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Over its more than two hundred years of history, the relationship between the national and state
governments in the United States has been on the one hand stable, mostly due to Constitutional
specifications, but at the same time fluid, the result of political and institutional dynamics. In the
earliest years state and local governments were primary in the federation. Then national
government power grew in spurts in the nineteenth century, and rose fairly consistently and
dramatically as the twentieth century progressed. Toward the end of that era, the pendulum
began to swing back toward the states, and in some ways continues to do so today.

The purpose of this paper is to discuss this ebb and flow of intergovernmental relations in the
United States. It will begin by discussing the nation’s founding and the eventual growth of
national government power, much of it facilitated by use of intergovernmental aid. A review of
the system that emerged by the 1960s and 1970s will be followed by a discussion of the criticism
that a more centralized system provoked, and the subsequent movement, both explicit and
implicit, toward decentralization. I will argue that while decentralization of decision-making
from the federal government to state and local governments has garnered increased attention,
explicit federal government policy shifts have not matched the rhetoric. The state and local
government role has increased, however, due to their willingness to increase own source
revenues.

The paper will conclude with brief observations on the treatment of fiscal imbalance in the US
federal system, and on the mechanisms available for mediating differences of opinion between
national and state governments.

THE FOUNDING AND SUBSEQUENT GROWTH OF NATIONAL POWER

The United States fought its revolutionary war in response to domination by a government
deemed too far removed and out of touch with the needs of its citizens – a charge leveled at
Washington itself in more recent times. The Declaration of Independence pledged the thirteen
colonies and their citizens’ lives, fortunes, and sacred honor “to each other,” not to any grander
government.1 Following victory in the Revolutionary War and governance under the flawed
Articles of Confederation, the biggest debate at the constitutional convention in Philadelphia was
the question of whether or not there was a need for a national government at all.
                                                
1 US Declaration of Independence.
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Internal and external policing matters reluctantly turned the framers in favor of a national
government, although its powers were thought were to be very limited by a clear delineation in
Article I, Section 8, the so-called “enumerated powers clause.” 2 Still, concerns over the potential
power of this new national government lead to the adoption of the first ten amendments to the
Constitution, the “Bill of Rights.” Most importantly for any discussion of federalism is the tenth
amendment: “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.”3 Most thought that
this provision provided a firm guarantee that the power of the national government would be
constrained.

History would prove otherwise. The earliest blow to a restrained national government came from
the US Supreme Court in the 1819 case of McCulloch v. Maryland.4 In its decision the Court
ruled that the US Congress had “implied” powers that allowed it to legislate well beyond the
specific charges found in the Constitution. And it also announced the principle of national
government supremacy – that when a conflict between federal and state law occurred, the federal
law was supreme.5

The US’s great and unfortunate Civil War in the mid-nineteenth century affirmed national
government power in a less subtle way. By winning the war the North’s view that the Union was
a nation of people, not a compact of states, was fortified. No state could secede from the Union
of its own accord.

In the first half of the twentieth century, crises, both home and abroad, were to give a boost to
centralization of government power. The domestic crisis was the Great Depression. When many
states were unable to respond to the economic dislocation that was occurring, the federal
government, under the leadership of President Franklin Delano Roosevelt, intervened. Programs
such as social security and minimum wage laws greatly broadened the reach and responsibility of
the national government. Why did the states and the people accept these actions? Because there
seemed to be no alternative.6

The crises of World Wars I and II greatly ratcheted up the revenue raising ability of the national
government. In preparation for World War I, the 16th Amendment to the Constitution gave the
federal government the power to levy a tax on income, a power previously held only by states.7

As the war unfolded, rates climbed from 1-6% to 6-65% and coverage was broadened. When the
war was over, rates fell, but never back to previous levels.8 In response to World War II coverage
was again broadened, and rates raised. Perhaps as important the federal government began the
practice of withholding income taxes from wages, which greatly reduces taxpayer opposition to

                                                
2 US Constitution.
3 Amendment X, US Constitution.
4 McCulloch v. Maryland, 4 Wheat. 316 (1819)
5 Ibid.
6 See US Advisory Commission on Intergovernmental Relations, The Federal Role in the Federal System: The
Dynamics of Growth, Volume II (Washington, DC: ACIR, 1981), chapter four.
7 Ibid., chapter three.
8 Ibid.
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tax burdens.9 The impact of these changes was dramatic. In 1927 federal government revenues
were approximately 58% of state and local government own source revenues; by 1952 they were
170%.10

It was in the second half of the twentieth century that intergovernmental fiscal assistance was to
take center stage in the evolution toward more federal government power. The return of US
soldiers from World War II and a desire to fuel a domestic economy lead in the 1950s to federal
government grant programs aimed at, among other things, building homes and the highways to
connect them. Then in the 1960s civil unrest and concern over poverty lead to President
Johnson’s Great Society programs. Included were important intergovernmental programs aimed
at medical care for the poor (Medicaid), and others designed to help state and local governments
fight crime, rebuild inner cities, improve public transit, and help in job training.11 Federal grants-
in-aid grew from 4.7% of total federal outlays in 1955 to a historic high of 17% in 1973, and
went from providing 10.2% of state and local revenues to 24%, or nearly one in every four
dollars.12 Intergovernmental aid increased national government power without increasing
national government presence, thus obscuring for many citizens the shift in government
authority.

What is apparent from a brief review of this history is that the increase in national government
power did not occur according to any well-reasoned grand design. It grew greatly as a pragmatic
response to crises, both at home and abroad. None of this history argues that the national
government was more knowledgeable, or had better values, than did its state and local
counterparts. What it did have was Constitutional authority for defense, and fiscal superiority.

