
CHAPTER 2 
FEDERALISM 

President Reagan has a number of broad and fundamental goals for his presidency. One of the most 
important of these is to alter the relationship between the Federal and State and local governments by 
shifting decision-making and responsibilities for a variety of policy, budgetary, and regulatory matters 
to State and local governments. 

The 1983 Budget Proposals 
The President's 1983 budget contains a number of initiatives aimed at reducing Federal involvement 
in activities that are more properly administered by State and local governments. The most important 
of the new initiatives is the President's long-term proposal for a sorting out of responsibilities between 
the Federal Government and the, States which was first announced in his recent State of the Union 
address. Following are highlights of the New Federalism Initiative: 

• Starting in 1984 the Federal Government will assume full responsibility for financing 
Medicaid while the States take over the two main welfare programs — Food Stamps and Aid 
to Families with Dependent Children (AFDC). 

• This $20 billion swap will consolidate responsibility for major medical programs at the 
Federal level and income assistance for the non-elderly needy at the State level. State 
savings from the swap grow by an increasing margin over time. 

• For the transfer of other Federal grant programs, a new $28 billion trust fund belonging to 
the States will be established. It will be financed by existing Federal excise taxes and the 
windfall profits tax on oil. 

• The States will draw upon this trust fund as they assume responsibility for more than 40 
grant programs in the areas of education, community development, transportation and social 
services. Turnback of these programs will be at the option of the States through 1987. If 
States elect to withdraw from the Federal grant programs before then, their trust fund 
allocations will be treated as "super revenue sharing" and may be used for any purpose. 

• For the States, individually and collectively, the plan involves essentially no net financial 
gain or loss. They would have a known, increasing and assured future source of financing 
without the present uncertainty over Federal budget levels. 

• There will be protections in such areas as pass-through of funds to local governments, civil 
rights and adequate benefit levels for welfare. 

The 1983 budget also continues the process, begun in 1982, of consolidating several categorical 
Federal grants into single block grants. The President proposes to combine over 40 categorical grants 
into 7 new block grants or consolidated programs, with over $6.5 billion in 1983 budget authority. 
New grants include: 

• A child welfare block grant that would consolidate several categorical Federal grants into a 
more flexible grant, permitting States to focus efforts on permanent placement of children 
rather than maintaining long-term foster care arrangements. 

• The Rental Rehabilitation Grant, which would replace the Section 8 Moderate Rehabilitation 
program and the Rehabilitation Loan Fund. It would be focused on low-income tenants 
through the proposed Section 8 Housing Certificate program. 

• A training and employment grant that would replace the expiring CETA programs. Costs 
would decline substantially from an average of about $6,400 per service year in CETA Title 
II-B,C in 1982 to $4,600 in 1983 in the block grant. 
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• The Combined Welfare Administration grant would combine grants for State administration 
of Medicaid, AFDC and Food Stamps. 

• Vocational and Adult Education combines a number of small grants. 

• Education for the Handicapped combines 13 grants. 

• Rehabilitation Services combines basic State grants with several project grant authorities. 

me New Federalism" 
President Reagan's "New Federalism" is motivated by a number of factors: 

• A desire to restore the Constitutional balance between the Federal Government and State 
and local governments. Under the Constitution, the powers of the Federal Government are 
limited. 

"The powers not delegated to the United States by the 
Constitution nor prohibited by it to the States are reserved to 
the States respectively, or to the people." Article 10 U.S. 
Constitution. 

• A need to reduce the growing number of categorical Federal grants, which are encumbered 
with too many conditions, regulations, and staffing requirements. 

• A belief that State and local governments are more responsive to the needs of both benefit 
recipients and taxpayers. The quality of State government has increased dramatically over 
the past two decades, as have the resources available to States formerly regarded as 
impoverished. 

• A recognition that dividing responsibility for a program between the Federal and other levels 
of government results in neither being responsible. 

The Problems of Categorical Grants 
Federal grants to State and local governments have proliferated in the past two decades and have now 
attained a bewildering complexity that is satisfying to none of the parties. They also have been a 
significant cause of the growth of Federal spending. Numerous governors and mayors, and such 
bodies as the Advisory Commission on Intergovernmental Relations, have called for reform. 

• In 1960, total Federal grant outlays to state and local governments were $7 billion; by 1981 
they were about $95 billion. 

• In the same period the number of grant programs almost tripled, to more than 500. For 
example, in 1981, the Department of Health and Human Services administered more than 
160 separate programs in the health area alone. Seven different agencies provided grants for 
community and economic development. Five agencies funded water and sewer projects. 
There were 76 separate grant programs for elementary, secondary and vocational education. 

• Between 1960 and 1981, Federal grant funding levels grew at an average annual rate of 13% 
— far faster than GNP, the Federal budget, or public sector expenditures as a whole. 

• During that period the grant-in-aid share of the Federal budget nearly doubled, to 14% last 
year. Grants now finance 27% of State and local government expenditures compared to 15% 
20 years ago, and have risen from 1.4% to 3.4% of the GNP. 

• Statutory requirements and red tape associated with Federal assistance make the current 
Federal grant system almost impossible to administer. A typical grant program imposes from 
300 to 500 separate requirements and mandates on State and local governments as a 
condition for receipt of funds. 
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• These requirements are accompanied by needless burdens on all parties. For example, child 
nutrition programs now involve 272 pages of Federal regulations and 38 million "burden 
hours" of paperwork a year, the equivalent of 18,000 persons working for a full year to 
complete forms. 

Effects on The Political Process 
The President's proposal will increase the effectiveness of State and local governments by giving them 
more control over activities that are more appropriately conducted at those levels. The proposals will 
also free Congressional resources now focused on local problems to concentrate more on national 
needs and problems. 

• State responsiveness to local fiscal needs has dramatically increased. Total State aid to 
localities funded from the States' own revenues grew nearly six-fold from 1965-1980, and 
now surpasses $60 billion a year. 

• The proliferation of Federal programs has undermined the ability of elected officials to make 
policy. From 1964 to 1978, the number of roll call votes in the House rose from 232 to 
1,540 and the number of committee and subcommittee meetings rose from 3,596 to 6,771. 

• In 1965 Representatives reported that they spent an average of one day a week on legislative 
study. In 1977 the Obey Commission reported that Congressional study time had shrank to 
only 11 minutes per day. The role of unelected staff rose correspondingly: from 4,500 
House staffers in the mid-1960's to 9,000 in 1979. 

• Stimulated by Federal growth, lobbying is now the third largest industry in Washington, 
with an annual budget of $4 billion. Excluding privately retained law firms and lobbyists, 
Washington offices of States, cities, and related public groups currently employ at least 1,500 
persons and consist of at least 72 special State and local interest groups, 32 States, 3 State 
legislatures, 20 cities and 10 counties. Mayors and governors now spend increasing portions 
of their time regularly travelling to Washington. 

The Effectiveness of State Governments 
One of the original arguments for Federal assumption of so many of the tasks that belonged to the 
Suites was that the State governments were not capable of administering the programs. That is 
certainly not true today. 

• As the Advisory Commission on Intergovernmental Relations has concluded: 

"A largely unnoticed revolution has occured in state 
government. The states have been transformed to a remarkable 
degree. The decades of the 1960s and 1970s witnessed changes 
in state government unparalled since the post-Reconstruction 
period a century ago, generally in the direction advocated by 
reformers for 50 years." 

• Twenty years ago, all but five State legislatures were badly malapportioned. Since Baker vs. 
Carr (1962), every State has apportioned its legislature on the basis of one person, one vote. 

• Past regional differences in wealth have narrowed dramatically. In 1960, the per capita 
income in the wealthier regions, the Mideast and Far West, was 16% above the national 
average, compared with an income level in the Southeast that was 27% below the national 
average. 

• By 1977, the relative disparity had been reduced by 40% with the wealthiest region, the Far 
West, having per capita income 11% above the national average and the poorest region, the 
Southeast, only 14% below. Moreover, all the States in the Southeast have experienced 
growth in per capita income since 1970 at rates exceeding the national average. 
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• Between 1960 and 1980 black voter registration in the eleven Southern States rose from 
29.1% of the voting age population to 59.8%. Southern white registration during the same 
period rose only 4% — from 61.6% to 65.7%. 

• One-party States have largely become a phenomenon of the past. Since 1968, no single 
party has held a monopoly on senatorial and gubernatorial positions in any State. 

• Every State judicial system is now required to hear and remedy cases arising under 
constitutional and other Federal law. In addition, State courts have taken the lead in many 
instances in extending rights beyond those recognized in Federal law. State court systems in 
virtually every State have been dramatically reformed. 

• The proportion of State civil servants covered by a merit system has increased from 50% in 
1960 to 75% in 1980. 

• State revenue sources have become significantly more diversified and resilient. 36 States 
now have a corporate and personal income tax, as well as a general sales tax, compared to 
only 19 in 1960. 

• The diversity of interest groups active at the State level has increased significantly since the 
mid-1960s. Witness the growth of environmental, ethnic and racial minority, disadvantaged, 
tax reform, handicapped and other citizen lobbies in virtually every State capital. 

