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T H K W I D E D I F F E R E N C E S i n 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 
either the level of welfare services or the fiscal 
burden on the State, i f State part i c ipat ion i n 
financing such services is required. The use of 
Federal grants- in-aid to narrow differences among 
the States w i t h respect to both the level of welfare 
services and the fiscal burden of these services is 
commonly referred to as equalization. 

I f matching is required at a ratio uni form for 
all States, the States w i t h large financial resources 
tend to obtain relatively larger grants than States 
with smaller resources. Th i s tendency lessens the 
likelihood t h a t Federal programs using the 50-50 
matching formula w i l l result in reasonably ade­
quate welfare services or payments to needy 
persons irrespective, of the State in which they 
reside. Differences among the States in the rela­
tive; amount of Federal grants received under this 
formula lead almost inevi tably to var iat ion in the 
level of payments or services to recipients. In an 
analysis of these problems i n the January Bul l e t in 1 

i t was suggested that the relative income status of 
the inhabitants of each S t a t e - a s expressed in 
widely accepted figures representing State per 
capita incomes could provide an appropriate 
index on which to base var iat ion in the degree of 
Federal financial part i c ipat ion in State welfare 
programs, provided such var iat ion is considered 
n sound policy. 

The present article examines the. elements nec­
essary in grant- in-a id formulas, if d i s tr ibut ion of 
grants among the States is related to differences 
in their per capita incomes. The discussion is in 
terms pr imar i ly of objective formulas, w r i t t e n 
specifically in to the enabling statutes in such a 
way t h a t the application of the prescribed formula 
to the State per capita income figures a u t o m a t i ­
cally yields the apport ionment ratios to be used. 
The inclusion of a formula of this type in the 
statute itself has much to commend i t . 
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Formulas if State Financial Participation Not 
Required 

I f State part ic ipat ion i n the cost of a welfare 
program is not made a specific condition for re ­
ceipt of Federal grants- in-aid, the grants w i l l 
nearly always be i n terms of a fixed dollar amount 
to be distr ibuted among the States. I n this case 
the formula need consist s imply of a method of 
a l l o t t ing this fixed sum. Since the size of the 
grant to each State is independent of whether i t 
expends any funds of i ts own on the program, or 
of how much i t expends, the d is t r ibut ion of any 
given appropriation can be related direct ly 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 A c t for 
public-health work and for services for crippled 
children which are allocated in accordance w i t h 
the " f inancial need" of the States. States are not 
required to match these grants, and both the 
Public Hea l th Service and the Children's Bureau, 
in administering them, use State per capita i n ­
comes as one factor in determining financial need. 2 

The Federal aid-to-education bills (S. 1305 and 
H. R. 3517, 76th Cong., 1st sess.) also contain a 
formula which does not require any specific ex­
penditure f rom State funds as a condition for 
receipt of the grants and which bases the size of 
the grant to each State in par t upon an index of 
the State's " f inancial a b i l i t y . " The measure of 
financial ab i l i t y proposed in these bills is the 
estimated revenue which could be raised in each 
State by use of what is essentially a " m o d e l " tax 
system. Grants to States for unemployment 
compensation administrat ion under t i t l e I I I of 
the Social Security A c t also have no requirement 
of matching. However, since these grants are 
to cover the entire cost of the "proper and efficient 
a d m i n i s t r a t i o n " of State laws, there is no neces­
sity for making allowance for differences in State 
financial resources in the al lotment of amounts. 

2 See sess. 512 (b) , 5l4 (c), and 602 of the Social Security Act as amended; 
Regulations of the Surgeon General, U . S. Public Health Service, M a y 23, 
1939, as amended Dec. 29, 1939; and Hearings Before the Subcommittee of the 
Committee on Appropriations, House of Representatives . . . on the Depart­
ment of Labor—Federal Security Agency Appropriation Bill for 1941, (76th 
Cong., 3d sess.), p t . I , pp . 301-302. 



I n a l l o t t ing the appropriat ion for a grant- in-a id 
program requir ing no State financial part i c ipa­
t i o n , i t is necessary to take direct account no t 
only of differences i n financial resources b u t also 
of variations i n the need of the States for the 
part icular welfare services provided by the pro­
gram. This determination of need may necessi­
tate recognition of several factors. I n one way 
or another, some weight must be given to differ­
ences i n to ta l populat ion, to ensure larger grants 
for the more populous States. I f the program is 
l i m i t e d to a special category of individuals—such 
as children, crippled children, the aged, the b l i n d , 
the disabled, or workers covered under a social 
insurance p lan—the al lotment formula should 
take account also of variations among the States 
i n the proport ion of the tota l populat ion which is 
represented i n the special category. F ina l l y , i f 
only the "needy" i n these special categories are 
eligible for the services provided, the al lotment 
formula must give weight to the proport ion of 
t o ta l persons i n the category covered by the pro ­
gram who are dependent and come w i t h i n the 
def init ion of "needy." The relative need of each 
State, after g iv ing due weight to a l l factors of this 
sort, can be expressed for purposes of the formula 
as a percentage of the aggregate nat ional need. 

Formulas can readily be developed for com­
bin ing measures of State need, on the one hand , 
and per capita income figures or other measures of 
State financial resources, on the other. One possi­
ble procedure is to divide the Federal appropria­
t i o n i n t o two parts , one of which is d is tr ibuted on 
the basis of the percentage of the t o ta l nat ional 
need i n each State, and the other on the basis of 
relative differences i n State per capita incomes. 
I n the la t ter d i s t r ibut i on , after the States have 
been arrayed i n the order of their per capita i n ­
comes, the ratios of the per capita income of the 
State or States hav ing the largest per capita i n ­
come to t h a t of each State can be mul t ip l i ed by the 
populat ion of each State. T h i s yields a series of 
weighted population figures adjusted for d i f ­
ferences i n per capita income which can be used for 
m a k i n g the allotment to each State. 

A somewhat different method is to develop an 
index for each State by d i v i d i n g the percentage 
representing the State's proport ion of t o t a l n a ­
t ional need by the percentage representing the 
State's proport ion of t o t a l financial resources. 
These State indexes can then be used to allocate 

the entire appropr iat ion , by a l l o t t ing to each 
State an amount which is the same percentage of 
the t o t a l appropriat ion as the index for each State 
is of the sum of the indexes for a l l States.3 

The Federal cost for a given level of payments or 
services is obviously higher when State financial 
part i c ipat ion is not required. Moreover, State 
par t i c ipat ion is desirable, part i cu lar ly i n a pro­
gram invo lv ing large grants- in-aid , as one method 
of encouraging the careful use of the grants by the 
receiving jur i sd i c t i on . Wise and prudent use of 
Federal funds under the public assistance programs 
is more likely, for example, when States are re­
quired to finance p a r t of the payment to each 
recipient. For these reasons, and also because the 
larger Federal grant - in -a id 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 are re­
quired to partic ipate i n the cost. 

3 For a discussion of formulas tak i ng into account both financial resources 
and need where no specific State participation is required, see Advisory 
C o m m i t t e e on Educat ion , Principles and Methods of Distributing Federal Aid 
for Education, Staff S tudy No . 5, 1939. 

