






















































































































































































































































































BLOCK GRANTS:

Number of programs
superceded (iden-
tified in OMB's
catalogue of fed-
eral domestic
assistance)

National funding,
estimated FY 1981
(million)

National funding
Reagan's FY 1982,
appropriation
request (million)

Above adjusted for
inflation (at 8.0%)

Minnesota funding,
FY 1981 (millions)

Minnesota funding,
expected FY 1982
(millions)

Above adjusted for
inflation (at 8.0%)

Significant inter-
governmental
changes

Minn. agency
responsible for
administration

TABLE 20.

1981 BLOCK GRANT ACTION

CONSOLIDATION, FUNDING AND SIGNIFICANT
INTERGOVERNMENTAL CHANGES

Community
Development
(Small Cities and
Rural Areas)

Elementary
and Secondary
Education

Preventive
Health and
Health Services

I discretionary
grant (the Budget
Reconciliation Act
also expanded
existing CDBG by
folding in 3
categoricals)

$796

$952/19.6% change

10.7% change
$19.7

$23.0/16.8% change

8.1% change

Shift from federal-
local relationship
in fund allocation
to state-local
relationship (from
HUD area office to
the Department of
Energy, Planning &
Development)

Department of En-
ergy, Planning &
Development

37 categoricals

$735

$519/-29.4% change

-34.6% change
$5.4

$7.6/40.7% change

30.3% change

Shift from federal-
local relationship
in fund allocation
for some of these
programs to a
state-local rela-
tionship

Department of
Education

1 existing block
grant and 6
categoricals

$160

$84/-47.5% change

-51.4% change
$2.5

$2.1/-16.0% change

-22.2% change

State discretion
allowed for transfer
of up to 7% of

this block grant

to other block
grants

Department of
Health
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BLOCK GRANTS:

Number of programs
superceded (iden-
tified in OMB's
catalogue of fed-
eral domestic
assistance)

National funding,
estimated FY 1981
(million)

National funding
Reagan's FY 1982,
appropriation
request (million)

Above adjusted for
inflation (at 8.0%)

Minnesota funding,
FY 1981 (millions)

Minnesota funding,
expected FY 1982
(millions)

Above adjusted for
inflation (at 8.0%)

Significant inter-
governmental
changes

Minn. agency
responsible for
administration

Number of programs
superceded (iden-
tified in OMB's
catalogue of fed-
eral domestic
assistance)

National funding,
estimated FY 1981
(million)

Alcohol, Drug
Abuse, and
Mental Health

Maternal and
Child Health
Services

Primary Care

10 categoricals

$524

$432/-17.6% change

-23.7% change
$3.8

$3.6/-5.3% change

-12.3% change

Additional man-
dated services on
the part of
counties required
by federal law

Department of
Public Welfare

1 existing block
grant (Title XX)
and 1 categorical

$3,008

9 categoricals

Sul1l

$291/-29.2% change

-34.4% change

$7.1

$5.4/-23.9% change

-29.6% change

State and local
match requirements
reduced from 50%
to 42.9% (3/7) of
actual expendi-
tures

Department of
Health

7 categoricals

Susy

2 categoricals

$321

$215/-33.0% change
(FY 83)

-38.0% change

N.A.

N.A.

N.A.

In FY 1983 the
state may
administer the
program which
funds health
care centers

Department of
Health

1l categorical

SL,714
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BLOCK GRANTS:

National funding
Reagan's FY 1982,
appropriation
request (million)

Above adjusted for
inflation (at 8.0%)

Minnesota funding,
FY 1981 (millions)

Minnesota funding,
expected FY 1982
(millions)

Above adjusted for
inflation (at 8.0%)

Significant inter-
governmental
changes

Minn. agency
responsible for
administration

Social Services

Community
Services

Low Income
Home Energy
Assistance

$1,974/-34.4%
change

-39.2% change
S54.4

$43.0/-21.0% change

-26.8% change

Federal regulations
changed to remove
restrictions on
persons eligible
for services and
the requirement
for a 25% match in
funding; state dis-
cretion allowed

for transfer of up
to 10% of Title XX
to Health Block
Grant or Low
Income Energy
Assistance

Department of
Public Welfare

$225/-53.5%
change

-57.0% change
$5.6

$2.8/-50.0% change

-53.3% change

The state will ad-
minister all these
monies, most of
which were pre-
viously admin-
istered by
community action
agencies

Department of
Economic Security

$1,400/-18.3%
change

-24.4% change
$68.6

$70.0/2.0% change

-5.5% change

State discretion

to transfer up to
10% to other block
grants and up to
15% for
weatherization

Department of
Economic Security

SOURCES: Walker; Richter; and Colella, "The First Ten Months," pp. 8-12; Minnesota
Department of Energy, Planning and Development, Governor's Task Force on
Federal Budget; Albert H. Quie (Governor, Minnesota), "Guidelines for
Implementing The New Federal Block Grants," memorandum, Office of the
Governor, St. Paul, Minn., 18 September 1981.
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What the Block Grants Mean for Minnesota

Minnesota has implemented seven of the nine FFY 1982 Block Grants enacted in
1981. The Primary Care Block Grant was not available last year, and Minnesota chose not
to implement the Small Cities Community Development Block Grant until FFY 1983. The
eight available block grants totalled $162 million, 14 percent of all federal funds coming
into the state (Cramer, "The New Federal Block Grants," p. 2).

Table 20 (page 81) summarizes the Minnesota funding for the block grants. The size
of the block grant funds in relation to the total government spending in these areas varies
widely (Ibid.).

While the FFY 1982 block grants hold the potential for significant changes in state
administration and fund distribution for these programs, few alterations have yet been
made. This is because state legislative action requires that the block grants initially flow
through existing categorical channels and/or state social service and health program
formulas (Ibid.). Planning and policy-making activities have been underway within the
state's agencies in :anticipation of FFY 1983 implementation of those block grants and any
new ones enacted in 1982 for FFY 1983.

In at least three cases--the Education, Maternal and Child Health and Preventative
Health Block Grants--the combined effect of the federal government's shift of grants
from local jurisdictions to the state and the current implementation plans of the state
agencies involved will be to change distribution patterns of these funds. The distribution
formulas now in place in Minnesota will shift funding away from some jurisdictions which
had previously achieved above-average success in obtaining funds directly from the
federal government. The impact of this change could be significant for some jurisdictions
and the people served by these programs (George R. Pettersen, (Commissioner of Health,
Minnesota Department of Health), memorandum, 28 October 1982; Cramer, "The New
Federal Block Grants," pp. 46, 52, 53, 57).

Thus far, the state legislature has played a minimal role in defining state policies
with respect to block grants. By and large, the planning and policy-making conducted in
anticipation of block grant implementation has occurred without significant legislative
involvement. That is likely to change, however. The legislature could decide to expand
its role in overseeing the agencies' planning and decision-making regarding the block
grants. It could do this by defining policies about the distribution of funding and the
establishment of standards, mandates, regulations and monitoring requirements. In
addition, the legislature will have to determine, with respect to specific program areas,
the degree to which the state will replace from its own revenues funds that were cut from

these areas by the federal government when the programs were consolidated.
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Beyond this, a number of potential legislative issues concerning each block grant can
be identified. @ An October 1982 report summarized the current status of state
implementation of the federal block grants in Minnesota. The report was prepared by the
following organizations: Community-University Health Care Center, League of Women
Voters of Minnesota, Legal Services Advocacy Project, Metro Community Health
Consortium, Minnesota Association of Voluntary Social Services Agencies, Minnesota CAP
Directors Association, Incorporated, and the Urban Coalition of Minneapolis. Several key

findings are summarized below, particularly those that suggest significant legislative
issues (Ibid, pp. 1-57).

Community Development (Small Cities and Rural Areas). Prior to its consolidation

into this block grant, the Small Cities Program was a federally administered
program for local government. Minnesota has decided to maintain the competitive
nature of the program, which will be administered through the Minnesota
Department of Energy, Planning and Development (MDEPD). MDEPD will be
submitting a proposed rule to the 1983 legislature for implementing the block grant,
including provisions relating to targeting of funds, public participation and
monitoring and enforcement. The appropriation for the Small Cities Program was
increased in FFY 1983 as a result of the block grant action. The principal
legislative issues involved here relate to those provisions which will be submitted to
the legislature by MDEPD in 1983.

Elementary and Secondary Education. A significant number of the programs
consolidated into this block grant previously provided funding directly to local
school districts. Now all of these dollars are administered by the state. This means
that while overall funding for these programs in Minnesota is increased and the state
may actually receive a higher percentage of federal educational funding than under
the old categorical system, local school districts targeted by the previous
categorical grants will receive less money. However, the Minnesota advisory
committee for this block grant has recommended state distribution criteria that
include some of the factors of the old categorical system. Furthermore, an
allowable "set aside" amount will be reserved for administration by the State
Department of Education. The education block grant also includes more extensive
provisions for children in private schools, which means there may be a smaller

percentage of federal education funds available to public schools. Legislative issues

raised by these changes include:
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o To what degree will the legislature wish to become involved in formulating the
distribution criteria to meet the needs of targeted populations? If the
legislature involves itself, what criteria should be established that meet state
needs and that the federal government will approve?

o In view of the more extensive provisions for private school participation in
these programs, should the state re-evaluate its own funding levels for
programs and services of private schools to assure that Minnesota public

school funding does not diminish in view of the federal changes?

Preventive Health and Health Services. Federal funding to Minnesota for the

programs in this block grant decreased by 16 percent during consolidation.
However, the federal share of the funding for these programs is not great except in
Emergency Medical Services, where federal dollars represent major funding. As
with the Maternal and Child Health Block Grant, the Minnesota Department of
Health has “adopted policies which would distribute these funds through the
Community Health Service (CHS) formula (Cramer, "The New Federal Block

Grants," pp. 54-57; Pettersen, memorandum). Legislative issues associated with

block grants are similar to the Maternal and Child Health Services Block Grants and

relate to the state's funding share for these programs and its distribution formula.

Alcohol, Drug Abuse and Mental Health. Funding for these programs was reduced at
the same time that the state-mandated local property tax levy limits remained in
force, limiting the degree to which counties could pick up the slack in funding.
However, because the FFY 1982 allocation was received well into Minnesota's fiscal
year, some FFY 1982 monies will be spent in FFY 1983, thereby easing the impact
of funding reductions next year. This block grant contains more restrictions than
most of the others. However, the block grant does increase the state's discretion in
allocating the funds. In 1983, 1984 and 1985 the portion that can be shifted by the

state from one activity to another will increase. Legislative issues raised by these
changes include:

e Should the level of state funding for alcohol, drug abuse and mental health
programs be increased to make up for the decrease in the federal contribution
to these programs?

e Should the state ease the current revenue-raising limitations on counties to
enable them to further supplement their contributions to these programs to

make up for some portion of the federal cuts?
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o Right now the state has no plans to utilize its additional discretion in shifting
allocation of the federal funds among activities under this block grant. Should

it utilize this discretion and, if so, how should these monies be shifted?

