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increased the number of PSE positions that were subcontracted to
community-based nonprofit organizations (CBOs). The following
is from a special study issued in 1981 on "Subsidizing Employment
in the Nonprofit Sector."

The public job creation component of the Carter administra­
tion's economic stimulus package in 1977 was the first federal
effort to use extra-governmental agencies - nonprofit organiza­
tions - for job creation on a large scale. In administering the
stimulus package, the Labor Department instructed its regional
offices that prime sponsors should try to allocate one-third of
their title VI funds to nonprofit organizations. Data collected
from the second round of public service employment field study
show that as of December 1977 the sample governments, on the
average, were exceeding this goal. Although the study did not
produce data on the proportion of funds going to nonprofit
agencies, it did find that such agencies had ten percent of the PSE
sustainment positions and 43 percent of the project positions.53

But visibility had its downside. Although CETA providedjobs
for well over a million unemployed persons over time and job
training and work experiences for thousands more, by 1978 stories
of PSE abuses, frivolous uses, and mismanagement undermined
support for the whole CETA apparatus.54 In October 1978, the
number of positions for PSE was reduced, and amendments were
added to address perceived shortcomings in the program. The 1978
act changed the planning and grant application procedures, requir­
ing tighter verification of a participant's eligibility and mandating
independent monitoring units for each prime sponsor.

The basic CETA block grant program was also changing.
Whatever the reasons for making changes, the effects were similar.
Comprehensive manpower services were displaced by PSE as the
primary focus ofCETA in terms ofboth funding and publicity, and
at the same time CETA was slowly recategorized and recentralized
as specific programs and target groups were added to local prime
sponsor's responsibilities.
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value over time; overall these programs grew by an annual average
of 0.9 percent from 1983 to 1993 compared to a 3.9 percent growth
in the consumer price index.62

III. The Current Scene

Federal grants-in-aid from the federal government to states, locali­
ties, and nonprofit groups were originally estimated at $238.5
billion for the fiscal year that just ended. This included fifteen
programs that are classified as block grants by the U.S. General
Accounting Office and the U.S. Advisory Commission on Inter­
governmental Relations.63 These grants account for a relatively
small share (15 percent) of total federal grant-in-aid spending as
shown below.

Waivers as a Devolutionary Tool

Another subject of importance in considering devolution - one of
rising importance and relatively recent origin - is the use ofwaivers
of federal laws. This practice has been prominent since the mid­
1980s as a way to give the states greater control over and flexibility
for entitlement grants-in-aid, especially Medicaid and the Aid to
Families with Dependent Children (AFDC) program. Almost all of
the states have applied for waivers, most ofthem under Section 1115
of the Social Security Act, more of them for welfare (AFDC) than
for Medicaid. In 1992, forty-two states had applied for welfare
waivers. Most of these have been granted under the liberal waiver­
granting policy of the Reagan and Clinton administrations. Further­
more, many of them create new service-program opportunities for
nonprofit organizations, particularly child care and job training
agencies. As of late 1995, twenty-seven states had applied for
Medicaid waivers, most of which emphasize the role of health
maintenance organizations to deliver hospital, primary care, and
preventive services. But for some devolutionists, this form of per­
mission-granting flexibility is not enough.
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Table 2
1995-96 Block Grants

Block Grant
Surface Transportation
Community Development Block Grant
Social Services Block Grant
Federal Transit Capital and Operating Assistance
CDBG States' Program
Low Income Home and Energy Assistance Program
Prevention and Treatment of Substance Abuse
Job Training Partnership Act, Title II-A
Child Care and Development Block Grant
Maternal and Child Health
Education (Federal-State-Local Partnerships)
Community Services
Community Mental Health Services
Preventative Health and Health Services
Assistance for Transition from Homelessness
TOTAL

Estimated 1995
(in millions $)

$18,773
3,186
2,800
2,284
1,346
1,319
1,234
1,055

935
684
370
392
275
152
29

$34,834

Source: Budget ofthe U.S. Government. Fiscal Year 1996, Budget Information
for the States (Washington: GPO. 1995),

The #Newt Federalism#

The notable difference today from past devolutionary efforts is that
now a much stronger effort (a veritable "Devolution Revolution")
is being promoted by Republican leaders ofthe Congress in concert
with Republican governors.64 The new movement includes entitle­
ment grants-in-aid as candidates for block grants. Early in the first
100 days, Speaker Newt Gingrich and his House colleagues set
about with a vengeance to create block grants out of these entitle­
ment grants. The Republican majority in the Congress sought
repeal of the safety-net (i.e., open-ended) aspect of grants that
provide aid in cash and in kind to poor families and individuals.
The most important is for welfare replacing the Aid to Families
with Dependent Children program. Called "Temporary Assistance
to Needy Families (TANF)," this block grant provides lump sum
payments to the states for aid to needy families. New program
requirements limit aid to five years for any family and require that
after two years a family head (usually the mother) has to go to work.
Assuming a state adheres to these requirements, TANF gives the
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and deregulate Medicaid, which, while not called grant blocking,
would nonetheless be far-reaching.