THE US INTERGOVERNMENTAL FISCAL SYSTEM

By 1975 the number of federal grant programs had grown to 442 from 132 programs in 1960
(TABLE ONE). The federal government’s intergovernmental grant system had become large,
complex, and increasingly under attack. While in the broad sense many grants were a response to
trends and dislocations in the social and economic environment, there were also institutional
factors at work. A study on the growth on federal intergovernmental aid conducted by the US
Advisory Commission on Intergovernmental Relations (ACIR) found grant generation to be
primarily a governmental insider’s game, with members of Congress the most responsible.13 The
ACIR also noted the important dynamic of interest group support for programs, more often
evidenced in protecting programs than initiating them. There were sporadic instances of
presidential initiation of grant programs, such as Johnson’s Great Society, and bureaucratic
momentum to sustain programs in place. But Congress was clearly the major player, with interest
groups and bureaucracies integral parts of the “iron triangle.”

                                                
9 Ibid.
10 Calculated from Table 18, US Advisory Commission on Intergovernmental Relations, Significant Features of
Fiscal Federalism 1994  (Washington, DC: US Advisory Commission on Intergovernmental Relations, 1994).
11 The Federal Role in the Federal System, chapter three.
12 Significant Features of Fiscal Federalism 1994, Table 10.

13 US Advisory Commission on Intergovernmental Relations, The Federal Role in the Federal System, Vol.X.
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The grant system that existed in the early 1970s involved for the most part categorical grants for
designated purposes, and included requirements for strict supervision by the federal government.
Categorical grants are grants that "require that federal funds be expended for specified purposes
only and have quite specific planning, record-keeping, and reporting requirements as well."14

The following provisions are typical of categorical grants:

-- statements of permitted uses of funds (such as specifying by law how the funds
are to be used or requiring the grantee to submit detailed plans of how the funds
are to be used);
-- expenditure constraints (such as that the money 'supplement, not supplant' local funds);
-- requirements that the grantee match the federal contribution with own-source funds;
-- record-keeping and reporting requirements (for example, that grantees maintain
accounting records of how they spent federal money);
-- and requirements that non-accounting data be supplied (such as reports on planned and
actual resource use).

Most categorical grant programs also require the preparation of state or local plans as a condition
of receiving aid, and most also require reports of program activities and accomplishments.15

Clearly, while providing state and local governments with new revenue, categorical grants did
not come free.

The preference of Congress for categorical grants was the result of many forces.  Congress likes
the categorical approach chiefly because it allows members to take direct credit for the programs.
Members love being able to appear at ribbon cutting ceremonies opening, for example, a new
park financed by federal funds.  The connection is direct, and is one that the member hopes his or
her constituents will recall at re-election time.  Further, internal Congressional norms suggest
that the more dollars and programs a committee or subcommittee supervises, the more important
that committee is.  Thus the "specialization" of the grant system neatly matches the specialization
of Congress.  Categorical grants also allow the targeting of federal money to specific groups who
are deemed "deserving" by Congress, or perhaps to reward associations who have contributed to
campaigns.  Finally, tight controls on the use of federal money act to mollify the concerns of
fiscal conservatives who fear misuse of the funds at the state and local level.  It is not surprising,
therefore, that before 1966 nearly all federal grant programs were categorical in nature, and that
they have consistently accounted for more than three-quarters of all federal grant-in-aid money
(TABLE TWO).16 The “golden rule” of grants was “he who has the gold makes the rule.”

Criticisms of categorical grants first appeared in the late 1960s.  Critics, particularly recipient
governments, saw categorical grant programs administratively burdensome and too restrictive in
that they did not allow enough flexibility to allow for tailoring and adaptation to city or state
specific conditions.  Further, there was duplication and overlap among some grant programs,
while a proliferation of grants at work in a similar geographic area, yet administered by different
federal agencies, making coordination difficult.  Block grants, the second major type of aid to

                                                
14 Richard D. Bingham, Brett W. Hawkins, and F. Ted Herbert, The Politics of Raising State and Local Revenue
(New York: Praeger, 1978), p. 56.
15 Ibid., p. 58.
16 David B. Walker, The Rebirth of Federalism, 2nd ed., (New York: Chatham House Publishers, 2000), p 10.
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emerge in the US intergovernmental system, first appeared in 1966 and were a response to these
concerns.

The characteristics of block grants are as follows:

--  recipient jurisdictions have fairly wide discretion within the designated
program or functional area;
-- administration, reporting, planning, and other program features are intended
to keep grantor supervision and control at a minimum;
--  formula-based allocation provisions are intended to limit grantor discretion
and decrease fiscal uncertainty for the grantees;
--  eligibility provisions are fairly precise, tending to favor general as opposed to special
district governments, retaining grantor administrative discretion, and favoring state
and local generalist officials over program specialists;
--  funding provisions tend toward specifying low matching requirements for recipient
jurisdictions.17

Block grants, then, designate broad goals and leave the means to these ends to local discretion to
a much greater extent than do categorical grants.  The first block grant program was 1966’s
Partnership for Health Act, followed closely by the Safe Streets Act of 1968.

President Nixon launched the broadest attack on the federal government’s grant system in his
1971 State of the Union message. He called for a program of general revenue sharing, or
unrestricted aid to state and local governments, along with six new block grants that he termed
“special revenue sharing.”18 His pronouncements in support of these programs were heavily anti-
categorical, and hence anti-Washington. His goal was to reinvigorate state and local governments
by putting decision making closer to the people, and to reduce administrative costs that came
with the existing grant system. Enacted by Congress and signed into law by Nixon in 1972, the
general revenue sharing program provided roughly $6 billion a year for state and local
governments from 1972-1976. It was re-authorized in 1976 for four years. In 1980 states were
dropped from the program, and only local governments benefited from the program before it
passed from the intergovernmental scene in 1986.19 Nixon had termed his revenue sharing
program part of a “new American Revolution.”

