



















































































with non-subsidized workers. This concern led to a Congression-
ally mandated shift in the design of the PSE program to combat
displacement, a change that had major repercussions for nonprofit
organizations. Congress passed the Emergency Jobs Program Ex-
tension Act on October 1, 1976, providing new funds for Title VI
and imposing two major changes:

1. It required that all newly hired Title VI workers be
assigned to special projects that would last for no more
than one year. In effect, the PSE program now con-
sisted of two components: “sustainment” positions
funded under Title II and part of the Title VI appro-
priation, and “project” positions, funded with the rest
of the Title VI appropriation.

2. The act also imposed new eligibility restrictions Half
of the vacancies arising under the sustainment portion
of all the new positions created under the project
portion were to be filled with people who had been
unemployed for at least 15 out of the preceding 20
weeks. The previous rule required no more than 30
days of unemployment.

The idea behind the project approach was to remove PSE
employees from the regular operation of the state or local gov-
ernment. These one-year projects were supposed to consist of
specific tasks that would not otherwise be performed. It was
hoped that these new changes would make fiscal displacement
more difficult. V ‘ -

In May 1977 Congress once again ratcheted up PSE. It passed
the Carter administration’s “Economic Stimulus Program.” An
additional $4 billion was pumped into PSE for 1977 and 1978,
much of it going to Title VI projects. As a result, enrollment in
Titles II and VI combined rose to a peak of 755,000 participants in
March 1978.52 Important for this planning chapter, one of the big
effects of the Title VI changes was to provide large numbers of new
jobs rapidly to nonprofit organizations. Prime sponsors greatly

27



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.”>

But visibility had its downside. Although CETA provided jobs
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.>* 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 of CETA in terms of both 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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The more things change, the more they stay the same. Rather
than a single block grant, within four years prime sponsors were
administering a series of categorical manpower grants. The
attraction of special programs with earmarked funds serving
targeted groups proved irresistible despite the fact that consoli-
dation and coordination were major goals of the legislative
reform that led to the initial passage of CETA. As the program
evolved, these goals were slowly buried. The one thing that
remained constant in the face of the many alterations to CETA
was the decentralized administrative structure. Officials of local
governments retained responsibility for planning and operating
the programs authorized.

CETA wound up in the eyes of many as a widely discredited
effort. Fortune magazine ran a story in April, 1979 entitled, “How
CETA Became a Four-Letter Word.”35 This harsh judgment of
CETA was neither fair nor accurate; many local programs
worked well. But the die was cast. The end of CETA and
especially its big and vulnerable PSE components came in 1981
- when Reagan took office. Citing charges of abuse by local
governments, the high cost per participant, and low rates of
placement in unsubsidized jobs, the Reagan administration per-
suaded Congress to rescind the programs’ spending authority for
fiscal year 1981 and to eliminate any authorization for fiscal year
1982 for public service jobs.

The Job Training Partnership Act of 1983 (JTPA) replaced
CETA as the primary vehicle for job training. JTPA differs from
CETA in that it does not channel federal money directly to local
governments. Instead, funds go to each governor for allocation
within his/her state. JTPA also puts heavier emphasis than CETA
on cooperation with the private sector. At the local level, each
area’s JTPA program is operated under an agreement between local
government and a private industry council (PIC), which includes a
majority of representatives from private business. JTPA programs
focus on training; JTPA explicitly prohibits public service employ-
ment. JTPA also contains an earmark for retraining dislocated
workers. Nonprofit groups, however, still are big players in this
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field, and the likelihood is that they will continue to be under the
new workforce d=velopment block grant making its way through
the Congress. It passed both bodies in the 104th Congress, but died
in conference. The major changes proposed were more discretion
and more emphasis on states.

The Social Services Block Grant — Title XX

Social services for recipients of welfare were not funded under the
original Social Security Act of 1935 despite the argument that cash
alone would not address the needs of the poor. State social services
expenditures for welfare recipients did become eligible for 50
percent of Federal funding twenty years later in 1956, although
many states chose not to participate. The Social Security Act was
amended again in 1962 under President Kennedy, with emphasis
on preventive and rehabilitative services and a higher federal
matching rate for services of 75 percent. The 1962 amendments
also expanded eligibility for social services to both “former” and
“potential” welfare recipients. No limit was placed on the federal
expenditure level. In 1967 the Social Security Act was again
amended to authorize funding for so-called “hard” social services,
such as job training and child care, in a more aggressive effort to
move people off welfare and into work.5® The new legislation also
required states to establish a single organizational unit responsible
for administering social services and provided an enriched match
(85 percent) for social services provided during the first year after
the law took effect.57