• Executive power in State government has become more focused, more accountable, and 
more professional. 46 States now have four-year gubernatorial terms; 45 permit their 
governors to succeed themselves; virtually all governors now control a State planning unit. 
Between 1965 and 1980, all States undertook reorganizations of executive departments; 24 
States reduced the number of independently elected administrative heads. 

• Almost all State legislatures now meet every year in either regular or special session; 
professional staffs now provide technical support for the finance and appropriations 
committees or in a central legislative unit in every State on a year-round basis, compared to 
only a handful 20 years ago. 
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NEW FEDERALISM INITIATIVE 

Proposal 
To more clearly delineate between Federal and State responsibilities and to bring about a greater 
efficiency in both service and administration of government, the President proposes a major reshaping 
of the fiscal relationship between the Federal Government and the States. The details of the proposal 
follow. The plan offers significant advantages to both State and Federal Governments. 

• Starting in fiscal year 1984, the Federal Government will assume the full cost of the rapidly 
growing Medicaid program, to go along with its existing responsibility for Medicare. This will 
save the States an estimated $19 billion in 1984, which would rise to $25 billion in 1987 
under present trends. 

• Also starting in 1984, the States will assume the full cost of the two major components of our 
welfare system — Food Stamps, which is now federally financed but administered by the 
States, and Aid to Families with Dependent Children (AFDC), the cost of which is now 
shared between the States and the Federal government. 

• On a nationwide basis, the "swap" of Medicaid for Food Stamps and AFDC involves a net 
saving for the States of more than $2 billion in FY 84, an amount that will grow in later 
years because of the rapidly rising cost of Medicaid. This swap is not dependent on the new 
trust fund described in the following paragraphs. 

• The Federal Government will earmark existing alcohol, tobacco and telephone excise taxes, 
$.02 of the gasoline tax and a portion of the oil windfall profits tax for a new $28 billion 
Federalism trust fund that will belong to the states. 

• The share of each state in the trust fund will be based on its 1979-1981 share of specified 
Federal grants now slated for "turnback" (see appendix A), with an adjustment for any gains 
or losses for individual states resulting from the Medicaid-welfare swap. 

• During a transition period of four years, 1984-1987, the states can use their trust fund money 
in either of two ways. If they want to continue receiving some or all Federal grants that are 
designated for turnback, they can use their trust fund money to reimburse the Federal 
agencies that make those grants and abide by Federal conditions and rules. Or, to the extent 
they choose to forego the Federal grant programs, they can receive their trust fund money 
directly as super revenue sharing, to be used for these or other purposes. There will be a 
mandatory pass-through of part of the super revenue sharing funds to local governments. 

• The size of the trust fund will nearly equal the size of the turnback programs, which will 
total about $30.2 billion in FY 84. Thus the states, counting their net savings from the 
Medicaid-welfare swap, will lose nothing in fiscal terms and, equally important, they will no 
longer have to be concerned about Federal budget reductions. 

• Beginning in 1988, the more than 40 Federal turnback programs — which involved 124 
separate grants in 1981 — will cease to exist and the States will be in complete control of 
their own priorities. 

• Also after four years, the Federal excise taxes will start to phase out, by 25 percent each year, 
and will disappear after 1991. The trust fund will go out of existence on the same schedule. 
The States will be able to impose the same excise taxes at their option to preserve their 
revenues, with no tax-raising effect on the items concerned. Or they can choose other 
revenues, or reduce program cost. 

• During the period of operation of the trust fund, taking into account the Medicaid-welfare 
swap, the problem of "winners and losers" among the states is minimal. 
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Rationale 
The plan represents a long-overdue effort to sort out responsibilities within the Federal system on the 
basis of principles and criteria. Apart from national functions such as defense, the Federal 
Government will retain and, in some cases, assume full responsibility for the most dramatically 
increasing domestic social needs. 

Under the plan, the Federal Government will be responsible for health insurance and income 
maintenance programs for the elderly, including Social Security, and health insurance for the poor of 
all ages. 

The States will assume responsibility for domestic needs that are growing much less rapidly, have in 
most cases historically been a state and local function, and which even now are administered and 
largely financed by the States despite the proliferation of Federal grants. 

As Governor Babbitt of Arizona has said: 

"Congress ought to be worrying about arms control and defense instead of potholes 
in the street. We might just have both an increased chance of survival and better 
streets." 

The plan represents a nonpartisan program for reorganization of Federal-state relations. Democrats 
presently hold 27 out of 50 governorships, and both Houses of the state legislature in 28 states, 
compared to 23 Republican governors and only 15 Republican state legislatures. 

Effects of the Proposal 
• The Federal government will assume primary responsibility for health insurance and the 

aged. 

Health Care 

— Health care has been the most rapidly rising expense for both the private sector and 
government. National health care spending more than doubled from 1974 to 1980, from 
$116 billion to $247 billion annually. The increase of 15.2 percent in national medical 
costs in 1980 alone was the largest on record. 

— Medicare and the Federal/state cost of Medicaid increased even more drastically, an 
average of 16% per year between 1975 and 1980 and 21% in 1981 alone. Total costs grew 
from $30.8 billion to $72.5 billion. Only an integrated cost containment and reform 
program can hope to slow either program. 

Aged 

— The country's proportion of persons above age 65 will increase by over 25% between 
1970 and 1990, from 9.7% to 12.4% of the population. Current projections place the 
proportion at 20% by the year 2010. 

— Under social insurance and other programs, this growth in the elderly population has 
produced and will continue to produce rapid growth of government outlays. The Federal 
Government will bear major responsibility for these expenditures, including 
Supplemental Security Income, Medicaid, housing assistance and senior nutrition and 
service programs, as well as Medicare and Social Security. 

• The State governments will assume responsibility for Food Stamps and AFDC, along with 
such essentially local functions as education. 

— In the President's budget, the total funding level for AFDC and Food Stamps is 
projected to decrease slightly from $26.5 billion in 1981 to $24.5 billion in 1987, 
compared with a projected 83% increase in the total cost of Medicaid under current law 
in the same period. 
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— As to education, the national school age population, aged 5-17, peaked in 1970 at 51.3 
million and will decline 4% from 45.0 million in 1981 to 43.4 million in 1984. 

• States will receive a secure, dedicated revenue source to finance the turnback programs, 
removing most of the present uncertainty over funding levels. 

— In the past, States could not anticipate with certainty the level of Federal funding. From 
1970 to 1981, Federal grants-in-aid to State and local governments increased in an 
erratic pattern ranging from 3% to 22%, and they decreased in 1982. 

— In the past, States have had to readjust their planning as often as seven times per year 
because of changes at various stages in the Federal budget process. 

— Federal excise taxes will be turned back and eventually eliminated, and excise taxes will 
be added to sales and property taxes as inherently State and local sources of revenue. In 
addition, the President's decision not to seek excise tax increases will maximize present 
State and local options to raise these taxes if they so desire. 

• Protections will be maintained for cities, welfare recipients, and minorities subject to 
discrimination. 

— A mandatory pass-through procedure for local general units of government is 
incorporated in the super revenue sharing element of the plan. 

— Transitional requirements will be established to ensure that welfare recipients will be 
protected as the States assume responsibility for AFDC and Food Stamps. 

— Full civil rights protections against discrimination on the basis of race, color, ethnic 
origin, sex, religion, handicap and age are included on a model patterned after General 
Revenue Sharing. 

• The President's new Federalism initiative is designed to remedy the fundamental problem of 
too many grant-in-aid programs. After the sorting out of programs is complete, the 
grant-in-aid system will shrink to about one-fourth its FY 81 magnitude. 
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Appendix I: Illustrative List of Programs 
For Turn Back To The States 

Category/Program Types of Grants Made 
( # of Programs) in FY 1981 

EDUCATION AND TRAINING (5) 

Vocational Rehabilitation 5 
Vocational and Adult Education 13 
State Block Grants (ECIA Ch. 2) 28 
CETA 8 

55 

INCOME ASSISTANCE (1) 

Low Income Home Energy Assistance 1 

SOCIAL, HEALTH AND NUTRITION SERVICES (18) 

Child Nutrition 4 
Child Welfare 1 
Adoption Assistance 1 
Foster Care 1 
Runaway Youth 1 
Child Abuse 1 
Social Services Block Grant 3 
Legal Services 1 
Community Services Block Grant 8 
Prevention Block Grant 8 
Alcohol, Drug Abuse and Mental Health Block Grant 5 
Primary Care Block Grant 1 
Maternal and Child Health Block Grant 7 
Primary Care Research and Development 1 
Black Lung Clinics 1 
Migrant Health Clinics 1 
Family Planning 1 
Women, Infants and Children (WIC) 

47 

TRANSPORTATION (12) 

Grants-in-Aid for Airports 2 

Primary 
Rural 
Urban 
Bridge 
Construction Safety 
Highway Safety 
Other 
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Appalachian Highways 1 
Urban Mass Transit: 

13 

COMMUNITY DEVELOPMENT AND FACILITIES (6) 

Water and Sewer 2 
Grants 
Loans 

Community Facilities Loans 1 
Community Development Block Grant 2 
Urban Development Action Grants 1 
Waste Water Treatment Grants 1 

7 

REVENUE SHARING AND TECHNICAL ASSISTANCE (2) 

OSHA State Grants 1 
General Revenue Sharing 1 

2 

GRAND TOTALS: 

Grants made in 1981 125 
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Child Welfare Block Grant 

AGENCY: Department of Health and Human Services 

Funding 
($ in millions) 

FUNCTIONAL CODE: 609/551/605 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 
OUTLAYS 

523 465 380 380 380 380 380 
508 493 383 380 380 380 380 

121 
151 

Program Description 
Several Federal programs, Child Welfare Services, Child Welfare Training, Adoption Assistance, and 
Foster Care, finance child welfare-related activities. Their objective is to strengthen and reunify 
families and to place children promptly and permanently in adoptive homes when they cannot be 
reunited with their families. 