DECENTRALIZATION

President Nixon’s anti-Washington rhetoric caught on, and became a consistent theme for the
successful presidential candidates who were to follow him. Jimmy Carter, the self-proclaimed
“little old peanut farmer from Georgia,” continued the anti-Washington theme. He was defeated
in 1980 by Ronald Reagan, who took the pro-states/anti-Washington rhetoric to a new level. The
seeming digression from this trend, George Bush’s election in 1988, was due more to the failures

                                                
17 Deil Wright, Understanding Intergovernmental Relations (North Scituate, MA: Duxbury Press, 1978), p. 130.
18 See Richard P. Nathan, The Plot that Failed: Nixon and the Administrative Presidency (New York: Wiley, 1975).
19 See Bruce A. Wallin, From Revenue Sharing to Deficit Sharing: General Revenue Sharing and Cities
(Washington, DC: Georgetown University Press, 1998).
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of the Dukakis campaign than to any reaffirmation of Washington. The election of Bill Clinton
and George W. Bush continued the importance of an “outsider” campaign.

During this period state and local government officials increased their criticism of the federal
government’s pattern of intergovernmental relations. New complaints were added to the existing
list that most prominently included the high administrative costs, lack of flexibility, and
uncertainty. Cross-cutting requirements to the receipt of grants in particular increased in the
1970s and 1980s. These conditions of receiving federal grants often imposed policies on state
and local governments, in seeming violation of the 10th Amendment. Initially involving mostly
administrative and procedural issues, Congress began to add goals in areas such as
nondiscrimination, health and safety, and environmental protection, without explicitly funding
them.

Examples of these requirements include a mandating of a 21-year-old drinking age for states, a
55-mph speed limit on interstate highways, and accessibility of government buildings for the
handicapped. The US Supreme Court affirmed these arrangements when they were challenged.
They concluded that entering into a grant was a voluntary decision by the sub-national
governments, and that therefore they had the option to decline the funds if they did not want to
be subject to the conditions attached.20 While this view may have been technically true, the loss
of federal funds made rejection on principle politically unwise.

The increased use of direct orders, many in the 1980s and often without funding, further raised
the ire of state and local officials. Examples here included the Americans with Disabilities Act,
Safe Drinking Water Act Amendments, the Water Quality Act, and the Brady Bill. Estimates of
the financial impact of these unfunded mandates continued to rise.

Explicit Decentralization

Several presidents, with varying success, tried to respond to these concerns. President Reagan
was somewhat successful in reducing the number of rules and regulations relating to grants,
although it proved to be a modest success. President George Bush proposed a sweeping program
of federal government program “turnbacks” in an attempt to re-rationalize the federal grant
system, but was unsuccessful. President Clinton’s administration increased the use of “waivers”
in programs like welfare to allow the states to experiment. But it was the election of a
Republican majority to Congress in 1994 that was to produce the two trophies of recent
decentralization.

Republicans who ran for the House of Representatives in 1994 put together a list of policy goals
called “the Contract with America.” The first item on the list to be passed was 1995’s Unfunded
Mandates Reform Act (UMRA), seemingly responding to the vociferous objections of state and
local officials. The law allowed any member of Congress to raise a point of order on the floor to

                                                

20 See National League of Cities vs. Usery (1976).
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stop any proposed legislation that involved an uncompensated state or local cost greater than $50
million a year.21

While the bill received a lot of publicity and seemed to stem the tide of uncompensated federal
government intrusion, it was not as significant as some thought. Most importantly it was made
prospective, thereby removing none of the onerous orders already in place. Further, a simple
majority can override the point of order. There are exemptions, including those regulations
relating to discrimination, grant conditions, preemptions, or provision of services hot having
state or local fiscal implications. Paul Posner has found that the law’s enactment slowed the
number of new mandates, but still allowed Congress to enact intrusive grant conditions and
preemptions in the years following.22 Posner has noted that Congress in some instances merely
reduced the estimate of the mandate’s cost to bring it under the $50 million threshold, and in
other cases has produced a consensus that the point of order should be overruled, such as under
Megan’s Law on the registration of sexual offenders.

The most noteworthy Congressional enactment involving decentralization has been welfare
reform, or passage of the Personal Responsibility and Work Opportunity Reconciliation Act
(PRWORA) of 1996. While a long overdue reform of a program criticized by liberals and
conservatives alike, the ease of its passage was still rather remarkable. State government
officials, particularly governors, had long been seeking waivers from the stringent requirements
of existing welfare rules, especially those of the Aid to Families with Dependent Children
(AFDC) entitlement. During his campaign, President Clinton had promised to “end welfare as
we know it,” and in 1996 he found a willing partner in the Republican-led Congress.

Most importantly PRWORA’s Title I repealed the AFDC entitlement, replacing it with the
Temporary Assistance for Needy Families act (TANF).23 No longer would individuals
automatically qualify for a fixed payment set by the national government. TANF is a block grant
to state governments, a set amount of fiscal resources that states can allocate as they wish, with
some restrictions. States now have considerable discretion in determining eligibility and levels of
assistance. They can experiment with ways of reducing dependency through job training and
placement, childcare, etc.

This increase in discretion made sense from a variety of perspectives. Clearly the existing system
was not working. Further, state populations vary greatly in terms of needs, and diverse state
economies call for differing approaches to facilitating employment. The fact that the amount of
the block grant is fixed provides an incentive for states to be efficient and effective.

