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FOREWORD 

This report in brief of the Commission's recent work entitled 
The Intergovernmental Grant System: An Assessment and Pro- 
posed Policies is the first of what will be  a series of reports 
highlighting some of the Commission's most significant and time- 
ly work. 

This report was written by Carol S.  Weissert, ACIR Informa- 
tion Officer, based on the work of members of the ACIR Struc- 
ture and Functions Section, headed by Assistant Director David 
B. Walker. It provides an  overview of various key elements of 1 

the Commission's comprehensive study of the federal and state 
aid system and highlights a five-point strategy for grant reform. 
Specific references to ACIR source documents a re  provided 
throughout the text. 

The  full Commission work on this topic is comprised of the 14 
volumes listed below. These reports a re  available upon request.  

Block Grants: A Roundtable Discussion (A-51), Oct. 1976. 
Categorical Grants: Their Role and  Design (A-52), May 1978. 
A Catalog of Federal Grant-in-Aid Programs to State and 
Local Governments: Grants Funded FY 1975 (A-52a), Oct. 
1977. 
Improving Federal Grants Management (A-53), Feb. 1977. 
The Intergovernmental Grant System as Seen by Local, 
State, and Federal Officials (A-54), March 1977. 
Safe  Streets Reconsidered: The Block Grant Experience, 
1968-1975 (A-55), Jan ,  1977. 
Safe  Streets Reconsidered: The Block Grant Experience, 
1968-1975, Case Studies (A-55a), Jan.  1977. 
The Partnership for Health Act: Lessons from a Pioneering 
Block Grant (A-56), Jan.  1977. 
Community Development: The Workings of a Federal-Local 
Block Grant (A-571, March 1977. 
The Comprehensive Employment and Training Act: Early 
Readings from a Hybrid Block Grant (A-581, June  1977. 
The States and Intergovernmental Aids (A-591, Feb. 1977. 
Block Grants: A Comparative Analysis (A-601, Nov. 1977. 
Federal Grants: Their Effects on State-Local Expenditures, 
Employment Levels, and Wage Rates (A-611, Feb. 1977. 
Summary and Concluding Observations (A-621, June  1978. 





INTRODUCTION 

Federal aid is big business in intergovernmental relations. It 
is big in terms of total federal outlays, state and local expendi- 
ture patterns, and the scope and substance of service delivery to 
constituents of all three levels of governments. 

In fiscal year 1978, federal aid to state and local governments 
will exceed $80 billion-a tenfold increase since 1960. As a per- 
centage of the federal budget, federal aid has more than doubled 
-from 7.6% in 1960 to an estimated 17.4% in fiscal year 1978. 3 

Understandably, federal aid plays a significant role in the ac- 
tivities of grant recipients. Today it accounts for about 25% of 
state budgets and an even larger percentage of many local bud- 
gets. In 1977, federal aid came to more than 35% of total state- 
local general revenues collected from their own sources. 

Federal Grants-in-Aid as a Percentage of 
State-Local Receipts from Own Sources, 

1 960-1 977' 

1960 1965 1970 1975 1977 

Fiscal Years est. 

'Federal  budget outlays for grants-in-aid related to state-local receipts 
from our sources as defined in the national income accounts. 

Source: ACIR staff computations. 



The reach of federal aid is sweeping. Virtually every state and 
local activity can be assisted by some federal program. Thus, 
where once federal grants mainly supported transportation and 
agriculture, today they fund a plethora of programs in health, 
education, community development, environmental protection, 
social services and other functions. The result has been that 
many activities traditionally considered wholly state-local re- 
sponsibilities are now a part of a three-government mix. 

The effects these changes in federal aid have had on recipient 
governments and citizens have been significant-but until re- 
cently undocumented. Unlike sophisticated national defense 
analyses and numerous studies of "softer" social programs like 
welfare, few researchers have attempted to evaluate the entire 
federal aid package in terms of what difference it makes to our 

4 intergovernmental system. 
To make this assessment, one must deal with these questions: 

0 What elements make up our current federal aid system? 
ODoes the kind of grant make a difference, and, if so, when 

are categorical and block grants most appropriately used? 
OHow does the grant system affect state and local govern- 

ments? 
0 What are the trends in federal aid? 
0 What can be done to improve the system? 

The Advisory Commission on Intergovernmental Relations 
answered these and related questions in a 14-volume study en- 
titled, The lntergovernrnental Grant System: An Assessment and 
Proposed Policies. The purpose was to make a comprehensive 
assessment of the federal and state aid systems, to identify prob- 
lem areas, and 'to propose reforms. Effects on state and local 
governments comprised one focus of the study. How the broad 
system and its elements work was another. The Commission 
examined four federal block grants in depth; catalogued and 
studied every funded federal categorical grant to state and local 
government; assessed the impact qf federal grants on state and 
local expenditures, employment levels, and wage rates; studied 
current and past efforts at managing federal grants; and surveyed 
hundreds of federal, state and local officials concerning their 
views of the operation of the federal and state aid systems. 

Based on its findings, the Commission made 60 recommenda- 
tions directed to all three levels of government. The recommen- 
dations and related findings are found throughout the 13 volumes 
and are consolidated in the final volume of the series. The 1 4  
volumes and their dates of publication are listed in the Foreword 
of this summary. 



