
ber of S ta tes  have mate r i a l ly  increased t h e i r  u t i l i z a t i o n  r a t e s  already (Table 
D-3). On the o the r  hand, Delaware, Virginia  and West Virginia  stood out as  the  
S ta tes  with the  g r e a t e s t  amount of untapped tax  p o t e n t i a l .  When compared to  the  
average of the  10 top S ta tes  i n  each of these th ree  major ca tegor ies ,  t h e i r  score  
indicated they had used up only 43 percent of t h e i r  s a l e s ,  income and property 
tax  p o t e n t i a l .  

It should be noted t h a t  property,  s a l e s  and income taxes ,  being general  
i n  character ,  tend to  be the  " l a s t  resor t"  type of taxes-- levies  t h a t  S ta tes  and 
l o c a l i t i e s  w i l l  use only a f t e r  they have f a i r l y  wel l  mined those revenue sources 
t h a t  a r e  l e s s  hazardous to  exploi t  from a p o l i t i c a l  s tandpoint .  For example, a  
S t a t e  can be expected to  maximize the  amount of taxes t h a t  i t  can "export" t o  
o ther  S ta tes  v i a  severance taxes on minerals o r  petroleum--a f a c t  t h a t  p a r t i a l l y  
explains Louis iana 's ,   exa as' and Oklahoma's, low rank on a " l a s t  r e so r t "  type of 
tax  u t i l i z a t i o n  index. Rela t ively  speaking, taxes on a lcoho l i c  beverages and 
c i g a r e t t e s  a l s o  r a t e  a s  revenue r a i s i n g  "easy marks1'--particularly c i g a r e t t e  
taxes s ince  the  hea l th  i s sue  has become prominent. 

However, with a l l  of these q u a l i f i c a t i o n s ,  the f a c t  remains t h a t  most 
S t a t e s  and many l o c a l  governments have not exhausted t h e i r  tax  p o t e n t i a l  by any 
means--a f a c t  which when considered i n  conjunction with the f luc tua t ing  f i s c a l  
for tunes  of the  National  Government and the deepening big c i t y  f i s c a l  c r i s i s  
described i n  Volume 2 of t h i s  r e p o r t ,  complicates any e f f o r t  t o  char t  an e f f i c i e n t  
pol icy  f o r  strengthening the  intergovernmental system. 

COMPENSATORY ACTION ON THE EXPENDITURE FRONT 

The accommodation of d iverse  l o c a l ,  S t a t e  and National ~ o l i t i c a l  objec- 
t i v e s  to  f i s c a l  c a p a b i l i t i e s  i s  most evident i n  the  intergovernmental "joining" 
of f i n a n c i a l  r e s p o n s i b i l i t y  a s  revealed i n  the expenditure aspects  of f i s c a l  
federalism. 

Upward Drift o f  Responsibility for 
Financing Functions 

Slowly, but  s t e a d i l y ,  the ju r i sd ic t ions  with superior f i s c a l  capab i l i -  
t i e s - - f i r s t  the  S t a t e s  and then the  National  Government--have assumed a l a rge r  
r e s p o n s i b i l i t y  f o r  f inancing the  Nation's  domestic programs. 

This f a c t  takes on spec ia l  s ignif icance  i n  view of the  r a t h e r  remarkable 
absolute  increase  i n  S t a t e  and l o c a l  government general  expenditures from $9 
b i l l i o n  i n  1942 t o  $83 b i l l i o n  i n  1966. Between 1942 and 1957, the re  was a small 
s h i f t  from l o c a l  t o  S t a t e  financing of genera l  government services :  the Federal 
Government's share remained f a i r l y  constant ,  j u s t  below 10 percent.  Since 1957, 
however, Federal  out lays  have increased sharply and the Federal  share rose  from 
9.5 percent t o  15.8 percent causing both the S t a t e  and l o c a l  contr ibut ions  t o  
s l i p  r e l a t i v e l y  (Fig. 6 ,  Table A-5). 



Growth in Federal Aid 

During the  pas t  decade, Federal  a i d  has become an increas ingly  important 
f ac to r  i n  the financing of services  provided by S t a t e  and l o c a l  governments. The 
$3 b i l l i o n  t o t a l  i n  f i s c a l  1956 represented about 10 percent of S t a t e  and l o c a l  
general  revenue. By 1966 it  had climbed t o  $13 b i l l i o n  and comprised about 16 
percent of S t a t e  and loca l  general  revenue. For f i s c a l  1967 the U.S. Bureau of 
the Budget es t imates  Federal a i d  a t  $15.4 b i l l i o n  o r  16 t o  17 percent of S t a t e  
and l o c a l  general  revenue, and with an estimated $17.4 b i l l i o n  of Federal  a i d  i n  
f i s c a l  1968, the percentage w i l l  probably go higher .8/ 

The i n t e r s t a t e  v a r i a t i o n  i n  the  re la t ionsh ip  of Federal a i d  to  S t a t e  and 
loca l  general  revenue i s  considerable. It ranges from 8.6 percent of general  
revenue i n  New York t o  44.4 percent i n  Alaska (Table 12). Alaska's S ta te - loca l  
general  revenue was only $127 mil l ion compared t o  ~ e w  York's $8.8 b i l l i o n ;  the 
a i d  amounted t o  $101 mil l ion f o r  Alaska and $832 mil l ion f o r  New York.ik 

The low income S t a t e s ,  p a r t i c u l a r l y  i n  the  South, a l s o  t a l l y  higher-than- 
average proportions of Federal  a i d  revenue. To some ex ten t ,  t h i s  r e f l e c t s  the 
equal iza t ion provisions i n  Federal  g ran t  programs, a s  well  a s  the  f a c t  t h a t  such 
S t a t e s  genera l ly  do not spend more on federally-aided programs than the absolute  
minimum needed t o  meet matching requirements. 

The equalizing e f f e c t  of Federal grants.--A c r i t i c a l  i s sue  i n  s t ruc tu r ing  
a system of Federal f inanc ia l  a i d  to  S t a t e  and l o c a l  governments i s  the  extent  
t o  which recognit ion i s  given t o  the  wide v a r i a t i o n s  i n  both f i s c a l  needs and 
f i s c a l  resources among the S t a t e s  and among the respect ive  l o c a l  governments. We 
have on previous occasions d e a l t  with severa l  aspects  of t h i s  d i f f i c u l t  problem. 
We d e a l t  with i t  a t  some length i n  the Comnission's e a r l i e r  r epor t  on The Role of 
Equalization i n  Federal    rants .?I We concluded on the b a s i s  of t h a t  examination 
t h a t  the r o l e  of equal iza t ion i n  the  system should be enhanced. Some of the 
grant- in-a id  programs enacted during the l a s t  two o r  th ree  years ,  p a r t i c u l a r l y  
those t h a t  focus on education and poverty,  move i n  t h i s  d i rec t ion.  

I n  a recent  study by the  Bureau of the Budget, Federal g ran t s  were 
found t o  have a d e f i n i t e  equalizing e f f e c t  provided the a typ ica l  j u r i s d i c t i o n s ,  
Alaska, Hawaii and the  D i s t r i c t  of Columbia, a r e  excluded.** This equal iza t ion 
finding can be a t t r i b u t e d  i n  p a r t  a t  l e a s t  t o  severa l  new grant- in-a id  programs 
i n  which caseload ra the r  than an e x p l i c i t  f i s c a l  capacity equal iza t ion f a c t o r  (per 
cap i t a  income) i s  used a s  the method of a l loca t ing  funds. For example, the Ele- 
mentary and Secondary Education Act has a n a t u r a l  or  "automatic" equal iza t ion 
e f f e c t  because i t  d i s t r i b u t e s  school funds t o  S t a t e s  on the b a s i s  of the  number 
of chi ldren from famil ies  below $2,000 income and number of chi ldren from famil ies  
receiving welfare benef i t s  under the  category of a i d  t o  famil ies  with dependent 
children.  

The espec ia l ly  large  amount of highway a i d  needed t o  meet the  high cos t  of 
road const ruct ion and the large  amount of shared Federal mineral leas ing revenue 
account fo r  Alaska's high percentage. Shared revenue from the leas ing of mineral ,  
grazing and f o r e s t  lands stands out  a s  an important Federal  a id  f a c t o r  f o r  most 
of the  Western Sta tes .  I n  Wyoming and Nevada, f o r  example, Federal  a i d  comprised 
37.8 and 25.5 percent of the general  revenue, respect ively .  

Jrk Excluding these a typ ica l  ju r i sd ic t ions  the Bureau study found t h a t  f o r  the 
year 1966 Federal  g ran t s  had an equal iza t ion power (cor re la t ion  c o e f f i c i e n t )  -of 

101  - .301.- 
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One cautionary no te  i s  necessary i n  in te rp re t ing  the equalizing e f f e c t  
of the present  g ran t  system. Equalization a s  described here ,  and i n  most anal-  
yses of Federal  g ran t  programs, measures d i f ferences  among S ta tes ;  it says noth- 
ing about equal iza t ion among p o l i t i c a l  subdivisions wi thin  S t a t e s - - d i s p a r i t i e s  
t h a t  i n  many cases a r e  f a r  g r e a t e r  than va r i a t ions  between S ta tes .  In  view of 
the importance of c i t i e s  and counties a s  the bas ic  u n i t s  f o r  r a i s ing  money and 
del iver ing se rv ices ,  i t  can be argued t h a t  the  need f o r  i n t e r l o c a l  equal iza t ion 
p a r t i c u l a r l y  wi thin  the  same metropolitan area  i s  more urgent. 

Growth in State Aid 

J u s t  a s  the Federal a i d  r o l e  i s  largely  determined by na t iona l  po l i cy ,  
the impact of S t a t e  a i d  on l o c a l  government i s  pr imar i ly  the r e s u l t  of S t a t e  
a t t i t u d e s  and po l i c i es .  The c r i t i c a l  pol icy  decisions involve the  general  l eve l  
of pub l i c  se rv ices ,  the  way publ ic  funds a r e  r a i s e d ,  and the d iv i s ion  of respon- 
s i b i l i t y  between the S t a t e  and i t s  loca l  governments. 

I n  f i s c a l  1966, the S t a t e s  d i s t r i b u t e d  about $16 b i l l i o n  t o  t h e i r  l o c a l i -  
t i e s ,  including Federal  a i d  channeled through the  S t a t e s ,  supplying on an average 
about 31 percent of loca l  general  revenue (Table 12). The re la t ionsh ip  of S t a t e  
a i d  t o  l o c a l  general  revenue which va r i ed  from a  low of 10 percent i n  New Hamp- 
s h i r e  t o  a  high of 52 percent i n  North Carolina,  i s  sumar ized  by the following 
tabula t ion:  

S t a t e  Aid a s  Percent of Number of 
Local General Revenue S t a t e s  

Less than 10% 
10% - 19.9% 
20% - 29.9% 
30% - 39.9% 
40% - 49.9% 
50% and over 

A r a t h e r  s t r i k i n g  regional  p a t t e r n  emerges from the S t a t e  a i d  data.  New 
England, with i t s  t r a d i t i o n  of strong l o c a l  government, keeps S t a t e  a i d  a t  a  min- 
imum, causing the l o c a l i t i e s  t o  r e l y  most heavily on loca l  property taxes t o  
f inance l o c a l  services .  There the S ta tes  provide 21 percent of l o c a l  general  
revenue, ranging from the aforementioned 10 percent i n  New Hampshire t o  24 percent 
i n  Massachusetts. By c o n t r a s t ,  the Southeastern S ta tes  provide 37 percent of 
l o c a l  general  revenue. Flor ida  suppl ies  the smallest  proportion,  27 percent ,  
and North Carolina the  h ighes t ,  52 percent.  

An ana lys i s  of i n t e r s t a t e  v a r i a t i o n s  i n  S t a t e  a i d  t o  l o c a l  government 
a l s o  reveals  t h a t  the S ta tes  which aided l o c a l  government l e a s t  were genera l ly  
those lacking one of the two tax work-horses--personal income and sa les - - in  t h e i r  
revenue system i n  1966. By region,  the  S t a t e s  were: 



TABLE 12.--PERCENTAGE RELATIONSHIP BETWEEN SELECTED ITEMS OF 
STATE AND LOCAL GOVERNMENT REVENUE, BY STATE, 1966 

Federal  Aid 
As a Percent  of 
S t a t e  and Local 
General Revenue 

S t a t e  Aid 
As a Percent  of 

Local 
General Revenue 

S t a t e  Taxes 
As a Percent  of 
S t a t e  and Local 

Taxes 

Property Taxes 
As a Percent  of 
S t a t e  and Local 

Taxes 

Local 
Nonproperty Taxes 

As a Percent  of 
Tota l  Local Taxes S t a t e  and Region 

United S t a t e s  

New England 
Maine 
New Hampshire 
Vernon t 
Massachusetts 
Rhode Is land 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Maryland 
D i s t r i c t  of Columbia 

Great Lakes 
Michigan 
Ohio 
Indiana 
I l l i n o i s  
Wisconsin 

P la ins  
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Vi rg in ia  
West Virginia  
Kentucky 
Tennessee 



TABLE 12 (co?;cL'D).--PERCESTAGE RELATIONSHIP BETWEEN SELECTED ITEMS OF 
STATE AND LOCAL GOVERNMENT REVENUE, BY STATE, 1966 

Federal Aid 
As a Percent  of 
S t a t e  and Local 

S t a t e  and Region Genera1 Revenue 

S t a t e  Aid 
As a Percent  of 

Local 
General Revenue 

S t a t e  Taxes 
As a Percent  of 
S t a t e  and Local 

Taxes 

Property Taxes 
A s  a Percent  of 
S t a t e  and Local 

Taxes 

Local 
Nonproperty Taxes 
As a Percent  of 

Tota l  Local Taxes 

United S t a t e s  15.8% 

Southeast (cont 'd) 
North Carolina 
South Carolina 
Georgia 
Florida 
Alabama 
Mississ ippi  
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far ~ e s  d/ 
Washington 
Oregon 
Nevada 
Cal ifornia  

Alaska 
Hawaii 

1/ Excluding Alaska and Hawaii. - 

Source: U.S. Bureau of  the Census, Governmental Finances i n  1965-66. 



New England -- Connecticut, Maine and New Hampshire 
Mideast -- New Jersey and Pennsylvania 
Great Lakes -- Illinois and Ohio 
Plains -- Nebraska* and South Dakota 
Southeast -- Florida and Virginia* 
Southwest -- Texas 
Rocky Mountain -- Montana 
Far West -- Nevada and Oregon 

The distribution of responsibility between the State and local govern- 
ments for the performance of governmental functions also explains some of the 
interstate differences in the relative importance of State aid in financing local 
government services. For example, State aid tends to be relatively larger in 
those States which lodge the responsibility for categorical public assistance 
programs with local government.** 

Public welfare programs (or the major portion of them) are administered 
at the local level in 15 States, with aid from the State and Federal Govern- 
ments.*** Because all Federal aid for public assistance goes initially to the 
States, State aid in those 15 States includes Federal monies channeled through 
the State treasury. Local public welfare administration explains in part why 
State aid looms larger in the local finance picture in North Carolina than in most 
of the other Southeastern States and in Massachusetts when compared with other 
New England States. 

State policy varies with respect to the expenditure strings attached to 
State aid to localities. Nationally, $1.3 billion, or about 8 percent of the to- 
tal State aid, was for such general "no strings" local government support in fis- 
cal 1966. Much of this was in the form of State sales or income taxes shared 
with localities either on a population basis or according to the place of collec- 
tion. Arizona, Hawaii, New Hampshire and TJisconsin distrihted more than 20 
percent of their State aid to localities without funct~onal strings (Table A-6). 

The Financing of State and Local Expenditures 
for Selected Functions 

Tracing expenditures back to their source--to the originating level of 
government--a clear picture emerges as to where responsibility for financing pub- 
lic services lies. 

Over the last quarter of a century, States have been gradually shoulder- 
ing a larger share of the overall State-local financial burden--44.3 percent in 
1942, 46.8 percent in 1957, 47.8 percent in 1966 (Table A-7). However, there is 
some interregional variation from this pattern. In New England, the State pro- 
portion rose sharply (from 37.9 to 49.9 percent) between 1942 and 1957 and then 

* Now impose both personal income and sales taxes. 

** Old Age Assistance, Aid to Families with Dependent Children, Aid to the Blind 
and Aid to the Permanently and Totally Disabled. 

*** California, Colorado, Indiana, Kansas, Maryland, Massachusetts, Nebraska, New 
Jersey, New York, North Carolina, Ohio, Virginia, Wisconsin and Wyoming. 



fell between 1957 and 1966, reflecting the trends in Connecticut and Massachu- 
setts. The Mideast, dominated by New York, showed a gradual rise in the propor- 
tion of State financing throughout the period as did the Rocky Mountain and Far 
West regions. In the Plains States the proportion of State financing declined 
gradually. These variations for the Nation as a whole and their historical trend 
are reflected in the following frequency distribution: 

State Financing 

Less than 40% 
40% - 44.9% 
45% - 45.9% 
50% - 54.9% 
55% - 59.9% 
60% and over 

Total 50 50 48 

Four functions--education, public welfare, health and hospitals and 
highways--lay claim to more than 70 percent of all State and local funds (Fig. 7) 
and to almost 90 percent of all Federal aid dollars. The following discussion 
deals with the intergovernmental assignment of responsibility for financing each 
of these functions. 

Education.--Public education is the costliest single State-local func- 
tion. The 1966 outlay of $33.3 billion accounted for two-fifths of total State 
and local general expenditure (Table A-8). Higher education (mainly for State 
operated institutions) accounted for $7.2 billion of the total educational out- 
lay and the remainder was for elementary and secondary education, including about 
$700 million for general State supervision of the public educational system. 

From a fiscal standpoint, State and local governments continue to domi- 
nate public education (Fig. 8). Federal funds financed about 9 percent of State 
and local educational expenditures in fiscal 1966." States and localities di- 
vided about equally the burden of financing the remaining 91 percent. The bulk 
of higher education financing falls on the States. Elementary and secondary 
education is a divided financial responsibility--with the States now "picking 
up" about 40 percent of the local school bill (Table A-9). 

Educational expenditures per capita and the State-local distribution of 
responsibility for raising funds varies widely from State-to-State. With a na- 
tional average per capita expenditure for total education of $170 in 1966, Mis- 
sissippi and South Carolina spent only $118, while Alaska, Utah and Wyoming each 
spent over $250 per capita. As a group, the Southeastern States were lowest in 
per capita spending for education, followed by New England. The Rocky Mountain 
States were highest, followed by the Far West. 

* It should be noted, however, that the fiscal 1966 data do not yet adequate- 
ly reflect significant increases in Federal aid resulting from the Elementary 
and Secondary Education Act, 
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Year to year changes in per capita educational outlays can be substan- 
tial--the national average jumped from $147 in 1965 to $170 in 1966. The volatil- 
ity in per capita educational expenditures often results in one State leap-frog- 
ging past several others when it supports education more generously. 

Per capita expenditure comparisons understate the effort on behalf of 
public education in these States with relatively large numbers of students in pri- 
vate and parochial schools. A comparison on the basis of per pupil public school 
expenditure strips out this private school factor. Even by this measure, the 
Southeastern States are lowest, averaging $390 per pupil in average daily atten- 
dance in 1966, compared with a national average of $532. The States ranged from 
$317 in Mississippi to $876 in New Pork. 

Significantly, the trend is toward increasing State responsibility for 
financing elementary and secondard education, a development that helps explain 
the increased number of States that impose both broad-based personal income and 
sales taxes. In 1942, 35 percent of all State and local expenditure for educa- 
tion other than for colleges and universities was financed from State funds. In 
1957, this proportion had moved to 38 percent, and by 1966 to more than 40 per 
cent. As a group, the Southeastern State governments financed the largest pro- 
portion in 1966--59 percent--and the New England States the smallest--22 percent. 

The division of responsibility between States and localities for finan- 
cing primary and secondard education is developing more similarity across the 
country. In New England--the region that has traditionally emphasized local 
responsibility for education--the trend is toward greater State financing involve- 
men t . 

New Jersey and New York present an interesting neighbor-State contrast 
in school financing trends. New Jersey paid only 16 percent of the local school 
bill in 1966, down from 23 percent in 1942. New Jersey's revenue system was 
characterized by the absence of broad-based taxes until a State sales tax came on 
the scene in 1966. New York financed half of the local school bill in 1966, up 
from 30 percent in 1942 and 38 percent in 1957--a reflection of a responsive 
State revenue system further diversified in 1965 by the enactment of a State sales 
tax. 

Public welfare.--Unlike education, the State and local public welfare 
function has been heavily supported from Federal funds since the Depression of 
the 1930's. In 1966, fully half of all State and local expenditure for public 
welfare was from Federal aid for categorical public assistance programs (Table 
A-10). In some of the Southern States, the National Government financed more 
than 70 percent (Fig. 9). 

Federal financing of State and local public welfare programs has grown 
since 1942. Although the national old age and survivors insurance system was 
expected to reduce drastically the need for State and local welfare programs, 
this has not occurred. The number of old age assistance recipients has indeed 
declined, but the number of beneficiaries of the program for aid to families with 
dependent children has been rising steadily, as have the benefit payments. This, 
together with increases in Federal matching has resulted in an increase in the 
Federal share from 30 percent of the cost in 1942 to 45 percent in 1957 and 53 
percent in 1966. 

The Federally-aided public assistance programs, initiated in the mid 
1930fs, were the first major effort at Federal-State cooperation in a functional 





area that up to that time had been left almost entirely to local governments. 
The substantial Federal financial involvement and the insistence that the States 
set up programs to handle the Federal funds led to substantial financial in- 
volvement on the'part of the State governments as well. Thus, over 75 percent of 
the non-Federal funds going into public wblfare came from State government 
sources in 1966. In 1942, the State portion had been 61 percent, and in 1957 it 
was about 72 percent. The preponderance of State financing is almost universal; 
only a handful of States finance less than half of the non-Federal costs 
(Fig. 9; table A-10). All of the non-Federal share is financed at the State 
level in Alaska, Hawaii and Washington (Table A-11). 

A recent study of public welfare points to the group of categorical 
assistance programs as illustrative of "cooperative federalism:" 

. . . Of all the important programs involving money payments 
to individuals, public assistance is most dependent on inter- 
action between governmental levels. If the goal of public 
relief in America were to show how federalism operates, the 

111 goal would be achieved.- 

Yet, as the author points out, the appalling range of benefit payments 
under the various programs provides a revealing commentary on its actual opera- 
tion. Per capita welfare expenditures varied in fiscal 1966 from a low of $14 
in Virginia to a high of $70 in Oklahoma, with a national average of $35. This 
substantial variation cannot be justified on the basis of measurable differences 
in need alone. Benefit payments for AFDC ranged in July 1966 from $7.90 in 
Mississippi to $50.83 in New York; and for OAA from $39.68 in Mississippi to 
$120.58 in New Hampshire; differences which far exceed the variations in the 
cost of living and relative need. More important are sharp differences in local 
attitudes toward the merit of various "relief" programs. There is no nationally 
established subsistence level below which assistance payments may not fall. The 
lower limit (a very low one) is established by the amount of monthly payment 
State and local government is willing and able to make to take advantage of the 
most favorable matching provisions of the Federal public assistance programs. 

Health and hospitals.--To a significant extent, responsibility for pro- 
viding different aspects of the "health and hospitals" function is divided among 
the three governmental levels. The construction and operation of Public Health 
Service hospitals and quarantine stations and hospitals and clinics of the 
Veterans Administration and the Bureau of Indian Affairs, and also the financing 
of a great deal of medical research are in the National Government's domain. 
Mental institutions, tuberculosis hospitals and specialized rehabilitation 
centers are operated at the State level. Many local governments construct and 
operate general hospitals and also underwrite the provision of general public 
health services with the States. State and local functional responsibilities 
are federally aided (Fig. 10; Table A-12). 

The $6 billion spent on health and hospital services and facilities by 
State and local governments was shared almost equally between the two levels in 
fiscal 1966 as it has been with little change over past years. Yet, the 
interstd~e variation in the-levelof expenditure for health and hospital ser- 
vices, as indicated by the per capita data in Table 8-12, is large, ranging from 
$11 in South Dakota to $80 in New York. 

There are also great differences from State to State in the way the 
financing responsibility is divided between State and local governments 
(Table A-13). For example, the percent of the non-Federal financing from State 
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funds in 1966 exceeded 90 percent in Delaware and North Dakota while in Nebraska, 
Georgia and Nevada the State. propprtion was one+third .or less, 

Highways.--With the initiation of a massive interstate highway system 
in 1956, Federal legislation established the National Government as a prime 
source of highway financing. By fiscal 1966, Federal aid provided one-third of 
the $12.8 billion spent by States and localities for road and street construction 
and maintenance (Fig. 11; Table A-14). Prior to establishment of the 90-10 in- 
terstate highway program, the 50-50 matching program for primary, secondary,and 
urban-extension highways (still in operation) furnished only 11 to 13 percent of 
State and local highway expenditure. 

About 70 percent of the non-Federal highway financing is paid by 
State governments, a pattern which is fairly uniform among the States, and one 
which has changed little over the years (Table A-15). A significant portion of 
the State highway expenditure is in the form of shared highway-user revenue with 
local governments. These "dedicated" intergovernmental transfers comprise 35 to 
40 percent of the funds available to local governments for streets and highways. 

There is, of course, interstate variation in the level of highway 
spending. With a national average of $65 per capita in 1966, the raqe was from 
less than $50 in New Jersey, Illinois and the Carolinas, to more than $140 in 
sparsely-settled Montana, Nevada and Wyoming. The ppoporfgon financed from 
Federal funds also varied, the higher proportions going generally to those 
States with the highest per capita costs. 

EXTENSIVE SEPARATION OF TAX SOURCES 

Although the "marble cake" analogy is useful in depicting the expendi- 
ture and functional side of our intergovernmental system, the revenue side of 
fiscal federalism resembles more closely the "layer cake," dominated by Federal 
income, State consumer and lwal property taxes (Table 13). Most striking is 
the polarity in income and property taxes--the former in the National Government 
domain and virtually the entire yield of the latter going to local governments 
(Fig. 12). In each instance, more than 90 percent of the total tax take from 
these two categories has traditionally gone either to the National Government or 
to the localities. 

The "separationM thesis is not as clear-cut in the case of consumer 
taxes. Actually, this group of taxes has been divided between the Federal 
Government and the States, the localities obtaining only a minor portion. Forty 
years ago, almost 70 percent of the consumer taxes (about half of them customs 
duties) went to the Federal Government and 29 percent to the States. Beginning 
in 1932, as the States moved rapidly into the general sales tax field, an area 
which the Federal Government has not entered, the distribution of consumer tax 
revenue shifted from the Federal to the State governments.g/ Also, the States 
have been increasing their general sales tax rates as well as their rates on se- 
lected excises such as those on tobacco products, alcoholic beverages and motor 
fuel. Further shifts can be expected as States continue to enact new and in- 
creased consumer taxes. 
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When viewed i n  the aggregate,  a s  i n  Table A-16, the American tax  sys- 
tem has undergone a dramatic s h i f t  from strong re l i ance  on property taxes ( a l -  
most t h r e e - f i f t h s  of a l l  tax  co l l ec t ions  i n  1913) t o  strong re l i ance  on income 
(almost t h r e e - f i f t h s  of a l l  taxes co l l ec ted  i n  1966). 

The s ignif icance  of t h i s  transformation f o r  f i s c a l  federalism i s  t o  be 
found i n  the  f a c t  t h a t  the  Federal  Government has u t i l i z e d  in tens ive ly  the  h ighly  
responsive income tax while the S t a t e s  and l o c a l i t i e s  have resor ted  t o  more in-  
tens ive  use of consumer and property l e v i e s  (second and t h i r d  r a t e  revenue pro- 
ducers). 

National Government Dominance in 
Income Taxation 

Extraordinary twentieth century p o l i t i c a l  circumstances a r e  pr imar i ly  
responsible f o r  the  National Government's domination of the income tax  f i e l d .  
When the  Federal  personal  income tax  was f i r s t  imposed i n  1913, r a t e s  were low 
and personal  exemptions high--a l i g h t  tax on the r e l a t i v e l y  few who were r i ch .  

World War I not only brought on a f i s c a l  c r i s i s ,  but created a body of 
p o l i t i c a l  agreement t h a t  enabled Congress to  r a i s e  t ax  r a t e s  higher than anyone 
an t i c ipa ted  a t  the time the Sixteenth Amendment was r a t i f i e d .  Between 1913 and 
1918, normal tax  r a t e s  rose from 1 t o  6 percent while the top su r t ax  r a t e  soared 
from 6 t o  65 percent.  The Federal  corporate income tax  r a t e s ,  supplemented by 
excess p r o f i t  t axes ,  a l s o  rose s t eep ly  during t h i s  f ive-year period. As a r e -  
s u l t ,  the Federal  individual  and corporate income taxes were transformed from 
i n s i g n i f i c a n t  t o  primary revenue producers--accounting fo r  hal f  of a l l  Federal  
r ece ip t s .  

C r i s i s  and consensus l e f t  i n  t h e i r  wake a powerful new revenue source 
and the  opportunity f o r  the  National  Governnent t o  provide per iodic  tax reduc- 
t i o n s  during the 192O1s-* By 1931, the highest  marginal r a t e  had dropped t o  25 
percent and the  lowest r a t e  was a mere 1.5 percent. 

The Great Depression of the e a r l y  1930's  again created a t ax  c r i s i s -  
consensus s i t u a t i o n  with e f f e c t i v e  p o l i t i c a l  support quickly mustered fo r  a 
s e r i e s  of t a x  increases  designed both t o  balance the  budget and e f f e c t  a 

r a d i c a l  r e d i s t r i b u t i o n  of income. While a policy c a l l i n g  fo r  higher taxes  dur- 
ing a period of sharp economic decl ine  f l i e s  i n  the  face of contemporary think- 
ing ,  i t  had strong p o l i t i c a l  appeal 30-odd years ago. After  four r a t e  increases ,  
the  top marginal r a t e  had climbed t o  79 percent by 1938. 

Hard on the  hee l s  of the Depression, World War I1 contributed t o  the  
f u r t h e r  build-up of the  Federal personal  income tax  a s  i t  l o s t  i t s  " r i ch  man's 
tax" connotation and assumed the  c h a r a c t e r i s t i c s  of a universa l  tax. People who 
never before had paid an income tax  joined the ranks of f i l e r s  and turned over a t  
l e a s t  23 percent of t h e i r  ne t  taxable income t o  the I n t e r n a l  Revenue Service. 
Between 1940 and 1944, the number of f i l e r s  increased from 15 t o  47 mill ion.  

J- While Federal income taxpayers received the  l i o n ' s  share of the  f i s c a l  d iv-  
idends,  the  National Government's favorable f i s c a l  posi t ion enabled i t  to  
s t rengthen the  S t a t e  t ax  system by allowing a c r e d i t  agains t  the Federal e s t a t e  
t a x  f o r  payment of S t a t e  death taxes.  



The introduction of withholding at the source made "mass" income taxation possi- 
ble by effectively spreading the payment of this relatively large tax throughout 
the year on a pay-as-you-earn basis. 

The political consensus triggered by Pearl Harbor permitted the 
National Government not only to expand the base, but also to push bracket rates 
to an all time high of 94 percent on incomes above $200,000. Corporate tax 
rates and excess profits levies were also raised to a new peak during World 
War 11. 

The net result of these developments is that the National Government 
possesses the revenue source most responsive to changes in the economy. And, 
because of the unparalleled recent expansion of the economy, the "automatic" 
growth characteristic of the personal income tax has endowed the Federal 
Government with a fiscal advantage compared to States and localities. Indeed, 
when the Federal Government deemed it necessary to bolster the economy and re- 
duced income tax rates conspicuously, Federal revenues dropped only temporarily. 
This attests to the marked responsiveness of the income tax. 

While two world wars and one great depression provided the National 
Government with an opportunity to construct an unrivaled revenue source, the 
basis for dramatic tax increase action--crisis and consensus--is ordinarily 
conspicuous by its absence at the State and local level. The demand for higher 
taxes to pay for teachers' salary hikes, more mental hospital beds, or larger 
welfare payments does not generate the same type of agreement within the body 
politic as did the mobilization of public dollars to wage shooting wars. 

State Income Tax Stalemate- 
Sales Tax Victory 

One of the criticisms directed at the States is that they have failed 
to exploit the full potential of the income tax. The plea on behalf of the 
States is that a variety of political, economic and fiscal factors conspire to 
thwart widespread State use of this tax. 

A State usually must reach a crisis situation before sufficient con- 
sensus can be mobilized in favor of a policy that calls for the imposition of 
a new tax on the public. It is in this context that "an old tax becomes a good 
tax." 

While in a few States constitutional limitations make adoption of a 
personal income tax difficult,E1 fears of interstate competition loom as a more 
important factor working against its wider State use. Opponents of progressive 
income taxation are quick to assert that wealthy residents will migrate and the 
State's tax image will become "tarnished." 

After analyzing all of the factors that have retarded the State in- 
dividual income, tax movement, the Advisory Commission, in its report on Federal- 
State Coordination of Personal Income Taxes, underscored the de rrent effect 

1k9 of intensive use of the income tax by the National Government:- 

. . . Heavy Federal use of the personal income tax, es- 
pecially since 1940, has been the single most important 
deterrent to its expanded use by the States. . . . It 
has enabled the opponents of State income taxation to win 
the day with the argument that the Federal Government has 



e f f e c t i v e l y  "pre-empted" t h i s  tax;  t h a t ,  the re fo re ,  S t a t e  
and l o c a l  governments must necessa r i ly  depend primarily on 
consumer, business,  and property taxes.  

I n  support of the  Commission's "deterrent"  t h e s i s ,  i t  should be noted t h a t  only 
f i v e  S ta tes  have enacted or  reenacted the income tax  i n  the  l a s t  30 years ,  while 
21 S t a t e s  have enacted the general  s a l e s  tax." Seven S t a t e s  have entered the  
general  s a l e s  tax  f i e l d  within the l a s t  two years: Idaho and New York i n  1965; 
Massachusetts, New Je r sey  and Virginia  i n  1966; and Minnesota and Nebraska i n  
1967. And, imposition of a  general  s a l e s  t ax  was very much a  l i v e  i s sue  I n  the  
1967 l e g i s l a t i v e  sess ions  of the s i x  S ta tes  s t i l l  without such a  tax.** 

While general  s a l e s  taxat ion has become v i r t u a l l y  universa l  a t  the  
S t a t e  l eve l  ( the  44 s a l e s  t ax  S ta tes  contain 98% of the Nat ion 's  population) 
only 35 S t a t e s  with 60% of the  population u t i l i z e  the personal income tax.  More 
over, most of the income tax  S t a t e s  make only an anemic use of t h i s  revenue 
source (see Fig. 5 ) .  

Heavy Local Reliance on the Property Tax 

Property taxat ion has been t r a d i t i o n a l l y  the mainstay of loca l  govern- 
ment t a x  systems. I n  1927, i t  was v i r t u a l l y  the  s o l e  source of l o c a l  t ax  
revenue--97 percent of the t o t a l .  This percentage has been whi t t led  down very 
gradually a s  some of the l a rge r  communities were ab le  t o  obta in  general  s a l e s  
and income taxes ,  and a s  some S t a t e s  authorized t h e i r  l o c a l  governments t o  "piggy- 
back" on t h e i r  S t a t e  general  s a l e s  taxes. Currently about seven-eighths of a l l  
l o c a l  t a x  revenue i s  derived from property (Table 14). I n t e r e s t i n g l y ,  t h i s  per- 
centage has held f a i r l y  constant  s ince  the  end of World War 11, although some 
decl ine  may soon occur a s  S t a t e  l e g i s l a t u r e s  become more concerned with the ever-  
r i s i n g  complaint tha t  property t a x  burdens a r e  reaching economic and p o l i t i c a l  
l i m i t s .  The f a c t  remains, however, t h a t  except fo r  munic ipa l i t i e s ,  property 
t axa t ion  i s  v i r t u a l l y  the  only source of loca l  tax revenue--93 percent f o r  
coun t i es ,  98 percent f o r  school d i s t r i c t s ,  and 95 percent f o r  townships and 
s p e c i a l  d i s t r i c t s  (Table 15). 

Authorization t o  levy l o c a l  nonproperty taxes i s  o f t en  an a l t e r n a t i v e  
t o  g rea te r  r e l i ance  on the  property tax. I n  nine S t a t e s  and the D i s t r i c t  of 
Columbia, such taxes provided 20 percent o r  more of loca l  t a x  revenue i n  1966-- 
genera l ly  S t a t e s  with l o c a l  s a l e s  tax  supplements o r  l o c a l  income taxes (see  
Table 1 2 ) .  

* I n  a  s t r i c t  sense the  1967 enactments i n  Nebraska and Michigan a r e  the 
f i r s t  bona f i d e  adoptions of a  S t a t e  personal income tax  s ince  1937 because the  
o the r  adoptions were: Alaska i n  1949 when i t  was a  Ter r i to ry ;  West Virginia  i n  
1961, a f t e r  having repealed an income tax  i n  1943; Indiana i n  1963, i n  connec- 
t i o n  with a  r e s t ruc tu r ing  of i t s  gross income tax.  New ~ e r s e y ' s  commuter income 
t a x  adopted i n  1961 cannot be considered a  general  income tax.  

The s i x  nonsales t ax  S ta tes  a r e  Alaska, De.laware, Montana, Oregon, 
New Hampshire and Vermont. 



Low Elasticity of State-Local Revenues 

Because S t a t e s  and l o c a l i t i e s  do not make in tens ive  use of the  personal 
income tax  with i t s  high degree of responsiveness t o  economic growth, they have 
had t o  seek r e l e n t l e s s l y  fo r  new tax  sources i n  order to  keep revenue y i e l d s  
abreas t  of s t e a d i l y  r i s i n g  budget requirements. While Sta te- local  budgets have 
been r i s i n g  a t  an annual r a t e  of about 8 percent,  the  na tu ra l  or automatic growth 
i n  the S ta te - loca l  tax  base has been l e s s  than 4 percent. This helps explain why 
during the  period 1959-1967, the S ta tes - - in  order t o  maintain balance between 
p o l i t i c a l l y  compelling expenditure demands and revenue resources--were forced t o  
take more than 200 act ions  t o  i n s t i t u t e  or  increase  major S t a t e  taxes (Table 16). 
Louisiana, which r e l i e s  heavily on severance-type taxes ,  s tands out  a s  the only 
S t a t e  t h a t  was able  to avoid increasing a t  l e a s t  one of the s i x  major taxes .  
A t  the l o c a l  l e v e l ,  property t ax  r a t e s  have climbed steadily--accounting f o r  a t  
l e a s t  ha l f  of the  $20 b i l l i o n  increase  reg i s t e red  by t h i s  t ax  during the  1946- 
1966 period. 

The intergovernmental f i s c a l  s ignif icance  of the  t a x  e l a s t i c i t y  concept 
("automatic growth") must be underscored because S t a t e s  and l o c a l i t i e s  r e l y  
heavily on l ev ies  (property and consumer taxes) t h a t  rank low compared t o  the 
Federal s t ruc tu re .  I n  c o n t r a s t ,  the  National Government makes in tens ive  use of 
the highly e l a s t i c  income tax  (Table 17). We have described the  concept of 
I1 e l a s t i c i t y "  elsewhere a s  follows :g/ 

Tax co l l ec t ions  r i s e  automatically whenever the  gross na- 
t i o n a l  product increases ,  and when the GNP decl ines  during 
a recess ion the y i e l d  of almost every t ax  s u f f e r s .  This r e -  
l a t ionsh ip  e x i s t s  because individuals '  incomes and consump- 
t i o n  expenditures, which a r e  the  sources of nearly a l l  t a x  
revenues, move i n  the  same d i rec t ion  a s  the  GNP. Apart from 
the  influence of t ax  enforcement, the amount of t ax  col lec-  
t i o n s ,  of course,  depends upon the s i z e  of the  base (consumer 
expenditures o r  income) and the t ax  r a t e :  r a t e  times base 
equals y ie ld .  

The y ie ld  of each t a x  responds d i f f e r e n t l y  t o  changes i n  
the  G N P ,  and the  concept t h a t  measures the  degree of auto- 
matic responsiveness i s  ca l l ed  income e l a s t i c i t y .  I f  an 
increase  of 10 percent i n  the  GNP i s  accompanied by a 10 
percent r i s e  i n  the proceeds of a pa r t i cu la r  t ax  (with no 
change i n  r a t e ) ,  the t a x  i s  sa id  t o  have a n  income e l a s -  
t i c i t y  of 1. I f  the percentage change i n  y ie ld  i s  l e s s  
than the  percentage change i n  the  GNP, the tax  i s  i n e l a s t i c  
( the r a t i o  of the percentage changes has a value of l e s s  
than 1 ) .  I f  the reverse  i s  t r u e  the t ax  i s  e l a s t i c  (income 
e l a s t i c i t y  i s  g rea te r  than 1 ) .  

The income e l a s t i c i t y  of every t a x  i s  determined by the re -  
sponsiveness of i t s  base t o  changes i n  the  gross na t iona l  
product. During 1964, f o r  example, the  GNP increased 6.6 
percent,  gasoline s a l e s  increased approximately 4 percent 
and consumer spending fo r  goods and services  rose  6.5 per- 
cent .  On the  bas is  of t h i s  information we would expect the 
i n c ~ e  e l a s t i c i t y  of a gasoline t a x  t o  be considerably l e s s  
than' t h a t  of a general  s a l e s  t ax ,  and t h i s  i s ,  i n  f a c t ,  the  
case.  When the  behavior of i t s  tax  base has been defined,  
the  income e l a s t i c i t y  of a consumption t ax  i s  explained. 





F i s c a l  
Year 

1927 
1932 
1934 
1936 
1938 

1940 
1942 
1944 
1946 
1948 

1950 
1952 
1953 
19 54 
1955 

1956 
1957 
1958 
1959 
1960 

1961 
1962 
1963 
1964 
1965 

1966 

TABLE 14 (CONCL 'D) . --LOCAL TAX COLLECTIONS, BY MAJOR SOURCE, 
SELECTED YEARS, 1927- 1966 

P e r c e n t  D i s t r i b u t i o n  
Nonproperty Taxes 

S a l e s  and 
P r o p e r t y  Gross Income A l l  Other  

T o t a l  Taxes T o t a l  R e c e i p t s  Taxes Taxes 

1/ Less  t h a n  0.5 p e r c e n t .  - 

Source: U.S. Bureau of t h e  Census,  H i s t o r i c a l  Summary of  Governmental F inances  
i n  t h e  Uni ted  S t a t e s  (1957 Census o f  Governments, Vol. I V ,  No. 3 ) ;  and 
Governmental F inances  ( a n n u a l l y  s i n c e  1958) .  





TABLE 16.--STATES INCREASING TAX RATES AND ENACTING NEW TAXES, SELECTED TAXES, 
1959-1967 

Personal 
Income 

Corporation 
Income 

Motor 
Fuel 

- 
XX 

XX 

X 

X 

X 
- 

XX 
- 
- 
- 
X 

X 
- 
X 

- 
- 
- 
- 
X 

X 
- 

XX 
3 / X- 

X 

X 

X 
- 
X 

X 

XX 

X 
- 
- 
X 

A1 coho 1 i c 
Beverage State Sales - 

X 
- 
X 
- 
X 

X 

X 
- 
- 
- 

X 

N 
XXX 

NL/ 
X 

X 

N 
- 
X 
- 

N 
X 

N 
X 

X 

- 
N 
- 
- 
N 

X 

N - 
XX 

X 

Cigarette 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

XXX 

X 

X 

X 

XX 

Colorado 
Connecticut 
Delaware 
Florida 
Georgia 

Nx 
XXX 

XX 

X 

X 

Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 

X 

XXX 

XXX 

XX 

XXXX 

X 

XXX 

X 
- 

XX 

Kansas 
Kentucky 
Louisiana 
Maine 
Mary land 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

X 

X 

XXX 

XX 

X 

- 
N 
XXX - 
- 

- 
N 
XXX 
- 
- 

Montana 
Nebraska 
Nevada 
N. Hampshire 
New Jersey 

- 
XX 

X 

XX 

XXX 

N. Mexico. 
New York 
N. ~arolina 
N. Dakota 
Ohio 



TABLE 16 (CONCL 'D) .--STATES INCREASING TAX RATES AND ENACTING NEW TAXES, 
SELECTED TAXES, 1959- 1967 

S t a t e  

Oklahoma 
Oregon 
Pennsylvania 
Rhode I s l a n d  
S. Caro l ina  

S. Dakota 
Tennessee 
Texas 
Utah 
Vermont 

V i r g i n i a  
Washing ton  
W. V i r g i n i a  
Wisconsin 
Wyoming 
D i s t r i c t  of 

Columbia 

Sa l e s  

- 
- 

XX 

XXX 

- 

X 
- 
N 

XX - 
N 

XXX 

X 

N 
XX 

X 

Personal  
Income 

- 
- 
- 
- 
X 

- 
- 
- 
X 

- 

- 
- 
N 

XXXX 

- 

X 

Corporat ion 
Income 

Note: Each x i n d i c a t e s  a t ax  i nc rease  enactment. 
N i n d i c a t e s  a new t ax .  

11 P a r t l y  r ep l aces  t h e  g ros s  income tax .  - 
21 "Commuter" income tax.  - 
31 Inc rease  i n  d i e s e l  f u e l  t ax  r a t e  only. - 

Ma t o r  
Fue 1 

- 
X 

X 

X 

- 

- 
,3/ 
- 
- 
- 

X 

XXX 

X 

X 

X 

X 

C i g a r e t t e  

XX 

N 
XX 

XX 

X 

XXX 

XX 

XX 

X 

XXX 

N 
XXX 

X 

XXX 

X 

X 

Alcohol ic  
Beverage 

N 
- 
X 

- 
X 

X 

XX 

X 

- 
- 

X 

X 

- 
XX 

4 1 X- 

XX 

41 Beer t ax  i nc rease  dec lared  u n c o n s t i t u t i o n a l  (1963). - 



TABLE 17. --GROSS NATIONAL 
MAJOR CATEGORIES OF 

PRODUCT ELASTICITIES OF THE 
STATE GENERAL REVENUE 

E l a s t i c i t y  Es t imates  
Revenue Source Low - 

Prope r ty  t axes  

Income t axes  
Ind iv idua l  
Corporate  

S a l e s  t axes  
General  
Motor f u e l  
Alcohol ic  beverages 
Tobacco 
P u b l i c  u t i l i t i e s  
Other 

Auto l i c e n s e  and r e g i s t r a t i o n  
Death and g i f t  t axes  
A l l  o t h e r  t axes  
Higher educa t ion  f e e s  
Hosp i t a l  f e e s  
Na tu ra l  resources  f e e s  
I n t e r e s t  ea rn ings  
Miscel laneous f ee s  and charges 

Medium High 

Source: Advisory Commission on Intergovernmental  Re l a t i ons ,  
Federa 1 -S t a t e  Coordinat ion of Persona 1 Income Taxes 
(ACIR,  Washington, 1965), p. 42. 



Polit ical  Vulnerability 

Under the most favorable circumstances there are formidable obstacles 
to increasing tax rates. "Tax policy changes have a special character because 
rate and structural changes usually are bread-and-butter or gut issues. They 
involve the allocation or reallocation of money in voters' pockets. In most 
political situations, this sets of a panic signal in legislative halls and 
anxiety in politicians ' hearts. cf Citizens have underscored this aversion by . 
defeating candidates for public office who venture to say candidly that higher 
taxes will be needed to support expenditure programs desired by the electorate. 
A classic example was furnished by Governor Orville Freeman of Minnesota. Accord- 
ing to Walter Heller, "he made a point of forthrightly telling the voters that 
there ain't no Santa Claus, that if they wanted the services, they would have to 
pay for them in hi her taxes. And after the election, he woke up not w 7  Gwernor. . . . - 

Recent political history is replete with such an eclipse of State 
political careers following tax actions. One investigator, who examined the 
fate of Governors attempting to succeed themselves or to run for higher office 
(U.S. Senator) in the 1958, 1960 and 1962 electi.ons, concluded that "incumbency, 
which in virtually every other electoral office in the lana, is an odds 'n ad- 
vantage for reelection, is a liability in the office of the governor."18q The 
foreshortened careers of aspiring politicians who take on the task of being a 
State Tax Commissioner or local assessor also bespeaks the political unpopularity 
of taxes. 

Occasionally, circumstances permit tax rate increases without threaten- 
ing political careers. For example, after the Surgeon General's report linking 
the incidence of cancer with cigarette smoking, cigarette tax rate increases 
were enacted largely without fear of an accompanying adverse voter reaction. 
State cigarette tax rates could be, and were, catapulted to higher levels. In 
1959, only two States imposed cigarette taxes of as much as 8 cents per pack. 
By 1967, 27 States had cigarette taxes of 8 cents or more per pack. Moreover-- 
except for tobacco-growing North Carolina--the States (Arizona, Colorado ard 
Oregon) that had not formerly taxed cigarettes enacted the tax, and in Oregon's 
case with direct approval of the voters. 

Ironically, the cigarette tax has one of the lowest growth potentials; 
an increase of 10 percent in the gross national product appears to raise ciga- 
rette tax collections only by 3 or 4 percent. Thus while higher cigarette tax 
collections helped States meet revenue needs, the help was short lived in most 
States. To cover their rising revenue requirements more adequately, States 
generally had to make more intensive use of other consumer-type levies. 

INTERSTATE COMPETITION FOR ECONOMIC GROWTH 

As they relate to economic development, State-local policies have 
taken on an activist character since World War 11. While States and localities 
are always concerned lest their taxes drive industry "out," this defensive 
psychology is now supplemented with aggressive tactics designed to bring in- 
dustry "in." Lively concern for economic growth is also manifested in the spread- 
ing use of industrial development bonds by localities to finance plants for lease 
to private industry. 



De-emphasis of Business Taxation 

The concern for creating a favorable tax climate for industrial de- 
velopment stands out as an important force working for reduced State and local 
reliance on strictly business-type levies. The contribution of business taxes 
to total State and local tax collections has declined slowly from 36 percent to 
30 percent between 1950 and 1965.s/ 

The reasoning behind the mounting con ern over the business tax com- 
petition issue has been described as  follow^:^^ 

This awareness of economic competitive effects has become 
much more acute in recent years. This is to be expected, 
for at least two reasons. First, the level of State and 
local taxes, relative to the size of the nation's economy, 
has increased sharply; tax differentials which were incon- 
sequential when the levels of taxation were low can be of 
real consequence now. Second, the various parts of the 
country have become more alike economically and thus firms 
have a wider range of choice in their locational decisions. 
In some cases, especially within metropolitan areas, tax dif- 
ferentials can be among the only significant differences. 
Moreover, a government concerned for economic development 
finds that tax policy is just about the only locational fac- 
tor which local decision-makers can affect. 

While other State and local taxes were rising, the desire for eco- 
nomic growth apparently imposed an inflexible ceiling on corporate tax rates-- 
an effective limit of 6 percent. In 1956, six States had corporate tax rates 
of 6 percent or more (well above the rate in most States) and did not permit 
Federal income tax payments as a deduction in arriving at income subject to 
State tax.* In the ensuing decade not one of these States increased its corpor- 
ate tax rate and Mississippi's rate was cut to 3 percent. Yet, as a group, they 
took 39 af f irmative tax increase actions : cigarettes-- 14 (including one nex 
adoption); sales--8 (including two new adoptions); alcoholic beverages--8; and 
personal income tax--9. Although New Jersey and Minnesota recently hiked cor- 
porate taxes, the actions came at the time a new broad-based sales tax was 
adopted and business was relieved of part of its personal property tax burden. 

In their efforts to attract rather than merely hold industry, States 
have formulated a variety of selective strategies designed to improve their tax 
image while holding to a minimun the potential revenue loss from business tax 
reduction. The Commission identified at least five varieties of selective 
business tax reduction policies in its recent report on State-Local Taxation and 
Industrial Location: -- 

1. Property tax exemption for new industry; 

2. Locally negotiated property tax concessions; 

3. "Freeport" laws to minimize personal property tax loads; 

4. Corporate income tax preferential write-off provisions; 

5. Special sales tax exemptions for purchases for "new 
industry . I t  



The fact that Delaware, New York and Pennsylvania do not tax tangible 
personal property spurred New Jersey into exempting inventories from -axation 
and taking over responsibility for assessing other forms of business personalty. 
Arizona, Connecticut, Michigan, Oregon and Wisconsin have all scaled down assess- 
ments on tangible personal property in recent years. Idaho, Maryland and 
Wyoming in 1967 adopted programs looking toward the eventual phase-out of the 
tax on inventories. Minnesota gives business the option of claiming exemption 
either for inventories or machinery and equipment. The difficulty of finding 
revenues to compensate local governments for the loss in personal property tax 
receipts retards similar action in other States.;k 

Although the States make relatively less use of business taxes now 
than they did 15 years ago, State tax practices have been subjected to increas- 
ingly critical attention by business. It has been particularly strident with 
respect to State methods of exacting taxes from the firms operating across 
State lines. In the light of the increasingly interdependent character of the 
economy, questions have been raised as to whether the country should continue 
to tolerate independent and varied State methods of exploiting the business tax 
field. The "Willis Subcommittee" issued a four-volume report proposing legisla- 
tion that initially called for a uniform national set of rules to govern State 
imposition of corporate income, sales and use, gross receipts, and capital stock 
taxes; leaving to the States only the most basic options--to tax or not--and the 

21/ rate determination.- 

Industrial Development Bond Financing 

Local governments in about 40 States are authorized to issue bonds to 
finance industrial plants for lease to private enterprise. This method of 
attracting industry is rapidly increasing, as is the size of individual local 
bond issues for this purpose. It is estimated that $1.3 billion worth of indus- 
trial development bonds was issued during 1967. Much of this debt has been 
issued by very small communities, with individual bond flotations running as 
high as $20 million, $50 million, and a few over $100 million. By the end of 
1967, local governments had outstanding some $2 billion of industrial develop- 
ment debt, mainly in the form of revenue bonds, the interest on which is exempt 
from Federal income taxes. 

In recent years, a number of abuses have been identified with industri- 
al development bond financing, often attracting unfavorable public notice to the 
detriment of the public's regard for local government administration, particular- 
ly for the financial administration of the localities which participate in the 
practice. Some communities have used industrial development bonds to finance 
enterprises in excess of their employment needs, and which impose demands for 
public services that they cannot supply without overburdening their taxpayers 
and saddling themselves with excessive contingent liabilities in the form of 
debt service on the bonds. 

The practice has been subject to other abuses: financing plants for 
national corporations with adequate credit resources; pirating established firms 
by one community from another; and enabling specially incorporated areas with 
relatively few residents to develop tax havens at the expense of neighboring com- 
munities. Abuse of the practice for private advantage tends to'reflect on the 
tax exemption of municipal securities generally and has brought forth a rising 
demand that Congress curb the practice by Federal legis1ation.g/ 

* Alaska, Massachusetts, Mississippi, North Carolina, Oregon a.nd Wisconsin. 



RESTRICTED STATE AND LOCAL BORROWING AUTHORITY 

The stringent legal constraints placed on the power of state legisla- 
tive bodies to borrow money illustrate dramatically a popular mistrust of Legis- 
lative judgment. This mistrust extends to local gove nrnents and hobbles the 

2 353 exercise of both their taxing and borrowing powers.- 

Broad legislative authority to borrow would enable States to partici- 
pate in Federal programs, but this power is usually circumscribed severely (Table 
A-17). Only nine States can be said to allow their legislatures to borrow with- 
out restraint as to amount: Connecticut, Delaware, Louisiana, Maryland, Massa- 
chuse tts , Minnesota, New Hampshire, Tennessee and Vermont. In the other cases, 
the amount the legislature may borrow is limited by the constitution, or by the 
requirement for electoral referendum approval or by both. 

Constitutional limitations on State borrowing were spawned by the fin- 
ancial difficulties encountered by numerous States prior to 1845, when they over- 
extended their debt position to finance internal improvements and were subse- 
quently forced to default. The constitutional restrictions were an effort to 
guard against repetition of these conditions. After 1900, however, growing pres- 
sure to construct public improvements led some State legislatures to look for 
ways of circumventing the constitutional borrowing restraints. This produced a 
trend toward use of revenue bonds, public corporations, lease-purchase agree- 
ments, and reimbursement obligations. State debt created by these devices is 
called nonguaranteed debt, since the States do not pledge their general funds to 
repay it (Table A-18). 

Use of nonguaranteed borrowing methods has had some inportant conse- 
quences. Since the State cannot pledge State credit or taxing pmer for bond 
retirement, it must pay higher interest rates. Moreover, in order to circumvent 
constitutional debt restrictions, States have to create special administrative 
organizations. In short, constitutional restrictions on general obligation bor- 
rowing can be evaded by nonguaranteed borrowing, but only at the expense of high- 
er costs and administrative complexity. 

LIMITED FEDERAL ACTION TO HARMONIZE THE 
INTERGOVERNMENTALTAXSYSTEM 

While the Federal, State, and local governments are free to exercise 
their separate taxing powers, constraints are necessarily imposed on them and 
especially on the Federal Government by virtue of the fact that taxes at all lev- 
els tend to converge on the same taxpayers. Currently, State and local taxes on 
property, income, motor fuels, and general sales taxes are deductible for Federal 
income tax purposes. In 1964, itemized State-local taxes amounting to $14 bil- 
lion appeared on 26.5 million Federal tax returns. Deductibility of State and 
local taxes for Federal tax purposes involves a substantial tax reduction bene- 
fit; one that grows yearly as taxes increase and more taxpayers itemize their 
deductions. Assuming an average write-off of approximately 25 percent, the 
"costt' of itemization to the Federal Treasury in terms of individual income tax 
revenue foregone amounted to an estimated $3.5 billion in 1966. 



The deductibility of State and local taxes for Federal income tax pur- 
poses is the most significant example of intergovernmental tax comity. Its pur- 
pose, however, is limited. It was seared into the original Federal Income Tax 
Act (1913) as protection against the possibility of income confiscation that 
might result from the uncoordinated exactions of Federal, State and local tax 
collectors. 

The deductibility provisions continue to perform this limited protec- 
tive function. Persons in the highest tax bracket are able to write off their 
State and local tax payments against their Federal liability at 70 cents on the 
dollar. Because the tax reduction benefit is a function of the marginal rate, 
the great mass of taxpayers in the 14 to 25 percent bracket receive relatively 
limited benefits from deductibility .s/ 

Only rarely has the National Government adopted a specific tax policy 
designed to reduce interstate tax competition. One instance occurred after World 
War I when Congressional consideration of the future of the Federal estate tax 
chanced to coincide with the advent of interstate tax competition for wealthy 
residents. One or two States had just begun to advertise immunity from death 
taxation in national journals. At least two had amended their constitutions to 
guarantee freedom from inheritance taxes to those who settled within their bor- 
ders. State leadership was quick to recognize that unchecked interstate tax 
competition practiced by a few States would quickly gpread to others and destroy 
this tax source for all of them. 

Heeding the plea of State leaders, Congress agreed to substitute tax 
reduction and a Federal tax credit for repeal of the tax. This fixed a floor 
under State death taxes which effectively deterred interstate competition for 
wealthy residents. Each State was left free to collect death taxes not in excess 
of 80 percent of the Federal tax liability without adding to the net burden of 
its residents. Every State except Nevada imposes a tax at least equal to the 
maximum Federal credit. Today the credit continues to serve as a floor under 
State tax liability and to this extent prevents competitive tax reduction. It 
does not, however, prevent wide variations in State liabilities above the credit. 

The States feel that their share of the yield of these taxes should be 
increased. Some are concerned because interstate tax differentials may intrude 
on decisions as to where people settle and do business; they would like a higher 
Federal tax credit to shelter their higher tax rates against interstate competi- 
tion. Tax practitioners and administrators are critical of the excessive tax 
complexity and interstate variety. Students of taxation lament that heterogene- 
ity mars the death tax structure's usefulness as an instrument of public policy. 

With these considerations in mind, the Advisory Commission recommended 
that the Congress liberalize the tax credit provisions contingent on State "pick- 
up" of the enlarged Federal tax credit and on State adoption of the estate tax 

25/ concept .- 
As State and local taxes mount and their regressive character cancels 

out less regressive Federal tax policies, the need for a more positive form of 
tax integration becomes more apparent (Appendix C). The Advisory Commission's 
recommendations calling for both larger estate tax credits and a partial personal 
income tax credit are offered as building blocks for a more positive tax coordin- 
ation approach to fiscal federalism. 



REGRESSIVE STATE AND LOCAL TAX SYSTEM 

State tax policymakers are constantly forced to reconcile the potential 
tax overburdens that can develop from excessive reliance on levies of a regres- 
sive character with the potential harm to their citizens that can result from 
short-changing public needs. 

The States have been especially sensitive to the regressivity issue 
in two specific areas: the local residential property tax, and the State and 
local general retail sales tax. 

The basis for this sensitivity is revealed in the distribution of the 
estimated State and local sales and property tax burden by adjusted gross income 
classes (Table 18). From the standpoint of ability to pay, the general sales 
tax in its unadulterated form is an upside down revenue measure. The burden 
(especially if food is taxed) declines as income rises. The property tax is 
even more regressive and is particularly burdensome to the low income homeowner 
or renter. (However, if the sales tax and the property tax are coupled with an 
income tax credit arrangement as discussed subsequently, their regressive aspects 
can be mitigated substantially.) 

Sales Tax Action 

From the very beginning of the State sales tax movement, that tax en- 
countered criticism because in concept at least, it applied to such necessities 
as food, clothing, shoes and drugs. While some States were able to counter this 
argument by pleading that the revenue would be spent on expenditures to help the 
poor, other States felt impelled to concede exemptions in order to obtain enact- 
ment. Fourteen States now exempt purchases of food for home consumption, and the 
District of Columbia taxes food at a preferential 1 percent rate whereas other 
sales are taxed at 3  percent. Twenty-one States provide complete or partial 
sales tax exemption for purchases of prescription drugs and medicine. 

Recent tax credit innovations for the State sales tax have almost 
squared the revenue circle--that of maximizing consumer tax yields while minim- 
izing the burden which these levies impose on low income families. Until recent- 
ly only the costly approach--that of exempting food and drugs--was used to mini- 
mize regressivity of the general sales tax. Such exemptions can cut sales tax 
collections by as much as 25 percent or more where tax enforcement is not effec- 
tive. 

Income Tax Credits for Sales Tax Payments 

In 1963 Indiana adopted personal income tax credits for food and drug 
tax payments with cash refunds for those persons with incomes either too low to 
take full advantage of the tax credit or with incomes below the filing require- 
ment. Under the Indiana system each person is granted an $8 sales tax credit. 
This figure is based on an "assumedrr food and drug purchase of $400 for each per- 
son multiplied by Indiana's 2 percent sales tax rate. Thus, a family of four is 
automatically entitled to a $32  reduction on its Indiana individual income tax or 
a cash refund of $32 if it has no State income tax liability. 

This "first generationfr Indiana type of flat rate tax credit helps on 
both the revenue and regressivity fronts. The income tax credit for sales tax 



TABLE 18.--ESTIMATED TAX BURDEN FOR SELECTED DIRECT PERSONAL TAXES, BY A G I  CLASS, 1964 

Adjusted Gross 
Income Class  

Under $2,000 
$2,000 - $2,999 
$3,000 - $3,999 
$4,000 - $4,999 

w 
N $5,000 - $5,999 
w 

$15,000 - $19,999 
$20,000 - $49,999 
$50,000 - $99,999 
$100,000 o r  more 

No adjus ted  gross  
income 

Tota l  

Number of 
Returns 

( thousands)  

Federa l  Adjusted Gross Income 
D i s t r i b u t i o n  

- Amount 
(mi l l i ons )  

$ 14,341 
15,530 
21,449 
26,875 
31,590 

35,143 
36,213 
32,850 
28,692 
78,291 

24,833 
34,505 
10,463 

7,437 

3 / 1,552- 

4 / 
396,660- 

(Cumulative from 
Lowest A G I  C la s s )  

Grossed-up A G I  Less an 
Allowance f o r  Dependents 

D i s t r i b u t i o n  

1 / Amount- 
(mi l l i ons )  

$ 11,174 
8,364 

12,888 
17,408 
21,266 

24,477 
26,291 
24,608 
22,283 
64,656 

22,041 
33,021 
10,999 
9,691 

3 / 
2,272- 

4 /  
306,893- 

(Cumulative from 
Lowest A G I  C la s s )  



TABLE 18 (CONT'D),--ESTIMATED TAX BURDEN FOR SELECTED DIRECT PERSONAL TAXES, BY A G I  CUSS, 1964 

Adjusted Gross 
Income Class  - 

Under $2,000 
$2,000 - $2,999 
$3,000 - $3,999 
$4,000 - $4,999 
$5,000 - $5,999 

+ 
N 
N $6,000 - $6,999 

$7,000 - $7,999 
$8,000 - $8,999 
$9,000 - $9,999 
$10,000 - $14,999 

$15,000 - $19,999 
$20,000 - $49,999 
$50,000 - $99,999 
$100,000 o r  more 

No adjus ted  gross 
income 

Tota l  

S t a t e  and Local General  Sa l e s  Taxes 
D i s t r i b u t i o n  A s  a Percent  of 

(Cumulative from Fede ra l  Grossed-up A G I  
Arnoun t Lowest AGZ Class )  A G I  Less Dependents 

(mi 11 ions  1 



TABLE 18 (cONCL'D) .--ESTIMATED TAX BURDEN FOR SELECTED DIRECT PERSONAL TAXES, BY A G I  CLASS, 1964 

Adjusted Gross 
Income Class 

Under $2,000 
$2,000 - $2,999 
$3,000 - $3,999 
$4,000 - $4,999 
$5,000 - $5,999 

$6,000 - $6,999 
$7,000 - $7,999 
$8,000 - $8,999 
$9,000 - $9,999 
$10,000 - $14,999 

w 
h) 
w $15,000 - $19,999 

$20,000 - $49,999 
$50,000 - $99,999 
$100,000 o r  more 

No adjusted gross 
income 

Total 

2/ 
S t a t e  and Local Property Taxes- 

Dis t r ibu t ion  A s  a Percent of 
(Cumulative from Federal  Grossed-up AGI 

Amount 
(mi l l ions)  

Lowest AGI Class)  AGI  Less Dependents 

n.a.  -- Data not ava i l ab le .  

1/ Grossed-up AGI Federal  adjus ted  gross  income plus: excludable c a p i t a l  gains ,  OASDI b e n e f i t s ,  and - 
excludable dividends; less c a p i t a l  l o s s  i n  excess of s t a t u t o r y  l i m i t a t i o n s .  

2/ Including an imputed r e s i d e n t i a l  property t ax  payment made by r e n t e r s .  - 
3/ Def ic i t ,  - 
4/ Adjusted gross income l e s s  d e f i c i t .  - 
Source: In te rna l  Revenue Service; S t a t i s t i c s  of Income, Individual  Income Tax Returns, 1964, and ACIR s t a f f  es-  

timates based on individual  income tax  re tu rns ,  1964, unpublished IRS t a b l e s  from 1963 re tu rns ,  and Sub- 
project  B, ( spec ia l  t abu la t ion  by Treasury Department) of BLS 1960-61 Consumer Expenditure Survey. 



payments definitely solves more administrative problems on the sales tax front 
than it creates on the income tax side. For example, the manager of a supermar- 
ket is not required to maintain two sets of sales records for tax exempt and tax- 
able items and State sales tax administrators are freed from the tedious task of 
auditing retail sales transactions for possible violations of the exemption pro- 
visions. It largely eliminates the expensive leakage problem. 

On the tax distribution side it can be readily seen that the flat rate 
credit converts the sales tax into a fairly proportional levy for the great mass 
of taxpayers in the lower and middle income brackets (Table 19). 

The "second generation" diminishing sales tax credits are more sophis- 
ticated instruments for pulling the regressive stinger from the general sales tax 
(Table 19). Hawaii pioneered this approach in 1965 with its credits for consumer- 
type taxes ranging from $18 per qualified exemption for taxpayers having a modif- 
ied adjusted gross income of less than $1,100 to $.45 per exemption for those 
with adjusted income of $6,300 or more, In 1967, Iowa came up with a vanishing 
sales tax credit against its State income tax liability. In this case the credit 
ranges from $12 for taxpayers having taxable income under $1,000 to no credit in 
those cases where taxable income exceeds $7,000 (Table 20). 

This vanishing type credit scores high from the standpoint of maximizing 
tax yield. It alss converts a regressive levy into a tax with some of the char- 
acteristics of a progressive revenue instrument (Table 19). 

Residential Property Tax Relief 

Although the value of the family residence served as a fairly good proxy 
of the ability to pay taxes in a rural society, total household income is a more 
precise measure of taxable capacity in our modern urban society. 

This is illustrated by the hardship that the payment of residential 
property taxes imposes on low income households in general and on elderly house- 
holders in particular. With retirement, the flow of income drops sharply and a 
yearly property tax bill of, say, $500 that once could be taken in stride becomes 
a disproportionate claim on the income of an elderly couple living on a pension 
of $1,500 a year. By the same token, if the flow of income falls sharply as a 
result of the death or physical disability of the breadwinner, or unemployment, 
then again payment of the residential property tax can become an extraordinary 
tax burden. 

The need for property tax relief for the elderly in particular is dram- 
atically understood by the finding of the Wisconsin Tax Department that in 1965 
over 5,000 elderly households were forced to turn over more than 20 percent of 
their total money income to the residential property tax collector. 

This Wisconsin study also revealed that there were 841 households headed 
by elderly persons that were paying out on the average 55 percent of all of their 
total money income to the local property tax collector. These householders were 
obliged to draw on their savings to pay this tax on shelter. Compared to the 
average family's property tax burden--3 to 4 percent of household income, this 
situation-not only violates the ability to pay principle, it produces a catastro- 
phic family expense situation (Table 21). 



TABLE 19.--ESTIMATED EFFECTIVE SALES TAX RATES FOR A 2 PERCENT SALES TAX 
UNDER ALTERNATIVE EXEMPTION PLANS, BY SELECTED INCOME CLASSES 

Average A l t e r n a t i v e  3 A l t e r n a t i v e  4 . 
~ n n u a i  A l t e r n a t i v e  1 A l t e r n a t i v e  2 $6 C r e d i t  pe r  Person Diminishing ~ r e d i & /  

Average Income No Exemption Exempting FOO&/ S a l e s  S a l e s  
Familv Af te r  S a l e s  E f f e c t i v e  S a l e s  E f f e c t i v e  Tax E f f e c t i v e  Tax E f f e c t i v e  

Income Class S i z e  Taxes Tax Rate Tax Rate (Af te r  C r e d i t )  Rate (Af te r  C r e d i t )  Rate  --- 
Under $1,000 1.2 $ 704 
$1,000 - $1,999 1.6 1,532 
$2,000 - $2,999 2.4 2,510 
$3,000 - $3,999 2.5 3,480 
$4,000 - $4,999 3.0 

w 
4,487 

N 

" $5,000 - $5,999 3.4 5,476 
$6,000 - $7,499 3.7 6,700 
$7,500 - $9,999 4.0 8,557 
$10,000 - $14,999 4.3 11,510 
$15,000 and over 3.7 21,567 

11 Food prepared i n  the  home. - 
21 Diminishing c r e d i t  per  person equal  to :  $10 i f  average annual  income a f t e r  t axes  i s  l e s s  than $2,000; $8 i f  between $2,000 and - 

$3,999; $6 between $4,000 and $7,499; $4 between $7,500 and $9,999; $2 between $10,000 and $14,999; no c r e d i t  i f  income i s  $15,000 
o r  over. 

Source: Analysis o f  a l t e r n a t i v e  s a l e s  t a x  exemption p lans  prepared f o r  the  Ind iana  Senate  Finance Committee by Charles  F. Bonser,  
Resident D i r e c t o r ,  Commission on S t a t e  Tax and Financing P o l i c y ,  January 18 ,  1965. 



TABLE 20.--STATE USE OF POSITIVE AND NEGATIVE PERSONAL INCOME TAX CRETITS TO MINIMIZE OR OFFSET 
THE REGRESSIVITY OF SALES AND PROPERTY T A X E S ~ /  

Year 
Adopted 

1965 

1965 

1963 

1967 

1966 

19675/ 

19676/ 

196781 

S t a t e  Type of Credi t  Amount of Cred i t  Adminis t ra t ive  Procedure 

Ch. 138, Ar t .  1 (Secs.  138-1- 
18 and 138-1-19 added by H.B. 
1119, laws 1965, e f f e c t i v e  
6 /1/65)  

Colorado For s a l e s  t ax  
paid on food 

$7 per personal  
exemption (exclu-  
s i v e  of age and 
bl indness)  

Cred i t  t o  be claimed on income t ax  r e t u r n s .  For r e s i d e n t  
i nd iv idua l s  wi thout  t axab l e  income a  refund w i l l  be 
granted on such forms o r  r e t u r n s  f o r  refund a s  p r e sc r ibed  
by t h e  D i r ec to r  of Revenue. 

The d i r e c t o r  of t axa t i on  s h a l l  prepare  and p re sc r ibe  the  
app rop r i a t e  form o r  forms t o  be used by taxpayers i n  f i l -  
i ng  c la ims f o r  t ax  c r e d i t s .  The form s h a l l  be made an 
i n t e g r a l  p a r t  of the  i nd iv idua l  ne t  income tax  r e t u r n .  
I n  t he  event the  s a l e s  tax c r e d i t s  exceed the  amount of 
the  income tax  payments due ,  t he  excess of c r e d i t s  over 
payments due s h a l l  be refunded t o  the taxpayer.  

Hawaii For consumer- 
type taxes 

Var ies  based on 
income21 

Ch. 121 (Secs. 121-12-1 and 
121-12-2 added by Act 155 
laws 1965) 

For s a l e s  tax  
paid on food 
and prescr ip-  
t i o n  drugs 

$8 per personal  
exemption (exclu-  
s i v e  of age and 
b l i ndnes s )  

Ch. 50 (Ch. 30,  Sec. 6d added 
by H.B. 1226, laws 1963, 1 s t  
sp .  s e s s . ,  e f f e c t i v e  4/20/63) 

Cred i t  t o  be claimed on income tax  r e tu rns .  I f  an i nd i -  
v idua l  i s  not  o therwise  required  t o  f i l e  a  r e t u r n ,  he may 
ob t a in  a  refund by f i l i n g  a  r e t u r n ,  completing such r e -  
t u r n  i n so fa r  a s  may be a p p l i c a b l e ,  and claiming such r e -  
fund. 

Indiana 

For s a l e s  tax  
paid 

Var i e s  based on 
incomeJ/ 

Ch. 422 (Sec. 18 added by 
H.B. 702, laws 1967) 

Tax c r e d i t  o r  refund t o  be claimed on income t ax  r e tu rn .  
I f  an i nd iv idua l  i s  not o therwise  required  to  f i l e  a r e -  
t u r n ,  he  may ob t a in  a  refund by fu rn i sh ing  the department 
of  revenue wi th  proof of h i s  Eaxable income and the  num- 
ber  of h i s  personal  exemptions. 

Iowa 

r 
N m 

$4 f o r  taxpayer ,  
$4 f o r  spouse ,  i f  
any, and $8 f o r  
each q u a l i f i e d  
dependen&/ 

Ch. 62 (Sec. 6b added by Ch. 
1 4 ,  Acts 1966) 

Same a s  Indiana  For consumer- 
type taxes 

Massachusetts 

Va r i e s  with i n -  
come from 75% t o  
10% of p rope r ty  
t ax  o r  equ iva l en t  
r en t  not  t o  ex- 
ceed $300 (maximum 
c r e d i t ,  $225) 

Ch. 32 (H.B. 27) ,  Art.  V I  Tax c r e d i t  o r  refund to  be claimed on income tax  r e tu rn .  
Department of Taxat ion s h a l l  make a v a i l a b l e  a  s epa ra t e  
schedule  f o r  informat ion necessary  t o  admin i s t r a t i on  of 
t h i s  s ec t i on  and the  schedule s h a l l  be a t t ached  and f i l e d  
wi th  the  income tax  r e t u r n .  Cash refund granted i f  prop- 
e r t y  tax  c r e d i t  exceeds S t a t e  personal  income tax  l i a -  
b i l i t y .  

For senior  
c i t i z e n  home- 
s tead r e l i e f  

Minnesota 

3.75% of t he  
t o t a l  amount paid  
by c la imant  a s  
r e n t ,  no t  t o  ex- 
ceed $45?/ 

Ch. 32 (H.R.  27) ,  Ar t .  XVII Same a s  above. Tax r e l i e f  
f o r  r en t e r s  

$7 per personal  
exemption (exclu-  
s i v e  of age and 
bl indness)  

H.B. 377, laws 1967 Cred i t  t o  be claimed on income tax r e t u r n s .  Refund w i l l  
be allowed t o  the  ex t en t  t h a t  c r e d i t  exceeds income tax  
payable but  no refund w i l l  be made f o r  l e s s  than $2. 

Nebraska For s a l e s  tax  
paid on food 



TABLE 20 (CONCLID).--STATE USE OF POSITIVE AM) NEGATIVE PERSONAL INCOME T CREDITS TO MINIMIZE OR OFFSET 
T m  mREssIvITY OF SALES A m  PRomRTY TAxEi8 

Year 
S t a t e  Type of Cred i t  Adopted Amount of Cred i t  Law Adminis t ra t ive  Procedure 

Wisconsin For senior  1963 V a r i e s ,  based on Ch. 71 (Sec . i1 .09(7))  added Tax c r e d i t  o r  refund t o  be claimed on income t ax  r e t u r n .  
c i t i z e n  home- income and amount by Ch. 566 (A..B. 301) e f f ec -  The department of t axa t i on  s h a l l  make a v a i l a b l e  a  separ-  
s tead t ax  r e -  of proper ty  t ax  t i v e  6/10/64. Ch. 580 (A.B. a t e  schedule which s h a l l  c a l l  f o r  t he  informat ion neces- 
l i e f  - o r  r e n t a l  payment 907) repealed  and r e - c r ea t ed  sary  t o  adminis ter ing t h i s  s e c t i o n  and such schedule  

Sec. 7109(7) e f f e c t i v e  Dec. s h a l l  be a t t ached  t o  and f i l e d  wi th  the  Wisconsin income 
19, 1964 tax  form. Cash refund g ran t ed  i f  proper ty  t ax  c r e d i t  ex- 

ceeds s t a t e  personal  income t ax  due. 

I /  I f  a  taxpayer has no s t a t e  personal  income t ax  l i a b i l i t y  o r  a  t ax  l i a b i l i t y  i n s u f f i c i e n t  t o  absorb  t he  e n t i r e  c r e d i t  ( a  nega t ive  t a x  c r e d i t  s i t u a t i o n )  he  i s  en- - 
t i t l e d  t o  the  appropr ia te  cash  refund. I f  t h e  t axpaye r ' s  s t a t e  pe r sona l  l i a b i l i t y  is  equal  t o  or  g r e a t e r  than t h e  t ax  c r e d i t ,  h i s  pe r sona l  income t ax  l i a b i l i t y  i s  
reduced by the amount of t he  c r e d i t  ( a  p o s i t i v e  t ax  c r e d i t  s i t u a t i o n ) .  

2 /  The c r e d i t s  f o r  consumer-type taxes  a r e  based on "modified ad jus t ed  g ros s  income" ( r e g u l a r  taxable  income p lus  exempt income such a s  s o c i a l  s e c u r i t y  b e n e f i t s ,  l i f e  - 
insurance proceeds, e t c . )  and range from $18 per  q u a l i f i e d  exemption f o r  taxpayers  having a  modified ad jus t ed  g ros s  income of l e s s  than $1,100 t o  456 pe r  exemption 
where such income i s  $6,300 o r  more. 

3 /  Ranges from $12 per q u a l i f i e d  exemption f o r  taxpayers  having t axab l e  income under $1,000 t o  $0 where such income i s  over  $7,000. - 

4 /  Credi ts  a r e  only allowed i f  t o t a l  taxable  income of taxpayer and spouse, i f  any, does no t  exceed $5,000 f o r  t h e  t axab l e  yea r .  - 
5/ Applicable t o  property t axes  accrued i n  1967 and subsequent yea r s .  C red i t  may be claimed on 1967 income t ax  r e t u r n  and t h e r e a f t e r .  

U 

6 /  Applicable t o  r en t  paid i n  1968 and t h e r e a f t e r .  C red i t  may be claimed on 1968 income t ax  r e t u r n  and t h e r e a f t e r .  - 

I /  Elder ly  may choose t h i s  r e l i e f  o r  s en io r  c i t i z e n  r e l i e f  but  no t  both .  

8 /  Applicable to  taxes  due on 1968 income and t h e r e a f t e r .  - 



The ~ a $ % ~ f o r  property t a x  r e l i e f  f o r  t he  aged poor has been made i n  
fol lowing terms:- 

For many years  governments have provided so -ca l l ed  "old f o l k s  
homes1' a t  publ ic  expense f o r  the  needy aged. Some he lp  f o r  
those who a r e  equa l ly  needy but  p r e f e r  a  n o n - i n s t i t u t i o n a l  way 
of l i f e  only extends t h i s  pa t t e rn .  Poor e l d e r l y  homeowners a r e  
not an ob jec t  of misplaced sympathy. They may be r e c i p i e n t s  
of small  f ixed  incomes deple ted  by i n f l a t i o n  and supplemented, 
perhaps inadequately i f  a t  a l l ,  by s o c i a l  s e c u r i t y  payments. 
Thei r  demands f o r  housing may be pecu l i a r ly  i n e l a s t i c  because 
of i n e r t i a  and sent imenta l  attachment t o  family property.  
Housing o f t e n  i s  an e s p e c i a l l y  important item i n  t h e i r  budgets. 
This  makes them e s p e c i a l l y  vulnerable  t o  a  r i s i n g  proper ty  t ax .  
Thus i t  i s  a  cons tant  concern, and they respond wi th  avid  oppo- 
s i t i o n  t o  every new bond i s s u e  and boost  i n  the  genera l  proper- 
t y  t a x  r a t e  however mer i tor ious .  

Property Tax Relief Provisions 

An a f f l u e n t  s o c i e t y  i s  under o b l i g a t i o n  t o  so  ar range  i t s  publ ic  f i n -  
ances t h a t  i t  i s  a b l e  t o  f inance  i t s  pub l i c  s e r v i c e s  wi thout  fo rc ing  low income 
households through the  proper ty  t a x  wringer. Inc reas ing  r ecogn i t ion  of t h i s  ob- 
l i g a t i o n  i s  r e f l e c t e d  i n  t h e  growing body of  S t a t e  proper ty  t a x  r e l i e f  l e g i s l a -  
t i o n .  

Tax r e l i e f  provis ions  designed t o  cushion t h e  e f f e c t  of  r i s i n g  proper ty  
t a x  l e v i e s  on t h e  e l d e r l y  had been enacted i n  s ix  S t a t e s  and considered i n  another  
25 S t a t e s  by 1965.271 Spec i f i c  new r e l i e f  proposals  were made i n  1967 by t h e  
Governors o f  Connecticut ,  Iowa, Kansas, Minnesota and Ohio. 

The Wisconsin plasL.--The most no tab le  at tempt t o  temper the  r e g r e s s i v -  
i t y  of t he  proper ty  t a x  can be found i n  Wisconsin 's  1964 t a x  c r e d i t  p lan  t h a t  
provides s u b s t a n t i a l  proper ty  tax r e l i e f  t o  low income e l d e r l y  persons--both home- 
owners and r e n t e r s  meeting s p e c i f i e d  income c r i t e r i a .  E s s e n t i a l l y ,  t h e  Wisconsin 
l e g i s l a t u r e  took t h e  p o s i t i o n  t h a t  i f  a n  e l d e r l y  householder had t o  t u r n  over more 
than  5 percent  of h i s  t o t a l  income t o  t h e  r e s i d e n t i a l  proper ty  t a x  c o l l e c t o r  he  
w a s  confronted wi th  an ex t r ao rd ina ry  burden. Accordingly i t  provided t h a t  t h e  
amount i n  excess of  5 percent  be e i t h e r  refunded by t h e  S t a t e  t o  t h e  proper'ty 
owner o r  appl ied  a s  a d i r e c t  c r e d i t  a g a i n s t  h i s  S t a t e  income t a x  l i a b i l i t y . % /  

The Wisconsin o l d  age homestead r e l i e f  program i s  f inanced s o l e l y  from 
S t a t e  funds and administered by t h e  Income Tax Divis ion  o f  t h e  Wisconsin S t a t e  
Tax Department. The S t a t e ,  no t  t he  l o c a l  government, provides t h e  proper ty  t a x  
r e l i e f  which c u r r e n t l y  approximates $5 mi l l i on - - l e s s  than one percent  of  t h e  annu- 
a l  proper ty  t a x  t ake  i n  t h a t  S t a t e - - to  approximately 60,000 b e n e f i c i a r i e s .  

This  r e l a t i v e l y  modest ou t l ay  can be t r aced  d i r e c t l y  t o  t h e  t i g h t  defen- 
s e s  b u i l t  i n t o  the  law. Proper ty  t a x  r e l i e f  i s  extended only  t o  low income house- 
holds-- those w i t h  incomes below $3,500 and i n  no case  can the  r e b a t e  exceed $300. 

The a c t u a l  r e l i e f  comes i n  t h e  form of p o s i t i v e  and negat ive  t a x  c r e d i t s  
a g a i n s t  t h e  Wisconsin personal  income t a x ,  w i t h  t h e  e l d e r l y  permi t ted  t o  c r e d i t  
excess ive  l o c a l  proper ty  t a x  payments ( e s s e n t i a l l y  over 5  percent  of  household 
income) a g a i n s t  t h e i r  S t a t e  income t a x  l i a b i l i t y .  E lde r ly  r e n t e r s  a r e  granted  
t h i s  r e l i e f  a l s o  f o r  i t  i s  assumed t h a t  25 percent  of  t h e i r  s h e l t e r  payments go 



TABLE 21.--PROPERTY TAX PAYMENTSLJ AS A 
INCOME OF LOW INCOME ELDERLY I N  

PERCENTAGE OF HOUSEHOLD 
WISCONSIN, 1965 

Household Number of Household 
Income Class  Households ~ncom&/ 

-----( thousands)------  

Proper ty  Tax Pa id  
As a  Percent  of  

Amount Household Income 

T o t a l  33,418 53,518.3 6,754.9 

1/ Renters  a r e  allowed t o  claim 25 pe rcen t  of g ros s  r e n t  a s  t he  equ iva l en t  of  - 
t he  p rope r ty  tax  payment. 

21 Household income inc ludes  s o c i a l  s e c u r i t y  and ve t e r ans  ' payments, r a i l r o a d  - 
r e t i r emen t  and o t h e r  pension and annu i ty  b e n e f i t s ,  i n t e r e s t  on s e c u r i t i e s  of 
t he  United S t a t e s ,  workmen's compensation, l o s s  of time insurance ,  alimony 
and support  money, cash pub l i c  a s s i s t a n c e  and r e l i e f ,  n e t  income from ou t -o f -  
S t a t e  bus iness  o r  proper ty .  

Source: Wisconsin Tax Department, Spec i a l  Tabula t ion .  



into property taxes. Because the great majority of the beneficiaries have little 
or no Wisconsin income tax liability, they have in effect a ne~ative tax credit 
and are entitled to a cash rebate. 

This positive-negative tax credit approach is tailor-made to come to 
the relief of the low income persons who ordinarily receive no tax relief under 
present Federal and State income tax provisions that permit deduction of certain 
State and local tax payments from adjusted gross income. 

If all 50 States followed Wisconsin's lead (Minnesota adopted a similar 
program in 1967), the action would go a long way toward eliminating one of the, 
harshest features of our domestic tax system. For a cost of approximately $400 
million, the States could "rifle in" homestead tax relief for all low income 
households--not just those headed by elderly persons. This estimate looks modest 
when compared to the estimated $2.3 billion revenue loss currently sustained by 
the U.S. Treasury in extending preferential tax treatment to the elderly, much of 
which can be traced to tax reduction benefits accorded to middle and upper income 
elderly through the operation of a double exemption and retirement income provis- 
ions. 

In sharp contrast, the residential property tax relief described here 
goes to those who need it the most--to householders and renters carrying exces- 
sive residential property tax loads in relation to their limited household in- 
come. 

Two arguments are often advanced for justifying State inaction on the 
tax equity front. First, there is the argument that as long as Uncle Sam pursues 
a highly progressive income tax policy this fact in itself compensates for the 
regressive State and local tax situation. More recently, regressive State and 
local expenditures tend to be "pro poor." Thus, the poor are alleged to be the 
major beneficiaries of regressive tax policies. These "offset" arguments only 
make good sense if there is both a high degree of congruity between Federal, 
State, and local tax policies and between tax burden and expenditure outlay pat- 
terns. A close look at the real world clearly reveals that congruence is more 
apparent than real. The elderly lady living on a $1,500 pension and paying a 
$300 tax on her residence, most of which goes for public education, can hardly 
take comfort in this form of tax-benefit logic--or in the fact that the rich are 
required to turn over a substantial percentage of their income to the Federal 
income tax collector. 

The important thing, however, is to create political acceptance of the 
idea that an affluent society can afford to be "pro poor" in both its tax and 
expenditure practices. At the very least, a wealthy nation should be willing to 
pay the modest cost of a circuit-breaker system designed to protect low income 
families from tax overloads. 