Formulas if State Participation Required 

T w o basic types of Federal grant - in-a id pro­
grams requir ing State financial part i c ipat ion may 
be distinguished for purposes of the present dis­
cussion. I n one type, the enabling authorization 
specifically l i m i t s the to ta l amount which can be 
appropriated annual ly for the Federal grants, and 
only a fixed and definite sum is available for d is tr i ­
but ion among the States. M o s t existing Federal 
g rant programs requir ing State part ic ipation, 
other than those for public assistance, are of this 
type. 

I n the second type, the enabling net authorizes 
an annual appropr iat ion of " a sum sufficient to 
carry out the purposes of the p r o g r a m . " Such a 
provision may be construed i n one sense as 
authoriz ing an un l imi ted amount of grants w i t h i n 
the framework of other provisions of the law 
re lat ing to State par t i c ipat ion , m a x i m u m pay­
ments or services to i n d i v i d u a l recipients, and so 
f o r t h . A system of "open-end g r a n t s " may be 
necessary for broad and comprehensive welfare 
programs i n which the aggregate need of the 
States is both large and somewhat indeterminate. 
The grants- in-aid authorized by the three public 
assistance t i t les of the Social Security A c t are of 



this type. Part of the grants proposed i n the 
national health b i l l 4 introduced by Senator 
Wagner would be of this type after the first few 
years of operat ion; and the grants for "general 
public assistance" proposed i n H. R. 5736,5 i n t r o ­
duced by Representat ive Voorhis, would be of this 
type after the first year of operation. 

The problem of constructing formulas to take 
account of differences in the financial resources of 
the States, as measured by their per capita i n ­
comes, varies somewhat for each of the two types. 

4 S.1620, 76th Cong., 1st sess. 
5 76th Cong., 1st sess.. 

State Participation With Specific Limit on 
Total Grants 

Two dist inct elements must be present i n the 
formula i f the authorizat ion prescribes a specific 
maximum dollar amount. I n the first place, i t 
must establish rules for a l l o t t ing the fixed sum 
among the States, to prevent a few States f rom 
obtaining more than their fair share of the tota l 
grants at the expense of other States. Such rules 
must take in to account differences among the 
States i n the need for the part icular program, 
since some States are much larger than others 
and since the need for the service provided may 
differ widely i n relation to the size of the State. 
Some of the factors to be taken in to account i n 
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 obta in the funds al lotted to i t . 
Special attention can and should be paid to differ­
ences in the financial resources of the States— 
particularly i f large expenditures f rom State funds 
are required for the States to take ful l advantage of 
their al lotments. Otherwise, even though a l ib ­
eral a l lotment may be assigned to a State w i t h 
large need, the relative smallness of i t s financial 
resources may prevent i t f rom tak i n g f u l l a d ­
vantage of i ts al lotment . 

The construction of a formula for re lat ing to 
their per capita incomes the terms upon which 
States obtain their al lotments can be accomplished 
in several different ways. One type of formula 
establishes vary ing ratios between Federal grants 
and expenditures f rom State funds. Such ratios 
are applicable to al l or any part of the al lotment , 
depending on the amount of expenditure f rom 
State funds. The problems of developing a 

formula which bases such vary ing ratios of Federal 
part ic ipat ion upon differences i n State per capita 
income are similar to those under grant- in-aid 
programs where the authorization does n o t place 
a specific l i m i t on the t o t a l amount of grants. 
Those problems are discussed i n subsequent 
sections. 

A formula of this general type, w i t h a l i m i t e d 
authorizat ion dur ing the first 3 years, is provided 
i n connection w i t h most of the grants proposed i n 
the Wagner heal th b i l l (S. 1620). The method 
of d i s t r ibut ing the grants for hospital construc­
t i on proposed i n S. 3230, 6 as passed by the Senate 
on M a y 30, 1940, also bears some general s imi lar ­
ities to this type of formula. 

The lat ter b i l l authorizes grants to ta l ing $10 
mi l l i on dur ing each of the next 6 fiscal years. I t 
requires the Surgeon General, i n fixing the 
proport ion of the t o t a l cost of each project covered 
by the Federal grant , to take i n t o consideration the 
per capita income of the State apply ing for a 
grant , or, i f the applicant is not a State, the per 
capita income of the State i n which the applicant 
is located. 7 I t includes no formula for determining 
the exact percentage of Federal part ic ipat ion i n 
each project b u t places m i n i m u m and m a x i m u m 
l i m i t s of 25 and 90 percent, respectively, upon such 
part i c ipat ion . A n amendment to this b i l l p r o ­
posed by Senator T a f t also provided t h a t the 
percentage of the t o t a l cost of each project covered 
by the Federal g rant should v a r y i n accordance 
w i t h the per capita incomes of the apply ing States, 
b u t w i t h i n a range of f rom 40 to 90 percent. The 
exact percentage under this proposed amendment 
would be fixed b y a nat ional advisory hospital 
council. 

A second type of formula for establishing the 
vary ing terms upon which the States may obta in 
the allotments assigned to them prescribes for 
each State a specific or m i n i m u m lump-sum 
amount to be expended f rom State funds as a 
condit ion for receiving its entire al lotment. One 

6 76th Cong., 3d sess.; b i l l introduced b y Senators Wagner and George. 
7 The hospital construction b i l l as passed by the Senate provides t h a t 

counties, health or hospital districts , or other pol it ical subdivisions, as we l l 
as States, may app ly for grants. I f applications f rom such subdivisions are 
approved, the Surgeon General in his determination of the proport ion of the 
total cost of the project to be covered by the Federal grant is required to take 
in to consideration not only the per capita income of the State in which the 
subdivision is located b u t also the " f inancial condition and a b i l i t y " of the 
subdivision itself. There are of course wide variations among the per capita 
incomes of the subdivisions of a State as wel l as among the States themselves. 
N o official estimates of the per capita incomes of such subdivisions are avai l ­
able at the present t ime . 



method of determining such lump-sum amounts 
takes i n t o account differences i n the income posi­
tions of the States b y requir ing all States to spend 
f r om their own funds amounts equivalent to a 
u n i f o r m percentage of the t o t a l income of their 
inhabitants . 

I t is possible to devise a formula for any given 
Federal appropriat ion which w i l l b r ing in to ba l ­
ance the Federal grant to each State and the 
expenditures f rom State funds, representing a 
u n i f o r m percentage of the income of its inhab i t ­
ants, and which w i l l also produce Federal grants, 
for al l States combined, equal to the specified 
Federal appropr iat ion . I f a formula of this sort 
is used, approximate equalization of welfare serv­
ices provided by the various State programs can 
be achieved by relating the Federal al lotments 
d irect ly to the need of each State. A t the same 
t ime , equalization of the fiscal burden of State 
part i c ipat ion is achieved through requir ing the 
expenditures f rom State funds i n all States to 
represent a un i f o rm proport ion of the t o ta l income 
of their inhabitants . This general type of formula 
is s imilar to t h a t used by some States i n dis­
t r i b u t i n g school aid to localities. 

State Participation Without Specific Limit on 
Total Grants 

For the public assistance programs under the 
Social Security A c t and for other programs hav­
ing an "open-end" author izat ion, i t is unneces­
sary to establish an a l lotment for each State, 
since the grants obtained by one State do not 
lesson the amount of grants which other States 
may obta in . T o the extent t h a t its expenditures 
are eligible for matching i n accordance w i t h the 
conditions imposed by the enabling Federal s ta t ­
ute, a State may obtain Federal grants propor­
t ionate to the funds i t is able and w i l l i n g to pro­
vide. Accordingly, the type of formula required 
i n this case need only establish for each State the 
rat io between expenditures f rom State funds and 
obtainable Federal grants. 