Proposed Change 
These four child welfare related programs would be consolidated into a single block grant to States. 
Funds are requested to continue these activities at the same level requested in the 1982 September 
budget. 

Consolidation of related categorical programs into block grants is part of the Administration's effort to 
return responsibility for administration of categorical social programs to the States and remove the 
Federal Government from inappropriate directive roles. Under the current system, States do not have 
the flexibility to direct their efforts to permanently place children rather than continue foster care 
arrangements. 

The consolidation is the logical extension of current law which allows States to use excess foster care 
funds for child welfare services so that they can utilize available resources in the most effective way to 
serve children. 

Effects of the Proposed Change 
• The proposed consolidation would greatly simplify administration of these programs at all 

levels. Currently States must develop and maintain three State plans and attendant reporting 
systems. These would be eliminated or replaced by a single, less rigid requirement, thus 
reducing by at least two-thirds the regulatory burden on the States for child welfare 
programs. 

• States would be encouraged to focus their efforts on the return of children to their natural 
parent or the permanent placement of children rather than maintaining lengthy but tentative, 
inappropriate and costly foster care arrangements. 

• States would have greater flexibility to develop service delivery mechanisms tailored to 
specific, local needs. 

Rationale 
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Health Block Grants 

AGENCY: Department of Health and Human Services 

Funding 
($ in millions) 

FUNCTIONAL CODE: 609/551/605 

§ a v i n g S F r o m Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 
OUTLAYS 

861 1,934 1,934 1,934 1,934 1,934 
761 1,702 1,934 1,934 1,934 1,934 

431 
406 

Program Description 
The Omnibus Budget Reconciliation Act of 1981 consolidated 21 categorical health programs into 4 
block grants for maternal and child health, preventive care, mental health and substance abuse, and 
primary care, beginning in 1982 or 1983. The block grants will serve program purposes similar to the 
categorical programs consolidated, but will allow States flexibility to coordinate and improve the 
effectiveness of services for their citizens. They will strengthen program administration by reducing 
Federal regulatory, legal, and reporting requirements now imposed on States and grantees. Duplicative 
and low-priority programs can be eliminated, while gaps in needed local services can be filled. 

Proposed Change 
• Building upon the changes enacted by the Reconciliation Act, the Administration proposes to 

expand the Maternal and Child Health (MCH) Block Grant to include the nutrition program 
for women, infants, and children (WIC), previously administered by the Department of 
Agriculture. This expanded and renamed program, "Services for Women, Infants and 
Children," will thus include a full range of health services for women and children. 

• The Primary Care Block Grant, which is authorized to begin in 1983, will also be expanded 
to include current categorical programs for black lung clinics, migrant health, and family 

• Under the Services for Women, Infants and Children Block Grant, the effectiveness of State 
and local health programs will be increased by assuring coordination of WIC with other 
health services for pregnant or lactating women and their young children. Evidence indicates 
that the combination of supplemental feeding and prenatal or postnatal health care is more 
effective in improving health status than either one alone. Currently, WIC and MCH funds 
are channeled through State health agencies but each program has its own regulatory and 
paperwork requirements. This proposal would reduce these duplicative Federal requirements 
on States and allow them to target resources towards the specific maternal and child health 
problems in each State. 

• Consolidating separate categorical grants for black lung clinics, migrant health, and family 
planning with the Primary Care Block Grant beginning in 1983 will reduce the fragmentation 
of current primary care services programs. Rather than being required to go to several 
different and unrelated grantees for primary care services, individuals in need of health care 
will be able to receive care within a comprehensive assistance system. This approach will 
reduce the multiplicity of Federal rules and regulations under which primary care service 
agencies currently operate. 

planning. 

Rationale 
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Effects of the Proposed Change 
• The expanded health block grants will enhance the ability of States to target MCH and 

Primary Care Block Grant funds on specific health problems of vulnerable populations in the 
State, e.g., teenage pregnancy, infant mortality, poor nutrition among young children, anemia, 
and black lung. 

• The expanded block grants will eliminate the detailed, overlapping, and complex Federal 
regulations associated with the WIC, black lung, migrant health, and family planning 
programs. These regulations now run more than 80 pages in the Code of Federal Regulations 
while the block grant regulations would be limited to about 5 pages in the Code. 
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Low Income Home Energy and Emergency Assistance Consolidation 

AGENCY: Department of Health and Human Services 

Funding 
($ in millions) 

FUNCTIONAL CODE: 609 

gav.]ttgS p rom 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 

OUTLAYS 

1.849 1,752 1.300 1,300 1.300 1.300 1,300 

1.849 1,865 1,300 1,300 1.300 1,300 1.300 

452 

452 

Program Description 
States, through two separate grant programs administered by the Department of Health and Human 
Services, assist low-income households with high home energy costs, and/or in need of emergency 
financial aid or other crisis support. States can augment LIHEEAC by transferring funds from other 
block grants. 

Proposed Change 
• Consolidate energy and emergency assistance activities under one program; eliminate those 

unnecessary restrictions in the reauthorized Low Income Home Energy Assistance Block 
Grant which currently prevent States from delivery of effective energy and emergency 
assistance to those who need it the most. The Administration is proposing to eliminate 
regulations which excessively direct States and impose burdensome reporting requirements. 

• Re-establish the targeted nature of this program on heating costs in the winter months by 
adjusting the grant formula to target funds to States most in need. 

As part of the 1982 effort to consolidate categorical programs into block grants to States, the 
Administration proposed consolidating the low-income energy assistance and emergency assistance 
programs into a flexible block grant to States. Last year, Congress reauthorized the Low Income 
Home Energy Assistance Program separately and continued many of the same restrictive rules and 
regulations as the previous program. Both these categorical programs serve people in need, but 
Federal regulations and eligibility requirements prevent delivery of assistance in the most 
cost-effective manner. States could eliminate duplicative administrative mechanisms and criteria now 
required for two programs. States can determine who best to serve without Federal directives which 
obstruct efficient and effective service delivery. 

Effects of the Proposed Change 
• The new proposal would reduce the overall amount of State reporting requirements, 

assurances and compliance procedures now required from 32,490 to 16,000 manhours. 

• Federal administration now needed to administer unneeded regulations could be reduced by 

• Poor families with children, and the elderly could apply to one Energy and Emergency 
Assistance program rather than different programs with complicated rules. 

Rationale 

$1 million. 
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Rental Rehabilitation Grants 

AGENCY: Department of Housing 
and Urban Development 

Funding 
($ in millions) 

FUNCTIONAL CODE: 609/551/605 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

BUDGET AUTHORITY 
OUTLAYS 

150 150 150 150 150 
— 75 150 150 150 

-150 

Program Description 
Two programs of the Federal Government currently subsidize the rehabilitation of multi-family rental 
properties: the Section 8 Moderate Rehabilitation program and the Rehabilitation Loan Fund. In 
addition, localities can use Community Development Block Grant funds, at their discretion, to 
rehabilitate these same types of units. 

Proposed Change 
The Administration proposes to terminate the Section 8 Moderate Rehabilitation program and the 
Rehabilitation Loan Fund and substitute a new block-grant program for subsidizing multi-family 
rental rehabilitation. This program, to be called Rental Rehabilitation Grants, would be linked with 
the Modified Section 8 Housing Certificate program (see the fact sheet on Modified Section 8 
Housing Certificates) and would provide grants to States and units of local government for up to half 
the cost of rehabilitating multi-family rental properties, principally for low-income families. When a 
property has been rehabilitated through this program, its units will be made available to low-income 
tenants with housing certificates. The Administration is proposing an authorization of $150 million for 
this new program in 1983. 

Rental Rehabilitation Grants are being proposed as a replacement for the Section 8 Moderate 
Rehabilitation program and the Rehabilitation Loan Fund because: 

• Up-front grants, as would be provided by this new program, would be more efficient and 
less costly economic subsidies than those currently provided in the programs proposed for 

• This program would address the rehabilitation needs of multi-family rental properties by 
providing Federal assistance to localities to encourage such rehabilitation. 