But it is also important to note that as opposed to most previous block grants, this one still
imposed many rules and conditions. These include a provision that to continue to receive full
funding parents must find some work after receiving twenty-four months of benefits, and face a
five-year lifetime limit on the receipt of benefits. Other federal government rules require
recipient parents under the age of eighteen to live under adult supervision and a high school
degree or enrollment in a similar program. There are many more. David Walker concludes

                                                
21 See Paul Posner, The Politics of Unfunded Mandates (Washington, DC: Georgetown University Press, 1998).
22 Ibid.
23 See Walker, op. cit.
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“Clearly this 502-page multifaceted omnibus measure is neither a heavily devolutionary nor a
continuously centralizing package of programs, but combines elements of both.24

It is also important to note that the five-year PRWORA also was projected to produce roughly
$50 billion in budgetary savings over the five years for the federal government, with many of the
reductions coming from lower spending in Medicaid, Supplemental Security Insurance, and food
stamps. Deficit reduction was an extremely important concern of the Congress and the President
in the mid-1990s, and at least one member of Congress has suggested that his committee “was
given a number and told to achieve it.”

Welfare reform in the US has to date been viewed as a great success. Its first year witnessed a 25
percent decline in the number on welfare, progress that more than doubled in its second year.
Some of this success can be attributed to innovative state strategies, and some to the booming
economy that has surrounded the reform’s implementation. Yet there are two problems in
evaluating the program’s success. The first is determining how much is due to state innovations,
and how much is due to the expanding economy. Only now, when the economy slows, may the
answer become clearer. The other difficulty is knowing just exactly what has happened to those
who have left the welfare rolls. There is broad skepticism that all or even most have actually
found gainful employment. What has happened to the others?

The main point that needs to be re-emphasized regarding these two trophies of devolution, relief
from unfunded mandates and welfare reform, is that neither of these two legislative enactments
offers unequivocal evidence of a true devolution of federal government power. The Unfunded
Mandates Relief Act is prospective, thus leaving in place many huge fiscal burdens for state and
local governments, and further contains enough loopholes to suggest that it may be more
symbolic than significant. Welfare reform involves a major shift in programmatic direction, but
may have been driven by deficit reduction concerns as much as by any sentiment that state
governments know best how to run the program, a view supported by the fact that it has so many
rules that it hardly qualifies as pure return of decision-making to the state level.

It is also important to note that several other devolutionary initiatives that were considered by the
national government in the second half of the decade never did gain passage, including proposed
block grants for Medicaid and public housing. A major regulatory reform measure relating to the
federal government’s ability to issue rules on health, safety, and the environment also failed to
win approval. Meanwhile Congress, according to Walker, “enacted a maze of mandates and
preemptions,” some conservative, some liberal.25

Perhaps most telling has been the movement of federal government influence into the two
program areas most traditionally left in the state and local sphere, law enforcement and
education. President Clinton and Congress agreed on funding to local governments for additional
police officers, and imposed many restrictions on its receipt. President George W. Bush and the
Congress are now considered likely to pass increased aid to states for elementary and secondary
education, with rules that might include nationwide testing of students, and with repercussions
for poor results.
                                                
24 Ibid., p. 165.
25 Ibid., p. 166.
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Meanwhile, state governments have seen their revenue raising ability greatly constrained by a
national government moratorium on state taxation of internet commerce. The great majority of
governors have requested that Washington lift this ban, allowing them to tap the potential of this
integral element of the “new economy,” and in particular to recapture sales tax revenues lost due
to the shift from brick and mortar businesses to those conducted in cyberspace.

In sum, there has been a renewed emphasis placed on decentralization in the United States. But
the reality of federal government devolutionary action has not matched the rhetoric.

Implicit (Incremental) Decentralization

Perhaps more important than the explicit devolutionary policy moves made by the federal
government has been a reduction in aid to local governments, a shift from federal grant programs
aimed at state and local governments to those directly aiding individuals, and an increase in the
share of all US government revenues raised by state and local governments.

From 1978 to 1990 federal aid declined from 17% of federal outlays to 10.8%, as a military
buildup and entitlement pressures claimed a greater share of resources. As a proportion of state
and local outlays federal aid declined from 47% to 26.9% during this period (TABLE THREE).
Local governments were the hardest hit. Federal aid to local governments fell from 10.6% of
direct local general expenditure in 1978 to 3.7% in 1990. The reasons are many, and include the
deficit pressures on the national government that grew greatly in the 1980s and a general feeling
that states should bear the major responsibility of their local units of government.

Federal aid to state governments in particular grew in the 1990s, but most of this increase is due
to the rapidly rising cost of the Medicaid program (health care to the poor). Medicaid costs
soared in the early 1990s in response to inflation in the medical care field, as well as increased
longevity. This is the key element of the aforementioned shift in federal funding from places to
people (from programs aimed at governments to payments to individuals). In 1978 more than
two-thirds (68%) of federal aid was aimed at state and local government programs; by 1998
nearly two-thirds (62.5%) involved payments to individuals (TABLE THREE). Since 1980
federal government grant priorities have shifted from education, training and employment,
transportation, community and regional development, and general government, to income
security, and most dramatically, health care (TABLE FOUR).

Perhaps the most important devolutionary story to be told is the increasing share of total US
government financing done by state and local governments. Between 1987 and 1997 federal
government revenue fell from 20% to 19% of GDP, while state government revenue grew a
percentage point from 8.6% to 9.6%, and local government receipts grew from 5.7% to 5.9%.
State and local governments have thus been more willing to raise revenues than has their federal
counterpart.