Maternal and Child Health Services. During consolidation, federal funds for these

programs in Minnesota were reduced from $7.1 to $5.4 million in FFY 1982. While
the state did not appropriate any funds to make up the loss, it did enact a "hold-
harmless" clause that protects current special projects until July 1983. However,
both the task force appointed to consider implementation of the Maternal and Child
Health and Preventive Health Block Grants and the Minnesota Department of Health
are interested in a per-capita distribution of these funds through the Community
Health Services (CHS) formula. Because the CHS formula does not consider certain
Maternal and Child Health indicators and contains minimal targeting provisions for
low-income households, current maternal and child health providers estimate that
the CHS distribution approach for these funds will result in as much as an 80-
percent decrease in maternal and health funds in urban areas. To prevent this, the
state legislature in 1982 directed that the original intent of the maternal and child
health programs be maintained. Nonetheless, the Minnesota Department of Health
has adopted policies which would distribute the funds for the FFY 1983 block grant

through the CHS formula. Legislative issues raised by these changes include the

following:
o Should the state appropriate additional funds for maternal and child health
programs to make up for the 24 percent reduction in federal funding?
o How should these federal funds be distributed--through the CHS formula or
some other scheme which will more closely approximate former distribution

patterns?

Social Services. Funding for these programs was reduced at the same time that the

state-mandated local property tax levy limits remained in force, limiting the degree
to which counties could pick up the slack. The Block Grant legislation also
eliminated the required 25 percent local match in funding, leaving the potential for
further reductions. In addition, because some federal targeting standards have been
eliminated, the state is required to fund only the populations presently targeted for

social services. There is no category for "low income" persons. Legislative issues

raised by these changes include the following: .
o Should the level of state funding for social services be increased to make up

some portion of the 21 percent reduction in the federal share?
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o Should the state ease the current revenue-raising limitations on counties to
enable them to further supplement their share of social service funding to
make up for federal cuts?

o Should the state reimpose the 25 percent local matching requirement dropped
by the federal government?

o Are the current Minnesota targeting requirements for social services still

adequate in view of the federal changes in this regard?

Community Services. Funding for these programs, now primarily carried out
through Minnesota's existing Community Action Agencies, was reduced substantially
as a result of the federal change. Neither the state nor local governments have
picked up the funding slack created by the federal reductions. Federally imposed
local matching requirements have been dropped or minimized, although the state is
proposing to retain a 20 percent match requirement for all Community Services
Block Grant and state funds received by the local Community Action Agencies.

Legislative issues raised by these changes include:

o Should the level of state funding for community services be increased to make
up for the decrease in the federal contribution to these services?

e Should localities be required to continue to provide funding to the Community
Action Agencies, perhaps through retention of a 20 percent matching
requirement? In view of the federal reductions should the local share of such
funding be increased to support these agencies?

Low-Income Energy Assistance. The federal appropriation for this block grant was
roughly the same as for the programs in FFY 1981 prior to. their consolidation.
However, because state implementation of assistance was based on the expectation
that funding would be significantly reduced, some households no longer received
benefits in the winter of 1981-82. At the same time, the average amount of grants
was decreased. When the full funding levels were established the state actually had
funds remaining which were partially utilized for weatherization as allowed by
federal law. The state also transferred $2 million in 1982 to the Community
Services Block Grant for a statewide Energy Crisis Intervention Program and

development of alternative energy projects. Legislative issues raised by these
changes include the following:

e What portion of these federal energy assistance funds within the Low-Income

Energy Assistance Block Grant should continue to be shifted to other energy-
related programs?
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o If federal energy assistance monies are to be transferred to other block grants,

should the state continue to fund only energy-related programs?

ATTACKING RED TAPE--EASING FEDERAL REGULATION
OF STATE AND LOCAL GOVERNMENT

In addition to easing regulation of business, the Reagan Administration has also
sought to diminish the regulatory role of the federal government in matters it believes are
of state and local concern. The administration has proposed far-reaching policies in this
regard, a significant number of which have already been enacted into law by Congress,
promulgated by executive action or established through agency directives.

This effort seeks to undo aspects of the so-called "government regulation of
government," which developed largely since the 1960s with the passage of civil-rights
legislation and other "Great Society" programs. Regulations have accompanied
categorical grant-in-aid programs, prohibited against discrimination, provided assurances
of environmental safety and protection of trade unions and workers. A number of these
regulations also mandate citizen participation, citizen boards and public hearings. Many
of these regulations have not come with federal funding to assist their implementation, a
fact which has caused state and local officials to call for reform (Neal R. Peirce and Jay
Hamilton, "'Flypaper Federalism'--States, Cities Want to Shed Rules That Accompany
Aid," National Journal, 12 September 1981, pp. 1636-1639).

One important Administration accomplishment in deregulating state and local

governments was the easing of regulations that accompanied the consolidation of 77
categorical programs into nine block grants. While the regulatory changes were not as
far-reaching as the Administration had hoped, significant alterations did occur. As

evidence of those changes, the White House notes that the 318 pages of regulations in the

Federal Register associated with the block grants administered by the Department of
Health and Human Services now comprise only six pages. OMB has estimated that those
changes will save state and local governments 5.4 million person-hours--an 83 percent
reduction in person hours from FFY 1981 to FFY 1982 for those governments (Walker;
Richter; and Colella, "The First Ten Months," p. 28).

Beyond these changes, the Administration has withdrawn, altered or rewritten
numerous other regulations through the exercise of executive authority within the various
agencies or through congressional action. OMB has also been working with federal
agencies to develop a single set of implementing rules for each of about 60 "cross-cutting"

requirements--general provisions applied to numerous programs.
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What Easing Regulations for State and Local
Governments Means for Minnesota

Identification of specific impacts of deregulation on Minnesota's state and local
governments requires an agency-by-agency review of programs with which the federal
govenment is involved. Such a review is beyond the scope of this paper. However, "The
Effects of Budget Cuts on Major Minnesota Environmental Programs," a study soon to be
published by CURA, suggests that budget reductions to federal environmental agencies
and program funds to states will have significant impact in Minnesota. Reductions in
federal agencies' research activities, for example, limit the kind of information Minnesota
agencies, including the Minnesota Pollution Control Agency (MPCA), utilize in their state
enforcement efforts. In addition, federal reductions in program monies to Minnesota,
especially in the MPCA, similarly reduce that agency's ability to regulate.

At the same time, federal EPA requirements of proof that specific wastewater
treatment projects will yield benefits have decreased the MPCA's flexibility in granting
these federal monies. At least in this case, the federal government, in applying its
cost/benefit standards for regulations, has increased regulation of the state agency
involved. Beyond that, federal budget reductions in environmental regulation programs
have led to staff reductions and have therefore slowed existing regulatory processes.
(Nancy Walters, "The Effects of Budget Cuts on Major Minnesota Environmental
Programs," Center for Urban and Regional Affairs, Minneapolis, Minn., forthcoming).

Minnesota's state and local governments are now being asked to decide whether they
wish to operate federally-supported programs without the mandates, standards,
regulations and reporting requirements of the federal government, or replace these with
their own requirements. The state and its localities will now have to determine which of

those federal requirements were unnecessary "red tape" and which were important enough

to merit their re-establishment in Minnesota. Some of those requirements may be

replaced with ones more specifically designed for Minnesota. Presumably these

determinations will be made through state and local agency rule-making as well as
through enactment of policies by elected officials.
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THE "NEW FEDERALISM" PROPOSAL

In his State of the Union message on January 26, 1982, President Reagan announced
a proposal that goes far beyond the block grants and changes in regulation in altering
federal-state relationships. In its original form, his two-part plan called for a major
program "swap" between the federal government and the states, with the federal
government assuming full administrative and financial responsibility for Medicaid in
exchange for a take-over by the states of the AFDC and Food Stamps programs. The
second aspect of the proposal called for a transfer to the states, beginning in 1984, of
federal responsibility for 61 aid programs (listed in Appendix E). To facilitate an orderly
phase-out of these federal responsibilities, a $28 billion annual trust fund would be
established to finance the state take-over between FFY 1984 and FFY 1987. During those
four years the turnback programs and the trust fund would be used to compensate
financial gains or losses to the various states from the Medicaid/AFDC--Food Stamp swap
and to assure '"no winners or losers." Between 1987 and 1991, federal participation in
those programs would be phased out completely (Rochelle L. Stanfield, "New Federalism,
A Neatly Wrapped Package with Explosives Inside," National Journal, 27 February 1982,
pp. 356-362).

Shortly after announcing his proposal, the President established negotiations with

the National Governors' Association and several associations of local governments to
formulate legislation for introduction in Congress in 1982. Senator David Durenberger (R-
Minnesota) played a key role in these negotiations as the chairman of the Senate
Governmental Affairs Subcommittee on Intergovernmental Relations. By May of 1982,
agreement on a modified proposal seemed imminent. Representatives of the National
Governors Association supported the plan and the National League of Cities agreed not to
obstruct the proposal if certain further modifications were accepted by the

Administration ("Governors, Reagan Barter Aid Programs," St. Paul Pioneer Press, 6 May

1982, p. 3A; "Cities Group Backs Reagan Welfare Swap," St. Paul Pioneer Press, 18 May
1982, p. 7C).

But by summer that agreement fell apart as state and local groups raised objections
about the scope of the federalized Medicaid plan and the conditions under which states
would take over AFDC. The modified proposal lost the support of the National Governors'
Association, the National League of Cities and the National Association of Counties. The
National Conference of State Legislatures also refused to endorse the new proposal and
Senator Durenberger denounced it. After threatening to halt negotiations with the
Administration and deal instead with Congress, the Nationa)l Governors' Association

agreed in August to continue discussions, but directly with President Reagan rather than
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the White House negotiating team. At the same time, the Association decided to draft its
own proposal for introduction in 1983, based on what it called its "historic principles" of
federalism (Rochelle L. Stanfield, "Is this the End for Reagan's New Federalism?"
National Journal, 14 August 1982, p. 1407).

What "New Federalism'" Means for Minnesota

Critical aspects of the "New Federalism" swap and program transfer were not
specifically defined in the Administration's original proposal. They are still subject to
negotiation and change before a legislative proposal is introduced in Congress. Therefore
it is impossible to accurately assess at this point what such a proposal, if ultimately
enacted, would mean for Minnesota. Table 21 outlines the estimated fiscal impact on
Minnesota and the federal budget of the original proposal.

