FORMULAS FOR VARIABLE FEDERAL GRANTS-IN-AID

DaniEL S. GEric, Jr.*

Tur WIDE DPIFFERENCES in the financial resources
of the States greatly complicate the determination
of methods of allocating Federal grants-in-aid for
welfare services.  Care must be exercised to avoid
accentuating variations from State to State in
cither the level of welfare services or the fiseal
burden on the State, if State participation in
financing such services is required. The use of
Federal grants-in-aid to narrow differences among
the States with respect to both the level of welfare
services and the fiseal burden of these services is
commonly referred to as equalization,

If matehing is required at a ratio uniform for
all States, the States with large financial resources
tend to obtain relatively larger grants than States
with smaller resourees.  This tendencey lessens the
likelihood that Federal programs using the 50-50
matching formula will result in reasonably ade-
quate welfare services or payments to ncedy
persons irrespective of the State in which they
reside.  Differences among the States in the rela-
tive amount of Ifederal grants received under this
formula lead almost inevitably to variation in the
level of payments or services to recipients.  In an
analysis of these problemsin the January Bulletin !
it was suggested that the relative income status of
the inhabitants of ench State-—as expressed in
widely accepted figures representing State per
capila incomes-—could provide an appropriate
index on which to base variation in the degree of
Federal financial participation in State welfare
programs, provided such varintion is considered
a sound policy.

The present article examines the elements nec-
essary in grant-in-aid formulas, if distribution of
grants among the States is related to differences
in their per capita incomes.  ‘The discussion is in
terms  primarily of objeetive formulas, written
specifically into the enabling statutes in such a
way that the npplication of the preseribed formula
to the State per eapita income figures automati-
cally yiclds the apportionment ratios to be used.
The inclusion of a formula of this type in the
statute itself has much to commend it.
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Formulas if State Financial Participation Not
Required

If State participation in the cost of a welfare
program is not made a specific condition for re-
ceipt. of Iederal grants-in-aid, the grants will
nearly always be in terms of a fixed dollar amount
to be distributed among the States, In this case
the formula need consist simply of a method of
allotting this fixed sum. Since the size of the
grant to each State is independent of whether it
expends any funds of its own on the program, or
of how much it expends, the distribution of any
given appropriation can be related directly to
variations in per capita income as well as to other
significant variables.

This type of grant is exemplified by portions of
the grants under the Social Security Act for
public-health work and for services for crippled
children which are allocated in accordance with
the “financial need” of the States, States are not
required to match these grants, and both the
Public Health Service and the Children’s Bureau,
in administering them, use State per capitn in-
comes as one factor in determining financial need.?
The Federal aid-to-cducation bills (S. 1305 and
11. R. 3517, 76th Cong., 1st sess.) also contain a
formula which does not require any specific ex-
penditure from State funds as a condition for
receipt of the grants and which bases the size of
the grant to each State in part upon an index of
the State’s “financial ability.” The measure of
financinl ability proposed in these bills is the
estimated revenue which could be raised in each
State by use of what is essentially a “model” tax
system.  Grants to States for unemployment
compensation administration under title 11T of
the Social Security Act also have no requirement
of muatching. However, since these grants are
to cover the entire cost of the “proper and eflicient
administration’” of State laws, there is no neces-
sity for making allowance for differences in State
finnneial resources in the allolment of amounts.

? Reo secs. 512 (b), 514 (¢), and 0602 of the Boclal SBccurity Act as amended;
Regulations of the SBurgeon General, U. 8. Public Health 8crvico, May 23,
1039, ns amended Dee. 20, 1030; and IHearings I3efore the Subcommittee of the
Committee on Appropriations, House of Representatives . . . on the Depart-
ment of Labor— Vederal Security Agency Appropriation Bill for 1041, (70th
Cong., 3d sess.), pt. 1, pp. 301-302,



In allotting the appropriation for a grant-in-aid
program requiring no State financial participa-
tion, it is necessary to take direct account not
only of differences in financial resources but also
of variations in the neced of the States for the
particular welfare services provided by the pro-
gram. This determination of nced may necessi-
tate recognition of several factors. In one way
or another, some weight must be given to differ-
ences in total population, to ensure larger grants
for the more populous States. If the program is
limited to a special category of individuals—such
ag children, crippled children, the aged, the blind,
tho disabled, or workers covered under a social
insuranco plan—the allotment formula should
take account also of variations among the States
in the proportion of the total population which is
represented in the special category. Finally, if
only the “necedy’” in theso special categories are
oligible for the services provided, the allotment
formula must give weight to the proportion of
total persons in the category covered by the pro-
gram who are dependent and come within the
definition of “needy.” The relative neod of each
State, after giving due weight to all factors of this
sort, can be expressed for purposes of the formula
as a percontage of the aggregate national need.

Formulas can readily be developed for com-
bining measures of State need, on the one hand,
and per capita income figures or other measures of
State financial resources, on the othor. One possi-
ble procedure is to divide the Federal appropria-
tion into two parts, one of which is distributed on
the basis of the percontage of the total national
need in oach State, and the other on the basis of
relative differences in State per capita incomes.
In the latter distribution, aftor the States have
been arrayed in the order of their per capita in-
comes, the ratios of the per capita income of the
State or States having the largest per capita in-
come to that of each State can be multiplied by the
population of each State. This yields a series of
woighted population figures adjusted for dif-
ferencos in per capita income which can be used for
making the allotment to each State.

A somowhat different moethod is to develop an
index for each State by dividing the percontage
roprosenting the State’s proportion of total na-
tional need by the percentage representing the
State’s proportion of total financial resources.
These State indoxes can then be used to allocate

4

the ontire appropriation, by allotting to eacl
State an amount which is the same percentage of
the total appropriation as the index for each Statg
is of the sum of the indexes for all States.?