Out of the key recommendations, ACIR fashioned a five-point 
strategy for improving the federal grant system. Specifically, the 
Commission recommended that the Congress and the President 
give full attention to: 

I) a joint effort to simplify and standardize, wherever feasible, 
the procedures and requirements of federal assistance pro- 
grams. The Commission recognizes that Executive actions 
alone in this area have proven in the past to be inade- 
quate in the absence of clear Congressional agreement and 
support. The Commission further recognizes that while the 
Congress has shown an increasing interest in rationalizing 
and coordinating its own policy initiatives in intergovern- 
mental and other areas, many of the management challenges 
still arise from multiple federal aid actions within the many 
committees and subcommittees dealing with domestic gov- 5 

ernmental programs. The Commission, then, emphasizes 
that without a joint approach to federal grants management 
there is no effective approach; 

2) the merger of the more than 448 federal grants-in-aid pri- 
marily to state and local governments into a much smaller 
number of consolidated grants (including both block grants, 
where appropriate, and broader categorical programs). The 
Commission is convinced that such consolidations are an 
indispensable means of rendering the present aid system 
more comprehensible and manageable to policy officials in 
the executive and legislative branches and to program ad- 
ministrators at all levels of government. The Commission 
also finds this device to be one of the essential ways of 
strengthening most of the existing block grants and of curb- 
ing the extraordinary program specificity of dozens of cat- 
egorical programs; 

3) careful assessment, both before and after their enactment, 
of the impact of generally applicable intergovernmental 
regulatory standards and procedures, including the federal 
capacity to enforce them fairly and uniformly; the costs as 
well as prospective benefits of their achievement; the suit- 
ability and necessity of the use of intergovernmental aid 
programs as a major instrument for pursuing these national 
objectives; the clarity and precision of the objectives and 
principles to be applied in their executive and judicial in- 
terpretations; and the relationships and possible contradic- 
tions between and among these various national policy ob- 
jectives. The Commission emphasizes that these are the 



minimum steps necessary to bring some semblance of order 
to an area wherein regulations have run riot; and 

4) the ongoing evaluation of the achievements, shortcomings, 
and impacts of federal grant-in-aid programs, singly and 
collectively, and the related need for greater attention to the 
objectives and the design of different aid instruments, in- 
cluding questions of grant form; the role of eligible recip- 
ients; allocation and matching provisions; maintenance of 
effort requirements; and reporting and other conditions. 
The Commission stresses that these efforts are indispensable 
if the system is to be seen whole and if the crucial condi- 
tioners of this system are to be brought under control. 

The Commission further recommends that the President pro- 
6 ' vide for: 

5) a reexamination of federal, state and local roles in, and con- 
tributions to, the principal functional areas of public policy, 
including assessments of the desirability of fully nationaliz- 
ing some functions while reducing, eliminating or forestall- 
ing federal involvement in others; an assessment of the in- 
terrelationships among the full range of programs in each 
policy field; and a consideration of the possible use of in- 
struments other than grants-in-aid to realize national ob- 
jectives. While the Commission has previously indicated its 
position regarding the areas of welfare and public educa- 
tion, similar studies need to be made for other fields. 



THE FEDERAL 
GRANT SYSTEM 

A Grant Typology' 

The somewhat abbreviated definition of federal grants to 
state and local governments used by ACIR is "resources pro- 
vided by the federal government in support of a state or local 
program of governmental service to the public." This includes 
direct cash grants, outlays for grants-in-kind (like the school 
lunch program), and payments to nonprofit institutions when 7 

there is state or local governmental involvement.' 
ACIR counted 448 such grants both authorized and funded as 

of January 1976 (for fiscal year 1975). Of these, 442 were cat- 
egorical grants, five were block grants, and one a comprehensive 
general revenue sharing programs3 

General revenue sharing, the newest grant type, refers to a 
program for state and local governments where funds are  pro- 
vided by formula to a large number of general purpose govern- 
ments with few or no limits or restrictions as to how the money 
will be  spent.  The  State and Local Fiscal Assistance Act of 1972, 
renewed in 1976, is the largest and most comprehensive federal 
general revenue sharing program in ope ra t i~n :~  

Like general revenue sharing, block grants a re  distributed by 
means of a formula. Within a broad functional a rea ,  the reciuient 
is free to use federal funds largely according to his own prior- 
ities and at his own discretion. The amount of flexibility, how- 
ever, varies considerably from grant to grant. ACIR recognizes 
five programs as block grants: the Partnership for Health Act 

'For more information on topics discussed in this section, see  Categorical 
Grants: Their Role and  Design (A-52), and Summary and Concluding Observa- 
tions (A-62). 

:This definition is based on Executive Office of the President, Office of Man- 
agement and Budget. Preparation and Submission on Budget Estimates, Circular 
No. A-11, Revised, July 19, 1976. 

,'The Antirecession Fiscal Assistance program, established by Title I1 of the 
1976 Public Works Employment Act and extended as  part of the Economic 
Stimulus Program by the Intergovernmental Antirecession Act of 1977, is viewed 
by many as an additional general revenue sharing program. 

S h a r e d  revenues,  payments in lieu of taxes and other small programs do exist 
and have no constraints on the purposes for which they a r e  spent,  but these 
amounted to only $705 million in fiscal year 1977 and reached a limited number 
of governments. 



Federal Aid Outlays, by Type, Selected Fiscal Years, 1968-77 
(in millions) 

TY pe 
General Revenue Sharing 
General Support Aid 
Block Grants' 
Categorical Grants:' 

Total Federal Grants 
I 

Inc ludes  $1 .fig9 Antirec:t:ssion Financial Assistance and  $276 f t :dcrd payment to Ihc I1istric:t of Columbi ;~ .  
'1nc:lutles totals for t)loc:k grants (Parlncrship for 1lt:;illh. S a f c  Streets .  Social Scrvic:c:s, (:ornpreh(:nsivc: Employment ; ~ n d  Training (CE'I'AJ. 
and  (hrnmuni ty  I)t:veloy)ment]. although a  orti ti on may Ile grantt:tl for specif ic  projects 11nt1t:r tht: tliscretionirrv ;illocalion ~)rovitletl for 
h y  st;ltut(:. 
'1nc:ludc:s target grants like Motlcl (:ities ant1 the Appalachian Regional Commission Program. 
'1nc:l~rtlt:s funds for two c:ountt:rc:yclical programs: I.ocal 1'11t)lic: Works-$577, antl CR'I'A (Titles 11 antl V1)-$3.524 (est . ) .  

Source: Ofi'ic:t: of Management a n d  Budget. Speciul Anulyses: f3udgr:l of 7'hc Ilniletl S1utr:s a n d  Budget Appcntlix. h 'ashington.  I)(:, 1J.S. 
Govc:rnmc:nt Printing Office, various ?.cars. 