In testimony presented in April 1982 before the U.S. Senate Governmental
Operations Committee's Intergovernmental Relations Subcommittee, Kent Eklund,
Commissioner .of the Minnesota Department of Energy, Planning and Development,
outlined several Minnesota concerns about the proposal. With respect to the
Medicaid/AFDC--Food Stamp swap, Eklund suggested that the proposal's uncertain
baseline appropriations and estimated rates of increase in these programs make reliable
fiscal impact estimates difficult. Even so, he noted that estimates made by the
Minnesota Department of Public Welfare suggest the swap would net $193 million for the
state rather than the $299 million figure given in the President's proposal. Of particular
concern was the proposal's ambiguity about whether the federal government, in taking
over Medicaid, would provide Minnesotans with the same range of services they now
receive from the state. The commissioner also expressed concern over the lack of
guarantees that provisions of the swap would be adhered to in future years. He also
wondered whether state-funded administrators of Medicaid would automatically become
federal employees. Finally, he asked what local incentives would be built into the
federalized Medicaid program to ensure cost containment.

With respect to the program transfer, Eklund noted that "if a state opts to
participate immediately in the program, honoring of previous commitments to local
governments can create problems for the state." This is because MDEPD's estimates
indicate that local governments will receive about $10 million less from the programs
after their consolidation and transfer to the state. To meet its previous commitments to
these localities, the state would have to pass all of the transfer funds on to local
governments. The federal funds that would be passed through to Minnesota's local
governments under the proposal are listed in Table 22.
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TABLE 21. FISCAL IMPACT OF THE NEW FEDERALISM
(JANUARY 1982) PROPOSAL

FEDERAL TAKEOVER OF MEDICAID

o States (as a whole) save $19.1 billion in FFY 1984.

° Minnesota (its state and local governments) saves $501 million in FFY 1984.

This assumes that current trends in Medicaid expenditures will continue in FFY 1983
and FFY 1984. However, while the $19.1 billion national figure assumes current
aggregate expenditure trends, the amount of funding to individual states and the
associated eligibility requirements and range of services provided in those states is

not assumed to be necessarily those which exist currently.
STATE TAKEOVER OF AFDC AND FOOD STAMPS

° Federal government saves $16.5 billion in FFY 1984.
o Minnesota's costs are $202 million in FFY 1984.

This assumes a $4.2 billion reduction in AFDC and food stamps in FFY 1984.
STATE TAKEOVER OF THE SIXTY-ONE TRANSFER PROGRAMS

o Federal government establishes a $28 billion trust fund for FFY 1984-87, after
which federal support is phased out during FFY 1988-91.

o Minnesota's portion of the transfer expenditure is $535 million (less the $299
million savings to Minnesota from the swap, which \»}hen deducted means

Minnesota will receive $236 million annually from FFY 1984-87).
This assumes a $2.2 billion cut in those programs prior to the turnback.

SOURCES: Glenn Nelson; Wilbur Maki; Thomas Stinson; Arley Waldo; and Carole Yoho,
"The New Federalism: What it Means for Minnesotans," Staff Papers Series,
University of Minnesota, Institute of Agriculture, Forestry and Home
Economics, Department of Agricultural and Applied Economics, St. Paul,
Minn., April 1982; Rochelle L. Stanfield, "Turning Back' 61 Programs: A
Radical Shift of Power," National Journal, 27 February 1982, pp. 369-374;
Stanfield, "New Federalism," pp. 356-362.

. -93-




TABLE 22. FEDERAL FUNDS REQUIRED TO BE PASSED THROUGH TO
LOCAL GOVERNMENTS UNDER THE "NEW FEDERALISM" PROPOSAL
(estimated FFY 1982 levels)

Wastewater Treatment Facilities Construction $ 44,900,000
Community Development Block Grants 57,000,000
Urban Development Action Grants 20,000,000
General Revenue Sharing 92,000,000
Urban Mass Transit Construction 9,000,000
Urban Mass Transit Operating 11,650,000
Water and Sewer Loans 3,500,000
Water and Sewer Grants 2,400,000
Community Facilities Loans 4,400,000
TOTAL $244,850,000

SOURCE: Minnesota Department of Energy, Planning and Development, Governor's

Task Force on Federal Budget Reductions, Fiscal Year 1982, St. Paul, Minn.,
11 February 1982.

Eklund also told the Senate Committee that the most critical issue the state would
face under the New Federalism proposal is the reallocation of state funds that would be
required as a result of "the interrelationship of the swap and the turnback." In Minnesota
the estimated $299 million savings from the swap would have to be allocated to a wide
array of programs, including many outside the human services area. "This interaction
could well involve every committee in the legislature," he said. As an example he noted
that in order for the Department of Transportation to receive its portion of the $299
million, the legislature would have to break its long-standing tradition of not infusing
trust funds with general fund revenue. Similarly, Eklund said, if the federal government
does not assume all the current Minnesota Medicaid options, the legislature could decide
to absorb the $299 million "windfall" from the swap into restoring those options, leaving
the other programs of the transfer $299 million short.

Eklund also expressed the general concern that as the trust fund for the transfer
programs is phased out along with the excise and oil windfall profits taxes supporting it,
the ability of states to institute those types of taxes will vary significantly. This will be a
particular concern for Minnesota, which, as an energy-poor state, will be unable to readily
replace the trust fund revenues generated by the federal oil windfall profits tax. In
addition, excise taxes do not increase at the same rate of inflation, which will make state
funding of these programs with those taxes increasingly difficult (Kent E. Eklund,
(Minnesota Department of Energy, Planning and Development), testimony given before

Intergovernmental Relations Subcommittee of the United States, Senate Governmental

Operations Committee, 29 April 1982, Minneapolis, Minn.).
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CHAPTER IV. LOCAL GOVERNMENT RESPONDS

Minnesota's local governments provide and administer a large share of the programs
that government provides in the state. Human services programs such as AFDC and
social services, which are wusually associated with the federal government, are
administered and partially funded at the county level. Primary and secondary education,
whose major source of funding is state government, is carried out by the 436 school
districts in the state. Because of these highly integrated intergovernmental relationships,
any budget or tax actions by the state and federal governments have significant impact on
Minnesota's counties, cities, school districts, towns and special districts.*

In 1981 and 1982, the state's local units experienced the initial stages of devolution
in intergovernmental relations. Changes at the state level, driven by the need to balance
the state's budget, transferred both expenditure and revenue responsibilities from the
state to local governments. Reductions in programs such as Local Government Aid (LGA)
forced cities and counties to reduce or restructure services they provide, while changes in
state law made it possible for school districts to raise more revenues at the local level.
At the federal level, a new philosophy of government promoted by President Reagan
resulted in changes that transferred many responsibilities that had been held for years by
the federal government to state and local governments. While the federal changes
devolved responsibilities downward, some of the federal funds that previously flowed
directly to local governments now must pass through state government, a change that
concerns many local officials.

To identify the immediate impact of recent state and federal actions, the authors
met with over 100 Minnesota local officials from counties, cities and school districts.**
In addition, CURA--with the cooperation of the University's Hubert H. Humphrey Institute
of Public Affairs, the Associatidn of Minnesota Counties, the League of Minnesota Cities
and the Minnesota Department of Energy, Planning and Development--surveyed a sample
of Minnesota's cities and counties to identify both the fiscal conditions these local
governments find themselves in and the actions they took to cope with fiscal stress. This
chapter summarizes the discussions with local officials and the initial results of these
surveys. It also identifies the factors which appear to be crucial in determining the type
of response a local governmental unit can make to a changing environment brought on by

state and federal actions.

*

This chapter explores only the responses of the three major units of local governments--
counties, cities and school districts. While towns and other units of local government are
important, time constraints limited the research to these three.

* %
Appendix F lists the names of the officials with whom the authors met.
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IMPORTANT FACTORS OF LOCAL GOVERNMENT RESPONSE

The ability of local governments to respond to changes in their revenue or aid from
state and federal government depends on a number of factors, including local resources,
flexibility, economic conditions and innovation. The difference in responses between local
governments can be partially explained by examining these factors. Even superior
technical and management skills of some local officials are not enough to overcome many
problems, since some of these factors are beyond the control of local governments. To
some degree these factors are also tied to regional and size differences so that the

responses of local governments vary widely across the state. The factors identified
include:

o The creativity of local government officials and their access to technical and

managerial support. In responding to recent state and federal actions, the strategies

employed by local officials reflect in large measure the entrepreneurial abilities of
those officials. This seemed less the case in the largest cities and counties, where
the scale and bureaucratic nature of government apparently diminishes the
effectiveness of individual entrepreneurial action. Beyond this, access to technical
and managerial support, generally most available to large and medium-size
jurisdictions, aided in accommodating the changes. Those jurisdictions which had
instituted long-term planning processes and revenue strategies prior to the state and

federal actions appeared to be better equipped to cope with the changes than those
who had not done so.

o The degree to which local governments have the resource capacity to accommodate
the changes. Important components of resource capacity include:

o The current level of and future outlook for the local tax base--whether it will

grow, remain stable or decline. This measures the relative wealth or revenue

generating capacity of a particular unit of local government.

o The vitality of the local economy. Some regions in the state are worse off
economically than others. For example, northeastern Minnesota currently has
very high unemployment. This increases the demand for human services in
that area and affects the degree to which taxpayers with depressed or lost
incomes can afford to pay higher property taxes.

o The level of fund balance (surpluses) in the local government's budget at the
time state and federal aid reductions were promulgated. This is one measure

of the financial health of a particular local government unit.

-96-




o The type of local government (county, city or school district) and the type of

services it provides. Since the impact of state and federal cuts was not uniform

across income, age and other groups, the type of population that the local

government serves affects the nature of the response.

o The degree to which policy-making and administrative flexibility exists. This

flexibility is dependent, in large measure, on internal and external constraints
including:

o Mandates, standards and regulations imposed by state and federal
governments, including those that limit local revenue-raising.

o Court involvement (or the threat of such involvement) in local program and
personnel areas.

o Certain employee contract provisions (and bargaining strength) particularly
those that affect transfer or layoff of employees or redefinition of employee's
positions, including reduction of hours.

o Overall size of individual local budgets and work force and the degree to which
those budgets and personnel are "locked into" provision of '"necessary"

services.

o The degree of dependence of a local government on aid from state and federal

government. Those units that depend on intergovernmental aid for a large share of
their budgets will have a more difficult time responding to state and federal aid

cutbacks than those that rely more on local revenues.

o The degree to which local officials (and citizens) believe that the current fiscal

situation is short-term rather than long-term. Those who view the current situation

as short-term are more likely to make revenue and expenditure decisions which
provide primarily short-term relief but which may exacerbate local problems if the
revenue situation continues into the long term. Such decisions might include
deferral of needed capital improvements for necessary services like roads and
wastewater treatment systems. In addition, local officials with that perspective are
more likely to utilize stop-gap or "band-aid" measures to get them through the
immediate situation rather than seek long-range policies, such as basic reform of
service systems and governmental operations or development of innovative revenue-

raising strategies and local economic development initiatives.
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HOW LOCAL GOVERNMENT RESPONDED

Minnesota's local governments faced some very difficult decisions during 1981 and
1982. As their state and federal aid began to fall, local units had to increase their
revenue (local property tax increased an average of 24 percent statewide), reduce
spending and use existing fund balances--the only real solutions to the problem of
balancing their budgets. A survey conducted by the Hubert H. Humphrey Institute of
Public Affairs and CURA demonstrated that of approximately 100 cities with populations
over 2,500, 71.5 percent felt that the budget and tax situation made preparing the 1982
budget more difficult than in other years. Furthermore, approximately one-half of the
same cities expected that they will be worse off in 1983 than they were in 1982. Only six
percent felt that they would be better off. For these reasons, almost 70 percent of these
cities classified themselves as being under moderate or extreme fiscal pressures.
Counties appeared slightly more optimistic in their view of the next budget year. In
another CURA survey, it was discovered that of 66 Minnesota counties, 36 percent felt
that the next ilear (1983) would be worse. No county anticipated that 1983 would be
better. When asked about the fiscal pressure that counties experienced in 1982, 53
percent claimed they were under extreme or moderate fiscal pressure. All school
officials interviewed said that the budget process for 1982-83 was very difficult.

