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AN OVERVIEVV OF FISCAL DECENTRALIZATION

By Eleanor Taylor-Nicholson and Andrea Russi

Realignment is now almost synonymous in
California with AB 109 — the 2011 legislation that
shifts some criminal justice functions from state
to local control, in particular, responsibility for
greater numbers of low-level offenders. AB 109
also gives counties flexibility to decide how they
will handle these new responsibilities by offering
state funding in the form of a block grant. Those
in support of this realignment hope that, when
fully implemented, it will reduce the costs of cor-
rections in California, as well as give counties
freedom to innovate and to tailor their programs
to local needs.

Are these hopes realistic’ How can we help
them to be realized? Rather than analyzing the
particular details of the 2011 realignment, which
has been done by many others, this paper steps
back and examines the law’s historical and philo-
sophical underpinnings.! We locate the origins of
the idea, usually called ‘fiscal decentralization,’
in the principles underlying the Constitution and
then describe in brief the development of decen-
tralization as a financing strategy at the federal
level over the last 50 years. Finally, we consider
the literature on decentralization to learn from
past experience, and apply some of these lessons
to California.

As this brief survey of the research reveals,
fiscal decentralization brings both potential
benefits and potential disadvantages. Success,
however, often depends as much on how the
transfer of responsibilities is structured and
implemented, as on the content of the pro-

gram itself. Certain factors such as clear goals

and objectives, effective oversight, and adequate
resources are key. A number of these factors are
not yet finalized in the current criminal justice
realignment, so ongoing monitoring and engage-
ment will be essential. We hope this brief will be
a tool for policy-makers, implementers and com-
munity members to ask the right questions as
realignment is rolled out, to build a fairer, more
efficient and more effective corrections system in

California.
The Origins of ‘Realignment’

Realignment is often used in California as
shorthand for the shifting of program responsibil-
ities between levels of government to ‘align’ them
to the level that it is believed could carry them out
best.2 To our knowledge, the term was first used
in this way in 1991 when California mental health
programs were ‘realigned’ from state to local lev-
els (see box, page 5.).

A more technical term for the same process

is “fiscal (de)centralization,” which is defined as:

1%e devolution by the central govern-
ment lo local governmenls (states,
regions, municipalities) of spectfic
Junctions with the administrative au-
thority and jiscal revenue to perform
those functions.*

Fiscal decentralization is one component of
the much larger policy field of ‘decentralization.’
It is essentially the financial aspects of devolution
to regional and local government rather than, for

example, transfer of the power to tax or the power
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to regulate. As the above definition highlights, it includes not
only handing spending responsibilities to lower levels of gov-

ernment, but also discretion as to how money should be spent.’

Decentralization in a Federal Context

Decentralized governance has a long political and eco-
nomic history in the United States. Its historical path can be
traced to the founding fathers and their establishment of a
federal governance structure. Numerous federal governments
have implemented decentralization reforms in an effort to
improve efficiency of service provision.

Decentralized governance as a model is embedded in the
US Constitution. The Constitution divides responsibilities
between different levels of government—federal and state—and
the states then establish local governments of various forms
as representatives of “the people.” However, the details of
decentralization have always been contested. Spending author-
ity equates to political power, and as one prominent scholar of
state-local relations notes: “The most desirable degree to which
political power should be decentralized by a state government
to local governments has been a source of major controversy
since the end of the Revolutionary War.””

A renewed emphasis on local government emerged in the
early 1970’s under President Nixon’s doctrine of ‘new federal-
ism.” This was partly a response to the mixing of government
roles and a tendency toward centralization that had occurred
under President Roosevelt through the New Deal and during
and after World War II. Nixon’s rationale was primarily sound
management and public finance policy, based on a belief that
different levels of government played different roles best.

One of President Nixon’s strategies was to promote more
decentralized funding models such as revenue sharing from the
federal to the state and local governments as well as block grants
(see box, page 3). Unlike a traditional conservative approach
of cutting taxes, revenue sharing and block grants allowed the
federal government (and also state governments) to collect
taxes and then redistribute them to lower levels of government.
Nixon was supported by economists such as Wallace Oates (a
leading scholar in fiscal federalism), who found that the ben-
efit of revenue sharing to the individual could be greater in
some circumstances than a cut in taxes of the same value.?