In a hugely important (and, in retrospect, wrong-headed) step,
administration of the federal social services program was formally
separated from the administration of cash assistance in 1967 as part
of a reorganization in the Department of Health, Education, and
Welfare. Welfare eligibility workers were set apart from social
workers. Increasing the emphasis on this step, five years later in
1972 states were required by regulation to separate the local ad-
ministration of cash assistance and social services.’® Major bene-
ficiaries of separation were nonprofit organizations, precisely the
groups many conservatives view (incorrectly) as “private chari-
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ties.” Separation fueled the use of social service grant funds for a
wide range of nonprofit organizations — child care agencies (often
that also administer foster care programs), counseling agencies,
homeless shelters, family planning agencies, settlement houses,
youth programs, and health-related programs, for example, drug
and alcohol treatment. In 1975, Title XX was enacted in the last
year of the Ford presidency to give states more flexibility in the use
of funds, and at the same time help rein in this program. Title XX
provided assistance to states to enable them to furnish services
directed at five goals.®

States are given discretion under Title XX to determine the
services to be provided and the groups eligible, usually low-income
families and individuals. In addition to supporting social services,
the law allows states to use their allotment for staff training,
administration, planning, evaluation, and administering state social
service programs. States decide what amount of the federal allot-
ment to spend on services, training, and administration. But strings
there are. Funds cannot be used for medical care, rehabilitation and
certain detoxification services, purchase of land, construction, or
major capital improvements, room and board (except emergency
short-term service), education services provided by public schools,
social services provided in and by employees of hospitals, nursing
homes, and prisons, child day care services that do not meet state
and local standards, and wages to individuals as a social service
except wages of welfare recipients employed in a child day care
center.

Federal spending for social services ballooned from $281.6
million for fiscal year 1967 to $1,688.4 million for fiscal year 1972,
prompting concerns by budgeteers and leading to a 1972 ceiling on
federal expenditures for social services of $2.5 billion and a limi-
tation of ten percent the amount of funds that could be spent on
services to former or potential welfare recipients, that is, people not
at the time receiving public aid.0 The 1975 act establishing Title
XX retained the $2.5 billion ceiling on federal social services
expenditures. By fiscal year 1981, the entitlement ceiling for the
Title XX program had been raised to $2.9 billion. Funding for this
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activity has bumped up and down (mostly down) since the program
was capped in 1972. Under Public Law 96-272, enacted in 1980,
the Title XX authorization entitlement ceiling was scheduled to
increase to $3 billion for fiscal year 1982, and by $100 million
a year until it reached $3.3 billion for fiscal year 1985. Reagan’s
Omnibus Budget Reconciliation Act of 1981 amended Title XX
to make it more explicitly a block grant, but the changes were
relatively minor. The legislation also cut the funding. It reduced
the Title XX entitlement ceiling to $2.4 billion for fiscal year
1982, and scheduled increases to $2.45 billion for fiscal year
1983, $2.5 billion for fiscal year 1984, $2.6 billion for fiscal year
1985, and $2.7 billion for fiscal year 1986 and years thereafter.
In addition, the law eliminated federal mandates regarding pri-
ority recipients and the provisions requiring the targeting of
services on low-income individuals and families. Title XX fund-
ing was cut again by 15 percent from the $2.8 billion ceiling for
fiscals 1996-2003.

Categorization never stops; it ebbs and flows. Because of the
concern by Congress of reports of child sexual abuse in day care
centers, a $25 million increase in Title XX funding for fiscal year
1985 was appropriated for use by the states to provide special
training for child day care staff, state licensing and enforcement
officials, and the providers of day care. Later, urban policy pur-
poses became merged in a big way with Title XX. The Omnibus
Budget Reconciliation Act of 1993 made $1 billion available in
Title XX funds for the Secretary of Health and Human Services to
make grants to states for social services in Empowerment Zones
and Enterprise Communities (EZ/EC). Grants were made to states,
which serve as the fiscal intermediaries for these EZ/EC funds by
sub-allocating these funds to HUD-approved designated localities
within the state in accordance with strategic plans. (Rural areas are
also aided.) The statute creating the Empowerment Zone/Enter-
prise Community initiative requires that EZ/EC funds be used to
finance activities that are goals of the basic Title XX grant program
— to prevent, reduce, or eliminate dependency; to achieve or
maintaining self-sufficiency, including the reduction or prevention
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of dependency; to prevent or remedy neglect, abuse, or exploitation
of children and adults unable to protect their own interests, or to
preserve, rehabilitate or reunite families. The funds must be used
in accordance with EZ/EC strategic plans on activities that benefit
residents of the zone or community. The range of allowable
EZ/EC services is narrower in some respects and broader in
others than under the Title XX program. On the other hand,
certain restrictions of the basic Title XX program are waived
under the Empowerment Zone program in order to carry out
EZ/EC program objectives.