THE STATE SALES-INCOME TAX MOVEMENT 

Unremitting expenditure needs at the State and local level, the need 
to keep State tax rates competitive, basic changes in tax philosophy, and signi- 
ficant tax credit innovations have all combined to propel the majority of the 
States into the dual consumption-income tax movement. The use of both broadly- 
based sales and personal income taxes is in fact becoming the standard by which 
State tax effort is judged. 



State Tax Trends 

A review of State tax trends suggests the gradual but inexorable 
build-up of forces pushing States toward greater utilization of both general 
sales and personal income taxes. Prior to 1930, a few pioneering States such as 
Wisconsin, Massachusetts, and New York had transformed the personal income tax 
into a going administrative concern, but for all practical purposes the general 
retail sales tax had yet to be "discovered." 

The revolutionary impact of the Depression on State and local revenue 
systems created a fiscal crisis of such magnitude that it left in its wake 16 
States levying both a general sales tax and a personal income tax. Between 1938 
and 1960, however, only three States joined the dual tax ranks--Maryland in 1947, 
Georgia and South Carolina in 1951. 

More recent trends reveal excessive pressures on State tax systems. 
During the last seven years, Kentucky, Wisconsin, Idaho, Massachusetts, New York, 
Virginia, Minnesota, Michigan, West Virginia and Indiana have adopted the "sec- 
ond" tax, while Nebraska adopted an integrated revenue package--a general sales 
and personal income tax. Except for Indiana, Michigan and West Virginia, all of 
the "second" tax enactments took place on the sales tax side of the ledger. 
Thus, in these last few years, the growing fiscal pressures increased the number 
of sales-personal income tax States by more than half, to 30.* 

At the present time six States are without a sales tax: Alaska, Dela- 
ware, Montana, New Hampshire, Oregon and Vermont. Fifteen are without an income 
tax: Connecticut, Florida, Illinois, Maine, Nevada, New Hampshire, New Jersey, 
Ohio, Pennsylvania, Rhode Island, South Dakota, Tennessee, Texas, Washington and 
Wyoming. 

Changing Tax Philosophy 

In the past, sharp controversy could be expected to rage over the 
future course of State tax policy--whether to rely more heavily on general sales 
or personal income taxes. There now appears to be a definite State move in the 
direction of more balanced reliance on both forms of taxation. The supporters 
of the sales tax and the champions of the personal income tax have entered into 
a ''marriage of convenience" to meet demands for additional State revenues. The 
importance of this reconciliation cannot be discounted because past conflicts 
had completely stymied the construction of a powerful and well-balanced State 
revenue system. The perennial sales versus income tax debate is now a luxury 
no State can afford. 

The Commission has previously recommended that States make effective 
use of the personal income tax because this levy enjoys economic revenue growth 
potential. Recognizing that heavy Federal use of the personal income tax has 
precluded more extensive State use of this revenue source, the Commission has 
also recommended that the Congress amend the Internal Revenue Code on a prospec- 
tive basis to give Federal income taxpayers an option to either (a) continue 
itemizing their income tax payments to State and local governments, or (b) claim 

* See Fig. 5, page 86. 



a s u b s t a n t i a l  percentage of such payments a s  a  c r e d i t  a g a i n s t  t h e i r  Fede ra l  i n -  
come t a x  l i a b i l i t y  ." 

The mob i l i t y  of h igh  income persons and c a p i t a l  and t he  growing S t a t e  
d e s i r e  f o r  economic development have combined t o  d u l l  enthusiasm f o r  h igh ly  pro- 
g r e s s i v e  t a x  proposa ls .  They have con t r i bu t ed  t o  a  growing consensus t h a t  t he  
t a sk  of income r e d i s t r i b u t i o n  by means of s t e e p l y  p rog re s s ive  t axes  i s  b e s t  l e f t  
t o  t he  Na t iona l  Government w i th  i t s  s u p e r i o r  j u r i s d i c t i o n a l  reach.  

I f  l im i t ed  j u r i s d i c t i o n  f o r e c l o s e s  t h e  adopt ion  of h igh ly  p rog re s s ive  
t a x  p o l i c i e s ,  however, t he  S t a t e s '  growing r e l i a n c e  on consumer t axes  makes them 
i n c r e a s i n g l y  vu lne rab l e  t o  r eg re s s ive  t ax  p o l i c i e s .  To put  t he  i s s u e  more b lun t -  
l y ,  can a  low income family be expected t o  t u r n  ove r  t o  the  s a l e s  t ax  c o l l e c t o r  
$ 1  f o r  every  $20  of food purchases?  Here aga in  we see  a  growing body of pub l i c  
op in ion  t h a t  f avo r s  e i t h e r  t h e  o u t r i g h t  exemption of  food o r  some system of t a x  
c r e d i t s  and cash  refunds t o  minimize t he  r e g r e s s i v i t y  of t he  r e t a i l  s a l e s  t a x .  

High Quality State-Local Tax System 

With t h e s e  p o l i t i c a l  and f i s c a l  r e a l i t i e s  i n  mind, and i n  t he  l i g h t  
of p rev ious  Commission r e p o r t s ,  i t  i s  pos s ib l e  t o  i d e n t i f y  more p r e c i s e l y  t h e  
c h a r a c t e r i s t i c s  of a  "high q u a l i t y "  S t a t e - l o c a l  t a x  system. The fo l lowing  should 
be emphasized: 

S t a t e  persona l  income tax.--A S t a t e  can make e f f e c t i v e  and e q u i t a b l e  
use of  t he  personal  income t a x  i f  i t  meets a t  l e a s t  t h r e e  c r i t i c a l  t e s t s :  

0 To i n s u r e  f a i r n e s s ,  p rovides  f o r  persona l  exemptions a t  
l e a s t  a s  generous a s  t hose  under t h e  Federa l  income t a x ;  

To promote taxpayer  convenience and a d m i n i s t r a t i v e  s i m p l i c i t y ,  
employs wi thhold ing  a t  t he  source  and conforms t he  t e c h n i c a l  
p rov i s ions  of i t s  law t o  Federa l  p rov i s ions ;  and 

e To i n s u r e  p r o d u c t i v i t y ,  makes e f f e c t i v e  use  of t h e  income 
t a x  a s  evidenced by S t a t e  t a x  c o l l e c t i o n s  equa l  t o  a t  
l e a s t  20  percent  o f  t he  Federal  personal  income t a x  c o l -  
l e c t i o n s  i n  t h a t  S t a t e .  

According t o  a  r ecen t  c a l c u l a t i o n ,  on ly  11 of t he  33 S t a t e s  w i th  per -  
sona l  income t axes  a t  t h a t  t ime met t h i s  l a s t  requirement  i n  terms of t h e  r a t i o  
o f  t h e i r  c o l l e c t i o n  t o  Federa l  t a x  c o l l e c t i o n :  

Alaska 25.3% New York 20.6% 
Delaware 21.7 North Caro l ina  2 1 . 1  
Hawaii 26.5  Oregon 31.5 
Idaho  25.4  Utah 21.4 
Minnesota 29.0  Vermont 30.4 

Wisconsin 32.8 

* I n  c o n t r a s t  t o  t he  ACIR o p t i o n a l  approach, a  r ecen t  t a x  recommendation made 
by t he  Committee f o r  Economic Development c a l l s  f o r  an i n t e g r a t e d  t ax  deduct ion  

2 9 /  - - p a r t i a  1 t a x  c r e d i t  approach.- 



Income t a x  "musts," i t  should be noted,  do not i nc lude  graduated r a t e s  
because a  broad-based f l a t  r a t e  t a x  can both  pack a  heavy revenue punch and pro- 
v i d e  a  s u b s t a n t i a l  degree of  progress ion  when combined wi th  personal  exemptions. 
Personal  exemptions p r o t e c t  t he  ve ry  poor from the  exac t ions  of  t he  t a x  c o l l e c t o r  
and they au toma t i ca l ly  a d j u s t  t a x  l i a b i l i t y  f o r  s i z e  of family.  The po l i cy  on 
graduate  t a x  r a t e s  i f  b e s t  reso lved  by each S t a t e  l e g i s l a t u r e  i n  l i g h t  of  
l o c a l l y  p reva i l i ng  circumstances.  

S t a t e  s a l e s  and use  t ax . - -S t a t e s  can make e f f e c t i v e  and f a i r l y  equi -  
ab l e  use  of  a  s a l e s  t a x  i f  t h r e e  prime cond i t i ons  a r e  met: 

Q To in su re  p roduc t iv i t y ,  t h e  t a x  base employed covers  most 
personal  s e r v i c e s  a s  we l l  a s  r e t a i l  s a l e  of  t a n g i b l e  i tems;  

@ To i n s u r e  t a x  f a i r n e s s ,  some provis ion  i s  made f o r  "pu l l i ng  
t h e  r eg re s s ive  s t i n g e r f 1 - - e i t h e r  an  o u t r i g h t  exemption of 
food and drug purchases o r  a  system of  income t a x  c r e d i t s  
and cash  re funds  t o  s h i e l d  subs i s t ence  income from t h e  
s a l e s  t a x  c o l l e c t o r ' s  reach.  

To promote taxpayer  convenience and admin i s t r a t i ve  
s i m p l i c i t y ,  S t a t e s  must c r e d i t  t h e i r  taxpayers  f o r  
s a l e s  and use t axes  paid t o  o t h e r  S t a t e s ;  e l imina t e  
charges f o r  a u d i t  o f  m u l t i s t a t e  f i rms ;  exchan e  .So/ a u d i t  and o t h e r  information wi th  one another,- 
and permit l o c a l  governments t o  "piggy-back" t h e i r  

31/ levy on the S t a t e  s a l e s  tax.- 

General  s a l e s  t axes  a r e  au thor ized  f o r  l o c a l  use i n  15 S t a t e s  and i n  
most of  t he se  t h e r e  has been widespread adopt ion  by the  l o c a l i t i e s .  Unless a  
S t a t e  i s  w i l l i n g  t o  al low i t s  l o c a l i t i e s  t o  "piggy-back" a  l o c a l  supplement on 
t o  the  S t a t e  t a x ,  i t  should be wary of extending t h i s  type of  nonproperty tax ing  
power t o  l o c a l i t i e s .  S t a t e s  would be w e l l  advised to :  

Q Limit l o c a l  nonproperty t ax ing  powers t o  a s  la rge  
tax ing  a r e a s  a s  p o s s i b l e ,  i d e a l l y  co inc id ing  wi th  
t he  boundaries  of t r ad ing  and economic a r e a s ;  

P re sc r ibe  r u l e s  governing taxpayers ,  t ax  base ,  and 
r a t e s ,  e t c . ,  uniformly app l i cab l e  t o  a l l  l o c a l  tax-  
ing j u r i s d i c t i o n s ;  and 

Provide t e c h n i c a l  a s s i s t a n c e  i n  adminis te r ing  and 
enforc ing  nonproperty t axes .  

Local proper ty  tax--Any e f f o r t  t o  c r e a t e  a  more e f f e c t i v e  and e q u i t -  
a b l e  revenue system f o r  S t a t e  government must a l s o  come t o  g r i p s  w i th  l o c a l  
proper ty  t ax  overburdens. By a l l  odds, t h i s  $26 b i l l i o n  revenue producer s t a n d s  
o u t  a s  t h e  "sick g i a n t "  of our  domestic revenue system--a f i s c a l  pathology t h a t  
can be t r aced  t o  ind iv idua  1  and group proper ty  taxpayer  overburden s i t u a t i o n s .  

I n d i v i d u a l  proper ty  taxpayer  overburden s i t u a t i o n s  can be t r a c e d  t o  
e i t h e r :  

( a )  Over-assessment due t o  t he  lack of uniform va lua t ion  
p r a c t i c e s - - a n  admin i s t r a t i ve  m a t t e r ;  o r  



(b)  Below average family income t h a t  r a i s e s  an a b i l i t y  
t o  pay i s s u e .  

Proper ty  owners a s  a  group-- those r ep re sen t ing  an  e n t i r e  l o c a l  j u r i s -  
d i c t i on - - can  a l s o  be r e l a t i v e l y  overburdened by: 

( a )  Unusually h igh  governmental c o s t s  due t o  poor manage- 
ment p r a c t i c e s ;  

( b )  An underdeveloped t a x  base  due t o  t he  p o l i t i c a l  
f r a c t i o n a t i o n  of t he  me t ropo l i t an  economic e n t i t y ;  o r  

( c )  An anemic t a x  base o r  ex t r ao rd ina ry  expendi ture  demand 
o r  both caused by t he  heavy concen t r a t i on  of poor 
people w i t h i n  t he  j u r i s d i c t i o n .  

Reducing t he  overburden due t o  unequal assessments . --Tax overburdens 
p r e sen t  pe r enn i a l  problems f o r  those  concerned w i th  e q u i t a b l e  l o c a l  t axa t i on .  
P a r t  of t h e  problem stems from the  i n h e r e n t l y  d i f f i c u l t  t a sk  of e s t i m a t i n g  t he  
market va lue  of t axab l e  proper ty .  Th i s  assignment becomes even more d i f f i c u l t  i n  
a r e a s  exper ienc ing  r a p i d  change i n  proper ty  v a l u e s .  

The p o s s i b i l i t y  f o r  overassessment and underassessment i s  g r e a t l y  i n -  
c reased  by two p o l i t i c a l  f a c t s .  F i r s t ,  i n  many j u r i s d i c t i o n s  a s s e s s o r s  a r e  
s e l e c t e d  on t he  b a s i s  of t h e i r  popu la r i t y  on e l e c t i o n  day r a t h e r  than  f o r  t h e i r  
t e c h n i c a l  a b i l i t y  i n  e s t i m a t i n g  t he  market va lue  of t axab l e  proper ty .  Second, 
t h e r e  i s  t he  c l a s s i c  c o n f l i c t  between S t a t e  assessment  law and l o c a l  assessment  
p r a c t i c e .  

The laws of most S t a t e s  c l e a r l y  imply t h a t  p roper ty  i s  t o  be a s se s sed  
f o r  t a x a t i o n  a t  es t imated  market va lue .  These S t a t e  v a l u a t i o n  d i r e c t i v e s  have 
been f l a g r a n t l y  v i o l a t e d  by t he  time-honored and pervas ive  p r a c t i c e  of f r a c t i o n a l  
v a l u a t i o n .  On a  nat ion-wide b a s i s ,  r e a l  e s t a t e  on t h e  average i s  probably be ing  
a s se s sed  a t  approximately 30 percent  of i t s  c u r r e n t  market va lue .  To make m a t t e r s  
worse,  most S t a t e  t ax  a d m i n i s t r a t o r s  lack  t he  r e q u i s i t e  p o l i t i c a l  backing needed 
t o  e q u a l i z e  l o c a l  assessment l e v e l s  a t  any uniform percentage of c u r r e n t  market 
va lue.  

As a  r e s u l t  of t h e  i n a b i l i t y  of  most S t a t e s  t o  enforce  a  uniform va lua-  
t i o n  s t anda rd ,  p roper ty  owners a r e  l e f t  i n  t h e  dark when i t  comes t o  judging t he  
f a i r n e s s  of t h e i r  assessment .  The s o - c a l l e d  "public"  t a x  r o l l  becomes a  conven- 
i e n t  graveyard i n  which l o c a l  a s s e s s o r s  can bury t h e i r  m i s t akes - -p rope r t i e s  both 
overassessed  and underassessed.  

To f a c i l i t a t e  more uniform assessment  of p rope r ty ,  t h e  Advisory Com- 
miss ion  i n  a  r e p o r t  on The Role of t h e  S t a t e s  i n  S t rengthening  t h e  Proper ty  Tax 
o f f e r e d  a  d e t a i l e d  p r e s c r i p t i o n  f o r  reducing t h e  i n e q u i t i e s  caused by f a u l t y  
assessment  p r a c t i c e s .  Underpinning t h e  29 po l i cy  recommendations a r e  t h e  follow- 
i n g  major assumptions: 

1. That t h e  p r e v a i l i n g  j o i n t  S t a t e - l o c a l  system f o r  admin i s t e r i ng  
t h e  proper ty  t a x  can work w i t h  a  reasonable  degree of e f f e c t i v e -  
ness  on ly  i f  t h e  S t a t e  t a x  department i s  g iven  s u f f i c i e n t  
execut ive  suppor t ,  l e g a l  a u t h o r i t y  and p r o f e s s i o n a l  s t a t u r e  
t o  i n s u r e  l o c a l  compliance w i th  S t a t e  law c a l l i n g  f o r  uni-  
formi ty  of t a x  t rea tment .  



2. That p r o f e s s i o n a l i z a t i o n  of t h e  assessment  func t i on  can be 
achieved only  i f  t he  a s s e s s o r  i s  removed from t h e  e l e c t i v e  pro- 
c e s s  and s e l e c t e d  on t he  b a s i s  of demonstrated a b i l i t y  t o  a p p r a i s e  
p rope r ty .  

3 .  That t he  pe renn i a l  con£ l i c t  between S t a t e  law c a l l i n g  f o r  f u l l  
v a l u e  assessment  and t h e  l o c a l  p r a c t i c e  of f r a c t i o n a l  assessment  
can be reso lved  most exped i t i ous ly  by pe rmi t t i ng  l o c a l  a s se s s -  
ment o f f i c i a l s  t o  a s s e s s  a t  any uniform percentage of c u r r e n t  
market va lue  above a  s p e c i f i e d  minimum l e v e l  provided t h i s  po l i cy  
i s  r e in fo rced  w i th  two important  sa feguards :  

( a )  A f u l l  d i s c l o s u r e  p o l i c y ,  r e q u i r i n g  t he  S t a t e  t a x  
department t o  make annual  county assessment  r a t i o  
s t u d i e s  and t o  g ive  proper ty  owners a  f u l l  r e p o r t  
on t h e  f r a c t i o n a l  v a l u a t i o n  po l i cy  adopted by 
county a s s e s s o r s  and 

( b )  An appea l  p rov i s ion  t o  s p e c i f i c a l l y  a u t h o r i z e  t h e  
i n t r o d u c t i o n  of S t a t e  assessment  r a t i o  da t a  by t he  
taxpayer  a s  evidence i n  appea l s  t o  review agenc ies  
on t he  i s s u e  of whether  h i s  assessment  i s  i n e q u i t a b l e .  

Unfor tuna te ly ,  reforms on t h e  proper ty  t a x  f r o n t  appear  t o  move a long  
a t  a  slow pace. S ince  June 1963, on ly  two S t a t e s ,  New J e r s e y  and Tennessee, 
have taken  a c t i o n  t o  p r o f e s s i o n a l i z e  t h e  l o c a l  assessment  func t i on .  C a l i f o r n i a  I s  
r ecen t  reform l e g i s l a t i o n  c l e a r l y  pu t  t h a t  S t a t e  a t  t h e  head of t he  f u l l - d i s c l o s u r e  
c l a s s .  The 1966 l e g i s l a t i o n  (Assembly B i l l  No. 80)  d i r e c t s  t he  l o c a l  a s s e s s o r  t o  
supplement t h e  r o u t i n e  n o t i c e  of an  assessment  i n c r e a s e  w i th  two s i g n i f i c a n t  i t ems  
of in format ion ,  t h e  assessment  r a t i o  and an  e s t i m a t e  of  t he  f u l l  cash  va lue  of 
t he  proper ty .  Arizona r e c e n t l y  converted i t s  e x i s t i n g  a p p r a i s a l  and assessment  
s t anda rds  d i v i s i o n  i n t o  an independent S t a t e  agency, t he  Department of P rope r ty  
Va lua t i on  (Chapter  107, Acts  of  1967 L e g i s l a t u r e ) ,  s t r eng then ing  t h e  S t a t e ' s  
s u p e r v i s i o n  of p rope r ty  t a x  admin i s t r a t i on .  The same a c t  s e t  up a  s e p a r a t e  and 
t o t a l l y  independent Board of Proper ty  Tax Appeals,  t o  be appoin ted  by the  Gov- 
e rno r .  

During t h e  l a s t  few y e a r s ,  t h e  judges,  no t  t h e  S t a t e  l e g i s l a t o r s ,  have 
p rope l l ed  t he  proper ty  t a x  reform movement. They a r e  l e s s  w i l l i n g  t o  t o l e r a t e  
f l a g r a n t  d i f f e r e n c e s  between S t a t e  assessment  law and l o c a l  a d m i n i s t r a t i v e  prac- 
t i c e .  A s  a  r e s u l t  o f  c o u r t  mandated a c t i o n ,  Kentucky now can c la im the  d i s t i n c -  
t i o n  of be ing  t h e  on ly  S t a t e  i n  t h e  Nation where proper ty  i s  g e n e r a l l y  being 
a s se s sed  a t  f u l l  va lue .  Under t h r e a t  o f  j u d i c i a l  a c t i o n ,  l e g i s l a t u r e s  i n  s e v e r a l  
S t a t e s  have formal ly  abandoned t h e  f u l l - v a l u e  s tandard  i n  f avo r  of  a  f r a c t i o n a l  
l e v e l  t h a t  conforms most c l o s e l y  t o  p r e v a i l i n g  a d m i n i s t r a t i v e  p r a c t i c e .  J u d i c i a l  
i n t e r v e n t i o n ,  however, i s  no s u b s t i t u t e  f o r  a  fundamental overhaul ing  of t h e  
S t a t e  and l o c a l  assessment  machinery--at  b e s t  i t  r e p r e s e n t s  a  l a s t  r e s o r t  type  of 
a c t i o n .  

Reducing t h e  t ax  overburden due t o  low family income.--If t he  l oca l  
a s s e s s o r  could  e q u a l i z e  t a x  assessments  a t  f u l l  v a l u e  o r  a t  some uniform per-  
cen tage  of market v a l u e ,  t h e  payment of t h i s  t a x  would s t i l l  impose exces s ive  



f i n a n c i a l  s t r a i n  on c e r t a i n  low income proper ty  owners. A s  i l l u s t r a t e d  by t h e  
proper ty  t a x  burden da t a  s e t  f o r t h  above," payment of  t h e  r e s i d e n t i a l  p rope r ty  
tax  can c r e a t e  ex t r ao rd ina ry  burdens f o r  f a m i l i e s  once t h e  flow of  income f a l l s  
sharp ly  a s  a  r e s u l t  o f  t he  l o s s  of  employment, r e t i r emen t ,  o r  t h e  dea th  o r  
phys ica l  d i s a b i l i t y  of  t he  breadwinner. 

The most no t ab l e  at tempt t o  come t o  t h e  a i d  of proper ty  owners deemed 
t o  be c a r r y i n g  excess ive  t a x  burden i n  r e l a t i o n  t o  l im i t ed  family income can be 
found i n  Wisconsin 's  1964 t a x  c r e d i t  p lan  t h a t  r e b a t e s  t o  low income e l d e r l y  per- 
sons--both homeowners and r e n t e r s - - t h a t  p a r t  of t h e i r  t a x  payment t h a t  i s  i n  
excess of  54, of household income. Because t h i s  t a x  r e l i e f  program i s  f inanced  
from S t a t e  funds and adminis te red  by t h e  S t a t e  t a x  department, i t  i n  no way erodes  
t he  l o c a l  proper ty  t a x  base o r  i n t e r f e r e s  w i th  the  l o c a l  assessment process.  



FEDERAL GRANT-IN-AID PROGRAMS-- 

TRENDS AND PROBLEMS 

Over the  pas t  century Federal  grants-in-aid have emerged as  the  major 
f a c t o r  i n  f i s c a l  r e l a t ionsh ips  wi thin  our Federal system. Responding t o  a 
s t e a d i l y  expanding na t iona l  concern f o r  the provision of new governmental se r -  
v ices  and the  improvement o r  expansion of se rv ices  t r a d i t i o n a l l y  provided by 
S t a t e  and l o c a l  governments, ca tegor ica l  grants  have grown s t e a d i l y  i n  terms of 
programs a f f  ected, expenditures and the proportion of the nat ional  budget. 

The ca tegor ica l  g ran t  has been and is the  predominant type of Federal 
intergovernmental t r a n s f e r .  It has enjoyed a perennia l  populari ty;  demonstrated 
its usefulness i n  coping with r u r a l ,  depression-rooted and urban problems; and 
has c l e a r l y  indicated i t s  compat ib i l i ty  with the  decentra l ized,  open-access, 
pragmatic and p l u r a l i s t i c  f ea tu res  of the American p o l i t i c a l  system--especially 
a s  they a r e  manifested i n  the  Congress. 

Only a dozen years ago, the Report t o  the  Pres ident  of the  Commission on 
Intergovernmental Relations ( the  "Kes tnbaum" Commission) declared : "As a  r e s u l t  
of many developments, the  grant  has become a f u l l y  matured device of cooperative 
government ."l/ Since t h a t  time, the ca tegor ica l  grant  has been even more heavi ly  
r e l i e d  upon i n  connection wi th  various c r i t i c a l  domestic problems. But the re  is  
l e s s  c e r t a i n t y  now about i t s  eff icacy as  a mechanism f o r  intergovernmental col-  
laborat ion.  

The increasing r o l e  of g ran t s  then compels a ca re fu l  examination of the  
question: Can ca tegor ica l  grants- in-a id  be used more e f f e c t i v e l y  to  maintain an 
equi table  f i s c a l  balance i n  the  Federal system? To answer the  question,  i t  is  
necessary t o  look a t  the  nature  and scope of grants-in-aid;  a s c e r t a i n  what e f -  
f e c t s  they have on the  e f f e c t i v e  functioning of l o c a l ,  S t a t e  and National  gov- 
ernments; and determine whether and how they can be improved as  a mechanism f o r  
achieving a v iab le  Federal  system. 

THE NATURE AND TYPES OF GRANTS-IN-AID 

For purposes of t h i s  r epor t ,  "Federal grant-in-aid" i s  defined as  money 
paid o r  furnished t o  S t a t e  o r  l o c a l  governments to  be used f o r  spec i f i ed  pur- 
poses ("categories"), sub jec t  t o  condit ions spe l l ed  out  i n  s t a t u t e  o r  adminis- 
t r a t i v e  regula t ions .  Generally excluded from t h i s  d e f i n i t i o n  are :  (a) shared 



revenues, (b) payments of taxes  o r  i n  l i e u  of  taxes ,  (c) loans o r  repayable ad- 
vances, and (d) payments f o r  con t r ac tua l  s e r v i c e s  rendered by S t a t e  o r  l o c a l  
government t o  t he  National  Government. 

Grants- in-aid a r e  e i t h e r  formula g r a n t s  o r  p r o j e c t  g r a n t s .  The former 
a r e  d i s t r i b u t e d  t o  all S t a t e  (or  i n d i r e c t l y  t o  l o c a l )  governments i n  accordance 
wi th  a  formula w r i t t e n  i n t o  the  enact ing law. The r e c i p i e n t s  a r e  e n t i t l e d  to  
these  g r a n t s  as  a  mat te r  of " r igh t , "  sub jec t  of course t o  t h e  c e i l i n z  imposed by 
t h e  amount of money (authorized and then a c t u a l l y )  appropr ia ted .  

Grants  t o  meet s p e c i f i c  problems--project grants--on the  o t h e r  hand, a r e  
not  n e c e s s a r i l y  spread uniformly among a l l  S t a t e s .  E l i g i b l e  j u r i s d i c t i o n s  a r e  
s p e c i f i e d ,  but they must t ake  t h e  i n i t i a t i v e  i n  applying f o r  t he  g r a n t .  Subject  
t o  l e g i s l a t i v e  gu ide l ines ,  and wi th in  funding l i m i t a t i o n s ,  Federa l  admin i s t r a to r s  
use  t h e i r  judgment i n  making p r o j e c t  g r a n t s ,  e .g . ,  urban renewal g r a n t s  o r  Neigh- 
borhood Youth Corps c o n t r a c t s .  The funds appropr ia ted  f o r  each program a r e  
u s u a l l y  smal l ,  which p l aces  a  f u r t h e r  premium on S t a t e  and l o c a l  i n i t i a t i v e  i n  
reques t ing  t h e  funds and fol lowing up on a p p l i c a t i o n s .  

Both p r o j e c t  and formula g r a n t s  u sua l ly  con ta in  a  cos t -shar ing  (match- 
ing) requirement. A l l  of t he  l a t t e r  and a  few of t he  former a l s o  inc lude  f o r -  
mulas f o r  apportionment of a v a i l a b l e  amounts among t h e  S t a t e s  o r  l o c a l i t i e s .  
Sometimes t h e  apportionment formula conta ins  a  f a c t o r  f o r  equal iz ing  the  g r a n t s  
among the  r e c i p i e n t s  on the  b a s i s  of need (such a s  populat ion) o r  f i s c a l  capac- 
i t y  (u sua l ly  per  c a p i t a  personal  income). Matching o r  cos t -shar ing  requirements  
a r e  of two kinds:  v a r i a b l e  matching, r e f l e c t i n g  d i f f e r i n g  a b i l i t i e s  of t h e  S t a t e  
o r  l o c a l  r e c i p i e n t  t o  suppor t  t h e i r  aided funct ions ;  and f ixed  r a t i o  matching 
under which each r e c i p i e n t  i s  requi red  t o  sha re  t h e  same propor t ion  of program 
c o s t s  . 

A d i s t i n c t i o n  i s  made between c a t e g o r i c a l  g r a n t s  and block g r a n t s .  
Categor ica l  g r a n t s  a r e  made f o r  narrowly circumscribed purposes determined by the  
Congress t o  be of n a t i o n a l  concern. Examples a r e  g r a n t s  f o r  sewage treatment  
f a c i l i t i e s  and o ld  age a s s i s t a n c e .  Block g r a n t s  a r e  e i t h e r  uncondi t ional  f i s c a l  
g r a n t s  t o  a  s p e c i f i e d  l e v e l  of government, o r  g r a n t s  r e s t r i c t e d  t o  a  broad pro- 
gram purpose, such a s  educat ion and wel fare .  Some of t h e  proposals  now rece iv-  
ing  wide n a t i o n a l  a t t e n t i o n  would d i s t r i b u t e  Federa l  revenue i n  the  form of block 
g r a n t s .  A t  p r e sen t ,  a l l  Federa l  g r a n t s  a r e  c a t e g o r i c a l  g r a n t s ,  a l though money 
provided to  t h e  S t a t e s  under t he  Pa r tne r sh ip  i n  Health Act of 1966 i s  i n  some re-  
spec t s  a  block g ran t  f o r  h e a l t h  purposes. 

DEVELOPMENT O F  THE CATEGORICAL GRANT SYSTEM 

The d i s t i ngu i sh ing  f e a t u r e s  of t he  present  c a t e g o r i c a l  system of Fed- 
e r a l  g ran t s - in -a id  t r a c e  back t o  1862 when Congress enacted t h e  M o r r i l l  Act t o  
a s s i s t  t h e  S t a t e s  i n  e s t a b l i s h i n g  and maintaining land-grant  co l l eges .  The g r a n t  
was i n  t h e  form of land,  n o t  money. The Mor r i l l  Act c a r e f u l l y  s p e c i f i e d  the  ob- 
j e c t i v e s  of t h e  g r a n t ,  placed condi t ions  on use  of revenue der ived  from the  s a l e  
of granted  lands ,  and requi red  annual r e p o r t s .  The p a t t e r n  of c a t e g o r i c a l  g ran t s  
was thereby e s t ab l i shed :  needed resources  were provided i n  exchange f o r  accep- 
tance of c e r t a i n  n a t i o n a l  minimum s tandards  f o r  a  s p e c i f i c  purpose. 



Late r  i n  t he  century ,  Federa l  a i d  i n  the  form of annual money g r a n t s  was 
extended i n  t h r e e  program areas--beginning wi th  a g r i c u l t u r a l  experiment s t a t i o n s  
i n  1887. I n  t h e  second decade of t h e  twent ie th  century ,  Congress enacted two 
major Federa l  a s s i s t a n c e  programs--one f o r  highways and one f o r  voca t iona l  edu- 
c a t i o n  and r e h a b i l i t a t i o n .  The l a t t e r  has long stood a s  a  major example of t he  
use  of a  g r a n t  a s  a  "st imulat ing" device.  I t s  o r i g i n a l  purpose was t o  induce t h e  
S t a t e s ,  through t h e i r  l o c a l  governments, t o  provide vocat ional  t r a i n i n g  i n  ce r -  
t a i n  s k i l l s  i n  s h o r t  supply because of demands placed on t h e  economy by World 
War I .  The vocat ional  educat ion program has  a l s o  s tood a s  a  major example of t h e  
d i f f i c u l t i e s  encountered i n  te rminat ing  o r  r e d i r e c t i n g  g r a n t  programs, once they 
have served t h e i r  o r i g i n a l  purpose, s i n c e  no major review and r e d i r e c t i o n  of t h e  
voca t iona l  educat ion program occurred u n t i l  1963. 

I n  t h e  "depression decade" of t he  1930's t h e  Federa l  Government launched 
a  wide range of new welfare  and economic s e c u r i t y  programs. These were designed 
not  only t o  he lp  ind iv idua l s  but  a l s o  t o  a l l e v i a t e  t h e  in t ense  p re s su res  on 
shrunken S t a t e  and l o c a l  resources .  Other measures were inaugurated t o  provide 
low-rent pub l i c  housing and improve h e a l t h  s e r v i c e s .  Many of t hese  g r a n t s ,  es -  
p e c i a l l y  those  author ized  by the  Soc ia l  Secu r i ty  Act of 1935, provided f o r  ex- 
t ens ive  admin i s t r a t ive  supervis ion  by the  National  Government, inc luding  t h e  r e -  
quirement, added i n  1939, t h a t  S t a t e  and l o c a l  personnel  p a r t i c i p a t i n g  i n  Fed- 
e r a l l y  aided programs of hea l th ,  we l f a re  and employment s e c u r i t y  be s e l e c t e d  and 
administered under a  mer i t  system of personnel  admin i s t r a t ion .  About a  ha l f  
dozen of t he  depression-born g r a n t  programs t h a t  provided emergency r e l i e f  of 
var ious  k inds  to  S t a t e s  and l o c a l i t i e s  expired i n  t h e  l a t e  t h i r t i e s  and e a r l y  
f o r t i e s .  Seventeen of t he  p re sen t ly  e x i s t i n g  b a s i c  g r a n t  c a t e g o r i e s ,  however, 
were enacted between 1933 and 1944. 

The years  fol lowing World War I1 were marked by a  s e r i e s  of new ca t e -  
g o r i c a l  g r a n t s  f o r  h e a l t h  c a r e ,  f o r  educat ion i n  s e l e c t e d  f i e l d s ,  and f o r  r e -  
newing the  phys i ca l  environment of urban a r e a s .  I n  t h e  1950's Federa l  a i d  f o r  
municipal sewage treatment  p l a n t  cons t ruc t ion  was begun. I n  the  1960's major 
s t e p s  have been taken t o  broaden elementary,  secondary and h igher  educa t iona l  
oppor tun i t i e s ;  t o  develop economically depressed a reas ;  t o  he lp  f inance  h e a l t h  
s e r v i c e s  and medical c a r e  f o r  t h e  ind igen t ,  t o  launch a  "war on poverty"; and, 
i n  1966, t o  inaugura te  a  comprehensive phys i ca l ,  s o c i a l  and economic program t o  
t ransform slum and b l igh t - r idden  c i t i e s  i n t o  model neighborhoods. Few new g r a n t s  
were begun i n  1967, but  a s  t h i s  r e p o r t  goes t o  p r e s s ,  a  new g ran t - in -a id  program 
t o  a s s i s t  S t a t e  departments of a g r i c u l t u r e  i n  t h e  in spec t ion  of meat products  is  
being i n i t i a t e d .  

Table 22 l i s t s ,  i n  order  of es tab l i shment ,  t h e  g ran t - in -a id  programs 
now i n  e f f e c t  a s  repor ted  i n  t he  Annual Report of t h e  Secre tary  of t h e  Treasury 
and t h e  Specia l  Analysis  on Federal  Aid of The Budget of t he  United S t a t e s .  
These sources a r e  used he re  because they provide d o l l a r  magnitudes. The i n d i -  
v idua l  g r a n t  programs shown, however, o f t e n  inc lude  many s e p a r a t e  au tho r i za t ions ;  
f o r  example, t he  Federa l  a i d  highway program i s  counted a s  one u n i t  even though 
i t  c o n s i s t s  of fou r  s e p a r a t e  g ran t  programs ( i n t e r s t a t e  system, primary, secon- 
dary and urban extens ions) .  The d i scuss ion  of g r a n t  p r o l i f e r a t i o n  below, using 
d a t a  on t h e  ind iv idua l  au tho r i za t ions  t h a t  make up many of t h e  major ca t egor i e s  
shown i n  Table 22, g ives  a  more accu ra t e  p i c t u r e  of t h e  profus ion  of s e p a r a t e  
g r a n t s .  

Table 22 i n d i c a t e s  t h a t  of t he  t o t a l  of 95 program c a t e g o r i e s ,  10 were 
e s t ab l i shed  p r i o r  t o  1930; 17 during t h e  period 1931-45, wi th  a l l  but one of 
t hese  being i n i t i a t e d  during t h e  "depression decade"; 29 during t h e  per iod  1946- 



TABLE 22. --FEDERAL GRANTS-IN-AID TO STATE AND 'LOCAL GOVERNMENTS, 1966-1968, 
BY DATE OF ESTABLISHMENT 

Year 
Estab- 
lished 

Amount of Grant 
FY 1767 FY 1968 

FY 1966 (Est.) (Est.) 
------------ (thousands)------------- 

Federal Department or Agency 
Currently Administering Program 

A. Established Prior to 1930 

Teaching materials for the blind 1879 
Cooperative State experiment station service: 
Agricultural experiment stations 1887 

Veterans' homes 1888 
Land-grant colleges 1890 
Forestry cooperation 1911 

Health, Education and Welfare 

Agriculture 
Veterans Administration 
Health, Education and Welfare 
Agriculture 

Maritime academies or colleges 
Federal extension service 
Federal-aid highways 
Vocational education 
Vocational rehabilitation - 

Commerce 
Agriculture 
Transportation 
Health, Education and Welfare 
Health, Education and Welfare 

b 
0 Subtotal, basic programs established 

prior to 1930 

B. Established During Period 1931-1945 

Agricultural commodity distribution 
CCC price-support donations 1933 
Food stamp program 1933 

Employment service and unemployment 
compensation and administration 1933 

Indian education and welfare services 1934 
Indian resources management 1934 
Agricultural Marketing Service: 
Agricultural commodity distribution - 
removal of surplus 1935 

Agriculture 
Agriculture 

Labor 
Interior 
Interior 

Agriculture 

Aid and services to needy families with 
children 1935 

Aid to the blind 1935 
Child welfare services 1935 
Community and environmental health activities - 
general health 1935 

Crippled children's services 1935 

Health, Education and Welfare 
Health, Education and Welfare 
Health. Education and Welfare 

Health, Education and Welfare 
Health, Education and Welfare 



TABLE 22 (CONT'D) .--FEDERAL GRANTS-IN-AID TO STATE AND LOCAL GOVERNMFNTS, 1966-1968, 
BY DATE OF ESTABLISHMENT 

Year 
Estab- Federal Department or Agency 
lishes Currently Administering Program - 

Amount of Grant 
FY 1967 FY 1968 

FY 1966 ( E s t . )  (Est.) 
-------------(thousands)------------ 

$ 36,744 41 41 
1,161,029 $l,205,l00 $1,175,100 
225,516 249,055 277,679 
15,666 18,421 17,959 
5,194 - 5/ - 51 
9,890 5 / 51 

$3,585,122 - 2 / - 2 / 

Maternal and child health services 
Old age assistance 
Low-rent public housing 
Wildlife restoration 
Venereal disease control 
Tuberculosis control 

1935 Health, Education and Welfare 
1935 Health, Education and Welfare 
1937 Housing and Urban Development 
1937 Interior 
1938 Health, Education and Welfare 
1944 Health, Education and Welfare 

Subtotal, established 1931-1945 

C. Established During Period 1946-1960 

Agricultural commodity distributions - 
School lunch programs 

Agricultural marketing and research services 
Airport planning and development 
Basic scientific research grants - 
Department of Agriculture 

Hospital and medical facilities: construction 

Agriculture 
Agriculture 
Transportation 

Agriculture 
Health, Education and Welfare 

Mental health activities (NIMH) 
Disaster relief and repairs 

Health, Education and Welfare 
Office of Emergency Planning, 
Executive Office of the President 
Health, Education and Welfare 
Health, Education and Welfare 
Housing and Urban Development 

Cancer control and demonstrations 
Heart disease control 
Urban renewal 

Aid to permanently and totally disabled 
Federally affected public schools - 

Health, Education and Welfare 

Health, Education and Welfare Maintenance and operation 
Federally affected public schools - 
Construction 

Fish restoration and management 
Civil Defense 

Health, Education and Welfare 
Interior 
Defensp 



TABLE 22 (CONT'D ) . --FEDERAL GRANTS-IN-AID TO STATE AM) LOCAL GOVERNMENTS, 1966-1968, 
BY DATE OF ESTABLISHMENT 

State supervision of schools and training 
establishments 

Agricultural commodity distribution - 
special milk program for children 

Soil Conservation Service: Xatershed 
protection and flood prevention 

State and local preparedness planning 

Urban planning 

Health research facilities construction 
Library services and construction 
Waste treatment works construction 
Water pollution control 
Defense educational activities 

Education of mentally retarded and other 
handicapped children 

Forest and public lands highways 
National guard centers - construction 
Medical assistance for the aged 

Subtotal, established 1946-1960 

D. Established During Period 1961 Through 1966 

Community health services, particularly for 
chronically ill and aged (excl. heart, cancer 

Open-space land preservation 
Public facilities grants and area 
redevelopment assistance&/ 

Educational television 
Manpower development and training 

Year 
Estab- 
lished 

1952 

1954 

19 54 
1954 

1954 

1956 
1956 
1956 
1956 
1956 

1958 
1958 
1958 
1960 

Public works acceleration 
Radiological health and institutional 
training 

Air pollution control and prevention 
Higher educational facilities - construction 
Adult basic education 

Amount of Grant 
Federal Department or Agency FY 1967 FY 1968 
Currently Administering Program FY 1966 (Est.) (Est.) 

-------------  (thousands)------------ 

Veterans Administration $ 267 $ 1,515 $ 1,515 

Agriculture 96,477 103,350 103,350 

Agriculture 69,441 68,166 71,401 
Office of Emergency Planning, 
Executive Office of the President 897 716 167 
Housing and Urban Development 20,050 22,000 30,000 

Health, Education and Welfare 133 61 6 / 
Health, Education and Welfare 40,915 8F,900 107,300 
Interior 81,478 83,000 152,000 
Interior 6,170 8,960 18,242 
Health, Education and Welfare 84,860 104,330 32,259 

Health, Education and Welfare 2,564 6,000 12,968 
Transportation 40,037 39,427 - 7 / 
Defense 3,044 700 2,700 
Health, Education and Welfare 298,911 19,700 7,300 

$2,405,032 - 2 / - 2 / 

Health, Education and Welfare 
Housing and Urban Development 

Commerce 
Health, Education and Welfare 
Labor 

Commerce 

Health, Education and Welfare 
Health, Education and Welfare 
Health, Education and Welfare 
Office of Economic Opportunity 
Health, Education and Welfare 



TABLE 22 (CONTSD).--FEDERAL GRANTS-IN-AID TO STATE AND LOCAL GOVERNMENTS. 1966-1968 
BY DATE OF ESTABLISHMENT 

Year 
Estab- 
lished 

1964 
1964 
1964 
1964 
19 64 

1964 

1964 
1964 

1965 
1965 

1965 

1965 
1965 
1965 
1965 

1965 

1965 
1965 
1965 
1965 

1965 
1965 
1965 
1966 
1966 

1966 
1966 

1966 

1966 

Amount of Grant 
FY 1967 FY 1968 

FY 1966 (Est.) (Est.) 
- - - - - - - - - - - - -  (thousands)------------ 

Federal Department or Agency 
Currently Administering Program 

Low-rent housing for domestic farm labor 
Communicable disease activities 
Community action programs 
Mass transportation 
Neighborhood Youth Corps 

Agriculture 
Health, Education and Welfare 
Office of Economic Opportunity 
Housing and Urban Development 
Office of Economic Opportunity 
Labor 

Work experience and training program 
a 

Water resources research 
Commercial fisheries research and development 
Highway beautification and control of outdoor 
advertising 

Land and water conservation 

Office of Economic Opportunity 
Health, Education and Welfare 
Interior 
Interior 

Transportation 
Interior 

F 
9 Appalachian highways 
w Elementary and secondary educational 

activities 
Administration on a ing 

161 Medical assistance-- 
Dental services and resources 

Commerce 

Health, Education and welfare 
Health, Education and Welfare 
Health, Education and Welfare 
Health, Education and Welfare 

Promotion of arts and humanities National Foundation on Arts 
and Humanities 

Commerce 
Agriculture 
Health, Education and Welfare 
Health, Education and Welfare 

State technical services 
Rural water and waste disposal grants 
National Teachers Corps 
Higher educational activities 

Equal educational opportunities program 
Basic water and sewer facilities 
Neighborhood facilities 
Metropolitan development 
Demonstration cities 

Health, Education and Welfare 
Housing and Urban Development 
Housing and Urban Development 
Housing and Urban Development 
Housing and Urban Development 

Urban information services 
Highway beauty-safety trust fund 
Office of Economic Opportunity 
Special Impact 

Office of Economic Opportunity 
Adult work training 

Housing and Urban Development 
Transportation 

Office of Economic Opportunity 

Office of Economic Opportunity 



TABLE 22 (CONCL'D).--FEDERAL GRANTS-IN-AID TO STATE AND LOCAL GOVERNMENTS, 1966-1968 
BY DATE OF ESTABLISHMENT 

Year Amount of Grant 
Estab- Federal Department or Agency FY 1967 FY 1968 
lished Currently Administering Program -FY 1966 (Est.) (Est.) 

-------------(thousands)------------ 

Health grants 

Health manpower 
Disease prevention and environmental control 
Health services 
Mental health 
Comprehensive health planning and services 

Subtotal, established 1961-1966 

Grand total 

SUMMARY 

Basic program established-- 
Prior to 1930 
1931 to 1945 
1946 to 1960 
1961 to 1966 

Health, Education and Welfare $ 47,510 $ 138,341 
Health, Education and Welfare 72,800 49,600 
Health, Education and Welfare 33,181 55,650 
Health, Education and Welfare 112,350 216,147 
Health, Education and Welfare 3,991 105,686 

Note: Excluded are shared revenues and certain minor grants, such as Department of State: East-West Cultural and Technical Inter- 
change Center; grants limited to specific States, such as transitional grants to Alaska; and Federal payment to District of Col- 
umbia. Total for FY 1968 exceeds that shown in Special Analysis J, Budget of the United States, 1968, p. 161, because of dif- 
ference in figures used for public assistance (see source note below). 

Included in higher educational activities. 
Not subtotaled because of accounL classificativn shifts. 
Included under health services at end of table. 
Included under child welfare services. 
Included under disease prevention and environmental health 
at end of table. 
Included under hospital and medical facilities construction. 
Reflects transfer to regular Federal-aid highways. 
Became Economic Development Administration in 1965. 

91 Reflects proposed establishment of a new Beauty-Safety trust fund. 
101 Includes "payments to medical vsndoi-s - other programs'1 as fol- - 

lows: 1966 - $285,194; 1967 - $118,200; 1968 - $48,600. See 
Budget of the U.S., 1968, Appendix, pp. 486-87. 

111 Included under health manpower at end of table. - 
121 Starting in 1967, includes higher education construction and - 

land grant colleges. 
131 This is the account classification for health grants for 1967 and - 

1968 used by the Bureau of the Budget in Special Analysis J, 
Budget of the U.S. , 1968, p. 160. 

Source: 1966 fiscal data: Table 84, Federal grants-in-aid to State and local governments and to individuals and private institutions 
within the States, fiscal year 1966, Part A., Annual Report of the Secretary of the Treasury, 1966; 1967 and 1968 fiscal data: 
Special Analysis J, Budget of the United States, 1968, with subsequent adjustments obtained from Bureau of the Budget Fiscal 
Analysis Section; public assistance figures for all three years were taken from Budget of the United States, 1968, Appendix: 
pp. 486-87. 



1960; and 39 from 1961-1966. The amount of Federal  g ran t s - in -a id  from budget and 
t r u s t  accounts  i n  f i s c a l  year  1968 was est imated i n  t h e  1968 Budget a t  $17.3 b i l -  
l i o n .  Of t h e  t o t a l  of $12.6 b i l l i o n  a c t u a l l y  spent  i n  f i s c a l  year  1966, $4.4 
b i l l i o n  was from the  pre-1930 grants;"  $3.6 b i l l i o n  from t h e  "depression era" 
g ran t s ;  $2.4 b i l l i o n  from those  e s t ab l i shed  from 1945-1960; and $2.2 b i l l i o n  from 
those  enacted from 1961 on. The bulk of t h e  $4.7 b i l l i o n  inc rease  from f i s c a l  
year  1966 t o  f i s c a l  year  1968 was accounted f o r  by the  39 programs added s i n c e  
1960. 

S h i f t s  i n  program focus can a l s o  be t r aced  i n  Fig.  13.k" In  1950 and 
1955, p r i o r  t o  t h e  expansion of t he  Federal  a i d  highway program, 60 t o  65 percent  
of g r a n t  payments were f o r  h e a l t h ,  l abo r  and wel fare  programs. Publ ic  a s s i s -  1 

t ance  payments a lone  accounted f o r  nea r ly  ha l f  t he  t o t a l .  Commerce and t r a n s -  
p o r t a t i o n  a c t i v i t i e s  comprised another  20 percent .  

By 1960, wi th  the  infus ion  of  more than $2-114 b i l l i o n  i n  a d d i t i o n a l  
highway g r a n t s  from t h e  Federa l  Aid Highway Act of 1956, commerce and t ranspor-  
t a t i o n  programs dominated Federa l  g r a n t  a c t i v i t i e s .  More r e c e n t l y ,  a i d  programs 
have changed s u b s t a n t i a l l y  i n  both number and kind.  I n  t h e  l a s t  fou r  y e a r s ,  Con- 
g r e s s  has  enacted s e v e r a l  programs aimed p r imar i ly  a t  broadening the  scope of i n -  
d iv idua l  oppor tuni ty  f o r  educat ional  and economic enhancement. The cumulat ive 
e f f e c t  of t hese  programs has been t o  p l ace  t h e  p r i n c i p a l  emphasis of Federa l  a i d  
once again  on h e a l t h ,  l abo r  and wel fare  a c t i v i t i e s - - a s  w e l l  a s  t o  give added 
impetus t o  educat ion and housing and community development e f f o r t s .  I n  1968, it 
i s  est imated t h a t  t hese  programs w i l l  account f o r  two-thirds of t o t a l  es t imated  
a i d  payments. 

The d o l l a r  t rend  i n  g ran t s - in -a id  s i n c e  1940, i n  terms of major func- 
t i o n a l  a r e a s ,  i s  shown i n  Fig .  14.;k;k;k 

FEDERAL AID IN RELATION TO FEDERAL AND STATE-LOCAL EXPENDITURES 

The expansion of Federa l  a i d  t o  S t a t e  and l o c a l  governments has  become 
an inc reas ing ly  important f a c t o r  i n  t h e  f inances  of a l l  l e v e l s  of government. 
A s  seen i n  F ig .  15 ,  Federa l  a i d  a s  a propor t ion  of t o t a l  Federa l  expenditures 
more than doubled i n  the  p a s t  13 yea r s ,  r i s i n g  from 4.6 percent  i n  1955 t o  an es-  
t imated 10 .1  percent  i n  1968. Over 20 percent  of t o t a l  Federa l  payments f o r  do- 
mes t ic  programs w i l l  go a s  g r a n t s  t o  S t a t e  and l o c a l  governments i n  1968. The 
r e l a t i v e  inc rease  i n  t h e  amount of Federal  a i d  has no t  been q u i t e  a s  marked f o r  
t h e  r e c i p i e n t  S t a t e  and l o c a l  governments a s  i t  has f o r  t he  Federa l  Government 
because of  t h e i r  e f f o r t s  t o  expand S t a t e  and l o c a l  revenue resources .  S t i l l ,  

? This was almost e n t i r e l y  ($3.9 b i l l i o n )  f o r  Federal-aid highways, es tab-  
l i s h e d  i n  1916 but  g r e a t l y  expanded i n  1956 wi th  t h e  massive i n t e r s t a t e  program. 

< For f u r t h e r  d e t a i l ,  s e e  Table A-19. 

?<** For f u r t h e r  d e t a i l ,  s e e  Table A-20. 
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Figure 13. 



Figure 14. 

FEDERAL GRANTS-IN-AID TO S T A T E  A N D  LOCAL 
GOVERNMENTS,  BY MAJOR FUNCTIONAL CATEGORIES 

1940 - 1968 
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Figure 15. 

FEDERAL AID EXPENDITURES IN RELATION T O  TOTAL 
FEDERAL EXPENDITURES AND T O  STATE-LOCAL REVENUE 

SELECTED YEARS,  1947-1968 
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Federal a i d  w i l l  represent  an estimated 16-17 percent of S ta te - loca l  general  
revenue i n  1967, compared t o  11 percent a  decade earl ier .+:  

AN ECONOMIC JUSTIFICATION OF CATEGORICAL GRANTS 

The evolution of the ca tegor ica l  grant- in-a id  system ind ica tes  t h a t  i t  
has grown as a  consequence of Congressional determination (1) t h a t  the achieve- 
ment of c e r t a i n  s p e c i f i c  na t iona l  object ives  requires  add i t iona l  public expen- 
d i t u r e s ,  (2) t h a t  these expenditures should be made through S t a t e  and l o c a l  
governments r a the r  than d i r e c t l y  by the  National Government, and ( 3 )  t h a t  S t a t e  
and l o c a l  governments lack the resources o r  motivation t o  make them on t h e i r  own. 

Congressional decis ions  to  use the  ca tegor ica l  grant  were and a r e  made 
i n  the  c ruc ib le  of the  complex and f requent ly  conf l i c t ing  forces  composing our 
p o l i t i c a l  system. I n  i t s  review of intergovernmental f i s c a l  r e l a t i o n s  the  
(Kestnbaum) Commission on Intergovernmental Relations attempted to e s t a b l i s h  

2  / some e x p l i c i t  guidel ines  f o r  Congress to  consider when making these decisions:- 

1. A grant  should be made o r  continued only f o r  a  c l e a r l y  in-  
d ica ted and present ly  important na t iona l  ob jec t ive .  . . . 

2. Where na t iona l  p a r t i c i p a t i o n  i n  an a c t i v i t y  i s  determined 
t o  be des i rab le ,  the  grant- in-a id  should be employed only 
when i t  i s  found t o  be the most s u i t a b l e  form of na t iona l  
pa r t i c ipa t ion .  . . . 

3 .  Once i t  i s  decided t h a t  a  grant-in-aid should be made, the  
g ran t  should be ca re fu l ly  designed to  achieve i t s  spec i f i ed  
ob jec t ive .  . . . 

Certa inly  the  most d i f f i c u l t  i ssue  ra i sed  i n  using these  guidel ines  i s ,  
what i s  a  " c l e a r l y  indicated and present ly  important na t iona l  object ive?"  The 
Kestnbaum Commission gave l i t t l e  guidance i n  answering t h i s  question except to  
caution t h a t  i t  c a l l s  f o r  a  "searching and s e l e c t i v e  t e s t  of the j u s t i f i c a t i o n  
f o r  National pa r t i c ipa t ion  , I 1  and t h a t  "where the a c t i v i t y  i s  one normally con- 
s idered the  primary respons ib i l i ty  of S t a t e  and loca l  governments, s u b s t a n t i a l  
evidence should be required t h a t  National p a r t i c i p a t i o n  i s  necessary i n  order  to  
p ro tec t  o r  to  promote the na t iona l  i n t e r e s t . "  I n  p o l i t i c a l  terms, of course,  
any ob jec t ive  i s  manifest ly and s i g n i f i c a n t l y  na t iona l  i n  character  which sur-  
vives the arduous, lengthy " t e s t i n g  process" t h a t  Congress provides wi th  i t s  
polycentr ic  power s t r u c t u r e  and l imi ted  majori ty norms. 

Economists , however, o f f e r  a  conceptual framework f o r  determining a  
"c lea r ly  indicated and present ly  important nat ional  object ive ."  This approach 
i s  based on the  f a c t  t h a t  provision of c e r t a i n  publ ic  se rv ices  by S t a t e  and l o c a l  
governments produces "spi l lovers"  of cos t s  and benef i t s  t o  neighboring ju r i sd ic -  
t ions .A/ 

* For f u r t h e r  d e t a i l ,  s e e  Table A - 2 1 .  



Two kinds of  b e n e f i t s  a r i s e  from government spending programs: those  
which flow r e c t l y  t o  s p e c i f i c  i nd iv idua l s ,  c a l l e d  p r i v a t e  b e n e f i t s ,  and those  
which accrue  broadly t o  s o c i e t y  a s  a  whole, c a l l e d  s o c i a l  b e n e f i t s .  Both of 
these  become "spi l lover ' '  b e n e f i t s  whenever they a r e  enjoyed by persons ou t s ide  
of the  government j u r i s d i c t i o n  t h a t  generated them. When t h i s  happens, l o c a l  
vo te r s ,  lacking  any f i n a n c i a l  con t r ibu t ion  from ou t s ide  b e n e f i c i a r i e s ,  a r e  l i k e -  
l y  t o  under-support the  programs i n  quest ion.  Thus, t h e  community has  t h e  choice 
of i nequ i t ab ly  bear ing  t h e  c o s t  of b e n e f i t s  provided o t h e r s ,  o r  of doing without  
a  necessary publ ic  s e r v i c e ,  wi th  consequent damage t o  the  l o c a l  economy. A 
grant - in-a id  t o  compensate f o r  these  e x t e r n a l  b e n e f i t s  then i s  one way of avoiding 
f i s c a l  i nequ i ty  o r  i ne f f i c i ency .  

Pub l i c  educat ion provides a  good i l l u s t r a t i o n  of s p i l l o v e r  b e n e f i t s .  
F i r s t ,  some of t he  most important  of a l l  educat ional  b e n e f i t s  accrue broadly t o  
everyone i n  the  country. Second, c e r t a i n  educat ional  b e n e f i t s  a r e  p r i v a t e  i n  
na tu re ,  bu t  these  accrue t o  o u t s i d e r s  a s  w e l l  a s  i n s ide r s - - in  s h o r t ,  t o  anyone 
who a s s o c i a t e s  i n  one way o r  another  wi th  t h e  person who i s  educated. A t h i r d  
kind of e x t e r n a l  educat ional  b e n e f i t  r e s u l t s  from our mul t ip l e  l e v e l  system of 
government. C i t i zens  r ece iv ing  a  b e t t e r  educat ion produce more goods and se r -  
v i ces  and earn  h igher  personal  incomes than they would have otherwise.  Taxation 
then d i v e r t s  some of t h i s  e x t r a  buying power t o  a l l  t h r e e  l e v e l s  of government 
and through them r e d i s t r i b u t e s  it t o  people i n  o the r  j u r i s d i c t i o n s .  

Sp i l l ove r  c o s t s  l ikewise  a f f e c t  e q u i t y  and t h e  e f f i c i e n c y  of t h e  econ- 
omy. Poorly educated persons who move cause increased wel fare  c o s t s  i n  t h e i r  
new place of residence.  Water po l lu t ion  is another  dramatic  example. I f  one 
munic ipa l i ty  dumps i t s  un t r ea t ed  sewage i n t o  a  s tream, i t s  downstream neighbors 
a r e  put t o  t h e  expense of t r e a t i n g  water  taken from t h e  stream o r  seeking another  
source of useable  water .  

While t h e  a n a l y s i s  of e x t e r n a l  b e n e f i t s  and c o s t s  of S t a t e  and l o c a l  
a c t i v i t i e s  i s  s t i l l  i n  a  rudimentary s t age ,  i t  i s  widely recognized t h a t  s p i l l -  
over b e n e f i t s  and c o s t s  e x i s t  and must be considered when f inancing  var ious  
func t iona l  programs. It can be argued, moreover, t h a t  s p i l l o v e r s  j u s t i f y  ca t e -  
g o r i c a l  g r a n t s ,  a s  d i s t i ngu i shed  from block g ran t s ,  because s p i l l o v e r s  vary  
widely among ind iv idua l  func t iona l  ca t egor i e s  and the  c a t e g o r i a l  approach f a c i l -  
i t a t e s  s e l e c t i v e  t reatment  of t hese  sepa ra t e  s p i l l o v e r s .  

MAJOR RECENT TRENDS 

The Proliferation of Grants 

No doubt t h e  most s t r i k i n g  c h a r a c t e r i s t i c  of t he  r ecen t  t rend  i n  t h e  
grant - in-a id  system i s  p r o l i f e r a t i o n  and excess ive  ca t egor i za t ion .  Table 23 
shows a  count of i nd iv idua l  g ran t  au tho r i za t ions  f o r  each of t he  years  from 
1962 through 1966. The t a l l y  covers ,  f o r  example, 11 sepa ra t e  g ran t s  f o r  h e a l t h  
profess ions  a s s i s t a n c e ,  10 f o r  h ighe r  educat ion,  8 f o r  educat ional  research  and 
7 f o r  mental r e t a r d a t i o n .  Fig. 16 shows t h e  number of g ran t  au tho r i za t ions  by 
ind iv idua l  departments and agencies a t  t he  beginning of 1967. Seventeen 



departments or agencies administer grants. Within 8 departments or agencies, 38 
separate bureaus or offices have immediate responsibility for grant administra- 
tion." 

TABLE 23. --NUMBER OF GRANT-IN-AID AUTHORIZATIONS 

Apportioned 
Formula Project 

Date Grants Grants 

Cumulative through 1962 5 3 107 
Added, 1963y: 8 13 
Added, 19649: 10 30 
Added, 19659: 19 90 
Added, 1966" - 9 - 40 

Total as of January 1, 1967 99 280 

Total 

160 
2 1 
40 
109 
49 - 
379 

+:The net change from the preceding line reflects expiration or 
repeal of earlier authorizations as well as addition of new 
authorizations. 

Source: ACIR tabulation from various sources, including U.S. 
Congress, Senate, Subcommittees on Intergovernmental 
Relations, Catalog of Federal Aids to State and Local 
Governments and two Supplements; and Congressional 
Enactments, 89th Congress, Second Session. 

The rapid expansion in number of grants has affected their role in part- 
nership programs. From the point of view of the grant recipients--State and 
local governments--the sheer number, variety and complexity of grants make it all 
but impossible for eligible recipients to be fully aware of what aids are avail- 
able, which Federal agencies administer them, and how they suit particular needs. 
A major complaint of State and local governments concerns this "information gap." 
One consequence has been that by July 1967, 13 States, 23 cities and one county 
had established Washington offices to keep track of grant programs and to conduct 
active follow-through with Federal agencies in expediting grant applications. 
Several cities, 300 counties and 46 States (as of July 1967) had established 
Federal aid coordinators. 

"Grantsmanship" has become a popular new game in Washington, played 
most effectively by alert State and local governments. If they do not have 
Washington offices--or perhaps even if they do--they find many consultants at 
hand whose business it is to keep informed on available grant programs and help 
their clients in applying for them. 

The multiplication of grants is underscored dramatically by the large 
number of different catalogs of available grants that have been assembed by 

For further detail, see Table A-22. 



Figure 16 

NUMBER OF GRANTS BY ADMINISTERING DEPARTMENT 
OR AGENCY, BY FOR-MULA OR PROJECT, DECEMBER 31,1966 

Number of Grants 

HEW 

ACIR 



Federa l  agencies ,  n a t i o n a l  and S t a t e  a s s o c i a t i o n s  of publ ic  o f f i c i a l s  and p r i v a t e  
f i rms ,  none of which i s  t r u l y  comprehensive, d e s p i t e  t he  e f f o r t s  of t h e i r  com- 
p i l e r s  t o  make them so.  Perhaps the  crowning demonstration of t h e  poin t  i s  the  
f a c t  t h a t  the  A C I R  i n  1966 compiled a "ca t a log  of  ca ta logs"  i n  an at tempt t o  
present  a  b ib l iography of information sources ,  and t h i s  c a t a l o g  and i t s  f i r s t  
supplement r an  t o  18 pages! 

Another a spec t  of p r o l i f e r a t i o n  i s  t he  overlapping and d u p l i c a t i o n  of 
g ran t  programs, i n  such f i e l d s  a s  water  supply and sewage d i s p o s a l ,  r e c r e a t i o n ,  
economic development, work t r a i n i n g  and poverty. The c l a s s i c  case  i s  t h a t  of 
g ran t s  f o r  water  and sewer p r o j e c t s .  No l e s s  than four  such programs a r e  a v a i l -  
a b l e ,  administered by four  d i f f e r e n t  agencies:  HUD, t h e  Department of Agricul-  
t u r e  (FHA), t h e  Department of  I n t e r i o r  (Water Po l lu t ion  Control Administrat ion)  
and t h e  Department of  Commerce (Economic Development Adminis t ra t ion) .  The Of f i ce  
of Education (HEW) r e c e n t l y  l i s t e d  e i g h t  s epa ra t e  programs under s i x  d i f f e r e n t  
laws au tho r i z ing  g ran t s  t o  l i b r a r i e s .  I n  1966, Congress au thor ized  HUD t o  make 
g ran t s  f o r  h i s t o r i c  p re se rva t ion  ( a c q u i s i t i o n  of land and s t r u c t u r e s ,  and r e s t o r -  
a t i o n )  and f o r  surveys of h i s t o r i c  s t r u c t u r e s ;  t h e  same year  i t  a l s o  author ized  
the  Department of I n t e r i o r  t o  make g r a n t s  f o r  h i s t o r i c  p r o p e r t i e s  p re se rva t ion  
and f o r  surveys and plans of such p rope r t i e s .  

Excessive ca t egor i za t ion  and overlapping of g ran t s  c r e a t e  a d m i n i s t r a t i v e  
problems a t  a l l  l e v e l s  and handicap the  development of a  coordinated a t t a c k  on 
community problems. Operat ing agencies  a t  the  S t a t e  and l o c a l  l e v e l s  u s u a l l y  a r e  
reasonably capable of keeping t r a c k  of g ran t  programs i n  t h e i r  func t iona l  f i e l d s .  
Information a v a i l a b l e  t o  ch ief  execut ives  may be very  l imi t ed ,  however, making i t  
d i f f i c u l t  f o r  them t o  f u l f i l l  t h e i r  o v e r a l l  coordina t ing  r e s p o n s i b i l i t i e s .  

S t a t e  and l o c a l  governments may be bewildered a s  t o  t h e  d i f f e r e n c e s  be- 
tween seemingly l i k e  programs o r  unce r t a in  as t o  whether they a r e  u s ing  t h e  most 
app ropr i a t e  program; on t h e  o t h e r  hand, they may e x p l o i t  o p p o r t u n i t i e s  t o  play 
o f f  one Federa l  agency a g a i n s t  another .  Confusion i s  aggravated by the  ex i s t ence  
of vary ing  requirements  under s i m i l a r  programs, which may cause a p p l i c a n t s  t o  
seek t h e  program which seems most a t t r a c t i v e  from t h e  s t andpo in t ,  s ay ,  of non- 
Federa l  matching requi red  al though o v e r a l l  cons ide ra t ions ,  such a s  t he  s p e c i f i c  
uses  t o  which t h e  money can be put ,  may make i t  l e s s  a t t r a c t i v e .  

lxpanding Use of Project Grants 

A s  i nd ica t ed  i n  Table 23, 280 o r  three-quar ters  of t he  379 grant - in-a id  
programs i n  e f f e c t  a t  t h e  end of 1966 were of t h e  "project1 '  type.  This  compared 
wi th  107 o r  two-thirds of  such programs a t  the  end of  1962. Thus p r o j e c t  g ran t s  
r e p r e s e n t  a s i z a b l e  ma jo r i ty  of  t he  t o t a l ,  and t h e  propor t ion  i s  on the  inc rease .  
I n  d o l l a r  amounts, however, t h i s  type of  g ran t  amounted t o  only $2.8  b i l l i o n  of 
t he  t o t a l  $12.6 b i l l i o n  f o r  FY 1966. 

T e s t i f y i n g  a t  t h e  1966 hear ings  on "Creat ive Federalism," the  Under Sec- 
r e t a r y  of HEW, t h e  department t h a t  admin i s t e r s  over  h a l f  t h e  p r o j e c t  g ran t s ,  gave 
t h e  fol lowing i n s i g h t  i n t o  t h e  reasons  f o r  t h i s  t rend:kl  

. . . a s  you now know we now have t h i s  whole development of 
p r o j e c t  g ran t s  which do n o t  r e q u i r e  a S t a t e  p lan ,  which a r e  
no t  on a formula b a s i s  i n  t h e  sense  t h a t  t h e  Sec re t a ry  i n d i c a t -  
ed, f o r  d e a l i n g  wi th  t h e  problems t h a t  a r e  more d i v e r s e ,  of r e -  
l a t i o n s h i p s  n o t  only wi th  o the r  governmental u n i t s ,  but  even 
more p a r t i c u l a r l y  wi th  non-governmental u n i t s  such a s  



universities. This, I think, is a point that sometimes is not 
completely understood, that the project grant approach really 
has grown immeasurably in the last 15 years, because of the in- 
flexibility of the State formula grant approach. 

A recent examination of trends in HEW-administered programs also identi- 
fied professionalism and the desire for innovation as other factors leading to 
emphasis on project grants :5/ 

. . . states need not avail themselves of project grants; but 
they are attractive to professionals, rarely require matching, 
and frequently enable solid accomplishments. They are less a 
method of centralization than of federal leadership, together 
with the more advanced states, in program innovation and pro- 
fessional development. This developmental emphasis, like stat- 
ic standards, may reveal disparities among the states; but the 
former does so only implicitly, and looks more to progress than 
to uniformity. It thus supplements professionalism, enables 
some response to problems in the more metropolitan, profession- 
alized, affluent states; and it sometimes leads to the elabora- 
tion and elevation of standards. 

, . . In principle, the project grant allowed a maximum of flex- 
ibility in the utilization of personnel, in combining public and 
private efforts, and in a selective program emphasis. At the 
same time, the combination of initiative from the project pro- 
posers and judgment by professional peers or departmental com- 
mittee, provided an administrative technique responsive in dif- 
fering measure to community developments, to professional pro- 
gress, and to PHS (Public Health Service) objectives, 

The project grant has been used extensively in grants to urban areas. 
To some extent this trend reflects the direct Federal-local nature of urban 
grants, bypassing the State which traditionally has been the geographic and poli- 
tical base for allocation of formula grants. In part, it reflects the fact that 
certain types of urban grants, such as urban renewal, place great stress on local 
initiative and local sensing of needs--factors that do not lend themselves to sim- 
ple reflection in a formula. In part, however, it also indicates a failure to try 
to develop adequate measures of program need and fiscal capacity which are suit- 
able for formulas for distributing funds among individual localities, and a fail- 
ure by Congress to appropriate sufficient funds to meet the nationwide need. 

In short, this increase in the number of project grants stems from di- 
verse and overlapping developments, including: 

The national need to have research and development conducted 
by institutions--sometimes publicly supported--is not suscep- 
tible to an apportionment approach; 

0 The inflexibility of the State formula principle prevents a 
"rifling in" on new problem areas and tension points requir- 
ing maximum attention; 

Congressional reluctance to appropriate sufficient funds for 
particular program needs necessitates the more selective 
project grant device; 



Many program admin i s t r a to r s  and c e r t a i n  congress ional  commit- 
t e e s  have become inc reas ing ly  conscious of t h e  need f o r  tech- 
n i c a l  a s s i s t a n c e  and t r a i n i n g  programs f o r  S t a t e  and l o c a l  
u n i t s  adminis te r ing  t h e  f u n c t i o n a l  g r a n t s  f a l l i n g  under t h e i r  
j u r i s d i c t i o n ,  y e t  a r e  unable t o  measure the  s p e c i f i c  needs of 
each u n i t  i n  t hese  areas ;  

S imi l a r ly ,  many a t  t h e  n a t i o n a l  l e v e l  have adopted t h e  p a r a l l e l  
goal  of s t imu la t ing  innovat ive  approaches--including r e sea rch ,  
experimentat ion and planning--in grant -a ided  a s  w e l l  a s  o t h e r  
funct ions ;  

The absence of r e l i a b l e  d a t a  on f i s c a l  c a p a b i l i t y  and needs 
f o r  var ious  j u r i s d i c t i o n a l  u n i t s  w i th in  S t a t e s  precludes an 
apportionment-based g r a n t  f o r  var ious  loca l ly -o r i en ted  programs. 

The inc reas ing  r e l i a n c e  on p r o j e c t  g ran t s  has  important  imp l i ca t ions  f o r  
t h e  grant - in-a id  system. It tends t o  diminish t h e  Nat ional  ~ove rnmen t ' s  c e r t a i n -  
t y  t h a t  Federa l  funds a r e  being appl ied  most e f f e c t i v e l y  t o  meet n a t i o n a l l y  de- 
termined minimum requirements  throughout t he  country.  F i r s t ,  Congress leaves  i t  
t o  admin i s t r a to r s  t o  apply such d i s t r i b u t i o n  formulas, sometimes pursuant  t o  leg-  
i s l a t i v e  gu ide l ines ,  imposing heavy pressure  on admin i s t r a to r s  t o  weigh both pro- 
gram and p o l i t i c a l  cons idera t ions  i n  t h e i r  dec i s ions .  Second, i t  p laces  a premi- 
um upon t h e  a b i l i t y  of a p p l i c a n t s  t o  know what a i d s  a r e  a v a i l a b l e ,  t o  prepare  per- 
suas ive  a p p l i c a t i o n s ,  and t o  expend the  necessary  e f f o r t s  i n  fol lowing through t o  
s e e  t h a t  g r a n t s  a r e  forthcoming. By and l a r g e ,  t h i s  means t h a t  t h e  S t a t e  and lo -  
c a l  governments t h a t  a r e  w e l l  organized and s t a f f e d  w i l l  win t h e  p r o j e c t  g ran t s .  
Yet they may have a r e l a t i v e l y  low index of need f o r  t h e  p r o j e c t s ,  o r  have a  r e -  
l a t i v e l y  h igh  index of  f i s c a l  capac i ty  wi th  which t o  meet t he  need. 

On t h e  o t h e r  hand, of course,  i t  can be contended t h a t  p lac ing  r e l i a n c e  
on S t a t e  and l o c a l  governments t o  e x e r t  themselves t o  ob ta in  Federa l  g ran t  moneys 
i s  an  i n e v i t a b l e  p a r t  of a system of shared powers. Unlike a  u n i t a r y  system, the  
Federa l  system values  l o c a l  i n i t i a t i v e  and d i s c r e t i o n  and it i s  only n a t u r a l  t h a t  
some l o c a l i t i e s  w i l l  f a l l  behind o t h e r s  i n  t h e i r  z e a l  and a b i l i t y  t o  ob ta in  Fed- 
e r a l  g ran t s .  I f  uni formi ty  of s e r v i c e s  i s  des i r ed ,  r e l i a n c e  w i l l  need t o  be 
placed on the  c e n t r a l  government r a t h e r  than the  S t a t e  and l o c a l  governments. 

Increasing Variety in Matching Ratios 

Hand-in-hand wi th  t h e  m u l t i p l i c a t i o n  of Federa l  g ran t  programs h a s  been 
a  widening v a r i a t i o n  i n  Federa l  matching r a t i o s  employed. Table 24 shows t h e  
number of g ran t s  adopted o r  r ev i sed  each year  a t  va r ious  matching r a t i o s .  

I n  an  e f f o r t  t o  determine what, i f  any, were t h e  s p e c i f i c  reasons  f o r  
t h e  congress ional  dec i s ion  t o  use p a r t i c u l a r  matching r a t i o s  and apportionment 
formulas, t h e  Commission s t a f f  examined Senate and House committee r e p o r t s  on 
l e g i s l a t i o n  c r e a t i n g  o r  r e v i s i n g  180 g ran t s  administered by t h e  Department of  
Heal th ,  Education, and Weltare.* The r e sea rch  uncovered documented r a t i o n a l e  f o r  
matching r a t i o s  i n  21 ins tances .  The explanat ions  may be summarized as follows: 

Dif ferences  i n  c a t e g o r i z a t i o n  of t he  g r a n t s  l a r g e l y  account f o r  t h e  d i f f e r -  
ences between t h i s  number and t h a t  shown f o r  HEW i n  Table A - 2 2 .  





TABLE 24 (co~'D).--MATCHING RATIOS, MISTING PROGRAMS OF GRANTS-IN-AID TO STATE OR LOCAL GOV-AL UNITS 
AS OF CALENDAR YEARS OF ORIGIN 

Federal Number of Programs 
~ a r t i c i p a t i o ~ d '  1951 1952 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 196& 1967=/ -- 1 9 6 2 '  T o t a l  

100 .2 1 4  1 9  1 10 1 4 5 9  3 16 4 1  19 
Some loca l  1 3 2 1 2  2 10  
p a r t  o r  a1  4 1 1 1 2 3 6 
d e c l i n i d  1 1 10 
v a r i a b l e  1 

Tota l  2 1 13 1 19 1 21 1 5 9 17 20 40 109 53 3 4 7 / 38 7- 





Education 
Number of 

Grants 

L e g i s l a t i v e  h i s t o r y  gave reason f o r  t h e  choice 
of a p a r t i c u l a r  f i g u r e  1 

Gave reason f o r  r e q u i r i n g  no matching 2 
Gave reason f o r  r e q u i r i n g  some matching bu t  

wi thout  spec i fy ing  a p a r t i c u l a r  amount 11 
No explanat ion  - 55 

T o t a l  69 

Health 

Provis ions  t i e d  t o  those  i n  an e x i s t i n g  program 
Federa l  sha re  r a i s e d  because e l i g i b l e  r e c i p i -  

e n t s  f i s c a l l y  unable t o  p a r t i c i p a t e  under 
previous r a t i o  

No explanat ion  
T o t a l  

Welfare and o t h e r  

Gave reason 
No explanat ion  

T o t a l  

While lacking  a documented explanat ion  of l e g i s l a t i v e  reasons f o r  es tab-  
l ishment of Federa l  cos t -shar ing  r a t i o s  f o r  s p e c i f i c  programs, i t  i s  poss ib l e  t o  
i n f e r  from t h e  evo lu t ion  of t h e  grant - in-a id  system some of  t h e  genera l  fo rces  
t h a t  were a t  work. 

The e a r l y  g ran t  programs were designed f o r  equal  sha r ing  between t h e  
Fede ra l  and S t a t e  governments. Since t h e  19301s,  however, e s p e c i a l l y  s i n c e  World 
War 11, gran t s  o f t e n  have b u i l t - i n  equa l i za t ion - type  formulas, w i th  funds appor- 
t ioned  on t h e  b a s i s  of  program need and f i n a n c i a l  a b i l i t y .  Matching thus  is  i n  
d i r e c t  r e l a t i o n  t o  S t a t e s '  and l o c a l  governments' vary ing  a b i l i t i e s  t o  suppor t  
t h e  a ided  funct ions .  Var iable  matching requirements  f o r  t hese  programs are o f t e n  
based on t h e  assumption t h a t  f o r  a l l  S t a t e s  combined t h e  Federa l  c o n t r i b u t i o n  
w i l l  approximate one-half of  the  program cos t .  I n  these  cases ,  minimum and maxi- 
mum percentages a r e  provided, t y p i c a l l y  ranging from one-third t o  two-thirds of 
t o t a l  program c o s t  a s  t he  Federa l  share .  The a c t u a l  Federa l  sha re  f o r  any one 
S t a t e  depends on some v a r i a n t  of t h e  r a t i o  of  S t a t e  t o  United S t a t e s  per c a p i t a  
income, f igured  u s u a l l y  on t h e  b a s i s  of t h e  previous t h r e e  o r  f i v e  yea r s '  aver-  
age personal  income. 

When Congress decided t o  inc rease  t h e  Federa l  sha re  and depa r t  from t h e  
t r a d i t i o n a l  50-50 sha r ing  b a s i s  wi thout  v a r i a b l e  matching, i t  may have sought t o  
p lace  a h igh  p r i o r i t y  on achievement of  a p a r t i c u l a r  n a t i o n a l  ob jec t ive .  The 
l a r g e s t  g ran t  program--the i n t e r s t a t e  highway program enacted i n  1956--was the  
f i r s t  major depa r tu re  of t h i s  kind.  I t s  purpose was t o  underwri te  cons t ruc t ion  
of a n a t i o n a l  defense  network of major roads connecting populous urban cen te r s .  
More r e c e n t l y ,  T i t l e  I of t he  Elementary and Secondary Education Act (1965) pro- 
v ides  unmatched g ran t s  (100 percent  Federa l )  t o  l o c a l  school  d i s t r i c t s  f o r  pro- 
moting educat ional  s e r v i c e s  f o r  c u l t u r a l l y  disadvantaged ch i ld ren .  Grants  f o r  
economic development (1965) may cover up t o  80 percent  of t h e  c o s t  of  p r o j e c t s  
i n  a r e a s  of s e r i o u s  unemployment and genera l  economic d i s t r e s s .  



D i f f e r e n t  l e v e l s  of Federa l  p a r t i c i p a t i o n  a l s o  can r e f l e c t  d i f f e r e n t  
pol icy  purposes of g r a n t s ,  t h a t  i s ,  whether they a r e  intended t o  s t i m u l a t e  S t a t e  
and l o c a l  e n t r y  i n t o  o r  expansion of c e r t a i n  se rv i ces ;  t o  provide continuing sup- 
po r t  of  a funct ion  which t h e  Federa l  Government may have helped t o  b r i n g  i n t o  be- 
ing  bu t  which t h e  S t a t e  and l o c a l  governments can now l a r g e l y  f inance;  o r  t o  f i -  
nance p i l o t  o r  demonstration p ro j ec t s .  Continuing support  g ran t s  a r e  l i k e l y  t o  
r ece ive  a l e s s e r  l e v e l  of Federal  money than the  o t h e r  two types. 

The Community Action Program and Demonstration C i t i e s  g ran t s  a r e  out- 
s tanding  r ecen t  examples of  t he  tendency i n  t h e  Federa l  g r a n t  system toward en- 
couraging innovation and experimentat ion i n  the  provis ion  of pub l i c  s e r v i c e s  and 
f a c i l i t i e s .  It i s  no t  s u r p r i s i n g  t h a t  such g ran t s ,  au thor ized  i n  many r e s p e c t s  
as "seed monies" t o  focus a t t e n t i o n  on a needed publ ic  s e r v i c e ,  a r e  provided wi th  
a  high Federa l  r a t i o  of shar ing .  Other r ecen t  examples a r e  a i r  po l lu t ion  se rv i c -  
e s  and demonstrat ion (1963)--66-75 percent  Federal  share ;  s o l i d  waste d i s p o s a l  
demonstrations (1965)--100 percent  Federa l ,  and work experience (under 1964 Econ- 
omic Opportunity Act)--no s p e c i f i c  non-Federal share .  

Two a d d i t i o n a l  reasons  account f o r  t h e  present  wide a r r a y  of matching 
r a t i o s .  F i r s t ,  on t h e  l e g i s l a t i v e  s i d e ,  programs have been author ized  by separ-  
a t e  func t iona l  committees of Congress without  o v e r a l l  machinery o r  pol icy  f o r  a  
c o n s i s t e n t  approach, e i t h e r  among committees o r  w i t h i n  t h e  same committee over a 
period of  time. Second, t h e r e  has  been a s i m i l a r  l ack  a t  the  top  management 
l e v e l  i n  t he  execut ive  branch--spec i f ica l ly ,  i n  the  Bureau of t he  Budget--of pro- 
cedures and gu ide l ines  f o r  l o g i c a l l y  based and i n t e r r e l a t e d  matching r a t i o s  i n  
Administrat ion proposals  f o r  l e g i s l a t i o n .  

The wide range of matching r a t i o s  r a i s e s  a  number of ques t ions  from t h e  
s tandpoin t  of Federa l  program pol icy  and management and t h e  impact upon S t a t e  and 
l o c a l  governments. One ques t ion  i s  whether t he  present  r a t i o s  proper ly  r ep resen t  
a c t u a l  d i f f e r e n c e s  i n  n a t i o n a l  i n t e r e s t  i n  t h e  va r ious  programs. Is the  n a t i o n a l  
i n t e r e s t  i n  t h e  work experience program, f o r  example, r e a l l y  g r e a t e r  than t h a t  i n  
b a s i c  g r a n t s  f o r  voca t iona l  r e h a b i l i t a t i o n  t o  t h e  e x t e n t  of t h e  100-75 d i f f e r e n c e  
i n  t h e i r  r e spec t ive  Federa l  percentages of cos t s?  

The need f o r  coordina t ion  i s  e s p e c i a l l y  urgent  i n  programs which a r e  
c l o s e l y  i n t e r r e l a t e d ,  as i l l u s t r a t e d  by t h e  HEW grants .  When r e l a t e d  programs 
a r e  administered by d i f f e r e n t  l o c a l  agencies  and a r e  supported by vary ing  amounts 
of Federa l  d o l l a r s  f o r  each non-Federal d o l l a r ,  t he  problems of working out  e f -  
f e c t i v e  coordina t ion  become even more d i f f i c u l t .  For programs no t  s o  c l o s e l y  
i n t e r r e l a t e d ,  S t a t e  and l o c a l  governments and t h e  genera l  publ ic  f i n d  i t  hard  t o  
understand widely varying formulas. 

Another problem a r i s i n g  from v a r i a t i o n s  i n  matching r a t i o s  concerns t h e  
e f f e c t  on S t a t e  and l o c a l  expenditure dec i s ions .  S t a t e  and l o c a l  governments a r e  
induced t o  spend more of t h e i r  resources  on those  programs wi th  h ighe r  Federa l  
matching. They tend t o  go f o r  t h e  "easy money." P a r t i c u l a r l y  when combined wi th  
the  s i m i l a r  e f f e c t  of  apportionment formulas, t h i s  can lead  t o  a "skewing" of 
S t a t e  and l o c a l  budgets--away from an  expenditure p a t t e r n  they would otherwise 
p re fe r .  Skewing t h a t  r e s u l t s  from b a s i c  p r i o r i t y  dec i s ions  t h a t  a r e  r e f l e c t e d  
i n  matching and apportionment formulas can be defended, bu t  skewing t h a t  i s  
prompted by piecemeal g ran t  enactments without  r e f e rence  t o  o v e r a l l  program needs 
i s  indefens ib le .  

F i n a l l y ,  v a r i a t i o n s  i n  matching r a t i o s  i n  s i m i l a r  o r  c l o s e l y  r e l a t e d  
programs--at bes t - - r a i se  s e r i o u s  ques t ions  about Federa l  cons is tency  and e q u i t y  



and, a t  the  wors t ,  o f f e r  t he  temptat ion t o  a p p l i c a n t s  t o  "play of f"  one Federa l  
agency a g a i n s t  another .  A few i l l u s t r a t i o n s :  

L ib ra ry  se rv i ces :  

Formula g r a n t s  a r e  a v a i l a b l e  from t h e  Of f i ce  of Education t o  
S t a t e s  f o r  p u b l i c  l i b r a r y  s e r v i c e s  pursuant  t o  an  approved 
S t a t e  plan.  Matching from non-Federal sources v a r i e s  wi th  
average per  c a p i t a  income from 33 t o  66 percent .d /  

Formula g r a n t s  a r e  a v a i l a b l e  t o  S t a t e s  from t h e  Of f i ce  of Edu- 
c a t i o n  f o r  school  l i b r a r y  resources ,  textbooks,  and o the r  i n -  
s t r u c t i o n a l  m a t e r i a l s ,  pursuant t o  a n  approved S t a t e  plan.  
Matching from non-Federal resources  i s  n o t  r e q u i r e d . l /  

Sewer and water  f a c i l i t i e s :  

P r o j e c t  g ran t s  a r e  a v a i l a b l e  t o  l o c a l  pub l i c  bodies and agen- 
c i e s  from HUD t o  f inance  p r o j e c t s  f o r  b a s i c  pub l i c  water  f a c i l -  
i t i e s ,  inc luding  works f o r  s to rage ,  t reatment  p u r i f i c a t i o n ,  and 
d i s t r i b u t i o n  of water ,  and f o r  b a s i c  publ ic  sewer f a c i l i t i e s .  
Sewer f a c i l i t i e s  may no t  inc lude  " t rea tment  works" a ided  by 
I n t e r i o r  (below). Federa l  sha re  may no t  exceed 50 percent  of 
development c o s t ,  except  i n  c e r t a i n  circumstances it  may go up 
t o  90 percent  f o r  communities under 10,000 popula t ion .8 /  

P r o j e c t  g ran t s  a r e  a v a i l a b l e  from I n t e r i o r  t o  S t a t e s  and muni- 
c i p a l i t i e s  f o r  waste t rea tment  works cons t ruc t ion .  Federa l  
sha re  may n o t  exceed 30 percent ,  bu t  may be increased  t o  50 

91 percent  under c e r t a i n  condit ions.-  

P r o j e c t  g r a n t s  a r e  a v a i l a b l e  from Agr i cu l tu re  f o r  works f o r  
development, s to rage ,  t rea tment ,  p u r i f i c a t i o n ,  o r  d i s t r i b u t i o n  
of wa te r ,  o r  c o l l e c t i o n ,  t rea tment ,  o r  d i s p o s a l  of waste i n  
r u r a l  a r e a s .  Federa l  g ran t  may no t  exceed 50 percent  of devel-  
opment c o s t  of project .%/ 

Surveys of H i s t o r i c  S t ruc tu re s :  

P r o j e c t  g r a n t s  a r e  a v a i l a b l e  t o  l o c a l i t i e s  from HUD t o  make sur -  
veys of s t r u c t u r e s  o r  s i t e s  which a r e  of  h i s t o r i c  o r  a r c h i t e c -  

11/ t u r a l  va lue .  Federa l  g ran t  may no t  exceed 66 percent  o f  cost.- 

P r o j e c t  g ran t s  a r e  a v a i l a b l e  t o  S t a t e s  from I n t e r i o r  t o  prepare 
comprehensive s t a t ewide  h i s t o r i c  surveys f o r  p re se rva t ion ,  ac- 
q u i s i t i o n ,  and development of h i s t o r i c  p rope r t i e s .  Federa l  g r a n t  
may n o t  exceed 50 percent  of c o s t . g /  

There is  a l s o  t h e  case  of r e l o c a t i o n  expenses involved i n  f e d e r a l l y  a id -  
ed p r o j e c t s  t h a t  d i s p l a c e  persons and bus inesses .  Under HUD programs l o c a l i t i e s  
a r e  e n t i t l e d  t o  Federa l  reimbursement of  100 percent  of such c o s t s  up t o  $25,000 
per  case ,  and t h e r e a f t e r  according  t o  the  c o s t  sha r ing  formula of t h e  b a s i c  pro- 
gram g ran t .  Under f e d e r a l l y  a ided  highway programs, on t h e  o t h e r  hand, Federa l  
reimbursement i s  90 percent  on i n t e r s t a t e  and 50 percent  on primary-secondary 
programs, up t o  $200 per  d i sp l aced  fami l  and $3,000 per  d i sp l aced  bus ines s ,  and 
no Federa l  sha r ing  above those  amounts.& 



The Development of Incentive Grants 

A b a s i c  f e a t u r e  of c a t e g o r i c a l  grants - in-a id  is  t h a t  prescr ibed  condi- 
t i o n s  must be met i f  t he  a p p l i c a n t  is  t o  g e t  a grant .  I n  r ecen t  yea r s  a d i f f e r -  
e n t  approach has  sometimes been used t o  encourage S t a t e  and l o c a l  governments t o  
exceed minimum l e v e l s  of program performance. The incen t ive  g ran t  rewards t h e  
r e c i p i e n t  wi th  more Federa l  money i f  it meets a s tandard  o r  a degree of p a r t i c i -  
pa t ion  considered d e s i r a b l e ,  al though no t  s o  urgent  as t o  be requi red .  