In the 1980’s President Reagan also supported local gov-
ernment but he favored tax cuts and an overall reduction in the
size of government. Block grants coincided with spending cuts,

rather than simply shifting the way spending was administered.’
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In the mid-1990’s, President Clinton working with a Republican
Congress implemented welfare reform, which replaced individ-
ual entitlement programs, and also strengthened the role of
state and local governments in service provision.

Each of these developments has been controversial, and
indeed the balance of power between federal, state and local
governments remains a fraught policy issue in the United States
today. These tensions may even be exacerbated by the recent
economic climate, when government resources are shrinking,
but the demands on government support, such as healthcare
and welfare, have expanded. Deciding where the balance lies
depends on an understanding of the benefits and disadvan-

tages of decentralization in particular contexts.

Pros and Cons of Greater Fiscal Decentralization

In decentralizing core government functions such as cor-
rections, what should we hope for, and what should we be
concerned about? Much has been written on the advantages
and disadvantages of decentralization in the United States, and
also abroad. Learning from these debates provides a useful

framework for understanding the current realignment.

Arguments in Support

The arguments for fiscal decentralization are many, but all
come down to improving the quality of government by making
it more efficient and effective.

These arguments have a long history of support in eco-
nomics and political science. Wallace Oates argued in 1972
that different levels of government carry out certain programs
most effectively and efficiently. Therefore, functions should be
distributed in a way to maximize social welfare and minimize
waste.!® In Oates’ view, central control should be reserved for
functions relevant to the state or country as a whole, such as
economic stability or wealth redistribution. Local governments
are best at “the provision of goods and services to the particu-
lar preferences and circumstances of their constituencies.”'® By
tailoring their programs to the needs of the community and
funding only what is necessary, local governments can be more
efficient.

Efficiency will also be achieved, it is argued, because decen-
tralization stimulates competition between localities for a tax
base or for reelection, which will then lead to innovation. This
will again “produce increased responsiveness and efficiency in
local service provision.”'” Citizens will be drawn to local govern-

ment areas that have the most effective programs, and localities
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A Brief History of Block Grants

Block grants are a key mechanism for program or fiscal decentralization in the United States. Understanding ‘block
grants’ helps to explain how fiscal decentralization often works in practice, and the structure of the current realignment.

A block grant is a form of intergovernmental funds transfer that gives a recipient government discretion as to its use
within broad policy parameters. The amount of funding for each recipient government is allocated according to a formula,
and oversight of grant spending tends to be minimal. Block grants differ from ‘categorical grants,” which are intended for
specific purposes and may be more rigorously monitored. They also differ from ‘entitlements,” namely money granted directly
to individuals rather than to an intermediary government.

Congress first introduced block grants in 1966 but it was President Nixon who popularized them in the 1970’s. Nixon
proposed consolidating 129 categorical grants into six block grants, and although this was not initially accepted, three block
grants were created before the end of the Ford Administration. President Reagan continued the trend in the 1980’s by oversee-
ing the passage of the Omnibus Budget Reconciliation Act of 1981, which consolidated 77 categorical grants into nine block
grants. President George Bush Senior and President George W. Bush also both favored block grants, and block grants as a
percentage of federal aid spiked sharply in the early 2000’s.! Among the most high-profile block grants to date is the 1996
Temporary Assistance for Needy Families (TANF) program during the Clinton Administration.

Block grants have always been controversial.'" On the one hand they give program implementers considerable freedom in
deciding how money should be spent, increasing flexibility. But on the other hand, local decision makers are often left unac-
countable, the amount of the grants is usually capped, and formulas can lead to an arbitrary distribution of funds."” Whatever

the case, block grants are now an established part of the US system of public finance, along with categorical grants, and entitle-

ment programs.'?