The Federal cost for a given level of paymoents or
sorvices is obviously higher when State financial
participation is not required. Morecover, State
participation is desirable, particularly in a pro-
gram involving large grants-in-aid, as one method
of encouraging the careful use of the grants by the
receiving jurisdiction. Wise and prudent use of
Foderal funds under the public assistance programs
is more likely, for example, when States are re-
quired to finance part of the payment to each
recipient. Ior these reasons, and also because the
larger Federal grant-in-aid programs typically
require the expenditure of some funds from State
sources, the remainder of this analysis of variable-
grant formulas related to State per capita incomes
proceeds on the assumption that States aro re-
quired to participate in the cost.

Formulas if State Participation Required

Two basic types of IFederal grant-in-aid pro-
grams roquiring State financial participation may
be distinguished for purposes of the presont dis-
cussion. In one type, the enabling authorization
spocifically limits the total amount which can be
appropriated annually for the Federal grants, and
only a fixed and definite sum is available for distri-
bution among the States. Most existing Ifederal
grant programs requiring State participation,
other than those for public assistance, are of this
type.

In the second type, the enabling act authorizes
an annual appropriation of “a sum suflicient to
carry out the purposes of the program.” Such a
provision may be construed in one sense as
authorizing an unlimited amount of grants within
the framework of other provisions of the law
relating to State participation, maximum pay-
ments or services to individual recipionts, and so
forth. A system of “open-end grants’’ may be
necessary for broad and comprehensive welfare
programs in which the aggregate nced of the
States is both large and somewhat indeterminate.
The grants-in-aid authorized by the three public
assistance titles of the Social Security Act are of
mlon of formulas taking Into account hoth financial resources
and need where no specific State participation {3 required, sce Advisory

Committeo on Education, P’rinciples and Methods of Distributing Federal Ald
for Education, 8tafl 8tudy No. 5, 1939,
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this type. Dart of the grants proposed in the
pational health bill* introduced by Senator
\Wagner would be of this type after the first few
years of oporation; and the grants for ‘“‘goneral
public assistance’’ proposed in II. R. 5736,% intro-
duced by Representative Voorhis, would be of this
type aftor the first year of oporation.

The problem of constructing formulas to take
account of diflferences in the financial resources of
the States, ns measnred by their per capita in-
comes, varies somewhat for ench of the two types.

State Participation With Specific Limit on
Total Grants

Two distinet elements must be present in the
formula if the authorization prescribes a specific
maximum dollar amount. In the first place, it
must establish rules for allotting the fixed sum
among the States, to prevent a fow States from
obtaining more than their fair share of the total
grants at the expense of othor States. Such rules
must take into account differences among the
States in the need for the particular program,
gince some States are much larger than others
and since the noed for the service provided may
differ widely in relation to the size of the State.
Some of the factors to be taken into account in
allotting a fixed sum on the basis of need have
already been mentioned.

The formula must also establish the terms upon
which a State can obtain the funds allotted to it.
Special attention can and should be paid to differ-
ences in the financial resources of the States—
particularly if large expenditures from Stato funds
aro required for the States to take full advantago of
their allotments. Otherwise, even though a lib-
eral allotment may be assigned to a State with
large need, the rolative smallness of its financial
resources may prevent it from taking full ad-
vantage of its allotment.

The construction of a formula for relating to
their por capita incomes the terms upon which
States obtain their allotments can be accomplished
in several different ways. One type of formula
establishes varying ratios between Federal grants
and oxponditures from State funds. Such ratios
are applicablo to all or any part of the allotment,
depending on the amount of expenditure from
State funds. The problems of developing a

€ 8.1020, 76th Cong., 1st sess.
$ 76th Cong., 18t sess.
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formula which bases such varying ratios of Federal
participation upon differences in State per capita
income are similar to those under grant-in-aid
programs where the authorization does not place
o spocific limit on the total amount of grants.
These problems are discussed in subsequent
soctions,

A formula of this general type, with a limited
authorization during the first 3 yoears, is provided
in connection with most of the grants proposed in
the Wagner health bill (S. 1620). The method
of distributing the grants for hospital construc-
tion proposed in S, 3230, as passed by the Senate
on May 30, 1940, also bears some general similar-
ities to this typo of formula.

The latter bill authorizes grants totaling $10
million during each of the next 6 fiscal years. It
requires the Surgeon General, in fixing the
proportion of the total cost of each project covered
by the Federal grant, to take into consideration the
per capita income of the State applying for a
grant, or, if the applicant is not a State, the per
capita income of the State in which the applicant
islocated.” Itincludes no formula for determining
the exact percontage of Federal participation in
oach project but places minimum and maximum
limits of 25 and 90 percent, respectively, upon such
participation. An amendment to this bill pro-
posed by Senator Taft also provided that the
percentago of the total cost of ecach project covered
by the Federal grant should vary in accordence
with the per capita incomes of the applying States,
but within a range of from 40 to 90 percent. The
oxact percontage under this proposed amendment
would be fixed by a national advisory hospital
council.

A socond type of formula for establishing the
varying torms upon which the States may obtain
the allotments assigned to them prescribes for
onch State a specific or minimum lump-sum
amount to be expended from State funds as a
condition for receiving its entire allotment. One

¢ 76th Cong., 3d sess.; bill introduced by Benators Wagner and Qeorge.

1The hospital construction bill as passed by the Bonate provides that
countics, health or hospital districts, or other political subdivisions, as woll
as Btates, may apply for grants. If applications from sucli subdivisions are
approved, tho Burgeon General in his determination of the proportion of the
total cost of the project to be covered by the Fedoral grant is required to tako
{nto conslderation not only the per capita income of the State in which tho
subdivision is located but also the “financial condition and ability’ of tho
subdivision ftself. There are of course wide varlations among the per caplta
incomes of the subdivisions of a Btate as woll as among tho States thomsolves.
No official estlinates of tho per capita incomes of such subdivisions aro avail-
ablo at the presont time.



method of determining such lump-sum amounts
takes into account differonces in the income posi-
tions of tho States by requiring all States to spend
from their own funds amounts equivalent to a
uniform percentage of tho total income of their
inhabitants.

