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Chapter I 

FEDERALISM IN 1970 

For the cause of federalism, 1970 was neither the passed. But most bond issues for housing, equally 
best of years nor the worst of years. No major inter- pressing, were defeated. 
governmental issues were resolved. No big breakthroughs Some States moved to revise their constitutions, 
occurred. And still unanswered is the nagging question but in general other reform proposals were rejected. 
of whether, in the face of political and institutional 
inertia, the American federal system can be revitalized, 0 Local government structure and powers were 
whether in fact it can become a strong partnership of improved and updated in scattered cases, but the chaotic 
strong partners. local government pattern in the Nation's major metro- 

Some progress was made and there was promise of politan areas continued to be largely ignored. 
more to come - In its annual report a year ago the Commission 

Both the executive and legislative branches at the assessed how federalism fared in the sixties. Serious lack 
Federal level underwent some reorganization. This face- of balance was the dominant theme. A system badly out 
lifting holds promise of improving Federal-State-local of kilter was the picture that emerged. That image holds 
relations. true today. 

Balance is central to the concept of federalism - 
The block grant concept survived - albeit some- 

balance in decision-making power, balance in fiscal 
what modified -in the renewed Safe Streets Act. resources, balance in program responsibilities. Yet a 

The Intergovernmental Personnel and Uniform decade of probing study by the Commission documents 
Relocation Acts beat the adjournment bell. And the first the fact that the federal system now lacks that essential 
step toward a national urbanization and growth policy element. 
was taken in the final compromise version of the 1970 Can balance be restored? 
omnibus housing law. The Commission believes that it can, but its restora- 

tion will require major changes in our governmental 
On the other hand - 

institutions, programs, and procedures - changes that 
Pressure grew throughout the year for early enact- will permit effective response t o  the aspirations of 

ment of revenue sharing - but no action. Strong youth, the frustrations of minorities and the supplica- 
opposition by key congressmen and lack of unity among tions of the poor, as well as the general public service 
the proponents were two reasons. needs and personal safety demands of all. 

Nearly everyone agreed that welfare programs 
require major revamping. But the Senate balked at 
approving the Administration's proposed first step - the 
Family Assistance Plan. 

a The bewildering maze of categorical Federal grant 
programs continued to frustrate effective utilization of 
Federal aid. But grant consolidation and joint funding 
proposals died in committee. 

At the State and local level - 

Environmental control, a pressing intergovern- 
mental problem, proved its current popularity at the 
ballot box when most bond issues for this purpose 

Some of these changes require decentralization of 
decision-making authority. Others call for centralization 
of fiscal and administrative responsibility. Still others 
demand the use of inndvative areawide governmental 
entities with sufficient jurisdictional reach and fiscal 
resources to cope with problems that overlap existing 
boundary lines. 

To this end, the Commission, during its 1 1 -year 
history, has fashioned an ambitious action agenda con- 
sisting of proposals for the institutional, program and 
procedural changes needed to revitalize the federal 
system and to achieve a strong partnership of strong 
partners. 

As can be expected with a Commission whose 



members are drawn from all levels of government and 
the general public, there often are differences of opinion 
on proposals that involve far-reaching changes. The 
policy reports issued by the Commission contain the 
statements of members who have dissented from 
particular majority proposals or who have abstained 
from voting on certain policy recommendations. The 
present members of the Commission from the Executive 
Branch of the Federal Government have pointed out 
that in large measure the policy recommendations devel- 
oped by the Commission over the years are consistent 
with the basic ideas and directions of the present Admin- 
istration's domestic policy reforms. They have noted, 
however,  t h a t  the  Administration policies and 
Commission recommendations are not in complete 
accord as to a few immediate needs and priorities - in 
those areas of difference, the Federal Executive Branch 
members fully support the ~dmidstration's policies and 
priorities on Federal system reform. 

