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NEW FEDERALISM: ITS IMPACT TO DATE

WEDNESDAY, MARCH 2, 1983

Cox~eRess oF THE UNTTED STATES,
Joint Econoymic CoMMITTEE,
Washington, D.C.

The committee met, pursuant to notice, at 10 a.m., in room 2247, Ray-
burn House Office Building, Hon. Lee H. Hamilton (vice chairman of
the committee) presiding.
S Present : Representatives Hamilton, Hawkins, Scheuer, Wiylie, and

nowe.

Also present: James K. Galbraith, deputy director; and Deborah
Matzl,) Robert Premus, and Leonard Schneiderman, professional staff
members.

OPENING STATEMENT OF REPRESENTATIVE HAMILTON, VICE
CHAIRMAN

Representative Harivton. Let me ask our witnesses to come for-
ward and sit at the witness table if they would please.

Good morning. We are very pleased to welcome this distinguished
panel of witnesses before the Joint Economic Committee this morning.

The committee has monitored the administration’s block grant and
New Federalism proposals. In 1981 we held 8 days of hearings on
block grants in which we received testimony from representatives of a
number of State and local interest groups, including the National Gov-
ernors’ Association; the National Association of Counties; the Na-
tional Conference of State Legislatures; the National League of Cities;
and the U.S. Conference of Mayors. '

At that time skepticism was voiced as to whether block grants
would permit services to be delivered more efficiently or more effec-
tively both from the point of view of providers and from the point of
view of recipients.

In addition, there was concern about whether administrative flexi-
bility would be improved or whether block grants would introduce ef-
ficiencies which would cut program costs and thus mitigate the impact
of the Federal budget cut.

As a result of the administration’s New Federalism proposals, the
428 categorical grants which existed in 1980 have been pared to 280;
57 categorical programs were consolidated into 9 block grants. The
rate of growth of total State and local grants has declined from an
average of 14.3 percent in the 1970’s to 1 percent between 1980 and 1983
and, in addition, the administration has withdrawn a significant num-
ber of Federal regulations.

1



2

These hearings are intended to take stock of the changes which were
made and their consequences. Specifically, we hope to examine several
questions: '

Has a safety net been maintained to protect the truly needy ?

Has there been a change in State-local-private sector responsibility
for domestic social programs? :

Has program innovation been encouraged with increased responsive-
ness to each State’s unique needs and priorities?

Is there evidence of increased administrative efficiency in cost
savings?

Has there been an increase in public participation in decisionmaking
on the uses of Federal funds? '

Are the services being delivered to the people more efficiently ?

Have Federal funds been monitored to assure their use for intended
purposes and in compliance with relevant statutory and cost-cutting
requirements?

Today we will hear from Governor Scott Matheson of Utah, chair-
man, National Governors’ Association; Governor Richard Snelling of
Vermont, lead Governor on federalism for the National Governors’
Association ; John Tucker, speaker of the house in New Hampshire;
and Roger Moe, the majority leader of the Minnesota State Senate.

Gentlemen, we’re delighted to have you before us this morning. We'd
like to hear from each one of you. I understand you have prepared
statements. Each of your statements will be entered into the record in
full and I would like to ask you to summarize those statements, if you
can, in a reasonable amount of time. After we’ve heard from each of

ou, then we will turn to questions from members of the committee.

I would like to call at this point on Congressman Wylie if he has
an opening statement to make.

OPENING STATEMENT OF REPRESENTATIVE WYLIE

Representative Wyrie. Thank you very much, Congressman Hamil-
ton. I do not have any formal statement at this time. I do want to as-
sociate myself with your welcome to this distinguished panel this
morning. I'm interested in what they have to say because at least part
of the package will be going to the Banking Committee on which I
serve as the ranking minority member. I think that Congressman
Hamilton has settled in on some of the questions that we will have to
know some answers to.

In addition, will this new program reduce the costs of the program
and at the same time meet the goals which we have envisioned through
the various programs as they have come into being over the years?

With that, Congressman, I’'m anxious to hear from the witnesses
just as you are and I thank you very much for the opportunity for an
opening statement.

Representative HaMiiToN. Any other statements? Congresswoman
Snowe.

Representative SNowE. No; thank you. )

Representative HAMILTON. Congressman Hawkins.

Representative HAWKINS. I have no statement. st

Representative HAMILTON. Gentlemen, you may proceed. We 11 jus
start with you, Governor Matheson, and proceed across the table.
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STATEMENT OF HON. SCOTT M. MATHESON, CHAIRMAN, NATIONAL
GOVERNORS’ ASSOCIATION, AND GOVERNOR, STATE OF UTAH

Governor MaTmEsoN. Thank you very much, Representative Hamil-
ton, for this opportunity. The chance to speak before this distinguished
committee is always looked forward to by those of us who have been
invited to appear.

The opportunity to talk about federalism and the States response
toward shifting Federal-State relations is a very, very critical matter,
particularly this year and last year for Governors.

The chairman of the NG A last year was Governor Richard Snelling.
~ He is the lead Governor on the matter of federalism and he will present

as his testimony today a detailed response to you and suggest some
ideas on how Congress might interrelate with the State as we develop
the ongoing New Federalism proposals.

I would like to focus somewhat on federalism from a fiscal stand-
point which has seemed to me to be a very critical and integral part
of the process, even though Mr. Stockman and I debated the question
and he decided they were two separate issues not related to one another
n any sense. I must tell you I have some disagreement with that con-
clusion, but it’s clear to Governors and I think to the Congress that the
one Federal role which the State and local governments have very little
control over is the national economy. Whether we grow or whether we
contract, the level of employment and unemployment, inflation, and
interest rates, the Federal Reserve System as part of that branch cer-
tainly plays an important role in determining economic policy and
Congress in its oversight of the Fed’s monetary policy and in establish-
ing the fiscal policy of the Nation is clearly the place where the final
decisions simply have to be made.

So it’s important, I believe, to take a few moments this morning
and I will summarize it quickly the fiscal condition of the States in
this interesting year and what we think would be a valuable approach
to fiscal federalism in terms of facing up to how we handle this un-
believable deficit in the Federal budget.

We did an interesting survey in the States just this last year and
we found that 47 out of all 50 States have experienced serious revenue
shortfalls totaling nearly $8 billion against the appropriation meas-
ures in those States. Governor Deukmejian is back in California this
morning trying to cope with a $1.8 billion revenue shortfall just for
this year. He had a $4 billion surplus in 1978. Michigan is looking at
$900 million. Twelve States are between $200 and $500 million, and
some of the small States even have up to 20 percent revenue decline
in their ongoing budgets which in small States such as the Western
States area where I come from that is a devastating proposition.

So the Governors have been facing up to cuts in revenues and in-
creases in taxes and declining opportunity to provide program fund-
ing for entitlement programs and needs tests of entitlement programs
and I guess that drove us to Washington for our midwinter meeting.
We had the best attendance we really ever had because the concern level
is so high and the needs are so great. -

We decided that we would have to face up to the problem of budget-
ing in the outyears because the situation is so difficult economically
in the States today, whether they are in block grants or in any other
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Federal means of distribution of resources, we felt that even though
there seems to be a hint of spring in the air and an upturn in the
economy and we certzinly hope that’s the case, if something really
isn’t done to face up to the outyear deficits that we’re looking at that
we could have a turndown which would make the current recession
mild in comparison.

So looking at the CBO baseline they are projecting a budget deficit
of $266 billion by 1988, 5.6 percent of GNP, and that’s assuming in-
cidentally a growth of about 3 to 4 percent in the GNP over that
period of time. So the structural deficits are there and they are looking
like they’re getting larger instead of smaller.

So we decided that what we would do would be to try and become
a part of the national debate and dialog on the subject. We feel the
Governors should not come into Washington and come up here on
the Hill and say, “Fund all of our programs. We need the money.”
And then leave the rest of the budget to the Congress. I don’t think
that’s a legitimate position for Governors to take. So we came to the
Hill early and talked to the leaders and asked them if we would get
involved in that budget discussion would that be of some utility to
the Congress and we were encouraged by the chairmen of the Senate
and the House Budget Committees who appeared before our Gover-
nors’ meeting yesterday and urged us to become players and to co-
operate and become a part of that dialog.

So we decided that a resolution would be appropriate and the sub-
stance of it is simply this: we think we have to get down to no more
than 2 percent of GNP deficit by the year 1988. That would require
a reduction in the deficit projected now of $267 billion down to $90
billion. Now I hastily add we are not in favor of any deficit. Two years
ago when we came to Washington, anybody talking about $90 billion I
think would have been jailed for some serious offense against society,
but today getting down to $90 billion is an achievement that will re-
quire the mettle of the best we have mn the Congress and in the admin-
istration and with the Governors. )

So we suggested that $90 billion is an appropriate and necessary
target. That would require policy changes to generate $177 billion in
savings by 1988 and we realize you have to get decisions made now be-
cause there’s a time lag, but we also realize that there is something
stirring the economy and we don’t want to destroy that. So how do you
adjust that into place, and that is a part of the efforts which we have
attempted to undertake. )

So we passed a six-point program and I’ll quickly go over those
points and conclude my comments, Congressman. ) .

The Governors support the bipartisan social security compromise.
We realize that may not solve all of the problem but, frankly, that’s a
bipartisan effort that deserves the support of all of us to get that very
serious problem under some management and control. That would save
$24 billion of a projected spending of $211 billion by 1988. .

In the first 2 years of the administration we took dramatic cuts 1n
our discretionary spending programs at the State level. We offered to
take a 10-percent cut in the block grants, if you’ll remember, Congress-
man Hamilton, in return for flexibility. We were kind enough to re-
ceive a 25-percent cut and very little flexibility, and so we felt
we had given at least up to the ‘point of equity and last year we asked
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for flat funding and the Congress was kind enough to give us flat

funding. But if we’re going to get into the game and try to participate

with you in getting those deficits down, we think we ought to take

some cuts. So we have indicated that those funds should be held to a

gatlg%t: plus three-quarters of inflation and that would say $11 billion
y .

We then addressed means testing and critical entitlements. The
cornerstone of the Governors’ federalism proposal is to maintain at
the Federal level income security for programs and in our year of
negotiations with the White House that was the major hangup that
caused us to end up our year of negotiations without a deal. It was the
income security issues and we have felt that AFDC and food stamps
and medicaid and SST ought to be about fully funded. They have been
cut about where they can go and we think about a one and a half per-
cent cut by 1988 is reasonable.

But here is an interesting thing that has happened on those pro-
grams. Where they have been cut, if you go out to the States and see
what’s happened, instead of cutting those programs dramatically back,
the States are raising taxes and are putting them into those programs.
So in a way we’re shifting the cost of providing the taxes to do those
programs from the Federal out to the State governments and that has
caused some serious economic problems as you are well aware.

Fourth, we agreed that nonmeans tested entitlement programs have
got to be examined, Medicare has simply got to be grappled with and
we’re prepared to sit down and look at alternatives to get that medi-
care situation under some control and we think there’s at least $18
billion that ought to be taken out by 1988 in projected spending.

Then we did something the Governors have not done, we jumped
into the national defense debate and we suggested that the national
defense growth—and we’re not suggesting it be cut, but we’re suggest-
ing the increase in growth be restrained some so that in the next 2
years it be limited to somewhere between 4 and 6 percent real growth
and over the years out to 1988 it would be restricted to somewhere
between 3 and 5 percent of real growth. We have been examining the
increases in the last 3 years and see that we have had about a 50-per-
cent increase. We are reading what important and knowledgeable
people in the field are saying and we are Governors in States that have
to balance the budget and make priorities every year. Peter Peterson
said something interesting to us yesterday. He said, “I want that
defense budget to be strong. I want it to protect us,” and we all agree
with that. He said, “I’d like to build up our forces so they could 7o out
and protect us,” but then next he said, “I think the strongest military
defense is a strong economy,” which I thought was an interesting com-
ment from a man who has some skill and some capability in the area.

Last, we could not ignore the matter of revenues. If you’re going to
look at getting the budget deficit down, you’ve got to look at cutting
expenses and you’ve got, to get some interest on the national debt. and
then if you can’t make it to the level you’ve got to meet, then you have
to face up to the fact that you may have to go for some revenues. And
so we have recommended that we face up to that and have some sug-
gestions on how to arrive at it, although the Governors did not for-
mally approve of the type of specific sugrestions to come down, but
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each Governor is certainly in a position to indicate his personal views
on the subject and I have some.

But basically that’s the kind of approach, Congressman Hamilton,
we would very much like to see the Governors engage in. We have had
the liveliest debate in NGA’s history. We debated for 4 hours yes-
terday and ended up with a 30-10 approval of the six points which {
presented to you this morning and I would be pleased to discuss it when
the question period comes about. ‘

Thank you again for giving me a chance to participate.

[The prepared statement of Governor Matheson follows 1]



PrEPARED STATEMENT oF Hox. Scort M. MATHESON

MR. CHAIRMAN, MEMBERS OF THE JOINT ECONOMIC COMMITTEE:

I APPRECIATE THE OPPORTUNITY TO APPEAR BEFORE YOU TODAY TO
OFFER THE PERSPECTIVE OF THE NATION'S GOVERNORS ON THE PRESIDENT'S
FISCAL 1984 BUDGET PROPOSALS. THE ECONOMIC REALITIES OF THE PAST FEW
YEARS HAVE MADE IT PAINFULLY CLEAR THAT THE ECONOMIC FORTUNES OF
THE FIFTY STATES ARE INEXTRICABLY LINKED TO NATIONAL ECONOMIC
POLICIES AND PERFORMANCE.

THE ACTIONS OF THIS COMMITTEE AND THE CONGRESS TO DEAL WITH THE
INCREASING FEDERAL BUDGET DEFICIT ARE PARTICULARLY IMPORTANT TO
THE CONTINUED VIABILITY OF STATE GOVERNMENTS. THE NUMBER ONE
PRIORITY OF GOVERNORS IS ECONOMIC RECOVERY AND A BUDGET WHICH

CONTRIBUTES TO THAT RECOVERY.

THE SPECTRE OF CONTINUED ECONOMIC DECLINE HAS HEIGHTENED
GOVERNORS' INTEREST IN THE FEDERAL BUDGET PROCESS. FOR TOO MANY
YEARS, WE LIMITED OUR ATTENTION AND OUR COMMENTS TO THOSE PROGRAMS
WHICH DIRECTLY AFFECT THE STATES--PARTICULARLY STATE AND LOCAL

GRANTS AND THE STATE ADMINISTERED BENEFIT PROGRAMS. THIS YEAR,
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HOWEVER, DUE TO THE THE DETERIORATING FINANCIAL CONDITIONS OF STATE
AND LOCAL GOVERNMENTS AND THE POTENTIAL ADVERSE IMPACT OF HIGH
DEFICITS ON INTEREST RATES AND ECONOMIC RECOVERY, THE GOVERNORS
ARE MORE CONCERNED WITH THE ENTIRE FEDERAL BUDGET.

WE NOW BELIEVE THAT LAST YEAR'S $111 BILLION DOLLAR DEFICIT AND
THE PROJECTED FEDERAL DEFICIT OF $194 BILLION FOR THE CURRENT FISCAL
YEAR ARE THE TIP OF AN ENORMOUS ICEBERG WHICH THREATENS TO TEAR
APART THE STRAINED SUPERSTRUCTURE OF STATE AND LOCAL GOVERNMENT
FINANCING. FOR THESE PAST FEW YEARS, WE HAVE NERVOUSLY EYED THIS
ICEBERG, HOPING TO NAVIGATE AROUND IT, BY RAISING TAXES AND CUTTING
BUDGETS. BUT THE PROJECTED OUT-YEAR DEFICITS--WHETHER WE USE
PROJECTIONS OF THE ADMINISTRATION OR OF THE CONGRESSIONAL BUDGET
OFFICE--ARE UNACCEPTABLE AND POSE A CLEAR AND PRESENT DANGER TO
OUR SHIPS OF STATE.

MY REMARKS TODAY WILL FOCUS ON THE THREE CRITICAL ISSUES WHICH
DETAIL OUR INTEREST IN THE BUDGET PROCESS: 1) THE CURRENT FISCAL
CONDITIONS OF THE STATES; 2) THE POTENTIAL IMPACT OF THE PRESIDENT'S
BUDGET ON ECONOMIC RECOVERY; AND 3) THE NATIONAL GOVERNORS'
ASSOCIATION'S PROPOSAL FOR BI-PARTISAN BUDGET ACTION. GOVERNOR
THOMPSON WILL DISCUSS JOBS LEGISLATION AND UNEMPLOYMENT INSURANCE
AND GOVERNOR LAMM WILL PROVIDE COMMENTS ON HUMAN RESOURCE
PROQRAMS.



STATE FISCAL CONDITION

ANY ECONOMIC DOWNTURN PLACES CONSIDERABLE PRESSURE ON THE
FINANCES OF STATE GOVERNMENTS. THE LENGTH AND DEPTH OF THE CURRENT
RECESSION HAS WROUGHT GREAT ECONOMIC DIFFICULTY FROM COAST TO
COAST. AS OF JANUARY, 1983, 47 OF THE 50 STATES ARE FACING SHORTFALLS
TOTALING $7.9 BILLION RELATIVE TO THE REVENUE ESTIMATES USED TO
ESTABLISH THEIR BUDGETS. FOR MANY STATES, THE SHORTFALLS ARE
EXTREMELY LARGE, BOTH IN ABSOLUTE DOLLARS AND AS A PERCENTAGE OF
THEIR REVENUE BASE. THE STATE OF CALIFORNIA, FOR EXAMPLE, WHICH HAD
A $4 BILLION SURPLUS JUST 4 YEARS AGO, FACES A $1.8 BILLION SHORTFALL;
MICHIGAN, DESPITE SEVERE BUDGET RESTRICTIONS, ESTIMATES A SHORTFALL
OF $800 TO $900 MILLION; AND 12 OTHER STATES PROJECT REVENUE DECLINES
OF BETWEEN $200 AND $500 MILLION THIS FISCAL YEAR. AS A PERCENT OF
THEIR BUDGETS, SEVERAL OF THE STATES ARE PROJECTING REVENUE DECLINES
OF BETWEEN 20 PERCENT AND 27 PERCENT, AN OBVIOUSLY VERY CRITICAL
SITUATION, WHILE ANOTHER 10 STATES FORECAST REVENUE DECLINES BETWEEN
10 PERCENT AND 14 PERCENT.

THESE REVENUE DECLINES HAVE FORCED STATES TO REDUCE
EXPENDITURES AND RAISE TAXES. ON THE SPENDING SIDE, MANY HAVE
ALREADY IMPLEMENTED SEVERE AUSTERITY PLANS. THIRTY-THREE STATES
HAVE FROZEN OR LIMITED HIRING, 18 HAVE INSTITUTED LAYOFFS AND 8 HAVE
FURLOUGHED WORKERS. MOST STATES HAVE ALSO SCALED BACK COST-OF-
LIVING ADJUSTMENTS OR MERIT RAISES FOR STATE EMPLOYEES. A RECENT
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REPORT BY THE INTERGOVERNMENTAL HEALTH POLICY PROJECT FOUND THAT
30 STATES HAVE CUT SERVICES TO HOSPITALS, NURSING HOMES AND DOCTORS.

ALL BUT SIX STATES HAVE REDUCED SERVICES TO PREGNANT WOMEN.

A MAJORITY OF THE STATES HAVE ALSO RAISED EITHER SALES OR INCOME
TAXES DURING 1982. DURING 1982, t4 STATES RAISED THEIR PERSONAL INCOME
TAX, l4 RAISED THEIR SALES TAX, 6 INCREASED THEIR CORPORATE INCOME
TAX, 12 THEIR MOTOR FUEL TAX, 9 THEIR TAXES ON CIGARETTES AND 5 THEIR
TAXES ON ALCOHOL. IN ADDITION, FIVE STATES MET IN SPECIAL LEGISLATIVE
SESSIONS DURING THE LAST FEW WEEKS OF CALENDAR YEAR 1982 TO ENACT
INCREASES IN GENERAL SALES OR PERSONAL INCOME TAXES, AND MANY
ADDITIONAL INCREASES ARE EXPECTED BEFORE STATE LEGISLATURES

ADJOURN.

THE CURRENT FINANCIAL CONDITION OF STATES HAS DETERIORATED
RAPIDLY DURING THE LAST YEAR PRIMARILY DUE TO THE PROLONGED
RECESSION AND TO A LESSER EXTENT FEDERAL BUDGET REDUCTIONS. MOST
STATE REVENUE FORECASTS USE NATIONAL ASSUMPTIONS ABOUT GNP GROWTH,
INFLATION AND EMPLOYMENT. UNFORTUNATELY, THESE NATIONAL FORECASTS
SERIOUSLY UNDERESTIMATED THE LENGTH AND SEVERITY OF THE RECESSION,
THROWING STATE REVENUE PROJECTIONS BADLY OFF TARGET. »UNT[L THERE IS
A STRONG RECOVERY, WE DO NOT EXPECT THE STATES TO IMPROVE THEIR
FISCAL SITUATION. THE GOVERNORS ARE CONCERNED ABOUT SPECIFIC CUTS
PROPOSED IN THE PRESIDENT'S BUDGET, BUT, OUR MOST PRESSING NEED IS FOR
AN EARLY ECONOMIC RECOVERY TO DELIVER STATE AND LOCAL GOVERNMENTS

FROM ECONOMIC CRISIS.
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ECONOMIC RECOVERY

TO A LARGE EXTENT, ECONOMIC RECOVERY AND, THEREFORE, THE FISCAL
PLIGHT OF THE STATES DEPENDS UPON INTEREST RATES REMAINING AT THEIR
CURRENT LEVELS OR DECLINING EVEN FURTHER. MOST ECONOMISTS AGREE
THAT THE CONSUMER AND, PARTICULARLY, THE INTEREST-SENSITIVE SECTORS
OF THE ECONOMY—HOUSING, AUTOMOBILES AND CONSUMER DURABLES--MUST
LEAD THE RECOVERY. WITH THE EXCEPTION OF NATIONAL DEFENSE SPENDING,
LITTLE OTHER STRENGTH IS EXPECTED IN THE ECONOMY; NET EXPORTS,
CAPITAL INVESTMENT AND STATE AND LOCAL SPENDING ARE ALL PROJECTED
TO REMAIN WEAK.

LAWRENCE CHIMERINE, CHIEF ECONOMIST FOl\l CHASE ECONOMETRICS,
WROTE LAST WEEK THAT "EXCESSIVE DEFICITS WILL BECOME SELF-DE.FEATING
BECAUSE THE RESULTING RISE IN INTEREST RATESll WILL PROBABLY CAUSE
SHARP DECLINES IN THE CREDIT-SENSITIVE INDUSTRIES SUCH AS HOUSING AND
AUTOS, REDUCTIONS IN CONSUMER SPENDING IN RESPONSE TO DECLINES IN NET
WORTH AND CONSUMER CONFIDENCE, CUTBACKS IN PUBLIC WORKS SPENDING
BY MANY MUNICIPAL GOVERNMENTS, BECAUSE THEY IN EFFECT WOULD BE
PRICED OUT OF THE BOND MARKET, AND DECLINES IN U.S. EXPORTS AND
INCREASED FOREIGN PENETRATION IN U.S. MARKETS REFLECTING UPWARD
PRESSURES ON THE U.S. DOLLAR ON FOREIGN EXCHANGE MARKETS."

WHETHER OR NOT INTEREST RATES REMAIN AT THE CURRENT LEVEL
DEPENDS NOT ONLY ON FEDERAL RESERVE POLICY, BUT ON THE FINANCIAL
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COMMUNITY'S EXPECTATIONS ABOUT FUTURE FEDERAL DEFICITS. AS THE
CONGRESSIONAL BUDGET OFFICE HAS POINTED OUT, THE CURRENT POLICY
DEFICIT INCREASES FROM ABOUT $194 BILLION IN 19383 TO ABOUT $267 BILLION
IN 1988 (5.6 PERCENT OF GNP) EVEN THOUGH THE ECONOMY IS EXPECTED TO
GROW AT 3 PERCENT TO & PERCENT. UNDER A LOW GROWTH ASSUMPTION,

DEFICITS COULD REACH $363 BILLION OR 8.1 PERCENT OF GNP BY 1983.

WITHOUT A MAIJOR POLICY CHANGE, THE RISKS ARE HIGH THAT THESE
LARGE STRUCTURAL DEFICITS OF 3 PERCENT TO & PERCENT OF GNP WILL
MAINTAIN UPWARD PRESSURE ON INTEREST RATES, LIMITING BOTH ECONOMIC
RECOVERY AND LONG-TERM ECONOMIC GROWTH. IF ECONOMIC RECOVERY IS
HAMPERED BY PROJECTIONS OF HIGH FEDERAL DEFICITS THEN STATE FISCAL
CONDITIONS CAN ONLY WORSEN. A

THE PROSPECT OF LARGE, LONG-RUN STRUCTURAL DEFICITS AND THEIR
IMPACT ON OUR CITIZENS AND STATE AND LOCAL GOVERNMENTS IS THE HEART
OF OUR CONCERN. WE URGE THIS COMMITTEE AND CONGRESS TO CONSIDER
POLICIES WHICH REDUCE THE PROJECTED DEFICITS BY MORE THAN THE
PRESIDENT'S BUDGET.

NATIONAL GOVERNORS' ASSOCIATION BUDGET POSITION

THE GOVERNORS MET IN PLENARY SESSION THIS MORNING TO CONSIDER A
POLICY PROPOSAL APPROVED BY OUR EXECUTIVE COMMITTEE. IT URGES
CONGRESS TO:
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1. ADOPT A BUDGET RESOLUTION FOR FISCAL 1984 WHICH REDUCES THE
FEDERAL BUDGET TO APPROXIMATELY 2 PERCENT OF GNP OR $90
BILLION BY 1988. THE 2 PERCENT LEVEL WOULD ELIMINATE MOST OF
THE STRUCTURAL DEFICIT AND REPRESENTS THE AVERAGE LEVEL
EXPERIENCED OVER THE DECADE OF THE 1970S. IT IS ALSO THE
CONCENSUS TARGET ADOPTED BY A BIPARTISAN COMMITTEE OF
BUSINESS AND GOVERNMENT LEADERS. IN DEVELOPING THE BUDGET
RESOLUTION, MOST DEFICIT REDUCTIONS SHOULD BE FOCUSED ON THE
LATTER PART OF 1984 AND THE 1985-38 PERIOD, SO AS NOT TO
JEOPARDIZE THE ECONOMIC RECOVERY.

2. ENACT THE AUTHORIZATION, REVENUE AND APPROPRIATION CHANGES
IN 1983 TO ACHIEVE REDUCTIONS THROUGHOUT THE 1984-85 PERIOD.
SPENDING AND REVENUE CHANGES HAVE A CUMULATIVE EFFECT AND,
THEREFORE, CHANGES ARE REQUIRED THIS YEAR TO HAVE EVEN A
MODERATE IMPACT ON THE OUT-YEARS. DELAYS IN CORRECTING THE
BUDGET IMBALANCE CAN CONTRIBUTE TO UNCERTAINTY WITH
RESPECT TO FUTURE INTEREST RATES AND ECONOMIC RECOVERY.

3. ENACT POLICY CHANGES WHICH ' SHARE THE BURDEN BETWEEN
NATIONAL DEFENSE 'AND JOOMESTIC SPENDING REDUCTIONS AND
POSSIBLE REVENUE INCREASES AND DO NOT SHIFT ADDITIONAL COSTS
TO STAT_E AND LOCAL GOVERNMENTS. ‘

22-897 0 - 83 2
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BASICALLY, THE GOVERNORS APPROVED A STRATEGY WHICH WE BELIEVE
IS FAIR IN TERMS OF SHARING THE EXPENDITURE REDUCTION BURDEN BETWEEN
DEFENSE AND DOMESTIC SPENDING AND BY PROVIDING RESPONSIBLE REVENUE
INCREASES WHERE NECESSARY WHICH WILL NOT DETRACT FROM OUR
ECONOMIC RECOVERY GOAL. TO REACH THE 2 PERCENT TARGET, THE
GOVERNORS RECOMMEND A SET OF GUIDELINES WHICH WOULD REDUCE THE
FEDERAL DEFICIT-BY A TOTAL OF $177 BILLION TO $90 BILLION IN 1988 THROUGH
A COMBINATION OF SPENDING CUTS, REVENUE INCREASES AND INTEREST
SAVINGS.

1. SOCIAL SECURITY: ENACT THE BIPARTISAN COMMISSION

RECOMMENDATIONS ON SOCIAL SECURITY. THESE RECOMMENDATIONS
INCLUDE DELAYING THE COST OF LIVING ADJUSTMENT FROM JULY TO
JANUARY, TAXING 50 PERCENT OF OASDI BENEFITS FOR HIGH INCOME
INDIVIDUALS, INCREASING THE PAYROLL TAX AND ALLOWING A
REFUNDABLE TAX CREDIT, AND INCREASING THE SELF EMPLOYED TAX
RATE WITH 50 PERCENT TO BE TAX DEDUCTIBLE. E;:NACTMENT OF THIS
RECOMMENDATION WOULD REDUCE THE PROJECTED 1988 DEFICIT BY

$24 BILLION FROM PROJECTED SPENDING OF $211 BILLION.

2. NON-DEFENSE DISCRETIONARY SPENDING: RESTRICT THE 1985-1983

INCREASES TO THREE-FOURTHS THE RATE OF INFLATION. THIS
CATEGORY INCLUDES GRANTS TO STATE AND LOCAL GOVERNMENTS,
ASSISTANCE TO BUSINESS AND COMMERCE, VETERANS' HEALTH CARE,

ENVIRONMENTAL REGULATION, RESEARCH AND DEVELOPMENT,
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ECONOMIC AND MILITARY ASSISTANCE TO FOREIGN GOVERNMENTS
AND MOST OF THE COSTS TO OPERATE THE THREE BRANCHES OF
FEDERAL GOVERNMENT. SINCE THIS CATEGORY INCLUDES GRANTS TO
STATE AND LOCAL GOVERNMENTS, IN EFFECT, THE STATES ARE
AGREEING TO ACCEPT LESS IN REAL TERMS OVER THIS ENTIRE FIVE
YEAR PERIOD. SUCH A LONG RUN POLICY WOULD REDUCE THE
PROJECTED DEFICIT IN 19838 BY $11 BILLION FROM THE PROJECTED
SPENDING OF $184 BILLION.