It is possible to doviso a formula for any given
Federal appropriation which will bring into bal-
ance the Federal grant to each State and the
expenditures from State funds, representing a
uniform percentage of the income of its inhabit-
ants, and which will also produce Federal grants,
for all States combined, equal to the specified
Foderal appropriation. If a formula of this sort
is used, approximate equalization of welfare serv-
ices provided by the various State programs can
be achieved by rolating the Federal allotments
direetly to the need of each State. At tho same
time, equalization of the fiscal burden of State
participation is achieved through requiring the
oxpenditures from State funds in all States to
represent a uniform proportion of the total income
of their inhabitants. This general type of formula
is similar to that used by some States in dis-
tributing school aid to localities.

State Participation Without Specific Limit on
Total Grants

For the public assistance programs under the
Social Security Act and for other programs hav-
ing an ‘“‘open-end’” authorization, it is unneces-
sary to cstablish an allotment for each State,
since the grants obtained by one State do not
lessen the amount of grants which other States
may obtain. To the extent that its expenditures
are eligible for matching in accordance with the
conditions imposed by the enabling Federal stat-
ute, a State may obtain Federal grants propor-
tionate to the funds it is able and willing to pro-
vide. Accordingly, the type of formula required
in this case need only establish for each State the
ratio between expenditures from State funds and
obtainable Federal grants.

Once this ratio is established, the actual
amount of grants going to any State is dependent
golely upon the legally matchable amount the
State spends from its own funds. An allowance
for relative differences in the financial resources of
the States can be made only by varying the per-
centage ratios of participation assigned to the
various States. The remainder of this article
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considers the characteristics which are necessar
in a formula of this type so that it will relate
effectively the percentage ratios of Federal par-
ticipation to differences in the per capita incomes
of the States.

It is desirable first, however, to refer briefly to
a proposecd alteration of the 50-50 matching for-
mula which would produce a certain amount of
variation in the effective pereentages of Federal
participation from State to State, although this
variation would not be based on an index of finan-
cial resources. As applied to the public assistance
programs, this alteration roquires the TFederal
grant to cover a larger proportion of the cost of
that part of a payment to a recipient below a
specified amount than of that part of the payment
exceeding the specified amount.  An illustration
of this type of proposal is contained in S. 30303
introduced by Senator Clonnally.

Since the average payment per recipient differs
from State to State, this change would cause the
cffective percentages of Federal participation in
total State payments to vary somewhat from one
State to another. Nlorcover, beeause of the tend-
ency for States with relatively small financial
resonrces to pay smaller amounts per recipient,
these effective percentages would tond to be higher
for such States than for States with larger re-
sources and, in general, higher levels of payment.
For this reason it has been clnimed that such a
formula would result, indireetly, in a system of
variable grants,

A plan of this sort would probably increase
substantially the aggregate Ifederal cost of a
particular grant-in-aid program as contrasted
with the cost of the 50-50 arrangement, particu-
larly if the Ifederal share of the first part of the
payment to recipients was larger than 50 percent.
Although the plan would make additional funds
available to the States with smaller resources,
it would also increase the amount of IFederal
participation in the programs of States with larger
resources. Moreover, because of the dispropor-
tionate increase in outlays from State funds
required to maintain average payments abovo
the dividing point, there might be a tendencey for
the average payment in most States to be frozen
at the point of maximum Federal contribution,

If variable ratios of participation are con-

8 76th Cong., 3d sess. A number of other bills have also heen introduced
which provide for various proportions other than that In 8, 3030.
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sidered a desirable objective, it scems a sounder
method to base them specifically and directly
upon an index such as per capita income, which
reflects State differences in financial resources,
The formmula used should be so designed that it
produces automatically and objectively the appro-
priate percentage of Federal participation for each
State, given the per capita income of the State.
Under such a formula the degree of Ifederal partic-
ipation is expressed in a schedule of percentages
varying inversely with the per capita incomes of
the States, rather than as a uniform percentage
for all States.

Seleetion of a midpoint around which to range
such a schedule of percentages presents certain
problems.  The most obvious alternatives proba-
bly are 50 percent, 33)% percent, or 66% percent.
The broad policy objectives of a grant-in-aid pro-
gram must influence the final choice. In the
absence of strong contradictory reasons, it is per-
haps most appropriate to range the percentages
around a midpoint of 50, particularly if a variable-
grant formula is substituted in an existing program
which previously was on an equal matching basis,
In programs in which the national interest is
pauramount  a program established in connection
with the national defense, for example—the Fed-
eral percentages might be ranged around 66% per-
cent. In contrast, in programs in which the
State interest is considered predominant, the per-
centages might be ranged around a midpoint of
33% percent,  ‘The subsequent discussion proceeds
on the assumption that the percentages are cen-
tered around 50, although the formulas outlined
could be developed equally well on the basis of a
different assumption.

Conversion of Per Capita Incomes to Variable
Percentages

While formulas for translating State per capita
income differentials into a schedule of variable
Federal pereentages can be developed in several
different ways, four main types have been selected
for discussion. These are designated as (n)
“near interpolation” formula, (b) “bracket type”
formula, (¢) “ratio to midpoint” formula, and (d)
“ratio to national average’ formula.

The “linear interpolation” formula requires, as
the first step, a decision as to what the most
fuvorable and the least favorable IFederal per-
centages shall be.  These percentages are assigned
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to tho two States with the lowest and highest per
capita incomes, respectively. The percentages for
the remaining States are then calculated by dis-
tributing linearly the difference between the maxi-
mum and minimum Federal percentage over the
range of States. This type of formula is suggested
by the provisions of section 1101 (o) of the Wagner
health bill, although its use would not be manda-
tory under that section.

Dospite its simplicity this formula has a definite
limitation in that the percoentages of all States are
considorably influenced by the specific por capita
incomes of the two States with the lowest and
highest por capita incomes. A substantial change
from one year to another in the per capita income
of cither of these two States would affoct markedly
tho percentages for all othor States during the fol-
lowing year oven though the per capita incomes
of the other States remained the same. Despite
the general stability of the relative income posi-
tions of the States in tho past, this limitation
lessens somoewhat the usefulness of this method.