• By linking this program with the Modified Section 8 Housing Certificate program, the 
rehabilitation efforts of the Federal Government would be concentrated on low-income 
tenants since the certificates will be used by them. 

Effects of the Proposed Change 
• At an anticipated average grant of $5,000 per unit, it is estimated that 30,000 multi-family 

rental units would be rehabilitated annually with this new program, thereby increasing the 
nation's stock of adequate multi-family rental housing units for low-income tenants. 

• Single-family, owner-occupied housing rehabilitation will continue to be adequately 
addressed by the Community Development Block Grant program. 

Rationale 

termination. 
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Training and Employment Programs 

AGENCY: Department of Labor 

Funding 

FUNCTIONAL CODE: 609/551/605 

Savings From 
Current Services 

1981 1982 1983 1984 1985 1986 1987 1982 1983 

($ in millions)* 

BUDGET AUTHORITY 
OUTLAYS 

5,245 3,070 2,387 2,387 2,387 2,387 2,387 
5,564 4,259 2,179 2,837 2,387 2,387 2,387 

1,666 
1,871 

* 1981 and 1982 includes CETA training, Trade Adjustment Assistance, and Community Service Employment for Older 
Americans. A program to replace them is proposed to start in 1983. 

Program Description 
The Federal Government's principal training and employment programs are authorized by the 
Comprehensive Employment and Training Act (CETA) of 1973. CETA programs are operated by 
units called prime sponsors — States, cities, and counties of over 100,000 population, or combinations 
of such governmental units. Grants to prime sponsors are used to provide various types of training, 
counseling, and other supportive services to unemployed and economically disadvantaged individuals. 
Stipends are paid to those in training. 

Proposed Change 
Authorization for appropriations for the CETA programs expires at the end of 1982. Legislation will 
be proposed to replace the present program of categorical grants to prime sponsors with a block grant 
to States for training. The legislation will include provisions to increase coordination with vocational 
education and other related programs. Make-work subsidized jobs in the public sector will not be 
authorized. Training stipends will be eliminated. 

Also included as part of the proposal will be a small program administered from Washington 
providing training for groups that have particular difficulties finding and retaining jobs. This 
nationally administered program will replace current training programs authorized by various laws for 
such groups as older Americans, migrants, Indians, and those eligible for Trade Adjustment Assistance 
benefits. (See the fact sheet on Trade Adjustment Assistance Weekly Cash Benefits in Chapter 3.) 

The legislation will also propose continuing the Job Corps residential training program. The program 
provides basic literacy and arithmetic skills and vocational training for youth age 16-21 with severe 
educational and economic disadvantages. 

• Categorical grants should be consolidated whenever possible. By removing the current 
artificial categorization of Federal assistance under CETA, grant recipients will have more 
flexibility to concentrate on what they believe to be their most pressing employment 
problems. 

• The block grant will place responsibility for training and employment programs at the State 
level which already has the responsibility for related programs such as vocational and adult 
education and the Employment Service. 

• Stipends paid for participation in a training program can duplicate or supplant regular 
income maintenance programs. In addition, they can induce people to enter training 
programs for short-term income gains rather than for long-term improvements in 
employment and earnings. 

Rationale 
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• Administrative overhead costs will decrease for the Federal Government and the number of 
separate entities with which the Federal Government must negotiate and monitor grant 
agreements will be reduced. 

Effects of the Proposed Change 
• The most effective program approaches (on-the-job training and classroom training) will be 

stressed in Federal technical assistance to States, while the least effective approaches, such as 
public sector work experience, will be de-emphasized. 

• Because stipend payments will not be provided to individuals who attend classroom training 
under the block grant, budget authority provided in 1983 would enable approximately 1.1 
million people, the same number of people as were in the core training programs in 1982, to 
be served even though resource levels for training programs will be decreased by about $361 
million. Somewhat lower levels of participation may be experienced in 1983 as the new 
program phases in. 

• Average cost per service year will decrease from about $6,400 in CETA Title II-B,C in 1982 
to $4,600 in 1983 in the block grant 

• The Job Corps program will be reduced to about 22,000 slots, roughly the level achieved 
during most of the 1970's. Federally operated centers, which are more costly than those run 
by private contractors, will be closed. 
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Legal Services Corporation 

AGENCY: Legal Services Corporation 

Funding 

FUNCTIONAL CODE: 609/551/605 

gayings prom Current Services 

1981 1982* 1983 1984 1985 1986 1987 1982 1983 

($ in millions) 

BUDGET AUTHORITY 
OUTLAYS 

321 120 — 
324 147 13 

121 260 
112 247 

•Reflects Continuing Resolution level through March 31, 1982. 

Program Description 
The Legal Services Corporation (LSC) funds State and local agencies that provide free civil legal 
assistance to the poor. LSC is a private non-profit corporation which acts independently of related 
Federal social and community services programs. Grantees are involved both in cases for individual 
clients and in broader "law reform" activities. 

Proposed Change 
The Administration proposes that the Corporation not be reauthorized and that no further separate 
Federal funding be provided for 1982, 1983, or later years. LSC funding already enacted by Congress 
in the Continuing Resolution through March 31, 1982 ($120.5 million) will be used for future needs 
relating to responsibilities for existing cases, separation costs of Corporation and grantee staff, and 
related close-out functions. The Administration proposes that any extension of the 1982 Continuing 
Resolution beyond March 31 not include further ftinds for LSC. 

The Legal Services Corporation has operated since 1980 without an authorization approved by 
Congress, due to differences over the proper role, funding mechanism, and structure for legal services. 
The Administration proposes adoption of a different approach: providing States with flexibility and 
discretion to use block grants funds, and relying on private attorneys to fulfill their ethical obligations 
to provide services to the poor. 

The Administration's $2.1 billion Social and Community Services Block Grants include adequate 
authority to fund legal services activities States may wish to provide for their citizens. These sources 
of funds will give more flexibility to States, and permit the services to be more responsive to the 
direct needs of their citizens, than the current Legal Services Corporation. 

The American Bar Association (ABA) Code of Professional Responsibility states: 

"The basic responsibility for providing legal services for those unable to pay ultimately 
rests upon the individual lawyer, and personal involvement in the problems of the 
disadvantaged can one of the most rewarding experiences in the life of a lawyer; Every 
lawyer; regardless of professional prominence or professional workloadshould find time 
to participate in serving the disadvantaged.99 

The 500,000 attorneys nationwide can be a significant resource for legal services for the poor. The 
Administration believes the private bar can and should do more to fulfill their obligations through pro 
bono publico services. 

In addition, the Federal Government should no longer subsidize the private bar in the fulfillment of 
its ethical responsibilities to the poor. Revenues received by private bar law firms alone now exceed 

Rationale 
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$20 billion per year. Significant legal services for the poor can also be undertaken through modest fee 
assessments and service requirements of State and local bar associations. 

Restrictions on advertising, competition, and other barriers to normal market forces for legal services 
have been substantially reduced over the last few years. This will increase the availability of low-cost 
private legal services, particularly in "routine" cases such as divorce. 

Most legal services are now provided by LSC grantees, operating as staff attorney offices directly 
handling individual cases. A major Congressionally-mandated study concluded that other legal service 
delivery systems which make greater use of the private bar are viable—"judicare" (operating in 
conjunction with staff attorneys) and contracts with law firms. States could use Social and 
Community Services Block Grant funds to finance such legal services if they so choose. 

Effects of the Proposed Change 
With the use of Social and Community Services Block Grant funds, State priority setting and control 
over resources will be enhanced, overhead will be decreased, and coordination among different social 
services at the local level will be improved. Direct services on pressing legal matters for eligible 
individual clients could be maintained or increased under this proposal. States will decide how the 
Social and Community Services Block Grant funds may be best used. 
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CHAPTER 6 

FEDERALISM 

One of the most important goals of Ronald Reagan's Presidency is to make government more 
efficient and more responsive to its citizens by restoring an appropriate balance among Federal, 
State and local governments. The President seeks to: 

• Restrain the unnecessary growth of the Federal Government while returning to State and 
local governments authority for programs which can be accomplished at those levels. 

• Provide greater flexibility and responsibility to elected officials close to the people through 
consolidation of numerous narrow and restrictive categorical programs into streamlined 
grants to States and/or local governments. 

• Enhance State and local officials' ability to govern efficiently and responsively by reducing 
the restrictive burden of unnecessary Federal regulations, while also encouraging their 
increased involvement in Federal decision-making affecting States and localities. 

BACKGOUND: AN INTERGOVERNMENTAL IMBALANCE 
While State and local governments have a vital constitutional role in providing Government services, 
the explosive growth of Federal domestic programs over the last two decades stifled State and local 
creativity, usurped many of their responsibilities, and diverted inordinate attention by State and 
local governments to activities in Washington. 

• Between 1960 and 1981, Federal outlays for grant-in-aid programs increased at an annual 
rate of 13.0% - faster than the increase in the Federal budget (9.8%) or public sector 
expenditures as a whole (10.0%). 