The Commission's action agenda - an "agenda for 
the seventies" - calls for: restoring fiscal balance; 
strengthening elected officials at all levels; developing 
comprehensive, rational urban and rural growth policies; 
civilizing the local government structural jungles; and 
stimulating massive State commitment to the solution of 
urban problems. 

Progress toward these difficult but attainable goals 
reveals how how federalism fared in 1970. 

RESTORING FISCAL BALANCE 

Growing fiscal imbalance threatens serious damage 
to the federal system. On the damestic scene most of the 
problems are in the crowded urban and depressed rural 
areas. But Washington has most of the money. 

The personal income tax is the Nation's prime 
revenue source and by far the most responsive to 
economic growth. For every 10 percent of growth in the 
national economy, Federal income tax receipts automat- 
ically jump about 15 percent. The Federal Government 
collects 90 percent of the personal income tax in the 
Nation and can thus rely on automatic rises in revenue 
to meet most expenditure demands. But the States and 
local governments must rely on far less responsive taxes. 
Since 1950, economic growth accounted for only 47 
percent of the increase in major State taxes while 53 
percent resulted from new taxes or higher rates. 
Meanwhile, the expenditure demands on the States and 
localities have been growing at nearly twice the rate of 
the Gross National Product over the last 20 years. 

State and local governments now collect 36 percent 
of the tax dollars but make 70 percent of the outlays for 
domestic programs. 

Federal aid helps. It now accounts for nearly one- 
fifth of all State-local expenditures. But it is disbursed 
through some 430 separate grant authorizations, 
virtually all of them narrowly focused and circumscribed 
with  detailed prescriptions and complex reporting 
requirements. Only the most sophisticated grantsman 
can ,maneuver his way successfully through this 
bewildering thicket. 

To attack the State-local fiscal crisis and to restore 
fiscal balance the Commission offers a four-point 
program: Federal revenue sharing and tax credits, 
Federal takeover of welfare costs, State assumption of 
nearly all non-federal public education expenses, and 
State-local tax reform, especially on the property tax 
front. 

Revenue Sharing and Tax Credits 

Under revenue sharing, the National Government 
would share a designated portion of the Federal personal 
income tax revenue with State and local governments on 
a "no expenditure strings" basis to  bolster decision- 
making by elected State and local officials and to enable 
flexible use of this money to meet the highest priorities 
in each area. 

The tax credit proposal calls upon the Federal 
Government to provide substantial credit against Federal 
personal income tax liability for State and local income 
tax payments. Such a tax credit would encourage 
increased State use of this productive revenue source on 
which t h e  Federal Government now has a near 
monopoly. 

Substantial support has been voiced - at least for 
revenue sharing - but no final action. The President 
actively seeks revenue sharing; one-third of the Congress 
has introduced or co-sponsored revenue sharing bills; the 
public is behind it, according to  a Gallup poll; the news 
media have begun to urge it; and State and local leaders 
have formed an alliance to push for passage - a feat in 
itself. But all this is to no avail unless hearings are held 
and a bill reported out for floor action. That vital first 
step has not been taken. This Commission's proposed 
Intergovernmental Revenue Act (S. 2483), which would 
combine revenue sharing with income tax credits, was 
well aired before the Senate Subcommittee on Inter- 
governmental Relations, but it stopped there. 

Revenue sharing is nothing new on the State-local 
scene. Most of the States provide some type of "general 
support" for local government, and in a dozen States the 
amounts involved are significant. Indeed, New York 
State has adopted a new State-local revenue sharing plan 
which is expected to total $600 million in its first year, 
1971-72 - an amount that is $100 million more than 
was initially proposed by the Administration for the first 
year of its Federal revenue sharing plan. 



Welfare Reform and the fragmented property tax base, which finances 

Nobody likes the existing welfare system but no one 
has yet been able to develop a clearly superior 
alternative and garner enough support to get it adopted. 
The welfare system is presented as a Federal-State 
program and the States do set payment levels. But here 
even more than in other categorical programs, the 
Federal partner dominates although the States and 
localities still pay about half the tab. 