(19661, the Omnibus Crime Control and Safe  Streets Act (19681, 
the Comprehensive Employment and  Training Act (19731, the 
Housing and Community Development Act (1974), and  the 1974 
amendments (Title XX) to the Social Security Act of 1935. 

Categoricals a re  the oldest and most prevalent form of federal 
aid. Although their percentage of the total federal assistance pie 
has dropped from 9B0h in 1968 to 76% in 1977, they are  still the 
dominant force in the federal aid system, amounting to over 
$51 billion out of a total of $68 billion in federal aid in 1977. Cat- 
egorical grants can be  used only for specific, narrowly defined 
activities. Eligible activities a re  usually specified in legislation 
but may also be  determined by administrators. 

Within the broad definition of categorical grants fall various 
kinds of aid that differ substantially from each other. ACIR has 
identified four types: formula grants, project grants, formula- 9 
project grants, and open-end grants. 

The  two most common types a re  project and formula grants. 
When funds are  allocated among recipients according to a for- 
mula set forth in legislation or administrative regulations, the 
grant is considered a formula grant. In project grants, a pool of 
potential recipients "compete" for funds by submitting specific, 
individual applications in a manner prescribed by the federal 
granting agency. 

Sometimes these two grant types a re  used in various sections 
of the same law. For example, the Public Works Employment 
Act of 1976, a law that provided antirecession aid for state and 
local governments and funds to build local public works facil- 
ities and water pollution treatment plants, contained three titles 
-two were based on formulas, one was a project grant. 

Number and Estimated Dollar volume of 
Categorical Grants, by Type, FY 1975 

Number 
Formula-based grants 146 

Allotted formula (97) 
Project grants subject to 

formula distribution (35) 
Open-end reimbursement (14) 

Project grants 296 
TOTAL 442 

I Source AClK staff tabulations 

Estimated Outlays 
(billions) 

Percent Amount Percent 
33.0'ir $25.8 69.0'h 

(21.9) (8.6) (23.0) 



The two types of grants may be  combined to form a third type 
of categorical where a formula is specified to determine the 
amount going to a state but within that state, the funds are  dis- 
tributed according to applications and discretionary awards. 
This combination has been used in a variety of grants in the 
fields of transportation, education, environmental protection, 
and health. 

The  fourth type of categorical is an open-end reimbursement 
grant in which the federal government commits itself to reim- 
bursing a specified proportion of state-local program costs. Two 
of the best examples of this type of grant a re  Aid to Families 
with Dependent Children (AFDC) and Medicaid. 

The  differences among the three major types of grants a re  less 
than clear cut. Block grants and revenue sharing, for instance, 

10 are  not free from administrative requirements; and some cat- 
ego r i ca l~  allow recipients considerable discretion in program 
design and administration. Therefore, perhaps it is more ac- 
curate to look at the components of the federal aid system in 
terms of three key design elements: the range of the federal ad- 
ministrator's discretion, the range of recipient discretion, and 
the numbers and kinds of requirements (strings] attached to the 
spending of the money. The four types of categorical grants, 
block grants, and revenue sharing vary considerably in terms of ' 

these elements, and thus can be  placed at different spots along 
a continuum ranging from maximum federal prescription or 
control to maximum recipient discretion. Project grants would b e  
at one extreme; revenue sharing at the other. The  other categor- 
icals and block grants would fall somewhere in the middle. 

How The System Works5 

Although the continuum concept helps in understanding the 
grant panorama, it is misleading to think that reason totally 
permeates the formulation and administration of the system. In 
many ways the opposite is, in fact, true. For example: 

UAlthough block grants and general revenue sharing are  de- 
signed to allow recipients maximum discretion for particular 
uses of the funds within certain limitations, there is a ten- 
dency on the part of Congress to attach numerous require- 
ments, objectives and demands to both, thereby consider- 
ably compromising recipient freedom and flexibility. 

'For more information on topics discussed in this section, see  Block Grants: A 
Roundtable Discussion (A-511, Categorical Grants: Their Role and Design (A- 
521, The Intergovernmental Grant System as Seen by Local. State and Federal 
Officials (A-541, and Block Grants: A Comparative Analysis (A-60). 



OAlthough efforts have been made to reduce red tape in grant 
application and award procedures, the overall record thus 
far is poor to adequate. Additional and more serious ad- 
ministrative problems have occurred as more and more spe- 
cial requirements to assure national policies such as civil 
rights and citizen participation are  being applied to federal 
grants across the board. 

O T h e  targeting of federal funds to specific areas,  jurisdictions 
or populations of critical need is often frustrated by the ne- 
cessity of assuring enough votes in Congress for enactment 
of the grant program. At last count, there were  146 separate 
formulas as well as  thousands of individual project grant 
awards, presenting a distributive pattern of wide variation 
rather than a coherent national policy. 

Impact on State and Local Governments 

While these points illustrate some of the problems in program 
design and administration, another set of problems relates more 
pointedly to the effects the grant programs have at the state and 
local level. Are federal aid programs tending to decentralize 
authority, or is there a counter trend toward centralization? Do 
aid programs alter state-local relationships? If so, how? And 
have the newer forms of federal aid strengthened the hand  of 
elected officials and other "generalists" at the state and local 
levels? 

Decentralization or Recentrali~ation?~ 

In the late 1960s and early 1970s, decentralization of power 
from federal to state and local governments was verv much in 
vogue. Congress and the President worked together to give more 
discretion to state and  local officials in deciding how best to use 
federal funds, to cut red tape in grant application and award 
processes, and to involve state and  local officials in making de- 
cisions on matters concerning them. Four block grants and'gen- 
era1 revenue sharing were  enacted; several key management 
circulars were issued attempting to standardize, simplify and 
coordinate grant application and administration; and  ten fed- 
eral regional councils were established to decentralize decision- 
making on issues directly involving state and local governments. 