• During the same period, the number of narrowly focused categorical grant programs almost 
tripled. The existence of more than 400 of these special purpose grants created tremendous 
program and administrative waste and duplication at all levels of government, yet did not 
ensure that priority State and local needs were addressed effectively. 

• These grant programs usually were accompanied by numerous regulations and restrictions 
on the use of funds - an average of 300-500 mandates for a typical grant program. Meeting 
these requirements imposed untold millions of "burden hours" of paperwork each year, 
consuming personnel and fiscal resources which would have been better directed to meeting 
program priorities. In addition, the restrictions too often forced Federally conceived 
solutions to State and local problems upon the very officials who could best decide how to 
deal with those problems. 

ACCOMPLISHMENTS IN RESTORING A BALANCE 
In the first two years of his Administration, the President has moved aggressively to fulfill his 
commitment to Federalism. 

BLOCK GRANTS—MORE FLEXIBLE AID TO STATES 
Between 1980 and 1982, the number of grant programs has declined by 35 percent, from 428 in 1980 
to 280 in 1982. As sought by the President, many categorical programs have been consolidated into 
block grants to State and local governments: 
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• The 1981 Omnibus Budget Reconciliation Act established nine block grants by consolidating 
57 categorical programs in the areas of Maternal and Child Health Care; Preventive Health 
and Health Services; Alcohol, Drug Abuse and Mental Health Services; Primary Care; Social 
Services; Low Income Home Energy Assistance; Community Services; Community 
Development for Small Cities; and Education. Eight of these block grants became effective in 
1982; one is being implemented in 1983. 

• The 1982 Job Training Partnership Act, fully effective in October 1983, replaces three 
Comprehensive Employment and Training Act programs with a block grant to the States to 
provide job training for disadvantaged youths and adults. 

These block grants significantly improve State and local program and administrative flexibility and 
dramatically reduce Federal red tape. For example: 

• Only 20 pages of Federal regulations cover the nine block grants enacted in 1981, eliminating 
647 pages previously in effect. Eleven pages of proposed regulations would implement 
portions of the Job Training Partnership Act, a decrease from 238 pages which governed the 
predecessor programs. 

• Paperwork associated with the 1981 block grants decreased by an estimated 5.4 million hours 
in 1982. A total decrease of 5.9 million hours or 91 percent is expected through 1983. 

One measure of the success of the block grants is their early acceptance by States. October 1981 was 
the earliest possible date by which States could choose either to assume responsibility for four block 
grants or let the Federal Government continue to run the programs. By that date, 90 percent of the 
States and territories had accepted three of the four block grants and 75 percent had accepted the 
fourth. 

In addition, a 1982 General Accounting Office (GAO) report on the implementation of the block 
grants found positive evidence of States' enthusiasm and competence: 

• States were effectively assuming the new programs with no major problems. 

• States were moving quickly to establish effective oversight mechanisms such as more 
involvement by State legislatures and the public in decisionmaking and development of 
responsible audit plans. 

• Examples of efficiencies due to the block grants were cited. One State found a reduction 
from 22 to 3 days in time needed to prepare applications for two block grants compared to 
predecessor programs. Another State anticipated a 10 percent reduction in report 
preparation time for one block grant. A third State estimated reductions in administrative 
costs of $5.2 million due to streamlined reporting requirements. 

Early experience with the block grants underscores the administrative, fiscal and program 
improvements possible and the significant capacity of States to administer major programs 
effectively and accountably. 

REGULATORY RELIEF 
The President's Task Force on Regulatory Relief was established in January 1981 to review 
regulations identified as burdensome, unnecessary or counterproductive. Of the more than 119 
regulatory reviews targeted by the summer of 1982, 35 were related to State and local governments. 
In addition, more than 15 other major regulatory reviews affecting State and local governments 
were initiated independently by agencies. 

During the past two years, 25 reviews were completed by the agencies or by the Task Force. Benefits 
to States and localities resulting from the reviews include the following: 

• Initial savings of at least $4 to $6 billion to State and local governments, with savings of at 
least $2 billion on an annual basis. 
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• Major reductions in paperwork and red tape requirements, such as the elimination of 12 
million hours of annual administrative work through simplified Department of Agriculture 
cost accounting requirements for the national school lunch program. 

• Enhanced State flexibility in administering programs, such as through revisions in the 
Medicaid program and revised rules for State highway repair work supported by the 
Department of Transportation. 

In 1983 and 1984, the Administration will continue to emphasize regulatory relief for States and 
localities. Over 25 regulatory reviews now are underway. 

MANAGEMENT IMPROVEMENTS 
Many initiatives to sharpen management of Federal programs have benefited States and localities. 
Examples include improved information systems providing timely data for States on discretionary 
and formula grant amounts and distribution, streamlined audit systems and other financial 
management and procurement enhancements. 

Of particular importance in according States and localities an enhanced partnership with the Federal 
Government is Executive Order 12372, "Intergovernmental Review of Federal Programs." This order 
replaces a federally prescribed process of State and local review of Federal projects and direct 
development activities with a simplified, flexible, and more responsive review system. The Executive 
Order provides the opportunity for State and local elected officials to have a significant impact on 
Federal program decisions affecting their jurisdictions. The order requires Federal agencies to use a 
State-developed process for obtaining the views of State and local officials and to accommodate 
those views when possible. Proposed regulations implementing the Executive Order were published 
on January 24, 1983, by 27 agencies, a significant first for interagency cooperation. 

Ongoing management improvements which will benefit States and localities include the following: 

• The Administration is working to simplify selected generally applicable "crosscutting" 
requirements imposed on State and local governments as a condition of receipt of Federal 
assistance. Legislation was introduced and management reforms instituted for several of the 
60 crosscutting requirements. 

• A number of the Reform '88 and other initiatives to upgrade Federal program and agency 
management also will have a positive effect on State and local governments. For example, as 
part of one project reviewing the need for and determining the value of central 
management agency regulations, the Office of Management and Budget is reviewing its 57 
circulars, several of which affect States and localities, and will recommend rescinding, 
revising or consolidating circulars where appropriate. Several Reform 88 and other 
management initiatives are discussed in Chapter 8. 

1984 PROPOSALS 
In 1984, the President is proposing several budget initiatives to continue the restoration of an 
intergovernmental balance, including additional consolidations of categorical programs and a 
Federalism initiative. 

BLOCK GRANTS AND PROGRAM CONSOLIDATIONS 
Proposals in the following areas are designed to enhance recipient flexibility and responsiveness 
through consolidation of narrow-purpose categorical programs: 

• An Indian Community Development proposal would create a more flexible means within the 
existing Community Development Block Grant program to assist Indian tribes in addressing 
their unique community development and housing needs. Budget authority of $75 million is 
proposed for 1984- a $44 million increase from the 1983 level. 

241 

380-900 0 - 83 - 15 : QL 3 Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

Fiscal Year 1984



• An Indian Housing proposal would consolidate programs administered by the Department of 
Housing and Urban Development, the Bureau of Indian Affairs, and the Indian Health Service 
that support housing construction on Indian reservations. Budget authority of $76 million is 
requested for 1984, to support the construction of 1,500 housing units. 

• A General Nutrition Assistance proposal would combine school breakfast, child care feeding, 
and summer feeding programs into one grant to States and give States more flexibility in 
providing assistance for meals served outside a school lunch setting. Proposed budget 
authority is $535 million in 1984. 

• An Older Americans proposal would consolidate programs authorized by the Older 
Americans Act into grant programs administered by the Department of Health and Human 
Services. The consolidation would include activities currently funded through the elderly 
feeding program of the Department of Agriculture and the Department of Labor's 
community service employment program. Budget authority proposed for 1984 is $998 
million. 

• A Rural Housing proposal would consolidate subsidized direct lending programs for 
homeownership, rental construction, repair, farm labor housing, and site preparations into a 
block grant to States to provide housing assistance to very low-income households. Budget 
authority of $850 million is proposed for 1984. 

• A Primary Care Services proposal would expand the Primary Care Block Grant, enacted in 
1981, to include black lung clinics, migrant health, and family planning programs, and would 
remove unnecessary restrictions and requirements. Budget authority for the proposal would 
be $460 million in 1984. 

The 1984 budget also includes the following proposals for previously enacted block grants to States 
and for General Revenue Sharing: 

• The four health block grants which were enacted in 1981 would be continued in 1984 with 
budget authority of $1.4 billion. The major change to these block grants would be the 
expanded Primary Care Services proposal discussed above. 

• The Social Services Block Grant, enacted in 1981, would be continued in 1984 with an 
increase in budget authority to $2.5 billion. Legislation will be proposed to give States the 
flexibility to fund community services activities under this block grant and to make Indian 
tribes eligible for direct funding. 

• In 1984, budget authority of $3 million is sought to close out the Community Services Block 
Grant which was enacted in 1981. As noted above, States would be able to support 
community services activities within the expanded Social Services Block Grant. 

