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PARTNERSHIP WITHIN THE STATES:
STATE-LOCAL RELATIONS IN THE FEDERAL SYSTEM

In connection with the meetings of the National Municipal
League and the Advisory Commission on Intergovernmental Relations
in Chicago, Illinois in November 1975, the Conference for Federal
Studies in cooperation with the Center for the Study of Federalism
will co-sponsor a conference, "Partnership Within the States:
State-Local Relations in the Federal System.' The conference
will be the first major examination of the most pressing problem
facing the American federal system today.

Among the subjects to be examined will be:

* The legal philosophical and historical development
of state-local relations in America.

* The pattern of fiscal relations between the states
and localities.
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* The variety of state-local relations in the American

states.

* The effect on state-local relations of such factors
as party politics, cultural tradition, urbanization,

and economics,

Papers will be written on the following around these

subjects:

A perspective on home rule.

The states: federal or unitary?

Federal institutions and modern American society.

The role of state-wide organizations in state-local

relations.

Service function distribution between states and

localities.

There will also be comparative papers presented on the major
state practices and information on several state home rule

provisions.

This conference is the fourth

in the TOWARD '76 series and will
be co-sponsored by the Advisory
Commission on Intergovernmental
Relations; the Center for the
Study of Federalism, Temple
University; the Institute for
Government Research, University
of Il1linois; and, the National
Municipal League.

Conference for Federal
Studies members will be kept in-
formed as more information
becomes available about partici-
pants and the possibility of
expense grants.
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FEDERAL REVENUE SHARIHG: A METROPOLITAN RESPONSE

DR, GEORGE L., WILLIS, PROFESSOR OF
DEPARPTMENT OF POLITICAL SCIENCE, UNIVERSITY OF TOLEDO

DR: KARL O. VEZNER, ASSISTANT PROFESSOR OF
DEPARTMENT OF POLITICAL SCIENCE, UNIVERSITY OF TOLEDO

Not required to put up any matching money, state and
local governments are now sharing the taxes collected by the
national government. This new rcvenue sharing by state and
local governments began in 1972 when Congress enacted the
State and Local Fiscal Assistance Act. From 1972 through
1976 the National Government will share $30.2 billion of
nationally collected taxes with state and local governments,.
States and all general purpose local governments, including
counties, cities, townships, boroughs and villages qualify
to receive revenue sharing funds. By August 1973, the 38,000
state and local units had received a total of $8,131 billion.

Revenue Sharing Supports

Both the Advisory Commission on Intergovernmental
Relations in 1967 and President Nixon, in his statement of
February 4, 1971, set forth two exp%iait reasons for their
support of general revenue sharing, First, state and local
governments nceded federal money to help them meet their
traditional responsibilities, and second, federal assistance
should be given to state and local governments in such a way

izt would free them from cumbersome federal controls.
Underlying these explicit supports for revenue sharing, there
seemed to be a virtually unanimous push by states and all
types of local governments for some system of "stringless"
federal aid. The Commission, the President, and the Congress
appeared to act in response to this state and local pressure.
Representing state and local governments, the Commission gave
a sense of urgency to the need for revenue sharing. By
1nreeing to allot revenue sharing money to even the smallest
local unit of general government, the President and Congress
appeared to be responding to an expression of support for
revenue sharing by practically all units of government. The
news media helped create the impression that all units of
local government wanted and were in dire need of revenue
sharing money. Whether revenue sharing had such vocal and
widespread support is open to question. But it seems fair to
say that the public had the impression that states and local
units across the board were agitating for revenue sharing.

1., All quotations are from the Advisory Commission on
Intergovernmental Relations, Fiscal Balance in the American
Federal System, Vol I, (Washington: .5. Government Printing
Otfice, /s PP £, and the White House Press release
of Fetruary 3, 1971.