The percontagoes resulting from this formula
would also be affected appreciably if the island
possossions were included in a grant-in-aid pro-
gram. No oflicial estimato of the per capita in-
como of Puerto Rico is available, but limited in-
formation indicates that it is below that of any of
tho States, the District of Columbia, Alaska, or
Hawaii. If Puerto Rico were included in a
grant-in-aid program,® its per capita income would
constitute one of the two oxtremes under this
formula, and the Foderal pencentages for all other
States—oxeopt the State with the highest per
capita income-—would be noticeably smaller than
if Puorto Rico woro excluded.

Thoe “bracket typo’’ of formula involves estab-
lishing a limited number of brackets, with perhaps
5 or 10 States in cach bracket. The same IFedoral
percentage would apply to all States within one
bracket. The assignment of States to the differ-
ent brackets might be based either on the relative
ranking of the per eapita income of each State in
an array—for example, by deciles or quartiles—or
on the income bracket within which the per capita
income of each State falls, such as $200-$300,
$300-$400, and so forth.

? Pucrto Rico at presont 1s eligiblo for the grants provided by titles V and
V1 of the SBoclal Seeurity Act but not for grants undor the 3 public assistanoce
titles. 1t would be ellgible for most of the grants-in-ald proposed In tho
Wagner health bill,



While such an arrangement may appear fairly
workable at first glance, it might necessitate a
considerable amount of administrative discretion
in determining the brackets. Furthermore, the
percentage assigned to any State whose per
capita income is near the border line of a bracket
would undergo a substantial change if only a
slight change in its per capita income shifted it
from one bracket to another. Any formula plac-
ing such reliance on relatively insignificant varia-
tions in the per capita income figures would not
be desirable.

The ‘‘ratio to midpoint’”’ formula assumes that
the figure representing the national per capita
income is equated to 50 percent or to whatever
midpoint is selected. Specifically, it would require
the percentage of total expenditures derived from
State funds in each Stato to bear the same ratio
to 50 percent (or other 1idpoint) as the per capita
income of each State bears to the national per
capita income. Thus, if the national per capita
income for one year were $500 and the per capita
income of a given State were $250, the percentage
of total expenditures to be derived from that
State’s funds would be one-half of 50 porcent or
25 percent. The Federal grant, accordingly,
would cover 75 percent of the cost of the program
in that State. Similarly, if the per capita income
of another State were $750, the percentage of
State participation required in this case would be
75, while the Federal grant would cover only 25
percent of the cost.

A formula of this type might appear logical be-
cause of its use of the ratios between State and
national per capita incomes. It would result,
however, in a rather wide range in the Federal
percentages for different States, including a zero
Federal percontage where the per capita income of
a State is more than double that of the Nation as
a whole. This wide range may lessen its desir-
ability, at least until some experience has been
gained in operating a variable-grant plan. More-
over, the ratio of State to FFederal participation is
not the same as the ratio of a State’s per capita in-
come to the national per capita income. These
characteristics suggest that a still different type of
formula might be more desirable.

The fourth type or “ratio to national average’
formula also uses the ratios betweoen national and
State per capita incomes to determine the ratios
betweon the Federal and State percentages of

participation for ench State, but equates the tota]
to 100. In more procise terms, the percontage of
Federal participation for oach State would bear
the same ratio to the percentage of State partici-
pation as the national per capita income bears to
the per capita income of the State.’® If the na-
tional per capita income wore $500, for example,
and the per capita income of a certain State were
$250, the Federal percentage of participation for
that State would be 66% and the State porcontage
would be 33%. If the pdr capita income of
another State were $750, the IFoderal percentage
would be 40 and the State porcentage 60.

One advantage of this ‘“‘ratio to national
average’’ formula is that, as it is applied to
smaller and smaller per capita incomes, it results
in Federal ratios of participation which increase
at a constantly increasing rate. A second impor-
tant advantage is that a substantial change in the
per capita income of any one State from one year
to another can exert only a small influence upon
the percentages assigned to all other States, since
these other percentages change only to the extent
of the shift in the national average resulting from
the change occurring in the one State. Moreover,
the percentages produced under this® formula
would form a continuous series rather than the
discrete series which the “bracket’” type of for-
mula would produce. In contrast to the “ratio to
midpoint” formula, this fourth formula® would
result in a somewhat narrower range in the per-
centages for the various States—probably n desir-
able characteristic, especially when a plan of
variable grants is first established. In view of
these considerations, this fourth formula appears
superior in many respects to the other three
types discussed.

Use of 3-Year Moving Average

In order that the legislatures and administrative
agencies of the receiving jurisdictions may be ablo
to plan the financing of their welfare programs
reasonably far in advance, a varinble-grant
formula should be so devised that sudden and
substantial changes in the Federal percentages of
participation will not occur from one year to the
next, except when changes of a genuinely catas-

trophic nature occur in the income position of a

10 A partialapplication of thisgeneral type of formula appears In 8. 2203 (76th
Cong., 18t sess.) introduced by Senator Byrnes, and In . R. 5736 Introduced
by Representative Voorhis.
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State. A previous analysis ! indicated that, in
tho past at least, thero has been a relatively high
degreo of stability in the per capita income
rankings of most of the States from one year to
another. To minimize the possibility of sudden
changes in the I'ederal percentages of participation,
however, the formula should relate the percent-
ages, not to tho per capita incomes for a single
yoar but to the averages for soveral years. A
span of at least 3 years appears desirable for this
purpose. A moving average may be used to
accomplish this objective.

The statutoe establishing a variable-grant plan
should also indicate when and how frequently
the participation percentages should be recom-
puted. Since the percentage applicable to a
given State would be the same throughout the
intervening period, Federal administration of the
grants would encounter fow problems not already
present when the percentages are uniform for all
States.

Percentages Resulting From Two Formulas

The arithmetic averagos of the per capita in-
comes of oach of the States and thoe District of
Columbia for 1936, 1937, and 1938 are shown in
the socond column of table 1. The States are
arrayod in the ascending order of their average
por capita incomos during this 3-year period.