• The 1981 Low Income Home Energy Assistance Block Grant would be funded in 1984 at a 
reduced level of $1.3 billion in budget authority. Legislation is proposed to revise the 
program to target funds to States with severe winter climates and large low-income 
populations. 

• In 1984, the State Education Block Grant, enacted in 1981, is proposed to receive budget 
authority of $451 million, continuing the program at its 1983 funding level. 

• The Community Development Block Grant program would be augmented in 1984 with 
budget authority increased to $3.5 billion. As noted previously, an Indian Community 
Development program is proposed to be created within this program in 1984. In addition, 
legislation is proposed to require State administration in 1984 of the small cities portion of 
this program, enacted as a block grant in 1981. 
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• In 1984, budget authority of $1.9 billion is proposed for the first year of implementation of 
the block grant to States portion of the Job Training Partnership Act, which was enacted in 
1982. These funds would support more trainees than the predecessor programs. 

• Budget authority of $4.6 billion is proposed in 1984 for the General Revenue Sharing 
program, continuing it at its 1983 funding level. 

FEDERALISM INITIATIVE 
In his January 1982 State of the Union address, President Reagan announced a $50 billion Federalism 
initiative intended to reverse the flow of authority to Washington and away from States and 
localities. The President's 1982 initiative proposed a conceptual framework for Federalism, designed 
to yield a more rational sorting of responsibilities among levels of government and greater efficiency 
in public program administration. 

Throughout the past year, White House and Federal agency officials have met with representatives 
from State and local governments to review and improve the original proposal. As a result of this 
cooperative process, a revised Federalism proposal will be sent to Congress early in 1983. The revised 
initiative would consolidate some 30 programs into four block grants: 

• A State Block Grant consolidating health, social services, education and community 
development programs; 

• A Local Block Grant merging the entitlement portion of the Community Development Block 
Grant program with General Revenue Sharing; 

• A Transportation Block Grant that would consolidate several highway programs; and 

• A Rural Housing Block Grant for low-income housing construction and repair (discussed 
above). 

Between 1984 and 1988, States and localities would assume responsibility for activities associated 
with the programs in the State, Local and Transportation block grants at a pace of their own 
choosing. In order to provide stable and predictable revenues during the transfer of responsibilities, 
annual funding for the three block grants would be at the 1984 enacted levels for the consolidated 
programs. 

After the 1984-1988 transition period, block grant programs which could be funded if Federal 
revenue sources were returned to the States would be discontinued. A Presidentially appointed 
commission would be established to make recommendations on revenue return issues. 

In order to promote their maximum effectiveness, several programs proposed for State assumption 
in the Federalism Initiative also will be improved through program consolidations and other changes 
which would be effective during the 1984-1988 period of transition to State control. 
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FEDERALISM INITIATIVE 

AGENCY: DOT, ED, EPA, HHS, HUD, Treasury, USDA Functional Codes: 300, 370, 400, 
450, 500, 550, 
600 and 850 

Funding ($ in millions) 

1982 1983 1984 1985 1986 1987 1988 

AUTHORITY LEVELS * 21,600 22,200 21,400 21,400 21,400 21,400 21,400 

* These numbers contain funds for some Federal salaries and expenses, Indian tribes, territories, and activities of national 
significance which would not be devolved to State and local governments. 

PROGRAM DESCRIPTION 

In order to more appropriately align responsibilities among the various levels of government and 
promote more efficient and effective use of public funds, the Administration submitted a major 
Federalism proposal to the Congress in February 1983. 

Under the proposal, 34 broad-based and categorical grant programs would be consolidated into 
four block grants. 

• State Block Grant. A grant to States combining 22 health, social services, education and 
community development programs. 

• Local Block Grant. A grant to localities combining the General Revenue Sharing program and 
the entitlement portion of the Community Development Block Grant. 

• Transportation Block Grant. A ground transportation grant to States consolidating 6 
highway programs. 

• Rural Housing Block Grant. A grant to States for low-income housing construction and repair. 

The purposes of each block grant would be the purposes of the programs consolidated in the block 
grant. (A list of programs proposed for inclusion in each is in the Appendix to this paper.) 

For the five years from 1984 through 1988, annual funding for the State, Local and Transportation 
block grants would be set at the sum of the 1984 enacted levels for the programs consolidated in 
each block grant. Funding for the Rural Housing Block Grant would be set at $850 million a year. 

• The State Block Grant would be financed by Federal excise tax revenues on alcohol, tobacco 
and telephones. 

• The Transportation Block Grant would be financed by Federal gas tax revenues. 

During this five-year transition period, State and local governments would assume responsibility for 
activities associated with the programs in the State, Local and Transportation block grant. They 
would have discretion over the pace at which they assume these responsibilities. Allocations to each 
State for the block grant programs would be based on formulas and historical allocations. For these 
three block grants, thus, recipient governments could choose during the transition period to receive 
funds either under authorities governing the individual programs or under more flexible block grant 
authorities. The nature of the programs consolidated in the Rural Housing Block Grant would 
preclude a transition period in which funds could be provided to the States under two authorities. 
As a result, during the transition period States would be required to make a simple election to 
receive Rural Housing Block Grant funds or forego participation in the program. This election could 
be made prior to the beginning of any quarter in 1984 and before the beginning of the fiscal year in 
1985 through 1988. 
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After 1988, the block grant programs that could be funded if commensurate Federal revenue sources 
were returned to the States would be discontinued. A presidential commission would be appointed 
to make recommendations on revenue return issues. 

RATIONALE 

This proposal is the culmination of a year-long effort to develop, in consultation with State and local 
officials, a major initiative to sort out responsibilities within the intergovernmental system. It would 
enhance State and local government officials' ability to deal with domestic needs that have 
traditionally been their responsibility in ways which best meet the concerns of their citizens. 

EFFECTS OF THE PROPOSED CHANGE 

Stable and predictable funding levels for the programs in each block grant would be provided 
through fiscal year 1988. 

Dislocation would be minimized. 

• States and localities would have five years to assume full responsibility for programs in the 
State, Local and Transportation block grants, allowing sufficient time for them to plan for 
assumption of this responsibility. 

• Funds for programs for which a State or local government decided to take responsibility 
could be spent only for the purposes of programs in the block grant. 

• In the State and Local Block Grants, funds available for each program for which a State or 
local government decides to take full responsibility would be transferable among program 
purposes within the same block grant at an increasing rate of 20/40/60/80/100 percent per 
year. For example, during 1984 if a State or local government took full responsibility for a 
program, 20 percent of the funds from that program could be spent on any program purpose 
within the block grant; 80 percent would have to be spent on the purposes of the program 
from which funds were received. 

Protections would be provided for local governments, urban and rural areas, and minorities subject 
to discrimination. 

• A mandatory passthrough requirement to local governments is included in the State Block 
Grant proposal. 

• Rural areas are also protected in the State Block Grant proposal, which has a mandatory 
passthrough requirement for such areas. 

• A mandatory pass through requirement to urban areas is included in the Transportation 
Block Grant proposal. 

• Full civil rights protections against discrimination on the basis of race, color, national origin, 
sex, handicap and age are included in all of the block grant proposals, modeled on provisions 
now governing the block grants enacted in 1981. 

Drastic reductions in Federal overhead and administrative/regulatory burdens on State and local 
governments would be realized by the end of the transition period, as the programs consolidated in 
the four block grants now involve: 

• 2.5 million "burden hours" per year; 

• 3.0 thousand Federal employees; 

• 1.3 thousand pages or regulations; and 

• 490 pages of law. 
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Significant strides would be taken toward remedying the fundamental problem of too many 
complex grant-in-aid programs. 

• Thirty-four programs would be consolidated into four during the transition period. 

• After the transition period, the block grants which could be eliminated if revenue sources 
were returned to the States would be discontinued, further simplifying the grant-in-aid 
program and allowing States to set their own program priorities. 
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APPENDIX 
PROGRAMS INCLUDED IN THE FEDERALISM INITIATIVE 

State Block Grant 

Rehabilitation Services 
Vocational Education 
Adult Education 
State Education Block Grant (ECIA, Chapter 2) 
WIN 
Low-Income Home Energy Assistance 
Social Services Block Grant 
Community Services Block Grant 
ADAMHA Block Grant 
MCH Services Block Grant 
Rural Water and Waste Disposal Grants (FmHA) 
Water and Sewer Facility Loans (FmHA) 
Community Facility Loans (FmHA) 
CDBG-Non-Entitlement Portion 
Grants for the Construction of Municipal Waste 

Water Treatment Works (EPA) 
Child Welfare Services 
Child Welfare Training 
Adoption Assistance 
Foster Care 
Preventive Health and Health Services Block Grant 
Child Abuse State Grants 
Runaway Youth 

Federal-Local Block Grant 

General Revenue Sharing 
CDBG-Entitlement Portion 

Transportation Block Grant 

Urban System 
Secondary System 
Non-Primary Bridges 
Highway Safety (FHWA 402 Grants) 
Hazard Elimination 
Rail-Highway Crossing 

Rural Housing Block Grant 

Rural Housing Insurance Fund 
Very Low-Income Repair Grants 
Mutual and Self-Help Grants 
Rental Assistance Program 
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GENERAL REVENUE SHARING 

AGENCY: Department of the Treasury Functional Code: 851 

Funding ($ in millions) 

1982 1983 1984 1985 1986 1987 1988 

CURRENT SERVICES 
Budget Authority 
Outlays 

4,567 4,809 5,044 5,281 5,519 5,767 
4,567 4,809 5,044 5,281 5,519 5,767 

REAGAN BUDGET 
Budget Authority 
Outlays 

4,567 4,567 4,567 4,567 4,567 4,567 4,567 
4,567 4,567 4,567 4,567 4,567 4,567 4,567 

PROPOSED SAVINGS 
Budget Authority 
Outlays 

242 477 714 952 1,200 
242 477 714 952 1,200 

PROGRAM DESCRIPTION 

General Revenue Sharing provides general fiscal assistance to approximately 39,000 general purpose 
local governments. These funds have few restrictions on their use. They are distributed by a formula 
which takes into account population, income and tax effort. 