Once this rat io is established, the actual 
amount of grants going to any State is dependent 
solely upon the legally matchable amount the 
State spends f rom its own funds. A n allowance 
for relative differences in the financial resources of 
the States can be made only by v a r y i n g the per­
centage ratios of part i c ipat ion assigned to the 
various States. T h e remainder of th is article 

considers the characteristics which are necessary 
i n a formula of this type so t h a t i t w i l l relate 
effectively the percentage ratios of Federal par­
t i c ipat ion to differences i n the per capita incomes 
of the States. 

I t is desirable f irst , however, to refer briefly to 
a proposed alterat ion of the 50-50 matching for­
mula which would produce a certain amount of 
var iat ion i n the effective percentages of Federal 
part i c ipat ion f rom State to State, although this 
var iat ion would not be based on an index of finan­
cial resources. As applied to the public assistance 
programs, this alteration requires the Federal 
grant to cover a larger proport ion of the cost of 
t h a t par t of a payment to a recipient below a 
specified amount than of t h a t par t of the payment 
exceeding the specified amount . A n il lustration 
of this type of proposal is contained in S. 3030,8 

introduced by Senator Connally. 
Since the average payment per recipient differs 

f rom State to State, this change would cause the 
effective percentages of Federal part ic ipat ion in 
t o ta l State payments to vary somewhat from one 
State to another. Moreover, because of the tend­
ency for States w i t h relatively small financial 
resources to pay smaller amounts per recipient, 
these effective percentages would tend to be higher 
for such States than for States w i t h larger re­
sources and, in general, higher levels of payment. 
For this reason i t has been claimed t h a t such a 
formula would result, ind irec t ly , in a system of 
variable grants. 

A plan of this sort would probably increase 
substantial ly the aggregate Federal cost of a 
part icular grant - in -a id program as contrasted 
w i t h the cost of the 50-50 arrangement, particu­
lar ly i f the Federal share of the first part of the 
payment to recipients was larger than 50 percent. 
A l though the plan would make addit ional funds 
available to the States w i t h smaller resources, 
i t would also increase the amount of Federal 
part ic ipat ion in the programs of States w i t h larger 
resources. Moreover, because of the dispropor­
tionate increase in outlays from State funds 
required to mainta in average payments above 
the d i v i d i n g point , there might be a tendency for 
the average payment in most States to be frozen 
at the po int of m a x i m u m Federal contr ibut ion . 

I f variable ratios of part ic ipat ion are con­
8 76th Cong., 3d sess. A number of other bills have also been introduced 

which provide for various proportions other than that in S. 3030. 



sidered a desirable ob jec t ive , i t seems a sounder 
method to base t h e m specif ical ly a n d d i r e c t l y 
upon an index such as per c a p i t a income, w h i c h 
reflects State differences i n f inanc ia l resources. 
The f o r m u l a used should be so designed t h a t i t 
produces a u t o m a t i c a l l y and o b j e c t i v e l y t h e a p p r o ­
priate percentage of Federa l p a r t i c i p a t i o n for each 
State, g i v e n the per cap i ta income of the State . 
Under such a f o r m u l a the degree of Federa l p a r t i c ­
ipation is expressed i n a schedule o f percentages 
vary ing inversely w i t h the per c a p i t a incomes o f 
the States, r a t h e r t h a n as a u n i f o r m percentage 
for a l l States. 

Selection of a m i d p o i n t a r o u n d w h i c h t o range 
such a schedule of percentages presents c e r t a i n 
problems. T h e m o s t obv ious a l t e rnat ives p r o b a ­
bly are 50 percent , 3 3 1/3 percent , or 66 2/3 percent. 
The b r o a d po l i cy ob ject ives of a g r a n t - i n - a i d p r o ­
gram m u s t influence the final choice. I n the 
absence of s t r o n g c o n t r a d i c t o r y reasons, i t is per­
haps most a p p r o p r i a t e to range the percentages 
around a m i d p o i n t of 50, p a r t i c u l a r l y i f a v a r i a b l e -
grant f o r m u l a is s u b s t i t u t e d i n an ex i s t ing p r o g r a m 
which prev ious ly was on an equal m a t c h i n g basis. 
In programs in w h i c h the n a t i o n a l interest is 
paramount a p r o g r a m established i n connect ion 
w i t h the n a t i o n a l defense, for e x a m p l e — t h e Federal percentages m i g h t be ranged a r o u n d 66 2/3 per­
cent. I n c o n t r a s t , i n programs i n w h i c h the 
State interest is considered p r e d o m i n a n t , the per­
centages m i g h t be ranged a r o u n d a m i d p o i n t of 
33 1/3 percent. T h e subsequent discussion proceeds 
on the assumpt ion t h a t the percentages are cen­
tered a r o u n d .50, a l t h o u g h the f o r m u l a s o u t l i n e d 
could be developed equa l l y wel l on the basis of a 
di f ferent a s s u m p t i o n . 

Conversion of Per Capita Incomes to Variable 
Percentages 

W h i l e f o rmulas for t r a n s l a t i n g S ta te per c a p i t a 
income d i f f e rent ia l s i n t o a schedule of v a r i a b l e 
Federal percentages can be developed i n several 
di f ferent ways , f our m a i n types have been selected 
for discussion. These are des ignated as (a) 
" l i n e a r i n t e r p o l a t i o n " f o r m u l a , (b) " b r a c k e t t y p e " 
f o r m u l a , (c) " r a t i o to m i d p o i n t " f o r m u l a , a n d (d) 
" r a t i o to n a t i o n a l average " f o r m u l a . 

T h e " l i n e a r i n t e r p o l a t i o n " f o r m u l a requires , as 
the f i r s t s tep , a decision as to w h a t the m o s t 
favorable and the least favorab le Federa l per ­
centages shal l be. These percentages are assigned 

to the t w o States w i t h the lowest a n d highest per 
c a p i t a incomes, respect ive ly . T h e percentages f or 
the r e m a i n i n g States are t h e n ca l cu lated b y d i s ­
t r i b u t i n g l i n e a r l y the difference between the m a x i ­
m u m a n d m i n i m u m Federal percentage over the 
range of States. T h i s t y p e of f o r m u l a is suggested 
b y the prov is ions of section 1101 (e) of the W a g n e r 
h e a l t h b i l l , a l t h o u g h i t s use w o u l d n o t be m a n d a ­
t o r y under t h a t sect ion. 

Despite i t s s i m p l i c i t y t h i s f o r m u l a has a definite 
l i m i t a t i o n i n t h a t the percentages o f a l l States are 
considerably inf luenced b y the specific per c a p i t a 
incomes o f the t w o States w i t h the lowest a n d 
highest per c a p i t a incomes. A s u b s t a n t i a l change 
f r o m one year t o ano ther i n the per cap i ta income 
of either of these t w o States w o u l d affect m a r k e d l y 
the percentages for a l l other States d u r i n g t h e f o l ­
l o w i n g year even t h o u g h the per c a p i t a incomes 
o f the other States remained the same. Desp i t e 
the general s t a b i l i t y o f the relative income pos i ­
t i ons o f the States i n the past , t h i s l i m i t a t i o n 
lessens somewhat the usefulness o f t h i s m e t h o d . 