Fifty-six percent of the cities surveyed reduced spending in 1981 in anticipation of
fiscal problems in 1982. Approximately the same percentage (55 percent) decided to
postpone purchase of major equipment in 1982. Other means of reducing expenditures
included deciding to defer maintenance (28 percent), defer capital improvements (30
percent), place a freeze on hiring (60 percent), reduce services (41 percent), eliminate
services (23 percent), and close public facilities (17 percent). Many cities enhanced their
revenue either through increased taxes or increased fees and charges. Many increased
their charges for services such as water and sewer (61 percent) or for permits or licenses
(45 percent). Some cities, 21 percent of the sample, anticipated that they would have to
borrow in 1982 to meet cash-flow needs.

It is apparent that counties either have less flexibility in reducing services and
increasing revenues or their fiscal conditions are better than cities. Very few counties
froze their hiring and only 11 percent of the counties surveyed reduced their services.
Few counties postponed purchasing new equipment (27 percent) and even fewer deferred
any maintenance (8 percent). Approximately half of the counties increased the fees they
charge for services while only a quarter of the counties raised the fees for various permits

and licenses. None of the counties surveyed anticipated any need for short term
borrowing to meet cash flow problems.




The difference in the survey responses of counties and cities may depend on the
factors outlined in the first part of this chapter. For example, it appeared that cities had
more flexibility in reducing services and raising revenues through increases in fees and
charges than counties. County budgets are subject to a significant number of state and
federal mandates, standards and regulations. In addition, judicial involvement through
court-imposed mandates also plays an important role in the budget process of counties.

A further reason for differences in response may be the nature of clientele served
by the local unit. Of the recent actions taken by the state and federal governments, those
affecting counties and school districts were actions with the greatest impact on
individuals. The services provided by these units of government are directed toward
special populations--human service recipients in the counties, children in the school
districts--while the services provided by cities and towns are directed to the general
population.

Tables 23 through 27 provide additional information on how each jurisdiction
responded to recent changes in state and federal policy and also summarize important
intergovernmental issues that local officials raised during the discussions.  This
information and summary of issues are grouped into five subject areas: 1) local
government revenue, 2) local government expenditures, 3) flexibility of local
governmental operations, 4) alternatives to traditional public service provision and 5)
local officials' views of expanding private sector service delivery. Key findings of the
discussions held with local officials regarding each jurisdiction are summarized after the
tables.
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TABLE 23. LOCAL GOVERNMENT REVENUE

COUNTIES:

0

CITIES:
o

o

Some counties changed the mix of their county revenues--an increased reliance
on property taxes and user fees.

Property tax delinquency became a problem for some counties, specifically
those in areas of economic stress like northeastern Minnesota.

The counties with growing tax bases generally had fund balances enabling them
to adjust to budget reductions more gradually and in a more orderly fashion
than counties without such balances.

Views about levy limits differed among officials. Some saw them as a major
cause of falling service levels while others viewed them as necessary evils or as

protection against the state government relinquishing its funding
responsibilities to local governments.

Cities increased their reliance on user fees for a revenue source.

Other revenue-generating options cities discussed included economic
development, annexation of adjacent towns to expand property tax bases,

increased reliance on public enterprises such as municipal liquor stores and a
Twin Cities metropolitan-wide sales tax.

Levy limits were generally thought of as a further restriction for cities and
unnecessary.

SCHOOL DISTRICTS:

(<)

School districts increased their reliance on local revenues (discretionary and
referendum levy) as aid from state and federal sources decreased.

There is more use of the referendum levy but the success rate depends in large

measure on the number of households in the district with children--a generally
declining number.

Both the discretionary levy and capital fund shift were being utilized by almost
every eligible district interviewed.

Districts also increased their use of user fees.
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TABLE 24. LOCAL GOVERNMENT EXPENDITURES

COUNTIES:

o

CITIES:

©

County commissioners felt they had received much of the blame for service
cuts and tax increases that are due to state legislative and U.S. congressional
actions.

Some counties had explicitly prioritized budget reductions while many just
made "across-the-board" cuts.

A great concern for some officials, mostly in rural areas, was continued
maintenance and construction of necessary physical infrastructure in the face
of diminishing state and federal aid targeted for those types of projects.

At one time or another, all cities interviewed have utilized federal funds for
particular projects as well as receiving general revenue sharing funds.

Flexibility to respond to reductions was apparently limited for small cities
which either had already lean budgets or its limited personnel assigned to
provision of essential services.

Measures taken to reduce city spending included:

Reduction of personnel through attrition and layoffs

Sale of surplus land and equipment

Purchase of more efficient or used equipment

Long-term savings provided by the purchase of capital equipment to
replace employees

Self insurance for workers compensation

o Delaying purchases and capital improvements

00 0O

o

SCHOOL DISTRICTS:

o

Expenditures were reduced through:

o Layoffs of teachers, teacher aids, special education faculty, main-
tenance, and administrative personnel

Increases in class size

Reducing the number of class periods in the school day

Eliminating certain programs such as music ‘

Elimination of summer school

Discontinuing participation in shared facilities like AVTI

Closing school buildings and selling excess district property

Reducing the number of course offerings available to students

0O 0 00 O0O0O
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TABLE 25. FLEXIBILITY OF LOCAL GOVERNMENT OPERATIONS

COUNTIES:

o

CITIES:

County officials expressed concern about the extent of a county's budget which
is beyond the control of the county board. For example, Ramsey County
officials estimate that only 18 percent of the budget was subject to local

discretion (not tied to state and federal mandates or absolutely essential
services).

Some officials believe the courts are eroding the power of counties to make
expenditure and expenditure reduction decisions through the imposition of
mandates, standards and regulations. An example of court involvement was the
Walsh v. Noot decision which increased counties' mental health expenditures.

The majority of county officials interviewed recognized the need for federal
and state goals and mandates but said many are unrealistic for local problems
and needs.

Reduced hours and seniority are key labor issues and officials interviewed said
that the new financial situation for local governments will demand a different
approach to employee union contracts.

Cities appeared to have the most flexibility of the three types of local
governments described here because they seem generally less encumbered by

state and federal mandates, standards and regulations than do counties and
school districts.

The levy limit is viewed as the greatest constraint on local flexibility.

The degree of flexibility is, in part, dependent on the size of the city--smaller
cities had much less flexibility in reducing or rearranging city employees when
there may be only one or two employees in a department.

Some city officials viewed state mandates as excessive or unnecessary and said

regulations should be localized. One example which was mentioned was the
state guidelines on police training.

Sharing‘efnployees between city departments could increase flexibility but some
city officials saw this causing disputes with public employee labor unions.

SCHOOL DISTRICTS:

0

School officials also expressed the need for more flexibility during periods of
budget reductions.

Most officials said they would continue the majority of the state and federal
mandated programs in some locally designed form if they were given a choice.

Most officials interviewed said they could easily operate within curricular and
other requirements imposed by the state. However, PELRA, and particularly
its strike provision, was repeatedly cited as the exception.
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TABLE 26. ALTERNATIVES TO TRADITIONAL PUBLIC SERVICE PROVISIONS

SPECIFIC ALTERNATIVES BEING EMPLOYED OR EXPLORED
BY COUNTIES OR CITIES:

o

(]

Pooling police, fire and other services with other jurisdictions.

Contracting with private companies to provide public services, including a
number of social services.

Charging fees and special assessments for services such as garbage collection
and disposal, previously paid for with tax dollars.

Adopting new technology to improve efficiency or quality of government
activities, including the use of smaller, more efficient vehicles and other more
efficient equipment.

Replacing labor with technology and other forms of capital investment.
Expanding use of volunteer, student, and part-time employees to assume duties

previously performed by paid civil service or full-time personnel, particularly in
park and recreation programs. '

SPECIFIC ALTERNATIVES BEING EMPLOYED OR EXPLORED
BY SCHOOL DISTRICTS:

o

Instituting alternative curricular approaches and new technology, especially
computers, to reduce personnel requirements or improve education quality.

Beginning or maintaining cooperative arrangements with other districts for the
purchase of supplies or the provision of special education or vocational training
programs. (But at the same time, some other districts have discontinued, for
financial reasons, their participation in cooperative efforts).

Consolidating school districts is continuing to be discussed, particularly with
respect to the smallest of Minnesota's districts.

Establishing four-day school weeks to save building, energy, transportation and
personnel expenses. (Some years ago one district, Mora, established Minnesota's
only full-year school program. The efficiency of that program may have
buffered the Mora district against recent aid cuts).

Utilization of school facilities and services by community groups and citizens,
sometimes for a fee.

Initiating cooperation between school districts and the business community in
training pupils for high-technology occupations.

Utilizing to some larger degree volunteers, particularly to augment rather than
replace teaching staff.
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TABLE 27. EXPANDING PRIVATE SECTOR SERVICE DELIVERY

REACTIONS OF COUNTY AND CITY OFFICIALS:

o

The majority of local government officials interviewed said they do not anticipate a
greatly expanded role of the private sector in delivery of services formerly or

currently provided by local government. Reasons for this view varied but centered
on two themes: ’

o The government reductions which have occurred, or might occur, are so large
that there is simply no way they can be met by the private sector. Portions of
the private sector, including churches, businesses and individuals, cannot be
expected to expand their philanthropic contributions to meet public goals at a
time when economic trends limit their own fiscal capability.

o The level of volunteerism which is associated with earlier periods in American
history cannot be expected to occur again because the society and its needs
have changed--people's expectations of government service are higher, and
people's willingness to volunteer to do things themselves rather than pay for
them to be done is much reduced (in part because people's time is consumed
now by their own work or leisure pursuits).

Many outstate officials noted that contracting with private companies to provide
public services is an option primarily available to jurisdictions located in larger
cities or metropolitan areas which offer a range of potential contractors.

Increased contracting out to private companies, while it may reduce some public
administration costs, would require public monitoring of contractor's work.

