Expansive federal aid undermines democratic control, misallocates spending and can’t solve k-12 education.
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The federal government has a large presence in state and local policy activities such as education, housing, and transportation. That presence is facilitated by “grants‐​in‐​aid” programs, which are subsidies to state and local governments accompanied by top‐​down regulations. Federal aid spending was $697 billion in 2018, which was distributed through an estimated 1,386 separate programs. The number of programs has tripled since the 1980s, indicating that the scope of federal activities has expanded as spending has grown. Rather than being a positive feature of American federalism, the aid system produces irresponsible policymaking. It encourages excessive and misallocated spending. It reduces accountability for failures while generating costly bureaucracy and regulations. And it stifles policy diversity and undermines democratic control. Cutting federal aid would reduce federal budget deficits, but more importantly it would improve the performance of federal, state, and local governments. The idea that federal experts can efficiently solve local problems with rule‐​laden subsidy programs is misguided. Decades of experience in many policy areas show that federal aid often produces harmful results and displaces state, local, and private policy solutions. This study describes the advantages of cutting federal aid. It discusses 18 reasons why it is better to fund state activities with state revenues rather than with aid from Washington. Shrinking the aid system would improve American governance along many dimensions. Growth in Federal Aid Under the Constitution, the federal government was assigned specific limited powers and most government functions were left to the states. To ensure that people understood the limits on federal power, the Framers added the Constitution’s Tenth Amendment: “The powers not delegated to the United States by the Constitution, nor prohibited by it to the States, are reserved to the States respectively, or to the people.” The amendment embodies federalism, the idea that federal and state governments have separate policy areas and that proper federal activities are “few and defined,” as James Madison noted in Federalist 45. The federal government generally kept out of state and local affairs for the first century and a half of the nation. But in recent decades, Congress has increasingly intervened in state and local activities with federal aid or grant programs. The expansion of the aid system has created advantages for elected officials, but it has created costs and few benefits for the public. Figure 1 shows the number of federal aid programs for state and local governments over the past century. In the 19th century, aid to the states was rare other than grants of federal land. In the early 20th century, the number of cash aid programs began growing steadily. The biggest change came in the 1960s, when the aid system greatly expanded under President Lyndon Johnson. His administration added hundreds of programs for housing, urban renewal, education, and other local activities. Johnson and other policymakers at the time were optimistic that federal experts could solve virtually any local problem. At the same time, moves to decentralize decisionmaking within Congress empowered members to seek benefits for local activities in their states. The optimism of the 1960s was short‐​lived. President Richard Nixon in 1971 lambasted “the idea that a bureaucratic elite in Washington knows best what is best for people everywhere.” Nixon and subsequently President Gerald Ford pursued modest reforms to the aid system by turning narrow grants into broader block grants. After Ford, President Jimmy Carter promised a “concentrated attack on red tape and confusion in the federal grant‐​in‐​aid system.” In academia, “the mainstream of economic research into fiscal federalism became increasingly critical of federal grants‐​in‐​aid in the late 1970s and early 1980s.” Also at that time, the Advisory Commission on Intergovernmental Relations (ACIR) was regularly publishing studies about the aid system’s complexity and ineffectiveness. The ACIR was a bipartisan body consisting of federal, state, and local officials that produced expert studies on federalism issues. It was abolished in 1996. President Ronald Reagan came into office criticizing the “confused mess” of federal grants, and he pushed to cut the system under the theme of “New Federalism.” He had more success with reforms than his White House predecessors and was able to cut the number of grant programs in his first term by about one‐​quarter. Unfortunately, Reagan’s efforts to trim the federal aid system were later reversed. The number of aid programs rose from 463 in 1990 to 653 in 2000. That increase happened despite promises by Republicans in 1995 to “return power to our states and our people,” as Senate Majority Leader Bob Dole promised, and to “return money, power and responsibility to the states,” as House Budget Committee chair John Kasich remarked. The number of federal aid programs jumped to 967 by 2010 and then to 1,386 by 2018. The 2018 figure is based on a new count of aid programs for state and local governments in the Catalog of Federal Domestic Assistance (CFDA). The CFDA lists all federal benefit or subsidy programs, but the program count here includes only programs for state, local, and tribal government recipients that were funded in 2018. Table 1 shows the number of aid programs and spending by federal department. Federal aid spending was $697 billion in 2018 and is expected to jump to $750 billion in 2019. Aid programs allocate funds to the states either by mathematical formulas or by a competitive process as project grants. Some aid is distributed as a lump sum, while other aid requires recipient states to partly match the federal funding amount. The largest federal aid program is Medicaid, which accounts for 56 percent of overall aid. Other large aid programs are for highway funding, school breakfasts and lunches, rental housing, and K–12 education. Aside from these, there are many smaller aid programs for a vast range of activities, including rural housing, local police and fire services, nursing workforce diversity, boating safety, indoor radon, arts in education, sport fishing, brownfields redevelopment, healthy marriage promotion, and farmers markets.All of this federal spending on state and local activities is misguided. Experience has shown that federal aid and related regulations are not effective at solving state and local problems. State and local funding and control of government programs is preferable, as this study discusses. Cutting aid to the states should be a bipartisan goal. Cuts should appeal to con­servative lawmakers because aid programs tend to be bureaucratic, inefficient, and beset by waste. Cuts should also appeal to liberal lawmakers because the aid system undermines democracy, diversity, choice, and local control in government. The Trump administration has proposed trimming some aid programs, including programs for health, housing, and community development. But the administration has also proposed new aid programs for infrastructure, even though infrastructure aid has the same shortcomings as other aid, as discussed below. Table 2 contrasts two ways of funding state programs: federal aid and state funding. The table essentially summarizes 18 disadvantages of federal aid compared to state funding, and these are discussed in order in the balance of the report. Federal aid distorts government spending levels and spending allocations, and it undermines program efficiency, program quality, and good governance. In Table 2 and the balance of the report, the term “states” generally refers to both state and local governments.
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