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AESTIRACT

The new FTederal revenuc sharing proposal has teen
received with diverse reactions ty politicians, econcmists, and
citizens. The prcgrar is aivided intc $5 billion annually in gzneral
revenue sharing and §$71 billion arnnually in spercial revenue sharirg.
Proposed alternatives tc¢ revenue sharing include (1) reduction of
Federal taxes, thereby increasing the pctential of State and lccal
governmeprts to increase taxes cr tc explore uew tax sources; (2) a
public service jobs program; (3) expansio~ and proliteration ot
present Federal aid programs; {4) Federal assumption c¢f all ccsts ot
specitic jointly tfinanced jrcgrans; (5) a shitt to block grants ty
the Federal Gcvernment as implied in special revenue sharing; (6} tax
credi’'s allowirg taxpayers to sukbtract from their Federal income
taxes a certain portion of their State and local iaxes, and (7}
coordination ¢t State and rederal tax systems. (Author/LLR)
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' V'S DEPAKTMENT OF HEALTH,
EDUCATION & WELFARE
OFFICE OF EDUCATION
“HIS DOCUMINT HAS BEEN REPRO
CLCEN EXACTLY AS RECEIVED FRCM

R, U Q] 3 e THE PERSON OR ORGANIZATION ORIG-
FEDERAL REVERLY ?Il.\I\.-‘-(r INAT NG IT POINTS OF VIEW OR QP(N-
AND POLITIOAL ALTERIATIVES IONS STATED DO NOT NECESSARILY

REPRESENT QFFICIAL OFFICE OF EDU-
CATION POSITION OR POLICY

. MonfLart Barr®

Dr. Phillips has presented a thoupbtful and factual analysis
of Federal revenue sharing {the 1971 veysion as centrasted with the
1909 proposal), the pros and cons for public schools, Federal in-
velvement in cd;cation, and sone predictions cencerning the Federal
role.

Hy remarks will be dircctzd toward the alternatives te Fedaral
revenua shaving despite a personel feeldng that as the Red Queen
obscrv~d dn Through the Looking Gluss - "it takes all the rusuing yeu

1

can do to stay in the gseme place” - 1f you wanl to go aayvherc you nvst

wun twlee ax fast as that.

Reverrve Shayteg 1071

A nevw Americon Revolution - streagthen state and loecal govern-
rienl - a reveyse flow, vith funds and feaction flowing bach to gtates

and localities -- sharing noaexistent revenuss - avevt.ng a brealkdovn

€«
LY

actate snd decal govornmont - a musclebeound Yedaral goverpooatb as-

sisting dimvoteat state wmid docal governmanty -« the ccducetienn] cop-out

of the century, The above coscents are only a sample of the clzins rud

comterclains vhich have follewed Tresident Mixon's state of the waica

preposal for Tedaeral revenuo shiring.

#School ineace Speclalist, Indinna Undversity, 2--24-71.
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The above comments range from adninistration clains through
the analyses of the New Republie, Fortune, the U. $. News and World
Report, the press services, the expected reaction of the opposition
(vho 3n some instances favor revenuc-sharing, but not Mr, Nixon's
revenue sharing) to the "cop-out' charge of the education committee of
the AFL-~CIO. The Gallup poll of January 9th and 10th suggests that
politically the administration has struck a gold mine. Favorable
reaction to “general revenue sharing was expressed by 77 percent,
ranging from 73 percent among independent voters, 77 percent among
Iemoerats, to 81 percent among Republicans. Opposition was expressed
by only 14 pcrcent. Dr. Phillips is correct when he senses a ground
swell in favor of somc type of Fedeval revenue sharing and some con-
solidaticn of at least 105 categorical aid programs into block jraut

prograus.

The Fiscal Clinmate

let us consider the fiscal climate in which vevenue sharing
was proposcd, Federal groats at an estimated $25 billien fu £incal
1970 veve providing 18 percent of state and locel expenditures. The
N
tncome clasticity of the Federal taxing apparatus is highly progressive
yiclding‘l.S times the increase shown by the Gross National Product.

State and local revenucs increase by a one-to-one ratio with the

"G. N, P. %he resulting reveauve cruach facing state and local govern-

ments in an Inflationary perlod s frightening.
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Jegislatlve leaders of 49 states have cudorsed a constitutional
convention on revenue sharing. Hayors of 15 citiés recently thyeatened
to lobby against revenue sharing if cuts in present aild programs are
involved, At least seven of the Big Nine states face major revenue-
ralsing needs this year, Illinois imposed an income tax in 1969,
California fuces severe retrenchment in existing programs. Florides,
New Jeirscey, ificnigan, Now York and Te:as {ace serious deficits.  Low
taxes in Ohio and absence of income taxes in New Jersey and Pennsylvania
aéd te the problan,

Similar budget probleis face all states and cities. The
problems way not he as large but are navertheless just as sevére.
Welfare and Medicaid costs are outrunning revenue éstimatcs. The
bi1ls for our social reforms of the 1960's arc coming due and the
Federal--state-and local revenuc raising apparatus wil} be severely

challenged at all levels,

The Proposed Progiran

The revenve sharing program breaks down into wwo distinct
prograins, .