While block grants were a federal invention, they have also been adopted by states including California. In many cases

decentralization from federal to state has led to greater state-local decentralization, for example in welfare." California has

numerous block grant programs in education, energy, law enforcement, and community development.

can learn from each other when new methods are found to be
successful.'®

Finally, decentralization advocates argue that bringing
services closer to people will make citizens more engaged and
more likely to hold local officials accountable for their actions.
The economic support for this argument is that local policy-
makers will have better local information, and competition
between vertical tiers of government will decrease opportuni-
ties for opacity or non-responsive government.

Political scientists have also advocated this view. For
example, some argue that local actors have more at stake in
the implementation and outcome of programs than bureau-
crats in faraway capitals, and that allowing local authority and
control is necessary to deal with the complexity of modern gov-
ernance and service delivery. Decentralization “meets the need
for a more engaging form of democracy appropriate to the
21st Century,” and “encourages civic engagement” by building
social capital in ordinary citizens."

Overall, proponents of fiscal federalism conjure up images

of strong and functional communities in which the citizens and
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local officials work together for the common good, in the form
of effective, targeted, and efficient programs. As mentioned in
the introduction, these arguments have been key to the passage

of the 2011 Realignment plan in California.

Critiques and Challenges

For every argument for decentralization, there are coun-
terarguments and cautions. On efficiency, it can be argued
that fragmenting functions between different levels of govern-
ment can also prevent government agencies from benefiting
from economies of scale, and instead lead to administrative
duplication.? In other words, each county as well as the central
government will need its own administrative structure, staff,
programs, and facilities to deliver a similar service, increasing
the burden on tax-payers.

Competition between counties, it is also argued, may not
automatically lead to more efficient programs. For example,
some government officials may be poorly trained or unmoti-
vated to provide more efficient services.?? They may also cut
corners, resulting in greater inter-regional inequality over-

all.® Competition must then be supported with training and
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incentives.

Another concern is that competition and capped grant
programs can have differential impacts on racial and ethnic
groups, or exclude populations with higher needs who cost
more to support. Our experience of welfare reform suggests
this can be a risk,* however other studies suggest exclusion is
not inevitable if preventive measures are taken. For example,
studies of the mental health realignment in California, which
specifically urged counties to focus resources on higher needs
clients, found that those clients received more treatment not
less and that the treatment population became more diverse.?

A ‘tyranny of the majority’ argument is also made with
respect to accountability and civic engagement. History has
shown that smaller governments tend to be more vulnerable
to capture by elites or majority populations, pushing out eth-
nic, racial, and class minorities. Although a bill of rights and
centralized oversight body (such as the courts) can guarantee
some freedoms, the experience of some countries has been
that for minority populations to have a voice, they must also be
actively engaged and included in policy discussions.?

Some argue that bringing government ‘closer to the peo-
ple’ can also spur corruption and abuse of power. Transactions
are made between known parties and not at ‘arm’s length,” and
checks and balances can be lighter. Still, others point out that
centralized governments also have a long record of corruption
and for greater sums of money.”’

The most convincing cautionary arguments are perhaps
those related to the challenges of implementation. While it is
clear that certain levels of government handle certain policy
areas best (such as national defense in the federal context),
how are decisions to be made about more nuanced fields such
as criminal justice — who decides what is ‘best’ for achieving
those goals? In addition, even if counties are best suited to
managing certain programs, counties differ vastly in size, econ-
omy, and capacity— how are county differences to be taken into
account? What accountability mechanisms can be put in place
to guard against abuses?

These counterarguments do not negate the potential of
fiscal decentralization, but they do point to a need for close
analysis of the particular context and a careful plan for imple-
mentation to guard against accountability gaps, exclusion, and

winners and losers.

Ingredients for Success?

A number of studies have not necessarily argued for

or against decentralization in general, but have identified
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particular ingredients for the success or failure of particular
decentralization programs— both in the United States and
abroad.? Some relevant factors that have been identified

include:

e Political commitment at all levels, and particularly the in-
volvement and investment of local policy-makers and imple-
menting institutions from the outset, and an engaged and

informed citizenry
¢ A clear implementation plan

e A legal and administrative framework with clear goals and

objectives

¢ Adequate human and financial resources, and in particular
an ongoing funding stream that will be able to meet pro-

gram needs
e  Builtin oversight and supervisory roles and mechanisms

e Finance following function: fiscal decentralization to local

governments should include local taxing powers.