The percentages r e s u l t i n g f r o m t h i s f o r m u l a 
w o u l d also be affected apprec iab ly i f the i s l and 
possessions were inc luded i n a g r a n t - i n - a i d p r o ­
g r a m . N o of f ic ial estimate o f the per c a p i t a in­
come o f P u e r t o R i c o is available, b u t l i m i t e d i n ­
f o r m a t i o n indicates t h a t i t is below t h a t o f a n y o f 
the States , the D i s t r i c t o f C o l u m b i a , A l a s k a , or 
H a w a i i . I f Puerto R i c o were inc luded i n a 
g r a n t - i n - a i d p r o g r a m , 9 i t s per c a p i t a income w o u l d 
c o n s t i t u t e one o f the t w o extremes under t h i s 
f o r m u l a , and the Federal percentages for a l l other 
States—except the State w i t h the highest per 
c a p i t a i n c o m e — w o u l d be noticeably smal ler t h a n 
i f Puerto R i c o were excluded. 

The " b r a c k e t type" of f o r m u l a invo lves estab­
l i s h i n g a l i m i t e d n u m b e r of brackets , w i t h perhaps 
5 or 10 States i n each b r a c k e t . The same Federal 
percentage w o u l d a p p l y to a l l States w i t h i n one 
bracket . The ass ignment of States to the d i f f e r ­
e n t brackets m i g h t be based e i ther on the r e l a t i v e 
r a n k i n g of the per cap i ta income of each State i n 
an a r r a y — f o r example , b y deciles or q u a r t i l e s — o r 
on the income b r a c k e t w i t h i n w h i c h the per c a p i t a 
income of each State fa l ls , such as $200-$300, 
$300-$400, and so f o r t h . 

9 Puerto Rico at present is e l ig ib le for the grants p r o v i d e d b y t i t l e s V and 
V I of the Social Secur i ty A c t b u t n o t for grants under the 3 p u b l i c assistance 
t i t l e s . I t w o u l d be eligible for most of the grants - in -a id proposed in the 
Wagner h e a l t h b i l l . 



Whi le such an arrangement may appear fa i r ly 
workable a t first glance, i t m i g h t necessitate a 
considerable amount of administrat ive discretion 
i n 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 i f only a 
s l ight change i n i ts per capita income shifted i t 
f rom one bracket to another. A n y formula plac­
ing such reliance on relat ively insignificant var ia ­
tions i n the per capita income figures would not 
be desirable. 

T h e " r a t i o to m i d p o i n t " formula assumes t h a t 
the figure representing the nat ional per capita 
income is equated to 50 percent or to whatever 
m i d p o i n t is selected. Specifically, i t would require 
the percentage of to ta l expenditures derived f rom 
State funds i n each State to bear the same rat io 
to 50 percent (or other midpo in t ) as the per capita 
income of each State bears to the nat ional per 
capita income. Thus , i f the nat ional per capita 
income for one year were $500 and the per capita 
income of a given State were $250, the percentage 
of t o t a l expenditures to be derived f rom t h a t 
State's funds would be one-half of 50 percent or 
25 percent. The Federal grant , accordingly, 
would cover 75 percent of the cost of the program 
i n t h a t State. S imi lar ly , i f the per capita income 
of another State were $750, the percentage of 
State part i c ipat ion required i n this case would be 
75, whi le the Federal g r a n t would cover only 25 
percent of the cost. 

A formula of this type m i g h t appear logical be­
cause of i ts use of the ratios between State and 
nat ional per capita incomes. I t would result, 
however, i n a rather wide range i n the Federal 
percentages for different States, inc luding a zero 
Federal percentage where the per capita income of 
a State is more than double t h a t of the N a t i o n as 
a whole. Th i s wide range m a y lessen its desir­
a b i l i t y , at least u n t i l some experience has been 
gained i n operating a variable-grant p lan. M o r e ­
over, the ra t i o of State to Federal part i c ipat ion is 
no t the same as the rat io of a State's per capita income to the nat ional per capita income. Those 
characteristics suggest t h a t a s t i l l different type of 
formula m i g h t be more desirable. 

The f our th type or " r a t i o to nat ional average" 
formula also uses the ratios between nat ional and 
State per capita incomes to determine the ratios 
between the Federal and State percentages of 

part i c ipat ion for each State, b u t equates the total 
to 100. I n more precise terms, the percentage of 
Federal part i c ipat ion for each State would bear 
the same rat io to the percentage of State partici­
pat ion as the nat ional per capita income bears to 
the per capita income of the State.10 I f the na­
t ional per capita income were $500, for example, 
and the per capita income of a certain State were 
$250, the Federal percentage of part ic ipat ion for 
t h a t State wou ld be 66 2/3 and the State percentage 
would be 33 1/3. I f the per capita income of 
another State were $750, the Federal percentage 
would be 40 and the State percentage 60. 

One advantage of this " r a t i o to national 
average" formula is t h a t , as i t is applied to 
smaller and smaller per capita incomes, i t results 
i n Federal ratios of part i c ipat ion which increase 
at a constantly increasing rate. A second impor­
t a n t advantage is t h a t 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 al l other States, since 
these other percentages change only to the extent 
of the shi f t i n 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 " b r a c k e t " type of for­
mula would produce. I n contrast to the " r a t i o to 
m i d p o i n t " formula , this f our th formula would 
result i n a somewhat narrower range in the per­
centages for the various States—probably a desir­
able characteristic, especially when a plan of 
variable grants is first established. I n view of 
these considerations, this f our th formula appears 
superior i n many respects to the other three 
types discussed. 

10 A partial application of this general type of formula appears in S. 2203 (76th 
Cong., 1st sess.) Introduced by Senator Byrnes, and in H.R.. 5736 introduced 
by Representative Voorhis. 

Use of 3-Year Moving Average 

I n order t h a t the legislatures and administrat ive 
agencies of the receiving jurisdict ions may be able 
to plan the financing of their welfare programs 
reasonably far in advance, a variable-grant 
formula should be so devised that sudden and 
substantial changes in the Federal percentages of 
part ic ipat ion w i l l not occur from one year to the 
next, except when changes of a genuinely catas­
trophic nature occur i n the income position of a 



State. A previous analysis 1 1 indicated t h a t , i n 
the past at least, there has been a relat ively h igh 
degree of s tab i l i ty i n the per capita income 
rankings of most of the States f rom one year to 
another. T o minimize the possibility of sudden 
changes i n the Federal percentages of part i c ipat ion , 
however, the formula should relate the percent­
ages, not to the per capita incomes for a single 
year b u t to the averages for several years. A 
span of at least 3 years appears desirable for this 
purpose. A mov ing average may be used to 
accomplish this objective. 

The statute establishing a variable-grant plan 
should also indicate when and how frequently 
the part ic ipat ion percentages should be recom­
puted. Since the percentage applicable to a 
given State would be the same throughout the 
intervening period, Federal administrat ion of the 
grants would encounter few problems not already 
present when the percentages are uni form for a l l 
States. 

11 See the Bulletin, January 1940, p. 32, table 4. 

Percentages Resulting From Two Formulas 
The ar i thmet ic averages of the per capita i n ­

comes of each of the States and the D i s t r i c t of 
Columbia for 1936, 1937, and 1938 are shown i n 
the second column of table 1. The States are 
arrayed i n the ascending order of their average 
per capita incomes dur ing this 3-year period. 