Not only is the EZ/EC program a new area for nonprofit
groups in the community development field, housing policy has
-also shifted toward these organizations. The growth of community
development corporations (CDCs), which use tax credits and bene-
fit from federal banking regulations, have stimulated support for
affordable housing. Most such projects — both rental and home
ownership projects — are managed by community development
corporations, so much so that their role can be thought of as a “new
paradigm” for U.S. housing policy.!

Reagan’s Block Grants

President Reagan’s brand of New Federalism departed strikingly
from Nixon’s. In his first budget, the 1981 Omnibus Budget Recon-
ciliation Act (OBRA), Reagan won enactment of nine new programs
called “block grants.” Like Nixon’s block grants, they were for
operating and capital functions, not for entitlement programs. Rea-
gan did make a weak attempt in 1982 to do a so called “swap and
turn back” (feds get Medicaid, states AFDC), but it was never even
introduced in the Congress. Three of Reagan’s highly touted block
grants were in the health field — for the prevention and treatment
of substance abuse and mental health, for preventive public health
services, and for maternal and child health care. None of these
programs were especially large, and four of the “blocks” contained
only one pre-existing categorical grant. In my opinion, Reagan’s
role as a grant blocker is overstated. However, his block grants and
Nixon’s do have one important point in common. Many of them lost
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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

II1. 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.%3 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 of waivers
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 of them 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

Estimated 1995

Block Grant (in millions $)
Surface Transportation $18,773
Community Development Block Grant 3,186
Social Services Block Grant 2,800
Federal Transit Capital and Operating Assistance 2,284
CDBG States’ Program 1,346
Low Income Home and Energy Assistance Program 1,319
Prevention and Treatment of Substance Abuse 1,234
Job Training Partnership Act, Title II-A 1,055
Child Care and Development Block Grant 935
Maternal and Child Health 684
Education (Federal-State-Local Partnerships) 370
Community Services 392
Community Mental Health Services 275
Preventative Health and Health Services 152
Assistance for Transition from Homelessness 29
TOTAL $ 34,834

Source: Budget of the 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 of the Congress in concert
with Republican governors.%4 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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state wide latitude to set its own benefit levels and other rules for
aiding poor families. This is an historic shift in social policy.

Another likely pending block grant proposal is for job place-
ment and job training. It would combine some 90 separate categori-
cal grant-in-aid programs into a new program with three or so main
parts and give states much more discretion than is now the case
under the folded-in categorical grants. This block grant passed both
houses of Congress by big margins in 1995; the vote was 345 to 79
in the House and 95 to 2 in the Senate. As of this writing, however,
the bill is not law.

There are still other candidates for block grants. One is a block
grant for school lunches and breakfasts, now an open-ended enti-
tlement, which the House of Representatives in 1995 converted into
a closed-ended grant, although the Senate would not go along.
Foster care and food stamps, both open-ended entitlements, that
were converted in 1995 by the House into block grants to the states,
but again, the Senate would not go along. Other potential block
grants on the agenda are for youth programs and crime prevention.

The big change of grant blocking, if it occurs, would be
Medicaid, a step with significance for nonprofit groups. Medicaid
accounts for 40 percent of the approximately one-quarter trillion
dollars the federal government pays each year to states, localities,
and nonprofit groups. The Medicaid program was converted to a
block grant by Congress in 1995, but President Clinton dug in his
heels. He vetoed the budget act that included this provision. Actu-
ally, Medicaid is not one program, but several. It aids poor families
(the welfare population), the disabled in institutions, and old people
in nursing homes. Many in the latter group were not always poor
themselves and have children who are not poor; these offspring of
nursing home residents depend on this program to take care of their
parents. Thus, this is a stream of federal aid that in large measure
aids the middle-class. This fact, plus the fact that nursing homes and
many medical-care providers and practitioners want to keep this
federal aid faucet open, explains why a Medicaid block grant faces
stiff political resistance. Other changes could occur that would cap
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and deregulate Medicaid, which, while not called grant blocking,
would nonetheless be far-reaching.

Deregulation as an Instrument of Devolution

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 of Budget 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 of Washington 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 of the 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.®5 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.%¢ 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.

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.’

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.6® 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 modern period primarily by conservatives, but sometimes it
has backfired, and sometimes it has surprised people, and among
the surprised people are leaders and proponents of nonprofit organi-
zations.
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