T o r  more information on topics in this section see  Categorical Grants: Their 
Role and  Design (A-521, Improving Federal Grants Management (A-531, Safe  
Streets Reconsidered: The Block Grant Experience (A-551, Community Develop- 
ment: The Workings of a State-Local Block Grant (A-57). Block Grants: A Com- 
parative Analysis (A-60), and  Summary and  Concluding Observations (A-62). 



At the same time, however, federal control continued or 
tightened in other programs. Indeed, some of the very elements 
of decentralization actually have had  centralizing tendencies. 

There is little question that general revenue sharing and block 
grants allow recipients more discretion than do categoricals, but 
that discretion is not as unbounded as some supporters had  
hoped. For instance, while the broadly stated objectives of the 
community development block grant-eliminating and prevent- 
ing slums and blight-suggest considerable recipient discretion, 
in fact, the statutory language pertaining to eligible activities and 
subsequent administrative regulations greatly restricted the ex- 
tent of program flexibility by listing 13 eligible activities for 
fundable projects. 

The  tendency for Washington to tighten control over block 
1 2  grants seems to increase as the program ages. For example, 45 

new requirements were added to the Omnibus Crime Control 
and Safe  Streets Act in its first eight years. Between 1970 and 
1976 alone, Congress added new categories to the program or 
earmarked block grant funds for four major purposes: correc- 
tions, juvenile justice, courts, and  neighborhood crime preven- 
tion. 

Even general revenue sharing, the "purest" of the decentral- 
ized programs, is subject to nine specific conditions ranging 
from filing of planned and annual use reports to using funds 
within a reasonable period of time. Moreover, the three osten- 
sibly innocuous procedural strings added by the 1976 renewal- 
civil rights, citizen participation, and auditing-potentially con- 
stitute a major intrusion into the operations of the 38,000 recip- 
ient governments. 

General revenue sharing also greatly expanded the federal 
presence through its broad availability to all local general pur- 
pose governments including thousands of jurisdictions across 
the country which had little prior federal involvement save for 
the presence of a post office or an  agriculture extension agent. 
Thus, while decentralizing, in terms of dollars given to govern- 
ments at lower levels, general revenue sharing also had  a cen- 
tralizing tendency in that Washington became a factor in many 
local governmental decisions previously solely their own. 

Still other evidences of recentralization can be  found in the 
increasing use of federal aid to state and local governments to 
assure implementation of national policies in such fields as  civil 
rights, environmental protection, access to governmental in- 
formation, citizen participation, and the rights of handicapped. 
While the objectives a re  worthy, implementing them across the 
board through the grant mechanism can lead to increased fed- 



era1 involvement in state and local policies and administration. 
In effect, they have brought us into a new era of national regula- 
tion. 

Generalist or Specialist?' 
Closely aligned with concern for decentralization is the ques- 

tion of control when the money reaches state and local govern- 
ments. Categorical grants-particularly project grants-tend to 
give control to "specialists" or persons with special area ex- 
pertise. Elected officials and their top generalist assistants may 
have little involvement in obtaining, or subsequently, managing 
a grant. This impedes interfunctional consideration and may 
lead to undesired spending and program commitments. 

Block grants and general revenue sharing were expressly de- 
signed to avoid such specialist control by encouraging elected 
officials to participate actively in the decisionmaking processes 
at several levels. Indications are that general revenue sharing 
does just that. Block grants, however, have not been as success- 
ful, in part, because generalists have failed to take advantage of 
their opportunities. For instance, the Safe Streets Act specifies 
gubernatorial involvement in establishing state criminal justice 
planning agencies, but, in fact, Governors have not generally 
been active in the work of these bodies or in carrying out LEAA- 
funded activities in their state. Planning and administrative staff 
are also heavily involved in decisionmaking in two other block 
grants, CETA and Community Development. 

A development fortifying the role of the specialist has been 
the creation of hundreds of single purpose, multicounty planning 
bodies by federal programs. Such units are highly specialized 
and do not generally work closely with councils of government. 
Over the past decade, at least 1,800 single purpose units have 
been formed at the substate level, and 15 at the multistate level. 

State-Local Relationships8 
One impact of the federal grant system that was perhaps unin- 

tended-but nevertheless meaningful-has been to strengthen 

:For more information on topics in this section, see  Community Development: 
The Workings of a Federal-Local Block Grant (A-57). The Comprehensive Em- 
ployment and  Training Act: Early Readings from a Hybrid Block Grant (A-581, 
Block Grants: A Comparative Analysis (A-60), and Summary and Concluding 
Observations (A-621. 

HFor more informat~on on topics in this section, see Sa fe  Streets Reconsidered: 
The Block Grant Experience (A-551, Community Development: The Workings of 
a Federal-Local Block Grant (A-57) .  The Comprehensive Employment and 
Training Act: Early Readings from a Hybrid Block Grant [A-581, The States and 
Intergovernmental Aids (A-591, and Summary and Concluding Observations 
(A-621 



local governments, particularly counties, frequently at the ex- 
pense of the states. 

In fiscal year 1976, 30'h of total federal aid went directly to 
localities. Of the remaining 70% flowing to the states, some 30% 
was "passed through" to local governments. Yet even more im- 
portant than the dollars a re  the new and expanded responsibil- 
ities assumed by local governments thanks to these federal funds. 

Two block grants were instrumental in broadening the re- 
sponsibilities of local government: CETA and Community De- 
velopment. Both essentially bypassed states and established fed- 
eral-local partnerships. 

Until the passage of CETA in 1973, private nonprofit organiza- 
tions were the prime recipients of federal manpower funds. 
CETA-and later countercyclical assistance-made local govern- 

14 ments big time operators in the manpower field in a very short 
period of time. The new local governmental preference was 
particularly significant in light of the traditional state preem- 
inence in the employment field. 