The Public Safety Realignment

Given all the considerations above, how does the current
realignment fare? It is too early to clearly assess its strengths
and weaknesses or whether it will indeed make the system more
efficient. Further research will be needed as implementation
continues. Nevertheless, the historical and conceptual frame-
work above helps us to identify some factors that may lead to

the success of the plan, or to further challenges in future.

The 201 | Realignment Plan

On April 4, 2011, Governor Jerry Brown signed into law
AB 109, the Realignment for Public Safety. The realignment
was partly instituted to address the $25.4 billion budget gap,
the largest deficit in its history and an amount over 20% of the
final approved budget for 2011-12.%' Corrections and rehabili-
tation was a large part of this budget. In 2011-2012 it accounted
for $10.1 billion (of which $9.8 billion was from the General
Fund), the third largest public sector in dollars after health
and education.

Beginning on October 1, 2011, counties began to man-
age a wider pool of offenders than they had in the past,
gradually reducing the population managed by the California
Department of Corrections and Rehabilitation (CDCR).* The
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2011 realignment was thus effectively a partial fiscal decentral-
ization of the criminal justice system from the state to county
governments. In line with the arguments for decentralization
outlined above, it was done to achieve, among other things,
state goals of efficiency and effectiveness, and included guar-
anteed state revenue.” The Legislative Analyst’s Office, for
example, stated of the realignment, “We believe that this type
of decentralization of program delivery and authority could
promote innovation, efficiency, and responsiveness to local
conditions.”*

The mechanism for the 2011 realignment is also familiar.
Funding to counties for their new responsibilities is in the form
of block grants, with the amount allocated to each county cal-
culated by a formula.” In keeping with the process developed
for the 1991 realignment, the Brown administration invited
the California State Association of Counties (CSAC) to work
with the Department of Finance in determining the allocation
formula. In 2011-2012, the allocation was made based on a com-
bination of expected caseload (60%), county adult population
(30%), and past success in reducing new prison commitments
from adult probation caseloads, based on implementation of
SB 678 (10%).3¢

The total budget for the public safety realignment in 2011-
12 was $1.6 billion, of which $1.2 billion was for local costs of
supervising new offenders and parole violators, and $390 mil-
lion for establishing the new system of parole.®” In 2012-2013
counties have $842.9 million allocated. Despite these costs,
the state claims that it expects to save money from realign-
ment through local efficiencies. In April 2012 the Brown
Administration released a comprehensive plan for “building
on the changes brought by public safety realignment”, which
it estimates will save CDCR $1 billion in 2012-2013, growing to
$1.5 billion in 2015-2016.

Positive Indications

Past experience suggests that the transfer of corrections
responsibilities is not an entirely foreign idea in California.
Some level of political commitment to decentralized gover-
nance in criminal justice may be assumed given that California
is already a relatively decentralized state in which counties and
cities have significant administrative and programmatic respon-
sibilities, and local governments have experience managing
complex programs.® A strong tradition of local government
and citizen engagement in government may support local
accountability and high quality services.

Further, criminal justice is a traditionally decentralized

sector. For example, the United States does ot have a unified

Previous ‘Realignments’ in California

1991 - Realignment of Mental Health and Social
Services. In the early 1990s California was in the midst of
another serious budget crisis. It also faced criticism for the
plight of the mentally ill following the closure of institu-
tions in the 1980s. The 1991 realignment transferred fiscal
and administrative responsibilities from state to local gov-
ernment for various mental health, public health, and
indigent health care programs. The transfer followed
years of lobbying and was funded by a new sales tax, thus it
had a guaranteed funding stream. It also established local
mental health boards but, unlike the current realignment,
it set statewide standards with an oversight body.