Strong public employee bargaining units may politically oppose contracting of
services because they view it as a potential staff-reducing technique.

SCHOOL DISTRICT OFFICIALS' CONCERNS ABOUT
"PRIVATIZING" PUBLIC EDUCATION:

(]

School officials expressed strong opinions about private vouchers and the expanded

use of tuition tax credits for parents with children in private schools. The concerns
local officials raised included:

e These actions, if applied to parochial schools, would be a violation of the U.S.
constitutional wall of separation between church and state.

o These actions would contribute to already existing inequities in educational
opportunities.

o These actions would increase the costs of education to the state and might
have the effect of diminishing funds available to public schools.

e These proposals fail to recognize that non-public school options are very
limited, especially for quality programs, outside the major metropolitan areas.

e Public schools now must operate within state and federal mandates not applied
to private schools, thus giving private schools a "competitive" advantage over
public schools if vouchers were instituted or tax credits expanded.
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Key Findings

o

Counties in Minnesota dropped a significant number of clients from their income
maintenance and social service programs in response to changes in eligibility
criteria at both the state and federal levels. This resulted in cancellation of
contracts and layoffs of county employees who administer and provide these
programs. The human-services portion of the county's budget seems to be the
hardest hit by aid cutbacks. Further reductions were made in portions of county
budgets that are classified as "discretionary"--not tied directly to mandated or
"essential" services. However, these "discretionary" services represent, by some
estimates, as little as 15 to 20 percent of the counties' total budgets. Some counties
were able to avoid making these reductions, because of two factors--their ability to
increase local revenue and the size of their fund balances. In almost every county,
local revenue was increased by raising the property tax to or nearly to the state-
mandated levy limit for the human services area of the budget. In fact, a number of
counties violated the limits applied to human services. County officials are also
examining the user charges and fee structure of the counties to increase local

revenue.

Cities appear to have more flexibility overall in responding to the state and federal
aid reductions since they seem to be less the administrative arm of state and federal
government than counties and school districts. Reductions in the state-funded Local
Government Aid and Homestead Credit programs had the greatest impact on cities.
Duluth and the cities in the metropolitan area were hit hard by federal cuts in
Community Development Block Grant funds, housing assistance and economic
development, while reductions in programs like wastewater grants affected cities
across the state. All cities made personnel reductions, but a number of creative
alternatives in providing services and generating revenue minimized these personnel
reductions. Reductions in services affect everyone in a city because the services
provided by cities are directed to the population as a whole. Cities in general felt
constrained by the levy limits and thought they should be eliminated because they
don't realistically reflect recent aid reductions or the way in which inflation eats
into the cities' budgets. Many city officials felt that with declining aid, the types of
services cities provide will be cut back to traditional responsibilities such as public
safety, streets and parks. Cities also increased their user charges wherever possible
and will attempt to provide incentives for economic development as one means of

expanding the tax base for increased local revenue.
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School Districts were affected most by the reductions in the state Foundation Aid

program and other state categorical programs. Federal program reductions affected
special student populations such as the handicapped and the disadvantaged, and the
reductions resulted in staff cuts for these specific programs. The state-aid cuts for
many districts resulted in regular classroom staff cuts and other personnel
reductions, since personnel costs generally make up 80 to 85 percent of a district's
budget. The consequences are larger class size and fewer educational programs. A
survey done by the Minnesota Education Association (MEA) demonstrated that a
number of school districts are violating state rules regarding class size. While this
problem has existed for some time, the number of school districts violating the state
rules increased in 1982. Overall, the student/teacher ratio has increased 10 percent
statewide (Mammenga, Gene (Minnesota Education Association), conversation with
Doug Wilson (CURA), 20 December 1982). To avoid reductions in both staff and
programs, some districts were able to "deficit spend," utilizing fund balances that
had been built up in previous years. Almost all districts had in some way increased
their reliance on local sources of income either through the referendum levy, the
discretionary levy or the capital fund shift. The ability of school districts to
respond to these reductions in revenues was constrained by state and federal

mandates, specifically the Public Employee Labor Relations Act (PELRA), and
tenure and seniority protections for teaching staff.
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CHAPTER V.

EXECUTIVE SUMMARY

CHAPTER I. MINNESOTA FACES REVENUE SHORTFALLS

fiscal

During the past two years, Minnesota state government has experienced the worst

crisis in recent history. A series of five revenue shortfalls from August 1980 to

November 1982 required state officials to take actions to make up for a total of over $2

billion in state revenue. While many other states experienced similar problems,

Minnesota's budget difficulty is considered to be among the worst in the country.

Minnesota's fiscal crisis can be traced to four causes:

o

The slowing of national and state economies, which decreased the revenues of the
state's major taxes, increased demand and expenditures for many of the state's
human service programs and rendered revenue projections inaccurate.

Expenditure commitments in 1979 and 1980 that resulted in unexpected increases in
expenditure growth. These included substantial increases in property tax relief
programs, indexing of the individual income tax, other tax relief measures and
growth in state aids to schools, counties, cities and other local jurisdictions. State
participation in welfare programs also increased.

Over-ambitious indexing of the individual income tax, creating a significantly larger
than expected loss in state revenue for the four year period FY 1980 to FY 1983.
Inaccurate forecasting of state revenues because the slowed economic growth, the
continued high interest rates and increased unemployment were not fully
anticipated.

During the 1982 regular legislative session and the special sessions of 1981 and 1982,

the state reacted to these revenue shortfalls for the 1981-83 biennium in the following

ways:

o

Cuts in virtually all areas of the state's budget, including health, welfare,
transportation, corrections and other state departments.

Substantial reductions in aid to counties, cities, towns and special districts, along
with reductions in their property tax relief programs.

Substantial reductions in aid to education, including property tax relief, and
acceleration of a trend toward lifting restrictions on local revenue-raising by school

districts.

Tax increases, including temporary increases in income and sales taxes.
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o Shifts of revenue collections into the current biennium, transfer of expenditures into
the next biennium and deferred actions.

The legislative actions offset the budget shortfalls by providing more than $l.1
billion in tax increases, S4#05 million in expenditure reductions and $756 million in shifts of
expenditures and revenues for a combined total of over $2.2 billion. However, $640
million of the tax increases were temporary and will not be available for the 1983-85
biennial budget unless they are made permanent. At least a portion of the expenditure
reductions were also temporary and will not automatically continue into the next
biennium. Programs and services that bear these temporary reductions are still in effect
and must be funded. In addition, further use of revenue and expenditure shifts, which
provided a "windfall" resource for the 1981-83 biennium, will be limited for the next

legislature because apparently most of the shifts possible have already been made.

CHAPTER II. WEAKENING A DECADE-LONG COMMITMENT TO
MINNESOTA'S LOCAL JURISDICTIONS 4

In adjusting to its fiscal crisis, the state enacted budet reductions, tax changes and
intergovernmental policies which undermined the approach to state/local government
relations that characterized Minnesota during the past decade. That approach, known
natinally as the "Minnesota Miracle," had as its major tenets the following:

o An increasingly progressive state revenue system based in large measure on the
principle that those best able to carry the tax burden would do so. This meant that
corporate, individual income and sales taxes would generate an increasing share of
revenues for state government and local jurisdictions and that reliance on local
property taxes would be diminished. This was accomplished through continual
increases in state revenues and expenditures, including a major spending
commitment by the state to provide school and local government aids and property
tax relief to local jurisdictions.

o An attempt to equalize, through an elaborate set of formulas and local revenue-
raising limitations, local tax burdens, educational opportunities and public services
across the state regardless of the fiscal capacities of local jurisdictions.

Because of budget reductions at the state level, local jurisdictions now have little
choice but to assume substantial additional financial responsibility for the services they
provide. Besides increasing local property taxes by an average of 24 percent in 1982,
many have reduced services as well.

In funding education, the legislature in 1981 and 1982 enacted changes which

accelerated a trend, begun during the 1970s, toward increasing local revenue-raising
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responsibility and diminishing the state's relative role in funding education. This was
accomplished through a combination of spending reductions totaling $185.5 million in
various aid programs to school districts, delays of state property tax relief and payments
to districts, and shifts of some of next biennium's property-tax revenue into the current
biennium. Numerous changes were also made in state limitations on local revenue raising
in order to authorize expanded use of property taxes for funding education.

The effect of these changes has been to dramatically increase reliance on the local
property tax for funding education while decreasing reliance on state support. Between
school years 1981-82 and 1982-83, the state's portion of state/local funding for schools
dropped from 73.1 percent to 57.2 percent, reflecting reductions in state aid and the
revenue shift as well as increased use of revenue-raising authority by districts. In
addition, revenues and expenditures per pupil have become less equal in Minnesota school
districts since school year 1979-80, primarily because of the increased use of the
referendum and discretionary levies by local districts. The result is that high revenue
districts now have, on average, lower pupil-staff ratios, higher average salaries and more
experienced, highly-educated staff than do lower revenue districts.

The legislature, in coping with the state fiscal crisis, also shifted additional
revenue-raising responsibility to counties, cities and towns through the following:

o Local Government Aid reductions (to counties, cities, towns and special districts) of
S46 million.

o Homestead Credit Aid payment reductions of $30 million.

o Potential further reductions due to a cap placed on total 1982-83 appropriations for
aid payments to local governments from the Homestead Credit and other property
tax credits.

o Reductions associated with cuts to specific state programs administered locally
(such as human services) and to certain grant programs.