It is important to remember that the US Constitution has always guaranteed concurrent tax and
spending powers for the national and state governments, and states have historically allowed
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their local units of government great discretion over property tax revenues. Until the Great
Depression local governments in the US raised by far the greatest share of governmental revenue
in the US fiscal system. Then, from 1946 to 1996, state government revenues nearly tripled as a
percent of GDP, compared to a 23% increase for the federal government.

The more recent increases in state revenue raising are due to several factors. States first had to
pick up some of the slack from the slowdown in federal aid growth in the 1980s. Then the
recession of 1990-92 forced many states to raise taxes to cover expenditure needs, tax increases
that generated more revenue when the economy rebounded. The inflation in health care costs hit
states hard, both in terms of health care costs for their employees and in terms of their matching
share for the federal Medicaid program. Finally, most states have had to respond to legal
challenges to their systems of elementary and secondary school finance. The usual response to
such court rulings has been increased state aid. During a period of relatively low inflation, state
aid to their local units of government grew 25% from 1992-1996 (TABLE FIVE).

What is noteworthy is the fact that state and local elected officials have been willing to take the
politically dangerous risk of increasing revenues in an era of Tax Revolt fears and one of
increasing competition for businesses.

Summary

The shift of fiscal power from national to state governments is a result of many forces. State
governments greatly modernized their political, administrative, and fiscal systems in the last half
of the twentieth century, improving their overall capacity and trustworthiness. Criticism of
centralization of power in Washington began with President Nixon, and perhaps peaked under
President Reagan. An intellectual focus on rational choice theory swept academia in the 1980s,
adding intellect to rhetoric. After an early recession, the cumulative state fiscal position grew
stronger for the rest of the decade.

Politically the nation’s representation had steadily been moving South and West, two areas
generally more suspicious of Washington than others. The newly elected, both at the state and
federal level, were often Republicans who generally hold a bias in favor of local government,
and culminated in the Republican Revolution of 1994. Meanwhile state and local governmental
officials were losing their power over Congress, due to the increasing presence of single interest
groups able to help fund election campaigns and the subsequent centralization of political party
activities.26 These groups placed their own claims on federal resources, and in doing so helped
increase federal deficits, which were to become a severe obstacle to any continuation of the
increases in federal grants that had been occurring.  Two prime examples of this loss of power
are the termination of the federal general revenue sharing program, the most popular program
ever among state and local officials, and the elimination of tax deductibility of state and local
sales taxes under the 1986 tax reform. There is something counter-intuitive above these two
actions in a period characterized as “pro-state.” Decentralization US-style resulted in states
getting more power, but reduced their power over Washington’s budget. It is also important to

                                                
26 See Wallin, op. cit., pp. 124-127.
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note that in the last decade the US Supreme Court has increasingly come to rule in favor of state
autonomy in cases involving federalism.27

All of these factors helped produce a pro-decentralization mood in the United States. Still, as
noted above, the federal grant-in-aid system remains overwhelmingly dominated by categorical
grants, and Congress continues to add burdensome requirements on the states.

FISCAL IMBALANCES

Any federal system is likely to contain horizontal fiscal imbalances, and the more
decentralization, the more the imbalance. The US experience is no exception. At the revenue
raising level, the ACIR has occasionally measured the tax-raising capacity of all fifty states, and
their tax effort. Tax capacity, or tax bases available to states, produced a range from 68-146
(indexed to 100 for the average state) in 1991, the most recent year available. Thirteen states
were below 90. Tax effort (the actual amount of revenue raised as a percentage of the base)
ranged from 73 to 156 that same year.28

The decentralization, both explicit and implicit, that is occurring in the United States is likely to
worsen this tendency, and widen, for example, educational and health care disparities between
the states. An additional influence is the fact that revenue raising in more constrained in some
states than others, most importantly by the existence of state constitutional and/or statutory limits
on revenue raising.

Are we, as a nation, willing to accept these disparities? Probably, as we have historically been
willing to tolerate them. Indeed, the national government has rarely been able to enact legislation
with a redistributive focus. For example there were many attempts to make the revenue sharing
program more needs based, but they were ultimately unsuccessful. This is partly due to the need
of every member of Congress to protect his or her own district or state in the determination of
any formula, and the inability of interest groups representing state and local governments to get
support from their membership for redistribution. The primary means of redistribution in the
federal grant system today is the sliding matching share for state Medicaid matching, which is
lower the lower a state’s per capita income. State aid to their local units of government, on the
other hand, tends to be much more redistributive, often attempting to ameliorate disparities in
local revenue-raising ability.

The only time vertical fiscal imbalance was seriously used as an argument for federal aid was
during the debates over the general revenue sharing program. That argument, while still
intellectually valid, lost political credence as the federal government’s budget deficit grew. This
is not to say that the national government’s revenue raising superiority is not an inherent element
in justifying federal aid, but it clearly is not the explicit reason, as evidenced by grant design and
the termination of general revenue sharing.

                                                
27 See John Kincaid, “The Devolution Tortoise and the Centralization Hare, “ New England Economic Review,
May/June 1998.
28 Significant Features of Fiscal Federalism 1994.
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MECHANISMS FOR RESOLVING INTERGOVERNMENTAL DISPUTES

Prior to 1913’s 17th Amendment to the Constitution, state governments had a somewhat direct
linkage to national government policies as US Senators were elected by their respective state
legislatures. Later the link between state and Congressional representatives was further
weakened by the changes that occurred in electioneering in the United States – primarily the use
of the media, with a resultant dramatic increase in cost of campaigns. Over the past thirty years
this has given the special interest groups that are able to raise campaign funds more power than
that derived from endorsements by state and local officials.