2007 — Realignment of Juvenile Justice. Following
years of criticism about conditions for juveniles in
state care and ballooning costs of reform, Governor
Schwarzenegger signed into law SB 81 in 2007.% The law
transferred responsibility for most juvenile offenders to
counties, to be funded by the new Youth Offender Block
Grant Program. The terms of the realignment were simi-
lar to the 2011 Public Safety Realignment: all but the
most serious and violent youth and youth convicted of sex
offenses were placed under local supervision and local
officials now have considerable discretion in the use of
funds received under the program. The law also created a
Juvenile Justice Commission to oversee the changes, which
issued its report in 2009.%

Realignments are controversial and not all proposed
realignments have been adopted. In 1995, for example,
Governor Pete Wilson suggested expanding the 1991
realignment by transferring complete responsibility for
child welfare, child abuse prevention, and adoption
programs to counties. This would have cost counties an
additional $700 million but would have been offset by
greater state funding for court costs and increased rev-
enue allocations to counties. The legislature, however,

rejected the proposal.®

national police force; states, counties and cities have their
own law enforcement structures for maintaining public safety.
Criminal laws differ between states, as does sentencing policy.
As one scholar noted in respect to corrections, “the seeming
confusions, complexities, and inconsistencies of policies and
practices” in the United States is astonishing to some, as is the

“lack of broad agreement about the purposes of the criminal
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justice system and the goals of sentencing and corrections.”*

In California specifically, the locus of the corrections system
has shifted back and forth between levels of government over
the decades. Initially it was a highly decentralized system with
only local jails available to hold prisoners. Gradually, however,
the state has built more prisons and taken on more and more
offenders. This balance between state and county continues
today - California does not have a statewide probation program
(see box, below), and prior to the Public Safety Realignment,
counties already dealt with the bulk of new offenders through
the county jail system (which holds people awaiting trial and
people who have been sentenced to terms less than one year).
Yet the financing of corrections is still highly centralized, with
CDCR providing the vast majority of corrections funding.

Another factor that speaks to sucess is that the current
realignment has a clear legal framework in AB 109, which
includes stated goals and objectives, as well as the general
plan for implementation. AB 109 states that the legislature is
committed to reducing recidivism among offenders and to pro-
mote justice reinvestment and ‘community-based corrections’
for low-level offenders. These are defined as “evidence-based
correctional sanctions and programming other than jail incar-

ceration alone or traditional routine probation supervision.”

Shifting Back and Forth:
the Probation Experience

Probation is an example of how state and local respon-
sibilities have shifted back and forth over time as priorities
and resources change. At its creation in 1903, probation
was entirely administered by counties, without standards
or guidelines from state corrections authorities — unlike
many states that had state-level probation systems. In 1965,
the state moved to standardize probation to some extent
with the Probation Subsidy Act, which subsidized coun-
ties for every offender not sent to state prison, and also
established a basic certificate training course for proba-
tion officers. This program is considered a success in that
around 45,000 people were diverted from prison to local
probation or community corrections programs. However,
as crime increased, the subsidy became a burden on the
budget, and further, counties failed to establish the com-
munity corrections programs, such as halfway houses or
day service centers, as hoped.*” Accordingly, the programs

became largely county-funded and county-run once again.
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Some Concerns

The Public Safety Realignment also raises some concerns.
First is the lack of funding certainty. Under the current plan,
$25 million was allocated as a one-time appropriation in 2011
to cover costs of implementation and then a portion of sales tax
and vehicle licensing revenue is being used to fund the realign-
ment on an ongoing basis.”? Counties have expressed worries
that this could change, however, if the state’s financial troubles
persist. Governor Brown has pledged that he will obtain a con-
stitutional guarantee of funding for the plan before he leaves
office.*®

Second, the realignment legislation nominates local over-
sight bodies in the form of existing Community Corrections
Partnerships (CCPs) and local boards of supervisors.* Another
piece of 2011 legislation created a new Board of State and
Community Corrections (BSCC) to provide oversight and coor-
dination. The BSCC commenced on July 1, 2012, absorbing the
Corrections Standards Authority and some functions of other
agencies. It is intended to provide statewide leadership, coordi-
nation, and technical assistance to promote effective state and
local efforts and partnerships in California’s adult and juvenile
justice systems.* This includes receiving the county realignment
plans from CCPs, and from 2013 reporting on the implementa-
tion of the plans to the Governor and the legislature.