PROPOSED CHANGE 

The authorization for General Revenue Sharing expires in 1983. The Administration proposes 
reauthorization of the program at the same level as it is presently authorized. General Revenue 
Sharing funds along with the entitlement portion of Community Development Block Grants would 
form a local fiscal assistance trust fund in the Federalism initiative. 

General Revenue Sharing has become an important source of Federal assistance for local 
governments. The continuation of the program within the context of the Federalism initiative 
permits local governments to decide on the most appropriate uses of Federal dollars. 

EFFECT OF THE PROPOSED CHANGE 

The reauthorization of the program will continue the program at present levels giving local 
governments a known stable source of financing, thus permitting these localities to budget 
resources with greater certainty to meet local needs. 
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COMMUNITY DEVELOPMENT GRANTS 

AGENCY: Department of Housing and Urban Development Functional Code: 051 

Funding ($ in millions) 

1982 1983 1984 1985 1986 1987 1988 

CURRENT SERVICES 
Budget Authority 
Outlays 

3,456 3,677 3,902 4,132 4,367 4,616 
3,525 3,529 3,549 3,756 3,983 4,215 

REAGAN BUDGET 
Budget Authority 
Outlays 

3,456 3,456 3,500 3,500 3,500 3,500 3,500 
3,792 3,525 3,526 3,474 3,497 3,500 3,500 

PROPOSED SAVINGS 
Budget Authority 
Outlays 

177 402 632 867 1,116 
3 75 259 483 715 

PROGRAM DESCRIPTION 

The Community Development Block Grant (CDBG) program provides entitlement grants to all large 
cities and urban counties and discretionary grants, most often through States, to many small cities 
and rural counties. The grants give the cities and counties funds for economic and community 
development, principally to benefit low- and moderate-income people. 

In 1982, $2.4 billion went to 732 large cities and urban counties while over $1 billion was distributed 
under the "small cities" grants programs. 

PROPOSED CHANGE 

The 1984 budget request proposes to increase the CDBG program by $44 million in order to 
accommodate a new $75 million program for Indian tribes. In addition, the Administration proposes 
to allow new housing construction as an eligible activity under the program. 

The Administration has also proposed to mandate that all States assume responsibility for the small 
cities portion of the CDBG program beginning in FY 1984. 

• The Administration is increasing funding to federally recognized Indian tribes under this 
program in recognition of the unique problems facing Native Americans. (See fact sheet on 
Indian Housing and Community Development Programs for further details.) 

• The Community Development Block Grant program is an Administration priority because it 
follows the general policy of delegating governmental authority and discretion to the states 
and local governments. The change allowing for new housing construction fulfills this goal 
by giving the grant recipients even greater latitude in the use of CDBG funds in the 
amelioration of local problems. 

• By the end of 1983, it is anticipated that all but two to five States will have agreed to 
administer the small cities program. The Administration proposes to require these remaining 
States' participation in order to avoid the expense of having the Federal government 
maintain a separate program with so few recipients. This change will also complete the 
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devolution of decision-making authority consistent with the Administration's philosophy on 
the role of the Federal government vis-a-vis the States. 

EFFECTS OF PROPOSED CHANGE 

Generally, the 1984 funding for Community Development assistance to state and local governments 
will remain at previous years' levels. CDBG funds will continue to assist communities in undertaking 
important development projects such as infrastructure improvement, rehabilitation and public 
facility expansion. 

PREVIOUS CHANGE 

In 1981, the Reagan Administration requested, and Congress adopted, language allowing the States 
to administer the "small cities" portion of the CDBG program. By the end of 1982, 37 states had 
opted to take over these functions from the Federal Government. 
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RURAL HOUSING PROGRAMS FINANCED BYTHE 
FARMERS HOME ADMINISTRATION 

AGENCY: Department of Agriculture Functional Code: 051 

Funding ($ in millions) 

1982 1983 1984 1985 1986 1987 1988 

CURRENT SERVICES 
Budget Authority 
Outlays 
Loan Level 

2003 1628 2105 2030 2487 2330 2583 
1246 1608 2078 2257 2262 2320 2336 
3454 3305 3490 3672 3855 4040 4234 

REAGAN'BUDGET 
Budget Authority 
Outlays 
Loan Level 

2003 1628 5976 4083 2992 2690 2508 
1246 1608 2711 2206 2715 2480 2270 
3454 3305 300 300 300 300 300 

PROPOSED CHANGES 
Budget Authority 
Outlays 
Loan Level 

+ 3871 + 2053 + 505 +360 -75 
+ 633 -51 +453 +160 -66 
-3190 -3372 -3555 -3740 -3934 

Totals for 1984-1988 reflect an accounting change affecting the treatment of Certificates of Beneficial Ownership (CBO's) in 
the Rural Housing Insurance Fund. Beginning in 1984, the sale of CBO's sold to the Federal Financing Bank will be treated as a 
debt transaction, causing on-budget outlays to increase. 

PROGRAM DESCRIPTION 

The Farmers Home Administration's (FmHA) 6 categorical loan and 5 grant programs are available to 
any rural community of 10,000 population or less and in communities of 10,000 to 20,000 outside an 
SMSA. Loans may be subsidized down to a 1% interest rate to the borrower; the average rate to 
borrowers for all loans made through the fund in 1982 was 3.6%. The Government absorbs the loss 
between 3.6% and the cost of borrowing to the Treasury. 

The Rural Housing Insurance Fund has $25 billion of loans outstanding which finance 1.3 million 
housing units. The annual interest subsidy in 1983 is estimatd to be $221 million. 

PROPOSED CHANGE 

• The 1984 budget consolidates FmHA's categorical lending and grant programs into a rural 
housing block grant with the following features: 

— annual funding level of $850 million; 

— grant funds are allocated to States by a formula based on occupied substandard 
housing units, rural population and low income households. 

— funds are administered by States for a wide variety of housing uses; and 

— funds are targeted to very low income families (80% of funds earmarked for 
households with incomes below 50% of State median or national median, whichever is 

• Subsidized lending in 1984 is reduced $3 billion below the 1983 level of $3.3 billion. $300 
million annually will continue to be available primarily to service the existing housing loan 
portfolio. 

greater). 
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• As part of the block grant proposal, the 1984 budget proposes a financing change that will 
shift outlays previously recorded in the off-budget Federal Financing Bank account into the 
on-budget totals of the Rural Housing Insurance Fund. Specifically, 

— the sale of certificates of beneficial ownership (CBO's) to the Federal Financing Bank 
(FFB) will be treated as a debt transaction (causing on-budget outlays to increase); and 

— repurchases of outstanding CBO's from the FFB will no longer be scored as outlays, but 
will instead be treated as redemption of debt and be excluded from both on- and off-
budget outlays. Of the $22 billion of such scheduled repurchases over time, $3.9 billion 
come due in FY 1984. 

RATIONALE 

• The shift from categorical lending programs to block grants: 

— provides States with the flexibility to tailor their rural housing programs to their special 
needs and circumstances (e.g., emphasize rehabilitation over new construction); 

— eliminates a long-term Federal subsidy commitment by replacing future interest 
subsidies with a block grant obligated in full in the budget year; and 

— will help very low income families who occupy substandard housing whose income is 
too low to qualify for the current homeowneship program. 

• The decrease in subsidized lending is appropriate because:. 

— low income households will be assisted through the new block grant program; and 

— if there is a shortage of rural mortgage credit for other than low income families it will 
be addressed by increasing the availability of Federal Housing Administration mortgage 
insurance (FHA) and VA mortgage guarantees through Farmers Home Administration 
county offices. 

• The financing change is appropriate because it shows a more accurate unified budget total, 
and because of the shift in funding from primarily a credit revolving fund to a block grant 
mechanism. 