The primary interaction between state and local officials and the Congress in more recent times
has been by means of the public interest groups that represent them – especially the National
Governors Association, and the National League of Cities and US Conference of Mayors. The
National Governors Association was very involved in the formulation of welfare reform, for
example. Most states, and even some local governments, have full-time lobbyists in Washington.

It is also important to note that the analytical ability of the federal government with respect to
intergovernmental relations has been greatly diminished. In 1987, both the US House and Senate
subcommittees that focused on intergovernmental relations were consolidated into larger
committees, with a resultant loss of focus. Intergovernmental units in both the federal Office of
Management and Budget (OMB) and Congress’s General Accounting Office were similarly
decommissioned. The final blow came with the de-funding of the US Advisory Commission on
Intergovernmental Relations, a “permanent” federal commission in existence since 1959. The
Commissioners, appointed by the President, included elected and administrative officials from
the federal, state, and local levels of government. The ACIR represented the only institution in
the US where officials representing these varied perspectives would meet on a regular basis, and
its staff consistently produced significant reports on federal-state-local issues.

What is left is the US Supreme Court as arbiter of disputes. Up until the mid-1980s the Court
was seen as one of the facilitators of centralization of power in Washington, with its decision in
the 1976 case of National League of Cities v. Usery representative. It was in that case that the
Court affirmed the validity of all grant conditions as a “voluntary” agreement between the
national government and states. By the mid-1980s the Court tried to pull back from serving as
“intergovernmental umpire,” but as the 1990s arrived it increasingly ruled in favor of states, in
part reflecting the conservative ideology of those appointed under Reagan and Bush.

CONCLUSION

The story of decentralization in the United States is long and complex. But the emphasis on
decentralization, while perhaps slightly increased, is certainly not new. We have a long history of
state and local government autonomy, emanating from the US Constitution, and in particular
from its approval of concurrent powers to tax and spend. Clearly the reality of decentralization in
the US, while interesting, has not matched the rhetoric, and its potential problems may only
emerge when exposed to a long-term economic slowdown.
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Table One
Intergovernmental Relations (IGR) Trends, Fiscal Years 1960-98

Great Society New Federalism
New Partnership

Federalism
Reagan

Federalism Bush Years Clinton Era
1960
Total

1964 1969 1970 1977 1978 1981 1980
Total

1982 1989 1990 1993 1994 1998

Number of grant
programs

132 397 (’67) 442 (’75) 492 (’78) 539 404 492 492 593 633
(’95)

660+
(’97)

Grant outlays in
current dollars

(billions)

$7.0 $10.2 $20.2 $24.1 $68.4 $77.9 $94.8 $91.4 $88.1 $122.0 $135.4 $193.6 $210.6 $250.9

Grant outlays in
constant 1992

dollars (billions)

$33.4 $45.8 $65.8 $77.8 $149.7 $159.5 $146.4 $155.7 $127.4 $136.2 $144.7 $188.6 $200.5 $215.9

Federal aid as a
percentage of
state and local
outlays (own

source)

23.4% 25.2% 29.4% 30.9% 41.2% 47.0% 39.6% 43.0% 37.8% 26.6% 26.0% 31.5% 31.7% 31.2%
(’97)

Federal aid
(current dollars)
as a percentage
of total Federal

aid

7.6% 8.6% 11.0% 12.3% 16.7% 17.0% 14.0% 15.5% 11.8% 10.7% 10.8% 13.7% 14.4% 14.6%

Grants for
payments to

individuals as a
percentage of

total Federal aid

35.7% 35.0% 35.9% 36.3% 33.2% 31.7% 39.9% 35.7% 44.0% 54.3% 55.9% 62.3% 62.5%

Forms of grantsa 132C 2B,3T rest C 5B, G,
2T

426C
(’75)

5B, G 492C 4B, G,
534C

12B,
G,

396C

14B,
478C

15B (’93) 578C 15B,
633C
(’95)

24B,
640Ce

Percentage of aid
bypassing the

states

8 12 24 (’78) 29% (’78) 23.6% 24.2% 14.5%
(’88)

11.2% (’92) 11.4%
(’94)

11.56%
(’97)  e

Major IGR
regulations

2 7 (‘61-’68) 23 (‘69-’76) 5 (‘76-’80) 37 (’80) 21 (‘81-’88) 6 (‘89-’92) 11
(‘94-
’95)

6 (‘96-
97)  e

Federal
preemptions

89
(’59)

47 (‘60-’69) 108 (‘70-’79) 344
(’80)

100 (‘80-’89) 25 (‘90-’91) 7 (’93-’96)

From David B. Walker, THE REBIRTH OF FEDERALISM (New York: Chatham House, 2000) (Table Int-2)

Sources:   Adapted from Advisory Commission on Intergovernmental Relations, Significant Features of Fiscal Federalism, 1985-86 edition, M-
146, p. 19; 1989 M-163-II, pp. 18-24; David B. Walker,  Towards a Functioning Federalism  (1961), 100-131; U.S. Bureau of the Census,
Government Finances, 1988-90 editions; ACIR, Characteristics of Federal Grants-in-Aid Programs to State and Local Government,  M-188
(January 1994), p. 1; ACIR, Federal Statutory Preemption of State and Local Authority. A 121 (Washington, D.C., Government Printing Office,
September 1992): 7, 9; 1992 data from OMB, Budget Baselines Historical Data and Alternatives for the Future, January 1993.  ACIR,
Characteristics of Federal Grants-in-Aid Programs to State and Local Governments: Grants Funded in FY 1995, M-195 (June 1995), 3; G. Ross
Stephens, University of Missouri-Kansas City, private communication, 8 July 1998; Historical Tables, Budget of the U.S. Government, FY 1999,
on-line via GPO Access; General Accounting Office, Grant Programs, Design Features – Shape Flexibility, Accountability, and Performance
Information (GAO/GGD-98-137) (Washington D.C., June 1998), 7ff

a. Forms of Grant Codes: B = block; C = categorical; G = general revenue sharing; T = target
e. Estimated
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Table Two
Outlays for General-Purpose, Broad-Based, and Other Grants,