The Fedoral percontages obtained by applying
the “linear interpolation” formula to these per
capita income averages are shown in the third
column. A Federal percentage of 66% has been
assignoed to Mississippi, with the lowest per capita
income—$215-—and of 33% to the District of
Columbin, which has the highoest-—$1,210. The
porcontagos for the remaining States have been
computed by distributing lincarly over the range
between the two extromes the differonce between
theso two porcentages (33% percent). Ifor con-
venience, the intermodiate percentages have been
computed only to tho nearest whole number.

This formula produces a Ifedoral percentage of
more than 50 porcent for all but 5 States and the
District of Columbia, which have the highest per
capita incomes. It is ovident that the substitu-
tion of a formula of this sort for a 50-50 matching
formula in an existing grant-in-aid program would
probably load to a substantial incroase in Federal
costs, sinco the woighted average percontage of

11 8ce the Bulletin, January 1040, p. 32, table 4.
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Foderal participation for the entire program would
be well in oxcess of 50 percent.

Table 1.—Average State per capita income payments,
1936-38, and Federal percentages of participation
derived by two variable-grant formulas

Federal peroontages | Peroontage

dorived from— inorease or

dooroase in

Por capita ants un-

Stat lnoomtia toer "&atlol

ate payments, " “ national

1030-38 lntlé:'ll»%(l‘;- nﬁ?ﬂg;f avorago”

averago ! tion" averago'’ lorntm a a8

) ocontras!
formula formula ® |y k080
formula ¢
® @ @) ) ®)

United Btatos...... L &1 2 Y SR
Mississippl 218 06%$ 066%$ 100
Arkansas. __._... 223 66 06634 100
Alnl [ T, 236 08 603¢ 100
South Carolina 287 65 100
8. ... (] 65 88
North Oarolina 201 04 65 88
Toennessee. - ... 202 64 (1] 86
Kontucky..... . 203 04 65 80
North Dakota 316 03 63 70
Oklahoma..... 323 63 63 70
8outh Dakota 340 62 61 56
Virginfa_ _.___...__ 357 02 60 50
Louisiana 371 61 59 4
Wost Virginia, 301 ()] 88
0X08....._. 403 (1 1] 87 83
Now Mexi 415 60 n
Kansas_ . 433 89 58 2
Nebraska 435 59 22
Towa..._........... 449 59 58 22
Missourd. ... . ......._. 452 59 54 17
461 58 84 17
Florida 404 68 54 17
Idaho. 465 58 84 17
Utah.. 470 68 53 13
Maino. 480 88 53 13
Indiann...._._..... . 481 88 53 13
Now Hampshire. . 517 57 81 4
nnesota._........ 510 57 81 ' 4
Wisconsin. _._._. 541 50 50 0
Arlrona._ ... ... 540 55 80 0
Colorado......... 552 55 49 —4
Ponnsylvania_._. 563 55 49 —4
Oregon._...... 873 55 48 -8
Montana._ _._...... 875 b5 48 -8
Washington. ..._.. 0600 54 47 ~11
Maryland_____.__. 614 63 47 -11
Wyoming.......... J 610 83 47 -11
Ohlo............... . 618 53 47 -11
Now Jersoy........ 620 83 47 -~11
Ilinols........... R 620 83 46 ~15
Michigan.._..... 632 53 46 -18
Massachusotts. .. . 085 51 44 -21
Rhode Island...... . 0690 51 44 -21
Conncetleut . ... . 743 49 42 ~28
Callfornla........ 826 40 39 —36
Novada.......__. 827 40 39 —-36
Delawaro. ... 845 40 89 —36
ow York_.._._... 5 45 39 —386
District of Columbla..... 1,210 33)% 334 -50

t Basod on U. 8. Dormtmcnz of Commeorce figures, Survey of Current
Businese, April 1940, p. 10,

1 Fodoral percentages obtainoed by distributing lincarly over tho range
botween the highest and lowest por capita inoomes the difforonoe betweon
tho lowost and highost Poroontﬂgo! (33}s porcont).

1 Fodoral porcentage for cach btato bears same ratio to Btate poroentago as
national &er capltn fnoome bears to por capita income of otate. Maximum
limit of 663§ percont and minimum lfmnit of 3334 porcont on Fedoral por-
contagos assumed.

¢ Derlved by forinula: peroont of change for a Btato=

( Fodoral poroont

—_— e -1 ) X100
100—Federal pereent

Expenditures from Btate funds are assumed to bo the sameunder oither
formula.




The Federal percentages obtained by applica-
tion of the “ratio to national average’” formula
are shown in tho fourth column of the table. To
make them comparable with the percontages in tho
third column, maximum and minimum limits of
66% porcent and 33)4 percent, respectively, have
been assumed.

The use of the f‘ratio to national average’”
formula, with minimum and maximum limits,
produces Federal percentages of less than 50 for
18 States and the District of Columbia. Ior 5
ict of Columbia, Noew York,
Delaware, Novada, and California—the formula
produces Federal percentages below 40 percent.
The 3-year averages of tho por capita incomes of
Arizona and Wisconsin are so close to the national
avoragoe for the samne period that their percentages
are on a 50-50 basis. The remaining 28 States
aro assigned a Iederal percentage above 50 by
this formula. The 12 States with the lowest
3-yoar average per capita incomes are assigned
Federal percentages of 60 or more.

If no limits are applied, the actual range of
the Federal percentages derived by application of
the “ratio to national average” formula to the
1936~38 per capita income figures is from 31 to
71. 1If a rango of this magnitude is regarded as
undesirable, a provision can be inserted in the
formula placing a specific maximum limit, a
minimum limit, or both, on the Iedoral
poercentages.

Whether a range of Federal participation as
large as from 31 porcent to 71 percent is desirable,
or whether narrower limits should be established,
is a matter of broad policy. The range between
the 3-year average per capita incomes of Missis-
sippi and the District of Columbia is from $215
to $1,210, representing a ratio of about 1 to 5.6.
If the FFederal percentage of 71, produced by
unlimited application of the formula, were as-
signed to Mississippi, that State would receive a
Federal grant of approximately $2.45 for each
dollar of its own funds available for matching.
The District of Columbia, assigned a Iederal
porcentage of 31, would receive in contrast a
Federal grant of approximately 45 cents for each
legally matchable dollar of its own funds. Tho
ratio between 45 cents and $2.45 is about 1 to 5.4,
or very nearly the same as that between the lowest
and highest State per capita incomes. 'These
figures indicate that the percentages produced by

10

use of the ‘‘ratio to national average” formulg
reflect rather faithfully the range in the basic
per capita income index.