In ndvocatine revenus sharine the Tommission and the
President ernhasized the ureency of aidine state and local
arorrens and allowing local and stote sovernments to make
their own decisions about spendine, The Commission advocated
raventie sharine as a wav to ",,.21low states and localities
to devise their own prosrans and set their own priorities,”
and the President similarly favored revenue sharing as
"...nrogram which will apply fast growing federal revenues
to fast erowing state and local requirements...'" The
Commission stressed the advantapes of ''no strings' revenue
sharing because ",..the unconditional character of the orant
is in keeping with the ohjective of nroviding broad scope for
cecentralized decision-making." Following suit in 1971 the
Prasident said state and local sovernments ".,.need more noney
to spend, but they also need preater freedom in spending it."
Tmplicit in their support of revenue sharing the Commission
rnd the President each expressed what they claimed is state
and local resentment against national restrictions that
accomnany federal money. The Conmission criticized federal
controls because they advantage those skilled in "grantsman-
shin" and distort state and local budpets. The President
lined up on the side of state and local officials in 1971
stating that state and local governments have crucial operatine
decisions made for them ".,..by anonynous bureaucrats who are
directly accountable neither to elected officials nor to
the public at large.” In brief the position of the Commission
and the President occupy the key ground on which revenue
sliaring has been supported.

The research reported herein focuses on these supports
for revenue sharing. OSpecifically, the sunnorts were framed
as threc assurmtions and tested by survey data gathered for
this purnose, The three assumptions are: (1) that there was
& vocal and virtually unanimous groundswell of demand amone
all local units of governnent for some system whereby the
natiennl covernment shares its income with local units with
fow or mo national "strings:'" (2) that the revenue sharing
noncy would be spent by local units on the traditional
nroorams and activities; and, (3) that there is a widespread
~nd deep-seated resentment held by local units aezinst
virtually 2ny type of national restrictions that go with
the receipt of federal money by local units.

idotional Revenue Sharing

Although the general revenue sharing program allows wide
discration to state and local governments in the use of the
shared nmoney, there are some national restrictions and stnte-
local distribution ruidelines,

In spending revenue sharing money, state and local
povernments are required to renort how they spend their money,
to ecstahlish trust funds for the money, w2y prevailing woeeos,
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and refrain from spending any revenue sharing money in a
manner discriminating toward people because of race or sex,
Sharing money cannot be used as matching funds for federal
programs still extant.

In enacting the program, Congress laid out some very
broad substantive program guides for state and local govern-
ments in their spending of revenue sharing money.2 The Act
intends that the federal money be spent by local governments
on "priority'" items defined as:

1. ordinary operating expenses for public
safety, environmental protection, public trans-
portation, health, recreation, libraries, socinl
services for the poor and aged, financial admin-
istration; and,

2. ordinary capital expenditures authorized
by law,

States are not subject to the restrictions of the "prior-
ity list, but may use the money for any legal expenditure.
While states are permitted to use the money for education,
local governments are not,

The revenue sharing program has carefully devised guide-
lines for the distribution of money among the 50 states and
between each state and its local governments. The total
revenue sharing money is divided among the states according
to one of two formulae, depending upon which awards a state
a greater amount of money. Rating each state according to its
tax effort, wealth and population is one way used to distribute
money among the states. The alternate formula applies five
factors: population, urbanized population, population weighted
inversely for per capita income, income tax collections, and
general tax cffort.

The allocation of revenue sharing money within each
state is arranged so that the state government gets one-third
and local povernments receive two-thirds., Each local govern-
ment is given money according to a formula based on three
factors: population, tax effort and wealth.

Finally, for each entitlement period, state and local
governments are required to report to the Secretary of
the Treasury and to the public through the news media how
revenue sharing money has been spent and how money will be
spent for the next entitlement period.

2. Office of Revenue Sharing, Department of the Treasury,
What General Revenue Sharineg is All About, (Washington: U.S.
overnment Printing ice, 1 }s PP £f.