Selected Fiscal Years, 1975-97 (Dollar Amounts in Billions)

1975 1978 1981 1984 1987 1989 1991 1993 1997
Current Dollars

General-purpose 7.0 9.6 6.8 6.8 2.1 2.3 2.2 2.4 2.3
Broad-based (mostly block) 4.6 11.5 10.0 13.0 13.1 12.7 16.4 21.8 41.04a

Other (categoricals) 38.2 56.8 77.9 77.8 93.2 106.9 133.4 182.2 190.86

Total 49.8 77.9 94.7 97.6 108.4 121.9 152.0 206.4 234.2

Percentage of Total
General-purpose 14.1 12.3 7.2 7.0 1.9 1.9 1.4 1.1 0.1
Broad-based (mostly block) 9.2 14.7 10.6 13.3 12.1 10.4 10.8 10.6 17.5 a

Other (categoricals) 76.7 73.0 82.2 79.7 86.0 87.6 87.8 88.3 82.4

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

From David B. Walker, THE REBIRTH OF FEDERALISM (New York: Chatham House, 2000) (Table Int-3)

Sources: Outlay data from Office of management and Budget Analysis, unpublished data, 1991. Advisory Commission on Intergovernmental
Relations, Characteristics of Federal Grants-in-Aid Programs to State and Local Governments: Grants Funded FY 1993, M-188 (Washington,
D.C., January 1994), 7.  Catalog of Federal Domestic Assistance (Washington, D.C., August 1997).

a. Includes ISTEA and TANF.
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Table Three
Federal Grants-in-Aid Relative to State and Local Outlays, Total Federal Outlays, and

Gross Domestic Product, 1960-2000

Federal Grants-in-Aid (Current Dollars)
                  As a Percentage of

Federal Grants (Constant
1992 Dollars)

Grants for Payments to
Individuals

Fiscal Yeara Amountb

Percentage
Increase or
Decrease (-)

Total State-
Local

Outlaysc

Total
Federal
Outlays

Gross
Domestic
Product Amount

%  Real
Increase or
Decrease (-) Amountd

Percentage
of Total
Grantsd

1960 7.0 7.7 23.4 7.6 1.4 33.4 7.4 2.5 35.7
1961 7.1 1.4 21.2 7.3 1.3 33.8 1.0 2.6 36.7
1962 7.9 11.3 22.0 7.4 1.4 37.1 9.8 3.0 37.2
1963 8.6 8.9 22.7 7.7 1.4 39.3 5.9 3.3 38.0
1964 10.2 18.6 25.2 8.6 1.6 45.8 16.5 3.6 35.0
1965 10.9 6.9 24.9 9.2 1.6 48.7 6.3 3.7 33.9
1966 12.9 18.3 27.0 9.6 1.7 56.5 16.0 4.3 33.2
1967 15.2 17.8 28.5 9.7 1.9 64.8 14.7 4.8 31.3
1968 18.6 23.4 31.2 10.4 2.1 75.7 16.8 6.1 32.7
1969 20.2 8.6 29.4 11.0 2.1 77.7 2.6 7.2 35.9
1970 24.1 19.3 30.9 12.3 2.4 86.9 11.8 8.7 36.3
1971 28.1 16.6 31.4 13.4 2.6 94.9 9.2 10.5 37.5
1972 34.4 22.4 35.1 14.9 2.9 110.5 16.4 13.9 40.6
1973 41.8 21.5 40.2 17.0 3.2 128.8 16.6 13.9 33.2
1974 43.4 3.8 36.7 16.1 3.0 122.6 -4.8 14.8 34.1
1975 49.8 14.8 36.7 15.0 3.2 126.6 3.3 16.8 33.7
1976 59.1 18.7 39.1 15.9 3.4 139.4 10.1 20.1 33.9
1977 68.4 15.7 41.2 16.7 3.5 149.7 7.4 22.7 33.2
1978 77.9 13.9 47.0 17.0 3.5 159.5 6.5 24.7 31.7
1979 83.4 7.1 43.2 16.5 3.3 157.4 1.3 27.5 33.0
1980 91.4 9.6 43.0 15.5 3.4 155.7 -0.1 32.6 35.7
1981 94.8 3.7 39.6 14.0 3.1 146.4 -6.4 37.8 39.9
1982 88.1 6.7 32.8 11.8 2.7 127.4 -14.9 38.8 44.0
1983 92.5 5.0 34.0 11.4 2.7 127.7 0.3 42.5 45.9
1984 97.6 5.5 31.9 11.5 2.6 129.5 1.4 45.3 46.4
1985 105.9 8.5 32.0 11.2 2.6 135.6 4.7 49.3 46.6
1986 112.3 6.0 31.5 11.3 2.6 139.7 3.0 54.2 48.3
1987 108.4 -3.7 27.1 10.8 2.4 131.4 -7.1 57.7 53.2
1988 115.3 6.4 26.9 10.8 2.3 133.9 2.7 62.1 53.9
1989 122.0 5.8 26.6 10.7 2.3 136.2 1.7 66.5 54.5
1990 135.4 11.0 26.9 10.8 2.4 144.7 6.2 75.7 55.9
1991 154.5 14.1 28.3 11.5 2.6 158.6 9.6 90.7 58.7
1992 178.1 15.3 30.7 12.9 2.9 178.1 12.8 110.0 61.8
1993 193.6 8.7 31.5 13.7 3.0 188.6 5.9 121.5 62.8
1994 210.6 8.8 32.7 14.4 3.1 200.5 6.3 131.1 62.3
1995 225.0 6.7 33.2 14.8 3.1 208.2 3.8 141.2 62.8
1996 227.8 1.2 31.7 14.6 3.0 205.5 -2.0 142.8 62.9
1997 234.2 3.1 31.2 14.6 2.9 205.8 1.5 144.2 61.6
1998e 250.9 7.1 N/A 15.0 3.0 215.9 4.9 156.8 62.5
1999e 271.3 8.1 N/A 15.7 3.1 228.3 5.7 166.0 61.2
2000e 284.3 4.8 N/A 15.9 3.1 233.8 2.4 176.1 61.9