If statutory minimum and maximum limits op
tho IFederal percontages are considerod desirable,
thoy affect somewhat tho ratios derived from the
formula. The Fedoral porcentago for tho District,
of Columbia is increasod slightly, and thoso for
South Carolina, Alabama, Arkansas, and MNlis-
sissippi  are reduced by soveral points. The
rango in tho porcentages after establishing limite
of 33%-66% percent is from 1 to 4. That is, $1 of
Stato funds when related to the minimum Federal
porcontago rosults in a Federal grant of 50 conts,
as contrastod with a grant of $2 if rolated to the
maximum Fedoral percontago.

The formulas in S. 2203 and 1. R. 5736 " for
varying the percentagos of Fodoral participation,
based on State per capita incomes, provido for a
range of from 50 to 667 in the Fedoral porcontagos.
The corresponding rango provided in tho Wagner
health bill is from 33Y% to 6624 for three of its titles
and from 16% to 50 for one titlo. Tho range in
S. 3230 18 ag passed by the Senato is from 25 per-
cont to 90 porcent.  The amondment to this latter
bill proposed by Senator Taft provided a range of
from 40 to 90 pereent in the ratios of Toderal

participation hased on btnto per eapita incomes,
S A RN
Effect of Variable Perc vnlu/,'(w ‘on” Amount of
Grants

The porcentages in the last column of table 1
aro presentoed in order to contrast the amount of
grants under a variable-grant formula, such as the
“ratio to national average” formula, and under
the 50-50 matching formula. The colunn indi-
cates for cach State tho porcentage by which tho
amount of Federal grants under the given variabloe-
grant formula would oxceed or fall short of the
grants under a 50--50 matching formula.  The
assumption used in tho computation of these
porcontages is that the States maintain expond-
itures from their own funds at approximatoely
the same level undor cither type of formula.!

On these assumptions, 28 States would receive

17 8ee footnote 10,

13 §co footnote 0.

WIf a varlable-grant formula {s substituted for a £0-50 matching formula
In a program already in operation, it might be considered desirable to require
that 8tates assigned a Federal percentage larger than £0 malntain at least the
provious level of expenditure from thelr own funds as a condition of eligiblility
for the more favorablo percentago,
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a larger amount of grants under the variable-
grant formula than under an cqual-matching
formula.  Ienee, the use of this variable-grant
formula in a welfare program would enable theso
States to maintain a higher average payment or
gervice per recipient, a larger number of recipients,
or both, than if a 50-50 formula were used.

In contrast, 19 other States would receive a
smaller amount of grants under the variable-grant
formula than under a 50-50 formula. Ixpend-
itures from  their own funds thus would have
to be larger under the variable-grant formula to
maintain at any given level their average pay-
ment or serviee per reeipient and the number of
recipients.  The varinble-grant formula would re-
duce by more than one-fourth the grants to 6 of
these States,  Sinee these States have the highest
per eapita incomes, however, the fiseal burden of
a given wellare program upon the total income of
their inhabitants, even after raising the additional
funds necessary to maintain a given level of opera-
tion, would probably be no greater than that in
mmerous States with smaller per cepita incomes,

In order to estimate the pereentage change in
total  Federal grants under a variable-grant
formula in contrast to a 50-50 matching formula
(assuming expenditures from State funds to be
the same under either formula), the pereentages
in the last column of table 1 have been weighted
by the proportions which the grants to cach State
for old-age assistance were of total grants-in-aid
for that purpose in 1939.%  For the country as a
whole, a weighted average inerease of 1.2 pereent
in Federal funds is obtained by this process.
This would be equivalent to an inercase of about
$3 million in the annual Federal cost of the grants
for old-nge assistance, and would result in a
weighted average ratio of Federal participation of
50.6 pereent.  ‘The general type of formula used
in these computations would therefore come-—at
least. with respoeet to its cost-—within the rule laid
down by the President that the making of ‘“‘pro-
portionately larger IFederal grants-in-aid to those
States with limited fiseal capacitios . . . can and
should be accomplished in such a way as to involve
little, if any, additional cost to the IFederal
Government.”” ' ¢

¥ On basis of cheeks Issued, as reported by the Oflice of tho Commlssloner
of Accounts and Deposits of tho U. 8. Treasury Department,
8 Aeasage I'vom the President of the United States Transmitting a Reporl of

the Social Security Ioard Recdmmending Changes in the Soclal Securlty Acl,
11. Doc. 110, 76th Cong., 1st sess.

Bulletin, June 1940

Degree of Equalization Achieved by Formula

I'ull equalization under a Federal grant-in-aid
program would exist if the grants make possible
approximately uniform levels of operation within
each State, while the expenditures on the program
from State funds constitute approximately the
same fiscal burden in cach State. This concept
has been developed in the past in connection with
State school aid to localitics. Where full equal-
ization is sought, this State aid is distributed in
such a way as to maintain, despite the wide
variation in the per capita wealth of different
subdivisions, approximately the same school
expenditure per child in cach locality, provided
local funds are raised equivalent to the yield from
the same mill levy on assessed property in each
locality. In other words, the State aid is so
distributed as to make up the difference betweon
the total expenditure required in each locality to
achicve the desired standard and the amount
raised by the locality itsell by the uniform mill
levy.

The feasibility of full equalization as an ob-
jective of Ifederal grants for State welfare pro-
grams is questionable. For one thing, grants
under a full equalization plan must be essentinlly
lump sums.  The lump-sum grant method can be
utilized only when the aggregate need for the
services rendered by a program can be measured
readily and expressed as a specific amount for
cach State. It is difficult to measure and express
in dollars the aggregate need in cach State for
various types of welfare programs, since such
need is a result both of the number of needy
persons and of the amount of assistance needoed
by each one.  Neither of these variables is subject
to precise measurement, and they both undergo
change with cyclical fluctuations and shifts in
welfare standards.  1ence it would be extremely
diflicult to determine the appropriate lump-sum
amounts which should go to each State.