Unlike school districts, counties, cities and towns did not receive expanded authority
from the state for local revenue-raising to replace the funds lost through reductions in

state aid.
CHAPTER III. A NEW DIRECTION FOR THE FEDERAL GOVERNMENT

During the past two years, while Minnesota and other states struggled with mounting
fiscal problems, the Reagan Administration and Congress promulgated actions that
directly and indirectly added to the difficulties the states faced. These actions included

major reductions in domestic spending, large cuts in corporate and individual income
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taxes, deregulation of business and industry and a monetary policy designed to inhibit
inflation. Congress also enacted significiant changes in the fiscal regulatory relationships
between the federal government and state and local governments. These included
consolidation of numerous federal grant-in-aid programs into block grants accompanied in
most cases by substantial reductions in funding; easing of federal standards, mandates,
regulations and reporting requirements on state and local governments, and budget
reductions in other programs administered by state and local governments.
These federal actions have affected Minnesota in several ways:

o Federal budget reductions, the most significant among all the federal actions,
reduced benefits and availability to individual Minnesotans of programs like AFDC,
housing assistance and food stamps, and reduced federal funding for grant-in-aid
programs provided by Minnesota state and local government. Programs in Minnesota
most affected by federal reductions include AFDC, food stamps, social services,
employment programs, low income housing assistance, waste water treatment
construction, highways, community development (UDAG), and economic and regional
development.

e Changes in the federal tax laws affected Minnesota tax revenue during the current
biennium. Substantial reductions in the federal individual income tax rate increased
Minnesotan's taxable income and thereby state revenues by reducing the amount of
deductible federal taxes. However, new federal depreciation schedules, to which
the state has partially conformed, may have reduced state revenues.

o Federal actions to deregulate business and industry through budget reductions and
changes in regulations will have short and long-term effects on Minnesota's
regulatory efforts. Primary targets for deregulation have been environmental,
consumer-protection and worker-safety regulations. Reductions in federal funding
to state and local regulatory authorities will affect Minnesota's monitoring,
enforcement and research programs, while at the same time those authorities are
being asked to assume addiitonal regulatory responsibilities being devolved by the
federal government.

e Federal monetary policy, which has contributed to maintaining high interest rates,
may have a significant impact on Minnesota because the interest-rate-related slack
in the construction and automobile industries reduces the demand for timber and
taconite produced in northeastern Minnesota. In addition, high interest rates,
combined with low farm prices, have led to increased farm foreclosures and low
farm income.

e The most significant aspect of the consolidation of federal grant-in-aid programs

into block grants has been the spending reductions associated with that action.
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Reductions have been substantial in several Minnesota block grants. While the block
grants hold the potential for significant changes in state administration and fund
distribution for these programs, few alterations have yet been made. However, in
the case of at least three block grants--Education, Maternal and Child Health, and
Preventative Health--the combined effect of the federal government's shift of
grants from local jurisdictions to the state and the current implementation plans of
the state agencies involved will be to shift funding away from some jurisdictions
which had previously achieved above-average success in obtaining funds directly
from the federal government. Legislative involvement in implementation of the
block grants has thus far been minimal, but that involvement is likely to increase as
state agencies seek legislation for state implementation rules and as pressure
increases to supplement the reduced federal aid with state funding.

Minnesota's state and local governments, because of the federal attack on 'red
tape," are now being asked to decide whether they wish to operate federally-
supported programs without many of the mandates, standards, regulations and
reporting requirements of the federal government, or replace these with their own
requirements. The state and its localities will have to determine which of those
federal requirements were unnecessary "red tape" and which were important enough
to merit their re-establishment in Minnesota. Some of these requirements may be
replaced with ones more specifically designed for Minnesota. Presumably, these
determinations will be made through state and local agency rule-making as well as
through enactment of policies by elected officials. A

The administration's "New Federalism" proposals, if eventually enacted, would
dramatically affect Minnesota government. The plan to federalize Medicaid in
exchange for the state assuming responsibility for the AFDC and Food Stamp
programs would likely change the type and level of those services provided to
Minnesotans and could affect state expenditures associated with these programs.
Whatever changes occur will depend on the eligibility and service requirements of
the federalized Medicaid program and the magnitude of federal reductions in AFDC
and food stamp programs prior to the swap. The transfer of numerous federal grant-
in-aid programs to the states, if enacted, would place growing financial and
administrative responsibilities on Minnesota as federal involvement is phased out so

that by 1991 those programs would be the sole responsibility of Minnesota state and
local government.
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CHAPTER IV. LOCAL GOVERNMENT RESPONDS

In 1982 Minnesota's schools, counties, cities and other local jurisdictions faced a
more difficult fiscal situation than in previous years, largely because of state and federal
reductions in funding to those jurisdictions. The most severe pressure resulted from state
reductions in school and local government aid, property tax relief and state funding for
particular programs adminstered locally. Delays and shifts in state-aid payments also
created cash flow problems for some local jurisdictions. Federal reductions affected
locally administered programs targeted for particular populations as well as various grant-
in-aid programs.

In adjusting to the sudden and unexpected reductions, Minnesota's local jurisdictions
cut spending through service and personnel reductions and increased local revenue through
increases in property taxes and expanded use of fees and other charges. They also
depleted existing fund balances, engaged in short-term borrowing, and deferred
maintenance, capital expenditures and new purchases.

The ability of local jurisdictions to respond to the new fiscal pressure was related to

a number of factors including:

o The creativity of local officials and their access to technical and managerial
support.

o The degree to which local jurisdictions had the resource capacity--particularly the
local property tax base--to accommodate the reductions.

o The type of local jurisdiction (county, city or school district) and the type of
services it provides.

o The degree to which policy-making and adminsitrative flexibility exists. Local
jurisdictions are subject to constraints associated with state-imposed limitations on
local revenue-raising, state and federal mandates, standards, regulations and
reporting requirements, court involvement in local program and personnel areas,
union contract provisions and worker protections, and the degree to which local
budgets are discretionary (not tied to mandated or "essential" services).

e The degree of dependence of a local jurisdiction on aid from state and federal
government.

o The degree to which local officials (and citizens) believe that the current fiscal
situation is short-term rather than long-term, and therefore promulgate short-term

or temporary measures to cope with immediate fiscal stress rather than long-range

policies which assume continuing fiscal constraints.
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Counties in Minnesota dropped a significant number of clients from their income
maintenance and social service programs in response to changes in eligibility criteria at
both the state and federal levels. The human services portion of county budgets seems to
be the hardest hit by aid cutbacks. Local revenue was increased by raising the property
tax to or near the state-mandated levy limit for human services in almost every county in
the state. In fact, a number of counties violated the limits applied to human services.

Cities apparently have more flexiblity overall in responding to the state and federal
aid reductions since they appear to be less the administrative arm of state and federal
government than counties and school districts. Personnel reductions accounted for a large
share of the response but these were minimized by a number of creative alternatives for
providing services and generating revenue. Cities also increased their user charges
wherever possible and will attempt to provide incentives for economic development as one
means of expanding the tax base for increased local revenue. Many city officials believe
that because of declining state and federal aid, cities will increasingly assume only
traditional responsibilities like public safety, streets and parks.

The state aid cuts for many school districts resulted in regular classroom staff cuts

and other personnel reductions since personnel costs generally make up 80 to 85 percent
of a district's budget. The consequences of these reductions are larger class sizes (a
number of districts violated state requirements in this regard) and fewer educational
programs. To avoid reductions in both staff and programs, some districts were able to
"deficit spend," utilizing fund balances that had been built up in previous years. Districts
also increased their reliance on local sources of income either through the referendum

levy, the discretionary levy or the capital fund shift.
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CONCLUSION

NEW FISCAL CONSTRAINTS AND RECENT STATE ACTIONS
MEAN TOUGH PROBLEMS AHEAD

The first two years of the decade have brought new fiscal constraints on Minnesota
government that challenge the way it has operated over the past decade. The major
underlying cause of these new fiscal constraints has been the current economic
predicament in the state. Minnesota government is affected in several ways:
o Most importantly, growth or decline in personal and corporate income strongly
affects the level of state revenues generated from the three major taxes--individual
income, corporate income and sales taxes. Prior to the current recession, economic
growth created automatic increases in revenues, which enabled the state to meet its
budget responsibilities including its primary expenditure commitment to local
jurisdictions.
o Worsening unemployment and poverty increase the demand for, and therefore the
total costs of, government programs designed to respond to those problems. These
inélude income maintenance, social services and medical assistance.
o The costs of state and local interest payments for capital improvement projects as
well as for borrowing to cope with short-term cash flow problems are dependent on
the level of the interest rates, which have been high.
o The economic situation affects the ability of local units to raise revenues locally
without significant increases in property tax delinquency. Even though property tax
revenues do not fluctuate widely with economic conditions, the loss of income to
property owners during recessionary periods may jeopardize their ability to make
property tax payments. This is especially true in areas of the state hard hit by high
unemployment or depressed farm prices and income.
o The downturn in the economy has led to state and local political climates that
generate anxiety among citizens about tax increases in any form while at the same
time resulting in increased public demand for government actions and services.
These new fiscal constraints have put extreme pressure on Minnesota's state/local
government system, which developed and operated successfully during previous periods of
economic expansion and state revenue growth. In recent years, however, the "Minnesota
Miracle" approach to state/local relations was substantially undermined by a combination
of state reductions in school and local government aids and property tax relief as well as
expansion of revenue-raising authority for school districts, and by the increased use of
that authority by the districts.

Beyond the problems associated with the state's revenue shortfalls, additional fiscal

constraints have been placed on Minnesota by recent federal actions. Driven in large
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measure by philosophical commitments on the part of the Reagan Administration and
Congress, the federal government has promulgated a full range of budgetary, tax,
regulatory and intergovernmental policies designed to stimulate the economy, reduce
growth in federal domestic expenditures and diminish the fiscal and regulatory
involvement of the federal government in state and local matters. These policies have
contributed to the state's immediate and long-term fiscal problems.

Faced with new fiscal constraints and the difficulty of balancing the budget in view
of previous state expenditure commitments, the state legislature substantially reduced
the growth of state spending even while significantly raising taxes. Yet, despite the
importance of the economic situation and widespread concern among analysts and citizens
that these problems may exist for some time, there is little evidence that state officials
have prepared policy options to deal with those growing problems should the economic
situation persist. In fact, the legislature's decision to attach sunset provisions to the
income tax surcharge and one percent sales tax increase, transfer some of the next
biennium's expected revenue into the current biennium and defer expenditure
commitments into the next biennium suggests either an assumption or a hope on its part
that economic recovery is imminent.

But what if the difficulties of these past two years indicate the emergence of a new
period in which economic expansion of the magnitude experienced during the years since
World War II is no longer likely? What if the automatic increases in Minnesota tax
revenues, which reflected earlier economic prosperity, can no longer be expected? In
view of continuing economic and revenue problems and state actions taken during the past
two years of fiscal crisis, it is evident that the state's fiscal situation at least in 1983 will
probably be no less severe than it was in 1981 and 1982. Governor Perpich and the 1983
legislature will face difficult decisions regarding budget, tax and intergovernmental
policies as they develop a state budget for the 1983-85 biennium. Several areas of likely
legislative deliberation and action regarding the 1983-85 budget include:

o State budgetary and tax policies to respond to continued.state revenue shortfalls
should Minnesota's economic situation--particularly unemployment, low farm
incomes and high interest rates--continue or worsen.

o Decisions regarding the sunset provisions on the state's 10 percent income tax
surcharge and the 1¢ increase in the general sales tax and whether the state will
begin the transfer of 25 percent of the motor vehicle excise tax revenue to the
transportation fund.

o Recognition of the impact payment and expenditure shifts will have on the revenue
available for the 1983-85 biennial budget.
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o State budgetary, tax and other policies which recognize continued reduction in
federal aid to the state through various programs.

o State expenditure, tax, and other policies associated with state implementation of
the already enacted federal block grants as well as block grants and other New
Federalism actions which may be enacted by Congress in subsequent years.

In coping with the 1983 fiscal situation, state officials will face several larger issues
as well. While the revenue and expenditure issues outlined above are of an immediate
nature, state officials should examine the overall revenue system of the state and its local
jurisdictions. This system not only involves the major taxes paid by Minnesotans--income,
sales and property taxes--but also the state aid and property tax relief payments paid to
local goverments and individuals by the state. In light of the revenue measures enacted in
response to the recent shortfalls and the tax relief measures passed during the 1979 and
1980 legislative sessions, questions have been raised regarding the stability, progressivity
and efficiency of this revenue system.