EFFECTS OF THE PROPOSED CHANGE 

The program will assist more very low income families than the present program. Between 17,000 
and 27,000 units will be assisted depending on unit cost of construction or rehabilitation. To the 
extent that Federal mortgage assistance is needed for those with higher incomes previously served 
by the program, FHA and VA mortgage guarantees will be available to qualified applicants. 
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HEALTH BLOCK GRANTS 

AGENCY: Department of Health and Human Services Functional Code: 051 

Funding ($ in millions) 

1982 1983 1984 1985 1986 1987 1988 

CURRENT SERVICES 
Budget Authority 
Outlays 

884 1,196 1,196 1,269 1,344 1,420 1,501 
663 1,119 1,196 1,269 1,344 1,420 1,501 

REAGAN BUDGET 
Budget Authority 
Outlays 

884 1,196 1,361 1,361 1,361 1,361 1,361 
663 1,119 1,303 1,361 1,361 1,361 1,361 

PROPOSED CHANGES 
Budget Authority 
Outlays 

+ 165 +92 + 17 -59 -140 
+ 107 +92 + 17 -59 -140 

PROGRAM DESCRIPTION 

The Omnibus Budget Reconciliation Act of 1981 consolidated 21 categorical health programs into 
four block grants - maternal and child health; primary care; preventive health and health services; 
and alcohol, drug abuse and mental health. These block grants allow States more flexibility and the 
opportunity to be innovative in the use of grant funds to meet specific local needs; give States the 
opportunity to coordinate and improve the effectiveness of services for their citizens; increase 
accountability by officials closer to the public; and reduce the need for administrative overhead. 

PROPOSED CHANGE 

The President's 1984 Budget increases health block grants funding by $165 million. This results from 
proposed legislation to consolidate narrow categorical programs for black lung clinics, migrant 
health, and family planning with the primary care health block grant. Legislation will also be 
proposed to amend existing statutes to remove unnecessary restrictions and requirements, 
particularly those which might serve as a disincentive for State participation. 

This further consolidation of programs, coupled with administrative managment of the block grants 
by a single Public Health Service agency (rather than three), and relaxation of requirements imposed 
on the States, will enhance efforts begun in FY 1982 to allow States more opportunity and flexibility 
in coordinating and improving the effectiveness of health services for their citizens. Fragmentation 
of current primary care services programs will be reduced and individuals in need of health care will 
be able to receive care within a comprehensive assistance system. 

EFFECTS OF THE PROPOSED CHANGE 

Expanding the primary care block grant to further consolidate health service delivery programs will 
strengthen States' efforts to streamline program administration by deleting unnecessary Federal 
regulatory, legal and reporting requirements; it will enhance the ability of States to target funds on 
specific health problems; and it will permit States to integrate such activities with Medicaid. 

1982 AND 1983 CHANGES 

The authorization of health block grants by the Omnibus Budget Reconciliation Act (OBRA) of 1981 
resulted in a major restructuring of Federal narrow categorical health services delivery programs. As 
a result, the Federal role will be reduced, the States' role will be strengthened, and the effectiveness 
of health service delivery will be improved. 
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SOCIAL AND COMMUNITY SERVICES BLOCK GRANTS 

AGENCY: Department of Health and Human Services Functional Code: 051 

Funding ($ in millions) 

1982 1983 1984 1985 1986 1987 1988 

CURRENT SERVICES 
Budget Authority 
Outlays 

2,748 2,804 2,877 2,999 3,122 3,146 3,171 
2,817 2,930 2,882 2,994 3,116 3,140 3,165 

REAGAN BUDGET 
Budget Authority 
Outlays 

2,748 2,804 2,503 2,600 2,700 2,700 2,700 
2,817 2,930 2,599 2,600 2,700 2,700 2,700 

PROPOSED SAVINGS 
Budget Authority 
Outlays 

374 399 422 446 471 
283 394 416 440 465 

PROGRAM DESCRIPTION 

The Social Services Block Grant (SSBG), authorized by the Omnibus Budget Reconciliation Act of 
1981, consolidated the Title XX Social Services, State and Local Training, and Day Care programs. 
SSBG gives States maximum flexibility to provide social services that reduce dependence on welfare 
and increase self-sufficiency, minimize the need for institutional care, and protect persons who 
require institutionalization. The broad array of services funded by the States includes day care, legal 
services, foster care, child protection, homemaker services, meal preparation and delivery, 
counselling and transportation. 

The Community Services Block Grant (CSBG) replaced programs formerly administered by the 
Community Services Administration as of October 1, 1981. The purpose of the block grant is to give 
States flexibility to design programs that prevent or reduce poverty and encourage economic self-
sufficiency. In fiscal year 1982, CSBG's first year, States were required to pass through 90% of their 
block grant funds to grantees who had formerly received funds from the Community Services 
Administration. This requirement has been extended by the Congress through fiscal year 1983 for 
most States. 

Under the Community Services Block Grant Act, up to 9% of CSBG funds may be reserved by the 
Secretary of HHS for activities of national significance. These include community development, rural 
housing and community facilities, assistance to migrants and seasonal farm workers, and 
recreational activities for low-income youth. 

PROPOSED CHANGE 

The President's budget for fiscal year 1984 requests $2.5 billion for the Social Services Block Grant, a 
$50 million increase over 1983 and the full amount authorized under law. The Administration will 
propose legislation to give States flexibility to fund community services under the Social Services 
Block Grant. No funding is requested for the Community Services Block Grant, except for $3 million 
for program closeout. 

In addition, the Administration will propose legislation allowing Indian tribes to receive SSBG funds 
directly from HHS. Previously, tribes were requried to apply to States for SSBG funding. 
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RATIONALE 

• States should be given maximum flexibility to design social and economic programs that 
encourage self-sufficiency and promote independence from public assistance. Both the Social 
Bnd Community Services Block Grants are designed to provide individuals with the skills and 
transitional support services necessary to achieve these goals. Having one centralized source 
of funds for these purposes will most effectively enable State and local governments to 
mobilize resources and plan their service delivery, since they have primary responsibility for 
planning and delivering social services. 

• As a separate program, the Community Services Block Grant has been vulnerable to pressure 
from special interest groups, resulting in the extension of protections that limit States' ability 
to plan and administer service programs. States have more experience with the Social 
Services Block Grant, and its predecessor, the Title XX program, and have in place 
mechanisms for distributing funds among service needs and populations. 

• Indian tribes should have maximum control over resources in order to gain economic self-
sufficiency. Making tribes eligible for SSBG recognizes the unique government-to-
government relationship between Indian tribes and the Federal Government. Indian tribes 
are already eligible for direct funding under five other block grants. 

EFFECTS OF THE PROPOSED CHANGE 

• States and Indian tribes will have more control over resources and will be able to design 
comprehensive programs to promote social and economic independence. 

• High-priority national activities will continue to be provided for by the Federal Government. 
The FY84 budget requests $5.7 million for HHS' Office of the Assistant Secretary for Health 
(OASH) to administer the National Youth Sports program, the same level as in FY83. OASH 
currently is responsible for all other HHS programs that promote recreation and fitness. 
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LOW INCOME HOME ENERGY ASSISTANCE (LIHEA) 

AGENCY: Department of Health and Human Services Functional Code: 051 

Funding ($ in millions) 

1982 1983 1984 1985 1986 1987 1988 

CURRENT SERVICES 
Budget Authority 
Outlays 

1,875 1,986 1,875 1,875 1,875 1,875 1,875 
1,687 1,963 1,898 1,875 1,875 1,875 1,875 

REAGAN BUDGET 
Budget Authority 
Outlays 

1,875 1,986 1,300 1,300 1,300 1,300 1,300 
1,687 1,963 1,398 1,351 1,300 1,300 1,300 

PROPOSED SAVINGS 
Budget Authority 
Outlays 

575 575 575 575 575 
492 539 575 575 575 

PROGRAM DESCRIPTION 

States receiving Low Income Home Energy Assistance (LIHEA) block grants make payments to low-
income households for high heating costs. States can augment LIHEA by transferring funds from 
other block grants. 

PROPOSED CHANGE 

Reestablish the intent of this program to moderate heating costs of low income families by revising 
the grant formula to target funds to States with the most critical heating needs. 

Targeting of Low Income Home Energy Assistance funds is especially critical with continuing high 
home heating costs. The current formula is based on 1975-80 data and does not reflect shifts in 
poverty populations, and rising heating fuel prices (particulary natural gas prices). The new State 
grant allocation formula would better target funds to States whose low income households have 
high heating needs by revising fuel cost and poverty data used in the grant formula. Factors such as 
severe winters and extreme heating fuel cost increases would receive greater consideration. Under 
the new LIHEA formula, grants levels for States with severe winters and large poverty populations 
would be the same or higher as in 1983. 

EFFECTS OF PROPOSED CHANGE 

Most northeast and northcentral states would be "held-harmless" under the proposed formula 
revision. 

The new formula would reflect the latest census data on low income households in cold states. 

Limited Federal funds would flow more directly to households which were the originally intended 
beneficiaries of the LIHEA program - poor families in cold states where fuel prices have increased 
fastest. 
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