The Federal percentages obtained by applying 
the " l inear i n t e r p o l a t i o n " formula to those per 
capita income averages are shown i n the t h i r d 
column. A Federal percentage of 66 2/3 has been 
assigned to Mississippi, w i t h the lowest per capita 
income—$215—and of 33 1/3 to the D i s t r i c t of 
Columbia, which has the highest—$1,210. The 
percentages for the remaining States have been 
computed by d i s t r ibut ing l inearly over the range 
between the two extremes the difference between 
those two percentages (33 1/3 percent). For con­
venience, the intermediate percentages have been 
computed only to the nearest whole number. 

This formula produces a Federal percentage of 
more than 50 percent for a l l but 5 States and the 
Dis t r i c t of Columbia , which have the highest per 
capita incomes. I t is evident t h a t the subst i tu­
tion of a formula of this sort for a 50-50 matching 
formula i n an existing grant - in -a id program would 
probably lead to a substantial increase i n Federal 
costs, since the weighted average percentage of 

Federal part i c ipat ion for the entire program would 
be wel l in excess of 60 percent. 

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

State 

Per capita 
income 

payments, 
1936-38 

average 1 

Federal percentages 
derived f r om— 

Percentage 
increase or 
decrease in 
grants u n ­
der " r a t i o 
to national 
average" 

formula as 
contrasted 
w i t h 50-50 
formula 4 

State 

Per capita 
income 

payments, 
1936-38 

average 1 

" L i n e a r 
i n t e p o l a ­

t i o n " 
formula 2 

" R a t i o to 
national 
average" 
formula 3 

Percentage 
increase or 
decrease in 
grants u n ­
der " r a t i o 
to national 
average" 

formula as 
contrasted 
w i t h 50-50 
formula 4 

(1) (2) (3) (4) (5) 

Un i ted States $539 

Mississippi 215 66 2/3 66 2/3 100 
Arkansas 223 66 66 2/3 100 
Alabama 236 66 66 2/3 100 
South Carolina 257 65 66 2/3 100 
Georgia 288 64 65 86 
N o r t h Carolina 291 64 65 86 

Tennessee 292 64 65 86 
Kentucky 293 64 65 86 
N o r t h Dakota 316 63 63 70 
Oklahoma 323 63 63 70 

South Dakota 340 62 61 56 
Virg in ia 357 62 60 50 
Louisiana 371 61 59 44 
West Virginia 391 61 58 38 
Texas 403 60 57 38 
N e w Mexico 415 60 56 27 
Kansas 433 59 55 22 
Nebraska 435 59 55 22 
Iowa 449 59 55 22 
Missouri 452 59 54 17 

Vermont 461 58 54 17 
Flor ida 464 58 54 17 
Idaho 465 58 54 17 
U t a h 476 58 53 18 

Maine 480 58 53 13 
Indiana 481 58 53 13 
New Hampshire 517 57 51 4 
Minnesota 519 57 51 4 
Wisconsin 541 56 50 0 
Arizona 549 55 50 0 

Colorado 552 55 49 - 4 
Pennsylvania 563 55 49 - 4 
Oregon 573 55 48 - 8 
Montana 575 55 48 - 8 
Washington 606 54 47 - 1 1 
M a r y l a n d 614 53 47 - 1 1 
W y o m i n g 616 53 47 - 1 1 
Ohio 618 53 47 - 1 1 
N e w Jersey 620 53 47 - 1 1 
I l l ino is 629 53 46 -15 

Michigan 632 53 46 - 1 5 
Massachusetts 685 51 44 - 2 1 
Rhode Island 690 51 44 - 2 1 
Connecticut 743 49 42 - 2 8 
California 826 46 39 -36 
Nevada 827 46 39 - 3 6 
Delaware 845 46 39 -36 
N e w Y o r k 855 45 39 -36 
D is t r i c t of Co lumbia 1,210 33 1/3 331/3 -50 

1 Based on U . S. Department of Commerce figures, Survey of Current 
Business, A p r i l 1940, p . 10. 

2 Federal percentages obtained b y d i s t r i b u t i n g l inearly over the range 
between the highest and lowest per capita incomes the difference between 
the lowest and highest percentages (33 1/3 percent). 

3 Federal percentage for each State bears same rat io to State percentage as 
national per capita income bears to per capita income of State. M a x i m u m 
l i m i t of 66 2/3 percent and m i n i m u m l i m i t of 33 1/3 percent on Federall per­
centages assumed. 

4 Derived by formula: percent of change for a State— 
(Federal percent 
—1 X 100 

100—Federal percent 
Expenditures from State funds are assumed to be the same under either 
formula. 



The Federal percentages obtained by applica­
t i on of the " r a t i o to nat ional average" formula 
are shown i n the f our th co lumn of the table. T o 
make them comparable w i t h the percentages i n the 
t h i r d co lumn, m a x i m u m and m i n i m u m l imi t s of 
66 2/3 percent and 33% percent, respectively, have 
been assumed. 

T h e use of the " r a t i o to national average" 
formula , w i t h m i n i m u m and m a x i m u m l i m i t s , 
produces Federal percentages of less than 50 for 
18 States and the D i s t r i c t of Columbia. For 5 
of these—the D i s t r i c t of Columbia, New Y o r k , 
Delaware, Nevada, and Cal i f orn ia—the formula 
produces Federal percentages below 40 percent. 
The 3-year averages of the per capita incomes of 
Arizona and Wisconsin are so close to the national 
average for the same period that their percentages 
are on a 50-50 basis. The remaining 28 States 
are assigned a Federal percentage above 50 by 
this formula . The 12 States w i t h the lowest 
3-year average per capita incomes are assigned 
Federal percentages of 60 or more. 

I f no l i m i t s are applied, the actual range of 
the Federal percentages derived by application of 
the " r a t i o to nat ional average" formula to the 
1936-38 per capita income figures is f rom 31 to 
7 1 . I f a range of this magnitudes is regarded as 
undesirable, a provision can be inserted in the 
formula placing a specific m a x i m u m l i m i t , a 
m i n i m u m l i m i t , or bo th , on the Federal 
percentages. 

Whether a range of Federal part ic ipat ion as 
large as f rom 31 percent to 71 percent is desirable, 
or whether narrower l imi t s should be established, 
is a m a t t e r of broad policy. The range between 
the 3-year average per capita incomes of Missis­
sippi and the D i s t r i c t of Columbia is f rom $215 
to $1,210, representing a rat io of about 1 to 5.6. 
I f the Federal percentage of 7 1 , produced by 
u n l i m i t e d application of the formula , were as­
signed to Mississippi, t h a t State would receive a 
Federal g rant of approximately $2.45 for each 
dollar of i t s own funds available for matching . 
The D i s t r i c t of Co lumbia , assigned a Federal 
percentage of 3 1 , would receive i n contrast a 
Federal grant of approximately 45 cents for each 
legally matchable dollar of i ts own funds. The 
rat io between 45 cents and $2.45 is about 1 to 5.4, 
or very nearly the same as t h a t between the lowest 
and highest State per capita incomes. These 
figures indicate t h a t the percentages produced by 

use of the " r a t i o to nat ional average" formula 
reflect rather f a i t h f u l l y the range i n the basic 
per capita income index. 