The Water P o l l u t i o n  Control  Act, f o r  example, has o f f e red  incen t ives  f o r  
sewage t rea tment  cons t ruc t ion  works g ran t s  s i n c e  i t s  enactment i n  1 9 5 6 . 2 1  Major 
changes were made i n  1 9 6 5 2 1  and 196@/ and t h e  a c t  now provides t h a t  t h e  Federa l  
sha re  l i m i t a t i o n  of 30 percent  s h a l l  be increased  t o  a maximum of 40 percent  i f  
t he  S t a t e  agrees  t o  pay no t  l e s s  than 30 percent  o f  t h e  cos t .  Fu r the r ,  t h e  Fed- 
e r a l  sha re  can be increased  t o  a s  much a s  50 percent  i f  t he  S t a t e  pays a t  l e a s t  
25 percent  and i f  enforceable  water q u a l i t y  s tandards  have been e s t a b l i s h e d  f o r  
both i n t e r s t a t e  and i n t r a s t a t e  waters  i n t o  which the  p ro j ec t  d ischarges .  . h e  
b a s i c  g ran t  can be increased by t en  percent  i f  t he  aided p r o j e c t  conforms wi th  
an areawide comprehensive plan. 

Another example of an  incen t ive  provis ion  i s  found i n  t h e  1961 law au- 
t h o r i z i n g  g r a n t s  f o r  open space land p r e s e r v a t i o n . g /  The then HHFA Adminis tra- 
t o r  was author ized  t o  make g ran t s  t o  S t a t e s  and l o c a l  pub l i c  bodies  t o  h e l p  them 
take  prompt a c t i o n  t o  preserve  open-space land e s s e n t i a l  t o  t he  proper long-range 
development and we l f a re  of t h e  na t ion ' s  urban a reas .  The Federa l  sha re  could no t  
exceed 20 percent  of the  t o t a l  c o s t  of a c q u i s i t i o n ,  bu t  could be increased  t o  30 
percent  i f  a r e c i p i e n t  pub l i c  body e i t h e r  exerc ised  open-space p re se rva t ion  r e -  
s p o n s i b i l i t i e s  f o r  an  urban a r e a  as a whole o r  p a r t i c i p a t e d  i n  e x e r c i s i n g  such 
r e s p o n s i b i l i t i e s  f o r  a l l  o r  a s u b s t a n t i a l  p a r t  o f  an  urban a rea .  The r e v i s i o n  o f  
t h i s  program i n  t h e  Housing and Urban Development Act of 1965, however, dropped 
t h i s  i ncen t ive . l8 /  

The Pub l i c  Works and Economic Development Act au tho r i zes  Federa l  g r a n t s  
f o r  pub l i c  works and development f a c i l i t i e s  t o  a r e a s  which had s u b s t a n t i a l  unem- 
ployment dur ing  the  preceding ca lendar  year .  The amount of Federa l  g ran t  assis- 
tance  may be  increased  by n o t  more than 10 percent  of t h e  aggregate  c o s t  i f  (1) 
the  redevelopment area is  wi th in  a des ignated  economic development d i s t r i c t  and 
is  a c t i v e l y  p a r t i c i p a t i n g  i n  t h e  economic development a c t i v i t i e s  of t h e  d i s t r i c t ,  
and (2) t h e  p r o j e c t  is c o n s i s t e n t  wi th  an  approved d i s t r i c t  o v e r a l l  economic de- 
velopment program. I n  no case can t h e  Federa l  sha re  exceed 80 p e r c e n t . g /  

The Federa l  Aid Highway Act of  196%~ provided t h a t  S t a t e s  which agreed,  
p r i o r  t o  J u l y  1, 1965, t o  c o n t r o l  a d v e r t i s i n g  a longs ide  highways i n  t h e  I n t e r s t a t e  
System would be given an incen t ive  payment of  one-half of one percent  of t h e  c o s t  
of those  po r t ions  of t he  System's p r o j e c t s  t o  which n a t i o n a l  a d v e r t i s i n g  c o n t r o l  
s tandards  apply.  This  r a i s e d  t h e  Federa l  sha re  t o  90.5 percent  f o r  t he  a f f e c t e d  
cons t ruc t ion .  

The 1965 Highway Act Amendments=/ a l low t h e  h a l f  percent  i ncen t ive  t o  
continue f o r  t h e  25 S t a t e s  t h a t  had taken advantage o f  i t  by June 30, 1955. For 
t h e  o t h e r  25 S t a t e s ,  beginning January 1, 1968, 10 percent  o f  t h e  apportionment 
which otherwise would be a v a i l a b l e  w i l l  be withheld i f  a S t a t e  h a s  n o t  made pro- 
v i s i o n  f o r  e f f e c t i v e  c o n t r o l  of a d v e r t i s i n g  a longs ide  i n t e r s t a t e  and primary sys-  
tem highways. The reduct ion  a p p l i e s  no t  only t o  g r a n t s  f o r  t h e  i n t e r s t a t e  and 
primary systems, b u t  a l s o  t o  those  f o r  t h e  secondary systems and urban extens ions .  
Fu r the r ,  beginning January 1, 1968, 10 percent  of a S t a t e ' s  highway money w i l l  be 



withheld if the State has not provided for effective control of outdoor junkyards 
within 1,000 feet of right-of-way and visible from main traveled roadways. 

Finally, the 1965 Elementary-Secondary Education AC&/ offered a spe- 
cial incentive for 1967 and 1968 to local educational agencies eligible to re- 
ceive a basic grant for education of children from low-income families. The 
amount of the incentive depended on the extent of the previous year's increase 
in local public school expenditures from current revenues. The 1966 Amendments 
to the Elementary and Secondary Education Act, however, repealed this provision. 
The House Committee on Education and Labor explained that "While an incentive 
grant has theoretical merit, the one contained in the law has critical and non- 
correctable defects. "23/ The Committee Report stated that the incentive grants 
would give windfalls to school districts before the stimulus of the Federal pro- 
gram could be felt; would produce an erratic effect; and would have no relation- 
ship to the basic grants. 

Multi-Functional Grant Programs 

The typical grant-in-aid, as the term "categorical" implies, is directed 
at a rather narrow objective. Yet recently, programs have been developed with 
broader objectives, ranging across the functional lines that traditionally separ- 
ate the grant-adminis tering agencies. This represents a "s ys terns" approach-- 
viewing problems in their totality rather than attacking their components separ- 
ately. Such programs may involve a "packaging" of activities affecting a single 
geographic area, such as under the Appalachian Regional Commission, the Public 
Works and Economic Development Act, and the Model Cities Act, or activities af- 
fecting a particular clientele group, such as the community action program. 

One of the earliest was the area redevelopment program, which provided 
Federal assistance to areas with substantial and persistent unemployment over an 
extended To qualify for benefits under the act, an applicant was re- 
quired to submit and have approved by the Secretary of Commerce an overall pro- 
gram for the economic development of the area. Types of assistance available to 
State or local governments for carrying out the overall program included planning 
grants; urban renewal grants; public facility grants and loans; Federal partici- 
pation with State, local, or semipublic sources in industrial or commercial 
loans; occupational training or retraining programs. and technical assistance. 
The public works and economic development program,&/ which superseded the area 
redevelopment program, provides a generally similar grouping of existing grants 
for application to the development area. In addition, economic development pro- 
jects of broader geographic significance may be planned and carried out through 
"economic development districts" and "economic development centers." 

Somewhat similar in nature to the economic development program, but 
limited to a 12 State area, is the Appalachian Regional Development program.%/ 
The Federal-State Commission in charge of the program serves as a channel for 
intergovernmental cooperation within the region. An application for a grant or 
any other assistance for a program or project may be made only by a State, a 
political subdivision, or a local development district, and must be approved by 
the Commission. Special authorizations are made for grants or assistance under 
existing grant programs, such as highway development, demonstration health facil- 
ities and sewage treatment works. In addition the Secretary of Commerce is 
authorized to use part of the appropriations for the Appalachian regional devel- 
opment program to supplement Federal grants-in-aid under other provisions of law. 



The purpose is to enable the people, local communities, local development dis- 
tricts and States to take maximum advantage of Federal grant programs for which 
they are eligible but lack the required matching share. 

The community action program authorized by the 1964 Economic Opportunity 
A C ~ /  provides the framework for tying together communitywide efforts in a multi- 
front attack on poverty. It assigns to local community action agencies the pri- 
mary responsibility for determining the priorities and channeling of grants and 
other antipoverty aids from various Federal agencies. "Conduct and administra- 
tion grants" are to be used particularly for financing new and experimental pro- 
grams, and these may fall within the scope of any Federal agency, whether it is 
Labor, Agriculture, or Health, Education, and Welfare. 

The Demonstration Cities and Metropolitan Development Act of 196621 
generally focuses on the poor and underprivileged as does the community action 
program but particularly those living in slum and blighted neighborhoods in 
cities of all sizes. It is designed to demonstrate how the living environment 
and the general welfare of people living in such neighborhoods can be substan- 
tially improved. It provides financial and technical assistance to enable cities 
to plan, develop and carry out comprehensive local programs containing new and 
imaginative proposals to develop "model" neighborhoods. The program seeks to 
channel into the demonstration areas those projects or activities financed under 
existing grants which closely relate to the physical, economic, or social needs 
of the model neighborhood. A special feature is the provision for additional 
grants to supplement the assistance available under the existing grant programs, 
up to a total Federal contribution of 80 percent. 

Two grants-in-aid that cut across traditional program lines deal with 
the young and the aging. The Juvenile Delinquency and Youth Offenses Control 
AC& authorizes grants to help develop techniques for the prevention and con- 
trol of juvenile delinquency and youth offenses, and to encourage coordination 
of such efforts among various governmental and nongovernmental agencies. Grants 
are allowed for demonstration and evaluation projects in program areas. 

The Older Americans Act of 1965.W authorizes grants to carry out State 
plans for community planning and coordination of programs for the aged, new dem- 
onstration programs or activities beneficial to older people, training special 
personnel and establishment of new or expansion of existing programs. Grants may 
be made for research and development projects for such purposes as studies of 
living patterns and conditions of older persons, and developing or demonstrating 
methods which may contribute to a more meaningful pattern of living for older 
persons. They may also be made for specialized pre-entry and in-service training. 

Finally, the Secretary of HEW may provide appropriate consultative services and 
technical assistance to public or nonprofit private agencies, organizations and 
institutions. 

Diversification of Eligible Grant Recipients 

Federal grants started out exclusively as payments to States, sometimes 
with redistribution to local units. Grants now increasingly go directly to local 
governments and to private individuals and institutions. 

Bypassing the States: "direct federalism."--Beginning with the low-rent 
public housing program in 1937, there has been a growing tendency to make grants 



d i r e c t l y  t o  l o c a l  u n i t s ,  e i t h e r  removing the  S t a t e s  e n t i r e l y  a s  r e c i p i e n t s  o r  
g iv ing  l o c a l i t i e s  equal  s t a t u s  w i t h  t h e  S t a t e s  a s  e l i g i b l e  r e c i p i e n t s .  This  
t r end ,  sometimes termed " d i r e c t  f e d e r a l i s m , " z /  has  s e v e r a l  d i s t i n g u i s h i n g  char- 
a c t e r i s t i c s .  F i r s t ,  t o  some e x t e n t  it i s  a response t o  t h e  problems of b i g  c i t -  
i e s  thought  t o  be neglec ted  by S t a t e s ,  and a s  such r e f l e c t s  t h e  independent pol- 
i t i c a l  r o l e  of  l a r g e  urban cen te r s .  Second, however, d i r e c t  Fede ra l - loca l  g r a n t s  
have never been l imi t ed  t o  t h e  b i g  c i t i e s ;  such g r a n t s  a s  pub l i c  housing,  urban 
renewal, educat ion  and a i r p o r t s  have s u b s t a n t i a l l y  aided small  l o c a l i t i e s  and 
suburbs as we l l .  Thi rd ,  d i r e c t  federa l i sm is  a way of  p inpoin t ing  t a r g e t  areas. 
It is  a r e a c t i o n  t o  t h e  more conventional  system of d i s t r i b u t i n g  Federa l  funds 
through S t a t e  governments and r e f l e c t s  growing impatience wi th  S t a t e  and l o c a l  
boundaries. F i n a l l y ,  i n  most of  t hese  programs, n a t i o n a l  c o n t r o l  of l o c a l  per- 
formance i s  r e l a t i v e l y  c l o s e . z /  

The Bureau of  t he  Census r e p o r t s  show t h a t  from 1944 t o  1965 d i r e c t  
Federa l  g r a n t s  t o  l o c a l  government ro se  from $53 m i l l i o n  t o  $1,155 mi l l i on .  

Table 25 l i s t s  68 g ran t s  under which funds may be paid d i r e c t l y  t o  l o c a l  
u n i t s  of  government. It i d e n t i f i e s  12 programs (marked wi th  a s t e r i s k )  i n  which 
l o c a l  governments a r e  t h e  s o l e  r e c i p i e n t s .  It d i s t i n g u i s h e s  between programs i n  
which t h e  S t a t e  has  no r o l e  i n  t h e  g ran t  process (col .  I--38 programs) and those  
i n  which t h e  S t a t e s  have some r o l e  (co ls .  11-VI--30 programs). 

The t a b l e  l ists only g ran t s  i n  suppor t  of planning,  opera t ing ,  o r  con- 
s t r u c t i o n  a c t i v i t i e s .  There i s  an  a d d i t i o n a l  l a r g e  number of g r a n t s  f o r  t r a i n -  
ing ,  r e sea rch  and demonstration purposes t h a t  may be made t o  l o c a l  governments 
wi th  no S t a t e  channeling r o l e .  

Large-scale bypassing c l e a r l y  i s  a f a i r l y  r e c e n t  development: of  t h e  
38 programs i n  which the  S t a t e s  have no r o l e ,  23 were enacted a f t e r  1960. Close- 
l y  r e l a t e d  t o  t h i s  growth i n  t h e  number of d i r e c t  Fede ra l - loca l  programs i s  the  
use  o f  s p e c i a l  purpose u n i t s  of  l o c a l  government a s  e l i g i b l e  r e c i p i e n t s .  A 1964 
Advisory Cormnission r e p o r t  on Federa l  urban development programs found t h a t  spe- 
c i a l  d i s t r i c t s  were induced and sometimes even requi red  by about  a  q u a r t e r  of  a l l  
such programs.33/ These u n i t s  included pub l i c  housing and urban renewal au tho r i -  
t i e s ,  S t a t e  and l o c a l  planning agencies ,  l o c a l  a r e a  redevelopment o rgan iza t ions  
and i n d u s t r i a l  development a u t h o r i t i e s .  

P r i v a t e  i nd iv idua l s  and i n s t i t u t i o n s :  " p r i v a t e  federalism."--While 
g ran t s  t o  l o c a l  governments bypass S t a t e s  and g ran t s  t o  s p e c i a l  purpose d i s t r i c t s  
and a u t h o r i t i e s  bypass genera l  purpose u n i t s  of l o c a l  government, a  t h i r d  ca t e -  
gory of  g ran t s  bypasses both S t a t e  and l o c a l  governments. These a r e  g r a n t s  t o  
i nd iv idua l s  o r  s p e c i a l i z e d  pub l i c  agencies such a s  u n i v e r s i t i e s  and o f f i c i a l  
pub l i c  groups. Such grants--which have been descr ibed  a s  a man i fe s t a t ion  of 
" p r i v a t e  federalism"--are of t he  p ro j ec t  type and a r e  f o r  t h e  a t ta inment  o f  a  
s p e c i f i c  purpose. They are given t o  ind iv idua l s ,  nonpro f i t  groups and i n s t i t u -  
t i o n s  because they have s p e c i a l  c a p a b i l i t i e s .  

Closely a l l i e d  t o  t hese  g ran t s  a r e  payments t o  nongovernmental and, i n  
some ins t ances ,  p r i v a t e  profit-making f irms t o  implement pub l i c  programs, i . e . ,  
t h e  Job Corps c e n t e r s  under t h e  Economic Opportunity Act and s p e c i a l i z e d  t r a i n i n g  
o r  r e sea rch  t a s k s  i n  t h e  law enforcement program. 

Unlike t h e  s tandard  formula-type g ran t s  which have been t h e  ch ie f  device  
f o r  d i s t r i b u t i n g  Federa l  funds among t h e  S t a t e s ,  g r a n t s  t o  i nd iv idua l s  a r e  n o t  
s u b j e c t  t o  an apportionment formula. They a r e  n o t  counted i n  t h e  Federa l  g ran t  
t o t a l s  repor ted  by t h e  Sec re t a ry  of t he  Treasury a s  payments t o  S t a t e  and l o c a l  



TABLE 25.--FEDERAL GRANTS-IN-AID TO LOCAL GOVERNMENTS FOR 
PLANNING, OPERATING AND CONSTRUCTION PURPOSES, 1966 

Program 

Forest Service Cooperative 
State and Private Programs 

American Indian Education 
Financial Assistance 

American Indians--Finan- 
cia1 Assistance to 
School Districts 

Maternal and Infant Care 
Projects 

Flood Control 

Low-Rent Public Housing$< 
Venereal Disease Control 
Drainage Improvement 
Tuberculosis Control 
Hospital and Medical Facili- 

ties Construction (Hill- 
Bur ton) 

Airport   eve lop men^' 
Disaster Relief 
Urban Renewal* 
Civil Defense 
Natural Disasters 

School Maintenance in 
Impacted Areas* 

School Construction in 
Impacted Areas" 

Urban Planning Assistance 
Recreation Facilities of 
Federal Water Resources 
Projects 

Water Pollution Control-- 
Waste Treatment Works 
Construction 

Multi-Purpose Watershed 
Projects 

Water Quality Control 
Beach Erosion Control 
Water Supply Storage in 
Reservoirs 

Community Renewal* 

Rural Water and Waste 
Disposal Systems* 

Open-Space Land Preservation 
Community Health Services 
for Chronically I11 and 
Aged 

Educational Television 
Immunization 

Year 
Es tab- 
lished 

1911 

1934 

1934 

1935 
1936 

1937 
1938 
1944 
1944 

1946 

1946 
1947 
1949 
1950 
1950 

1950 

1950 
1954 

1954 

1956 

1956 

1956 
1956 

1958 
1959 

1961 

1961 

1961 
1962 
1962 

Nature of the State Role, , I f  Any, 
in Grant ~rocessl' 

I I I 111 IV v 

Admin- 
istering 
Avency 

Agricul- 
ture 

Interior 

Interior 

HEW 
Defense 

HUD 
HEW 

Defense 
HEW 

HEW 

DOT 
OEP 
HUD 

Defense 
Defense 

HEW 

HEW 
HUD 

Defense 

Interior 

Agricul- 
ture 

Defense 
Defense 

Defense 
HUD 

Agricul- 
ture 
HUD 

HEW 
HEW 
HEW 



TABLE 25 (CONT'D) .--FEDERAL GRANTS-IN-AID TO LOCAL GOVERNMENTS FOR 
PLANNING, OPERATING AND CONSTRUCTION PURPOSES, 1966 

Program 

Migrant Health 
Cuban Refugee Assistance 
Air Pollution 
Community Mental Health 
Center: Construction 

Farm Labor Housing 

Urban Mass Transportation 
Assistance for Migrant and 
Seasonal Farm Workers 

Community Action Program 
Neighborhood Youth Corps 
Equal Employment Opportunity 

Areawide Health Facilities 
Planning Grants 

Supplementary Educational 
Centers and Services': 

Disaster Assistance for 
Public Schools 

Aid for Educationally 
Deprived Children* 

Community Mental Health 
Centers: Initial Cost of 
Professional and Technical 
Personnel 

Medical Libraries Construc- 
tion 

Solid Waste Disposal 
Vocational Rehabilitation: 
Facilities and Workshops 

Older Americans: Research, 
Demonstration and Training 

Health of School and Pre- 
School Children 

Advance Acquisition of 
Land* 

Code Enforcement* 
Demolition of Unsound 
Structures>? 

Neighborhood Facilities* 
Urban Beautification 

Water and Sewer 
Appalachian Regional De- 
velopment Program: Mining 
Area Restoration 

ARD Program: Sewage 
Treatment Works 

Law Enforcement Assistance 
Development Highways and 
Access Roads for Appala- 
chian Region 

Year Nature of the State Role If Any, 
Estab- in Grant ~rocessl/ 
lished I I1 111 IV V VI - - - - - - -  
1962 x 
1962 x 
1963 x 

1963 
1964 

Admin- 
istering 
Agency 

HEW 
HEW 
HEW 

HEW 
Agricul- 

ture 

HUD 

OEO 
OEO 

Labor 
EEOC 

HEW 

HEW 

HEW 

HEW 

HEW 

HEW 
HEW 

HEW 

HEW 

HEW 

HUD 
HU D 

HUD 
HUD 
HUD 

HUD 

Interior 

Interior 
Just ice 

DOT 



TABLE 25  (CONCLID).--FEDERAL GRANTS-IN-AID TO LOCAL GOVERNMENTS FOR 
PLANNING, OPERATING AND CONSTRUCTION PURPOSES, 1966 

Program 

61. Grants and Loans for Public 
Works and Development 
Facilities 

62. Administration of Economic 
Development Programs in 
Appalachia 

63. Supplemental Grants-in- 
Aid for Appalachia 

64. Obnoxious Aquatic Plants 
65. Historic Preservation 

66. Model Citiesgt 
67. Supplementary Grants for 

Planned Metropolitan 
Development 

68. Clean Rivers Planning 

Year Nature of the State Rolel,If Any, Admin- 
Es tab- in Grant Process- is tering 
lished I I1 I11 IV V VI - - - - - - -  Agency 

Commerce 

Commerce 

Commerce 
Defense 
HUD 

HUD 

HUD 
X Interior 

I - No State role in grant vrocess. - 
I1 - Applications made through State agencies. 
I11 - Applications subject to review and recommendations by appropriate State bodies. 
IV - Plan subject to approval by State bodies. 
V - Plan subject to formal approval or rejection by govcrnor. 
VI - Other (for example, direct Federal aid to locality permitted by State agency, Federal 

formula grants distributed by State agency among local applicants). 

2 1  About one-half of the States require channeling of grants through State aviation agency. - 
7kLocal governments are sole recipients. 

Source: U.S. Congress, Senate, Committee on Government Operations, Catalog of Federal Aids to 
State and Local Governments and supplements (Washington: Government Printing Office, 
1964, ' 6 5 ,  '66); ACIR, Impact of Federal Urban Development Programs on Local Govern- 
ment Organization and Planning (Washington, 1964); Department of HEW, Grants-in-Aid 
and Other Financial Assistance Programs (Washington, 1966); Information Center, OEO, 
Catalog of Federal Assistance Programs (Washington, 1967). 



u n i t s  (Table 22),  but  a r e  des ignated  as "Federal  Aid Payments t o  Ind iv idua l s  and 
P r i v a t e  I n s t i t u t i o n s  Within t h e  S t a t e s  ." 

The g r e a t  bulk of t h e  payments f a l l i n g  under t h e  heading of " p r i v a t e  
federal ism" a r e  made through t h e  Department of  Heal th ,  Education,  and Welfare. 
Table 26 g ives  a genera l  i dea  of t he  s i g n i f i c a n c e  of t hese  g r a n t s  by showing f o r  
2 8 ~ ~ '  HEW programs, t abu la t ed  a s  of January 1967, t he  number, by formula o r  pro- 
j e c t ,  t h a t  were a v a i l a b l e  t o  va r ious  combinations of  e l i g i b l e  r e c i p i e n t s .  Of t h e  
t o t a l ,  on ly  70--about 7 5  percent  of a l l  t h e  HEW formula g ran t s  and 10 percent  o f  
t h e  p r o j e c t  grants--were l imi t ed  t o  S t a t e  o r  l o c a l  governments. 

It seems c l e a r  t h a t  t he  broadening of e l i g i b l e  governmental g ran t  r e c i -  
p i e n t s  has  weakened the  r o l e  of t h e  S t a t e s  i n  the  Federa l  g ran t  system. Simi lar -  
l y ,  t h e  i n c l u s i o n  of  s p e c i a l  purpose u n i t s  of  government a s  e l i g i b l e  r e c i p i e n t s  
has  tended t o  diminish t h e  a u t h o r i t y  of u n i t s  o f  genera l  l o c a l  government, a s  has  
t h e  use of  p r i v a t e  and publ ic  nonpro f i t  groups t o  ca r ry  on func t ions  t r a d i t i o n a l -  
l y  he ld  t o  be those  of  l o c a l  government, a s  i n  t h e  community a c t i o n  program. 
F i n a l l y ,  making g r a n t s  d i r e c t l y  t o  p r i v a t e  i nd iv idua l s  and i n s t i t u t i o n s ,  l a r g e l y  
f o r  r e sea rch ,  development and t r a i n i n g  a c t i v i t i e s ,  cannot bu t  h e l p  reduce t h e  r e -  
l a t i v e  importance of both S t a t e  and l o c a l  government i n  f e d e r a l l y  funded a c t i v i t y  

The reasons  f o r  t hese  developments a r e  gene ra l ly  known. The f a i l u r e  of  
t h e  S t a t e s  t o  respond t o  t h e  needs of  t h e i r  urban a r e a s  l ed  t o  t h e  heavy Federa l  
involvement i n  d i r e c t  g r a n t s  t o  l o c a l  governments. Malapportioned l e g i s l a t u r e s  
and c o n s t i t u t i o n a l  r e s t r i c t i o n s  on S t a t e  f i s c a l  a u t h o r i t y  were doub t l e s s  underly- 
i ng  causes. A s  t he  Advisory Commission pointed o u t  i n  i t s  1964 r e p o r t  on The Im-  
p a c t  of Federa l  Urban Development Programs on Local  Government Organizat ion and 
Planning,  Federa l  Government g r a n t s  t o  s p e c i a l  purpose d i s t r i c t s  evolved i n  many 
cases  from a d e s i r e  t o  a s s u r e  p ro fes s iona l  performance of t he  funct ion  being as-  
s i s t e d  a t  a time when general-purpose u n i t s  of l o c a l  government o f t e n  were unable 
t o  do t h e  job because of  s t a f f i n g  d i f f i c u l t i e s ,  l o c a l  p o l i t i c a l  problems and 
State-imposed l i m i t a t i o n s .  I n  another  r e p o r t  t h e  ~ d v i s o r ~  Commission found a 
somewhat s i m i l a r  explanat ion  f o r  t he  Federa l  Government's a c t i o n  i n  making p r i -  
v a t e  n o n p r o f i t  o rgan iza t ions  e l i g i b l e  f o r  community a c t i o n  fufids.341 L imi t a t ions  
on the  powers and s t r u c t u r e s  of e x i s t i n g  genera l  purpose u n i t s  of  l o c a l  govern- 
ment t oge the r  wi th  t h e  r e luc t ance  of l o c a l  p o l i t i c a l  l e a d e r s  t o  t ake  on t h e  pov- 
e r t y  problem, f r equen t ly  t inged wi th  c i v i l  r i g h t s  over tones ,  impelled Congress t o  
leave  open the  opt ion  of r e l i a n c e  on a nongovernmental, communitywide coordina t -  
i ng  agency. F i n a l l y ,  t h e  r e l i a n c e  on " p r i v a t e  federal ism" occurs i n  p r o j e c t  type 
g ran t  programs d i r e c t e d  toward s p e c i f i c  research ,  development and t r a i n i n g  objec- 
t i v e s  f o r  which ind iv idua l s  and i n s t i t u t i o n s  a r e  q u a l i f i e d  and i n  which t h e r e  ap- 
pears  t o  be no obvious S t a t e  o r  l o c a l  governmental r o l e .  "P r iva t e  federal ism" no 
doubt a l s o  r e f l e c t s  an inc reas ing ly  c lose  r e l a t i o n s h i p  between t h e  academic com- 
munity and t h e  Federa l  Government, and a conscious pol icy  of involv ing  t h e  p r i v a t e  
s e c t o r  i n  " c r e a t i v e  federal ism." 

Grants to Urban Areas 

One of t h e  most s t r i k i n g  r ecen t  t r ends  i n  Federa l  g ran t s  has  been t h e  in-  
creased flow of g ran t  money t o  met ropol i tan  a reas .  It i s  r e in fo rced  by the  f a c t  
t h a t  major i nc reases  i n  Federa l  g ran t s  have occurred i n  housing and community 

9: Inc lus ion  of g ran t s  f o r  which S t a t e  and l o c a l  governments a r e  n o t  e l i g i b l e  
l a r g e l y  accounts  f o r  t h e  d i f f e r e n c e  between t h i s  f i g u r e  and those  shown f o r  HEW 
e a r l i e r  i n  t h i s  r e p o r t .  



TABLE 26.--DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE GRANTS, 
BY TYPE OF GRANT AND ELIGIBLE RECIPIENTS, JANUARY 1967 

Type of Grant 
Both 

Eligible Recipients 

Stalles only 
Universities$< only 
Other (private nonprofit) 
Local governments only 
States, universities 

States, local governments 
States, other 
Universities, other 
Local governments, other 
States, universities, other 

States, local governments, other 
Universities, local governments, 
other 

States, universities, local 
governments 

States, universities, local 
governments, other 

Formula 

48 
4 
2 
2 
1 

1 
4 
2 
1 
2 

- 

1 

- 

1 - 
69 

Pro j ect 

11 
35 
48 
4 
- 

4 
7 

56 
- 
3 

11 

6 

3 

17 - 
2 05 

Formula 
and 

Project 

- 
- 
- 
- 
3 

- 
1 
1 - 
2 

- 

- 

- 

1 - 

8 

~~"Universities" used as shorthand for institutions of higher education. 

Total 

.59 
39 
5 0 
6 
4 

5 
12 
5 9 
1 
7 

11 

7 

3 

19 - 
282 

Source: Department of Health, Education, and Welfare, January, 1967. 



development, educat ion and programs t o  a s s i s t  t h e  disadvantaged,  a l l  of which 
have t h e i r  g r e a t e s t  impact i n  such a reas .  

F igure  17 shows t h e  es t imated  amount of Federa l  a i d  payments i n  metro- 
p o l i t a n  a r e a s  (Standard Metropoli tan S t a t i s t i c a l  Areas) by major func t ion ,  f o r  
t h e  yea r s  1961, 1966 and 1968. More than $10 b i l l i o n  of t h e  g ran t  t o t a l  of $17.4 
b i l l i o n  w i l l  be spent  i n  SMSA1s i n  1968 " t o  f i l l  the  growing gap between t h e i r  
needs and resources."  This  r ep resen t s  an inc rease  of  almost  $6.5 b i l l i o n  o r  165 
percent  over t h e  comparable 1961 f i g u r e ,  and an inc rease  of  about  t h r e e  b i l l i o n  
d o l l a r s  s i n c e  FY 1966." 

Administrative and Fiscal Requirements 

I n f l e x i b i l i t y  of Federa l  admin i s t r a t ive  and f i s c a l  requirements  i s  one 
of t h e  most common c r i t i c i s m s  of t h e  expanding grant - in-a id  system, p a r t i c u l a r l y  
by S t a t e  and l o c a l  o f f i c i a l s .  

From S t a t e  and l o c a l  o f f i c i a l & / - - a  S t a t e  a t t o r n e y  general:-- 

We have on many occasions seen complaints from members of  S t a t e  
and l o c a l  governments i n  admin i s t r a t ion  of t h e  programs. A con- 
s u l t i n g  economist i n  (our S t a t e )  s t a t e s :  "As a  one-time admin- 
i s t r a t o r  of  t h e  pub l i c  a s s i s t a n c e  programs i n  ( t h i s  S t a t e )  under 
t h e  Soc ia l  Secu r i ty  Act ,  I can t e s t i f y  t o  t h e  r i g i d i t y  of Fed- 
e r a l  admin i s t r a t ive  a u t h o r i t y  which hampered both needed and de- 
s i r a b l e  f l e x i b i l i t y . "  

A S t a t e  budget o f f i c e r :  

Federa l  requirements f o r  s p e c i f i c  forms of  o rgan iza t ion  of  S t a t e  
and l o c a l  governments t o  comply wi th  Federa l  g ran t s  r e g u l a t i o n s  
has  s e r i o u s l y  hampered t h e  f l e x i b i l i t y  of  S t a t e  and l o c a l  organ- 
i z a t i o n  s t r u c t u r e .  

A county o f f i c i a l :  

The 701 planning program has  i n  many in s t ances  harmed t h e  plan- 
n ing  of a  c i t y .  Consult ing planners  spend too  much time wading 
through red  tape .  

From Federa l  of  f i c i a l s ~ / - - s e c r e t a r y  Weaver of HUD: 

Ce r t a in  Federa l  laws r e q u i r e  t he  es tab l i shment  of s i n g l e  S t a t e  
agencies  o r  coun te rpa r t  l o c a l  i n s t i t u t i o n s ,  thus o f t e n  reducing 
t h e  a b i l i t y  of  S t a t e  and l o c a l  governments t o  organize  i n  the  
way they may deem best."" 

An Executive Branch survey team repor ted  las t  year  t h a t  a  major com- 
p l a i n t  about Federa l  a d m i n i s t r a t i v e  r egu la t ions  i s  t h e i r  r i g i d i t y .  An extreme 

7 '  For f u r t h e r  d e t a i l ,  s e e  Table A-23.  
;w I n  c o n t r a s t  t o  Sec re t a ry  Weaver's comment a r e  t h e  views of middle management 
o f f i c i a l s  of Federal  departments and agencies : "While t he  ' s i n g l e  agency' con- 
cept  may produce s i g n i f i c a n t  r eo rgan iza t iona l  problems a t  t h e  S t a t e  l e v e l ,  l i t t l e  
awareness of t h i s  d i f f i c u l t y  was ind ica t ed  by these  Federa l  admin i s t r a to r s  ."x/ 
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bu t  minor example of  t h i s  occurred i n  one c i t y  which was asked t o  prepare a map 
showing a l l  municipal  "publ ic  improvements" and t h e  program's a d m i n i s t r a t i v e  man- 
u a l  def ined  "publ ic  improvements" t o  i nc lude  s t r e e t  l i g h t s  and f i r e  plugs. Con- 
s i d e r a b l e  time was spent  i n  reaching  agreement t h a t  t h i s  requirement w a s  unreas- 
onable s i n c e  it would be impossible t o  show a l l  of t hese  f a c i l i t i e s  on a map. 

Some Washington-established s tandards  and gu ide l ines ,  i nc lud ing  some i n  
s t a t u t e s ,  a r e  u n r e a l i s t i c  f o r  implementing programs, e s p e c i a l l y  i n  smal l  towns 
and r u r a l  a r eas .  Witness t h e  South Carolina case  study: populat ion s tandards  
f o r  Community Heal th  Centers--75,000 t o  200,000--miss t h e  S t a t e ' s  c i t i e s  on both 
ends of t h e  s c a l e ;  t h e  "workable program" concept i s  too  r i g i d  i n  i t s  app l i ca -  
t i o n  t o  smal l  communities; the  "measure" of poverty, $3,000, has  been c r i t i c i z e d  
as n o t  w e l l  s u i t e d  t o  South Carol ina  where t h e  c o s t s  of l i v i n g  i n  smal l  towns and 
r u r a l  a r e a s  a r e  very  low and where even some S t a t e  employees a r e  paid a t  no more 
than t h a t  r a t e ;  t he  50 percent  l i m i t a t i o n  on use  of 701 funds f o r  mapping pur- 
poses i s  de laying  comprehensive planning i n  t h e  c i t y  of Columbia; some personnel  
s t anda rds  cannot be met i n  today ' s  l abo r  market a t  s a l a r i e s  S t a t e  agencies  can 
pay; and s tandards  f o r  admission of t r a i n e e s  t o  summer i n s t i t u t e s  s h u t  o u t  t h e  
l e s s  q u a l i f i e d  t eache r s  who most need t r a i n i n g .  

The " s i n g l e  S t a t e  agency" requirement i s  one of t h e  most f r equen t ly  
c r i t i c i z e d  a d m i n i s t r a t i v e  s tandards .  It r e q u i r e s  e i t h e r  t h a t  a  " s i n g l e  S t a t e  
agency" must be named t o  adminis te r  o r  supe rv i se  a  grant - in-a id  program o r  t h a t  
a  S t a t e  agency be named as t h e  " so le  agency" f o r  t h i s  purpose. 

I n  t h e  1950's  t h e  (Kestnbaum) Commission on Intergovernmental  Rela t ions  
and t h e  Council of S t a t e  Governments concluded t h a t  t h i s  requirement i n i t i a l l y  
had helped b r ing  about g r e a t e r  i n t e g r a t i o n  of  S t a t e  admin i s t r a t ion  on an agency 
o r  func t iona l  b a s i s  i n  such program a r e a s  a s  i n  t h e  Federa l  Highway Act of  1916 
and t h e  S o c i a l  Secu r i ty  Act of 1935. A t  t h e  same time, t he  Council of S t a t e  
Governments found t h a t  t h e  s i n g l e  agency r u l e  i n  r ecen t  years  h a s  become the  most 
important  Federa l  d e t e r r e n t  t o  i n t e g r a t i n g  r e l a t e d  major funct ions  i n  S t a t e  admin- 
i s t r a t i v e  o rgan iza t ion  i n  some seven major grant - in-a id  areas.%/ 

With the  acce l e ra t ed  pace of change i n  governmental programs, S t a t e  gov- 
ernments need more elbow room t o  adapt  t h e i r  admin i s t r a t ive  s t r u c t u r e s  t o  new 
circumstances. A f u r t h e r  premium i s  placed on f l e x i b i l i t y  by t h e  inc reas ing  
p r a c t i c e  of "packaging" governmental programs on an  i n t e r f u n c t i o n a l  o r  i n t e r d i s -  
c i p l i n a r y  b a s i s ,  as i n  the  manpower f i e l d .  Yet, as of  1965, g ran t  l e g i s l a t i o n  
f o r  a t  l e a s t  one- th i rd  of t h e  programs contained t h i s  s i n g l e  S t a t e  agency r e -  
q u i r e m e n t , x /  and a t  l e a s t  t h r e e  States--Oregon, Wisconsin and Hawaii--had r eo r -  
gan iza t iona l  e f f o r t s  thwarted by i t .  

I n  a 1964 r e p o r t  on c o n t r o l s  a s soc ia t ed  w i t h  Federa l  g ran t s  f o r  publ ic  
a s s i s t a n c e ,  t h e  Advisory Commission recommended g iv ing  t h e  Sec re t a ry  of HEW d i s -  
c r e t i o n  t o  waive t h e  s i n g l e  S t a t e  agency requirement f o r  the pub l i c  a s s i s t a n c e  
t i t l e s  when h e  i s  c e r t a i n  t h a t  t h e  o b j e c t i v e s  of  t h e  program w i l l  n o t  be endan- 
gered.%/ T i t l e  I1 of t h e  proposed Intergovernmental  Cooperation Act of  1967 
would make such a waiver a v a i l a b l e  t o  a l l  departments and agencies  and p r o g r a m s . s /  

F i s c a l  r e p o r t i n g  and accounting requirements  have a l s o  con t r ibu ted  t o  
t ens ion  i n  t h e  admin i s t r a t ion  of g ran t  programs. I n  a  1963 survey of S t a t e  and 
l o c a l  o f f i c i a l s  by t h e  Senate  Subcommittee on Intergovernmental  Re la t ions ,  r e -  
spondents were a sked :G/  "Have v a r i a t i o n s  among Federa l  agency requirements  and 
d i f f e r e n c e s  between Federa l  and S t a t e  requirements  f o r  t he  account ing  o f  g ran t  



funds and the  r epor t ing  of  expenditures t h e r e f o r  caused d i f f i c u l t i e s  i n  adminis- 
t e r i n g  grants - in-a id?"  Half t h e  r e p l i e s  were "Yes." Three-quarters  of t h e  o f f i -  
c i a l s  i nd ica t ed  an a f f i r m a t i v e  response t o  t he  quest ion:  "Should Congress con- 
s i d e r  l e g i s l a t i o n  designed t o  enable uniform accounting and a u d i t  programs t o  be 
prescr ibed  f o r  g ran t s?  "431 

The Subcommittee survey a l s o  asked: "Have v a r i a t i o n s  i n  t h e  frequency, 
i n t e n s i t y  and methodology of a u d i t s  among Federa l  agency requirements  and d i f f e r -  
ences between Federa l  and S t a t e  requirements caused d i f f i c u l t i e s  i n  adminis te r ing  

About 40 percent  s a i d  "Yes." F i n a l l y ,  t he  o f f i c i a l s  were 
queried:  "Should Congress cons ider  l e g i s l a t i o n  d ispens ing  wi th  t h e  pos t -audi t  of  
g ran t s  by ind iv idua l  Federa l  agencies and t h e  acceptance i n  l i e u  thereof  of t he  
a u d i t  r e p o r t  by t h e  S t a t e  a u d i t i n g  a u t h o r i t y ,  provided (1) t h e  S t a t e  pos t -audi t  
meets t he  Comptroller General 's  s tandards  o f  adequacy and i n t e g r i t y  and (2) t he  
Comptroller General exe rc i se s  t he  r i g h t  of spo t  a u d i t s ? " G /  Six  ou t  of  seven 
respondents  endorsed t h i s  proposal.  

I n  i t s  subsequent survey of Federal  grant -adminis te r ing  o f f i c i a l s , 4 6 /  
t h e  Subcommittee asked Federa l  admin i s t r a to r s  a  s i m i l a r  b a t t e r y  of ques t ions  con- 
cern ing  t h e  need f o r  g r e a t e r  uni formi ty  i n  accounting and a u d i t i n g  procedures, 
and then asked the  General Accounting Of f i ce  (GAO) t o  comment on t h e  responses.  
Nine o u t  of t e n  respondents  f e l t  t h a t  v a r i a t i o n s  i n  a u d i t  requirements  do n o t  
cause d i f f i c u l t i e s  i n  S t a t e  and l o c a l  admin i s t r a t ion  of t h e i r  p a r t i c u l a r  programs. 
S ix  o u t  of t en  thought a l l  Federa l  a i d  programs should n o t  be subjec ted  t o  uni-  
form account ing  and a u d i t  procedures. A comparable propor t ion  a l s o  opposed d i s -  
pensing wi th  departmental  pos t -audi t s  where a  S t a t e ' s  pos t -audi t  system meets t h e  
Comptroller General 's  s tandards  and t h e  Comptroller General exe rc i se s  t h e  r i g h t  
of spot  a u d i t s .  

The GAO f e l t  t he  l a s t  ques t ion  r a i s e s  c e r t a i n  problems, s i n c e  i t  
assumes t h a t  t h e  Comptroller General has  prescr ibed  a u d i t i n g  s tandards  fo r  
guidance of S t a t e  a u d i t  agencies ,  when such i s  not  t he  case .  Dispensing wi th  
Federal  agency a u d i t s  and r e l i a n c e  on GAO spot  a u d i t s  "would be an i n t e r f e r e n c e  
wi th ,  and d i l u t i o n  o f ,  t he  primary r e s p o n s i b i l i t y  of the Fede ra l  agencies  t o  
manage t h e i r  programs," according t o  GAO and "would tend t o  impair t he  objec-  
t i v i t y  of our Of f i ce  a s  an independent reviewer of Federal  agency management 
performance . "C/ 

I n  commenting on the  GAO's observa t ions ,  the  Subcommittee r e p o r t  
48 1 stated:-  

The GAO ana lys i s  assumed t h a t  the  Comptroller should not  
p re sc r ibe  genera l  s tandards fo r  the guidance of S t a t e  
a u d i t  agencies.  This  i s  good bas i c  doc t r ine  i n  the  f i e l d  
of Federal-State  r e l a t i o n s .  But t h e  Subcommittee's view 
i s  t h a t  the  ques t ion  i s  d i f f e r e n t  when i t  involves  s t an -  
dards  f o r  t he  guidance of S t a t e  agencies which a u d i t  the  
a p p l i c a t i o n  of Federal  funds. The ques t ion  i s  a l s o  d i f -  
f e r e n t  when S t a t e  and l o c a l  o f f i c i a l s  i n d i c a t e  t h a t  t h i s  
procedure would s impl i fy  t h e  f i n a n c i a l  admin i s t r a t ion  of 
such funds. These were t h e  bases f o r  asking t h i s  ques t ion .  

General improvement i n  t he  cons is tency  and f l e x i b i l i t y  of adminis t ra -  
t i v e  requirements  i n  g ran t  programs i s  a  major ob jec t ive  of a  new procedure 
i n i t i a t e d  by P res iden t  Johnson on November 11, 1966. I n  a  s p e c i a l  memorandum, 
the  P res iden t  requested the  Direc tor  of t he  Bureau of the  Budget and the  heads 



TABLE 27.--NUMBER OF FEDERAL GRANT-IN-AID PROGRAMS WITH PLANNING 
REQUIREMENT FOR STATE AND LOCAL GOVERNMENT RECIPIENTS, BY YEAR 

OF ESTABLISHMENT AND TYPE OF PLANNING REQUIREMJiNT 

Year P l a n n i n g  
Requirement 
E s t a b l i s h e d  

T o t a l  

Summary 

1917-1960 
1961-1966 

T o t a l  

P lann ing  Requirement 
S t a t e  P r a j  e c t  
P l a n  P l a n  

1 / O t h e r  T o t a l  

1/ I n c l u d e s  ( a )  t e n  programs t h a t  r e q u i r e  p r o j e c t  c o n f o r m i t y  - 
w i t h  comprehensive a reawide  p l a n  and f u n c t i o n a l  a reawide  
p l a n :  open space  l a n d  p r e s e r v a t i o n  ( l 9 6 l ) ,  mass t r a n s -  
p o r t a t i o n  - t e c h n i c a l  s t u d i e s ,  mass t r a n s p o r t a t i o n  - c a p i -  
t a l  improvement ( l 9 6 4 ) ,  highways, s o l i d  w a s t e  d i s p o s a l ,  
b a s i c  w a t e r  and sewer f a c i l i t i e s ,  r u r a l  w a t e r  and was te  
d i s p o s a l  f a c i l i t i e s ,  advance a c q u i s i t i o n  o f  l a n d ,  neigh-  
borhood f a c i l i t i e s  ( l 9 6 5 ) ,  and planned m e t r o p o l i t a n  deve l- 
opment (1966);  ( b )  two programs t h a t  r e q u i r e  p r o j e c t  con- 
f o r m i t y  w i t h  comprehensive a reawide  p l a n :  u rban  b e a u t i -  
f i c a t i o n  and open-space land i n  b u i l t - u p  a r e a s  (1965) ;  
and ( c )  one t h a t  r e q u i r e s  b o t h  S t a t e  and p r o j e c t  p lann ing :  
Appa lach ian  Reg iona l  Commission (1965) .  



TABLE 2 7 (cONCL ' D) . --NUMBER OF FEDERAL GRANT- IN-AID PROGRAMS WITH 
PLANNING REQUIREMENT FOR STATE AND LOCAL GOVERNMENT RECIPIENTS. 

BY YEAR OF ESTABLISHMENT AND TYPE OF PLANNING REQUIREMENT 

F o o t n o t e s  (Cont ' d )  

Urban renewal  p r o j e c t s  a l s o  must conform w i t h  comprehensive  
a reawide  p l a n s .  

I n c l u d e s  w a s t e  t r e a t m e n t  works program which a l s o  r e q u i r e s  
p r o j e c t s  t o  conform w i t h  comprehensive a reawide  p l a n s .  

Economic development p r o j e c t s  a l s o  must conform w i t h  com- 
p r e h e n s i v e  a reawide  p l a n s .  

I n c l u d e s  Water  Resources  C o u n c i l  which a l s o  r e q u i r e s  p r o j e c t s  
t o  conform w i t h  comprehensive  a reawide  p l a n s .  

Model c i t i e s  p r o j e c t s  a l s o  must conform t o  comprehensive 
a reawide  p l a n s  and f u n c t i o n a  1 a reawide  p l a n s .  

Source:  U.S. Congress ,  S e n a t e ,  Committee on Government Opera- 
t i o n s ,  Subcommittee on I n t e r g o v e r n m e n t a l  R e l a t i o n s ,  
H e a r i n g s ,  C r e a t i v e  F e d e r a l i s m ,  P a r t  1, 8 9 t h  Cong., 2d 
S e s s . ,  pp. 435-445. 



of major departments and agencies engaged in programs affecting State and local 
governments "to take steps to afford representatives of the chief executives of 
State and local government the opportunity to advise and consult in the develop- 
ment and execut of programs which directly affect the conduct of State and 
local affairs."&' The Bureau of the Budget in cooperation with departments and 
agencies, national associations of State and local officials, and the Advisory 
Commission formulated a procedure whereby proposed administrative directives and 
revisions would be submitted for review and comment by State and local officials1 
groups be ore final promulgation, with the Advisory Commission serving as secre- 

5 07 tariat .- 
Another step toward minimizing the effect of rigid grant requirements 

is the effort to achieve simplification of grant applications and joint funding. 
In discussing the problems of the complex categorical grant system in his 1967 
message on the "Quality of American Government ," President Johnson declared:xl 

[We] should make it possible, through general legislation, 
for federal agencies to combine related grants into a single 
financial package thus simplifying the financial and adminis- 
trative procedures--without disturbing, however, the separate 
authorizations, appropriations, and substantive requirements 
for each grant-in-aid program. 

The Bureau of the Budget submitted a proposed "Joint Simplification Act 
of 1967" to Congress in August 1967, which was introduced as H.R. 12631. 

As noted earlier, an increasingly common characteristic of new Federal 
efforts to help State and local governments is the use of a "package" approach, 
that groups grant funds from various programs and departments, as illustrated 
by the community action program and the Model Cities Act. The different require- 
ments and standards of the individual programs raise obstacles to such packaging. 
The proposed legislation seeks to remove or simplify these administrative and 
technical impediments to consideration, processing, approval and administration 
of "package" projects. 

Planning Requirements 

The number and variety of requirements for planning as a condition of 
grants-in-aid have expanded markedly in recent years. Table 27, based on a 
Budget Bureau tabulation in November 1966, shows the growth in the number of 
types of such requirements. 

Of 82 grant-in-aid programs, the planning requirements for just 21 were 
enacted by 1960. Nineteen of the 21 called for State plans, usually in the 
health, education and welfare field, such as for vocational education, categori- 
cal public assistance, and hospital and medical facilities construction. 

Among the 61 planning requirements enacted after 1960, 43* call for 
State plans, largely program plans in the field of educational services, includ-- 
ing programs for the aged, education of disadvantaged children, State departments 
of education, supplementary educational centers and services, work-study for vo- 
cational students, school library resources, and vocational rehabilitation--all 

Including Appalachian Regional Commission which requires project plan as well 
and is included in the "other" column of Table 27. 



enacted in 1965; and library services to the physically handicapped, State in- 
stitutional library services, interlibrary cooperation, comprehensive State 
health planning, and comprehensive public health services, enacted in 1966. 

Of the remaining 18 programs with planning requirements enacted after 
1960, six call for project plans: public works and development facilities (EDA), 
supplementary education centers and services, model cities, commercial fisheries 
and wildlife service, small irrigation projects, and community action programs. 
One--the Appalachian Regional Commission.--requires both State plans and project 
plans. The remaining 11 do not require a State or project plan, but stipulate 
that the aided project be in conformity with an areawide comprehensive plan 
(urban beautification, and provision of open-space land in built-up areas) or 
with both an areawide comprehensive plan and an areawide functional plan (open- 
space land preservation, mass transportation--technical studies, mass transpor- 
tation--capital improvements, solid waste disposal, basic water and sewer ser- 
vices, rural water and waste disposal facilities, advance acquisition of land, 
neighborhood facilities, and planned metropolitan development).$: 

This recent trend toward requiring conformity with a comprehensive 
plan parallels, of course, the growth in grants for physical development programs, 
particularly in urban areas. Thus, of the 18 programs enacted in the past six 
years which have non-State planning requirements, all but three (supplementary 
education centers and services, commercial fisheries and wildlife, and community 
action programs) involve physical development to a major degree. These 15 vary, 
however, with respect to whether they require conformity to a functional area- 
wide plan or comprehensive areawide plan, or both, as well as to the type of con- 
formity to a comprehensive areawide plan required. Table 28 shows these varia- 
tions for all grant-in-aid programs with such a requirement, including the two 
adopted prior to 1961. 

In a 1964 study,Z/ the Advisory Commission analyzed in depth the vari- 
ations in planning requirements attached to 43 Federal aid pro rams affecting 
urban development in effect in 1962 ."" The study concluded:~~ 

Although planning requirements are almost universally im- 
posed in one form or another by the programs surveyed, the 
largest number of programs that do so actively promote 
functional planning only, and do not relate the aided 
function with other functions designed to achieve orderly 
development of the entire area. 

The Director of the Bureau of the Budget recently noted that one of t e 7 major administrative and intergovernmental problems arises from the fact that% 

. . . certain planning requirements necessarily demanded 
as a condition of grants may be overlapping. 

$ Highways and model cities, listed among programs requiring project plans, 
also require conformity with areawide comprehensive and functional plans. 
-3- -3. ,. ,. Unlike the programs included in Table 28, the 43 included 14 loan, revenue- 
sharing or lease programs, as well as a number of grant programs that had no 
planning requirement whatsoever. 



TABLE 28.--FEDERAL URBAN DEVELOPMENT GGRANTS PROGRAMS, 
VARIATIONS I N  AREAWIDE PLANNING REQUIREMENTS 

Conformity Required With-- 
Comprehensive Areawide Plan 

Comprehensive Must 
Funct iona l  Areawide Conformity Con t r ibu t e  
Areawide Planning Where P lan  t o  Execution 

Plan  Requirement E x i s t s  of P lan  
Year 

Es t ab l i shed  Program 

Urban renewal 
Waste t reatment  works 
Open-space land 

preserva t ion  
Public  works and 

economic development 
Highways 

Mass t r anspo r t a t i on - -  
technica l  s t u d i e s  

I-' 
4 Mass t r anspo r t a t i on - -  
\O 

c a p i t a l  improvement 
Rural water  and waste 

d i sposa l  f a c i l i t i e s  
Sol id  waste d i s p o s a l  
Basic water  and sewer 

f a c i l i t i e s  

Advance a c q u i s i t i o n  
of land 

Urban b e a u t i f i c a t i o n  
Open-space land i n  

bu i l t -up  a r e a s  
Neighborhood f a c i l i t i e s  
Model c i t i e s  

Planned met ropol i tan  
development 

Source: Crea t ive  Federal ism, %. G., pp. 435-445. 



This duplication can defeat the very purpose for which 
planning is sought. Such requirements may themselves be- 
come a significant generator of confusion and have an ad- 
verse effect on program policy and execution. In addition, 
confusion may result unless specific functional planning is 
related to certain general plans in any given area. In some 
areas we may be overplanning, while serious planning gaps 
exist elsewhere. 

This is not to say, however, that planning requirements 
are unwarranted--they are essential for program success. 
But they need to be rationalized. 

A greater degree of rationalization in metropolitan areas can be ex- 
pected under Section 204 of the Demonstration Cities and Metropolitan Develop- 
ment Act of 1966.551 This provision requires that local applications for speci- 
fied urban development projects from such areas be submitted for review and 
comment to the areawide planning agency before being acted on by the Federal 
grant agency. The comments shall include "information concerning the extent to 
which the project is consistent with comprehensive planning developed or in the 
process of development for the metropolitan area. . . ." Eleven of the 16 pro- 
grams in Table 28 are among those directly affected by this requirement. The 
provision went into effect on July 1, 1967. 

Another problem arising from the multiplication of planning require- 
ments occurs in Federal grant programs for development of less urbanized areas 
involving one or more counties. The Economic Development Administration, Appa- 
lachian Regional Commission, and Community Action Program all have planning re- 
quirements likely to apply to the same geographic area. The Farmers Home 
Administration administers grants for rural water and waste disposal facilities 
projects which must conform to areawide comprehensive functional plans. The 
States also, under the spur of increasing interest in State economic and resources 
development, have established their own regional or areawide programs. The coming 
together of all these programs with their different planning requirements and dif- 
ferent geographic bases for administration has been a source of irritation to 
States and local communities. 

Taking into account these criticisms and a recommendation of the Ad- 
visory Commission contained in its 1966 report on Inter~overnmental Relations 
in the Poverty Program, President Johnson in September 1966 requested the heads 
of departments and agencies administering development planning grants to work 
with the Director of the Bureau of the Budget "to insure the fullest coordination 
in fixing the boundaries of multi-jurisdictional planning units assisted by the 
Federal ~overnment,"%/ Subsequently, the Bureau of the Budget issued a circu- 
lar instructing the agencies to set up a checkpoint procedure whereby, to the 
extent feasible, they will try to use common planning boundaries, statistics, 
and staff, and will strive to harmonize separate functional plans and comprehen- 
sive planning for the area .x/ 

Still another problem stemming from Federal planning requirements is 
more a case of Federal omission than one of too many planning conditions. It 
concerns State planning requirements, the most prevalent type in Federal grant 
programs. A State plan is basically an outline, in some detail, of essential 
elements of a program that the State agrees to carry out. Yet, the individual 
program plans have little if any relationship to the operations or planning of 
operations of State government, and Federal grant programs have not required 



these S t a t e  funct ional  plans t o  be i n  conformity with a comprehensive S t a t e  
plan. Some encouragement i n  t h i s  d i r e c t i o n  has come recen t ly ,  howevcr, with ex- 
tens ion of the Department of Housing and Urban Development's "701" urban planning 
program t o  include a i d  f o r  comprehensive S ta te  planning. This may serve t o  br ing 
the  funct ional  plans f o r  physical improvement, economic development, s o c i a l  wel- 
f a r e ,  and other S t a t e  a c t i v i t i e s  i n t o  a r a t i o n a l  r e l a t i o n s h i p  i n  meeting S t a t e  
and na t iona l  goals.  

Headquarters-Field Office Relations 

I n  the  pas t  f i v e  years ,  four new systems of regional  o f f i c e s  have been 
es tab l i shed  a s  a consequence of newly enacted grant-in-aid l e g i s l a t i o n :  Bureau 
of Outdoor Recreation (1962), Office of Economic Opportunity (1964), Neighbor- 
hood Youth Corps (Department of Labor, 1964) and the  Economic Development Ad- 
min i s t r a t ion  (Department of Commerce, 1965). P r i o r  t o  1962, separa te  regional  
s t r u c t u r e s  a l ready ex i s t ed  f o r  e igh t  grant-administering departments or  
agencies:  Fores t ry  Service (Agricul ture) ,  Bureau of Public Roads (Commerce), 

Off ice  of C i v i l  Defense ( ~ e f e n s e ) ,  Health, Education, and Welfare, Bureau of 
Employment Secur i ty  (Labor) , 9ousing and Home Finance Agency (now HUD) , Federal  
Aviation Agency and Small Business Administration. 

Wide va r i a t ions  e x i s t  among these 12 regional  o f f i c e  s t r u c t u r e s  i n  the  
number of regions ,  the  number and i d e n t i t y  of the  S t a t e s  t h a t  c o n s t i t u t e  the  in -  
d ividual  regions and the c i t i e s  i n  which regional  o f f i c e s  a r e  located.  Figure 
18 ind ica tes  t h a t  S t a t e  and l o c a l  governments of 38 S t a t e s  and the  D i s t r i c t  of 
Columbia have t o  deal  with regional  o f f i c e s  i n  f i v e  or more d i f f e r e n t  c i t y  loca- 
t ions .  Kentucky has t o  deal  with ten  d i f f e r e n t  regional  o f f i c e  loca t ions ,  and 
Ohio, Pennsylvania, Virginia and West Virginia have n i n e  regional  contact  points.  

Table A-24 shows the S t a t e s  by a rea  of the  countcy and the  number of 
d i f f e r e n t  regional  o f f i c e  locat ions  t h a t  S t a t e  and loca l  governments deal  with. 
S t a t e s  of the Southeastern a rea  a r e  c l e a r l y  b e t t e r  off  i n  terms of v a r i a t i o n s  
i n  Federal  regional  o f f i c e  s t r u c t u r e ,  and the Far West i s  not  f a r  behind. 

Commenting upon t h i s  regional  se tup,  an  Executive Branch t a s k  force  
reported : 

Even i n  a c i t y  such a s  San Francisco,  which i s  one of the  
few having a r e a l  concentrat ion of f i e l d  o f f i c e s ,  key 
agencies such a s  EW a r e  not represented,  thereby c rea t ing  
problems of communication and exchange of information on 
common regional  problems. 

I n  major c i t i e s  such a s  S e a t t l e  and Nashvil le,  the  few 
Federal  o f f i c e s  a r e  severely handicapped i n  at tempting t o  
provide information and any kind of coordinated approach 
t o  solving l o c a l  problems by the  f a c t  t h a t  most o f f i c e s  
a r e  located elsewhere. 

Variat ions i n  boundaries and o f f i c e  locat ions ,  of course, 
cause confusion a t  the  l o c a l  l e v e l  and produce a tendency 
t o  t r y  t o  deal  d i r e c t l y  with Washington. 

These f a c t s  underscore what Senator Edmund S. Muskie i n  November 1966 
i d e n t i f i e d  a s  "a problem fo r  the S t a t e  o f f i c i a l  o r  the  mayor of a l a rge  c i t y  who 



Figure 18. 

NUMBER OF REGIONAL OFFICES OF FEDERAL 
GRANT-ADMINISTERING DEPARTMENTS: 
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finds that he must deal with a number of widely scattered regional offices in 
his negotiations with the Federal ~overnment."58/ At the other end of the 
Federal-State-local pipeline the scattering of regional offices raises obstacles 
to Federal agencies coordinating in the field. Certainly such coordinating in- 
struments as Federal Executive Boards could function more effectively if the 
representatives of Federal agencies were posted in fewer locations. 

The development of inconsistent patterns of regional offices reflects 
the existence of Congressional pressure on individual departments; an unplanned 
growth of departments and agencies and their subunits in response to different 
needs in different periods of our history; and the failure to make a concerted 
effort to bring some order out of the confusion. The chaotic results prompted 
President Johnson to state in his 1967 "Quality of Government" message:=/ 

Each major federal department and agency works through a 
series of regional or field offices. These offices are 
the vital links between Washington and people in States, 
cities, and townships across America. Whether our programs 
are etfective often depends on the quality of administra- 
tion in these field offices. 

Yet, for all their importance, there has been only infre- 
quent critical analysis of their roles and performance. 

The cause of intergovernmental cooperation is poorly served 
when these offices are out of touch with local needs, or 
when their geographic boundaries overlap or are inconsis- 
tent. 

The President charged the Director of the Bureau of the Budget to 
undertake a comprehensive review of the Federal field office structure and rec- 
ommend a plan for restructuring them before 1969. 

Other aspects of headquarters-regional relationships add to the diffi- 
culties of interprogram coordination. Some Federal agencies, such as HUD, OEO, 
and E M ,  are empowered to deal directly with local governments. Others, par- 
ticularly HFN agencies, may deal only with the States. When the law further 
requires dealing with only a specified State agency, the resultant rigidities 
make a coordinated Federal attack on local problems all but impossible. 

Regional offices of Federal agencies sometimes do not have adequate 
delegated authority to cope with interagency and intergovernmental coordination 
problems in the field. Where decision-making is not decentralized, the field 
offices merely add another layer of review, a potential delay, with the result 
that State and local grant applicants must spend an inordinate amount of time 
tracking down their applications through various echelons of the Federal bureau- 
cracy. This contributes to "grantsmanship" and encourages the establishment of 
outside groups whose sole service to State and local government is to "bird-dog" 
grant applications. 

Applications for grants under some programs may go directly from State 
and local governments to Washington, without touching base with regional offices. 
One result, for example, is that these offices cannot cooperate with OEO field 
offices when the latter, as part of a checkpoint procedure for determining avail- 
ability of funds in other programs for carrying out poverty program objectives, 
seek to learn what is going on in a given community under these programs. Co- 
ordination has to be achieved in Washington before it can be achieved in the 
field. 



Summary 

The general objectives of the categorical grant-in-aid system might be 
regarded as: (1) achieving a minimum program level in specific functional fields 
throughout the country; and (2) doing so in such a way as to strengthen State 
and local governments. It seems clear, however, that the system itself, and 
particularly some of its newer features, are causing problems that handicap these 
objectives. State and local governments, bewildered by the proliferation of 
grants, complexity of requirements, and actual or seeming duplication and over- 
lapping, complain of an "information gap." Multiplying and different planning 
requirements foster confusion rather than coordination. States feel they are 
losing their grip over public affairs within their jurisdiction due to the in- 
creasing practice of direct Federal-local grants. Both State and local govern- 
ments feel a similar loss with the rise of grants to private individuals and in- 
stitutions. The goals of equalization, if ever a very strong objective of the 
grant system, are no nearer achievement than some six or eight years ago, partly 
because of the trend toward project rather than formula grants. 

To complete this survey of the Federal grant-in-aid system, we now 
turn to an analysis of (1) machinery in the National Government for managing 
it; (2) the system's effect on State and local government; and (3) some of 
the characteristics of State and local government that are themselves respon- 
sible for diluting the effectiveness of the Federal grants. 

FEDERAL MACHINERY FOR DEVELOPING AND MANAGING GRANTS-IN-AID 

Why hasn't the Federal Government done a better job in developing and 
administering the grant-in-aid system? Why has it not held down the number of 
grants, avoided duplication in programs, achieved simplification of administrative 
requirements, maintained consistency among planning requirements, avoided bypass- 
ing State and local governments and particularly general purpose units of govern- 
ment? To attempt some answers to these and other questions we look at the 
several centers of policy and administrative responsibility in the Executive 
Branch, as well as the Legislative Branch. 

In the Executive Branch, ultimate responsibility for administration of 
grant programs rests with the President and this, of course, is just one of his 
many duties. St competes for the President's time and attention against the de- 
mands of his role as head of State, chief foreign affairs initiator and spokes- 
man, Commander-in-Chief, chief administrator of explorations in space, head of 
his political party and chief administrator of direct Federal programs. 

The President, of course, has much of the executive apparatus of the 
Federal Government to assist him in administering grant programs. This machinery 
provides assistance at various levels of policy determination and program adminis- 
tration--all at various distances from the Executive Office of the President. 

T h e  Bureau of the Budget 

Chief of these and close to him is the Bureau of the Budget. Estab- 
lished by the Budget and Accounting Act of 1921 within the Treasury Department, 



the Bureau was transferred to the Executive Office of the President in 1939, 
where its role in effect became that of direct consultant to the President on 
administrative policy, national fiscal policy, program evaluation and legisla- 
tive coordination. It performed the function of a central civilian planning 
unit for defense organization, with four regional offices. Among the 
responsibilities assigned to this field service were coordination of Federal 
field programs and consultation with State and local officials regarding Federal 
relationships. The field offices were discontinued in 1953 as an economy 
measure .* 

In 1950, Congress passed the Budget and Accounting Procedures Act, 
which--among other things--authorized the President to use the Bureau of the 
Budget to develop better organization, coordination and management in the Ex- 
ecutive Branch. The Bureau's Division of Administrative Management was reorgan- 
ized in 1952, however, leaving only about one-third of the division's personnel 
in the successor Office of Management and Organization. Some argue that this 
reduced the Bureau's capacity to deal with interdepartmental planning and co- 
ordination, while at the same time strengthening its analytical capabilities on 
a function-by-function basis. 

The Bureau's overall management role declined thereafter with greater 
emphasis on accounting aspects, negative controls, and more routine approaches-- 
without much effort to encourage long-range planning. A task force of the 
second Hoover Commission was led to comment in 1955:u1 

The Bureau's concept of its broader role as the managerial 
arm of the President has been limited. This is particu- 
larly true of the area of financial management. The pri- 
mary emphasis on budget mechanics has tended to obscure the 
Bureau's broader responsiblities. The Bureau's present title, 
organization, staffing and operating methods stress its bud- 
get responsibilities and subordinate its overall management 
and policy functions. The Bureau has not provided the finan- 
cial management assistance required of it nor is its manage- 
ment group staffed to review and promote improved financial 
management organization and practices throughout the execu- 
tive agencies. In order to carry out its management responsi- 
bilities the Bureau of the Budget should be revitalized. 

In the 1960's the Bureau's influence and activity have shown a marked 
revival in fiscal policy and program effectiveness. In his testimony before the 
Senate Subcommittee on Intergovernmental Relations in 1966, its Director cited 
leading examples of the Bureau's recent efforts to cope with problems of manage- 
ment and coordination.621 

Another major reorganization of the Bureau occurred in 1967, one of 
the principal objectives of which was to marshal its resources so as to bring 
greatest attention to those fiscal and administrative areas most sensitive to 
the achievement of Administration policy objectives. 

Government organization.--This is one of the Bureau's primary staff 
responsibilities. In 1965 and 1966 it assisted in establishing two new depart- 
ments: Housing and Urban Development and Transportation. It has also made 

J- In 1966 the Bureau of the Budget requested appropriations to establish on 
an experimental basis six new field offices, but was turned down by ~on~ress.g/ 



progress in helping to reorganize parts of the sprawling Department of Health, 
Education, and Welfare, including the Public Health Service and the Office of 
Education. 

Factfinding surveys of interpovernmental problems.--Five broad field 
surveys were made by Bureau staff in the summer of 1966 in selected States to 
identify the nature of problems encountered by State and local officials in 
dealing with the Federal Government. Bureau staff was joined by representatives 
of HUD, HEW, OEO, Labor and Agriculture, and officials of national associations 
of public officials. 

Categorical grant programs.--In cooperation with the Secretary of HEW, 
the Bureau launched an examination of HEW categorical grants with a view to pro- 
posing consolidation and simplification. This is a follow-up to the Comprehensive 
Health Planning and Health Services Act of 1966, which melded a dozen or more 
previously separate grants, and a response to the President's directive enunciated 
in his "Quality of Government" message. The Bureau has been analyzing the array 
of Federal planning requirements which State and local governments must meet to 
qualify for Federal assistance, again with an eye to potential consolidation and 
~Lmplification. 

Planning jurisdictions and boundaries.--At the direction of the Presi- 
dent, the Bureau issued a circular A-80 to affected departments and agencies di- 
recting them to coordinate with each other in fixing the boundaries of multi- 
jurisdictional planning and development units and to make these consistent with 
established State planning districts and regions. 

Federal, State, and local statistics.--me Bureau was working with the 
Advisory Commission on Intergovernmental Relations and national associations of 
public officials to improve the system for collection and exchange of comparative 
data. 

Planning, propramming, and budgeting.--At the direction of the Presi- 
dent, the Bureau began an intensive effort to introduce the planning, programming 
and budgeting system (PPBS) into the management of executive departments and 
agencies. In 1966 the Bureau also cooperated in staging PPBS demonstration pro- 
jects in five States, five counties, and five cities, in cooperation with the or- 
ganizations representing State and local governments. The object was to demon- 
strate its potential for improving intergovernmental planning and for strengthen- 
ing the hands of Governors and Mayors in managing their public business by modern 
methods. 

Arrangements for consultation with State and local officials.--In 
November 1966 the President directed the Director of the Bureau of the Budget to 
work with Federal departments and agencies, the Advisory Commission on Inter- 
governmental Relations and public interest groups representing State and local 
governments to afford representatives of the chief executives of those governments 
"the opportunity to advise and consult in the development and execution of pro- 
grams which directly affect the conduct of State and local affairs.'' Budget 
Bureau Circular A-85 established the procedure in mid-summer 1967. 

Coordination and consultation among Federal agencies.--A number of 
other efforts are conducted on a day-to-day basis including the review of pro- 
posed legislation from the standpoint of its effect on administration; the review 
of budget requests and program operations, taking account of actual or potential 
interagency disagreements, policy differences and program overlaps, and devoting 



staff time to resolution of such problems; staff visits to the field, yielding 
feedback on how well or poorly programs are being conducted, and why; and ap- 
pointment by the Director of a policy-level Assistant Director who is giving 

63 / most of his time to problems of intergovernmental relations.- 

The reorganization of the Bureau in mid-1967 was geared to further 
strengthen its capabilities in these and other assigned areas. 

Practically all of the grant-related activities of the Bureau of the 
Budget depend on the Bureau's information gathering, storage, and retrieval 
system. At the 1966 hearings on government electronic data processing systems, 
Budget Bureau spokesmen summarized the use of computers by Federal agencies and 
reviewed the efforts to improve the management of electronic data processing 
activities. They estimated that on June 30, 1966, there were 2,620 computers 
in use in Federal activities, costing $1,038 million for FY 1966, and requiring 
about 71,200 man-years for annual operations.%/ Apparently little or none of 
this burgeoning computer capability, however, was being used directly by the 
Bureau of the Budget for management and control of grant-in-aid activities. 
Thus, the Bureau does not have the benefit of modern information systems tech- 
nology in gathering, storing and retrieving such grant-in-aid data as matching 
ratios and apportionment formulas, planning requirements, eligible recipients, 
dollar amounts of grants disbursed by recipient and location, and State and local 
tax rates, personal income and other relevant State and local economic and fiscal 
data. 

The management of grants-in-aid is only one portion of the President's 
function of coordinating and managing the many diverse activities of the Execu- 
tive Branch. Modern computer technology should be available to assist him in the 
planning, management and control of all phases of Federal administrative opera- 
tions. 

This resource, of course, directly relates to Budget's effort to in- 
troduce PPBS. A report by the Committee for Economic Development in early 1966 
on the total Federal budget process commended such efforts by the Executive 
Branch as "constructive," but emphasized the need for follow-through by all de- 
partments and agencies to overcome grave weaknesses in the Federal budget process, 
both Congressional and executive. Among the major shortcomings, which affect the 
entire management effort and include Budget's role in grant-in-aid administration, 
the CED listed:65/ 

Too little attention to longer-range planning. 

Too much stress on detail and not enough on the 
broader picture . 
Most spending plans focus on the agencies and their 
subdivisions rather than on the functions performed 
and programs projected. 

Organizational objectives are seldom well-defined in 
specific measurable terms. 

The structural organization of the Executive Branch 
is not well-adapted to current needs. 



0 Use of the budgetary process to improve opera- 
tional effectiveness falls short of its potential, 
particularly in execution of the enacted budget and 
in evaluation or comparative appraisal of agency 
performances. 

The puzzling problem of achieving rational balance 
in allocating scarce resources among competing func- 
tional fields remains unsolved. 

The mid-1967 reorganization of the Bureau was directed toward some of 
the problem areas specified by the CED study. 

Coordination Through White House Staff 

While the Bureau of the Budget has been the President's chief instru- 
ment for management coordi~ation, several Presidents have designated members of 
the White House staff to assist specifically in coordinating programs involving 
intergovernmental relations.%/ In 1940-41, President Franklin D. Roosevelt 
assigned the task to James McReynolds and Guy Moffat. Both assignments were 
short lived partly because of line administrators' skill in resisting top-level 
attempts to develop uniform policies and procedure and to coordinate programs. 
In 1947 President Truman named former President Hoover to head the Conmiission on 
Organization of the Executive Branch of the Government (Hoover Commission). The 
Commission subsequently published a brief report on Federal-State relations, 
which gave some attention to grants-in-aid. 

In 1956 President Eisenhower appointed Meyer Kestnbaum, formerly 
Chairman of the Commission on Intergovernmental Relations, to follow up on rec- 
ommendations of the second Hoover Commission and of his own Commission. The 
same year former Governor Howard Pyle of Arizona was appointed Deputy Assistant 
to the President for Intergovernmental Relations, with the specifTc mandate of 
maintaining liaison with organizations of public officials; setting up ad hoc 
working committees among Federal officials; and developing periodic reports and 
recommendations on the National Government's relations with State and local 
governments. One offshoot of this White House activity was creation in 1957 of 
a Joint Federal-State Action Committee made up of Governors and Federal offi- 
cials. The Committee examined the relationships between taxes and grants with a 
view to proposing possible reallocation of functions and revenues between the 
Federal Government and the States. Its few recommendations were not adopted. 

President Kennedy appointed a Special Assistant to the President for 
Intergovernmental Relations (former Congressman Brooks Hays, who continued to 
serve President Johnson in the same capacity until early 1964). A "troika" con- 
sisting of the Chairman of the Civil Service Cormnission, the Executive Assistant 
Director of the Bureau of the Budget and a Special Assistant to the President 
were instrumental in the President's formally establishing the Federal Executive 
Boards in November 1961. 

President Johnson has appointed a number of task forces which have fo- 
cused on issues involving governmental reorganization and intergovernmental 
relations, such as the development of the Economic Opportunity Act and the Demon- 
stration Cities and Metropolitan Development Act and establishment of the new 



Department of Housing and Urban Development. These task forces, whose membership 
and recommendations have not been widely publicized, have included not only Ex- 
ecutive Office staff members and top-level departmental officials, but also pri- 
vate citizens, State and local officials, and members of the academic community. 
Finally, President Johnson has given the Vice President and the Director of the 
Office of Emergency Planning the assignment of establishing lines of communica- 
tion with mayors, county executives, governors and State legislators. 

Regarding the use of special White House staff for management coordina- 
tion by Presidents Truman, Eisenhower and Kennedy, the Director of the Bureau of 
the Budget commented as follows to the Senate Subcommittee on Intergovernmental 
Relations: ''While these assistants rendered useful services, they touched upon 
a very small fraction of the traffic of intergovernmental relations. The real 
problems seldom got b'eyond the agency level because program and financial re- 
sponsibility rests there."U/ It is necessary then to turn to the departmental 
and agency level to identify some of the key problems in managing the grant-in- 
aid system. 

Grant Administration in Departments and Agencies 

The strength of departmental and agency coordination activity depends 
to a large extent on the Secretary's or agency head's appreciation of the need 
for coordination and of its relationship to his management position, and on the 
administrative resources he devotes to meeting that need. Until quite recently, 
the record of department and agency heads' understanding of the political and in- 
tergovernmental implications of ineffective intradepartmental program coordination 
gave little basis for optimism that their units would or could cope successfully 
with the problems of intra-agency, interagency, or interlevel coordination of 
grants-in-aid. At the important assistant secretary level the focus was chiefly 
on functional responsibilities, and usually the top management person with 
across-the-department responsibilities was the assistant secretary of administra- 
tion or the comptroller.* In either case, the emphasis was on problems of fiscal 
management rather than intra-agency coordination of the several grant-in-aid 
programs impacting on State and local governments. While there was some interest 
in intra-agency program coordination, there was practically no emphasis on co- 
ordination of programs between departments. 

At the same time there was a strong centrifugal force pulling against 
coordination within and among grant programs: the functional specialists who 
are by and large the core of the bureaucratic structure--especially bureau chiefs 
and a thick and powerful layer of "middle management." The attitudes of these 

9~ Institutionalization of intergovernmental relations responsibility high in 
departmental echelons is a recent innovation. This was revealed by the Presi- 
dent's Memorandum of November 11, 1966, on advice and consultation with State 
and local officials. In carrying out the memorandum the Director of the Bureau 
of the Budget requested each of the affected department and agency heads to name 
an official, "preferably at the assistant secretary level, to work closely with 
the Executive Office on intergovernmental matters and to assure that the Presi- 
dent's instructions of November 11, 1966, are carried out effectively within the 
agency both in letter and in spirit." (Letter from Director of the Bureau of 
the Budget to departments and agencies affected by Presidential Memorandum of 
November 11, 1966 (multilith), p. 2.) When these officials were named, it was 
apparent that only three of the ten line departments or agencies--0E0, HUD and 
HEW--had such offices in existence prior to that time. 



officials were probed in a 1965 study by the Senate Subcommittee on Intergovern- 
mental ~elations.68' This survey examined the attitudes of middle management on 
77 questions touching on the trends, trouble spots, and operations of Federal- 
State-local relations. The Subcommittee found four behavioral themes recurring 
throughout the replies of the 108 responding bureau and division chiefs: 

Functionalism, or the respondents' preoccupation with pro- 
tecting and promoting the purposes of their individual 
programs, was the most important single conditioner of their 
comments. Professionalism, or the deep commitment to the 
merit system principle and to the technical and ethical 
standards of the specialized group to which they belong, 
underlay their answers to nearly all the questions on State 
organization and intergovernmental personnel. "Standpattism", 
the rigid defense of traditional practices, procedures, and 
principles, was reflected in their responses to questions on 
Federal aids, financial administration, and metropolitan area 
problems. And fourth, marking their replies to all sections 
of the questionnaire, was indifference, or "the cavalier dis- 
missal of serious questions and topics as being irrelevant or 
unimportant. " 

The Subcommittee saw in these answers by middle management grant-in-- 
aid officials a theory of federalism which identifies three major sources of 
conflict in contemporary Federal-State-local relations: (1) professionalism at 
the higher level versus a lesser degree of professionalism at the other levels; 
(2) professional program administrators versus elected policy-makers at all 
levels; and (3) administrators of individual aid programs versus intergovern- 
mental reformers. 

Because this bureaucratic theory of federalism is an operating precept 
as well as a descriptive interpretation, the Subcommittee concluded: 

It produces its own areas of conflict: 

(1) Professional administrators of one aid program versus 
the professional administrators of others; 

(2) Specialized middle management versus generalized top 
management; and 

(3) Conservative bureau heads versus innovators seeking 
to strengthen other components of the federal system-- 
the States, our metropolitan communities, and the de- 
cision-making process at all levels .69/ 

Weak direction from the top of the department or agency and the separ- 
atist effects of narrow functionalism raise serious obstacles to effective man- 
agement coordination in any circumstances. The problem has been heightened by 
the recent rapid growth in number and complexity of grants-in-aid, including the 
wider use of direct Federal-local relationships and Federal-nongovernmental re- 
lationships. An additional premium has been put on coordination by the introduc 
tion of new programs that require for their success the "packaging" of many sep- 
arate programs administered by several existing departments. 



"Creative Federalismn Hearings 

The hearings on "creative federalism" conducted by the Senate Subcom- 
mittee on Intergovernmental Relations in the fall of 1966 offered some insight 
into the degree to which major grant-administering departments have sought to 
establish institutional and operating arrangements to overcome "functionalism" 
and other obstacles to effective coordination within and among departments.=/ 
The hearings were generated by two Senate bills. The first, S.3509, was intro- 
duced by the Subcommittee Chairman, Senator Muskie, and proposed establishment 
of a special unit in the Executive Office of the President, called a National 
Intergovernmental Affairs Council (NIAC). The Council would be chaired by the 
President and composed of Cabinet officials and agency heads whose activities 
have a major impact on Federal aid to States and localities and concern inter- 
governmental relations. It would have an Executive Secretary directly respon- 
sible to the President and a "working secretariat" of experts and generalists in 
program management which would be independent of the agencies and directly re- 
sponsible to the Executive Secretary. After policy decisions were made, the 
operating departments would be responsible for carrying them out, but the Execu- 
tive Secretary would be directly accountable to the President for seeing that the 
job was done in a timely and effective manner. The hope was that controversies 
could be resolved between department and agency heads and the Executive Secretary, 
but appeal could be made to the President if necessary. "The main point," Sena- 
tor Muskie stated, "is that the President would have a special assistant and an 
institution through which he could pull the Federal establishment together and 
direct smoother intergovernmental implementation of Federal aid programs.z/ 

The second proposal on which the hearings focused was Senate Joint Re- 
solution 187, introduced by Senator Edward Kennedy of Massachusetts, authorizing 
the Advisory Commission on Intergovernmental Relations to investigate and report 
on the feasibility and design of an information system to help States and local- 
ities implement federally assisted programs more effectively. The system was 
also intended to provide the Congress and the President with a better measure of 
State and local needs and performance under the grant system. 

Three sets of questions posed by Chairman Muskie at the outset of the 
testimony of the department heads set the stage for the first phase of these 
hearings :z/ 

How well are Federal departments coordinating their programs 
and services both within their agencies and with other depart- 
ments and agencies? 

e What is the status of both intradepartmental and interdepart- 
mental coordination at the regional level? 

e What are Federal departments and their bureaus and divisions 
doing to develop more favorable cooperative relationships 
between the Federal Government and State and local leaders? 

Oral testimony was received from representatives of six major depart- 
ments or agencies administering grants-in-aid: HEW, HUD, OEO, Labor, Interior 
and Commerce. (The Secretary of Agriculture submitted material in writing, 
commenting on the two bills before the Subcommittee and listing interagency 
interdepartmental committees in which his Department participated.) All in- 
dicated they were aware of and concerned about the problems of coordination 



in managing grant programs and all acknowledged that, while they are making con- 
stant efforts to deal effectively with the problem, they are far from bringing 
it fully under control. Interagency agreements were found to be a proliferating 
vehicle for interdepartmental coordination, particularly among HEW, HUD and OEO 
and ~~riculture .B/ Recent years, however, have been marked by experimentation' 
with new coordination mechanisms: establishment of an assistant director for 
intergovernmental relations in the new Department of Housing and Urban Develop- 
ment; the model cities approach of giving incentives for melding resources from 
many different programs and departments in a coordinated attack on the complex 
problems of individual areas; the urban convener order; the new instruments of 
OEO, including the comunity action program, preference provisions, the Assis- 
tant Director for Interagency Relations, the information center, checkpoint 
procedures, numerous advisory councils, the tying together of manpower resources 
at the Federal level and also at the local level through the Manpower Administra- 
tion and the President's Committee on Manpower; and the office of intergovern- 
mental relations and the director of field coordination in HEW. Some of the 
newer devices are as yet unproven--such as the preference provisions in OEO and 
the urban "convener"--and in any case, no one device of all those used, new and 
old, makes more than a partial contribution to the enormous problems of overall 
coordination: within agencies, among agencies, and with other levels of govern- 
ment. 

After hearing testimony of representatives of HUD, OEO, and Labor, 
Senator Muskie summed up his reactions:&/ 

It has become clear that there is a problem of proliferating 
programing and planning in these areas. It is even clearer 
that the problem of any meaningful coordination of these pro- 
grams increases as we reach State and local levels. But the 
one thing that has struck me by the testimony is the weak-- 
and in some instances, hopeless--way these agencies are cop- 
ing with the matter of intergovernmental coordination. 

Interagency committees and councils are formed, but there are 
few meetings, generally attended by subordinates. Interagency 
agreements or treaties are made, but the ones we have been look- 
ing at are more directed to keeping one agency out of another's 
function than to putting the functions together in an effective 
package. 

Responsibility for intradepartmental and interdepartmental co- 
ordination and intergovernmental contacts has been delegated 
down the line to subordinate policy officials. 

At the higher level, Cabinet officers are being given "con- 
vener" powers to convene meetings with other Cabinet officials 
of equal, if not greater rank, to develop coordinating polic- 
ies. But there is no working secretariat either to develop 
the agenda or to monitor the implementation and effectiveness 
of the policy, if any policy comes out of such meeting.3~ 

9: For the views of State and local officials on the problems of management 
in the Federal grant-administering agencies, expressed at the "Creative Federal- 
ism" hearings and elsewhere, see below, "The Impact of Grant Programs on State 
and Local Governmental Organization and Administration." 