IFull equalization, furthermore, would be costly
to the Federal Government—particularly if the
lovel of welfaro servicos provided approached a
reasonable degreo of adequacy—and would require
it to assumo a high percentage of the total cost
of most State welfare programs. This burden on
the IFedoral Governmeont would be the result of the
largo difforentials between tax-raising ability and
need for welfare services in the most favorably
situated Stato or States, which would serve as
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benchmarks for the equalization, and such relation-
ships in other States. The size of these differ-
entials is a reflection of the wide diversity among
the States both in relative needs and resources,
and of the tendency for the need for welfare
soervices to be higher in States whore financial
resources in relation to population are low.

It is not possible to determine the fiscal burden
necessary in the different States to finance ox-
penditures from State funds under the variable-
grant formulas outlined or the corresponding degroe
of equalization which the formulas achieve. Theo
amounts of Federal grants to each State under
these formulas are dependent upon the amount the
State is able and willing to devote to any given
welfare program. Thus, the decision regarding
the scope of the program in each State is loft
entirely to the State itself and is not tied to a
uniform national standard, as would be nocessary
under the full equalization plan described above.

Because the varying Federal and State ratios
of participation are related to per capita income
differentials, the variable-grant formulas outlined
above would approach considerably closer to full
equalization of services and fiscal burdens than
does the 50-50 matching formula. Tho procise
fiscal burden placed on a State by its participation
in a particular welfare program, however, would
still depend on the extent of the program it chose
to maintain. If, for example, a State with rela-
tively small financial resources undertakes a com-
prehensive and liberal welfare program, the
relative fiscal burden occasioned by the program—
even with the larger degree of Federal participa-
tion in its program resulting from use of a variable-
grant formula—will be greater than that of a State
with large resources which chooses to undertake a
much less comprehensive program.

Treatment of Need in the Formula

The question may properly be raised whether
the variable-grant formulas discussed above take
sufficient account of State differences in welfare
needs. Recognition of sucl differences may onter
into the formulas in two ways.

In the first place, if the enabling authorization
places a specific dollar limit upon the total amount
of grants, it is necessary to allot this total among
the States to prevent some States from receiving
a disproportionate share at the expense of other
States. Adequate recognition must be given to
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State differences in the need for the particular
program in making this allotment to ensuro that
States with greator need can obtain proportion.
ately largor grants. If the enabling authorization
doos not place a specific dollar limit on the total
amount of grants, however, the nccessity of allot-
ting a limited sum among the States does not oxist,
Under such an authorization, just as under the
public assistance titles of the Social Security Act,
the I'ederal Government stands ready to match at
the prescribed ratios all expenditures from State
funds which are legally eligible for such matching,
In such a circumstance it is unnecessary to take
account of State differences in need for tho purpose
of limiting the share which each State can obtain
of the total.

Account might also be taken of differences in
need in determining the ratio of Ifederal participa-
tion assigned to each State. If, in the formula
establishing these ratios, allowance is made for
State differences in the need for a particular
sorvice, dissimilar percentages will be assigned to
a single State under different Ifederal grant-in-aid
programs. 'This variation is a reflection of the
diverse age compositions and other characteristics
of the States, which cause the need of a given
State in relation to that of other States to be
larger for one program than for another. 1f it
were considered a sound policy to assign per-
centages to States which differ from program to
program, specilic allowance in the formula for
differences in need would clearly be desirable.

There is much to be said, however, in favor of
assigning Lo each Stato a gingle percentage appli-
cable in all FFederal grant programs in which it
participates. In this case the States, in appor-
tioning their own funds among the different pro-
grams and in determining the scope of their oper-
ations under each, could stress those for which the
real need in the State was greater, instead of
having an inducement to stress the programs in
which they were able to receive the largest amount
of Federal grants per dollar of expendituroe from
State funds. If it is considered a sounder public
policy to assign a single percentage to each Stato,
recognition of variations among the States in the
nced for each separate program would not be a
necessary clement of the formula.

The per capita incomo of a State is the quotient
of the total income of its inhabitants divided by
its total population. 'The population of a State
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may be regarded as a measure of its ‘“‘generalized
need”” for welfare services of all types.” Thus, the
uso of per capita income in a formula recognizos
State differences in general need as woll as dif-
foronces in the aggregato financial resources of the
States as measured by the total income of their
inhabitants. 1If it is considered desirablo to assign
a single percentage to a given State for all Federal
grant programs, the use in the formula of a variablo
representing only generalized need would seem to
be a justifinble procedure,

On tho assumption, however, that it is con-
gidored wise to assign different percentages to a
given Stato for different welfare programs, it is
instructive to exnmine moethods of allowing for
differonces in need in the formula.  If the numboer
of potontinlly cligible recipients in each State can
bo readily determined from an official census or
other relinble source, it is a relatively simple
matter to modify the formulas outlined above to
take account of differences among the States in
the numbors of such persons.  If all aged persons,
for example, wero eligible for payments or services
under a grant-in-aid program, the total income
roceived by the inhabitants of each Stato might
be divided by the total number of aged individuals
in the Stato rathor than by the total population.
These incomo-per-aged quotionts might then be
substituted for the income-per-capita figures as
the basis on which thoe schedule of Fedoral por-
centages is computed.  Similarly, if & program
involves oxpenditures on behalf of all children, the
formulas might be so modified as to relate the
porcentages to the income-per-child in each State.

Measurcement of Differences in Need

When, howover, the scope of a Fedoral grant
program is limited to “needy” persons of cortain
ages or of other defined characteristics, no consus
or similar count of the number of needy eligible
persons is readily available.  One method of ob-
taining such a count would be to take a spocial
census in each State. This would necessitate, in
the first place, common agreemont on and appli-
cation of a uniform and workable definition of
“need,” with definite standards with respect to
tho treatmont of relatives’ responsibility, other
incomo, proporty, and so forth. It would then

18e0 Wueller, P, I, “Incomo and the Moasurement of the Relative Capac-

ftics of the States,” Studles in Income and Wealth, National Burcau of Eco-
nomic Research, 1039, Vol. I11, p. 448 11,
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be nocossary to examine the circumstances of all
persons in oach State in the general catogory con-
corned, to dotermine whether or not they were
“neoedy” within the definition established. Such
a census would have to be taken regularly, since
cyclical fluctuations change the percentages of
persons in need. In view of the scope and difficul-
tios of such an undertaking, it is quostionable
whether it can be rogarded as practical.