Traditionally, county responsibilities in community develop- 
ment have been primarily in water resource management and 
recreation. This focus was broadened considerably .when the 
community development block grant made "urban counties" or  
consortia of counties and cities of a certain size eligible for com- 
munity development funds-regardless of past experience. In 
its first year, 73 counties qualified for funding under this block 
grant-far more than HUD estimates of ten or twelve. Since many 
counties did not have authority to assume these responsibilities 
under existing state law, necessary enabling legislation was 
passed-at the same time further expanding the opportunities 
of other counties throughout these states. 



STRATEGY FOR 
IMPROVEMENT 

These and other ACIR findings on the workings and impact of 
the current grant system provide a challenge for any potential 
reformer of that system. The  problems are  complex; the solu- 
tions, difficult. The ACIR's proposed solutions are  embraced in 
60 recommendations that make u p  a n  overall five-point strategy 
for reforming the federal grant system. The  five points are: 
grant consolidation; restrained and considered use of national 
policy requirements; careful program design and evaluation; 
simplifying and standardizing grant management procedures; 
and reconsideration of functional responsibilities. 

Grant Consolidation9 

Many criticisms of the federal aid system center on its frag- 
mentation and duplication. And,  indeed, gross violations of 
tenets of order  and  coordination among categorical grants 
abound. 

As of January 1, 1976, there were  441 funded categorical grants 
to state and local governments-many attempting to meet similar 
needs. In the area  of transportation safety, for example, there 
were nine categorical programs. One was a basic highway safety 
formula grant to states; three were  formula grants involving rail- 
road crossings, roadside obstacles, and high locations; three 
were project grants subject to a state allocational constraint deal- 
ing with seatbelt law incentives, reduced traffic fatality incen- 
tives, and special bridge replacement; and  two were  project 
grants for railroad safety and motor vehicle diagnostic inspec- 
tion demonstrations. The federal matching for these grants var- 
ied from 70r/r to 9 0 7 ~ .  

This example is far from extreme. There were 23 grants for 
pollution control and abatement, 36 for social services, and 78 
for elementary, secondary and vocational education. 

Yet the primary problem is not so much the numbers as the 
specificity of these grants. The programs do not generally over- 
lap or duplicate other programs in the specific areas,  but they 
are  often so specific that if a community has a need that is not 

yFor more information on topics in this section see  Categorical Grants: Thelr 
Role and Design [A-52) and  Summary and  Concluding Observations [A-62). 



exactly as described in the various grants, it might very well not 
be  eligible for aid-even though its problems in the broad area  
might be great. For example, a community which wishes to ini- 
tiate a program for crippled children might not be  eligible for a 
categorical grant specially designed for crippled children who 
are  mentally retarded. 

Of course, the goal of many categorical grants is to ensure that 
problems of specific national concern will be  adequately ad- 
dressed by state and local governments. Yet such narrowness of 
national concern might well be  questioned by recipient and 
designer alike since the fragmentation leads to program, man- 
agement and organization difficulties for grantor agencies as  well 
as  state and local governments, and severely complicates the 
task of achieving effective legislative oversight. 

16 ACIR recommends consolidation of grants which are  closely 
related functionally, similar or identical in their objectives, and 
linked to the same recipient governments. It has identified 172 
programs in 24 subfunctional areas which are  similar in these 
respects and therefore deserve first priority consideration for 
possible c o n s ~ l i d a t i o n . ~ '  

To facilitate consolidation, ACIR recommends that Congress 
enact legislation giving the President authority to initiate pro- 
posed mergers for Congressional consideration. Expeditious 
action should be encouraged by provisions that a Presidential 
plan must be considered in the appropriate committees in the 
House and Senate not more than 60 days after its submission. 

National Policy 
Requirements Reconsidered" 

There are  few who would question the desirability of such 
national goals as fair treatment of all races and sexes, pure air 
and water,  preservation of historic sites, access to governmental 
information, or citizen participation. Yet requiring conformance 
with these and other goals as a conditiop of receiving federal 
funds has  placed a great administrative burden on recipients of 
federal aid. The basic problem here  is their cumulative impact 
on recipient jurisdictions. 

For example, when a state or local government receives a fed- 
eral grant, chances a re  that in addition to fulfilling the purpose 

 advisory Commission on  Intergovernmental  Relations, "Grant  Consolidation: 
T i m e  for Action," Information Bulletin (77-2), Washington.  DC. ACIR. Sept .  
1977. 

) F o r  more  information on  topics in this section. s e e  Categorical Grants: The i r  
Role a n d  Design (A-521, Block Grants: A Comparat ive Analysis (A-60), a n d  
S u m m a r y  a n d  Concluding Observations (A-62). 



or purposes of the grant, the recipient must also administer the 
funds in such a way as to: 

0 redress past discrimination and prevent present and future 
discrimination on such bases as  sex,  age, race and national 
origin, with respect to jobs, education, housing, public ac- 
commodations, and any other benefits of the grant; 

0 provide equal access to government benefits and opportu- 
nities by the handicapped and disadvantaged; 

Oprotec t  and enhance the quality of the environment; 
Oprotect  persons against loss who have been relocated due  

to project activities: 
0 ensure prevailing wages for any construction workers under 

contract in the project; 
0 provide for the use of qualified public employees, appointed 

and treated according to merit principles; 17 

0 prevent financial kickbacks and corruption; 
0 facilitate intergovernmental and interprogram coordination: 
O e n s u r e  project compatibility with local, regional, and state 

planning; 
0 provide information about the program freely to the public: 
0 involve citizens and appropriate public officials in program 

development and implementation; and 
Oprotect  the privacy of information about individuals as- 

sociated with or affected by the program. 

There are  some 31 generally applicable national policy re- 
quirements which apply more or less across the board to all 
grant programs. These requirements appeared in the 1960s and 
have continued to grow through the 1970s. Current indications 
are  that similar requirements will soon be added for conserving 
energy, curbing inflation, and reducing unemployment. Some 
requirements a re  viewed partly as remedial measures which 
correct deficiencies resulting from incrementally developed 
grant programs, and some as attempts to use the substantial 
leverage of financial aid to help implement independently gen- 
erated national policy. 