MEANS_TESTED AND OTHER CRITICAL ENTITLEMENT PROGRAMS:

PROVIDE ALMOST FULL FUNDING FOR THESE PROGRAMS INCLUDING
AFDC, FOOD STAMPS, MEDICAID, SSI, CHILD NUTRITION, LOW INCOME
VETERANS' PENSIONS, GUARANTEED STUDENT LOANS (GSL), FARM
PRICE SUPPORTS, SOCIAL SERVICES, GENERAL REVENUE SHARING AND
UNEMPLOYMENT INSURANCE. THIS AREA HAS ALREADY RECEIVED
FAIRLY SIGNIFICANT BUDGET CUTS DURING THE LAST TWO YEARS; BUT
SOME MARGINAL ADJUSTMENTS COULD BE MADE IN THESE PROGRAMS
TO SAVE $2 BILLION FROM A PROJECTED SPENDING OF $127 BILLION.,

NON-MEANS TESTED ENTITLEMENT PROGRAMS: RESTRAIN THE

GROWTH IN THESE VARIOUS MEDICAL INSURANCE, DISABILITY AND
RETIREMENT PROGRAMS FUNDED BY THE FEDERAL GOVERNMENT.
THE STATES HAVE HAD TO GRAPPLE WITH MEDICAID AND SIMILAR
ENTITLEMENT PROGRAMS. DEFICIT REDUCTIONS APPEAR POSSIBLE IN
1983 OF BETWEEN $15 AND $18 BILLION FROM A PROJECTED SPENDING
OF $173 BILLION.
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5. NATIONAL DEFENSE: LIMIT NATIONAL DEFENSE TO BETWEEN & AND 6

PERCENT REAL GROWTH IN APPROPRIATIONS OVER THE 1984 TO 1985
FISCAL YEARS AND 3-5 PERCENT OVER THE ENTIRE 1984-1988 PERIOD.
THE BASELINE AND FIRST BUDGET RESOLUTION FOR FISCAL YEAR 1983
ASSUME APPROXIMATELY 9.5 PERCENT REAL GROWTH OVER THE NEXT
TWO YEARS WHICH RESULTS IN A DEFENSE BUDGET OF $358 BILLION BY
1988. THE ADMINISTRATION HAS PROPOSED SLIGHTLY HIGHER LEVELS.
SINCE DEFENSE HAS INCREASED ALMOST 57 PERCENT OVER THE
1981-83 PERIOD SOME SLOWING OF THIS RATE MAY BE APPROPRIATE
TO MAINTAIN COST-EFFECTIVENESS IN WEAPONS SYSTEMS AND OTHER
PROCUREMENT. THE ESTIMATED RANGE OF DEFICIT REDUCTIONS IN
1988 1S BETWEEN 0 AND $19 BILLION FROM A PROJECTED SPENDING OF
$358 BILLION.

6. REVENUES: WHILE GOVERNORS DO NOT ENDORSE ANY SPECIFIC
PROPOSALS, REVENUES MAY HAVE TO BE INCREASED ENOUGH TO
OFFSET THE REMAINING PORTION OF THE DEFICIT TO ATTAIN THE
GOAL OF 2 PERCENT OF GNP. REVENUES HAVE ALREADY DECREASED
AS A PERCENTAGE OF GNP FROM 20.9 PERCENT IN 1981 TO 19.0
PERCENT IN 1983 AND ARE PROJECTED TO DECREASE TO 18.3 PERCENT

BY 1988.

UNDER CURRENT POLICY THE DEFICITS OVER THE 1984-1988 FISCAL YEAR
PERIOD WILL TOTAL NEARLY $1.2 TRILLION WHICH WOULD APPROXIMATELY

DOUBLE THE CURRENT FEDERAL DEBT OUTSTANDING. UNDER THE NGA
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GUIDELINES THE DEFICITS OVER THIS PERIOD WOULD BE REDUCED BY $532
BILLION OF WHICH ABOUT $169 BILLION WOULD REPRESENT DEFICIT
REDUCTIONS IN NON DEFENSE PROGRAMS AND $294 BILLION WOULD REPRESENT
A COMBINATION OF NATIONAL DEFENSE REDUCTIONS OR REVENUE INCREASES.
AN ADDITIONAL $69 BILLION WOULD BE SAVED OVER THIS PERIOD FROM LOWER
INTEREST COSTS FROM THE DEFICIT REDUCTIONS. THE NGA BUDGET POLICY
GUIDELINE PROVIDES FOR A "DOWNWARD GLIDE PATH" TO A DEFICIT OF
APPROXIMATELY 2 PERCENT OF GNP BY FISCAL YEAR 1988. THIS WOULD LEAVE
A DEFICIT OF ABOUT $90 BILLION IN FISCAL YEAR 1988 WHICH IS A $177 BILLION
REDUCTION FROM THE BASELINE ESTIMATE OF $267 BILLION IN FISCAL YEAR
1988. THE YEAR-TO-YEAR REDUCTION AND REMAINING DEFICITS ARE SHOWN

BELOW:
Deficit Reductions
(Billions of dollars by fiscal year)
1984 1985 1986 1987 1988
Projected Deficits 197 214 231 250 267
Total Deficit Reduction 27 77 114 137 177
Remaining Deficit 170 137 117 113 90

THIS PROPOSAL RESTRAINS TOTAL FEDERAL SPENDING TO ABOUT 21.5
PERCENT OF GNP IN 1988, WHICH REPRESENTS THE LOWEST RATE SINCE FISCAL
YEAR 1979. UNDER THE PROPOSAL, TAX REVENUES AS A PERCENT OF GNP ARE
19 TO 20 PERCENT IN 1988, WHICH IS ABOUT EQUAL TO THE PERCENTAGE IN THE
1970s. MOST IMPORTANTLY, THE RELATIVE GAP BETWEEN REVENUES AND
SPENDING AS A SHARE OF GNP DECLINES FROM 5.5 PERCENT UNDER CURRENT
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POLICY IN FISCAL YEAR 1988 TO ABOUT 2 PERCENT UNDER THE PROPOSAL IN
FISCAL YEAR 1988.

THE POTENTIAL IMPACT OF THE PRESIDENT'S BUDGET ON STATE PROGkAMS

THE CURRENT FISCAL CONDITION OF STATES HAS DETERIORATED RAPIDLY
OVER THE LAST YEAR AND THE RISK IS HIGH THAT THE LARGE STRUC;TURAL
DEFICITS WILL CONSTRAIN' THE LONG-AWAITED RECOVERY. EVEN IF THE
RECOVERY HAS BEGUN, STATE TAX REVENUES NORMALLY LAG, MAKING NEXT
YEAR'S FISCAL OUTLOOK NEARLY AS BLEAK AS THE CURRENT YEAR. GIVEN
THESE REVENUE PROBLEMS WE MUST SERIOUSLY QUESTION THE FAIRNESS OF
THE ADDITIONAL REDUCTIONS IN STATE AND LOCAL PROGRAMS REQUESTED BY
THE PRESIDENT. FURTHER CUTS ARE PARTICULARLY TROUBLESOME BECAUSE
THESE PROGRAMS HAVE ALREADY RECEIVED fHF. LARGEST PERCENTAGE
REDUCTIONS OVER THE LAST TWO YEARS. IN ADDITION, UNEMPLOYMENT IS
PROJECTED TO CONTINUE TO REMAIN HIGH BY HISTORICAL STANDARDS,
PLACING ADDED BURDENS ON STATES.

THE PROPOSED REDUCTION IN THE STATE ADMINISTERED BENEFIT
PROGRAMS, WHICH INCLUDES AFDC AND FOOD STAMPS, IS ABOUT $3.7 BILLION
OR 11 PERCENT IN NOMINAL DOLLARS FROM 1983 LEVELS. THIS REPRESENTS A
REDUCTION OF ABOUT 16 PERCENT IN REAL TERMS. THESE REDUCTIQNS ARE
CONCENTRATED IN THE LOW INCOME ENERGY ASSISTANCE BLOCK GRANT
WHICH IS DOWN $675 MILLION, FOOD STAMPS DOWN $1.1 BILLION, AFDC DOWN
$693 MILLION AND CHILD NUTRITION DOWN $425 MILLION FROM 1983 LEVELS
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AND EVEN MORE RELATIVE TO A CURRENT SERVICES BASE. WHILE MEDICAID
SPENDING IS PROPOSED TO INCREASE FROM $19.3 TO $20.8 BILLION BETWEEN
1983 AND 1984 THIS IS $400 MILLION SHORT OF THE FUNDING NECESSARY TO
MAINTAIN THESE PROGRAMS UNDER CURRENT LAW. FOR ALL STATE BENEFIT
PROGRAMS INCLUDING MEDICAID, SPENDING WOULD HAVE TO BE $8.6 BILLION
HIGHER THAN THE PRESIDENT IS RECOMMENDING JUST TO MAINTAIN THE SAME
LEVEL OF SERVICES AS FISCAL YEAR 1981.

NOT ONLY WOULD STATES BE NEGATIVELY IMPACTED BY THE DIRECT
BUDGET REDUCTIONS, BUT ADMINISTRATIVE CHANGES RECOMMENDED BY THE
PRESIDENT IMPOSE ADDITIONAL COSTS ON THE STATES. FOR EXAMPLE, THE
MANDATED JOB SEARCH AND WORK PROGRAMS FOR AFDC MAY BE COSTLY TO
STATES. SIMILARLY, THE PROPOSED MODIFICATIONS TO THE ERROR RATES FROM
7 PERCENT TO 3 PERCENT FOR FOOD STAMPS COULD COST THE STATES UP TO 400
MILLION IN FISCAL YEAR 1984.

GOVERNORS WANT TO BE HELPFUL IN REDUCING FEDERAL GRANT SPENDING,
AND WILL CONTINUE TO WORK WITH THE CONGRESS AND THE ADMINISTRATION TO
FIND MORE EFFICIENT WAYS OF DELIVERING STATE ADMINISTERED PROGRAMS TO
ITS CITIZENS. HOWEVER, CONTINUED FEDERAL BUDGET REDUCTIONS WHICH WE
MUST OFFSET THROUGH INCREASED TAXES ARE OF LITTLE VALUE TO EITHER
LEVEL OF GOVERNMENT.
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CONCLUSION

OUR MOST CRITICAL CONCERN IS ECONOMIC RECOVERY AND SUSTAINED
ECONOMIC GROWTH. THE SPECTER OF LARGE OUT-YEAR FEDERAL BUDGET
DEFICITS, HOWEVER, INCREASES THE RISK THAT INTEREST RATES WILL RATCHET
UP AGAIN AS ECONOMIC RECOVERY BEGINS AND ABORT FULL RECOVERY.
PRUDENT BUDGETING REQUIRES CONGRESS TO PURSUE A BUDGET STRATEGY

WHICH SUBSTANTIALLY LOWERS THE OUT-YEAR DEFICITS.

THE NATIONAL GOVERNORS' ASSOCIATION SUGGESTS A TARGET DEFICIT OF 2
PERCENT OF GNP BY 1988--A TARGET WE BELIEVE IS REALISTIC AND WHICH
CONGRESS CAN ACCOMMODATE THROUGH JUDICIOUS EXPENDITURE REDUCTIONS
AND REVENUE INCREASES. WE URGE CONGRESS TO ADOPT A FIRST BUDGET
RESOLUTION AND ENACT LEGISLATION THIS YEAR AIMED AT REDUCING BY $177
BILLION THE 1988 DEFICIT TO $90. IN ATTAINING THIS GOAL THE ASSOCIATION
FURTHER URGES CONGRESS TO REDUCE 1983 NON DEFENSE SPENDING BY $55
BILLION WITH NATIONAL DEFENSE REDUCTIONS OR POSSIBLE REVENUE
INCREASES, MAKING UP THE REMAINING REDUCTIONS NEEDED AFTER THE
INTEREST SAVING OF $30 BILLION IN THAT YEAR. ONLY IF CONGRESS ACTS
DECISIVELY TO SUBSTANTIALLY REDUCE THE OUT-YEAR DEFICITS CAN WE
ENSURE THE ECONOMIC RECOVERY SO NEEDED BY THE STATES AND OUR
CITIZENS.

STATES ARE ALSO CONCERNED THAT WE ARE BEING ASKED AGAIN IN FISCAL
1984 TO ABSORB A LION'S SHARE OF THE PRESIDENT'S BUDGET REDUCTIONS.
BUDGETS ARE SO TIGHT THAT WE CAN ONLY ABSORB SUCH REDUCTIONS BY
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INCREASING TAXES. ONE MUST QUESTION A FEDERAL BUDGET STRATEGY WHICH
MERELY SHIFTS TAX BURDENS FROM FEDERAL REVENUE SOURCES TO STATE
REVENUE SOURCES. ACCORDINGLY, WE HOPE THAT THIS COMMITTEE WILL
MODIFY THE PRESIDENT'S REQUEST SO THAT THE HARDSHIP OF BUDGET AND TAX
CHANGEé IS MORE EQUITABLY DISTRIBUTED.

THE GOVERNORS WANT TO WORK WITH YOU AND SUPPORT YOUR EFFORTS
TO REACH A FAIR BUDGET. WE ARE VERY SERIOUS ABOUT OUR RECOMMENDED
BUDGET GUIDELINES BECAUSE WE HAVE A VERY LARGE STAKE IN THE FINAL
BUDGET DECISIONS. THE GOVERNORS SEEK A CONSTRUCTIVE ROLE IN YOUR
EFFORTS TO ACHIEVE ECONOMIC RECOVERY.

THANK YOU.
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Representative Hamruton. Thank you very much, Governor
Matheson.
Governor Snelling.

STATEMENT OF HON. RICHARD A. SNELLING; GOVERNOR,
STATE OF VERMONT

Governor SNeLLING. Thank you very much, Congressman Hamilton.

'The questions that you have proposed to us about federalism sort of
assume that we have some federalism to test, and I would have to say
that it is the opinion of most Governors that we have not really had
a demonstration, a rearrangement of the responsibilities of State and
local governments vis-a-vis the Federal responsibility in any way
which would give us an opportunity to answer these questions in terms
of the effects of federalism.

We are being asked all the time these days whether federalism is
dead, to which my response would be it never got born. I think we have
to distinguish between what the Governors mean by federalism and
what is meant in other quarters in order to answer the questions about
the steps which were taken last year which many people believe to
have been federalism or the proposals which the President has put on
the table this year which he describes as being federalism.

Governors believe that there is an opportunity to deal with the prob-
lems of our times better if greater responsibility is given to the States
in the design of programs, in the implementation of programs, in the
accountability of programs, and in the establishment of priorities to
programs within a broad general set of goals.

It is our feeling that the Congress of the United States has a respon-
sibility to set those national goals and to assure, if they will, that the
States can meet those objectives and to assure that they have the ca-
pacity to meet any reasonable set of national standards.

Let’s measure what we’ve seen that has been called federalism against
those standards. Last year a number of categorical grants were grouped

_ together as block grants. Were that to have been a test of federalism,
we would have needed to know that the States could make better choices
of priorities or different choices of priorities and then answer such
questions as whether or not there was a safety net maintained, whether
or not there was a greater sense of responsibility at State and local
levels. whether there was a better program innovation or the like.

Unfortunately, in the first place, the block grants that were given
were a very small part of the total grants that go to State and local
governments in this area. No. 2, they were accompanied by very
dramatic cuts in funding so that in many cases it was a handoff of the
responsibility for specifying cuts rather than a handoff of the re-
sponsibility for implementing services. And third, there really wasn’t
the kind of flexibility which the President intended, which the Gov-
ernors spoke to, or which are essential to any concept of federalism.

If you are supposed to order priorities but you have 20 percent less
money to do it with and you'’re told that you must maintain at least
a certain percentage effort in any field where you received categorical
grants money the year before, there is no fair test of whether or not
this system will work as federalism.



23

Next, let’s deal with the proposal that the President made last year.
The Governors were pleased to have a President of the United States
pick up what has been an objective of ours for sometime, a thoughtful
reordering of the responsibilities of Federal and State governments, a
restructuring of the Federal-State relationship.

On the other hand, the proposals split right down the middle the
philosophic basis upon which we have constructed our notion of fed-
eralism. Our belief is that the core of any federalism proposal has to
be an assurance to the States and to the communities that they can dis-
charge the fundamental obligations which must be discharged if there
is to be substance and meaning to the constitutional guarantees, and
foremost among those. we believe is that of income maintenance.

The President’s proposal did put on the national agenda a discus-
sion of federalism, but it also split right down the middle the whole
¥uestion of income maintenance proposing as it did that an exchan

or a Federal financial responsibility in the field of medicaid that the
States undartake a total responsibility in other fields of income mainte-
nance, very specifically aid to needy families, and children, and food
stamps, and others. _

So that the discussions were flawed from the beginning if the ob-
j(}elctive was to discuss a basic restructuring of Federal-State relation-
ships. \

NPOW this year four megablock grants are proposed. Let us examine
them in the light of the philosophic goals of federalism.

One is a State grant. However, the proposal is, once again, to cut
funding in proposing this test of the ability of States and communities
to govern and to make wise choices and broad priorities. The cut is on
the order of 14 percent. '

Now the grants that have already been blocked prior to their block-
ing in the period between 1981 and 1983 suffered a reduction in fund-
ing on the order of magnitude of 20 percent. The proposals now to be
blocked had priorly suffered similar erosions so an additional 14 per-
cent as the cost of giving increased responsibilities to the States is
hardly a fair test and makes it impossible to answer the question about
the safety net being maintained other than in the negative. To a very
great extent States and local communities have picked up responsibii-
1ties for which they now do not receive funding, as Governor Matheson
has said. So the answer to the financial steps, not the federalism steps,
in the past would be that safety nets have been for the most part
maintained.

However, if the question would be, would further budget cutting
continue to permit, if packaged with some flexibility, the maintenance
of the safety net, I think the honest answer would have to be no. )

Let’s take my small State. Vermont has increased its involvement in
social and rehabilitative services, its appropriations, some 23 percent
during the last several years as these funds from the Federal Congress
have been reduced. Among the programs which we have had to take
over on our own are such programs as a substantial portion of the day-
care burden, alcohol rehabilitation. In many cases, the programs which
are now an increasing State responsibility are the very programs
which will have the most to say about the shape and the size of uture
governmental problems and budget cutting which saps the capacity
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of programs which build people’s strength and capacity for independ-
ence ought never to be characterized as federalism.

Now at the same time, to our surprise, another one of these large
megablock grants—I should have said that in addition to a 14 per-
cent cut, you will note that the so-called State grant does not contain
a set of references as to the goals or as to the responsibilities. The only
blessing that I can think of to categorical grants is a sense of direction
and I would argue that when you go from categorical grants to block
grants which the Governors believe we should do that that sense of
direction should nevertheless still be provided with the option to the
States to design the best programs to meet that set of objectives.

But the megablock grant proposed for the States puts everything
but the kitchen sink in—as a matter of fact, the kitchen sink, too—
into the proposal. It puts together child-care programs and sewage
disposal programs, together with the 14-percent cut. The local grant,
interestingly enough, 1s proposed to receive level funding.

A third grant is a transportation grant. If you believe in federalism,
you do not from the halls of Congress say: “Now what’s really im-
portant and what gets an increase is transportation,” regardless of
how it may seem to you in your States. “Child care, well, that doesn’t.
Alcohol, that doesn’t. Education, that doesn’t. J. obless training, that
doesn’t. But we will decree that one of the block grants will get an
increase and that’s transportation.” That defies a sense of priority
setting available to the States.

Fourth, rural housing, a fourth grant, subject to a 65-percent re-
duction. Obviously, the needs in the States vary and at the heart of
federalism is the notion that when the resources which may be fairly
diverted from private sources through the governmental system are
made available to units of government that they must have an oppor-
tunity to choose their priorities.

So, Congressman, in conclusion, the Governors continue to believe
that some day we ought to try a New Federalism. Some day we ought
to charge the Congress with defining national goals, with having
a sense of purpose which transcends the differing needs of the States
and of the communities, with helping us to define what the constitu-
tion intends what it indeed promised to the people of this country,
with helping us to be sure that no State and no community must
choose between ruinous levels of taxation or neglect of its public
duties. That would be federalism.

Block grants are not by themselves federalism. Block grants which
deny the advantage of flexibility are certainly not federalism, and
budget cuts can never be characterized as federalism. Thank you.

[The prepared statement of Governor Snelling, together with at-
tachments, follows:]
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PreParep StatesexT or Hox. Ricirarp A. SNELLING

MR. CHAIRMAN, MY NAME IS RICHARD A. SNELLING, AND I AM THE
GOVERNOR OF VERMONT. I SERVE AS LEAD GOVERNOR ON FEDERALISM
FOR THE NATIONAL GOVERNORS' ASSOCIATION, AND IN THAT CAPACITY |
AM PLEASED TO BE HERE WITH YOU TODAY. FEDERALISM CONTINUES TO
BE A MAJOR CONCERN OF THE GOVERNORS, AND I BELIEVE IT IS HIGHLY
BENEFICIAL FOR CONGRESS AND THE STATES TO EXCHANGE VIEWS
REGULARLY ON ITS STATUS. I THINK ALSO THAT IT IS TO THE CREDIT OF
THE NATIONAL ADMINISTRATION, NO MATTER HOW ONE MAY FEEL ABOUT
ITS SPECIFIC FEDERALISM REFORM PROPOSALS, THAT IT HAS PLACED THIS

SUBJECT HIGH ON THE NATION'S AGENDA.

AS YOU KNOW, THE GOVERNORS HAVE LONG SUPPORTED FEDERALISM
INITIATIVES THAT PERMIT A SORTING OUT OF ROLES AND RESPONSIBILITIES
AMONG THE THREE LEVELS OF GOVERNMENT. THE NEED FOR EACH LEVEL
OF GOVERNMENT TO FOCUS ON THE ISSUES IT CAN HANDLE BEST IS
NOWHERE ILLUSTRATED MORE CONVINCINGLY THAN IN RESPONSES TO
CURRENT ECONOMIC PROBLEMS OF THIS COUNTRY. THE FEDERAL
GOVERNMENT HAS AN OVERARCHING RESPONSIBILITY TO ENSURE PROPER
CONDITIONS FOR THE ECONOMIC WELL-BEING OF THE NATION AND ITS
CITIZENS.  ESTABLISHING A CLIMATE FOR ECONOMIC GROWTH AND
ASSURING INCOME SECURITY ARE TASKS THAT ONLY THE FEDERAL
'GOVERNMENT CAN DO EFFECTIVELY. UNLESS THERE IS A STRONG
NATIONAL ECONOMY, AS A PRIME GOAL OF FEDERAL LEADERSHIP, STATES
CANNOT INDEPENDENTLY RAISE ENOUGH REVENUE TO MEET THEIR
RESPONSIBILITIES, AND THE ENTIRE FEDERAL SYSTEM IS GREATLY
WEAKENED.
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FISCAL CONCERNS

GOVERNOR MATHESON HAS PROVIDED YOU WITH A BRIEFING ON THE
FISCAL CONDITION OF THE STATES AND ON THE IMPACT THAT THE
PRESIDENT'S BUDGET WOULD HAVE ON MAJOR STATE PROGRAMS. THE
INFORMATION HE HAS PROVIDED INDICATES, I BELIEVE, THAT THERE IS
SERIOUS CAUSE FOR CONCERN WITHIN THE FEDERAL SYSTEM. THE
CAPACITY OF STATES TO FINANCE IMPORTANT PROGRAMS IN AREAS
RANGING FROM INCOME SECURITY TO ENVIRONMENTAL PROTECTION IS
JEOPARDIZED. FACED BY SHORTFALLS IN THEIR OWN REVENUE DUE TO
THE RECESSION, COUPLED WITH ALREADY ENACTED AND PROPOSED
CUTBACKS IN FEDERAL AID, STATES HAVE AN ALMOST IMPOSSIBLE JOB TO

BALANCE GROWING NEEDS AND LIMITED RESOURCES.

WHILE THE GOVERNORS HAVE CALLED FOR SORTING OUT
RESPONSIBILITIES AND RESOURCES, THAT IS, FOR STRUCTURAL
FEDERALISM REFORM, THE RECESSION AND ITS IMPACT HAVE FOCUSED
THE CURRENT DEBATE ON FISCAL RELATIONSHIPS. THE PRESIDENT AND
CONGRESS HAVE BEEN WORKING FOR THE LAST SEVERAL YEARS TO FIND
WAYS TO REDUCE THE DEFICIT. IN THIS PROCESS MANY GRANTS TO STATE
AND LOCAL GOVERNMENTS HAVE BEEN CUT; AND NEW RESTRICTIONS HAVE
BEEN INTRODUCED INTO FEDERAL INCOME SECURITY PROGRAMS. THE
RESULT IS A REDUCTION OF THE FEDERAL ROLE WITHOUT PROVISION OF
ADDITIONAL RESOURCES FOR STATE AND LOCAL GOVERNMENTS TO

ASSURE THAT THEY CAN MEET LARGER RESPONSIBILITIES.
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UNDER THE PRESIDENT'S 1984 BUDGET, FEDERAL
INTERGOVERNMENTAL GRANTS OVERALL WOULD NOT KEEP PACE WITH
THE FISCAL REQUIREMENTS FOR SUSTAINING IMPORTANT SERVICES AT
CURRENT LEVELS. FURTHERMORE, AS YOU ARE MOST PROBABLY AWARE,
1983 FUNDING ALREADY INCORPORATED SIZEABLE REDUCTIONS MADE IN
1981. INTERGOVERMENTAL GRANTS ACCOUNTED FOR 14.4% OF THE
FEDERAL BUDGET IN FY 1981, BUT, UNDER THE PRESIDENT'S FY 1984
BUDGET PROPOSAL, SUCH GRANTS WOULD SHRINK TO 11.3% OF FEDERAL

SPENDING IN FY 1984 AND 10.4% IN FY 1987.

BLOCK GRANTS

NOT SURPRISINGLY, THE PRESIDENT'S FEDERALISM INITIATIVES HAVE
BECOME CLOSELY LINKED WITH BUDGET-CUTTING. ANALYSES OF THE
NATIONAL GOVERNORS' ASSOCIATION SHOW THAT FUNDING FOR EXISTING
BLOCK GRANTS, NOT COUNTING PRIMARY CARE (WHICH THE PRESIDENT
NOW PROPOSES TO HANDLE UNDER A REVISED GRANT), WAS REDUCED
10% BETWEEN 1981 AND 1983 AND THAT ANOTHER 10% CUT IS
RECOMMENDED FOR FY 1984, AT THE SAME TIME, NEW BUDGETED BLOCK
GRANTS IN FY 1984, NOT TAKING INTO ACCOUNT THE PRESIDENT'S FOUR
RECENTLY PROPOSED MEGA GRANTS, WOULD REDUCE EXPENDITURES ON
THESE NEWLY BLOCKED PROGRAMS BY 20% BELOW CURRENT LEVELS.
THESE ARE OVERALL FIGURES FOR THE BLOCKS, WITHIN WHICH MANY
INDIVIDUAL PROGRAMS ARE CUT MUCH MORE SEVERELY.
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UNFORTUNATELY, REFORMS THAT THE STATES SOUGHT THROUGH
BLOCK GRANTS - SIGNIFICANTLY - GREATER FLEXIBILITY FOR
DECISION-MAKERS AND PROGRAM OPERATORS TO SET PRIORITIES,
ALLOCATE FUNDS, AND REDUCE PAPERWORK - WERE NOT
INCORPORATED IN THE BLOCK GRANTS, AT LEAST PARTIALLY BECAUSE
OF LIMITATIONS SET BY CONGRESS. IN EFFECT, BLOCK GRANTS HAVE NOT
YET BEEN GIVEN A FAIR TEST. FUNDING REDUCTIONS, SHORT LEAD TIME,
AND UNCERTAINTY HAVE UNDERCUT THE VALUE OF THE LIMITED

ADDITIONAL FLEXIBILITY WHICH WAS AFFORDED.

EVEN SO, THERE HAVE BEEN GAINS FROM BLOCK GRANTS. THE
LIMITED ADDITIONAL TRANSFER AND REALLOCATION AUTHORITY DID
HELP STATES IN SOME MEASURE TO EASE THE DISRUPTIONS THREATENED
BY THE LARGE SOCIAL SERVICES CUTS IN TITLE XX. THE PUBLIC
PARTICIPATION PROCESS WAS NOTICEABLY AUGMENTED IN A NUMBER OF
STATES COMPARED WITH WHAT OCCURRED UNDER CATEGORICAL
PROGRAMS. ADDITIONALLY, THERE HAVE BEEN GAINS HERE AND THERE

IN ADMINISTRATIVE FLEXIBILITY.

THESE CONCLUSIONS ARISE FROM A THREE-YEAR NGA EFFORT,
BEGUN IN 1982, TO MONITOR THE STATE EXPERIENCE WITH BLOCK GRANTS.
THE NGA CENTER FOR POLICY RESEARCH IS CURRENTLY CIRCULATING A
QUESTIONNAIRE ON THE FY 1983 BLOCK GRANT PROCESS IN THE STATES,

AND THE RESULTS OF THIS WILL BE AVAILABLE IN THE NEAR FUTURE.
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THE PRESIDENT'S FEDERALISM INITIATIVE

THE PRESIDENT HAS KEPT FEDERALISM REFORM BEFORE US
THROUGH HIS RECENT PROPOSAL FOR FOUR NEW MEGA GRANTS. SUCH
GRANTS CERTAINLY MUST BE CAREFULLY CONSIDERED, BUT THEY DO NOT
IN THEMSELVES, WITHOUT VESTING BROAD OPERATIONAL AUTHORITY IN
THE STATES, CONSITUTE FEDERALISM REFORM. IN THIS CONNECTION I AM
DISAPPOINTED THAT THE PRESIDENT HAS DECIDED NOT TO SUBMIT HIS
LANDMARK PROPOSAL FOR THE FEDERALIZATION OF MEDICAID, THOUGH I
DO RECOGNIZE THE DIFFICULT ISSUES INVOLVED. EITHER AS PART OF A
FEDERAL-STATE SWAP, AS ONCE CONTEMPLATED, OR IN SOME OTHER WAY,
»PR'OGvRESS IN THIS AREA IS IMPORTANT. | URGE THIS COMMITTEE TO PUT

THIS ISSUE ON ANY FEDERALISM AGENDA YOU MAY DEVELOP.

WE HAVE HAD LITTLE TIME TO STUDY THE FOUR PROPOSED MEGA
GRANTS. BASED ON NGA'S PRELIMINARY ANALYSIS, THE LOCAL
ASSISTANCE BLOCK GRANT WOULD BE LEVEL FUNDED. HOWEVER, THE
STATE BLOCK GRANT WOULD REPRESENT A 14% REDUCTION BELO_W FY
1983 LEVELS AND A 29% REDUCTION BELOW FY 1981, THE
TRANSPORTATION BLOCK GRANT WOULD TURN BACK ABOUT $2.2 BILLION
IN TAX REVENUES FOR ABOUT $2.4 BILLION IN HIGHWAY RESPONSIBILITIES,

A $200 MILLION SHIFT IN ADDITIONAL RESPONSIBILITIES TO THE STATES.
AS WRITTEN, THE STATE BLOCK GRANT WOULD PROVIDE

SUBSTANTIAL FLEXIBILITY FOR PRIORITY SETTING AMONG CONSOLIDATED

PROGRAMS. ALSO, AS SOME GOVERNORS WISHED, IT DOES NOT INCLUDE

22-897 0 - 83 - 3
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A NUMBER OF PROGRAMS ORIGINALLY PROPOSED FOR TURNBACKS UNDER
THE NEW FEDERALISM -- ACTIVITIES SUCH AS LEGAL SERVICES, MIGRANT
HEALTH CLINICS, AND BLACK LUNG CLINICS. HOWEVER, THE FUNDING
REDUCTION IS SIZEABLE AND OFFSETS SOME OF THE VALUE OF THE
FLEXIBILITY. MOREOVER, IT RAISES THE QUESTION OF WHETH!ER THE
SUBSTANTIAL INCOME SECURITY FUNCTIONS CONSOLIDATED IN THE BLOCK

GRANT CAN BE SUSTAINED WITH THE LOWER FUNDING.