The Ohio Settin

The impact on and the response of local units in Ohio
to general revenue sharing may be conditioned by two
sionificant factors. First, in Ohio revenue sharing noney
is spread among a greater number of units of general govern-
mcat than is the case in most states. Ohio is ninth among
the states when ranked by number of units of government.
The reason Ohic has such a large number is chiefly because
Ohio has a large number of Municipalities, 936, plus 1320
tewnsh%ps. Most states (29) use neither townships nor
towns. Second, the long established Ohio systenm of state
revenuc sharing may make local units in Ohio less resistant
to the various procedural restrictions that are attached
to spending national revenue sharing money. 4

Since 1934 the Ohio state government has becn sharing
state-collected revenue with local governments for the
purpose of enabling local units to pay current operating
expenses for carrying out "essential local government pur-
poses' as required by law. "Local government purposes”
is a broad grant of spending authority similar to the dis-
cretion allowed under national revenue sharing. The shared
money is allocated to the Ohio Local Government Fund and
is derived chiefly from 3.5% of the annual conllection of
the state sales tax, personal income tax and the corporate
franchise tax. The Local Government Fund is divided among
the counties and distributed to the county, city, village,
park district and township povernments within each county.
The grant to each local unit is based on relative neced and
is distributed by the county budget commission made up of
the County Auditor, Treasurer and Prosecutor,> QOver
$100,000,000 annually goes into the Ohio Local Government
Fund for distribution to the local governments. The Local
Covernment Fund and the system of distribution familiarizes
local government personnel with complex distribution formulae,
hisher level supervision, publicity about spending, and methods
of appealing the decisions distributing the funds--all
characteristic features of the national revenue sharing svstem,
Experience with the Ohio Local Govermment Fund may make
similar national revenue sharing festrictions more sasily
understandable and palatable to local officials.

3, U.S. Burcau of the Census, 1972 Census of Governments,
Governmental Units in 1972, Preliminary No, Washinpgton:
5. Government Printing Ortice}, p. 5.

4, Forty-five states share revenuc for gencral purposes
with their local governments. Advisory Commission on Inter-
governmental Relations, State Aid to Local Government (Washington
U.S. Government Printing Office, 1Y09).

5. Ohio Revised Code, ch. 5747,50-5747.55. Steve Williams,
Local Government Fund in Ohio, (Paper delivered at the convention
of the American Society for Public Administration, Denver,
Cotavadas Anril 18, 1971, »nn. 1 ff.



e



Survey Results: Demand

To test the assumptions about federal revenue sharing
after local units received their 1972 allotments, survey
questionaires were mailed to all 75 units of local govern-
ment in the Toledo metropolitan area plus one outside the
area.® Forty-thrce units responded which included 2
counties, 8 cities, 18 villages, and 15 townships. One third
of the respondents were interviewed at length,

Responscs to questions testing the assumption that there
was a vocal, virtually unanimous demand by local governnents
for federal revecnue sharing were:

"Are you generally in favor of the national revenue sharing
plan?v

Yes 33; No 6; Not Sure 4,

"Are you satisfied with the revenue sharing formula for
distribution of the funds?"

Yes 23; No 17; Uncertain 2; No Response 1.

"Did you make efforts to obtain Congressional approval of
revenue sharing?”

Yes 11; No 31; No Response 1.

The survey options to indicate exertions of influence
in favor of revenue sharing produced the following results:

1. Contacted my Congressman or U.S, Senator (8)
2. Contacted the Ohio League of Municipalities (3)

3., Contacted my association of local government
officials (7)

4, Contacted my political party officials (1)
5. Contacted my state legislator (2)
(some checked more than one option)
"“ere you adequately informed about the system of revenue

sharing?” :
Yes 24; Ho 17.