Another area for re-examination is the current system of intergovernmental aids
and property tax relief, state-imposed limitations on local revenue-raising, and state-
imposed mandates, standards and regulations on local jurisdictions. Given growing
pressure for public service reform, the legislature may also wish to develop specific
reform strategies as an ongoing part of their formulation of the tax, expenditure and
intergovernmental policies associated with state/local relations.

Finally, given Minnesota's continuing economic problems and the desire to protect
existing economic productivity as well as stimulate new economic activity and jobs, state
officials will need to examine a broad range of policies which could improve Minnesota's
economy, particularly in the long-term. Such policies, if implemented in the near term,
could help buffer the state against potential long-term revenue problems.

These larger issues, and alternative policy approaches to them, will be discussed by
the authors in a report soon to be released by CURA.
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APPENDIX A

DIVISION OF STATE GENERAL FUND APPROPRIATIONS
BY EXPENDITURE CATEGORY

School Aids

Foundation Aids
Transportation Aid

Special Education Aid

Education/Higher Education

Department of Education
State University System

Higher Education Coordinating
Board

Health, Welfare and Corrections

Department of Public Welfare
Department of Economic Security

Department of Corrections

Transportation/Semi-State

Department of Transportation
Department of Public Safety
Department of Commerce

Various State Boards such as
Electricity, Cosmetology,
Boxing, Watchmakers

State Departments

Legislature
Courts
Governors Office

Pollution Control Agencies

Debt Service

Vocational Education Aid
Non-Public School Aid

Community College System
Mayo Medical School

University of Minnesota

Department of Health

Various Medical Baords

Public Utilities Board
Department of Public Service

Historical Society

Departments of Administration, Finance
Employee Relations, Revenue, Agriculture,
Natural Resources, Energy, Planning and
Development, Veterans, Military Affairs

and others.

Interest costs and payment on balances of long-term state borrowing.
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10.

Interest on Short-Term Financing

Interest costs of short-term borrowing during the present biennium for cash flow
problems.

Retirement Contributions

Contributions to retirement plans of state employees and teachers.

Aids and Credits

Property Tax Refund Local Government Aid

Low Income Credit Homestead Credit

Agricultural Credit Wetlands and Native Prairie Credit
Senior Citizen and Renters Credit

Disability Credit

Other Expenditure Categories

A. “Salary Supplement, COLA and Insurance

Salary increases, cost of living adjustments (COLA) and insurance increases for
state employees.

B. Mining Apportionment

Property tax relief and payments to those local government units who are in
eligible regions of the state.

C. Transfers/Open and Standing

Represents payments or transfers to funds with specific purposes such as
campaign financing, taconite environment production fund, and IRRRB.

D. Appropriations Carried Forward

Balances carried forward from one fiscal year to another.
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APPENDIX B

SUMMARY OF CHANGES IN THE TAX LAW BY THE 1981 TAX ACT

Tax Category Tax Changes

individual tax rate cut

indexing of individual income taxes
marriage penalty

child care credit

charitable contributions

capital gains

unearned income tax rate cut

tax exemptions on foreign income

Individual income taxes

00 000O0O0O0O0O0

Business tax cuts accelerated depreciation tax (ACRS)
corporate tax rates on small businesses
research and development tax credit
rehabilitation of older buildings tax credit
target job tax credit

accumulated earnings tax

trucking firm tax deductions

0 0000 OO0

Energy related taxes royalty tax credit change

stripper oil tax exemption

o o

tax free All Savers Certificates
individual retirement accounts
Keogh Accounts

interest exclusion

Savings incentives

© 00O

Estate and gift taxes maximum estate size

pass-between-spouse exemption -
annual gift exclusion

estate and gift tax rate reduced
estate valuation difference changed

0O 00O0O0

Other tax changes o commodity tax straddles

o railroad employee contributions to retirement
fund increase .

o tax payment schedule change for large corporations
o state legislator's per diem deduction
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APPENDIX C

REAGAN ADMINISTRATION EFFORTS TO EASE REGULATION
ON BUSINESS AND INDUSTRY

A SAMPLING OF AGENCY ACTIONS AND PROPOSALS:

The Federal Trade Commission (FTC) dropped its proposal to ban television advertising
aimed specifically at children; the FTC may drop its eight-year-old antitrust case
against the three largest United States ready-to-eat cereal manufacturers and is
considering revision or elimination of the requirement that companies substantiate all
statements they make about their products in advertisements. (Caroline E. Mayer,
"Federal Agencies Sheathe Swords," The Minneapolis Star, November 3, 1981, pp. 1D,
2D, 4D.)

The Consumer Products Safety Commission has urged Congress to abolish the agency.
The agency dropped many investigations, including those looking into firehazards of
electric clothes dryers, electric light fixtures and kerosene lamps; it delayed a final
decision on a proposed rule to ban home insulation made with formaldehyde, rejected a
mandatory standard for children's projectile toys, and refused to require special
labeling on children's thermal underwear that does not comply with the agency's

flammability standards for children's sleepwear. (Ibid.)

The United States Department of Agriculture (USDA) has indicated plans to make
major changes in meat inspection procedures as well as change beef-grading standards
that would allow beef now marked "good" to be graded '"choice," proposed new
standards for school lunches to reduce minimum requirements, decided to review its
long-time system of marketing orders through which USDA determines the amount of
fruit and vegetables that may be shipped at a particular growing time and indicated

that it wants revision of the law banning the use of any food additive that has been

found to cause cancer in animals. (Ibid.)

The Food and Drug Administration (FDA) has begun an overall review of its drug-
approval process with an eye toward its streamlining to encourage drug development;
the agency halted consideration of labeling requirements improving the indication of
the contents of food, ordered review of FDA's nonprescription drug evaluation and is

considering a major Congressional effort to rewrite United States food safety laws.
(Ibid.)
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(o)

The National Highway Traffic Safety Administration (NHTSA) has repealed the
requirement that cars be equipped with airbags or automatic seatbelts and scheduled
for review a number of other rules which may be modified or eliminated, including the

fuel economy standards for post-1985 cars and a new bumper design standard. (Ibid.)

The Occupational Safety and Health Administration (OSHA) has exempted three-
fourths of United States manufacturing concerns from routine inspections, proposed
restriction on surprise workplace inspections made in response to employee complaints
and is generally substituting voluntary industry compliance where possible. (Joann S.
Lublin, "New OSHA Chief Tries to Please Business and Labor, but Cutbacks Rile
Unions," Wall Street Journal, November 23, 1981, p. 25).

The Department of Health and Human Services (HHS) wants to relax or repeal many of
the rules governing nursing home services, the rights of patients and the qualifications
of the staff at long-term care facilities. (Robert Pear, "Reagan Officials Seek to Ease

Rules on Nursing Homes," New York Times, December 20, 1981, pp. 1 and 20.)

The Environmental Protection Agency (EPA) has begun review of some 400 rules
stemming from 12 environmental statutes and seeks statutory changes in the Clean Air
Act; the EPA also initiated review of the consolidated permit regulation with an eye
toward simplifying the process, changed air pollution regulations estimated to save
industry $1 billion dollars in 1982 by avoiding installation of pollution control
equiment, reduced agency lawsuits to crack down on industries dumping pollutants that
were designed to force cleanup of hazardous waste sites (a drop from 43 such suits in
1980 to 7 in 1981) and relaxed restrictions on ocean disposal of municipal waste, sludge
and low-level radioactive wastes. (Lawrence Mosher, "Reagan's Environmental
Federalism--Are the States up to the Challenge?" National Jodrnal, January 30, 1982,
pp. 184-188; "Cleanup is 'Killed,' Pair Claim," St. Paul Pioneer Press/Dispatch, April 3,
1982, p. 16A; "Major Rules Change Eases Air Standards," St. Paul Pioneer
Press/Dispatch, April 3, 1982, p. 16A; Lawrence Mosher, "Reaganites, With OMB's List
in Hand, Take Dead Aim at EPA's Regulations," National Journal, February 14, 1982,
pp. 256-259).
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The Department of Interior has proposed a five-year oil and natural gas leasing
schedule for the outer continental shelf (20 times faster than the current leasing rate),
expanded from 3 million to 160 million acres the geographic scope of environmental
impact statements for outer continental shelf leasing (apparently to limit the efficacy
of such statements), proposed new rules to allow motorboats continued operation on
the Grand Canyon's Colorado River and is considering allowance of airboats in part of
Everglades National Park and snowmobiles in four California national parks, proposed
new management rules easing restrictions on Bureau of Land Management grasslands,
shifted responsibility for regulating oil and gas exploration from the Fish and Wildlife
Service to the United States Geological Survey and is seeking to increase the role of
private concessions in the national parks by recommending waiver of their franchise
under certain conditions and by lengthening the terms of their contracts. (Reagan

shifts U.S. Policies on Public Land Management," Congressional Quarterly, October 3,
1981, pp. 1,899-1,904.)
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APPENDIX D

THE ADMINISTRATION'S 1982 BLOCK GRANT PROPOSAL
(FEDERAL FISCAL YEAR 1983 BUDGET)*

Child Welfare Block Grant would include child welfare services, child welfare training,
and foster care and adoption assistance.

FUNDING: FFY 82 - $465 million
FFY 83 - $380 million (proposed)

Rental Rehabilitation Grant would replace Section 8 moderate rehabilitation program and
Section 312 rehabilitation loans.

FUNDING: FFY 82 - $11.65 billion
FFY 83 - $.15 billion (proposed)

Training and Employment would replace grants to state and local governments through
CETA--due to expire September 30, 1982--with a block grant to states.

FUNDING: FFY 82 - $2.2 billion
FFY 83 - $1.8 billion (proposed)

Combined Welfare Administration Grant would combine grants for state administration of
Medicaid, AFDC, and Food Stamps into a single payment with no state match required.

FUNDING: Proposed FFY 83 - 95 percent of the FFY 82 federal share (states would
also assume the costs of errors above 4 percent in their administration of
AFDC and Medicaid, now the responsibility of the federal government).

Vocational and Adult Education would combine a number of small grants into a grant to
the states.

FUNDING: FFY 82 - $634 million
FFY 83 - $500 million (proposed)

Education for the Handicapped would combine 13 grants, consolidating the Education for
All Handicapped Children Act and handicapped educational services under Title I of the
Education Consolidation Program and transferring rehabilitation services and handicapped
research to the Department of Health and Human Services--all into a grant to the states.

FUNDING: FFY 82 - $1.74 billion
FFY 83 - $1.56 billion (proposed)

Rehabilitation Services would combine basic state grants with several project grant
authorities.