THE TRANSPORTATION BLOCK GRANT CONTAINS SAFETY PROGRAMS
WHICH ‘NGA BELIEVES SHOULD BE RETAINED AT THE FEDERAL LEVEL.
ALSO, IT EARMARKS A SMALLER PROPORTION OF AVAILABLE FUNDING FOR
NONPRIMARY BRIDGES THAN THE CURRENT PROGRAM. OTHERWISE, THIS
BLOCK GRANT IS GENERALLY CONSISTENT WITH QOUR POLICY. IT IS BEING
REVIEWED IN GREATER DETAIL BY THE NGA COMMITTEE ON

TRANSPORTATION, COMMERCE, AND TECHNOLOGY.

THE RURAL HOUSING BLOCK GRANT APPEARS TO CONTAIN A 65%
FUNDING REDUCTIONS FROM 1983 TO 1984. WE ARE WORKING WITH NGA
HOUSING EXPERTS TO DETERMINE THE IMPACT THIS LARGE CUT WOULD

HAVE ON CITIZENS WHO RELY ON THESE PROGRAMS.

1 DO NOT KNOW HOW NGA WILL ULTIMATELY COME DOWN ON THE
TAX TURNBACK ISSUE, WHICH AFFECTS BOTH THE STATE BLOCK GRANT
AND THE TRANSPORTATION BLOCK GRANT. WE DID SOME WORK ON THIS

QUESTION AS PART OF THE FEDERALISM NEGOTIATIONS LAST SPRING AND
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FOUND THAT EXCISE TAX TURNBACKS WOULD CREATE SERIOUS
STATE-BY-STATE DISPARITIES. FOR EXAMPLE, STATE CONSUMPTION
PATTERNS FOR ALCOHOL AND TOBACCO VARY SO DRAMATICALLY THAT
ONE STATE WOULD BE CAPABLE OF RAISING 200% OF ITS ORIGINAL TRUST
FUND ALLOCATION BY REIMPOSING THE EXCISE TAXES AT THEIR CURRENT
RATES, BUT TEN STATES COULD RAISE LESS THAN 40% OF THEIR TRUST
FUND PAYMENTS BY TAKING COMPARABLE ACTION. REVENUE
DIFFERENTIALS LIKE THIS MUST BE ADDRESSED BEFORE A TURNBACK CAN
BE APPLIED EQUITABLY AMONG THE STATES.

BLOCK GRANTS--ADEQUATELY FUNDED AND OFFERING WIDE
DISCRETION TO STATE AND LOCAL GOVERNMENTS -- ARE CONSISTENT
WITH NGA POLICY. WE ARE AVAILABLE TO WORK WITH THE PRESIDENT
AND WITH YOU TOWARD THEIR ADOPTION.

FEDERALISM REFORM

THE GOVERNORS' VIEW IS, HOWEVER, THAT THE FEDERAL
GOVERNMENT AND THE STATES SHOULD FOCUS ON THE MORE
FUNDAMENTAL PURPOSES AND DIRECTIONS OF THE FEDERAL SYSTEM.
ONLY WITH A COMMON UNDERSTANDING OF GOALS AND RESPONSIBILITIES,
FEDERAL AND STATE, CAN THERE BE A NATIONAL CONSENSUS ON PROPER
RELATIONSHIPS WITHIN PROGRAM AREAS AND WITHIN THE TAX SYSTEM.
AS GOVERNORS, OUR CONTINUED COMMITMENT TO FEDERALISM REFORM
WAS DEMONSTRATED YESTERDAY WHEN THROUGH NGA WE ADOPTED THE
POLICY POSITION I AM SUBMITTING FOR THE RECORD. WE BELIEVE THAT
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THE FISCAL CONSTRAINTS FACED BY THE THREE LEVELS OF GOVERNMENT
RENDER THOUGHTFUL RESTRUCTURING OF THE FEDERAL SYSTEM ALL THE
MORE IMPERATIVE. CONTINUED COMPLEXITY, OVERLAP, AND
UNACCOUNTABILITY ARE SIMPLY INTOLERABLE IN VIEW OF THE LIMITED

DOLLARS WE HAVE TO ALLOCATE AND HEAVY DEMANDS WE MUST MEET.

BEYOND EMPHASIZING OUR BELIEF THAT FEDERALISM REFORM
INITIATIVES MUST BE PURSUED, THE GOVERNORS' FEDERALISM STATEMENT
CALLS FOR THE DEVELOPMENT OF A NATIONAL INCOME SECURITY POLICY,
WITH A LARGER FEDERAL RESPONSIBILITY IN THIS AREA, AS THE
CENTERPIECE OF FEDERALISM REFORM. THE FEDERAL ROLE IN ENSURING
THAT STATES HAVE THE FISCAL CAPACITY TO MEET THE REQUIREMENTS
OF THIS POLICY IS ALSO COVERED IN THE STATEMENT AS IS THE
GOVERNORS' WILLINGNESS, AS PART OF A BALANCED SWAP, TO ASSUME
GREATER RESPONSIBILITY FOR A VARIETY OF PROGRAMS SUCH AS
EDUCATION, COMMUNITY DEVELOPMENT, TRANSPORTATION, AND SOCIAL
SERVICES.

IN AN EFFORT TO PROMOTE DEBATE ON THIS ISSUE, THE GOVERNORS
HAVE DEVELOPED TWO ILLUSTRATIVE PROPOSALS. THE FIRST, PREPARED
TO ACCOMPANY THE INCOME SECURITY POLICY ADOPTED AT OUR WINTER
MEETNG JUST A-YEAR AGO, SUGGESTS A PROCESS FOR ESTABLISHING A
MORE RATIONAL NATIONAL NEEDS-TESTED CASH ASSISTANCE PROGRAM
BASED ON THE CURRENT AFDC AND FOOD STAMP PROGRAMS. THE
SECOND, SUBMITTED TO THE PRESIDENT ON NOVEMBER 19, 1982, DESCRIBES

A PHASED APPROACH TO THE FEDERALIZATION OF MEDICAID. WE BELIEVE
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THAT EITHER APPROACH COULD BE ACCOMPLISHED EVEN IN THIS PERIOD
OF FISCAL CONSTRAINT, AND WE URGE CONGRESS TO CONSIDER THEM
BOTH AS YOU REVIEW THE ADMINISTRATION'S PROPOSALS.

SPEAKING NOW AS AN INDIVIDUAL, TO FOCUS ON A MATTER ABOUT
WHICH THERE IS YET NO OFFICIAL CONSENSUS AMONG THE GOVERNORS, I
BELIEVE FEDERALISM REFORMERS SHOULD BEGIN TO CONSIDER THAT
SIMPLE SORTING OUT WILL NOT RESOLVE ALL FEDERALISM PROBLEMS. IN
MOST AREAS THERE IS BOTH A FEDERAL AND A STATE-LOCAL INTEREST.
THE FEDERAL INTEREST IS IN SETTING BROAD OBJECTIVES AND, PERHAPS,
PERFORMANCE STANDARDS. THE STATE—LOCAL INTEREST IS IN DESIGNING
DELIVERY SYSTEMS AND COMPLEMENTING FEDERAL RESOURCES SO THAT
THE PRIORITY NEEDS OF AMERICAN CITIZENS ARE EFFECTIVELY
ADDRESSED WITHIN THE NATIONAL FRAMEWORK.

GIVEN THE DIVERSE FISCAL CAPACITY OF THE STATES, THE FEDERAL
GOVERNMENT SHOULD ENSURE THAT EACH STATE HAS THE RESOURCES TO
MEET NATIONAL AND STATE GOALS WITHOUT UNDUE BURDENS ON THE
TAXPAYERS OF ANY STATE. OUR FEDERALISM AGENDA SHOULD PROMOTE
THE FEDERAL RESPONSIBILITY FOR DISTRIBUTING NATIONAL RESOURCES
EQUITABLY AND GUARANTEEING THE AVAILABILITY OF ESSENTIAL
SERVICES. THIS NATIONAL ROLE SHOULD BE BALANCED WITH THE
LEGITIMATE INTEREST OF STATE AND LOCAL GOVERNMENTS TO CARRY
OUT PROGRAMS WHICH ADDRESS THE NEEDS OF THEIR CITIZENS MOST
EFFECTIVELY. MY PERSONAL BELIEF IS THAT THIS APPROACH TO THE
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FEDERAL ROLE IN INCOME SECURITY AND OTHER NATIONALLY ACCEPTED
UNDERTAKINGS HOLDS GREAT PROMISE.

THE NATIONAL GOVERNORS' ASSOCIATION APPRECIATES THE
CONTINUED INTEREST OF CONGRESS IN FEDERALISM REFORM. WE WILL
WORK WITH YOU IN ANY WAY YOU MAY FIND HELPFUL TO ADVANCE THE

PRIINCIPLES OUTLINED IN OUR POLICY STATEMENT.
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Policy Adopted by the Attachment A
National Governors' Association

March 1, 1983
FEDERALISM

. THE NATIONAL GOVERNORS' ASSOCIATION CONTINUES TO SUPPORT
THOUGHTFUL ACTION TO RESTRUCTURE THE FEDERAL SYSTEM TO IMPROVE ITS
EFFECTIVENESS AND ACCOUNTABILITY. THE CURRENT SYSTEM REMAINS
OVERLY COMPLEX, LARGELY UNACCOUNTABLE AND WASTEFULLY
UNCOORDINATED. IN VIEW OF THE CONSTRAINTS ON THE REVENUES OF ALL
LEVELS OF GOVERNMENT IN THE FORESEEABLE FUTURE, IT IS VITAL THAT NEW
WAYS BE FOUND TO IMPROVE THE FEDERAL-STATE PARTNERSHIP. CHANGE IS
NEEDED, AND CHANGE IS POSSIBLE.

THE GOVERNORS REMAIN CONVINCED THAT CF_RTAIN’ PRINCIPLES MUST
CONTINUE TO GUIDE THE REVITALIZATION OF THE FEDERAL SYSTEM. THESE
PRINCIPLES INCLUDE:

o A NATIONAL POLICY ON INCOME SECURITY FOR THE NEEDY
WITH A LARGER FEDERAL RESPONSBBILITY SHOULD BE
DEVELOPED AS THE CENTERPIECE OF A REFORMED FEDERAL
SYSTEM;

<] AS A FIRST STEP TOWARD THIS NATIONAL POLICY, THE FEDERAL
GOVERNMENT SHOULD DEVELOP A NATIONAL PROGRAM OF
MEDICAL CARE FOR THE NEEDY FINANCED FROM FEDERAL
RESOURCES;
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IN ORDER TO FUND THESE PROGRAMS AND TO PRESERVE THE
CURRENT BALANCE OF COSTS WITHIN THE FEDERAL SYSTEM,
THE STATES REMAIN READY TO CONSIDER THE ORDERLY
TURNOVER TO THEM OF A COMPARABLY PRICED SET OF
PROGRAM RESPONSIBILITIES SUCH AS EDUCATION, COMMUNITY

DEVELOPMENT, TRANSPORTATION AND SOCIAL SERVICES.

THE FEDERAL GOVERNMENT HAS A SPECIAL ROLE AND
RESPONSIBILITY TO ENSURE THAT STATES HAVE THE FISCAL
CAPACITY TO MEET THE REQUIREMENTS OF THE NATIONAL
INCOME SECURITY POLICY AND OTHER FEDERALLY"
ARTICULATED NATIONAL GOALS;

THE FEDERAL GOVERNMENT HAS A SPECIAL ROLE AND
RESPONSIBILITY TO ASSIST THE STATES TO MEET THE NEEDS OF
SPECIAL POPULATIONS SUCH AS REFUGEES, MIGRANTS AND
INDIANS;

THE FEDERAL RESPONSIBILITY TO ASSURE EQUALITY OF ACCESS
AND DUE PROCESS MUST BE MAINTAINED;

WHILE LOCAL GOVERNMENTS MUST BE ASSURED THAT
RESOURCES WILL CONTINUE TO BE MADE AVAILABLE FOR
PRIORITY NEEDS, THE FEDERAL GOVERNMENT SHOULD WORK TO
END THE DISRUPTIVE BY-PASSING OF STATE GOVERNMENTS IN
ITS LOCAL SERVICES PROGRAMS;
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THE GOVERNORS RECOGNIZE THAT CURRENT FISCAL CONSTRAINTS
ON THE FEDERAL GOVERNMENT MAY AFFECT THE PACE OF THE
REORGANIZATION AND REVITALIZATION OF THE FEDERAL SYSTEM. AT THE
SAME TIME, WE ARE CONVINCED THAT THESE CONSTRAINTS SHOULD NOT
SERVE AS A REASON TO ABANDON CURRENT FEDERAL GRANTS WITHOUT
OFFSETTING INCREASES IN FEDERAL FUNDING OF FUNCTIONS, NOTABLY
WELFARE, WHICH OUGHT TO BE PRIME FEDERAL RESPONSIBILITIES. FISCAL
FEDERALISM, THE INTERWOVEN PATTERN OF FEDERAL, STATE, AND LOCAL
REVENUES IN FINANCING THE NATION'S PUBLIC SERVICES, MUST BE GUIDED
BY THE SAME PHILOSOPHICAL UNDERPINNINGS AS MORE SUBSTANTIAL
RESTRUCTURING PROPOSALS.

THE GOVERNORS BELIEVE THAT THE CURRENT FISCAL 'CRISIS MAKES
IT EVEN MORE ESSENTIAL THAT OUR FEDERALISM GOALS BE PURSUED.
THE PROPOSAL OF THE EXECUTIVE COMMITTEE, TRANSMITTED TO THE
PRESIDENT ON NOVEMBER 19, 1982, IS ILLUSTRATIVE OF ONE APPROACH
THAT COULD HELP ACHIEVE THOSE GOALS WITHOUT SUBSTANTIAL
ADDITIONAL COST TO THE FEDERAL GOVERNMENT. THE GOVERNORS ALSO
REITERATE THEIR SUPPORT FOR THE INCOME SECURITY POLICY ADOPTED
AT THE 1982 WINTER MEETING AND FOR THE ILLUSTRATIVE PROPOSAL WHICH
ACCOMPANIED THAT POLICY.

THE GOVERNORS ARE AWARE THAT THE PRESIDENT HAS REITERATED HIS
SUPPORT FOR FEDERALISM REFORM BY PROPOSING THE CREATION OF FOUR
NEW BLOCK GRANTS. THE GOVERNORS REMAIN COMMITTED TO THE
EXPLORATION OF BLOCK GRANTS AND OTHER FEDERALISM ALTERNATIVES



_BOTH ON THEIR OWN AND IN COOPERATION WITH THE ADMINISTRATION AND
CONGRESS. SUCH ALTERNATIVES WILL BE JUDGED AGAINST THEIR ABILITY TO
SIMPLIFY THE FEDERAL SYSTEM AND THEIR COST IMPLICATIONS. WE ARE NOT
PREPARED TO ACCEPT, AND WILL STRONGLY OPPOSE, ATTEMPTS TO SHIFT
CURRENT FEDERAL COSTS BACK TO STATES AND LOCALITIES UNDER THE GUISE
OF FEDERALISM.
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TY 1984 BLOCK GRANT PROPOSAL. L

(Does not include the four Federalism

PXOPUSED FUNDING FUK EXISTING BLOCK GRANTS

(BUDGET AUTHORITY IN MILLIONS

Attachment B

mega block grants)

3

§ CHANGE S CHANGE % CHANGE

$ CHANGE
ACTUAL EST, PROPOSED 83-84
PY 1981 FY 1983 ry 1984 PROPOSED
LOW INCOME ENERGY ASS'T. B.G. 1850 1978 1388 -67%
COMMUNITY SERVICES BLOCK GRANT 525 361 @ -361
SOCIAL SERVICES BLOCK GRANT 2991 2458 2598 50
EDUCATION BLOCK GRANT 523 451 451 4
MATERNAL AND CHILD HEALTH 456 m n -]
ADAMHA BLOCK GRANT 541 439 413 ]
PREVENTIVE HEALTH 93 86 8S -1
CDBG 3695 3486 3se0 44
EXISTING BLOCK GRANT TOTAL 18673 9599 8648 -942

e WD REVISED BLOCK GRANTS PROPOSED IN THE FY 1984 BUDQET
$ CHANGE
ACTUAL EST. PROPOSED 83-84
PY 1981 FY 1983 PY 1984 PROPOSED
INDIAN HOUSING BLOCX GRANT /2 485 374 76 -298
(PUBLIC HOUSING) 472 362 NA NA
(MUTUAL SELP-HELP HOUSING) 13 13 NA NA
SCIENCE AND MATH EDUCATION NA NA 50 S8
GENERAL NUTRITION 766 759 538 -22¢
{SUMMER FEEDING) 149 9 NA NA
{SCHOOL BREAKFAST) 323 327 NA NA
(CHILD CARE FEEDING) 295 B2 R NA NA
OLDER AMERICANS CONSOLIDATION 1949 1854 998 -56

(COMMUNITY SERVICE EMPLOYMENT FOR

OLDER AMERICANS) 277 282 NA NA
{ADMN. ON AGING PROGRAMS) 673 672 NA NA
(NUTRITION TRANSFER FROM AGRIC.) 98 lae NA NA
EXPANDED PRIMARY CARE BLOCK GRANT 567 468 460 a
(PRIMARY CARE BLOCK GRANT) 319 295 NA NA
(FAMILY PLANNING) 182 124 NA NA
(MIGRANT HEALTH) 42 38 NA NA
(BLACK LUNG CLINICS) 4 3 NA NA
NEW BLOCK GRANT TOTAL 2858 2647 2119 -528
13531 12238 10768 -1470

ALL BLOCK GRANT ‘TOTAL

/1 ’lbt.alsdam:addduewrmmding.

/2 Budget detail was {nsuffici

Indian programs consolidate

ent to determine the complete 14
4 into the proposed block grant,

83-84 FY 1981 Fy 198]
PROPOSED ~FY 1984 -FY 1984
-3¢ -558 -3
-180 -525 -180
2 -491 -16
e =72 -14
o -83 -18
8 -102 -19
-1 -8 -8
1 -195. -5
-8 -2028 -19
¥ CHANGE § CHANGE \ CHANGE
83-84 ¥Y 1981 FY 1981
PROPOSED -FY 1984 ~PY 1984
-8 -409 -84
NA NA NA
NA NA NA
NA 59 NA
-3a -231 -39
NA NA NA
NA NA NA
NA NA NA
-5 -42 -4
NA NA NA
NA NA NA
NA NA NA
] -107 -19
NA - A
NA NA NA
NA NA NA
NA NA NA
-20 -739 -26
-12 -2764 -20
sting of
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Attachment C

ADMINISTRATION NEW FEDERALISM BLOCK GRANT PROPOSALS

* PROGRAM

REHABILIATION SERVICES
VOCATIONAL EDUCATION

ADULT EDUCATION

STATE ED. B.G.

WIN

LOW INCOME ENERGY ASS'T
SOCIAL SERVICES BLOCK GRANT
CSA BLOCK GRANT

ADAMHA BLOCK GRANT

MATERNAL AND CHILD HEALTH B.G.

RURAL WATER & WASTE DISPOSAL GRANTS

WATER AND SEWER FACILITY LOANS
COMMUNITY FACILITY LOANS

CDBG NON-ENTITLEMENT PORTION
WASTE WATER TREATMENT (EPA)
CHILD WELFARE SERVICES

CHILD WELFARE TRAINING
ADOPTION ASSISTANCE

FOSTER CARE

PREVENTIVE HEALTH & HEALTH SERVICES

_ CHILD ABUSE STATE GRANTS
RUNAWAY YOUTH

SUBTOTAL STATE BLOCK GRANTS
FEDERAL~LOCAL BLOCK GRANT

'GENERAL REVENUE SHARING
CDBG-ENTITLEMENT PORTION

SUBTOTAL FEDERAL LOCAL BLOCK
TRANSPORTATION BLOCK GRANT
URBAN SYSTEM
SECONDARY SYSTEM
NON-PRIMARY BRIDGES
HIGHWAY SAFETY (FHWA 402 GRANTS)
HAZARD ELIMINATION
RAIL-HIGHWAY CROSSING

SUBTOTAL TRANSPORTATION BLOCK
RURAL HOUSING BLOCK GRANT

COMBINED PROGRAMS
PROGRAM PHASEDOWN

SUBTOTAL RURAL HOUSING BLOCK

TOTAL FEDERALISM PROPOSAL

TOTAL COMPARED TO FY 1981

FY 1981
ACTUAL

923.75
667.60
1pe.o0
492.36
365.990
1849.50
2991.1¢
524.59
5408.92
456.23
200.00
750.@¢8
26¢.00
925.58
3900.002
163.55
5.28
5.08
349.28
93.20
6.88
11.08

155806.05

4567.00
2667.10

7234.18

860.990
600.00
736.0¢

16.0¢
2p0.08¢
190.08

2536.00

3943.22
na

3943.22

FY 1983
ACTUAL

1006.47
713.82
95.09
458.66
27@8.76
1975.00
2450.00
360.59
439.00
373.02
125.00
375.80
130.900
1919.99
2430.006
156.33
3.82
5.080
395.00
86.36
6.72
21.580

12888.78

4567.00
2379.62

6946.60

800.00
400.00
51g.062

18.00
2008.00
1906.20

2119.09

3479.25
na

3479.25

(IN MILLIONS OF DOLLARS)
BUDGET AUTHORITY

FY 1984
ADMIN,

10986.47
' 492.84
.60
450.66
.29
1300.90
2500.00
.08
439.00
373.00
90.90
250.900
100.08
1619.90
2400.00
156.00
.60
5.00
440.00
85.30
7.69
18.00

11125.17

4567.00
2379.680

6946.60

800.00
650.00
slg.ee

19.00
200.09
190.00

2360.00

850.00
374.5¢

1224.5¢2

29293.37 25424.63 21656.27

$ CHANGE
1983-84

.20
-2208.98
-95.080
.08
-276.76
-675.90
50.00
-360.58
.00

.08
~35.0¢0
-125.08
-30.00
.00
~30.00
-.33
~3.82
.08
45.00
~1.008
.28
~11.58

-1763.61

.00
.08

.00
250.02
.08
.00
.08
.00

250.29

~2629.25
na

-2254.75

-3768.36

-8611.61

% CHANGE
1983-84

.00
-30.96
-168.80
.00
~108.00
-34.18
2.084
~-166.00¢
.00

.00
~-28.00
-=-33.33
-23.08
.00
~1.23
-.21
~-160.08
.00
11.39
-1.16
4.17
~-53.49

-13.68

.09
.20

.00

.00
62.50
.00
.00
.00
.00

11.85

~75.57
na

-64.81

-14.82

-26.07
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January 12, 1982

. A National Income Security Program

An Illustrative Proposal

The National Governors' Association's Cormittee on Human Resources
. has recommended that, at its 1982 Winter Meeting, the Association reaffirm
"its position that the federal governmert must assume the primary responsi-
bility for the financing of a comprehensive income security program that
will encompass cash assistance, inkind benefits and medical care for the
poor. In the past the Association has suggested that this expanded
federal role might be accomplished as part of a broader examination of
federalism in which the states might, in turn, assume a larger responsi-
bility for certain other programs currently aided by the federal government.

To provide a better base for the analysis of such a concept, the
Committee on Human Resources requested the Staff Advisory Council and
the Human Resources Liaison Committee to develop an illustrative proposal
that would describe a federal program consistent with the proposed NGA
policy. Staff has completed this task and the proposal is described
below..

While consistent with the proposed policy and acceptable, in broad
approach, to the Committee, the illustrative proposal is not proposed
for official adoption by the Association. We believe that such action
at this time would inhibit the development of additional, perhaps more
effective, alternatives. Instead, we believe that the proposed policy

- provides the framework for more effective discussions with the Congress
and the Administration while this illustrative proposal demonstrates the
feasibility of developing a comprehensive national program and provides
a framework for analyzing various sorting out options and an example of
the types of changes that may be possible.

A comprehensive program could be developed 'in four distinct parts
to minimize additional costs and to maintain a distinction between those

expected to work .and those not expected to work. Those parts would
include:

(<] adults ngt expected to work due to their age and the disabled
o single parent families with children
o intact families with children

o single adults and childless couples expected to work
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In developing its recommendations, the elements of each program
segment include:

000000000

initial federal benmefit
ultimate federal benefit
form of benefit
administrative agency
work requirement

work incentives

state supplements
medical benefits

other provisions

It is important to recognize that some states may seek to supplement
federal benefits. Such supplements should be totally voluntary and they
should not be a condition of eligibility for basic benefits. Neither
should states be required to extend state financed benefits to any
specific groups of residents.

Adults Not Expected to Work Due to Age and the Disabled

Q)

€]

&)

(ON

(5)
(6)

.M
(8)

¢))

Initial Federal Benmefit: Current SSI federal benefit plus the
value of food stamps and non emergency energy assistance
provided to an individual or ccuple with no other income or
state supplements

Ultimate Federal Bemefit: 100% of faderal poverty level.

Form of Benefit: Cash

‘Administrative Agency: Social Security Administration

Work Requirements: None

Work Incentives: None; except reasonable costs of work should
be considered in determining available income

State Supplements: Allowed without penalty

Medical Benefits: Full federal financing cf current mandatory
Medicaid services and up to 90 days of long-term care; continued
matching at current rate for optional services selected by the
state

Other Provisions: A special additiomal federal benefit should
be provided for those with special living expenses due to a
physical or mental disabllity; federal benefits weuld continue
during instituticnalization .
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Single Parent Families With Children

(&9)

(2)

3
(&)
(5)

(6}

&)

®

€))

Initial Feceral Benmefits: $450 per month for a family of four
to reflect differences in cost of living; elimination of food
stamp benefits and non emergency ‘energy assistance

Ultimate Federal Benefit: 100% of federal poverty level

Form of Benefit: Cash

Administrative Agency: Federal or state at state option

Work Requirement: Strong work requirement for all adults not
required to be in the home to care for young children or
other dependents unable to remain alone; states would be
expected to develop and finance job development and training
programs; grant diversion would be allowed to subsidize
short-term employment

VWork Incentives: Income disregards sufficient to assure that

persons who work are always better off than those who do not
work

State Supplements: Allowed without pemalty so long as total

benefits do not exceed 130 percent of poverty; no fede:al
participation in state supplements

Medical Benefits: Full federal financing of current mandatory
‘Medicaid services and up to 90 days of leng-term care; con-—

tinued matching at current rate for optional services selected
by the states

Other Provisions: States may continue to provide assistance
to families with an unemployed primary wage earmer as in
current program or elect to participate in the program for
intact families

Intact Families With Children

N
)

3)

Initial Federal Bemefit: Current value of food stamp benefit
to family with no other income

Ultimate Federal Benefit: Initial benefit plus regular cost
of living adjustments

Form of Benefit: Cash, stamps or vouchers at state options
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(4) Administrative Agency: State ; -

- (5) Work Requirement: As in food stamp program
(6) Work Incentive: As in food stazp program
(7) State Supplements: Allowed without penalty so long as total

benefits do not exceed 130 perceat of poverty; no federal
participation in state supplements :

(8) Medical Benefits: No new federal benefits

(9) Other Provisions: Initial benefit 2y be increased to reflect
the value of non emergency energy assistance

Single Persons and Childless Couples

(1) 1Initial Federal Bemefit: Curreat value of food stamps to
family with no other income

(2) Ultimate Federal Bemefit: Initial bemefit plus regular cost
of living increases .

(3) Form of Benefits: Cash, stamps or vouchers at state optiom

‘(4) Administrative Agency: State

(5) Work Requirement: "As in food stam program
(6) Work Incentive: As in food stacp program
(7) State Supplements: Allowed without penalty so long as total

benefits do not exceed 130 percent of poverty; no federal
participation in state supplement

(8) Medical Benefits: No new federzl tenefits
(9)- Other Provisions: None

B These changes will move quickly to establisn the paramount federal
role. in providing income security for the aged, the disabled and single
parent families with children. .Initial costs are relatively low. While
benefits will increase in a number of states, much of the additional
federal costs will be offset by other federal or state savings vwhich, in
turn, would provide the basis for a sorting cut proposal. To the extent
that benefits do increase, they will be directed to those most in need.
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Additional federal expenditures will be required as the federal
basic benefit is increased. As the base increases, less and less of
these benefits will be offset by state savings. As a result, to the
extent that federal cost increases are to be financed from state aid, -
states must be prepared, in most instances, to value not only the
"savings" but the investment in a higher standard of living as well.

22-897 0 - 83 - 4
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COST ESTIMATES OF AN "ILLUSTRATIVE PROPOSAL"

Two elements are critical to the fiscal evaluation of any- income
security proposal. First, it is necessary to estimate the impact on
program costs so as to determine whether or mot the total level of
expenditure is acceptable. Second, it is necessary to estimate the
impact on expenditures on a state by state basis to determine the
feasibility of alternative sorting out or swap proposals.

Unfortunately, neither the National Governors' Association nor the
Department of Health and Human Services have the data needed to provide
accurate current estimates or projections. However, some rough approxi-
mations are possible and should provide sufficient basis for evaluating
the basic concepts contained in the "illustrative proposal". Much more
detailed and accurate estimates are necessary for the design of a
detailed proposal for formal consideration by the Association or Coengress.

In rerms of overall fiscal impact, the "illustrative proposal” can
be divided into three parts: AFDC, Medicaid and other cash/inkind
assistance. In relation to the AFDC portien, federal models suggest
that total AFDC expenditures'at the federal level would increase by
approximately $9.3 billienm. Of this total, approximately $4.0 billion
reflects direct reductions in state expenditures while an additional
amount would be realized through the elimination of food stamp benefits
to this population. It would appear that such savings might range from
$4 to $5 billion. The total additional program costs would be less than
$1 billion. Using an alternative technique we have estimated that the
total new benefits in states that are subject to a benefit increase
would equal less than $1 billion. This, it appears reasonable to assume
that the overall cost increase would be wmder $1 billion or well within
the levels of program reductions that they have already been adopted for
FY 82. 1In effect, the "illustrative proposal” merely proposes the

. restoration of the federal contribution to its pre-FY 82 level.

Ia relation to the Medicaid program, the primary additional program
expenditure would be for comverage to those families made newly eligible
for AFDC cash benefits., Federal models suggest that the new beneficiaries
would total abcut 300,000 and that Medicaid costs could Increase by
about $175 million per year. All other federal increases for medical
care should be offset by state savings of a similar scale.
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The inkind estimates are more difficult as we do not have sufficient
current data on participation rates by cash assistance recipients. How—
ever, since in most instances we are dealing only with the treatment of
assistance income, - there should be dollar for dollar savings in state
expenditures. These funds would therefore theoretically be available
for sorting out and could offset federal increases.