Deregulation as an Instrument ofDevolution

Deregulation is another devolution instrument. It can happen as a
result of both legislative and administrative action as in the case
already mentioned of string-loosening under the Community De­
velopment Block Grant. On the legislative front, Congress passed,
and President Clinton signed, the Unfunded Mandates Reform Act
of 1995 limiting the federal government's power to adopt future
mandates for state, local, and tribal governments without paying
for them. This was part of "Promise Number 8" in the House
Republicans' 1994 Contract With America. This law, although not
tiger-toothed, is strong enough to have us conclude that something
important is happening to federal-state relations. Unfunded man­
dates were one way the federal government managed to keep
control over policy decisions without bearing the fiscal responsi­
bility.

The Effect ofBudget Cutting on Devolution

The federal government is not simply loosening the regulatory
apron strings. It is also tightening the purse strings. Cuts in discre­
tionary spending for domestic programs averaged ten percent, and
in some cases were much higher than this for fiscal year 1996.
Looking down the road to 2003, projections for the reductions
being discussed average 30 percent at the end of this seven-year
period. Not only is federal spending being cut, but it is no longer
the modus operandi ofWashington to discover problems and throw
money at them to solve them. The federal money machine is turned
off. This is not just a fiscal event. It shifts the social policy agenda
to others - mainly to state governments - when it comes to
defining social needs, determining how to meet them, and deciding
who should have the responsibility for doing so. Nonprofit organi­
zations have every reason to be very nervous about these budget
reductions.
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State Management Reform

Nonprofit groups play many roles. Service provision is one. Advo­
cacy is another. They are also training grounds for developing
leadership and administrative skills at the community and neighbor­
hood levels. Hence, the way state or local governments contract with
these groups and relate to them involves more than management
change. Many state governments are not waiting for the Feds to act.
There is anew activism on the part ofthe states; they are undertaking
policy and managerial changes under their already existing author­
ity, which is considerable. The Rockefeller Institute of Government
study of state implementation capacity includes an analysis of
governmental contracting relationships with social serving non­
profit organizations.65 Many state officials, governors included, see
devolution as a way to give them greater opportunity to improve
the management efficiency of government. Borrowing corporate
terminology, they talk about "re-engineering" government. The
jury is out on how much and what kinds of management changes
state governments will make.66 Such change is hard to measure; it
involves such challenging tasks as:

1. Integrating social services, which involves the non­
profit sector and may in the future also and increas­
ingly involve profit-making organizations.

2. Revising contracting procedures with both nonprofit
and profitmaking service providers.

3. Strengthening state leadership structures.

4. Improving management information systems.

5. Enhancing the administrative capacity for managed­
care systems for health services and for other social
services.

6. Reforming civil service systems.

7. Reforming financial management practices and meas­
uring program performance
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8. The privatization of administrative processes and so­
cial service activities.

IV. Concluding Comments

Recently, experts on public administration have written about "the
hollow state," referring to the separation between government and the
services it funds.

In a general sense the hollow state refers to any joint produc­
tion situation where a governmental agency relies on others
(firms, nonprofits, or other government agencies) to jointly de­
liver public services. Carried to extreme, it refers to a government
that as a matter of public policy has chosen to contract out all of
its production capability to third parties, perhaps retaining only a
systems integration function responsible for negotiating, monitor­
ing, and evaluating contracts. There is obviously a great deal of
territory between these two extremes, but while hollowness varies
from case to case, the central task of the hollow state does not~
this is to arrange networks, whereas the traditional task of gov­
ernment is to manage hierarchies.67

Like Smith and Lipsky quoted earlier, Eugene Bardach and
Cara Lesser see a "leaking of authority" from elected legislators as
raising new problems of accountability.68 Both contracting out to
private firms and the nonprofitization of social welfare and com­
munity development services are encompassed in this metaphor.
Nonprofitization has strengthened the aided organizations, but
brings with it hard questions about whether the contracted services
should be treated in this way and whether and how governmental
accountability can be exercised in this setting.

Responsibilities have always been highly dispersed and frag­
mented in American government. Even without the increased reli­
ance on nonprofit organizations to provide social welfare and
community development services, these functional areas would
have to be described as highly pluralistic. I began this chapter by
debunking myths; a final debunk is in order. There is a widespread
idea that the New Deal put the national government in charge of
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domestic affairs, and that this is now being undone. Hardly the case.
Domestic responsibilities have always been shared, with different
levels of government involved to different degrees in financing,
making policy, and administering programs. But the main action
when it comes to running social and community development
programs is not Washington action. Devolution has been advanced
in the modem period primarily by conservatives, but sometimes it
has backfired, and sometimes it has· surprised people, and among
the surprised people are leaders and proponents ofnonprofit organi­
zations.
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