*SOURCES: OMB, Major Themes and Additional Budget Details, FY 83, Jan. 1982, pp.
17, 18; Center for Community Change, FY 83 Block Grant Proposals Set
Stage for "Turnback" of 43 Programs to States in FY 84, Monitor, March
1982, pp. 13, 14.
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OTHER CHANGES:

Health Block Grant The Women, Infants, and Children (WIC) Nutrition Program would be
added to the existing Maternal and Child Health Block Grant.

FUNDING: FFY 82 - $1.3 billion
FFY 83 - $1.0 billion (proposed)

Primary Care Block Grant would add Black Lung Assistance, migrant health centers and
family planning aid programs to the Primary Care Block Grant.

Low Income Energy and Emergency Assistance would consolidate the two programs.

FUNDING: Proposed reduction to $1.3 billion in FY 83, less than the current fundmg
for energy assistance alone.
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APPENDIX E

SIXTY-ONE TURNBACK PROGRAMS

The Reagan Administration has proposed a phase-out of the following federal grant

programs. This includes several which have been proposed for consolidation into block

grants in FFY 1983. (Administration statements that only 44 programs would be involved

in the FFY 1984 takeover reflect the intention to consolidate.)*

PROGRAM AREA

Social Services:
Child nutrition program (4)*
Child welfare grant (%)
Runaway youth and child abuse (2)
Social services
Community services
Prevention
Alcohol, drug abuse, mental health
Primary care block expansion (4)
Maternal, child health block

expansion (2)

Education and Training:
Vocational rehabilitation block
grant (5)
Vocational and adult education
block grant (8)
Education block grant
Training & employment block grant (4)
Low income energy aid (2)

Community Development:
Water and sewer grants
Water and sewer loans
Community facility loans
Community development block grant
Urban development action grant
Wastewater treatment

PROGRAM AREA

Transportation:

Airport grants

Primary highways

Rural highways

Urban highways

Bridges

Highway construction safety
Other federal aid highways
Interstate transfers--highways
Appalachian highways

Mass transit (construction)
Mass transit (operations)
Highway safety

Revenue Sharing:

General revenue sharing
OSHA state grants
EPA state grants

TOTAL: 61

SOURCE: Rochelle L. Stanfield, "'Turning Back' 61 Programs: A Radical Shift of
Power," National Journal, February 27, 1982, p. 371.

*Numbers followmg listings indicate the number of programs to be consolidated if more
than one program is involved.




APPENDIX F
PARTICIPANTS IN WORKSHOPS AND OUTSTATE INTERVIEWS

URBAN COUNTIES WORKSHOP -- February 3, 1982

Anoka County
Wayne Johnson, Chief Deputy Auditor; Tim Yantos, Administrative Assistant

Dakota County
Jerry Krueger, Economic Assistance Director; Joe Schur, Director of Planning,
Human Services

Hennepin County
Commissioner Jeff Spartz, Board of Commissioners; Dale Ackmann, Administrator

Ramsey County
Commissioner Robert Orth, Chairman, Board of Commissioners; Carrie Wasley,
Administrative Assistant to Board of Commissioners

Association of Minnesota Counties
James Shipman, Director; Beverly Driscoll, Legislative Affairs Staff

NON-PROFIT ORGANIZATIONS WORKSHOP -- February 24, 1982

Branch II
Dave Schultz, Director

Catholic Charities
Eustolio Benavides, Coordinator of Social Services to Hispanics

Common Space
Charlie Warner, Director

Greater Minneapolis Council of Churches
Tom Quigley, Director

Inner Urban Catholic Coalition
Paul Marincel, Director

Metropolitan Community Health Consortium
K.C. Spensley, Executive Director

Metropolitan Senior Federation
Jim Zentner, Associate Director

-126-



Minneapolis United Way
Byron Laher, Government Relations Director

Minnesota COACT
John Musick, Director

Northwest Hennepin Human Services Council
Lisa Cohen, Planner

Working Opportunities for Women
Yvette Oldendorf, Executive Director

METROPOLITAN AREA CITIES WORKSHOP -- March 3, 1982

City of Minneapolis
Mayor Donald M. Fraser; Ed Dirkswager, Deputy Mayor

City of Mound
Mayor Rock Lindlan; John Elam, City Manager

City of Roseville
Mayor June Demos; John F. Andre, City Manager

City of St. Paul
Jerry Stein, Administrative Aid for Policy, Mayor's Office

Metropolitan Council
Charles Weaver, Chairman; Eugene Franchett, Executive Director

League of Minnesota Cities
Don Slater, Executive Director

OUTSTATE CITIES WORKSHOP -- March 10, 1982

City of Fergus Falls
Mayor Kelly Ferber; Jim Nitchals, City Administrator

City of Olivia i
Mayor Mary Page; Christine Gilchrist, Manager, Olivia Chamber of Commerce

City of Red Wing
Mayor Ed Powderly; Dean Massett, Council Administrator !

City of Virginia
Mayor Jalmer T. Johnson; Norma Nekich, City Clerk; Greta Ocklind, Treasurer
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METROPOLITAN AREA SCHOOL DISTRICTS WORKSHOP -- March 31, 1982

Anoka-Hennepin School District #11
Chairman Larry Johnson, School Board; Lewis Finch, Superintendent

Buffalo School District #87
Chairwoman Idella Ziegler, School Board; Darrell Miller, Superintendent

Hastings School District #200 _
Chairman Tom Schaffer, School Board; Kenneth LaCroix, Superintendent

Hopkins School District #270
Chairman George Holthus, School Board; Arthur Bruning, Superintendent

Minneapolis Public Schools
Joy Davis, School Board; Lyle Baker, Coordinator, Federal Project Staff; Larry
Harris, Coordinator, Legislative and Community Affairs

St. Paul Public Schools
James Phillips, Assistant Superintendent

Minnesota Association of School Administrators
Norman Maguire, Executive Director

Minnesota School Boards Association
W.A. Wettergren, Executive Secretary

BUSINESS, INDUSTRY AND FOUNDATIONS WORKSHOP -- April 21, 1982

City Venture Corporation
George Bardos, President; James Harrington, Vice President

First Bank Minneapolis
James Hetland, Vice President

First Bank St. Paul
Robert Van Hoef, Vice President for Community Development

General Mills Foundation
James Shannon, Vice President and Executive Director

Minneapolis Chamber of Commerce
Joe Stipanovich, Manager of Research

Minneapolis Foundation
Thomas Beech, Executive Director

Minnesota Business Partnership
John Cairns, Executive Director; Pam Berkwitz, Deputy Director

Minnesota Council on Foundations
Jacqueline Reis, Executive Director
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St. Paul Chamber of Commerce
Amos Martin, Executive Director; William Schilling, Governmental Action Manager

St. Paul Foundation
David Ziegenhagen, Senior Program Officer

STATE GOVERNMENT WORKSHOP -- May 5, 1982

Minnesota Senate
Senator Roger Moe, Majority Leader; Gary Bastian, Administrative Assistant,
Senate Minority; Victor Moore, Assistant to Senate Majority Leader

Minnesota House of Representatives
Rep. David Jennings, Minority Leader; Rep. Willis Eken, Majority Leader; Bette
Anderson, Director, IR Caucus Research; Anndrea Benson, Assistant to Majority
Leader; John Redmond, Director, DFL Caucus Research

Governor's Office
Robert Renner, Administrative Aide

Department of Education
Barry Sullivan, Legislative Relations Specialist

Department of Energy, Planning and Development
Kent Eklund, Commissioner

Department of Finance
Peggy Kenney, Assistant to the Commissioner

Department of Revenue
Clyde Allen, Commissioner

COUNTY AND CITY OUTSTATE TRIP - FEBRUARY 16-19, 1982

Aitkin County
Commissioner John Karelis, Board of Commissioners; Commissioner Michael Zilver-
berg, Board of Commissioners; Franklin Draper, Auditor; Robert Farrell, Welfare
Director

Blue Earth County
Commissioner David Stevens, Chairman, Board of Commissioners; Patrick
McDonnell, Central Services Coordinator

Kandiyohi County
Al Hoogeveen, Auditor

Martin County
Commissioner Phil Theobald, Chairman, Board of Commissioners; Robert Katzen-
berger, Auditor; Duane Shimpach, Human Services Director; Robert Witty, County
Engineer
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St. Louis County
Commissioner Gary Doty, Chairman, Board of Directors; Commissioner Bill Kron,
Board of Commissioners; Roger Elverhoy, Business Manager; Russell Petersen,
Auditor; Miles Wagensteen, Social Services Director; Bob Zelezniker, Deputy Social
Services Director

City of Aitkin
Mayor Carol Norris; Jerry Boldt, City Manager

City of Duluth
~Mayor John Fedo

City of Hibbing
Mayor James Collins; Harry Jherardi, Deputy Clerk

City of Sleepy Eye
Mayor Harry Hornbrook; Edwin Treml, Clerk

City of Willmar
Councilwoman Irma Peterson

SCHOOL DISTRICT OUTSTATE TRIP -- April 13-16, 1982

Aitkin School District #1
Patrick DeSutter, Superintendent; Robert Sarff, Elementary Principal

Albert Lea School District #241
Curtis McCamy, Superintendent; Ray Henderson, Director of Education; Marge
Lukehart, Title I Director

Cold Spring School District #750
William J. Virant, Superintendent; J. Nick Demuth, Elementary Director; Bill Goede,
Community Education Director; Gary Haberman, Elementary Principal; Jim
Hieminz, Special Education Director; James Johnson, High School Principal; Robert
Martinson, Jr., High School Principal; Tom Westerham, Elementary Principal

Marshall School District #413
Dick O'Connell, School Board; Jerald Huber, Superintendent

Mora School District #332
Pius Lacher, Superintendent

Rochester School District # 535
Al DeBoer, School Board; Harry Vakos, Superintendent; George Snyder, Director of
Elementary Education

Rushford School District #234
Dennis Rislove, Superintendent

Worthington School District #518
Shirley Held, Superintendent; Dale Jenson, Assistant Superintendent
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UNIVERSITY FACULTY PARTICIPANTS

University of Minnesota

John Adams, Department of Geography; John Brandl, Humphrey Institute of Public
Affairs; Thomas Dewar, Humphrey Institute of Public Affairs; Edward M. Foster,
School of Management; Joe Galaskiewicz, Department of Sociology; Diane Hedin,
Center for Youth Development; Jim Jernberg, Humphrey Institute of Public Affairs;
Ted Kolderie, Humphrey Institute of Public Affairs; Ira Moscovice, Center for
Health Services Research; Art Naftalin, Humphrey Institute of Public Affairs; Glenn
Nelson, Agriculture & Applied Economics; Gordon Rose, Community Development,
Natural Resources and Public Policy Education; Esther Wattenberg, School of Social
Work; David Zerbe, Lab Medicine & Pathology

Other
John Harrigan, Department of Political Science, Hamline University

CURA STAFF PARTICIPANTS

Thomas Anding, Penelope Burke, Tom Peek, Thomas Scott, Fred Smith, Doug Wilson
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