A devolution revolution means states counteract the redistributive impact by burdening the poor.
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While modern America may have been created through a war against England, its national structure has been formed and reshaped not through fights with external powers but by internal conflicts among states, and between states and the federal government. The battles to define American federalism were once carried out in a war and in lunch counter sit-ins, but have now shifted to the courts and to federal funding formulas. These venues may be less dramatic, but they are no less important. As Théret makes clear, federal systems need not be static, with the actual practice of federalism – including whether or not the central government equalizes resources across subnational units – determining whether the form of the federation will endure, centralize, or dissolve. hough a bloodless revolution, the “devolution revolution” nonetheless changed the structure of the federal–state relationship and the scope of the social service safety net. Were these changes for the better? The fiscal federalism literature has long argued for an increased role for states in fitting policies to local needs and demands. “In our “ideal” model”, declared influential economist Wallace Oates, “the central government provides the efficient out-put of the national public good, while numerous local governments offer individuals a wide variety of output of the local public good.” The devolution revolution clearly gave states more authority over their welfare programs, and provided the opportunity to create new health care programs and much of the money to fund them. Did this give Americans the structure of government that they wanted? A recent survey asking respondents about what level of government should address specific policy challenges found that voters wanted to see the federal government address health care, but that state and local governments should assist the poor. Because the devolutions of the 1990s provided the most latitude to states in the welfare realm, both in the freedom to craft policy and through the funding mechanism of block grants, this move appears consistent with public opinion. Does devolution give residents of each state the programs and policies that they desire? While much research has shown the impact that the preferences of state elected officials has on policy choices, a new study based on a breakthrough in the ability to measure state public opinion shows that these choices do not always reflect voter demands. Not all states respond equally to public demands, and some do such a poor job matching policy with public opinion that there is a potential “democratic deficit” in the states. Combined with Wlezien and Soroka’s recent research showing the challenges that Canadian federalism poses for public responsiveness, this recent stream of research raises questions about whether giving more authority to states truly brings government closer to the people. Looking toward the future of federalism in America, how do the lessons of this essay combine to tell us anything about what might happen if more control over the safety net is devolved to the states? Just as Newt Gingrich pushed to create Medicaid block grants in 1995, Republican candidate Mitt Romney called for block grants during the 2012 presidential campaign.  If this new round of devolution comes to pass, how will states react? The lessons of the devolution revolution suggest that growth in Medicaid spending will slow dramatically if states have to pay all of the costs of program expansion and are allowed to keep all of the savings of program cuts. Medicaid expenditures may flatten out in the way that welfare spending has evened out over the past decade. This pattern will not be uniform across states, of course. Because the two parties take clearly different positions on this issue, statehouses controlled by Republicans will be much more likely to use their newfound autonomy to cut Medicaid than Democratic-led states. The analysis in this essay, put in the context of recent findings from the cross-national study of welfare states, also suggests that the distribution of tax burdens could also shape how state policy might shift. Kato shows that, during the economic downturns of the 1980s, nations with generous social services turned to consumption taxes – a regressive yet stable source of income – in order to retain funding for their welfare states. In the American states, taxes are already much more regressive than they are at the federal level. If the next round of devolution forces states to provide more of the funding for social services, health care and welfare programs might be preserved only by raising regressive taxes such as the sales tax. If the United States thus follows the European path, social service programs will be funded through taxes that burden poor and middle-class taxpayers most heavily (as a proportion of their incomes). The redistributive impact of Medicaid and welfare would be counterbalanced by a more regressive funding, all because of a quirk of American federalism.
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