I f s ta tutory m i n i m u m and m a x i m u m l imi ts on 
the Federal percentages are considered desirable, 
they affect somewhat the ratios derived from the 
formula. The Federal percentage for the District 
of Columbia is increased s l ight ly , and those for 
South Carol ina, Alabama, Arkansas, and Mis­
sissippi are reduced by several points. The 
range in the percentages after establishing limits 
of 33 1/3-66 2/3 percent is from 1 to 4. T h a t is, $1 of 
State funds when related to the m i n i m u m Federal 
percentage results in a Federal grant of 50 cents, 
as contrasted w i t h a grant of $2 if related to the 
m a x i m u m Federal percentage. 

The formulas in S. 2203 and H. R. 5736 1 2 for 
vary ing the percentages of Federal partic ipation, 
based on State per capita incomes, provide for a 
range of from 50 to 66 2/3 in the Federal percentages. 
The corresponding range provided in the Wagner 
health b i l l is from 33 1/3 to 66 2/3 for three of i ts titles 
and from 16 2/3 to 50 for one t i t l e . The range in 
S. 3230 1 3 as passed by the Senate is from 25 per­
cent to 90 percent. The amendment to this latter 
b i l l proposed by Senator T a f t provided a range of 
from 40 to 90 percent in the ratios of Federal 
participation based on State per capita incomes. 

Effect of Variable Percentages on Amount of 
Grants 

The percentages in the last column of table 1 
are presented in order to contrast the amount of 
grants under a variable-grant formula, such as the 
" r a t i o to national average" formula, and under 
the 50-50 match ing formula. The column i n d i ­
cates for each State the percentage by which the 
amount of Federal grants under the given variable-
grant formula would exceed or fall short of the 
grants under a 50-50 matching formula. The 
assumption used in the computat ion of these 
percentages is t h a t the States mainta in expend­
itures f rom their own funds at approximately 
the some level under either type of formula. 1 4 

On these assumptions, 28 States would receive 

12 See footnote 10. 
13 See footnote 6. 

14 I f a variable-grant formula is subst i tuted for a 50-50 matching formula 
i n a program already in operation, it might be considered desirable to require 
t h a t States assigned a Federal percentage larger than 50 mainta in at least the 
previous level of expenditure from their own funds as a condit ion of eligibility 
for the more favorable percentage. 



a larger a m o u n t o f g r a n t s under the v a r i a b l e -
g r a n t f o r m u l a t h a n u n d e r a n e q u a l - m a t c h i n g 
f o r m u l a . H e n c e , t h e use o f t h i s v a r i a b l e - g r a n t 
f o rmula i n a w e l f a r e p r o g r a m w o u l d enable these 
States t o m a i n t a i n a h i g h e r average p a y m e n t o r 
service per r e c i p i e n t , a l a r g e r n u m b e r o f r e c i p i e n t s , 
or b o t h , t h a n i f a 5 0 - 5 0 f o r m u l a w e r e used . 

I n c o n t r a s t , 19 o t h e r S t a t e s w o u l d rece ive a 
smaller a m o u n t o f g r a n t s u n d e r t h e v a r i a b l e - g r a n t 
f o r m u l a t h a n u n d e r a 5 0 - 5 0 f o r m u l a . E x p e n d ­
i tures f r o m t h e i r o w n f u n d s t h u s w o u l d h a v e 
to be l a r g e r u n d e r t h e v a r i a b l e - g r a n t f o r m u l a t o 
m a i n t a i n at a n y g i v e n l e v e l t h e i r average p a y ­
m e n t o r serv ice per r e c i p i e n t a n d t h e n u m b e r o f 
rec ipients . T h e v a r i a b l e - g r a n t f o r m u l a w o u l d r e ­
duce b y m o r e t h a n o n e - f o u r t h t h e g r a n t s t o 6 o f 
these S ta tes . S ince these S t a t e s h a v e t h e h i g h e s t 
per c a p i t a incomes , h o w e v e r , the f iscal b u r d e n o f 
a g iven w e l f a r e p r o g r a m u p o n t h e t o t a l i n c o m e o f 
the ir i n h a b i t a n t s , even a f t e r r a i s i n g t h e a d d i t i o n a l 
funds necessary t o m a i n t a i n a g i v e n l e v e l o f o p e r a ­
t i o n , w o u l d p r o b a b l y be n o g r e a t e r t h a n t h a t i n 
numerous S ta tes w i t h s m a l l e r per c a p i t a incomes . 

I n o l d e r t o e s t i m a t e t h e percentage change i n 
t o t a l F e d e r a l g r a n t s u n d e r a v a r i a b l e - g r a n t 
f o r m u l a i n c o n t r a s t t o a 5 0 - 5 0 m a t c h i n g f o r m u l a 
(assuming e x p e n d i t u r e s f r o m S t a t e f u n d s t o be 
the same u n d e r e i t h e r f o r m u l a ) , t h e percentages 
i n t h e last, c o l u m n o f t a b l e 1 h a v e been w e i g h t e d 
by the p r o p o r t i o n s w h i c h t h e g r a n t s t o each S t a t e 
for o ld -age assistance w e r e o f t o t a l g r a n t s - i n - a i d 
for t h a t p u r p o s e i n 1939 . 1 5 F o r t h e c o u n t r y as a 
whole , a w e i g h t e d average increase o f 1.2 p e r c e n t 
in Federa l f u n d s is o b t a i n e d b y t h i s process. 
T h i s w o u l d be e q u i v a l e n t t o a n increase o f a b o u t 
$3 m i l l i o n i n t h e a n n u a l F e d e r a l cost o f t h e g r a n t s 
for o ld -age ass istance , a n d w o u l d r e s u l t i n a 
we ighted average r a t i o o f F e d e r a l p a r t i c i p a t i o n o f 
50.6 p e r c e n t . T h e g e n e r a l t y p e o f f o r m u l a used 
i n these c o m p u t a t i o n s w o u l d t h e r e f o r e c o m e a t 
least w i t h respect t o i t s cost w i t h i n t h e r u l e l a i d 
d o w n b y t h e P r e s i d e n t t h a t t h e m a k i n g o f " p r o ­
p o r t i o n a t e l y l a r g e r F e d e r a l g r a n t s - i n - a i d t o those 
States w i t h l i m i t e d f iscal c a p a c i t i e s . . . c a n a n d 
shou ld be a c c o m p l i s h e d i n s u c h a w a y as t o i n v o l v e 
l i t t l e , i f a n y , a d d i t i o n a l cos t t o t h e F e d e r a l 
G o v e r n m e n t . " 1 6 

15 On basis of checks issued, as reported by the Office of the Commissioner 
of Accounts and Deposits of the U . S. Treasury Department . 

16 Message From the President of the United States Transmitting a Report of 
the Social Security Board Recommending Changes in the Social Security Act, 
H . Doc. 110, 76th Cong., 1st sess. 