Headquarters-Field Office Relationships 

Confusion and complexity in the field office structures of grant-admin- 
istering agencies and the inadequate decentralization of authority to regional 
offices were described earlier, and their negative effect on coordinated admin- 
istration was underscored. 

Effective machinery to overcome problems of field coordination created 
by differences in delegations of authority and field structure does not exist at 
regional and other levels although efforts have been made to provide it. During 
World War 11, the Bureau of the Budget established four field offices to (1) ad- 
vise Federal field officials in achieving better coordination and interagency 
relations in the field; (2) consult with State and local officials on Federal 
programs; (3) suggest improvement in using equipment and supplies; and (4) make 
administrative studies and recommendations for more efficiency, and 5eport to 

7 5 headquarters problems requiring study, action, or policy guidance.,/ Due to 
meager appropriations, however, staff facilities available in each field office 
were limited and plans to set up additional offices were never implemented. In 
1953 the Congress denied funds for the field offices and they were terminated. 
Apparently some members of Congress were suspicious'of the role of the staff arm 
of the President reaching into cities outside of Washington. 

One observer summarized the major innovations of the Bureau's field 
offices as follows:76/ 

[The 1 direct and personal representation of the Executive 
Office of the President; well-serviced communication lines 
between Washington and the field; and a strong assurance 
to Federal field offices that the Bureau would not attempt 
to interfere with the normal relationships within depart- 
ments and agencies. The lack of support for the offices in 
Congress can be seen as an indication of their success. . . . 
On November 10, 1961, President Kennedy issued a memorandum establish- 

ing Federal Executive Boards comprising field representatives from executive de- 
partments and designating the Chairman of the Civil Service commission to be 
responsible for overseeing their creation and operations.Z/ The Boards operate 
within four general categories of activities: 

1. Provision of a forum for interchange of information 
about programs and management methods and problems 
between Washington and the field and among field ele- 
ments in the area. 

2. Coordinated approaches to development and operation 
of programs which have common characteristics. 

3. Liaison relationship with State and local officials 
to contribute to understanding and support of the 
roles and purposes of their respective governmental 
jurisdictions and aid in resolving problems. 

4. Referral of problems that cannot be solved locally 
to the national level for attention. 



FEB'S are functioning in 15 major centers of Federal activity, such as 
New York, Chicago, Atlanta, Delaware, Fort Worth and San Francisco. Each member 
of the Boards is designated by the head of the department or agency he repre- 
sents. A typical board includes 40 to 100 members and operates through a policy 
committee elected from the membership and a number of working committees. The 
chairmanship tends to rotate from agency to agency. A survey of activities of 
Federal Executive Boards in 1965 found that group activity items reported by 
nine or more Boards included charitable fund-raising and government bond drives, 
cooperative personnel and training programs, coordinated public information pro- 
grams, equal opportunity programs, and management improvement studies .78/ 

A private survey in e rly 1966 summed up the record of the Federal 
.79$ Executive Boards as follows.- 

The Federal Executive Boards experience has made several 
major contributions to the development 3f effective patterns 
of coordination: White House support for coordination of 
Federal field activities . . .; preservation of high pres- 
tige in the membership of the Boards; improved cmunication 
between Washington and the field; and support and servicing 
by a neutral agency--the Civil Service Commission. 

The FEB's also have developed a number of problems: member- 
ship on committees tends to be based on the individual qual- 
ifications of the member designated rather than on the broad 
program responsibilities of the agency he represents; it has 
been difficult to encourage the informal power structure of 
regional office officials (the "dean of Federal officials") 
to take an active leadership role in the work of the Boards; 
the performance of the Boards has been very uneven both geo- 
graphically and functionally; the Boards have been limited 
in their operations to the city in which they are located 
and cannot attempt to cover the States encompassed in the 
varying regional patterns represented; and few of the Boards 
have moved effectively into substantive problems of inter- 
program coordination. 

Washington-level support for the Boards has been good. . . . 
(Emphasis added.) 

The shortcomings of the FEB's in interprogram coordination have been 
attributed to their unwieldy size; the rotating chairmanship; the fact that the 
chairman is just one among equals and that the Board becomes just another inter- 
agency committee without leadership force; and the lack of staff to develop agen- 
das and provide follow-through. It has been proposed that Bureau of the Budget 
field of fices, if established, might provide staffing. 

Improved field coordination of the programs of one department--HUD--is 
the aim of the metropolitan expediter authorized by Section 203 of the Demonstra- 
tion Cities and Metropolitan Development Act of 1966.801 The Secretary of HUD 
is authorized to appoint such expediters on request of local officials. Their 
function is to provide information, data, and assistance to local authorities, 
private individuals, and others within the metropolitan area and to Federal field 
personnel with respect to HUD programs and related programs of other Federal 
departments. They do not, however, take the place'of the regional office in 



screening and forwarding local applications to Washington. Before the metropoli- 
tan expediter proposal became law, his function was summarized by an authority 
who had a leading role in developing the concept: "I look upon him [the expedi- 
ter] essentially as a catalyst and convener for Federal interests; a generator 

in the region; and a stimulator of local collaboration and participa- 
o However, the future of the metropolitan expediter approach was thrown 
into serious question by the refusal of the first session of the 90th Congress 
to appropriate any funds for this activity. Some believe that many of the objec- 
tives of the expediters can be achieved through regular technical assistance act- 
ivities of the Department. 

Another approach to strengthening headquarters-field relations is de- 
centralization of more authority to the regional offices. An Executive Branch 
survey team found that the lack of delegated authority is a source of confusion 
for local officials and a factor preventing an effective Federal approach to sol- 
ving local problems. Where field officials have little authority to approve pro- 
jects, the field installations represent additional layers of review (many people 
can say "no" to a project or delay it, but only one person can say "yes"). State 
and local people feel they have to spend too much time tracking down the status 
of their applications through the bureaucratic labyrinth. 

Some departmental spokesmen in the "Creative Federalism" hearings in- 
dicated their departments had taken steps to devolve more authority to the reg- 
ional offices. In December 1965, OEO delegated authority for final approval of 
community action program applications to its field offices, except for those over 
certain specified dollar amounts. HUD has delegated complete authority for final 
processing of applications to the regional administrators for nine of its grant 
programs: urban planning, open-space land, urban beautification, rehabilitation 
loans, college housing loans, basic water and sewer facilities grants, public 
facility loans, advance acquisition of land and advances for public works plan- 
ning. 

Yet delegation has not proceeded as far as it might. A recent report 
by an advisory committee on HEW'S relationships with State health agencies con- 
cluded that previous attempts in various agencies to revamp and strengthen reg- 
ional offices have been relatively fruitless.E/ It noted with approval the 
Surgeon General's intention to delegate to the Regional Health Director responsi- 
bility for grant management and authority to approve State plans under the Part- 
nership in Health Act. The Committee felt that additional measures were needed 
to involve the Regional Director intimately in all HEW relations with States in 
order to relate health, education, and social welfare services to each other and 

831 to the total needs of the States. To this end, it recommended:- 

1. Authority for approval or disapproval of comprehensive 
State health plans, and amendments to such plans be dele- 
gated to the Regional Directors, with the proviso that 
State governments can appeal adverse decisions to the 
Secretary of HEW. 

2. Greater authority to effect coordination among related 
programs at the regional level, including authority to 
employ and reassign personnel within the region, be dele- 
gated to Regional Directors. 



3 .  A firm prac t i ce  be i n i t i a t e d  by the Secretary of HEW t h a t  
n e i t h e r  he nor the commissioners of HEW agencies w i l l  a c t  
on requests  from S t a t e  or  loca l  governmental o f f i c i a l s  
without consult ing with the  Regional Director .  

4 .  The Regional Director be d i rec ted t o  plan and make regul-  
a r  v i s i t s  with the  Governors and with the mayors of major 
c i t i e s  t o  d iscuss  re levant  HEN a c t i v i t i e s ,  including hea l th  
mat te r s ,  so t h a t  the Governors and mayors may develop f u l -  
l e r  confidence i n  the  Regional Directors ,  and may be ex- 
pected t o  deal  with them f i r s t  more of ten  than i n  the  
past  . 

5. Contingency funds be provided so t h a t  each Regional D i r -  
ec tor  (without approval of spec i f i c  ac t ions  a t  headquar- 
t e r s )  may a s s i s t  S t a t e s  i n  emergencies and may s t imulate  
innovative projects .  

6.  The FDA d i s t r i c t s  be realigned t o  r e l a t e  b e t t e r  t o  o ther  
hea l th  a c t i v i t i e s  and t o  function under the HFW Regional 
Director ,  insofa r  a s  t h a t  i s  pract icable .  

The Role of Congress 

I n  looking f o r  the sources of d i f f i c u l t y  i n  achieving b e t t e r  manageab- 
i l i t y  of the  ca tegor ica l  grant  system, one cannot lose  s igh t  of the  f a c t  t h a t  the  
whole system operates under general  and de ta i l ed  au thor iza t ion  and d i r e c t i o n  from 
Congress and i t s  many functional  committees. The system has grown up a s  a  Con- 
gress ional  response t o  s p e c i f i c  public needs t h a t  a r e  brought t o  i t s  a t t e n t i o n  
over a  period of time. The s p l i t t i n g  o f f  of grants  i n t o  narrow ca tegor ies ,  in -  
stead of blocks o r  general  shar ing of Federal revenue, r e f l e c t s  the  d e s i r e  of 
Congress t o  achieve s p e c i f i c  object ives .  I n  many cases ,  Congress has w r i t t e n  
i n t o  the  law i t s e l f  the requirements t h a t  must be met by S t a t e  and l o c a l  grant  
appl ica t ions .  The Model C i t i e s  Act, f o r  example, r equ i res  a s  a  condit ion of e l -  
i g i b i l i t y  t h a t  appl icants  f o r  a  comprehensive c i t y  demonstration program grant  
must be ab le  t o  show t h a t  the  program i s  consis tent  with comprehensive planning 
f o r  the e n t i r e  urban o r  metropoli tan area .  On the other  hand, the  same a c t  pro- 
h i b i t s  the  Secretary of WD from requir ing a s  a  condit ion of such a  grant  t h a t  
the  appl icant  c i t y  have a  school bussing program i n  ef fect .84/  

One w r i t e r  has described Congress's r o l e  i n  adminis t ra t ion a s  f o l -  
.85/ lows. - 

Although the  general  public does not f u l l y  r e a l i z e  i t ,  a  major 
share of the  time, energy, and a t t e n t i o n  of members of Congress 
i s  devoted t o  a c t i v i t i e s  t h a t ,  properly speaking, a r e  of an ad- 
min i s t r a t ive  managerial character .  Defining the  au thor i ty  and 
prescr ib ing procedures of adminis t ra t ive  agencies,  making funds 
ava i l ab le  t o  them under terms and spec i f i ca t ions  deemed approp- 
r i a t e ,  examining required repor t s  on t h e i r  a c t i v i t i e s ,  employing 
the  i n q u i s i t o r i a l  au thor i ty  ava i l ab le  t o  supplement such r e p o r t s  
and taking up the complaints, inqu i r i e s  and requests  of t h e i r  
cons t i tuen t s  with the appropriate o f f i c i a l s  a r e  a c t i v i t i e s  t o  
which members of Congress devote a  major por t ion of t h e i r  time. 



Recognizing t h a t  a  heavy r e s p o n s i b i l i t y  f o r  a d m i n i s t r a t i v e  supe r -  
v i s i o n  r e s t s  i n  i t s  hands,  Congress i n  r eo rgan i z ing  i t s  commit- 
t e e  system through t h e  Congressional  Reorganiza t ion  Act of 1946 
fol lowed the  p r i n c i p l e  of s e t t i n g  up i t s  s t and ing  committees t o  
p a r a l l e l  t h e  major a d m i n i s t r a t i v e  branches of t h e  execut ive  de- 
par tment .  Moreover, i t  s p e c i f i c a l l y  charged each s t and ing  com- 
m i t t e e  t o  " exe rc i s e  cont inuous watchfu lness  of t h e  execut ion  by 
t h e  a d m i n i s t r a t i v e  agenc ies  concerned of a l l  laws,  t he  s u b j e c t  
ma t t e r  of which i s  w i t h i n  t h e  j u r i s d i c t i o n  of such committee." 

An o f f i c e r  i n  t h e  middle ranges of t he  a d m i n i s t r a t i v e  h i e r a r chy  
accord ingly  looks t o  Congress,  and p a r t i c u l a r l y  t o  members of 
t he  s t and ing  committee having s p e c i a l  charge over  h i s  depa r t -  
ment ' s  a f f a i r s ,  a s  w e l l  a s  t o  h i s  execut ive  s u p e r i o r s ,  f o r  h i s  
cues and d i r e c t i v e s  on what he  should do and how he should do 
i t .  Indeed, he i s  l i k e l y  t o  f i n d  he  has  more f r equen t  c o n t a c t s  
wi th  t hose  members of Congress who have reason t o  i n t e r e s t  them- 
s e l v e s  i n  t he  ope ra t i ons  of h i s  o f f i c e  than he has wi th  t h e  
h ighe r  o f f i c i a l s  on t he  execut ive  s i d e  of government. 

A s p e c i f i c  example of Congressional  r e s p o n s i b i l i t y  f o r  some of t h e  t r ou -  
b l e s  of t h e  g r a n t  system was g iven  by Senator  Muskie i n  t he  " c r e a t i v e  federa l i sm"  
hea r ings  i n  a  d i s cus s ion  wi th  S e c r e t a r y  Udal l  on t h e  confusion over  t h e  number of 
programs dea l i ng  w i th  c o n t r o l  of water  

. . . I would ag ree  wi th  you t h a t  p a r t  of t h e  p r o l i f e r a t i o n  and 
confusion is  t he  r e s u l t  of congress iona l  a c t i o n .  Whether i t  can 
always be j u s t i f i e d  o r  no t  depends upon t h e  i n d i v i d u a l  c a s e s .  
I n  t h i s  r e s p e c t ,  f o r  example, I am p a r t l y  r e spons ib l e  f o r  some 
of t h i s  p r o l i f e r a t i o n - - f o r  reasons which I d i d  no t  e n t i r e l y  con- 
t r o l .  

It might be of i n t e r e s t  t o  make them a  ma t t e r  of r eco rd .  The 
sugges t ion  t h a t  t h e  Fede ra l  Government provide  suppor t  f o r  t h e  
bu i l d ing  of water  and sewer f a c i l i t i e s  as  c o n t r a s t e d  w i th  sewage 
t rea tment  g r a n t s  came i n  t he  1965 Housing Act ,  and,  a s  o r i g i -  
n a l l y  advanced, t h a t  program would have covered,  n o t  on ly  water  
and sewer f a c i l i t i e s ,  bu t  a l s o  sewage t reatment  p l a n t s ,  s o  t h a t  
we would have had sewage t reatment  p l a n t s  i n  two departments .  I 
f e l t  t h a t  t h e  water  and sewer g r a n t s  themselves should go i n t o  
t h e  same department where t h e  sewage t rea tment  p l a n t  program was, 
but  I could no t  convince t he  execu t ive  agenc ies  so  we ended up,  
a t  l e a s t ,  focusing t he  c o l l e c t i o n  sewers i n  one agency and t h e  
t rea tment  p l a n t s  i n  another  agency, and s i n c e  I was on both com- 
m i t t e e s ,  i t  s a t i s f i e d  my j u r i s d i c t i o n a l  problems. But a l s o ,  I 
t h i n k ,  i t  made i t  an e a s i e r  l e g i s l a t i v e  t a s k  t o  enac t  both pro-  
grams by having them i n  s e p a r a t e  b i l l s .  That was p a r t i c u l a r l y  
t r u e  of t he  Housing Act ,  because t he  Housing Act covers  such a  
m u l t i p l i c i t y  of  s i n s  t h a t  one exLra does n o t  show up a s  much a s  
i t  might i n  a  b i l l  t h a t  focused on one program. So congres- 
s2onal  a c t i o n  i s  a l s o  r e spons ib l e .  

Congress exe rc i s e s  i t s  major c o n t r o l  over  a d m i n i s t r a t i o n  through i t s  
c o n t r o l  over  t he  government's pu r se .  It can be argued t h a t  Congress ' s  f a i l u r e  
t o  e x e r c i s e  t h i s  c o n t r o l  e f f e c t i v e l y  is  another  important  reason  f o r  some of t h e  
problems i n  g r an r - i n - a id  a d m i n i s t r a t i o n .  This conc lus ion  emerged from t h e  1966 
f i n a l  r e p o r t  of the  J o i n t  Committee on t h e  Organiza t ion  of t h e  Congress .87/ 



The Committee noted t h a t  improvements i n  t h e  execut ive  phase of t h e  bud- 
g e t  p rocess ,  a s  i n  t h e  p r epa ra t i on  and p r e s e n t a t i o n  of t h e  execu t ive  budget and 
t h e  development of more s o p h i s t i c a t e d  techniques of budget a n a l y s i s ,  make Con- 
g r e s s i o n a l  c o n t r o l  of f i s c a l  p o l i c y  more d i f f i c u l t .  Yet ,  i t  found c e r t a i n  needs 
must be met i f  Congress i s  going t o  equip i t s e l f  t o  i n s u r e  e f f e c t i v e  e x e r c i s e  of 
i t s  c o n s t i t u t i o n a l  r e s p o n s i b i l i t i e s  i n  t h i s  f i e l d .  The major needs inc lude :  
(1)  access  by t h e  i n d i v i d u a l  member t o  a l l  r e l e v a n t  budget in format ion  needed t o  
make more r a t i o n a l  judgments on t h e  spending l e v e l  of competing programs; (2)  
more emphasis i n  t h e  app rop r i a t i ons  process  on t h e  budget a s  a  whole and on r e -  
view of major programs; ( 3 )  more e f f e c t i v e  use  of t he  General  Accounting O f f i c e  
a s  an arm of Congress i n  t he  budget eva lua t i on  process  a s  w e l l  a s  i n  t h e  pos t -  
a u d i t  f unc t i on ;  and (4) g r e a t e r  awareness on t h e  p a r t  of l e g i s l a t i v e  committees 
of t he  importance of t h e i r  r o l e s  i f i s c a l  c o n t r o l ,  and es tab l i shment  of adequate  

8 8 9  procedures  t o  f u r t h e r  t h a t  role . -  

Congress has  g iven  s p e c i f i c  a t t e n t i o n  r e c e n t l y  t o  t he  need f o r  b e t t e r  
budgetary and o t h e r  in format ion  r equ i r ed  t o  d i scharge  i t s  l e g i s l a t i v e  respons i -  
b i l i t y  f o r  au tho r i z ing  funding and oversee ing  t h e  va r ious  components of t he  
g r an t - i n - a id  system. I n  1966 t h e  J o i n t  Committee on t he  Organiza t ion  of t h e  Con- 
g r e s s  recomended t h a t ,  i n  coopera t ion  wi th  t h e  Execut ive Branch, an  e f f o r t  be 
s t a r t e d  toward des ign  of a  governmentwide budgetary d a t a  system, and t h a t  t o  
f a c i l i t a t e  Congressional  use  of automatic  d a t a  process ing  c a p a b i l i t i e s  and 
modern e v a l u a t i o n  techniques ,  t h e  General ~ c c o u n t i n i  Of f i ce  should develop 

8  9 / systems des ign  and c o s t - b e n e f i t  a n a l y s i s  c a p a b i l i t i e s .  The Committee s t a t e d :  - 

We a r e  i n  t h e  age of t he  computer. . . . Congress must begin 
now t o  t ake  t he  a c t i o n  which w i l l  e ven tua l l y  enable  i t  t o  bene- 
f i t  from t h e s e  modern in£  ormat i o n a l  t echniques .  

Our budgetary process  u rgen t ly  r e q u i r e s  t h e  sy s t ema t i c  employ- 
ment of modern au tomat ic  d a t a  process ing  techniques .  Extens ive  
use  of  these  techniques can  provide  t h e  government w i th  essen-  
t i a l  f i s c a l  and budgetary d a t a ,  v a s t l y  improve t h e  eva lua t i on  
of t h e s e  d a t a ,  and make t h i s  in format ion  more a c c e s s i b l e  t o  
i n d i v i d u a l  members. 

S. 355, in t roduced  i n  1967 by Sena tor  Monroney f o r  t he  S p e c i a l  Committee 
on t he  Organiza t ion  of t he  Congress,  provides t h a t  t h e  Comptrol ler  Genera l ,  t h e  
Sec re t a ry  of t h e  Treasury and t he  D i r ec to r  of t h e  Bureau of t h e  Budget ' ' s h a l l  
develop,  e s t a b l i s h  and ma in t a in ,  f o r  use  by a l l  Fede ra l  agenc i e s ,  a  s t anda rd i zed  
informat ion  and d a t a  process ing  system f o r  budgetary and f i s c a l  data.";': I n  addi -  
t i o n ,  Sena tor  Rib icof f  i n  June 1967 in t roduced  a  b i l l  (S. 1929) t o  e s t a b l i s h  a  
Commission on L e g i s l a t i v e  Evalua t ion  t o  make a  thorough s tudy  of how b e s t  t o  es -  
t a b l i s h  a  s c i e n t i f i c  system f o r  eva lua t i on  of t h e  programs t h a t  t he  Congress en- 
a c t s .  I n  h i s  accompanying i n t roduc to ry  remarks, h e  s ta ted :%/  

. . . t h e r e  a r e  many reasons  why an O f f i c e  of L e g i s l a t i v e  Eval- 
u a t i o n  i s  important  t o  ou r  Nat ion.  It would break t h e  informa- 
t i o n  monopoly of t he  execut ive  branch and he lp  r e s t o r e  t he  Con- 
g r e s s  t o  i ts  r i g h t f u l  r o l e  a s  a  f u l l  and equa l  p a r t n e r  i n  our  
Government. It would a s s i s t  congress iona l  committees i n  conduct- 
ing hea r ings  by provid ing  them wi th  accu ra t e  and r e l e v a n t  i n f o r -  
mation upon which t o  base pub l i c  d i s cus s ions .  



General Accounting Office Responsibilities 

The General Accounting O f f i c e ,  a  s t a f f  arm of t h e  Congress,  was c r e a t e d  
t o  a s s i s t  t h e  Congress i n  provid ing  l e g i s l a t i v e  c o n t r o l  over  t h e  r e c e i p t ,  d i s -  
bursement,  and a p p l i c a t i o n  of p u b l i c  funds .  I ts  p r i n c i p a l  f unc t i ons  a r e  i n  t h e  
f i e l d s  of a u d i t i n g ,  account ing ,  c laims s e t t l e m e n t ,  l e g a l  d e c i s i o n s ,  s p e c i a l  as -  
s i s t a n c e  t o  t h e  Congress and r eco rds  management and s e r v i c e s .  

The GAO'S a u d i t  r e s p o n s i b i l i t i e s  c a r r y  w i th  them a  r e s p o n s i b i l i t y  t o  
r e p o r t  t o  t h e  Congress in format ion  obta ined  i n  t h e  a u d i t s .  I n  h i s  annual  r e p o r t  
t o  t he  Congress ,  o r  i n  s p e c i a l  r e p o r t s ,  t h e  Comptro l le r  General i s  r equ i r ed  t o  
make recommendations looking t o  g r e a t e r  economy o r  e f f i c i e n c y  i n  p u b l i c  expendi- 
t u r e s .  Thus, t h e  GAO has  an  incomparable oppo r tun i ty  t o  observe t he  o p e r a t i o n  
of t he  g r an t - i n - a id  system and t o  make sugges t ions  f o r  improving i t s  f unc t i on ing .  

I m p l i c i t  i n  t he  recommendations of t h e  J o i n t  Committee on t h e  Reorgani- 
z a t i o n  of t h e  Congress a r e  c r i t i c i s m s  of t h e  General  Accounting Of f i ce  and t h e  
use  t h a t  Congress ha s  made of i t .  - GAO has  never  had funds o r  g u i d e l i n e s  f o r  
making expendi ture  ana lyses  provided by t he  1946 l e g  i s  l a t  i v e  r e o r g a n i z a t i o n  a c t .  
GAO r e p r e s e n t a t i v e s  have no t  been a v a i l a b l e  t o  d i s cus s  t h e i r  a u d i t  r e p o r t s  w i th  
t h e  membership and s t a f f  of app rop r i a t i ons  committees. The Bureau of t he  Budget 
r e q u i r e s  a d m i n i s t r a t i v e  agenc ies  t o  r e p o r t  w i t h i n  60 days on GAO f i n d i n g s ,  and 
on a c t i o n s  taken  pursuant  t o  them. Yet Congress imposes no such requirement  on 
agenc ies  t o  r e p o r t  on GAO f i nd ings  t o  app rop r i a t i ons  committees, when t he  
agenc ies  a r e  defending t h e i r  a p p r o p r i a t i o n  r e q u e s t s .  

The Committee f o r  Economic Development c r i t i c i z e d  congress '  f a i l u r e  t o  
use  t h e  GAO e f f e c t i v e l y  i n  review and p p r a i s a l  of agency performance i n  execu- 

.927 t i n g  Congressional  p o l i c y  dec i s ions  .- 
The two Government Operat ions Committees could be most u s e f u l  
i n  reviewing in te ragency  programs and func t i ons  s i n c e  each l e g i s -  
l a t i v e  committee has l i m i t e d  j u r i s d i c t i o n .  I f  they a r e  t o  p l ay  
a  s i g n i f i c a n t  r o l e ,  we b e l i e v e  t h e s e  two committees w i l l  be r e -  
qu i r ed  t o  ag ree  on e x p l i c i t  d i r e c t i o n s  t o  t h e  Comptrol ler  Gen- 
e r a l  t o  gu ide  him i n  t h e  use  of h i s  s t a f f  on m a t t e r s  of primary 
importance t o  Congress.  

The CED a l s o  found f a u l t  wi th  t h e  GAO'S f a i l u r e  t o  conduct broad evalu-  
a t i o n s  of a d m i n i s t r a t i v e  performance on i t s  own.%/ 

For purposes of thoroughgoing and comprehensive e v a l u a t i o n  of 
agency a c t i v i t i e s ,  however, t h e r e  a r e  s e r i o u s  d e f i c i e n c i e s  i n  
GAO's o p e r a t i o n s .  I t s  r e p o r t s - - t o t a l i n g  s e v e r a l  hundred each 
year  i n  response  t o  s p e c i f i c  congress iona l  r eques t s  and agen- 
cy i n q u i r i e s - - a r e  narrowly focused.  They provide  on ly  s p o t -  
check ev idence ,  i n  s t r i c t l y  monetary terms,  concerning gene ra l  
l e v e l s  o f  e f f i c i e n c y .  They a r e  an e f f e c t i v e  check a g a i n s t  il- 
l e g a l  and d ishones t  use  of app rop r i a t ed  funds,  but  they  provide  
no governmentwide view of agency f i n a n c i a l  o p e r a t i o n s .  

Summary 

I n  r e c e n t  yea r s  t h e r e  has been measurable  improvement i n  t h e  Nat iona l  
Government's de te rmina t ion  and a c t i o n  t o  b r ing  o rde r  t o  t h e  burgeoning 



categorical grant-in-aid system and to reduce the intergovernmental frictions 
that it has engendered. Notable are: 

* The president's assignment of the Vice President and the 
Director of the Office of Emergency Planning to the task 
of maintaining close communication with chief executives 
of State and local governments; 

0 The revived interest of the Bureau of the Budget in man- 
agement coordination, its efforts toward development and 
use of PPBS governmentwide, and its introduction of new 
tools for intergovernmental coordination; 

The growing awareness among several key department and agency 
heads of the problems of grant administration and inter- 
governmental relations; 

The establishment through legislation and administrative 
directive of new organization and procedural mechanisms 
to cope with those problems; 

The probing hearings of the Senate Subcommittee on Inter- 
governmental Relations and the Senate Subcommittee on 
Executive Reorganization; and 

The study and recommendations of the Joint Congressional 
Committee on Legislative Reorganization. 

On the negative side, however, the past history of the Bureau of the 
Budget warrants skepticism, despite its recent stirrings, that it can be, or 
wishes to be, the top-level mechanism that is needed for effective governmentwide 
management of the pervasive grant-in-aid system. Further, not all department and 
agency heads have appreciated the need for improved grant management and inter- 
governmental relations; nor have they exhibited a determination to institute 
policies and machinery for meeting these needs. The new tools for interdepart- 
mental and interlevel coordination have not yet proven their potency. Moreover, 
with their ingrained attitudes of functional specialism, middle management 
officials continue to offer formidable resistance to Presidential and Secretary- 
level efforts to bring about simplification and interlevel coordination in the 
grant system. Finally, improvement of the legislative role in overhauling the 
categorical grant system faces the inherent difficulties of achieving more con- 
sistency among the functional committees in originating and revising grant 
programs, and of overcoming the long-standing resistance of the General Accounting 
Office to fulfilling the role of legislative monitor of executive management and 
organization. 

THEIMPACTOFGRANTPROGRAMSONSTATE ANDLOCAL 
GOVERNMENTAL ORGANIZATION AND ADMINISTRATION 

Introduction 

The relationship between State administrative organization and capability 
and grant-in-aid program responsibilities exercised by the State has become a 



mat t e r  of paramount concern. Grant program requirements  and r e s p o n s i b i l i t i e s  
have been a  two-edged sword i n  t h e i r  impact upon S t a t e  government. On one hand 
they  have served t o  encourage improvement i n  a  number of a d m i n i s t r a t i v e  prac-  
t i c e s ,  i nc lud ing  personnel  a d m i n i s t r a t i o n ,  t r a i n i n g  and p r o f e s s i o n a l i z a t i o n ,  and 
t o  f o s t e r  more r a t i o n a l  agency o rgan i za t i on  i n  a ided  program a r e a s .  On t h e  
o t h e r  hand, they  have s t rengthened  b u r e a u c r a t i c  func t iona l i sm;  tended t o  weaken 
t o p - l e v e l  coo rd ina t i on  of r e l a t e d  programs and a c t i v i t i e s ,  and aggravated t he  
a l r eady  d i spe r sed  c h a r a c t e r  of most S t a t e  government o r g a n i z a t i o n .  Some g r a n t s  
have b o l s t e r e d  S t a t e  l i n e  agenc ies  t o  t he  d i sadvantage  of  t he   overn nor's pos i -  
t i o n ,  and have c o n f l i c t e d  w i th  a t t emp t s  t o  s t r eng then  h i s  r o l e  a s  o v e r a l l  coord i -  
n a t o r  of S t a t e  programs. Furthermore,  s p e c i f i c  g r an t - i n - a id  requi rements ,  whi le  
s t r eng then ing  d i s c r e t e  f e a t u r e s  of S t a t e  government o rgan i za t i ons  have a l s o  
se rved  t o  thwart  S t a t e - i n i t i a t e d  e f f o r t s  a t  gene ra l  r e o r g a n i z a t i o n .  

Evidence of t h i s  c o n t r a d i c t o r y  program emphasis can be d i s ce rned  i n  two 
s t a f f  s t u d i e s  done f o r  t h e  1955 Kestnbaum Commission on In te rgovernmenta l  Rela-  
t i o n s .  The f i n a l  Commission r e p o r t  t o  t he  P r e s i d e n t ,  however, makes no mention 
of t h e  impact problem and t he  "General Analysis"  chapter  of one of  t he  Kestnbaum 
survey r e p o r t s  concludes t h a t  "a r ead ing  of t h e  S t a t e  chap t e r s  sugges ts  t h a t  t h e  
o v e r a l l  impact of Fede ra l  g r a n t s  ha s  had r e l a t i v e l y  l i t t l e  adverse  e f f e c t  i n  a  
ma jo r i t y  of t h e  S t a t e s  s t u d i e d .  I n  o t h e r  words t h e  p o l i t i c a l  complaints  on t h i s  
s co re  have been exaggerated."%/ For more than  h a l f  of t he  S t a t e s  surveyed t h e r e  
was no evidence t o  i n d i c a t e  t h a t  Federa l  a i d  had a  s i g n i f i c a n t  i n f l u e n c e  on 
S t a t e  o r g a n i z a t i o n a l  s t r u c t u r e .  

The comments of a  number of t h e  ~omrn i s s ion ' s  f i e l d  r e p o r t e r s ,  on t h e  
o t h e r  hand, c l e a r l y  i n d i c a t e d  t h a t  one reason  f o r  t h i s  l a c k  of i d e n t i f i a b l e  im-  
p a c t  was t he  fragmented o r g a n i z a t i o n a l  p a t t e r n  i n  S t a t e  governments c h a r a c t e r i z e d  
by t h e  l a r g e  number of a d m i n i s t r a t i v e  u n i t s  and independently e l e c t e d  department 
heads .  Furthermore,  c a r e f u l  a n a l y s i s  of t he se  i n d i v i d u a l  S t a t e  r e p o r t s  r e v e a l s  
some d i s q u i e t i n g  s i g n s  concerning t h e  a d m i n i s t r a t i v e  impact of Fede ra l  g r a n t s .  
As a  1962 r e p o r t  t o  t h e  Nat iona l  Governors'  Conference commented on t h e  f i n d i n g s  
of t h e  Kestnbaum Commission: ". . . I n  t h e  ma jo r i t y  of S t a t e s  where Fede ra l  a i d  
i n f l u e n c e  was d i s c e r n i b l e ,  i t  c o n t r i b u t e d  t o  d i s o r g a n i z a t i o n  o r  i n h i b i t e d  r e o r -  
g a n i z a t i o n . " E /  One f i e l d  commentator f o r  t h e  Kestnbaum Commission desc r ibed  t h e  
confused d i v i s i o n  of execu t ive  r e s p o n s i b i l i t y  i n  h i s  S t a t e  government and warned 
t h a t  t h e  impact of Fede ra l  g r a n t s  accentua ted  t h i s  a d m i n i s t r a t i v e  p lu r a l i sm .  An- 
o t h e r  r e p o r t e r  found s t r o n g  evidence of a  tendency t o  remove t h e  Fede ra l  g r a n t  
admin i s t e r i ng  agenc ies  s t  ill f u r t h e r  from t h e  c o n t r o l  and supe rv i s ion  of t h e  
Governor. 

Logic would sugges t  t h a t  t h e  r e c e n t  i nc r ea se  i n  t h e  number of s e p a r a t e  
g r a n t  programs and i n d i v i d u a l  a u t h o r i z a t i o n s  would f u r t h e r  emphasize t he se  i n f l u -  
ences and a v a i l a b l e  evidence appears  t o  suppor t  t h i s  conc lu s ion .  Increased  func- 
t i o n a l i s m  and an accompanying weakening of some governors '  c o n t r o l  over  a ided  
program a r e a s  can be i d e n t i f i e d .  A  r a t h e r  s t r i k i n g  t h r ead  running through opin-  
i on  surveys of p u b l i c  o f f i c i a l s  i s  program a d m i n i s t r a t o r s '  preoccupat ion w i t h  
t h e i r  own program. One survey ,  The Federa l  System a s  Seen by Fede ra l  Aid Of f i -  
c i a l s  r evea l ed  t he  s a t i s f a c t i o n  of t he se  o f f i c i a l s  wi th  t h e i r  d i r e c t  t i e s  to. 
t h e i r  S t a t e  o r  l o c a l  c o u n t e r p a r t s ,  and t h e i r  d i s i n t e r e s t  i n  coord ina t ion .%/  

Surveys of t he  views of  S t a t e  and l o c a l  o f f i c i a l s ,  wh i l e  n o t  a s  con- 
c l u s i v e ,  seem t o  i n d i c a t e  a  p a r a l l e l  a t t i t ~ d e  a t  t h e  S t a t e  and l o c a l  l e v e l  and 
provide  a d d i t i o n a l  i n s i g h t s  i n t o  t he  phenomenon i d e n t i f i e d  a s  " v e r t i c a l  func- 
t i o n a l  a u t o c r a c i e s f f  by t h e  Kestnbaum Commission. A 1963 s tudy  by t h e  Sena te  



subcommittee on Intergovernmental  Rela t ions  r epo r t ed  t h a t  by an almost 2 t o  1 
margin S t a t e  and l o c a l  o f f i c i a l s  responding t o  a  ques t i onna i r e - - ch i e f l y  top  man- 
agement e x e c u t i v e s - - f e l t  t h a t  t h e  p r e sen t  system of Federa l  g r a n t s - i n - a i d  caused 
an imbalance i n  t h e i r  programs of governmental s e r v i c e s . z /  Over h a l f  of t hose  
r e p l y i n g  were t r oub l e?  by Federa l  r e g u l a t i o n s  hampering t he  f l e x i b i l i t y  of S t a t e  
and l o c a l  o r g a n i z a t i o n a l  s t r u c t u r e .  I n  a  r ecen t  s tudy  conducted by a  Un ive r s i t y  
of Iowa team, h a l f  of t he  S t a t e  l ine-agency program a d m i n i s t r a t o r s  responding ac-  
knowledged t h a t  g ran t -a ided  agenc ies  were l e s s  s u b j e c t  t o  supe rv i s ion  and c o n t r o l  
by t h e  governor  and l e g i s l a t u r e  than non-aided departments.%/ 

The foregoing  sugges t s  t h a t  many pub l i c  o f f i c i a l s  and exper t  observers  
be l i eve  (1)  t h a t  t he  impact of Fede ra l  a i d  on S t a t e  and l o c a l  a d m i n i s t r a t i o n  has  
changed i n  r e c e n t  yea r s  and (2)  t h i s  change has c r e a t e d  s p e c i a l  problems f o r  t op  
policymakers a t  t he  S t a t e  and l o c a l  l e v e l s .  It i s  i n  o r d e r ,  t h e r e f o r e ,  t o  exam- 
i n e  i n  some d e t a i l  t h e  fol lowing ques t i ons :  

What k inds  of problems a r e  Federa l  g r a n t  programs c r e a t i n g  
f o r  S t a t e  and l o c a l  o f f i c i a l s ?  

How w e l l  equipped a r e  governors  t o  d i r e c t  S t a t e  adminis t ra -  
t i o n  and policymaking g e n e r a l l y  and t h e  f e d e r a l l y  a ided  
s e c t o r  s p e c i f i c a l l y ?  

How w e l l  equipped a r e  S t a t e  l e g i s l a t u r e s  t o  cope w i th  t he  
growing r o l e  of Fede ra l  g r a n t s  i n  S t a t e  programs and f i -  
nances? and 

a What e f f e c t  has  Fede ra l  a i d  had on S t a t e - l o c a l  r e l a t i o n s  
and on l o c a l  o rgan i za t i on  and adminis t ra t ion?"  

Trends and Problems as Seen by State 
and Local Officers 

Governors and t h e  g r a n t  system.--The impact of Fede ra l  g r a n t  programs on 
execu t ive  r e s p o n s i b i l i t i e s  f o r  p o l i c y  and admin i s t r a t i on  i n  S t a t e  government i s  
cons ide rab l e .  Such g r a n t s ,  a f t e r  a l l ,  p rovide  a  s u b s t a n t i a l  p o r t i o n  of t h e  t o t a l  
revenue of a  good many S t a t e s ,  and o v e r a l l ,  a s  much a s  24 pe rcen t  of t o t a l  gener-  
a l  revenue of a l l  50 S t a t e s  i n  1965, a s  seen i n  F ig .  19.  

Over a  decade ago, Colman Ransone, i n  h i s  thorough s tudy  of t h e  gover- 
no r sh ip ,  po in ted  o u t  t h a t  t he  p o l i c y  imp l i ca t i ons  of t he  Federa l  g r an t - i n - a id  
system may narrow t h e  op t ions  of a  Governor and t hus  c i rcumscr ibe  h i s  r o l e  a s  
po l icy  i n i t i a t o r .  Even though the  programs themselves b e n e f i t  t h e  S t a t e ,  

" .  . . t h e  presence o r  absence of a  Fede ra l  g r an t - i n - a id  program 
i n  a  g iven  f i e l d  i s  a  powerful f a c t o r  which cond i t i ons  t h e  l eg -  
i s l a t u r e  and t he  Governor i n  making po l i cy  d e c i s i o n s .  I n  prac-  
t i c e ,  t h e r e f o r e ,  t he  Governor f i n d s  t h a t  h i s  po l i cy  dec i s ions  a r e  
condi t ioned  b t he  po l i cy  dec i s ions  which have been made i n  Wash- 

59 / i ng ton .  . . .- 

-7- 
" For a  b i b l i o g r a p h i c  no te  on t he  impact of Federa l  g r a n t s - i n - a i d  on S t a t e  and 
l o c a l  government, see  Appendix E .  



Figure 19. 

FEDERAL AID AS A PERCENTAGE OF TOTAL STATE GENERAL 
REVENUE, BY STATE, 1966 
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Ransone a l s o  explored t h e  admin i s t r a t i ve  consequences of Fede ra l  g r a n t s -  
i n - a id  from t h e  Governor's viewpoint :=/ 

From t h e  admin i s t r a t i ve  poin t  of view a  Federa l  g r an t - in -a id  
program may tend to  weaken the  Governor's channels  of communi- 
c a t i o n  with agencies  xihich r ece ive  Federal  funds and t o  weaken 
h i s  c o n t r o l  over those  agencies .  The p a t t e r n  of admin i s t r a t i on  
which has developed i n  some of t he se  programs involves a  good 
d e a l  of d i r e c t  con tac t  between ind iv idua l s  a t  t h e  S t a t e  l e v e l  
and t h e  agency of t h e  Federa l  Government which supe rv i se s  t h e  
program. The Governor, t o  a  cons iderable  e x t e n t ,  i s  bypassed 
i n  t h i s  l i n e  of communication and f i n d s  t h a t  h i s  c o n t r o l  over  
both p o l i c y  and management of t he  agencies  which adminis te r  
t h e s e  programs a t  t h e  S t a t e  l e v e l  i s  weakened cons iderably .  

One of t he  few a t tempts  t o  probe sys t ema t i ca l ly  t he  gube rna to r i a l  a t t i -  
tudes on g ran t - in -a id  i s s u e s  was undertaken by t h e  House Subcommittee on I n t e r -  
governmental Rela t ions  i n  i t s  1957 ques t ionna i r e  survey .=/ Among the  b a t t e r y  
of ques t ions  posed t o  Governors were d e t a i l e d  ques t ions  i n  fou r  f u n c t i o n a l  a r e a s  
--employment s e c u r i t y ,  highways, pub l i c  h e a l t h  and we l f a r e .  Although t h e r e  i s  
some ques t ion  about t h e  ex t en t  t o  which t h e  responses r e f l e c t e d  t h e  views of t h e  
Governors r a t h e r  than the  program o f f i c i a l s ,  a l l  of t h e  Subcommit t e e ' s  ques t ion-  
n a i r e s  were c l e a r e d  through t h e  o f f i c e s  of t h e  32 Governors p a r t i c i p a t i n g  i n  t h e  
survey.  

Table 29 i n d i c a t e s  t h a t  a  ma jo r i t y  of t h e  Governors responding favored 
expansion i n  p u b l i c  we l f a r e  and highway programs. A s u b s t a n t i a l  p o r t i o n  sup- 
por ted  expansion i n  pub l i c  h e a l t h  and employment s e c u r i t y  programs. A majo r i t y  
expressed s a t i s f a c t i o n  wi th  e x i s t i n g  Federa l  supe rv i s ion .  Only a  mino r i t y  f a -  
vored t r a n s f e r r i n g  some program r e s p o n s i b i l i t i e s  t o  provide a  g r e a t e r  S t a t e  r o l e .  
Suggested gene ra l  reforms included pe rmi t t i ng  fund t r a n s f e r  between program c a t e -  
g o r i e s ,  s u b s t i t u t i n g  a  block g r a n t  f o r  s e p a r a t e  c a t e g o r i c a l  g r a n t s  and Federa l  
a c t i o n  t o  improve program admin i s t r a t i on .  Among t h e  k inds  of s p e c i f i c  a c t i o n  
most o f t e n  mentioned were: (1) de lega t ing  more a u t h o r i t y  t o  f i e l d  o f f  ices - -par -  
titularly p r o j e c t  approval ;  (2) leav ing  t h e  d e t a i l s  of admin i s t r a t i on  t o  t h e  
S t a t e s  by reducing t h e  ex t en t  and t h e  degree of Federa l  superv is ion;  (3) s imp l i -  
f  ying admin i s t r a t i ve  procedures and reducing r epo r t i ng  requirements;  and (4) con- 
s u l t i n g  wi th  app rop r i a t e  S t a t e  o f f i c i a l s  before  adopting r u l e s ,  r e g u l a t i o n s  and 
s tandards  which m a t e r i a l l y  a f f e c t  S t a t e  programs. 

P ro fe s so r  De i l  S .  Wright at tempted t o  document f u r t h e r  t he    over nor's 
varying pe r spec t ives  on Fede ra l -S t a t e  r e l a t i o n s  i n  1966. He found, between 1946 
through 1966, t h a t  160 formal po l i cy  r e s o l u t i o n s  were passed by t h e    over nor's 
Conference. Wright c l a s s i f i e d  each of t he se  r e s o l u t i o n s  according t o  t h e  po l i cy  
a c t i o n  c a l l e d  for :  Did t h e  r e s o l u t i o n  urge  more Fede ra l  a c t i v i t y  o r  l e s s ?  Did 
it c a l l  f o r  more S t a t e  a c t i v i t y ,  more l o c a l  a c t i v i t y ,  o r  more i n t e r s t a t e  a c t i o n ?  



TABLE 29.--RESPONSES OF GOVERNORS ON SELECTED FEDERAL GRANT-IN-AID PROGRAMS, 1957 

Federal Transfer Legislation Administrative 
Adequacy of Program Supervision Responsibility urgently Needed Measures Needed 

Total Ade- Ex- Re- Elim- Satis- Unsatis- Yes to Yes to Yes to 
Program States* quate pand duce inate factory factory Federal State Local No Federal State No Peceral State 

Public 
welfare 3 2 9 17 1 1 21 6 2 7 - 19 24 1 1 2 0 3 2 

Highways 2 6 1 15 - 
h) 
0 
wl Public 

health 2 2 7 10 - 15 5 - 4 3 7 17 2 14 3 2 

Employment 
security 21 6 8 - 13 4 1 9 - 10 14 1 - 13 2 1 

*Replies to individual questions may not add to total for program because respondents did not answer all questions in every case. 

Source: U.S., Congress, House, &lies From State and Local Governments To Questionnaire on Intergovernmental Relations, Sixth Report 
of the Committee on Government Operations (Washington: Government Printing Office, June 17, 1957), p. 4. 



TABLE 30.--RESOLUTIONS OF THE GOVERNORS' CONFERENCE 
BY TYPE OF ACTIVITY RECOMMENDED, 1946-1966 

Type of Number of 
A c t i v i t y  Recommended Resolu t ions  

Less Federa l  a c t i v i t y  
More Fede ra l  a c t i v i t y  
More S t a t e  a c t i v i t y  
More i n t e r s t a t e  a c t i v i t y  

:';Adds t o  more than 160 because of double-counting.  

Source: De i l  S . Wright ,  "Federal  Grants-In-Aid: 
Pe r spec t i ve s  and A l t e rna t i ve s "  (unpublished 
manuscr ip t ) ,  Chapter  V I ,  pp. 19-20. 

 right ' s gene ra l  a n a l y s i s  of t he se  r e s o l u t i o n s  h i g h l i g h t s  t h e  somewhat 
ambivalent pe r spec t i ve  of t h e  Governors on Federa l  g r an t s - i n - a id  found i n  t h e  
House Subcommittee survey .  The r e s o l u t i o n s  were about evenly d iv ided  between 
t hose  c a l l i n g  f o r  g r e a t e r  expansion of c e r t a i n  g r a n t  programs and t hose  c r i t i -  
c i z i n g  implementation requi rements .  Most Governors d id  n o t  appear t o  wish  t o  
t u r n  t h e  c lock  back on Fede ra l -S t a t e  programs but  were concerned about t h e  impact 
of t he se  j o i n t  programs on t h e i r  p o l i t i c a l  and a d m i n i s t r a t i v e  l e a d e r s h i p  r o l e s .  

Views of o t h e r  S t a t e  o f f i c i a l s . - - A  1948 Counci l  of S t a t e  Governments 
s tudy  based on a  ques t i onna i r e  s e n t  t o  approximately 500 S t a t e  a d m i n i s t r a t o r s  of 
f e d e r a l l y  a ided  programs found t h a t  over  t h r ee - fou r th s  of  t h e  250 respondents  be- 
l i eved  t h e  amount of Federa l  a i d  rece ived  should be increased.- lo2' On t h e  o t h e r  
hand, on ly  h a l f  f e l t  t h e  system of  Federa l  g r a n t s  should be expanded t o  i nc lude  
new programs. 

Over 70 percent  i n d i c a t e d  t h a t  Federa l  a i d  d id  no t  tend t o  unbalance 
o v e r a l l  S t a t e  programs. Almost 90 percent  favored S t a t e  budget ing and c o n t r o l  
of Federa l  a i d  funds thereby  making Fede ra l  a i d  funds s u b j e c t  t o  t he  same f i nan -  
c i a l  c o n t r o l  a s  S t a t e  funds ,  and almost t h r e e - f o u r t h s  appeared s a t i s f i e d  w i t h  t h e  
p rov i s ions  f o r  S t a t e  matching. Nearly 70 percent  of t h e  S t a t e  respondents  were 
conten t  w i th  t h e  1948 apportionment p rov i s ions  i n  g r a n t  programs and a  s l i g h t l y  
l a r g e r  pro  o r t i o n  agreed t h a t  fund a l l o c a t i o n s  f o r  t h e i r  programs were s a t i s -  

1 0 9  f a c t o r y  .- 

Three ques t i ons  i n  t h i s  survey were t h e  same as  those  posed i n  a  1928 
survey undertaken by t h e  Nat iona l  Municipal League and were inc luded  t o  compare 
p o s s i b l e  changes i n  a t t i t u d e s  over  t h e  20 year  per iod:  

(1)  Have Federa l  g r a n t s  s t imu la t ed  S t a t e  a c t i v i t y  w i th  r e s p e c t  
t o  a ided  programs? 

(2)  Has Federa l  supe rv i s ion  improved S t a t e  s t anda rds  of admin- 
i s t r a t i o n  and s e r v i c e ?  



(3) Has Federal  a i d  l e d  t o  Federa l  i n t e r f e r e n c e  i n  S t a t e  a f -  
f a i r s  ? 

The fol lowing t a b l e  i nd ica t e s  t he  comparative responses.  

TABLE 31.--RESPONSES OF STATE ADMINISTRATORS TO QUESTIONS 
ON FEDERAL A I D ,  1928 AND 1948 

1928 1948 
Number of rlYesrr Number of "Yes" 

Quest ions Replies  Number Percent  Replies  Number Percent  

Quest ion 1 9 ~  264 240 90.9% 325 3 05 93.8% 
Question 2;'; 264 181 68.6 317 223 70.3 
Question 3" 264 16 6 . 1  321 1 1 5 ;1:9: 35.8 

>\See t e x t  f o r  above ques t ions .  
-7- -9- -, ,Including 28 r e p l i e s  which s t a t e d  t h a t  i n t e r f e r e n c e  was not  burdensome. 

Source: The Council of S t a t e  Governments, Federa l  Grants-in-Aid, Report of t h e  
Committee on Federa l  Grants-in-Aid (Chicago, 1949), p. 280. 

While no bas i c  change i n  a t t i t u d e  was discovered wi th  r e spec t  t o  t he  f i r s t  two 
ques t ions ,  t h e  t h i r d  produced a s i g n i f i c a n t  s h i f t  i n  opin ion .  Very few S t a t e  
o f f i c i a l s  f e l t  i n  1928 t h a t  Federal  a i d  l ed  t o  Federal  i n t e r f e r e n c e  i n  S t a t e  a f -  
f a i r s ,  bu t  over  one - th i rd  of t he  1948 respondents be l ieved  t h a t  i t  had. 

The 1957 and 1958 hear ings  he ld  by t h e  House Intergovernmental  Rela t ions  
Subcommittee covered a number of intergovernmental  problems, inc luding  g ran t s - in -  
a id .  I n  summarizing i t s  extens ive  hear ing  record  on g ran t s - in -a id ,  t he  Subcom- 
m i t t e e  found: favorable  nationwide acceptance of t he  g ran t - in -a id  p r i n c i p l e  and 
of most g ran t - in -a id  programs; weaknesses i n  S t a t e  government helped f a c i l i t a t e  
the  growth of  Federal  g ran t  a c t i v i t i e s ;  the  growth of Federal  a c t i v i t i e s  was 
tak ing  p l ace  because t h e  S t a t e s ,  by c o n s t i t u t i o n a l  and s t a t u t o r y  means, had r e -  
s t r i c t e d  t h e i r  own powers and those  of t h e i r  p o l i t i c a l  subdiv is ions ;  and o f f i -  
c i a l s  of S t a t e  and l o c a l  governments i nd ica t ed  a f a i r l y  high degree of s a t i s f a c -  
t i o n  wi th  Federa l  p a r t i c i p a t i o n  i n  e x i s t i n g  g r a n t  programs, but  much of t h e  d i s -  
s a t i s f a c t i o n  concerned g r a n t  programs using narrow ca t egor i e s  t o  promote s p e c i a l  

104/ o b j e c t i v e s  w i t h i n  a  genera l  f i e l d  of a c t i v i t y  .- 

The 1963 survey of t h e  Senate Subcommittee on Intergovernmental Rela- 
t i o n s  s o l i c i t e d  the  views of S t a t e  and l o c a l  o f f i c i a l s  "concerning t h e  na tu re  of 
and p o s s ' b l e  s o l u t i o n  to  contemporary problems confronting our f e d e r a l  sys-  
t e m . " ~ )  A ques t ionna i r e ,  d i s t r i b u t e d  t o  6,000 S t a t e  and l o c a l  o f f i c i a l s ,  en- 
p lored  t h r e e  major a r eas  of  Fede ra l -S ta t e - loca l  r e l a t i o n s :  Federa l  g ran t s - in -  
a i d ,  t axa t ion  and revenue, and metropol i tan  problems. Tota l  r e t u r n s  represented  
l e s s  than an 8 percent  response r a t e  and i n d i c a t e s  some of  t he  complex problems 
of gauging g r a s s r o o t s  o f f i c i a l  opin ion  i n  t h e  f i e l d  of intergovernmental  r e l a -  
t ions .  



The Subcommittee r e p o r t  found t h a t  two middle opinion groups--the "mod- 
e r a t e  conservat ives" and "moderate l i be ra l s1 ' - - r ep resen t ing  over 75 percent  of 
t he  respondents ,  while  d i f f e r i n g  ideo log ica l ly ,  o f t e n  shared a  common outlook on 
many s p e c i f i c  problems. They be l ieved  t h a t  t he  Federal  Government's r o l e  tended 
t o  dominate t he  th ree - l eve l  system t o  t h e  detr iment  of S t a t e  and l o c a l  govern- 
ment. A t  t h e  same time they saw the  need f o r  a  number of new g ran t s - in -a id  and 
g r e a t e r  emphasis on co l l abora t ion  i n  developing program innovat ions .  Most f e l t  
t h a t  Federa l  o rgan iza t iona l  requirements f o r  S t a t e  and l o c a l  governments were too  
r i g i d .  Fu r the r ,  they urged use of i ncen t ive  g ran t s  by t h e  Federal  Government t o  
induce S t a t e  and l o c a l  governments t o  adopt new o rgan iza t iona l  forms. The Sub- 
conunittee observed t h a t  :=/ 

The underlying f a c t o r  expla in ing  these  . . . pos i t i ons  i s  the  
d e s i r e  on the  p a r t  of these  respondents t o  s imultaneously 
achieve expanded o rgan iza t iona l  autonomy v i s - a -v i s  t h e  Federal  
agencies ,  a  s i m p l i f i c a t i o n  and g r e a t e r  s t anda rd iza t ion  of Fed- 
e r a l  accounting and aud i t i ng  p r a c t i c e s  i n  t h e  g ran t - in -a id  
a r e a ,  and a  s trengthening--even with Federa l  ass i s tance- -of  
t h e i r  own admin i s t r a t ive  s t r u c t u r e s  and p r a c t i c e s .  Though the  
p a r t i c u l a r  means of implementing these  t h r e e  ob jec t ives  a r e  
not  always cons i s t en t  w i th  one another ,  a l l  a r e  viewed a s  
necessary ways of invigora t ing  the S t a t e  and l o c a l  governments. 

S p e c i f i c  f e a t u r e s  of t h e  Federal  grant - in-a id  system received many 
c r i t i c i s m s  al though most of these  S t a t e  and l o c a l  o f f i c i a l s  j u s t  a s  v igorous ly  
supported the  g ran t - in -a id  p r i n c i p l e .  Two-thirds of those responding f e l t  t h a t  
Federal  g r a n t s  had caused an unbalance i n  s e r v i c e s  c a r r i e d  ou t  by o t h e r  l e v e l s  
of government. Many f e l t  t h a t  t h e  equa l i za t ion  f a c t o r  had been c a r r i e d  about a s  
f a r  a s  i t  should be. V i r t u a l l y  a l l  agreed t h a t  more uniformity was needed i n  t h e  
apportionment and matching formulas of g ran t  programs and t h a t  Congress should 
s t anda rd ize  d e f i n i t i o n s  of f r equen t ly  used terms i n  g r a n t  l e g i s l a t i o n .  

There were, however, sharp d i f f e rences  of opinion between S t a t e  and 
l o c a l  o f f i c i a l s  on the  s t a t e ' s  r o l e  i n  t he  grant - in-a id  system. On t h e  ques t ion  
of whether a l l  Federal  g r a n t s  t o  l o c a l  governments should be channeled through 
S t a t e  governments, oppos i t ion  was ind ica t ed  by 74 percent  of t h e  Mayors and 62 
percent  o  t e  c i t y  managers, whi le  county o f f i c i a l s  divided equal ly  on the  
question..fd On t he  o t h e r  hand, 64 percent  of t h e  school  board members and a l -  
most a l l  S t a t e  o f f i c i a l s  (98 percent )  supported such channeling.  General ly,  
l o c a l  o f f i c i a l s  from j u r i s d i c t i o n s  over 50,000 populat ion r e j e c t e d  more s t r o n g l y  
t h e  idea  t h a t  t h e  e x i s t i n g  network of  d i r e c t  Federa l - loca l  r e l a t i o n s h i p s  is  un- 
d e s i r a b l e  than those o f f i c i a l s  represent ing  smal ler  communities. 

Another 1963 survey,  conducted by Professors  Dei l  S. Wright and Richard 
L .  McAnow, probed t h  views of S t a t e  executives adminis te r ing  g r a n t s ,  a s  w e l l  a s  
o t h e r  agency heads .&/ Of t h e  nea r ly  1,400 persons surveyed, 933 responded and 
of t hese  nea r ly  one- th i rd  served wi th  departments where Federa l  a i d  c o n s t i t u t e d  
50 percent  of more of the  budget.  The views of these  S t a t e  g r a n t  admin i s t r a to r s  
a r e  h igh l igh ted  i n  Table 32. 

The au tho r s '  ana lys i s  of the  f i r s t  ques t ion-- the  s t i m u l a t i v e  cha rac t e r  
of Federal  grants - -poin ted  ou t  t h a t  d e s p i t e  t he  lack of o b j e c t i v e  d a t a ,  a  major- 
i t y  of t hese  S t a t e  execut ives  bel ieved t h a t  t he  f i s c a l  e f f e c t s  of  Federal  g ran t  
programs a r e  s t i m u l a t i v e .  This survey,  however, revealed cons iderably  l e s s  than 
t h e  90 percent-plus a f f i rma t ive  responses d isc losed  i n  the  1928 and 1948 surveys .  
I n  a  l a t e r  s tudy Wright concluded t h a t  even though t h e  d e f i n i t i o n  of s t imu la t ion  



was more p r e c i s e  i n  h i s  1963 survey,  Federa l  g r a n t s  a r e  no l o  ger  perceived by 
1097 S t a t e  o f f i c i a l s  a s  being a s  s t i m u l a t i v e  a s  they once were:- 

Given the  expansions i n  scope and the  l a r g e  c o n s i s t e n t  f inan-  
c i a l  i nc reases  i n  Federa l  graf i t s ,  t hese  a l t e r e d  percept ions  by 
S t a t e  execut ives  probably r e f l e c t  some a c t u a l  changes i n  t h e  
e f f e c t s  of  g ran t s  on S t a t e  programs. 

On t h e  second ques t ion ,  the  Wright-McAnow survey v e r i f i e d  an adminis- 
t r a t i v e  problem o f t e n  c i t e d  i n  e a r l i e r  surveys a s  a  source of d i f f i c u l t y  t o  S t a t e  
execut ives ,  w i th  t h e  unce r t a in ty  o r  d i f f i c u l t y  of e s t ima t ing  Federa l  a i d  funds 
being noted by two- f i f th s  of t h e  respondents .  

TABLE 32.--VIEWS OF STATE GRANT ADMINISTRATORS ON 
FEDERAL GRANTS-IN-AID, 1963 

Do Federa l  funds inc rease  the  amount of 
funds r a i s e d  by t h e  S t a t e ?  

Does Federa l  a id  seem unce r t a in  and d i f f i -  
c u l t  t o  e s t ima te?  

Is your agency l e s s  s u b j e c t  t o  supe rv i s ion  
and c o n t r o l  by the  Governor and l e g i s l a -  
t u r e  because of Federal  a i d ?  

I f  Federa l  a i d  d i d  not  have r e s t r i c t i o n s  
on how t h e  money i s  spent  would you a l l o -  
c a t e  t he  funds d i f f e r e n t l y  from the  way 
they a r e  p r e s e n t l y  s p e n t ?  

National  Percentage 
Responding "Yes" 

"Source: Dei l  S. Wright and Richard L .  McAnow, "American S t a t e  Adminis t ra tors :  
Study Code and Marginal Tabulat ions f o r  t h e  S t a t e  Adminis t ra t ive  Of f i -  
c i a l s  Ques t ionnai re ,"  Department of P o l i t i c a l  Science and I n s t i t u t e  of 
Publ ic  A f f a i r s ,  The Univers i ty  of Iowa, Iowa C i t y ,  Iowa, January,  1965, 
40 pp . , mimeo . 

The t h i r d  ques t ion  sought t o  determine t h e  ex ten t  of l i n e  agency admin- 
i s t r a t o r s '  independence from top po l i cy  c o n t r o l .  One-half of t he  respondents  
f r e e l y  acknowledged t h a t  where Federal  a i d  programs were involved,  they were 
l e s s  s u b j e c t  t o  t he  supervis ion  and c o n t r o l  of S t a t e  po l i cy  a s  e s t a b l i s h e d  by 
the  Governor and l e g i s l a t u r e .  Wright pointed ou t  t h a t  "it would be d i f f i c u l t  t o  
imagine a c l e a r e r  demonstration of po l i cy  and admin i s t r a t ive  impact of Federa l  
g r a n t s  on the  o rgan iza t ion  and funct ioning  of S t a t e  government t ha  the  admis- 

1103 s i o n  of autonomy by h a l f  o r  more of S t a t e  g ran t  administrators .-  

The l a s t  ques t ion  i n  t h e  Wright-McAnow s tudy revealed  t h a t  a  major i ty  
of S t a t e  execut ives  be l ieved  t h a t  p re sen t  program d i s t r i b u t i o n s  d i s t o r t  t h e  a l l o -  
c a t i o n  o f  S t a t e  f i s c a l  resources .  



I n  commenting on t h e  f a i r l y  even o v e r a l l  d i v i s i o n  of op in ion  r e g a r d i  !El/ the  e f f e c t s  and r e l a t i o n s h i p s  engendered by Federa l  g r a n t s ,  Wright concluded:- 

 h he S t a t e  ~ x e c u t i v e ]  perce ives  b e n e f i t s  accru ing  from g r a n t s  
but  f i n d s  t h e i r  c o n s t r a i n t s ,  compl ica t ions ,  and consequences 
f a r  l e s s  than  d e s i r a b l e .  This  c o n f l i c t  s i t u a t i o n  p r e v a i l s  
w i t h  r e spec t  t o  bo th  i n d i v i d u a l  execu t ive  r o l e s  and t h e  aggre-  
g a t e  c h a r a c t e r  of g r a n t  admin i s t r a t i on  a t  t h e  S t a t e  l e v e l .  

A more r e c e n t  survey of S t a t e  op in ion  on t h i s  s u b j e c t  was undertaken by 
t h e  Counci l  o f  S t a t e  Governments f o r  t h e  Nat iona l  Assoc i a t i on  of S t a t e  Budget 
O f f i c e r s .  Based on an open-ended ques t i onna i r e ,  t h i s  r e p o r t  l i s t e d  69 types  of 
impediments under 13 major headings a s  r epo r t ed  by 23  Sts l tes .  The major d i f f i -  
c u l t i e s  w i th  r e s p e c t  t o  t he  impact of Fede ra l  g r an t - i n - a id  r o  rams on S t a t e  

7127 o rgan i za t i on  and admin i s t r a t i on  were summarized a s  fo l lows  :- 

Excessive program c a t e g o r i z a t i o n  h i n d e r s  o v e r a l l  planning and 
coord ina t ion ;  t he  r e l a t i v e l y  narrow c a t e g o r i e s  do not  always 
lend themselves s i n g l y  o r  c o l l e c t i v e l y  t o  broad S t a t e  needs .  

Lack of coo rd ina t i on  e x i s t s  among Fede ra l  agenc ies ;  many Fed- 
e r a l  g r a n t  adminis te r ing  agenc ies  have s i m i l a r  and over lap-  
p ing  f u n c t i o n s ,  dea l  w i th  t h e  same S t a t e  and l o c a l  agenc ies ,  
and have d i f f e r e n t  procedures  and requi rements .  

C e r t a i n  Fede ra l  requirements  c o n f l i c t  w i th  S t a t e  c o n s t i t u -  
t i o n a l  o r  l e g a l  p r o v i s i o n s .  

A r b i t r a r y  s t anda rds  o r  requirements  c h a r a c t e r i z e  many g r a n t  
programs. D i v e r s i t y  among t h e  S t a t e s  is no t  recognized ade- 
q u a t e l y  i n  t h e  formula t ion  of many Federa l  s t anda rds  o r  regu- 
l a t i o n s .  

Meri t  system requirements  do n o t  a l low f l e x i b i l i t y  i n  person- 
n e l  management. Such requirements  i n  c e r t a i n  g r an t - i n - a id  
programs have tended t o  pe rpe tua t e  a  r i g i d  c i v i l  s e r v i c e  
phi losophy t o  t h e  exc lus ion  of new ideas  i n  h i r i n g  and r e -  
t a i n i n g  t he  most competent employees. 

The i n o r d i n a t e  l eng th  of  t ime r equ i r ed  by some Fede ra l  agenc ies  
t o  render  a  f i n a l  dec i s ion  on a p p l i c a t i o n s  makes i t  d i f f i c u l t  
f o r  S t a t e s  t o  p l an  and program. Delays i n  r e p o r t i n g  t h e  ac- 
t u a l  a l l o tmen t s  f u r t h e r  complicate  S t a t e  program p lanning .  

Timing problems a r e  c r e a t e d  i n  t h a t  many Federa l  programs 
enac ted  by Congress i n  t h e  F a l l  a r e  r e t r o a c t i v e  t o  J u l y  of 
t h a t  f i s c a l  y e a r ,  thereby  provid ing  i n s u f f i c i e n t  t ime f o r  
S t a t e s  t o  p l an  and implement t h e  program. Some Federa l  g r a n t s  
a l l o t  funds s i x  months o r  more be fo re  t h e  S t a t e  can g e t  en- 
a b l i n g  l e g i s l a t i o n  passed t o  r e c e i v e  and match t h e  funds .  
This  i s  f u r t h e r  complicated by t h e  f a c t  t h a t  many S t a t e  l e g i s -  
l a t u r e s  s t i l l  meet on ly  every two y e a r s .  

Report ing requirements  a r e  d e t a i l e d  and burdensome. S t a t e  
program and f i s c a l  r e p o r t s  t o  t h e  adminis te r ing  Fede ra l  u n i t  



a r e  a  cons iderable  burden when requi red  i n  excess ive  number 
o r  d e t a i l ,  o r  i n  g r e a t  v a r i a t i o n  i n  format and frequency. 

e The s i n g l e  agency requirement i n  s e v e r a l  Federal  g r a n t  pro- 
grams f r equen t ly  r e s t r i c t s  the  d i s c r e t i o n  of  Governors and 
l e g i s l a t u r e s  i n  admin i s t r a t ive  o rgan iza t ion .  

S t a t e  agencies which have o v e r a l l  j u r i s d i c t i o n  over c e r t a i n  
f i e l d s  a r e  ignored i n  the  increas ing  number of  Federal  pro-  
grams which dea l  d i r e c t l y  wi th  l o c a l  governments and t h i s  
c r e a t e s  admin i s t r a t ive  and pol icy  problems a t  t he  S t a t e  and 
l o c a l  l e v e l s .  

Federa l  program a u d i t s  f r equen t ly  r e q u i r e  S t a t e  agencies t o  
r e t a i n  records f o r  an excess ive  per iod  and g ive  l i t t l e  o r  no 
r ecogn i t ion  t o  S t a t e  systems of comparable q u a l i t y .  

The Council r e p o r t  concluded t h a t  whi le  many of he  responses ind ica t ed  
113) t h a t  Federa l  program requirements a r e  o f t e n  excessive:- 

The l i s t i n g  of problems. . . should not  obscure t h e  f a c t  
t h a t ,  w i th in  the  framework of t h e  c a t e g o r i c a l  g r a n t  system, 
much s a t i s f a c t i o n  a l s o  e x i s t s .  Many S t a t e  admin i s t r a to r s  
repor ted  t h a t  they were gene ra l ly  s a t i s f i e d  wi th  t h e i r  r e -  
l a t i o n s  wi th  n a t i o n a l  admin i s t r a to r s .  The f a c t  t h a t  Federa l  
a i d  programs have worked s u c c e s s f u l l y  f o r  50 years  would 
i n d i c a t e  t h a t  t h e r e  a r e  more s a t i s f a c t i o n s  than complaints .  

Unof f i c i a l  f i nd ings  t h a t  underscore s e v e r a l  of t h e  above observa t ions  
stem from t h e  many t r i p s  of F a r r i s  Bryant, Direc tor  of  t h e  Of f i ce  of Emergency 
Planning, and h i s  interagency team of Federal  o f f i c i a l s  t o  t he  S t a t e s .  Inade- 
quate  funding,  poor consu l t a t ion ,  meager g ran t - in -a id  information,  excess ive  
ca t egor i za t ion  and over lapping ,  "bypassing," timing and t h e  "skewing" e f f e c t  
of g r a n t  programs on S t a t e  budgets-- these and many o t h e r  g r a n t - r e l a t e d  problems 
came up during t h e  course of t hese  unique d ia logues  among Federa l  adminis t ra -  
t o r s ,  Governors and S t a t e  admin i s t r a to r s  i n  the  f i e l d .  

Views of l o c a l  o f f i c i a l s . - - A t  t he  S t a t e  l e v e l  t he  complex and f r e -  
quent ly  confusing s e t  of  r e l a t i o n s h i p s  involved i n  Federa l  g r a n t  admin i s t r a t ion  
has produced s t rong  and varying r e a c t i o n s .  Two recen t  surveys of l o c a l  o f f i -  
c i a l s ,  however, i n d i c a t e  t h a t ,  i n  gene ra l ,  d i f f i c u l t i e s  encountered by the  
l o c a l  governments a r e  f a i r l y  s p e c i f i c  and should be considered i n  t h e  context  of 
an o v e r a l l  pragmatic acceptance and i m p l i c i t  endorsement of Federa l  a i d  programs. 

The 1963 survey by t h e  Senate Subcommittee on Intergovernmental  Rela- 
t i o n s  placed th ree - fou r ths  of  a l l  t h e  respondents  i n  a  broad "middling" ca tegory  
t h a t  was w i l l i n g  t o  accept--as  a  mat te r  of p r a c t i c a l  n e c e s s i  y--Federal g r a n t s  
a s  a  bas i c  method of a l l e v i a t i n g  c e r t a i n  common p r o b l e m s . u r  A somewhat h igher  
propor t ion  of t h e  responding o f f i c i a l s  from gene ra l  l o c a l  governments than from 
S t a t e  governments f e l l  i n  t h i s  group. Most of t h e  l o c a l  execut ives  p r e f e r r i n g  an 
a n t i - c e n t r a l i s t  and pro-devolut ion po l i cy  regarding g r a n t  programs came from 
smal ler  j u r i s d i c t i o n s  o r  were c i t y  managers. General acceptance of t he  middle 
ground i n  no way precluded s p e c i f i c  c r i t i c i s m  of e x i s t i n g  arrangements and r e l a -  
t i o n s h i p s ,  however. For example, more than t h r e e - f i f t h s  of t he  l o c a l  gene ra l  
government respondents f e l t  t h a t  t he  p re sen t  system of Federa l  g ran t s - in -a id  
caused an imbalance of emphasis i n  S t a t e  and l o c a l  programs of  governmental 



s e r v i c e s .  Moreover, h a l f  f e l t  t h a t  Federa l  g r an t - in -a id  o rgan iza t iona l  r equ i r e -  
ments hampered t h e  f l e x i b i l i t y  of  S t a t e  and l o c a l  governmental s t r u c t u r e .  A t  t he  
same t ime,  by nea r ly  a  two-to-one margin, l o c a l  genera l  governmental respondents  
r e j e c t e d  the  no t ion  t h a t  t h e r e  a r e  too  many in s t ances  of d i r e c t  n a t i o n a l - l o c a l  
r e l a t i o n s h i p s .  

A 1966 survey of c i t y  managers undertaken by the  I n t e r n a t i o n a l  C i t y  
Managers' Assoc ia t ion  revea led  the  type of g r a n t  management problems t h a t  con- 
f r o n t  l o c a l  government a d m i n i s t r a t o r s . % . /  A gene ra l  theme running through a l l  
of t h e  responses s t r e s s e d  t h e  need f o r  improved communication between Federa l  
and l o c a l  o f f i c i a l s .  Of s p e c i f i c  concern was t h e  need t o  have t imely information 
on new programs and s i m i l a r  programs adminis te red  by d i f f e r e n t  agencies  a t  t h e  
Federa l  l e v e l .  Lack of coo rd ina t ion  among var ious  programs wi th  t h e  same o r  r e -  
l a t e d  o b j e c t i v e s  was a l s o  c i t e d  a s  a  b a s i c  d i f f i c u l t y  i n  a  number of responses .  
The managers f e l t  t h a t  t h e r e  appeared t o  be very  l i t t l e  e f f o r t  among var ious  de- 
partments  and agencies  t o  r e l a t e  s i m i l a r  programs t o  each o t h e r  and t o  planning 
e f f o r t s  undertaken i n  o t h e r  a r e a s .  

Severa l  managers s a i d  t h a t  inadequate understanding of l o c a l  government 
o rgan iza t ion  and procedures was ev ident  i n  t h e  development of g ran t  programs and 
suppor t ing  g u i d e l i n e s .  Many a l l eged  t h a t  too  many Federa l  admin i s t r a to r s  simply 
do no t  know very  much g e n e r a l l y  about c i t i e s  and p a r t i c u l a r l y  about t h e  d i f f e r -  
ences among c i t i e s  caused by S t a t e  laws, c h a r t e r s  and l o c a l  p o l i t i c e s .  They con- 
tended t h a t  t h e  Federa l  Government t oo  o f t e n  is  concerned wi th  t h e  adoption of 
p a r t i c u l a r  s t r u c t u r e s  t o  accomplish c e r t a i n  ob j ec t ives .  The requirement f o r  
c i t i z e n  advisory  committees was c i t e d  a s  a  major example of t h i s .  The d e s i r a -  
b i l i t y  of ope ra t ing  Federa l  programs through e x i s t i n g  u n i t s  of gene ra l  l o c a l  
government--rather than encouraging c r e a t i o n  of s p e c i a l  d i s t r i c t s  o r  s p e c i a l -  
purpose semi-autonomous agencies--was a l s o  s t r e s s e d .  Many managers suggested 
t h a t  g r a n t  programs could be more e f f e c t i v e  i f  they were d i r e c t l y  geared t o  
broad community o b j e c t i v e s  r a t h e r  than t o  narrow, s p e c i f i c  programs. 

P a r t i c u l a r  concern was expressed regarding t h e  budgeting d i f f i c u l t i e s  
c r e a t e d  by u n c e r t a i n t y  surrounding t h e  inaugura t ion  of new programs and t h e  slow 
process ing  of g r a n t  a p p l i c a t i o n s  under e x i s t i n g  programs. The extended per iod  
f o r  t h e  development of implementing r u l e s  and gu ide l ines  coupled wi th  t h e  d i f f  i- 
c u l t y  i n  r ece iv ing  d e f i n i t i v e  information concerning t h e  s t a t u s  of a p p l i c a t i o n s  
was c i t e d  a s  a  major f a c t o r  i n j e c t i n g  u n c e r t a i n t y  i n t o  t h e  l o c a l  budgeting pro- 
c e s s .  

Testimony by Mayors during t h e  second phase, February and March 1967, 
hear ings  be fo re  t h e  Senate Subcommittee on Intergovernmental  Rela t ions  on "Crea- 
t i v e  Federalism" a l s o  r e f l e c t e d  a  gene ra l  acceptance of b a s i c  Federa l  g r an t  con- 
c e p t s ,  wh i l e  i d e n t i f y i n g  some s p e c i f i c  problems c r e a t e d . l l 6 1  The need f o r  l o c a l  
program coordina t ion  and good comprehensive planning was emphasized. Some en- 
dorsed t h e  concept of a  s i n g l e  comprehensive p l an  ty ing  toge the r  va r ious  func- 
t i o n a l  planning requirements ,  and se rv ing  a s  t he  bas i s  f o r  i n i t i a l  e l i g i b i l i t y  
f o r  a l l  Federa l  programs. The need f o r  p r e d i c t a b l e  funding and t imely i n d i c a t i o n  
of t h e  s t a t u s  of a p p l i c a t i o n s  f o r  g r a n t s  was mentioned and r e l i a n c e  on gene ra l  
u n i t s  o f  l o c a l  government was urged. 

The Mayors' testimony dur ing  these  hear ings  and l o c a l  o f f i c i a l s !  r e -  
p l i e s  t o  t h e  e a r l i e r  Senate Subcommittee survey both r e f l e c t e d  a  gene ra l  f e e l -  
ing t h a t  S t a t e s  must make a  g r e a t e r  e f f o r t  t o  a s s i s t  t h e i r  l o c a l  governments. 
More than  h a l f  of t he  l o c a l  government respondents  expressed r e l u c t a n c e  t o  have 
a l l  Federa l  a i d  channeled through S t a t e  government. Some q u a l i f i e d  t h e i r  response 



by i n d i c a t i n g  t h a t  channeling could se rve  t o  encourage a  s t ronge r  r o l e  f o r  t h e  
S t a t e s  i n  dea l ing  wi th  t h e  problems of l o c a l  governments. One b i g - c i t y  Mayor 
t e s t i f y i n g  before  the  Muskie Subcommittee f e l t  t h a t  S t a t e  involvement had t o  be 
f a r  g r e a t e r  t o  earn communities' confidence.  Some Mayors were r a t h e r  vehement 
i n  oppos i t ion  to  any S t a t e  involvement whatever i n  Federa l  g r a n t s  f o r  urban de- 
velopment. 

These var ious  a t t i t u d i n a l  surveys sugges t  t h a t :  

(1) With the  inc rease  i n  the  number and magnitude of g r a n t s ,  
t h e  b e l i e f  has grown among S t a t e  and l o c a l  o f f i c i a l s  
t h a t  Federa l  a i d  has l e d  to  g r e a t e r  Federa l  i n t e r f e r e n c e ,  
e s p e c i a l l y  i n  pure ly  admin i s t r a t ive  m a t t e r s ,  and i s  
tending t o  e x e r t  a  l e s s  s t i m u l a t i v e  and more coe rc ive  
impact . 

(2 )  Concurrently,  t h e r e  has come a  growing acceptance of the  
g ran t - in -a id  p r i n c i p l e ,  but  accompanied by a  d e s i r e  f o r  
a  number of s p e c i f i c  reforms i n  the  system--including 
g r e a t e r  f l e x i b i l i t y  i n  o rgan iza t iona l ,  personnel  and f i s -  
c a l  r epo r t ing  requirements;  g r e a t e r  uniformity i n  
matching and apportionment formulas; broader ca t egor i e s ;  
improved in t ra-agency,  interagency and i n t e r l e v e l  coor- 
d ina t ion ;  and g r e a t e r  c e r t a i n t y  and b e t t e r  t iming i n  
Federa l  g r a n t  funding p r a c t i c e s .  

( 3 )  With growing g r a n t  involvement i n  var ious  new a r e a s ,  
t h e  a t t i t u d i n a l  cleavage between l i n e  agency program ad- 
m i n i s t r a t o r s  and p o l i t i c a l  dec i s  ion-makers has become 
more pronounced; many f e d e r a l l y  aided S t a t e  program ad- 
m i n i s t r a t o r s  f e e l  they a r e  l e s s  s u b j e c t  t o  gube rna to r i a l  
and l e g i s l a t i v e  con t ro l s  than t h e i r  nonaided col leagues ;  
Federal  a i d  admin i s t r a to r s  a t  t h e  middle management l e v e l  
a r e  becoming more concerned wi th  the  p ro fes s iona l  and 
o rgan iza t iona l  well-being of t h e i r  S t a t e  coun te rpa r t s ,  
a r e  not  p a r t i c u l a r l y  sympathet ic  t o  t he  management and 
po l i cy  needs of Governors and l o c a l  execut ives ,  and some- 
times a r e  not  f u l l y  cognizant  of t h e  po l i cy  and p o l i t i c a l  
mi l i eu  i n  which t h e i r  own Cabinet Sec re t a ry  must opera te .  

(4) F i n a l l y ,  with t h e  inc rease  of Federa l - loca l  g r a n t  pro- 
grams, a  divergence of opin ion  has emerged between S t a t e  
and l o c a l  o f f i c i a l s  wi th  respec t  t o  t h e  s t a t e s '  r o l e  i n  
g ran t - in -a id  ope ra t ions .  

The source  of many S t a t e  and l o c a l  d i f f i c u l t i e s  wi th  the  Federa l  g ran t  
system l i e s  t o  a g r e a t  ex t en t  a t  t he  Federal  l e v e l ,  a s  i nd ica t ed  by these  views 
of S t a t e  and l o c a l  o f f i c i a l s  and the  e a r l i e r  ana lys i s  of g ran t s - in -a id  and Fed- 
e r a l  admin i s t r a t ive  machinery. Yet t h e  Federa l  g r a n t  system i s ,  a f t e r  a l l ,  one 
of shared intergovernmental  r e s p o n s i b i l i t i e s .  It i s  r e l e v a n t ,  t h e r e f o r e ,  t o  
examine which S t a t e  and l o c a l  governments ' r o l e  i n  adminis te r ing  t h e  g r a n t  



system needs t o  be s t rengthened .  We f i r s t  view t h e  r o l e  of the  Governor and t h e  
S t a t e  l e g i s  : a t u r e .  

The Governor's Role 

The evo lu t ion  of t h e  governorship has been descr ibed  a s  proceeding from 
" the  d e t e s t e d  minion of r u r a l  power, t o  s tepson  of l e g i s l a t i v e  domination, t o  
popular  f igurehead ,  t o  e f f e c t i v e  execut ive  .IT=/ 

Ea r ly  S t a t e  c o n s t i t u t i o n s  r e f l e c t e d  t h e  almost un ive r sa l  d i s t r u s t  o f  t h e  
ch ief  execut ive  t h a t  r e s u l t e d  from t h e  c o n f l i c t s  between t h e  Royal Governors and 
e l e c t e d  l e g i s l a t i v e  bodies during t h e  pre-Revolut ionary per iod .  This  a n t i -  
gube rna to r i a l  b i a s  of most S t a t e  c o n s t i t u t i o n s  grew wi th  t h e  Jacksonian emphasis 
on r o t a t i o n - i n - o f f i c e  and d i r e c t  e l e c t i o n  of var ious  o f f i c i a l s ,  t h e  s e p a r a t e ,  
multi-member commissions spawned by pos t  C i v i l  War re formers ,  and f i n a l l y  t h e  
renewed d i r e c t  democracy d r i v e  of t h e  p rog re s s ives .  It g e n e r a l l y  was r e f l e c t e d  
i n  s h o r t  terms of o f f i c e ,  r e s t r i c t i o n s  upon e l i g i b i l i t y  f o r  r e - e l e c t i o n ,  t h e  
e l e c t i o n  of  l e s s e r  execu t ives ,  r e s t r a i n t s  on the    over nor's appoin t ive  and r e -  
moval power and l imi t ed  v e t o  a u t h o r i t y .  

Gradual ly ,  however, t h e  t r e n d  t o  l e g i s l a t i v e  domination was reversed  
and t h e  governorship began t o  acqu i r e  new s t a t u s .  L e g i s l a t i v e  abuses i n  t h e  
l a t e  n ine t een th  century  r e s u l t e d  i n  c o n s t i t u t i o n a l  r e s t r i c t i o n s  upon l e g i s l a t i v e  
a c t i o n  and pub l i c  acceptance of t he  Governor's du ty  t o  t a k e  an a c t i v e  p a r t  i n  
t h e  l e g i s l a t i v e  process .  The a d m i n i s t r a t i v e  r eo rgan iza t ion  movement i n  t h e  e a r l y  
decades of t h e  twent ie th  century  a l s o  s t rengthened  t h e  o f f i c e  of t h e  Governor. 
The f i r s t  reform movement a t t acked  t h e  p r o l i f e r a t i o n  of S t a t e  governmental 
agencies;  i t  was soon followed by e f f o r t s  t o  lengthen t h e  Governor's term of  
o f f i c e  and inc rease  h i s  appo in t ive  and removal powers. More r e c e n t l y ,  reform 
has focused on t h e  management r o l e  of t h e  Governor, p a r t i c u l a r l y  i n  t h e  f i s c a l  
a r e a ,  and t h i s  r e s u l t e d  i n  expanded gube rna to r i a l  a u t h o r i t y  f o r  budget prepara-  
t i o n  and execut ion .  

The Governor's r o l e  now i s  condi t ioned  by a  complex " s e t  of r e l a t i o n -  
sh ips  t o  o t h e r  p a r t s  of t h e  governmental and p o l i t i c a l  system--to t h e  l e g i s -  
l a t u r e ,  t o  t h e  heads of major departments ,  t o  t h e  bureaucracy,  t o  h i s  p o l i t i c a l  
p a r t y  and t o  t h e  oppos i t i on  yar7y,  t o  t h e  p r e s s ,  t o  t h e  e l e c t o r a t e ,  t o  a  

I ,  18 v a r i e t y  of i n t e r e s t  groups.  - He is expected t o  be a  po l i cy  l eade r  and ch ief  
admin i s t r a to r  . The former involves developing programs, dramatizing t h e i r  s i g -  
n i f i c a n c e  and seeking  t h e i r  enactment. The l a t t e r  r o l e  involves provid ing  lead-  
e r s h i p  i n  see ing  t h a t  p o l i c i e s  a r e  e s t ab l i shed  on a  cont inuing  b a s i s  and c a r r i e d  
ou t  p rope r ly .  No Governor can ignore e i t h e r  r o l e  s a f e l y ;  popular  expec t a t i ons  
and h i s  own p o l i t i c a l  p o s i t i o n  combine t o  a s su re  gube rna to r i a l  commitment. 

Leadership i n  g r a n t  coordinat ion.--A number of Governors have exe r t ed  
l eade r sh ip  i n  r ecen t  years  i n  dea l ing  wi th  t h e  Fede ra l  Government on ma t t e r s  of 
Fede ra l -S t a t e  coord ina t ion  of g ran t - in -a id  programs a s  was noted p rev ious ly .  
Fo r ty - s ix  S t a t e s  have e s t a b l i s h e d  l i a i s o n  u n i t s  t o  coo rd ina t e  Federa l  programs. 
These u n i t s  vary g r e a t l y  i n  s t r u c t u r e  and power. The S t a t e  planning agencies  
i n  Delaware, Georgia and North Caro l ina  have been ass igned  t h e  r e s p o n s i b i l i t y  
f o r  coord ina t ion .  Some S t a t e s ,  inc luding  New York and Rhode I s l a n d ,  have e s t a b  
l i s h e d  an in t e rdepa r tmen ta l  committee o r  t a sk  f o r c e  on a cont inuing  o r  ad hoc 
b a s i s  t o  make s t u d i e s  and recommendations t o  t h e  Governor and l e g i s l a t u r e .  In  
o t h e r s ,  such a s  Connect icut ,  I l l i n o i s ,  Louisiana and Vermont, t h e  Governor has  
designated an o f f i c i a l  i n  h i s  o f f i c e  o r  i n  t h e  department of admin i s t r a t i on  t o  



coordina te  e f f o r t s .  To complement t hese  e f f o r t s ,  13 S t a t e s  a s  of J u l y  1967 had 
e s t ab l i shed  an o f f  i c e  i n  Washington, D.C . 