An accurate assessment of the impact of the provision of a minimm
food stamp benefit to SSI recipients will require a separate estimate.
However, most of the increase, if properly designed, should be due to
increased participation rather than benefit eshancement. As a result,
it is questionable whether such costs should be attributed to this
program.

On a state by state basis, information is more limited. Table 1
which is attached, estimates the state by state savings for AFDC based
- upon calendar 1980 expenditures. Table 2 estimates the cost of increased
benefits in the seventeen states which have combined benefits below the
proposed $450 floor. Neither table projects the impact of additional
caseload.

We are currently processing data to provide a rough approximatrion
of the Medicaid impact so as to show state by state savings for the
changes proposed. This data does not include all the mandatory services
and is unable to isolate the costs of nursing home care in excess of
ninety days. We are exploring the possibility of further refinements
but it appears unlikely that such information would be developed with a
special study. This rough data will be mailed separately or made available
for the meeting.
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Table 1

Projected Savings (AFDC) - Illustrative Pi'oposal‘*

Estimated State Savingg

(Based on Actual Calendar 1980 Data)

Source: Millions of Dollars

State Comments . State Comments
Alabama $ 24 Nebraska 8
Alaska 5 Nevada 5
American Samoa - New EHampshire 5
Arizona 15 New Jersey 141
Arkansas 14 New Mexico 13
California 259 New York 276
Colorado 24 North Carolina 49
Connecticut 83 North Dakota 2
Delaware 10 Northern Mariana Is -
Florida 83 Oaio 163
Georgia 45 Oklzhoma .21
Guam 1 Tegen 37
Hawaii 13 Pennsylvania 159
1daho -] Puerto Rico 15
Illinois 258 Rhode Island 15
Indiana 46 South Carolina
Iowa 26 South Dakota 3
Ransas 23 Tennessee 25
Kentucky ’ 43 Texas 52
Louisiana 37 Utzh 3
Maine 8 Ver=ont small net imc.
Yaryland 79 Virginia 67
Massachusetts 97 Virgin Islands .5
Michigan 153 Washington 53
Minnesota : 29 West Virginia 16
Mississippi 13 Wisconsin 94
Missouri 62 Wyoming 3
Montana . 4 D. C. 32

21 .
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- January 12, 1982

Page 4
Table 2
States Where Current AFDC and food Stamp Benefits
Are Less Than $450 per Month
Current Benefit to Family Estimated Cost to
State of 4 with no Other Iacome Increase current recipients
to the $450 minimum
Alabama $362/zmonth $67 million/year
Arizona 429 [
Arkansas 390 22
Florida 420 37
Georgia . 394 60
Kentucky 423 8
Louisiana 390 52
Mississippi 343 77
New Mexico 445 ' 1
North Carolina 406 42
Puerto Rico 350 . 55
South Carolina 369 L 56
Tenriessee 362 70
Texas 357 118
Virginia 437 10
Virgin Islands 443 -
West Virginia 433 6

Total $687 million

These numbers will increase based on the work incentives selected
and the actual participation rate experienced.
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Illustrative Federalism Proposal: Summary

Under the proposal, the federal government would assume responsibility
for all or a part of Medicaid in exchange for state assumption of a
comparable level of categorical programs. The Medicaid program would
be divided into three major components (acute care for SSI eligibles,
acute care for AFDC eligibles and long-term care) and would be designed so
that the federal government could assume one, two, OT three components of
the existing program. The needed federal revenues could be achieved by
state assumption of federal programs as shown in the following illustration.

Federal Responsibility State Responsibility
Component A: Acute Care Vocational and
Medicaid Benefits Rehabilitation $ .952
for SSI eligibles
($4.1 billion) Vocational and
Adult Education $ .740
State Block Grants
(ECIA Ch 2) $ .537
Small Cities Block
. Grant $1.020
CSA Block Grant $ .348

Preventive Health

Block Grant $ .082
ADMHA Block Grant $ .432
$4,111
Component B: Acute Care Medicaid Social Services
Benefits for AFDC Block Grant $2.400
Eligibles .

($5.3 billion) . Wastewater Treatment

Grants $2.400

Water and Sewer Grants $ .125

Water and Sewer Loans § .375

Community Facilities ’
Loans $ .130

$5.43
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Federal Responsibility State Responsibility
Component C: Long term care Turnback Option 1
($8.4 billion)
CETA $ 2.858
Child Nutrition $ 3.212
CDBG (entitlement) $ 2.419
$ B.489

Turnback Option 2
GRS $ 4.566

Transportation Programs § 4.0

Urban $ .8
Secondary .4
Bridges .9

Highway Safety and
Safety Construction .39

Primary i.5
$ 8.566

As shown in Tables 1-4, such a swap, while equal in national totals,
produces substantial winners and losers at the state level.

State-by-state disparities in the distribution of costs and savings
resulting from the proposed adjustment of responsibility for Medicaid and
federal grant programs would be resolved by adjustments in federal payments
to the states under grant programs that are retained at the federal level.

For example, Table 1 shows that under the proposal outlined as Component A
above, Alabama would “"save" $33.9 million if the federal government assumed

full responsibility for financing acute care services for SSI eligibles

but would assume $1i01 million in turnback programs, for a loss of $67.25 million.
Under the proposal, Alabama would receive a supplementary payment of

$67.25 million to balance the equation.

The funds for this supplementary payment would be generated.through
a reverse process affecting the states that gain in the proposal. California,
for example, would save $403.7 million more under the Component A Medicaid
proposal than it could assume in new responsibilities. Octher grant
payments to California~-for example, its highway allocation or its letter
of credit reimbursements--would be reduced by a comparable amount.

Tables 2-4 provide comparable data for the remaining components of
the illustrative proposal.
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eligibility is expanded. At the same time, expenditures for the federal
portion would decrease somewhat in many larger states that already

cover the medically needy. Staff recommend that this imbalance be
accepted, as it would be prohibitively expensive for a number of smaller
states to fund any net cost increases for its residents (for example,
program costs in Georgia would increase by about $100 million over
current acute care program costs of about $430 million) and as future
years savings in other states should more than offset any immediate
negative impact.

Long-Term Care: (Component C of the illustrative federalism proposal)
Long-term care represents the most difficult and divisive aspect of a
federalized Medicaid program. This is due to the unique role Medicaid
plays in the long-term care market place, the unique characteristics of
long-term care services, and the great apprehension most federal officials
have over the probable costs of a federal program for these services.

From the state perspective, the long-term care issue cannot be
ignored because of its very size. Long-term care services now represent
almost half of the costs of the state administered Medicaid program, and
the need for these services will continue to grow as the population
ages. State officials believe that the federal government should be
responsible for these costs, which are driven by economic and demographic
factors bevond the control of individual states.

The federal government has relatively little experience administering
long-term care programs. The federal Medicare program provides for less
than two percent of nursing home expenditures. States, through the
Medicaid program, are the major purchasers of long-term services, accounting
for half of nursing home expenditures nationally. State long-term care
reimbursement, capacity, service coverage and eligibility policies
therefore not only determine Medicaid long-term care costs, but also
profoundly affect the size and structure of each state's long-term care
industry. Because these state policies vary greatly from state to
state, the costs and use rates of long-term care services also vary
dramatically.

All states have instituted a variety of mechanisms to contain long-
term care cost increases. If the federal government were to assume full
programmatic and fiscal responsibility for long-term care, federal
officials fear that states would drop these often politically unpopular
controls, and costs would skyrocket. 1f, on the other hand, the federal
government instituted its own controls, such as very tight medical
eligibility and reimbursable capacity controls, there would probably be
substantial dislocations in a large number of states and an insensitivity
to unique local needs. This would inevitably mean substantial cost-
shifting back to the states.

Another important consideration is that the states are increasingly
moving to non-medical, non-institutional substitutes for nursing home
services. The development of such community-based services required
sensitivity to unique local circumstances. Many state officials question
whether the federal government, which has very little experience in
managing such personal support services, could directly finance such
care in a cost-effective way. It seems likely that any direct federal
program coverage of such services would be very limited, leaving states
with these responsibilities and costs.
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Alternative Long-Term Care Financing Structures: The NGA Medicaid
workIng group reached a consensus that full federal assumption of long-
term care was unrealistic. However, the staff could not reach a consensus
on a preferred alternative. Some states support an appropriately indexed
grant structure that would assume an adequate source of funds while
freeing states to increase the cost-effectiveness of services. Other
states prefer to continue an open-ended federal matching structure and
believe that an indexed grant would significantly increase the risk of
cost-shifting to the states. The indexed block grant is described below,
and the advantages and disadvantages of the alternative financing
arrangements are listed in the working group report, attached. In the
negotiating sessions last spring, the Administration proposed an indexed
block grant for long-term care through which the federal government
would assume total FY 1984 state and federal long-term care costs. The
proposal included the following specifications:

Funding: Each state would receive federal funding for all
projected FY 1984 current long-term care program costs regardless
of the category of eligibility of recipients receiving care.

For example, states would receive current program funding for
long-term care services for the "medically needy.” Expenditures
for SNF, ICF, ICF-MR, home health, mental hospital, personal care
and other services covered. under Section 1915 waivers would be
included. In subsequent years, the base year level would be
indexed to reflect providers' input cost increases, changes

in each state's at-risk population, and service intensity/utilization
changes. The Administration was also willing to adjust the

index to move towards greater equity in funding patterns among
states.

Eligibility: All federal SSI eligibles would be covered, and current
recipients would be "grandfathered." Beyond these requirements,
states would have broad latitude regarding eligibility policies,
including cost sharing and contributions by relatives (subject to
protection of spouses and minor children).

Services: States would be free to determine service coverage, to
limit choice of providers, and to provide the combination of medical
and support services appropriate to individuals' needs.

State officials have said that a number of safeguards would have to
be built into any long-term care block grant, including entitlement status
to avoid budget reductions, automatic funding adjustments for inflatiom,
intensity and population changes, an adequate funding level, and a fair
allocation formula.

Programs for State Assumption

The SAC proposal calls for state assumption of substantial program
responsibilities in consideration for the federal take over of Medicaid.
An initial cut at how such a trade might be structured is provided in the
summary on page five.. The turnback programs are taken from the list
developed by the Administration for use during the final negotiating
session last spring, with the addition of some transportation programs'
(primary, bridges, and construction safety). These are suggested as
candidates for turmback in the attached paper prepared by the Committee
on Transportation, Commerce and Technology.
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Programs that were listed in the Administration turnback initiative
but that were excluded for the purposes of this illustrative proposal

are:

o legal services;

income assistance programs such as low income energy assistance,
adoption assistance,and -foster care;

e social services programs such as child welfare, family
planning, runaway youth and child abuse, Maternal
and Child Health, primary care health centers, and
primary care research;

o local transportation programs including UMTA capital
and operating programs and Appalachian highways;

e The Urban Development Action Grants (UDAG) and
Women, Infants, and Children Program (WIC), which
were originally on the Administration's list but
have since been removed.

In addition, only one of the two turmbacks alternatives listed at Component
C is necessary to balance the long-term care swap, SO some of these
programs could also be excluded from-the NGA turmpack propousal.

In developing the illustrative listing, staff has tried to rank
the turnback programs so that those most likely to be acceptable to the
Governors and to the Congress are those associated with the highest
priority Medicaid components. Thus, those programs listed for Component
A, federal assumption of acute care responsibility for SSI recipients,
are those where little controversy has arisen over state assumption.
For Component B, federal assumption of acute care responsibility for the
AFDC-related Medicaid population, somewhat less desirable but possibly
still acceptable turnback options are offered. For example, turnback of
the wastewater treatment grants contradicts the working group recommendation
that no programs with federal standards attached be included in the
turnback to avoid unfunded mandates. However, inclusion is comsistent
with the Governors' position that it is acceptable for the treatment
grants to be phased out in the near future.

The turnbacks associated with Component C--the long-term care
portion of Medicaid--are those most likely to prompt disagreement. Each
of the options raises a different set of problems. The first would
trade state assumption of three programs -- CETA, child nutrition, and
the CDBG entitlement grants -- for federal takeover of long-term care.
Each of these three programs is undesirable for turnback: the CETA bill
just reauthorized contains a favorable state role and is the major
program through which the federal government has recognized its responsibility
for job creation. The child nutrition program has been declared off-
iimits for turmback through a congressional resolution. The entitlement
portion of CDBG is a top priority local program, and its inclusion in a
turnback will likely be strongly opposed by local officials.

The second option would swap General Revenue Sharing and transportation
programs for the long-term care portion of Medicaid. The major drawback
to this option is that including the transportation programs in the
turnback departs from the NGA policy that calls for separate treatment
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of the transportatiom programs. However, this option is being presented
because it offers new flexibility to exclude more social service programs
from the turnback list and because it is also consistent with the NCA
policy that identifies transportation as largely a state responsibility.

One notion Governors may wish to consider is to predicate their
support for sorting out on the stipulation that the 5¢ gasoline tax
increase being widely discussed in Congress is used to pay for the
transportation component of the turnback. The approximately $5.5 billion
that the tax increase could raise could be used to support new state
program responsibilities and to even out any state-by-state disparities
caused by the tax turnback. This concept would work only if the federal
government does not preempt the gas tax increase for its own programs
but instead used the 4¢ tax already levied for the initiatives it retains.
A fuller discussion of this issue is being prepared by the Transportation
Committee.

General Revenue Sharing is, of course, one of the more popular
local government programs, and its inclusion in the turnback could
raise local government concerns and certainly would trigger local pass-
through requirements. These provisions would limit the ability of
Governors to use the turnback to reallocate funding to high priority
programs.

Balancing Method

As shown in the tables that follow, roughly equal trades in financial
and program responsibilities at the national level produce substantial
winners and losers at the state level. This problem arises because the
distribution of Medicaid costs and of formula-driven grant payments ar
not equal. .

In some states, the costs of the federal programs turned back to
the states will exceed the state share of Medicaid services to be funded
by the federal government. These states will require additional federal
funds to be held harmless. In other states, the state share of the
Medicaid services to be funded by the federal government will be greater
than the cost of federal programs turned back to the states. These
states will need to return money to the federal government.

In order to facilitate this transfer process, the staff is proposing
the creation of a special revolving fund. Revenue to this fund will be
generated by allowing the Secretary of the Treasury to reduce the total
grants awarded to any state by the amount by which the Medicaid savings
exceed the cost of federal programs turned back. The grant fund balances
resulting from these reductions will be transferred to the revolving
fund, which would then be authorized to make payments to all other states
equal to the amount by which the total cost of programs turned back in
each state exceeds the Medicaid savings in that same state. The revenues
and expenditures in each year would be equal.

While maintaining the equalization concept of the turnback trust
fund proposed by the Administration, this proposal does not require the
same level of program turnbacks as did that trust fund. This is the
case because the turnbacks needed for the revolving fund need be equal
only to the total of Medicaid savings. Under the Administration's
proposal, the total of the turned back programs would be determined by
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the number of programs needed to offset Medicaid savings in the state

where such savings were greatest. Turnbacks in excess of $30 hillion and
general revenue funding of the trust fund were required in the Administrarion
proposal. By comparison, the largest component of the illustrative NGA
proposal assumes a turnback totalling about $18 billion.

The Staff Advisory Council considered establishing the equalization
procadure by applying the adjustment to a single grant program, AFDC,
which would be retained at the federal level. Further study indicated
that such an approach was not feasible, as the amount of money due to
the federal government from several states would exceed the federal
government's contribution to the cost of AFDC in those states. In’'a
number of other states, the amount of money due the states would exceed
the total non-federal cost of AFDC. As a result, the equalization fund
would not be large enough, unless states were to make a cash payment
to it, ana a new reimbursewent formula would be needed for the states
receiving additional funding. Moreover, there was some concern that the
reduction of AFDC reimbursement in some states would be seen as a reduction
in the federal role for income support and that the new formula might
have unexpected impact in the way in which states responded to welfare
needs.

Attachments



59

TABLE 1

COMPONENT A: ACUTE CARE FOR SSI ELIGIBLES
FISCAL DMPACT OF ILLUSTRATIVE FEDERALISM PROPOSAL

($ millions)
Column 1 Colums 3 Column &
STATE B Medicaid: Columa 2 Dollar Differencas: Dollar Difference
Curtent Program Turoback Madicaid-Turnback Medicaid~-Turnback
FY 1584 Total Positive Balances Negative Balances
TOTai SBER, 1T 4113, 111,37 -19%4, 2%
ALABRMG 33.92 181,17 .39 --T.29
ALASKA .13 11.42 .29 -5.2%
AR IZONR .80 6. 40 .20 -46. 42
ARKANSAS 23.21 . 64,14 .03 ~34.93
CRLIFORNI= 33%.10 231.33 483,75 -
COLORAR0O W71 45,37 . e =21.18
CONNECT ICUT 45. 04 47.3T .88 -1.22
CELAWRRE 5.37 1S.37 .29 -3.79
D.C. .0 29.79 12.92 -
FLORIDR 115.32 141.69 <09 -26.3
GEORGIA 28,32 119.84 .39 ~30.52
Helia Il 23.38 16.29 7.2 .20
1DRHD 4.8 19.59 -39 -14,.93
ILLINOIS 221.87 160.08 51.80 -
IND IANA Q.53 112,10 .80 49,47
I0wA 23.354 B52.93 .39 -38.4%
KAHSRS 16,38 43,19 .20 =31.54
KENTUCKY 41,11 a3.39 .29 —42.72
LOUST AN T1.7e 5.13 .22 -23.37
MATIHE 13.26 29.92 .23 -15,36
MARYLAND 7.2 S7.52 20.23 . Q0
MASSACHUSETTS 1%50.83 1135.61 Is.e2 .29
MICHIGAN 192.29 148,33 46.32 .90
MINNESOTS 71.38 . 71.96 .02 -.59
MIS3ISSIPPI 23.53 91.51 28 -%2.97
MIS30UR] S7.91 101.31 -] -43. 41
MONT RN .28 20.29 .a9 -11.91
NEBRASKRA 14.14 . DO -21.87
NEVROA 16.04 S.43 29
HEW HAMPSHIPE 7.3 21.74 -] -13.79
HEW JERSEY 128.99% 197.645 21.29 .30
NEW MEXICO 14.74 36.3 .29 -21.64
NEW 'YORK 646,32 Jag. % I537.82 .28
NORTH CRROL ING 72.43 139.43 .39 -67.9%
NORTH DaKOTR 2.06 17.9% .00 ~9.39
OHIO 144,77 201.3% .90 -36.62
QrLARDMA 47.%54 62.39 .90 -14,38
ORESCN 21.92 49,65 .00 -19.28
PENNSYLUANIR 242,39 196,14 44.45 .00
RHODE ISLRAND 33.9% 22.37 11.88 .00
B0UTH CAROLINA 26.16 . .28 -S1.74
SOUTH D OTR 4.47 19.1@ .82 C=14.62
TENNESSEE 58.37 94,305 .08 ~26.%0
TEXRAS 188.26 232.9% .88 -44,59
UTRH 5.6 26.00 .89 -20.35
UERMONT 5.80 17.22 .89 -11.43
UIRGINIA 64,96 95,67 -] =31.11
WASHINGTON 5 64,61 A5.34 .38 -1.23
WEST VIRGINIA T.96 S4. 45 .23 -36.33
WISCONSIN T2.43 ar.22 . -14.79

LYOMING 2.72 11.e5 - -8,33



TOTAL

ALABRMA
ALASKRA
RRIZONR
RFERANSHS
ChHLIFORNIR
CALORRO
CONNECTICUT
DELRAWARE
O.C.

FLORIDA
GEQPGIA
eI T

IfwHO
ILLINQIS
INDIANA

T2l

KmNSRS
KENTUCK'Y
LOUSTANA
MAINE
MERYLAND
MASSACHUSETTS
MICHIGAN
MINNESOTR
MISSISSIPPL
MISIOURT
MONTANA
NEBR&SKR
NEWADA

NEW HAMPSHIFRE
NEW JERZEY
NEW MEXICO
NEW YORK
NORTH CRROLINS
NORTH [QAKQTA
QHIO
OKLAKOMA
OREGON
PENNSYLUGNTA
PHIDE 1SLAND
SOUTH CAROLINA
SOUTH DRKOATA
TENNESSEE
TEXRS

UTaH

UERMONT
VIRGININ
HASHINSTON
WEST WUIRGINIA
WISCONSIN
WYOMING
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TABLE 2

COMPONENTS A & B: ACUTE CARE FOR SSI AND AFDC ELIGIBLES

FISCAL TMPACT OF ILLUSTRATIVE FEDEIALISM PRCPOSAL

($ millions)
Column 1 Columms 3
Medicaid: Colum 2 Dollar Diffarence:
Current Program  Turmback Medicaid- Turnback
FY 1984 Total Positive Balances

242, T4

B4, 17

12.%6

196,88

Column &

Dollar Differences:
Medicaid-Turnback
Negative Balances

—-2B27.aL

-12%.32
~13. 14
—-198, 42

-74.e7
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TABLE 3
COMPONENTS A, 3,5 C: ACUTE AND LONG-TERM CARE (opzion 21)

FISCAL IMPACT OF ILLUSTRATIVE FEDERALISM PROPOSAL

($ atilions)
- Column 3 Column 4

STATE H Dollar Difference: Dollar Difference:

Cutrent Progran Medicaid-Turnback Medicaid-Turnback

Positive Balances HNegative 3alances

TOTag TH44,. 83 -33%2.51
ALHEMM =24z.01
ALASKA ~19.3%
WRIZONS -1a7. 2
BPKRNSAS ~52.13
CALIFORNI& -0
COLORADD -I%.38
COMNECTICUT .00
CELFRLSRE ~21.36
C.oc. . 2Q
FLORIDR -323.2%
SEQRGIN -197.31
Hetd L T .09
ICAND -42,13
ILLINDIS
THD i
T Okha
KANSAS
KEHTUCKYY
LOUSTANA
M INE
MARYLAND
MASSHCHLSETTS

MICHIGAN
MINNESOTR
MISSIS3IPF]
MISSQURT

TMONT S
HEBRRSK&
NEMACH

HEW HRMPSHIFE

-26.3T

NEW JERSEY -33. 09
HEW MESFCD 57,32
NEW "ORK =]
NORTH CHRGL INA -263.31

NCORTH CaikiTw
OHIQ
CELRAHOMS
QREGUN

URNTA E2CH
PHADE I3LmND B3
SOUTH CARDLINA 190,
SOUTH DHKGTR 23,
TENNESSEE 229.
TEXRS

LITaH
UERMONT
VIRGINIA
WASHINGTON )
WEST UIRGININ S4. 4
WISCONSIN 2
WYOMINE

~

ol
WUHUA= U BN

[ Rt BT

W H)

331,48

V.79

22-897 0 - 83 - 5
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TABLE &

COMPONENTS A, B & C: ACTIL AND LONG-TERM CARE (optica #2)

FISCAL IMPACT OF ILLUSTRAIIVE FEDERALISM PROPOSAL

{$ millicns)
Column 1 Column 3 Column &
Madicaid: Column 2 Dollar Difference: Dollar Difference:
Current Program  Turmback Medicaid-Turnback Medicaid-Turnback
FY 1984 Option #2 Positive Balances " Negative Balances

“oTaL 'aTTet.e? IELEEN S - -4135, 23

113.2%5 v Pic] <] =299, 53
34.36 136. 22 -
.9 192,72 -]
SPKANSAS 184,951 231.928 )
CALIFORNIA 22%2.49 1431.156 781.33
COLORMDO 152,439 204,26 .22
CONNECTICUT 27e.77 223.a2 45, 34
CELMWSRE 37.35 v2.02 .00
p.C. 126.9% 78.27 S1.47
FLOPICR 316.%4 518,93 .
GEQOPGIR 251.18 416,63 .8a
HEWST 1 35.1S 31.28 3.a9
I0MHD 27.353 93.20 -
ILLINGIS 38%5.15 374,39 19.2%
INDIANA 279.57 388.79 .aa
) 161,20 277.@3 .22
KaNSAS 139.96 213.952 .02
KENTUCK" . 152,80 33363 .09
LOUS TRkA 273.18 ITH.TS .29
MEINE 78.63 132.51 .80
MAPYLAND 335.91 320.78) 15.12
MASSACHUSETTS T17.39 433,43 228.21
MICHIGRN 368.91 £29.31 173.19
MINNESQTR 431.79 347,355 174,43
MISSISSIPPI 25.73 2%S.13 ]
MISSQURI 226.88 422,76 .
MONTANA 38.73 91.43 . -
NEBRASKH 7S5.29 153.13 . 29
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Representative Hamiuron. Thank you very much, Governor
Snelling.

Mr. Moe.

STATEMENT OF HON. ROGER D. MOE, MAJORITY LEADER, MINNE-
SOTA STATE SENATE, ON BEHALF OF THE NATIONAL CONFER-
ENCE OF STATE LEGISLATURES

Mr. Moe. Congressman Hamilton and members of the committee,
my name 1s Roger Moe and I am the majority leader of the Minnesota
State Senate. 1 am here today with my iriend, Speaker John Tucker,
from the State of New Hampshire. My testimony will deal a little
bit on the foundation, or the point, of which we started discussion
today, and the speaker will expand a little more on the New Federalism
initiatives and on the block grants and the rest,

. I would like to submit my prepared statement for your considera-
tion. ‘

Before discussing State experiences and reactions to the chan es
made in the Federal system over the past couple of years, it’s valuable
to understand the context, particularly the fiscal context, in which
States are now operating.

The NCSL has recently conducted a survey of legislative fiscal
officers and I would submit those reports to the committee. The results,
unfortunately, include the following: At the end of the current fiscal
year, 19 States project deficits in their general funds and another 12
States anticipate having a yearend balance of 1 percent or less of their
annual general fund spending; 35 States have reduced their spending
for the current fiscal year of 1983 ; and all regions of the country have
been affected by fiscal miseries. At least two States in each of the
Nation’s eight regions anticipate ending fiscal year 1983 with a deficit
unless present policies are changed.

The reason for these cutbacks is a plague of revenue shortfalls that
have afflicted nearly every State. As the recession has persisted much
longer than expected, all but three States have seen their tax revenues
flow in more slowly than they had anticipated. Also contributing to
the revenue shortfalls confronting States are the tax limitations ym-
posed on many States and Federal Government spending cutbacks,
Similar factors will continue to put pressures on state finances in
the future. Just as the recession is the most serious cause of current
State fiscal problems, a strong economic recovery can be the most
important cure. While economic indicators are suggesting that the
national recession is maybe over and that we may be heading for
better times, most economists are projecting only a modest economic
recovery to begin this year. The administration is forecasting a 4-per-
cent rate of economic growth for fiscal year 1984 which is below aver-
age compared to other economic recoveries. . .

This relatively modest economic growth, combined with the ex-
perience of past economic recoveries, indicating that State revenue
recovery is likely to lag the national recovery by a year or more, sug-
gests that the aggregate State fiscal condition will remain weak for
the foreseeable future. .

Another economic factor that must be mentioned is the unemploy-
ment rate. The administration predicts unemployment above 10 per-
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cent in 1983 and nearly 10 percent in 1984. It is hard to believe that
we can consider ourselves in a national economic recovery when pro-
jected unemployment rates are at these levels. This level of unemploy-
ment for future years puts the same pressures on state budgets as the
recession does. An economic environment of low economic growth
and high unemployment is not conducive to healthy State fiscal con-
ditions. The States will be faced with additional fiscal pressures as a
result of Federal Government policies. It appears very likely that
Federal aid will continue to decrease over the next 4 years. Not only
will the revenues going into the States be reduced through these
grant-in-aid reductions, the Federal Government’s withdrawal from
its responsibility for many domestic programs will put greater pres-
sure on State governments to pick up those programs and play a larger
role in providing the services. States will not be able to afford these
additional responsibilities, especially during times when they are at-
tempting to find funds to continue their own existing services.

Other factors that will put future pressure on State government
finances are the citizens’ attitudes that taxes should not be increased,
that needed infrastructure repairs are necessary and increased finan-
cial help is needed for the cities.

It’s important to note that States have in the past and are continuing

grovide substantial aid to localities. The committee’s most recent
udy on the trends and the fiscal conditions of cities confirms our find-
ing that State aid has outpaced Federal aid as a percentage of current
revenue for all sizes of cities. From 1970 to 1981 aid to local govern-
ments remained the largest element of State budgets, declining only
from 37.2 percent of the total in 1970 to 36 percent of the total in 1981.

More locally, in Minnesota, we have been fighting with fiscal prob-
lems. Over the past 2 years, Minnesota has had two regular sessions of
the legislature and five special sessions of the legislature, all of them .
related to financial conditions of the State of Minnesota.

Over the past couple of years we have had a shortfall in revenue
projections of about $1.7 billion. A combination of reasons I think
contribute to that. Obviously, the national economy and a cutback in
some of the Federal funds, but there is something that I want to
highlight about Minnesota that I think relates also to the Federal
Government. ) )

In 1979, Minnesota passed a tax bill that did a couple of things. It
traded off further property tax relief for indexing of the income taxes
and over the past 4 years, calendar years 1980, 1981, 1982, and pro-
jected in 1983, Minnesota will see just over $800 million less in income
tax revenues due to the indexing of its income taxes. Couple that with
further programs for property tax relief that was in the 1979 tax bill,
coupled with the national recession, Minnesota has found itself in
some serious financial conditions. ) .

We've handled it by raising taxzes, by cutting spending and per-
forming rescheduling of payments. We call them shifts in Minnesota.
Shifts have a different connotation here, but in Minnesota we call them
shifts. .

So, with that, Congressman Hamilton and merpbers of the comi
mittee, thank you again for the opportunity to testify about the fisca.
conditions of the States and particularlv Minnesota, and Speaker
Tucker will now talk a bit more about the block grants and New Fed-
eralism. Thank you.

[The prepared statement of Mr. Moe follows:]

to
st
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PREPARED STatEMENT OF Hox, Rocer D. Mok

My name i1s Roger Moe, and I serve as Majority Leader in the Minnesota
Senate. I am here today with Speaker John Tucker of New Hampshire representing
the National Conference of State Legislatures. Speaker Tucker and I both serve
as members of the NCSL Executive Committee. As the Committee requested, we will
be addressing the new federalism, its impact on state goverrments and its
implications for the future. Our testimony will be divided into two broad
areas. First, I will present a general overview of the fiscal condition of the
states and how their own financial pictures affect their ability to address many
of the questions the Committee has raised. Speaker Tucker will then address the
block grant questions specifically, and discuss general state activities in that

area.

Introduction

There has been much discussion over the last two years of new federalism,
both as embodied in the specific proposals put forth by the Administration, and
in decisions made by the Congress in domestic spending reductions and the
restructuring of federal programs into block grants,

The goals of this new federalism were to revitalize the relationship
between federal, state and local govermment s; provide more efficient and
effective use of tax dollars at all three levels of govermment; and accomplish a
much needed examination of what responsibilities each level of gorvermnent should

maintain,

Context

The degree to which we have attained these goals is to some extent unknown
at this point and could be expected to vary greatly. Before discussing state
experiences and reactions to the changes made in the federal system over the

past two years, it would be valuable to understand the context, particularly the
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fiscal context, in which the states are operating and what that context may be
in the foreseeable future.