Yet in spite of their significance and profusion, Congressional 
committees and Executive agencies overseeing grant programs 
rarely adequately consider the impact of such requirements on 
program implementation and state-local recipients. Not only can 
the requirements raise administrative costs considerably, but 
they can also create conflicts within the primary objectives of 
grant programs themselves. For example, federal requirements 
prohibiting discrimination against the handicapped in federally 
assisted programs had no public hearings and  few floor debates 



of substance before they became law as part of the Rehabilita- 
tion Act of  1973. Yet this section had  significant impact on re- 
cipients of federal aid. 

Some state and local officials apparently have rejected federal 
funds to avoid having to comply with such requirements as  
Davis-Bacon wage rates or relocation expenses. Others use fed- 
eral grants on innocuous, noncontroversial projects and their 
own funds on projects which otherwise would be  subject to na- 
tional requirements. Such substitution might mean that the fed- 
eral government loses an important opportunity to advance its 
national policy objectives, or that their implementation and im- 
pact vary from jurisdiction to jurisdiction. 

The  problem is compounded by the fact that the requirements 
a re  specified in numerous laws and are  administered or enforced 

18 by many different agencies. For instance, 1 2  major sources of 
nondiscrimination objectives apply to grant programs. The  en- 
forcement agencies of these 12 range from the Equal Employ- 
ment Opportunities Commission (EEOC) to the Department of 
Labor, the Justice Department to the Civil Service Commission. 
The  situation becomes even more confusing when each federal 
agency develops regulations which apply those conditions to the 
particular grant programs which it operates and which probably 
differ considerably from related regulations of other agencies. 

In addition to their burdensome problem for state and local 
officials administering the grant programs, national requirements 
pose two more theoretical and overarching questions: Is the 
grant mechanism the best means to achieve these national policy 
goals? And, what is the long-term implication of using federal 
aid for various regulatory purposes? 

In light of these issues, ACIR proposes that the system of na- 
tional purpose requirements be reviewed and reassessed in 
terms of the goals of the requirements and uses of the grant. 
Wherever the requirements seem to pose inordinately burden- 
some or counterproductive results, they should be eliminated. 
Where the requirements a re  partially or wholly duplicative of 
one another, they should be  consolidated. When requirements 
a re  found to be  sound after reassessment, ACIR recommends 
that the added costs of implementation to federal agencies or 
recipient governments be  recognized in law and provisions 
made for meeting them. 

To further organize a currently disheveled system, ACIR also 
recommends that a single unit, or designated agency, within the 
Executive Branch be  given clear authority for achieving stan- 
dardized guidelines and simplified administration for each of 
the generally applicable requirements. In addition, the Office of 



Management and Budget should monitor the administration of 
the generally applicable requirements, including the work of the 
designated agencies, and bring to the attention of the President 
and Congress any conflicts or duplications and potential op- 
portunities for resolving conflicts, consolidating req.uirements, 
and simplifying administration. 

Careful Program Design 
and Evaluation l 2  

Block grants and general revenue sharing are far from the 
"string free" programs envisioned by some early supporters. 
Requirements, procedures and administrative demands tend to 
dilute the unencumbered nature of both grant forms. Some of 
these strings are due to administrative tinkering. Most, however, 19 
are imposed by the enabling legislation. 

Categorical grants also suffer from poor or inadequately con- 
sidered design. Much of the fragmentation associated with the 
grant system results from the continuing growth in the number 
of small, narrowly drawn project grants. These grants are some- 
times passed to respond to particular needs of a vocal constit- 
uency with little consideration given to broader issues the pro- 
gram suggests, the coordination of the project with other similar 
projects, and the impact of the grant on interjurisdictional re- 
lationships. 

Formula grants generally are larger in dollars allocated and 
thus may be enacted with more legislative caution. Yet they too 
tend to be designed to provide something for everyone-par- 
ticularly in terms of the formula. There are four different prin- 
ciples generally reflected in allocating federal aid: the need for 
a specific service; fiscal capacity; the actual level of recipient 
expenditures; and political "fairness" as measured by equality 
among the states or total population. Most grants combine ele- 
ments based on two or more of these four principles-even 
though the elements frequently counteract each other. For in- 
stance, program need and fiscal capacity are frequently found 
in the same formula and may serve to counteract each other. 
The result is that interstate distributions of federal aid in the 
aggregate seem more random than planned and have fluctuated 
significantly over time. 

Determination of the level of matching as part of the grant 
design is another area where a choice could be made on the 

'-For more information on tnpics in this section, see  Categorical Grants: Their 
Role and Design (A-52). Block Grants: '4 Comparative Analysis (A-60), and 
Summary and Concluding Observations (A-62).  



basis of desired outcomes such as the impact of special matching 
requirements on state or local spending or administrative be- 
havior, or on distribution of benefits among states and localities. 
Even though matching is used in nearly two-thirds of all federal 
grants to state and local governments, there is no indication that 
expected or desired impacts have had any effect on the choices 
of matching provisions. 

Maintenance of effort can be another wav of requiring re- 
cipient governments to share in fiscal support of the aided ac- 
tivity since they must continue to spend at least as much for that 
activitv as was spent prior to receipt of the grant. The  object is 
to make recipients use the aid for additional spending instead 
of substituting federal dollars for state-local dollars, vet the 
actual impact of existing maintenance-of-effort requirements is 

20 uncertain. Some 13% of categorical grants in 1976 had  main- 
tenance-of-effort provisions. 

Once the grant is designed and operating, Congress has a key 
oversight role. Here,  again, performance falls short, for a variety 
of reasons. The chief one is that Congress is far more interested 
in,  and believes it gets much more payoff from, working on new 
legislation than monitoring the results of laws already on the 
books. 

For these and many other flaws in the design and evaluation 
of grant programs, ACIR poses specific remedies. Overall they 
add up to more careful design of grant programs and enactment 
of "sunset" legislation to ensure more effective legislative over- 
sight. 

To improve grant design, the choice of the proper grant type 
is the first requirement. ACIR has identified various criteria to 
consider in making the decision. 