However, this mechanism for ensuring county compliance
and accountability at the state level is weak. The CCPs are not
required to submit plans after 2011, and there is no conse-
quence in 2011 for those who fail to submit a plan. The BSCC
is not required to approve plans, or to suggest improvements or
changes. The role of the BSCC needs to be strengthened if it is
to be an effective oversight body.

Third, the size, location, and demographics of the 58
counties in California vary considerably, as does realignment’s
potential impact on them. The probation experience (see box
above) demonstrates that gathering data from counties about
inmates, costs and programs, and encouraging particular kinds
of policies is extremely complicated. This is partly because of
the number of counties and the facilities they manage, and the
shorter stays of prisoners. It may also be tied to the lack of a
strong oversight and monitoring body.

Others suggest that the state funding allocation structure
does not specifically incentivize counties to meet the rehabil-
itative objectives in AB 109."" As a result, all 58 counties will
likely establish very different programs and this may raise
issues of common standards, as well as equity for offenders who

pass through different systems. Some experts in the area have
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already pointed to the vastly different approaches being taken
by counties.*’

Finally, unlike most states, California’s counties have lim-
ited ability to raise revenue from property taxes.* This means
that counties cannot respond quickly to demands for new
services (like services for offenders with distinct and differ-
ent needs) or increases in demand for existing services. The
realignment’s success will depend on a continued stream of
funding to pay for the additional burden on county officials,
and funding levels that remain true to the actual level of
demand, which, as noted above, may be problematic.

All of these concerns should be seen in the larger context
of criminal justice in California. Although AB 109 was passed
ultimately as a budget measure, the legislature also had other
reasons for making the shift. California is under a federal court
order to reduce its prison population by up to 40,000 inmates
due to extreme overcrowding in state prisons.* Realignment
will not resolve this problem entirely but it will certainly help.

Further, many people hope that shifting authority for
certain offenders to local governments will improve the correc-
tions system overall and ultimately reduce recidivism. AB 109
specifically endorses the goal of reducing recidivism through
justice reinvestment and community corrections programs that
are ‘evidence-based,” rather than harsh prison sentences.

Arguably, these criminal justice benefits may be separate
to notions of efficiency, but better program outcomes will
likely also result from a better planned and implemented fiscal

decentralization.
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Conclusion

Central to financing California’s criminal justice system
is the division of funds and responsibilities between different
levels of government, in particular between the state and the
counties. The 2011 realignment can be seen in the context
of a strong tradition of federalism and a recent national and
state trend toward devolution of centralized powers to more
local levels of government. Decentralization has the capacity to
provide more efficient and more effective services to taxpayers,
to stimulate innovation, facilitate public scrutiny and engage-
ment, and to even support economic growth. However, as the
above review of the literature demonstrates, this is not a given;
decentralization can also lead to inequalities and increased
marginalization of vulnerable people if not managed well. The
purpose of this paper has been to explore arguments made for
realignment and decentralization more broadly and to under-
stand the promises and the pitfalls.

Like previous realignments, the 2011 realignment has
come during a budget crisis and a crisis in the system, in this
case the state prison system. Earlier realignments have proved
to be largely successful in that they have continued to provide
the same or improved services to groups of vulnerable people
and have saved California costs. However, this realignment
has significant differences from past realignments — it does
not have a dedicated funding source or a dedicated oversight
body. There are many aspects of the current realignment that
require more clarity and explanation: How will accountabil-
ity be enforced and measured? How will counties cooperate
with each other and share information? What incentives can be
given to counties to encourage innovative programs? How will
data be collected and the progress of realignment be tracked?
The answers to these questions will determine how decen-
tralization impacts the way money is spent and how fair and

equitable the criminal justice system is in California.
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