To expedi te  coordina t ion  a number of S t a t e s  r e q u i r e  agencies t o  o b t a i n  
t h e  approval  of t he  Governor before  en te r ing  i n t o  g r a n t  nego t i a t ions  wi th  t h e  
Federal  Government. This  procedure provides an i n d i c a t i o  P18f t h e  p a t t e r n  of con- 
t r o l  t h e  Governor has i n  p a r t i c i p a t i n g  i n  Federa l  grants.- 

I n  18 S t a t e s  t h e  approval  of t h e  Governor i s  requi red  and i n  18 i t  i s  
n o t .  The s i t u a t i o n  v a r i e s  i n  t en  S t a t e s  where gube rna to r i a l  approval  i s  requi red  
only  sometime. I n  fou r  S t a t e s  some o t h e r  form of approval i s  prescribed--  
approval  of t h e  budget commission, of t h e  Governor and the  l e g i s l a t u r e ,  of t h e  
Governor and the  budget connnission o r  of  t he  budget and c o n t r o l  board. New York 
r equ i r e s  S t a t e  agencies--since 1966--to n o t i f y  t h e  S t a t e  D i rec to r  of t he  Budget, 
t he  Chairman of t h e  Senate Finance Committee and the  Chairman of t h e  Assembly 
Ways and Means Committee of a l l  a p p l i c a t i o n s ,  c o n t r a c t s  agreements o r  p lans  f o r  
u t i l i z i n g  Federa l  funds.  New Jersey  has a  s i m i l a r  procedure.  

Other Governors have i ssued  execut ive  o rde r s  r equ i r ing  each S t a t e  
agency applying f o r  Federal  funds t o  f i l e  wi th  t h e i r  o f f i c e s  a  r e p o r t  on the  
purpose and planned use  of t h e  g r a n t ,  t h e  most r ecen t  being Maine and Delaware 
(1967). A t  l e a s t  two S t a t e s  have enacted l e g i s l a t i o n  concerning t h e  problem of 
s o l i c i t a t i o n  of Federal  g r a n t s  by l i n e  agencies .  I n  V i rg in i a ,  pursuant  t o  1962 
l e g i s l a t i o n ,  t h e  Governor must g i v e  h i s  w r i t t e n  consent and approval  t o  any 
S t a t e  agency s o l i c i t i n g  o r  accept ing  Federa l  g r a n t s .  I n  1961, t h e  l e g i s l a t u r e  
of West V i rg in i a  p re sc r ibed  approval  by the  Commissioner of Finance and Adminis- 
t r a t i o n  of  any t r a n s a c t i o n  contemplating S t a t e  matching of Federa l  funds.  

F i n a l l y ,  a s  a  group the  Governors through t h e  National  ~ o v e r n o r s '  Con- 
f e rence  have moved t o  s t r eng then  t h e i r  p o s i t i o n  v i s - a -v i s  t h e  l a r g e  and growing 
volume of Federal  g r a n t s  t o  S t a t e s .  The Conference i n  March 1967 opened an 
Of f i ce  of  Federa l -Sta te  Rela t ions  i n  Washington to  provide l i a i s o n  between t h e  
Governors and S t a t e  agency heads and t h e i r  Federa l  coun te rpa r t s  on a number of 
s p e c i a l  s u b j e c t s  of intergovernmental  concern. 

The o v e r a l l  powers of  t h e  Governor.--Despite these  c o n s t r u c t i v e  e f f o r t s ,  
t he  f ind ings  of t he  f i e l d  t r i p s  of t h e  Federa l  Of f i ce  of Emergency Planning and 
of Bureau of  t h e  Budget t a sk  fo rces  sugges t  t h a t  much more needs t o  be done t o  
improve t h e  Governor's p o s i t i o n  i n  t he  management of f e d e r a l l y  aided S t a t e  pro- 
grams. H i s  r o l e  he re  c l e a r l y  r e l a t e s  t o  t he  broader admin i s t r a t ive  ques t ion  of 
t h e  degree t o  which he  i s  t r u l y  t h e  ch ie f  execut ive .  

The ch ie f  execut ive ' s  o v e r a l l  l eade r sh ip  p o s i t i o n  depends i n  l a r g e  p a r t  
on S t a t e  c o n s t i t u t i o n a l  s t r u c t u r e .  E f f e c t i v e  l eade r sh ip  i s  condit ioned by t h e  
l eng th  of  h i s  term and e l i g i b i l i t y  f o r  r e e l e c t i o n ,  and by t h e  ex ten t  t o  which he 
sha res  execut ive  power wi th  o t h e r  e l e c t e d  o f f i c i a l s .  It is  a f f e c t e d  by h i s  
appointment and removal powers, con t ro l  over  f i nance  and personnel  and o t h e r  
d i r e c t  admin i s t r a t ive  a u t h o r i t y .  It is inf luenced by h i s  formal l e g i s l a t i v e  
powers--especial ly t h e  item ve to .  

I n  cons ider ing  what needs t o  be done t o  s t r eng then  the  Governor's po- 
s i t i o n  i n  t he  management of  f e d e r a l l y  aided S t a t e  programs, t h e r e f o r e ,  i t  is 
necessary  t o  look a t  the  major l e g a l  p rov i s ions - -pa r t i cu l a r ly  c o n s t i t u t i o n a l - -  
t h a t  d e f i n e  h i s  formal powers a s  ch ief  execut ive .  



The ' ' long ballot."--A Governor's p o l i c y - i n i t i a t i n g  and top  management 
r o l e s  depend t o  a  g r e a t  ex t en t  on h i s  a u t h o r i t y  t o  appoint  execut ive  agency 
heads. Strong appoin t ive  powers over heads of S t a t e  agencies respons ib le  f o r  ad- 
min i s t e r ing  Federa l  g r a n t  programs put him i n  a  much b e t t e r  p o s i t i o n  t o  coordina te  
and program the  mul t i tude  of Federa l  g r a n t s  on t h e  b a s i s  of t h e  S t a t e ' s  o v e r a l l  
needs.  

I n  p r a c t i c e ,  t h i s  a u t h o r i t y  i s  o f t e n  circumscribed by the  "long ba l lo tH- -  
t h e  e l e c t i o n  by t h e  v o t e r s  of many S t a t e  admin i s t r a t ive  o f f i c i a l s .  It i s  f u r t h e r  
r e s t r i c t e d  i n  some S t a t e s  by t h e  l e g i s l a t u r e ' s  e l e c t i o n  of one o r  more adrninis- 
t r a t i v e  o f f i c i a l s .  

Table 33 shows t h a t  while  many S t a t e s  have made progress i n  reducing 
t h e  number of  admin i s t r a t ive  o f f i c i a l s  e l ec t ed  by t h e  v o t e r s  o r  t h e  l e g i s l a t u r e ,  
t h e  number i n  most S t a t e s  i s  s t i l l  l a r g e .  It ranges from 1 (New Jersey  and Ten- 
nessee)  t o  110 (North Carol ina) ,  wi th  the  median f a l l i n g  between 8 and 9 .  For 
popular ly  e l ec t ed  o f f i c i a l s  a lone ,  t he  range is  from 1 t o  36 (Michigan) and t h e  
median is 8.  

I n  many S t a t e s  such e l ec t ed  o f f i c i a l s  as t h e  a t to rney  gene ra l ,  t r e a s u r e r ,  
s e c r e t a r y  o f  s t a t e ,  a u d i t o r ,  super in tendent  of  educat ion and pub l i c  u t i l i t i e s  
commissioner tend t o  head agencies o r  departments t h a t  were e s t a b l i s h e d  s e v e r a l  
decades ago. Some of t hese  agencies,  however, now rece ive  g r a n t  funds,  e s p e c i a l l y  
t he  S t a t e  educat ional  agency. Other more r ecen t ly  e s t ab l i shed  agencies ,  such a s  
h e a l t h ,  wel fare ,  highways and conservat ion,  tend t o  be headed by appoin t ive  o f -  
f i c i a l s  and u s u a l l y  r ece ive  a  major por t ion  of t h e i r  opera t ing  funds from Federa l  
a s s i s t a n c e  programs. 

Table 34 ranks t h e  S t a t e s  according t o  t h e  number of agencies headed by 
a  s i n g l e  e l e c t e d  admin i s t r a to r  o r  by an e l ec t ed  board governing t h e  p o l i c i e s  and 
top appointments of such agencies .  Elec ted  o f f i c i a l s  of  pub l i c  u t i l i t y  commis- 
s ions  and j u d i c i a l  agencies have been excluded.;? A s  d i s t i ngu i shed  from Table 3 3 ,  
t h i s  t a b l e  emphasizes t h e  number of agencies t h a t  a r e  headed by e l e c t e d  ind i -  
v idua l s  o r  boards and thus removed from the  Governor's power of appointment. 

Var i a t ions  i n  t he  appoin t ive  power.--The Governor's power t o  appoint  
admin i s t r a t ive  heads i s  no t  a  uniformly potent  t o o l  f o r  inf luencing  program ad- 
m i n i s t r a t i o n  because t h e  c o n s t i t u t i o n  and s t a t u t e s  ma modify t h e  way h e  can use d o /  i t .  The range of  these  modif ica t ions  is  a s  follows:- 

e The Governor has  f u l l  appoin t ive  powers--'the Governor a lone  ap- 
p o i n t s  t h e  agency heads i n  charge of the  funct ion;  no confirmation 
r equ i r ed .  

0 The Governor has s u b s t a n t i a l  appoin t ive  powers--the Governor 
appoints  t h e  o f f i c i a l  sub jec t  t o  confirmation o r  approval by 
the  Senate,  e i t h e r  house, both houses,  a  departmental  board 
of  a  counc i l .  The Governor a l s o  has s u b s t a n t i a l  appoin t ive  
powers i f  t he  o f f i c i a l  is appointed by a  board, commission, 
o r  agency head s u b j e c t  t o  the  approval of the  Governor. F i -  
n a l l y ,  t he  Governor may inf luence  t h e  appointment i f  i t  is  
made by an agency head who is  s e l e c t e d  by the  Governor and 
se rves  a t  h i s  p leasure .  

Jc Six teen  S t a t e s  have e l e c t e d  pub l i c  u t i l i t y  conunissions. 



S t a t e  

Alabama 
Alaska 
Arizona 
Arkansas 
C a l i f o r n i a  

Colorado 
Connecticut  
Delaware 
F lo r ida  
Georgia 

Hawaii 
Idaho 
I l l i n o i s  
Indiana 
Iowa 

Kansas 
Kentucky 
Louisiana 
Maine 
Mary land 

Massachusetts 
Michigan 
Minnesota 
M i s s i s s i p p i  
Missour i  

Montana 
Nebraska 
Nevada 
New Hampshire 
New Je r sey  

TABLE 33.--STATE OFFICIALS SELECTED BY POPULAR 
AND LEGISLATIVE ELECTION, 1967 

To ta l  S t a t e  E l e c t i v e  Officials;': 
Governors, 

L t  . Governors 
and Heads of  

Single-Headed Board Members 
Agencies-- Elec ted  Elec ted  by Elec ted  by 

Elec ted  a t  Large A t  Larpe D i s t r i c t  L e g i s l a t u r e  



TABLE 33 (CONCL' D) . --STATE OFFICIALS SELECTED BY POPULAR 
AND LEGISLATIVE ELECTION, 1967 

T o t a l  S t a t e  E l e c t i v e  O f f i c i a l s ~ ~  
Governors, 

L t  . Governors 
and Heads of 

Single-Headed 
Agencies-- 

Board Members 
Elec ted  Elec ted  by E lec t ed  by 

S t a t e  

New Mexico 
New York 
North Caro l ina  
North Dakota 
Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode Is land 
South Ca ro l ina  

South Dakota 
Tennessee 
Texas 
Utah 
Vermont 

V i rg in i a  
Washington 
West V i rg in i a  
Wisconsin 
Wyoming 

Elec ted  a t  Large A t  Large D i s t r i c t  L e g i s l a t u r e  

1/ Governor and Sec re t a ry  of S t a t e  e l e c t e d  on same t i c k e t .  - 
2 /  Governor and Lieutenant  Governor e l e c t e d  on same t i c k e t .  - 
3 1  Four a d d i t i o n a l  department heads a r e  e l e c t e d  by t h e  l e g i s l a t u r e .  - 

O f f i c i a l s  of  pub l i c  u t i l i t y  commissions and j u d i c i a l  agencies  a r e  no t  i n -  
cluded i n  t a b u l a t i o n .  

Source: The Book of t h e  S t a t e s ,  Vol. XV, p .  151, and Vol. X V I ,  pp .  137-41 
(Chicago: The Council of S t a t e  Governments; E l e c t i v e  Of f i ce s  of S t a t e  
and Local Governments, 1967, Pre l iminary  Report ,  August 67/~G-P-1 
(Washington: Bureau of t h e  Census).  



TABLE 34.--STATES WITH AGENCY ADMINISTRATIVE HEADS (SINGLE OR 
BOARD) SELECTED BY POPULAR OR LEGISLATIVE ELECTION,* 1967 

Up t o  Three Elec ted  Adminis t ra t ive  Heads 

Alaska 
Hawaii 

Mary land 
New Je r sey  

Tennessee 
Vi rg in i a  

Four t o  F ive  Elec ted  Adminis t ra t ive  Heads 

Connecticut  
Delaware 
F l o r i d a  
Maine 
Missouri  

New Hampshire 
New York 
Oregon 
Pennsylvania 
Rhode I s l a n d  

Utah 
Vermont 
West V i rg in i a  
Wisconsin 
Wyoming 

Six  t o  Seven Elec ted  Adminis t ra t ive  Heads 

Alabama 
Arizona 
Arkansas 
C a l i f o r n i a  
Colorado 
Idaho 

I l l i n o i s  
Indiana 
Iowa 
Kentucky 
Massachusetts 
Michigan 

Minnesota 
Montana 
Nebraska 
New Mexico 
Ohio 
South Dakota 
Texas 

More Than Seven Elec ted  Adminis t ra t ive  Heads 

Georgia 
Kansas 
Louisiana 

M i s s i s s i p p i  North Dakota 
Nevada Oklahoma 
North Carol ina  South Carol ina  

Washington 

'kGovernors, pub l i c  u t i l i t y  c o m i s s i o n s  and j u d i c i a l  agencies 
and o f f i c i a l s  a r e  n o t  included i n  determining S t a t e  rankings .  
For purposes of  developing an index, boards a r e  counted a s  one. 

Source: The Book of t h e  S t a t e s ,  Vol. XV, p .  151, and Vol. X V I ,  
pp. 137-141 (Chicago: The Council of S t a t e  Govern- 
ments); E lec t ive  O f f i c e s  of S t a t e  and Local Govern- 
ments Census of  Governments 1967, Prel iminary Report,  
-9 

August 6 7 / ~ G - ~ - 1  (Weshington: Bureau of t h e  Census). 



@ The Governor has l imi ted  appoin t ive  powers-- t he  appointment is 
made by a department, board, commission o r  counci l  without  ap- 
proval  by the  Governor. Also included i n  t h i s  category a r e  
appointments--requiring Senate approval--made by an agency 
head who himself was no t  s e l e c t e d  o r  approved by t h e  Governor. 

The Governor has no appoin t ive  powers--the o f f i c i a l  i s  popu- 
l a r l y  e l ec t ed  o r  t h e  appointment i s  made under c i v i l  s e r v i c e  
procedures wi th  the  Governor exerc is ing  l i t t l e  o r  no d i s c r e -  
t i o n .  This category a l s o  inc ludes  ins tances  where t h e  o f f i -  
c i a l  i s  e l e c t e d  by t h e  l e g i s l a t u r e .  

Applicat ion of t h i s  c l a s s i f i c a t i o n  system t o  t h e  appointment procedures 
governing t h e  s e l e c t i o n  of t h e  heads of c e r t a i n  key agencies provides one index 
of the  Governor's formal power i n  t h i s  a r ea ,  a s  i nd ica t ed  i n  Table 35. The s i x  
l i n e  funct ions  a r e  heav i ly  involved i n  Federal  g ran t  programs. - 

TABLE 35.--GENERAL STATE RANKINGS OF GOVERNORS' FORMAL POWER TO 
APPOINT HEADS OF SELECTED AGENCIES ,$: 1966 

Very Strong 

C a l i f o r n i a  
Indiana  

Alabama 
Alaska 
Arkansas 
Connecticut 
Georgia 
Hawaii 
Idaho 

F l o r i d a  
Iowa 

Arizona 
Colorado 
Delaware 

Kentucky Pennsylvania 
Maryland Tennessee 

Strong 

I l l i n o i s  Nevada 
Kansas New Hampshire 
Louisiana New Je r sey  
Massachusetts New York 
Michigan North Carol ina  
Minnesota North Dakota 
Nebraska Ohio 

Medium 

Maine New Mexico 
Missouri  Texas 

Miss i s s ipp i  Oklahoma 
Montana Oregon 

Vi rg in i a  
Washington 

Rhode I s l and  
South Dakota 
Utah 
Vermont 
West V i rg in i a  

Wyoming 

South Carol ina  
Wisconsin 

>kState agencies analyzed a r e  budget,  pub l i c  i n s t r u c t i o n ,  h e a l t h ,  
mental h e a l t h ,  we l f a re ,  highways and conserva t ion-natura l  r e -  
sources .  

Source: Based on da t a  from Council of S t a t e  Governments, Book 
of t h e  S t a t e s ,  1965-1966; and 1966-1967. 



Governors of 34 S ta tes  a r e  accorded "strong" o r  "very strong" powers of 
appointment over S t a t e  budget u n i t s  and key agencies administering Federal grant  
programs. In  e ight  of these  S ta tes  the Governor i s  provided wi th  "very strong" 
formal appointive powers. The chief  exception i s  h i s  power over the  appointment 
of the  head of public i n s t r u c t i o n .  I n  16 S ta tes  the Governor's formal appointive 
powers range from "weak" t o  "medium"; here the Governor may have more d i f f i c u l t y  
i n  coordinating Federal grant  programs. While the ranking of the  S ta tes  i n  
Table 35 underscores many of the va r i a t ions  i n  formal appointive p rac t i ce ,  two- 
t h i r d s  of the Governors do have s u b s t a n t i a l  o r  f u l l  power over the heads of 
these  agencies.  

A l l  of the  S ta tes  t h a t  have undertaken major S t a t e  governmental re-  
v i s ions  i n  the  l a s t  50 years r a t e  highly i n  t h i s  t ab le .  The pioneer i n  sweeping 
S t a t e  adminis t ra t ive  reform, I l l i n o i s  (1917), s t i l l  ranks high. Ca l i fo rn ia ,  
Indiana, Kentucky and Tennessee f a l l  i n  the  top category, because t h e i r  Gover- 
nors i n  most instances appoint agency heads without l e g i s l a t i v e  approval. Of 
t h i s  group, ~ e n n e s s e e ' s  chief  executive is given the most complete appointive 
powers; none of h i s  appointments to top posts i n  the seven agencies surveyed is 
sub jec t  t o  l e g i s l a t i v e  confirmation. Among the  other  seven highest  ranking 
S t a t e s ,  the  Governor's power i s  somewhat more r e s t r i c t e d ,  e spec ia l ly  i n  the  f i e l d  
of education, with the  head of t h i s  funct ional  agency e i t h e r  popularly e lec ted  
o r  appointed subject  t o  l e g i s l a t i v e  confirmation. I n  some ins tances  f o r  these 
top seven S t a t e s ,  the  heads of the  hea l th ,  mental h e a l t h  o r  welfare  agencies a r e  
se lec ted  by departmental boards, with o r  without the Governor's approval. 

Overall ,  it i s  not  su rp r i s ing  t o  f ind  the g r e a t e s t  l imi ta t ions  placed 
on the Governors i n  t h e i r  appointments of the  heads of the  S t a t e  educational  
agency. I n  45 S t a t e s ,  the  Governors' appointive powers f o r  t h i s  function a r e  
r e s t r i c t e d  o r  nonexis tent .  By way of con t ras t ,  i n  welfare,  the  Governor has 
f u l l  o r  s u b s t a n t i a l  appointive powers i n  31 S ta tes ;  i n  hea l th ,  he has comparable 
power i n  30 S ta tes ;  f o r  highways i n  29; f o r  mental hea l th  i n  25; and f o r  conser- 
vat ion and n a t u r a l  resources i n  24 S ta tes .  A summary of the  Governors' power to  
appoint the  heads of the  s i x  funct ional  agencies i s  provided i n  Table 36 .;\ The 
most common l i m i t  f o r  a l l  ca tegor ies  i s  where the  agency heads a r e  appointed by 
a departmental board o r  commission. 

+ For f u r t h e r  d e t a i l s ,  see  Tables A-25 through A-31. 



TABLE 36.--NUMEER OF GOVERNORS EXERCISING VARIOUS DEGREES OF APPOINTIVE 
POWERS OVER HEADS OF SELECTED FUNCTIONAL AGENCIES, 1966 

Conservat ion-  
Publ ic  Mental Natura l  

I n s t r u c t i o n  Heal th Heal th Welfare Highways Resources 

F u l l  1 8 5 8 11 
S u b s t a n t i a l  4  22 20 23 18 
Limited 22 18 19 16 16 
None 23 1 - 1 2 
Other9: - 1 6 2 23 

>':No informat ion  is a v a i l a b l e  o r  no s i n g l e  agency o r  i nd iv idua l  is  ass igned  respon- 
s i b i l i t y  f o r  func t ion .  

Source: Based on d a t a  from Book of  t h e  S t a t e s ,  1964-1965, pp. 142-150; Book of 
t h e  S t a t e s ,  1966-1967, pp. 137-143. 

A number of e x t r a - l e g a l  f a c t o r s ,  of course ,  tend t o  modify t hese  va r ious  
r a t i n g s .  Probably t h e  most important i s  t h e  ex t en t  t o  which a  Governor o r  guber- 
n a t o r i a l  candida te  i n f luences  t h e  s e l e c t i o n  of h i s  p a r t y ' s  candida tes  f o r  t h e  o f -  
f i c e  of pub l i c  i n s t r u c t i o n  and o t h e r  e l e c t i v e  p o s t s .  I n  many S t a t e s  such o f f i c e  
holders  a r e  members of t h e  Governor's "team." On the  o t h e r  hand, i t  is  not  un- 
u sua l  t o  f i n d  t h a t  t he se  l e s s e r  execut ive  o f f i c i a l s  have developed cons iderable  
independent p o t e n t i a l  suppor t ,  and i n  t he se  i n s t ances  t h e  Governor's i n f luence  i s  
l e s s  pronounced. He may a l s o  f i n d  h i s  a u t h o r i t y  r e s t r i c t e d  by s p e c i a l  i n t e r e s t  
groups who t r a d i t i o n a l l y  have been a determining f a c t o r  i n  appointments a s  we l l  a s  
i n  program and expendi ture  p o l i c i e s .  

Adminis t ra t ive  boards and commissions ; agency p r o l i f e r a t i o n  .--Another 
f a c t o r  tending t o  weaken t h e  Governor's formal a u t h o r i t y  over  S t a t e  admin i s t r a t i on  
i s  t h e  l a r g e  number of multi-member boards and commissions adminis te r ing  S t a t e  
programs. Frequently t h e i r  membership i s  b i p a r t i s a n ,  with f i x e d  and overlapping 
terms. Sometimes, moreover, t he  terms a r e  longer than t h e  Governor 's .  This ad- 
m i n i s t r a t i v e  p a t t e r n  i s  commonly found i n  t h e  h e a l t h  and we l f a r e  agencies  and i n  
a  f a i r l y  l a r g e  number of highway departments. F i n a l l y ,  t h e  Governor's i n £  luence 
over  boards o r  commissions i s  diminished by t h e  ex t en t  t o  which t h e i r  members a r e  
e l e c t e d  o r  appointed by someone e l s e .  On t h e  o t h e r  hand, he may exe r t  some i n f l u -  
ence by h i s  own membership on t h e  board o r  commission. 

I n  t h e  summer of 1967 t h e  National  Governors' Conference, a t  t h e  r eques t  
of t h e  Advisory Commission on Intergovernmental  Re la t i ons ,  surveyed t h e  number of 
S t a t e  departments and agencies ,  t h e  method of s e l e c t i o n  of t h e i r  heads,  and t h e  
number of agencies  involved i n  adminis te r ing  Federa l  g r a n t  funds.  For t h e  45 
S t a t e s  responding,  over one-half of t h e  agencies  were administered by boards o r  
commissions, a s  shown i n  Table 37. Of t hese ,  about two-thirds were bodies whose 
members were a l l  appointed by the  Governor. The degree of t h e i r  c o n t r o l  by t h e  
Governor, however, depended on f a c t o r s  noted e a r l i e r ,  e . g . ,  t h e  ex t en t  of over-  
lapping terms and t h e  length  of members' terms. F i n a l l y ,  on t h e  average,  t h e  
Governor himself  served on 4 of t h e  36 boards o r  commissions. 



TABLE 37.--AVERAGE NUMBER OF ADMINISTRATIVE AGENCIES I N  45 STATES, 
BY TYPE OF HEAD AND METHOD OF SELECTION, 1967 

Item 

Single-headed agency 

Appointed by Governor 
Elec ted  o r  o therwise  named 

Board o r  commission 

A l l  members appointed by Governor 
Some members appointed by Governor 
Members e l e c t e d  o r  o therwise  named 

Subto ta l  

Number on which Governor served 

To ta l  

n . a .  = Data not  a v a i l a b l e .  

1/ Based on usable  responses from 40 S t a t e s .  - 

A 1  1 
Agencies 

Agencies 
Administering 

11 Federa l  Grants- 

Source: Ques t ionnai re  addressed t o  S t a t e  execut ive  o f f i c e  by National  ~ o v e r n o r s '  
Conference, Summer 1967. 



Thus, i n  23 S t a t e s  covered i n  a  1950 survey,  only two had fewer than 50 
agencies,  n ine  had over 100, and the  average number was 91. I n  c o n t r a s t ,  t h e  
1967 ~ o v e r n o r s '  Conference survey showed t h a t  of t he  same 23 S t a t e s ,  n i n e  had 
fewer than 50 agencies,  fou r  had over 100, and the  average number w a s  70. Seven- 
teen  showed a reduct ion ,  f i v e  an inc rease ,  and one no change.* 

The p re s su res  f o r  separa t i sm i n  admin i s t r a t ive  a c t i v i t y  i n  t h e  execut ive  
branch have been w e l l  summarized by Professor  ~ i l l b e r n : = /  t he  "normal" d r i v e  
f o r  agency autonomy; a t r a d i t i o n  of s epa ra t e  r e s p o n s i b i l i t y  t o  t h e  e l e c t o r a t e ;  
"reform" movements f o r  s p e c i a l  funct ions ;  c l i e n t e l e  and i n t e r e s t  group a t t i t u d e s ;  
profess ional i sm;  funct ional ism--close program t i e s  between S t a t e  and Federa l  
g ran t - in -a id  admin i s t r a to r s ;  p o l i t i c a l  d i v i s i o n s  between t h e  l e g i s l a t u r e  and t h e  
governor; and d i s s a t i s f a c t i o n  wi th  S t a t e  p o l i t i c a l  processes .  Many people be- 
l i e v e  t h e  system does no t  produce q u a l i f i e d  and r e spons ib l e  e l e c t i v e  l eade r s .  
I n t e r e s t  group p o l i t i c s ,  "independent" boards and commissions, profess ional i sm,  
and program l o y a l t i e s  thus become the  b a s i c  means of achieving o r  advancing po- 
l i t i c a l ,  s o c i a l ,  and economic goa l s .  

=.--The Governor's ve to  power over b i l l s  passed by t h e  l e g i s l a t u r e  i s  
another  f a c t o r  a f f e c t i n g  h i s  formal s t r e n g t h .  While t he  ve to  power does n o t  d i -  
r e c t l y  c o n t r o l  admin i s t r a t ion ,  i t  g ives  the  Governor a u t h o r i t y  t o  r e j e c t  pro- 
posa ls  of  agency heads who have bypassed him t o  o b t a i n  support  of t he  l e g i s l a -  
t u r e .  The i tem ve to  is  e s p e c i a l l y  u s e f u l  i n  such circumstances Moreover, 
i t  can a l so  se rve  a s  a  weapon t o  ward o f f  a r b i t r a r y  l e g i s l a t i v e  encroachments on 
the  execut ive  branch. 

Except i n  North Carol ina ,  t h e  Governors a r e  a l l  accorded ve to  powers. 
The e f f e c t i v e n e s s  of t e execut ive  ve to  power depends upon t h e  presence of t h e  

1241) fol lowing elements:- 

F ive  o r  more days f o r  t he  Governor's cons ide ra t ion  of b i l l s  
during se s s ions .  

Ten o r  more days f o r  cons idera t ion  f o r  b i l l s  a f t e r  adjourn- 
men t . 
Two-thirds of t h e  e l ec t ed  members of  t h e  l e g i s l a t u r e  t o  
ove r r ide  a  ve to .  

Pocket v e t o - - b i l l s  d i e  a f t e r  adjournment unless  s igned.  

Item veto  of appropr ia t ion  b i l l s  o r  p a r t s  of  a l l  b i l l s .  

Power t o  reduce items of appropr ia t ion  b i l l s .  

Governor may submit amendments t o  b i l l s  and r e t u r n  them 
t o  l e g i s l a t u r e .  

: For  Sta te-by-Sta te  d e t a i l ,  s e e  Tables A-32 and A-33. 



A h igher  propor t ion  of s ingle-headed than multi-headed agencies  admin- 
i s t e r e d  Federa l  g r a n t s ,  a s  i nd i ca t ed  i n  t h e  r i g h t  hand column of Table 37. Thus, 
t h e  d i f f u s i o n  of gube rna to r i a l  power through multi-headed agencies  was l e s s  s e r i -  
ous i n  t h e  c o n t r o l  of gran t -a ided  programs than  i n  S t a t e  programs generally.9: 

Table 37 r evea l s  another  f a c e t  of S t a t e  government which f o s t e r s  admin- 
i s t r a t i v e  p lura l i sm-- the  g r e a t  number of s e p a r a t e  departments and agencies .  The 
average f o r  t h e  45 responding S t a t e s  i n  1967 was 67.  ( I t  should be noted ,  how- 
e v e r ,  t h a t  i n s o f a r  a s  span of c o n t r o l  i s  concerned, t h e  average Governor has  con- 
s ide raS ly  fewer s e p a r a t e  admin i s t r a t i ve  agencies  t o  cope wi th  than does t h e  Pres-  
i den t  of t h e  U.S.) 

York Wil lbern  has descr ibed  t h e  f o r c e s  causing p r o l i f e r a t i o n  of adminis- 
t r a t  i v e  agencies  :=/ 

Despi te  some evidence of  d i s t r u s t ,  Americans have not  h e s i t a t e d  
t o  use  government i n  a  g r e a t  many ways. When a s o c i a l  problem 
of any consequence appears ,  t he  r e a c t i o n  of t h e  people f r equen t ly  
is  "Let t h e r e  be a  law" on t h e  s u b j e c t .  Soon t h e r e a f t e r ,  and 
sometimes a t  t h e  same time, t h e  r e a c t i o n  i s  "Let t h e r e  be an 
agency." A s  new func t ions  develop and segments of t h e  o l d  func- 
t i o n s  become more impor tan t ,  new agencies  a r e  c r ea t ed  and o l d  
ones d iv ided  

Yet t he  t r end ,  a t  l e a s t  s i n c e  1950, has been toward a  marked r educ t ion  
i n  number of S t a t e  agencies ,  a s  i n d i c a t e d  i n  Table 38. 

TABLE 38.--ADMINISTRATIVE AGENCIES I N  23 STATES," 
1950 AND 1967 

Number of S t a t e s  w i th  
Fewer than 50 agencies  
More than  100 agencies  

Average number of agencies ,  23 S t a t e s  9 1 70 

;\Alabama, Colorado, Connect icu t ,  Delaware, F l o r i d a ,  Georgia,  
I l l i n o i s ,  Iowa, Kentucky, Louis iana ,  Maryland, Minnesota, Ne- 
vada,  New Hampshire, North Dakota, Ohio, Oregon, Pennsylvania,  
South Dakota, Tennessee, Texas, Wisconsin, Wyoming. 

Source: 1950 da ta :  Council  of S t a t e  Governments, Reorganiz- 
ing  S t a t e  Government (Chicago, 1950), p .  12.  1967 
d a t a :  Ques t ionnai re  addressed t o  S t a t e  execut ive  
o f f i c e s  by Nat iona l  Governors' Conference, Summer 1967. 

* F o r  S t a t e -by -S ta t e  d e t a i l ,  s e e  Tables  A-32 and A-33. 



I n  Table 39 t h e  S t a t e s  a r e  c l a s s i f i e d  according t o  t h e  s t r e n g t h  of 
t h e i r  Governor's ve to  powers, gauged by t h e  above c r i t e r i a .  I f  a S t a t e  provides  
i t s  Governor w i t h  f i v e  o r  more of t he  seven elements ,  t h e  Governor is considered 
t o  have "Very s t rong" ve to  powers; i f  f o u r  a r e  provided,  t h e  S t a t e  f a l l s  i n  t h e  
"Strong" ca tegory ;  i f  t h r e e  a r e  p r e s e n t ,  t he  S t a t e  i s  p laced  i n  t he  "Medium" 
ca tegory ;  and i f  l e s s  than  t h r e e  a r e  g r an t ed ,  t he  S t a t e  comes under t h e  "Weak" 
c l a s s i f i c a t i o n .  

The formal ve to  powers of t h e  Governor, of cou r se ,  must be considered 
w i th in  t h e  t o t a l  governmental and p o l i t i c a l  c o n t e x t .  The Governor of North Car- 
o l i n a ,  though he  has no ve to  power, i s  n o t  n e c e s s a r i l y  i n  a "weaker" p o s i t i o n  
than  h i s  f e l l ow  ch ie f  execu t ive s .  The degree t o  which a Governor, w i th  o r  with-  
o u t  c e r t a i n  formal  powers, i n f l uences  t h e  l e g i s l a t u r e  on m a t t e r s  of p o l i c y ,  i s  a 
major f a c t o r  i n  measuring h i s  r e a l  s t r e n g t h  a s  a c h i e f  execut ive  .=/ 

TABLE 39.--GOVERNOR'S VETO POWERS, 1966 

Very S t rong  

Alabama 
Alaska 
C a l i f o r n i a  
Hawaii 
Michigan 

Missour i  
New J e r s e y  
New York 
Oklahoma 
Pennsylvania 

V i r g i n i a  
Washing ton 

Arizona 
Colorado 
Delaware 
Georgia 
I l l i n o i s  

Louis iana  
Massachuset ts  
M i s s i s s i p p i  
Montana 
Tennessee 

Utah 
Wisconsin 

Medium 

Arkansas 
Connect icut  
F l o r i d a  
Idaho 
Kansas 

Kentucky 
Mary land  
Minnesota 
Nevada 
New Mexico 

North Dakota 
Ohio 
Oregon 
South Dakota 
Texas 

Weak 

Indiana  
Iowa 
Maine 
Nebraska 
New Hampshire 

North Carol ina* 
Rhode I s l a n d  
South Ca ro l i na  
Vermont 
West V i r g i n i a  

Wyoming 

;':NO ve to  power. 

Source: Based on d a t a  from Council of S t a t e  Governments, Book 
of t h e  S t a t e s ,  1966-1967, p .  60, and r a t i n g  system 
adopted from F .  W .  P r e s c o t t ,   he Executive Veto i n  
t he  American S t a t e s , "  Western P o l i t i c a l  Qua r t e r l y  111, 
1950, pp. 98-112. 

Term of of f ice . - -Another  measure of a Governor 's  formal  s t r e n g t h  i s  t he  
length  of t ime he can expect  t o  be i n  o f f i c e .  Governors'  terms of o f f i c e  today 
range from two t o  fou r  y e a r s .  A t  p r e s e n t ,  and f o r  t he  f i r s t  t ime ,  more than one- 
t h i r d  of t h e  S t a t e s  have four -year  g u b e r n a t o r i a l  terms w i th  no l i m i t a t i o n s  on 



ree lec t ion .  An add i t iona l  one-sixth have a two-year term with unlimited succes- 
sion.  The remainder have e i t h e r  two- o r  four-year terms with l imi ta t ions .  

I n  S ta tes  with four-year terms the  Governor has a b e t t e r  opportunity t o  
develop h i s  policy r o l e .  A long term observer of S t a t e  government has noted the  
p r a c t i c a l  consequences of c o n s t i t u t i o n a l  b a r r i e r s  to  gubernator ia l  reelection:126/ 

A governor reasonably confident of long tenure i n  o f f i c e  i s  more 
l i k e l y  t o  be in te res ted  i n  long-range development of the  S t a t e ;  
he can a f fo rd  t o  take an i n t e r e s t  i n  ten-year p lans ,  i n  i n i t i a -  
t i n g  p ro jec t s  whose benef i t s  w i l l  not  appear fo r  severa l  years 
( for  example, highway o r  school construction programs), i n  
p lant ing seeds of policy ideas t h a t  w i l l  not  grow to  command 
popular and l e g i s l a t i v e  major i t i e s  u n t i l  severa l  years of wide- 
spread discussion have passed. On the  o the r  hand, a governor 
whose v i s ion  is confined by a four-year l i m i t  on h i s  period of 
se rv ice  is l i k e l y  t o  see  h i s  influence wane i n  the  l a s t  year o r  
two of h i s  term; the  ban on a second four years may thus reduce 
h i s  period of p r a c t i c a l  power t o  two o r  three  years .  This is 
because he w i l l  a lready have dispensed most of the rewards a t  
h i s  d isposal  (patronage appointments, l o c a l  p ro jec t s ,  e t c  .) and 
so w i l l  have l o s t  bargaining power with the  men whose support 
he needs and who adapt t h e i r  behavior t o  prospective rewards and 
deprivations . 
A study of average tenure i n  o f f i c e  over a 44-year period (1914-1958) 

showed t h a t  no Governor could expect e ight  o r  more years i n  o f f i c e . l 2 7 /  I n  31 
percent of the  S t a t e s  the  Governor served from 3 t o  3.9 years; i n  27 percent,  
from 5 t o  5.9 years;  i n  25 percent,  4 years;  i n  10 percent,  from 4.1  t o  4.9 
years; and i n  7 percent of the  S t a t e s ,  under 3 years .  In  c o n t r a s t ,  e l e c t i v e  
s e c r e t a r i e s  of s t a t e  served much longer terms, with the average running t o  over 
ten years .  

I n  Table 40 the  S ta tes  a r e  ranked according t o  t h e  tenure p o t e n t i a l  of 
the  governor. The 40 S ta tes  with 4-year terms a r e  accorded a higher r a t i n g  than 
any 2-year term S t a t e ,  regardless  of the l i m i t a t i o n  on the number of terms. 

I n  recent years ,  the  trend i s  toward increasing the  Governor's term. 
During 1966 and the  ea r ly  p a r t  of 1967, the cons t i tu t ions  of Louisiana, Oklahoma, 
Pennsylvania and Wisconsin were amended to  permit the  Governors t o  serve  two 
4-year terms. Each S t a t e  except Wisconsin formerly r e s t r i c t e d  the Governor t o  a 
s i n g l e  4-year term; Wisconsin's Governor had a 2-year term, with no l i m i t a t i o n .  

Budget-making.--The s t r eng th  of the Governor's control  over administra- 
t i v e  agencies may be gauged i n  p a r t  by h i s  formal power i n  the  budget-making pro- 
cess .  The opportunity f o r  the Governor to  take the  i n i t i a t i v e  i n  proposing pol- 
i c i e s - -espec ia l ly  on grants- in-a id-- is  genera l ly  encompassed i n  budget deci-  
sions--the power t o  give o r  withhold operating funds, propose t ax  r a t e s  and tax  
pol icy ,  and determine the  general  s c a l e  of S t a t e  a c t i v i t y .  

The executive budget, now used i n  45 S t a t e s ,  i s  considered a device t o  
s t rengthen the  pos i t ion  of the  ~ o v e r n o r . l 2 8 /  Actual p rac t i ce  i n  each S t a t e  hav- 
ing an executive budget system, however, does not necessar i ly  assure  the  Governor 
unres t r i c t ed  freedom i n  making executive-phase budgetary proposals o r  i n  main- 
t a in ing  control  subsequently over budget execution. The Governor's ac tua l  r o l e  
w i l l  be influenced by h i s  s k i l l  of s e l e c t i o n  and continuing re la t ionsh ips  with 



California 
Colorado 
Connecticut 
Hawaii 
Idaho 

Alaska 
Delaware 
Louisiana 

Alabama 
Florida 
Georgia 

Arizona 
Arkansas 

TABLE 40.  --GOVERNORS' TERM OF OFFICE, SUCCESSION, 1967 

Four-Year-Term, Unlimited Succession (18 States1 

Illinois Nebraska 
Massachusetts Nevada 
Michigan New York 
Minnesota North Dakota 
Montana 

Four Year-Term, Limited to Two Terms (11 States) 

Maine 
Mary land 
Missouri 

New Jersey 
Ohio 
Oklahoma 

Four-Year-Term, Cannot Succeed Self (11 States) 

Indiana North Carolina 
Kentucky South Carolina 
Mississippi Tennessee 

Two-kear-~erm, Unlimited Succession (8 States) 

Utah 
Washington 
Wisconsin 
Wyoming 

Oregon 
Pennsylvania 

Virginia 
West Virginia 

Iowa 
Kansas 

New Hampshire Texas 
Rhode Island Vermont 

Two-Year-Term, Limited to Two Terms (2 States) 

New Mexico South Dakota 

Source: Council of State Governments, Book of the States, 1966-1967, p. 137, up- 
dated as of June 1967. 



heads of execut ive  branch agencies .  It w i l l  depend on t h e  presence o r  absence of 
c e r t a i n  l e g i s l a t i v e  o r  c o n s t i t u t i o n a l  r e s t r i c t i o n s ,  including:  exemption of ce r -  
t a i n  agencies and a c t i v i t i e s  from c e n t r a l  budget review; t r a d i t i o n a l  r e l a t i o n s h i p s  
between agency heads and t h e  l e g i s l a t u r e ;  and the  amount of  time a v a i l a b l e  f o r  
budget p repa ra t ion  before  submission to  t h e  l e g i s l a t u r e .  The  overn nor's (and t h e  
l e g i s l a t u r e ' s )  d i s c r e t i o n  may a l s o  be hampered by p a s t  dec is ions  t h a t  t i e  up S t a t e  
money i n  s p e c i a l  funds dedicated f o r  s p e c i a l  purposes,  payment of debt s e r v i c e ,  
employee r e t i r emen t  c o s t s ,  matching c o s t s  f o r  Federa l  g r a n t s  o r  employee pay- 
increment p l ans .  

Never the less ,  s e v e r a l  indices  may be used t o  measure the  Governor's f o r -  
mal s t r e n g t h  i n  budget-making:;k 

@ The degree to  which the  Governor, o r  an agency d i r e c t l y  respon- 
s i b l e  t o  him, has  the  r e s p o n s i b i l i t y  f o r  preparing the  budget.  

e The r e s t r i c t i o n s  placed on agencies regard ing  r eques t s  t o  the  
l e g i s l a t u r e  f o r  amounts beyond those  recommended by the  s t a t e ' s  
budget-making a u t h o r i t y .  

e The p r a c t i c e ,  i n  keeping wi th  the  p r i n c i p l e  of  execut ive  bud- 
g e t i n g ,  of submit t ing only  the  approved o r  r ev i sed  agency 
spending r eques t s  t o  t h e  l e g i s l a t u r e .  

* The Governor's a u t h o r i t y  t o  t r a n s f e r  funds wi th in  agencies 
among appropr i a t ion  i tems.  

I n  Table 41  the  S t a t e s  have been grouped according t o  a u t h o r i t y  granted  
t h e  Governor under t hese  fou r  i nd ices  of t he  budget-making power. The i n d i c e s ,  
however, a r e  not  weighted equal ly ;  t h e  " f i n a l  l e g a l  budget-making au tho r i ty"  of 
t h e  Governor i s  given f i v e  po in t s  on a ten-poin t  s c a l e ;  S t a t e  p r a c t i c e  i n  prohib-  
i t i n g  agencies from reques t ing  a d d i t i o n a l  funds from t h e  l e g i s l a t u r e  i s  assigned 
t h r e e  po in t s ;  and the  f i n a l  two ind ices - -p re sen ta t ion  of r ev i sed  agency r eques t s  
and Governor's a u t h o r i t y  t o  t r a n s f e r  funds wi th in  agencies--are given one poin t  
each. 

F ive  S ta t e s - -Ca l i fo rn i a ,  Hawaii, Maryland, New York and Tennessee--re- 
ceived the  h ighes t  poss ib l e  ranking.  Each provides t h e  Governor maximum powers 
i n  t h e  fou r  a r eas  s e l e c t e d  f o r  a s ses s ing  h i s  s t r e n g t h  i n  t he  budget-making pro- 
ce s s .  

Reorganizat ion authori ty.--One way t o  f a c i l i t a t e  r eo rgan iza t ion  of S t a t e  
government s t r u c t u r e  and s t r eng then  the    over nor's r o l e  a s  ch ief  admin i s t r a to r ,  
is  t o  au tho r i ze  him to  submit r eo rgan iza t ion  p l ans ,  s u b j e c t  t o  l e g i s l a t i v e  v e t o .  
This  l i n k s  r e s p o n s i b i l i t y  f o r  t h e  e f f i c i e n t  day-to-day ope ra t ion  of t h e  govem- 
ment wi th  t h e  power t o  propose r ev i s ion  of an t iquated  s t r u c t u r e  and methods. On 
t h e  n a t i o n a l  l e v e l ,  t he  Reorganizat ion Act of 1949, a s  amended, provides t h e  Pres-  
i den t  wi th  such a u t h o r i t y .  

Jr There a r e  o t h e r  i nd ices  t h a t  could be used i n  measuring gube rna to r i a l  budget- 
making powers, but these  fou r  a r e  s i g n i f i c a n t  and d a t a  f o r  t h e  50 S t a t e s  a r e  
a v a i l a b l e  f o r  each of them. 



TABLE 41.--GOVERNOR'S POWER I N  BUDGET-MAKING PROCESS, 1966 

Very Strong (7  S t a t e s )  

C a l i f o r n i a  
Hawaii 
Mary land 

Alaska 
Connecticut 
Minnesota 

Alabama 
Arizona 
Colorado 
Delaware 
Georgia 

Idaho 
I l l i n o i s  
Indiana 
Iowa 
Kansas 

New York 
Pennsylvania 

Strong (9 s t a t e s )  

Missouri  
Nebraska 
New Je r sey  

Medium (30 s t a t e s )  

Arkansas 
F l o r i d a  

Kentucky 
Louisiana 
Maine 
Massachusetts 
Michigan 

Montana 
Nevada 
New Hampshire 
North Carolina 
North Dakota 

Weak (4 S t a t e s )  

Rhode I s l and  
Tennessee 

New Mexico 
South Dakota 
Vermont 

Ohio 
Oklahoma 
Oregon 
Texas 
Utah 

Miss i s s ipp i  
South Carol ina  

Vi rg in i a  
Washington 
West V i rg in i a  
Wisconsin 
Wyoming 

Source: Based on da t a  from Council of  S t a t e  Governments, Bud- 
g e t i n g  By S t a t e s  (Chicago, 1967) and Tax Foundation, 
Inc . ,  S t a t e  Expenditure Controls:  An Evaluat ion (Sup- 
plement) ,  1965, pp. 13-14, us ing  ind ices  developed by 
A C I R  s t a f f  ( s ee  t e x t ) .  



I n  seven S t a t e s ,  a  ve r s ion  of t h i s  p lan  i s  now i n  e f f e c t .  I n  i ts  "pure" 
form, the  Governor p re sen t s  a  reorganiza t ion  p lan  t o  t he  l e g i s l a t u r e  and the  pro- 
posa l  goes i n t o  e f f e c t  un le s s  t h e  l e g i s l a t u r e  takes  a c t i o n  t o  disapprove i t  with- 
i n  an a l l o t t e d  per iod .  Thus, t he  usual  l e g i s l a t i v e  procedure is  reversed .  In-  
s t e a d  of an execut ive  ve to  over l e g i s l a t i v e  enactment, a  l e g i s l a t i v e  ve to  over  
execut ive  i n i t i a t i v e  i s  made poss ib l e .  This  procedure has been descr ibed  by i t s  
f r i e n d s  a s  "an at tempt t o  pu t  i n e r t i a  and indec i s ion  on the  s i d e  of change,"=/ 
and by i t s  enemies a s  "executive l e g i s l a t i o n  . I 1  

This  pure form e x i s t s  i n  only t h r e e  S t a t e s  (Alaska, Massachusetts and 
Michigan), where t h e  procedure is author ized  by the  S t a t e  c o n s t i t u t i o n .  I n  
t h r e e  S t a t e s  (South Carol ina ,  Pennsylvania and Kentucky) p o s i t i v e  l e g i s l a t i v e  
approval of  a  r eo rgan iza t ion  proposal  is requi red  t o  put  i t  i n t o  e f f e c t .  I n  t he  
seventh S t a t e ,  Georgia, t he  pure form e x i s t s  along wi th  a  l a t e r  ve r s ion  r equ i r ing  
l e g i s l a t i v e  approval  (by t h e  u n o f f i c i a l  r u l i n g  of t he  S t a t e  Attorney General ,  both 
ve r s ions  a r e  l e g a l l y  i n  e f f e c t ) .  

I n  two a d d i t i o n a l  S t a t e s  and i n  Puerto Rico, t he  p lan  was once i n  ex i s -  
tence  but  has now lapsed ,  e i t h e r  through e x p i r a t i o n  of i ts  temporary a u t h o r i t y  
o r ,  as  i n  New Hampshire, through a S t a t e  Supreme Court hold ing  of uncons t i t u t ion -  
a l i t y .  Twelve o t h e r  S t a t e s  have o f f i c i a l l y  considered i t ,  ten  s i n c e  1958. 

This procedure ' s  record  of accomplishment i s  mixed. Alaska has  used it 
s e v e r a l  t imes,  once t o  c r e a t e  two new departments. Puerto Rico, which a l s o  em- 
ployed i t  i n  the  pure form, has  compiled the  most impressive record .  Th i r t een  of 
fou r t een  proposals  were accepted by i t s  l e g i s l a t u r e  i n  1950, i n  a  comprehensive 
r eo rgan iza t ion  intended t o  enable the  i s l a n d  t o  perform e f f e c t i v e l y  under i t s  new 
Commonwealth s t a t u s ,  but  t he  a u t h o r i t y  was then allowed to  exp i r e ,  s i n c e  no f u r -  
t h e r  need was f e l t .  I n  Pennsylvania, where such r eo rgan iza t ion  i s  l i m i t e d  t o  t h e  
subdepartment l e v e l ,  f i v e  out  of e i g h t  proposals  were approved by the  l e g i s l a t u r e  
i n  1955 and none of t h i s  type have been submitted s i n c e .  I n  the  remaining S t a t e s ,  
the  p a t t e r n  appears  t o  have s h i f t e d .  Where r eo rgan iza t ion  i s  des i r ed ,  i t  i s  
introduced a s  a  r egu la r  l e g i s l a t i v e  b i l l .  Since p o s i t i v e  l e g i s l a t i v e  approval is 
requi red  i n  t h r e e  of t he  S t a t e s ,  t h i s  s h i f t  comes a s  no s u r p r i s e .  Conceivably, 
t he  ex i s t ence  o f  t he  procedure may a c t  a s  a  s t imulus  t o  l e g i s l a t i v e  approval  o f  
r eo rgan iza t ion .  

Reluctance t o  use  t h e  technique has  been l a i d  t o  "p reva i l i ng  l e g i s l a t i v e  
susp ic ion  of  and resentment toward a procedure t h a t  r eve r ses  t h e  usua l  execut ive  
and l e g i s l a t i v e  r o l e s  ."E1 It has been argued t h a t  t h e  rura l -urban  l e g i s l a t i v e  
d i sp ropor t ion ,  now being co r rec t ed  by reapportionment, has been a major f a c t o r  
s u s t a i n i n g  t h i s  resentment .  Accordingly, a s  t h e  e f f e c t s  of reapportionment begin 
t o  r e g i s t e r ,  and a s  S t a t e s  from time t o  time r e v i s e  t h e i r  c o n s t i t u t i o n s ,  t h e r e  
may be o p p o r t u n i t i e s  f o r  wider use of t h i s  procedure.  

It might be noted t h a t  t he  recent  C o n s t i t u t i o n a l  Convention i n  New York 
included the  procedure i n  t h e  new c o n s t i t u t i o n a l  document submit ted t o  t he  v o t e r s ;  
t he  e n t i r e  document was r e j e c t e d  a t  the  p o l l s ,  however. 

Statewide planning.--Comprehensive s t a t ewide  planning has become a more 
" respectable"  and popular  concept i n  t he  pas t  few yea r s ,  and t h i s  has bene f i t ed  
some Governors. I n  1960 only  19 S t a t e s  had e s t ab l i shed  s ta tewide  planning agen- 
c i e s ;  i n  1966 the  count was 46, but  t h e i r  admin i s t r a t ive  p o s i t i o n  and a c t i v i t i e s  
va r i ed  g r e a t l y .  U n t i l  r e c e n t l y ,  t h e i r  p r i n c i p a l  concern was i n d u s t r i a l  develop- 
ment, but  many S t a t e s  now a r e  broadening t h e  scope of t h e i r  planning process .  



A s t imulus  t o  t h i s  s h i f t  has been t h e  " sec t ion  701" urban planning a s s i s -  
tance  g ran t  program administered by t h e  Department of Housing and Urban Develop- 
ment, which i n  1961 was expanded t o  provide a i d  t o  S t a t e  governments f o r  s t a t ewide  
and i n t e r s t a t e  planning.  

The v a r i a t i o n s  i n  t h e  i nd iv idua l  S t a t e  planning ope ra t ions  a r e  we l l  
h igh l igh t ed  i n  a  r ecen t  s tudy  of 14  St  t e s  by David K .  Ha r t l ey .  This survey 

1317 i d e n t i f i e d  t e n  d i f f e r e n t  functions:- 

Ass is tance  on po l i cy  formula t ion  f o r  long-term s t a t ewide  
development. I n  n e a r l y  a l l  t h e  S t a t e s  t h i s  was a d i r e c t  
l e g i s l a t i v e  mandate. The c l o s e r  t h e  planning agency was 
t o  t he  Governor, t h e  more subs t an t ive  was i t s  involvement. 

Spec ia l ized  r e sea rch  i n  ma t t e r s  r e l a t e d  t o  development. 
For t h e  most p a r t ,  t h i s  was undertaken by t h e  p a r t i c u l a r  
S t a t e  department involved i n  program administrat ion--such 
a s  t h e  highway department. However, some common s t a t i s -  
t i c a l  m a t e r i a l ,  such a s  demographic p r o j e c t i o n s ,  were pro- 
duced by t h e  c e n t r a l  agency. Some S t a t e s  main ta in  a  s t a t e -  
wide information system and da t a  bank i n  t h e i r  planning 
agencies .  

A c e n t r a l  information system f o r  t h e  pub l i c ,  l o c a l  govern- 
ments, and o t h e r  S t a t e  agencies .  Every one of t h e  14 S t a t e s  
ope ra t e s  such a  system. The o l d e r  planning bodies regard  
i t  a s  c e n t r a l  t o  a l l  t h e i r  o t h e r  func t ions ,  and t h e  newer 
ones expect i t  to  a c c e l e r a t e  r a p i d l y  i n  t h e  next  s e v e r a l  
y e a r s .  

Technical and f i n a n c i a l  planning a i d  t o  l o c a l  and r eg iona l  
a u t h o r i t i e s .  Local a i d  i s  rendered by a l l  S t a t e  planning 
bodies ,  and i n  many important  programs t h e  S t a t e  adminis te rs  
Federa l  f i n a n c i a l  a i d  t o  l o c a l  planning e f f o r t s ,  which pro- 
v ides  a  s t rong  l e v e r .  

The p repa ra t ion  of a  comprehensive s t a t ewide  development 
program. A l l  14 S t a t e s  repor ted  t h i s  a s  a  key respons i -  
b i l i t y ,  a l though t h e  comprehensiveness was a f  f  ec ted  by t h e  
absence of major elements of S t a t e  development-- typical ly,  
by t h e  independent planning of highways. 

Coordinat ion of t h e  f u n c t i o n a l  p lans  made by o t h e r  depar t -  
ments. The longer  a  S t a t e  planning program has been oper-  
a t i n g ,  t h e  more l i k e l y  i t  i s  t o  be a b l e  t o  review and 
coord ina te  t h e  d e t a i l e d  p lans  made by o t h e r  departments. 

Coordinat ion of t h e  S t a t e ' s  c a p i t a l  budget.  Some coordi-  
na t ion  goes on i n  every S t a t e  but  c e r t a i n  S t a t e  departments 
a r e  no t  included i n  t h e  process and submit independent cap- 
i t a l  budgets t o  t h e  l e g i s l a t u r e .  

Coordinat ion of a p p l i c a t i o n s  f o r  Federa l  a i d  and r equ i r ed  
s t a t ewide  p l ans .  Although only  s i x  of t h e  14 S t a t e s  s t u d i e d  
i n  t h e  AIP r e p o r t  i n d i c a t e d  t h a t  t he  S t a t e  planning agency 



undertook t h i s  coordina t ion ,  i t  was widely recognized t h a t  
t h e  need f o r  such a c t i o n  was growing s t e a d i l y .  

Providing planning s e r v i c e s  t o  l i n e  agencies .  Only l imi t ed  
a i d  i s  provided,  p r i n c i p a l l y  i n  t h e  d i r e c t i o n  of encour- 
aging t h e  l i n e  agencies t o  undertake program planning and 
budgeting.  

Information o r  s e r v i c e s  t o  l e g i s l a t u r e .  This is  regarded 
a s  secondary, where i t  e x i s t s  a t  a l l ,  t o  t he  major goal  of 
s e r v i c e  t o  t he  execut ive .  

The planning u n i t ' s  admin i s t r a t ive  l o c a t i o n  and r e l a t i o n s h i p  t o  t he  
Governor fol lows no f ixed  p a t t e r n .  S ix teen  of t h e  44 planning u n i t s  covered i n  
a  1967 survey a r e  loca ted  i n  t he  S t a t e  department of development; i n  another  16 
S t a t e s ,  t h e  func t ion  i s  performed by a s t a f f  u n i t  a t t ached  t o  t h e  o f f i c e  of  t h e  
Governor; i n  f i v e ,  i t  is done by a s e p a r a t e  planning agency; i n  f i v e ,  by t h e  
department of  f i nance  o r  adminis t ra t ion;  and i n  two, by an in terdepar tmenta l  com- 
mit tee."  

The e a r l i e r  Har t l ey  s tudy concluded t h a t  t h e  Governor should enjoy a 
c l o s e  o r  f a i r l y  c l o s e  r e l a t i o n s h i p  wi th  t h e  planning u n i t .  The o v e r a l l  adminis- 
t r a t i v e  p a t t e r n  f o r  t he  44, summarized above, would sugges t ,  however, t h a t  a  num- 
ber  of t h e  Governors a r e  not  i n  t h i s  favorable  p o s i t i o n .  

Assessment of   over nor's role.--From t h e  preceding a n a l y s i s ,  f i v e  ind i -  
ces  have been s e l e c t e d  t o  gauge the  formal s t r e n g t h  of each Governor--the number 
of o t h e r  e l e c t e d  execut ive  o f f i c i a l s ,  appoin t ive  power f o r  s e l e c t e d  major S t a t e  
agencies,  ve to  power, term of o f f i c e ,  and budget-making power. When combined 
a s  i n  F i g .  20, they provide an o v e r a l l  view of t h e  Governors' formal adrninistra-  
t i v e  p o s i t i o n .  Each index has been weighted o r  assigned a va lue  on a 100 s c a l e  
a s  fol lows:  number of e l ec t ed  S t a t e  o f f i c i a l s - - 2 0 ;  power of appointment--20; 
ve to  power--10; term of of f ice- -25;  and budget-making power--25. 

The r e s u l t s  suggest  a  r e l a t i o n s h i p  between t h e  s i z e  of popula t ion  and 
t h e  formal s t r e n g t h  of the  Governor. The populous S t a t e s ,  w i th  t h e  exception of  
Texas, a l l  g ive  t h e i r  Governors a  s t r o n g  r o l e  over  t he  execut ive  branch. More- 
over ,  S t a t e s  wi th  t h e  newest cons t i tu t ions- -Alaska  and Hawaii--also rank h igh ,  
a s  we l l  a s  s e v e r a l  more spa r se ly  populated S t a t e s  t h a t  have a s t rong  t r a d i t i o n  of 
p o l i t i c a l  competi t ion between two p a r t i e s .  While p o l i t i c a l  f a c t o r s  have no t  been 
s u b j e c t  t o  d e t a i l e d  s c r u t i n y  h e r e ,  t hese  summary f ind ings  suggest  t h a t  S t a t e s  
with complete o r  s u b s t a n t i a l  one-party dominance a r e  l e s s  i nc l ined  gene ra l ly  t o  
provide the  Governor w i th  e x p l i c i t  con t ro l s  over  S t a t e  admin i s t r a t ion .  This  ten-  
t a t i v e  f ind ing  corresponds wi th  t h a t  of an e a r l i e r  comparative s tudy of t h e  f o r -  
mal powers of t h e  ~ove rnor s := /  

The more h igh ly  compet i t ive  S t a t e s  tend t o  concent ra te  power 
i n  t he  hands of t h e  Governor. . . . P o l i t i c a l  c h a r a c t e r i s t i c s  
a r e ,  of course ,  r e l a t e d  t o  t he  s i z e  of t he  S t a t e  and i t s  de- 
g r e e  of  urbanism. Yet p a r t y  competi t ion may be t h e  c r i t i c a l  

* Compiled by t h e  Council of  S t a t e  Planning Agencies, Washington, D.C. ,  a s  of 
June 1967. 
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fac to r - - the  need f o r  p a r t i e s  to  make t h e i r  mark i n  a  competi- 
t i v e  p o l i t i c a l  s i t u a t i o n .  The p r inc ipa l  aberra t ions  from the 
graduation of power according t o  s i z e  a r e  those S ta tes  out  of 
l i n e  i n  terms of competition as  wel l .  

As has been s t r e s s e d  throughout the  gubernator ia l  sec t ion  of t h i s  por- 
t i o n  of the r e p o r t ,  there  i s  no necessary re la t ionsh ip  between the  formal powers 
of a  Governor and the  degree of influence he a c t u a l l y  wields.  The business of 
administering an urban, highly populous S t a t e  can be an arduous assignment, one 
requir ing a  more ordered system of controls  over the  executive branch. Yet such 
formal powers may not be necessary Tor the  Governor to  in£ luence S t a t e  pol icy  and 
adminis t ra t ion i n  smal ler ,  l e s s  urb; S t a t e s .  Governors with s t rong formal pow- 
e r s  a r e  more l i k e l y  t o  be able  t o  ex r c i s e  e f f e c t i v e  d i r e c t i o n  and con t ro l .  
These summary findings concerning ~ o v e r n o r s '  formal a u t h o r i t y ,  the re fo re ,  
cannot be ignored, e spec ia l ly  i f  the  various claims regarding the  negative im-  
pact  f ea tu res  of Federal g ran t s  a r e  to  be taken se r ious ly .  Many of these fea-  
tu res ,  a f t e r  a l l ,  go to  the  hea r t  of the question of the  ~ o v e r n o r s '  formal 
adminis t ra t ive  au thor i ty .  

This summary analys is  of formal gubernator ia l  powers h igh l igh t s  g rea t  
v a r i a t i o n s  as  well  as  many s i m i l a r i t i e s  i n  S t a t e  p rac t i ce .  I n  b r i e f ,  i t  can be 
s t a t e d  t h a t  wi th in  the  American federa l  system no Governor approaches the  Pres- 
ident  of the  United S ta tes  i n  terms of comparable c o n s t i t u t i o n a l  au thor i ty  and 
not too many of them enjoy executive power comparable t o  the  Mayors of the 
  at ion's l a r g e s t  c i t i e s .  

The Legislature's Role 

S t a t e  l e g i s l a t u r e s  a r e  as  a f fec ted  by the  impact of Federal  grant  pro- 
grams a s  the executive branches and the  Governors. Their lawmaking, administra-  
t i v e  overs ight ,  and f i s c a l  functions--and i n  some instances the  c o n s t i t u t i o n a l  
amending role--are  a l l  conditioned to  a  g r e a t e r  o r  l e s s e r  degree by the grant-in-  
a id  system. Does a  S t a t e  author ize  i t s  l o c a l i t i e s  to  p a r t i c i p a t e  i n  a  grant  pro- 
gram; does a  S t a t e  i t s e l f  jo in  i n  various g ran t  programs; is i t s  bureaucracy 
s t ruc tu red  and empowered t o  implement jo in t  ac t ion  programs; i s  the Governor pro- 
vided adequate management controls  over the  executive branch; to  what extent  i s  
a  program matched with S t a t e  funds--these a r e  but a  few of the  c r i t i c a l  grant-  
r e l a t e d  questions which S t a t e  l e g i s l a t u r e s  alone can decide. These responsibi l -  
i t i e s  a r e  merely pa r t  of the g r e a t e r  r o l e  which has f a l l e n  to  S t a t e  l e g i s l a t u r e s  
i n  t h i s  rapidly  changing e ra  of mushrooming S t a t e  funct ions ,  l a rge r  S t a t e  bud- 
g e t s ,  expanding S t a t e  personnel and more i n t r i c a t e  intergovernmental r e l a t i o n s .  

The purpose here i s  to  a s c e r t a i n  to  what extent  the  l e g i s l a t u r e s  a r e  i n  
an adequate pos i t ion  formally t o  deal  with,  d e l i b e r a t e  on, and decide these  bas ic  
questions of S t a t e  policy.  To have ra i sed  t h i s  i s sue  a  century o r  more ago would 
have been inconceivable, f o r  the  most conspicuous f e a t u r e  of the f i r s t  S t a t e  con- 
s t i t u t i o n s  was the  preeminent pos i t ion  assigned the  S t a t e  l e g i s l a t u r e .  The i m -  
pact of Jacksonian democracy and the  aftermath of the panic of 1837 produced 
some l i m i t s  on l e g i s l a t i v e  power to incur S t a t e  debt.  The major phase of shack- 
l ing  the  l e g i s l a t u r e ,  however, occurred during the shor t  space of about 15 years 
following the  C i v i l  War when vo te r s  i n  severa l  S ta tes  revol ted  agains t  t h e i r  leg- 
i s l a t u r e s  and placed i n  the  S t a t e  cons t i tu t ions  a  v a r i e t y  of r e s t r i c t i o n s  and 
impediments to  l e g i s l a t i v e  a c t i v i t y .  A century l a t e r  many of these shackles 
s t i l l  bind and to  s t r i k e  them off  i s  the underlying motive of various current  
nationwide reform e f f o r t s .  



Despite the many r e s t r i c t i o n s  imposed i n  the  1870's and 1880's the  
S ta tes  continued t o  provide p r a c t i c a l l y  a l l  domestic government i n  t h i s  country 
u n t i l  around World War I, when the Federal Government began t o  s t i r .  During the 
war years,  two major grant  programs were enacted and s ince  then the  t o t a l  number 
of grant  programs has increased to  over 379 and continues t o  mount. The i s sue  
a r i s e s  then: Do the  l e g i s l a t u r e s  have the  time, the  too l s ,  and the  organization 
to come t o  g r i p s  with the many questions of policy,  administrat ion and finance 
t h a t  the grant-in-aid system has produced? 

Time and continuity.--Adequate time and cont inui ty  of a t t e n t i o n  a r e  two 
f a c t o r s  influencing the l e g i s l a t u r e s '  capacity t o  deal  with these  questions.  A t  
the  end of World War I1 only 4 S ta tes  had annual regular  sess ions ,  while today 
14 l e g i s l a t u r e s  do and another 6 meet annually with off-year sessions l imi ted  t o  
budget o r  f i s c a l  problems. I n  addi t ion,  the  odd-numbered year sess ions  of the  
Tennessee General Assembly can be reconvened i n  the  following year,  i f  desired.* 
The other  29 S t a t e  l e g i s l a t u r e s  s t i l l  meet f o r  regular  sess ions  on a b iennia l  
bas i s .  

Most S t a t e  l e g i s l a t u r e s  a r e  r e s t r i c t e d  as  t o  length of sess ion.  Eight 
S ta tes  with annual sess ions ,  and nine  with b iennia l ,  have no l imi ta t ions  on the  
length of the sess ions .  A l l  o thers  have some l imi ta t ions .  Table 42 groups the  
S ta tes  according to  the frequency and length of l e g i s l a t i v e  sess ions .  

To what extent  do the l e g i s l a t u r e s  themselves have control  over c a l l i n g  
spec ia l  sess ions  and determining the  subjects  thereof ,  and what l i m i t s  a r e  placed 
on t h e i r  length?  As indicated i n  Table 43, only 12 S t a t e  l e g i s l a t u r e s  may c a l l  
themselves in to  sess ion.  Twenty-one may determine sub jec t s .  Only nine  may both 
c a l l  themselves i n t o  sess ion and determine sub jec t s .  I n  28 S ta tes  the re  i s  no 
l imi ta t ion  on the  durat ion of a spec ia l  sess ion once it has convened. In  n ine  
S ta tes ,  the  l e g i s l a t u r e  has no au thor i ty  t o  c a l l  i t s e l f  in to  sess ion,  cannot de- 
termine subjects  and cannot meet beyond a c e r t a i n  period.  

With reference t o  tenure,  as  indicated by Fig.  21, i n  Alabama, Louisi- 
ana, Maryland, Miss iss ippi  and Nebraska, a l l  members a r e  e lec ted to  4-year terms. 
Of the remaining S ta tes ,  33 have 2-year House terms and 4-year Senate terms; 12 
have 2-year terms f o r  both chambers. 

Although the  noncontinuous character  of most S t a t e  l e g i s l a t u r e s  i s  f r e -  
quently c i t e d  as  a major weakness, i t s  negative impact perhaps may be exagger- 
a ted .  A recent  survey of S t a t e  agency heads indicated t h a t  44 percent of the  
respondents f e l t  t h a t  t h e i r  l e g i s l a t u r e s  exercised g rea te r  control  over t h e i r  
agencies'  a f f a i r s  than the Governor, while a l i t t l e  l e s s  than one-third l i s t e d  
the Governor as having g rea te r  author i ty  and 22 percent r a t ed  them about the 
same.=/ A t  t he  same time, only 20 percent f e l t  tha t  the l e g i s l a t u r e  was bas i -  
c a l l y  more sympathetic t o  t h e i r  agency goals and 55 percent indicated the Gover- 
nor had a b e t t e r  understanding. In  a s imi la r  vein,  l e s s  than one-fourth pre- 
f e r red  l e g i s l a t i v e  t o  gubernator ia l  o r  o the r  controls .  

In 1967, the Vermont l e g i s l a t u r e  a lso  adjourned i t s  b iennia l  sess ion t o  re-  
convene on January 3, 1968. The example of Tennessee and Vermont may provide a 
precedent which other  S ta tes  now meeting only every other  year may choose t o  
follow. 



TABLE 42. --FREQUENCY AND LENGTH OF STATE LEGISLATIVE SESSIONS, 196 7 

Frequency 

Annua 1 r e g u l a r  
s e s s i o n s  

Annual r egu la r  
and budget 
s e s s ions  

Biennia 1 
s e s s i o n s  

L imi t a t i on  on Length o f  Regular Sess ions  
90 o r  Less Than 

Unlimited 

Alaska 
C a l i f o r n i a  
Kansas 
Massachuset ts  
Michigan 

New J e r s e y  
New York 
Pennsy Zvania 

I l l i n o i s  
Iowa 
Maine 
M i s s i s s i p p i  
Nebraska 

Ohio 
Oregon 
Ve rrnon t 
Wisconsin 

More Davs 

Ok lahoma 
Tennessee 

Colorado 
De lawa r e  

Connect icut  
Minnesota 
Missouri  
New Hampshire 
North Caro l i n a  

Texas 

60-90 Days 60  Days 

Arizona Georgia 
Mary land South Caro l ina  
Rhode I s l a n d  

Hawaii 
Louisiana 
New Mexico 
West V i rg in i a  

Arkansas Alabama 
F l o r i d a  Idaho 
Indiana South Dakota 
Kentucky Wyoming 
Montana 

Nevada 
North Dakota 
Utah 
V i r g i n i a  
Washington 

Source: Adapted from Council o f  S t a t e  Governments, American S t a t e  Leg i s l a tu re s :  
Thei r  S t r u c t u r e s  and Procedures (Chicago, 1967), p. 6.  



TABLE 43.--STATE LEGISLATIVE CONTROL OVER SPECIAL SESSIONS, 1967 
F 

L e g i s l a t u r e  May C a l l ;  May Determine Subjec t ;  
No L imi t a t i on  on Length 

Connect icut  Massachuset ts  

L e g i s l a t u r e  May C a l l ;  May Determine Subjec t  

Alaska 
New Hampshire 
V i r g i n i a  

Arizona 
New Mexico 

Georgia 
Tennessee 

L e g i s l a t u r e  May C a l l ;  NO L imi t a t i on  on Length 

Nebraska 
West V i rg in i a  

May Determine Subjec t ;  No L imi t a t i on  

Iowa 
Minnesota 
Oregon 
Vermont 

Alabama 
Maryland 

C a l i f o r n i a  
Kentucky 
New York 
Pennsylvania 

Arkansas 
Idaho 
Nevada 

Kansas Ma i n  e 
New J e r s e y  North Dakota 
South Ca ro l i na  South Dakota 
Washington Wyoming 

May Determine Subjec t  

F l o r i d a  
North Ca ro l i na  

No L imi t a t i on  on Lenpth 

Colorado 
Michigan 
Ohio 
Rhode I s l a n d  

L e g i s l a t u r e  May C a l l  

Louis iana  

L e g i s l a t u r e  Has No Au tho r i t y  

Delaware 
Missour i  
Texas 

Ind iana  

I l l i n o i s  
Mis s i s s ipp i  
Oklahoma 
Wisconsin 

Hawaii 
Montana 
Utah 

Source: Adapted from Council of S t a t e  Governments, American 
S t a t e  L e g i s l a t u r e s :  The i r  S t r u c t u r e s  and Procedures  
(Chicago, 1967). 
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TABLE 44.--GENERAL STAFF ASSISTANCE FOR STATE LEGISLATURES, 1967 

General Membership 

S t a t e  

Alabama 
Alaska 
Arizona 
Arkansas 
Cal i fornia  

Colorado 
Connecticut 
Delaware 
Flor ida  
Georgia 

Hawaii 
Idaho 
I l l i n o i s  
Indiana 
Iowa 

Kansas 
Kentucky 
Louisiana 
Maine 
Mary land 

Massachusetts 
Michigan 
Minnesota 
Mississippi  
Missouri 

Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 

New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

Research Leadership 
Assis tants  C l e r i c a l  Technical C l e r i c a l  

120 

some 

2 
4 

some 
var ies  



TABLE 44 

S t a t e  

Oklahoma 
Oregon 
Pennsylvania 
Rhode I s l a n d  
South Caro l ina  

South Dakota 
Tennessee 
Texas 
Utah 
Vermont 

V i r g i n i a  
Washington 
West V i r g i n i a  
Wisconsin 
Wyoming 

(CONCL ' D) . - - GENERAL STAFF ASSISTANCE FOR 
STATE LEGISLATURES, 1967 

General Membership 
Research 

A s s i s t a n t s  

some 

2 

ND 

4 

C l e r i c a l  

43 
90 
ND 

ND 

ND 
ND 

393 
ND 

20 
45 
ND 
2 3 
72 

ND = Not determinable from survey. 
NR = No reply .  

* C l a s s i f i e d .  
*Allowance f o r  s t a f f  

Leadership 
Technica l  C l e r i c a l  

Source: Based on Calv in  W .  C lark ,  A Survey of L e g i s l a t i v e  Ser- 
v i c e s  i n  t h e  F i f t y  S t a t e s  (C i t i zens  Conference on 
S t a t e  L e g i s l a t u r e s ,  A p r i l  1967), Table 13, pp. 53-54. 



TABLE 45.--FISCAL SERVICES PROVIDED BY STATE LEGISLATIVE SERVICE AGENCIES, 1967 

Budget Review and Analys i s ,  Continuous Study of Revenue 
and Expenditures ,  and L e g i s l a t i v e  Post-Audit 

Alaska 
Arkansas 
C a l i f o r n i a  
Colorado 
F l o r i d a  

I l l i n o i s  
Louis iana  
Maine 

Michigan Rhode I s l a n d  
Nevada Tennessee 
New Hampshire Texas 
New Je r sey  Utah 
New Mexico Washing ton 

Oklahoma 
Pennsylvania 

West V i r g i n i a  
Wisconsin 

Budget Review and Analys i s  and Continuous 
Study of Revenue and Expenditures  

Idaho 
Mary land 
Mis s i s s ipp i  
Ohio 

Ind iana  Iowa 
Massachuset ts  Minnesota 
Missour i  Nebraska 
Oregon 

Budget Review and Analys i s  and L e g i s l a t i v e  Post-Audit 

Hawaii North Dakota South Dakota 

Continuous Study of Revenues and Expenditures  
and L e g i s l a t i v e  Post-Audit  

V i rg in i a  

Continuous Study of Revenues and Expenditures  

Kansas 

Post-Audit  

Alabama 
Georgia 

Arizona 
Kentucky 

Connec t icu t  

No F i s c a l  Serv ices  

Delaware Montana New York* 
North Ca ro l i na  South Ca ro l i na  Vermont 
Wyoming 

$:The New York L e g i s l a t u r e ' s  f i s c a l  committees a r e  se rved  by f i s c a l  
s t a f f s  o f  t h e i r  own. 

Source: Based on C la rk ,  9. &., Table 9 ,  pp. 40-41. 



Staff.--One of the  most c r i t i c a l  f ac to rs  conditioning the  capacity of 
l e g i s l a t i v e  leaders ,  committees, and individual members t o  res  ond t o  t h e i r  

JI ". . . l eg i s -  growing r e s p o n s i b i l i t i e s  is s t a f f .  A s  one author i ty  put it:- 
l a t o r s  probably f e e l  more s t rongly  about being provided inadequate s t a f f  and 
ass i s t ance  than about low s a l a r i e s  and inadequate allowances f o r  d i r e c t ,  out-of- 
pocket expenses of t h e i r  da i ly  work. For most l e g i s l a t o r s  no experience is more 
f r u s t r a t i n g  than the  enormous gap between what const i tuents  and public seem t o  
expect and what they see  as poss ible  t o  do with the  f a c i l i t i e s  avai lable .  . . ." 

A major attempt t o  f i l l  the  gap i n  professional s t a f f  has been the  de- 
velopment of permanent l e g i s l a t i v e  se rv ice  agencies, most notably the growth of 
l e g i s l a t i v e  councils .  By the  c lose  of 1966, 44 S ta tes  had es tabl ished l e g i s l a -  
t i v e  councils  and most of the  o thers  had a l t e r n a t i v e  arrangements. Cal i fornia  
and New York use wel l -s taffed interim committees, while Hawaii and Oregon use 
spec ia l  in ter im committees, sometimes drawing fo r  s t a f f  a ss i s t ance  on permanent 
service  agencies. The West Virginia J o i n t  Committee on Government Finance under- 
takes some substant ive  s tud ies  on i t s  own i n i t i a t i v e  and conducts s tud ies  re-  
quested by the  l e g i s l a t u r e ,  and the  Mississippi l e g i s l a t u r e  has es tabl ished spe- 
c i a l  in ter im study committees from time t o  time. 

I n  40 S ta tes ,  according t o  a recent study of the  Council of S t a t e  Gov- 
ernments, s e c r e t a r i a l  ass is tance is given t o  a l l  standing committees, but i n  t h e  
remaining, such ass i s t ance  i s  l imi ted t o  committees on finance,  appropriation,  
ways and means and judiciary.  F i sca l  committees i n  a l l  S ta tes  have c l e r i c a l  
assistance.=/ The Ci t izens  Conference on S t a t e  Legis la tures  repor ts  t h a t  only 
seven l e g i s l a t u r e s  provide most standing committees with funds f o r  some technica 

136) s t a f f i n g :  Cal i fornia ,  Hawaii, Michigan, Minnesota, Ohio, Texas and New York.- 
As shown i n  Table 44, i n  a t  l e a s t  ten S t a t e s ,  some research ass i s t ance  is  pro- 
vided to  the  general  membership. C le r ica l  a ss i s t ance  i s  provided t o  l e g i s l a t i v e  
leaders i n  29 S ta tes ,  and some technical  a ss i s t ance  i s  provided i n  19. 

The s t a f f  question--especially as i t  concerns standing committees--is 
c losely  re la ted  t o  the  cont inui ty  problem discussed e a r l i e r .  I f  committee s t a f f  
disappears when the  sess ion adjourns and a l l  tha t  remains i n  the  interim is the  
l e g i s l a t i v e  council ,  the  l e g i s l a t u r e  as  a whole and c e r t a i n l y  i t s  major standing 
committees a r e  r e l a t i v e l y  impotent t o  deal  e f fec t ive ly  with grant- re la ted prob- 
lems. A t  present,  only Cal i fornia  and New York have major standing committees 
s t a f f e d  on a year-round bas i s .  

The noncontinuous character  of most S t a t e  l e g i s l a t u r e s  a l so  prevents 
g rea te r  a t t e n t i o n  by l e g i s l a t o r s  and s t a f f s  t o  t h e  i n i t i a l  development of grant  
programs i n  the  Congress. Rarely do S t a t e  l e g i s l a t o r s  t e s t i f y  a t  committee hear- 
ings and otherwise p a r t i c i p a t e  i n  the  ea r ly  s tages  of Federal l e g i s l a t i o n  i n  a 
manner s imi la r  t o  the present a c t i v e  r o l e  of many l o c a l  o f f i c i a l s  and some Gov- 
ernors.  

Budget review and f i s c a l  services.--Since the  appropriation of funds is 
the  most important and complicated l e g i s l a t i v e  function,  severa l  l e g i s l a t u r e s  
have b u i l t  up addi t ional  s t a f f  services  f o r  budget review and study of revenues 
and expenditures. A 1967 survey by the Ci t izens  Conference on S t a t e  Legis la tures  
repor ts  three  basic categor ies  of l e g i s l a t i v e  f i s c a l  services :  (1) budget review 
and analys is ;  continuous study of revenues and expenditures; and (3 )  l e g i s l a -  
t i v e  pos t -aud i :?b /  Table 45 groups those S t a t e  l e g i s l a t i v e  se rv ice  agencies 
which provide these services  e i t h e r  s ingly  o r  i n  combination. Twenty-two provide 
a l l  th ree  services ;  15 have two of the  th ree  services ;  and s i x  provide only one 



s e r v i c e .  I n  seven S t a t e s  no d i r e c t  f i s c a l  s e r v i c e  is  provided by the  l e g i s l a t i v e  
s e r v i c e  agency. I n  terms of personnel ,  15 S t a t e s  have f i v e  o r  more s t a f f  per -  
forming budget and f i s c a l  review--in add i t i on  t o  t h e  pos t - aud i t  func t ion .  

The f i s c a l  cycle.--A p r i n c i p a l  t a sk  of S t a t e  execut ives  and l e g i s l a t u r e s  
nowadays is t o  t ake  i n t o  account t h e  a v a i l a b i l i t y  of Federa l  g r a n t s  when prepar -  
ing t h e i r  budgets .  This i s  sometimes d i f f i c u l t  because of unce r t a in ty  a s  t o  t h e  
amount of Federa l  funds t h a t  might be a l l o c a t e d  t o  a  S t a t e  f o r  a  p a r t i c u l a r  pro- 
gram--not t o  mention when they  w i l l  be a v a i l a b l e .  The S t a t e  and Federa l  budget 
cyc l e s  f u r t h e r  complicate  t h i s  task .  Since most of t h e  major g r a n t  programs r e -  
q u i r e  some matching on the  p a r t  of t h e  S t a t e ,  t h i s  po r t i on  can r ep re sen t  a  s i g n i f -  
i c a n t  element i n  a  S t a t e  budget.  I d e a l l y ,  t h e  l e g i s l a t u r e  would be a b l e  t o  make 
a  sound e s t ima te  of a v a i l a b l e  Federa l  funds f o r  t he  succeeding f i s c a l ,  o r  i n  c a s e  
of b i e n n i a l  s e s s ions ,  f o r  t h e  two succeeding f i s c a l  yea r s .  

Obviously, a  reasonable  e s t ima te  i s  u n l i k e l y  i f ,  by t h e  time t h e  l e g i s -  
l a t u r e  must adopt a  budget,  Congress o r  t h e  app rop r i a t e  Federa l  agency has no t  
determined t h e  var ious  amounts t o  be a l l o c a t e d  among t h e  S t a t e s .  Leg i s l a tu re s  
which have annual r egu la r  s e s s ions  have an obvious advantage i n  t h i s  regard  over 
those  which meet b i e n n i a l l y ,  a l though t h e  use  of s p e c i a l  s e s s ions  can overcome 
some of t h e  disadvantages of t h e  b i e n n i a l  s e s s i o n .  

Frequent ly ,  Congress does not  take  f i n a l  a c t i o n  on app rop r i a t i ons  and 
new programs u n t i l  l a t e  f a l l ,  w e l l  a f t e r  i nd iv idua l  S t a t e  agencies  have submit ted 
t h e i r  r eques t s  t o  t h e  budget-making a u t h o r i t y .  Furthermore, where t h e  f i n a l  a l l o -  
c a t i o n  of app rop r i a t i ons  depends upon t h e  a c t i o n  of a  Fede ra l  agency, even more 
time has e lapsed  before  t h e  S t a t e  can t ake  account of t h e  a l l o c a t i o n  i n  i t s  bud- 
g e t  proposa ls .  F igs .  22 and 23 show t h e  S t a t e  budget cyc l e  p a t t e r n s  a s  they r e -  
l a t e  t o  t h e  l e g i s l a t u r e ' s  r o l e .  

Genera l ly ,  t h e  execut ive  budget-making a u t h o r i t y  reviews budget r eques t s  
dur ing  t h e  f a l l  and submits t h e  proposed budget t o  t h e  l e g i s l a t u r e  when i t  con- 
venes i n  t h e  fol lowing January--or s h o r t l y  t h e r e a f t e r .  I n  1967, f o r  example, a l l  
bu t  s i x  of t h e  r e g u l a r  s e s s i o n  l e g i s l a t u r e s  convened i n  January.  North Caro l ina ,  
Hawaii and Tennessee assembled i n  February, F l o r i d a  i n  A p r i l ,  and Alabama and 
Louisiana i n  May. I n  two S t a t e s  (Miss i ss ippi  and Oregon) t h e  budget was submit- 
t e d  t o  members of t h e  l e g i s l a t u r e  on December 1 before  t h e  s e s s i o n .  I n  Kentucky, 
t h e  budget i s  submit ted t o  t h e  l e g i s l a t u r e  a s  the  Governor d e s i r e s .  

Do t h e  S t a t e s  have s u f f i c i e n t  time t o  work on t h e i r  budgets a f t e r  con- 
g r e s s i o n a l  and Federa l  admin i s t r a t i ve  dec i s ions  on a l l o c a t i o n s  and programs a r e  
made? The most time-consuming phase of t h e  process i s  t h e  execut ive  p repa ra t ion  
of t h e  budget which begins i n  some S t a t e s  a s  e a r l y  a s  August and must be f i n i s h e d  
by t h e  next  January o r  February.  With l a t e  congress iona l  a c t i o n  i n  t he  f a l l  n o t  
uncommon, and wi th  Federa l  agency dec i s ions ,  where r equ i r ed ,  coming even l a t e r ,  
t h e  S t a t e  budget-making a u t h o r i t y  may be forced  t o  submit t o  t h e  l e g i s l a t u r e  a  
budget t h a t  i s  incomplete o r  inadequate i n  c e r t a i n  program a r e a s  dependent upon 
Federa l  a i d .  Presumably, t he  necessary  information on Federa l  a l l o c a t i o n s  would 
be a v a i l a b l e  t o  most l e g i s l a t i v e  s e s s ions  by the  time f i n a l  a c t i o n  on t h e  budget 
i s  necessary .  But even so ,  t h i s  time lag  may f o r c e  h u r r i e d  guesses and perhaps 
f a i l u r e  t o  budget f o r  some programs a t  a l l ,  e s p e c i a l l y  new ones. 

S t a t e  execut ives  have r a i s e d  ques t ions  w i th  t h e  O f f i c e  of Emergency 
Planning '  s f i e l d  t r i p  s t a f f  concerning t h e  Federa l  f i s c a l  c y c l e  and g r a n t  t iming 
p r a c t i c e s .  Moreover, t h i s  problem has bothered S t a t e  budget o f f i c e r s  enough t o  
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prompt sugges t ions  t h a t  S t a t e  budget cyc l e s  be rephased t o  h e l p  overcome some of 
t h e  d i f f i c u l t i e s .  

I n  t h e  29 S t a t e s  which s t i l l  budget on a  b i e n n i a l  b a s i s ,  t h e  problem, of 
course ,  is  f u r t h e r  aggravated by t h e  added 12-month de l ay .  L e g i s l a t o r s  i n  t h e s e  
S t a t e s  cannot a n t i c i p a t e  t h e  new programs, no r  f o r e c a s t  t h e  amount of Fede ra l  
funds t h a t  w i l l  be a v a i l a b l e  dur ing  t h e  second f i s c a l  y e a r .  