Only a few years ago any discussion of state finances would have centered
on large state surpluses and federal deficits. 1 take no great pride in coming
to you today to talk of large state deficits and large, even more publicized,
federal deficits.

NCSL conducted a survey of legislative fiscal officers during December 1982
and January 1983. The results unfortunately include the following:

o .At the end of the current fiscal year, 19 states project

deficits in their general funds and another 12 states
anticipate having a year-end balance of 1% or less of their
annual general fund spending. At the other extreme, only six
states expect a balance of more than 5%, which has

traditionally been regarded as the minimum prudent balance.

o Thirty-five state have reduced their spending for the current
Fiscal Year 1983. R

o As a result of amendments to budgets adopted in most states,

the median increases of revenues and expenditures are 5.5%

and 6.4% respectively. This is less than the inflation rate

for the goods and services which states produce.
o Total state employment has been decreasing since nid-1981.

During the past year there has been a decrease in the number

of state workers in 28 states.
o All regions of the country have been affected by fiscal

miseries. At least two states in each of the nation’s eight

regions anticipate ending fiscal year 1983 with a deficit

unless present policies are changed.
The reason for these cutbacks is a plague of revenue shortfalls that has
afflicted nearly every state. As the recession has persisted much longer than
expected, all but three states have seen their tax revenue flow in more slowly
than anticipated in their budgets.

More recently drops in oil prices have substantially reduced severance tax

revenues depended upon by states formerly in the most advantagious fiscal

positions. For example, the state of Louisiana estimates its loss as
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approximately $31 million annually for each $1 drop in the price of a barrel of
oil,

This year findings also reflect a continuation of budget problems felt by
states in 1982. States facing these problem are more likely to rely heavily on
tax increases in their broad based sales and personal income taxes than ever
before. 1In Minnesota during FY 1982 the budget was cut 5% for the biennium or
$450 million. During a special session in December with a $312 million deficit
projected for the remainder of the FY81-83 biennium, the legislature chose to:
add a 3% personal income tax surcharge on top of the 3,5% surcharge enacted for
1983 earlier, with both schedule to sunset in June 1983; made the temporary
sales tax increase from 4% to 5% permenant; enacted a temporary one percent
sales tax increase bringing the rate to 6% which will expire June 1983; shift
$100 million of payments to FY84; lower benefits for state employees; and cut
the budget $79 million.

This pattern represents a broad reversal of the recent past when state
taxes fell as percentages of personal income in some 44 states. It would be
easy to assume that the states fical crises is partially of their own making,
however, the states making such tax cuts only a few years ago could no more
foresee the turn of events leading to the current recession than Congress could
foresee deficit projections approaching $200 billion. They were responding to
the same citizen attidues towards taxation and service levels that have driven
much federal activity.

Indexing by state governments of their personal income tax system
represents a good example. Over the past five years ten states have formally
adopted at least partial indexation, but its impact is not as wide as this tally
indicates, Maine did not adopt indexing until voters approved it in November

1982. Three other states faced the same choice with state indexed systems that
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you now face at the federal level. Oregon (in 1979) and South Carolina (in
1980)--adopted indexing but deferred its implementation pending improvement of
the state’s revenue picture. A third state--Iowa——-indexed its tax rates in 1980
but suspended indexing thereafter because of a precarious revenue situation.

Indexing has had a major impact in California (where it may have
contributed as much as Proposition 13 to that state’s fiscal troubles),
Wisconsin, Arizona and my own state of Minnesota. In those four states major
budget difficulties in 1981 and 1982 are attributable at least in part to
indexing.

Conversely, in Colorado and Montana, the other two indexing states,
indexing has not caused major fiscal problems, at least until recently.
Colorado provided income tax rebates in 1980 (10 percent), 1981 (20 percent),
and 1982 (16 percent) with its ability to d; so generally attributed to its
spending limitation law. If indexing had not been in effect, these rebates
would presubably have been larger. An impending deficit in 1983, however, was
exacerbated by indexing. Montana has enjoyed robust revenue growth despite
indexing due its strong economy.

Future Pressures on State Finances

In general the revenue shortfalls confronting states are due to three
main factors: the economic recessionm, tax limitations and federal government
spending cutbacks. Similar factors such as the economic trends, taxpayer
attitudes and federal government policies will continue to put pressure on
state finances in the future.
Economy

Just as the recession is the most serious cause of current state fiscal
problems,_a strong economic recovery can be the most important cure. The recession
has reduced revenues for states because of reductions in consumer buying and

thus sales tax receipts, reductions in wages and thus income tax receipts and
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general reductions in the level of economic activity, thereby affecting revenue
from various other taxes. On the expenditure side, the recession has increased
the demand for social services and other income Support programs. A strong
economic recovery, generating a high level of economic activity, will alleviate
some of the fiscal pressures caused by the recession through increases in thesel
revenue collections and reductions in the level of spending needed for programs
affecting those hurt by bad economic times.

While economic indicators are suggesting that the national recession is over
and we are headed for better times, most economists are pProjecting only a modest
economic recovery to begin this year. The Administration is forecasting a 4%
rate of economic growth for FY 1984 which is below average compared to other
economic recoveries. We must stress that any level of increased economic
activity is important for strengthening the states fiscal conditions but this
projected level of growth will not bring states out from their fiscal problems.

It should also be noted that even with the recovery states can not expect quick
financial relief. Based on the experience of the recessionary periods in the
past, state revenue recovery is expected to lag national recovery by a year

or more. This means that state fiscal conditions can not expect any significant
improvement until 1985 or beyond.

Relatively modest economic growth, combined with the experience of past
economic recoveries suggest that the aggregate state fiscal condition will remain
weak for the foreseeable future. The bleak state fiscal outlook will continue as
long as the nation remains in economic stagnation.

Another economic factor that must be mentioned is the unemployment rate.

The Administration predicts unemployment above 10%Z in 1983 and nearly 10% in 1984,
It is hard to believe the we can consider ourselves in a national economic recovery
when projected unemployment rates are at these levels. This level of unemployment for

future years puts the same pressures on state budgets as a recession does. Not only
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does it necessitate increased spending for social service programs aimed at
helping those in need and reduce state revenues from income and sales taxes,
it also puts a severe burden on state unemployment insurance funds. Unemploy-—
ment funds suffer because unemployment reduces the revenues to those funds,
which are based on wages, and simultaneously increases expenditures for
benefits. The resulting deficits in these funds require borrowing which
places additional fiscal pressures on the states’ general funds as states
{ncur interest costs. The unemployment insurance funds in 23 states were
in deficit at the end of 1982 and additional states are expected to fall
into this category this year.

An economic environment of low economic growth and high unemployment
is not conducive to healthy state fiscal conditioms. It guarantees relatively
meager revenue growth for the existing tax structure and relatively high
demand for social services. The best remedy for the bleak state fiscal
outlook for future years is a strong and stable economy.

Taxpayer Attitudes

Another presgure states, especially state policy-makers, will feel in the
future is constituent pressure to put the states' financial books in order but
to do so without raising taxes or cutting needed services. Some of the same
pressure you at the federal level are also feeling. Recent surveys in
California, Michigan and Massachusetts have all suggested that citizens favor
tax decreases while opposing service reductions.

As demonstrated earlier, states over the past two years have tightened
their spending belts without substantially cutting services. But I believe
those days are over. Most states will be forced to raise taxes or significantly
reduce services in future years if they are to.avoid budget deficits. And,
because of the ‘taxpayer attitudes that exist, the tax increases that will be
so painful to enact will only allow for an increase sufficient to bail out
states from their immediate fiscal problems and not enough to solve future

problems.



71

Federal Government Policies

The states will be faced with additional fiscal pressures as a result of
federal government policies. It appears very likely that federal aid will
continue to decrease over the next four years. In fiscal year 1981 grants to
state and local governments represented 14.4% of the federal budget. This
level is projected to decrease by 4% to 10.4% of the budgetr by 1987. This
significant drop in revenues will put increased pressures on state finances.

Not only will the revenues going into the states be reduced through these
grant-in-aid reductions; the federal government's withdrawal from its
responsibilities for many domestic programs will put greater pressure on state
governments to pick up those programs and play a larger role in providing these
services. States will not be able to afford these additional responsibilities
especially during times when they are attempting to find funds to continue
their own existing services.

As T have indicated the recession has created significant fiscal problems
for the states. Even as the states are attempting to solve these problems, the
Administration through it's FY 1984 federal budget proposal is creating new and
additional pressures on state budgets. Overall grants to states and local
governments will be reduced almost $5 billion below the amount necessary to fund
current services. In addition the President's FY 1984 budget reduces funding in
income security programs for those hurt the worst by the recession. OQutlays
for AFDC, food stamps, low income energy assistance, child nutrition, and
Medicaid would be $2.3 billion below the projected cost of maintaining current
services in FY 1984. Housing assistance programs are dramatically cut. The
President can not expect the states to pick up this fundigg.

It should also be pointed out that not only will federal aid reductions
create future fiscal pressures on the ;tates, 50 will federal govermment tax

policies. The major tax reductions made by the federal government in 1981
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by the Economic Recovery Tax Act are estimated to reduce state revenues in
this current fiscal year by $500 million, with an estimated revenue loss by
1985 of $1.4 billion. Also aggrevating the future pressures on state
revenues will be the indexation of the federal income tax starting in 1985.
Other Pressures

For years states have been faced with shrinking state budget surpluses
and thus have limited the growth in state expenditures. In doing so state
finances have gone primarily for priority services. Items that didn't need
immediate attention such as infrastructure repair were postponed. We are
now facing these infrastructure problems and they will have to be addressed.
The needed repairs are going to add to the pressures for the limited state
fiscal resources.

Another fiscal pressure that state governments will face in the years to
come will be financial help for its cities. Cities are suffering from the
same economic problems as the states and will need help. The direct financial
aid from the federal government to localities that has been increasing
substantially over the past two decades will not continue. Pressures will be
on the states to help out.

It should be noted that states have in the past and are continuing to
provide substantial aid to localities especially for local education. Minnesota
returns 70-75% of its revenue to localities in the form of state aid.

Our situation is not atypical expect perhaps in magnitude. The Committee's
most recent study on the Trends in the Fiscal Condition of Cities confirms
our own findings that state aid has outpaced federal aid as a percentage

of current revenues for all sizes of cities, From 1970 to 1981, aid to local
.governments remained the largest element on state budgets, declining only
from 37.2% of the total in 1970 to 36% in 1981.

It 4s our firm conviction that as states continue to face fiscal stress
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that this part of the intergovernmental relationship will not suffer
disproportionately. It will undoubtedly be difficult to hold any group
hold-harmless, but states to date have been able to maintain substantial levels
of support. NCSL is nearing completion of a major study of state aid to
localities with the Urban Institute, We will be happy to provide it to the
Committee upon its completion.

Rather than discussing further the details of the current condition of
state finances, I will leave with the Committee the results of a research
effort just completed bt NCSL. It provides a sometimes painfully objective
look at our current state of affairs and should provide committee members more
than they might ever want to know about the intricacies of state finances.

Instead, I will turn this presentation over to Speaker John Tucker of
New Hampshire who will address state experience with the block grants adopted

by the Congress to date,
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Representative HamiroN. Thank you, Mr. Moe.
Mr, Tucker.

STATEMENT OF HON. JOHN B. TUCKER, SPEAKER, NEW HAMP-
SHIRE HOUSE OF REPRESENTATIVES, ON BEHALF OF THE NA-
TIONAL CONFERENCE OF STATE LEGISLATURES

Mr. Tucker. Congressman Hamilton, members of the Joint Eco-
nomic Committee, I am John Tucker, speaker of the house in New
Hampshire, and 1 appreciate very much this opportunity to share a
few thoughts with you.

You have been given a copy of the prepared statement that is more
detailed than my remarks will be this morning inasmuch as I would
really like to just hit some of the high points and give you an overview.
One of the advantages or disadvantages of being the last on a panel of
four on federalism, or specifically block grants, is that much has been
said in the way of the States attitude by the time it’s my opportunity
to reflect on the subject. But I would like to share with you a few of my
thoughts as they relate to block grants specifically. _

I think Governor Snelling clearly indicated that in terms of a New
Federalism what we're talking about is pretty much limited to the
block grants that have been initiated.

I feel there are several problems and several benefits which have
occurred. Among the problems that we have, of course, is the lack of
timeliness of action at the Federal level to smoothly integrate with
the State process. When State legislatures are no longer in session,
when fiscal years have already been launched, or in many instances
are half or three quarters of the way completed, uncertainty about
what is happening at the Federal level—particularly in terms of the
level of funding and what the provisions are going to be relating to
block grants or anything else relating to Federal money—is obviously
a problem for the States.

So in terms of any assessment of the block grants, it is a little too
early for us to rate the program because we have really just initiated
the process. I would emphasize that the lack of timeliness of the con-
gressional enactment of the block grants has created some uncertainty
for the States.

This, of course, has affected our ability to fully realize the goals of
the block grant legislation. Certainly the current economic pressures
on the States have played a role in the States’ ability to supplement in
any meaningful way tﬁ’e tremendous reductions that have been pointed
out by those who spoke previously. Most States have not actually been
in a position to make up for the loss of revenue resulting from the cuts.
Our original concept was a 10-percent reduction in swap for greater
flexibility in the program, and I think Governor Matheson clearly
indicated that the quid pro quo was just a little bit overextended on the
cut side and undergranted on the flexibility side.

Be that as it may, I think on balance the benefits of the block grant
approach are good from several perspectives, therefore, that is what
T would like to concentrate my remarkson. -

- First off, I think an end to the proliferation of very narrow cate-
gorical grants with very delimiting series of rules and regulations and
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requirements is a step in the right direction. To move away from an
ever-ncreasng number of very narrow categorical grants into the
broader block grant or even a megablock grant, is a positive step. How-
ever, I do feel that the block grant approach is better.

Beyond that, the opportunity for public participation at the State
level on how those block grants are going to best be utilized has to be
regarded as a plus. Now, even though it’s not required under law, most
States have held public hearings on the block grants and how they are
best going to be spent and utilized. I think this has to be regarded as
a plus. Certainly, from the State level, we regard as a plus the increas-
Ing involvement in the legislative process of the decisions made as to
how the block grants are going to be used and the limited transfer
authority that 1s available, particularly in the human services area.
Therefore, the greater involvement of the legislatures in the various
States as to how Federal funds are going to be dispensed through the
block grants certainly has to be regarded positively.

In fact, since the block grants have come into being some 20 States
have implemented new legislative oversight procedures which certainly
has to be regarded as a plus for this whole concept.

Reflecting ahead toward the future, there are some basic concepts
which I would urge Congress to consider as improvements in the
program.

The need to at least maintain level funding should be a primary
consideration. Those who spoke previously have already alluded to
this and I would certainly urge that a priority precept be the level
funding of the block grants regardless of the configuration in which
they finally arrive.

I would urge, too, that we keep our faith on the agreement to elimi-
nate wherever possible the mandates and the strings that are attached
to block grant funds in order to indeed provide the States with the
necessary flexibility to make some priority decisions within the frame-
work of broadly established national goals, as Governor Snelling said.
That, T would think, is as important as the level of funding aspect.

Third, these programs certainly should be instituted with sufficient
lead time for the States to make rational decisions in terms of priori-
ties and in terms of how the funds are going to best be applied, in
order to allow the States to get public input from the local level.

Therefore, we urge the level funding, the elimination of Federal
mandates and strings to the extent that it is possible while still main-
taining some sense of national goals, and third, provide sufficient lead-
time to allow the legislative process within the States to work. The
results would enhance a new Federal-State relationship.

With those thoughts in mind, I feel that on balance the block grant
experience is a good one. The obvious lack of funds, the cuts, tend to
overshadow the process itself resulting in dissatisfaction with block
grants. I think we have to keep our eye on the ball as it relates to
what we’re dissatisfied with. The process itself is good in concept,
although it needs to be improved in the three ways I have outlined.
Remember that much of the level of dissatisfaction is generated more
by the 25 percent cut than by the concept. .

With that, Congressman, I conclude my remarks and submit to the
committee a copy of two legislative finance papers which have been

~
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developed by the National Conference of State Legislatures: “Block
Grants: A New Chance for State Legislatures To Oversee Federal
Funds,” and another paper “Strengthening Legislative Oversight of
Federal Funds: Problems, Issues, and Approaches.” And we will sub-
mit others for the record of the committee.

Representative Hamruron. Without objection, those will be pub-
lished in the hearing record and we appreciate receiving them.

[The prepared statement of Mr. Tucker, together with the attach-
ments referred to, follows:]
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PrepArRED STATEMENT OF HON. JomN B. TUCKER

BLock _GRanTs: SPEAKER Tucker

MR- CHAIRMAN, MEMBERS OF THE CoMMITTEE, | Too WOULD LIKE TO THANK YOU FOR THIS
OFPORTUNITY TO PRESENT TO YOU BOTH MY OWN VIEWS AND THE NATIONAL CONFERENCE oOF
STATE LEGISLATURES’ COMMENTS ON THE CURRENT STATE OF QUR FEDERAL SYSTEM.

MR- CHAIRMAN, | CURRENTLY SERVE AS THE SPEAKER OF THE New HampsHIre House
OF REPRESENTATIVES, A POSITION | HAVE HELD THREE YEARS: | HAVE éERvsn IN THE
Hew HampsHIRe HOUSE FOR 12 YEARS. 1 AM A MEMBER OF THE Executive CommITTEE OF
THE NCSL AND HAVE SERVED AS A MEMBER oF HCSL'S MEGOTIATING TEAM ON NEw
FEDERALISM DURING THE PAST YEAR.

STATE GOVERNMENTS CARRY MAJOR RESPONSIBILITIES IN PROVIDING FOR THE HEALTH
AND SAFETY OF OUR CITIZENS. As SENATOR MOE HAS POINTED OUT, DURING THE LAST
YEAR, WE HAVE CONTINUED TO CARRY OUT OUR RESPONSIBILITIES DURING A TIME OF GREAT
FISCAL PRESSURES BROUGHT ON BY THE RECESSION, TAX CHANGES AND OTHER FACTORS. [T
IS IN THIS LIGHT THAT | WisH TO RESPOND TO YOUR QUESTIONS ON BLOCK GRANTS AND
FEDERAL ISM.

1 MUST BEGIN BY POINTING OUT THAT THE QUESTIONS YOU SUPPLIED APPEAR TO
ASSUME A FAR MORE DRAMATIC SHIFT TOWARD STATE AUTONOMY AND CONTROL THAN STATES
(HAVE YET 7O REALIZE. DURING THE BRIEF TIME THAT STATES HAVE HAD TO IMPLEMENT
THESE BLOCK GRANTS, THE CURRENT PRESSURES ON STATE BUDGETS, THE LACK OF
FLEXIBILITY IN THE BLOCK GRANTS AS ADOPTED BY THE CONGRESS, THE TIMING OF
LEGISLATIVE SESSIONS COUPLED WITH THE AUGUST, 1981 ENACTMENT, AND THE
UNCERTAINTY OF FEDERAL SPENDING LEVELS HAVE EACH HINDERED THE FULL REALIZATION
OF THE GOALS OF THE BLOCK GRANT LEGISLATION.

OF THE NINE BLOCK GRANTS ENACTED BY THE CONGRESS IN THE OMNIBUS BUDGET
RECONCILIATION AT OF 1981, SEVEN WERE AVAILABLE AT THE START oF FY 1982 anp Two
(PriMary CARE AND ELEMENTARY & SECONDARY EDUCATION) WERE AVAILABLE AT THE

BEGINNING OF FY 1983. MOT ALL OF THE STATES ASSUMED THE SEVEN BLOCK GRANTS WHEN

22-897 0 - 83 - 6
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THEY WERE FIRST AVAILABLE, AND MOST OF THE STATES HAVE NOT YET ASSUMED
RESPONSIBILITY FOR THE PRIMARY CARE BLOCK GRANT. THUS, AT A MAXIMUM, STATES
HAVE ONLY HAD 1 1/2 YEARS OF EXPERIENCE WITH THE SEVEN BLOCK GRANTS AND LESS
THAN 6 MONTHS WITH THE OTHER TWO BLOCK GRANTS. THE NINE NEW BLOCK GRANTS =~ AND
REALLY TWO OF THESE (TITLE XX OR SocIAL SERVICES, AND Low IncoME ENERGY
ASSISTANCE) WERE ALREADY BLOCK GRANTS -= TOGETHER AFFECT ABOUT 12% oF -TOTAL
FEDERAL AID GOING TO STATE AND LOCAL GOVERNMENTS OR APPROXIMATELY 37 OF AN
AVERAGE STATE BUDGET- EVEN IN A DEPARTMENTAL BUDGET, SUCH AS THE MICHIGAN
DEPARTMENT OF PUBLIC HEALTH FOR EXAMPLE, THE NEWLY ENACTED HEALTH BLOCK GRANTS
ONLY CONSTITUTE APPROXIMATELY 14% OF ITS TOTAL BUDGET. SO WE'RE SPEAKING OF

VARIATIONS AND INNOVATIONS IN ONE SMALL CORNER OF THE INTERGOVERNMENTAL PICTURE.

SECONDLY, STATE LEGISLATIVE ABILITY TO REDIRECT BLOCK GRANT FUNDS TO
PROGRAMS OF HIGH STATE PRIORITY HAS BEEN SEVERELY HAMPERED BY THE NUMBER OF
7STRINGS” OR EARMARKS MADE IN THE AUTHORIZING LEGISLATION. ONE OF THE MOST
EXTREME EXAMPLES OCCURS WITH THE ALcoHoL, DRus ABUSE AND MENTAL HEALTH BLOCK
GRANT (ADAMHA) WHICH REQUIRES, AS A CONDITION OF ACCEPTANCE, THAT THE STATE
'ALLOT 1TS FY 1982 MONEY IN THE SAME PROPORTION BETWEEN MENTAL HEALTH SERVICES
AND SUBSTANCE ABUSE SERVICES AS THE FY 1981 MONEY HAD BEEN SPENT EXCEPT THAT A
MINIMUM OF 35% OF THE MONEY MUST BE SPENT ON ALCOHOL ABUSE, 35% SPENT ON DRUG
ABUSE, AND 201 OF ALL THE FUNDS SPENT ON SUBSTANCE ABUSE MUST BE SPENT ON
PREVENT 10N ACTIVIT[Eé- ALTHOUGH THIS RIGIDITY IN FUNDING WAS INTENDED TO
PROTECT EXISTING GRANTEES, SOME STATES HAVE HAD TO RESTRUCTURE THEIR FUNDING
PATTERNS TO COMPLY WITH THESE REQUIREMENTS. STATES ARE FURTHER LIMITED IN
FLEXIBILITY IN OTHER BLOCK GRANTS BY RESTRICTIONS SUCH AS THE 157 SET ASIDE IN
THE MATERNAL AND CHILD HEALTH BLOCK GRANT (MCH) FOR THE SECRETARY'S

DISCRETIONARY PROJECTS, THE REQUIREMENT THAT 75% oF THE FY 1981 FunDs IN THE
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PREVENTIVE HEALTH AND HEALTH SERVICES BLocK (PHMS) BE SPE&T FOR HYPERTENSION,
AND THE LIMITATION ON THE AMOUNT OF FUNDS (15%) WHICH CAN BE SPENT FOR
WEATHERIZATION IN THE LOW INCOME ENERGY ASSISTANCE BLOCK GRANT. FEDERAL
MANDATES REQUIRING STATES TO PASS THROUGH 90% OF THE ALLOCATED FUNDING TO
PREVIOUSLY FUNDED GRANTEES, AS UNDER THE COMMUNITY SERVICES BLOCK GRANT ALSO
LIMIT THE FLEXIBILITY OF STATES TO RESPOND TO THE SPIRIT OF NEW FEDERALISM.

THIRD, [ MUST ALSO POINT OUT, THAT FEW STATE LEGISLATURES WERE IN REGULAR
SESSION AT THE TIME THE FIRST ROUND OF BLOCK GRANTS WERE ENACTED AND ALL BUT ONE
STATE FISCAL YEAR HAD ALREADY BEGUN. ADDITIONAL EXPENSE HAD TO BE INCURRED TO
ALLOW FOR A STATE LEGISLATIVE ROLE IN THE ESTABLISHMENT OF THESE BLOCK GRANfs,
OR EVEN TO CHANGE THE ADMINISTRATION OF THE PROGRAMS IF THE LEGISLATURE DECIDED
TO PASS THE DECISION TO THE EXECUTIVE BRANCH.  THE OMNIBUS BuDGET
ReconciL1aTION AcT OF 1981, DID CONTAIN SEVERAL SPECIFIC PROVISIONS
DEMONSTRATING A SENSITIVITY TO CERTAIN OF THESE PROBLEMS. THE ACT DID ALLOW FOR
A PHASING™IN OF THE BLOCK GRANTS, AND MANY STATES TOOK ADVANTAGE OF THIS TO DO
THE GROUND WORK NECESSARY FOR AN EFFECTIVE PROGRAM BEFORE THEY TOOK ON THE NEW
RESPONSIBILITIES.

IN MY owN STATE OF NEW HAMPSHIRE, WE CHOSE NOT TO ACCEPT SEVERAL OF THE
BLOCK GRANTS UNTIL THE 1982 LEGISLATURE CONVENED AND WE WERE ABLE TO EVALUATE
THE PROPOSALS. (OTHER STATES ACCEPTED THE BLOCKS AS SOON AS THEY WERE AVAILABLE
BUT ADOPTED A VARIETY OF APPROACHES TO TRY TO WORK AROUND THE TIMING
DIFFICULTIES WHICH OCCURRED AS A RESULT OF THE IMPLEMENTATION DATES. SOME STATE
LEGISLATURES TOOK STRONG STEPS TO ESTABLISH THEIR JURISDICTION AND PRECLUDED THE
GOVERNOR FROM MAKING CHANGES IN THE BLOCK GRANT PROPOSAL UNTIL THEY HAD THE
OPPORTUNITY TO CONSIDER VARIOUS RECOMMENDATIONS. AT LEAST ONE STATE, lowa,
AUTHORIZED THE GOVERNOR TO ACCEPT THE BLOCK GRANTS BUT RESTRICTED EXECUTIVE

FUNDING DECISIONS TO THE FIRST QUARTER OF THE FEDERAL FISCAL YEAR. THus, WHILE
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[ THINK THAT THE VARlATlON.IN BLOCK GRANT AssuﬁPTlon SHOWS STATE INGENUITY AND [
COMMEND YOU FOR THE SENSITIVITY TO OUR LEGISLATIVE SCHEDULES, [ MUST URGE YOU TO
PROVIDE SUFFICIENT LEAD TIME TO ALLOW US TO MAKE DECISIONS DURING OUR REGULAR
SESSIONS.

FINALLY, BEFORE | GET TO WHAT ARE THE LEGITIMATE ADVANCES WHICH WERE THE
RESULT OF THIS LEGISLATION, LET ME ADD A CONCERN ABOUT THE PROBLEM OF
ESTABLISHING THESE BLOCK GRANTS OVER TWO YEARS IN WHICH FINAL FEDERAL SPENDING
LEVELS WERE IN DOUBT UNTIL DECEMBER -- HALFWAY THROUGH OUR FISCAL YEAR -~ OR
MARCH -- SIX MONTHS INTO THE FEDERAL FISCAL YEAR AND THREE MONTHS BEFORE OUR
FISCAL YEAR ENDS. THIS HAS BEEN A MAJOR HANDICAP TO STATE PROGRAMS. THE USE OF
CONTINUING RESOLUTIONS HAS SEVERAL INHERENT PROBLEMS INCLUDING UNSPECIFIED
SPEND-OUT RATES, OR THE EFFECT OF A DEFERRAL GNDER A CONTINUING RESOLUTION WHERE
IT FUNCTIONS AS A RESCISSION (E.G- FOR A THREE MONTH CONTINUING RESOLUTION) .
THESE PROBLEMS SHOULD BE EXAMINED BY THE CONGRESS AND CORRECTED- OuR BUDGETS
ARE SEVERELY RESTRICTED AND THE INABILITY TO ACCURATELY PREDICT THE LEVELS OF
FEDERAL PROGRAM DOLLARS IS A SERIOUS PROBLEM TO US ALL.

1 DID HOT INTEND TO NEGATE THE BENEFICIAL EFFECTS OF BLOCK GRANTS BY THIS
INTRODUCTION. RATHER, | WANTED TO POINT OUT THAT THE BLOCK GRANTS REPRESENT A
RECENT CHANGE WHICH IN My OPINION AND IN THE POLICY OF THE NCSL, COULD GO MUCH
FURTHER. | HAVE ATTACHED FOR YOUR INFORMATION A COPY OF THE CURRENT MCSL poLicY
ON PROGRAM CONSOLIDATION WHICH POINTS OUT WHAT MUST BE INCLUDED FOR AN EFFECTIVE
AND USEFUL BLOCK GRANT PROPOSAL-

THE IMPACT OF THE BLOCK GRANTS CAN BE MEASURED BY CHANGES IN SPENDING
PATTERNS, SATISFACTION WITH SERVICE LEVELS, CHANGES IN PUBLIC PARTICIPATION
ACTIVITIES, ACTIONS TAKEN BY STATE LEGISLATURES TO RESPONSIBLY SPEND THESE
DOLLARS AND OVERSEE THESE PROGRAMS, AND BY THE EFFECTIVENESS OF THE CITIZEN

PARTICIPATION MECHANISMS ADOPTED BY THE STATES OR STATE LEGISLATURES TO FULFILL
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THAT RESPONSIBILITY.