Formula grants should be  used when: 

O a  federal program has nationwide applicability; and 
Oobjective factors relevant to program needs and recipient 

jurisdictions' characteristics can be quantified appropriately 
for use in a formula. 

Project grants should be used when: 

O t h e  funds are  to be targeted precisely to a limited number 
of specific needy recipients; 

Oselective research and demonstration projects a re  desired; 
or 

Oappropr ia te  formulas and eligibility requirements cannot be  
devised for a svstematic distribution of funds. 

Formula-project grants should be used where project grants 



are  deemed appropriate but where state allocation is needed to 
curb federal administrative discretion in the awards process. 

Cost reimbursement (open-end] grants should be used when 
the federal government wishes to underwrite a specific propor- 
tion of state and  local program costs while permitting recipient 
governments discretion in establishing service levels. 

While realizing the key role of categorical grants in the federal 
intergovernmental aid system, the Commission believes that the 
project grant tends to be  used excessively and inappropriately. 
Thus it suggests that whenever possible, the Congress consider 
opportunities to use formula, formula-project, or open-end 
grants instead of project grants. 

In designing formula and formula-project categoricals, de- 
cisions on elements to be expressed in the formula and the de- 
gree of matching or use of maintenance-of-effort requirements 
should be based on careful study of program goals, purposes, 
and target recipients. 

Block grants should be  used when: 

O a  cluster of functionally related categoricals can be  con- 
solidated; 

0 the area  to be  covered in the block grant is broad and is one 
of the traditional responsibilities of the recipient govern- 
ment;  

0 there is general consensus and support for federal involve- 
ment in the area ;  

0 there is no primary intent to stimulate state-local spending; 
0 only a modest degree of innovation is anticipated; 
0 there is a wide ranging need  for the program, both geo- 

graphically and jurisdictionally; and 
0 there is a high degree of consensus as to the general purpose 

of the grant by Congress, the federal administering agency, 
and  recipients. 

The third major grant type, general revenue sharing, should 
be used to provide general fiscal support for state and local gov- 
ernments. 

To meet its responsibility for seeing that a grant program ful- 
fills its purposes, Congress should enact sunset legislation calling 
for review of programs prior to the scheduled expiration of their 
authorizations. Such a review would not only focus on the pro- 
gram's goals and purposes but should also consider the appro- 
priateness of the specific grant mechanism used, whether changes 
should be made in its administration, the adequacy of the grant 
in meeting the needs it was designed for, and the consequences 



of eliminating or consolidating the program or funding it at a 
lower level. 

Other actions for improvement of grant design proposed by 
ACIR include advance funding of grants wherever possible and 
the launching of studies to examine the effects of matching and 
maintenance-of-effort requirements and  to develop more precise 
proxies of program need. 

Simplifying and Standardizing 
Grants Management Proceduresf3 

"Red tape" is the term most commonly used to describe exces- 
sive governmental requirements and procedures which often 
generate burdensome paperwork. In an ACIR survey of cities 
over 10,000 and counties over 50,000 population, over 71% of 
city and 64% of county chief executives cited red tape as  the 
most serious problem in administering federal aid. Also high on 
the list were such procedural issues as the time involved in the 
application, review and approval processes for  project grants; 
difficulties in getting clear and  prompt policy interpretations 
from federal grant administrators; the complexity of reporting, 
accounting and auditing requirements; and inadequate provision 
for consultation with state and local officials in developing reg- 
ulations and guidelines. 

One county administrator complained that "federal adminis- 
trators a re  usually more concerned with checking off a list of 
hypothetical requirements and processes than with seeing that 
a program meets reasonable performance objectives." 

Various solutions to the red tape and other administrative 
problems have been instituted over the past decade. Yet despite 
their good intentions, they have scored only a modest success in 
lightening the administrative burden of state and local recipients. 

Currently in use are  various management directives (circulars) 
issued by the Office of Management and  Budget (OMB) which 
set uniform requirements, largely in the area of audits, cost 
principles, and other financial procedures. These have been 
welcomed by recipients but their effectiveness has been ham- 
pered by federal agency noncompliance and weak oversight by 
OMB. 

"For more information on topics covered in this section, see  Categorical Grants: 
Their Role and Design (A-521, Improving Federal Grants Management (A-53).  
The Intergovernmental Grant System as Seen by Local, State and Federal Of- 
ficials (A-541, and Summary and  Concluding Observations (A-62).  



Other grants management innovations have dealt with notifica- 
tion and information processing associated with grants. Most 
notable is OMB Circular A-95 which establishes procedures for 
coordinating federal and federally assisted programs and proj- 
ects with each other and with state, regional and local plans and 
programs. Although the process does provide the desired infor- 
mation, there are criticisms leveled at the clarity of the proce- 
dures, and the lack of commitment and cooperation of federal 
agencies, OMB, and the states. 

Commission recommendations in this area inevitably involve 
the effort and cooperation of all levels of government but the 
main thrust is for federal action. The Commission recommends 
that the Executive Branch exercise leadership by establishing a 
strong central management capacity including a Presidential as- 
sistant for intergovernmental affairs and a commensurate office 
in OMB (or similar central agency) to oversee management im- 
provement on an interdepartmental, interprogram and inter- 
governmental basis. There should also be a unit within each fed- 
eral agency with grant administering authority to oversee agency 
compliance with central management circulars. 

Other recommendations include improving the use of inter- 
agency agreements, Congressional support for central manage- 
ment of grant administration, more effective federal regional 
councils, and improvement of efforts and mechanisms for in- 
forming state and local governments about grants. 

Functional Allocation 

The evidence is clear that what has been called our "marble 
cake" federal system is continuing to become even more mar- 
bleized. The intergovernmental grant system has contributed to 
this marbleization by expanding the responsibilities of all gov- 
ernments into many areas-with many responsibilities now 
shared by three levels of government which had once belonged 
to only one or to none. This has meant federal involvement in 
nearly all state-local areas, with multiple federal, federal-state, 
federal-state-local, and federal-local relationships resulting. The 
question now becomes: Are there functions which should be 
performed solely or primarily by one level of government or is 
the multilevel sharing system the best approach? If the latter, 
then, is the current multilevel system the optional one? 