Degree of Equalization Achieved by Formula 
F u l l equalization under a Federal grant - in -a id 

program would exist i f the grants make possible 
approximately un i form levels of operation w i t h i n 
each State, while the expenditures on the program 
from State funds constitute approximately the 
same fiscal burden i n each State. Th i s concept 
has been developed in the past i n connection w i t h 
State school a id to localities. Where f u l l equal­
ization is sought, this State aid is d is tr ibuted i n 
such a way as to m a i n t a i n , despite the wide 
var iat ion i n the per capita wealth of different 
subdivisions, approximately the same school 
expenditure per chi ld in each local i ty , provided 
local funds are raised equivalent to the y ie ld f rom 
the same m i l l levy on assessed property i n each 
local i ty . I n other words, the State aid is so 
d istr ibuted as to make up the difference between 
the to ta l expenditure required i n each local i ty to 
achieve the desired standard and the amount 
raised by the locality itself by the uni form m i l l 
levy. 

The feasibil ity of fu l l equalization as an ob­
ject ive of Federal grants for State welfare pro ­
grams is questionable. For one t h i n g , grants 
under a fu l l equalization plan must be essentially 
lump sums. The lump-sum grant method can be 
uti l ized only when the aggregate need for the 
services rendered by a program can be measured 
readily and expressed as a specific amount for 
each State. I t is di f f icult to measure and express 
in dollars the aggregate need i n each 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 needed 
by each one. Neither of these variables is subject 
to precise measurement, and they both undergo 
change w i t h cyclical f luctuations and shifts i n 
welfare standards. Hence i t would be extremely 
diff icult to determine the appropriate lump-sum 
amounts which should go to each State. 

F u l l equalization, furthermore, would be costly 
to the Federal Government—part i cu lar ly i f the 
level of welfare services provided approached a 
reasonable degree of adequacy—and would require 
i t t o assume a h igh percentage of the t o t a l cost 
of most State welfare programs. T h i s burden on 
the Federal Government would be the result of the 
large differentials between tax-raising ab i l i ty and 
need for welfare services i n the most favorably 
situated State or States, which would serve as 



benchmarks for the equalization, and such re lat ion­
ships i n other States. The size of these differ­
entials is a reflection of the wide diversity among 
the States bo th i n relative needs and resources, 
and of the tendency for the need for welfare 
services to be higher i n States where financial 
resources i n relation to populat ion are low. 

I t is no t possible to determine the fiscal burden 
necessary i n the different States to finance ex­
penditures f rom State funds under the variable-
grant formulas outl ined or the corresponding degree 
of equalization which the formulas achieve. The 
amounts of Federal grants to each State under 
those formulas are dependent upon the amount the 
State is able and w i l l i n g to devote to any given 
welfare program. Thus , the decision regarding 
the scope of the program i n each State is loft 
entirely t o the State itself and is not t ied to a 
un i f o rm nat ional standard, as would be necessary 
under the f u l l equalization p lan described above. 

Because the v a r y i n g Federal and State ratios 
of part i c ipat ion are related to per capita income 
differentials, the variable-grant formulas out l ined 
above would approach considerably closer to f u l l 
equalization of services and fiscal burdens t h a n 
does the 50-50 matching formula . The precise 
fiscal burden placed on a State by i ts part i c ipat ion 
i n a part icular welfare program, however, would 
s t i l l depend on the extent of the program i t chose 
to ma inta in . I f , for example, a State w i t h rela­
t i ve ly small financial resources undertakes a com­
prehensive and l iberal welfare program, the 
relative fiscal burden occasioned by the program— 
even w i t h the larger degree of Federal part ic ipa­
t i o n i n i ts program result ing f rom use of a variable-
grant f o r m u l a — w i l l be greater t h a n t h a t of a State 
w i t h 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 i n welfare 
needs. Recognition of such differences may enter 
i n t o the formulas i n two ways. 

I n the f i rst place, i f the enabling authorizat ion 
places a specific dol lar l i m i t upon the to ta l amount 
of grants, i t is necessary to a l lot this t o ta l among 
the States to prevent some States f rom receiving 
a disproportionate share a t the expense of other 
States. Adequate recognition must be given to 

State differences i n the need for the particular 
program i n mak ing this a l lo tment to ensure that 
States w i t h greater need can obtain proportion­
ately larger grants. I f the enabling authorization 
does not place a specific dollar l i m i t on the total 
amount of grants, however, the necessity of allot­
t ing a l i m i t e d sum among the States does not exist. 
Under such an author izat ion , jus t as under the 
public assistance t it les of the Social Security Act, 
the Federal Government stands ready to match at 
the prescribed ratios a l l expenditures f rom State 
funds which are legally eligible for such matching. 
I n such a circumstance i t is unnecessary to take 
account of State differences i n need for the purpose 
of l i m i t i n g the share which each State can obtain 
of the to ta l . 

Account m i g h t also be taken of differences in 
need i n determining the rat io of Federal participa­
t ion assigned to each State. I f , i n the formula 
establishing these ratios, allowance is made for 
State differences i n the need for a particular 
service, dissimilar percentages w i l l be assigned to 
a single State under different Federal grant- in-aid 
programs. This var iat ion is a reflection of the 
diverse age compositions and other characteristics 
of the States, which cause the need of a given 
State i n relat ion to t h a t of other States to be 
larger for one program than for another. I f i t 
were considered a sound policy to assign per­
centages to States which differ f rom program to 
program, specific allowance in the formula for 
differences i n need would clearly be desirable 

There is much to be said, however, i n favor of 
assigning to each State a single percentage appl i ­
cable in al l Federal g r a n t programs in which i t 
participates. I n this case the States, in appor­
t ioning 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 i n 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 expenditure from 
State funds. I f i t is considered a sounder public 
policy to assign a single percentage to each State, 
recognition of variations among the States in the 
need for each separate program would not be a 
necessary element of the formula . 

The per capita income of a State is the quotient 
of the t o t a l income of i ts inhabitants divided by 
its t o ta l populat ion. The populat ion of a State 



may be regarded as a measure of i t s "generalized 
need" for welfare services of a l l types. 1 7 Thus, the 
use of per capita income i n a formula recognizes 
State differences in general need as well as d i f ­
ferences in the aggregate financial resources of the 
States as measured by the to ta l income of their 
inhabitants. I f i t is considered desirable to assign 
a single percentage to a given State for a l l Federal 
grant programs, the use in the formula of a variable 
representing only generalized need would seem to 
be a justifiable procedure. 

On the assumption, however, tha t i t is con­
sidered wise to assign different percentages to a 
given State for different welfare programs, i t is 
instructive to examine methods of allowing for 
differences in need in the formula. I f the number 
of potentially eligible recipients in each State can 
be readily determined from an official census or 
other reliable source, i t is a relatively simple 
matter to modify the formulas outl ined above to 
take account of differences among the States i n 
the numbers of such persons. I f all aged persons, 
for example, were eligible for payments or services 
under a grant- in-aid program, the to ta l income 
received by the inhabitants of each State might 
be divided by the to ta l number of aged individuals 
in the State rather than by the to ta l population. 
These income-per-aged quotients might then be 
substituted for the income-per-capita figures as 
the basis on which the schedule of Federal per­
centages is computed. S imi lar ly , i f a program 
involves expenditures on behalf of all children, the 
formulas m i g h t be so modified as to relate the 
percentages to the income-per-child i n each State. 

17 See Wueller, P.H., "Income and the Measurement of the Relative Capac­
ities of the States," Studies in Income and Wealth, Nat i ona l Bureau of Eco­
nomic Research, 1939, Vo l . III, p. 445 ff . 