L e g i s l a t u r e s  t h a t  meet on ly  b i e n n i a l l y  then a r e  u s u a l l y  faced  w i th  a l l  
t h e  new Fede ra l  g r a n t  l e g i s l a t i o n  enac ted  by two s e s s i o n s  of Congress.  Major 
Federa l  and S t a t e  execu t ive  a c t i o n s  may a l s o  r e q u i r e  c o n s i d e r a t i o n .  The accumu- 
l a t i o n  of n e a r l y  two yea r s '  p roduct ion  of Fede ra l  programs seems t o  demand more 
than  b i e n n i a l  a t t e n t i o n  by S t a t e  l e g i s l a t u r e s ,  most of which a r e  n o t  s t a f f e d  t o  
keep t r a c k  of developments between s e s s i o n s .  

Summary.--In a  1963 r e p o r t ,  t h e  Committee on Organiza t ion  of L e g i s l a t i v e  
Se rv i ce s  of t he  Nat iona l  L e g i s l a t i v e  Conference had much t o  say  about t h e  l e g i s -  
l a t u r e ' s  budget review and f i s c a l  a n a l y s i s  f u n c t i o n s .  The committee'  s recommen- 
d a t i o n s  may be b r i e f l y  summarized a s  fol lows:138/  

Budget Review and Analysis  

Each S t a t e  should provide  adequate  s t a f f  t o  make e f f e c t i v e  
t h e  l e g i s l a t u r e ' s  c o n t r o l  over  t h e  a p p r o p r i a t i n g  process .  

L e g i s l a t i v e  f i s c a l  r e s p o n s i b i l i t y  should be a  con t inu ing  
f u n c t i o n .  

The l e g i s l a t u r e  has  an o b l i g a t i o n  t o  make i t s  i n t e n t  unmis- 
t akab ly  c l e a r  w i th  r e s p e c t  t o  t h e  app rop r i a t i on  a c t .  

Each b i l l  which would a f f e c t  income o r  app rop r i a t i ons  should 
be accompanied by an e s t ima te  of i t s  f i s c a l  impact.  These 
e s t ima te s  should be reviewed by t h e  l e g i s l a t i v e  budget review 
agency. 

L e g i s l a t i v e  budget review s t a f f  should have acces s  t o  S t a t e  
departments  f o r  t h e  purpose of a s c e r t a i n i n g  t h e i r  budget 
requi rements .  

Pos t  Audit  

1. Pos t  a u d i t  of S t a t e  f i s c a l  ope ra t i ons  should be organized  and 
c o n t r o l l e d  s o  t h a t  t h e  l e g i s l a t u r e  w i l l  o b t a i n  in format ion  of 
t h e  k ind  and a t  t h e  t imes t h a t  i t  o r  i t s  a u d i t  cormnittee spec-  
i f  i e s .  

2 .  The pos t  a u d i t o r  should be made s u b j e c t  t o  l e g i s l a t i v e  c o n t r o l  
and supe rv i s ion .  

3 .  The l e g i s l a t u r e  should e s t a b l i s h  a  cont inu ing  j o i n t  a u d i t  com- 
m i t t e e  t o  s p e c i f y  t h e  scope and types  of a u d i t s  d e s i r e d  a s  
gu ides  t o  t h e  pos t  a u d i t o r ,  and t o  r e c e i v e  and a c t  upon the  
pos t - aud i t  r e p o r t s .  



The e a r l i e r  analys is  suggests t h a t  about hal f  of the S t a t e s  now u t i l i z e  
a t  l e a s t  a  majori ty of these seven elements of good l e g i s l a t i v e  f i s c a l  con t ro l .  
Perhaps the  most important element i n  the  S t a t e  l e g i s l a t i v e  process,  however, i s  
the cont inui ty  of l e g i s l a t i v e  a t t e n t i o n  t o  S t a t e  a f f a i r s  genera l ly  and grant- in-  
a id  mat ters  s p e c i f i c a l l y .  The degree of cont inui ty  v a r i e s  g rea t ly  among the 
States--as we have seen. Only e ight  have annual regular sessions of unlimited 
durat ion,  i n  s h o r t ,  have the  same author i ty  as  Congress i n  t h i s  area .  Thirteen 
o the r s  have annual regular  o r  budget sess ions ,  but a r e  r e s t r i c t e d  i n  length.  The 
remaining 29 l e g i s l a t u r e s  s t i l l  meet b iennia l ly ,  with 20 having varying l imi ta-  
t ions.  

As was noted e a r l i e r ,  S t a t e  administrat ive heads a r e  f u l l y  aware of the  
l e g i s l a t u r e s '  u l t imate  con t ro l  over t h e i r  finances and program au thor i ty ,  but 
many resent  it and t h i s  i n  i t s e l f  ind ica tes  the need f o r  more ca re fu l  exercise 
of l e g i s l a t i v e  respons ib i l i ty  i n  the  f i s c a l ,  overs ight ,  and law-making processes. 
Continuity may not be c r u c i a l  t o  remind S t a t e  agency heads of the  l e g i s l a t u r e ' s  
r o l e ,  but i t  i s  c r i t i c a l  to the  e f f e c t i v e  performance of i ts  overa l l  policymaking 
function and its new, expanding r o l e  with reference t o  grants- in-a id .  

The Impact of Federal Grant Programs Upon 
Local Government 

Local governments i n  the  United S ta tes  receive Federal grant  a s s i s t ance  
--sometimes d i r e c t l y  supplemented by S t a t e  aid--under a  wide and o f t en  bewilder- 
ing range of d i f f e r e n t  programs and author iza t ions  with varying provisions and 
requirements. They qua l i fy  as  d i r e c t  r ec ip ien t s  of a id  under a t  l e a s t  68 of the  
379 separa te  Federal grant  programs (avai lable  January 1, 1967). In  12 of these 
programs the  loca l  governments a r e  the  only e l i g i b l e  r ec ip ien t s ,  i n  the  o ther  56 
public and p r iva te  i n s t i t u t i o n s  and individuals  a l s o  qual i fy .  

Local governments may a l so  receive  Federal a s s i s t ance  under some of the  
311 o the r  programs, depending upon pa t t e rns  of funct ional  r e s p o n s i b i l i t i e s  and on 
provisions of S t a t e  plans and l e g i s l a t i o n .  For example, i n  those S ta tes  where 
loca l  governments have highway and welfare  r e s p o n s i b i l i t i e s ,  they may receive  
Federal a id  funds through the S t a t e .  Urban planning ass i s t ance  f o r  communities 
of under 50,000, while administered and a l located by a  S t a t e  agency and not  d i -  
r e c t l y  ava i l ab le  t o  l o c a l  governments, can be used only f o r  a s s i s t ance  t o  loca l  
governments. Aid ava i l ab le  under the  Hill-Burton h o s p i t a l  const ruct ion program, 
on the o ther  hand, depends on the  provisions of the  required S t a t e  plan and may 
go d i r e c t l y  t o  l o c a l  governments v i a  an appl ica t ion approved by a  S t a t e  agency 
o r  i n d i r e c t l y  through a l loca t ion  by the  S t a t e .  The circumstances under which 
Federal a id  t o  the  S ta tes  is ,  i n  tu rn ,  t ransferred t o  l o c a l i t i e s  c l e a r l y  vary 
considerably from program to  program. 

A l l  grants  f o r  which loca l  governments a r e  d i r e c t l y  e l i g i b l e  a r e  project  
grants .  One consequence of the  separa te  p ro jec t  grant  approach has been t o  pro- 
duce strong competition among the loca l  ju r i sd ic t ions  f o r  Federal grant  a s s i s -  
tance. Such competition can be heal thy,  of course,  and s t imulate  a  high l e v e l  of 
performance. On the  o the r  hand, i t  can f o s t e r  "grantsmanship" and place a  pre- 
m i u m  on l a rge  and specia l ized s t a f f s  knowledgeable i n  the  techniques of obtaining 
grant  assistance--a capab i l i ty  which may not necessa r i ly  have a  d i r e c t  co r re la -  
t i o n  with the need f o r  the  ass i s t ance  and which medium-sized and small ju r i sd ic -  
t ions  f requent ly  have d i f f i c u l t y  meeting. 



S t a t e  involvement i n  the administrat ion of Federal grant  a s s i s t ance  to  
l o c a l  governments a r i s e s  pr imar i ly  i n  th ree  ways: (1) S t a t e  authorizing o r  f a -  
c i l i t a t i n g  ac t ion  may be necessary f o r  l o c a l  pa r t i c ipa t ion ;  (2 )  the  S t a t e  may be 
d i r e c t l y  involved i n  administering the  grant  program; and (3)  S t a t e s  may provide 
a  share  of the  required non-Federal matching funds. A l l  of these  re la t ionsh ips  
a r e  of v i t a l  and continuing concern t o  l o c a l  governmental o f f i c i a l s .  Some ind i -  
ca t ion  of t h e i r  views on these re la t ionsh ips  and other  grant- re la ted  topics  was 
provided i n  the  e a r l i e r  summary of surveys of S t a t e  and l o c a l  o f f i c i a l s .  

S t a t e  author iza t ion and fac i l i t a t ion . - -Loca l  governments der ive  t h e i r  
author i ty  t o  p a r t i c i p a t e  i n  the  Federal  grant-in-aid programs from the S t a t e .  
The source of such au thor i ty  can be e i t h e r  c o n s t i t u t i o n a l  o r  s t a t u t o r y .  A s  a  
general  matter  f o r  conventional urban funct ions ,  the bas ic  l ega l  instrument which 
es tab l i shes  municipal i t ies  and towns provides adequate au thor i ty  f o r  pa r t i c ipa -  
t i o n  i n  g ran t  programs, e spec ia l ly  i n  those S t a t e s  where e i t h e r  cons t i tu t iona l  
o r  s t a t u t o r y  home r u l e  powers a r e  ava i l ab le .  

The extent  of pa r t i c ipa to ry  au thor i ty  v a r i e s  considerably according t o  
d i f f e r e n t  types of l o c a l  governments. Ju r i sd ic t ions  with only l imi ted  urban 
powers may not be able  to  p a r t i c i p a t e  i n  urban programs without add i t iona l  spe- 
c i f i c  ac t ion  by the l eg i s l a tu re .  This i s  t rue  f o r  counties i n  a  considerable,  
but decreasing number of S ta tes .  Generally, however, f o r  conventional functions 
wi thin  the  normal range of r e s p o n s i b i l i t i e s  of l o c a l  governments, add i t iona l  
s p e c i f i c  author iza t ion is not usual ly  needed. 

Yet two problems remain: f i r s t ,  s p e c i f i c  author iza t ions  may be required 
f o r  new programs and the re  a r e  ju r i sd ic t ions ,  such a s  r u r a l  counties,  not  custom- 
a r i l y  empowered t o  undertake se rv ice  programs even of a  more t r a d i t i o n a l  nature ;  
second, ex i s t ing  S t a t e  laws and regula t ions  may present  impediments t o  l o c a l  par- 
t i c i p a t i o n .  

Sta te-author iz ing l e g i s l a t i o n  f o r  pa r t i c ipa t ion  of l o c a l  governments i n  
urban renewal programs i l l u s t r a t e s  the  problem where o the r  than t r a d i t i o n a l  urban 
functions a r e  involved. Although the  urban renewal program was o r i g i n a l l y  estab- 
l i shed  i n  1949, i t  was not u n t i l  1957 t h a t  as  many as  three-fourths of the  S ta tes  
authorized l o c a l  governments t o  p a r t i c i p a t e .  A t  the  present  time only two S t a t e s  
(Louisiana and South ~ a r o l i n a )  do not author ize  p a r t i c i p a t i o n  by t h e i r  l o c a l  gov- 
ernments i n  Federal  grants  f o r  urban renewal.': Yet, i n  a  number of cases the  
author iza t ion does not  extend t o  a l l  types of l o c a l  governments nor f o r  a l l  of 
the  purposes encompassed under the  low-rent publ ic  housing and urban renewal pro- 
grams. 

Those programs which pr imar i ly  serve  t o  bring together a  number of ex- 
i s t i n g  functions f o r  a  coordinated a t t a c k  on a  major problem can present  s p e c i a l  
d i f f i c u l t i e s  i n  those S ta tes  with l imi ted  l o c a l  au thor i ty  dependent upon l e g i s -  
l a t i v e  ac t ion .  A t  the  1967 "c rea t ive  Federalism" hearings one Mayor t e s t i f i e d :  ". . . We a r e  forced,  a s  a r e  o the r  l o c a l  o f f i c i a l s ,  t o  present  l e g i s l a t i o n  every 
time we need author i ty  t o  undertake a  new program. For example, I have had t o  
f i l e  a  b i l l  which would permit us t o  qua l i fy  f o r  the  model c i t i e s  

* Flor ida  and Maryland author ize  urban renewal a c t i v i t y  by ,pecial  separa te  
a c t s  f o r  each j u r i s d i c t i o n .  However, such author iza t ion has been widespread i n  
each S ta te .  



Another type of S t a t e  l e g i s l a t i v e  au tho r i za t ion  which may be lacking  was 
a l luded to  by Sec re t a ry  Robert C .  Weaver i n  h i s  1966 testimony i n  t h e  same s e t  of 
hearings :.!@/ 

I n  many S t a t e s ,  however, communities lack  c l e a r  and p o s i t i v e  
l e g i s l a t i v e  au tho r i za t ion  to  work together  i n  t he  j o i n t  plan-  
ning and car ry ing  out  of areawide programs. Consequently, i n  
many l o c a l  a r eas  ad hoc working arrangements among c o m u n i t i e s  
and opera t ing  agencies have had t o  be e s t ab l i shed  f o r  areawide 
programing and developmental coordina t ion .  

This  l ack  can become of increas ing  concern t o  l o c a l  governments s i n c e  s e v e r a l  
Federal  g r a n t  programs now e i t h e r  r equ i r e  j o i n t  a c t i o n  under c e r t a i n  circum- 
s t ances  o r  provide a d d i t i o n a l  matching a s  an encouragement f o r  i t .  Under the 
highway a i d  program, f o r  example, areawide t r a n s p o r t a t i o n  planning must be e f -  
f e c t e d  i n  met ropol i tan  a reas  d e s i r i n g  t o  q u a l i f y  f o r  a i d .  Under t he  met ropol i tan  
development t i t l e  of t he  1966 Demonstration C i t i e s  and Metropoli tan Development 
Act a  h ighe r  propor t ion  of matching w i l l  be a v a i l a b l e  f o r  j o i n t  p r o j e c t s .  

A d i f f e r e n t  kind of  problem is  presented  by S t a t e  l e g i s l a t i o n  which ham- 
pe r s  l o c a l  government p a r t i c i p a t i o n  i n  programs f o r  which bas i c  au tho r i za t ion  
e x i s t s .  For example, t he  Advisory Commission i n  i t s  s tudy of Intergovernmental 
Rela t ions  i n  t he  Poverty Program discovered t h a t  S t a t e  l e g i s l a t i o n  and adminis- 
t r a t i v e  r egu la t ions  presented a  number of  b a r r i e r s  t o  t h e  coordinated adminis t ra -  
t i o n  of t h e  poverty program by l o c a l  governments. These included r e s t r i c t i v e  
l i cens ing  s tandards  of  day-care c e n t e r s ;  we l f a re  r egu la t ions  which d iscourage  
r e c i p i e n t s  from rece iv ing  job t r a i n i n g ;  p roh ib i t i ons  aga ins t  pub l i c  agencies con- 
t r i b u t i n g  funds t o  p r i v a t e  nonpro f i t  community a c t i o n  agencies;  res idence  re-  
quirements o r  p r a c t i c e s  which h inder  t he  i n i t i a t i o n  of work experience programs; 
laws which prevent  the  use  of pub l i c  school  f a c i l i t i e s  f o r  preschool  (Head S t a r t )  
ch i ld ren ;  and ove r ly  r e s t r i c t i v e  s tandards  f o r  t he  u t i l i z a t i o n  of nonprofessional  
and subprofess ional  educat ional  personnel .  

S t a t e  f i n a n c i a l  a s s i s t a n c e . - - I t  i s  d i f f i c u l t  t o  a s ses s  t h e  S t a t e ' s  r o l e  
i n  a s s i s t i n g  l o c a l  governments t o  meet t he  matching requirements i n  Federa l  g r a n t  
programs because of t he  d ive r se  forms t h a t  such a s s i s t a n c e  may take .  A s  t he  Ad- 
v i so ry  Commission observed i n  i t s  E i ~ h t h  Annual Report,  however, "wholesale i n -  
volvement and p a r t i c i p a t i o n  by the  S t a t e s  i n  t he  funct ions  of urban government 
continue t o  be t h e  exception r a t h e r  than the  ru le ."  

Any d i scuss ion  of S t a t e  f i n a n c i a l  a s s i s t a n c e  t o  l o c a l  governments f o r  
t h e  non-Federal matching sha re  of g r a n t  a s s i s t a n c e  programs must be placed i n  the  
t o t a l  context  of the  vary ing  a l l o c a t i o n  of revenue sources and program respons i -  
b i l i t i e s  among l e v e l s  of government. E a r l i e r  i n  t h i s  r e p o r t  i n  examining  he 
Size ,  Shape, and S i g n i f i c a n t  Fea tures  of F i s c a l  Federalism," these  varying r e l a -  
t i onsh ips  were descr ibed .  

During t h e  per iod  from 1942 t o  1957 t h e r e  was some s h i f t  from l o c a l  t o  
S t a t e  f inancing  of genera l  government s e r v i c e s .  Between 1957 and 1966, however, 
both the  S t a t e  and l o c a l  po r t ions  f e l l  because of t h e  sharp  inc rease  of Federal  
a i d  funds.  I f  Federal  funds a r e  excluded, a  c l e a r e r  p i c t u r e  emerges showing f o r  
t h e  Nation a s  a  whole a  small  s h i f t  from l o c a l  t o  S t a t e  f inancing  between 1942 
and 1957, and a  s t a t i c  s i t u a t i o n  between 1957 and 1966 but w i th  some reg iona l  
v a r i a t i o n s .  The p a t t e r n  of S t a t e  a i d  t o  l o c a l  governments was gene ra l ly  t h e  
same, i . e . ,  a  s l i g h t  i nc rease  between 1942 and 1957 and a  s t a t i c  s i t u a t i o n  from 
1957 t o  1966. The major exception was i n  t he  f i e l d  of educat ion where S t a t e  a i d  



on a  nationwide b a s i s  continued t o  inc rease  over  the  whole per iod  from 1942 t o  
1966. One p a r t i c u l a r l y  s i g n i f i c a n t  f a c t o r  i n  t he  revenue p i c t u r e  t h a t  should be 
mentioned i s  t h e  ex ten t  t o  which S t a t e s  may au tho r i ze  l o c a l  governments t o  levy 
nonproperty taxes  a s  an a l t e r n a t i v e  t o  the  provis ion  of d i r e c t  S t a t e  a i d .  Those 
S t a t e s  i n  which nonproperty taxes  provide a  s i g n i f i c a n t  percentage of  t o t a l  l o c a l  
t a x  revenue inc lude  t h e  following: Alabama (47.2%), Alaska (26.2%), New York 
(25.3%), Pennsylvania (24.6%), New Mexico (24.1%), Louisiana (23.6%), V i rg in i a  
(22.9%), Hawaii (22.4%), Kentucky (21.2%), Mis s i s s ipp i  (19.8%), Missouri  (18.2%), 
Nevada (18.0%) and Tennessee (17.6%). 

S t a t e  f i n a n c i a l  a s s i s t a n c e  t o  l o c a l  governments f o r  grant - in-a id  match- 
ing purposes may range a l l  t h e  way from s p e c i f i c  programs d i r e c t l y  designed t o  
supplement l o c a l  matching, t o  broad genera l  provis ion  of new revenue sources  t o  
f inance  l o c a l  matching o b l i g a t i o n s .  Furthermore, t h e  b a s i c  d i s t r i b u t i o n  of func- 
t i o n a l  r e s p o n s i b i l i t i e s  among l e v e l s  of  government v a r i e s  widely from S t a t e  t o  
S t a t e .  I n  a  number of S t a t e s  some of t h e  important f e d e r a l l y  aided program r e -  
s p o n s i b i l i t i e s  a r e  lodged p r imar i ly  o r  exc lus ive ly  a t  the  S t a t e  l e v e l .  

Although t h e  development has been gradual ,  t h e r e  has been s i g n i f i c a n t  
a c t i o n  by S t a t e s  i n  assuming a d d i t i o n a l  o r  t o t a l  r e s p o n s i b i l i t y  f o r  c e r t a i n  func-  
t i o n s .  North Carol ina ,  f o r  example, assumed predominant r e s p o n s i b i l i t y  f o r  gen- 
e r a l  pub l i c  educat ion a  number of years  ago; Rhode I s l a n d  r e c e n t l y  assumed major 
pub l i c  h e a l t h  r e s p o n s i b i l i t y ;  West Virg in ia  has taken over the  complete respons i -  
b i l i t y  f o r  road bu i ld ing  and Delaware, Kentucky and Vi rg in i a  have assumed a  por- 
t i o n  of i t .  The Cornonwealth of  Massachusetts i n  1967 was the  l a t e s t  S t a t e  t o  
r e l i e v e  l o c a l i t i e s  of  a l l  wel fare  c o s t s ,  inc luding  gene ra l  a s s i s t a n c e .  There i s  
cons iderable  a g i t a t i o n  i n  a  number of o t h e r  S t a t e s  where major pub l i c  we l f a re  
burdens s t i l l  f a l l  on l o c a l  governments t o  fol low a  s i m i l a r  course .  

Aside from gene ra l  S t a t e  a i d  and t h e  provis ion  of new revenue sources ,  
S t a t e  f i n a n c i a l  a s s i s t a n c e  t o  l o c a l  governments t o  supplement Federal  g r a n t s  can 
t ake  two more d i r e c t  forms. It can e i t h e r  be s p e c i f i c a l l y  i d e n t i f i e d  and r e l a t e d  
t o  Federa l  g r a n t  programs o r  i t  can be made a v a i l a b l e  f o r  program o r  func t iona l  
a r eas  f o r  which t h e r e  is  a l s o  Federal  g ran t  a s s i s t a n c e  and t h e r e f o r e  be used by 
l o c a l  governments t o  supplement such Federa l  a i d .  

Table 46 i d e n t i f i e s  s i x  b a s i c a l l y  urban programs where S t a t e  a i d  supple-  
ments l o c a l  funds t o  he lp  meet t h e  matching sha re  of  t h e  Federa l  program. A s  
mentioned e a r l i e r ,  t h e  Federal  Water P o l l u t i o n  Control  Act provides incen t ives  
f o r  those  S t a t e s  g ran t ing  a t  l e a s t  25 percent  toward cons t ruc t ion  c o s t s  of l o c a l  
sewage treatment  f a c i l i t i e s .  A s  of  September 1967, 20 S t a t e s  had ac t ed  t o  sup- 
plement l o c a l  c o s t s  whi le  a c t i o n  was pending i n  f i v e  o t h e r  S t a t e s .  Th i r ty - s ix  
S t a t e s  were provid ing  a i d  t o  l o c a l  governments f o r  a i r p o r t  cons t ruc t ion  and a 
s i g n i f i c a n t  number of  earmarked taxes  f o r  support  of t h i s  program. Eleven a s s i s -  
t ed  i n  t he  l o c a l  c o s t s  of the  Federa l  urban renewal program; t en  i n  urban mass 
t r anspor t a t ion ;  and seven i n  water  and sewer f a c i l i t y  p r o j e c t s .  F i n a l l y ,  only 
fou r  supplemented l o c a l  funds f o r  h o s p i t a l  and medical f a c i l i t i e s .  

Deep f i n a n c i a l  involvement by t h e  S t a t e s  i n  "buying into" Fede ra l - loca l  
programs cont inues  t o  be the  exception r a t h e r  than the  r u l e ,  but  perhaps a  t rend  
i n  t h e  o t h e r  d i r e c t i o n  i s  beginning. The incen t ive  provis ions  of t he  waste t r e a t  
ment works cons t ruc t ion  program, designed to  encourage S t a t e  f i n a n c i a l  p a r t i c i p a -  
t i o n ,  appear t o  have been success fu l  i n  terms of secur ing  f a i r l y  widespread S t a t e  
a c t i o n  because the  number of  S t a t e s  p a r t i c i p a t i n g  f i n a n c i a l l y  i n  municipal sewage 
p l a n t  cons t ruc t ion  numbered only  8  a t  t h e  time of enactment of t h e  Federa l  Water 
Qua l i t y  Act of 1965; i t  has now grown t o  20. 



TABLE 46.--STATE AID TO LOCALITIES SUPPLEMENTING THE LOCAL CONTRIBUTION 
UNDER SELECTED FEDERAL GRANT PROGRAMS, DECEMBER 1967 

Waste 
Treatment A i r p o r t  

Works C o n s t r u c t i o n  

Water and Urban Mass 
H o s p i t a l  Urban Sewer Transpor-  

C o n s t r u c t i o n  ~ e n e w a G /  F a c i l i t i e s  t a t i o n  

X 

21 

S t a t e  

Alabama 
Alaska 
Arizona 
Arkansas 
C a l i f o r n i a  

Co lo rado  
Connec t i cu t  
Delaware 
F l o r i d a  
Georgia 

Hawaii 
Idaho 
I l l i n o i s  
Ind iana  
Iowa 

Kansas 
Kentucky 
Lou i s i ana  
Maine 
Mary land 

Massachuse t t s  
Michigan 
Minnesota 
M i s s i s s i p p i  
Mis sour i  

Montana 
Nebraska 
Nevada 
New Hampshire 
New J e r s e y  

New Mexico 
New York 
North C a r o l i n a  
North Dakota 
Ohio 



TABLE 46 (CONCLrD).--STATE AID TO LOCALITIES SUPPLEMENTING THE LOCAL CONTRIBUTION 
UNDER SELECTED FEDERAL GRANT PROGRAMS, DECEMBER 1967 

Waste Water and Urban Mass 
Treatment A i r p o r t  Hosp i t a  1 Urban Sewer Transpor-  

S t a t e  Works C o n s t r u c t i o n  C o n s t r u c t i o n  ~ e n e w a G I  F a c i l i t i e s  t a t i o n  

Oklahoma 
Oregon x 
Pennsylvania  x 
Rhode I s l a n d  x 
South  C a r o l i n a  

South  Dakota 
Tennessee 
Texas 
Utah 
Vermont 

V i r g i n i a  
Washington 
West V i r g i n i a  
Wisconsin  
Wyoming 

1/ T y p i c a l l y  p rov ides  one -ha l f  o f  l o c a l  c o n t r i b u t i o n .  - 
2 1  Owns a l l  o r  most o f  t h e  a i r p o r t s .  - 
3 1  Prov ides  o r  h a s  provided a i d  i n  s p e c i f i e d  i n s t a n c e s .  - 
4 1  Owns and o p e r a t e s  some of the  a i r p o r t s .  - 
5 1  Sewer on ly .  - 
6 1  Loans on ly .  - 
71 Bond i s s u e .  - 
8 1  Only i n  c a s e s  o f  proven ha rdsh ip .  - 
9 1  Limited a p p l i c a t i o n .  - 
*Some o r  a l l  a i d  from a v i a t i o n - r e l a t e d  t a x e s  and revenue. 

Source: Data o b t a i n e d  from a d m i n i s t e r i n g  F e d e r a l  agenc ie s .  



S t a t e  channel in^ of Fede ra l  a id.--Local  governments a r e  among t h e  e l i -  
g i b l e  r e c i p i e n t s  d i r e c t l y  o r  i n d i r e c t l y  f o r  a  s u b s t a n t i a l  p o r t i o n  of t h e  379 Fed- 
e r a l  g r a n t  programs. S ix ty -e igh t  of t he se  g r a n t  programs go d i r e c t l y  t o  l o c a l  
government wh i l e  t he  r e s t  a r e  adminis te red  thrbugh t h e  s t a t e s .  S t a t e  involve-  
ment o r  channel ing may t a k e  two major forms. It may c o n s i s t  s o l e l y  of review 
and comment o r  approva l  of a p p l i c a t i o n s  going d i r e c t l y  from l o c a l  governments t o  
t h e  Federa l  agency, o r  t h e r e  may be more S t a t e  involvement and i n i t i a t i v e  through 
a  S t a t e  p l an ,  S t a t e  a l l o c a t i o n  of a v a i l a b l e  funds w i t h i n  t h e  S t a t e ,  o r  S t a t e  de- 
t e rmina t ion  of e l i g i b l e  p r o j e c t s  and p r i o r i t i e s .  Table  25" i d e n t i f i e s  t h e  Fed- 
e r a l  g r an t - i n - a id  programs f o r  which l o c a l  governments a r e  d i r e c t  r e c i p i e n t s  w i  ' 
no S t a t e  involvement and those  d i r e c t  Fede ra l - l oca l  programs which i n  one way o r  
another  a r e  channeled through t h e  S t a t e s .  

The p r e c i s e  n a t u r e  and s i g n i f i c a n c e  of S t a t e  involvement o r  channel ing 
i n  Federa l  g r a n t  programs v a r i e s  cons ide rab ly ,  r e f l e c t i n g  both d i f f e r i n g  Federa l  
and S t a t e  requirements  and procedures .  An e a r l i e r  Commission r e p o r t ,  Impact of 
Federa l  Urban Development Programs on Local Government Organiza t ion  and P lanning ,  
i nc ludes  a  gene ra l  d i s cus s ion  of channel ing i n  those  11 programs f o r  which i t  was 
r equ i r ed  ou t  of t he  43 programs of f i n a n c i a l  a i d  f o r  urban development a v a i l a b l e  
a t  t he  end of 1962. The arrangements descr ibed  f o r  t he  programs i l l u s t r a t e  t h e  
forms t h a t  S t a t e  channel ing can take.&' Nearly one-half  of t he  programs r e -  
quired a  S t a t e  p l an  which served a s  t h e  primary instrument  f o r  channel ing .  

S t a t e  t e c h n i c a l  a s s i s t a n c e  and agenc ies  f o r  l o c a l  a f f a i r s . - - S t a t e s  can 
f u l f i l l  an important  r o l e  i n  l o c a l  admin i s t r a t i on  of F e d e r a l l y  a ided  programs by 
provid ing  t e c h n i c a l  a s s i s t a n c e ,  thereby  complementing t h e  p r o v i s i o n  of f i n a n c i a l  
a s s i s t a n c e .  S t e a d i l y  i n c r e a s i n g  u rban i za t i on  and t h e  a t t e n d a n t  demand f o r  more 
and b e t t e r  governmental s e r v i c e s  have p laced  new and heavy burdens on a l l  govern- 
ments, i nc lud ing  l o c a l  governments.  Some S t a t e s  have responded t o  t h i s  c r i s i s  i n  
l o c a l  p u b l i c  s e r v i c e s  by i n i t i a t i n g  o r  i nc r ea s ing  t e c h n i c a l  a i d  t o  t h e i r  be lea-  
guered m u n i c i p a l i t i e s .  The e x t e n t  o f  t h i s  t e c h n i c a l  a i d  v a r i e s  broadly--by func- 
t i o n  and by S t a t e .  

Some S t a t e s  provide  t e c h n i c a l  a s s i s t a n c e  t o  l o c a l  governments i n  pro-  
gram a r e a s  which a r e  e l i g i b l e  f o r  Fede ra l  a s s i s t a n c e .  This i s  t r u e ,  f o r  example, 
of p u b l i c  h e a l t h ,  crime c o n t r o l ,  water  supply and sewage d i s p o s a l  and p u b l i c  edu- 
c a t i o n .  Ass i s t ance  i s  most f r equen t ly  provided i n  t h e  form of t e c h n i c a l  o r  pro- 
f e s s i o n a l  s k i l l s  o r  expensive and s p e c i a l i z e d  equipment, a s  i n  t h e  case  of engi -  
nee r ing ,  p lanning ,  l a b o r a t o r y  and t e s t i n g  f a c i l i t i e s  and s e r v i c e s .  

Usual ly,  i t  is  d i f f i c u l t  t o  r e l a t e  d i r e c t l y  t h e  t e c h n i c a l  a s s i s t a n c e  
rendered t o  Fede ra l  g r a n t  programs. I n  some c a s e s ,  however, such S t a t e  a s s i s -  
t ance  is  c l e a r l y  provided a s  p a r t  of t h e i r  involvement i n  t he  a d m i n i s t r a t i o n  of 
Federa l  g r a n t s  t o  l o c a l i t i e s .  S t a t e  agenc ies  may provide  engineer ing  and plan-  
ning a s s i s t a n c e  t o  l o c a l  j u r i s d i c t i o n s  under tak ing  p r o j e c t s  under t h e  f l ood  con- 
t r o l  and sma l l  watershed g r a n t  program. Perhaps t h e  most u s u a l  and complete s e r -  
v i c e s  occur  i n  connect ion w i t h  t h e  urban p lanning  a s s i s t a n c e  program f o r  c i t i e s  
and coun t i e s  under 50,000 popula t ion :  where l o c a l i t i e s  develop t h e i r  own p l ans  
and p r o j e c t s  us ing  Federa l  g r a n t  a s s i s t a n c e ,  S t a t e  c o n s u l t a t i o n  is  r equ i r ed  and 
i n  some S t a t e s  a  cons ide rab l e  p o r t i o n  of t h e  t e c h n i c a l  work may be provided d i -  
r e c t l y  by t h e  S t a t e  agency. 

See above, page 168. 



Planning a s s i s t a n c e  may a l s o  be provided t o  l o c a l i t i e s  i n  connection 
wi th  programs f o r  which a S t a t e  p lan  i s  r equ i r ed .  S t a t e  h o s p i t a l  planning agen- 
c i e s ,  fo r  example, may work wi th  l o c a l i t i e s  i n  developing s p e c i f i c  bu i ld ing  p lans  
f o r  p r o j e c t s  t o  be a s s i s t e d  under t h e  Hil l -Burton g r a n t  program. S imi l a r ly  S t a t e s  
may make engineering and planning a s s  i s  tance  a v a i l a b l e  i n  connect i on  wi th  t h e i r  
admin i s t r a t ion  of t h e  Federal  Water P o l l u t i o n  Control  ~ g e n c y ' s  program of g ran t s  
f o r  sewage d i sposa l  p r o j e c t s .  One of t h e  b a s i c  ob jec t ives  of the Elementary and 
Secondary Education Act is t o  improve S t a t e  s e r v i c e s  t o  l o c a l  school  d i s t r i c t s .  

A major r ecen t  development i n  a  cons iderable  number of S t a t e s  has  been 
t h e  establ ishment of s p e c i a l  agencies f o r  urban o r  l o c a l  a f f a i r s  t o  a s s i s t  i n  
coordina t ing  and providing s e r v i c e s  t o  l o c a l  governments. Such agencies provide 
se rv i ces  and have r e s p o n s i b i l i t i e s  not  d i r e c t l y  r e l a t e d  t o  t echn ica l  a s s i s t a n c e  
and t h e i r  t echn ica l  s e r v i c e s  a r e  no t  confined t o  f e d e r a l l y  aided programs. They 
do se rve ,  however, a s  a  s p e c i f i c  f o c a l  poin t  i n  S t a t e  government t o  which l o c a l  
governments can t u r n  both f o r  the  d i r e c t  provis ion  of t e c h n i c a l  s e r v i c e s  and f o r  
information regarding the  a v a i l a b i l i t y  of s e r v i c e s  from o t h e r  agencies .  They can 
he lp  the  S t a t e s  f u l f i l l  t h e i r  r o l e  i n  t h e  admin i s t r a t ion  of Federa l  g ran t  pro- 
grams; they se rve  a s  c lear inghouses  f o r  information regarding both S t a t e  and Fed- 
e r a l  g ran t - in -a id  programs; they can a s s i s t  i n  t he  development of p l ans ,  p r o j e c t s ,  
and a p p l i c a t i o n s  f o r  Federal  a s s i s t ance ;  and f i n a l l y  they can meet needs f o r  tech- 
n i c a l  a s s  i s  tance not  o therwise  provided. 

Some of t he  e a r l i e s t  S t a t e  agencies providing t echn ica l  s e r v i c e s  were 
loca t ed  a t  S t a t e  u n i v e r s i t i e s .  The Municipal Technical Advisory Service  a t  t he  
Univers i ty  o f  Tennessee and the  I n s t i t u t e  of Government a t  North Carol ina  a r e  
among e a r l y  examples. Others were t h e  bureaus e s t ab l i shed  i n  agencies r e spons ib l e  
f o r  f i n a n c i a l  supervis ion  of l o c a l  governments. Such bureaus u l t i m a t e l y  provided 
no t  only f i n a n c i a l  supervis ion  but  a l s o  t echn ica l  a s s i s t a n c e  i n  connection wi th  
meeting s p e c i f i c  f i n a n c i a l  requirements and a l s o  f o r  broader purposes. The two 
major examples were t h e  former Bureau of Municipal A f f a i r s  i n  t h e  Department of 
I n t e r n a l  A f f a i r s  i n  Pennsylvania and t h e  Divis ion  of Local Government i n  t h e  De- 
partment of t h e  Treasury i n  New J e r s e y .  

I n  New York, a  somewhat d i f f e r e n t  approach was taken i n  1959 by es tab-  
l i s h i n g  an independent Of f i ce  of Local Government wi th  f a i r l y  genera l  func t ions .  
The office--among o t h e r  du t i e s - - ac t s  a s  a  c lear inghouse  of information f o r  l o c a l  
governments regarding Federal  and S t a t e  s e r v i c e s  and g r a n t s  which a r e  a v a i l a b l e  
t o  them and a s s i s t s  them i n  making app l i ca t ions  and c o n t r a c t s .  I n  t h e  same year  
t h e  Local A f f a i r s  Agency i n  t h e  Of f i ce  of t h e  Governor i n  Alaska was e s t ab l i shed .  
S imi lar  agencies have s i n c e  been e s t ab l i shed  i n  Rhode I s l a n d ,  Tennessee, C a l i f o r -  
n i a ,  Colorado, I l l i n o i s ,  Wisconsin, Minnesota and Vermont .;? 

Another p a t t e r n  has emerged i n  Pennsylvania and New Je r sey  wi th  the  es-  
tabl ishment of  s t rong ,  independent l i n e  departments of community a f f a i r s .  These 
departments brought t oge the r  t he  e x i s t i n g  agencies f o r  l o c a l  a f f a i r s  and a l s o  a  
number of subs t an t ive  program r e s p o n s i b i l i t i e s  r e l a t e d  t o  l o c a l  governments, 
inc luding  t h e  admin i s t r a t ion  of  g r a n t  programs i n  a  number of a r eas  such a s  pov- 
e r t y ,  urban renewal, pub l i c  housing, and planning a s s i s t a n c e .  Recent a c t i o n  i n  
Missouri ,  Connecticut ,  Ohio and Washington e s t ab l i shed  s i m i l a r  u n i t s .  These agen- 
c i e s  provide a s t rong f o c a l  po in t  i n  S t a t e  government f o r  developing a coordina ted  

9 See Table A-34 f o r  a  more complete ana lys i s  of the  funct ions  performed by t h e  
var ious  o f f i c e s  of l o c a l  a f f a i r s .  



approach to  l o c a l  government including the channeling of Federal grant  funds 
under programs where t h i s  is provided f o r .  

It should be noted t h a t  T i t l e  I X  of the  Demonstration C i t i e s  and Metro- 
po l i t an  Development Act of 1966 es tabl ished a new program of g ran t s  f o r  urban 
information and technical  a s s i s t ance  services .  Its purpose i s  t o  a s s i s t  S ta tes  
i n  making information ava i l ab le  on urban needs and ass i s t ance  programs and ac t iv -  
i t i e s  and t o  provide technical  a s s i s t ance  to small connnuni t i e s .  

Local government planning.--As with the S ta tes ,  the  s ignif icance  
of sound, e f f e c t i v e  l o c a l  planning is p a r t i c u l a r l y  apparent i n  r e l a t i o n  to  t h e  
impact of grant  programs. The planning process along with budgeting can provide 
an independent evaluation of the  needs f o r  s p e c i f i c  programs and help  develop a 
balance among a l t e r n a t i v e  l o c a l  demands. A measure of order  and focus can be 
imposed a t  the  loca l  l eve l  on the  frequently overlapping and sometimes conf l i c t ing  
Federal programs i f  an adequate planning and budgeting operation ex i s t s .  

The 701 urban l o c a l  planning ass i s t ance  program cons t i tu tes  Federal rec- 
ognit ion of t h i s  po ten t i a l .  This program was o r i g i n a l l y  designed pr imar i ly  t o  
provide the  planning necessary f o r  e f fec t ive  use of urban development programs 
such a s  urban renewal, redevelopment, low-income public housing and publ ic  works 
f a c i l i t i e s .  It now provides support f o r  much broader and more s i g n i f i c a n t  plan- 
ning a c t i v i t i e s .  

His to r i ca l ly ,  the  o r i g i n a l  focus of l o c a l  planning was pr imar i ly  on the  
physical  development of the community. The more recent trend places increased 
emphasis on s o c i a l  and economic f a c t o r s  and the  in te r re la t ionsh ips  between physi- 
c a l  and human development o r  renewal. Msreover, with increasing urbanization many 
publ ic  programs and f a c i l i t i e s  have l a rge  se rv ice  a reas ,  going wel l  beyond t h e  
borders of the  t r a d i t i o n a l  planning ju r i sd ic t ions  and concerns. 

Federal  po l i c i es  and grant  programs have r e f l e c t e d  these trends.  While 
continuing to  support physical  planning implemented through land use controls  and 
program planning by l i n e  agencies, c e r t a i n  grant  provisions now encourage and sup- 
por t  the development of more comprehensive concepts. The connnunity renewal pro- 
gram, f o r  example, has been encouraged as  a method of bringing together i n  a sin,- 
g l e  planning process such i n t e r r e l a t e d  developments as  urban renewal, redevelop- 
ment, low income public housing, and other  programs. An areawide t r anspor ta t ion  
planning program f o r  metropolitan areas  i s  now required f o r  Federal highway a id  
f o r  such a reas .  As mentioned e a r l i e r ,  Section 204 of the  Demonstration C i t i e s  
and Metropolitan Development Act of 1966 requires  review by an areawide planning 
agency of appl ica t ions  i n  a number of grant  programs a f fec t ing  urban development. 
Final ly ,  under the  sewage treatment construction works grant  administered by the  
Federal  Water Pol lu t ion Control Agency, the basic grant  can be increased by 10 
percent i f  the aided project  conforms t o  an areawide comprehensive plan. 

There a r e  four major types of l o c a l  planning agencies i n  the  country 
today: c i t y  and municipal planning commissions, county planning agencies, metro- 
po l i t an  a rea  planning comiss ions  and regional  planning agencies. A t  the  ou t se t ,  
i t  should be noted t h a t  the re  is some overlap among these  planning agencies. For 
single-county metropoli tan areas ,  a county planning agency i s  f o r  a l l  p r a c t i c a l  
purposes a metropoli tan a rea  planning agency. In  some S ta tes ,  j o i n t  city-county 
planning agencies a r e  encouraged and, i n  s i n g l e  county metropoli tan a reas ,  they 
f requent ly  a l s o  serve  as  metropoli tan a rea  planning agencies. Although the re  is  
separa te  authorizing l e g i s l a t i o n  i n  some S t a t e s  f o r  metropoli tan a rea  planning 
comiss ions  and f o r  o ther  regional  planning comiss ions  outs ide  of metropoli tan 



areas ,  s t i l l  o the r  S ta tes  make no d i s t i n c t i o n  between them and the  regional  metro- 
po l i t can  a rea  ca tegor ies  coincide. 

The extent  of the various types of planning agencies i n  the  country has 
been highl ighted i n  some recent surveys. The Municipal Yearbook-1965 repor t s  t h a t  
of c i t i e s  over 10,000 population, near ly  1,300 of 1,400 indicated t h a t  they had 
an o f f i c i a l  planning agency. Only about one- th i rd  of the  c i t i e s ,  however, had 
fu l l - t ime  pro,fessional s t a f f .  One-fifth spent l e s s  than $1,000 annually on plan- 
ning. Among t h e  l a rge r  c i t i e s  repor t ing,  the  proportion having o f f i c i a l  agencies 
with fu l l - i ime  s t a f f  was higher; of 114 c i t i e s  over 100,000, 105 r e  o r t ed  having 

lE2 1 o f f i c i a l  planning agencies and 97 reported having fu l l - t ime  s taf f . -  

I n  the  f a l l  of 1966 the  American I n s t i t u t e  of Planners and the  Office of 
Regional Economic Development (now Office of Regional Development Planning) sur-  
veyed the 50 S ta tes  regarding the extent  of areawide planning, including count ies ,  
regions and metropoli tan areas  .XI The survey found county planning a c t i v i t y  i n  
near ly  30 percent of the a at ion's 3,000 counties and s l i g h t l y  over 100 metropol- 
i t a n  and regional  planning agencies ( including 8 i n t e r s t a t e )  i n  34 S t a t e s .  Three- 
four ths  of the  231 metropoli tan areas  have some form of areawide planning agency. 
Of these,  approximately two-thirds a r e  s i n g l e  county SMSA'S with a countywide 
planning agency including both county and city-county agencies. 

Local coordination of prant  pron-ams.--The planning and budgeting pro- 
cess i n  loca l  government i s  one of the  major elements i n  coordinating Federal  
g ran t  a s s i s t ance  with overa l l  l o c a l  object ives .  The o the r  major element i s  the 
development of organizat ional  and s t r u c t u r a l  techniques designed to  f a c i l i t a t e  
coordinated adminis t ra t ion i n  the  implementation of the  planning and budgeting 
process.  

As i n  S t a t e  government, e f f o r t s  t o  adapt l o c a l  adminis t ra t ive  organiza- 
t i o n  to  provide b e t t e r  coordination of Federal grant  adminis t ra t ion have followed 
two major courses.  The most widely used approach has been the  appointment o r  des- 
ignat ion of a s p e c i f i c  posi t ion f o r  Federal a i d  coordination.  The o the r  approach, 
which has broader general  ob jec t ives ,  has been res t ruc tu r ing  of departments and 
agencies which r e s u l t s  i n  bringing together under one adminis t ra t ion the  programs 
upon which Federal g ran t s  have t h e i r  major impact. 

The assignment of r e s p o n s i b i l i t y  f o r  Federal a id  coordination to a spe- 
c i f i c  individual  o r  o f f i c e  has included the  appointment of a development adminis- 
t r a t o r ,  an a s s i s t a n t  t o  the  chief  executive,  a  Federal  l i a i s o n  o r  Federal -c i ty  
coordinator,  or  a county development coordinator.  The appointment of a Washington 
represen ta t ive  might a lso  be considered t o  f a l l  i n  t h i s  category.  

A recent  In te rna t iona l  Ci ty  Managers' Association repor t  summarizes the 
r e s u l t s  of a survey which i d e n t i f i e d  these approaches .El I n  New Haven, Connect- 
i c u t ,  a  development adminis t ra tor  i s  responsible f o r  planning and development f o r  
the  e n t i r e  c i t y .  Among h i s  du t i e s  a r e  the  review and evaluation of Federal pro- 
gram information with appropr ia te  departments and the coordination of Federal- 
l o c a l  program a c t i v i t i e s .  Several c i t i e s  reported the  establishment of a s p e c i f i c  
pos i t ion  f o r  coordination: i n  Des Moines, Iowa, f o r  example, there  i s  an adminis- 
t r a t i v e  a s s i s t a n t  f o r  Federal  municipal coordination i n  the  Off i c e  of the Ci ty  
Manager; i n  Denver, a  Federal l i a i s o n  o f f i c e r  has been es tabl ished i n  the Office 
of the  Mayor; and i n  Oklahoma Ci ty ,  the re  i s  a Federal  c i t y  program coordinator.  

While s p e c i f i c  funct ions  of these  o f f i c i a l s  vary from c i t y  t o  c i t y ,  
they genera l ly  include the  channeling, evaluation,  and review of Federal  program 



informati.on; evaluation of the  s p e c i f i c  of Federal  programs on l o c a l  plans,  
object ives  and budget; and review of grant  appl ica t ions .  Several 
c i t i e s  reported tha t  i n  addi t ion planning respons ib i l i ty  and i t s  
coordinating e f f e c t  on Federal g ran t s  f o r  urb 
department was s p e c i f i c a l l y  assigned the resp  

I aid  information and grant  appl ica t ions .  In a d i t i o n ,  as noted e a r l i e r ,  severa l  
l a rge  c i t i e s  have es tabl ished a Washington of i c e  to f a c i l i t a t e  l i a i s o n  with Fed- 
e r a l  agencies and a s s i s t  i n  t h e  coordination f  Federal grant  a c t i v i t i e s  a t  the  
l o c a l  l e v e l .  

Currently,  over 300 counties have 
velopment coordinator with respons ib i l i ty  f o r  
with Federal  and S t a t e  ass is tance .  Approxima:ely 
a r e  assigned ful l - t ime t o  t h i s  r e spons ib i l i ty  
i n  another capacity.  Approximately one-third 
min i s t r a to r ' s  o f f i c e ,  a  l i t t l e  l e s s  than a 
the  r e s t  about evenly d i s t r i b u t e d  among the  
nomic development agency o r  o ther  departments. 
t o r s  assume r e s p o n s i b i l i t i e s  genera l ly  s imi la r  
a id  and development coordinators i n  c i t i e s .  
ment i n  a number of c i t i e s ,  undertaken with a 
coordination of Federal a s s i s t ance ,  has 

a.?pointed o r  designated a county de- 
coordinating a c t i v i t i e s  dealing 

one-fourth of the  coordinators 
and t h e  remainder serve pr imar i ly  
a r e  i n  the  county executive o r  ad- 

t h i r d  i n  the planning department, and 
b-~dget  o r  f inance department, an eco- 

The county development coordina- 
t o  those described f o r  the Federal  

A s i g n i f i c a n t  organizat ional  develop- 
more fundamental object ive  than the  

accom-?lished t h i s  purpose by bringing 

A survey conducted by the  American $oc ie ty  of Planning O f f i c i a l s  i n  

Federal  rants and spec ia l  d i s t r i c t  .--The provisions of Federal g ran t  
l e g i s l a t i o n  have created spec ia l  organization 1 and s t r u c t u r a l  problems f o r  l o c a l  

together under a s i n g l e  agency a number of the most important f edera l ly  aided pro- 
grams. A number of c i t i e s  have consolidated t h e i r  planning and urban development 
programs i n t o  a s i n g l e  municipal development department and, more recent ly ,  human 
resource agencies have been formed to  deal  with welfare,  poverty and r e l a t e d  pro- 
grams. This approach p a r a l l e l s  the  formation a t  the S t a t e  l e v e l  of s imi la r  agen- 
c i e s ,  departments of community development an human resource agencies. This 
organizat ional  approach i s ,  of course,  a l s o  t e bas i s  f o r  the establishment of 
the Federal Departments of Housing and Urban evelopment and Health, Education, 
and Welfare. 1 
August 1964 ovides information regarding 
velopment .d7 A t  t h a t  time experiments i n  
g ra t ion  of development were primarily d i rec ted  
and urban renewal. In  some S ta tes ,  p a r t i c u l a r l y  
the urban renewal function has been the 
the  s t a r t .  In  o the r  c i t i e s  planning and urban 
bined department. 

Experience seems t o  ind ica te  an extension of the  organization trend,  

governments. Two were i d e n t i f i e d  i n  the  Comm s s i o n ' s  e a r l i e r  study on t h e  Impact 
of Federal  Urban Development Programs on Loca Government Organization and Plan- 
ning; about a quar te r  of Federal  programs a f f j c t i n g  urban development induce o r  

severa l  departments of community de- 
the d i rec t ion  of adminis t ra t ive  in te -  

toward a combination of planning 
i n  a number of Michigan c i t i e s ,  

r e spons ib i l i ty  of the planning agency from 
renewal a r e  i n i t i a t e d  wi thin  a com- 

which began with Baltimore, of pyramiding rels.ted 
the new ingredient  being the  addi t ion of the  
together i n  one agency a range of responsibil : . t ies 
programs f requent ly  aided by Federal g ran t s .  
t i o n  was taken with the establishment of the  
York City combining welfare,  youth, employment 
reorganizations provide an adminis t ra t ive  
grant  programs a t  the loca l  l eve l .  

functions under urban renewal-- 
c i t y  planning function,  thus bringing 

f o r  functions which includes 
Another s t e p  i n  t h i s  general  d i rec -  

E.uman Resources Administration i n  New 
and antipoverty functions.  These 

mecf.anism f o r  coordination of Federal 



even r e q u i r e  s p e c i a l  d i s t r i c t s  f o r  t h e i r  admin i s t r a t ion ,  and most Federa l  a i d  
programs considered d id  no t  s e rve  to  encourage areawide j u r i s d i c t i o n  and even 
c rea t ed  a preference  f o r  o r  requi red  l i m i t e d  l o c a l  j u r i s d i c t i o n s  .@/ 

One of t he  problems fac ing  l o c a l  government i n  t he  United S t a t e s  i n  i t s  
e f f o r t s  t o  provide an adequate l e v e l  of  i nc reas ing ly  urban-type func t ions  has  been 
the  d i f f u s i o n  of a u t h o r i t y  f o r  c e r t a i n  funct ions  among a number of s i n g l e  o r  l i m -  
i t e d  purpose s p e c i a l  d i s t r i c t s .  Frequent ly  func t ions  which a r e  c l o s e l y  r e l a t e d  t o  
t h e  whole f a b r i c  of l o c a l  government r e s p o n s i b i l i t y  such a s  water  and sewer f a c i l -  
i t i e s ,  urban renewal and f i r e  p r o t e c t i o n  a r e  o u t s i d e  the  j u r i s d i c t i o n  of t he  gen- 
e r a l  l o c a l  government most immediately r e spons ib l e  t o  i t s  r e s i d e n t s .  H i s t o r i c a l l y  
t h e r e  a r e  a  number of reasons f o r  t h e  use and p r o l i f e r a t i o n  of s p e c i a l  purpose 
d i s t r i c t s  inc luding  f i n a n c i a l  and func t iona l  l i m i t a t i o n s  on the  powers of gene ra l  
l o c a l  A number of  Federa l  g r a n t  programs inc lude  t h e  s p e c i a l  
purpose d i s t r i c t s  among e l i g i b l e  r e c i p i e n t s  f o r  g r a n t s ,  s e v e r a l  a c t u a l l y  encourage 
t h e i r  use and a few even r e q u i r e  i t .  

Federa l  p o l i c i e s  i n  t h i s  connection have f r equen t ly  r e f l e c t e d  a prag- 
matic  approach t o  determining o rgan iza t iona l  requirements  f o r  e l i g i b i l i t y .  The 
primary i n t e r e s t  has been t o  a s s u r e  p ro fes s iona l  q u a l i t y  performance of t h e  func- 
t i o n  and t h e  achievement of s p e c i f i c  program o b j e c t i v e s .  A t  t h e  time g r a n t  pro- 
grams were inaugurated,  l i m i t a t i o n s  on genera l  purpose u n i t s  of government served 
t o  encourage t h e  use  of s p e c i f i c  func t iona l  adjustments  i n  l o c a l  government organ- 
i z a t i o n  a s  a  b a s i s  f o r  g r a n t  a s s i s t a n c e .  Among t h e  examples of Federa l  g r a n t s  
providing encouragement f o r  t h e  es tab l i shment  of  what could be c a l l e d  coun te rpa r t  
s p e c i a l  purpose o rgan iza t ions  i n  l o c a l  j u r i s d i c t i o n s  a r e  t h e  fol lowing : (1)  t h e  
reclamation program requ i r e s  establ ishment of independent i r r i g a t i o n  o r  water  u se r  
d i s t r i c t s  under c e r t a i n  circumstances;  (2) programs of pub l i c  housing and t o  a  
l e s s e r  e x t e n t  urban renewal have been l a r g e l y  administered through independent o r  
semi-independent l o c a l  a u t h o r i t i e s  due t o  t he  preference  of  Federa l  o f f i c i a l s  dur- 
ing  t h e  formative years ;  and ( 3 )  loans f o r  r u r a l  housing, farm l abor ,  and s e n i o r  
c i t i z e n  housing and farm development and conserva t ion  r e q u i r e  approval  by f ede r -  
a l l y  appointed county committees of l o c a l  farmers.  

Federa l  g r a n t s  and i n t e r l o c a l  cooperation.--The Advisory Commission's 
r e p o r t s  on The Impact of Federa l  Urban Development Programs on Local Government 
Organizat ion and Planning and on S t a t e  C o n s t i t u t i o n a l  and S t a t u t o r y  R e s t r i c t i o n s  
Upon t h e  S t r u c t u r a l ,  Funct ional ,  and Personnel  Powers of Local Government poin ted  
o u t  t h a t  c e r t a i n  g ran t s - in -a id  flowing t o  small  u n i t s  of l o c a l  government may tend 
t o  underwri te  u n i t s  which a r e  uneconomical i n  s i z e .  Some Federa l  requirements  o r  
i ncen t ives  may se rve  t o  encourage geographic i s o l a t i o n  of i nd iv idua l  gene ra l  pur- 
pose governments by underwri t ing p r o j e c t s  and programs t h a t  could no t  o therwise  
be undertaken by a s i n g l e  government. Grant programs, on the  o t h e r  hand, could 
provide p o s i t i v e  encouragement f o r  j o i n t  p r o j e c t s .  

Substandard urban development.--The National  League of ~ i t i e s / N a t i o n a l  
Associa t ion  of Counties  Committee on Substandard Urban Development i n  Rural  Areas 
poin ted  o u t  t h e  upqes i r ab le  impact of some g r a n t  programs on l o c a l  government. 
I n  t hose  a r e a s  wh%e p r o j e c t s  qua l i fy ing  f o r  a s s i s t a n c e  under b a s i c a l l y  r u r a l -  
o r i en ted  g r a n t  programs impinge upon a reas  where r ap id  u rban iza t ion  i s  tak ing  
p l ace ,  t he  d i f f e r i n g  s tandards  and needs of  r u r a l  and urban development a r e  
brought i n t o  sharp focus .  Rural  u t i l i t y  d i s t r i c t s ,  f o r  example, qua l i fy ing  under 
t h e  r u r a l  water  and waste d i sposa l  f a c i l i t i e s  g r a n t  program have b u i l t  water  and 
sewer systems us ing  mains too  small  t o  be i n t e g r a t e d  i n t o  t h e  areawide water  sup- 
p ly  and sewage d i sposa l  system which w i l l  b e  requi red  when more i n t e n s i v e  urban- 
i z a t i o n  takes  p l ace .  



TRENDS AND PROBLEMS-A RECAPITULATION 

The ca tegor ica l  grant- in-a id ,  the p r inc ipa l  too l  of f i s c a l  federalism 
during the pas t  century, has had a near-explosive growth i n  recent years,  i n  
terms of numbers, d o l l a r s  and e f f e c t s  on Federal-State-local  r e l a t ionsh ips .  The 
outstanding c h a r a c t e r i s t i c s  of t h i s  growth have been: 

0 The p r o l i f e r a t i o n  and excessive ca tegor iza t ion of grants ;  

The expanding use of p ro jec t  grants ;  

e An increasing v a r i e t y  and inconsistency i n  matching r a t i o s ;  

8 The development of mul t i - funct ional  grant  programs, c u t t i n g  
across "disc ipl ines"  and departments; 

0 The t rend toward bypassing the  S ta tes  with d i r e c t  Federal- 
l o c a l  r e l a t i o n s  ("direct  federalism") and bypassing both 
S t a t e  and l o c a l  governments ("private federalism"); 

e A growing emphasis on grants  to  urban areas ;  

0 Mult ip l ica t ion and inconsistency of planning requirements; 

Fa i lu re  t o  r a t i o n a l i z e  Federal  f i e l d  organization and devolve 
s i g n i f i c a n t  g ran t  author i ty  t o  regional  o f f i c e s .  

The ca tegor ica l  grant  system, and p a r t i c u l a r l y  some of these recen t ly  
acquired fea tu res ,  a r e  causing severe intergovernmental s t r a i n s .  Probably the  
number one complaint by S t a t e  and l o c a l  governments i s  the  "information gap": 
what grants  a r e  avai lable ,  who administers them, e t c .  Multiple and inconsis t en t  
planning requirements cause confusion. S ta tes  f e e l  they a r e  being elbowed out 
of t h e i r  r i g h t f u l  pos i t ion  a t  the  fulcrum of the federa l  system by the trend 
toward d i r e c t  Federal- local  grants  and the  increased re l i ance  on p ro jec t  g ran t s .  
F ina l ly ,  the trend toward "p r iva te  federalism" makes both S t a t e  and l o c a l  govern- 
ments uneasy. 

The National government has had to  come t o  g r i p s  with some of the f r i c -  
t ions  generated by the grant- in-a id  system and has taken promising act ions  to  t r y  
t o  l u b r i c a t e  the f r i c t i o n  points ,  including: 

@ Top Administration establishment and maintenance, through the 
Vice President and the  Office of Emergency Planning, c l e a r  
channels of communication wi th  Governors, Mayors, S t a t e  l e g i s -  
l a t o r s ,  county o f f i c i a l s  and o the r  o f f i c i a l s ;  

The Bureau of the  ~ u d g e t ' s  rekindled i n t e r e s t  i n  intergovern- 
mental coordination; la' 

8 Actions by key department and agency heads to  deal  pos i t ive ly  
with intergovernmental problems, including establishment of 
high-echelon o f f i c e s  f o r  intergovernmental r e l a t i o n s ;  



Aroused concern i n  Congress, expressed i n  the holding of 
various s e t s  of hearings on the  problems of grant  adminis- 
t r a t i o n .  

On the  negative s i d e  of the  Federal  p ic tu re ,  however: 

Fu l l  awareness of the  intergovernmental and interagency 
implications of t h e i r  respect ive  grant-in-aid programs 
has by no means penetrated a l l  domestic Federal  depart-  
ments and agencies; 

New techniques of interagency coordination a r e  s t i l l  only 
i n  the t e s t i n g  s tage;  

Middle-management funct ional  s p e c i a l i s t s  continue t o  be 
guided by "tunnel vision"; 

There is s t i l l  doubt whether Congress w i l l  s t rengthen i t s  
procedures and i t s  use of the  General Accounting Off ice  
i n  order t o  b e t t e r  discharge i t s  r o l e  i n  the review and 
overhaul of the  g ran t  s t r u c t u r e .  

The changing impact of Federal  a id  on S t a t e  and l o c a l  adminis t ra t ion 
over the  l a s t  two decades has created s p e c i a l  problems f o r  top policy-makers a t  
the  S t a t e  and l o c a l  levels :  

Most S t a t e  and l o c a l  o f f i c i a l s  bel ieve  t h a t  the  increas ing 
number of grant  programs has led  t o  g r e a t e r  Federal i n t e r -  
ference i n  t h e i r  adminis t ra t ive  and pol icy  r o l e s  and has 
tended general ly  t o  be l e s s  s t imula t ive  and more coercive.  

The grant- in-a id  p r inc ip le  i s  accepted by S t a t e  and l o c a l  
o f f i c i a l s ,  but s p e c i f i c  reforms a r e  des i red ,  including 
g r e a t e r  f l e x i b i l i t y  i n  organizat ional ,  personnel, and f i s -  
c a l  requirements; g r e a t e r  uniformicy i n  matching and appor- 
tionment formulas; broader ca tegor ies ;  b e t t e r  program coor- 
d inat ion;  and g r e a t e r  c e r t a i n t y  i n  Federal grant  funding 
p rac t i ces .  

Grants,  i n  many cases,  have accentuated the  cleavage be- 
tween l i n e  agency adminis t ra tors  and p o l i t i c a l  decision- 
makers and between the S t a t e s  and t h e i r  l o c a l i t i e s .  

The Governors i n  many S t a t e s  lack formal adminis t ra t ive  
au thor i ty  t o  cope with the  negative fea tu res  of Federal 
grants  i n  the  S t a t e  executive branch. 

The lawmaking, adminis t ra t ive  overs ight  and f i s c a l  func- 
t ions  of the S t a t e  l e g i s l a t u r e  a r e  conditioned t o  a 
g r e a t e r  o r  l e s s e r  degree by the grant- in-a id  system and 
many S t a t e  lawmaking bodies do not  have the  time, the  
too l s  o r  the  organizat ion t o  assume e f f e c t i v e  l e g i s l a -  
t i v e  leadership .  



0 S t a t e  author iza t ion f o r  l o c a l  governments t o  p a r t i c i p a t e  
i n  Federal grant  programs .enerally has been good, but 
d i r e c t  f i s c a l  involvement by S t a t e s  i n  Federal- local  pro- 
grams, while improving continues to be the  exception, 
r a the r  than the  ru le .  

The extent  to  which S ta tes  provide technical  a s s i s t ance  
t o  help  t h e i r  l o c a l  ju r i sd ic t ions  v a r i e s  broadly but 
genera l ly  much more e f f o r t  could be made. 
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TABLE A-1.--GOVERNMENT EXPENDITURE, NATIONAL INCOME AND PRODUCT ACCOUNTS BASIS, 

Item 

All governments, totall/ 
Defense, international and 
space research2.l 

Civilian-domestic 

Federal Government, total 
Grants-in-aid 
Direct expenditure, total 
Defense, international and 

N 
cn space researcQ/ 
CI Civilian-domestic 

State and loca 1 governments21 

Exhibit: 
Gross na.tiona.1 product 

1946, 1956 AND 1966 

Amount Percent Increase Percent of GNP 
1966 1956 1946 1946-1966 1956-1966 1966 1956 1946 

--------  (billions)-------- 

11 Excludes intergovernmental transactions. - 
2/ Includes an estimated portion of the net interest (77-78%) that is attributable to defense, international - 

and space research activity. 
3/ All civilian domestic. - 

Source: U.S. Department of Commerce, Office of Business Economics, The National Income and Product Accounts 
of the United Sta.tes, 1929-1965 (Washington, D.C. : U.S. Government Printing Office, August 1966); 
and Survey of Current Business, July 1967 (1966 data partially estimated). 



TABLE A-2.--STATE PROPORTION OF STATE AND LOCAL DIRECT GENERAL EXPENDITURE, 

S t a t e  and Region 

United S t a t e s  

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode I s l a n d  
Connecticut 

Mideast 
New York 
New J e r s e y  
Pennsylvania 
Delaware 
Maryland 

Great  Lakes 
Michigan 
Ohio 
Indiana 
I l l i n o i s  
Wisconsin 

P l a i n s  
Minnesota 
Iowa 
Missouri  
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast  
Vi rg in ia  
West Vi rg in ia  
Kentucky 
Tennessee 
North Carol ina 
South Caro l ina  
Georgia 
F l o r i d a  
Alabama 
M i s s i s s i p p i  
Louis iana 
Arkansas 

FOR SPECIFIED FUNCTIONS. BY STATES AND REGIONS, 1966 

T o t a l  Di rec t  
General 

Expenditure 

(Percents)  

Education 
Higher 

Education 

88.1% 

99.7 
100.0 
100.0 
100.0 

99.3 
100.0 
100.0 

81.6 
69.0 

100.0 
97.0 

100.0 
90.1 

91.4 
90.8 
80.4 

100.0 
93.8 
95.0 

94.5 
100.0 
96.3 
87.5 
97.2 

100.0 
88.9 
92.5 

91.8 
100.0 
100.0 
82.5 

100.0 
90.2 

100.0 
97.8 
72.0 

100.0 
79.7 
98.9 

100.0 

Highways 

67.5% 

73.4 
73.4 
73.0 
80.5 
64.1 
79.6 
82.4 

62.4 
53.5 
61.6 
79.8 
57.4 
65.3 

56.4 
53.2 
65.6 
63.5 
57.2 
33.7 

63.5 
59.0 
54.4 
76.9 
60.5 
73.5 
58.8 
63.4 

78.6 
88.4 
96.3 
91.1 
73.6 
85.1 
86.4 
68.1 
72.5 
67.8 
60.2 
77.4 
80.1 

Publ ic  
Welfare 

46.4% 

43.5 
90.0 
68.9 
83.9 

9.0 
89.9 
89.8 

21.7 
1 .5  

10.9 
81.8 

100.0 
2.0 

49.0 
63.5 
34.5 

8.6 
71.8 
18.4 

52.3 
3 .5  

81 .1  
96.9 
88.3 
89.3 

9.5 
8.6 

83.2 
12.2 
95.7 
96.0 
94.7 
12.1 
91.5 
90.9 
88.1 
98.4 
97.6 
99.7 
99.1 

Heal th  
and 

Hosp i ta l s  

50.2% 

72.4 
85.1 
82.8 
90.0 
63.2 
88.5 
86.4 

48.2 
40.3 
4 3 . 1  
81.1 
94.5 
71.8 

49.7 
45.4 
46.0 
48.4 
60.3 
41.4 

57.1 
57.5 
53.7 
48.7 
90.3 
88.3 
60.2 
65.6 

50.0 
85.6 
71.5 
58.0 
39.0 
58.6 
47.7 
30.0 
39.4 
42.0 
33.7 
81.1 
57.9 



TABLE: A-2 (CONCLID).--STATE PROPORTION OF STATE AND LOCAL DIRECT GENERAL EXPENDITURE, 
EDR SPECIFIED FUNCTIONS, BY STATES AND REGIONS, 1966 

(Percents)  

To ta l  Di rec t  Education 
General Higher Publ ic  

S t a t e  and Region Expenditure Total Education Other Highways Welfare 

United S t a t e s  35.2% 22.7% 88.1% 4.7% 67.5% 46.4% 

Southwest 40.7 25.3 91.5 3.4 70.6 97.1 
Oklahoma 51.6 32.3 99.8 2 .5  68.0 99.0 
Texas 35.7 21.0 87.6 2.6 68.0 96.0 
New Mexico 52.7 34.5 100.0 4 . 6  85.5 99.7 
Arizona 41.6 30.8 89.0 5.3 74.7 92.9 

Rocky Mountain 43.8 30.6 94.2 4.2 77.0 46.2 
Montana 49.1 28.4 98.6 2.8 77.4 76.2 
Idaho 47.9 25.0 86.2 4.5 72.9 87.4 
Wyoming 52.6 32.2 84.1 7.0 87.9 10.6 
Colorado 35.7 29.7 93.4 3.4 66.9 20.7 
Utah 50.0 35.1 100.0 5.5 86.1 97.0 

Far ~ e s t l /  31.6 20.0 75.4 2.5 65.9 15.3 
Washington 42.6 31.2 88.7 5.5 67.7 99.6 
Oregon 44.3 28.7 93.5 3.4 68.2 94.9 
Nevada 37.8 20.1 100.0 3.1 79.0 84.6 
C a l i f o r n i a  28.8 17.4 69.8 2.0 64.5 1.9 
Alaska 66.8 40.1 100.0 22.0 93.0 100.0 
Hawaii 70.4 92.3 100.0 88.9 66.4 99.5 

1/ Excluding Alaska and Hawaii. - 

Health 
and 

Hosp i ta l s  

Source: U.S. Bureau of the  Census, Governmental Finances i n  1965-66. 



TABLE A-3. --PER CAPITA PERSONAL INCOME, DOLLAR AMOUNTS, AND AMOUNTS RELATED TO 
THE UNITED STATES AVERAGE, BY STATES AND REGIONS, i948, 1952 AND 1966 

State and Region 

United States 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Mary 1 and 
District of 
Columbia 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Florida 
Alabama 
Mississippi 
Louisiana 
Arkansas 

Per Capita Personal Income 
Percent 
Increase 
1948-1966 

107.2% 

116.8 
100.6 
118.5 
128.8 
118.1 
104.1 
115.4 

101.8 
94.6 
104.0 
107.4 
105.1 
118.4 

101.7 

101.4 
109.6 
96.1 
112.0 
94.6 
109.5 

97.2 
102.8 
88.3 
102.8 
70.0 
61.7 
92.5 
114.5 

132.4 
130.5 
94.3 
126.9 
135.9 
134.0 
130.3 
145.8 
121.5 
138.6 
125.2 
120.6 
129.7 

Per Capita Personal 
Income Rela.ted to 

U. S. Average 
1948 1952 1966 - 



TABLE A-3 (CONCL ID).  --PER CAPITA PERSONAL INCOME, DOLLAR AMOUNTS, AND AMOUNTS 
RELATED TO THE UNITED STATES AVERAGE, BY STATES AND REGIONS, 1948, 1952 AND 1966 

S t a t e  and Region 

United S t a t e s  

Southwest 
Oklahoma 
Texas 
New Mexico 
Ar izona  

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far West 
Washington 
Oregon 
Nevada 
C a l i f o r n i a  
Alaska  
Hawaii 

Per  C a p i t a  P e r s o n a l  Income 

n . a .  = Data n o t  a v a i l a b l e .  

Percent: 
I n c r e a s e  
1948-1966 

107.2% 

112.3 
115.2 
113.8 
120.0 

99.7 

90.1 
6 2 . 3  
85 .8  
71.7 

103.5 
100.4 

97.3 
101.4 

79.4 
92.8 
97 .3  
n .  a .  

122.0 

P e r  C a p i t a  P e r s o n a l  
Income R e l a t e d  t o  

U.S. Average 
1948 1952 1966 - 

Source:  U.S. Department o f  Commerce, O f f i c e  o f  Bus iness  Economics, Survey of  
C u r r e n t  Bus iness ,  August ,  1967. 



TABLE A-4. --PERCENT DISTRIBUTION OF FAMILIES BY INCOME LEVEL, 
BY STATES AND REGIONS, 1959 

Percent Distribution of Families 
$3,000 $5,000 $10,000 

Under to t o to 
$3,000 $4,999 $9,999 $14,999 

$15,000 
and 

Over State and Region Total 

United States 

Northeast 
North Central 
South 
West 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Mary land 
District of 
Columbia 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 



TABU A-4 (CONCL 'D) . --PERCENT DISTRIBUTION OF FAMILIES BY INCOME LEVEL, 
BY STATES AND REGIONS, 1959 

Percent Distribution of Families 
$3,000 $5,000 $10,999 $15,000 

Under to to to and 
State and Resion Total $3,000 9 9 9  9,999 14,999 Over 

United States 100.0% 21.4% 20.5% 43.1% 10.5% 4.6% 

Southeast 
Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Florida 
Alabama 
Mississippi 
Louisiana 
Arkansas 

Southwest 
Oklahoma 100.0 30.9 23.5 35.5 6.9 3.2 
Texas 100.0 28.7 22.5 36.9 8.0 3.8 
New Mexico 100.0 24.3 21.4 39.9 10.3 3.9 
Arizona 100.0 21.3 21.6 42.7 9.9 4.6 

Rocky Mountain 
Montana 100.0 20.2 24.1 44.2 8.3 3.2 
Idaho 100.0 20.8 25.5 43.1 7.7 2.8 
Wyoming 100.0 16.5 21.7 47.3 10.5 4.1 
Colorado 100.0 18.3 21.5 45.6 10.4 4.2 
Utah 100.0 14.8 21.3 50.2 10.3 3.5 

Far West 
Washington 100.0 15.2 18.2 49.9 12.2 4.4 
Oregon 100.0 17.1 20.2 48.8 9.9 4.0 
Nevada 100.0 12.3 17.6 48.2 15.6 6.4 
California 100.0 14.1 16.2 47.9 15.3 6.5 
Alaska 100.0 14.6 15.7 39.9 20.6 9.3 
Hawaii 100.0 12.9 21.9 43.1 15.1 6.9 

Source: U.S. Bureau of Census; U.S. Census of Population, 1960, Vol. I, Part I. 



TABLE A-5.--PERCENTAGE DISTRIBUTION OF STATE AND LOCAL GENERAL EXPENDITURE BY SOURCE 

State and Region 

United States 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 

N 
4 Maryland 
w District of Columbia 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 

OF FINANCING, BY STATE, 1942, 1957 AND 1966 

1966 
Federal Local 

Total 

100.0% 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

Funds 

15.8% 

15.0 
20.6 
15.2 
27.2 
14.1 
17.0 
12.5 

10.8 
8.6 
10.6 
13.9 
13.3 
12.1 
26.3 

12.8 
12.6 
14.3 
12.2 
13.0 
10.1 

17.6 
16.9 
14.9 
21.0 
18.2 
21.6 
15.9 
16.1 

20.9 
18.3 
27.2 
23.3 
21.5 
18.3 

state- 
Funds 

40.2% 

38.2 
40.5 
37.3 
42.1 
34.4 
45.4 
41.9 

39.0 
41.9 
24.7 
41.4 
57.5 
45.9 

40.3 
43.2 
35.4 
44.7 
36.0 
48.8 

36.1 
35.8 
37.5 
35.4 
42.7 
35.6 
29.9 
37.6 

45.1 
42.6 
49.8 
48.1 
43.2 
52.0 

Funds 

44.0% 

46.9 
38.9 
47.5 
30.7 
51.5 
37.7 
45.6 

50.2 
49.5 
64.7 
44.7 
29.1 
42.0 
73.7 

47.0 
44.2 
50.3 
43.2 
51.0 
41.1 

46.3 
47.3 
47.7 
43.7 
39.1 
42.8 
54.2 
46.2 

34.0 
39.1 
23.0 
28.6 
35.3 
29.7 

Total 

100.0% 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

Federal 
Funds 

9.5% 

6.6 
11.5 
7.6 
12.1 
6.2 
11.2 
4.1 

5.8 
5.3 
4.2 
6.5 
7.8 
7.2 
19.0 

6.9 
7.1 
7.2 
6.1 
6.7 
6.8 

11.6 
9.2 
9.5 
15.6 
12.4 
16.3 
11.6 
10.2 

13.7 
9.0 
12.3 
14.3 
14.6 
16.3 

State 
Funds 

42.3% 

46.6 
45.6 
44.4 
48.7 
43.8 
44.3 
52.8 

37.5 
35.9 
28.9 
44.3 
71.9 
48.5 

41.4 
50.0 
40.3 
45.4 
32.4 
41.9 

39.1 
38.5 
42.8 
35.0 
45.9 
37.0 
33.1 
43.3 

50.7 
50.3 
57.2 
47.4 
47.3 
51.7 

Local 
Funds 

48.2% 

46.8 
42.9 
48.0 
39.2 
49.9 
44.5 
43.0 

56.6 
58.8 
66.8 
49.2 
20.3 
44.3 
81 .o 

51.8 
43.0 
52.4 
48.5 
60.9 
51.3 

49.3 
52.4 
47.7 
49.4 
41.7 
46.7 
55.3 
46.5 

35.6 
40.6 
30.5 
38.3 
38.1 
32.0 

1942 
Federal 
Funds 

9.3% 

8.0 
10.2 
10.1 
12.2 
7.9 
6.6 
6.7 

6.3 
4.5 
4.6 
9.2 
10.6 
7.3 
15.7 

8.7 
7.9 
9.5 
10.0 
8.0 
8.6 

11.8 
11.3 
8.6 
13.7 
11.9 
13.5 
13.0 
12.4 

11.5 
9.5 
11.4 
12.7 
11.7 
10.3 

State 
Funds 

40.2% 

34.9 
43.5 
38.4 
43.3 
33.0 
29.1 
36.3 

34.8 
34.0 
26.6 
41.9 
61.6 
39.1 

41.2 
45.5 
47.3 
43.3 
31.5 
43.5 

40.7 
44.6 
41.9 
38.0 
51.2 
37.3 
33.2 
38.9 

51.4 
52.5 
58.8 
45.5 
43.7 
56.4 

Local 
Funds 

50.5% 

57.1 
46.3 
51.5 
44.5 
59.1 
64.3 
57.0 

59.0 
61.4 
68.8 
48.9 
27.8 
53.6 
84.3 

50.1 
46.6 
43.2 
46.7 
60.5 
48.0 

47.5 
44.1 
49.6 
48.3 
36.9 
49.2 
53.8 
48.7 

37.1 
38.1 
29.7 
41.8 
44.6 
33.3 



TABLE A-5 (CONCL'D) . --PERCENTAGE DISTRIBUTION OF STATE AND LOCAL GENERAL EXPENDITURE BY SOURCE 

S t a t e  and Region Tota l  

United S t a t e s  100.0% 

Southeast ( con t 'd )  
South Carolina 100.0 
Georgia 100.0 
F lor ida  100.0 
Alabama 100.0 
Miss i s s ipp i  100.0 
Louisiana 100.0 
Arkansas 100.0 

Southwest 
Oklahoma 
Texas 
New Mexico 

w 
.J Arizona 
h) 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far ~ e s t l /  
Washington 
Oregon 
Nevada 
Ca l i fo rn ia  
Alaska 
Hawaii 

OF FINANCING, BY STATE, 1942, 1957 AND 1966 

n . a .  = Data not a v a i l a b l e .  

1/ Excluding Alaska and Hawaii. - 

Federa l  
Funds 

15.8% 

19.6 
21.0 
14.3 
27.5 
23.4 
22.3 
27.4 

19.8 
23.5 
17.0 
31.4 
20.2 

22.5 
24.8 
20.9 
32.6 
19.6 
23.2 

16.7 
17.8 
22.3 
19.3 
16.0 
40.4 
20.6 

S t a t e  Local 
Funds - 
44.0% 

28.2 
38.0 
46.5 
28.1 
34.8 
25.8 
32.0 

39.9 
30.7 
45.6 
20.6 
38.1 

38.3 
40.5 
36.1 
31.4 
43.7 
30.6 

44.3 
35.1 
39.3 
46.6 
45.9 
20.9 
24.2 

Tota l  - 
100.0% 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

1957 
Federa l  

Funds 

9.5% 

12.9 
13.8 

9 . 3  
1 8 . 1  
18 .0  
13.9 
19.2 

14.0 
16.4 
12.5 
23.9 
11.5 

16.1 
17 .3  
15.5 
25.9 
14 .3  
14.3 

10.8 
10.2 
14.3 
17.0 
10.4 
24.2 
12.3 

S t a t e  
Funds 

42.3% 

56.5 
48.0 
44.2 
50.6 
48.9 
60.3 
49.7 

42.4 
53.2 
37.0 
55.0 
46.7 

39.7 
35.1 
39.7 
36.0 
41.0 
42.8 

41.2 
54.6 
42.9 
40.8 
38.6 
43.1 
63.3 

Local 
Funds 

48.2% 

30.6 
38.2 
46.5 
31.3 
33.2 
25.8 
31.1 

43.6 
30.4 
50.5 
21.1 
41.8 

44.3 
47.6 
44.8 
38.2 
44.7 
42.9 

48.0 
35.3 
42.9 
42.2 
50.9 
32.7 
24.4 

Federal  
Funds 

9.3% 

15.2 
11.3 
8.9 

11.8 
16.5 
10.0 
14.2 

12.9 
16.8 
10.5 
15.2 
17.2 

16.6 
17.3 
15.8 
18.5 
16.7 
19.4 

10.7 
13.7 
10.8 
29.5 
9.5 
n . a .  
n .a .  

s t a t e  
Funds 

40.2% 

57.5 
44.4 
43.4 
48.9 
49.7 
60.1 
55.5 

47.3 
50.4 
42.6 
66.1 
60.1 

39.1 
35.1 
38.3 
39.8 
39.6 
4 3 . 1  

37.0 
40.1 
31.1 
25.3 
37.3 
n.a.  
n.a.  

1942 
Local 
Funds - 
50.5% 

27.3 
4 4 . 3  
47.7 
39.3 
33.8 
29.8 
30.3 

39.8 
32.8 
46.9 
18.7 
22.7 

44 .3  
47.6 
45.9 
41.6 
43.7 
37.6 

52.3 
46.3 
58.1 
45.2 
53.2 
n .a .  
n .a .  

Source: U.S. Bureau of the Census, H i s t o r i c a l  S t a t i s t i c s  on Governmental Finances and Employment (1962 Census of Governments, Vol. VT, 
NO.  4 ) ;  Governmental Finances i n  1965-66. 



S t a t e  and Region 

United S t a t e s  

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode I s l and  
Connecticut 

Mideast 

N 
New York 

-2 
w New Je r sey  

Pennsylvania 
Delaware 
Maryland 

Great  Lakes 
Michigan 
Ohio 
Indiana 
I l l i n o i s  
Wisconsin 

P l a in s  
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

TABLE A-6.--STATE AID TO LOCAL GOVERNMENTS, BY FUNCTION, BY STATES AND REGIONS, 1966 

Amount (Mil l ions)  Percent  of  To ta l  
General Local Heal th  General Local Heal th  

To ta l  

$16,847.9 

693.9 
35.5 
12.2 
21.3 

453.5 
44.1 

127.3 

4,103.7 
2,647.9 

307.2 
725.2 

55.3 
368.1 

3,061.2 
878.5 
687.1 
401.7 
507.3 
586.6 

1,135.0 
396.4 
190.1 
228.6 

38.1 
26.5 
65.9 

189.4 

Government Pub l i c  
Support Education Highways Welfare 

and A l l  Government 
Hosp i t a l s  Other Support Education Highways 

Publ ic  and 
Welfare Hosp i t a l s  

A l l  
Other - 

3.0% 

7.2 
2 .3  
3.3 
5.2 
9.1 
0.7 
4.9 

3.6 
3.6 
2 .5  
5.0 
1 . 4  
2.4 

0.6 
0 .4  
0.8 
0.6 
0.5 
0.6 

2.7 
3.9 
2.7 
2.0 
2.6 
2.6 
2.9 
0.7 



TABLE A-6 (cONCL'D).--STATE AID TO LOCAL GOVERNMENTS, BY FUNCTION, BY STATES AND REGIONS, 1966 

S t a t e  and Region 

United S t a t e s  

Southeast 
V i rg in i a  
West V i r g i n i a  
Kentucky 
Tennessee 
North Carol ina  
South Carolina 
Georgia 
F lo r i da  
Alabama 
Mis s i s s i pp i  
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 

N 
Arizona 

U 
C 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far ~ e s t Z ' /  
Washington 
Oregon 
Nevada 
Ca l i f o rn i a  
Alaska 
Hawaii 

To t a l  

$16,847.9 

3,114.5 
241.2 
110.6 
177.4 
257.6 
487.8 
168.8 
337.5 
378.4 
274.9 
185.6 
365.0 
129.7 

1,117.4 
185.2 
649.7 
122.7 
159.8 

407.3 
32.9 
50.4 
35.7 

197.1 
91.2 

3,164.5 
307.4 
161.9 
40.9 

2,654.3 
27.9 
22.4 

Government 
Support 

Amount (Mi l l i ons )  Pe r cen t  of T o t a l  
Genera l  Local Heal th  Genera l  Local Heal th  

P u b l i c  and A l l  Government Pub l i c  and A l l  
Welfare  Hosp i t a l s  Other Support Education Highways Welfare  Hosp i t a l s  Other Education 

$10,176.7 

2,456.3 
165.0 
108.3 
161.3 
186.7 
365.4 
133.8 
292.7 
332.1 
214.0 
128.4 
273.3 

95.3 

980.9 
133.6 
633.1 
112.1 
102.1 

259.6 
30.5 
36.3 
22.9 
85.4 
84.5 

1,493.7 
222.8 

96.8 
31 .1  

1,143.0 
22.3 

9 . 1  

Highways 

$1,725.2 

245.4 
15.6 

2.6 
44.4 

8.8 
9.2 

26.8 
16.2 
43.6 
34.2 
19.9 
24.1 

74.6 
43.6 

7.7 
5.3 

18 .0  

38.9 

9.5 
2.7 

22.6 
4 .1  

339.5 
37.9 
38.6 

4 .8  
258.2 

11  Inc ludes  $36.3 m i l l i o n ,  housing s u b s i d i e s ,  almost e n t i r e l y  t o  c i t i e s .  - 
21  Excluding Alaska and Hawaii. - 
31  Inc ludes  $91.5 m i l l i o n ,  d i s t r i b u t i o n  of motor v e h i c l e  l i c e n s e  f e e s  t o  c i t i e s  - 
*Less than $50,000. 
.I.<. --Less than  0.05 percent 

Source: U.S. Bureau of the  Census, S t a t e  Government Finances  i n  1966 and Governmental F inances  i n  1965-66. 