This question-along with the findings of the workings of the 
current grant system-suggests the need for an in-depth look at 
functional responsibilities of governments in an attempt to solve 
the age-old intergovernmental puzzle: Who should do what? 



Clearly key to answering this question a re  issues of the desir- 
ability of full federal takeover in some areas,  reduction or elim- 
ination of federal  roles in others; use of federal aid as  a means 
of realizing national objectives; an  assessment of complex inter- 
relationships among a range of programs; and a much clearer 
enunciation of what is, and should be,  the state role. 

Although the functional allocation issue is a vital part of 
ACIR's five-point strategy for improving the aid system, it was 
not addressed specifically in the federal aid study. It will be  
considered in an  upcoming ACIR examination of the intergov- 
ernmental assignment of functions. This examination will update 
and expand previous Commission work in the area of functional 
allocation, including a 1974 study of local and areawide govern- 
mental functions and p r o c e ~ s e s . ~ ~  

24 
Recent Grant Administration Initiatives 

The Carter Administration has launched what the President 
calls "a concentrated attack on red tape and confusion in the 
federal grant-in-aid system." This attack includes efforts to: 

Ostandardize application forms and reduce number of copies 
required for a grant application; 

O t o  conduct single audits wherever possible and to increase 
federal reliance on state and local auditors; 

Owr i t e  regulations in clearer and  simpler language; 
Oconsult  state and local officials during drafting of regula- 

tions; and 
Ocoordinate and standardize the system of cross-cutting na- 

tional requirements dealing with areas such as civil rights 
and environmental protection. 

Although these efforts a re  certainly a s tep in the right direc- 
tion, much still needs to b e  done.  More attention must b e  fo- 
cused on the type of grant selected for the purposes desired, its 
impact on state and local governments, and on careful choice of - 
factors, such as national policy requirements and formula and 
matching provisions, which through misapplication can sub- 
stantially thwart achievement of program purposes. The ACIR 
five-point strategy has been designed to meet these and other 
challenges that the current system of federal assistance has 
created 

liAdvisory Commission on Intergovernmental Relations, Governmental Func- 
tions and Processes: Local and Areawide,  Volume IV, Substate Regionalism and 
the Federal System (A-451, Washington, DC, U.S. Government Printing Office. 
Feb. 1974. 



AN OVERVIEW OF 
THE TRENDS IN 

FEDERAL AID 
The overall picture, then, is one of more programs, more 

money, more participants, and more confusion. It can be placed 
into focus by highlighting these key trends: 

O I n  the past two decades, federal aid to state and local gov- 
ernments has skyrocketed. In 1960, it totalled $7 billion; in 
1970 it was $24 billion. By 1975, it had nearly doubled to $49 
billion, and in fiscal year 1978, it will exceed $80 billion. 
Although the amount of increase has varied from year to 
year, the trend of substantial growth has been unremitting. 2 5 

O T h e  number of governments participating in intergovern- 
mental relationships has increased significantly in recent 
years. Where once the interlevel partnerships included the 
federal government, states, and some key urban areas and 
counties, they now include all local governments, almost all 
school districts, 2,000 substate regional bodies, many special 
districts, local authorities, and numerous nonprofit units. In 
the past few years still another force has come to the inter- 
governmental front with renewed strength. Neighborhood 
advisory groups have become active, thanks to funding from 
city halls using federal block grant funds. These groups are 
assuming leadership in many cities, particularly in areas 
such as housing, manpower, and crime control, and are ex- 
pected to play a role in implementation of the national ur- 
ban policy. 

OState and local governments have become increasingly de- 
pendent on federal aid over the past few decades. In 1954, 
federal aid made up only 870 of total state-local revenue. 
By 1976, federal aid was a more important source of rev- 
enue for state and local governments than their two tradi- 
tional taxes-sales and property. 

O A  move in the direction of grant decentralization has been 
clear over the past decade through increased use of block 
grants and general revenue sharing. These two grant forms 
now account for about 25% of the total aid package. In the 
past few years, however, some of the interest may have 
waned as evidenced by the fact that no major block grant 
has been enacted since 1974. 



The State and Local Revenue System 
Fiscal Years 1954 and 1976 

All other 
revenue1 

and gross 
receipts tax 
(19%) 

IIncludes utility, liquor store, 
and insurance trust revenue. 

Source: Advisory Commission on Intergovernmental Relations. Significant 
Features of Fiscal Federalism, 1976 Edition, Vol. 1, Trends (M-1061, 
Washington, DC, U S .  Government Printing Office, 1976, p. 34. 



O I n  addition, there has been an incremental recentralization 
resulting in large part from widespread use of federal grants 
to assure compliance with important national goals, such as 
civil rights and clean air, through across-the-board require- 
ments. Although understandably important to national pol- 
icy, the question arises as to the appropriateness of these 
requirements as part of the federal aid system, especially 
since they tend to impose considerable additional paper- 
work, administrative burdens, and, as a consequence, sub- 
stantial costs to the recipients. 

UThe new patterns of federal aid have tended to shore up and 
strengthen local governments-particularly counties-at the 
expense of states. Local governments are the prime bene- 
ficiaries of block grants and general revenue sharing and 
have used them-particularly block grants-to substantially 27 

expand their areas of responsibility. 

O T h e  program areas funded by the federal government cover 
the gamut of governmental services including those once 
solely state-local in nature. Thus, the marbleizing of federal- 
state-local relationships continues with all governmental 
levels responsible in some fashion for many of the same 
functional areas of importance to citizens. 

These trends indicate the emergence of a new American fed- 
eral system with a transformed and incredibly complex network 
of intergovernmental relations. And, although the changes have 
been piecemeal and apparently discontinuous, the system is 
substantially different from its predecessor of only one decade 
ago. 
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