From David B. Walker, THE REBIRTH OF FEDERALISM (New York: Chatham House, 2000) (Table Int-1)

Sources:  ACIR computations based on Office of Management and Budget, Historical Tables, Budget of the United States Government, FY 1992;
Department of Commerce, Bureau of Economic Analysis, Survey of Current Business (monthly); ACIR, Characteristics of Federal Grants-in-
Aid Programs to State and Local Governments: Grants Funded FY 1991,  M-182 (Washington, D.C., March 1992); Significant Features of
Fiscal Federalism , vol. 2, Revenues and Expenditures,  M-185-11 (Washington, D.C., September 1993), 13; Historical Tables, Budget of the
United States Government, FY 1999 , on-line via GPO Access.
Note: Number of Federal grant programs funded: 1960, 132; 1967, 379; 1984, 404; 1985, 426; 1991, 543.

a. For 1955-76, fiscal years ended 30 June; subsequent years, 30 September
b. See Special Analysis H of the 1990 Budget of the United States for explanation of differences between grant-in-aid figures

published by the National Income and Product Accounts, Bureau of the Census, and OMB.
c. As defined in the National Income and Product Accounts
d. Revised from previous editions of Significant Features of Fiscal Federalism
e. Estimated.
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Table Four
Federal Grants as proportion of Total Aid, by Function,

Selected Fiscal Years, 1960-95

Fiscal Year Health
Income
Security

Education,
Training,

Employment Transportation

Community
and Regional
Development

General
Government Othera

1960 3.0 37.5 7.5 42.7 1.6 2.4 5.3
1965 5.7 32.2 9.6 37.6 5.9 2.1 6.9
1970 16.0 24.1 26.7 19.1 7.4 2.0 4.7
1975 17.7 18.8 24.4 11.8 5.7 14.2 7.4
1980 17.2 20.2 23.9 14.2 7.1 9.4 7.9
1985 23.1 25.6 16.8 16.1 4.9 6.5 7.0
1990 32.4 26.0 117.3 14.2 3.7 1.7 4.7
1991 36.1 23.2 17.2 12.8 2.8 1.4 3.9
1992 40.1 24.4 16.1 11.8 2.5 1.3 3.9
1993 41.1 24.3 15.6 11.5 2.9 1.6 3.5
1994 41.0 24.5 15.5 11.2 3.7 1.0 3.1
1995 41.6 24.5 15.2 11.5 3.2 1.0 3.0

From David D. Walker, THE REBIRTH OF FEDERALISM (New York: Chatham House, 2000) (Table 8-12)

Sources: Advisory Commission on Intergovernmental Relations, Significant Features of Fiscal Federalism, vol. 2, Revenues and Expenditures,
1992, M-180-II (Washington, D.C., September 1992), 61.  Advisory Commission on Intergovernmental Relations, Significant Features of Fiscal
Federalism, vol. 2, Revenues and Expenditures (Washington, D.C., October 1997), 39.

a. Includes natural resources and the environment, agriculture, energy, veterans' benefits and service, administration of justice and national
defense.
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Table Five
State Aid To Local Governments, Selected Years, 1964-96

Year
Total

(Millions)
Education

(%)
Public Welfare

(%)
Highways

(%)

General
Support

(%)
Other
(%)

1964 $12,968 59.1 16.3 11.8 8.1 4.8
1969 24,779 60.0 17.7 8.5 8.6 5.2
1974 45,600 59.4 16.2 7.0 10.5 6.8
1978 65,815 61.0 13.0 5.8 10.4 9.8
1981 91,307 62.7 12.1 5.2 10.5 9.5
1985 119,608 62.7 10.6 5.8 10.3 11.4
1988 149,009 64.0 11.9 4.7 10.0 9.5
1990 175,028 62.5 12.4 4.4 9.5 11.2
1991 186,469 62.3 13.1 4.4 9.1 11.1
1992 201,313 62.1 12.9 4.2 8.1 12.7
1993 214,095 61.3 14.6 4.3 8.3 11.5
1994 222,635 61.0 13.8 4.3 8.1 12.8
1995 240,978 61.5 12.8 4.3 8.2 13.2
1996 252,102 62.3 12.4 4.2 7.9 13.2

From David B. Walker, THE REBIRTH OF FEDERALISM (New York: Chatham House, 2000) (Table 8-8)

Sources: Adapted from Advisory Commission on Intergovernmental Relations, Significant Features of Fiscal Federalism, vol. 2, Revenues and
Expenditures, 1993, M-185-II (Washington, D.C., September 1993), 41.  Advisory Commission on Intergovernmental Relations, Significant
Features of Fiscal Federalism, vol. 2, Revenues and Expenditures (Washington, D.C., October 1997), 44.  Council of State Governments, The
Book of States, 1998-99, vol. 32 (Lexington, Ky.), 433.