TABLE A-7. --PERCENTAGE DISTRIBUTION OF STATE AND LOCAL GENERAL EXPENDITURE 
FROM OWN REVENUE SOURCES, BY LEVEL OF GOVERNMENT. BY 

S t a t e  and Region 

United S t a t e s  

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode I s l a n d  
Connecticut  

Mideast 
New York 
New J e r s e y  
Pennsylvania 
Delaware 
Mary land 
D i s t r i c t  of  

Columbia 

Great  Lakes 
Michigan 
Ohio 
Indiana  
I l l i n o i s  
Wisconsin 

P l a i n s  
Minnesota 
Iowa 
Missouri  
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast  
V i rg in i a  
West V i rg in i a  
Kentucky 
Tennessee 
North Carol ina  
South Carol ina  
Georgia 
F lo r ida  
Alabama 
M i s s i s s i p p i  
Louisiana 
Arkansas 

1942; 1957 AND 1966 

1966 
S t a t e  
Funds 

47.8% 

44.9 
51.0 
44.0 
57.9 
40 .1  
54.6 
47.9 

43.8 
45.8 
27.7 
48.1 
66.4 
52.2 

- 
46.2 
49.5 
41.3 
50.9 
41.4 
54.3 

43.8 
43.1 
44.0 
44.7 
52.2 
45.4 
35.5 
44.9 

57.0 
52.2 
68.4 
62.8 
55.0 
63.7 
64.9 
51.8 
45.7 
61.2 
54.5 
66.8 
56.0 

Local 
Funds 

52.2% 

55.1 
49.0 
56.0 
42.1 
59.9 
45.4 
52.1 

56.2 
54.2 
72.3 
51.9 
33.6 
47.8 

100.0 

53.8 
50.5 
58.7 
49 .1  
58.6 
45.7 

56.2 
56.9 
56.0 
55.3 
47.8 
54.6 
64.5 
55.1 

43.0 
47.8 
31.6 
37.2 
45.0 
36.3 
35.1 
48.2 
54.3 
38.8 
45.5 
33.2 
44.0 

275 

1957 
S t a t e  
Funds - 
46.8% 

49.9 
51.5 
48.1 
55.3 
46.7 
49.9 
55.1 

39.8 
37.9 
30.2 
47.4 
78.0 
52.2 

- 

44.4 
53.8 
43.5 
48.4 
34.7 
45.0 

44.2 
42.4 
47.3 
41.5 
52.4 
44.2 
37.5 
48.3 

58.8 
55.3 
65.2 
55.3 
55.4 
61.8 
64.9 
55.7 
48.7 
61.8 
59.6 
70.1 
61.5 

Local 
Funds 

53.2% 

50.1 
48.5 
51.9 
44.7 
53.3 
50.1 
44.9 

60.2 
62.1 
69.8 
52.6 
22.0 
47.8 

100.0 

55.6 
46.2 
56.5 
51.6 
65.3 
55.0 

55.8 
57.6 
52.7 
58.5 
47.6 
55.8 
62.5 
51.7 

41.2 
44.7 
34.8 
44.7 
44.6 
38.2 
35.1 
44.3 
51.3 
38.2 
40.4 
29.9 
38.5 

STATE, 

1942 
Local S t a t e  

Funds 

44.3% 

37.9 
48.5 
42.8 
49.5 
35.8 
31.2 
38.9 

37.1 
35.7 
27.9 
46.1 
68.8 
42.2 

- 
45.1 
49.4 
52.3 
48.2 
34.2 
47.5 

46 .1  
50.2 
45.8 
44.0 
58.2 
43.2 
37.8 
44.4 

58.0 
58.0 
66.4 
52.1 
49.6 
62.9 
67.8 
50.0 
47.6 
55.4 
59.5 
66.8 
64.6 

Funds 

55.7% 

62.1 
51.5 
57.2 
50.5 
64.2 
68.8 
61.1 

62.9 
64.3 
72.1 
53.9 
31.2 
57.8 

100.0 

54.9 
50.6 
47.7 
51.8 
65.8 
52.5 

53.9 
49.8 
54.2 
56.0 
41.8 
56.8 
62.2 
55.6 

42.0 
42.0 
33.6 
47.9 
50.4 
37.1 
32.2 
50.0 
52.4 
44.6 
40.5 
33.2 
35.4 



TABLE A-7 (CONCL'D) .--PERCENTAGE DISTRIBUTION OF STATE AND LOCAL GENEML EXPEN- 
DITURE FROM OWN REVENUE SOURCES, BY LEVEL OF GOVERNMENT, BY STATE, 

1942, 1957 AND 1966 

State and Repion 

United States 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

I/ Far West- 
Washington 
Oregon 
Nevada 
California 
Alaska 
Hawaii 

1966 
State Local 
Funds Funds 

n.a. = Data not ava.ilable. 

1/ Excluding Alaska and Hawaii. 

1957 
State Local 
Funds Funds 

1942 
State Local 
Funds 

44.3% 

54.3 
60.6 
47.6 
77.7 
72.7 

46.7 
40.0 
45.5 
48.6 
47.6 
53.5 

41.4 
46.4 
34.8 
35.5 
41.2 
n.a. 
n. a. 

Funds 

55.7% 

45.7 
39.4 
52.4 
22.3 
27.3 

53.3 
60.0 
54.5 
51.4 
52.4 
46.5 

58.6 
53.6 
65.2 
64.5 
58.8 
n.a. 
n.a. 

Source: U.S. Bureau of the Census, Historical Statistics on Governmental 
Finances and Employment (1962 Census of Governments, Vol. VI, No. 4); and 
Governmental Finances in 1965-66. 



TABLE A-8.--STATE AND LOCAL EXPENDITURE FOR EDUCATION, BY GOVERNMENTAL 
SOURCE OF FINANCING, BY STATE, 1966 

S t a t e  and Revion 

United S t a t e s  

New England 
Maine 
New Hampshire 
Vermont 
Massachuset t s  
Rhode I s l and  
Connect icut  

Mideast 
New York 
New Je r s ey  
Pennsylvania 
Delaware 
Maryland 
D i s t r i c t  of Columbia 

Great  Lakes 
Michigan 
Ohio 
Indiana  
I l l i n o i s  
Wisconsin 

P l a i n s  
Minnesota 
Iowa 
Missour i  
North Dakota 
South Dakota 
Nebraska 
Kansas 

Sou theas  t  
V i r g i n i a  
West V i rg in i a  
Kentucky 
Tennessee 
North Ca ro l i na  
South Ca ro l i na  
Georgia 
F l o r i d a  
Alabama 
M i s s i s s i p p i  
Louis iana  
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far  wesQ1 
Washington 
Oregon 
Nevada 
C a l i f o r n i a  
Alaska 
Hawaii 

Amount 

To t a l  
(m i l l i ons )  

$33,286,9 

1 ,567.9  
118.9 

92.7 
67 .4  

717.7 
137.4  
433.8 

7,071.6 
3 ,466.5  
1 ,016.4  
1,750.6 

116.8 
624.3 

97 .0  

6 ,913.4  
1 ,728.4  
1 ,613.7  

961.6 
1,739.6 

870.1  

2,789.9 
707.3 
545.6 
657.6 
124.1  
128.4 
240.9 
386.0 

5 ,766.2  
660.3  
249.1 
413.3  
472.1 
685.6 
305.2 
590.2 
867.2 
473.0 
274.2 
536.0 
240.0 

2 ,613.4  
413.2 

1 ,617.5  
242.6 
340.1 

1 ,058.0  
133.7 
112.6 

90.6 
463.4 
257.7 

5 ,296.4  
618 .1  
436.5 

96.7 
4 ,145.1  

75.1 
134.7 

Per 
Capita 

$170 

140 
121 
136 
166 
133 
153 
151 

170 
190 
147 
151 
228 
173 
120 

180 
206 
157 
196 
162 
209 

176 
198 
199 
146 
191 
188 
165 
172 

135 
14 7  
139 
130 
122 
137 
118 
132 
146 
134 
118 
149 
123 

165 
168 
150 
237 
210 

225 
190 
162 
275 
234 
256 

218 
207 
223 
213 
219 
276 
188 

Percent  Financed From-- 
Federa l  Local 

Aid 

9.4% 

7.8 
13 .0  

9.6 
12 .8  

7 . 3  
11.1 
5 . O  

5 .2  
2 . 9  
7 . 7  
5 . 6  
5 . 4  

11 .5  
16.9 

7 .5  
8 . 3  
6 . 9  
7.5 
7 .0  
8 . 1  

9 .9  
8 . 5  

11 .5  
8 .6  

11.1 
1 2 . 5  

9 .7  
11 .2  

13 .8  
10.7 
14.3 
17.4 
13 .6  
12 .3  
14.6 
14.7 
11 . o  
19 .3  
16 .3  
11.8 
17 .8  

12 .7  
14 .0  
1 1 . 1  
18.9 
14 .4  

10 .9  
9 .6  
9 .3  

11 .3  
11 .4  
11.1 

10 .0  
11 .5  
10 .8  
10 .7  

9 . 7  
40 .9  
25.4 

1/ Average c u r r e n t  expendi ture  pe r  pup i l  i n  average d a i l y  a t tendance .  - 
21 Excludes k inde rga r t en  and nursery  s choo l s .  - 
3 /  Excluding Alaska and Hawaii .  - 

S t a t e  
Funds - 

45.2% 

31.2 
43 .0  
26 .0  
50 .3  
22.6 
41 .6  
37 .0  

45.8 
54.6 
22 .4  
4 6 . 1  
69 .2  
37 .1  

39.9 
51.6 
30.3 
46.2 
34.6 
38.2 

40.7 
49.5 
31.5 
42.5 
41.8 
35.9 
23.9 
46 .6  

57 .3  
40 .0  
57 .3  
54 .1  
55.7 
69.6 
59 .1  
61.9 
49.2 
65 .1  
58 .4  
68 .2  
53 .0  

52.3 
53 .5  
5 0 . 8  
65 .8  
48.5 

46 .6  
44 .1  
50 .3  
47.9 
39.2 
59 .3  

39.9 
57 .8  
40.6 
46 .6  
36.9 
44 .3  
74.6 

Funds 

45.4% 

61.0  
44 .0  
64 .4  
36.9 
70.2 
47 .3  
57 .9  

49 .0  
42 .5  
69.9 
48 .3  
25 .5  
51 .4  
83 .1  

52 .6  
40 .1  
62.9 
46.2 
58.5 
53 .7  

49 .4  
42 .0  
57 .O 
48 .9  
47 .1  
51.6 
66.4 
42.2 

28.9 
49.2 
28.4 
28.5 
30.8 
18 .0  
2 6 . 3  
23.4 
39.7 
15 .7  
25 .3  
20.0 
29.2 

35.0 
32.5 
38.2 
1 5 . 3  
37 .1  

42 .5  
46 .4  
40 .4  
40 .8  
49 .4  
29.6 

50 .1  
30.7 
48.6 
42 .7  
53 .4  
14.8 

Es t imated  Per Pupi l  
Pub l i c  School 

Expendi ture ,  196611 

Source: Compiled by ACIR s t a f f  from va r ious  r e p o r t s  of t h e  Governments D iv i s i on ,  U.S. Bureau of t he  Census; from Treasury 
Department, Annual Report of  t h e  Sec r e t a ry  (var ious  yea r s ) ;  and from the  Department of Heal th ,  Education, and 
Welfare ,  OEfice o f  Education, F a l l  1965 S t a t i s t i c s  of Pub l i c  Schools.  



TABLE A-9.--STATE FINANCING OF STATE AN0 LOCAL EXPENDITURE FOR EDUCATION 
FROM OWN SOURCES, BY STATE, 1942, 1957 AND 1966 

S t a t e  and Region 

United S t a t e s  

New England 
Maine 
New Hampshire 
Vermont 
Massachuset t s  
Rhode I s l a n d  
Connect icut  

Mideast 
New York 
New J e r s e y  
Pennsylvania 
Delaware 
Maryland 
D i s t r i c t  o f  Columbia 

Great  Lakes 
Michigan 
Ohio 
Indiana  
I l l i n o i s  
Wisconsin 

P l a i n s  
Minnesota 
Iowa 
Missour i  
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeas t  
V i rg in i a  
West V i rg in i a  
Kentucky 
Tennessee 
North Ca ro l i na  
South Ca ro l i na  
Georgia 
F lo r i da  
Alabama 
M i s s i s s i p p i  
Louis iana  
Arkansas 

Southwest 
Oklahoma 
Texas 
New Nexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Fa r  ~ e s t l '  
Washington 
Oregon 
Nevada 
C a l i f o r n i a  
Alaska 
Hawaii 

T o t a l ,  1966 
Percent  

Amount 
(m i l l i ons )  

$30,161.2 

1,445.6 
103.4 
83 .8  
58.8 

665.6 
122.1 
411.9 

6,703.1 
3,367.6 

938.5 
1 ,653.1  

110.6 
552.7 

80.6 

6,394.0 
1,584.3 
1 ,502.8  

889.0 
1 ,618.3  

799.6 

2 ,513.9  
647.3 
482.7 
600.9 
110.4 
112.3 
217.4 
342.9 

4 ,970.0  
589.4 
213.6 
341.3 
408.2 
601.0 
260.7 
503.2 
771.5 
381.8 
229.4 
472.6 
197.3  

2,281.7 
355.3 

1 ,438.4  
196.8 
291.2 

942.8 
121.0 
102.1  
80 .4  

410.3  
229.0 

4,766.7 
547.3 
389.3 

86 .4  
3,743.7 

44.4 
99.0 

n . a .  = Date no t  a v a i l a b l e .  

L/  Excluding Alaska and Hawaii 

S t a t e  
Financed 

49.9% 

33.8 
49.4 
28.8 
57.7 
24 .3  
46 .8  
39.0 

48 .3  
56 .2  
24.3 
48 .8  
73 .1  
41.9 

43 .1  
56.2 
32.5 
50 .0  
37.2 
41.5 

45 .2  
54.1 
35.6 
46.5 
47.0 
41 .1  
26.4 
52.5 

66 .5  
44 .8  
66.9 
65 .5  
64.4 
79.4 
69.2 
72.6 
55 .3  
80.6 
69.7 
77.4 
64.5 

59.9 
62.2 
57 .1  
81 .1  
56.7 

52 .3  
48 .8  
55.4 
54 .0  
44 .3  
66.7 

44.3 
65 .3  
45 .5  
52.2 
40.9 
75.0 

100.0  

To t a l ,  Excluding Higher Education 
Amount Percent  S t a t e  Financer 

1966 1957 1942 1966 1957 194; - - - - - -  
------------(mill ions)------------  

Source: Compiled by ACIR s t a f f  from va r ious  r e p o r t s  o f  t h e  Governments D iv i s i on ,  U . S .  Bureau of t h e  Census; and from 
Treasury Department, Annual Report of t h e  Sec r e t a ry  (va r i ous  y e a r s ) .  
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S t a t e  and Region 

TABLE A-11.--STATE FINANCING OF STATE AND LOCAL EXPENDITURE FOR 
FROM OWN SOURCES, BY STATE, 1942, 1957 AND 1966 

United S t a t e s  

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode I s l and  
Connecticut 

Mideast 
New York 
New Je r sey  
Pennsylvania 
Delaware 
Maryland 
D i s t r i c t  of Columbia 

Great Lakes 
Michigan 
Ohio 
Indiana  
I l l i n o i s  
Wisconsin 

P l a in s  
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Virginia  
West V i rg in i a  
Kentucky 
Tennessee 
North Carol ina  
South Ca ro l ina  
Georgia 
F lo r ida  
Alabama 
Mis s i s s ipp i  
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far westL' 
Washington 
Oregon 
Nevada 
C a l i f o r n i a  
Alaska 
Hawaii 

n . a .  = Data n o t  a v a i l a b l e .  

1/ Excluding Alaska and Hawaii - 

PUBLIC WELFARE 

Percent  S t a t e  Financed 
1966 1957 1942 

Source: Compiled by ACIR s t a f f  from var ious  r epo r t s  of t h e  Governments Divis ion,  U . S .  Bureau of t he  Census; from 
Treasury Department, Annual Report of t he  Sec re t a ry  (var ious  yea r s ) .  



TABLE A-12.--STATE AND LOCAL EXPENDITURE FOR HEALTH AND HOSPITALS, 
BY GOVERNMENTAL SOURCE OF FINANCING. BY STATE. 1966 

S t a t e  and Region 

United S t a t e s  

New England 
Maine 
New Hampshire 
Vermont 
Massachuset t s  
Rhode I s l and  
Connect icut  

Mideast 
New York 
New Je r s ey  
Pennsylvania 
Delaware 
Maryland 
D i s t r i c t  of Columbia 

Great  Lakes 
Michigan 
Ohio 
Ind i ana  
I l l i n o i s  
Wisconsin 

P l a i n s  
Minnesota 
Iowa 
Missour i  
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeas t  
V i rg in i a  
West V i rg in i a  
Kentucky 
Tennessee 
North Ca ro l i na  
South Ca ro l i na  
Georgia 
F l o r i d a  
Alabama 
M i s s i s s i p p i  
Louis iana  
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far blestL/ 
Washington 
Oregon 
Nevada 
C a l i f o r n i a  
Alaska 
Hawaii 

1/ Excluding Alaska and Hawaii. - 

Amount 

To t a l  
(m i l l i ons )  

$5,910.6 

344.3 
17 .4  
14 .5  

9 .0  
207.3 

22.6 
73.5 

1 ,616.9  
990.5 
171.5 
242.9 

14.6 
132.5 

64 .9  

1 ,110 .1  
318.4 
221.6 
130.3 
316.0 
123.8 

422.0 
118.4 

73.9 
118.8 

10 .3  
7 .7  

34.2 
58 .7  

1,125.5 
94.2 
32.6 
67.6 

113.1  
113.3  
59 .3  

164.3  
208.8 

81.0 
64.6 
88.5 
38.2 

329.6 
59.8 

214.7 
27.3 
27.8 

126.8 
13 .7  
17.7 
14.1 
62 .3  
19 .0  

798.3 
64 .5  
46.0 
22.6 

665.2 
7.7 

29.4 

Pe r  
Capita 

$30 

31 
18 
2 1 
22 
39 
25 
26 

39 
54 
25 
2 1 
28 
37 
80 

2 9 
38 
22 
26 
29 
30 

2 7 
3 3 
2 7 
26 
16 
11 
2 3 
26 

26 
2 1 
18 
2 1 
29 
23 
23 
37 
35 
2 3 
28 
25 
20 

21 
24 
20 
2 7 
17 

27 
20 
26 
43 
32 
19 

33 
22 
24 
5 0 
35 
28 
4 1 

Percent  Financed From-- - 
Fede ra l  S t a t e  Local 

Aid 

4.6% 

4 .5  
5 .7  
5.5 

12 .2  
2 .3  

17 .3  
5 .2  

2 . 0  
1 .0  
3 .3  
4 . 0  
9 .6  
3.0 
3 .5  

3.4 
3 .8  
4.0 
2 .9  
3 . 1  
3 .2  

4 .7  
4 . 1  
3 .8  
4 . 5  
9.7 

10 .4  
4 .7  
5 .6  

8 .5  
7.0 
8.6 

13 . 0  
6 . 9  
9.3 

14 .8  
6 . 0  
6.5 

10 .5  
9 .3  
8 . 5  

13.6 

7.5 
5 . 5  
8 . 2  
9 .2  
5 .0  

8 . 3  
11.7 
14 .7  

7 .8  
5 . 5  

10 .0  

3.8 
5 . 7  
6.7 
7.5 
3 . 3  

13 .0  
10 .2  

Funds - 

48.6% 

69.2 
79.3 
81 .4  
77.8 
62 .3  
74.3 
81.4 

51 .5  
46 .8  
38 .3  
81.9 
84 .9  
69 .1  

48.7 
42.9 
43 .5  
46.6 
57 .9  
52 .0  

46 .2  
47 .4  
34 .0  
45 .0  
81 .6  
66.2 
28.4 
62.9 

44.9 
78.2 
63.5 
51.8 
32.4 
54.5 
41.7 
29.8 
31 .1  
40.6 
30.3 
76.3 
49 .7  

41.4 
51 .7  
39.9 
32.2 
39.2 

54.2 
47 .4  
39.0 
33.3 
64.7 
54.7 

41 .4  
56 .4  
61.7 
17 .7  
39.4 
77.9 
68 .O 

Funds 

46.8% 

26.3 
14.9 
1 3 . 1  
10 .0  
35.4 

8 .4  
13.5 

46.5 
52.2 
58.4 
14.1 
5.5 

27.8 
96.5 

47.8 
53 .4  
52 .5  
50.6 
39.0 
44.9 

49.2 
48.6 
62.2 
50 .4  

8.7 
23.4 
67.0 
31.5 

46.6 
14 .8  
28.2 
35 .1  
60.7 
36.2 
43.5 
64 .3  
62.4 
48.9 
60.4 
15.3 
36.4 

51.1 
42.8 
51.9 
58.6 
55.8 

37.5 
41.6 
46 .3  
58.9 
30.0 
35 .3  

54.7 
37.7 
31.5 
74.8 
57 .3  

9 . 1  
22 .1  

Source: Compiled by ACIR s t a f f  from va r ious  r e p o r t s  of t h e  Governments D iv i s i on ,  U.S. Bureau of t h e  Census; and from 
Treasury  Department, Annual Report of t h e  Sec r e t a ry  (var ious  y e a r s ) .  



TABLE A-13.--STATE FINANCING OF STATE AND LOCAL EXPENDITURE FOR HEALTH AND 
HOSPITALS FROM OWN SOURCES, BY STATE, 1942, 1957 AND 1966 

United S t a t e s  $5,638.4 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode I s l and  
Connecticut 

Mideast 1 ,583.8  
New York 980.5 
New Je r sey  165.8 
Pennsylvania 233.3 
Delaware 13.2  
Maryland 128.5 
D i s t r i c t  of Columbia 62.6 

Great Lakes 
Michigan 
Ohio 
Indiana  
I l l i n o i s  
Wisconsin 

P l a in s  
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
V i rg in i a  
West V i rg in i a  
Kentucky 
Tennessee 
North Ca ro l ina  
South Ca ro l ina  
Georgia 
F lo r ida  
Alabama 
Mis s i s s ipp i  
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

1 /  Far  West- 
Washington 
Oregon 
Nevada 
Ca l i fo rn i a  
Alaska 
Hawaii 

n . a .  = Data no t  a v a i l a b l e .  

1 /  Excluding Alaska and Hawaii. 

Percent  S t a t e  Financed 
1966 - 1957 - 1942 - 

Source: Compiled by ACIR s t a f f  from var ious  r epo r t s  of the  Governments Divis ion,  U .S .  Bureau of t he  Census; and from 
Treasury Department, Annual Report of t he  Sec re t a ry  (var ious  yea r s ) .  



TABLE A-14.--STATE AND LOCAL EXPENDITURE FOR HIGHWAYS, BY GOVERNMENTAL 
SOURCE OF FINANCING, BY STATE, 1966 

S t a t e  and Region 

United S t a t e s  

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode I s l a n d  
Connect icut  

Mideast 
New York 
New J e r s e y  
Pennsylvania  
Delaware 
Mary land 
D i s t r i c t  of Columbia 

Great  Lakes 
Michigan 
Ohio 
Indiana  
I l l i n o i s  
Wisconsin 

P l a i n s  
Minnesota 
Iowa 
Missour i  
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeas t  
V i r g i n i a  
West V i r g i n i a  
Kentucky 
Tennessee 
North Ca ro l i na  
South Ca ro l i na  
Georgia 
F l o r i d a  
Alabama 
Miss i s s i p p i  
Louis iana  
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far  ~ e s t L '  
Washington 
Oreg'on 
Nevada 
C a l i f o r n i a  
Alaska 
Hawaii 

1/ Excluding Alaska and Hawaii. - 

Amount 
Per  

To t a l  
(m i l l i ons )  

$12,770.0 

757.7 
83 .4  
63 .3  
54.8 

284.0 
58.9 

213.3 

2,194.8 
929.2 
330.1 
624.1  

71.6 
197.9 
41.9 

2,240.5 
442.1  
676.1  
288.0 
511.0 
323.3 

1 ,322.3  
312.1 
263.1 
280.3 

67 .8  
87 .3  

123.8 
187.9 

2 ,759.1  
360.2 
167.7 
224.2 
289.8 
226.4 
120.9 
232.0 
342.3 
236.6 
167.2 
266.6 
125.2 

1 ,096.0  
173.0 
681.8 
110.6 
130.6 

490.7 
102.2 

70.9 
75.3 

145.8 
96.5 

1,794.6 
243.2 
183.2 
65.8 

1 ,302.4  
74.2 
40 .5  

Capita 

$ 65 

68 
85 
93 

135 
5 3 
66 
74 

5 3 
51  
48 
54 

140 
55 
5 2 

58 
5 3 
6 6 
5 9 
48 
78 

83 
8 7 
96 
62 

104 
128 

85 
84 

65 
80 
93 
70 
75 
45 
47 
52 
58 
6 7 
7 2 
74 
64 

6 9 
7 0 
6 3 

108 
8 1  

104 
146 
102 
229 

74 
96 

74 
82 
94 

145 
6 9 

273 
56 

Percent  Financed From-- 
Fede ra l  S t a t e  Local 

Aid 

31.3% 

29.2 
34.3 
27.5 
52.2 
27.8 
23.1 
25.3 

24 .3  
21 .3  
19 .7  
30.6 
30.9 
18.6 
48.0 

28 .1  
28.7 
31.5 
31 .1  
28.9 
16.2 

31.8 
33 .1  
20 .3  
46 .9  
33.9 
36.9 
27 .1  
25.2 

34.5 
41.5 
41.3 
30.4 
35.2 
24 .1  
34 .1  
37.5 
25.4 
42.6 
32.3 
32.1 
43.0 

32.7 
28.3 
26.9 
5 5 . 1  
49.5 

46.9 
49.8 
41.9 
50.2 
37.6 
59.0 

32 .1  
37.9 
47.7 
54 .0  
27.7 
68 .3  
44.4 

Funds Funds 

20.0% 

23.6 
24.6 
27.6 
10.4 
30.8 
19.7 
16 .9  

27.0 
35.4 
34.2 
12.0 
39.7 
12.7 
52 .0  

19 . O  
15 .0  
12 .1  
10.4 
20.2 
44.5 

25.7 
28 .1  
24.6 
17.2 
29.4 
26.9 
27.2 
33.3 

13.3 
7 .9  
3.7 
7.9 

11 .5  
11 .4  
6.9 

20.5 
22.9 
15 .3  
21 .3  
17.7 
0.8 

23.7 
8 .3  

31.7 
1 0 . 1  
13.8 

15.7 
23.0 
14.8 

8.9 
18 .2  

9 .8  

16.6 
17.6 
11.4 
13.7 
17.3 

6 .9  
33.3 

Source: Compiled by ACIR s t a f f  from va r ious  r e p o r t s  of t h e  Governments D iv i s i on ,  U . S .  Bureau of t h e  Census; and from 
Treasury  Department, Annual Report  o f  t h e  Sec r e t a ry  (va r i ous  yea r s ) .  



TABLE A-15.--STATE FINANCING OF STATE AND LOCAL EXPENDITURE FOR HIGHWAYS 
FROM OWN SOURCES, BY STATE, 1942, 1957 AND 1966 

Amount 
S t a t e  and Region 1966 1957 1942 

---------------- (millions)----------------  

United S t a t e s  $8,777.9 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode I s l a n d  
Connecticut 

Mideast 1,662.4 
New York 731.7 
New Je r sey  265.1 
Pennsylvania 433.3 
Delaware 49.5 
Maryland 161.1  
D i s t r i c t  of  Columbia 21.8 

Great Lakes 
Michigan 
Ohio 
Indiana 
I l l i n o i s  
Wisconsin 

P l a in s  898.1  
Minnesota 208.7 
Iowa 209.7 
Missouri 148.9 
North Dakota 44.8 
South Dakota 55.1  
Nebraska 90.3 
Kansas 140.5 

Southeast 
Virginia  
West V i rg in i a  
Kentucky 
Tennessee 
North Carol ina  
South Carol ina  
Georgia 
F lo r ida  
Alabama 
Mis s i s s ipp i  
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far ves tL/  
Washington 
Oregon 
Nevada 
Ca l i fo rn i a  
Alaska 
Hawaii 

n . a .  = Data n o t  a v a i l a b l e .  

1/ Excluding Alaska and Hawaii. - 

Percent  S t a t e  Financed 
1966 1957 1942 

Source: Compiled by ACIR s t a f f  from var ious  r e p o r t s  of t he  Governments Divis ion,  U.S. Bureau of t he  Census; and from 
Treasury Department, Annual Report of t he  Sec re t a ry  (var ious  y e a r s ) .  



TABLE A-16.--PERCENTAGE DISTRIBUTION OF FEDERAL, STATE AND LOCAL TAX COLLECTIONS, 

Property t axes  
Consumer taxes 
Income and death and 

g i f t  t axes  
Ind iv idua l  income 
Corporation income 
Death and g i f t  

A l l  o ther  t axes  

Tota l  

Consumer taxes 
Income and death and 

g i f t  taxes 
Ind iv idua l  income 
Corporation income 
Death and g i f t  

A 1 1  o ther  taxes 

Tota l  

Property t ax  
Consumer taxes 

General s a l e s  and 
gross  r e c e i p t s  

Income and death and 
g i f t  t axes  

Ind iv idua l  income 
Corporat ion income 
Death and g i f t  

A l l  o ther  t axes  

Tota l  

Property t ax  
Consumer tax  
Income and death and 

g i f t  taxes 
Ind iv idua l  income 
Corporation income 
Death and g i f t  

A l l  o t h e r  t axes  

T o t a l  

BY SOURCE, 

e s t .  
9.3 6.9 

7.6 18.2 
- 4.5 
- 6.1 
7.6 7.5 
e s t .  

27.6 30.9 

SELECTED YEARS, 1913-1966 

Federa l ,  S t a t e  and Local 

2. Federal  

1/ Al loca t ion  between ind iv idua l  and corporat ion no t  a v a i l a b l e  - 
21 Minor amount of l o c a l  corpora t ion  income taxes included with ind iv idua ls .  - 
31  Minor amount of l o c a l  death and g i f t  taxes included i n  " a l l  o ther  taxes." - 

Source: Prepared by ACIR s t a f f  from U.S. Department of Commerce, Bureau of Census da ta .  



TABLE A-17.--STATE CONSTITUTIONAL LIMITATIONS ON STATE BORROWING 

Legislative Borrowing Power Limits Exceptions to Limits 
For Casual Limit May Be Exceeded: 
Deficits or For Any Referendum Referendum For Re- For Defense For Per Capita 

Total Debt 
1966 

No Limi- Extraordinary or Other Required To Required To funding of State Other 
tations Expenses Only Purpose Create Debt Exceed Limit Purpose or Nation Purpose State 

United States 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Delaware 
Florida 

N 
Georgia 

cn 
m 

Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 

Kansas 
Kentucky 
Louisiana 
Maine 
Mary land 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 



TABLE A-17 (CONTID).--STATE CONSTITUTIONAL LIMITATIONS ON STATE BORROWING 

L e g i s l a t i v e  Borrowing Power Limits  Exceptions t o  L imi t s  
For Casual 

For Any 
o r  Other 
Purpose 

$100,000 

111 - 
5 / - 

Limit May Be Exceeded: 
Referendum Referendum For Re- For Defense For Per  Capi ta  D e f i c i t s  o r  

No Limi- Extraordinary 
t a t i o n s  Expenses Only 

Required To Required To funding 
Crea te  Debt Exceed Limit Purpose 

3 / x- 

o f  S t a t e  Other 
o r  Nation Purpose 

T o t a l  Debt 
1966 

$107.37 
45.13 
35.11 

197.21 
148.36 

123.07 
250.34 

54.87 
38.19 

100.15 

169.29 
231.49 
169.59 
278.48 

92.29 

27.89 
59.51 
56.73 

106.55 
191.48 

61.40 
186.15 
208.04 

79.52 
75.55 

S t a t e  

Montana 
Nebraska 
Nevada 
New Hampshire 
New Je rsey  

New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

Oklahoma 
h) 
00 Oregon 
.I Pennsylvania 

Rhode I s land  
South Carol ina 

South Dakota 
Tennessee 
Texas 
Utah 
Vermont 

Virginia  
Washing ton 
West Vi rg in ia  
Wisconsin 
Wyoming 



Foo tno te s  

Requires  approval  by t w o - t h i r d s  o f  (each house  o f )  l e g i s l a t u r e .  
Requires  app rova l  by s imp le  l e g i s l a t i v e  m a j o r i t y .  
P rov i s ion  must be made f o r  payment o f  i n t e r e s t  a n d / o r  p r i n c i p a l  a t  t ime o f  borrowing. 
Re fe r s  s o l e l y  t o  r e c e i p t s  from 3 - m i l l  l evy  a g a i n s t  S t a t e - a s s e s s e d  v a l u a t i o n  f o r  e r e c t i o n  of S t a t e  b u i l d i n g s .  
May c r e a t e  a d d i t i o n a l  debt  f o r  purposes  o f  highway c o n s t r u c t i o n  and improvement. 
Requires  approva 1  by t h r e e -  f o u r t h s  o f  l e g i s l a t u r e .  
Bonds f o r  up t o  two- th i rds  o f  bonded i n d e b t e d n e s s  p a i d  o f f  i n  p r e v i o u s  biennium do n o t  r e q u i r e  referendum. 
For  t a x  o r  revenue a n t i c i p a t i o n  loans .  
Requires  approval  o f  t h ree -  f i f t h s  o f  l e g i s l a t u r e .  
Bonded indeb tedness  cannot  be  i n  e x c e s s  o f  1-112 t imes  t h e  sum o f  a l l  revenue c o l l e c t e d  i n  t h e  S t a t e  d u r i n g  any one o f  t h e  f o u r  pre-  
ceding f i s c a l  y e a r s .  
L i m i t a t i o n  i n  terms o f  pe rcen tage  o f  a s s e s s e d  v a l u a t i o n  o f  p r o p e r t y .  
L i m i t a t i o n  i n  te rms of pe rcen tage  a t  t o t a l  annua l  a p p r o p r i a t i o n .  
Crea t ion  o f  debt  l i m i t e d  t o  t w o - t h i r d s  t h e  amount by which t h e  S t a t e ' s  o u t s t a n d i n g  indeb tedness  h a s  been reduced d u r i n g  t h e  preced- 
i n g  biennium. 
May borrow f o r  t h i s  purpose by no maximum s p e c i f i e d .  
Debt c r e a t e d  f o r  r e h a b i l i t a t i o n  and a c q u i s i t i o n  o f  f o r e s t  l a n d s  may n o t  exceed 3 /16  o f  1 p e r c e n t  o f  t h e  c a s h  v a l u e  o f  a l l  S t a t e  prop- 
e r t y  taxed on ad  valorem b a s i s .  
Fo r  road c o n s t r u c t i o n  and maintenance .  
Referendum not  r e q u i r e d  f o r  d e b t  c r e a t e d  f o r  " o r d i n a r y  purposes  o f  S t a t e  government." Any referendum r e q u i r e s  t w o - t h i r d s  app rova l .  
Referendum requ i r ed  f o r  a l l  purposes  o t h e r  t han  c a s u a l  d e f i c i t s ,  e x t r a o r d i n a r y  e x p e n d i t u r e s ,  and o t h e r  s p e c i a l  e x c e p t i o n s .  
Referendum requ i r ed  f o r  c r e a t i o n  o f  deb t  i n  e x c e s s  o f  amount o f  t a x e s  f o r  c u r r e n t  f i s c a l  y e a r .  
Debt i s  not  t o  exceed 4-1/2 t imes  t h e  t o t a l  t a x  r e c e i p t s  o f  t h e  S t a t e  d u r i n g  t h e  p r e v i o u s  f i s c a l  y e a r .  
Re fe r s  s o l e l y  t o  p ledging o f  s p e c i f i c  r evenues  th rough  bonds by i n d i v i d u a l  a g e n c i e s .  
S o l e l y  f o r  t h e  payment o f  S t a t e  p u b l i c  s c h o o l  t e a c h e r s .  
F u r t h e r  debt  (such t h a t  t h e  t o t a l  deb t  does  n o t  exceed 15 p e r c e n t  o f  t h e  t o t a l  o f  a s s e s s e d  S t a t e  p r o p e r t y  v a l u e s )  may be c r e a t e d  by 
a  two- th i rds  v o t e  i n  each house.  
Governor a u t h o r i z e s  debt  up  t o  $300,000. 

Source: L e g i s l a t i v e  D r a f t i n g  Research Fund o f  Columbia U n i v e r s i t y ,  C o n s t i t u t i o n  of t h e  Un i t ed  S t a t e s ,  N a t i o n a l  and S t a t e ,  Vols .  1  and 2 ,  
Dobbs P e r r y ,  New York, Oceana P u b l i c a t i o n s ,  I n c . ,  1962; James A .  Heins ,  C o n s t i t u t i o n a l  R e s t r i c t i o n s  Aga ins t  S t a t e  Debt,  Madison, 
Wisconsin,  Un ive r s i t y  o f  Wisconsin  D r e s s ,  1963; Tax Founda t ion ,  I n c . ,  S t a t e  Expend i tu re  E x h i b i t s ;  An E v a l u a t i o n  and Supplement,  
New York, 1965. 



Total  long- term debt 
By character  

F u l l - f a i t h  and c r e d i t  
Nonguaranteed 

By purpose 
S t a t e  i n s t i t u t i o n s  of 
higher education 

S t a t e  highways 
Local schools 
Local u t i l i t i e s  

h) 
a, A l l  o the r  
\D 

Total  long-term debt 
By character  

F u l l - f a i t h  and c r e d i t  
Nonguaranteed 

By purpose 
S t a t e  i n s t i t u t i o n s  of 
higher education 

S t a t e  highways 
Local schools 
Local u t i l i t i e s  
A 1 1  o ther  

TABLE A-18.--LONG-TERM INDEBTEDNESS OF STATE AND LOCAL GOVERNMENTS BY CHARACTER OF 
DEBT AND BY MAJOR PURPOSE, END OF FISCAL YEARS, 1957, 1962 AND 1965-1966 

S t a t e  
and 

Local 

$101,000 

59,800 
41,200 

4,143 
10,763 
24,851 
16,917 
44,325 

100.0% 

59.2 
40.8 

4 . 1  
10.7 
24.6 
16.7 
43.9 

S t a t e  

$28,504 

12,709 
15,795 

4,143 
10,763 
2,522 

11,075 

100.0% 

44.6 
55.4 

1 4 . 5  
37.8 
8 .8  
- 

38.9 

Local 

$72,497 

47,091 
25,405 

22,329 
16,917 
33,250 

100.0% 

65.0 
35.0 

- 
30.8 
23.3 
45 .9  

1962 
S t a t e  

and 
Local S t a t e  Local 

Amount (Mil l ions)  
$77,543 $21,612 $55,931 

Percent  D i s t r i b u t i o n  

100.0% 100.0% 100.0% 

Source: U.S. Bureau of the  Census, Compendium of Government Finances (1957 Census of Governments, Vol.  
Census of Governments, Vol. IV, No. 4 ) ;  and Government Finances i n  1965-66. 

1957 
S t a t e  

and 
Local 

$50,845 

32,577 
18,268 

706 
7,336 

12,488 
9,231 

21,084 

100.0% 

64.1 
35.9 

1 . 4  
14.4 
24.6 
18 .2  
41.5 

S t a t e  

$13,522 

6,490 
7,032 

706 
7,336 
1,026 

4,454 

100.0% 

48.0 
52.0 

5 .2  
54.3 

7.6 

32.9 

111, No. 5 ,  and 1962 

Local 

$37,323 

26,087 
11,236 

11,461 
9,231 

16,631 

100.0% 

69.9 
30.1 

30.7 
24.7 
44.5 



TABLE A-19.--PERCENTAGE DISTRIBUTION OF FEDERAL AID PAYMENTS 
TO STATE AND LOCAL GOVERNMENTS, BY FUNCTION, SELECTED YEARS 

Ac tua 1 Estimate 
Function 1950 1955 1960 1965 1968 

Agriculture and agricul- 
tural resources 5 % 7% 3% 5 % 3% 

Natural resources 2 3 3 3 3 
Commerce and transporta- 
tion 2 1 19 4 3 4 0 2 5 

Housing and community 
development 1 4 4 5 7 

Health, labor, and wel- 
fare 6 9 5 7 4 1 40 4 6 

Education 2 8 5 6 14 

Other 1 2 1 1 - 1 - - - 
Total 100% 10OX 100% 100% 100% 

Source: Bureau of the Budget, Special Analysis J, "Federal Aid to State and 
Local Government," Budget of the United States, 1968, p. 147. 



TABLE A-20.--FEDERAL GRANTS-IN-AID TO STATE AND MCAL GOVERNMENTS. BY YEAR AND MAJOR FUNCTIONAL CATEGORIES, 1902-1968 

Veterans 
Service 
and 

Year Benefits 

Health, 
Welfare 
and 
Labor 

$ 1,759 
1,509 
746 

2,243,671 
2,066,362 
1,771,307 
1,506,514 
902,582 

616,151 
570,176 
567,873 
902,093 

1,024,882 

1,231,538 
1,562,252 
1,637,185 
1,661,957 
1,811,136 

1,890,389 
1,854,170 
2,109,270 
2,178,892 
2,523,430 

2,777,160 
2,923,591 
3,123,100 
3 ,54O,OOO 
3,813,400 

4,259,100 
4,477,400 
5,781,300 
7,012,400 
8,042,000 

Education 
and 

General 
Research 

$ 1,210 
2,510 
4,637 
8,473 
10,010 

12,622 
24,444 
25,213 
25,521 
26,056 

25,479 
24,956 
25,308 
32,170 
37,154 

36,W 1 
38,614 
48,814 
122,234 
230,958 

203,210 
239,303 
208,672 
204,570 
165,881 

296,747 
363,558 
378,200 
405,200 
465,200 

479,400 
610,300 

1,524,700 
2,228,500 
2,497,900 

Agriculture 
and Agricul- 

tural 
Resources 

(Thousands) 

Commerce 
Other and Housing and 
Natural Transpor- Community 
Resources tation ~evelopmentl' 

National Defense 
and Inter- 

national Affairs 

General 
Govern- 
ment Total - -- 

- $ 3,001 

11 Some housing funds included in Commerce and Transportation for years prior to 1941. - 
21 Federal aid highway program financed for this year out of emergency relief funds. - 
31 In these years, included large amounts of veterans housing and defense community facilities. - 
Source: Drawn from tabulations made in early years by the Labor and Welfare Division, Bureau of the Budget, and for more recent years 

from special analyses dealing with grants-in-aid accompanying the President's Budget. 



TABLE A-21.--  FEDERAL AID EXPENDITURES I N  RELATION TO TOTAL FEDERAL 
EXPENDITURES AND TO STATE-LOCAL REVENUE, 1 9 4 7 - 1 9 6 8  

A s  a P e r c e n t  of 
T o t a l  C a s h  Domes t i c  C a s h  

P a y m e n t s  P a y m e n t s  S t a t e - L o c a l  
F i s c a l  Y e a r   mound t o  the p u b l i c ? /  t o  the  ~ u b l i c 2 1  R e v e n u e  

( m i l l i o n s )  

1 9 6 7  (est.) 
1 9 6 8  (est . )  



TABLE A-21 (CONCLID).--FEDERAL A I D  EXPENDITURES I N  RELATION TO TOTAL FEDERAL 
EXPENDITURES AND TO STATE-LOCAL REVENUE, 1947-1968 

Footnotes 

This  f i g u r e  r ep resen t s  t h e  t o t a l  expenditures f o r  a i d  t o  S t a t e  and l o c a l  
governments, budget and t r u s t  accounts ,  excluding loans and repayable ad- 
vances.  =: According t o  W i l l i a m  Robinson of t h e  Bureau of t h e  Budget, 
t he  Bureau r e c e n t l y  updated i t s  h i s t o r i c a l  f i g u r e s  f o r  t h e  years  1955, 1960 
and 1965. The f igu res  i n  t h i s  column have been obtained i n  each case  from 
t h e  annual budget document of two years  l a t e r .  Owing t o  t h e  r ecen t  updat- 
i ng ,  t h e  f i g u r e s  obtained f o r  those  p a r t i c u l a r  years  w i l l  not  q u i t e  t a l l y  
(budget 1957 f i g u r e s  f o r  1955: $3,204 m i l l i o n ;  r ev i sed  f i g u r e s  f o r  1955 i s  
$3,257 m i l l i o n ) .  Eventual ly t h e  Bureau hopes t o  update a l l  i t s  h i s t o r i c a l  
f i g u r e s  but  a t  t h e  moment they can only be der ived  from t h e  annual docu- 
ments, except  f o r  1955, 1960 and 1965. 
The percentage f i g u r e s  from 1947 through 1954 a r e  based on f i g u r e s  obtained 
from t h e  Bureau of t h e  Budget annual compilat ions (two years  a f t e r  t h e  
f a c t ) .  The f i g u r e s  f o r  t h e  balance of t h e  column a r e  taken from Spec ia l  
Analysis  J . ,  Budget of t h e  United S t a t e s ,  1967. 
Excludes payments f o r  n a t i o n a l  defense,  space,  i n t e r n a t i o n a l  a f f a i r s  and 
f inance ,  and a por t ion  of t h e  i n t e r e s t  on t h e  n a t i o n a l  debt  a t t r i b u t e d  t o  
defense . 
Federa l  payments t o  S t a t e  and l o c a l  governments were broken down by t h e  
Bureau of t h e  Budget only s i n c e  1947. 
The f i g u r e s  f o r  1947 and 1948 were obtained from t h e  Budget of t h e  United 
S t a t e s  Government f o r  t h e  f i s c a l  year  ending June 30, 1950, U.S. Government --- 
P r i n t i n g  Off ice ,  S p e c i a l  Analysis: Federal  Aid t o  S t a t e  and Local 
Governments. Repayable advances have been sub t r ac t ed ;  ev iden t ly  loans d id  --- 
no t  f i g u r e  i n  t h i s  amount. 
The Bureau of t h e  Census has not  published domestic cash payment f i g u r e s  f o r  
1947, 1949 and 1951. They have been ca l cu la t ed  by tak ing  a f i g u r e  from t h e  
annual  Budget compilat ions and removing t h a t  p a r t  of t h e  i n t e r e s t  on t h e  
n a t i o n a l  debt  a t t r i b u t a b l e  t o  defense,  according t o  a percentage f o r  each 
of those  years  worked up by ACIR.  
S t a t e  and l o c a l  revenue w a s  no t  c a l c u l a t e d  f o r  t h e  years  1947, 1949 and 1951. 
F igures  shown he re  were der ived  by averaging i n  each case  t h e  f i g u r e  f o r  t h e  
year  before  and t h e  year  a f t e r .  
The f i g u r e s  f o r  1948, 1950 and 1952 through 1965 were developed by ACIR on 
t h e  b a s i s  of t h e  Bureau of t h e  Census pub l i ca t ions .  
The f i g u r e s  f o r  1948, 1950 and 1952 through 1954 were obtained from 
H i s t o r i c a l  S t a t i s t i c s  on Governmental Finances and Employment, Census of 
Governments 1962, Vol. V I  (Topical S tud ie s )  No. 4 ,  U.S. Department of 
Comnerce, Bureau of t h e  Census. The f i g u r e s  from 1955 through 1967 estima- 
t ed  a r e  taken from Spec ia l  Analysis  J ,  Budget of t h e  United S t a t e s ,  1967. 
The f i g u r e s  f o r  t h e  years  1949 through 1954 were obtained from t h e  budget 
document f o r  two years  l a t e r ,  i n  each case .  Loans and repayable advances 
have been excluded. 
The f i g u r e s  f o r  1955 through 1968 es t imated  a r e  taken from Table 5-2, 
Spec ia l  Analysis  J ,  Budget of t h e  United S t a t e s ,  1967, excluding loans  and 
repayable advances. 
The percentages f o r  1966 and 1967 a r e  based on f i g u r e s  obta ined  from t h e  
Budget f o r  1968, us ing  a percentage c a l c u l a t e d  by ACIR  f o r  t h e  a l l o c a t i o n  
of i n t e r e s t  on t h e  n a t i o n a l  debt  f o r  defense purposes.  



TABLE A-22.--NUMBER OF GRANT AUTHORIZATIONS, BY ADMINISTERING 
DEPARTMENT OR AGENCY, BY FORMU A OR PROJECT, 

14 DECEMBER 31, 1966- 

Department Formula Project 

Health, Education and Welfare 
Public Health Service 19 69 
Office of Education 2 5 54  
Welfare Administration 13 12 
Other 6 11 

Department of Labor 
Department of the Army 
Department of Commerce 
Housing and Urban Development 
Department of Interior 

Department of Agriculture 8 
Office of Economic Opportunity 1 
Miscellaneous 8 - 

Total 

Total 9 9 280 379 

1/ This table includes the 20 Public Health Service programs replaced, as of - 
July 1, 1967, under the new Comprehensive Health Services Act. 

Source: Prepared by ACIR staff from various sources, including Catalog of Fed- 
eral Aids to State and Local Governments and Supplements, %. e., 
and congressional enactments, Eighty-Nioth Congress, Second Session. 



TABLE A-23.--FEDERAL AID PAYMENTS IN URBAN AmAS, 1961, 1966 AND 
(Budget and trust accounts in millions)~/ 

Function and Program 

National defense (civil defense and National 
Guard centers) 

Agriculture and agricultural resources 
Natural resources 

Commerce and transportation 
Highways 
Economic development 
Airports 
Other 

Housing and community development 
Public housing 
Water and sewer facilities 
Urban renewal 
Model cities 
Urban transportation 
District of Columbia 
Other 

Health, labor and welfare 
Office of Economic Opportunity 
School lunch, special milk, food stamp 
Hospital construction 
Community health 
Public assistance (including medical care) 
Vocational rehabilitation 
Employment security and manpower training 
Other 

Education 
Elementary and secondary 
Higher education 
Vocational education 
Other 

Other functions 

Total aids to urban areas 

1/ Excludes loans and repayable advances. - 
*Less than $0.05 million. 

Actual 
1961 1966 

1968 

Estimate 

$ 26 
235 
200 

2,176 
36 
33 
6 

208 
6 1 
336 
132 
98 
7 1 
100 

1,010 
2 90 
95 
450 

2,243 
211 
501 
101 

1,292 
172 
160 
80 

6 

Source: Special Analysis J, Federal Aid to State and Local Government, Budget 
of the United States, 1968, p. 155. 

2 95 



TABLE A-24.--NUMBER OF DIFFERENT CITY MCATIONS OF FEDERAL REGIONAL OFFICES 
SERVING INDIVIDUAL STATES 

New England 

Connecticut 8 New Hampshire. 8 
Maine 8 Rhode Island 8 
Massachusetts 8 Vermont 6 

New York-New Jersey-Pennsylvania-Delaware 

Delaware 
New Jersey 

District of 
Columbia 

Kentucky 
Maryland 

Alabama 
Florida 
Georgia 

Illinois 
Indiana 
Michigan 

Iowa 
Kansas 
Minnesota 
Missouri 

Arkansas 
Louisiana 
New Mexico 

Colorado 
Idaho 
Montana 

Alaska 
Arizona 
California 
Hawaii 

New York 
Pennsylvania 

Mid-Atlantic 

North Carolina 
Virginia 
West Virginia 

Southeast 

Mississippi 
South Carolina 
Tennessee 

Midwest 

Ohio 
Wisconsin 

Nebraska 3 
North Dakota 5 
South Dakota 3 

Southwest 

Rocky Mountain 

Far West 

Oklahoma 
Texas 

Utah 
Wyoming 

Nevada 4 
Oregon 5 
Washington 5 

Source: Office of the Federal Register, United St.-'es Govern- 
ment Organization Manual, 1967-68; various agency 
documents. 



TABLE A- 25.  --APPOINTWE POWER OF GOVERNOR FOR HEAD OF AGENCY 
RESPONSIBLE FOR BUDGET PREPARATION 

Full Appointive Power ( 2 4  States) 

Alabama Kansas 
Arkansas Kentucky 
California Louisiana 
Georgia Mary land 
Idaho Michigan 
Indiana Montana 

Nevada 
New Mexico 
New York 
North Carolina 
Oklahoma 
Oregon 

Alaska 
Arizona 
Delaware 
Florida 
Hawaii 

Substantial Appointive Power ( 2 2  States1 

Iowa Missouri 
Illinois Nebraska 
Maine New Hampshire 
Massachusetts New Jersey 
Minnesota North Dakota 

Ohio 

Pennsylvania 
Tennessee 
Texas 
Virginia 
Washington 
Wyoming 

Limited Appointive Power (1 State) 

South Carolina 

No Appointive Power (3 States) 

11 Colorado-- ~onnecticutl~ Mississippi 

11 Selection is made in accordance with Civil Service Act. - 

Rhode Island 
South Dakota 
Utah 
Vermont 
West Virginia 
Wisconsin 

Source: Council of State Governments, Book of the States, 1965-1966 and 1966- 
1967. 



Arkansas 
Colorado 
Connecticut 
Delaware 
Hawaii 

TABLE A-26. --APPOINTIVE POWER OF GOVERNOR FOR 
HEAD OF STATE EDUCATION AGENCY 

Full Appointive Power (1 State) 

Tennessee 

Substantial Appointive Power (4 States) 

Alaska 
New Jersey 

Pennsylvania 
Vermont 

Limited Appointive Power (22 States) 

Iowa Minnesota Ohio 
Maine Missouri Rhode Island 
Mary land Nebraska Texas 
Massachusetts Nevada Utah 
Michigan New Hampshire Virginia 

New Mexico West Virginia 

No Appointive Power (23 States) 

Alabama Illinois 
Arizona Indiana 
California Kansas 
Florida Kentucky 
Georgia Louisiana 
Idaho Mississippi 

Montana South Carolina 
New York South Dakota 
North Carolina Washington 
North Dakota Wisconsin 
Oklahoma Wyoming 
Oregon 

Source: Council of State Governments, Book of the States, 1965-1966 and 1966- 
1967, 



Alaska 
Arkansas 
Connecticut 
Hawaii 
Illinois 

Alabama 
Arizona 
Delaware 
Florida 
Idaho 

TABLE A- 2 7. --APPOINTIVE POWER OF WRNOR FOR 
1 7  HEAD OF HEALTH AGENCY- 

Full Appointive Power (8 States) 

California 
Florida 
Indiana 
Mary land 

North Dakota 
Tennessee 
Virginia 
Washington 

Substantial Appointive Power (22 States) 

Iowa Missouri 
Louisiana Nevada 
Maine New Hampshire 
Massachusetts New Jersey 
Michigan New York 

Ohio 

Limited Appointive Power (18 States) 

Kentucky 
Minnesota 
Mississippi 
Montana 
Nebraska 

New Mexico 
North Carolina 
Oklahoma 
Oregon 
Texas 

No Appointive Power (1 State) 

2 / Colorado- 

1/ No information available for Kansas. - 
2/ Selection is made in accordance with Civil Service Act. - 

Pennsylvania 
Rhode Island 
South Carolina 
South Dakota 
Utah 
Vermont 

West Virginia 
Wisconsin 
Wyoming 

Source: Council of State Governments, Book of the States, 1965-1966 and 1966- 
196 7. 



TABLE A-28. --APPOINTIVE POWER OF GOVE OR FOR 
1 P  HEAD OF MENTAL HULTH AGENCY- 

Full Appointive Power (5 States) 

California 
Illinois 
Kentucky 

Mary land 
Tennessee 

Substantial Appointive Power (20 States1 

Alaska Illinois Nevada 
Arkansas Massachusetts New Hampshire 
Colorado Michigan New Jersey 
Connecticut Minnesota New York 
Hawaii Nebraska North Carolina 

Alabama 
Arizona 
Delaware 
Florida 
Georgia 

Limited Appointive Power (19 States) 

Idaho 
Iowa 
Maine 
Missouri 
Montana 

New Mexico 
Oklahoma 
Oregon 
South Carolina 
South Dakota 

Ohio 
Vermont 
Virginia 
Washington 
West Virginia 

Texas 
Utah 
Wisconsin 
Wyoming 

No Appointive Power 

None 

1/ Responsibility for mental health is assigned to another official in four - 
States; no information available for Kansas, Louisiana, Mississippi, North 
Dakota, Pennsylvania and Rhode Island. 

Source: Council of State Governments, Book of the States, 1965-1966 and 1966- 
196 7. 



TABLE A-29. --APPOINTIVE POWER OF GOVERNOR FOR 
HEAD OF WELFARE AGENCYL~ 

Full Appointive Power (8 States) 

Arkansas 
Georgia 
Idaho 
Indiana 

Kentucky 
South Dakota 
Tennessee 
Washington 

Substantial Appointive Power (23 States) 

Alaska Maine Nebraska 
California Massachusetts New Hampshire 
Connecticut Michigan New York 
Hawaii Minnesota North Carolina 
Illinois Mississippi Ohio 
Iowa Missouri Pennsylvania 

Alabama 
Arizona 
Delaware 
Florida 

Limited Appointive Power (16 States) 

Louisiana 
Maryland 
Montana 
Nevada 

New Jersey 
New Mexico 
North Dakota 
Oklahoma 

Rhode Island 
Utah 
Vermont 
Virginia 
West Virginia 

Oregon 
South Carolina 
Texas 
Wyoming 

No Appointive Power (1 State) 

2 / Colorado- 

1/ Responsible for welfare is assigned to another official in two States; no - 
information available for Kansas and Wisconsin. 

2 /  Selection is made in accordance with Civil Service Act. - 

Source: Council of State Governments, Book of the States, 1965-1966 and 1966- 
1967. 



Alaska 
Connecticut 
Florida 
Hawai i 
Illinois 
Minnesota 

Arizona 
Arkansas 
Idaho 
Iowa 

TABLE A- 30. - -APPOINTIVE POWER OF GOVERN R FOR 
19 HEAD OF STATE HEGHWAY DEPARTMENT- 

Full Appointive Power (11 States) 

Alabama Kentucky North Carolina 
California Mary land North Dakota 
Georgia Massachusetts Tennessee 
Indiana New Hampshire 

Substantial Appointive Power (18 States) 

Nebraska Pennsylvania 
New Jersey Rhode Island 
New Mexico Utah 
New York Vermont 
Ohio Virginia 

Limited Appointive Power (16 States) 

Louisiana Nevada 
Michigan Oklahoma 
Missouri Oregon 
Montana South Carolina 

West Virginia 
Wisconsin 

South Dakota 
Texas 
Washing ton 
Wyoming 

No Appointive Power (2 States) 

Colorado2/ Mississippi 

11 Responsibility for highways assigned to another official in five States; no - 
information available for Delaware, Kansas and Maine. 

21  Selection made in accordance with Civil Service Act. - 

Source: Council of State Governments, Book of the States, 1965-1966 and 1966- 
1967. 



TABLE A-31.--APPOIIVIVE POWER OF GOVERNOR FOR HEAD OF 
CONSERVATION, NATURAL RESOURCES ACENCYLI 

Full Appointive Power (8 States) 

Alabama 
California 
Indiana 
Kentucky 

Nevada 
North Carolina 
Tennessee 
Washington 

Substantial Appointive Power (16 States) 

Alaska Illinois New Jersey 
colorado Louisiana New York 
Connecticut Minnesota Ohio 
Hawaii New Hampshire Pennsylvania 

Delaware 
Florida 
Iowa 
Mary land 

Limited Appointive Power (12 States) 

Massachusetts Oklahoma 
Michigan South Carolina 
Missouri Texas 
Nebraska Wisconsin 

Vermont 
Virginia 
West Virginia 
Wyoming 

No Appointive Power 

None 

11 No single official or agency has been assigned the conservation, natural - 
resources function in eight States: Arkansas, Georgia, Montana., Idaho, New 
Mexico, Oregon, Rhode Island and Utah; no information available for Arizona, 
Kansas, Maine, Mississippi, North Dakota and South Dakota. 

Source: Council of State Governments, Book of the States, 1965-1966 and 1966- 
1967. 



TABLE A-32.--NUMBER OF STATE ADMINISTRATIVE AGENCIES, 1950 and 1967, 

S t a t e  

Average 

Alabama 
Alaska 
Arizona 
Arkansas 
C a l i f o r n i a  

Colorado 
Connect icut  
Delaware 
F l o r i d a  
Georgia  

Hawaii 
Idaho 
I l l i n o i s  
Indiana  
10x3 

Kansas 
Kentucky 
Louis iana  
Maine 
Mary land 

Massachusetts 
Michigan 
Minnesota 
Mi s s i s s i pp i  
Missour i  

Montana 
Nebraska 
Nevada 
New Hampshire 
New J e r s e y  

New Mexico 
New York 
North Carol ina  
North Dakota 
Ohio 

Oklahoma 
Oregon 
Pennsylvania  
Rhode I s l and  
South Ca ro l i na  

South Dakota 
Tennessee 
Texas 
Utah 
Vermont 

V i r g i n i a  
Washington 
West V i rg in i a  
Wisconsin 
Wyoming 

19 50 
T o t a l  

Number of 
Agencies 

91  

117 

140 
172 

76 
8 7 
29 

7 5 

8 7 

9 3 
102 

56 

101 

104 
84 

75 
122 

110 
49 

64 
8 7 

124 

7 1 
76 

n .a .  = Data no t  a v a i l a b l e .  

AND METHOD OF SELECTION OF AGENCY HEAD, 1967 

1967 
S ing l e  Head Board o r  Commission Head 

T o t a l  E l ec t ed  o r  A l l  Some E lec t ed  o r  
Number of Appointed 
Agencies by Governor 

Otherwise 
Se l ec t ed  

13 

18 

8 
8 

58 
4 

19 
7 

15  

1 
6 
9 
8 

8 
6 

13 
4 

10  

4 
2 
6 

6 

12 
3 7 

3 

34 
1 

10 
7 
6 

39 
7 
5 
5 

63 
3 

13  
5 
5 

1 
7 0 
23 

2 
22 

Appointed 
by Governor 

24 

2 9 
4 

4 7 
2 7 
80 
45 
11 

16 
13 
19 
2 3 

36 
23 

120 
7 

24 

4 0 
6 

11 

5 

25 
4 

23 
11 

58 
4 

29 
19 
2 9 

44 
12 
9 
6 

1 
5 

37 
11 
18 

39 
40 
37 

9 
20 

Appointed 
by Governor 

6 

11 

12 
6 

10  
5 
1 

1 
2 

4 
4 

57 

2 

2 5 

1 

3 

2 

5 

7 
3 1 

11 

4 

4 

2 
2 

2 

2 1 
7 
L 

Otherwise Number On Which 
Se l ec t ed  Governor Serves  

Source: Data f o r  1950 from Council  of S t a t e  Governments, Reorganizing S t a t e  Government (Chicago, 1950),  p. 12; da ta  
f o r  1967 from ques t i onna i r e  addressed  t o  S t a t e  execut ive  o f f i c e s  by Na t i ona l  Governors '  Conference, 1967. 



TABLE A-33.--NUMBER OF STATE ADMINISTRATIVE AGENCIES RECEIVING FEDERAL AID FUNDS. 

State 

Average 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Delaware 
Florida 
Georgia 

Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 

Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 

New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 

South Dakota 
Tennessee 
Texas 
Utah 
Vermont 

Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

Total 
Number 

of 
Agencies 

6 i 

32 
17 

n.a. 
7 2 
47 

127 
55 
114 
80 
41 

n.a. 
36 
43 
6 1 
53 

78 
5 7 
240 
28 
56 

9 6 
19 
39 

n.a. 
22 

n.a. 
69 
6 0 
42 
2 7 

122 
41 
6 5 
82 
6 0 

136 
33 
32 
3 0 

n.a. 

162 
28 
73 
21 
3 0 

6 7 
189 
116 
28 
6 7 

n.a. = Data not available. 

ANU METHOD OF SELECTION OF AGENCY HEAD, 1967 

Agencies Receiving Federal Aid Funds 
Single Head Board or Commission Head 

Number Elected or Number A1 1 Elected or Number 
of 

Agencies 

22 

13 
17 

36 
19 

39 
2 7 
35 
29 
15 

21 
22 
20 
12 

24 
17 
22 
15 
19 

33 
14 
15 

15 

17 
18 
28 
11 

3 1 
24 
3 5 
19 
21 

33 
19 
16 
14 

15 
14 
14 
16 
22 

24 
62 

n.a. 
15 
18 

of Appointed 
Agencies by Governor 

Otherwise 
Named 

4 

6 

1 
2 

23 

19 
3 
6 

1 
2 
4 
1 

2 
3 
2 

1 
n.a. 

1 

5 

1. 

1 

15 
n.a. 

2 
2 

8 

2 
1 
1 

38 
n.a. 

1 
9 

of Appointed 
Agencies by Governor 

Some 
Appointed 
by Governor 

1 

6 

4 
5 

n.a. 
3 

4 

1 

7 

n.a. 
2 

1 

5 
5 

1 
n.a. 

1 

1 
n.a. 

n.a. 
4 

Otherwise 
Named 

2 

2 

1 
n.a. 
8 
1 

1 

6 

1 

5 
1 

3 
n.a. 

1 
12 
2 
1 

n.a. 

2 
1 

n.a. 

4 
n.a. 

Source: Questionnaire addressed to State executive offices, 1967, National Governors' Conference. Averages for all 
columns under "Single Head" and "Board or Commission" are computed for the 40 States from which usable replies 
were received. 



TABLE A-34.--SUMMARY OF INFORMATION ON EXISTING STATE OFFICES OF LOCAL AFFAIRS 

S t a t e :  New York Alaska Rhode I s l a n d  

Name of agency: O f f i c e  f o r  Loca l  Loca l  A f f a i r s  Agency D i v i s i o n  o f  L o c a l  
Government and M e t r o p o l i t a n  

Government 

Year e s t a b l i s h e d :  1959 1959 196 1 

Loca t ion :  Wi th in  t h e  Execu- O f f i c e  o f  t h e  Gov- Department o f  Admin- 
t i v e  Department e r n o r  i s t r a t i o n  

Func t ions  

Advisory ,  c o o r d i n a t i n g  and 
t e c h n i c a  1  a s s i s t a n c e  

F i s c a l  adv ice  
Mun ic ipa l  management 
Eng inee r ing  and p u b l i c  works 
Lega l  a s p e c t s  of i n t r a s t a t e  

government r e l a t i o n s  
Resea rch ,  s t a t i s t i c s  and in -  

fo rma t ion  c o l l e c t i o n  
Pe r sonne l  t r a i n i n g  
Boundary and f r i n g e  problems 
A s s i s t  Governor i n  c o o r d i n a t -  

i n g  S t a t e  a c t i v i t i e s  a f -  
f e c t i n g  l o c a l s  

Recommend programs and l e g i s -  
l a t i o n  

I n t e r l o c a l  c o o p e r a t i o n  

F i n a n c i a  1  a s s i s t a n c e  

* 
Superv i se  l o c a l  f i n a n c e s  

P l ann ing  f u n c t i o n s  
S t a t ewide  p l ann ing  
Loca l  p l a n n i n g  a s s i s t a n c e  
Coord ina t e  w i t h  r e g i o n a l  

pp lann ing  
Coord ina t e  w i t h  S t a t ewide  

p l ann ing  

Program r e s p o n s i b i l i t y  
Urban r enewa l  and redevelop-  

ment 
Pove r ty  
Housing 
Area redevelopment 

N.Y. Conso l ida t ed  A.S. 44.19, 180 P.L. 1961, Ch. 93 
Laws, Ch. 335  s e q . ,  Sec.  14 ,  

A r t .  X o f  c o n s t i t u -  
t i o n  

S t a t u t o r y  c i t a t i o n s :  

 h he S t a t e  Compt ro l l e r ,  an  e l e c t i v e  o f f i c e r ,  s u p e r v i s e s  c e r t a i n  a s p e c t s  o f  l o c a l  f i s c a l  a f f a i r s ;  
a u d i t s  and examines them on a  c o n t i n u i n g  b a s i s ;  m a i n t a i n s  a  S t a t e  d a t a  bank on l o c a l  govern- 
ments;  and a d v i s e s  and g i v e s  t e c h n i c a l  a s s i s t a n c e  on m a t t e r s  of law and f i n a n c e .  (N.Y. Conso l i -  
da t ed  Laws, Ch. 24) .  



TABLE A-34 (CONT'D).--SUMMARY OF INFORMATlGN ON EXISTIBG STATE OFFICES OF LOCAL AFFAIRS 

S t a t e :  Tennessee C a l i f o r n i a  Pennsylvania  

Name o f  agency: O f f i c e  ~ f  Loca l  Gov- 1ntergove:nmental Department o f  Com- 
ernment Counci l  on Urhan munity A f f a i r s  

~ r o w t h Z '  

Year e s t a b l i s h e d :  1963 1963 1966 

Loca t ion  

Func t ions  

Advisory ,  c o o r d i n a t i n g  and 
t e c h n i c a  1 a s s i s t a n c e  

F i s c a l  adv ice  
Municipal  management 
Eng inee r ing  and p u b l i c  works 
Lega l  a s p e c t s  of  i n t r a s t a t e  

government r e l a t i o n s  
Research,  s t a t i s t i c s  and in -  

fo rma t ion  c o l l e c t i o n  
Pe r sonne l  t r a i n i n g  
Boundary and f r i n g e  problems 
A s s i s t  Governor i n  c o o r d i n a t -  

i n g  S t a t e  a c t i v i t i e s  a f -  
f e c t i n g  loca  1 s  

Recommend programs and l e g i s -  
l a  t i o n  

I n t e r l o c a  1  c o o p e r a t i o n  

F i n a n c i a l  a s s i s t a n c e  

Superv i se  l o c a l  f i n a n c e s  

P lann ing  f u n c t i o n s  
S ta t ewide  p l ann ing  
Loca l  p l ann ing  a s s i s t a n c e  
Coord ina te  w i t h  r e g i o n a l  

p l ann ing  
Coordinate  w i t h  s t a t e w i d e  

p l ann ing  

Program r e s p o n s i b i l i t y  
Urban renewal  and redevelop-  

ment 
Pover ty  
Housing 
Area redevelopment 

S t a t u t o r y  c i t a t i o n s :  

O f f i c e  o f  Comp- O f f i c e  of  Governor Independent  Adminis- 
t r o l l e r  of  T r c a s u ~ y  t r a t i v e  Department 

Laws, 1963, Ch. 205 Ch. 1809, 1963 
S t a t s . ;  Ch. 823, 
1965 S t a t s .  

Reorgan iza t ion  P l a n  
2 ,  Act 582, 1965, 
Regular  S e s s i o n  
(approved 2 /1 /66)  



TABLE A-34 (CONT'D).--SUMMARY OF INFORMATION ON EXISTING STATE OFFICES OF LOCAL AFFAIRS 

S t a t e :  Colorado I l l i n o i s  New J e r s e y  Washington 

Name o f  agency: Div i s ion  of  
Loca 1  Govern- 
ment 

O f f i c e  o f  Department o f  P lann ing  and 
Loca 1 Govern- Community Af- Community Af- 
ment f a i r s  f a i r s  

Year e s t a b l i s h e d :  1966 

Locat ion:  Execu t ive  
Department 

O f f i c e  o f  t h e  Department i n  O f f i c e  o f  t h e  
Governor t h e  Execut ive  Governor 

Branch 

Func t ions  

Advisory,  c o o r d i n a t i n g  and 
t e c h n i c a l  a s s i s t a n c e  

F i s c a l  a d v i c e  
Municipa 1 management 
Eng inee r ing  and p u b l i c  works 
Lega l  a s p e c t s  o f  i n t r a s t a t e  

government r e l a t i o n s  
Research,  s t a t i s t i c s  and i n -  

fo rma t ion  c o l l e c t i o n  
Pe r sonne l  t r a i n i n g  
Boundary and f r i n g e  problems 
A s s i s t  Governor i n  c o o r d i n a t -  

i n g  S t a t e  a c t i v i t i e s  a f -  
f e c t i n g  l o c a l s  

Recommend programs and l e g i s -  
l a t i o n  

I n t e r l o c a  1  c o o p e r a t i o n  

F i n a n c i a l  a s s i s t a n c e  

Superv i se  l o c a l  f i n a n c e s  

Planning f u n c t i o n s  
S ta t ewide  p l ann ing  
Local  p l ann ing  a s s i s t a n c e  
Coordinate  w i t h  r e g i o n a l  

p l ann ing  
Coordinate  w i t h  s t a t e w i d e  

p l ann ing  

Program r e s p o n s i b i l i t y  
Urban renewa 1  and redevelop-  

ment 
Pover ty  
Housing 
Area redevelopment 

S.B. 23, 1966 H.B. 2194, Assembly B i l l  H.B. 7 8 ,  1 9 6 7  
1965 (Appro- 861, 1966 
p r i a r i o n  Act) 

S t a t u t o r y  c i t a t i o n s :  



TABLE A-34 (cONT'D). - -SWRY OF INFORMATION ON EXISTING STATE OFFICES OF WCAL AFFAIRS 

S t a t e :  Missour i  Ohio Wisconsin 

Name o f  agency: Department o f  Com- Department o f  Urban Department o f  Loca l  
munity ~ f f a i r & /  Af f a i r s  A f f a i r s  and Develop- 

ment 

Year e s t a b l i s h e d :  1967 1967 1967 

Locat ion:  Independent  Adminis- Independent  Adminis- Independent  Execu- 
t r a t i v e D e p a r t m e n t  t r a t i v e D e p a r t m e n t  t i v e D e p a r t m e n t  

Func t ions  

Advisory ,  c o o r d i n a t i n g  and 
t e c h n i c a l  a s s i s t a n c e  

F i s c a l  a d v i c e  
Municipa 1 management 
Eng inee r ing  and p u b l i c  works 
Lega l  a s p e c t s  o f  i n t r a s t a t e  

government r e l a t i o n s  
Research,  s t a t i s t i c s  and in -  

fo rma t ion  c o l l e c t i o n  
Personne 1  t r a i n i n g  
Boundary and f r i n g e  problems 
A s s i s t  Governor i n  c o o r d i n a t -  

i n g  S t a t e  a c t i v i t i e s  a f -  
f e c t i n g  l o c a l s  

Recommend programs and l e g i s -  
l a  t i o n  

I n t e r l o c a l  c o o p e r a t i o n  

F inanc ia  1 a s s i s t a n c e  

Superv i se  l o c a l  f i n a n c e s  

P lann ing  f u n c t i o n s  
S ta t ewide  p l ann ing  
Loca 1  p l ann ing  a s s i s t a n c e  
Coord ina te  w i t h  r eg iona  1 

p lann ing  
Coord ina te  w i t h  s t a t e w i d e  

p l ann ing  

Program r e s p o n s i b i l i t y  
Urban renewa 1 and redevelop-  

ment 
Pover ty  
Housing 
Area redevelopment X 

H.B. 129, 1967 S u b s t i t u t e  H.B. 495,  S.B. 135, 1967 
1967 

S t a t u t o r y  c i t a t i o n s :  



TABLE A-34 (CONTID).--SUMMARY OF INFORMATION ON EXISTING STATE OFFICES OF LOCAL AFFAIRS 

S t a t e :  Connect icut  Minnesota Vermont 

Name o f  agency: Department of Corn- O f f i c e  of  Local  and Of f ice  of  Local 
munity A f f a i r s  Urban A f f a i r s  ~ f f a i r d d l  

Year e s t a b l i s h e d :  1967 1967 196 7 

Location: Independent Adminis- Of f i ce  i n  S t a t e  O f f i c e  o f  t h e  Gov- 
t r a t i v e  Department Planning Agency e r n o r  

Funct ions  

Advisory, coord ina t ing  and 
t e c h n i c a l  a s s i s t a n c e  

F i s c a l  adv ice  
Municipal  management 
Engineer ing and pub l ic  works 
Legal a s p e c t s  of  i n t r a s t a t e  

government r e l a t i o n s  
Research, s t a t i s t i c s  and in -  

format ion c o l l e c t i o n  
Personnel  t r a i n i n g  
Boundary and f r i n g e  problems 
A s s i s t  Governor i n  coord ina t -  

ing  S t a t e  a c t i v i t i e s  a f -  
f e c t i n g  l o c a l s  

Recommend programs and l e g i s -  
l a t i o n  

I n t e r  l o c a l  cooperat  ion 

F i n a n c i a l  a s s i s t a n c e  

Supervise  l o c a l  f i n a n c e s  

Planning f u n c t i o n s  
Statewide planning 
Local planning a s s i s t a n c e  
Coordinate w i t h  r e g i o n a l  

planning 
Coordinate w i t h  s t a tewide  

planning 

Program r e s p o n s i b i l i t y  
Urban renewal and redevelop- 

ment 
Pover ty  
Housing 
Area redevelopment 

S t a t u t o r y  c i t a t i o n s :  P.A. 522, 1967 Secs .  4.11, 4.12, Execut ive Author- 
4.13, 4 .16 ,  1965; i t y ,  1 9 6 7 2 /  Appro- 
Ch. 898, 1967 p r o p r i a t i o n s  Act 



TABLE 24-34 (GONCLID).--SUMMARY OF INFORMATION ON MISTING STATE OFFICES OF LOCAL AFFAIRS 

Footnotes 

Refers to administration of the Rural Redevelopment Fund. 
Department and Commission of Housing and Community Development administers other programs, 
notably those of direct administration (poverty program, housing, etc.) rather than those 
of supervision and assistance. It renders advice on fiscal problems related to its pro- 
grams, collects statistics and recommends legislation. 
All State financial aid to localities for urban renewal, poverty programs, mass transit, 
etc., is channeled at the discretion of the director (or commissioner) of the agency (or 
department). 
The Washington State agency is given responsibility for "Administration or coordination of 
state programs and projects relating to community affairs for the planning and carrying 
out of the acquisition, preservation, use and development of land and provision of public 
facilities and services for fully carrying out the state's role in related federal grant 
or loan programs." 
Effective October 15, 1967. 
Refers solely to the functions of the Ohio Office of Appalachia within the Department of 
Urban Affairs. 
The Vermont Office was set up by executive authority only and is awaiting statutory 
authority to undertake the functions proposed. 

Source: Prepared by ACIR. 



Appendix B 

REVENUE SHARING 



TABU B-1.--A STAFF A N W I S  OF SIX ALTERNATlVE WAYS OF DJ'STW 

1 
efficient because direct 
t s  accrue to indivi&al Federal 
taxpayerr--indirect benefit to 
nt that a compensatory + c a l  
romotes greater econcdc 

oativity and eqmnds the State and 
Zbal tax base. Can affect w i l l i n g -  
p s  t o  raise State and local taxes 
.#ither way. 

The overall Federal-State-local tax 
system would be esive 
because the Nation -ired 
t o  place increasing reliance on 
proportional and regressire State and 
local taxes t o  finance rising domestic 
needs. 

CcwmwxnY FISCAG APPRWX--cut Federal 
income tax or reduce the national debt or 
both depending on e c o n d c  conditions. 

Federal income taxpayer1 
could sxpect further 
reductions in tax 
1iabIlity. 

None 

TAX CRH)IT on1m ApxiamI--proPi& 
Federal incame tsxpssers a m e  generous 
write-off ai their Stata and local t-s 
with an option plan pcrrmitting them either 
t o  itemize their State and local tax 
payments (as t h q  csn 4.0 acv) or receive a 
tax credit for h t e  mad 1 0 ~ a l % x  
in arcess of _p of their net tarable inccm 

Persons in the low and 
middle tax brackets 
c e  above average 
State and local tax 
loads would receive the 
m a t  benefit. Persons 
in  the high tax bracket8 
now anjoy a liberal 
write-off privilege 
through itemization. 

The overall effect s l  t more 
ssive becaus=* wi 

M h ~ o m e  tax br&et twayers  
receive larger write-offs, and 
(b) Stste and local goPernornte would 
be encouragedto place mre reliance 
on income taxes i n  order to  murimhe 
tax credit possibilities. 

p r e  efficient outright tax cut 
,6iuy t o  extent that tax credits 
iaharccaae resistmce to higher State 

local tax ra$ee. Wch less 
e i c i e n t  than sharing or grant 
,-aches because direct aid i s  to 
#Upayers rather than to governments. 

fficient aid mechanism because 
e l e f t  free to  allocate the 
ng competing needs. Local 
ts'benefit dependent on hnr 

Wey share in the funds. 

TIV[ SHARDG m - - d l & r i b u t e  t o  the 
States a desipated w ~ n t a g e  of the 
Federal tax revenue on the basis of 
collection. 

Eo marked &page io the tax incidence 
picture unless Federal 'dollars 
actually replace State and local 
revenue sources. In that case, there 
i s  a slight progressive effect. 

L 

'h efficient aid mechanism because 
$tstes are l e f t  free to  allocate the 
' h d s  among competing needs. Local 

nts' beuetit dependent on how 

UNCO~ITIOKAL GRAEJ A P H ( O A C E - - ~ ~ ~ &  a 
pemaent Trust Fund, distribute ~m0na the 
States for general goverment purposes, on 
a par capita basis, an amouat equal to  1% 
or 2$ of the Federal income tax base 
(proposal of Resident's Task Force on 
Intergovernmental Fiscal cooperation) . 

No marked change in the tax incidence 
picture unless Federal dollars 
mtually replace State and local 
revenue sources. In that case, there 
is a progressive effect. 

None None 

COllDITIOHAt mAn'J! APEROACH--expand 
present type of conditional grant-in-aid 
programs to iinsnce specific flmctiom. 

Bo marked change in the tax incidence 
picture unless need for State and 
local mktching funat, re- 
increases i n  regressive type taxes. 

A fairly efficient aid mechanism. 
Both State and local governments are 
Wrectly benefihd but because of 
)bheir specific okpenditura focus, 
h d i t i o n a l  grants tend to distort 
j?llocation Of funds among p m g r ~ .  

Considerable 

e 
tw 

locus 

Ih indirect aid to the extent that 
&ect Federal activity reliew~s mte and local gowmments of the 
'@#pomibility for Sinancing the 

am. Far less effective than 
haring. or grant approaches. 

Ho marked change in the tax incidence 
picture. Distr iwion of banefits 
for construction type projects likely 
to be 1-8 faV0~ble  h low i n C e  
grorrps than expendituMs on social 
purposes. 

Dmm! FmERAL ~ r r u I i E  mPRacE--step 
up direct Federal capsnditure for such 
prasram8 as river and barbor canrtruction 
projects; or lme& new progrma t o  deal 
with dmastic problem of an interstate 
character, mab M air pollution aad amas 
trumportation. 

Little or none 

B &/ l!tu8e she&&h@a could b. d i d  hnd a rl@ificant degr- of inter-uea q u a l i u t i ~  could be effected by a syatem of neg8tiva t u  credib (cuh rebates) and allowenoes for m t e d  property t 
--. - I, 



cause direat 
individual Federal 

indirect benefit to 
compensatory q s c a l  
eater economic 
ds the State and 
an affect w i l l i n g -  
e and local taxes 

hsn t o  g o 4 s .  

chanismr becwe 
ta te  and loaal sarrias to a nationwide in- 8p(VitY as batrwll weauhy end pe@r 

tax without reducing tb State#' estsb- Some dwieul* l r r ~ r  bc euOOuntered in 
that State and locsl fiscal neaLs warrant 
purpose Federal oqport .  Probably the thir 

a& ignores the equalization i(rmra. or m ~ &  CO~S-S,~~VCS. 

chanism because 
e t o  allocate the enhaaced becaus 

determine how 

ant general purpose Federal eupport. 

k+% 
AQ ibih /to the extent that 

distorb allocation of iunds (HID118 

problem. hu9 r Stute and local sib stand- it woul& iocresse Federal control 
point, quite inefficient. 



TABLE B-1.--A STAFF ANALYSIS OF SIX ALTERNATIVE WAYS OF DTSTRIB 

FEDERAL INV0L'm-B 
I N  STATR & WCA 

EXPENDITURE DECISIONS INTERSTATE 
EgUALIZnTION EFFECT 

EFFECTIVENESS OF PLAN 
FROM A STATE AND IX)CAL STANDPOINT FEDERAL TAX EFFECT OVERALL TAX BURDEN EFFECT 

The overal l  Federal-State-local tax 
system would be less  r o  ressive 
because the N a t i o n ~ o % d ~ b e  required 
t o  place increasing reliance on 
proportional and regressive S ta te  and 
loca l  taxes t o  finance r i s ing  domestic 
needs. 

Least e f f ic ien t  because direct  
benefi ts  accrue t o  individual Federal 
income taxpayers--indirect benefi t  t o  
the  extent t h a t  a compensatory f i s c a l  
policy promotes greater economic 
ac t iv i ty  and expands the S ta te  and 
loca l  t ax  base. Can affect  willing- 
ness t o  r a i s e  State and loca l  taxes 
e i ther  way. 

COMPENSATCEIY FISCAL APPROACH--cut Federal 
income tax  or  reduce the  national debt o r  
both depending on economic conditions. 

Federal income taxpayer 
could expect fhrther  
reductions i n  tax 
l i a b i l i t y .  

No signif icant  effect .  None 

TAX CFSDIT OPTION APPROACH--provide 
Federal income taxpayers a more generous 
write-off of t h e i r  S ta te  and loca l  taxes 
with an option plan permitting them ei ther  
t o  itemize t h e i r  S ta te  and loca l  t ax  
payments ( a s  they can do now) or receive a 
t a x  c red i t  fo r  State and loca l  t ax  payments 
in  excess of -$ of t h e i r  net taxable income 

The overal l  effect  s l i  h t l  more 
progressive because'* and 
middle income tax bracket taxpayers 
receive larger  write-offs, and 
(b)  S ta te  and loca l  governments would 
be encouraged t o  place more rel iance 
on income taxes i n  order t o  maximize 
t a x  c red i t  poss ib i l i t i es .  

Persons in  the low and 
middle tax  brackets 
carrying above average 
S ta te  and loca l  tax 
loads would receive the 
most benefit.  Persons 
i n  t h e  high tax bracket 
now enjoy a l i b e r a l  
write-off privi lege 
through itemization. 

No signif icant  e i f  ect  . L' More e f f ic ien t  than outright tax cut 
oniy t o  extent tha t  tax credits  
overcome resistance t o  higher State 
and loca l  t a x  rates.  Much l e s s  
e f f ic ien t  than sharing or grant 
approaches because direct  a id  i s  t o  
taxpayers rather  than t o  governments. 

None 

TAX SHARING APPROACH-distribute t o  the  
S ta tes  a designated percentage of the  
Federal t ax  revenue on the basis  of 
collection. 

High. income States with 
high tax  payments would 
receive the largest  
shares. 

No marked change in  the tax incidence 
picture unless Federal dollars  
actual ly replace S ta te  and local  
revenue sources. In tha t  case, there 
i s  a slight progressive effect .  

An ef f ic ien t  a id  mechanism because 
S ta tes  a re  l e f t  free t o  al locate the  
funds among competing needs. Local 
governments' benefit dependent on how 
they share i n  the funds. 

None None 

None None 

UNCONDITIONAL GRANT APPROACH--through a 
permanent Trust Fund, dis t r ibu te  emong the  
States for  general government purposes, on 
a per capita  basis ,  an amount epual t o  1$ 
or  2$ of the  Federal income tax  base 
(proposal of Res ident ' s  Task Force on 
Intergovernmental F isca l  cooperation). 

No marked change in  the tax  incidence 
picture unless Federal dollars  
actual ly replace State and loca l  
revenue sources. In t h a t  case, there 
i s  a slight progressive effect .  

An ef f ic ien t  a id  mechanism because 
States a re  l e f t  free t o  al locate the  
funds among competing needs. Local 
governments'benefit dependent on how 
they share i n  the funds. 

Moderately equalfzing. 

None 

COWDITION/IL GRANT APPROACH--expand 
present type of conditional grant-in-aid 
programs t o  finance specif ic  functions. 

A mild t o  considerable 
e f fec t  depending on 
function aided and the  
factors  cranked into 
equalization formula. 

No marked change i n  the tax incidence 
picture unless need for  State and 
loca l  matching funds requires 
increases i n  regressive type taxes. 

A f a i r l y  e f f ic ien t  a id  mechanism. 
Both S ta te  and loca l  governments a re  
d i rec t ly  benefited but because of 
t h e i r  specif ic  expenditure focus, 
conditional grants tend t o  d i s t o r t  
al locat ion of funds among programs. 

Considerable 

DmCT FEDERAL EXPENDITURE APPROACH--step 
up d i rec t  Federal expenditure for  such 
programs as r iver  and harbor construction 
projects;  o r  launch new programs t o  deal  
with domestic problems of an in te rs ta te  
character, such a s  a i r  pollut ion and mass 
transportation. 

Mild t o  considerable 
e f fec t  depending on type 
of beneficiary and locus 
of expenditure. 

No marked change in  the tax  incidence 
picture.  Distribution of benefi ts  
for  construction type projects  l ike ly  
t o  be less  favorable t o  low income 
groups than expenditures on soc ia l  
purposes. 

An indirect  a id  t o  the  extent t h a t  
d i rec t  Federal ac t iv i ty  rel ieves 
S ta te  and loca l  governments of the  
responsibi l i ty for  Sinancing the  
program. Far l e s s  effect ive than 
tax  sharing or  grant approaches. 

None L i t t l e  or none 

I/ Thcee shertc&lngs could be remedied and a signif icant  degree of inter-area equalization could be effected by a system of negative tax c red i t s  (cash rebates)  and allowances for  imputed property taxec 
.- . 
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ALYSIS OF SIX ALTERNATIVE WAYS OF DTSTRIBUTING A FEDERAL S1 

EFFECTI-SS OF PLAN 
FROM A STATE AND LOCAL STANDPOINT 

FEDERAL llYVOLVEMENT 
IN STAT% & IC€AL 

EXPENDITURE 
DECISIONS 

Least e f f ic ien t  because direct  
benefits accrue t o  individual Federal 
income taxpayers--indirect benefit t o  
the extent t h a t  a compensatory f i s c a l  
policy promotes greater economic 
ac t iv i ty  and expands the S ta te  and 
local  t ax  base. Can a f fec t  willing- 
ness t o  r a i s e  S ta te  and loca l  taxes 
e i ther  way. 

More e f f ic ien t  than outright t ax  cut 
oniy t o  extent tha t  tax c red i t s  
overcome resistance t o  higher S ta te  
and loca l  t ax  rates.  Much l e s s  
eff icient  than sharing or grant 
approaches because d i rec t  a id  i s  t o  
taxpayers rather  than t o  governments. 

An efficient  a id  mechanism because 
States a re  l e f t  f ree  t o  al locate the  
funds among competing needs. Local 
governments' benefit dependent on how 
they share i n  the funds. 

An efficient  a id  mechanism because 
States a r e  l e f t  f ree  t o  al locate the 
funds among competing needs. Local 
governments' benefi t  dependent on how 

1 they share in  the funds. 

I A f a i r l y  e f f ic ien t  a id  mechanism. 
1 Both S ta te  and loca l  governments a re  
I d i rec t ly  benefited but because of 

t h e i r  specif ic  expenditure focus, 
conditional grants tend t o  d i s t o r t  
al locat ion of funds among programs. 