THE DIFFICULTY 1S THAT THESE ARE INTERRELATED EFFECTS. THus SPENDING
PATTERN CHANGES MAY REFLECT THE SUCCESS OF THE STATE'S PUBLIC HEARING PROCESS
(WHICH MAY HAVE POINTED DEFINITELY TOWARD A MORE FAVORABLE USE OF THE FUNDS), OR
THE ACCURACY OF THE CONGRESS IN PAST YEARS TO HAVE APPROPRIATED FUNDS FAIRLY
AMONG A VARIETY OF PROGRAMS, OR THE PROBLEM OF APPROPRIATING 257 LESS MONEY THAN
WAS AVAILABLE THE PREVIOUS YEAR- [N MANY INSTANCES, IN THE INITIAL TRANSITION
YEAR, PRO RATA REDUCTIONS IN FUNDS WAS THE ONLY WAY TO KEEP THE PROGRAMS
OPERATING WHILE THE LEGISLATURE EXAMINED THE VALUE OF THESE PROGRAMS AND WHILE
CONSTITUENTS OF THESE SERVICES WORKED TO MAKE A STRONG PRESENTATION ON THE
RELATIVE VALUE OF THEIR SERVICES. THUS WHAT MAY APPEAR AT FIRST TO BE MINIMAL
STATE DECISION MAKING MAY ACTUALLY BE THE BEST GROUNDWORK FOR EFFECTIVE PROGRAM
MANAGEMENT -

SATISFACTION WITH THESE SERVICES IS ALSO A FUNCTION OF THE NET LOSS IN
FUNDING AND PERHAPS EQUALLY A FUNCTION OF THE EFFECTIVENESS OF THE PUBLIC
HEARING PROCESS IN ENABLING A VARIETY OF CONSTITUENT GROUPS TO HEAR ONE ANOTHER-
HEARINGS SUCH AS THIS ONE TODAY MAY BRING DISSATISFACTION TO THE SURFACE WHICH
HAS LESS TO DO WITH STATE IMPLEMENTATION THEN TO THE REDUCED FEDERAL FUNDING

>LEVEL$ OR TO [MPROVED ACCESS TO INFORMATION ABOUT THE PROGRAMS-

THE PERCEPTION OF THE BLOCK GRANT PROPOSALS IN THE STATES IS COLORED BY THE
SUBSTANTIAL REDUCTION IN FUNDS WHICH OCCURRED WITHIN THE FIRST YEAR OF THEIR
EXISTENCE AND IN SUBSEQUENT YEARS. EVEN THOUGH THE LIMITED FLEXIBILITY GRANTED
TO THE STATES BY THE BLOCK GRANTS WAS WELCOME, THE FUNDING CUTS MEANT
SUBSTANTIAL REDUCTIONS IN SERVICES IN CERTAIN AREAS. THIS CAN BE DEMONSTRATED
"BY THE REDUCTIONS BEING PROPOSED IN THE FY 1984 BUDGET. WHEN COMPARED TO THE

" FUNDING LEVEL FOR THE CONSTITUENT PROGRAMS PRIOR TO THE BLock GRANT REFORMS, THE

FY 1984 CUTS WOULD DROP BUDGET AUTHORITY ALMOST $2 BILLION OR 19 BeLow FY 1981
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LEVELS EVEN BEFORE CONSIDERING INFLATION. [N SOME CASES, STATES REPLACED THIS
FUNDING. AN URBAN INSTITUTE STUDY OF 25 STATES SHOWED THAT 4 STATES REPLACED
soME MATERNAL AND CHILD HEALTH (MCH) FuNDS; 3 REPLACED PREVENTIVE HEALTH AND
HEALTH SERVICES (PHHS) FuNDs; 1 REPLACED ALcOHOL, Druc ABUSE AND MENTAL HEALTH
(ADAMHA) FunDs AND 20 STATES REPLACED FEDERAL FUNDS IN THE SocIAL SERVICES BLOCK
GRANT. DESPITE THIS REPLACEMENT, MOST STATES COULD NOT AFFORD TO MAKE UP FOR
THE REDUCTIONS RESULTING FROM THE DECREASE IN BLOCK GRANT FUNDING- It 1s
LIKELY THAT IN THE STATES THAT DID REPLACE FUNDS, THE REPLACEMENT WAS SELECTIVE
RATHER THAN COMPREHENSIVE. THE CUTS HAVE COME AT A TIME WHEN MOST STATE
LEGISLATURES ARE FACING GREATLY REDUCED STATE REVENUES AS SENATOR MoE HAs
MENTIONED. THUS STATES ARE GENERALLY FACED WITH RAISING TAXES TO CONTINUE THEIR
OWN PROGRAMS, LET ALONE TO SUBSIDIZE PROGRAMS THAT WERE ORIGINALLY INITIATED ON
THE FEDERAL LEVEL AND ARE NOW BEING SHIFTED TO THE STATES.

THE EXPERIENCE OF THE 1981 BLOCK GRANTS, [ BELIEVE, SHOWS THE
WILLINGNESS AND THE ABILITY OF THE STATES TO BE RESPONSIBLE ACTORS IN THE
FEDERAL SYSTEM- DESPITE THE NUMEROUS PROBLEMS WITH THE BLOCK GRANTS, STATE
LEGISLATURES HAVE RECOGNIZED THAT IMPLEMENTATION OF THE BLOCK GRANTS WOULD BE AN
"IMPORTANT COMPONENT IN RESTRUCTURING STATE-FEDERAL RELATIONS- THE MOST IMPORTANT
TASK FACED BY STATE LEGISLATURES IN THE FIRST TRANSITION YEAR WAS THE
ESTABLISHMENT OF A MEANINGFUL PROCEDURE TO ASSESS LEGISLATIVE PRIORITIES AND
IMPLEMENT STRATEGY DECISIONS. THESE PROCEDURE AND STRUCTURE DECISIONS ARE
"SIGNIFICANT TO LEGISLATURES SINCE: 1) ORIGINAL DECISIONS WILL ESTABLISH
PRECEDENTS; 2) DECISIONS ABOUT HOW BLOCK GRANTS ARE SPENT AFFECT OTHER STATE
BUDGET ISSUES; AND 3) FISCALLY DISTRESSED STATES REQUIRE CLOSE OVERSIGHT OF ALL
SOURCES OF FUNDING.

CLEARLY, STATE LEGISLATURES WELCOME THE OPPORTUNITY TO PARTICIPATE IN

BLOCK GRANT DECISIONS AND HAVE TAKEN STEPS TO ESTABLISH PROCEDURES WHICH INSURE
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LEGISLATIVE INVOLVEMENT. ACCORDING TO AN HCSL SURVEY PUBLISHED LAST JuLy AFTER
MOST OF THE LEGISLATURES HAD ADJOURNED FROM THEIR REGULAR SESSIONS, 20 STATES
HAD PASSED OR IMPLEMENTED NEW PROCEDURES TO STRENGTHEN LEGISLATIVE |NVOLVEMENT
IN THE OVERSIGHT OF FEDERAL FUNDS SINCE 1980. As oF JuLy 1982
= 37 STATE LEGISLATURES HAD AUTHORITY TO MAKE SPECIFIC SUM

APPROPRIATIONS OF FEDERAL FUNDS IN THEIR STATE BUDGET BILLS.

MosT RECENTLY, lowA, MASSACHUSETTS, NEw YORK AND WesT VIRGINIA

HAVE PASSED LEGISLATION TO EXAMINE FEDERAL FUNDS UNDER THEIR

BUDGET PROCEDURES -

- 27 STATE LEGISLATURES REVIEW THE INTENDED USE OF UNANTICIPATED
FEDERAL FUNDS DURING THE INTERIM.

- 18 STATES HAVE ESTABLISHED PROCEDURES FOR FORMAL LEGISLATIVE
REVIEW AND COMMENT ON FEDERAL GRANT APPLICATIONS.

- 27 STATES HAD IN-STATE FEDERAL FUNDS TRACKING SYSTEMS.

AN YOUR OWN STATE OF INDIANA, MR. CHAIRMAN, | UNDERSTAND THAT THE
LEGISLATURE PASSED LEGISLATION LAST YEAR WHICH PROVIDES THAT THE SOCIAL SERVICES
BLOCK GRANT FUNDS WILL BE CONSIDERED IN THE APPROPRIATION BILL. ] HAVE ATTACHED
A SUMMARY OF THESE ACTIONS AS AN APPENDIX TO MY REMARKS.

AcCORDING TO A RECENT URBAN INSTITUTE STUDY, THERE WAS A GENERAL TENDENCY
-IN THE STATES SURVEYED TO CONTINUE THE ORGANIZATIONAL AND PROGRAM STRUCTURE

- PREVIOUSLY FUNDED UNDER CATAGORICAL PROGRAMS IN THE HEALTH BLOCKS- UNDER THE
SOCIAL SERVICES BLOCK, HOWEVER, THE STATES HAD A TENDENCY TO PLACE A HIGHER
PRIORITY ON CRISIS SERVICES AND A LOWER PRIORITY ON DAY CARE AND TRAINING. THIS
DEMONSTRATES THAT STATES APPEAR TO BE TARGETING FUNDS TO CRUCIAL SERVICES AND TO
THOSE MOST IN NEED. THIS RESULT IS NOT SURPRISING SINCE STATES HAVE HAD
SUBSTANTIAL INVOLVEMENT IN TITLE XX DECISIONS AND HAVE FAMILIARITY WITH THE
PROGRAMS FUNDED UNDER THE SOCIAL SERVICES BLOCK GRANT. WE ARE BEGINNING TO SEE
SOME EVIDENCE OF THE TREND TO PROTECT CRUCIAL HEALTH SERVICES IN THE ACTIONS OF
CERTAIN STATES TO REDUCE FLOURIDATION FUNDS AND RODENT CONTROL WITHIN THE HEALTH

BLOCK GRANTS. T APPEARS LIKELY THAT AS THE STATE DECISION MAKERS BECOME MORE
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FAMILIAR WITH THE PROGRAMS UNDER THE HEALTH BLOCK GRANTS, CHANGES OF THIS TYPE
WILL OCCUR-
THE ACT AUTHORIZES STATES TO TRANSFER A LIMITED AMOUNT OF FUNDING FROM

ONE BLOCK GRANT TO ANOTHER, AN OPTION THAT SEVERAL STATES HAVE EXERCISED- .MOST
OF THE TRANSFERRED FUNDS WERE FUNNELLED INTO THE SOCIAL SERVIES BLOCK GRANT. I
BELIVE THIS DEMONSTRATES THE GREAT NEED OF THE CITIZENS FOR THE SERVICES
PROVIDED BY THIS BLOCK GRANT, AND THE IMPACT OF THE SPENDING REDUCTIONS IN THIS
AREA. ALMOST HALF OF THE STATES TRANSFERRED FUNDS FROM THE LOW INCOME ENERGY
ASSISTANCE BLOCK GRANT TO THE SOCIAL SERVICES BLOCK GRANT. As A RESULT OF THESE
TRANSFERS, MANY SUGGESTED THAT STATES DID NOT NEED FUNDS FOR ENERGY ASSISTANCE,
THIS WAS NOT AND IS NOT THE CASE. ONE OF THE REASONS THAT FUNDING WAS
TRANSFERRED FROM THE ENERGY ASSISTANCE BLOCK GRANT TO THE SOCIAL SERVICES BLOCK
GRANT WAS THAT THE ADDITIONAL FUNDING FOR THE ENERGY ASSISTANCE BLOCK WAS NOT
APPROPRIATED IN TIME FOR MOST STATES TO ADJUST THEIR PROGRAM TO MAKE EFFECTIVE
USE OF THE ADDITIONAL FUNDS- | MIGHT ALSO ADD THAT THE OFFicE OF MANAGEMENT AND
BUDGET COMPLICATED MATTERS BY INSISTING THAT THE ENERGY ASSISTANCE FUNDS BE
ALLOCATED. IN EVEN QUARTERLY PAYMENTS, DESPITE THE FACT THAT MANY STATE PLANS
QERE DESIGNED TO EXPAND THE BULK TO THE FUNDING DURING THE FIRST SIX MONTHS OF
THE PROGRAM WHEN THE WEATHER IS LIKELY TO BE MOST SEVERE-

IT 1s My BELIEF, MR. CHAIRMAN, THAT THE GOAL OF THE BLOCK GRANT LEGISLATION
T0 INCREASE PUBLIC PARTICIPATION 1S SUCCEEDING- DESPITE THE FIRST YEAR WAIVER
OF THE REQUIREMENT THAT STATE LEGISLATURES CONDUCT HEARINGS FOR THE THREE HEALTH
BLOCKS, MANY STATE LEGISLATURES DID HOLD HEARINGS THAT FIRST YEAR- IN SOME
STATES, HEARINGS WERE HELD AROUND THE STATE WHICH GREATLY INCREASED PUBLIC
ACCESSIBILITY.

IN MY JUDGEMENT, PUBLIC PARTICIPATION IS AND MUST BE ACCOMPLISHED THROUGH

THE POLITICAL PROCESS, IMPERFECT AS IT MAY BE. THAT IS ONLY WAY THAT WE CAN
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REPRESENT THE TRULY NEEDY. NO AMOUNT OF RHETORIC ABOUT MEANINGFUL PARTICPATION
CAN EVER REPLACE OUR DEMOCRATIC FORM OF GOVERNMENT, WHICH MUST BE INVOLVED NOT
ONLY IN MAKING THE POPULAR DECISION BUT THE UNPOPULAR DECISION.

STATES WAVE ALSO EXCEEDED THE REQUIREMENTS OF THE COMMUNITY DEVELOPMENT
SMALL CITIES BLOCK GRANT TO PROVIDE INFORMATION AND RECEIVE INPUT FROM LOCAL
COMMUNITIES. ALMOST ALL OF THE STATES HAVE ESTABLISHED A POLICQ ADVISORY
COMMITTEE COMPOSED OF STATE AND LOCAL OFFICIALS TO ESTABLISH THE STATE SELECTION
SYSTEM. TECHNICAL ADVISORY COMMITTEES COMPOSED OF LOCAL PARTICIPANTS HAVE ALSO
BEEN ESTABLISHED IN A NUMBER OF STATES. [N APPROXIMATELY 8 STATES INCLUDING
YOUR OWN, MR- CHAIRMAN, AN EXTENSIVE SURVEY WAS DISTRIBUTED TO EVERY ELlGlBLE
COMMUNITY REQUESTING INPUT ON HOW THE MONEY SHOULD BE DISTRIBUTED. I[N FLORIDA,
THE SELECT LEGISLATIVE CoMMITTEE ON FEDERAL GOVERNMENT CUTBACKS HELD A SERIES OF
HEARINGS IN WHICH THE TESTIMONY OF LOCAL GOVERNMENTS WAS SOUGHT. EACH OF THE 67
COUNTIES AND 58 LARGEST CITIES WERE INVITED TO PARTICIPATE- IN SOME STATES,
STATE OFFICIALS VISITED ELIGIBLE COMMUNITIES; IN OTHERS, LOCALLY ORIENTED POLICY
ADVISORY COMMITTEES HAVE ACTUALLY BEEN INVOLVED IN SELECTING LOCAL RECIPIENTS.
_STATE-LOCAL COOPERATION APPEARS TO BE WORKING WELL AND HAS RESULTED IN A
SUBSTANTIAL INCREASE IN THE NUMBER OF APPLICATIONS SUBMITTED BY LOCAL
COMMUNITIES.

In TERMS OF ADMINISTRATIVE REQUIREMENTS, IT APPEARS THAT STATES HAVE TAKEN
DIFFERENT APPROACHES TO THE ELIMINATION OF CERTAIN FEDERAL MANDATES. SOME
STATES ARE UNWILLING TO MAKE SUBSTANTIAL CHANGES BECAUSE THEY FEEL THAT THE
FEDERAL GOVERNMENT MAY CHANGE THE CURRENT REQUIREMENTS BACK TO THE EARLIER
PRESCRIPTIVE CONDITIONS- CERTAIN STATES HOWEVER DID REDUCE THEIR ADMINISTRATIVE
BURDEN. (REGON, FOR EXAMPLE, SIMPLIFIED THEIR REPORTING REQUIREMENTS AND
REDUCED LOCAL GOVERNMENT REPORTING AS WELL.

IN MY OWN STATE OF Mew HAMPSHIRE, MR. CHAIRMAN, THERE ARE COST SAVINGS
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TAKING PLACE AS A RESULT OF THE BLOCK GRANT PROGRAM. ONE COST SAVINGS 1S THAT
WE GET LESS MONEY AND SO WE SPEND LESS. THE OTHER IS IN ADMINISTRATIVE
EFFICIENCY. WE MUST ADMIT THAT ADMINISTRATION IS IMPROVED AT THE STATE LEVEL.
AT THE FEDERAL LEVEL, WE FIND FEWER MANDATES AND LESS STRINGENT BUREAUCRATIC
REQUIREMENTS. WE HAVE TAKEN ADVANTAGE OF THAT IN OUR OWN STATE, NOT JUST IN THE
BLOCK GRANT PROGRAMS, BUT IN HUMAN SERVICE PROGRAMS UNTIL THE YEAR 1985. THis
SINGLE PLAN HAS BEEN ACCEPTED AT THE FEDERAL LEVEL IN LIEU OF COUNTLESS FEDERAL
PLANS THAT WERE REQUIRED HERETOFOR. AS SUCH, IT IS NOT ONLY A MORE RESPONSIVE
AND RESPONSIBLE DOCUMENT, BUT IT IS OBVIOUSLY ADMINISTRATIVELY A LESS EXPENSIVE
DOCUMENT -

ONE ITEM OF CONCERN FOR YOU IN THESE HEARINGS 1S THE STATE-LOCAL
RELATIONSHIP. AS SENATOR MOE HAS POINTED OUT, THE REDUCTION IN FEDERAL AID WILL
CAUSE INCREASING PRESSURE ON STATES TO PROVIDE ADDITIONAL AID 70 LOCALITIES: AS
THE EXAMPLES | HAVE CITED HAVE SHOWN, A NUMBER OF STATES HAVE TAKEN o
EXTRAORDINARY STEPS TO INSURE THAT LOCAL GOVERNMENTS ARE HEARD FROM. In
ADDITION, THE ADVISORY COMMISSION ON INTERGOVERNMENTAL RELATIONS STATES THAT
STATE AID TO LOCALITIES HAS BEEN CONTINUALLY GROWING: FROM $56.2 BILLION IN
1976 To $89 BILLION IN 1981. THESE TOTALS REPRESENT 60-5% OF LOCAL GOVERNMENT
OWN SOURCE GENERAL REVENUES IN 1976 anp £2.7% IN 1981. IF YOu SET ASIDE THE
FEDERAL AID WHICH 1S PASSED THROUGH STATE BUDGETS TO LOCAL GOVERNMENTS, STATES
STILL CONTRIBUTE 31% OF THEIR TOTAL REVENUES TO LOCAL GOVERNMENTS. THiS DOESN'T
COUNT THE AID WHICH GOES DIRECTLY TO INDIVIDUALS WITHIN THE CITIES FROM THE
sTATES (AFDC AND MEDICAID COSTS IN MOST STATES), NOR DOES IT COUNT THOSE
SERVICES WHICH HAVE SIMPLY BEEN TAKEN OVER BY THE STATE. THE STATE OF MARYLAND,
FOR EXAMPLE, FUNDS MASS TRANSIT SERVICES “IN BALTIMORE. HERE IN THE DISTRICT,
BOTH MARYLAND AND VIRGINIA FUND THE METRO SYSTEM.

FINALLY, LET ME TURN TO THE FEDERALISM INITIATIVE ANNOUNCED IN THE 1982
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STATE OF THE UNion ADDRESS. As | MENTIONED AT THE OUTSET; I HAVE SERVED As A
MEMBER OF NCSL'S NEGOTIATING TEAM ON THIS PROPOSAL FOR MOST OF THE PAST YEAR.
JUST THIS WEEK WE HAVE RECEIVED COPIES OF LEGISLATION WHICH HAS BEEN SUBMITTED
T0 THE CONGRESS TO IMPLEMENT THE FOUR “MEGABLOCK” PROPOSALS WHICH ARE THE FINAL
OUTCOME OF A YEAR'S NEGOTIATION. WHILE NCSL HAS YET TO FULLY ANALYZE THESE
BILLS, A NUMBER OF POINTS CONSISTENT WITH OUR EFFORTS OVER THE PAST YEAR CAN BE
MADE-

FIRST WE ARE DISAPPOINTED THAT THE FEDERAL TAKE-OVER OF THE MEDICAID
PROGRAM HAS NOT BEEN INcLUDED- THE HCSL WAS HOT SUPPORTIVE OF ADDITIONAL STATE
RESPONSIBILITIES FOR INCOME MAINTENANCE PROGRAMS WHICH SEEMED TO BE THE KEY To
CONTINUED ADMINISTRATION SUPPORT FOR THE TAKE-OVER OF MEDICAID. [N FacT, NCSL
CONSISTENTLY VOTED TO REQUIRE FULL FEDERAL RESPONSIBILITY FOR FUNDING A BASIC
INCOME SECURITY PROGRAM. IN EXCHANGE, STATES WOULD BE WILLING TO TAKE ON
FURTHER RESPONSIBILITIES.

PERHAPS THE SECOND MOST IMPORTANT POINT WE HAVE PRESSED FOR IS THE RETURN
OF SUFFICIENT RESOURCES TO FUND THOSE APPROPRIATE RESPONSIBILTIES TURNED BACK.
_THERE ARE TWO PARTS TO THIS, AND [ WILL TENTATIVELY APPLY THEM TO THE CURRENT
FOUR PROPOSALS. FROM THE BEGINNING, NCSL DISCUSSED A 5 - 10% SAVINGS FROM
IMPROVED EFFICIENCY DUE TO BLOCK GRANTS OVER CATEGORICAL GRANTS. THAT FIGURE
STILL SEEMS ACCURATE BUT NO ADMINISTRATION PROPOSAL NOR CONGRESSIONAL ACTION HAS
EVER KEPT TO THAT TARGET. THE CUTS BEING PROPOSED HERE: U43% LESS IN RURAL
HOUSING, 107 LESS IN THOSE PROGRAM AREAS THAT ARE ALREADY BLOCK GRANTS,
GENERALLY. A 10 - 207 REDUCTION FRoM FY 1983 PROGRAM LEVELS, ARE BEYOND ANY
SAVINGS WHICH STATES COULD REALIZE FROM SIMPLIFIED ADMINISTRATION-

IN TERMS OF APPROPRIATE PROGRAMS TURNED BACK, HCSL HAS CONSISTENTLY
RESISTED RESPONSIBILITY FOR THE WORK INCENTIVE (WIN) PROGRAM AND THE Low Income

ENERGY ASSISTANCE PROGRAM AS ENCOME SECURITY PROGRAMS MOST FITTINGLY RETAINED BY
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THE FEDERAL GOVERNMENT. [N THE HIGHWAY AREA, WE HAVE HELD SEVERAL VERY SPECIFIC
DISCUSSIONS ON THESE PROGRAMS AND OUR CURRENT POLICY IS THAT PRIMARY ROADS
SHOULD REMAIN A FEDERAL RESPONSIBILITY BECAUSE OF THEIR INTERSTATE TRAVEL.
BESIDES THESE OBJECTIONS, THE LONG LIST OF PROGRAMS DOES FALL WITHIN OUR GENERAL
POLICY-

WE WILL HAVE SOME QUESTIONS ON THE PASS-THROUGH PROVISIONS AS THEY AFFECT
THE SMALL CITIES COMMUNITY DEVELOPMENT BLOCK GRANT PROGRAM WHERE A PERCENTAGE
ALLOCATION WOULD BE ESTABLISHED AND MAINTAINED. SINCE MOST STATES ARE JUST
BEGINNING TO USE THESE FUNDS AND THE CHANCE TO CHANGE PRIORITIES EVERY FEW YEARS
TO BETTER MEET THE NEEDS OF THE STATE WAS ONE OF THE ORIGINAL INTENTIONS OF THIS
BLOCK GRANT, THIS ALLOCATION REQUIREMENT COULD MAKE THE PROGRAM LESS EFFECTIVE.

WE ARE JUST NOW BEGINNING TO LOOK AT THESE SPECIFIC PROPOSALS, AND I wouLp
BE GLAD TO FORWARD THAT ANALYSIS TO YOU AT A LATER DATE. THE ONE REMAINING
CRITERIA WE HAVE SUPPORTED IS THAT THE END RESULT BE A PROGRAM SIMPLIFICATION.
IT APPEARS FROM THE LEGISLATION THAT THAT IS THE INTENTION.

MR. CHATRMAN, | BELIEVE THAT THE STATE EXPERIENCE UNDER THE NEW BLOCK
GRANTS HAS BEEN A GOOD ONE. [ EXPECT TO SEE FURTHER CHANGES IN THE ALLOCATIONS
'OF THESE FUNDS WITHIN THE STATES DURING THIS SESSION. THE REDUCTION IN FEDERAL
MANDATES WILL BE MOST BENEFICIAL AS WE GAIN MORE EXPERIENCE WITH THE PROGRAMS
THAT ARE NOW UNDER OUR JURISDICTION. WE WOULD URGE YOU TO ELIMINATE FEDERAL
STRINGS AND CONTINUE FUNDING THE BLOCK GRANT AT THE CURRENT LEVELS. FrRoM THE
STATE LEGISLATIVE PERSPECTIVE, | BELIEVE THAT THE MECHANISMS ARE NOW IN PLACE TO
ASSESS THE PROGRAMS FUNDED UNDER THE BLOCK GRANT. AS THIS PROCESS CONTINUES, 1

THINK WE WILL SEE THE REAL FRUITS OF NEW FEDERALISM.
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CONSOLIDATION OF FEDERAL GRANT-IN-AID PROGRAMS

NCSL has long supported the consolidation of federal grant-in-aid
programs. The Conference believes that increased flexibility in the use
of funds at the state level can lead to better targeting and thus more
efficient use of funds. Consolidations can also greatly lessen admini-
strative costs through simplified funding, reporting and auditing procedures.
NCSL urges the Administration to continue to take a leading role in formulating
consolidation proposals, giving priority to lists of programs which are
usually administered by a single state agency. NCSL asks that Congress give
these proposals serious consideration, keeping in mind the need for greater
government productivity in a time of limited resources.

NCSL believes that consolidation proposals should contain the following
provisions:

¢ in the event that Congress imposes “maintenance of currert level of
services" mandates on funds appropriated for any of the federal
grant programs, Congress is urged to provide the funds necessary
to maintain and support the current levels of services existing at
the time of such mandates;

¢ transition provisions which would provide states with adequate time
to adjust state laws and practices to accommodate the federal changes;

o simplified program administration, including consolidated applications
and payments, and stream!ined reporting and auditing procedures;

‘e ability to transfer funds among consolidated program areas;

¢ Jjoint approval of comprehensive state plan by the governor and
state legislature when gubernatorial approval is required in federal
statutes; and

e following submission of a comprehensive state plan, approval of
proposals submitted by units of local government directly to
federal agencies should be contingent upon each proposal’s
consistency with that approved state plan,

NCSL further urges that state legislatures respond to the spirit of
consolidation by encouraging the consolidation of state programs whenever
pos§ib1e. They should further.consider the development of mechanisms to
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APPENDIX A

DESCRIPTIONS OF INDIVIDUAL STATE LEGISLATIVE MECHANISMS
TO CONTROL FEDERAL FUNDS

Alabama: A major part of the annual Alabama state budget is earmarked.
Federal fund appropriations are open-ended, with little or no detail provided
in the budget bill. During its 1981 session, the Alabama legislature passed
two joint resolutions that dealt with block grants. SJR 19 created an interim
legislative committee to study federal block grants and SJR 215 expanded the
scope of one of the legislature's select joint committees, “to investigate and
veport on the impending impact of federal block grants to operate state health
and welfare programs.”

Alaska: The Alaska legislature maintains a high degree of control over
Federal funds through a strong session budget process and a strong legislative
advisory role during the interim. Under this process, the governor must
respond in writing to the Legisiative Budget Committee if he authorizes
federal fund expenditures over their objection. This process was developed
after the defeat of a constitutional amendment allowing the Tegislature to
delegate its appropriations authority to a committee.

Arizona: Based in part on a 1974 case, Navajo Tribe v. Arizona Department of
Administration (528 P2d 623), the Arizona Tegislature cannot appropriate
ederal funds. In 1979, the legislature passed a bill requiring legislative
grant application review, which was vetoed by the governor.

Arkansas: The Arkansas legislature exerts fairly high appropriation control
over federal funds during their biennial session, appropriating most funds in

_specific sum to programs or agencies. The governor accepts and authorizes
federal fund expenditures during the interim with the advice of the
Legislative Council. The Office of Budget forwards agency requests for
additional federal funds to the Legislative Council, which must comment on
such requests before funds can be extended. The full legislature must ratify
the governor's decisions during the next session, or the state no longer
participates in the program.

California: In 1978, the legislature passed a bill creating a federal trust
fund and accounting procedure which required appropriation of federal funds
and improved system for accounting and tracking federal funds. By FY 1983-84,
the California legislature will be able to appropriate federal funds
comprehensively. During 1981, legislation was passed in California which
established a joint legisiative-executive advisory committee for the
allocation of block grant funds, scheduled to go out of existence in July of
1984,

Colorado: Prior to 1982, the Colorado legisiature exercised Tittle oversignt
over federal funds, except to tightly control any required state match. In
1982, however, the legislature decided to appropriate the block grants in its
major budget bill. The Governor subsequently vetoed the language in the bill
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which appropriated the blocks, claiming that a 1972 Colorado Supreme Court
case, Mac Manus V. Love, "179¢ Colo. 218, denied the legislature the authority
to appropriate federal funds. The legislature is now suing the Governor over
his veto because they do not believe that the 1972 case applies to block grant
funds. The legislature is not involved in federal grant application review.

Connecticut: In 1979, the 1legislature enacted legislation creating an
advisory role for itself in the grant application gnd award notific%tion
processes, and establishing legislative receipt of federal funds information
through the federal A-95 and TC-1082 information systems. To assure its
involvement in the allocation of block grant funds, Connecticut passed PA
81-449 in 1981, which stated that during FY '81-82:

o State funds may not replace federal funds that have been cut without
legistative approval

0 Legislative approval is required before the expenditure of block grant
funds

0 " Any modification of funding for programs necessitated by reduction in
federal funds can occur only if there is legislation that allows this

Delaware: The Delaware legislature participates 1in the state A-95
cTearinghouse activities. Two legislators plus the legislative
Controller-General serve on the clearinghouse, which maintains year-round
oversight of applications submitted by state and local governments for federal
grants. All federal funds received by an agency are automatically
appropriated.

Florida: The Florida legislature maintains a high degree of appropriation
control over federal funds, appropriating specific sums at the subprogram
level and using a statewide accounting system to track and systematize federal
funds information. Interim control is informal and advisory; the Cabinet,
which has the format control, consults with legislative appropriations
committees prior to approving federal funds. During 1981, the Florida
legislature formed a Select Committee on Federal Budget Cutbacks and developed
2 general policy statement and detailed guidelines which were used by the
Senate Appropriations Committee in writing the 1982 Senate Appropriations Bill.

Georgia: The Georgia legislature exerts control over federal funds through a
specific appropriation of all federal funds to the subprogram level, and
through an advisory role in both the executive branch's interim handling of
unanticipated federal receipts and the federal grant application process.

Hawaii: The executive branch, through the governor and department heads has
primary responsibility for federal funds oversight. During its 1982 session,
the legislature had no role in the acceptance or appropriation of the FY82-83
block grants.

Idaho: The 1daho legislature appropriates nearly all federal funds
"cognizable" or known at the time of the annual legisiative budget process.
However, the legislature does not maintain control over federal funds during

the interim. Recently, the legislature has considered several options for
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jncreased control, including grant application review and review of new
federal projects by a legislative advisory committee.

I11inois: I1linois legislative efforts to control federal funds have focused
on the development of a comprehensive federal fund information and tracking
system, based in large part upon agenCy surveys conducted by the I1linois
Commission on Intergovernmental Cooperation. The legislature also maintains a
moderate degree of appropriation control over federal funds during the
session, appropriating these funds from trust funds to state agencies for
certain line items.

Indiana: The governor is statutorily empowered to accept federal funds which
are tnen automatically appropriated according to federal -law. Legislative
oversight over these funds 1is exerted, in part, through the 1legislative
membership on the state Budget Committee, which advises the state. budget
agency on budgetary and fiscal matters raised by the agency.

lowa: The 1981 session of the Iowa legislature made major changes in the Iowa
Statutes concerning federal funds. The governor must now include a statement
detailing how much federal funds he anticipates the state will receive during
the next biennium and indicating how the funds will be used and the programs
to which they will be allocated. Block grants received must be deposited in a
special account subject to appropriation by the legisltature. The grant
application process remains one of an advisory capacity by the legislature.