6. The Toledo Standard ‘Jetropolitan Statistical Area
in April 1973 included Wood and Lucas Counties and three
townships in Michigan. One unit surveyed was just outside
the Toledo SMSA,
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The responses to the above questions leave doubt as to
whether there was a vocal, and virtually unanimous demand by
local units for federal revenue sharing. Twenty-three
percent of the respondents did not favor revenue sharing. One
rather commonly expressed objection to revenue sharing was that
federal taxes should have been cut with the money left to be
taxed or not as local units wished,” Seventy-six percent of
respondents did nothing positively to help secure enactment of
revenue sharing. This lack of action may be explained in part
by the fact that forty-one percent felt inadequately informed
about revenue sharing. Some felt that other units and organi-
zations werc 'carrying the ball" and doing all that could be
done to voice the demands of local aﬁiissg Others did nothing
because they felt they would pet little money and didn't need
the additional money anyway. Additionally, the lack of enthusi-
astic support for revenue sharing, both before and after its
enactment, is understandable since forty-two percent objected
to the distribution formula,

In summary it is to - e that the responses to
the four questions do not solidly support the assumption that
revenue sharing was supported by a groundswell of demand
by all units of local government. It seems that most local
units generally favored revenue sharing, but with many having
little knowledge of its particulars, and with most doing
nothing actively to bring revenue sharing to reality.

Survey Results: Spending on Traditional Functions

The second assumption tested was that revenue sharing
money would be spent on traditional local government functions.
To test this assumption local units were asked: "In

what ways do you hope to see revenue sharing money spent by
your unit of government?" The list of purposes to check
included those stated in the revenue sharing statute, The
number of units (of 43) selecting each purposes follows:

Lowering taxes (6) Health (3)

Capital expenditures (21) Recreation (11)
Current operations (14) Libraries (2}
Public Safety (16} Social services for
Environmental (6) poor and aged (3)

Financial Administra-
T

Streets and transportation (21) . -
ion (3}

n ob national revenue sharing, one city mayor
stated, "If all tl woney was available on the national level
why couldn't the federal government allocate the money to
localities through lowered federal taxes?"

8. One mayor in explaining he took no action to obtain en-
actment said, "No, it was just placed in our laps. We had no
idea how much we would get."

7. 1
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From the list of activities checked the two items selected
by the greatest number of respondents were capital expenditures
and streets and transportation. These two major catepories
were selected by many units because these activities are "one-
shot' commitments, such as building a strect, or a building,
and do not involve a new long-term propram.? From the list
checked it appears that other traditional activities--police,
fire and recreation--will also get a substantial share of the
revenue sharing money.

The evidence, then, clearly supports the assumption that

revenue sharing will be used for traditional local sovernment
purposes,

Survey Results: Controls

The third assumption examined is that local units have a
deep-scated resentment toward "strings' attached to federal
meney. To test this assumption local units were asked about
the restrictions in the revenue sharing statute, '"Do you
object to any of the spending restrictions attached to revenue
sharing?" (43 respondents)

Restriction Number Objectin
Setting up trust fund 5
Public reporting of money spent 7
Nondiscriminatory spending 1
Pay prevailing wage 2

In light of the commonly expressed view that local units
resent national controls, the number objecting is small. Only
ten registered any objections. The reason for the small number
of objections may be due in part to past experience of some
local units with federal "strings" as well as local government
expzrience with the administration of the Ohio Local Government
Fund,

To get some in-depth view of how local units would prefer
revenue sharing to be arranged and why, the survey asked local
officials their views comparing national revenue sharing with
the Ohio system of sharing, The question was asked, '"Do you
prefer the Ohio state revenue sharing system (Local Government

9. One respondent expressed in his own way a rather common
attitude about the use of the federal money, "I favor using this
federal money for things people see, feel, and touch such as
capital improvements, street repairs, trucks, street sweepers and
packers for parbage collection, I think it is a dangerous prac-
tice to take on activities with lots of new jobs because revenue
sharing may come to a screeching halt in 1976."