Measurement of Differences in Need 

When, however, the scope of a Federal grant 
program is l imited to "needy" persons of certain 
ages or of other defined characteristics, no census 
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 special 
census in each State. Th i s would necessitate, i n 
the first place, common agreement on and app l i ­
cation of a uni form and workable definit ion of 
"need," w i t h definite standards w i t h respect to 
the treatment of relatives' responsibility, other 
income, property, and so f o r th . I t would then 

be necessary to examine the circumstances of a l l 
persons i n each State i n the general category con­
cerned, to determine whether or not they were 
"needy" w i t h i n the definition established. Such 
a census would have to be taken regularly, since 
cyclical f luctuations change the percentages of 
persons i n need. I n view of the scope and dif f icul ­
ties of such an undertaking, i t is questionable 
whether i t can be regarded as practical . 

I f i t were accurate to assume t h a t the pro ­
port ion of "needy" to to ta l persons i n a given 
category is approximately the same i n each State, 
an allowance i n the formula for State differences 
i n the to ta l number of persons i n the category 
would give adequate recognition to differences 
i n the number of "needy" persons as wel l . The 
factual data throwing l i g h t on the v a l i d i t y of 
such an assumption are l i m i t e d . The Nat i ona l 
Resources Committee found t h a t 23 percent of the 
families i n the Southern region i n 1935-36 had 
incomes below $500, while the corresponding per­
centages for the other regions were as follows: 
New England, 7 .1 ; N o r t h Centra l , 10.1; Pacific, 
9.3; and M o u n t a i n and Plains, 17.5. 1 8 For f a m ­
ilies w i t h incomes below $750, the percentage for 
the Southern region was 41.3, while those for the 
other regions were: New England , 18.4; Pacific, 
18.5; N o r t h Centra l , 20.2; and M o u n t a i n and 
Plains, 33.0. 

Since need presumably results f r om a deficiency 
i n income, these figures suggest t h a t the proport ion 
of needy to tota l families varies widely f r o m one 
part of the country to another. N o published 
State or regional income distr ibut ions of this sort 
are available for particular groups, such as the 
aged, chi ldren, or the sick. I t is probable, how­
ever, tha t the regional differences i n fami ly income levels are reflected, a t least i n part , i n differ­
ences among the States w i t h respect to the eco­
nomic status of persons i n the special categories. 
I f so, i t does not appear va l id to assume t h a t the 
proport ion of needy to to ta l persons i n a specified 
category is approximately uni form i n al l States. 

I n view of those considerations, i t is question­
able whether State differences i n need, under 
part icular welfare programs l imi ted to "needy" 
persons i n a specified category, are measurable 
w i t h sufficient accuracy to warrant their inclusion 
as an element i n the formulas for determining 
18 Nat ional Resources Committee , Consumer Incomes in the United States 
1938, p. 98. 



ratios of part i c ipat ion . As pointed out i n the 
article i n the January B u l l e t i n , there is some basis 
for an assumption t h a t the percentages of "needy" 
to t o ta l persons i n most categories may be rela­
t ive ly h igh i n States w i t h small per capita incomes. 
A mean per capita income i n a given State con­
siderably below that of most other States probably 
reflects—if the shape of i t s d i s t r ibut ion curve is 
not markedly different f rom that of other States— 
the existence of a re lat ively large number of small 
incomes i n t h a t State. Thus , those States w i t h 
re lat ively small per capita incomes, to which 
would be assigned the higher Federal matching 
percentages under the variable-grant formulas 
outl ined above, are i n general the States i n which a 
re lat ively larger percentage of the populat ion have 
incomes so low t h a t they can be characterized as 
"needy . " Hence, the formulas suggested for 
determining vary ing ratios of part ic ipat ion do give 
ind irec t ly some recognition to differences among 
the States i n the proport ion of needy persons. 

Ratio of Grants to Federal Taxes Paid 

A test occasionally proposed for evaluating 
formulas for d i s t r ibut ing Federal grants is to 
compare the proport ion of t o ta l grants received by 
each State w i t h the proport ion of t o ta l Federal 
taxes paid . I n such a comparison, figures for 
internal revenue collection districts , published by 
the Bureau of I n t e r n a l Revenue, are sometimes 
used as an indicat ion of the amount of Federal 
taxes paid by the inhabi tants of a State. T h e 
Bureau of I n t e r n a l Revenue, however, credits tax 
receipts to the States i n which the collections are 
made. I t s published figures, therefore, do not 
indicate the actual burden of Federal taxes on the 
inhabitants of different States, since the taxes 
m a y eventually be borne by persons in States 
other t h a n t h a t i n which they are collected. 1 9 

N o r t h Carol ina, for example, ranked below only 
N e w Y o r k , Pennsylvania, and I l l ino is w i t h respect 
to the amount of Federal internal revenue taxes 
collected in the fiscal year 1938-39 i n the State. 
T h i s s i tuat ion resulted f rom the fact t h a t nearly 
50 percent of a l l collections under the Federal 
cigarette tax were paid i n i t i a l l y by tobacco com­
panies i n t h a t State. The u l t imate incidence of 
the 6-cent Federal cigarette tax, however, is 
diffused among consumers throughout the country . 

19 See Annual Report of the Commissioner of Internal Revenue for the Fiscal 
Year Ended June 30, 1939, p. 91, table 3, footnote 2. 

This is one of the more s t r ik ing i l lustrations of 
reasons why the Bureau of I n t e r n a l Revenue 
figures do not constitute an adequate basis for 
State comparisons of Federal taxes paid and 
grants received. U n t i l satisfactory estimates of 
the amount o f Federal taxes actually borne by the 
inhabitants o f each State are available, i t is 
impossible to compare the proport ion of grants 
received under a variable-grant formula, or under 
any other formula, w i t h Federal taxes paid. 

Whether the d i s t r ibut ion of Federal grants-in-
aid should bear some direct relationship to the 
Federal tax burden of the inhabitants of each 
State—assuming that adequate measure's of that 
burden were available—is a matter of broad policy. 
Invo lved i n such a question are numerous general 
problems concerning Federal-State relationships 
both in the fiscal field and elsewhere. Among the 
factors which should be taken into account in 
f o rmulat ing policy w i t h respect to this question 
is the fact t h a t even the Federal income taxes 
collected in the different States are based upon 
income which, to a certain extent, has been derived 
from commerce w i t h other States. The business 
enterprises in a given State, from which its i n ­
habitants derive their income, may be dependent 
on other States, not only for a part of their raw 
materials and labor b u t also to a considerable ex­
tent for their markets and finally their profits. 

This article has analyzed the important charac­
teristics necessary in Federal grant - in -a id formu­
las, i n order to relate the d i s t r ibut ion of grants 
among the States to differences in their economic 
capacity, as measured by their per capita incomes. 
Points have been indicated a t which selection 
among various alternatives is a matter of broad 
policy. These include such questions as the mid ­
po in t around which the percentages of Federal 
part ic ipat ion should be d i s t r ibuted , the magnitude 
of the range between the m a x i m u m and m i n i m u m 
Federal percentages which should be permitted , 
and the relative desirability' of assigning the same 
o r dissimilar percentages of Federal part ic ipation 
to a single State f o r different grant - in -a id pro­
grams. F i n a l l y , given the framework established 
by broad policy considerations, several workable 
formulas have been indicated, by which the vary ­
ing Federal ratios o f part i c ipat ion for different 
States can be related direct ly to their per capita 
incomes. 