1. §5 billioﬁ annually in "general' revenuve sharing.

2. $1}) billion annually in Yspecial’ revenue sharing, which
is a new name for consolidation ard decentralization of existing
programs., ?haorcticaliy a "save haruless" juarentce is being consi-

dered which would produce for the states and cities funds wvhich are

ut Jeast cquivalent to preseat grants,
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“Special revenua sharing' is in reality a proposal to ccnvert
sbout $10 billion in existing categorical grants to a system of block
grants anu to add a billion dollars in new woney. All of the fury of
the proponcnté of existing Federal categorical aid programs and of
the states aﬁd localities which are the recipients of these funds may
be directed toward maintaining the status quo.

Let us examine the proposals for “gencral" revenue sharing.
The source of funds could be Federal taxation or might be increased
borrowing. Since the so-called full employment budget is based on an
cconomy that '"might have been'" there is e distinct pessibility that
$5 billion in deficit spending might result in increasca indebtedness,
For this reason the tera "revenue sharing” is more precisc than the
familiar concept of "tax sharing." As Representative Wilbur MNills
has pointed out -~ It is diificult to share revenve which the Federal
governnent does not have.

The ultimate base of Federal i1evenues is the cconomy of the
natfon. lHany of the states and large cities which have the paramount
{3scal problems arc high inceme aieas which provide a major share of
Federal revenues. 1f the reventcs to be shared, for example, sere
derived fron personal income paymente we find that pgoposed sharing
vould be more than offset by hipher income taxcs in the high Income

states.

Alternatives
Are therve viable alternatives to general Federal rcvenwe

sharing? Several arce being proposed by eccononists and Congrensmen.
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1. As Williaw Buckley says;an obvious solution is to simply
reduce Federal taxes, thereby inercasing the poteﬁtinl of state and
local goverments to increase taxes or to cxplece use of new tax
sources. Beleaguered state legislators will take a dim view of this
propesal, In fact, this is cxactly what they do not want to do.

2. A éublic service jobs promram was proposed in 1969, but
fel} by the vaysida,

3. Exparsion and pvoliferation of the present complex systein
of Federal categoricol aids is a distinct possibility. Such an
expansion in funds (approximately 10%) is actuvally incorporated in
the "special revenue sharing' proposal with the hope that some order
will be obtained in the present chaotic programs.

4. TFederal assumption of all of the costs of specific
Jointly financed progtans has been advised by the Advisory Cemmission
on Intergovernmental Relations. For example, the fiscal impact of
Federal assumption of the $8 billion state and locua) costs of welfare
and Medicaid would be of major assistance to state and local budgets
in hard-pressed areas and has strong support.

5. A massive shift to block grants by the Federal pgovernment
as inferred in the so-called "speedal” revenue sharing. Principal
activities involved would be the broad arecas of cducation, lav
enforcement, urban and rurel developmont, wanpower, and transportaticn,

6. Tox credits could permit a taxpaycr to subtvact from his
Federal income tar 1113 a-spccifiod portion of his state and local
tax payments. ‘Ythe tax relief to the taoxpayer weuld be certain ond

Limedfate,  The vealthier stales would gain the most,

921
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7. Coordination of state and Federal tax systems. For cxample,
a state surtax on the Federal income tax, collected by the Internal
Revenue Service and ferwarded to the states is a feasible collaction

system, althoﬁgh allocation wight be a stic:y problien.

Allocation Tormulas

Much of the discussion about the two "

reverue shaxing' proposals
has resulted from uncertainty concerning allocation.

l. Will the state and local prograws now existing be rctained
or will many of them be phased out? This is of major interest to
educators. ‘

2, Will the proposed formula be 70% state and 30% city or
527 - 4847 Vhere does this leave education?

3. Will the various alternatives to Federal févenue sharin,
result in an fwmpasce vhich will result in no action?

{  Will the “special" revenue sharing mect with some success
and the n2w $5 billion general revenue sharving fail?

As Dbr. Phiilips has suggested and as many comaent ators have
reported,;the proposals for revenue sharing do present, a new beld
approach. The situation being what it 1s, a healthy discussiop is
almost certain to develop which will influcnce the dircction of
Federal aid and the coordination of Yecderal, state, and locel tex

systems during the decade aliead.