Kansas: The Kansas legislature exerts a fairly high degree of control over
Tederal funds through the appropriations process and a strong legislative role
in the interim appropriation of federal funds. The State Finance Council, the
interim controlling body, is composed of the governor and- eight legislators.
This council has binding authority to approve receipt and expenditure of
unappropriated federal funds, and to increase expenditure authority on
appropriating federal funds.

i Kentucky: The Kentucky legislature appropriates federal funds on a limited
basis, by "lump sum." In 1982, the legislature passed HB 648 which provides
for binding legislative review of federal block grant applications.

Louisiana: The Louisiana legislature has a long tradition of strong
TegisTative: control of federal funds, accomplished by specific federal fund
appropriations to programs or agencies, and by binding legislative interim
authority over unanticipated federal receipts. The 24-member Legislative
Budget Committee composed of the Senate Finance Committee and the House
Appropriations Committee, has the authority to accept or refuse such moneis.
The constitutionality of this committee was upheld in a 1977 Louisiana case,
State ex rel. The Guste v. Legislative Budget Committee et al (347 S. 2d
160). 1n 3its 1981 session, the Louisiana legislature instituted a requirement
that federal funds received in the form of blocks be reviewed by the Joint
Legislative Committee on the Budget, where federal funds are newly
incorporated into the state budget. The Louisiana House Appropriations
Committee also established a subcommittee to review block grants.

Maine: In 1981; Maine enacted the following law:
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Any change from federal categorical grants to federal block grants should
not be implemented on the state level without recommendations from the
committee having jurisdiction over appropriations and financial affairs
and approval by the legislative branch of state government.,

Maryland: 8y constitution, the Maryland legislature can only reduce the
executive budget. Within this constraint, however, the Tegislature does
maintain a high level of federal fund appropriation activity, making specific
appropriations to various programs or agencies. In 1982, a bill was passed
(H.8. 1458) which requires the executive to consult with the Legislative
Policy Committee prior to making any state determination on block grants.

Massachusetts: 1In 1981, the Massachusetts legislature greatly increased its
oversignt or federal funds. All federal funds received by the state must now
be deposited in a special General Federal Grants Fund, subject to
appropriation by the 1legislature. Additionally, the legislature must be
notified of all federal grant applications at Tleast 30 days prior to
submission. Finally, the Tegislation specifies reports that state agencies
must regularly submit to the legislature concerning federal funds.

Michigan: The Michigan legislature has one of the more comprehensive control
processes over federal funds in the country because it exerts specific sum
appropriations control throughout the year. In addition, it requires the
executive branch to prepare an annual report itemizing all federal assistance
to the state. It also receives timely reports on grant applications and
awards. Three bills were passed in Michigan during 1981, dealing with
legislative oversight of block grants. SCR 355 required that all state
agencies inform the legislature of applications for, and the receipt of,
federal block grants and directed the governor to set forth in detail in the
budget the proposed expenditures of federal block grant funds. Under PA 30,
the Department of Management and Budget must submit to the legislature an
annual report on federal assistance. And PA 18 declared that, if
appropriations are made from federal revenues, the amount expended shall not
exceed the amount appropriated in the budget act or the amount paid in,
wnichever is the lesser.

Minnesota: Legislative control over federal funds is accomplished in several
ways n Minnesota. First, most federal funds are appropriated by statute,
- with the legislature exerting a fairly high degree of control by specific sum
appropriation to program or agency. Second, the legislature can attach
“riders® to the eight omnibus appropriation bills to control the hiring of
personnel and the commitment of state funds. In 1979, the Tegislature passed
a law requiring legislative review of interim receipt and expenditure of
federal funds. For new programs, personnel Tlevel changes, and proposed
increases in state match, an agency must secure the recommendation of the
Legislative Advisory Committee (which is generally followed). Finally, the
legislature receives grant application “"policy notes" which give reasons for
application and provide funding level information. During 1981, the Minnesota
legislature passed a bill requiring one-quarter of FY '82 block grant monies
to be allocated according to prior categorical uses, with the remainder to be
appropriated by the legislature when it reconvened. During the interim a full
appropriations committee meeting was held on federal cuts and block grant
legislation.

22-897 0 - 83 - 7
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Mississippi: The legislature appropriates federal funds, and has an in-state
Tracking system for federal funds, but plays no role in the review of grant
applications.

Missouri: The Missouri legislature exerts a fairly high degree of
appropriations control over federal funds during session, appropriating
specific sums to various programs or agencies. In 1978, a Taw was passed
establishing a “federal grant program fund" which has allowed better trancking
and control over federal funds. Under this law, agencies are required to
provide a monthly report on federal grant expenditures. The legislature
exerts no control over these funds during the interim due to a 1975 state
Supreme Court case, Danforth v. Merrill (530 Swad 209). The 1981
appropriation for the Department of Social Services included the following
directive: ®. . . Federal block grants received by the Department of Social
Services shall be administered wunder the oversight of a (joint
legislative-executive) committee.” .

Montana: The biennial Montana legislation controls federal funds to a high
degree in the appropriation process through careful scrutiny by appropriations
committees. Appropriations are accompanied by detailed background information
provided through a statewide budget and accounting system that tracks all
federal income by grant and includes all funds coming to the universities.
Because of its biennial session and budget, the Montana legislature has tried
to secure interim appropriations authority.for a committee. Defeated in a
1975 Montana Supreme Court ruling, Montana ex rel Judge v. Legislative Finance
Committee, the legislature passed a bill in 1981 requiring that a special
sessjon be held during the 1981-83 interim to appropriate federal funds. A
special session was subsequently held in November 1981 at which time the
legislature appropriated block grants. The legislature then recessed, but did
not adjourn, in order to maintain appropriations control over any additional
block grants that might come to the state before the legislature's next
regular session.

- Nebraska: Although the legislature exerts a limited amount of appropriations
Control  over federal funds, wmaking open-ended appropriations, the
legislatures's Executive Board has an advisory role in both the grant
application process and in the interim receipt and expenditure of
unanticipated federal receipts. In addition, the legisiature receives federal
grant application and award information.

Nevada: The Nevada legislature controis the flow of federal funds on a
year-round basis. During session, it must authorize the expenditure of any
funds and grants in an "authorized expenditure act.” During the interim, the
Interim Finance Committee must approve the acceptance of gifts or grants
(subsequent to agency acceptance); gifts of $10,000 or smaller, governmental
grants ‘of $50,000 or less, and gifts or grants ot the University of Nevada
system and the Nevada industrial commission are exempt. SB 619, passed in
1981, requires that: )

Whenever federal funding in the form of a categorical grant of a -
specific program administered by a state agency . . . is terminated
and incorporated into a block grant . . . the agency must obtain the
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approval of the interim Finance Committee in order to allocate the
money received from any block grant.

New_Hampshire: The New Hampshire legilature controls federal funds through
specitic sum appropriation by subprogram for block, categorical, and
pass-through funds. Like other part-time legislatures, New Hampshire's
concerns have focused on ways .to exert year-round control. As a result, the
Fiscal Committee, while not appropriating federal funds during the interim,
must approve all new positions. Also, a bill was passed by the legislature in
1981 requiring the governor to notify the presiding officers of the Senate and
House of Representatives of any block grant awards by the federal government.
Any allocation of these grants must be approved by the General Court.

New Jersey: Although the New Jersey legislature exerts only a moderate amount
of controi over federal funds in the approrpiations process, it has begun to
exert control over these funds through two other procedures. First, the
legislative budget officer must review and approve the receipt and expenditure
of non-state funds received by the executive budget office. Second, the
Legislative Budget Office monitors agency compliance with legislative intent
in terms of program size and total appropriations. The Joint Appropriations
Committee has also established a Federal Funds Subcommittee to work with the
Legislative Budget Office, the governor's budget office and state agencies on
matters pertaining to federal funds and federal programs. During 1981, the
legislature formed a Subcommittee on Federal Aid and the Joint Appropriations
Committee intensified its oversight of federal funds.

New Mexico: Although' the New Mexico legislature cannot appropriate federal
unds tor constitutional institutions because of a 1974 State Supreme Court
decision, it does play a significant advisory role over grant application
awards, and unanticipated federal receipts through the Legislative Finance
Committee (LFC) and its staff. The LFC receives grant application information
on request and biweekly reports from the executive branch on grant awards. An
interim Federal Funds Reduction Study Committee was set up in 1981 by the
legislature to monitor the federal budget process, determine state and local
impact, and draft legislation.

New York: In 1981, the New York legislature passed legislation which switched
the state from cash accounting to generally accepted accounting principles.
In the process, it also took on responsibility for appropriating federal
funds. Under the new legislation, the state comptrollers must publish
detailed monthly reports on the sources and uses of funds, including federal
funds, The legislature also has an advisory role in grant application reviews.
North Carolina: In 1981, the North Carolina legislature passed a bill which
required all federal block grant funds received by the state between August
31, 1981 and July 1, 1983 to be received by the General Assembly. It also
established a Joint Legislative Committee to Review Federal Block Grant
Funds. In February 1982, the North Carolina Supreme Court issued an opinion
which found unconstitutional the delegation of approval/disapproval authority
over fnterim federal receipts to the Joint Legislative Committee. The
legislature makes specific sum appropriations of federal funds.

North Carolina: In 1981 the North Carolina legislature passed a bill which
recuired all federal block grant funds received by the state between August
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31, 1981, and July 1, 1983, to be received by the General Assembly. It also
established a Joint Legislative Committee to Review Federal Block Grant
Funds. In February 1982 the. North Carolina Supreme Court issued an opinion
which found unconstitutional the delegation of approval/disapproval authority
over interim federal receipts to the Joint Legislative Committee. The
legislature makes specific sum appropriations of federal funds.

North Dakota: The North Dakota legislature uses the appropriations process to
contro] federal funds. Most appropriations are specific sum, made at the
agency level. During the interim, appropriations chairmen serve on a
five-member Emergency Commission, which authorizes the expenditure of
unanticipated federal receipts.

Ohio: The Ohio legislature controls federal funds through the appropriations
process, through agency federal fund information reports to legislative budget
staff, and through participation on the State Controlling Board. This
seven-member board, composed of six legislators and the state budget director,
authorizes the receipt and expenditure of unappropriated federal receipts
during the legislative interim. The legislature has also created a2 Joint
Legislative Committee on Federal Funds to monitor the receipt and expenditure
of federal funds and to review all new federal grant programs. This committee
functions in an advisory capacity to the State Controlling Board and General
Assembly in all matters related to federal grant programs.

Oklahoma: The legislature passed a bill (SB 326) dealing with legislative
oversight of federal funds in 1981. That bill directed that claims by state
agencies for federal funds may not be processed without written authorization
from the President of the Senate and Speaker of the House. The bill also
created a Joint Committee on Federal Funds with authority to
approve/disapprove federal fund applications. However, a recently released
advisory opinion by the Oklahoma attorney general found this latter procedure
to constitute an unconstitutional delegation of legislative authority to a
committee. The Oklahoma legislature does not appropriate federal funds.

Oregon: The Oregon legislature exerts a high degree of year-round
appropriations and application control over federal funds. During the
biennial session, it appropriates specific sums to subprogram activities.
During the interim, the 17-member legislative Emergency Board, which was
established by constitutional amendment in 1963, has the statutory authority
to approve grant applications and to appropriate unanticipated federal
receipts.

Pennsylvania: As a full-time legislature, the Pennsylvania General Assembly
Controls Tederal funds in its regular appropriations process through the
passage of a separate federal appropriation bill. This activity is based on
an improved state budget and accounting system which is beginning to track
federal funds going to state agencies. The Pennsylvania General Assembly's
authority to appropriate federal funds was upheld in all appeals of Shapp v.
Sloan.

Rhode Island: The legislature does not appropriate federal fumds, but its
Tiscal offices do review grant applications. The Executive Budget Agency is
authorized to receive and expend unanticipated federal receipts during the
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interim. The legislature does receive federal grant application and award
notification data upon request, to review distribution of funds.

South Carolina: The South Carolina legislature exerts a high degree of
control over federal funds, both through grant application approval and the
appropriations process. Throughout the year, the Joint Appropriations Review
Committee has authority to approve or disapprove grant applications and
appropriations. In addition, the governor reports monthly on indirect cost
recoveries and research grants and loans. South Carolina is also establishing
a comprehensive federal funds tracking and budgeting system. These increased
control mechanisms were authorized in a 1978 law requiring state legislative
authority over "all funds." Recently, the executive branch challenged the
constitutionality of the Joint Appropriations Review Committee. An opinion
has not, as of this writing, been issued on the matter.

South Dakota: The South Dakota legislature uses the appropriations process to
control federal funds. Ouring session, the legisiature makes specific “sum
appropriations to various prcgrams. During the interim, the Joint Committee
on Appropriations has the authority to approve or deny the expenditure of
unanticipated federal receipts upon the recommendation of the governor. In
the past, the legislature unsuccessfully tried to review grant applications,
but the paperwork made this approach infeasible.

Tennessee: Although federal funds are automatically appropriated to scme
degree, the legislature exerts control over these funds in the following
ways: 1) The legislature authorizes total spending levels, based on actual
state appropriations and estimated federal receipts. To the extent that
federal funds are reduced, so is the state share, but total spending
authorization is not increased when federal funds increase. 2) No state
agency can expand or adopt programs without notifying the Finance and Ways and
Means Committees and securing comment from the chairmen. Although their
approval is not required by statute, in practice this approval is needed
before the agency can spend the additional funds. 3) A 1981 law requires the
Commission of Finance and Administration to submit a plan for implementing
federal block grants to the legislature.

Texas: The Texas legislature's level of appropriations varies from open-ended
appropriations to specific appropriation of estimated federal receipts as one
source of revenue for total program funding. (WDOTM?) Federal funds for human
service programs, transportation, and, to a lesser degree, educatiom, receive
a high degree of legislative scrutiny during the biennial session. Ouring
1981, the legislature attached a rider to its appropriations bill which
requires that if block grants replace categorical grants, the funds should be
allocated to state departments and agencies as they were under categorical
grants.-

Utah: The Utan legislature exercises a fairly high degree of control over
Tederal funds, through specific sum appropriations to programs and agencies,
and through an advisory role in the grant application process. In additiqn,
the governor, who is empowered to receive federal funds during the interim,
can only accept funds for one fiscal year. The full legislature must approve
muliti-year -programs in the subsequent session; in addition, they must act on
all federal funds accepted by the governor for programs that require a state
match.
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Vermont: Like Nevada, the Vermont legislature exerts a high degree of control
over federal grants because of its authority to accept grant funds prior to
their expenditure (and subsequent to gubernatorial approval of grant
applications). In addition to this mechanism adopted in 1979, the legisiature
also makes specific sum appropriations to subprogram levels and reviews grant
applications during both the session and the interim.

Virginia: The Virginia General Assembly exerts a moderate degree of control
over federal funds during its apropriations process, making mostly specific
sum appropriations to subprogram levels. It has no authority over federal
funds during the interim, but does restrict the amount of funds above
appropriations that may be received and spent during the interim through
provisions in the Appropriations Act. Under the 1981 amendments to the
Virginia Appropriations Act, the governor must produce quarterly reports
summarizing the implications of approvals of federal funds grants. The
implications to be identified include significant and anticipated budgetary,
policy and administrative impacts of federal requirements.

Washington: Although the Washington legislature exerts a high degree of
control over federal funds through its appropriations process, it is a
biennial legislature. As a consequence, the fact that the legislature
controls no grants during the interim weakens its control. The governor is
authorized to receive and spend most unanticipated receipts during the
interim. The legislature can monitor and develop federal fund information
through its computerized information system.

West Virginﬁa: During its 1982 session, the West Virginia legislature passed
a comprehensive bill dealing with legislative oversight of federal funds. The
bil1l requires:

o all federal funds to be deposited in a special fund account and made
available for appropriation by the legislature;

o the governor to itemize in the state budget, on a line-item basis,
separately, for each spending unit, the amount and purpose of all
federal funds received or anticipated for expenditure;

o state agencies to send copies of federal grant applications to the
legislative auditor at the time of submission.

Wisconsin: At the present time, the Wisconsin legislature appropriates
federal funds on an open-ended continuing basis. It has interim control over
excess state matching funds; the Joint Committee on Finance must appropriate
these funds. The legislature has recently begun to receive federal grant
application information.

Wyoming: The ‘Wyoming legislature maintains a moderate degree of
appropriations control over federal funds during its biennial budget process,
making specific sum appropriations at the program level, It does not exert
control over these funds during the interim, however; the governor is
empowered to approve the receipt and expenditure of federal funds. The

legislature also does not review grant applications.
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INTRODUCTION

The primary objective of this ngj;lat%ve Finance Paper is to proviqe a
revfew of state legislative activity regarding the new consolidated federal
aid programs (commonly called block grants), which were enacted in 1981. The
paper also: 1) reviews the general features and requirements of the block
grants; 2) discusses the present issues and problems that state legislators
have identified regarding block grants; and, 3) outlines the new FY '83
Administration budget proposals consolidating some existing programs into
eight new block grants and modifying other existing programs,

While we prefer to call them consolidated federal aid programs rather than
block grants, we lapse into the more commonly used "block grants® because of
ease of usage. The issues and problems section of this paper explains some of
the reasons why “block grants® may be a misnomer for these programs.

The information in this paper regarding individual state actions about the
1931 consolidated federal aid programs was gathered through two NCSL fiscal
surveys during November and Oecember of 1981. The written survey information
was supplemented by telephone calls as necessary. We did not include actions
by any state executive branch regarding block grants, and 1982 state
legislative action is being monitored and will .be reported later.

The NCSL Fiscal Affairs Program staff thank all of the state legisiative
fiscal officers and their staffs for cdntributing the information presented
herein. In addition, we appreciate the assistance of our NCSL Washington,

D.C., colleagues.
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We encourage the rsaders of this paper, especially stata lagislators and
legislative staff, to comment on the contents of this paper s that any
further resaarch might bettar address state legislative needs. If recant
legistative action has altared what we depict as your state legislative role

regarding block grants, please forward that jnformation to us.
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I. CONSOLIDATED FEDERAL AID PROGRAMS
(BLOCK GRANTS):
BACKGROUND AND DESCRIPTION

A. Background

Federal aid to state and local governments has taken several forms over
the past two decades--from categorical grants to general revenue sharing to
block grants. Unti.l recently, whatever the form of federal aid, the amount of
money flowing to the states from Washington, 0.C., increased on the average by
1S percent each year. As a consequence, state and local governments became
increasingly dependent on federal resources, especially for the funding of
social programs even though own source income grew significantly and accounts
for about 75 percent of all state government revenues. In the late seventies,
the rate of growth in federal aid to state and local governments began to slow
and in 1982 state and local governments will actually receive Tess federal aid
than they did in 1981.

The era of rapidly growing federal grants-in-aid began in the 1960s with
the proliferatiop of categorical grants designed by Congress to provide state
and local governments with federal funds earmarked for a wide variety of
narrowly defined programs. Both state and local governments became
increasingly disenchanted with the federal grant-in-aid program, complaining
about: 1) the lack of flexibility to tailor programs to local needs; 2) the
onerous bureacratic requirements of program administraﬁion; 3) the federal
government "luring" state and local government into starting programs by

providing 100 percent federal funding in the earlier years, but then adding

-3-
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state match requirements later; 4) increasingly, agency grantaes wer2 in the
position of teing neid accountaple ta Washingten, 0.C., mors than to stata anc
local electad officials, 5) stata legislatures found themsalves dy-passed dy
state agencies; and, §) local governments were applying directly to the
federal government for aid. .

1n an effort to improve stata-federal rnlatmns the Nixon Administra-
tion, in 1972, introducad General Revenue Sharing (&RS) to provide szate and
local governments with federai aid that cculd go direetly ints their general
fund and be appropriatad at their discretion. State and loczl gcvernment-
considered GRS to be the most affactive form of federal assistanca. in 1980,
nowever, the pragram was sliminatad for statas. -

Coupled with the GRS initiative was the block grant cancapt. 3lack grants
can be defined as faderal funds which are distributad to statz and local
governments to accomplish a broad range of pregram objectives. Iceally, frem
she view of stata and local government, the faderal government would attach
faw requirements ar "strings"' to the money so that stats and local governments
would be given wide discretion in bleck grant distribution. HUD's Cemmunity
Cavelopment 3lcck Grant was one of the first to be formulated, and continues

to be a model of an effactive and popular faderal grant program.

j. The New Federalism Appraach.

In 1981, the Reagan Administration draftad another alternative fcr statas
called the -“New Federalism with the objective ta redefine fedaralism By
providing statas with & stronger rale in the federal grncassﬁ. RERLEY]
initially proposad ta consolidate 85 catagorical grants into sa]ven alock
grants, giving the statas completa contral and responsibility over plock grant
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expenditures and allowing them the flexibility to. identify and address
specific state needs. Nevertheless, block grants are seen by legislatures as

a step backward when compared to the General Revenue Shariag initiative.

2. Federal Aid as a Portion of a State Budget.

According to Census Bureau reports, 1980 combined revenue for the 50
states amounted to $§234 billion, and federal aid to state governments was $62
billion. Thus, federal aid to state governments comprises about 25 percent of
a state's total budget. This percentage tends to be misleading because it
includes direct payments to individuals, like medicaid and AFDC, and payments
that pass through state governments to local governments. If- these
pass-through payments are deducted, federal aid constitutes about 10 percent
of an average state budget. Block grant monies amount to between 2 to 3
percent of that budget, and therefore, repfesent a very small portion of state
revenue. {However, thesa percentages vary depending on the fiscal structure

of each state.)

3. Funding Levels.

The National Conference of State Legislatures and the National Governors
Association formulated a policy position that endorsed a 10_percent praogram
funding reduction for block grants. This reduction would be acceptable
because federal program administration and overhead would be virtually
eliminated. The actual FY '82 funding level for block grants was reduced
overall by 13 percent, or 22.7 percent if inflation is taken into account.
The original FY '82 funding level designated by the August 13, 1981, Gmﬁibus
Budget Reconciliation Act (P.L. 97-35) was $10.2 billion, which is down from

-5
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the FY '81 lavel of $10.3 billion. However, this amount was changed in
Oecanlqer in the third continuing resoiution (P.L. 97-82) to a level of $3.3
9illion. This figure may change again when the continuing resoluticn expires
March 31. It is quite likely that the figure will be lowered since President
Reagan is asking for another $2.4 biilien in cutsﬂ tn the FY '382 budget.

(Refer to Table 1 for a block grant summary.)

3. Features of 3lock Grants

1. GCescription
The final block grant product that cmerged fram Congress and was signed oy
the President in August fell short of the expectations of state lagislatures.
Reagan's initial proposal was to merge 85 categorical grants inta saven
9locks, but the final result was the consclidation of only 37 catagoricals
inta nine blocks. For axample, according to OM8's national Sudget account
systam there are 33 catagorica.ls consolidatad in one olack grant orogram, aine
consolidatad in another block, and four block grants that each ceatain only
one program. Three slock grants have not yet been handed aver R the statas
9 administar.
The nine block grants are:
1. Alcohgl, Orug Abuse and Mental Heaith
2. Community Services
3. Community Oevelopment
4, Elementary and Secondary £ducation
5. Matarnal and Child Health Servicas
5. Low Income Energy Assistanca

7. Primary Care
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Table )

BLOCK GRANT SUHHARY

FY32
Funding Nuwber of Nunber of Adwin.
Level % Uifference Funding Consolidated States Par- Match Expense TVransfer-
Bluck Grant {in willions) FYB) vs. Fv82 Available Prograwns ticpating Required Liwit able
Alcahiol, Drug I\buSi 1] $ 432.0 -21.3% Oct. ¥, 1981 3 49 No 0% 7% to llealth
Mental liealth grants
Commminity Services) $ 340.0 -26.4% Oct. 1, 198) ) 33 No 5% 5% to fneryy,
Head Stavt &
Older Auer Act
Comunity bevelopuent $3456.02 - 6.5% late Feb. 1982 'l 25-30 est. VYes 2% 0z
Elewentary & Secondary $ 4720.4 -10.5% July ¥, 1902 33 Nut Yet No Ho Limit OX
Educat lon Available
Maternal & Child tlealth $ 342.5 -26.9% Oct. 1, 1981 6 48 Yes to Limit 0%
Services .
Low Incou Encrgy Assistance $1752.0 - 5.3% oct. 1, 198i 1 Automat ic No 108 . 104 Lo Cow. Sve.
Transfer Soc. Svc. &
lealth
Primary Care § 248.4 -23.6% uct. ), 1982 1 Not Yel Yes . HNone (173
Available Allowed
Prevent ive Neglth L Health $ 816 -17.8% Oct. 1, 198) 9 LL] No 10% 75 Lo Health
! Services
Social Services $2400.0 -19.6% Oct. )V, 194l 2 Automat ic No Ho Limit 0% Lo Hlealth
‘ Transfer and Lacryy

‘be distributed by the federal goverment .

'. 1. A sel-aside is stipulated rauging from 1% to 15% of the total block

2. States can aduinister 30X of tolal amount provided.

grant ‘funds (percentage rate depends on the block granl) which will

3
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oraventive Health and Health Servicss

Social Servicas

The individual funding level for the nine tliocks ranges fram 332 aillion

to $2.4 billion. Six of the blocks are balaw $500 million, and when that

amount is allocatad among the 50 states the final grant to each state is small.

The Reconciliation Act purposaly side-stepped specifying which branch.of

stata government would have administrative authority aver bleck grants,

allowing sach state to make that detarmination.

General featuras shared by bDlock grants ars:

*

An annual resort. ar application must be filed by the stata with
the” appropriate federal agency autlining program sbjectives and
matheds for distribution of funds. ’

Public hearings must be held providing input into the state hlock
grant application prior <o submission. Tais requirement was
waived for FY '82 becauss of the short notice given to gstates to
implement the programs. .

Audits must be performed at laast avery.two years Dy the statas,
ind Tederal auditors must be allowed accass o financial records.
The federal government is nat mandating any {edaral 2udit
management practices; instaad, they are allgwing the statas to
formulate their own audit procedures.:

A 5 to 10 percant fund transfer is allowed among five of the slack
grants. - .

A state administrative excense 1imit is sat for five of the block
grants, ranging Detwesn 7 %0 10 percent of the funding level. In
the case of the Primary Care 3lock Grant, f0 faderal monies can de
used to cover administrative expenditures.

2. Stata Implamentation

A significant featurs of block grants ig that stata legislaturss have 2

new dpporxunity ts appropriate all federal funds. Some stata legislatures

alrsady had in ﬁlace a mechanism appropriating faderal funds and dlock grant

implementation was easily aczommodatad into this procass. Other statas are
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using the opportunity presented by block grants to take the first step in
developing oversight of federal funds. Few states have been involved in
appropriating categorical monies. Part [l of this paper describes state
legislative action regarding block grants to date. '

The majority of states have chosen to administer the block grants
themselves in 1982, rather than have the federal agencies which were
responsibile for the categorical grants maintain program management. Two
programs--the Social Services B8lock Grant and the Low Income Energy Assistance
Block Grant--were automatically transferred tg state governments on October 1,
1981, bypassing state érogram acceptance. The Community Development .grant is
expected to be available in late February 1982, and at this point 25 to 30
states have expressed an interest in participation. It should be noted that
of the total funding figure shown in Table 1 for the Community Oevelopment
Block, the states can administer only 30 percent of this amount. Two other
programs, the Primary Care and Education Block Grants will not be available
for state implementation until FY '83. )

States which did not elect to accept any particular block grant by
Octaber 1, 1981, could take over the programs at the beginning of the thrae
remaining quarters of FY82-<January 1, April 1, or July 1. As of
January 1, 1982, the tally of participating states was: 49 states accapted
the Alcohol, Orug Abuse and Mental Health Block; 48 states took over the
Maternal and Child Health Services Block; 48 states opted for the Preventive
Health and Health Services Block; and only 38 states elected to take on the

Community Services Block Grant. I

9.

22-897 0 - 83 - 8
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II. CONSOLIDATED FEDERAL AID PROGRAMS
(BLOCK GRANTS)
AND STATE LEGISLATURES

During 1981, almost half the 50 state legislatures enacted laws increasing
their involvement in the oversight of federal funds. While most of these
legislatures were acting because of federal grant consolidations, (block
grants) legislatures in New York, Massachusetts, Iowa, and Oklahoma moved to
comprehensively strengthen their roles regarding incoming federal funds.*

Even before 1981, many legislatures were involved in some oversight of
federal funds, but only' a handful were aggressively active in the
appropriation of federal monies. Clearly, legislatures in 1982 find a new
opportunity for involvement in the consolidated federal grants programs
because of grant discretion’and the lack of long-standing procedures developed
by federal agencies and state executive offices. -

During November 1981, NCSL surveyed the 50 states to find out what
mechanisms the state legislatures have in place to control the expenditure of
block grant funds. The survey responses indicated that 23 states had
instituted new or special legislative procedures to deal with block grants
(see Appendix 1). Most commonly, states passed legislation requiring some
form of Iegis]ative' sign off as a prerequisite to the expenditure of block

grant funds.

*The laws enacted in New York, Massachusetts, lowa, and Oklahoma are
discussed in a limited way in this paper. More details are available from
those legislatures or from NCSL Fiscal Affairs staff.

-10=-
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The survey also showed that the following are the major 4ays in whizh

stata legislatures are sxercising control over oicck grant distritutions (sae

Tabnle 2):

through the appropriations procass;

by requiring formal legislative “approval® (as opposad to
appropriation) prior ta the expenditure of block grant funas;

throdgh intarim control over the recaipt and expenditure of Fadarai
funds;

through legislative review of faderal grant ipplications; ang

through special legislative committaas set up to momitor alack grant
implementation.

Only four states reportad that their lagislatures did not ysa any of thesa

mechanisms to control block grant distributions.