The existing hodge-podge of programs is plagued 
with accelerating caseloads and skyrocketing expendi- 
tures. Federal costs alone in fiscal 1971 reportedly were 
running $1.25 billion above budgetary expectations. The 
States and localities pick up about half the overall cost, 
but not evenly. The result is inequality of welfare treat- 
men t . Court decisions eliminating State residency 
requirements permit and perhaps encourage welfare 
clients to migrate. States that underwrite generous 
assistance programs find their caseloads expanding while 
those that are unable or unwilling to provide a minimum 

level of public aid consistent with family needs find their 
caseloads diminishing. And this has grave implications 
not only for health and human dignity but also for 
patterns of future urban and rural growth. 

The Commission has suggested Federal takeover of 
welfare and medicaid costs with uniform standards, but 
continued State-local administration. The National 
Governors' Conference has urged full Federal funding of 
welfare costs and the Committee for Economic Devel- 
opment has recommended Federal takeover of both 
welfare, costs and administration. The Nixon Admini- 
stration's proposed Family Assistance Pian would make 
standards more uniform and assume slightly more of the 
financial burden at the Federal level. It passed the 
House, but died in the Senate despite last-ditch efforts 
to save it. 

Financing Education 

most local services. 
To keep up with demands for services, property 

taxes have grown to the point where the burden in many 
areas is well-nigh unbearable particularly for low-income 
citizens. In addition, over the years education has 
claimed a much greater share of property tax revenues. 

The Commission recommends substantial State 
takeover of education costs to remove that major drag 
on the property tax and to equalize educational 
opportunity throughout the State. The idea has received 
considerable publicity. The Education Commission of 
the States has been pushing it; Michigan's governor 
proposed it; Minnesota's governorelect called for it; 
Maryland has been studying it; and the new Illinois 
constitution opens the way in that State. 

Some States, including Illinois and Maine, signifi- 
cantly increased State aid to education in 1970. But in 
most States substantial takeover of school costs is still in 
the talk stage. 

Overhaul the System 

Even if the property tax were relieved of most of 
the pressure of supporting education, it would still be 
regressive and, in many cases, poorly administered. Most 
States urgently need to overhaul their outmoded state- 
wide and local revenue systems to increase productivity 
and to eliminate disparities. The long-range trends are in 
the right direction - over the past 20 years 16 States 
have adopted State income tax-sales tax systems. No 
breakthroughs were recorded in 1970, but a few 
property tax reforms occurred. While no State adopted 
an income tax in 1970, it was proposed in Washington 
and South Dakota, but defeated at the polls. 

The mood of the electorate determines the speed 
with which reforms can be made. The results of the 
No ve m ber 1970 elections were as confusing and 
contradictory as other events of the year. Tax hikes were 

The growing disparities between the central city and a sensitive issue - income tax imposition allegedly 
toppled one governor. However other elected State the suburbs are apparent in the welfare problem. They 

are even more obvious in the education fiscal crisis. The officials who put their political careers on the line by 
facing up squarely to the need for State-local tax reform 

metropolitan areas of the Nation account for at least 
were reelected - indicating that tax reform need not be 

three-quarters of the country's bank accounts, Federal 
politically fatal. personal income tax collections and the value added by 

manufacture. Yet these resources cannot be applied to Public reaction to construction needs also was 
the education of many of the area's young people (nor revealing. The people approved three-quarters of the 
for that matter to police or fire protection, or to redevel- dollar value of new bond authorizations compared with 
oping blighted neighborhoods) because much of the a 60 percent rejection rate last year. Almost all environ- 
taxable wealth is in the suburbs and the worst problems mental issues - mostly for sewage treatment plants - 
are concentrated in the central city. At the root of the were approved, but issues for housing were turned down 
dilemma is the central city's lack of jurisdictional reach in most cases. 
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