If it weoro accurate to assume that the pro-
portion of ‘“needy’” to total persons in a given
category is approximately tho same in each State,
an allowance in the formula for State differences
in tho total number of persons in the category
would give adequate recognition to differences
in the number of ‘“needy” persons as well. The
factual data throwing light on the validity of
such an assumption are limited. The National
Resources Committeo found that 23 percent of the
families in the Southern region in 1935-36 had
incomes below $500, while tho corresponding per-
contages for the other regions wore ns follows:
New England, 7.1; North Central, 10.1; Pacific,
9.3; and Mountain and Plains, 17.5."® For fam-
ilies with incomes below $750, the percentage for
the Southorn region was 41.3, while those for the
othor regions were: New lingland, 18.4; Pacific,
18.5; North Central, 20.2; and Mountain and
Plains, 33.0.

Sinco need presumably results from a deficiency
in incomo, thesoe figures suggest that the proportion
of needy to total families varies widely from one
part of the country to another. No published
State or regional income distributions of this sort
are available for particular groups, such as the
aged, children, or the sick. It is probable, how-
ever, that the regional difforences in family in-
come lovels aro reflected, at least in part, in differ-
ences among the States with respect to the eco-
nomic status of persons in the special categories.
If so, it does not appear valid to assume that the
proportion of needy to total persons in a specified
category is approximately uniform in all States.

In view of these considerations, it is question-
ablo whether Stato differences in need, under
particular welfare programs limited to ‘‘needy”
porsons in a spocified category, are measurable
with suflicient accuracy to warrant their inclusion
as an element in the formulas for dotermining

1 Nntiona! Rosources Committoo, Consumer Incomes in the Uniled States
1038, p. 98.
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ratios of participation. As pointed out in the
article in the January Bulletin, there is some basis
for an assumption that the percentages of “needy”
to total persons in most categories may be rela-
tively high in States with small per capita incomes.
A moan por capita income in a given State con-
siderably below that of most other States probably
roflects—if the shape of its distribution curve is
not markedly different fronr that of other States—
the existence of a relatively large number of small
incomes in that State. Thus, those States with
relatively small per capita incomes, to which
would be assigned the higher Federal matching
percentages under the variable-grant formulas
outlined above, are in general the States in which a
relatively larger percentage of the population have
incomes so low that they can be characterized as
“needy.” Hence, the formulas suggested for
determining varying ratios of participation do give
indirectly some recognition to differences among
the States in the proportion of needy persons.

Ratio of Grants to Federal Taxes Paid

A test occasionally proposed for evaluating
formulas for distributing Federal grants is to
compare the proportion of total grants received by
cach State with the proportion of total Ifederal
taxes paid. In such a comparison, figures for
internal revenue collection districts, published by
the Bureau of Internal Revenue, are sometimes
used as an indication of the amount of Ifederal
taxes paid by the inhabitants of a State. The
Bureau of Internal Revenue, however, credits tax
receipts to the States in which the collections are
made. Its published figures, therefore, do not
indicate the actual burden of IFederal taxes on the
inhabitants of different States, since the taxes
may eventually be borne by persons in States
other than that in which they are collected.®

North Carolina, for example, ranked below only
New York, Pennsylvania, and Hlinois with respect
to the amount of Federal internal revenue taxes
collected in the fiscal year 1938-39 in the State.
This situation resulted from the fact that nearly
50 percent of all collections under the Federal
cigarette tax were paid initially by tobacco com-
panies in that State. The ultimate incidence of
the 6-cent Federal cigarette tax, however, is
diffused among consumers throughout the country.

1% Beo Annual Report of the Commissioner of Internal Recenue for the Fiscal
Year Ended June 30, 1938, p. 91, table 3, footnoto 2.
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This is one of the more striking illustrations of
reasons why the Bureau of Internal Revenue
figures do not constitute an adequate basis for
State comparisons of Federal taxes paid and
grants received.  Until satisfactory estimates of
the amount of Federal taxes actually borne by the
inhabitants of cach State are available, it ig
impossible to compare the proportion of grants
reccived under a variable-grant formula, or under
any other formula, with Iederal taxes paid.
Whether the distribution of Federal grants-in-
aid should bear some direct relationship to the
Federal tax burden of the inhabitants of cach
State—assuming that adequate measures of that
burden were available—is a matter of broad poliey.
Involved in such a question are numerous general
problems concerning Federal-State relationships
both in the fiscal ficld and elsewhere.  Among the
factors which should be taken into account in
formulating poliey with respeet to this question
is the fact that even the FFederal income taxes
collected in the different States are based upon
income which, to a certain extent, has been derived
from commerce with other States.  The business
enterprises in a given State, from which its in-
habitants derive their income, may be dependent
on other States, not only for a part of their raw
materials and labor but also to a considerable ex-
tent for their markets and finally their profits.

This article has analyzed the important charac-
teristies necessary in Federal grant-in-aid formu-
las, in order to relate the distribution of grants
among the States to differences in their economie
capacity, as measured by their per capita incomes.
Points have been indieated at which selection
among various alternatives is a matter of broad
policy. These include such questions as the mid-
point around which the pereentages of IFederal
participation should be distributed, the magnitude
of the range between the maximum and minimum
Federal percentages which should be permitted,
and the relative desirability of assigning the same
or dissimilar pereentages of Ifederal participation
to a single State for diflerent grant-in-aid pro-
grams. Iinally, given the framework established
by broad policy considerations, several workable
formulas have been indicated, by which the vary-
ing TFederal ratios of participation for different
States can be related directly to their per capita
incomes.

Social Security