A, Lagislatures in a Strong Position to Contral 31ock Grants

A number of statas appear to be in a particulariy good position to aversae

and direct olack grant distributions. Michigan, Louisiana, and Maine not anly

f have a tradition of active legisiative involvement in the apprapriation of

T fuderal funds, but also nave recantly passed legislation to assure legislative

participation in the block grant implementation process. [n 1981, Michigan

passad legislation mandating that the Tegislature de gprovided with detailad

informaticn on the application for and receibt of faderal funds, and also

directad that expenditures from federal resvenues 2e the lassar of the amount

dppropriatad in the fudget act or the mount paid in. lguisiana astablished :

pracess wnereby all black grants must Ge raviewed 3y 2 Joint Lagislative

Commitzas on the BSudget and sat up a subcammittas on block grants. In it

"

1981 sassion, the Maine legislature enacted a law under which iny change. from

faderal categorical to block grants cannot De implementad at the stata level

without 2poroval by the legislative 3rinch of government. -

«11-
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MAJOR LEGISLATIVE BLOCK GRANT QVERSIGHT MECHANISMS*
{November 1981)

State

Appropriation
of Fed. Funds
(Other than
Open-Ended
Appropriations)

Requiring
Legislative
“"Approval®” of
Block Grants

Interim
Legislative
Control of
Fed. Funds

Grant
Application
Review

Special

8lock Grant
Oversight .
Committees:

LABAMA

X

LASKA

X

X

RIZONA

14>A» 2>

RKANSAS

X

X

“CALIFORNIA

O

X

. | COLORADD

CONNECTICOT

<

[ > 1> Ix

1 _HAWALL

1 TDAHQ

> |x < < P

AR

NDTANA_

>

LOW

KANSAS

KeNTUCKY

LOUISIANA

MAIN

YLAN
“MASSACAUSELLS

THICAIGA

[NNESOTA

x| X

SSISSIPPl

MISSQURI

| MONTANA

b foc o< o< < < P p< P>

“NESRASKA-

NEVA

>

NEVADA
NEW HAMPSHIRE

[

“NEW JERSEY

x

NEW MEXICO

" T NEW YORK

-
x|gx

NORTH_CAROLINA

NCR1H DAKUTA

OHIO

x| e <

x

H

[ OKLARCMA
. [ OREGON.

*

PENNSYLVANTA

-~
x| xIx

{ RHODE_ISLAND

[

SOUTH CAROLINA

x

SOUTH DAKOTA

>

TENN &

12XAS

| UTAH

p<

VERMONT.

1 VIRGINTA

AASHINGTON _

b b b < <

AEST VIRGINIA

[WISCONSIN _

WYOMING

X

TUTAL

36

7

27

16

|

0

*For further clarification ot column headings, sae accompanying text.
(F} Full-time legisiature

-12-
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The Montana .legis‘nature nas already demonstratad its detarmination 9 de a
¥ull partner with the executive branch in the contral of fageral Funds.
Juring its last regular sess‘!;m, the legislature directad that all alock grant
funds received prior ta January 3, 1983, require a special sassion of the
legisiature prior to expenditurs. A special session was subsaquently held in
Novemder 1981, at which time the Tegislature 'revieweﬂ' detailed budgat plans
for the expenditure of alock grant Funds and appropriarad blgck grants on an
agency Sasis. in order 2 maintain its conwrol over any Further sleck grants
that might ve made available ts the stata sefors the legislaturse's next
reqular sassion, the legislature recassad rather than adjourning aftar its
November special session.

Several states have anly recently put themsalves in a aosition to exert a
nigh degree of control aver federal {including block grant) funds. ilew fork,
for instance, passad iegislation in 1981 that allgws the legisiature <3 make
subprogram sgecific appropriations of faderal funds in a separate fadaral
funds appropriations 2ill and requires the stats cemptrolier o pubalish
detafled «;nonthl_v, quarterly, and annual regports on the saurces and usas of

funds, including federal funds. Massachusetis also passed sweeping

legislation last year dealing with its budget procadures. As a resylt, for
the first time this year, the Massachusatts Ileg'lslature is appropriating
federal funds and has dinding review authority over faderai grant applications.

Iowa, wnich nas never been actively invoived in the oversight of r‘aq:e_ra!
funds, passad legislation in 981 requiring that block grants Ge depositad in
_a special funa subject to appropriation by the legisiature, and that che
legislature reczive notification of all applications Far Faderal funcs at
least 50 days prior %o submissicn of the application, Texas attached a rider

.13-
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to its FY '81-83 appropriations i1l requiring block grant funds to be
allocated as they were undervcategorical grants. And specific appropriation;
of federal block grant monies -were made to programs by the Washington
legislature during its last regular session, although more flexibility was
provided to the executive in special session.

Several legislatures that have not passed any special legislation dealing
with their ability to control block grants are nonetheless in a good pesition

to exercise aggressive oversight. Alaska, Florida, and Qregon are examples of

states that have had a relatively long traditien of tegislative involvement in
the oversigpt of federal funds. All three states appropriate federal funds.
Additionally, the Alaska legislature has, for many years, played a strong
advisory role during the interim with respect to the expenditure of federal
fuﬁds, Florida has a statewide accounting system to track and organize federal
funds information, and QOregon's legislative Emergency Board has had the
statutory authority, since 1963, to approve/disapprove grant applications and

appropriate unanticipated federal funds.

8. Legislative Mechanisms to Control 8lock Grants

The sections that follow look in greater detail at the five primary
legislative mechanisms used to oversee block grant distributions: 1)
appropriation of federal funds; 2) approval/disapproval authority over block
grant expenditures; 3) interim control over federal funds; 4) binding review

of grant applications; and 5) special block grant oversight committees.

1. Legislative Appropriation of Federal Funds

The appropriations process can be used by state legislatures as 3 powerful

-14-
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tool to control blogck grant distributians. Using cthis mecnenism, lagislaturas
may specify in their appropriaticns bills ar in dccampanying <ocuments axacily
now black grant funds are to be spent, or ma} hold off on appropriating sicck
grant funds until the executive branch makes speci¥ic cammitments reqardiing
expenditure plans. .

Unfortunataly, uncertainty reéar&ing the natuyre, amounts, and timiag of
bleck grants btecause of the CanJ?essicnal dudgetr 2rgcass  has  scmewnat
frustrated attampts by Tegislatdres £2 use the aporcpriations grocass as an
affective means of directing biock grant distributions. Part-tima
lTegislatures ind statas with biennial dudgets nave found themsaives in ihe
position of having to pass major dppropriations 23iils in She absanca of
reliable information about nhow much money their statas can sxpect aver the
next year ar two, when Funds will be available, and for wnat nurpases the
funds may be spent.

Respensas to the NCSL survey indicatad that 13§ stata lagislatures
apprapriata faderal funds an aither a lump sum or program specitvic sasis; the
ather 14 =either do not appropriata federal funds or make open-2nded
appropriations (see Table 1). To what extant thosa statas with faderal funds
acpropriations authority will cheose o appropriata specivic amounts of aich
block grant for designatad purposas is as yet unknewn. Many of thase statas
have in tne past, however, aarmarked incaming federal funds for specifiad
programs and/or prohibitad the usa of federal funds for cartain auregsas.

Presentad telow are excarpts from the recant appropriaticns silis cof
saveral statas that suggest diffarent ways in which lagislatures have uysad the
appropriations procass as a means of directing faderal funds expenditurés.

California's 1981 appropriations act includes a aumber of oravisions that

215«
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detail legislative directives as to how federal as well as general revenue

funds are to te spent. The following excerpt is from SB 100 (1981), page 239:

518-001--For support of Department of Social -

. Services . .. .. .. e e s e e e v e s e e 46,130,498
Schedule:
a) 100000--Personal Services . . . 88,497,668
(b) 300000--Operating Expenses and

Equipment . . . . . 40,097,733
(c) 443613--Tort Payment (Attorney

FEeS) v v v ¢ v v o v v e o s 17,174
(d) For Transfer to the Health Care

Deposit Fund . . . « . .+ . . 3,031,136
{e) Amount Payabie from the Health

Care Deposit Fund . . . . . . -7,397,334
(f) Reimbursements . . . . . . e e -839,199

(g) Amount payable from the Social
Weifare Federal Fund (Item 518-
001-866) « o v ¢ ¢« o v v 0 s = 76,538,060
(h) Unallocated reduction . . . . . . -738 620
518-001-866--For support of Department of Social Serv1ces
to be transferred to Item 518-001-001, payable from the
Social Welfare Federal Fund after transfer from the
Federal Trust Fund . . . . . . . . e e e e e e 76, 538,060

3. Provided further, that $1,779,558 of $2,372,744 in General
fund, $4,163,895 of $5,550,527 in federal funds, and
$156,707 of $208,942 in reimbursements appropriated by this
act in support of the Statewide Public Assistance Network
(SPAN)} shall not be expended sooner than 30 days after
submission to the Chairperson of the Joint Leg1slative
Budget Committee and the chairperson of the committee in
each house which considers appropriations . . . of an
amended feasibility study report (FSR) . . . which does
each of the following: . . .

d) Contains a detailed plan for recouping the state and
federal share of anticipated savings. . . .

Missouri makes specific federal funds appropriations to programs and often
includes special directives within its appropriations acts as to how funds are

to be administered. The following is taken from HB8 9 (1981), page 50:

-16-
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Section 9.585. To the Cepartment of Sacial Servicas
For the Division of Family Servicas
For the purposa of funding benefits except
hospital and aursing facility care under Title XIX of the Sacial
Security Act as provided by Taw and with the intant tg adjust faas to
insure maximum provider participation, including professignal fses
for pharmacists of $2.50 per transaction. . .
federal bleck ants received by the Desartmant of Social
Servicas, snali 08 aaminiscared uncer the Qversignt of 1
committae  comugsed of Tive  memoers ot tAe  SOusa  or
lepresantatives, . . . Tive memoers of tie lenats . . n
UIrectar— or_ _cne Jepartment o;  S0CT4y 38rvyicas  ing  ine
IrPecTor_ov the Uivision Ot _/amiiv servicas, ane a7 walen
W11l 3act as cnairman. (Zmpnasis 2adad.;
from General Revenue runa . . . . . . . .. e v e e . . . 536,334,064

Ffrom Federal Funds et e e e e e e e e v e e e e e .. 51,332,952
Total (0 F.T.E. L T T PR - M -9 8+ 0T

Michigan also makes subprogram specific appropriaticns of federai {unas
and includes special provisions in iis eppropriations act. Additionally,
w#ithin each appropriation, line itams are separataly funded, although faderal
funds are not broken out at this level from other sourcaes. The ¢ollowing

excarpts are taken from Act No. 35 (1981), pages 9 and 20.(7):

For Fiscal Year
&nding Sept. 30, 1932

ASSISTANCE PAYMENTS FIZLOD STAFF

Full-time aquatad classified
positians . . . . ... 5§,625.0

Salaries and wages--5,525.0 FTE

positions, . . . . . ... ... ..., $106,979,900
Longevity and insuranca . . . .., . ... .. 7,994,040
Contractual sarvices, supplies,

and materdals. . . ... ... ..., .. 7,946,000
Federa_l audit adjustment . . . .., ... . 3,500,000

GROSS APPRCPRIATION . o . . v v o v v u .. . $126,420,000

«17-
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Appropriated from:

Federal Revenues:
HHS--social security act (titles IV,

XIX, and XX) ¢ o ¢ o v o o 0 0 o 0 v s 43,341,300
AGR-~food and nutrition service,

food Stamp program « « « « o « o o o s 6,202,900
State general fund/general purpose . . . . . 76,875,800

Sec. 78. The department of social services shall seek federal
approval to implement a work program for recipients of aid to
_families with dependent children in addition to. the requirements of
the federal work incentive program. .The work program requirements
shall include community work projects, education, and job training
programs.

Pennsilvania appropriates federal funds in a separate, federal
appropriations act. In its 1981-82 appropriations act, the legislature chose
to make Jump sum appropriations of block grant funds. This can be seen in the

following excerpt taken from HB 1290 (1981),. page 50:

VI. Primary Care Block Grant

(1) To the Department of Health - For !
planning and determining the applicability of
assuming the administration of allotments and
other health services delivery responsibilities
associated with the Community Health Centers,
October 1, 1982 . . v ¢ ¢ v o o o o o c o o o o o o s $150,000

VI1. Low Income Emergency Energy
Assistance 8lock Grant

To help lessen the impact of the high
cost of energy on Jlow income families and
individuals.
(1) To the Department of Public Welfare
to help lessen the impact of the high cost of
energy on low income families and individuals . . . . $119,000,000

hio also appropriated block grants as blocks in the schedule of federal

grants that was included in HB No. 552 (1981). The example below is taken

from page 102:

-18-
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Oepartment of Zcencmic and Community Jevelooment.

Administration D Action 7Y 1980 . . ... . .. 2,500,0C0
10-604 “Mini-Computar® MIS . . . . ... .. .. . 9,168
10-604 Statistical Analysis Centar ., . . .. . . . 43,7%¢

10-611 Home Energy Assistance 8lack Grant . . . . . 61,070,800

10-612 Community Servicas 3lack Grant . . . . . . . 9,103,500
10-613 Community Oevelopment 3lock Grant . . . . . 20,240,000
10-814 HEAP Weatherization . . . . . . e e e e e . 10,777,200
Total Oepartment of Iconomic and .

; © Community Develepment . . . . ., ., .. ... $111,173,47¢

Although the Maryland legislaturs is constitutionally pronicitad frem
increasing the Governor's budget reccmmendaticns, within this cons;:raint
Maryland has been active in the oversight of faderai funds eppropriatiens. in
reducing the Gavernor's budget, the Maryland legislatyre details exactly which
pragrams should be cut and how. An example of zhis is saen in the fallawing
axcerpt from the 1981 “"Report of the Chairman of the Senats 8udget and

Taxation Committae and House Appropriations Committae,® page 35:

32.01.04.06--Communicable Oissasa GF 1,273
FF 5,759 :
.09 Supplies and Matarials 1,273
0fYice Suppliss--Raduction
of funds to FY 1980 actual-
plus 10% inflation,

n
n

Venereal Oisaase--Project 606 5,739
Reduction in allawance basad
upon iack of justification
for large increase in
medicine and drugs (Sagreed
to by the Department).
Total Ganeral Ffund Reduction 157,797
Total Federal Fund Reduction 15,252
Total Reduction, All Funds 133, 053
. Total Position Reducticn 3

-1%-
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2. Legislative Approval of Block Grant gxpenditures

Seven states passed legislation in 1981 requiring some form of legislative
wapproval® (as opposed to appropriation) of block granp funds as a
prerequisite to their expenditure. In most states where such legislation was
passed, it passed because of concern about how the executive might distribute
block grant monies received while the legisiature was not in session. Where
legislative approval is a prerequisite to the expenditure of dlock grant
funds, the executive branch is usually being asked to supply the legislature
with a detailed plan for block grant implementation.

Nevada passed SB 619 in 1981, which requires Iﬁterim Finance Committee
approval before block grants may be allocated. Maine also now requires, uncer
a law passed in 1981, that any change from federal categorical grants to
federal block grants cannot be implemented on the state level without
legislative approval.

Oklahoma's SB 326 (passed over the Governor's veto in 1981) states that
sthe Director of State Finance shall not process any warrants or claims on any
federa) financial assistance Feceived by a state agency, boara or commission
unless or until the Director of State . Finance has received a wriften
authorization from the Speaker of the House of Representatives and the
Presfdent Pro Tempore of the Senate approving the federal financial
assistance. . .”

Louisiana established a procedure whereby all federal funds received in
the form of block grants mu;t be reviewed by the Joint Legislative Committee
on the Budget where federal funds are newly incorporated in the state budget.
Connecticut's PA 81-449 (1981) requires legislative approval for expenditure

of block grants. -
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North Carolina's H8 1392 (1981) directad fhat all faceral sicck grant
funds recaived by the stata hetween August 31, 1981, anc Juiy 1, 1983, se
received oy the General Assamoly. Finally, Tannessas o2assad 33 397 in 1éar,
which requires the Ccnmissioner of Financa and Administration o su‘nmi:- to the
Finance, Ways and Means Ccm:ittae chairmen a plan For their acknawladgement

for implementing block grants.

3. Intarim Contral of Federai Sunds

Most state legisiaturss ére part time and a numbaer have siennial Judgets.
Thus, the question of contral .c'wer block grant funds recaived during che
interim arisas, aspecially where the grant was aither unanticipatad ar came in
an amount significantly above or below that anticipatad by the legisiaturs
during its last ragular sassion. Clearly, the saven statss discussad in fhe
previous saction have the means tg exercise streng oversight duriag the
intarim through the requirement of legislative approval of nlock grants arior
%0 2xpenditura. .

In addition, the NCSL survey showed that %an states nave in placa
procadures under which the Tegislature nas binding control aver the ‘racaipt of

unanticipatad faderal funds. In  saven statas--Delawars, {ragon, South

Carslina, Vermont, Xansas, Mississiopi, and Chig-—zither 2 legisiative

commitiae or a joint legislative-exscutive committae nas appraval/disappraval
authority over the rscaipt of fadaral funds during the intarim.

ifowa's requirement under SF 362 (i1981) that ail aleck grants must e
appropriatag gives it intarim cantrel over diock grant funds, 2s did Mentana's
4B 300 (1981), which required a special session of the Tagislaturs for Hlock

grant appropriations during the 1281-33 intarim. ([ilincis contrals intarim
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federal funds receipts through a provision that requires an agency to seek a
supplemental appropriation except under specified circumstances.

Ten state legislatures reported in the NCSL survey that they play an
advisory role during the interim in reviewing the receipt and expenditure of

federal funds, including - Arkansas, New Mexice, Florida, Alaska, Nebraska,

Kentucky, Washington, Minnesota, Indiana, and Georgia. (Pennsylvania,

Massachusetts, New York and Michigan do not have special interim procedures as
they are full-time legislatures.)

Control over the receipt and expenditure of block grant funds during fhe
interim is increasingly important to legislatures in the face of the
continuing uncertainty about which block grants will oe made available to the

states when and for what purposes.

4. Grant Application Review by the Legislature

Legislative involvement in the review and approval/disapproval of grant
applications can provide state iegislators with an "early-warning system"
concerning problems which may arise over the receipt and expenditure of
federal grants. As part of the NCSL survey, state legislatures invoived in
grant application review were asked to cite the benefits of sﬁch involvement.
Some of the benefits cited were:

"Allows the legislative staff to identify potential problems with

changes in federal funding before they occur.”

"Gives the legislature prior knowledge of any obligations of state
funds."

“Increases awareness by the legislative fiscal officers of where the
money is going."

"Assures the legislature that federal grants are consistent with
state priorities.”
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“Specific grants ocbjectionabla %5 zhe T2gislature nave seen rafysaq
by the governor.®

The continued ability of stata ]egislatgres %0 use grant applicatien
review as an eariy-uarning systam in the block grant process will denend on
the level of detail required by the federai gqovernment in bnlack grant
appiications and/or the %ind of infarmation regarding axpenditure - glans
legislaturas can require the axacutive dranch %o groviae- curing graac
application reviaw.

Six statas reported in the NCSL Survey that they have aporaval/disanproval
authority. over the fadaral fund grant applications of stata agencias. In

Ok lahoma, Oregon, Massachusatis, South Carolina, and Yermont :che fegislature

has its own committee wnich approves/disapproves grant applications. in
Delaware it is a joint executive-lagislacive committae wnich nas =his
responsibility. Under an Oklahema 5i11 passad in 1931, a ﬁewly creatad Joint
Committae on Federal Funds has apgroval/disappraval authority aver {adera]
fund applications. 3y law, along with the actual application, agencies must
submit to the committas & Qne-page actica of intant that details arogram
abjectives, the agencies and/or program(s) affectad by the épplication, the
agencies’' intantians should fadaral funds be reducad or tarminatad, iand what
the stata is coligated ta do in accapting faderal funds.

Qther stata iegislac::res nave raview and ccmment, But ot

approval/disapprovai authority over federal funds, including Florida, iowa,

Indiana, Xentucky, Nehraska, New Jersay, dew Mexica, Mew York, 2moada [slang,

and Utah.
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5. Special Legislative Committee Qversight

During 1981, ten states created legislative cémmittees or subcommittees
solely for the purpose of monitoring fegeral funds in general and block grants
in particular. Florida set up a Select Committee on Federal Budget Cutbacks;
Louisiana's House Appropriations Committee established a subcommittee to
review block grants; New Jersey's Joint Appropriations Committee established a
Subcommittee on Federal Aid; and Oklahoma created a Joint Commitfee on Federal
Funds.

In Missouri, the 1981 appropriations bill for social services included a
directive that block grants received by the Department of Social Services be
administered under the oversight of a joint legislative-executive committee.

Alabama and New Mexico set up interim committees. California created an

advisory committee for the allocatien of block grants, and North Carolina
established a Joint Legisiative Committee to Review Federal BSlock Grants.
Finally, Ohio Acreated a Joint Legislative Committee on Federal Funds <o
monitor the receipt and expenditure of federal funas and to review all federal
grant programs.

How effective these special committees will be in overseeing and
influencing the ‘distribution of block grant funds will undoubtedly vary from
state to state. What is already clear, however, js that those states which
have established special block grant committees have created for themselves an
opportunity to focus attention, in one committee, on the problems associated
with block grant implementation.

* X ®
The foregoing review shows that a number of legislatures have

mechanisms/procedures in place to allow them to exercise control over block
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graht axpenditure decisions at the stats lavei. [T remains 3 e saen,
nowever, to what axient legislaturss will choosa zo became z2c¢tive in the 3lgex
grant allacaticn procass. Moregver, the ability of lagisiaturss 3 alay a
significant role in the process wiil Be dependent not only upon the
mechanisms/procaduras they have in place for Slock grant aversignt, out also
on the timing of block grint rscaipts in relation to Tegislative sassions, zqe
accass lagisiatars nave 13 detailed infarmation concarning zotantial zlcck
grant usas, e sopnistication of axisting in-stata sysiams For tricking :ne
flow of funds, and the time availaple tg tagisiators and zheir staffs i3

analyzz and aversee black grants.

C. Recommendations Cancerning Legislative OQversicht of 31ock 4rants

in the 1980 publication, A Lagislator’s Guide o Qversicht of Fedarzi

funds, MNCSL's Fiscal Affiirs angd Qversight Committae made 2 sariss of
recommendations for state legislative aversight of faderal funds. Thesa
reccmmandations are réprcducad in Appendix 2.

The Fiscal Affairs and Qversight Ccmmittes recsmmendations wers crimarily
designed &2 address problems associatad with Jegislative cantral aqver
catagorical grants. In additien o these recammended acticns, iagislatures
may also wish to consider scme of the follewing altarnatives in arder 0 geil
with tne special aoversight problems raised by block grants:

1. Making six or nine month appropriations which would 1]low fegisiatars

L0 apprepriata e dalance of funds in 2 suosaguent sassion wnen they

Know axactly what funas are availaple. (Minnasata dia gxac:ly Tais
in 1981; see Appendix A for discussien of Minnescza's actiens.)

2. Passing legislation wnich requires that whers ictual pragram Funaing
cames in 3t scme given percantage (say 3 or 10 percant) iass than
appropriated, the saxecutive shall recaive iagislative aporavarl for a
alan for handling such 2 funding reduczion.
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{nciuding contingency plans for budget cuts in appropriation Bill
footnotes or in other documents expressing legislative intent.

Upon receipt of a block, requiring legislative approval of an
expenditure plan for that block as a precondition to expenditure.

_Delegating to an interim committee appropriations authority over

block grants that are anticipated but for which federal funding
levels are undetermined or requiring a special session for the
appropriation of such funds.

Creating joint legislative-executive committees for the administra-
tion of block grants. .
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UL, PROBLEMS STATE LEGISLATURES HAVE WITH BLOCK GRANTS

The Reagan Administration's original block grant proposal offered the
states more discretion in program administration and fund distribution than
did the blocks actually passed by Congress. Some critics contend that several
of the block grants were misnamed and are in fact better termed categorical
grants because of the "strings“ that remain attached to them.

In the first round of new block grants, state Tegislatures encountered
several problems. Specifically:

1. [nsufficient lead time for legislative review and appropriation
of block grants;

2. "Strings" attached to block grants;

3. Reduced funding levels;

4. Uncertainty in federal funding levels;
5. State match requirements;

6. Redefining the federal-state relationship.

1. Insufficient Lead Time for Legislative Review and Appropriation. Six

block grants were made available for state administration on October 1, 1981,
the beginning of the federal fiscal year. Most state legislatures were not in
session at that time, and, in fact, were well into their FY '82 fiscal years.
Forty-six states begin their fiscal year on July 1; seven stata legisiatures
with biennial sessions do not convene again until 1983. Consequently, stats
legislative involvement in the first round of state administration of the new

dlock grants tended to be Timited or nonexistant. This meant that the door
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was open for the governars ta accept the bBlock grants on gehaif of the siatas

and to take the laad in dlock grant implementation.

2

“Strings® Attached to 3lock Grants. 3lock grznts were solg to

e

states as a form of flexible faderal aid with the understanding that statas

could distributa the funds according to program prioritiss set by the statas.

The final legislative version attached numersus sirings <o same of

nlocks--maintaining their catagorical nature. For axampla:

The Alcohol, Orug 2busa and Mental realth Services 3lock Grant,
requirsd that aevery community mental nealth centar chat was
funded in FY '80 also recaive dlock grant funding in FY '32. In
addition, the federal requlations raquire that 35 percant of the

funds reczived by the stata be earmarked for aicoholism programs =

and 35 percent for drug 3duse programs. Tne remaining funds are
discrationary.

The Praventive Health and Health Sevicas 3lock Grant mandatas
state funding of all 7Y '8l grantees that pravided amergency
medical sarvices. The grant also stipulatas that: FY '32 state
funding for the hypertansion conirol pragram (one of the former
catagorical grants merged into this block) be at least 7S percant
of the 1981 funding level; FY °'83 stata funding at least 70
percent of the 1981 laevel; and FY '84 stata funding at least 80
gercent of the 1981 total.

The Matarnal and Caild Health black grant stipulates 3 sat aside
of 15 percent of the amount appropriatad for 1982, and 10-18
percant for FY '83 to be usad by the Oepartment of dealth and
Yuman Services far “special projects.® Thesa z2re identified as
the Hemgphilia and Genetic Jissase programs that will be funded
directly by AHS. The states could apply ta recaive the funds Jut
would have minimal giscretion in awarding the subgraints.

The Community Servicas 3lock Grant requires that at least 20
gercant of the funds je distributad o political subdivisions,
nonprofit community organizations or migrant and saascnal farm
warker organizaticns. Five percent s allowed for program
transfer and 5 percent is allowed for administrative axpensas.

A maximum cap of 15 percant is sat for rasidential weatherization

arograms for funds recaived througn the  Low [ncome inergy
Assistanca 3lock Grant.

-2 8-
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¢ Under the Education Block, at least 80 percent must! be committed
to the local level and 20 percent can be reserved for stata use.

The examples provided demonstrate the misnomer of dlack grants: initially
created to provide broad program discretion, they instead earmark the funding

to highly specific program areas.

3. Cuts in Block Grant Funding Levels. State government leaders offered

to accept a 10 percent across-the-board cut in block grant funding in return
for greatly increased state control over the allocation of federal funds. It
was reasoned that a 10 percent cut could be absorbed because of savings
arising from a reduction in the federal bureacracy.

But states were given a 22.7 percent real reduction which meant cutting
into the substance of the programs. Most states are currentiy dealing with
budget reductions and revenue shortfalls and are in no position to subsidize
programs that were originally initiated on the federal level and are now being

shifted to the states.

4. \Uncertainty in Federal Funding Levels. The President and Congress are

continuing to talk about further reductions in block grant funding.
Uncertainty about the amount, timing and availability of federal funds make it
difficult for the states to prepare their own budgets.

The federal government has not yet passed a final budget bill for FY '82. .
Different block grant funding levels have appeared in the Reconciiiation Act
that was passed in August, and the three continuing resolutions that were
passed in October, November, and December. The funding level may change again

when the third continuing resolution ekpires at the end of warch. This
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uncertaint.;/ at the faderal level creates serious planning groblems for stata
fisgai officars and Torces them to guess at wnhat the final Fagaral 2ig {igures
will oe. [deally, the statss should be able to have Faderal sudge:t figures 2t
feast one year in advance so that the states could adapt their budgets
accordingly.

The cycle will begin again this summer as most state legislatures ccmpleta
their FY. '83 budget work before Congréss raleases the fegeral 7Y '33 budget.

-

5. Stata Match Requirements. Three block grants require a1 stata maich

which has been a typical charactaristic of catagoric2l grants. The match
requirements detract from the intent of block grants and creatz additional

financial obligations for the statas. Tne requirements are 1s follows:
¢ Matarnal and Caild Health: the stata match requiresment {s tnres
sevenths of the faderal funding level.

s Primary Care: in FY '33, the state match is 20 percant of the Tadaral
funding lavel and in FY '34, the stata maten is 33 gercant.

e Communizy OJevelopment: 2 stata matsh of 10 percant is raquired.
(This match can e made with in-<ind contributions.)

~

8. Redafining the Faderal-Stata Reiationshia. Prasigent Rezgan's

original ebjective in ais dlock grant prcpesal was ta create a new national
public pelicy initiative which would allow states to direct .:he allecation of
federal 1id ta programs identified by the statas as essentiail servicas. For
the statas =9 do :nis, funding flexikility was a3 critical alement. The 3leck
grant program that emerged irom Congress faffed o provide this new
partnership role for stata governments. Tne faderil government insistad on

earmarking a iarge percantage of the 3lock funds which Timitad the

discretionary powers that wersa tJ be transverred o the statas.

Nevertheless, block grants are al step in the right direction in shifting
responsibility to states, but as the.block grant program presently stands, it

falls short of a new comprehensive state-federal policy.
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IV. BLOCK GRANT OUTLOOK FOR FY '83

The FY '82 block grant initiative added five newly created block grants to
the four block grants already in existence to form a new public policy on
state-federal relations.

In the President's FY '83 budget, changes are proposed in three existing
block grants. In addition, there are eight totally new blocks which
consolidate over 40 categorical grants. .

The three block grants that will bé consolidating additional categorical
programs are: '

1. Low lncome Energy'Assistance. (Adds Emergency Assistance.)

2. Primary Care. (Adds migrant health, black lung clinics, and
family planning.) :

3. Services for Women, Infants and Children. (Formerly Maternal
and Child Health--adds Women, Infants, and Children pragram
(WIC)).

The eight new propased block grants are:

1. Child Welfare '

2. Combined Welfare Administration

3. Vocational and Adult Education

4. Education for the Handicapped

5. Training and Employment

6. Rehabilitation Services

7. Rental Rehabilitation Grants

8. Food and Nutrition (only available for 4.S. Territories)
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The funding level for all 17 prcposagd 2nd actual aiack grancs was §i3.¢
9illign for FY '82, while the FY '83 proposad {unding level is §13.3 siltion.
This represents a funding reduction of 15.7 percant, ignoring the purthasing
pawer lost to inflatioen.

Just comparing the funding levels of the presant nine alack grants frem FY
31 orior ta Reagan's “Mew Feaeralism® to the praposéd 1 ‘53 javels, snows 2
dacrease of 17.4 percant, or 34 percant with inflation Factared in. This
means that to maintain current sarvicas, statas will de faorzad 0 suoplament
the programs with state revenues. As a recant NCSL fiscal survey points out,
30 states in FY '82 are facing a balance of 1 percant aor iess, indicating that
stata budgets are in poor shape To be able to pick up new programs.

President Reagan also proposed 2 "Qevenue Turnback" program for the statas
#hich would "turn back® to stata gavernments over 12§ catsgorical and
antitlement programs along with a federal funding source over & transition
period from 1984 o 1991. As it currently siands, nleck grants would be
included in this transfer. The prablem that arisaes is that éH thesa programs
#il1l face the federal budget axe Dbefore 3Seing released to stata
administration. This will put political pressure g9n state governments 0 °
maintain the current sarvice lavels since prior federai aid practicas creatad
a large canstituency for thesa s