An indirect  a id  t o  the extent t h a t  
d i rec t  Federal ac t iv i ty  rel ieves 
S ta te  and loca l  governments of the 
responsibi l i ty for  financing the  
program. Far less  effect iye than 
tax  sharing or  grant approaches. 

None 

None 

None 

None 

Considerable 

L i t t l e  o r  none 

Federal r o l e  somewha 
the  relinquishment 0 
t r o l  of par t  of i t s  
and S ta te  and loca l  
comensurately enhan 

Federal ro le  somewha 
Sta te  loca l  gove 
somewhat enhanced be 
l i b e r a l  write-off of 
loca l  taxes could he 
resistance t o  higher 
loca l  taxes. 

Federal ro le  diminis 
r o l e  enhanced becaus 
ments determine how 
spent. 

PLUS 

!IONS EFFECI TECHNICAL EVALUATION 

Liminished by 
!ffective con- 
ical resources 
rernment ro les  
1. 

liminished-- 
bents 
~ s e  a more 
;ate and 
t o  overcome 
;ate and 

i; Sta tes '  
;hese govern- 
ids would be 

Federal ro le  diminishvd; S ta tes '  
r o l e  enhanced because'these govern- 
ments determine how f 
spent. 

Federal role def in i te  
re la t ion  t o  S ta te  and 
goyernments . 

governments. 

it- lcarh rebaten) and allowances for  imputed property taxes paid by renters .  
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The most e f f ic ien t  plan i f  the objective is 
t o  reduce (1) Federal income tax  burden, 
(2)  Federal r o l e  i n  relAtion t o  S ta te  and 
loca l  governments and (3) the progressiveness 
of the  t o t a l  Federal-State-local tax system. 
From a S ta te  and local  a id  standpoint, 
quite  inef f ic ien t .  

The most e f f ic ien t  approach i f  the  objective 
i s  t o  cut the  Federal income tax  while in- 
creasing the progressiveness of the tax  systen 
and maximizing indirect  benefi ts  of Federal 
tax reduction t o  S ta te  and loca l  governments.' 
However, it provides no benefit for  persons 
a t  lowest income level  with no Federal t ax  and 
renters  could write-off S ta te  and loca l  sales 
and income taxes but not the  property tax. 
It has no signif icant  equalization effect. g '  

The most e f f ic ien t  a id  plan i f  the objective 
i s  t o  s h i f t  a par t  of the  r i s ing  costs of 
S ta te  and loca l  services t o  a nationwide in- 
come tax  without reducing the S ta tes '  estab- 
l i shed  responsibi l i ty for  al locat ing public 
funds among competing needs. The tax sharing 
approach ignores the  equalization issue. 

The most e f f ic ien t  a id  plan i f  the obj.ective 
i s  t o  s h i f t  a part  of the  r i s ing  costs of 
S ta te  and loca l  services t o  a nationwide 
income tax without reducing the States '  es- 
tabl ished responsibi l i ty for  allocating public 
funds among competing needs. The uncondi- 
t iona l  grant approach rovides for  a 
moderate degree of int:rstate equalization. 

The most e f f ic ien t  a id  plan i f  the objective 
i s  t o  help S ta te  and loca l  governments t o  
finance specif ic  programs. While t h i s  
approach has equalization poss ib i l i t i es ,  it 
tends t o  d i s t o r t  al locat ion of funds among 
programs. 

The most e f f ic ien t  approach i f  the  objective 
i s  t o  bring d i rec t  Federal action t o  bear 
on the  solution of a national domestic 
problem. From a S ta te  and loca l  a id  stand- 
point, quite inef f ic ien t  . 

POLITICAL EVALUATION 

1 

~rq&ably the f i r s t  choice of most p o l i t i c a l  
corlservatives and the  most objectionable course 
of ct ion from a l i b e r a l  point of view. I" 

Fr able appeal for  many p o l i t i c a l  conservatives 
an moderates (a )  as  ccrmpromise position between 
st i? aight  Federal t a x  cut and plans cal l ing for  
greater Federal a id  t o  S ta te  and loca l  govern- 
ments and (b) as  a tax  reform measure placing a l l  
Federal income taxpayers i n  a be t te r  position t o  
write-off "excessive" S ta te  and loca l  tax payments. 
Despite i t s  progressivity feature,  t h i s  approach 
would probably be opposed by most l i b e r a l s  as  inef- 
f i c i e n t  when contrasted t o  d i rec t  fonns of Federal 
aid t o  S ta te  and loca l  governments. 

This approach would probably be opposed by most 
l ibera l s  because it tends t o  aggravate the  
f i s c a l  dispari ty as between wealthy and poor 
States.  Some d i f f i c u l t y  may be encountered i n  
proving t h a t  State and loca l  f i s c a l  needs warrant 
general purpose Federal support. Probably the  t h i r  
choice of most conservatives. 

Because of i t s  middle-of-the road position, it 
could pick up support from the l e f t  and the  r igh t  
as  a compromise measure despite the novel character 
of t h i s  a id  plan. Some d i f f icu l ty  may be 
encountsred i n  proving t h a t  State and loca l  f i s c a l  
nedds warrant general purpose Federal support. 

I 

Gue t o  its Federal control  and equalization possi- 
b i l i t i e s  t h i s  approach receives considerable 
p o l i t i c a l  support from most l ibera l s .  Because of 
it time-tested character, it also enjoys a certain 
metsure of general p o l i t i c a l  acceptance not 
accorded t o  tax  credit  and unconditional grant 
proposals. Po l i t i ca l  conservatives can be expected 
t o  r e s i s t  t h i s  approach since it would increase 
Fe4eral involvement in Sta te  and loca l  a f f a i r s  and 
might preclude a Federal income tax cut. 

Strong p o l i t i c a l  appeal f o r  l ibera l s  part icularly 
i f  d i rec t  Federal expenditures f a l l  i n  the social  
welfare category. Conservatives can be expected 
t o  oppose since- it would increase Federal control 
on the domestic front  and might preclude a 
Fe@eral income tax  cut .  



TABLE B- 2. --PROPOSALS FOR SHARING FEDERAL REVENUES W I ~  STATE 

Bills and Resolutions Introduced in the 90th Congress for Genkral ital 

B I 
ALUXATIOII FACTORS 

PROVISION, FOR W L  SHARING 
SHRRrnG BASIS 

( c o s t  ~ s t i m a t e )  

BILLS AND AESOrnIONS 

('Type of f i n a n c i a l  support)  

BASIS FOR STATE BY STATE DISTRIBUTIONS 

( ~ o n g r e s s i o n a l  Rhlord c i t a t i o n  f o r  S t a t e s  ' sha res )  

U 

H.R. 3127 
F a s c e l l  (D) 

-- - 

1D 

Three percent  of taxes c o l l e c t e d  on pe r sona l  
income excluding employment t a x e s  r e tu rned  
q u a r t e r l y  t o  S t a t e  wi th in  which it i s  c o l l e c t e d .  

(9. H. 414, January 19, 1957) 

Three pe rcen t  of t axes  c o l l e c t e d  on pe r sona l  
income excluding employment t axes .  I None. 
($1.7 b i l l i o n )  

2D 

Eiinety percent  of fund on product  of populat ion 
and t a x  e f f o r t  r a t i o .  Ten percent  o f  fund t o  17 
S t a t e s  wi th  lowest per  c a p i t a  income on product 
of populat ion and r e c i p r o c a l  o f  pe r  c a p i t a  income. 

Formula determined by each S t a t e  bu t  4 of S t a t e  
a l l o c a t i o n  must go t o  l o c a l  government? wi th  no 
S t a t e  expenditure con t ro l s  except  S t a t  may 
spec i fy  por t ions  t o  be used f o r  educat$mal  p w -  
poses.  

H.R. 4070 
Goodell (R] and 22 o the r s  ! 

( ~ e n e r a l )  

Three pe rcen t  o f  t o t a l  r e c e i p t s  of i n d i v i d u a l  in- 
come t axes  inc reas ing  by 1% year ly  t o  56, except  
amount w i l l  never be l e s s  t h a n  preceding year .  I 
($1.7 b i l l i o n )  I (G. H. 775, January 30, 1967) 

H.R. 4080 
Berry (R)  a n d ' l 6  o the r s  

Formula determined by each S t a t e  bu t  4$ o f  S t a t e  
a l l o c a t i o n  must go t o  l o c a l  governments, w i t h  no 
S t a t e  expenditure con t ro l s  except  Statel may 
Specify por t ions  t o  be used f o r  educat n a l  pur- 
poses.  ip 

Three pe rcen t  of t o t a l  r e c e i p t s  of ind iv idua l  in-  
come t a x e s  inc reas ing  by 1% year ly  t o  5$, except 
amount w i l l  never be l e s s  than  preceding year .  X 

($1.7 b i l l i o n )  

Ninety percent  of fund on product  of populat ion 
and t a x  e f f o r t  r a t i o .  Ten percent  of fund t o  17 
S t a t e s  wi th  lowest per c a p i t a  income on product  
of populat ion and r e c i p r o c a l  of per  c a p i t a  income. (General) 

4B 

Three pe rcen t  of t o t a l  r e c e i p t s  of ind iv idua l  in-  
come t a x e s  inc reas ing  b y  1% year ly  t o  59, except  
amount w i l l  never be l e s s  than  preceding year .  X 

H.R. 4252 
Lloyd (R) 

4~ 

Ninety percent  of fund on product  o f  populat ion 
and t a x  e f f o r t  r a t i o .  Ten percent  of fund t o  
S t a t e s  wi th  below na t iona l  average pe r  c a p i t a  
income based on product of populat ion and rec ip -  
r o c a l  of pe r  cap i t a  income. 

4 

Formula determined by each S t a t e  bu t  45k of S t a t e  
a l l o c a t i o n  must go t o  l o c a l  governments!, w i th  no 
S t a t e  expenditure con t ro l s  except  S t a t e  may 
spec i fy  por t ions  t o  be used f o r  educat ional  pur- 
poses.  ($1.7 b i l l i o n )  

F ive  pe rcen t  of a l l  income t axes  c o l l e c t e d  on 
i n d i v i d u a l  and co rpora te  incomes. 

($4.3 b i l l i o n )  

H.R. 5113 
Whalley (R) 

1 5 

None. 

Five percent  of corporate  and ind iv idua l  income 
t axes  c o l l e c t e d  returned q u a r t e r l y  t o  S t a t e  
wi th in  which it i s  co l l ec ted .  

(General)  

6~ 
H.R. 5255 
Derwinski (R) 

(5& General) 
(5% Education) 

I 

I 6 
i 

None. i 

One percent  o f  ind iv idua l  and co rpora te  income 
t axes  c o l l e c t e d  i n  S t a t e s .  I One pe rcen t  of a l l  income t axes  c o l l e c t e d  on 

ind iv idua l  and corporate  incomes under Federal  
s t a t u t e s  returned t o  S t a t e  i n  which co l l ec ted .  

($.9 b i l l i o n )  

7 
I 

None. I 

?A 

H.R. 5450 
La i rd  (R) and 3 o the r s  2/ 

7B 

F ive  percent  of t o t a l  r e c e i p t s  from ind iv idua l  
income t axes .  

X 
($2.8 b i l l i o n )  

- - 

70 

Ninety percent  on product of population and t a x  
e f f o r t  r a t i o .  Ten percent  t o  1 7  lowest pe r  c a p i t a  
income S t a t e s  on product of populat ion and rec ip -  
r o c a l  of per  cap i t a  income. (General) 

(3. H. 1340, February 15,  1967) 



IARING FEDERAL REVENUES WI STATE AND LOCAL GOVERNMENTS 

the 90th Congress for Gen ral State and Local. Government Support r 
F'ROVISION FOR LOCAL SHARING 

None. I 
2E 

Formula determined by each S t a t e  but 4 of S ta te  
a l loca t ion  must go t o  loca l  government , with no 
S ta te  expenditure controls except S t a t  may 
specify port ions t o  be used f o r  educat n a l  pur- 
poses. I 
Formula determined by each S t a t e  but  4 of S ta te  
a l loca t ion  must go t o  l o c a l  governments, with no 
S t a t e  expenditure controls except S t a t  may 
specify port ions t o  be used for  educat n a l  pur- 
poses. t 
Formula determined by each S t a t e  but  4 of S t a t e  
a l loca t ion  must go t o  l o c a l  governments with no 
S t a t e  expenditure controls except S t a t e  may 

poses. 

t 
specify port ions t o  be used f o r  educatibnal pur- 

None. 

I 
I None. 

None. 

I TO FEDWAL GRANT-IN-Am PROORAbS I SPECIAL ComITIoNs OR FEATURES 

F 

EXPENDITURE COWIROL PROVISIONS 

Y 

None. I No apeclfk provision. 

REMI 

Council on Tax Sharing t o  review Sta te  plans, may 
withdraw funds upon complaint of Secretary of t h e  
Treasury (subject  t o  j u d i c i a l  review). Annual 
report  t o  Congress and President. F u l l  review by 
Congress in  f o u r t h  year. 

No specthic p r w i s i o n ,  but  l e g i s l a t i v e  
preamble t o  b i l l  s t a t e s :  [funds t o  be] 
"derived; from cutback in projected new ex- 
pansion of grant-in-aid programs and s8  a 
subs t i tu te  f o r  port ipns of ex is t ing  w e n t -  
in-aid e p d i t u r e a .  

I 

None. 

2H 

Five percent of S t a t e  a l loca t ion  t o  be used for  
executive management improvement a t  S t a t e s '  
discretion.  Eatablishea Council on Tax Sharing 
with supervisory c a p c i t y  over distribution of 
funds t o  S ta tes .  

b 
Council on Tax Sharing t o  review Sta te  plans, may 
withdraw funds upon complaint of Secretary of the  
Treasury (subject  t o  jud ic ia l  review). Annual 
Report t o  Congress and President.  F u l l  review by 
Congress i n  fourth year. 

Council on Tax Sharing t o  review S t a t e  plans,  may 
withdraw funds upon ccmrplaint of Secretary of the  
Treasury (subject  t o  jud ic ia l  review). Annual 
report  t o  Congress and President. Full review by 
Congress i n  fourth year.  

No spec1 i c  provision. I 
No spec1 I c  provision, but  l a g i s l a t i v e  
preamble 'to b i l l  s t a t e s :  [funds t o  be] 
"derived from cutback i n  projected new ex- 
pansion grant-in-aid program and as a 
subs t i tu  a f o r  p o r t i y i s  of ex is t ing  grant- 
in-aid e enditures.  F 

- 
3H 

Five percent of S t a t e  a l loca t ion  t o  be used f o r  
executive management improvement a t  S t a t e s '  
discretion.  Establishes Council on Tax Sharing 
with supervisory capacity over d ie t r ibu t ion  of 
funda t o  S ta tes .  

4H 

Fiva percent of S t a t e  al location t o  be used f o r  
executive management Improvement a t  S ta tes  ' 
discre t ion .  Establishes Council on Tax Sharing 
with supervisory capacity over d i s t r ibu t ion  of 
funds t o  d ta tea .  

None. None. No spec5:'ic provision. 

Council on Tax Sharing t o  prescribe and review 
information t o  be furnished by the  S ta tes ;  may 

,withdraw fund8 upon complaint of Secretary of 
Treasury (subject  t o  j u d i c i a l  review). Annual 
Report by Council t o  President end Congress. I'd11 
Congcessional review during fourth year of program. 

I 
6F 

Each S t a t e  treasurer must c e r t i f y  56 of funds 
w i l l  be used f o r  educational purposes and re -  
maining 50% for  general  use. 

Five percent of S t a t e  al location t o  be use! f o r  
executive management improvement a t  S ta tes  
d i sc re t ion .  Federal income tax  c r e d i t  f o r  S t a t e  
and l o c a l  taxes paid by individuals. aegins a t  
1@ c r e d i t  fo r  S ta te  and loca l  taxes of a l l  types 
and increases 1 6  a year up t o  4@. 

No spec i i ic  

I 

i 

60 

provision. 

6~ 
50% f o r  education, 50$ for general  use. No r:- 
s t r i c t i o n s  or  controls on e i t h e r  half  of funds. 



TABLE B- 2 (CONT 'D) . --PROPOSALS FOR SHARING FEDERAL REVENUES W I T H  

Bills and Resolutions Introduced in the 90th Congress for Specified S 

C 
ALIDCATION FACTORS 

-- - - -  

PROVISION FOR LOCAL SHARSNG 
BASIS FOR STATE BY STATE DISTRIBVTIONS 

(congressional Record c i t a t i o n  f o r  S t a t e s '  shares)  

BILLS AND RESOLUTIONS 

(Type of f inanc ia l  support) 

SHARING BASIS 

(cost  ~ s t i m a t e )  

None. 

8 A  
H.R. 5507 
T u n w  (D) 

81 

Two percent of aggregate taxable income reported 
on individual  t a x  re turns  f o r  preceding year. 

81 
Eighty-five percent on populstion; f i f t e e n  
percent t o  17 lowest per cap i ta  inccme S t a t e s  
on population. 

(General) ($5.1 b i l l i o n )  

91 

Five percent of t o t a l  rece ip ts  from individual  
income taxes during preceding f i s c a l  year. 

91 
Ninety percent on population and t a x e f f o r t  r a t i o ;  
t e n  percent t o  17 lowest per cap i ta  income Sta tes  
on product of population and reciprocal  of per 
cap i ta  income. 

None. 
(General) ($2.8 b i l l i o n )  

1 

25% of S t a t e  a l loca t ion  must go t o  p o l i t i c a l  
subdivisions on bas i s  of p r i o r i t y  programs as s e t  
, f o r t h  by each subdivision with no r e s t r i c t i o n s  on 
use of funds. 

104 

H.R. 8424 
Gardner (R) 

(506 General) 
( 5 6  Education) 

One percent of t o t a l  rece ip ts  of individual  income 
taxes increasing 1% yearly up t o  5%. 

Ninety percent on population and t a x  e f f o r t  r a t i o ;  
t e n  percent t o  17 lowest per cap i ta  income Sta tes  
on product of population and rec iproca l  of per 
cap i ta  income. ($.g b i l l i o n )  

11A 

H.J. Res. 216 
(Consti tut ional  Amendment) 
Thompson (Ga.) (R) 

111 

Population. 

Formula determined by each S t a t e  but governor mus 
c e r t i f y  s i x  months a f t e r  beginning of each f i s c a l  
year t h a t  mininum of 5@ of S t a t e  a l loca t ion  w i l l  
go t o  p o l i t i c a l  subdivisions with no conditions, 
i f  not S t a t e  funds w i l l  be cu t  5 0 8  

Two percent of a l l  taxes collected under XVI. 
Amendment increasing 2$ a year up t o  10%. 

($1.7 b i l l i o n )  
(General) 

12A 

s. 673 
Tydings (D) 

( ~ e n e r a l )  

12B 

Actual mount determined each year by CQllnission 
on Federalism based on allotment t o  S t a t e s  of 1% 
of aggregate revenue paid (or withheld for  c red i t  
against  payment) on individual  and corporate 
income t a x  plus an amount equivalent t o  two-fif ths 
of t o t a l  a l loca t ions  t o  a l l  qualifying metro, 
po l i tan  areas.  

($.9 b i l l i o n )  

13B 
One percent of aggregate taxable income reported 
on individual  incane taxes  except amount w i l l  
never be l e s s  than previous yepr. 

($2.5 b i l l i o n )  

121 

Population except where S t a t e  t a x  e f f o r t  r a t i o  
( including t h e  e f f o r t s  of any p o l i t i c a l  subdivision 
i s  below national  average. Three-fifths of t o t a l  
metropolitan al locations deducted f r a n  S t a t e  t o t a l  
thereby leaving two-fifths of l o c a l  a l loca t ions  as 
an "indirect" S t a t e  "bonus." 

Any metropolitan area of 1.5 mill ion persons may 
request d i r e c t l y  t o  C-ission on Federalism for  
loca l  a l loca t ion  when jur i sd ic t ions  representing 
subs tan t ia l ly  a l l  t h e  population of t h e  area agr€ 
on and submit t o  the  Comission a plan for  expenc 
tures  with re la t ionsh ip  t o  o v e r a l l  plan f o r  area 
S ta te .  Allocation based on t o t a l  S ta te  a l loca t ic  
and r a t i o  of metropolitan a rea  t o  S ta te  populatic ( G .  S. 914, January 25, 1967) 

131 1 3  

S. 694 
Scott  (R) and 4 others 

None. Population. 
(General) 

( g .  S. 945, January 26, 1967) 

'1 I 

None. 

14A 

s. 779 
Hollings (D) 

14B 

Three percent of net individual  income tax  revenues 
increasing .5$ yearly up t o  5% except amount may 
never be l e s s  than previous year. 

($1.7 b i l l i o n )  

141 

Eighty percent on population and r e l a t i v e  revenue 
e f f o r t .  Twenty percent t o  S ta tes  with below 
average per capita income based on population and 
per cap i ta  income. 

(E. S. 1156, January 31, 1967) 

(General) 





BILLS AND RESOLWIONS 

( ~ y p e  of financial support) 

8. 1236 
Baker (R) and 15 other 
Senators and 1 Congress- 
man I/ 

(General) 

IGA 

S. 1708 
Smathers (D) and 

1 Congressmen $/ 

(General) 

9. 2172 
Mundt (R) 

H.R. 198 
Andrew (R) (N. Dakota) 

(Education) 

(Education) 

20A 

H.R. 308 
Brock (R) and 4 others 11 

 ducatio ion) 

2 1.4 

H.R. 1334 
Talcott (R) 

(Education) 

SHARING BASIS 

(cost Estimete) 

One percent of net Federal tax revenue after de- 
duction of expeaditurea for national defense and 
servicing and interest on the public debt; plus 
any extra amounts Congress may appropriate to the 
trust fund from time to time. 

($. 5 billion) 

One-half of net revenues derived fran each tax 
imposed on alcoholic beverages and tobacco. 

($3.0 billion) 

One percent of total taxable income reported on 
individual and corporate incomes increasing .5$ 
a year up to 2%, except mount will never be less 
than preceding year. 

($3.6 billion) 

18B 

One percent of Federal income taxes (other than 
self-employment income taxes), estate and gift 
taxes nnd a11 custom duties collected increasing 
1% a year up to 5%. 

($  .9 billion) 

2.04% of income tax receipts for the preceding 
fiscal year. 

($1.1 billion) 

One percent of Federal incane taxes (other than 
self-employment income taxes), estate and gift 
taxes and all custom duties collected increasing 
1% a year up to 5%. 

($.9 billion) 

One percent of Federal inCOme taxes (other than 
self-employment income taxes), and estate and gift 
taxes collected increasing 1% a year up to 5%. 

($.9 billion) 

TABLE B- 2 (CONT 'D) . --PROPOSALS FOR SHARING FEDERAL REVENUES 

B i l l s  and Resolutions Introduced in  the 90th Congress for 

ALLOCATION FACTORS 

Special Factors 
(see next column) 

Special Factors 
(see next column) 

Special Factors 
(see next column) 

BASIS FOR STATE BY STATE DISTRmWIOIIS 

(Conaressional Record citation for states' shares) 

A formula baaed on the product obtained by multi- 
plying total amount appropriated to trust fund by 
product of per capita income-population ratio and None. 
revenue effort percentage uaing population, per 
capita incane, and tax effort. 

( G .  S. 3448, March 9, 1567) I 

An amount equal to one-half of net revenuea derived 
from each tax Lnposed on alcoholic beverages and 
tobacco transferred quarterly to States on basls 
of retail sales. 

Eighty-five percent on population and relative Fonnula determined by State but 45% of tate 
revenue effort, fifteen percent to States below allocation must go to political subdivi ions with 
average per capita income based on degree below no restrictions on use except that Sta may 
average. State allotment may not exceed 12% of specify the portions to be used for ed ational 
total fund. purposes. i 

W o  percent of income tax receipts collected in 
the State during preceding fiscal year. 

None. 

I 

18 D 18E 

Fifty percent on three year average of percent of 

Fifty percent on percent of students enrolled in 
public elementary and secondary schools times 
percent of gross personal income spent on public 
elementary and secondary education. Fifty percent 
on number of students enrolled in public elementary 
and secondary schools in State. 

students enrolled in elementary and secondary 
schools times percent of gross personal income 
spent on such education. Fifty percent on number 
of students enrolled in public elementary and 
secondary schools. 

None. 

None. 1 

21D 

Fifty percent on percent of students enrolled in 
public elementary and secondary schools times 
percent of gross personal income spent on public 
elementary and secondary education. Fifty percent 
on number of students enrolled in public elementary 
and secondary scho0h in State. 

None. 

2 1E 



90th Congress for Spec i f  ed State and Local Government Support 4 

PROVISION FOR LOCAL SHARY 9 
None. 

1 Formula determined by S t a t e  but  45% of t a t e  
a l loca t ion  must go t o  p o l i t i c a l  subdiv ions with 
no r e s t r i c t i o n s  on use except t h a t  Sta may 
specify the port ions t o  be used f o r  e l l t ional  
purposes. i 

I None. 

/ None. I 

None. I 

S t a t e  apending plan requked including any dia-  
t r i b u t i o n  t o  p o l i t i c a l  aubdiv i~ ionr .  Other in- 
formation may be required by Council on Tax Sbar iw.  
Council may withdraw funds frcm Sta te  subject  t o  
j u d i c i s l  review. A n n u l  repor t  t o  R e a l d e n t  and 
Congress. Periodic review by Congreaa. 

None. 

17F 
S t a t e s  must use accurate accounting Procedures. 
Council on Revenue Sharing precribis;  by ru les  and 
regulations, the  in fomat ion  and data t o  be fu r -  
nished by S t a t e s .  Council makes annual report t o  
Congress and President, with full review by each 
C o w e n s .  Revenue Sharing paymsnte may be with- 
held subject  t o  jud ic ia l  review. 

18F 

S t a t e  spendin& plan submitted t o  Comptroller 
General--approved if funds a re  spent on public 
elementary and scfondary education. 

S t a t e  spending plan submitted t o  Comptroller 
General--approved i f  funds a r e  apent on public 
elementary and secondary education. 

S t e t e  spending plan submittea t o  Ccmptroller 
General-approved I f  funds a r e  spent on public 
elementary and secondary education. 

No 8pecJfic proviaion. 
I 

No apecific provision. 

No gpeclfic provision, 

1 

1 200 

No specifbc provision. 

NO apecif{c proviaion. 

Establimhea Council on   ax 8 h a r i k  with auper- 
v i sc ry  capacity over d i s t r ibu t ion  of funds t o  
S ta tes .  

None. 

L7H 

Maximum of f ivc  percent of S t a t e  a l loca t ion  t o  be 
used for  research and planning i n  executive manage- 
ment improvement a t  S ta tes '  diecration.  Establishes 
Council on Revenue Sharing with aupervleory capacity 
over d i s t r ibu t ion  of fundl t o  States.  Funds may 
not be uaed for (1)  hlghwaya ( 2 )  property tax  
r e l i e f ,  (3)  debt service,  (4 j  administrat ive ex- 
penses, (5 )  d iass te r  r e l i e f .  

IBH 
Id le  funds i n  the  Educational Asairtance Trust  
hurd a r e  t o  be invested. Davia-Bacon Act 
applicable. Funds t o  be used f o r  elementary end 
aecondary education only. 

l9H 

Funds t o  be used f o r  any purpose f o r  which funds 
appropriated by t h e  S ta te  leg is la ture  f o r  elemen- 
t a r y  end secondary education can be used; 8 of 
t o t a l  may go t o  Puerto Rico, Guam, American Samoa, 
Virgin Islands;  balance i n  trwt fund a t  end of 
year rever t s  back t o  general fund. 

Id le  funds i n  the Educational Assistance Trust 
Fund a re  t o  be invested. Davia-Bacon Act 
applicable.  Funds t o  be used for  elementary and 
secondary education only. 

I d l e  funds in  the  Educstional Aasiatsnce T r u s t .  
Fund a r e  t o  be inverted. Davis-Bacon Act 
applicable.  Funds t o  be uaed f o r  elementary and 
secondary education only. 



TABLE B-2 (CONT 'D) . --PROPOSALS FOR SHARING FEDERAL REVENUES WITH S1 
Bills and Resolutions Introduced in the 90th Congress for Specified Stat 

BILLS AND RESOLWIONS 

(Type of f i n a n c i a l  support)  

B 

BASIS FOR STATE BY STATE DISTRIBGTIONS 

,(Congressional Record c i t a t i o n  f o r  S t a t e s '  s h a r e s )  

C 
ALLOCATION FACTORS 

PROVLSION FOR LOCAL SHARING 
(Cost ~ s t i m a t e )  

2 2.4 

H.R. 453 
Cunningham 

1 o the r  8) m d '  

- - 

221 

Five percent  of ind iv idua l  and co rpora te  income 
taxes c o l l e c t e d  and withholding t a x  on income of 
nonresident  a l i e n s  and fo re ign  co rpora t ions  p lus  
withholding on wages o f  ind iv idua l s  r e tu rned  t o  
S t a t e  i n  which co l l ec ted .  

None. 

Five percent  o f  income t axes  co l l ec ted  on corpora- 
t i o n s ,  ind iv idua l s  and withholding t a x  on income 
of nonresident  a l i e n s  and fo re ign  corporat ions 
p lus  withholding on wages of ind iv idua l s .  

($4.3 b i l l i o n )  
( ~ e a l t h ,  Education 
and Welfare)  

2 3  

Eighty percent  on populat ion and r e l a t i v e  revenue 
e f f o r t .  Twenty percent  t o  13 lowest per  cap i t a  
income S t a t e s  on per c a p i t a  income and weighted 
populat ion.  No S t a t e ' s  a l lotment  may exceed 12% 
of t o t a l  of fund. 

An amount no t  l e s s  than average amount of S t a t e  
appropr ia t ions  t o .  l o c a l i t y  f o r  l a s t  5  yea r s  
weighted a g a i n s t  percent  of t o t a l  appropr ia t ions ;  
must go only t o  genera l  u n i t s  of l o c a l  government 

H R.  525 
d y e r  (R) and 2 o the r s  

One percent  of aggregate t axab le  i n c m e  repor ted  
on ind iv idua l  income t a x  r e t u r n s .  

X 
($2.5 b i l l i o n )  ( ~ e a l t h ,  Education 

and Welfare) 

24A 

t m .  1166 
Reuss ( D )  

24B 

$50,000,000 s t r a i g h t  appropr ia t ion  f o r  i n i t i a l  
planning g r a n t s ;  then $5,W0,000,000 annual ly f o r  
t h r e e  yea r s  fo r  block g ran t s .  X 

241: 

$750,000 minimum t o  each S t a t e  wi th  balance of 
$50,000,000 d i s t r i b u t e d  on b a s i s  of populat ion;  
$5,0001000,W0 a l l o c a t e d  8% on populat ion and 
maximum of 5i% t o  low income S t a t e s  based on 
poverty l e v e l ,  u rban iza t ion ,  and t a x  e f f o r t ,  as  
determined by Advisory Commission on Intergov- 
ernmental Relat ions.  

Must pass on 5% of S t a t e  g r a n t s  t o  l o c a l  govern- 
ments in  an  e q u i t a b l e  manner approved by Regional 
Coordinating Committee and Advisory COI!miSSion on 
Intergovernmental Re la t ions .  (~overtunent  Moderniza- 

t i o n  and General Progra 
Financing)  

2 5.4 

H.R. 1180 
Robison (D) 

Two percent  of taxes c o l l e c t e d  during preceeding 
year on individua: and co rpora te  incomes. 

($1.7 b i l l i o n )  7 
- 

250 

F i f t y  percent  on populat ion.  F i f t y  percent  on 
populat ion and r e l a t i v e  per c a p i t a  incane.  

None. 

H.R. 1343 and H.R. 1349 
Teague (D) (Texas) 

One percent  of income t axes  c o l l e c t e d  on corporate  
and ind iv idua l  incomes. 

One percent  of income t axes  c o l l e c t e d  on ind iv idua l  
and co rpora te  incomes returned t o  S t a t e  of o r i g i n .  

($.9 b i l l i o n )  
None. 

(Education) 

Five percent  of a l l  Federal  i n c m e  t axes  
c o l l e c t e d .  

Five percent  of a l l  income t axes  c o l l e c t e d  t rar-s-  
r s r r ed  onnu3lLy by D i s t r i c t  D i rec to r  of I n t e r n a l  
Rever.ue Service back t o  Sxate in  which c o i l e c t e d .  None. 

( L r , ,  .s and schoo l s )  ($4.3 b i l l i o n )  

28L 
The l e s s e r  of (1)  amount necessary t o  c a r r y  out  
approved program of law enforcement o r  ( 2 )  amount 
basru on fund balance, urban populat ion and per  
cap i t a  law enforcement c o s t s .  

None. 

An amount dhich bea r s  same proport ion t o  $700 mil-  I I H.R. 4 7 9  
Gurney (R) l i o n  a s  aggregate ind iv idua l  t axab le  income bea r s  

t o  aggregate ind iv idua l  t axab le  income f o r  f i s c a l  Spec ia l  Fac to r s  

1967. (About 1% of personal  Federal  income t a x ) .  (see next  c o l u m )  

($.6 b i l l i o n )  



9qth Congress for Specified State 
l 

md Local Goveinment Support 

I movLsIoN FylR m L  S W I N G  

An amount not  l e s s  than average amount of S t a t e  
eppropr ia t ions  t o . l o c a l i t y  f o r  l a s t  5 yea r s  
weighted a g a i n s t  percent  of t o t a l  appropr ia t ions ;  
m a t  go only t o  genera l  u n i t s  o f  l o c a l  government. 

-- 

None. 

/ None. 

C 
F 

EXPENDITURE OL PROVISIONS 

Plan must be submit te  t o  Sec re ta ry  of Treasury o r  
Carp t ro l l e r  General-- ds  may b e  withdrawn i f  not 
apent  i n  compliance w '  h law. Annual Report t o  
Congress by Sec re ta ry  of Treasury. Complete s tudy 
by Senate and House o f e each Congress. 

Power t o  r e j e c t ,  r e v i  e o r  canp le te ly  develop 
i n i t i a l  S t a t e  plans v i t e d  i n  Regional Committee, 
wi th  f i n a l  p l an  approval by ACIR. 

2 51 

S t a t e  must c e r t i f y  t h i t  accura te  records and 
eccounring prccedures w i l l  be used. A r c s  may be 
withdrawn f o r  e x p e n d i m e  v i o l a t i o n s  by I?. S. 
C-issioner of ~ d u c a d i o n  ( sub jec t  t o  j u d i c i a l  
review).  i 

None. I 

None. 

I 

Comprehensive plan nus be submitted by governor 
t o  S t a t e  l e g i s l a t u r e  r approval  then t o  Comptrol. 

review. 

k 
l e r  General f o r  epprojgl .  Sub jec t  t o  j u d i c i a l  

RELATION TO FED- GRANT-IN-AID PACGRAS SPECIAL CONDITIONS OR FEATURES 

Optional  cut-back. 

-- 
22H 

Senate and House Appropriat ion Committees a r e  
au thor i zed  t o  reduce t h e  aggregate amount which 
would otherwise be granted t o  t h e  seve ra l  S t a t e s  
f o r  h e a l t h ,  educat ion,  and welfare by an amount 
which does n o t  exceed t h e  amount t h e - S t a t e s  would 
r e c e i v e  each year .  Funds t o  be used f o r  h e a l t h ,  
educat ion,  we l fa re  programs only. 

No s p e c i f i c  provision.  

No s p e c i f i c  p rov i s ion .  I 

234 
I 

I 
I 

No s p e c i f i c  provision.  

23H 
T i t l e  V I  C i v i l  Rights  Act, 1964 app l i cab le .  
Funds t o  be used f o r  hea l th ,  educat ion,  and 
welfare.  

- 
Spec i f i c  requirements  f o r  each S t a t e  p lan  f o r  
modernization o f  S t a t e  and l o c a l  government. 
Es tab l i shes  e l a b o r a t e  review procedures f o r  S t a t e  
p lans  s u b j e c t  t o  approval  o f  Regional Comnittee and 
t h e  Advisory Commission on Intergovernmental Rela- 
t i o n s .  F i n a l  block g ran t  d i s t r i b u t e d  by Pres iden t  
t o  only those  S t a t e s  wi th  approved p lans .  Funds 
used (1) t o  modernize S t a t e  and l o c a l  government, 
(2 )  genera l  program financing.  

25H 

No s p e c i f i c  provision.  

I 

/ 

Funds t o  b e  used f o r  educat ional  purposes only.  
H.R. 1343 - Education S: Labor Committee 
H.R. 1349 - Ways & Means Committee 

Funds f o r  educat ion only;  may not d i f f e r  more 
than lO$ from t o t a l  S t a t e  and l o c a l  expenditures  
f o r  pub l i c  elementary and secondary educat ion;  
2% maximum of t o t a l  funds t o  Guam, Puerto Rico, 
Samoa, and Virgin I s l ands .  

No s p e c i f i c  provision.  

'I 

- -- 

No s p e c i f l c  p rov i s ion .  

Funds t o  be used f o r  roads and schools  only. 

28H 

Davls-Bacon Act app l i cab le .  Wnds used f o r  law 
enforcement purposes only.  



BILLS AND RESOLfiIONS 

(Type of f i n a n c i a l  support)  

2% 

H.R. 9935 
Clauaen, Don H. ( R )  

(Educat ion)  

H.R. 10868 
Ashbrook (R) 

(Education) 

3L4 

H.J. Res. 90 
P0ff (R)  

(Educat ion)  

S. 482 
Jov i t a  (R) and 6 o the r  

Senators  and 3 Congresa- 
men Y 

(Health,  Education 
and Welfare) 

3% 
S. 1140 
Mi l l e r  (R) 

SHARING BASIS 

( c o s t  ~ s t i m a t e )  

One pe rcen t  of Federal  income taxes ( o t h e r  than 
self-employment income t a x e s ) ,  e s t a t e  and g i f t  
t axes  end a l l  custom d u t i e s  c o l l e c t e d  inc reas ing  
1% a year  up t o  5%. 

( $ . 9  b i l l i o n )  

- - 

30E 

'Pxo pa rcen t  of a l l  income t axes  c o l l e c t e d  on 
ind iv idua l  incomea. 

($1.1 b i l l i o n )  

31B 

One pe rcen t  of a l l  income t axes  c o l l e c t e d  on 
co rpora te  and ind iv idua l  incomes. 

($.9 b i l l i o n )  

One pe rcen t  of t axab le  income reported on individ-  
u a l  income t a x  r e t u r n s  inc reas ing  by .5$ each yea r  
up t o  2%. 

($2.5 b i l l i o n )  

33B 

Two pe rcen t  of t o t a l  Federal  t a x  c o l l e c t i o n  re -  
ceived during preceding f i s c a l  year .  

($2.1 b i l l i o n )  

TABLE B- 2 (CONCL'D) . --PROPOSALS FOR SHARING FEDERAL REVENUE F 

B i l l s  and Resolut ions Introduced i n  t h e  90th Congress f o r  Speci  i it 
ALLOCATION FACTORS 

BASIS FOR STATE BY STATE DISTRIBUTIONS 

( ~ o n g r e s s i o n a l  c i t a t i o n  f o r  S t a t e s  acres) 

h Y 
0 0 u u  c k  G2 $ 2  ' 4 "  

a w  8 8  

and secondary schools i n  S t a t e .  

I I I 

2% 

Spec ia l  Fac to r s  
( see  next c o l m ~ )  

I One percent  o f  a l l  income t axes  c o l l e c t e d  on 

29D 
F i f t y  pe rcen t  on percent  of s tuden t s  en ro l l ed  i n  
pub l i c  elementary end secondary schools  times 
percent  of gross  peraonal  income spen t  on pub l i c  
elementary and secondary educat ion.  F i f t y  percent  

3lC 31D 

One percent  of income t axes  c o l l e c t e d  on ind iv idua l  
and co rpora te  incomes re tu rned  t o  S t a t e  of o r i g i n .  

X 

on number of s tudents  en ro l l ed  i n  ~ u b l i c  elementarv 

Eighty-f ive percent  on populat ion and r e l a t i v e  
revenue e f f o r t ,  f i f t e e n  percent  t o  S t a t e s  below 
average per  cap i t a  income based on degree below 
average. S t a t e  al lotment  may not  exceed 12% of  
t o t a l  fund. 

(9. S. 438, January 18, 1967) 

33C I 33D 

Topulation between ages of 5 and 20, per c a p i t a  
income and cos t  of l i v i n a .  S t a t e s  below averaae 

Spec ia l  Fac to r s  per  c a p i t a  income g e t  inc rease  and S t a t e s  above 
( sea  next column) I average have a l loca t ion  reduced. S t a t e s  with 

below-average cos t  o f  l i v i n g  index g e t  a reduc- 
t i o n  and those  with above average index g e t  en 

PROVISION FOR LOCAL SXARIN I 
None. 

None. 

None. 

Plan requ i red  each year  f o r  l o c a l  s 
populat ion,  populat ion dens i ty ,  per  f: 
l o c a l  cos t s  end o t h e r  " re l evan t  f a c t  5 .  

None. * 
lJ Republicans --  Button (H .R .  4071), Cederberg (H.R. 4072), Cramer (H.R. 4073), Ford ( ~ e r a l d  R.) (H.R. 4074), May (Mrs.) (H.R. 4075), Mi l l e r  (oh lo )  (H.R. 4076), 

Roudebush (H.R. h077), Stanton (H.R. 4078), Wylder (H.R. 4079), Williams (Pa.) (H.R. 4286), Rhodes (Ar iz . )  (H.R. 44481, Andrews (N.D.)  (H.R.  46%), 
Bray (H.R.  4700), Brritzman (E.R. 4848), Dellenback (H.R. 4858), Johnson (Pa.) (H .R .  L676), Kyl (H.R. b m l ) ,  Gubser (H.R. 5064), Hosmer (H.R. 5068), 
Hunt (H.R.  5446), Harvey (H.R. 5618), Mosher (H.R. 11122) 

Republicans --  Bolton (Mrs.) (H.R. 4081),  Broanfield (H.P.  4082), Broyh i l l  ( v B . )  (H.R.  4083), Chamberlain (H .R .  4084), Duncan ( H A  4085), Fino (H.R.  4086), 
Iiaraha ( x . R .  4087), Keith (B.R.  4088), S c o t t  (H.R. 4089), S t e i g e r  (H.R.  4090), Zion (H.R. 4091), Erlenborn (H.R.  4226), Eshleman (H.R.  4227), 
Shr ive r  ( H . R .  4277), Teague (Cal . )  ( H . R .  4784), Quil len (H.R. 5985) 

2/ Republicans -- Deminski  (H.R.  5599), Nelsen (H.R.  8342) 
Democrats -- Lennon (H.R. 6040) 

Republicans -- Baker. Bennett. J a v i t s ,  Pearson 





TABLE B-).--AMOUNT OF STATE SHARE OF $1 BILLION OF GENERAL PEDEML AID UNDER SELECTED ALU)&TION FACTORS 
(Millions) 

State and Region 

United States 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsy lvanid 
Delaware 
Mary land 
District of Columbia 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
south Dakota 
Nebraska 
Kansas 

Southeast 
Virginia 
West Virginia 
Kentucky 

Per Capita (July 1, 1966) 
Adjusted for Per Capita Adjusted for Stat -~ocal 

Unadlusted Personal 1ncomeL1 
17 Tax Effort- 

Per State-Local Revenue Dollar (1965) 
Adjusted for State-Local 

Tax ~f fort&/ 



TABLE 8-3 (CONCLID).--AMOUNT OF STATE SHARE OF $ 1  BILLION OF GENERAL FEDERAL A I D  UNDER SELECTED ALLOCATION FACTORS 
(Mi l l ions)  

Per  Capita  ( Ju ly  1, 1966) Per  State-Local  Revenue Dollar (1965) 
Adjusted f o r  Per Capita  Adjusted f o r  S t a  -Local E P  Adjusted f o r  State-Local  

S t a t e  and Region Unadjusted Personal 1ncomeL/ Tax Effort-  Unadjusted Tax ~ f f o r t l l  

United S t a t e s  $1,000.0 $1,000.0 $1,000.0 $l,OOO.O $l,OOO.O 

Southeast (cont ' d )  
Tennessee 

' North Carolina 
South Carolina 
Georgia 
Florida 
Alabama 
Miss i ss ipp i  
Louisiana 
Arkansas 

Southwest 
Oklahoma 

W 
N Texas 
0 

New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far West 
Washington 
Oregon 
Nevada 
Cal i fo rn ia  
Alaska 
Hawaii 

1 /  Dis t r ibu ted  on bas i s  of t o t a l  populat ion adjusted t o  r e f l e c t  S t a t e s '  per c a p i t a  personal  income dev ia t ion  from U.S. average. - 
21 Adjusted t o  r e f l e c t  deviat ion i n  S t a t e  and l o c a l  e f f o r t  r e l a t i v e  t o  U.S. average. Tax e f f o r t  equals  t o t a l  S t a t e  and l o c a l  t a x  - 

c o l l e c t i o n s  a s  a  percent of S t a t e  personal  income. 



TABLE B-4.--STATE, LOCAL AND SELECTED CITY SHARES OF $4 BILLION SUPPORT GRANT 
(Millions) 

Selected Cities 
Percent of 

City  rant/ Local Share State Population Total State and ~ocall/ 

$4,000.0 

State and Region 

U ~ t e d  States 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Boston $ 15.3 
Providence 5.9 

Mideast 
New York New York 

City 153.8 
Newark 9.9 
Philadelphia 29.9 

New Jersey 

W 
Pennsylvania 

N 
v Delaware 

Maryland 
District of Columbia 

Baltimore 12.0 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Detroit 20.4 
Cleveland 10.8 
Indianapolis 6.5 
Chicago 53.5 
Milwaukee 11.0 

Plains 
Minnesota Minneapolis- 

St. Paul 13.4 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

St. Louis 12.2 



TABLE B-4 (CONCL'D). --STATE, IDWL AND SELECTED CITY SHARES OF $4 PILLION SUPPORT GRANT 
(Millions) 

Selected Cities 
Percent of 

State and Region Total State and ~ocalL/ stat& ~oca& City - ~ r a n t 2 ~  Local Share State Population 

United States $4,000.0 $2,098.4 $1,900.4 

Southeast 
Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Florida 

Alabama 
Mississippi 
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far West 
Washington 
Oregon 
Nevada 
California 
Alaska 
Hawaii 

273.4 
32.2 
11.0 
17.3 Louisville $ 4.2 24.3% 12.4% 
27.0 
24.9 
11.8 
28.7 Atlanta 7.7 26.8 12.5 
53.0 Tampa-St. 

Petersburg 7.3 13.8 8.9 
18.1 
17.3 
21.2 NewOrleans 6.4 30.2 18.6 
10.9 

183.3 132.7 
33.4 16.6 
110.1 92.7 Houston 
18.1 5.9 
21.7 17.5 

53.8 53.8 
7.0 9.4 
8.3 6.9 
3.9 3.7 
21.3 24.3 Denver 7.6 
13.3 9.5 

280.9 285.1 
44.0 20.4 Seattle 4.9 
22.0 20.0 Portland 6.0 
5.0 4.2 

209.9 240.5 Los Angeles 45.7 
3.1 1.3 
11.7 4.3 

1/ Distribution of $4 billion on the basis of population adjusted for State-local tax effort. - 
21 Distributed on basis of State and local percentage of State-local tax collections. - 
3/ Distributed on basis of local government noneducational expenditure. - 



Bills 

H.R. 1047, Po££ (R) 

S. 1743, Pearson (R) 

H.R. 4461, Dingell 
(D); H.R. 7855, J. G. 
0'Hara (D) 

H.R. 5450, Laird (R); 
H.R. 5599, Derwinski 
(R); H.R. 6040, Len- 
non (D); H.R. 8342, 
Nelsen (R) 

H.R. 5598, Curtis (R) 

H.R. 7071, Fino (R) 

H.R. 7945, Tenzer (D) 

Appendix C 

PROPOSALSFORFEDERALTAXCREDITSFORSTATEANDLOCALTAXPAYMENTS 
IN 90TH CONGRESS 

Basis for Credit 
(Types of State and 

Local Taxes) 

State and local 
school taxes (en- 
acted after adop- 
tion of act) against 
Federal income tax. 

State and local 
income taxes against 
Federal income tax. 

State and local 
income taxes against 
Federal income tax. 

State and local 
income taxes 
against Federal 
income tax. 

State and local 
taxes against 
Federal income 
tax. 

Taxes for support 
of public educa- 
tional institu- 
tions against 
Federal income 
taxes. 

State and local 
income taxes paid 
during year 
against Federal 
income tax. 

Residential real 
property taxes 
against Federal 
income tax. 

Description of Credit Technique 

Individual taxpayer may claim credit equal to 
additional State and local school taxes paid 
or accrued within the taxable year (i.e., 
taxes imposed after date of enactment of 
this legislation). 

Individual taxpayer may claim a credit equal 
to 40% of State and local income taxes paid 
or accrued in lieu of deducting such taxes. 
(To implement an ACIR recommendation). 

Individual taxpayer may claim a credit equal 
to 50% of the State and local income taxes 
 aid or accrued for the taxable year. (To 
implement an ACIR recommendation). 

Individual taxpayer may claim a credit equal 
to total of the State and local income taxes 
paid during year except amount may not exceed 
5% of total Federal tax reduced by sum of 
other credits. 

Individual taxpayer may claima credit equal 
to 10% of all State and local taxes paid or 
accrued during year in lieu of deducting such 
taxes. Credit increases 10% each year up to 
40%. 

Individual taxpayer may claim a credit (not 
in excess of $100) equal to sum of 50% (a) 
taxes (other than real property taxes) paid 
or accrued for support of public educational 
institutions (b) real property taxes imposed 
on individual as owner, occupant or tenant. 
Alternative credit (not in excess of $200) 
equal to $50 times number of personal 
exemptions for students below college level 
provided credit equals or exceeds first 
alternative but not amount of tax imposed. 

Individual taxpayer may claim a credit equal 
to total of State and local income taxes paid 
duriug year except amount may not exceed 20% 
of total Federal tax reduced by sum of other 
credits. 

Individual taxpayer may claim a credit equal 
to three quarters of his "base average8'-- 
which is 80% of the amount by which his local 
residential real property taxes exceed 5% of 
his household income. 

Other Special Features 

If individual's net 
tax obligation is less 
than the amount of 
credit which he can 
claim the tax obli- 
gation is zero. 
Entire credit system 
part of general 
revenue-sharing bill. 

Credit provisions 
part of larger bill 
providing variety of 
"educational 
incentives ." 



B i l l s  

H.R. 8329, Founta in  
(D) ;  H.R. 8351, 
Ullman (D) 

H.R. 9935, Clausen 
(R) 

H.R. 10257, B e t t s  
(R) 

Basis  f o r  Cred i t  
( v p e s  of S t a t e  and 

Local Taxes) 

E s t a t e  t axes  paid  
t o  S t a t e s  a g a i n s t  
Fede ra l  e s t a t e  tax .  

Same a s  H.R. 5450 
aga ins t  Fede ra l  i n -  
come tax .  

Real proper ty  t axes  
aga ins t  Fede ra l  in-  
come tax .  

Desc r ip t i on  of Cred i t  Technique 

I n  l i e u  of  c r e d i t  author ized f o r  e s t a t e ,  
i nhe r i t ance ,  legacy o r  success ion t axes ,  the  
t a x  imposed by the t r a n s f e r  of  the taxable  
e s t a t e  may be c r e d i t e d  w i th  the  amount of  
any e s t a t e  t ax  a c t u a l l y  paid t o  any S t a t e  i n  
r e spec t  t o  any proper ty  included i n  the  g ros s  
e s t a t e .  Maximum amounts of  c r e d i t  a r e  e s t ab -  
l i shed  ranging from 2.4% t o  taxable  e s t a t e  
under $5,000 t o  $1.5 m i l l i o n  p lu s  16% of ex- 
ce s s  over  $12 mi l l i on  f o r  taxable  e s t a t e s  v a l -  
ued over  $12 mi l l i on .  (To implement an ACIR 
recommendation). 

Same a s  H.R. 5450. 

Ind iv idua l  taxpayer may c la im a  c r e d i t  equa l  
t o  the amount of  t axes  on r e a l  proper ty  paid 
o r  accrued £or suppor t  of  pub l i c  elementary 
and secondary educat ion dur ing taxable  year .  
C red i t  may not exceed l e s s e r  of $100 o r  t o t a l  
Federa l  t ax  reduced by o t h e r  c r e d i t s .  

Other Spec i a l  Features  

The gene ra l  purpose 
of  the l e g i s l a t i o n  i s  
t o  i nc rea se  the 
s t a b i l i t y  of the  
S t a t e s '  revenues by 
providing a  r e l a t i v e l y  
h igh c r e d i t  in the 
lower b racke t s  and a  
low c r e d i t  i n  h igh 
b racke t s - -  thus leaving 
the  t ax ing  of  l a rge  
e s t a t e s  mainly to  Fed- 
e r a l  government. 

Revenue-sharing l im i t ed  
t o  elementary and sec- 
ondary educat ion.  

P a r t  of  l a r g e r  b i l l  
providing c r e d i t s  f o r  
t u i t i o n  and f e e s  f o r  
h igher  educat ion o r  f o r  
occupat ional  t r a i n i n g  
and exempting from in-  
come t a x  c e r t a i n  
s cho la r sh ip s ,  fellow- 
s h i p s ,  e t c .  



Appendix D 

STATE-LOCAL UNUTILIZED TAX POTENTIAL AND TAX UTILIZATION RATE COMPUTATIONS 
FOR PERSONAL INCOME. SALES AND PROPERTY TAXES 

Per sona l  Income Tax 

1. Ten S t a t e s  w i th  h e a v i e s t  personal  income t a x  y i e l d  pe r  $1,000 o f  personal  in -  
come (1966 y i e l d  p e r  $1,000 of  1965 S t a t e  personal  income): 

S t a t e  

Delaware 
Wisconsin 
Oregon 
Hawaii 
Minnesota 

Vermont 
Alaska 
New York 
Idaho 
North Caro l ina  

Average y i e l d  per  $1,000 
of  personal  income 

Amount p e r  $1,000 
Personal  Income 

2. P o t e n t i a l  g ros s  personal  income t a x  y i e l d  = $23.29 x S t a t e  pe r sona l  income: 

Example : 

$23.29 pe r  $1,000 x $1.7 b i l l i o n   elaw aware's pe r sona l  income) = $40 m i l l i o n  
$23.29 pe r  $1,000 x $10 .1  b i l l i o n  (North C a r o l i n a ' s  personal  income = $235 

m i l l i o n  

3. Computation of  $6 pe r  c a p i t a  c r e d i t  i n  l i e u  of  food exemption i n  s a l e s  t ax :  

Example : 

$6 x 512,000  elaw aware's popula t ion)  = $ 3  m i l l i o n  
$6 x 5,000,000 (North C a r o l i n a ' s  popula t ion)  = $30 m i l l i o n  



4. P o t e n t i a l  n e t  personal  income tax  yield:  

Example : 

Delaware: $40 mil l ion - $3 mi l l ion  = $37 mi l l ion  
North Carolina: $235 mi l l ion  - $30 mi l l ion  = $205 mi l l ion  

5. Percentage 1966 a c t u a l  S t a t e  personal  income tax  y i e l d  i s  of p o t e n t i a l  y ie ld :  

Example : 

Delaware: $50 mi l l ion  + $37 mi l l ion  = 135 percent 
North Carolina: $165 mi l l ion  + $205 mi l l ion  = 80 percent 

Sales  and Property Taxes 

Calculat ions of  the Sta te-  loca l  s a l e s  and property tax  p o t e n t i a l s  and 
u t i l i z a t i o n  r a t e s  were analogous t o  those used f o r  the  personal  income tax. I n  
1966 the  ten heavies t  use r  S t a t e s  f o r  these taxes were: 

SALES AND PROPERTY TAX REVENUE PER $1,000 OF PERSONAL INCOME 
FOR TEN HEAVIEST STATE-LOCAL USERS, 1966 

S t a t e  
General Sales 

and Use* 

New Mexico 
Washington 
Arizona 
Alabama 
Utah 

Wyoming 
Michigan 
Tennessee 
Georgia 
Arkansas 

Average 

*Includes loca l  co l l ec t ions .  

S t a t e  

South Dakota 
Nebraska 
Montana 
Wyoming 
Cal i fornia  

Massachusetts 
Minnesota 
Iowa 
New Hampshire 
Arizona 

Property 

$ 68.92 
67.41 
66.54 
66.20 
62.58 

62.42 
62-24 
60.60 
60.3 1 
59.71 

$636.93 

$ 63.69 

For purposes of determining the  combined u t i l i z a t i o n  r a t e  f o r  the  th ree  
major tax  sources,  the  d o l l a r  d i f fe rences  between a c t u a l  and p o t e n t i a l  y i e l d s  
were net ted  ou t  and r e l a t e d  t o  the sum of the  p o t e n t i a l  y i e l d  f o r  the S ta te .  
Thus,   el aware's 135 percent u t i l i z a t i o n  of  the personal  income tax  i s  o f f s e t  by 



i t s  zero  u t i l i z a t i o n  of  t he  s a l e s  t a x  and 30 percent  u t i l i z a t i o n  of t he  proper ty  
t ax  wi th  t he  ne t  r e s u l t  t h a t  Delaware shows only  43 percent  u t i l i z a t i o n  of  i t s  
c a l c u l a t e d  income, s a l e s  and proper ty  t a x  capac i ty  (Table D-2). By the  same 
token,  North ~ a r o l i n a ' s  80 percent  u t i l i z a t i o n  of t h e  personal  income t a x ,  i t s  
65 percent  u t i l i z a t i o n  o f  t he  s a l e s  t ax  and 42 percent  u t i l i z a t i o n  of  t he  proper ty  
t ax  r e s u l t  i n  a  55 percent  u t i l i z a t i o n  of i t s  c a l c u l a t e d  capac i ty .  

Data f o r  t he  a n a l y s i s  were drawn from Census r e p o r t s  f o r  1966, t he  l a t -  
e s t  year  a v a i l a b l e ,  and supplemented by s t a f f  e s t ima te s  where d e t a i l  on l o c a l  
c o l l e c t i o n s  were not  a v a i l a b l e  i n  Census pub l i ca t i ons .  

A number of  S t a t e  l e g i s l a t u r e s  enacted s u b s t a n t i a l  changes i n  t he  t h r e e  
major t ax  sources  i n  1967 which w i l l  a l t e r  t he  u t i l i z a t i o n  r a t e s  i n  f u t u r e  yea r s .  
S t a f f  e s t i m a t e s  o f  t h e  e f f e c t s  a r e  shown i n  Table D-3. Major t a x  changes may in-  
c r ea se  t he  u t i l i z a t i o n  r a t e  s i g n i f i c a n t l y  o r  leave i t  about t he  same depending 
upon whether the  t a x  change w i l l  r e s u l t  i n  a  n e t  a d d i t i o n  t o  S t a t e - l o c a l  revenue, 
a s  i n  C a l i f o r n i a ,  o r  leave t h e  S t a t e - l o c a l  t a x  y i e l d  about t he  same, a s  i n  Min- 
nesota where a  new s a l e s  t a x  was enacted t o  provide r e l i e f  from t h e  proper ty  tax .  



TABE D-1.--POTENTIAL STATE-LOCAL YIELD FROM INCOME, GENERAL SALES AND PROPERTY TAXES BASED 
UPON CURRENT RELIANCE OF THE HEAVIEST STATE-LOCAL USERS OF EACH TAX, BY STATE, 1966 

(Mil l ions)  

S t a t e  

United S t a t e s  

Alabama 
Alaska 
Arizona 
Arkansas 
Ca l i fo rn ia  

Colorado 
Connecticut 
Delaware 
D i s t r i c t  of Columbia 
F lor ida  

Georgia 
Hawaii 
Idaho 
I l l i n o i s  
Indiana 

Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 

Maryland 
Massachusetts 
Michigan 
Minnesota 
Miss i s s ipp i  

Missouri 
Montana 
Nebraska 
Nevada 
New Hampshire 

New Je rsey  
New Mexico 
New York 
North Carolina 
North Dakota 

P o t e n t i a l  
Combined 
Tax Yield 

$60,504 

75 1 
9 7 

423 
403 

6,835 

6 00 
1,098 

195 
339 

1,591 

1,072 
231 
189 

3,981 
1,584 

839 
6 73 
733 
831 
254 

1,207 
1,863 
2,851 
1,080 

4 15 

1,360 
195 
435 
164 
195 

2,503 
252 

6,769 
1,137 

16 9 

Income 

$6,487 

79 
- 1 
5 5 
44 

82 9 

4 1 
2 07 
- 12 

24 
29 1 

114 
-4  

6 
74 9 
15 0 

69 
5 1 
27 

119 
46 

65 
9 5 

488 
- 2 1  

62 

13 7 
15 
8 0 
3 0 
34 

46 0 
33 

2 
40 
2 2 

. . 

Based on Actual Yie ld  of--  
Sa les  Property Combined 



TABLE D - 1  (CONCLID).--POTENTIAL STATE-LOCAL YIELD FROM INCOME, GENERAL SALES AND PROPERTY TAXES 
BASED UPON CURRENT RELIANCE OF THE HEAVIEST STATE-LOCAL USERS OF EACH TAX, BY STATE, 1966 

( M i l l i o n s )  

P o t e n t i a l  O v e r - u t i l i z a t i o n  (- ) o r  U n d e r - u t i l i z a t i o n  
Combined Based on Actual  Y i e l d  of-- 

S t a t e  Tax Yie ld  Income S a l e s  P roper ty  Combined 

Ohio 
Oklahoma 
Oregon 
Pennsylvania  
Rhode I s l a n d  

South Caro l ina  
South Dakota 
Tennessee 
Texas 
Utah 

Vermont 
V i r g i n i a  
Washington 
Vest  V i r g i n i a  
Wisconsin 
Wyoming 

Source: ACIR S t a f f  computat ions  based on Bureau of t h e  Census, Governmental F inances  S e r i e s .  



TABLE D-2.--STATE-UCAL FISCAL CAPACITY UTILIZATION RATES FOR MAJOR TAXES BY STATE, 1966 
(Ac tua l  Tax Y i e l d  a s  a P e r c e n t  o f  P o t e n t i a l  Y i e l d )  

S t a t e  and Region 

U.S. ave rage  

New England 
Maine 
New Hampshire 
~ e r m o n t J /  
Massachuse t t s  
Rhode ~ s l a n d i l  
Connec t i cu t  

Mideast  
New ~ o r k l /  
New J e r s e y  
Pennsy lvan ia  
Delaware 
~ a r ~ l a n d l - 1  
D i s t r i c t  o f  c o l u m b i d l  

Grea t  Lakes 
~ i c h i ~ a n > /  
Ohio 
l n d i a n a l l  
~ l l i n o i s l l  
Wisconsin  

P l a i n s  
~ i n n e s o t a l l  
1owa2l 
M i s s o u r i  
Nor th  ~ a k o t a l l  
South Dakota 
~ e b r a s k a l l  
~ a n s a s l r  

Sou theas t  
v i r g i n i a 2 /  
West V i r g i n i a  
Kentucky 
Tennessee  
Nor th  c a r o l i n a i l  
South  C a r o l i n a  
Georgia  
F l o r i d a  
Alabama 
M i s s i s s i p p i  
~ o u i s i a n a l l  
Arkansas  

Persona 1 
Income 

Gene ra l  S a l e s  
and Use Tax 

6 3% 

8 0  
0 
0 

2 3 
6 3 
49 

74 
3 5 
6 5 

0 
4 1 
49 

9 1 
42 
7 0 
74 
2 8 

0 
54 
71  
5 6 
6 1 

0 
66 

6 
52 
68 
88 
6 5  
78 
8 3 
7 0 

102 
14 5 

79 
8 1 

P r o p e r t y  

7 3% 

86 
9 5 
7 9 
9 8 
72 
7 7 

8 1 
9 2 
5 0  
3 0 
6 5 
4 7 

7 1 
70 
77 
72 
8 9 

9 8 
9 5 
5 7 
89 

108 
lo6  

88 

5 0 
42 
4 0  
45 
LC2 
34 
45 
65 
2 7 
50 
4 1 
42 

Combined 
Index  

Ra te  (U.S. Avg.=100) - 



TABLE D-2 (CONCLID).--STATE-LOCAL FISCAL CAPACITY UTILIZATION RATES 
FOR MAJOR TAXES BY STATE, 1966 

(Actual  Tax Yie ld  a s  a Percen t  of  P o t e n t i a l  Yie ld )  

S t a t e  and Reeion 

U.S. average 

Southwest 
Oklahoma 
~ e x a s l l  
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
wyomind l  
Colorado 
Utah 

Far  West 
washingtonl /  
Oregon 
Nevada21 
c a l i f  o r n i a l l  
Alaska 
~ a w a i i i /  

Pe r sona l  
Income 

42% 

2 6 
0 

28 
2 8 

58 
8 3 

0 
63 
7 8 

0 
13 0 

0 
3 5 

LO6 
110 

General  S a l e s  
and Use Tax Proper ty  

7 3% 

54 
68 
43 
94 

104 
74 

104 
92 
79 

5 6 
8 1 
68 
98 
34 
44 

Combined 
Index 

Rate (U.S. Avg.=lOO) 

1/ See supplemental t a b l e  o f  t h e  e f f e c t  of  r ecen t  major S t a t e  t a x  a c t i o n  on t h e  combined r a t e .  - 

Source: ACIR S t a f f  computations de r ived  from Bureau of  t h e  Census da ta  repor ted  i n  t h e  1966 
Governmental Finances  s e r i e s  o f  p u b l i c a t i o n s .  For methodology see  t e x t  and appendix. 



TABLE D-3.--ESTIMATE OF THE EFFECT OF RECENT MAJOR STATE TAX ENACTMENTS 
ON THE STATE-LOCAL FISCAL CAPACITY UTILIZATION RATE 

(As of  January  1, 1968) 

Est imated 
New Combined 

w at ell 
Pe r sona l  

Income Tax S t a t e  and Region Genera l  S a l e s  and Use Tax 

Inc reased  

Inc reased  

P rope r ty  

Decreased 
Decreased 

Decreased 

Decreased 

New England 
Maine 
Vermont 
Massachuset ts  
Rhode I s l a n d  

Inc reased  
Inc reased  

Mideast  
New York 
Mary land 
Pennsylvania  
D i s t r i c t  o f  Columbia 

New l o c a l  
Inc reased  
Inc reased  
Inc reased  

Great  Lakes 
Michigan 
Ind iana  
I l l i n o i s  
Ohio 

New S t a t e  
Decreased 

Inc reased  
Inc reased  S t a t e  and l o c a l  

P l a i n s  
Minnesota 
Iowa 
North Dakota 
Nebraska 
Kansas 

New S t a t e  
Inc reased  
Inc reased  
New S t a t e  

Inc reased  

New S t a t e  
Decreased 

Southeas t  
V i r g i n i a  
North Ca ro l ina  
Lou i s i ana  

New S t a t e  and l o c a l  

Inc reased  l o c a l  
Decreased 

Southwe st 
Oklahoma 
Arizona 

New l o c a l  
Inc reased  

Inc reased  
Rocky Mountain 

Montana 
Wyoming S t a t e  r e p l a c e s  l o c a l  

F a r  West 
Washington 
Nevada 
C a l i f o r n i a  
Hawaii 

Inc reased  
Inc reased  
Inc reased  Inc reased  

Decreased 

n.a.  = Data no t  a v a i l a b l e .  

11 Actual  t a x  y i e l d  a s  a pe rcen t  o f  p o t e n t i a l  y i e l d .  - 

Source: ACIR S t a f f  computations.  



Appendix E 

BIBLIOGRAPHICAL NOTE ON IMPACT OF FEDERAL GRANTS- 
IN-AID ON STATE AND LOCAL GOVERNMENT 

The literature of Federal-State-local relations abounds with articles on 
Federal grants-in-aid but the impact problem has not received extensive coverage. 
One of the earliest studies was a sampling of the opinions of 264 State officials 
on Federal aid made by the National Municipal League in 1928. (Report of the 
Committee on Federal Aid to the States of the National Municipal League, Supple- 
ment to the National Municipal Review, Vol. XVII, No. 10, October, 1928). Another 
pioneer work by V. 0. Key, Jr., The Administration of Federal Grants-in-Aid, was 
published in 1337 (Chicago: Public Administration Service). The Council of 
State ~overnments' Committee on Federal Grants-in-Aid in 1948 published an impor- 
tant study on one aspect of the administrative problem of Federal aids on State 
budgetary procedures. (Council of State Governments, Federal Grants-in-Aid: 
Report of the Committee on Federal Grants-in-Aid, Chicago, 1949). The (Kestnbaum) 
Commission on Intergovernmental Relations studied certain aspects of the impact 
of Federal Grants-in-aid on State administration. Two of the Commission's survey 
reports contained even more material on the administrative impact of grants. 
More importantly, the studies examined the overall impact of Federal aid on the 
structure and functioning of State and local government. 

The Advisory Commission on Intergovernmental Relations has studied more 
limited aspects of administrative problems in particular fields. (Advisory Com- 
mission on Intergovernmental Relations: Periodic Congressional Reassessment of 
Federal Grants-in-Aid to State and Local Governments, 1961; The Role of Equaliza- 
tion in Federal Grants, 1964; and Statutory and Administrative Controls Associ- 
ated with Federal Grants for Public Assistance.) 

Three more recent reports of the Council of State Governments examined 
Federal-State Relations in the grant-in-aid field. A 1962 study examined the 
impact of Federal statutory and administrative requirements on State government 
structure and organization. (Council of State Governments, State Government and 
Organization and Federal Grant-in-Aid Program Requirements, a report to the 
Governor's Conference, Hershey, Pennsylvania, Chicago, 1962). A 1966 study iden- 
tified restrictive provisions in present Federal grant-in-aid legislation and 
regulations that impede administrative practices in the Stazes. (Council of 
State Governments, Federal Grant-in-Aid Requirements Impeding State Administration 
Chicago, 1966). A sequel to this study, published in 1967, attempts to identify 
the costs to the States, monetary or otherwise, that result from delays in re- 
ceiving Federal appropriations or authorizations. (Council of State Governments, 
Cost to the States Resulting From Delays in Authorization or Appropriation of 
Federal Grants-in-Aid, Chicago, 1967). 



Finally, Congress itself has contributed to the literature in the field 
of Federal grants-in-aid to State governments. In 1956 the House Intergovern- 
mental Relations Subcommittee sought the views of Federal agencies on the ade- 
quacy of existing grant programs and their comments on relevant recommendations 
of the Kestnbaum Commission. (Staff Report on Replies from Federal Agencies to 
Questionnaire on Intergovernmental Relations, Intergovernmental Relations Sub- 
committee of the committee on Government Operations, U.S. Congress, House, 84th 
Cong., 2d Sess., August 1956). The following year the House Subcommittee pub- 
lished replies received from the executive agencies of State and local govern- 
ments. (Replies from State and Local Governments to Questionnaire on 
Intergovernmental Relations, Sixth Report of the Committee on Government Oper- 
ations, June 17, 1957). In 1958 the Subcommittee submitted the final document in 
its series of studies on intergovernmental relationships to its parent committee-- 
the Committee on Government Operations. This report placed special emphasis on 
Federal grant-in-aid programs and made a series of recommendations for improving 
the Federal grant structure. (Federal-State-Local Relations, Federal Grants-in- 
Aid, Thirtieth Report by the Committee on Government Operations, August 8, 1958). - 

The Senate Subcommittee on Intergovernmental Relations has also made a 
significant contribution to the literature. Its first report in 1963 was a syste- 
matic effort to obtain the views of State and local officials regarding adminis- 
trative problems in Federal grant-in-aid programs. U.S., Congress, Senate, 
Federal System as Seen by State and Local Officials, Results of a Questionnaire 
Dealing with Intergovernmental Relations, A Study Prepared by the Staff of the 
Subcommittee on Intergovernmental Relations of the Committee on Government Oper- 
ations Washington: Government Printing Office, 1963). Two years later the 
Senate Subcommittee published the results of its questionnaire survey of Federal 
aid administrators directly responsible for programs of assistance to State and 
local units of government. The questionnaire was designed to obtain the view of 
Federal officials on proposals emerging from the earlier responses of State and 
local officials as well as to identify areas of conflict as seen by Federal admin- 
istrators. (U.S., Congress, Senate, The Federal System as Seen by Federal Aid 
Officials, Results of a Questionnaire Dealing with Intergovernmental Relations, A 
Study Prepared by the Subcommittee on Intergovernmental Relations of the Committee 
on Government Operations, Washington: Government Printing Office, December 15, 
1965.) 



Appendix F 

DEVELOPING SPECIFIC CONSOLIDATION PROPOSALS 

A major step in drafting any proposal for reducing the number of separate 
grants is finding "common denominators" around which a workable consolidation can 
be built. Grants can be classified on many bases, any one or more of which may 
be appropriate in a particular instance. The principal bases appear to be: 

Major function and subfunction.--The Budget of the U.S. Government for 
any year contains a full list of major functions and subfunctions. 

Agriculture and agriculatural resources 
Agricultural land and water resources 

Commerce and transportation 
Ground transportation 

Housing and community development 
Public housing programs 

Health, labor and welfare 
Health services and research 
Public assistance 
Economic opportunity programs 

Education 
Assistance for higher education 

Process or activity.--One such classification prepared by HEW lists 
research, training, services, planning and facilities. 

Purpose.--Stimulation or continuing support of the activity or demon- 
stration. 

Recipient.--State government, local government, private non-profit 
organization, educational institution or individuals. 

Clientele, or principal beneficiary of aided service; for example, 
farmers, city government, mentally retarded, aged and youth. 

-.--For example, a particular State or region, rural or urban comu- 
nities. 



Method of distribution.--By formula allocation or by project, pursuant 
to application. 

Matching ratio.--By financial participation from Federal and non-Federal 
sources. 

Administering department or agency and subunit, such as bureau, service 
or of fice. 

Obviously the more often two or more grants are grouped together when 
classified according to these nine factors, the more they lend themselves to a 
workable consolidation. This would be the case, for example, if two or more 
grants had the same function, involved planning, were administered by the same 
agency and subunit, were available to the same recipients and were directed to 
the same clientele. 

In addition to the problem of choosing the bases for classification, 
consolidation must reconcile differing administrative requirements which have been 
attached to assure compliance with national objectives and efficient management. 
These include auditing, accounting, reporting, planning and merit system stan- 
dards. Differences among these requirements, however, are not likely to raise 
as many obstacles to consolidation as differences in the aforementioned classifi- 
cation bases. 

Developing defensible consolidations means getting down to the pick-and- 
shovel details of categorical grants, some of which are suggested above. More- 
over, the justification for specific consolidations changes with program and 
administration reorganizations. Careful study by functional specialists, manage- 
ment generalists and others is required. Such an examination of the hundreds of 
categorical grants is beyond the scope of this study. Nevertheless the Comission 
staff has developed the following list of possible consolidations that seem well 
worth exploring. 



ILLUSTRATION OF GROUPINGS OF GRANT -IN -AID PROGRAMS WITH POSSIBLE POTENTIAL FOR CONGOLID ATION 

This table illustrates the possibilities for consolidating existing categorical grants on the 
basis of common denominators, described in the accompanying text. Individual grants may appear in more 
than one grouping. It is not contended that any or all of these consolidations are feasible exactly as 
presented, yet they appear to be likely candidates. They are in addition to the two recommended consoli- 
dations for vocational education and water and sewer facilities (discussed in Chapter 2). See key at end 
of table for explanation of symbols used. 

Method' Matching m at id' clientel&' Agency purposL1 Program Title Group 

1. 

2 .  

3 .  

Forestry Cooperation 

Private owners, P 50% 
States 

Private owners, P 5 0% 
States 

Private owners, P Some local 
States 

Tree Planting, Land Ac- 
quisition 

Forestry Cooperation Agriculture SC 

S 

S 

Fire Prevention 

Insect and Disease Pre- 
vention 

Game Recreation 

Wildlife Restoration FRS 

FRS 

Fish and Wildlife Re- 
sources 

Interior 

Fish Restoration and 
Management 

Medical Facilities 

Area-wide Planning Hospital and Medical 
Facilities 

HEW 

HEW 

HEW 

HEW 

HEW 

SOP 

SOPL 

Facilities (Hill-Burton) 

Mentally retarded Mental Retardation Com- Mental Retardation 
munity Facilities Facilities 

Mental Retardation Re- 
search Facilities 

Mentally retarded 

Mental Retardation Re- 
search Facilities; 
University-Affiliated 

EOP Mentally retarded 

Community Mental Health Community Mental Health 
Center Center 

HEW 



ILLUSTRATION OF GROUPINGS OF GRANT-IN-AID PRBGR4MS WITH POSSIBLE POTENTIAL FOR CONSOLIDATION (cONT'D) 

Program Title ~ubfunctiod.~ kency ~urpos&' ~rocess?~ ~ecipient2' clienteldl ~etho&/ Matching ~ a t i J /  

Mental Retardation, 
Problems Research 

Mental Retardation Plan- 
ning 

Mental Retardation 
Facilities 

,I 

HEW 

HEW 

HEW 

HEW 

S P S Mentally retarded F 75% 

S F SOP Mentally retarded P 75% 

S F EOP Mentally retarded P 75% 

S T E Mentally retarded P 100% 

Construction of Research 
Centers 

University-Affiliated 
Research Centers 

Training Physicians and 
Allied Health Personnel 

Mental Retardation Care 

Planning 

Health-Related Training 
Grants 

Mental Retardation Plan- 
ning 

Mental Retardation 
Facilities 

HEW 

HEW 

HEW 

HEW 

HEW 

HEW 

HEW 

S Mentally retarded F 7 5% 

Facilities, University- 
Affiliated 

Facilities 

EOP Mentally retarded P 7 5% 

SOPL Mentally retarded F 33-67% 

OP Mentally retarded P 7 5% Research Centers Mental Retardation 
Facilities 

Community Services Comnity and Environ- 
mental Health Activities 

SOP Mentally retarded F/P 67% 

General Health SLO Mentally retarded F 50% 

E Mentally retarded P 100% Training Physicians and 
Allied Personnel 

Health Professions Edu- 
cation 

Adult Basic Education 

Community Services and 
Continuing Education 

Community Services and 
Continuing Education 

OE-HEW 

OE-HEW 

SDC 

SIX 

E Adults TSR 

TS 

F 75% Declining 

P 90% Declining Instruction and Teacher 
Training 

Elementary and Secondary 
Education 

ESLOP Adults 

Handicapped Children 

Teacher Training Education of Handicapped 
Children 

OE-HEW 

OE-HEW 

S Handicapped 
children 

Teacher Fellowships ES Handicapped 
children 



~rocess2' 

SFR 

R 

S 

T 

T 

s 

S 

R 

S 

S 

~ecipient5' 

E 

SLEO 

s 

s 

s LP 

SL 

S 

EOP 

S 

SE 

SOP 

SOP 

OP 

OP 

SOP 

Matching  ati id' Group Program Title ~ubfunctioni/ Agency 

7. Handicapped Children 
(Cont ' d) 

Construction and Opera- Education of Handicapped 
tion of Research Facili- Children 
ties 

OE-HEW Handicapped 
children 

Handicapped 
children 

Educational Research on 
Handicapped Children 

OE-HEW 

8. Vocational Training 

Unemployed adults 

Unemployed adults 

MDTA Weekly Allowances MDTA Labor /OE-HEW 

Labor/O~-HEW MDTA Training, Research, " 

Experimentation, Demon- 
stration and Job Devel- 
opment 

90% Declining Work Training (Neigh- Economic Opportunity 
borhood Youth Corps) Program 

Unemployed adults Labor 

9. Child Health and Welfare 

Part 

7 5% 

100% 

Maternity and Infant Maternal and Child 
Care Health 

HEW 

HEW 

HEW 

Mothers and 
children 

Children Health of School and 
Preschool Children 

Mothers, children, 
crippled children 

Research: Maternal and 
Child Health and Crip- 
pled Children 

Maternal and Child 
Health Services 

Mothers and 
children 

Mothers and 
children 

Part 

7 5% 

HEW 

HEW Special Projects, Mater- 
nal and Child Health 

10. Vocational Rehabilitation 

Program Planning Vocational Rehabilita- 
t ion 

VRA-HEW 

VRA-HEW 

VRA-HEW 

VRA-HEW 

VRA-HEW 

Handicapped 

P Part 

F 33-67% 

F 75% Declining 

P Part 

Facilities Planning Handicapped 

Handicapped 

Handicapped 

Handicapped 

Facilities Construction 

Initial Staffing 

Research, Training Cen- 
ters 



ILLUSTRATION OF GROUPINGS OF GRANT-IN-AID PROGRAMS WITH POSSIBLE POTENTIAL FOR CONSOLIDATION (CONT'D) 

Group Program Title ~ubfunctiod' Agency ~ur?os&l ~rocesd' ~ecipientfil clienteldl ~etho&/ Matching ~ a t i d l  

10. Vocational Rehabilitation 
(Cont ' d) 

Basic Support Vocational Rehabilita- VRA-HEW 
tion 

VRA-HEW 

VRA-HEW 

VRA-HEW 

C STF S Handicapped F 7 5% 

Training Service 

Training 

Research and Demonstra- 
tion 

Innova tion 

Extension and Improve- 
ment of Services 

Workshop Improvement 

C T SOP Handicapped 

S T SOP Handicapped 

D R SOP Handicapped 

P 9 0% 

P Part 

P Part 

VRA-HEW 

VRA-HEW 

D S S Handicapped F 90% Declining 

D S S Handicapped F 7 5% 

VRA-HEW S S SOP Handicapped F 9 0% 

An alternative approach to the foregoing consolidations on a functional basis is a grouping by 
process (such as research, training) within a department or agency. Some of the existing categories shown 
under the following possible groupings have been included in functional groupings above. 

~ubfunctiod' Agency ~urpos2' ~ r o c e s d l  ~ecipient?' Clientele?/ ~ethode' Matching  ati id' Group Program Title 

11. Educational Research 

Cooperative Research Educational Research, OE-HEW 
Survey and Demonstration 

IEPO 

EOP 

P Some local 

P Some local Regional Facilities for 
Cooperative Research: 
Construction and Opera- 
tion 

OE-HEW 

Training for Research OE-HEW 

OE-HEW 

EOP 

EOP 

P Some local 

P 100% Library Research and 
Demonstrations 

OE-HEW Educational Media and 
Training for Deaf 

SO Deaf 

12. Agricultural Research 

Applied Research Agricultural Applied Agriculture 
Research 

SEPI 

S 

P Part 

P 50% hrketing Research Agricultural Marketing Agriculture 
Research 



Agency F'urpos3/ ~rocess?' ~ecipienkl clientel&/ Method!?' Matching ~ a t i d l  G r o u p  

12. 

13. 

14. 

15. 

Program Title 

Agricultural Research 
(Cont 'd) 

Cooperative Agricultural 
and Forestry Research 

Forestry Research Agriculture 

Child Welfare Research 

Child Welfare Research 
and Development 

Child Welfare HEW 

HEW 

EOP Children P Part 

EOP Mothers, children P 100% Maternal, Child Health, 
Crippled Children Re- 
search 

Maternal and Child 
Health Service 

Water Resources Research 

P Part or all Clean Water Restoration, 
Research and Develop- 
men t 

Water Pollution Control Interior 

Water Pollution, Re- 
search and Development 

Interior 

Interior 

Interior 

Interior 

Interior 

Interior 

Interior 

Commercial Fishing, Re- 
search and Development 

Fishery Resources, Man- 
agemen t 

Oyster Propagation, 
Research 

Saline Water, Research 
and Development 

Water Resources Research 

Commercial fisher- F 
men 

Commercial Fishing, Re- 
search and Development 

Jellyfish Research, 
Control 

Commercial fisher- P 
men 

Oyster Propagation, 
Research 

Commercial fisher- P 
men 

Saline Water, Research 
and Development 

50-100% 

Part or all 

Resources Institutes SE 

SLEOP Additional Projects 

Teacher Training 

Adult Education ESWP Adults 

ESO Teachers 

E Teachers 

E Teachers 

90% Declining 

100% 

100% 

100% 

Elementary and Secon- 
dary Education 

OE-HEW 

OE-HEW 

OE-HEW 

OE-HEW 

Educational Media Per- 
sonnel 

ElT, Related Media 

NDEA Fellowships Science and Science 
Teaching 

NDEA-12 Institutes 



ILLUSTRATION OF GROUPINGS OF GRANT-IN-AID PRCGRAElS WITH WSSIBLE P O T m I A L  FOR CONSOLIDATION (CONT'D) 

Group Program Title ~ubfunctiod Agency ~ u r p o s ~ l  ~rocesd' ~ecipien&/ Matching ~ a t i d l  

15. Teacher Training 
(~ont'd) 

Fellowships, Developing 
Institute 

Higher Education 

Educating Handicapped 

OE-HEW 

OE-HEW 

OE-HEW 

OE-HEW 

OE-HEW 

Teachers 

Teaching Handicapped 
Fellowships 

Teachers 

Handicapped; personnel 
Training 

Teachers 

Arts and Humanities In- 
struction 

Arts and Humanities 
Teaching 

Teachers 

Librarians Library Services Librarians 

16. Health Professions 
Training 

Cancer Control Health-Related Training PHS-HEW SLPE Technical and Pro- 
fessional health 
personnel 

Health Professional 
Scholarship 

PHS-HEW Technical and pro- 
fessional health 
personnel 

Medical Libraries 
Training 

Medical Librarian 

Nurse Training 

,I 

PHS-HEW 

PHS-HEW 

PHS-HEW 

Medical librarian 

Nursing Research and 
Fellowships 

Nursing student 

Nurse Training - 
Diploma Schools 
(formula) 

Nursing student 

Nurse Training - 
Diploma Schools 

PHS-HEW 

PHS-HEW 

PHS-HEW 

PHS-HEW 

PHS-HEW 

E 

EOP 

E 

E 

EOP 

Nursing student 1002 

100% 

Part 

1007. 

1007. 

Nurse Training Trainee- 
ships 

Nursing student 

Nurse Training Oppor- 
tunity Grants 

Nursing student 

Public Health Personnel 
Traineeships 

Health Professions Edu- 
cation 

Health professions 

Public Health Personnel 
Graduate 

Health professions 



Group Program Title ~ubfunctio&/ 

17. Public Assistance 

Administration Public Assistance 

Prevention, Rehabilita- 
tion, Personnel Train- 
ing 

Demonstration and Re- 
search 

Cooperative Research 

Aid to Families with De- 
pendent Children (AFDC) 

Old Age Assistance 
( O W *  

Aid to Permanently and 
Total Disabled (APTD)* 

Aid to the Blind (AB)* 

*Combined Plan, OAA, 
APTD, AB 

Medical Assistance to 
AFQC Recipients, the 
Aged, Blind, and Disabled 
(Title XM or "~edicaid") 

Agency 

HEW, Social and 
Rehabilitation 
Service Adminis- 
tration 

HEW, Social and 
Rehabilitation 
Service Adminis- 
tration 

HEW, Social and 
Rehabilitation 
Service Adminis- 
tration 

HEW, Social and 
Rehabilitation 
Service Adminis- 
tration 

HEW, Social and 
Rehabilitation 
Service Adminis- 
tration 

HEW, Social and 
Rehabilitation 
Service Adminis- 
tration 

HEW, Social and 
Rehabilitation 
Service Adminis- 
tration 

HEW, Social and 
Rehabilitation 
Service Adminis- 
tration 

HEW, Social and 
Rehabilitation 
Service Adminis- 
tration 

HEW, Social and 
Rehabilitation 
Service Adminis- 
tration 

purposdl ~roces2' ~ecipienti' clienteldl 

C ST SL General 

C ST SL General 

SL General 

SOP General 

S Families with 
children 

S Aged 

S Disabled 

S Blind 

~ethodg' Matching   at id' 

F 5 0% 

S Aged, blind, dis- F 
abled 

S Families with F 
children; aged, 
blind, disabled 

Part of all 

Part 

50-83% 



ILLUSTRATION OF GROUPINGS OF GRANT-IN-AID PRCGRAMS WITH POSSIBLE POTENTIAL FOR CONSOLIDATION (CONCL'D) 

G r o u p  Pro~ram Title Subfunctior&/ Agency ~urpos&' ~rocesd' ~ecipientk' clientele?' ~ethodg' Matching  ati id' 
17. Public Assistance 

(~ont'd) 

Medical Assistance to Public Assistance HEW, Social and C S S Aged 
Aged (old Kerr-Mills; Rehabilitation 
to be replaced by Service Adminis- 
Medicaid by 1970) tration 

Repatriates 

Refugee Assistance 
(Cuban) 

HEW, Social and C S SLO General 
Rehabilitation 
Service Adminis- 
tration 

HEW, Social and C 
Rehabilitation 
Service Adminis- 
tration 

Key: I/ Follows Table 19, Budget of the U.S. Government 1968, pp. 456-459. 

21 S = stimulation; C = continuing support; D = demonstration. - 

General 

31 F = facilities; P = planning; R = research; S = services; T = training. - 
4/ E = educational institution; I = individual; L = local government; P = private nonprofit organization; s = State government; G = group of States; O = other - 

public agencies. 

5 /  Unless specified, clientele represents citizens in general. - 
61 F = formula apportionment; P = project; F/P = formula and project. - 
71 Percentage indicates Federal share, unless otherwise specified. - 
Staff used judgment in determining ~hether grant was stimulative or for continued support. Congressional intent is often unclear, and grants often start with a 
stimulative purpose and become support grants. 
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